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Finance Committee 
 

18th Meeting, 2014 (Session 4), Wednesday 4 June 2014 
 

Children and Young People (Scotland) Act 2014 
 
Introduction 

1. The purpose of this paper is to provide the Committee with information in 
advance of its evidence session with the Minister for Children and Young People 
on the estimated capital costs arising from the Scottish Government (“The 
Government”)’s extension of eligibility for early learning and childcare. 

2. As required by Standing Orders Rule 9.7.8B, a supplementary Financial 
Memorandum (“SFM”) accompanying the Children and Young People (Scotland) 
Bill (“the Bill”) as amended at Stage 2 was published on 31 January 2014. 

3. The Finance Committee took evidence on the SFM from the Government Bill 
Team at its meeting on the morning of Wednesday 19 February. The Official 
Report of the meeting is available on the Committee’s webpages. 

4. The Bill’s Stage 3 proceedings took place on the afternoon of Wednesday 19 
February. 

Extension of early learning and childcare: Estimated capital costs 

5. On 7 January 2014, the Government announced plans to extend eligibility for 
free childcare provision.  The SFM stated that— 

“Local authorities will be required to provide 600 hours of early learning and 
childcare to any 2-year old who is defined as living in a workless household 
from August 2014, with further extension to all 2-year olds who qualify for 
free school meals under the current passported benefits eligibility criteria 
from August 2015.” 

6. However, paragraph 13 of the SFM stated that— 

“Capital costs have not been explicitly estimated. It is not possible to provide 
an accurate estimate of the level of infrastructure investment required at this 
stage. Further work will be required to explore the need for any additional 
capital funding.” 

7. In response to questioning from the Committee as to why estimated capital 
costs had not been provided in the SFM, the Bill team stated that— 

“It is not possible to provide an accurate estimate of the level of infrastructure 
investment required at this stage. Further work will be required to explore the 
need for any additional capital funding.” 

8. The Bill team explained that capital costs for the vulnerable group of children 
would not necessarily be the same as for the more universal provision for three 

http://www.scottish.parliament.uk/S4_Bills/Children%20and%20Young%20People%20(Scotland)%20Bill/b27as4-stage2-fm.pdf
http://www.scottish.parliament.uk/S4_Bills/Children%20and%20Young%20People%20(Scotland)%20Bill/b27as4-stage2-fm.pdf
http://www.scottish.parliament.uk/parliamentarybusiness/28862.aspx?r=8957&mode=pdf
http://www.scottish.parliament.uk/parliamentarybusiness/28862.aspx?r=8949&mode=pdf
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and four year old as set out in the original FM.  It stated that “the group of 
vulnerable two-year-olds covered by the January announcement may have more 
significant needs, so we will be considering different staff to child ratios, and the 
capital costs will be quite different.”  The Bill team further stated that discussions 
relating to these costs were ongoing between the Government, COSLA and the 
Association of Directors of Education in Scotland and noted that, as the policy 
would take effect in August, the costs would have to be developed “very quickly” 
but was unable to confirm how long this might take. 

9. When asked if a range of figures could be provided, for example whether the 
capital costs would be less than £100 million, the Bill team stated “I would not say 
anything at all. I cannot provide those estimates or figures, I am afraid.”  However, 
it was stated that the Government’s workings and calculations had been shared 
with COSLA and that it had not raised any concerns. 

10. In response to questioning as to whether capital costs per head for children 
to whom free early learning and childcare was being extended, the Bill team 
stated— 

“As far as capital costs are concerned, I am afraid that I am not in a position 
to be able to say whether the per child cost as worked out would be higher or 
lower than what we used in the financial memorandum, which related to three 
and four-year-olds.” 

11. The original FM based its capital estimates on Scottish Futures Trust metrics 
for primary schools which give an allowance of 7.5 square metres per child at a 
cost of £2,350 per square metre.  It stated that— 

“Costs could be: around £700,000 for an integrated unit for 40 morning and 
40 afternoon children; around £1,500,000 for a stand-alone unit for 80 
children; or less for smaller alterations and adaptions.” 

12. Whilst unable to provide estimates of the additional capital costs, the Bill 
team confirmed that “all additional costs for local authorities arising from the 
Children and Young People (Scotland) Bill will be picked up by the Scottish 
Government.” 

13. When it was pointed out that Standing Orders Rule 9.3.2 stated that an FM 
should set out not only the best estimates of the costs to which a Bill would give 
rise, but also “an indication of the margins of uncertainty in such estimates”, the 
Bill team apologised for being unable to provide these parameters within the 
timescales in which it had to work, but stated “I imagine they are beginning to 
emerge.” 

14. The Bill team concluded its evidence session by stating that— 

“as further work, particularly on capital costs, is carried out we will be very 
keen and happy to provide that additional information at a suitable date for 
the Committee, to enable you to carry out your rightful role of scrutinising the 
costs as they emerge.” 
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Correspondence between Finance Committee and Minister for Children and 
Young People 

15. Following the oral evidence session, the Committee wrote to the Minister for 
Children and Young People, asking “for an explanation as to why a best estimate 
[of capital costs] has not been provided and an assurance that these costs will be 
provided to the Committee at the very earliest opportunity.” The letter also invited 
the Minister to give evidence on these costs once they became available. 

16. The Committee received a response from the Minister for Children and 
Young People in a letter dated 11 March.  This letter stated that— 

“The limited period between formulating the policy announcement on 7 
January and delivering the supplementary financial memorandum did not 
allow sufficient time to develop a robust analysis of the existing capacity 
within local government, and therefore the additional estimated cost 
estimates (best or otherwise) of additional infrastructure were not available at 
that time.” 

17. The letter further stated, whilst capacity was complex, the Government was 
addressing the issue “as swiftly as we can.” 

18. The letter concluded by confirming that the costs would be provided to the 
Committee “at the very earliest opportunity” and that the Minister would be “happy 
to give evidence to the Finance Committee on those costs once they are 
available.” 

The Provision of Early Learning and Childcare (Specified Children) 
(Scotland) Order 2014 

19. The Government laid the above draft SSI before the Parliament on 19 May 
2014.  The draft SSI’s policy note explains that the purpose of the SSI is to specify 
under section 47(2)(c)(ii) of the Act those children who are “eligible pre-school 
children” and therefore entitled to the mandatory amount of early learning and 
childcare (600 hours per year) under section 47(1) of the Act.  

20. The policy note also addresses the financial implications of the policy and 
states— 

“An initial £31 million capital has been allocated in the Scottish Government 
Budget over 2014/15 and 2015/16.  We will continue to work closely with local 
authorities and COSLA to secure a final estimate; and, this will be shared with 
the Finance Committee and the Education and Culture Committee in advance 
of the deadline for Parliamentary approval of this instrument. 

This is a complex issue and in fact goes beyond the objectives of this 
instrument in that we are seeking to secure agreement on the capital 
implications of the additional 15% of 2 year olds who will be introduced through 
this instrument; and, the further 2 year olds who will be introduced through a 

http://www.scottish.parliament.uk/S4_FinanceCommittee/Letter_to_the_Minister_on_supplementary_Financial_Memorandum.pdf
http://www.scottish.parliament.uk/S4_FinanceCommittee/Letter_to_the_Minister_on_supplementary_Financial_Memorandum.pdf
http://www.scottish.parliament.uk/S4_FinanceCommittee/Ailleen_camp.pdf
http://www.legislation.gov.uk/sdsi/2014/9780111023488/contents
http://www.legislation.gov.uk/sdsi/2014/9780111023488/pdfs/sdsipn_9780111023488_en.pdf
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subsequent amending instrument to ensure the entitlement rises to around 27% 
of 2 year olds from August 2015.”1 

Scottish Government analysis of capital costing for expansion to two-year-
olds 

21. On 29 May the Government submitted a paper containing its analysis of the 
capital investment requirement associated with the expansion in early learning and 
childcare to the 27% of two-year-olds it assumes would be eligible for free early 
learning and childcare. This is attached at Annexe A. 

22. The paper states that the Government and COSLA “are engaged in 
discussion concerning an appropriate basis for calculating and allocating the 
capital funding requirement necessary”. It further states that the Government has 
“analysed returns from local authorities to examine how metrics were applied in 
practice and to establish a workable metric for the nursery estate– in short, the 
cost per child of providing the necessary infrastructure.” 

23. The assumptions underlying the metrics on which the estimated capital costs 
are based are set out in paragraphs 14 to 35. 

24. The Government’s analysis of responses from local authorities found a “wide 
variation in in costs per child being applied from £1,000 to £23,000.”  The paper 
also notes significant variances in the allocated floor space per child and in the 
costs per square metre (depending on whether new buildings were being built or 
existing ones adapted). 

25. Despite these wide ranges, the paper does not appear to provide any 
indication of the impact that making different assumptions might have on its 
estimated costs. 

26. It is not clear how the range in costs from £1,000 to £23,000 set out in 
paragraph 6 corresponds with the range of “cost per child estimates across the 
local authorities of between £175 and £26,000” referred to in paragraph 20.  

27. The paper notes that a proportion of two-year-olds (around 15.3% of the 27% 
of children now eligible as a result of the extension) were “already in the system” 
and that the metric should be adjusted accordingly. 

28. Paragraph 36 explains that the total estimated capital cost for local authority 
providers is— 

“calculated by first of all using the previously outlined cost per child for 
adaptation/new build/extension multiplied by the number of children (12,971 
minus the 1,983 already accommodated). 60% of this sum is then calculated to 
get the total cost for 60% Local Authority Provision for each build type. These 
costs are then combined with the 30/30/40 split of likely build types and 
summed to arrive at a figure of £61 million.” 

                                            
1 Policy note, paragraphs 25-26 



FI/S4/14/18/1 
 

 

 5 

29. However, paragraph 6 of the SFM states that the number of affected children 
“equates to around an additional 8,400 2-year olds from August 2014, rising to 
approximately 15,400 from August 2015.” 

30. It is not clear where the figure of 12,971 children has come from or why it 
differs from the figure quoted in the SFM.  If the 15,400 figure was adjusted 
downwards to reflect those children already receiving childcare, it would still mean 
over 13,000 children being eligible rather than the 10,988 assumed in table 3. 

31. The paper covers local authority provision only. It does not provide an 
indication of potential costs to private providers despite noting that they currently 
accommodate 40% of three and four-year olds and 50% of two-year olds in early 
learning and childcare.  FMs are required to distinguish separately such costs as 
would fall upon—  

(a) the Scottish Administration;  
(b) local authorities; and  
(c) other bodies, individuals and businesses. 

COSLA Submission 

32. A written submission from COSLA was received on 30 May.  This is attached 
at Annexe B. 

Conclusion 

33. The Committee is invited to consider the above in its evidence session with 
the Minister for Children and Young People. 

 
Alan Hunter 

Assistant Clerk to the Committee 
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ANNEXE A 
 

Children & Young People’s Bill –  Early Learning & Childcare – 
Capital Costing for expansion to 2 year olds 

Children & Families Analysis 
 
Purpose 
 

1. To set out a proposal for the capital investment requirement associated with 
the expansion in early learning and childcare to 27% of 2 year olds. 

 
Background 
 

2. Scottish Government and COSLA are engaged in discussion concerning an 
appropriate basis for calculating and allocating the capital funding 
requirement necessary to support the expansion of early learning and 
childcare for eligible 2 year olds set out in the new Children and Young 
People (Scotland) Act 2014.   
 

3. To inform that discussion COSLA have collected data from local authorities 
which includes their estimate of the level of investment required.   Data 
indicating location and numbers of eligible children and families along with 
estimations of likely uptake rates, availability of existing capacity and 
distribution of children between local authorities and partner providers also 
underpin the analysis. 
 

4. To further inform the proposed metrics; and to ensure that it is appropriate 
for nursery settings, recent examples of capital spent on the nursery estate 
have been provided by local authorities who have recently completed new 
builds or adaptations. Twenty returns have been received and analysed by 
the Scottish Government. 
 

5. To provide an equitable, workable approach for calculating an appropriate 
distribution this note sets out a calculation based on a standardised metric 
applicable to all local authorities.  This is consistent with approaches taken 
on other elements of the measures set out in the Children & Young People 
(Scotland) Act 2014 and on the elaboration of the Government’s 
contribution towards school infrastructure under Scotland’s Schools for the 
Future Programme. In developing this metric, allowance has been made for 
information provided by Local Authorities and the latest data on likely 
uptake rates and the split of provision between Local Authorities and 
Partner Providers. 

 
Summary 
 

6. The SG have analysed  returns from local authorities to examine how 
metrics were applied in practice and to establish a workable metric for the 
nursery estate– in short, the cost per child of providing the necessary 
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infrastructure. This exercise revealed that there was wide variation in costs 
per child being applied from £1,000 to £23,000.  

 
7. Based on the analysis provided the costs per square metre appear to vary 

according to the type of capital investment.  Costs of adaptations appear to 
be around 30% cheaper than new buildings. The Schools for the Future 
metric of £2,400 appears to reflect the cost of standalone new builds and 
extensions to existing school structures require a 30% uprate from the 
Schools for the Future figure.   

 
8. Returns from local authorities imply that 30% of children will be catered for 

in adapted buildings; 40% in extensions to schools and the remaining 30% 
in standalone new builds.  
 

9. The allocated area per child also varies according to the returns from local 
authorities.  This ranges from 2.8m2 to 7.5m2.  We assume where the 
smaller area allowance is applied, this is for playroom accommodation only 
and does not include allowance for additional facilities such as toilets and 
changing areas. 

 
10. In order to avoid double counting, we have also taken into consideration 

those 2 year old children already accommodated in pre-school, as identified 
in annual national pre-school statistics.2 This indicates that in 2012, 5,743 2 
year olds were already receiving free early learning and childcare in 
Scotland. Of these, 1,983 were Looked After, in a kinship care arrangement 
or identified as in need by their local authority. These children would also 
qualify for the new entitlement. The majority of these 1,983 were 
accommodated in local authority settings. This accounts for approximately 
15.3% of those eligible under the 27% criteria.  The metric should therefore 
reflect an adjustment for existing capacity and 2 year olds already in the 
system. 

 
11. Finally, capital costs cover local authority provision only. Local authorities 

currently accommodate 60% of 3 and 4 year olds, while private providers 
accommodate the remaining 40%. For 2 year olds, national statistics3  
indicate that 50% are accommodated by local authorities and 50% by 
private providers.  
 

12. As the examples submitted were primarily of recent or actual planned 
capital, they did not focus on use of partner providers.  The COSLA survey 
however did provide information on use of partner providers, indicating 
some variation in plans to use them across local authorities. 
 

13. Using the appropriate data and metrics, the overall capital cost for 2 year 
olds in year 2 (2015/16) is estimated to be £61 million. 

 

                                            
2http://www.scotland.gov.uk/Topics/Statistics/Browse/Children/Pubs-Pre-
SchoolEducation/PreSchoolAdditionalTablesSept2013 
3 ibid 

http://www.scotland.gov.uk/Topics/Statistics/Browse/Children/Pubs-Pre-SchoolEducation/PreSchoolAdditionalTablesSept2013
http://www.scotland.gov.uk/Topics/Statistics/Browse/Children/Pubs-Pre-SchoolEducation/PreSchoolAdditionalTablesSept2013
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Proposed Metrics 
 

 For the purpose of estimating the size of additional facilities required, an all-
in gross allowance of 7.5 square metres per child space is applied 

 That three different costs per metre are applied to the different types of 
capital build being considered, as proposed below 

 That estimates are split for different types of capital build planned (30% new 
build, 30% adaptations, 40% extensions) 

 That the resulting estimates of cost per FTE place reflect delivery to two 
groups of children over separate morning and afternoon sessions – giving 
rise to a cost per child metric 

 That total numbers of children for which capital costs are provided be 
adjusted to reflect existing provision to 1,983 2 year olds  

 That an estimate of 60%/ 40% split is adopted for 2 year olds in local 
authority / partner provider provision to this wider group of children. 

 
Schools for the Future Cost Metric – cost per FTE place 
 

14. Two space metrics currently exist (Schools for the Future and Care 
Inspectorate) to assess capital requirements for nurseries. The Schools for 
the Future metric is more generous than that of the Care Inspectorate as it 
is a whole-space metric. 
 

15. The Schools for the Future metric for primary schools, which has been 
developed for us by Scottish Futures Trust currently applies a rate of just 
under £2,400 per square metre – and taken with the allowance of 7.5 
square metres per child gives an indicative cost per FTE place of around 
£18,000.  
 

16. As the early learning entitlement is part-time, we have adjusted this full-time 
cost to reflect that children will only be in for part of the day. We consider 
that an adjustment which allows for one capital place to cater to two 
groups of 2 year olds would be realistic, delivering a morning and an 
afternoon session over the academic year. This implies a cost per child of 
half this amount- approximately £9,000. This is set out in Table 1 below. 

 
Table 1: Schools for the Future Metric 
 
SCOTTISH FUTURES TRUST METRICS 2012-13 prices 
    
Cost per square metre £2,400 
Square metre allowance per child 7.5 
Capital cost per FTE place £18,000 
 Capital cost per child (assuming morning and afternoon 
sessions delivered) 

£9,000 
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Developing a Metric Based on Local Authority Examples 
 
Space Allowance per Child 
 

17. As noted, the Schools for the Future metrics of 7.5 square metres per child 
offers a whole-school metric which includes space for gymnasium, dining 
and other learning facilities for primary and secondary pupils. This is likely 
to be an overestimate of the space required for preschool age children who 
will not require all these facilities.  However, this will be offset by the 
smaller scale of those projects. The Care Inspectorate metrics are 
considerably lower (between 2.8m – 3.7m per child) however relate only to 
play space and exclude staff rooms, dining and changing spaces.  

 
18. A number of the examples submitted by local authorities made reference to 

the Care Inspectorate metrics however it is not clear how these have been 
applied in arriving at the total capital cost. Some examples apply a whole-
space metric of 5 metres square per child – adding to the CI metrics 
additional space for staff, dining and nappy changing. While there is clearly 
evidence of practice in applying the Care Inspectorate metrics, we propose 
applying the more generous space allowance of 7.5 square metres given 
that it offers a whole-space metric. 

 
Cost per Child – from Local Authority survey responses 
 

19. Local authorities offered estimates of total capital cost to deliver the 
commitment to 27% of 2 year olds. These total cost estimates varied widely 
reflecting differing starting points and capital expansion plans, as well as 
differing numbers of estimated eligible children.  

 
20. The SG have performed analysis of these estimates to establish the 

average cost per child – assuming around 27% of 2 year olds in Scotland 
are eligible.  This provided a range of cost per child estimates across the 
local authorities of between £175 and £26,000, with an average of £6,900 
cost per child.  

 
21. This figure is approximate 30% less than the Schools for the Future metric 

of £9,000/child which is specifically for the construction of a new primary 
school. However, the COSLA average figure reflects a range of activity from 
adaptations, through refurbishment to new build. 

 
Cost per child – from estimates and examples submitted 
 

22. . The SG has examined examples of recent capital investments in the early 
years estate provided by local authorities to explore what these offer or 
imply about a cost per FTE place and cost per child assuming two sessions 
are delivered per FTE place.  

 
23. The returns and estimates exhibit wide variation in cost per child – ranging 

from around £1K up to £22K.  
 



FI/S4/14/18/1 
 

 

 10 

24. Reasons for this variation appear to be related to the type of capital 
investment, with adaptation costs the lowest and new build extensions the 
most expensive. The estimates also appear to be applying different space 
metrics and costs per metre.  

 
Type of Capital Building being considered  
 

25. The returns from local authorities suggest that in most instances the type of 
capital works envisaged to accommodate the additional 2 year olds will be 
either adaptations/refurbishments to existing built structures, or extensions 
associated with constructing a new building onto an existing building. Some 
local authorities also plan entirely new standalone facilities and have also 
offered estimates associated with pre-fabricated structures.  

 
26. Across all local authorities the balance (in terms of numbers of children) 

suggests that 30% will be adaptations, 40% extensions and 30% new 
builds. 

 
 Cost per Metre 
 

27. The costs per metre vary depending on the type of capital programme 
being considered. From the information submitted by local authorities 
estimates of the costs of adaptations appear to be cheaper than the 
estimates provided for new buildings forming extensions to existing school 
structures. 

 
28. Schools for the Future metric of £2,400/m2 was seen to be appropriate for 

standalone new build but it was felt extensions would require an additional 
uplift – 30% was mentioned by some local authorities and has been applied 
to the SFT metric as a cost per metre for new build extensions. This gives a 
cost per metre of £3,100. We propose applying separate costs per metre to 
these three different capital plans. Costs per metre, based on the 
information received from local authorities are set out in the table below.  

 
Table 2: Proposed Metrics for Different Types of Build 
 Adaptations New Build  New Build 

Extension  
 70% of SFT 

cost/metre 
SFT cost/metre 130% SFT 

cost/metre 

COST PER METRE £1,700 £2,400 £3,100 
@ 7.5 square metres per FTE 
place 

 

Cost per FTE place £12,600 £18,000 £23,300 
Cost per child £6,300 £9,000 £11,700 
Proportion of total expansion 
comprising each build type 

30% 30% 40% 

Proportion of provision 
delivered in local authority 
settings 

60% 60% 60% 
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Adjustment for existing 2 year olds 
 

29. Scottish Government preschool statistics show that in 2012, around 5,743 2 
year olds across Scotland were receiving the funded early learning 
entitlement. Of these children, 1,983 were Looked After, in kinship care or 
defined as in need. A further 3,760 were not in a defined category. Those 
local authorities that offer early learning to 2 year olds acknowledge that 
they target low income working families.  
 

30. As such, the number of 2 year olds anticipated to be arriving into the estate 
should be adjusted to reflect the numbers already receiving funded early 
learning childcare and therefore already being accommodated in the pre-
existing estate. 
 

31. Propose that some adjustment to the numbers of children be made based 
on the extent of current provision – to the 1,983 Looked After, kinship care 
and in need 2 year olds.    

 
Split of Provision across Local Authority and Partner Providers 
 

32. Capital costs are provided to local government to cover local authority 
provision in line with current local government practice.  

 
33. The returns from local authorities did not all identify plans for use of local 

authority or partner providers for this expansion to 2 year olds. Where such 
plans were offered, some local authorities noted they intended to use 
mainly partner providers in the first year while others planned for a larger 
local authority model of delivery, supplemented by child-minders and 
partner providers in more rural settings. This variation suggests that a mix 
of provision models is likely to emerge over time and with experience rolling 
out over the first year. 
 

34. The latest preschool statistics show that on average across Scotland the 
475 hours to 3 and 4 year olds is delivered 60% in local authority settings 
and 40% through partner providers. The preschool statistics also show that 
around 50% of funded provision to the 5,700 2 year olds which are 
receiving early learning also takes place in Partner Provider settings.  

 
35. Given the variation in current practice and in plans around use of partner 

providers to deliver this commitment to 2 year olds we propose that an 
acceptable split needs to draw on current experience and continue to 
assume that 60% of provision will be delivered in local authority settings. 

 
Calculation of Capital Cost 
 

36. Using the assumptions and information above, the capital cost of expanding 
childcare hours to 27% of 2 year olds in year 2 (2015/16) is estimated to be 
£61 million. This sum is calculated by first of all using the previously 
outlined cost per child for adaptation/new build/extension multiplied by the 
number of children (12,971 minus the 1,983 already accommodated). 60% 
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of this sum is then calculated to get the total cost for 60% Local Authority 
Provision for each build type. These costs are then combined with the 
30/30/40 split of likely build types and summed to arrive at a figure of £61 
million. The calculation is shown in table 3 below. 
 

Table 3: Calculation of Capital Cost 

 
Summary 
 

37. Based on the analysis completed, costs per square metre appear to vary 
according to the type of capital investment. Costs of adaptations appear to 
be around 30% cheaper than new buildings. The Schools for the Future 
metric of £2,400 appears to reflect the cost of standalone new builds and 
extensions to existing school structures require a 30% uprate from the 
Schools for the Future figure.   

 
38. Returns from local authorities imply that 30% of children will be catered for 

in adapted buildings; 40% in extensions to schools and the remaining 30% 
in standalone new builds.  
 

39. The allocated area per child also varies according to the returns from local 
authorities. This ranges from 2.8m2 to 7.5m2. It is assumed where the 
smaller area allowance is applied, this is for playroom accommodation only 
and does not include allowance for additional facilities such as toilets and 
changing areas. 

 

Assuming 60% of provision delivered in Local Authority settings 

Assuming 10,988 children after subtracting 1,983 already accommodated children from 
12,971 eligible.  

Assuming capital is used to deliver 2 sessions per day such that FTE children is half of all 
children 

  
Cost/metre 

(Adaptation 70% 
of SFT) 

Cost/metre SFT 
(New build) 

Cost/metre 
SFT+30%(New 

build onto 
existing 

structure) 

Cost Per Child (2 
per FTE place)  £6,300 £9,000 £11,700 

Net Number of 2 
Year Olds 10,988    

     
Total Cost for 
60% LA provision  £41,396,191 £59,137,416 £76,878,641 

     
Proposed Split 
30/30/40  £60,911,538   
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40. In order to avoid double counting, we have also taken into consideration 
those 2 year old children already accommodated in pre-school, as identified 
in annual national pre-school statistics.4 The majority of these 1,983 were 
accommodated in local authority settings and would already qualify for the 
new entitlement. The metric used should reflect an adjustment for existing 
capacity and 2 year olds already in the system. 

 
41. Capital costs cover local authority provision only. Local authorities currently 

accommodate 60% of 3 and 4 year olds, while private providers 
accommodate the remaining 40%. For 2 year olds, national statistics5  
indicate that 50% are accommodated by local authorities and 50% by 
private providers.  
 

42. Using the calculated cost per child and the estimated number of children 
present in year 2, the overall capital cost for 2 year olds in year 2 (2015/16) 
is estimated to be £61 million. 

 
 
 
 
Children & Families Analysis 
29 May 2014 

                                            
4http://www.scotland.gov.uk/Topics/Statistics/Browse/Children/Pubs-Pre-
SchoolEducation/PreSchoolAdditionalTablesSept2013 
5 ibid 

http://www.scotland.gov.uk/Topics/Statistics/Browse/Children/Pubs-Pre-SchoolEducation/PreSchoolAdditionalTablesSept2013
http://www.scotland.gov.uk/Topics/Statistics/Browse/Children/Pubs-Pre-SchoolEducation/PreSchoolAdditionalTablesSept2013
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ANNEXE B 
 

Submission from COSLA 
 

Early Learning and Childcare for Two Year Old Children – Capital Costs 
 
COSLA is the representative body of all 32 Scottish local authorities and 
welcomes the opportunity to submit evidence to the Finance Committee in relation 
to the extension of early learning and childcare to eligible two year olds from 
August 2014.  
 
COSLA supports the policy objectives related to the extension of early learning 
and childcare to workless households this year, which will apply to approximately 
15% of the two year old population, rising to about 27% of all two year olds from 
August 2015, but has significant concerns with regard the capital funding available 
to successfully deliver this policy.  
 
The Finance Committee will want to be aware that whilst this submission to the 
Finance Committee focusses on the finance aspects of the policy, COSLA has 
other concerns around the timescales related to delivery of the policy, particularly 
in relation to August 2014 start date.  COSLA is taking these issues up with the 
Cabinet Secretary for Education and Lifelong Learning and with the Education and 
culture Committee. 
 
COSLA has been in discussions with Scottish Government, both at an officer and 
political level, since the announcement on the extension of early learning and 
childcare to 2 year olds was made in January 2014.  We welcome the commitment 
by the Cabinet Secretary for Education and Lifelong Learning to fully fund the 
policy, including the increase in additional capital costs as a result.  However, the 
required capital funding figures obtained by COSLA and produced by the Scottish 
Government differ significantly, and we are concerned that this difference could 
result in the policy not been fully funded.  As the entitlement for 2 year olds is 
proposed to be in statute then this is a significant concern for local government. 
 
COSLA has been working with all Councils in Scotland to derive a bottom-up cost 
estimate for the additional capital requirements as a result of the policy.  Given the 
tight timescales, Councils have been working hard on understanding the location 
of the eligible children and the potential solutions to provide the required early 
learning and childcare.  Councils have based their costs on the 27% eligibility 
criteria as it would not make economic sense to undertake the capital work in two 
stages. 
 
This bottom-up assessment by Councils has produced a Scotland wide figure for 
all 32 Councils related to additional capital costs as a direct result of this policy of 
approximately £114m.   
 
Scottish Government has produced a proposal (‘the metric’) in order to attempt to 
calculate a figure for capital requirements of local government in delivering this 
policy.  The information obtained from Councils has been shared with Scottish 
Government officials during our discussions, and we had agreed a process to seek 
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further clarification from Councils to help in the discussions with the metric.  
However, before this process could be completed we received an updated copy of 
the metric on 29th May 2014 which we understand has been agreed by the Cabinet 
Secretary for Education and Lifelong Learning.  The metric produces a capital cost 
figure of approximately £61m. 
 
COSLA has had a number of discussions with Scottish Government officials 
around the capital costs and the use of a metric was first proposed by Scottish 
Government in early May.  Through discussions some of our concerns have been 
taken on board.  For example, the change in the assumption contained in the 
metric that one capital place within a nursery setting would cater for two groups of 
2 year olds now reflects the situation in the majority of Councils.  The exception to 
this is some of the island local authorities have a challenging situation with regard 
very small numbers (sometimes just 1 eligible child) on separate islands. 
 
However, these discussions have left several significant concerns with the 
operation of the metric.  The principle of a metric is acceptable but its successful 
use is dependent on the correct assumptions been made. 
 
Specifically, the feedback received from Councils indicates that the two main 
areas of concern with the assumptions in the metric relate to the cost per square 
metre and the 60/40 split of provision between local authority and private 
providers.  From the returns from Councils this is by far the most significant issue 
and this aspect needs to be reconsidered.  Further information on each of these 
assumptions is provided below:  
 

1. The recognition of different costs per square metre depending on the type 
of capital build being considered seems appropriate and would depend on if 
the planned capital works are adaptions of existing building, new build 
extension to existing buildings or stand-alone new builds.  However, the 
amount provided for in the metric for each of these types of capital works is 
inadequate to cover the true costs.  Figures have been obtained from actual 
new capital works carried out by a number of different Councils in the 
recent past.  For example, the cost per metre for a new build provided for in 
the metric is £2,400, however figures obtained by COSLA suggest that 
£2,800 per square metre is more realistic, with the other types of capital 
build adjusted accordingly. 

 
2. The assumed 60/40 split between local authority and private provision to 

accommodate these additional 2 year olds is contrary to the reality of 
delivery methods that Councils will need to use.  Since the announcement 
of this policy in January 2014, Councils have been working very hard to 
work through the most appropriate and cost effective way to provide the 
additional necessary places required.  Private providers have been 
approached but in the vast majority of Council areas they are unable or 
unwilling to offer places for 2 years olds.  Many of the private providers 
would, for example, need to undertake capital works themselves and would 
not be in a position to accommodate the children from August even if they 
wanted too. Also, private providers can be reluctant to provide the service 
for 2 year olds from workless households due to the expectation that the 
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parents would be unlikely to buy additional further hours from the provider.  
In addition, the location of the private providers is usually not in the same 
location as the eligible children from workless households targeted by the 
policy.  Figures from Councils on how they are actually planning on 
delivering this policy from August 2014 show that, for example, one central 
belt Council will be providing 85-90% of the provision within local authority 
settings.  This Council expects the ratio between local authority and private 
providers to change but that for this age group it would never be less than 
75/25.  Two Councils in the west of Scotland are needing to work on a 
100% local authority provision, with one of these Councils finding that only 
1 of 70 private providers is willing to place 2 year olds from families seeking 
work.  A Council in the east of Scotland is currently providing for 84% of 3 
and 4 year olds in local authority provision and is expecting that the 
assumed 40% of 2 year olds that will be accommodated within private 
providers is too high.  As an average, COSLA considers the true split of 
local authority provision will be between 80-100%. 

 
COSLA is of the view that if these two assumptions were addressed, then the 
metric would produce a total capital cost figure that is more in line with the costs 
identified by Councils from their bottom-up approach to determine costings.   
 
In summary, the capital cost figure calculated by the Scottish Government 
metric of £61m falls short of what local government has estimated the policy 
will cost based on the bottom-up approach undertaken by Councils.  COSLA 
has always welcomed the commitment for full funding of this policy given by 
the Cabinet Secretary for Education and Lifelong Learning and we will 
continue to engage with Scottish Government on this issue but felt the need 
to draw to the attention of the Finance Committee the current situation with 
regard capital costs.   

 



FI/S4/14/18/2 

Finance Committee 
 

18th Meeting (Session 4), Wednesday 4 June 2014 
 

Scottish Fiscal Commission 
 
Purpose 
 
1. The purpose of this paper is to provide background information to support the 
Committee’s consideration of nominees for appointment to the Scottish Fiscal 
Commission. As this is the first occasion on which the Committee will hold such 
sessions, the paper also sets out relevant information on the decision to establish a 
Scottish Fiscal Commission. 
 
Establishment of a Scottish Fiscal Commission 
 
2. The creation of an independent fiscal body for Scotland was first raised with the 
Finance Committee (“the Committee”) by the Cabinet Secretary for Finance, 
Employment and Sustainable Growth (CSFESG) in May 2013. 
 
3. In order to inform the development of such an independent fiscal body, the 
Committee conducted an inquiry during November and December 2013. The 
Committee’s report on this inquiry was published in January 2014 and set out a 
number of recommendations on the role, establishment and operation of a proposed 
Scottish Fiscal Commission (“the Commission”). 
 
4. The Scottish Government’s response to the report agreed to the majority of the 
recommendations made by the Committee and there is now a broadly agreed 
framework for the Commission. However, the implementation and detailed 
development of that framework will be a matter for ongoing consideration by the 
Committee, the Scottish Government and the Commission. In order for these 
discussions to take place it follows that it is first necessary to appoint members of the 
Commission 
 
5. The primary focus of this paper is to consider the candidates who have been 
nominated for appointment. 
 
Pre-appointment hearings and the role of the Parliament 
6. In its report, the Committee concluded that the Commission should adhere to 
the 22 principles for independent fiscal bodies that have been identified by the 
OECD. In reaching this conclusion, the Committee placed particular emphasis on the 
importance of independence, non-partisanship and transparency and recommended 
that— 
 
 appointments to the Commission should be made by Scottish Ministers, 
“subject to the consent of the Parliament on the recommendation of the Finance 
Committee.”, and  
 the Finance Committee should have the option of holding a pre-appointment 
hearing after which a report would be made to the Parliament. 
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7. These recommendations were accepted by the Scottish Government. Given 
that the first appointments being made to the Commission precede the introduction 
of legislation that will establish the Commission on a statutory basis, appointments 
are being made on what the Government has described as a “by analogy” process 
that reflects the Committee’s recommendations. 
 
Candidates nominated for appointment 
 
8. The Cabinet Secretary has indicated that the Commission will comprise three 
part-time members, each appointed for a single term and with appointments to be 
staggered to ensure some continuity within the Commission. The Cabinet 
Secretary’s nominees are: Lady Susan Rice, Professor Campbell Leith and 
Professor Andrew Hughes Hallett. Lady Rice and Professor Leith appeared before 
the Committee on 28 May and Professor Hughes Hallett will appear on 4 June. 
 
9. In advance of appearing before the Committee, each of the nominees was 
asked to complete a short written questionnaire and to submit this to the Committee, 
along with a copy of their CV. The information submitted is included as Annexe A to 
this paper. 
 
Biography 
10. Professor Andrew Hughes Hallett has been Professor of Economics Public 
Policy at George Mason University since 2006 and Professor of Economics at St 
Andrews University since 2007. A member of the First Minister’s Council of 
Economic Advisers since 2007, Professor Hughes Hallett has also been a member 
of the Scottish Government’s Fiscal Commission Working Group since 2012. 
Professor Hughes Hallett specialises in international economic policy and has acted 
as a consultant to organisations including the World Bank, the International Monetary 
Fund, the European Commission and the Organisation for Economic Co-operation 
and Development. 
 
Role and remit 
 
11. In its report, the Committee recommended that “if the remit is to provide a 
commentary on Scottish Government forecasts, it is essential that to ensure its 
independence, the SFC should have no role in producing the forecasts”. Responding 
to this recommendation, the Cabinet Secretary stated that “the SFC should have no 
role in producing the original forecasts” (emphasis added).    
 
12. Professor Leith stated in response to the Committee’s questionnaire that his 
personal view is that the Scottish Government should “present the Fiscal 
Commission with both their provisional forecast and as much detail of the 
underlying forecast process as possible” (emphasis added). 
 
13. The Committee recommended that “any contact between the SFC and the 
Scottish Government and Revenue Scotland should be based on a transparent 
framework of co-operation” and that the “basis of the working relationship should be 
set out in a MoU.”  The Scottish Government indicated in its response that it agrees 
with this recommendation and will discuss a draft of the MoU with the Committee. 
 



FI/S4/14/18/2 

14. The Committee also recommended that the MoU “should include the procedure 
and timings for the SFC to submit its views to the Scottish Government on its 
provisional forecasts (prior to publication) and the procedure and timings for dealing 
with any differences of opinion.  It is expected that such views will be made publicly 
available.”  The Scottish Government agrees with this recommendation.       
 
15. The CSFESG has indicated that he intends to set out a remit for the SFC on a 
non-statutory basis for an interim period and on a statutory basis in due course.  He 
intends to discuss the remit with the members of the SFC once they have been 
appointed and to then discuss and agree the remit with the Committee.     
 
Resources and staffing 
 
16. The Committee recommended that, in line with OECD principles, the 
Commission should have funding allocated on a multi-year basis, with a level 3 
budget heading, and the ability to appoint its own staff.  The Government has agreed 
with these recommendations in respect of the establishment of the Commission on a 
statutory basis.  
 
17. In relation to the interim period before this statutory establishment the 
Government intends to make available a budget of £20,000 annually to cover 
resource costs “which might be provided for example from a University economics 
department in reviewing forecasts associated with the two taxes devolved under 
present arrangements.”  
 
18. In relation to the need for analytical capacity, the Government stated that the 
“need for analytical capacity will be discussed and agreed with members of the SFC 
once identified”. In doing so, the Government noted that it considers that the 
“capacity required to scrutinise receipts forecasts should be proportionate to the fact 
that under present arrangements 2 taxes supporting about 1.5% of the Scottish 
Government’s budget are devolved”.   
 
19. The Government’s press release stated that to “ensure independence from the 
Scottish Government, the Commission will not draw on Scottish Government officials 
for analysis and other outputs.  In practice, expert resources to undertake this work 
are likely to come from the academic community.”    The Commission is to be hosted 
by the University of Glasgow. 
 
Conclusion 
 
20. The Committee is invited to consider the above. 
 

 
Catherine Fergusson 

Senior Assistant Clerk to the Committee 
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PROFESSOR ANDREW HUGHES HALLETT 

Written questionnaire 

Question 1: How has your previous experience equipped you to fulfil your role as 
a member of the Scottish Fiscal Commission? 

As an academic I have worked in economic theory, and with models of applied and 
empirical economic analysis, and have applied what I have learned to a range of “live” 
policy problems – most often in the area of fiscal and monetary policies, their 
interactions and impact on the economy – both in and, more often, out of Scotland. This 
has given me a uniquely broad view of how best to analyse issues of economic policy, 
using best practice quantitative techniques, and yet present the results in easy, straight 
forward terms that respect the constraints of what is politically and administratively 
feasible. 

Over the past 20 years, I have worked for the government of Suriname (fiscal break 
down) on behalf of the IMF and Dutch governments; calculated the exchange rate 
conversion factors for those entering the Euro (for the European Commission); 
examined exchange rate policy as a stabilization mechanism, and the impact of 
monetary discipline on fiscal policy choices (both for the IMF); on Free Trade Zones as 
a trade policy (World Bank); on the impact of exchange rate volatility on trade and 
investment (European Commission). I was one of 13 “leading academics” (5 from the 
UK) selected by the UK Treasury to review the decision of whether to join the Euro; I 
was a member of the Calman Commission’s expert panel on fiscal devolution; I was 
advisor to the Dutch Presidency of the EU, to design a programme for the next steps 
forward for “the Euro at Ten” – with some prescience as this was the start of the debt 
targeting policy finally adopted by the Council of Ministers in their declaration of 2012. 
Further examples: the fiscal implications of demographic change (European 
Commission); fiscal rules and debt control in the East Caribbean currency union (for the 
World Bank); and as continuing advisor to the European Central Bank since 2002, first 
on fiscal policy and asymmetries in the Euro area, and then on fiscal rules and 
sustainable debt targets. 

What these projects have in common, is that they involve identifying the root of a 
problem, formal analysis, quantitative models to measure it, and a proper of the 
implications in a user-friendly way. 

On fiscal policy commissions specifically, my own work started with view of the remit, 
with a suggested framework and operating procedures for an EU level fiscal council in 
2003 (in a monograph for the CEPR, London). It continued through a paper on the 
purpose and design of such a commission for the Scottish economy (for the Council of 
Economic Advisors in 2009), extended in a paper for the Council’s working group in 
2013, and presented as evidence to the Scottish Parliament in 2013. I have published 
several academic papers on the subject, most recently in 2012 in the Journal of 
European Public Policy. 

Question 2: What do you see as the immediate priorities for the Scottish Fiscal 
Commission? 

In general, a Fiscal Commission should a) review the outlook for future government 
revenues and public spending; b) estimate the implications for current and future 
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structural imbalances, and public debt in particular; and c) estimate the consequences 
of current spending and taxation plans for economic performance; d) offer advice on 
how to correct any imbalances that may emerge, and monitor if those corrections have 
been made. Its work must therefore be forward looking; it should not engage in policy 
advocacy; and its analysis must remain within the targets and priorities set by the 
elected government. 

In our case, the remit will necessarily be rather limited to start with because the two 
taxes to be monitored are quite small and not amenable to the kind of forecasting and 
monitoring techniques normally used in this kind of work. However things will change 
very quickly when the rest of the Scotland Act comes into force. At that point, the 
Commission will be unable to avoid the issue of whether it should have a wider remit 
since at that point it will have to examine all the revenues raised in Scotland and their 
outcomes will be influenced by different forces outside the fiscal arena, by other 
people’s forecasts and economic perform-ance, and by the attempt to reach different 
goals. This is not to demand an immediate answer, but the Commission will need to 
resolve how best to approach the issue, and determine how far and how fast to extend. 

In the longer term, it might consider accepting work, on request from the Parliament, to 
assess the implications of specific economic problems or specific policy proposals that 
MSPs need investigated; perhaps as the Congressional Budget Office does in the US. 

Question 3: How do you think the Scottish Fiscal Commission should operate in 
reaching its position in relation to commentary on the Scottish Government’s 
forecasts? 

The first step has already been taken: the Commission is accountable to the Scottish 
Parliament, not to the Scottish Government. The second step is the Commission should 
operate according to comparative advantage. This is already implicit too: a models 
expert, a more general economic policy analyst, and one familiar with the business and 
financial climate.  

Third, the commission should get familiar with the models and information needed to 
forecast fiscal revenues/spending and their impact on the economy – both those used 
in the Scottish government, and crucially those outside and outside Scotland. This may 
be easy at the start; but with limited manpower it will be necessary to contract out to 
those who can undertake the detailed analysis while we focus on the evaluation and 
assessment part1. That may happen automatically once the Scotland Act comes into 
force, since it will then be necessary for the SFC to look at all locally raised revenues.  

Fourth, as the financial crisis has made clear, fiscal deficits and difficulties often arise 
from pressures outside the fiscal arena (liquidity shortages, private debt, capital 
outflows), the Commission will need a watching brief over those factors – and also over 
the OBR forecasts, and factors underpinning them, for the same reason. 

Next, the commission needs to set up an established routine for assessing the 
government’s forecasts and fiscal plans - a main report in October perhaps, to give the 
government an option to revise the budget projections if it wishes. A report earlier in the 
year to review forecasts and fiscal health at that point; and an annual report at the end 

                                            
1 As the Northern Ireland Economic Council does now. 
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of the year on the state of public finances and the economy, and the likely constraints 
on policy going forward. 

It would be valuable to establish regular contact with fiscal commissions engaged in the 
same activities elsewhere (for example in Denmark, Sweden, Ireland); or with agencies 
performing the same function (OBR, HMT, European Commission, European Stability 
Mechanism). 

Question 4: How do you think the Scottish Fiscal Commission should operate to 
ensure that its independence from the Scottish Government is clearly 
demonstrated?  

The Commission needs to be, and be seen to be politically, personally and functionally 
independent. This is more that you would require for a monetary policy committee say, 
because a commission of this kind has no executive authority. Its effectiveness derives 
from the professional standing, and impartial credibility of its members. 

In my view, this means it should be independent both politically and physically; and also 
free to choose whatever of models, forecasts, personnel and information its regards to 
be necessary for completing its remit. This might be achieved by starting from a 
(publically available) agreed and signed set of statutes, including a public commitment 
to allow the Commission to set the details of its remit as well as the best means to 
achieve that.  

To demonstrate the force of this independence, the Commission should have a 
protected and publically visible budget; its members should have fixed term non-
renewable contracts; and the Commission and its member’s work should be protected 
by Parliament, and it needs to be situated physically separate from the government, or 
any political or lobbying organisations. 

The Commission is accountable to Parliament. But to reinforce its independence, 
Parliament have the Commission’s work reviewed every 5-7 years (say) by outsiders – 
preferably by foreign government officials, academics or other fiscal commission 
people. 

Question 5: Do you hold any other roles or have any business of financial 
connections which might give rise to or be perceived as being a potential conflict 
of interest in carrying out your role as a member of the Scottish Fiscal 
Commission? 

None. My policy and advisory work is strictly a matter of public service. As a result I 
have no extra-mural positions that would bring me financial, academic or political 
advantage. Specifically, I do not work with any research grants or contractual positions 
from the Scottish government. I am a member of their Council of Economic Advisors on 
the condition that my independence would be protected, as it has been when opinions 
differed.  The same was true for my work for HMT and the Calman commission. I am 
often asked for advice or commentary on a “pro bono” basis, all four major parties in the 
UK have approached me at one time or another, but I do not undertake to do so unless 
the independence of my analysis and advice can be honoured and guaranteed.  
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Curriculum vitae 

 
Qualifications 
  
1976 DPhil, University of Oxford (Nuffield College); 
 
1971 MSc (Econ), London School of Economics; 
 
1969 BA (Hons), First Class, University of Warwick. 
 
 
Current Employment (joint appointments) 
 
2006-date     Professor of Economics and Public Policy, George Mason University, USA 
 
2007-date     Professor of Economics at St Andrews University Scotland  
 
 
Other Employment 
 
1999-2007 Subject Area Correspondent, American Mathematical Society  
 
1986-2001 Panel of Selectors, Government Economic Service, London 
 
1985-2009 Research Fellow, Centre for Economic Policy Research, London. 
 
 

Name: ANDREW HUGHES HALLETT 
  
Date of Birth: 01 November 1947 
  
Nationality: British  (US Green Card) 
  
Marital Status: 
 
Present Positions: 

Married, three children 
 
University Professor (Endowed Chair);  Professor of Economics, 

 for Economic and Public Policy              School of Economics, 
George Mason University                       University of St Andrews 
School of Public Policy                           St Andrews 
Fairfax, VA 22030,                                  Fife, KY16 9LB 

 USA                                                        Scotland 
 

  
Contact Details:  
Office: 703-933-8200 
Fax: 703-993-8215 
E-Mail: ahughesh@gmu.edu 
Web: www.policy.gmu.edu/faculty/hallet/index.html 

www.st-andrews.ac.uk/economics/staff/pages/a.hughes-hallett 
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Past Employment 
 
2001-2006             Professor of Economics at Vanderbilt University, Nashville, USA 
 
1989-2001             Jean Monet Professor of Economics at University of Strathclyde, UK. 
 
1985-1989   David Dale Professor of Economics, Newcastle University, UK 
 
1977-1985         Associate Professor in Economics, Erasmus University, Holland 
 
1973-1977 Lecturer in Economics, Bristol University, UK. 
 
 
Part Time and Visiting Positions 
 
2012-2013            Associate Faculty, Kennedy School, Harvard University 
 
2006                     Visiting Professor, University of Frankfurt, Germany 
 
2005                     Bundesbank Visiting Professor at the Free University, Berlin 
 
2002-2004            Professor of Economics, Cardiff University Business School 

 
2002-2007            Visiting Professor at St Andrews University  
 
2001-2009            Research Associate, Centre for Economic and Business Research,                  
                             Copenhagen, Denmark 
 
1998-1999            Senior Associate Member, St Antony's College, Oxford, UK. 
 
1992-1994            Professor of Economics, Princeton University, USA,  
 and Fulbright Scholar. 
 
1987, 1988, 1993, 2009   Professor of Economics, University of Rome, Italy. 
 
1983                    Lecturer in Economics, University of Warwick, UK. 
 
1980                    Lecturer in Economics, University of Bristol, UK. 
 
 
Public Service 
 
2007- date            Council of Economic Advisers, Government of Scotland; reappointed   
                              in 2011. 
 
2012-2014         Working group (with Professors Stiglitz and Mirrlees) to design the       

economic policy framework and institutions for an independent 
Scotland (appointed by the Government of Scotland) 
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2008-2009             Special Advisor to the Calman Commission investigating the 
Devolution of Government powers to Scotland (appointed by the UK 
Government). 

 
2009                      Review on the research and the performance of research 

department in the Central Bank of the Netherlands since 2002, at the 
request of the Board of Governors 

 
Honours, and Measures of Esteem 
 
 Ranked in the top ½% of economists world-wide (230/40038, or 0.57%) by 

publications, citation and readership (RePEc ranking service, April 2014 unfiltered). 
 Faculty Associate, CID, Kennedy School, Harvard University. 
 Council of Economic Advisers, Government of Scotland since 2007; reappointed in 

2011. 
 Festschrift: “Quantitative Economic Policies”, edited by R Neck, C Richter, P 

Mooslech-ner, Springer Verlag, Berlin and New York, published in honour of my 
60th birthday. 

 Featured speaker on fiscal governance, G20 follow up conference, New Delhi, 
2012. 

 Distinguished Speaker for Speakers Academy International, since 2012 
 Fellow of the Royal Society of Edinburgh (Scotland’s Academy of Sciences);  
 Chair of the Royal Society’s Economics and Business committee, 2001-2004. 
 Medal for Excellence in Research, University of Rome (“La Sapienza”), 2009. 
 Highest Quality Rating for Contributions to Economics by Anbar Intelligence; 
      21st Century Award for achievement by the International Biography Centre 
 Listed in: “Who’s Who  (UK)”; “Who's Who in Scotland”; “Who’s Who in America”; 

“Who’s Who in the World”; “Who’s Who in Business and Finance”; “Distinguished 
People of Today”; “Global Who’s Who in Economics”, “Dictionary of International 
Biography” , “The International Who’s Who”, and many others. 

 Fellow of the Royal Society of Arts; 
 Fulbright Scholar, USA, 1992-94; 
 Council Member, Scottish Economic Society 1998-2006; 
 Anglo-German Königswinter Conference and Anglo-German Forum (1995-2000). 
 
Professional Activities: A Summary 
Teaching: Undergraduate:    Macroeconomic Theory 
                                                                 International Economics 
                                                                 Mathematical Statistics, Introductory Statistics 
                                             Econometric Theory 
                                                                Quantitative Methods (Algebra, Calculus) 
                                             Applied Economics 
                                             Economics of European Integration 
                                                                 International Trade Theory 
 
                      Postgraduate: Advanced Economic Theory 
                                                                 International Money and Trade;  
                                                                 Applied Econometric Topics;  



FI/S4/14/18/2 

                                                                 Optimisation Techniques and Dynamic                          
Analysis in Economics 

 
 
                                In the US:                 Intermediate Macroeconomics (u/g and p/g) 
                                                                 International Trade (u/g) 
                                                                 International Money and Policy (u/g) 
                                                                 Economics of Nations and Regions (u/g) 
                                                                 Economics of European Integration (u/g; p/g)                                       
                                                                 Economic Policy and Institutions (p/g) 
 

PhD Supervision:     At present I am supervising 3 PhD students at 
George Mason. I have supervised 30 PhDs in 
the past 15 years. Roughly 15 are in research 
positions in Central Banks or international 
agencies; and 15 are professors or in other 
top academic positions. A list of PhD students 
appears later in this CV. 

 
Visiting Scholar Programmes: International Monetary Fund 1994, 1996, 

1997, 2000; World Bank (1986-1994); Bank of 
Finland (1999, 2003), European Central Bank 
(2002), Central Bank of the Netherlands 
(2003,2005,2007,2009), Antwerp University 
(1999); University of Rennes, University of 
Paris X (2003); Copenhagen Business School 
(1998-2001), Free University, Berlin(2005), 
Frankfurt University (2006), University of 
Rome (La Sapienza 1987,1993,2009), 
Bicocca University(2014), European Academy 
(2014). 

 
Consultancy:  
- European Central Bank (2002, 2009, 2011, 2012) 
- World Bank                                                            
- IMF, Washington                                                     
- European Commission                                                 
- UNDP, UNESCO 
- OECD                                       
- Board of Governors, Federal Reserve System, Washington 
- Centre for European Policy Studies, Brussels  
- HM Treasury, London 
- Governments of Vietnam, Hungary, and Suriname 
- Peterson Institute (for International Economics), Washington 
- Reserve Banks of Australia and New Zealand 
- Danish Ministry of Trade and Industry 
- The Dutch Central Bank 
- Bank of Finland 
- Bank of England 
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Recent Consultancy Projects 
         ■ European Central Bank: An analysis of the timing and best policy mix for exiting 
the Euro debt crisis (2012); and an analysis of different fiscal sustainability regimes for 
after the current crisis (2011). Follows on from a project on the use of real time and 
cash data for fiscal policy monitoring (2009-10) 
         ■ World Bank: Fiscal Policy, Growth and Economic Governance for the 
Organisation of East Caribbean States (a monetary union). 2011-13. 
         ■ Advice to the IMF’s World Economic Outlook team on debt targeting and fiscal 
sustainability, 2009 
         ■ Review of research performance and the quality of economic advice (a once 
every 7 years review) for the Central Bank of the Netherlands, 2009. 
 
Research Grants  
1984/2010: Value £1.4m approx, to date. [A list of projects available on request]. 
 
Total Publications  
200 papers in peer-reviewed journals [American Economic Review(1), Economic 
Journal(2), European Economic Review(5), Journal of Economic Dynamics and Control 
(12), Oxford Economic Papers (8), Journal of Development Economics, Journal of 
Applied Econometrics etc; from which nine have been reprinted in books of special 
readings].  Also 97 papers contributed to books, eight books (four were edited), and 15 
government or agency reports and 8 expert witness reports or evidence to Parliaments. 
 
Research Interests 
Open Economy Macroeconomics; 
Policy Coordination and Exchange Rate Management; 
Monetary Integration, also Monetary and Fiscal Union in Europe; 
Political Economy Models; 
Regionalism, Policy Choice and Reform; 
The Theory of Economic Policy and Institutional Design; 
Dynamic Games and Bargaining Models; 
Risk and Decisions under Uncertainty; 
Commodity Markets, Commodity Policy and Strategic Trade Policy; 
Numerical Methods in Econometrics. 
 
Editorships: 
 
Past Editor: Scottish Journal of Political Economy (1998-2012): 82/178 by Impact 
Factor. 
 
Co-Editor or Associate Editor: Open Economies Review. 
 
Editorial Boards: Economic Modelling; Computational Economics; International 
Economics and Economic Policy; Empirica; Journal of International Commerce, 
Economics and Policy; Journal of Public Policy; Journal of Business, Finance and 
Economics in Emerging Economies. 
 
Past Editorships: Journal of Common Market Studies (Co-editor 1996-2002); a book 
series for Kluwer Publishers (1983-97), Macroeconomic Dynamics (Associate Editor 
1998-2007). 
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Refereeing and Evaluation Work: 
Referee for Research Councils: ESRC Economics Committee, the Leverhulme Trust, 
the EU Commission's economic research programme; National Science Foundation in 
the US; also the Canadian NSF, the Dutch NSF and Belgian NSF. 
 
PhD Examiner: at Oxford, Cambridge, London, Stirling, Surrey, Liverpool, Rotterdam, 
Tilburg, Helsinki, New South Wales, Cape Town, Strasbourg and Geneva Universities; 
and the European University Institute (6 times). 
 
External Assessor: for senior appointments made at the Universities of Cambridge, 
London, Georgia (US), Tilburg, California (Davis), Athens (Greece), Free University 
Berlin, University of the West Indies. 
 
Expert Witness: 
1. For the Treasury Select Committee: "Britain and the Single Currency: An 

Assessment of the Chancellor's Five Economic Tests". Evidence presented to 
the Treasury Select Committee of the UK Parliament, evaluating the conditions 
for Britain's possible entry to monetary union in Europe. 

 
 This evidence was published by the Committee in its fifth report "The UK and 

Preparations for Stage Three of Economic and Monetary Union", Volume III, pp. 
65-94, HMSO (April 1998). 

 
2. Expert witness for the defence, evaluating the economic and statistical evidence 

being presented in a £9 million breach of contract case (Unigate Dairies vs. 
Scottish Pride) before the Court of Sessions, Edinburgh (Scotland's Supreme 
Court) in 1997. 

 
3. Treasury Committee on the Efficiency of Public Spending Decisions (2000), 

London. 
 
4.        A report on the budgetary consolidations in Europe and Monetary Union, 

European Commission, Economic Papers No 148, DGII, Brussels (2001).                                                
 
5.        Evidence to the House of Lords Select Committee on Economic Globalisation; 

and to the European Commission on Transparency in Economic Policy. 
 
6.       Evidence to the House of Lords Select Committee on Europe, on the working of 

and possible reforms to the Stability and Growth Pact (published 2003).  
 
7.        Contributor to the draft constitution for Scotland (2002). 
 
8.        Evidence for the Treasury and Treasury Select Committee of the House of 

Commons on the problems caused by “Asymmetries and Asymmetric Policy 
Transmissions in the Single European Currency”. This was one of 14 studies 
commissioned by the UK Treasury, as part of their 5 tests for whether Britain 
could join the Euro (2002-3). 

 
9.        Invited address to the Swedish Referendum on the Euro (August 2003). 



FI/S4/14/18/2 

 
10.   Evidence to a Parliamentary Committee of the Swedish Parliament (October 

2005).  
 
11.   Advice to the Dutch Minister of Finance on the development of Euro-zone 

economic policy (2008). 
 
12.  Expert Witness to the Economics and Tourism Committee of the Scottish 

parliament (three times), the Finance Committee (2013), and to the Scotland Bill 
Committee of the Scottish Parliament (2010-12). Advisor and Witness to the 
reconvened Scotland Bill Committee in the Scottish parliament (twice 2011-12).  

 
13.      Steering committee for Reform Scotland’s Fiscal Responsibility programme. 
 
14. Expert Witness to the House of Commons Scottish Affairs Committee (2011). 
 
15. Expert Witness to HM Treasury on borrowing in a devolved economic system 

(2012). 
 
 
 
 
Publications: 
 
A). Top Ten Economics Journals (ranked by citation; AEA definitions) 
 
1. "The Impact of Exchange Rate Uncertainty on Investment", Economic Journal, 

1999, Vol. 109, pp. 55-67 (with J Darby, J Ireland and L Piscitelli). 
 
2. "East Germany, West Germany and their Mezzogiorno Problem", Economic 

Journal, 1993, 103, 416-28 (with Y Ma). 
 
3. Number 2 was reprinted, in French, in Problems Economiques, 1994. 
 
4. "Adjustment Mechanisms in a Monetary Union between Asymmetric and 

Incompletely Converged Economies" European Economic Review, 1994, 38, 
1731-1761 (with Y Ma). 

 
5. "International Policy Coordination when Policy Markers do not Agree on the True 

Model", American Economic Review, 1992, 82, pp. 1043-51 (with G Holtham). 
 
6. "Target Zones and International Policy Coordination: the Contrast between the 

Necessary and Sufficient Conditions for Success", European Economic Review 
1992, Vol. 36, pp. 893-914. 

 
7. "The Transmission of the Great Depression between the United States, Britain, 

France and Germany", European Economic Review, 1992, Vol. 36, 685-694 
(with J Foreman-Peck and Y Ma). 
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8. Number 7 was reprinted in "The Disintegration of the World Economy Between 
the Wars", Mark Thomas, Edward Elgar & Co. ed., 1995. 

 
9. "Economic Conflict and the Solution of Dynamic Games", European Economic 

Review, 1984, Vol. 26, pp. 13-32 (with A Brandsma). 
 
10. "The Determination of Implicit Preferences: Two Possible Approaches 

Compared", European Economic Review, 1982, Vol. 18, pp. 267-289 (with J 
Ancot and J Paelink). 

 
Top Ten Maths Journals (ranked by citation, AMS definitions) 
 
11. "The Convergence of Accelerated Overrelaxation Iterations", Mathematics of 

Computation, 1986, Vol. 47, pp. 219-223. 
 
12. Techniques which Accelerate First Order Iterations Automatically", Linear 

Algebra and Applications, 1985, Vol. 68, pp. 115-130 
 

B). Other Papers in Refereed Journals, by Research Assessment Periods: 
 
New Papers in 2013-14: 
 
13.   “The Cyclicality of Automatic and Discretionary Fiscal Policy: What Can Real Time 

Data Tell Us?”, Macroeconomic Dynamics (with K Bernoth and J Lewis, to appear) 
 
14.   “Announcements as an equilibrium selection device”, Oxford Economic Papers, 66 

(1), 325-347, 2014 (with N Acolla, G di Bartolomeo and P Piacquardio). 
           
15.   “Fiscal sustainability using growth-maximising debt targets” Applied Economics, 46 

(6), 638-647, 2013 (with C Checherita-Westphal and P Rother). 
16.   “The Importance of Trade and Capital Imbalances in the European Debt Crisis”, 

Journal of Policy Modelling (to appear, with J C Martinez Oliva) 
17.  “External imbalances and fiscal fragility in the euro area”, Open Economies   

Review, 25, 3-34, 2014 (special issue, with P. Alessandrini, M. Fratianni, and A. 
Presbitero) 

 
18.   “The Great Moderation Under the Microscope: Decomposition of Macroeconomic 

Cycles in US and UK Aggregate Demand”, in M Gallegati and W Semmler (eds) 
"Wavelet Applications in Economics and Finance: Essays in Honor of James B. 
Ramsey" a volume in the series "Dynamic Modeling and Econometrics in 
Economics and Finance" Springer (with P Crowley). 

 
19.    “Monetary and Fiscal Policy Interactions with Various Degrees of Commitment”, in 

Czech Journal of Economics and Finance, 61, 2-29, 2014 (with J Libich, P 
Stehlik). 

 
20.   “Is There an Alternative to the Fiscal Compact for Conducting Fiscal Policy in the 

Euro Area?” Politik, 16(1), 51-58, 2013 (with S E H Jensen) 
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21.   “Currency War or Currency Peace: the Dollar and Renminbi in a World of Portfolio 
and Current Account Imbalances”, in Chinese Economic Policy Review, 2(1), pp, 
2013 

22.  “Monetary Policy and Sovereign Debt: Does the ECB Take Eurozone Fiscal 
Imbalances into Account?” in Empirica, 41, pp, 2014 [DOI 10.1007/s10663-014-
9260-4] 

 
Five new papers under submission; three at the revise and resubmit stage. 
 
Refereed Journal Publications: 2008-2012 
 
23.  “Global Imbalances in a World of Inflexible Real Exchange Rates and Capital 

Controls” Global Economic Review, 41 (4), 319-340, 2012 (with J C Martinez 
Oliva). 

 
24.  “A General Theory of Controllability and Expectations Anchoring for Small Open 

Economies” Journal of International Money and Finance, 31, 397-411, 2012. 
 
25. “Expectations Dynamics: Policy Announcements and the Limits to Dynamic 

Inconsistency”, Studies in Nonlinear Dynamics and Econometrics, 16 (2), 2012. 
 
26. “How Reliable are Cyclically Adjusted Budget Balances in Real Time?” 

Contemporary Economic Policy, 30, 75-92, 2012.  
 
27.   “Reducing Global Imbalances: Can Fixed Exchange Rates and Current Account 

Limits   Help?” Open Economies Review, 23, 163-92, 2012. 
 
28.   “Fiscal Governance in the Euro-zone: Institutions vs. Rules” Journal of European 

Public Policy, 18, 646-664, 2012. 
 
29.   “Alberto Alesina: The Science of Using Political Economy Concepts to Explain the 

Macroeconomic Landscape”, Atlantic Economic Journal, 40, 225-40, 2012 (a 
keynote address). 

 
30.   “Are the New Member States Converging on the Euro-zone? A Business Cycle 

Analysis for Economies in Transition”, Journal of Business Cycle Measurement 
and Analysis (OECD), 6, 49-68, 2012 

 
31.  “Explicit Inflation Targets and Central Bank Independence: Friends or Foes?”,   

Economic Change and Restructuring, 45, 2012. 
  
32.  “The gains from early intervention in Europe: Fiscal surveillance and fiscal planning 

using cash data”, European Journal of Government and Economics, 1, 44-65, 
2012. 

 
33.   “How to Ensure Fiscal Sustainability in National and Sub-National Governments” 

Public Finance and Management, 12 (4), 331-349, 2012. 
 
34.   “Macro-Prudential Policies and Financial Stability”, Economic Record, 87, 318-34, 

2011. 
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35.   “Welfare Coordination of Fiscal and Monetary Policy”, Czech Economic Journal, 5, 

7- 27, 2011. 
 
36.  “Is There Clustering among the Euro-zone Economies?”, Journal of Economic 

Policy Reform, 14, 127-50, 2011. 
 
37.  “Stable and Enforceable: A New Fiscal Policy Framework for the Euro area”, 

International Economics and Economic Policy, 8, 225-45, 2011. 
 
38. “Nash Equilibria in n-player LQ-games: Theory and Design of International 

Institutions” Economics Letters, 113, 32-34, 2011. 
 
39.   “Policy games, policy neutrality and Tinbergen controllability under rational expect-

ations”, Journal of Macroeconomics, 32, 55-67, 2010. 
 
40.  “The old and the new theory of economic policy”, International Journal of Public     

Policy, 6, 154-65, 2010. 
 
41.  “Why Do Some Countries Undertake Structural Reforms When Others Do Not?       

Evidence from OECD and Emerging Market Economies” Journal of International 
Commerce, Economics and Policy, 2010, 1, 1-23. 

 
42.   “Economics in the Backyard: How Much Convergence is there between China and 

her Special Regions”, World Economy, 32, 819-861, 2009. 
 
43. “Europeanization or Globalization? Transnational Wage Bargaining and the 

Distribution of Activity in European Labour Markets”, North American Journal of 
Economics and Finance, 20, 177-92, 2009. 

 
44.  “Rogoff Revisited: the Conservative Central Banker Proposition under Active Fiscal 

Policies”, Economic Letters, 104, 140-143, 2009. 
 
45.  “Is the US No Longer the Economy of First Resort?”, International Economics and 

Economic Policy, 6, 207-234, 2009. 
 
46. “Is There Convergence in the Transmissions of European Monetary Policy?”, 

International Economics and Economic Policy, 6, 85-101, 2009. 
 
47.  “European Fiscal Discipline Before and After EMU: Permanent Weight Loss or 

Crash Diet?” Macroeconomic Dynamics, 12, 404-424, 2008 
 
48.   “Asymmetric Information and Rational Expectations: When is it Right to be 

Wrong?”, Journal of International Money and Finance, 27, 1407-1428, 2008. 
 
49. “Debt Targets and Fiscal Sustainability in an Era of Monetary Independence” 

International Economics and Economic Policy, 5, 165-187, 2008. 
 
50. “Have the Euro-zone Economies Converged on a Common European Cycle?”, 

International Economics and Economic Policy, 5, 71-101, 2008. 
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51.  “The Impact of Tax and Market Distortions on the Phillips Curve and the Natural 

Rate of Unemployment”, Economics-ejournal, 2, 1-28, September 2008. 
 
52.  “Sustainable Fiscal Policies and Budgetary Risk under Alternative Monetary Policy 

Arrangements”, Economic and Structural Change, 41, 1-28, 2008. 
 
A list of refereed publications, from 2007 back to 1979, is available on request. 
 
Books 2012-14: 
 
The Theory of Economic Policy in a Strategic Context: Cambridge University Press, 
2013. A rehabilitation of the theory of economic policy in a world of rational 
expectations, multiple policy makers and policy games, it is the first such review for 30 
years. It covers issues such as the impact of strategic behaviour, the limits to the Lucas 
critique and time inconsistent behaviour, policy neutrality, policy selection with multiple 
or nonexistent equilibria, the theory of policy announcements and communication. 
 
Knowledge Transfer Activities and Impact (2008-14): 
 
1. Proposals for a Debt Targeting Regime in the Euro area: Optimal Debt Targets, Debt 

Limits and Sustainable Fiscal Rules to Promote Economic Growth. Consultancy 
assignments undertaken for the European Central Bank in 2010-12. The final 
papers are now released for publication. 

 
2. The Case for Debt Targeting in Fiscal Policy. A consultancy contract for the 

European Commission in 2007-8. It resulted in three things: a) Advice to the 
Dutch Minister of Finance on the development of Euro-zone in the context of his 
proposals to the EU Heads of Government “Euro at Ten” conference, the 
Netherlands in the chair; b) the incorporation of debt targeting into Euro-zone 
fiscal policy rules by the EU’s Council of Ministers (June 2012); c) a review of the 
benefits of coordinating policies internally: “Co-ordination without Explicit Co-
operation: monetary-fiscal interactions in an era of demographic change”, 
European Economy: Economic Papers 305. 

 
3. As a spin-off from #2, an updated version of the importance of maintaining a balance 

between austerity and growth policies in the debt crisis: a presentation plus a 
review/interpretation of the literature for the European Stability Mechanism 
(2013). 

 
4. An extension of the debt targeting and coordination ideas to evaluate the importance 

of timing and the management of expectations in designing policies to escape 
the current debt crisis. A consultancy assignment for the European Central Bank, 
currently underway (2012-13). 

 
5. Fiscal Policy Corrections and Fiscal Surveillance in the Euro-zone. A consultancy 

project for the European Central Bank (2009-10). Papers released and 
published. 
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6. Recommendations for improving fiscal control and economic policies in the East 
Caribbean Economic Union. A consultancy project for the World Bank on behalf 
of the Organisation of East Caribbean States (2011-12, extended in 2013), under 
the title “The Fiscal Policy Framework in the Euro Area: Lessons and 
Implications for a Fiscal Framework in the Eastern Caribbean Currency Union”. 
The extension was to include the lessons learned from the difficulties of setting 
up a banking union, resolution mechanism and the separation of public and 
private risks in the EU. 

 
7. Reports, analysis, policy recommendations to the Scottish Government from the 

Council of Economic Advisors since 2008. My topics: sources of growth, policies 
to promote productivity growth, borrowing, a framework for fiscal autonomy, fiscal 
policy councils (see the council’s annual reports) and a general economic 
framework for autonomy or independence (see 
http://www.scotland.gov.uk/Topics/Economy/Council-Economic-
Advisers/FCWG). 

 
Papers undertaken for International Policy Agencies, 2008-14: 
“Fiscal decentralisation, economic performance and budgetary outcomes at the sub-

national level”, European Commission, DGII, Brussels (November 2012) 
 
”A Macroeconomic Policy Agenda for Emerging Economies: What Does Research Tell 
Us?”  
           Commissioned paper/presentation for the annual G20 follow up conference, New 

Delhi, October 7-9, 2012.  
 
“Fiscal sustainability using growth-maximising debt targets”, WP1472, European 

Central Bank, Frankfurt, September 2012. 
 
“The Role of Trade and Payments Imbalances in the European Crisis”, WP 13-1, 

Peterson Institute for International Economics, Washington, DC, January 2013. 
 
“The Fiscal Policy Framework in the Euro Area: Lessons and Implications for a Fiscal 

Framework in the Eastern Caribbean Currency Union”, World Bank, June 2012. 
 
“Global Imbalances in a World of Inflexible Real Exchange Rates and Capital Controls”, 

WP 330, Asian Development Bank, Tokyo, December 2011 
 
“Trans-Pacific Economic Relations and US-China Business Cycles: Convergence within 

Asia versus US Leadership”, WP 292, Asian Development Bank, Tokyo, June 
2011. 

  
“The gains from early intervention in Europe: Fiscal surveillance and fiscal planning 

using cash data”, WP 1220, European Central Bank, Frankfurt, July 2010. 
 
“Co-ordination without Explicit Co-operation: monetary-fiscal interactions in an era of 

demographic change”, European Economy: Economic Papers 305, DGII, 
European Commission, Brussels, 2008. 

 

http://www.scotland.gov.uk/Topics/Economy/Council-Economic-Advisers/FCWG
http://www.scotland.gov.uk/Topics/Economy/Council-Economic-Advisers/FCWG
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Parts of Chapter 5, “Fiscal Stress, Downturns and Recoveries”, World Economic 
Outlook, IMF, Washington DC, October 2008. 

 
Reader for the World Bank’s draft WDR chapter on Managing Macroeconomic Risk 

(2013). 
 
Keynotes and Invited Panel Discussions in 2011-14: 
●University of Nijmegen (Netherlands), Texas A&M, University of South Australia, 

University of Rome; INFER conference (Germany); Atlantic Economic Society 
(Istanbul); European Stability Mechanism; Danish Central Bank; University of 
California Berkeley; European commission/Scottish Government; University of Rome; 
Central Bank of Croatia, Australian National University (twice). 

 
●Invited Lecture: the 12th Annual lecture on “the State of the European Economy”, 

College of Europe, Bruges (October 2013). 
 
●Public Lecture “The Practicalities of Economic Federalism” at the European Academy, 

Bolzano/Bozen, Italy (February 2014). 
 
●Panel Session on the Economics of Scottish Independence, Royal Economic Society, 

April 2014. 
 
●Panel Session, the Economics of Scottish Independence, Money Macro and Finance 

Group (University of London), June 2014 – a debate with the NIESR, Institute of Fiscal 
Studies, the Permanent Secretary of the Treasury, and others. 

 
●Presentation to the Money, Macro and Finance group annual conference, on options 

for the Scottish Economy after the referendum, University of Durham, September 
2014. 

 
●“Monetary Policy and Sovereign Debt: Does the ECB Take the Eurozone’s Fiscal    

Imbalances into Account?”, American Economic Association meetings, January 2015. 
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Finance Committee 
 

18th Meeting, 2014 (Session 4), Wednesday 4 June 2014 
 

Scotland’s public finances post-2014 
 
Purpose 
 
1. This paper provides copies of the written submissions that have been received 

from the witnesses who will be providing evidence at this meeting in relation to 
Scotland’s public finances post-2014. Members may wish to note that the 
submission from the Institute for Fiscal Studies is the executive summary of the 
report Fiscal Sustainability of an independent Scotland that was published in 
November 2013. 

 
2. The topics agreed by the Committee for these evidence sessions are— 

 taxation 
 borrowing 
 public sector debt 
 fiscal rules. 

 
3. The Committee has also agreed to hold evidence sessions to specifically 

consider pensions and the Barnett formula. 
 

Catherine Fergusson 
Senior Assistant Clerk to the Committee 

http://www.ifs.org.uk/comms/r88.pdf
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SUBMISSION FROM PROFESSOR ANDREW HUGHES HALLETT 
 

The Starting Point: 
 
Faced with the need to create an economic policy framework from scratch, we have 
to start by creating policy arrangements that ensure the economy’s financing needs, 
as represented in the basic macroeconomic accounting identity 

 
S – I = (G – T) +(X – M) 

 
[S=savings, I=investment, G=public spending, T=government revenues, and X-M the 
current account balance], are always met. That is to say, any economy must have a 
policy framework with the capacity to manage its three fundamental imbalances: the 
private financing (savings-investment) gap, the fiscal (public spending-revenues) 
gap, and the foreign financing (trade) gap. This then implies we need to set policies 
to cover financial regulation, to provide sustainable fiscal rules, and for a choice of 
currency/monetaries respectively.  
 
Scotland as a newly independent economy, or an economy with a large degree of 
fiscal autonomy, or as a devolved economy within the meaning of the 2012 Scotland 
Act to come into force in 2015-16, will be no exception.  
 
Previous studies on this theme have only analysed particular sections of the Scottish 
economy in isolation, not recognising their interplay with other sectors, and without 
tracing their impact on the rest of the UK (rUK). Although the evidence presented 
here is only concerned directly with the economy’s fiscal imbalances, (G-T) and their 
accumulated past debt, it is important to recognise the other forces that impinge on 
those imbalances and shape them. They do not necessarily arise from fiscal actions 
or irresponsibility alone  
 
The currency choice is affected by, and affects, public finances 
 
The first point to make is that a formal academic analysis exposes the fact that the 
UK and Scottish governments are engaged in a set of parallel and overlapping policy 
games, formal-ised here as strategic mathematical games. A parallel game is where 
the same opponents play against each other at the same time in more than one 
arena: in this case, in the political and economic arenas. An overlapping game, by 
contrast, is where each player is engaged in a game against different opponents, 
and where the strategies pursued in one game limit the strategies available in 
another. In this case, this is an economic game where the UK and Scottish 
governments play against each other, but also against firms in the private sector. It 
obviously impinges directly on the parallel economic and political games. 
 
The solution of these games then shows how the threat points – that is the best 
outcomes that each player could expect to achieve for themselves without 
cooperating, accommodating or otherwise making concessions to the other player – 
would change from their status quo ante position. To illustrate, the currency choice 
question poses a significant dilemma for both governments, although the outcomes 
for Scotland in the absence of cooperation, concessions or formal currency union 
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would show a considerable improvement of her current (status quo) position; 
whereas rUK would inevitably suffer worse economic outcomes.  
 
To see this one has to realise that the UK government can do nothing to prevent 
Scotland taking the pound if she wishes1, any more than the US government could 
do anything to stop people in Ecuador, Argentina (or Scotland) using the US dollar; 
or those in Montenegro or Scotland using the Euro if they choose to do so. All the 
rUK can do is deny Scotland any participation or influence over policy in the Bank of 
England. But that just reproduces the current position for Scotland. Nothing would 
change for Scottish monetary policy if London were to refuse to share sterling and 
monetary policy, since it doesn’t share them now. Given independence, or indeed 
fiscal autonomy, the only difference would be that Scotland gets to add tax powers to 
the existing monetary set up. She would therefore be unambiguously better off: more 
policy instruments to serve the same targets – instruments that can now be designed 
to fit Scotland's specific needs, rather than the UK average.  
 
Hence Scotland would necessarily be better off than under the status quo (the same 
monetary conditions, better fiscal outcomes); and no worse off, on average, than 
under the full currency union proposal. 
 
But rUK would definitely be worse off; no better off since monetary policy would be 
set in exactly the same way as now, but worse off to the extent Scotland uses her 
new tax powers to her own advantage rather than rUK’s; and also because rUK 
would lose tax revenues making her existing net public debt and deficit positions 
worse (section three below).  
 
Financial regulation, liquidity access and resolution funds 
 
The difficulty with a unilateral adoption of sterling would be the loss of access to 
liquidity, and the absence of financial regulation for Scottish financial firms. However 
Scotland could "opt-in" into the EU banking union, giving her financial sector easier 
access to liquidity via both the Euro or Sterling markets, and to a wider pool of 
resolution funds for everything else. The threat point of the economic game has 
again shifted, with consequences for the political game because to block monetary 
cooperation would start to make a political or fiscal union look more risky and less 
attractive for firms within rUK.  
 
Facing a tight general election in 2015, it is hard to believe that the UK government 
would in fact choose to deny a currency union when the consequences would be to 
make their own constituency worse off, while Scotland was made better off. People 
don’t usually voluntarily choose to shoot themselves in the foot. Confusion on this 
point is probably the reason why conflicting messages are coming out of the Prime 
Minister’s office and from George Osborne as to whether a currency union would be 
negotiable or ruled out. After the referendum, there will be no incentive for either side 
not to agree a currency union as long as effective fiscal controls are put in place on 
                                                           
1To take one example of the currency options open to Scotland [a currency board; a new national 
currency with a fixed or pegged exchange rate, or a floating exchange rate; adopt a third part currency; 
peg to a basket of ext-ernal currencies]. To use the example of a unilateral adoption of sterling is 
necessary to establish the status quo threat point; it does not necessarily imply that this would be the 
best option short of full monetary union. 
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both sides to restrain the growth in public debt. Since, by all measures, the Scottish 
fiscal position will be stronger (a smaller or zero public debt ratio, and a small budget 
surplus when national accounts are restructured to reflect the changed flows of taxes 
raised and public spending under independence: section three below) this would not 
be hard to arrange.  
 
It would be harder to persuade the UK government whose fiscal position will be 
weaker, and therefore more of a threat to a small economy like Scotland than 
Scotland is to rUK, to do the same. Sterling without currency union may therefore be 
a risky option for Scotland unless it is combined with an opt-in to the EU’s regulatory 
and banking union with formal ECB backing, as in Denmark (also not a Euro 
member); or unless strict fiscal rules were imposed on the UK government as well as 
the Scottish government. On the other hand, faced with uncertainty from the UK 
government, but deeper liquidity markets, wider rescue funds and a more developed 
regulatory/banking union system in the rest of the EU, some banks or financial firms 
may feel safer and better catered for if they move north. 
 
Section three: Fiscal imbalances 
 
The link to fiscal deficits and public debt is now obvious. Under independence or 
fiscal autonomy, the loss of fiscal transfers from London will be more than 
compensated by the repatriation of tax powers, which implies a restoration of a 
diversified set of revenues and fully functioning automatic stabilisers – in this case 
supplemented by an oil fund to stabilise oil and gas revenues – to stabilise the 
economy. The currency union issue is important here: research on optimal currency 
areas shows that the bulk of risk sharing in mature currency unions is born by 
changes in cross-border asset holdings or financing loans2. Risk sharing is therefore 
best preserved if a currency union (of either form) is maintained.  
 
Under independence or fiscal autonomy, the fiscal deficit itself, as currently 
estimated, would have to have oil revenues (still positive, if falling) added to it: plus 
the repatriated taxes from cross-border commuters, the return of subsidies currently 
made to rUK pensions, the return or part return of debt interest payments currently 
made to the UK Treasury, plus the gains from defence restructuring, and a rebate of 
Scotland’s share of the QE assets held at the Bank of England. Taken together, 
these revenue and spending reallocations that come automatically with 
independence would imply a small budgetary surplus (around £1bn, or ⅔% of GDP). 
These are all standard adjustments to the existing budget calculations, but seldom 
included in the more usually presented estimates which have been based on the tax 
flows and spending rules as they exist in the existing union, not a fiscally 
independent or autonomous Scotland. As a result those calculations actually show 
what Scotland would look like under a continued union, not what they would look like 
under independence or autonomy. 
 
Further Budgetary Issues: 
 
I make no attempt to provide forecasts of North Sea oil and gas revenues because 
this paper is not about generating forecast figures, but about the issues that must go 

                                                           
2 Asdrubaldi et al (1996), Kalemli-Ozcan et al (2003), Melitz (2004) 
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into the calculation of public finances and whether they would be in surplus or deficit. 
Anyway others can make those forecasts better than I. However three factors, 
beyond falling production, not prices, help explain the fall in energy tax revenues that 
has been so widely commented on. First, the world economy has just come out of 
the largest recession since the 1930s. One would expect demand to have shrunk up, 
to 2012 at least, and the tax revenues correspondingly. They will revive thereafter. In 
fact the revenue trough of £3.2bn, originally forecast for 2016/17 has moved forward 
to 2013/14 to prove the point. The special feature about oil and gas is there are no 
storage problems; they can both be stored in the ground in periods of low or reduced 
demand. Second, there had been an additional oil/gas tax surcharge imposed in the 
two years preceding 2013. Producers simply stored their oil/gas until the surcharge 
was lifted and demand revived. Similarly they held off investment until they knew the 
surcharge would be lifted; hence the surge in investment spending to £14bn, but now 
starting to decline, in 2013/14. Producers don’t invest without some expectation of 
increased production and/or prices. It would be reasonable to expect North Sea 
revenues to rise to £4.5-5bn between 2016/20 on the basis of the industry’s own 
forecasts therefore. 
 
The third possibility is that there has been a permanent switch to renewable which 
has played a part in the falling North Sea revenues. That may not be reversed, but 
any additional revenues (ROCs) derived from that source should be added into the 
budget together with the North Sea figures. 
 
There are some more speculative budget savings that come with independence, the 
most important of which are: a) currently Scotland raises £3bn for defence, but only 
£1.8bn of that is spent in Scotland. So spending £2.5bn would both save £½bn and 
increase Scottish defence efforts by 35%. b) Tax collection in Norway and Finland 
costs 50% less per unit of revenue raised; adopting their procedures could save 
perhaps £400m. c) Fees for regulation, resolution and deposit insurance in the 
banking section would fall by £300m. Those savings could increase the surplus by a 
further £1bn; all this without policy changes or inventing new taxes.  
 
Red Herrings: 
 
There have been reports that it would cost the budget up to £2.7bn to set up new 
government departments or agencies. That figure is disputed; the author of the 
report made to HMT claims that his figures have been “manipulated” and the true 
cost would be £200m or less. HMT has now substituted a figure of £1.5bn based on 
figures drawn up for Quebec’s possible independence. Again the author of those 
calculations disputes the figure being used and suggests it would be around £600m 
in Scotland’s case. 
 
Whatever the likely truth, these are in fact rather small numbers in the scheme of 
things: 

a) they are one off costs and therefore not to be repeated in later budgets; they 
are also gross costs, not net. Meaning that the current (imputed) payments to 
the UK government for those services must be subtracted off first, so the 
actual net cost would be quite small – probably not far off the smaller figures 
given. 

b) Even at £1.5bn, these costs are only about 1% of GDP including geographical 
North Sea Revenues. But 1% of GDP is typically about one standard error of 
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GDP forecasts. That means, using standard techniques, it would take only 6 
years to be virtually certain (probability > 99%) that the £1.5bn was completely 
paid off from revenues obtained in good times (ie positive shocks above 
trend). If the cost was £600m, it would take 3 years or less. 

c) Put differently, if growth is 3.2% as the OECD now predicts, it would only 
reduce the growth rate to 1.7% for one year to pay off £1.5bn; or for 4 months 
to pay off £600m. None of these figures would be serious one-off hits to the 
budget. 

 
It has also been claimed that Scotland’s fiscal position would be seriously damaged 
by the slow growth of its population and increasing social and welfare payments that 
would result. There is some truth to this, though whether the problem would actually 
be as serious as advertised, or would be any less serious in the rUK is far from clear. 
First the theoretical literature makes it clear that the relative growths in populations 
only make a small difference because if you have more people working now, then 
you will need to spend more in social support later on. Only if output growth or 
productivity growth is very fast would differences in the population growth rates 
actually start to matter. Otherwise it is changes in retirement ages, or in life 
expectancy, or in child subsidies are the things that matter. 
 
The calculations in these papers seem to depend entirely on assuming that the 
population rate of growth in Scotland will be just 4.4% over the fifty year period 2012-
62, but 22.8% in rUK, on the argument that these figures reflect current UK 
immigration policy. Aside from the fact that forecasting 50 years ahead is a very risky 
undertaking, why would a newly independent country ever want, or even feel itself 
bound to keep the UK’s old immigration policy? If slow population growth was 
thought to be causing a public finance problem, that would be one policy which 
would be changed. Also this difference in growth rates is stark; it implies that rUK’s 
population is expected to grow more than 6 times faster than Scotland’s. But why, 
when the Registrar General’s office estimates them to grow at 0.6% pa for Scotland 
and 0.8% for UK? The fiscal implications obtained from assuming such stark and 
radical differences over such a long period cannot be taken seriously. To make the 
point, they imply Scotland’s population would have to fall from 10.32% of the UK in 
1962 (it wasn’t, it was 9.8%) to 7.0 in 2062; and that the populations Scotland would 
have been equal to that of England at the Battle of Bannockburn (it is estimated to 
have been about 20%). The long term fiscal implica-tions based on such 
misestimates of population trends have to be more than suspect. 
 
Public Sector Debt 
 
The issue of taking a share of the existing UK public debt is resolved by the UK 
government acknowledgement that it would assume responsibility for that since it 
holds the legal title to it. So Scotland could start with no debt and no debt 
repayments. The possibility remains that Scotland might agree to assume a share 
voluntarily, to create a more cooperative start to the currency union/fiscal autonomy 
framework, but it is not required. Not to assume any debt would push the UK debt 
ratio up to 106% on current figures, being the same quantity of debt divided by a 
12% smaller GDP level – about the same as Italy’s debt at the start of the crisis, but 
higher than Spain or Cyprus in 2013.  
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The compromise solution of using Scotland’s historical debt figure, obtained by 
backing out accumulated budget surpluses since 1974 from Scotland’s population 
share of UK debt, would leave Scotland with a debt ratio of 45% or half its population 
share of overall UK debt. 
 
Credit markets, the role of financial regulation and fiscal rules 
 
This argument provides the link to the credit markets. If the models that exist for 
predicting risk premia for Scotland are correct, then the absence of a fiscal deficits or 
material debt levels would lead to interest rates lower in Scotland than rUK after an 
initial adjustment period. Combined with a clear separation of private from public risk 
(the banking union being used to resolve the former, a fiscal council the latter), this 
would in turn lead to lower market rates in Scotland than rUK. Whether this is 
realistic is yet to be seen; it depends on the supply and demand for financing flows in 
other sectors and how the effects spillover onto the fiscal imbalances, also on any 
possible policy changes on either side of the border. But the sterlingisation issue 
mean the depth/liquidity of financial markets would remain unchanged. In addition, 
the combined effects of the new regulatory changes – that is, Vickers, UK conduct 
regulation, the EU’s banking union regulation, Basel III and the UK Banking Reform 
Act of 2013, will help by reducing the financial assets under Scotland’s supervision to 
about the level of GDP, while raising those in rUK up to five times rUK GDP. 
 
Fiscal rules and monitoring 
 
The obvious implication of this analysis is that the UK government’s reluctance to 
entertain the idea of a full currency union, even if to do so would make them worse 
off, has more to do with the fear that Scottish fiscal policies might become over-
expansionary and ultimately un-sustainable than the loss of political control per se. 
This is certainly a logical concern given that the identity at the head of this note 
applies to any common financial zone. Unrestrained expansions of fiscal deficits can 
easily, when the underlying debt burdens become difficult to finance, spillover into 
disruptions, higher interest rates, and liquidity stops/capital reversals in the markets 
for private and foreign capital – and ultimately to default in any of those markets. 
This may require, so the story goes, bail-out funds from the UK tax payer to stabilise 
those markets, re-establish liquidity flows and credit, but creating an attendant 
incentive for fiscal policy makers to free-ride.  
 
While true, it is important to note that: a) this argument cuts both ways, the UK with 
weaker fiscal balances could just as easily disrupt the markets as Scotland, but to 
larger effect; and b) that a unilateral adoption of sterling would remove any moral (as 
opposed to a self-interested) obligation to bail out or restrain Scotland’s fiscal 
behaviour, it does not rule out or reduce the chances of disruptions or liquidity 
shortages that would follow. A better solution is to impose a set of fiscal rules, 
demonstrably and credibly enforceable, overseen by an independent fiscal 
commission acting as both monitor and fiscal regulator of last resort (a “chapter 11” 
administrator) to create a separation between public and private sector financing 
risks. At this point, the Scottish government appears to be more receptive to these 
ideas than the UK government. 
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Requirements: we need rules to provide a link between target values and the final 
objectives (ensuring long term sustainable debt, but with short term flexibility to 
absorb shocks); and then mechanisms to relate any deviations to corrections. Thus 
effective monitoring, effective enforcement with credible punishment mechanisms 
must be seen to be in place. 
 
Options for the design of fiscal rules: 

- balanced budget rules, incl. the EU’s fiscal compact: nominal or structural 
- debt rules, incl. debt targeting (which then implies a primary surplus budget 

rule)* 
- expenditure rules 
- revenue rules 
- golden rule of deficit financing* 
- Independent monitoring (to avoid moral hazard); the rules need to be forward 

looking 
- Effective enforcement; credible sanctions (they need to be ex-ante, not ex-

post) 
 
These rules are needed to limit the difference between two fiscal aggregates; not the 
size, composition, or use of specific expenditures or taxes. 
 
Scotland proposes to use the starred (*) rules. The UK has used similar types of 
rules in the past, but no longer does so. Balanced budget rules/the fiscal compact 
are not recommended as they are neither necessary nor sufficient for maintaining 
sustainable debt ratios (Checherita et al 2014), and because it is not possible to 
calculate structural deficits reliably in real time as needed for the policy making 
process (Hughes Hallett et al 2012). Expenditure or revenue rules, although popular 
in some quarters, have been widely criticised for being counter-productive; not least 
because by operating on one side of the fiscal imbalance they tend to damage the 
other side, thus exacerbating the original problem; and also because they may miss 
the source of the problem if the other financing imbalances are driving the problem 
(DeLong and Summers 2012, Corsetti 2012, Alessandrini et al 2014, respectively). 
 
A Fiscal Policy Commission: 
 
It must a) review the fiscal outlook for the government and public sector, especially 
for future tax revenues and public spending; b) estimate the current and future 
structural imbalances, and public debt in particular; and c) estimate the 
consequences of current spending and taxation plans for economic performance; d) 
give advice on how to correct any imbalances and monitor the extent that that advice 
is being successfully followed.  
 
These reviews should be forward looking not, as now, backward looking (that 
function is provided by Audit Scotland). 
 
The FPC will have no executive authority; it may not engage in policy advocacy; it 
must restrict its analysis to be within the targets and priorities set by elected 
government. 
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It must be independent, politically, physically; and in its use of models, forecasts, 
personnel and information. It may choose to exercise a wider remit, covering the 
other targets of policy, alternative policies, lower cost options etc. It will also monitor 
the regulating of private sector and foreign financing gaps/debt to the extent that they 
affect the fiscal imbalances. 
 
The prospective Scottish Fiscal Commission will have these features; the UK’s OBR 
only parts of them – particularly not those in the paragraph immediately above. 
 
Regulation, Banking Union and the Separation Principle 
As things stand, private sector monitoring and resolution of banks will be undertaken 
by the UK’s banking union and financial stability system. But in the future this could 
transfer to the EU’s Banking Union and the ECB/ESM supervision system, if 
Scotland chooses to opt-in. 
 
Public sector monitoring will be conducted by the Scottish Fiscal Commission and/or 
the European Commission as appropriate; and any private sector resolution activities 
through the UK’s resolution mechanism. Any public sector resolution or liquidity 
provision would there-fore have to use funds from the IMF, domestic reserves, 
Scotland’s own stabilisation and savings fund; or through the EU’s banking union 
resolution mechanism (as appropriate) 
 
These two arms of the regulation and resolution process therefore involve two 
independent actors; which in turn implies the separation of private from public risk: 

a) Private resolution will be discretionary under the relevant banking union; 
currently the national regulators with the local incorporation of subsidiaries as 
required by the EU systemic risk board, Vickers, UK conduct regulation, parts 
of Basel III, and the UK Banking Reform Act of 2013. That implies a jointly 
owned, funded and operated EU-wide or UK-wide rescue vehicle for private 
sector. 

b) Public bail-outs are not allowed. A graduated debt protocol and “chapter 11” 
process under Scottish Fiscal Commission or IMF administration instead. 

 
The idea here is to cut the links between private and public imbalances in a way that 
has not yet been achieved in the Euro-zone. The fiscal commission can reduce 
public imbalances, but is not able to act on the private ones. The financial regulation 
and supervision system as part of the relevant banking union, inclusive of its 
discretionary resolution mechanism, is set up to deal with the private imbalances. 
This discussion however, necessarily leaves open whether, in the event, it will be the 
UK banking union or the EU banking union that applies. 
 
Conclusion 
 
We conclude that, as the Standard and Poor’s ratings assessment recognises, 
independence presents “significant but not unsurpassable” changes and risks, but on 
both sides of the argument. They see the main problem for Scotland to be access to 
external financing for her banks and her financial sector. They do not see fiscal 
deficits or a currency union to be a problem – this submission explains why.  
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That view is different from Moody’s assessment which sticks closer to the UK 
government line, that there will be few material changes to the flow of revenues and 
spending – though it is not clear why since independence would, of necessity, mean 
a redrawing of the flow of funds into and out of the national accounts and the 
monetary and financial regulation arrangements. 
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SUBMISSION FROM THE INSTITUTE FOR FISCAL STUDIES 
 

Fiscal Sustainability of an Independent Scotland 
 
Executive Summary 
 
In this report, we examine the long-run fiscal pressures that an independent Scotland 
may face, how these would differ from those facing the UK, and the size of the fiscal 
consolidation that may be required to put Scotland’s public finances on a sustainable 
path. We do this using a model of the UK’s and Scotland’s longrun public finances, 
which is constructed in a similar way to the model that the Office for Budget 
Responsibility (OBR) uses to produce the forecasts presented in its annual Fiscal 
Sustainability Report (FSR). Such models seek to answer questions of the type 
‘What would be the fiscal consequences of continuing into the future with our current 
set of tax and spending policies?’ or ‘What scale of tax increases or spending cuts 
might be required to ensure long-term fiscal balance?’. 
 
Despite the considerable uncertainty surrounding the future path of borrowing and 
debt in Scotland, the main conclusion of our analysis is that a significant further fiscal 
tightening would be required in Scotland, on top of that already announced by the 
UK government, in order to put Scotland’s long-term public finances onto a 
sustainable footing. An independent Scottish government might not need to 
implement such a fiscal consolidation immediately, but these longrun fiscal 
pressures should certainly form an important part of the backdrop to any discussions 
about the potential restructuring of Scottish taxation and public spending after 
independence, if the people of Scotland vote ‘yes’ to independence in September 
2014.  
 
Spending and revenue levels in Scotland 
  

 In 2011–12, 9.9% of the UK government’s revenues were generated in 
Scotland (assuming a geographic share of North Sea revenues). Since the 
Scottish population accounted for 8.4% of the UK population, the average 
revenue raised per person in Scotland (£11,079 in 2013–14 prices) was 
higher than for the UK as a whole (£9,342 in 2013–14 prices).  
 

 Revenues from the North Sea made up a much larger share of total Scottish 
revenues (18.6%) in 2011–12 than they did for the UK as a whole (2.0%). 
This highlights the extent to which Scotland’s public finances are more 
exposed than the UK’s public finances to revenues from the North Sea, which 
are volatile and expected to decline in the long run. 

 
 Spending per person is also higher in Scotland, at £12,629 per person in 

2011–12, compared with £11,381 in the UK as a whole. This is largely due to 
differences in spending on public services (rather than, for example, spending 
on social security benefits).  

 
 When expressed as a share of national income, Scotland is estimated to have 

raised a similar share of national income in revenue to the UK as a whole 
(37.7% compared to 37.5%) and spent a smaller share publicly (42.7% 
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compared with 45.5%). This is because Scottish GDP per person is higher 
Fiscal sustainability of an independent Scotland than that for the UK as a 
whole if we allocate North Sea output on a geographic basis.  

 As a result, in 2011–12, the gap between spending and revenues in Scotland 
stood at £1,550 per person (or 5.0% of national income in total), compared 
with £2,039 per person (or 7.9% of national income) in the UK. 

 
 Our basic model, which adopts the same assumptions as made by the OBR in 

the 2013 FSR for its central projection for the UK, suggests that by 2017–18 
this gap between spending and revenues will have fallen to 2.2% of national 
income for the UK and to 4.3% for Scotland. The main reason why Scotland’s 
borrowing is projected to decline much less quickly than the UK’s over the 
next five years is that North Sea revenues (which are a more important source 
of income for Scotland than for the UK as a whole) fell sharply between 2011–
12 and 2012–13 and are forecast by the OBR to fall even further by 2017–18.  

 
Demographic pressures 
 

 Demographic changes, brought about by increases in longevity and declining 
fertility rates, are putting pressure on the public finances of most developed 
countries, and Scotland would not be an exception. 
 

 ONS projections suggest that the size of the Scottish population will increase 
less rapidly in future than that of the UK as a whole. In the ONS ‘low 
migration’ scenario, which is deemed by the OBR to reflect current UK 
government policy most closely (with net immigration into Scotland from the 
rest of the UK and abroad at 9,000 per year), the size of the Scottish 
population is projected to increase by 4.4% between 2012 and 2062, 
compared with 22.8% growth for the UK as a whole.  

 
 In addition, the population of Scotland is expected to age more rapidly. In 

Scotland, only the population aged 66 and over is projected to increase 
between 2012–13 and 2062–63 (the population aged 65 and under is actually 
projected to shrink), while in the UK as a whole the population at all ages is 
projected to increase.  

 
 Changing demographics have implications for how economic output will grow, 

how tax revenues will evolve in future, and how demand for publics pending 
will change. Growth in the size of the working-age population would boost 
economic growth. Some age groups contribute more to tax revenues and/or 
require a higher level of public spending than other groups do. For example, 
employee National Insurance contributions are only paid by those aged 
between 16 and the state pension age, while public spending on health and 
long-term care is most heavily concentrated on the very oldest age groups. As 
a result, demographic changes are a key driver of the future path of public 
revenues and spending, and thus borrowing and debt, in the model we use in 
this report. Differences between the demographic trends facing Scotland and 
those facing the UK as a whole will tend to apply different pressure to each 
nation’s public finances.  
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Borrowing and debt over the next 50 years 
 

 Our basic model assumes that the latest OBR forecasts (March 2013) for 
spending and revenues for the UK as a whole up to 2017–18 are correct. We 
allocate these between Scotland and the rest of the UK using estimates 
produced by the Scottish government and some of our own modelling.  
 

 Beyond the end of the medium-term horizon, our long-run public finance 
model uses estimated age–sex profiles of revenues and spending to project 
the impact of demographic changes on the level of revenues from various 
sources and public spending on different items. This provides us with a 
projection for borrowing and debt over the next 50 years for both the UK and 
Scotland. 

 
 Our basic model for the UK suggests that public sector net debt will decline as 

a share of national income between 2017–18 and 2038–39, before the 
accumulation of demographic pressures will cause it to start rising again. We 
estimate that a permanent tax increase or spending cut (or a combination of 
the two) equal to 0.8% of national income (or about £13 billion in today’s 
terms) would need to be implemented in 2021–22 in order to put debt on 
course to reach 40% of national income by 2062–63. This is more optimistic 
than the OBR’s long-term projections for the UK.  

 
 Our basic model for Scotland (which assumes that Scotland takes on a 

population share of accumulated UK debt at the point of independence) 
suggests that, without policy action, public sector net debt in Scotland would 
increase every year as a share of national income and exceed 100% of 
national income by 2033–34. We estimate that Scotland would require a 
permanent tax increase or spending cut (or a combination of the two) equal to 
4.1% of Scottish national income (or about £6 billion in today’s terms), to be 
implemented in 2021–22, to put Scottish public sector debt on course to reach 
40% of national income by 2062–63. 

 
 The outlook for borrowing and debt in an independent Scotland is very 

sensitive to the assumptions made in the model. We explore the sensitivity of 
our projections to alternative assumptions about migration, productivity 
growth, initial debt levels and debt interest rates, and alternative assumptions 
about future revenues from the North Sea. 

 
 If revenues from the North Sea were to decline in the longer term, or if the 

interest rate at which the Scottish government could borrow were to be higher 
than the 5% rate we have assumed in our basic model (which is the OBR 
projection for the future cost of UK government borrowing), or if average 
labour productivity growth in Scotland were to be lower than the 2.2% a year 
we assume in our basic model, the fiscal gap facing Scotland could be even 
larger. 

 
Fiscal sustainability of an independent Scotland  
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 On the other hand, if net inward migration to Scotland were higher than the 
9,000 a year that we assume in our basic model, or if revenues from the North 
Sea were to prove more buoyant over the next few years than the OBR 
projected in its latest official forecast, or if an independent Scotland took on a 
smaller share of accumulated UK debt, Scotland could face a smaller fiscal 
gap. 

 
 However, even under the most optimistic scenario that we consider in this 

report – in which Scotland experiences ‘high’ migration, achieves 2.2% 
productivity growth, takes a share of debt equal to 40% of Scottish national 
income, pays the same (5%) interest rate on its debt as assumed for the UK 
government, and enjoys high North Sea revenues in the medium term – we 
still estimate that the fiscal gap for Scotland would be 1.9% of national 
income, i.e. significantly larger than the gap that we estimate the UK faces. 

 
 If the Scottish government wanted to raise 1.9% of national income from tax 

revenues, it would need to introduce tax rises of the order of around 8 
percentage points to the basic rate of income tax or 7 percentage points to the 
standard rate of VAT. Alternatively, reducing total public spending by 1.9% of 
national income would require a 6% reduction in spending, or an 8% reduction 
to public service spending if benefit spending were not reduced. 

 
 Just as the OBR has pointed out that the UK as a whole faces serious fiscal 

choices over the medium and longer term, it is clear that an independent 
Scotland would face even tougher choices. 

 
Fiscal rules and institutions  
 

 A newly independent government of Scotland – without an established 
reputation among creditors – would be likely to reap significant rewards from 
putting in place fiscal rules and an independent fiscal council that could 
reassure potential investors that the Scottish government was committed to 
prudent management of the public finances. 
 

 Exactly what rules an independent Scotland ought to adopt would depend on 
a number of factors (including the currency regime chosen), many of which 
are beyond the scope of this report. One thing that is clear, however, is the 
potential benefit to an independent Scotland of establishing an independent 
fiscal council to provide an impartial assessment of whether the Scottish 
government is meeting the spirit as well as the letter of any fiscal rules, a 
reasonable central estimate of the outlook for Scottish public finances over 
the short, medium and long run, and a discussion of the key risks to these 
forecasts. 

 
 Scotland would face a number of fiscal challenges that would have to be 

taken into account when deciding what the appropriate design of these rules 
would be. Any rule that constrained annual borrowing (or borrowing adjusted 
for the ups and downs of an economic cycle) would need to deal with 
Scotland’s exposure to North Sea revenues, which are volatile and expected 
to decline over time. For both these reasons, there would be a strong case to 
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focus on a measure of borrowing that excluded these revenues. Any longer-
run target  for debt would need to take into account that Scotland would not 
have an  established track record with creditors and is currently reliant (at 
least  relative to the UK) on an income stream (from the North Sea) that will  
decline. 
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SUBMISSION FROM REFORM SCOTLAND 
 

Thank you for giving Reform Scotland the opportunity to respond to the Finance 
Committee’s inquiry into Scotland’s public finances after the referendum. 
 
Reform Scotland starts from the basic principle that each tier of government should 
be responsible for raising the majority of the money that it spends.  This idea was 
developed further with the report ‘Devolution Plus’, from which most of the response 
below originates. 
 
I have also touched upon the issue of pensions, which was referred to in the call for 
evidence, as Reform Scotland has recently published its report, ‘The Pension 
Guarantee’, on this matter. 
 
I would also stress that our response, and Devolution Plus, is based on Scotland 
remaining part of a UK but with significant additional revenue raising and welfare 
powers.  Should Scotland become independent, this would of course mean that the 
Scottish Parliament met our objective of becoming responsible for raising the 
majority of what it spends.  Similarly, some, or all of our recommendations with 
regard to pensions could be adopted by either a UK or a Scottish Government. 
 
Devo Plus – Taxation and borrowing 
 
Table 1 below is taken from the most recent Government Expenditure and Revenue 
Scotland (GERS) figures for 2012/13.   Using this information, I have outlined the 
proportion of taxes controlled by the Scottish Parliament under the current set-up, 
the estimated amount under the Scotland Act 2012 and Devolution Plus.  I have 
taken account of the additional welfare powers we recommend are devolved.    
 
The main aim behind spending on social protection is to alleviate poverty.  However, 
many of the other areas associated with welfare and reducing poverty, for example 
social inclusion and housing, are devolved.  This split in programmes between 

http://www.legislation.gov.uk/asp/2013/14/enacted
http://www.legislation.gov.uk/asp/2013/14/enacted
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Westminster and Holyrood means that policy in relation to alleviating poverty is 
unfocussed and inefficient.  Over the years since devolution, a number of Scottish 
Governments have unveiled different proposals to address poverty and inequality in 
Scotland.  Regardless of the merits of those programmes, the ability of the Scottish 
Government to address this problem is seriously hampered because the main levers 
by which to address it are held by Westminster, leaving the Scottish Government 
only able to tinker.    Therefore, we believe, devolving the majority of welfare 
provision to Scotland would enable a more coherent approach to be adopted. 
 
Table 1: Income and expenditure in Scotland 2012/13 
£m Current Scotland Act 2012 Devo Plus 
SP 
expenditure 
12/13 38,546 38,546 38,546 
Additional 
spending 
powers 

    

Housing Benefit* 
1,7
28 

Attendance Allowance* 481 
Carer's Allowance* 153 
Council Tax Benefit* 384 

Disability Living Allowance* 
1,3
72 

Employmemt & Support Allowance* 381 
Incapacity Benefit* 564 
Income Support* 670 
Jobseeker's Allocance* 461 
Severe Disablement allowance* 97 
Winter Fuel Payments* 188 

New SP 
expenditure 
level 38,546 38,546 45,025 
SP Taxes Council Tax 2,00

6 
Council 
Tax 2,006 Council Tax 

2,0
06 

Non-
domestic 
rates 1,981 Non-domestic rates 

1,9
81 

10p 
Income 
tax 
(assuming 
40% 
Income 
tax 
revenue)1 

4,346 
Income tax 

10,
865 

Corporation tax 
2,8
72 

capital gains tax 292 

Other taxes on income and wealth 271 
Non-
domestic 
rates 

1,98
1 

Landfill tax 100 
Fuel duties 

2,2
58 

Stamp duties 472 
Stamp 
Duty Land 
Tax 
(estimate 
50% of 
Stamp 
duties) 

236 
Tobacco duties 

1,1
28 

Alcohol duties 980 
Betting and gaming duties 120 
Air passenger duty 234 
insurance premium tax 207 
landfill tax 100 
climate change levy 62 
aggregates levy 45 
inheritance tax 243 
vehicle excise duty 481 
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interest and dividends 623 
Geographical share of North Sea 
revenue 

558
1 

Gross operating surplus (70% of to 
reflect 70% of all spending) 

2,2
73 

Income 
raised from 
SP taxes 3,987 8,669 33,094 
SP tax 
income as 
% of SP 
expenditure 10.34% 22.49% 73.50% 
Total tax 
revenue 
raised in 
Scotland 53,147 53,147 53,148 
SP tax 
income as 
% of total 
tax raised in 
Scotland 7.50% 16.31% 62.27% 
 
*Figures taken from DWP publication from Sept 2013, giving figures for 11/12 "Benefit spending by 
local authority" https://www.gov.uk/government/publications/benefit-expenditure-by-local-authority 
 
1 SPICe FSU Briefing February 2014 : "For 2011-12, the OBR estimates that SRIT (10p) liabilities 
would have been £4.31billion, equivalent to roughly 40 per cent of income tax revenues in Scotland." 
http://www.scottish.parliament.uk/ResearchBriefingsAndFactsheets/S4/SB_14-14.pdf 
 
These figures show that, at present, whilst Holyrood has devolved responsibility for 
nearly 60% of Scottish public sector expenditure it has control over raising only 7.5% 
of the tax revenue raised in Scotland, and is responsible for raising only 10% of the 
money which it spends.  This will increase to only about 22% under the Scotland Act 
2012, but would increase substantially to roughly 73% under Devo Plus.  
 
(Although Council Tax Benefit was replaced with the Council Tax Reduction Scheme 
and devolved to the Scottish Parliament from April 2013, Council Tax Benefit has 
been kept in the list as the figures are prior to the financial year 2013/14, from when 
this change will be reflected) 
 
Table 1 also indicates that there was a £12bn deficit between what was raised in 
taxes in Scotland and what was spent.  Table 2 below illustrates the revenue, 
expenditure and deficit figures from 2005/6 to 2012/13 for Scotland and the UK as a 
whole. 
 
Table 2 Scotland and UK revenue, expenditure and deficit figures3  
£m 2004/5 2005/6 2006/7 2007/8 2008/9 2009/10 2010/11 2011/12 2012/13 
Westminster 
taxes 38,230 44,405 46,091 48,758 51,653  43,950  47,912  52,398  49,160  
Scottish taxes 3,285 3,509 3,603 3,659 3,696  3,783  3,861  3,917  3,987  
Total revenue 
raised 

41,515 47,914 49,694 52,417 55,349  47,733  51,773  56,315  53,147  

                                                           
3 Figures for 2004/5 to 2007/8 are taken from GERS 2008/9 published in June 2010. Figures for 
2008/9 to 2012/13 are taken from GERS 2012/13 published in March 2014 
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Westminster 
expenditure (inc 
non-identifiable) 18,683 19,488 19,878 20,897 23,408  24,596  26,186  26,533  26,659  
Scottish 
Government & 
Local authority 
expenditure 25,835 28,189 30,214 32,308 36,032  37,491  37,909  38,336  38,546  
Total 
expenditure 44,518  47,677  50,092  53,205  59,440  62,087  64,095  64,869  65,205  
Scottish 
deficit/surplus -3,003  237  -398  -788  -4,091  -14,354  -12,322  -8,554  -12,058  
Scottish deficit as 
% of  tax revenue 7.23% -0.49% 0.80% 1.50% 7.39% 30.07% 23.80% 15.19% 22.69% 
UK revenue 452,509 486,533  518,983  548,452  536,271  516,109  555,506  576,933  586,925  
UK expenditure 471,136 501,180  522,904  555,652  635,626  673,402  694,705  694,315  701,681  
UK deficit / 
Surplus -18,627  -14,647  -3,921  -7,200  -99,355  

-
157,293  

-
139,199  

-
117,382  

-
114,756  

UK deficit  as % 
of revenue 4.12% 3.01% 0.76% 1.31% 18.53% 30.48% 25.06% 20.35% 19.55% 
 
Table 2 illustrates that in four of the last nine years, the Scottish deficit has 
represented a higher proportion of revenue than that of the UK as a whole.    
Scotland contributes towards paying for debt interest payments through non-
identifiable expenditure.  Reform Scotland, therefore, believes that Scotland is 
entitled to its fair share of the borrowing that is currently done by the UK.   It would 
be wrong to expect revenue to cover expenditure for Scotland, when it doesn’t for 
the UK as a whole and Scottish taxpayers, like UK ones, contribute towards paying 
the cost of borrowing.  Therefore, the last line in Table 2 illustrates what the Scottish 
Government’s deficit would be if Scotland was allocated a share of borrowing based 
on the UK’s deficit as a proportion of revenue.   
 
It is worth noting that between 2004/5 and 2012/13 although total revenue raised in 
Scotland increased by 28.5%, total expenditure increased by 46% (Scottish 
expenditure increased by 49%).  This is on a par with the UK figures, where total 
revenue increased by 29.7% and total expenditure increased by 48.9%.    
 
Pensions 
 
Today’s politicians, whether in Scotland or across the UK, cannot give any guarantee 
to today’s workers in their twenties, thirties, or even forties, about when they will be 
able to retire, or indeed how much their pension will be.  The politicians that will 
make those decisions may not have even been born yet.  Promises by politicians 
today are all but worthless to younger workers. 
 
This uncertainty is as a result of the unfunded nature of our pensions system.  
People may assume that they are saving towards their own retirement by paying 
National Insurance, but they’re not.  The National Insurance Fund works on a pay-
as-you-go basis, with today’s contributions paying today’s benefit recipients.  For 
example, the amount raised in National Insurance in 2011/12 was £8.4bn in Scotland 
and the amount spent on pensions alone, before taking account of other benefits 
also supposed to be paid for from this fund, was £7.9bn.  As a result, people are not 
paying into their own pension pot and politicians, now and in the future, can, move 
the goal posts at any point.     
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The same is true of public sector workers.   
 
During the strikes last year over changes to the terms and conditions of many public 
sector schemes, there were placards and posters on display which read “Hands off 
my pension”.    However, that’s the problem – there is no pension to put hands on. 
Today’s public sector workers are not contributing towards their own pension pot; 
rather they are paying the pensions of today’s public sector pensioners.  In fact, they 
may also be paying towards government revenue.  This definition of an unfunded 
public sector scheme is taken from the Scottish Government report, “Pensions in an 
independent Scotland”: 
 
“Public service schemes which are not backed by dedicated investment funds but 
are funded from contributions from active scheme members and their employers. 
Cash surpluses of income (contributions) over expenditure (pension payments) are 
available for general government expenditure. Conversely, in-year cash deficits 
require government to top-up the difference from other sources.” 
 
The quote makes it clear that if there is a surplus towards a particular scheme, in 
other words if the level of contributions is greater than that needed to pay out to 
today’s pensioners, that money goes to the government for it to use as general 
revenue. 
 
The reason the UK Government, or any government for that matter, was able to 
even try and ask public sector workers to pay higher pension contributions and 
receive less at the end of the day was because it wasn’t going towards their own 
personal pension pot, but simply to pay today’s bills.  Just as is the case with the 
state pension, goal posts can be moved. 
 
Unfortunately, the uncertain and unfunded nature of the state and public sector 
pension systems is compounded by the fact that they are also unsustainable and 
placing a great burden on future generations as the proportion of the population that 
are pensioners is expected to grow by 26% between 2010 and 2035, while the 
working age population is expected to grow by only 7%. 
 
Reform Scotland’s report, The Pension Guarantee, outlines our solution, the 
Universal Contributory Pension (UCP). 
 
Reform Scotland has put forward that all workers should have a defined contribution 
funded pension to pay for their old age.  Workers should pay a mandatory minimum 
percentage of salary, starting at 8%, into a defined contribution pension scheme of 
their choice.  That scheme can be managed by a range of providers such as 
mutuals, trade unions, public or private sector organisations.   
 
The role of the state would be to regulate the pensions sector as well as providing a 
means tested, minimum guaranteed income in old age, which it currently does 
through the Pension Credit.  As a result, the state pension would be phased out over 
the next 45 years to take account of individuals who had contributed National 
Insurance in the past. 
 

http://reformscotland.com/public/publications/The_Pension_Guarantee.pdf
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The money that individuals paid into the mandatory pension scheme of their choice, 
in addition to the tax-relief paid by the Government, would become their pension pot.  
Every individual would know how much their pot was worth, and how that pension 
was managed.  In addition, the pension pot would be fully transferable so that an 
individual could remain in the same scheme if they changed jobs, regardless of 
whether in the public or private sector.  It would also allow an individual to choose to 
retire and start receiving their pension after 60, independent of the state pension age 
determined by government. 
 
Importantly, the government, whether today or at some point in the future of their 
working lives, could not take that money away from them.  This is in stark contrast to 
the current situation. 
 
Such a scheme would also relieve the burden placed on the next generation as each 
generation would provide for their own retirement.  Pension pots could also be 
passed onto the next generation free of inheritance tax. 
 
The UCP would apply to all workers both in the public and private sectors.  We 
would propose that all public sector schemes are closed for new members and stop 
accruing for existing members.  This would be replaced by the UCP, although the 
level of contributions as a percentage of salary could be negotiated above the 
minimum rate. 
 
All pension contributions under the UCP would receive a flat rate of tax relief from 
the Government irrespective of the amount and rate of tax paid by the beneficiary.   
 
As employees would be paying into their own pension pot, employees’ National 
Insurance of 12% of salary should be scrapped, and instead 7p added on to each 
rate of income tax initially to balance the cost of scrapping NI.  However, over time 
the additional tax could be reduced as the burden of the current state pension falls 
away.  Employers’ National Insurance would be retained and renamed as a payroll 
tax. The personal allowance would also increase to £12,000.  This would ensure that 
those on the lowest incomes were better off and not disadvantaged by the 
introduction of the mandatory contribution.   
 
Reform Scotland’s proposal addresses many of the problems in the current pensions 
systems and takes power away from politicians and gives it to people. It will ensure 
that workers have control of their own circumstances in retirement, including the 
ability to retire anytime after they turn 60. And it will free the next generation of the 
burden which our pensions system places upon them. 
 
Conclusion 
 
I have briefly outlined Reform Scotland’s stance on taxation, borrowing and pensions 
and I look forward to discussing these issues in greater detail with the committee in 
due course. 
 
Reform Scotland 
The Executive Centre 
7-9 North St. David Street 

The Scottish Parliament 
Edinburgh 
EH99 1SP 
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Edinburgh 
EH2 1AW 
 
These details have been provided to comply with Schedule 4 of the Scottish 
Independence Referendum Act 2013 as any material wholly or mainly relating to the 
referendum and published between 30 May and 18 September 2014 must contain 
the publisher’s name and address as well as of any other person on behalf of whom 
the material is published. 
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