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Commentary from David Eiser, Committee Adviser on SFC reports 

released on 5 September 2018 

Forecast Evaluation Report 
Introduction 

The SFC published its first official forecasts in December 2017, to inform the 2018/19 budget. The 

forecasts for 2018/19 cannot be evaluated yet as we are only halfway through that financial year. 

The SFC’s Forecast Evaluation Report (FER) therefore evaluates the in-year forecasts that the SFC 

made in December 2017 for the 2017/18 financial year. It does this for LBTT, Landfill Tax and Non-

Domestic Rates, as well as GDP. In future years, the SFC will evaluate the forecasts it made in 

December 2017 for the 2018/19 financial year – this ‘year ahead’ forecast is more important as it 

directly effects the budget when it is set. 

For income tax, outturn data for 2017/18 will not be available until summer 2019. The FER therefore 

evaluates the forecast that the SFC made in December 2017 for Scottish income tax revenues in 

2016/17. 

Note that the SFC’s Forecast Evaluation Report last year evaluated the forecasts that the Scottish 

Government had made for 2016/17. It would now be possible to evaluate the forecasts for LBTT and 

LfT made by the Scottish Government in December 2016 to inform the 2017/18 budget. 

Understanding the robustness of these ‘year ahead’ forecasts is important as these inform the 

budget when it is set. In this year’s Forecast Evaluation Report, it is possible to compare the 

Government’s year ahead 2017/18 forecast with the 2017/18 outturn, although this comparison is 

not very explicitly made. 

 

GDP 

When the SFC published its May 2018 forecast, it already had access to three quarters of GDP 

outturn data for 2017/18. On the basis of these three quarters of data, it forecast GDP growth for 

2017/18 at 0.7% (unchanged from its December 2017 forecast). Outturn GDP growth for the whole 

year was 1.3%. 

The reason for the large discrepancy between the forecast and outturn is largely due to major 

revisions to the estimates of GDP growth published by the Scottish Government. In fact, in June 

2018, the Scottish Government estimated GDP growth in 2017/18 at 0.8%, close to the SFC’s May 

forecast of 0.7%.  

Subsequently, in August, the Scottish Government revised its estimate of GDP growth in 2017/18, 

from 0.8% to 1.3%.  

Revisions to GDP data are not unusual, but the scale of the revisions for 2017/18 was exceptional. 

The revisions were caused by revisions to estimates of the timing of construction sector activity, 

(outlined in this blog1). The SFC is correct to argue that, whilst some revisions to data were 

anticipated, it is not the SFC’s role to create its own estimates of outturn GDP data – the quality of 

                                                           
1 https://fraserofallander.org/scottish-economy/todays-gdp-revisions-significant-upward-revision-to-
scotlands-growth/  

https://fraserofallander.org/scottish-economy/todays-gdp-revisions-significant-upward-revision-to-scotlands-growth/
https://fraserofallander.org/scottish-economy/todays-gdp-revisions-significant-upward-revision-to-scotlands-growth/
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its forecast was constrained to a large extent by the official outturn estimates of GDP which were 

subsequently revised.  

Significantly however, whilst the revisions to the GDP numbers changed the timing of GDP growth 

across years, the revisions did not have a material effect on the average GDP growth rate since 2010. 

The revisions therefore do not alter the SFC’s general judgement that the outlook is for relatively 

slower GDP growth in coming years. 

Income tax 

At the outset it is helpful to distinguish two things: 

• The Survey of Personal Incomes (SPI) is a survey of income taxpayers and their income tax 

liabilities, published by HMRC. The SPI is a survey of around 2% of all UK income taxpayers 

(although higher proportions of Higher and Additional Rate taxpayers are sampled). The SPI 

includes a representative sample for Scotland, based on addresses held by HMRC. The latest 

year for which the SPI is available is 2015/16. The Public Use Tape (PUT) of the SPI is what 

the SFC has used as the basis for its income tax forecasts2. 

• Scottish income tax outturn data for 2016/17 is the administrative outturn data based on 

the ‘S-codes’ assigned to those with Scottish taxpayer status. Comparable outturn data does 

not exist for any previous year. 

When the SFC published its forecasts in December 2017, to inform the 2018/19 budget, there was 

not yet any published Scottish outturn income tax data for 2016/17. The Commission therefore had 

to forecast income tax revenues in 2016/17, as a first step towards forecasting revenues in 2017/18 

and then 2018/19. 

In May 2018, the SFC forecast that Scottish income tax revenues in 2016/17 would be £11.28bn. This 

forecast was made by taking the estimate of Scottish liabilities in 2015/16 from the SPI, and making 

assumptions about how the number of taxpayers and their incomes were likely to have grown 

between 2015/16 and 2016/17, based on what we know happened to wage and employment 

growth. 

HMRC has now published Scottish income tax outturn data for 2016/17 at £10.7bn. This is some 

£550m below the SFC’s forecast for 2016/17. 

The main reason for the large discrepancy between the SFC’s 2016/17 forecast and the 2016/17 

outturn does not appear to be because the SFC made wildly inaccurate judgements about taxpayer 

income growth from the 2015/16 SPI to 2016/17. Instead, it appears to be due to major underlying 

differences between the SPI survey data, on which the SFC forecasts are based, and the 

administrative outturn data. Indeed, not only is the 2016/17 outturn data below the SFC’s forecast, 

it is also lower than the estimate of liability in both the 2014/15 and 2015/16 SPIs. 

The SFC explore some potential reasons why the SPI may differ from the outturn data in paragraph 

3.26 – these include that there may be differences in taxpayers defined as being ‘Scottish’ in the two 

sources, or that the SPI sample is not as representative as it could be.  

The SFC state that they consider most of the error to be a result of data issues, specifically that the 

number of higher and additional rate taxpayers was lower than previously thought. Previous 

                                                           
2 HMRC does not make all variables in the SPI available to external organisations. The Public Use Tape (PUT), 
often referred to in the SFC report, refers to what is made available publically, once some potentially sensitive 
information has been excluded in some way. 



3 
 

forecasts for income tax receipts assumed there to be 18,000 additional rate taxpayers and 337,000 

higher rate taxpayers. The latest data shows that there were in fact 13,000 additional rate and 

294,000 higher rate taxpayers. The reduced number of higher and additional rate taxpayers is 

estimated by the SFC to account for £500m of the £550m forecast error. 

However, comprehensive answers as to the discrepancy are impossible at this stage – the SPI is only 

available until 2015/16 and outturn data is only available for 2016/17. 

Budgetary implications of the revision 

Despite Scottish outturn revenues in 2016/17 being lower than forecast, this in itself is unlikely to 

affect the resources available to the Scottish budget in 2017/18 or any future year. 

This is because 2016/17 is used as the baseline year for the purpose of adjusting the Scottish block 

grant for the new income tax powers. The lower are revenues, the smaller is the ‘initial deduction’. 

What matters for the Scottish budget in 2017/18 is how quickly income tax revenues grow after 

2016/17 in Scotland compared to the rest of the UK3.  

A lower than forecast outturn figure does not tell us anything about the relative growth rate of 

Scottish revenues in future. Yes, it will mean that the SFC revises down its forecast of Scottish 

revenues for 2017/18 and beyond. But the block grant adjustments for income tax will be revised 

down too, as the starting point is lower.  

However, one implication of the outturn data is that Scotland appears to have relatively fewer 

higher and additional rate taxpayers compared to rUK than was previously thought. This could mean 

that it is less likely that the growth of Scottish income tax revenues per capita will match the growth 

of rUK tax revenues per capita.  

Consider what it might mean if a larger share of Scottish taxable income is earned at the basic rate of 

income tax, compared to rUK. In this case, UK-wide factors which reduce taxable income at the basic 

rate band have more of an impact on total tax revenue in Scotland compared with rUK. For example, 

a real terms increase in the Personal Allowance would reduce Scottish revenues proportionately 

more than it would reduce rUK revenues (and hence the BGA). 

Similarly, if a smaller share of Scottish taxable income is earned at the additional rate, UK-wide 

factors which disproportionately increase taxable income at the additional rate would have more of 

an impact on rUK tax revenues than Scottish revenues. For example, if the incomes of additional rate 

taxpayers grew faster than the incomes of basic rate taxpayers, in both Scotland and rUK, this would 

have a proportionately greater impact on total revenues in rUK, given that income taxed at the 

additional rate makes up a larger share of rUK tax revenue. 

Of course these differences in the distribution of taxpayer incomes could work in Scotland’s favour 

in some circumstances. These distributional issues demonstrate why, under the Welsh Fiscal 

Framework, block grant adjustments for income tax are calculated separately for each of the three 

bands of rUK income tax. 

In summary, it was always assumed that the SPI would provide a relatively robust estimate of 

Scottish income tax revenues in previous years, and thus form a good basis for making forecasts. It 

now appears that the SPI is less closely aligned to outturn income tax than had been assumed. This 

has implications for how the SFC uses the SPI to forecast outturn revenues in future.  

                                                           
3 https://fraserofallander.org/scottish-economy/tax/outturn-scottish-income-tax-revenues-2016-17/  

https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/710883/Table_2.2.xlsx
https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/710883/Table_2.2.xlsx
https://fraserofallander.org/scottish-economy/tax/outturn-scottish-income-tax-revenues-2016-17/
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In itself the 2016/17 data does not affect the resources available to the Scottish Government in 

future years, as the income tax BGA will be revised down to the same extent as Scottish revenues.  

Non-Domestic Rates 

The forecast error associated with the SFC’s December 2017 forecast for 2017/18 is relatively small, 

at 1.8 per cent (the forecast was £50m higher than outturn). The error is justifiably argued to be 

reasonable, given that 2017/18 was a revaluation year and there were a number of policy changes 

made. 

The reasons for the error were that the SFC over-estimated the underlying growth in the tax base, 

and slightly underestimated the reliefs that would be reclaimed (Particularly in terms of empty 

property relief). 

LBTT 

The forecast error associated with the SFC’s December 2017 forecast for 2017/18 was zero (i.e. the 

foreast matched outturn). Underlying this however are off-setting forecast errors for each of the 

elements on LBTT. There was a 5.1% error for residential LBTT, a -2.1% error for ADS and a -5.3% 

error for non-residential LBTT.  

The residential LBTT forecast was higher than outturn principally because transactions in the second 

half of 2017/18 were not as high as anticipated, particularly for properties in the <£250k bracket. 

The ADS forecast was lower than outturn partly because the repayment rate was lower than 

expected (i.e. fewer purchers reclaimed ADS after subsequently selling their previous main residence 

within 18 months of purchasing the additional home).  

LfT 

The forecast error associated with the SFC’s December 2017 forecast was 8.1% (revenues were 

£11m higher than forecast). This was due to a slower decline in standard rate waste that had been 

anticipated. 

Summary: Forecast Evaluation Report 

The SFC concludes that its forecasts are ‘reasonable’. This conclusion is justified by the SFC on the 

basis of comparisons of the SFC in-year forecasts with the OBR’s in-year forecasts, either for the 

devolved Scottish taxes or the equivalent taxes at rUK level. 

There are however significant differences in making such comparisons, particularly where the OBR 

forecasts used as comparators cover a different time period (e.g. the post recessionary period), are 

made at a different stage in the year, or cover a slightly different definition of tax (e.g. at one point 

the OBR’s forecasts for total UK income tax revenues, including savings and dividends income, is 

used as a baseline on which to judge the SFC’s forecasts for NSND income tax). 

More importantly, there is only so much that can be inferred from the short-term performance of a 

single set of forecasts. 

Notwithstanding these points, whilst ‘reasonableness’ is a subjective term, the SFC’s in-year 

forecasts don’t appear to be too bad, once allowance is made for data issues.  

But the consequences of SFC forecast error will become much more tangible in 2018/19 and beyond, 

as it is the SFC’s December 2017 forecasts for 2018/19 that determined the size of the Scottish 
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budget in that year. There will be much greater interest in the scale of these ‘year ahead’ errors, and 

there is clearly significant scope for improvement.  

 

VAT approach to forecasting 
The SFC also published a report on their approach to forecasting VAT assigned to Scotland. This is 

largely a technical explanation of the steps and methods the Commission will use in producing its 

first full VAT forecast to accompany the 2019-20 Scottish budget.  

The SFC repeat the point previously made to Committee that outturn receipts will not be available 

for VAT raised in Scotland. This means that both the baseline and the evaluation for Scottish VAT 

forecasts will be based on estimates from a statistical model. Neither the SFC nor the Office for 

Budget Responsibility (OBR) have control over the judgements or approaches taken within this 

model, which is currently being devised by HMRC, the Scottish Government and HM Treasury.  

 

Other risks to the VAT forecast are identified by the SFC.  

One relates to the relatively small sample size of the Living Costs and Food (LCF) survey and 

therefore high confidence interval. Given that household expenditure accounts for the majority of 

VAT revenue assigned to Scotland, variability in this survey will have the potential to affect the SFC’s 

forecast.   

The other risk the SFC identify relates to the uncertainty from Brexit over how goods from the EU 

will be treated for VAT purposes. Firms do not at present pay VAT on goods imported from the EU. 

Goods imported from outside the EU do pay VAT, which can subsequently be paid back. Any change 

to arrangements for goods arriving from the EU would impact on the time the receipts arrive at the 

Exchequer and have knock on implications for the Scottish VAT forecasts.  

Data needs 
The SFC also published a report setting out their views on data needs that would assist their work.  

One of the most interesting issues highlighted was the challenges identified in seeking to obtain data 

from UK departments. Unlike the OBR, which has a statutory right of access to information from 

both the UK and Scottish bodies, the SFC only has a statutory right of access to information from 

Scottish bodies.  

The SFC has a signed Memorandum of Understanding (MoU) with HMRC which covers income tax, 

but does not have an MoU for the Commission’s new VAT forecasting responsibilities. The SFC report 

that they hope to finalise and publish an agreement later in the year.  

Attaining information from the DWP appears to be more challenging. The SFC state: 

“We have been seeking to develop a relationship with DWP but currently do not have an 

agreed way of engaging with DWP and our most recent request for information was treated 

as a Freedom of Information request. This places us in the unsatisfactory position of not 

having any agreed route to access unpublished data and information held by DWP on the 

benefits due to be devolved to Scotland.” 

 

http://www.fiscalcommission.scot/publications/occasional-papers/statement-of-data-needs-september-2018/

