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SPICe SUMMARY OF RESPONSES TO THE CALL FOR EVIDENCE 

In its report on the Draft Budget 2017-18,1 the Finance and Constitution 
Committee (“the Committee”) noted  that the Scottish Government is likely to likely 
to face additional spending pressures from inflationary pressures arising from 
Brexit. Placing this in the context of the new financial powers arising from the 
Scotland Act 2016, and the increased dependence of the Scottish budget on the 
performance of the Scottish economy through the Fiscal Framework, the 
Committee sought views on the short-term impact of Brexit on public finances. It 
issued a call for evidence2 which closed on 18 August 2017 with the following 
questions: 

 Are there any indications of a differential economic impact in Scotland
separately from rUK?

 What additional spending pressures are there on the public finances as a
consequence of Brexit?

 What should the Scottish Government’s priorities be in formulating Draft
Budget 2018-19 in response to the initial economic impact of Brexit?

 Given that increased inflation is likely to disproportionately impact on the
poorest, what measures should the Scottish Government take in its Budget to
address this?

 What issues require to be considered from the loss of EU funding mechanisms
arising from Brexit?

This paper summarises the written responses3 to this inquiry and considers each 
question in turn. 

13 responses were received from: 

A. Scottish Retail Consortium Brexit Tariff Roadmap submission of 5 July 2017
(1208KB pdf)

B. Chartered Institute of Taxation submission of 1 August 2017 (258KB pdf)

C. Professor Paul Hare submission of 6 August 2017 (158KB pdf)

D. Scottish Disability Equality Forum  submission of 8 August 2017 (46KB pdf)

E. North Ayrshire Council submission of 14 August 2017 (198KB pdf)

F. Scottish Fire and Rescue Service submission of 15 August 2017 (77KB pdf)

G. The Chartered Institute of Public Finance and Accountancy submission of
18 August 2017 (207KB pdf)

1 http://www.parliament.scot/S5_Finance/Reports/FCCS052017R01.pdf  
2 http://www.parliament.scot/parliamentarybusiness/CurrentCommittees/103089.aspx 
3 http://www.parliament.scot/parliamentarybusiness/CurrentCommittees/105823.aspx 
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H. Women in Scotland's Economy Research Centre submission of 18 August
2017 (109KB pdf)

I. NFU Scotland submission of 18 August 2017 (180KB pdf)

J. Professor David Heald of 23 August 2017 (171KB pdf)

K. The Royal Society of Edinburgh submission of 24 August 2017 (198KB pdf)

L. COSLA submission of 25 August 2017 (86KB pdf)

M. Highlands and Islands Enterprise submission of 25 August 2017 (70KB pdf)

1. Are there any indications of a differential economic impact in Scotland
separately from rUK?

Potential impact of Brexit on the UK 

Respondents discussed two types of economic impact Brexit may have: 
 Factors that affect the UK as a whole such as lower GDP growth,

reduced inward investment and increased administrative burdens for
cross-border businesses;

 Factors that may lead to a differential impact in Scotland compared to
the rest of the UK such as the level of EU funding that currently goes to
Scotland compared to the rest of the UK.

In relation to the UK as a whole, Professor Hare for instance argued that: 
“The Brexit process, and associated uncertainty, could cut the likely growth 
of UK GDP – possibly just temporarily if some investment is merely 
delayed, possibly for a longer period if important investment is diverted 
elsewhere. It would very likely reduce government revenues from taxation 
of all sorts.” 

WiSE also noted that Brexit “is likely to have a negative impact on foreign direct 
investment both in terms of attracting new FDI but also on existing FDI who may 
decide to relocate part or all of their existing UK operations in the EU if Britain is 
no longer part of the single market.” 

CIOT anticipate that import and export declarations and procedures, as well as 
VAT border procedures in both the UK and the EU could lead to increased 
compliance costs and burdens for exporters in Scotland (though this is not specific 
to the UK). In its submission BRC presented a map of: 
 The current tariff applying to the various goods which depend on both the

nature of the existing EU (and hence UK) relationship with the exporting
country and of the product;

 What the tariff would be if there were no agreement in place and the UK had a
“WTO relationship with that country for that type of product.”

Though illustrative as the exact nature of a “WTO relationship” is a matter of 
political negotiation, this map does demonstrate that for many products the tariff 
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may increase substantially, for instance BRC report that wine from Chile currently 
has a tariff of 1.3%.  Under “WTO rules” it estimates the tariff would rise to 4.0% 
CIOT noted in addition that when EU directives, such as the Interest and Royalties 
Directive, the Parent-Subsidiary Directive and the Merger Directive, cease to apply 
in the UK post-Brexit, companies may see an increase in their effective tax rate as 
a result of double taxation on dividends for instance. 

Potential impact of Brexit in Scotland 

A number of respondents commented on the impact of Brexit on Scotland 
specifically. Citing a Fraser of Allander (FAI) report,4 WiSE highlighted for 
example: 

“[most] of the economic forecasts would suggest that growth in Scotland 
over the next couple of years is likely to be lower than it otherwise would 
have been as a result of Brexit.” 

CIPFA noted, based on a Scottish Government study,5 that Brexit could lead to: 
 A fall in Scottish GDP of up to £11.2 billion by 2030
 A fall in Scottish tax revenues by £1.7 to £3.7 billion annually

It said this would be as a result not only of decreased trade with the EU, but also 
as a spill-over effect of slower UK economic growth feeding through to Scottish 
sector and firms. 

NAC cautioned that “the difference in a region’s ability to adapt to Brexit-related 
changes is likely to widen regional economic gaps in the long run” and pointed out 
that North Ayrshire Council had “taken significantly longer to recover from the 
2008 financial crash than other areas in Scotland”. 

Drawing on research by the Centre for Economic Performance,6 the RSE stated 
that all UK cities will be negatively affected as a result of Brexit, with Aberdeen, 
Dundee, Edinburgh and Glasgow the hardest hit in Scotland. In particular: 
“Aberdeen’s GVA is forecast to fall more than any other city in the UK, potentially 
experiencing an output loss of 4%. Edinburgh’s GVA is forecast to fall by 3%, 
while the forecast falls in Dundee and Glasgow are less pronounced at around 
1.5-2.5%.” 

RSE, CIPFA and COSLA all commented on the role EU nationals play in the 
Scottish economy, in relation both to the labour market (and potentially tax 
revenue) and demographics. 
According to COSLA: 

“Scotland is differentially [more] (sic) dependent on migration than rUK.” 

It stated “many local authorities rely heavily on EU migrant workers”. COSLA 
stated that leaving the EU single market would have “significant implications for 
the workforce and the local economy” namely in social work, care and teaching as 

4 https://www.sbs.strath.ac.uk/economics/fraser/20161006/Long-term-Economic-Implications-of-
Brexit.pdf 
5 http://www.gov.scot/Resource/0050/00504615.pdf  
6 http://www.centreforcities.org/wp-content/uploads/2017/07/17-07-26-Brexit-trade-and-the-
economic-impacts-on-UK-cities.pdf  
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well as lower and unskilled sectors such as agriculture, fishing, hospitality, and the 
food industry. COSLA gave the example of Angus where “the number of migrants 
can reach 3-4,000 over the season.” 

CIPFA also stated: 
“Access to EU labour is important to Scotland across a range of sectors and 
industries both public and private sector. The House of Lords European 
Union Committee report concluded that the Scottish economy has 
particularly pressing needs, including its reliance on access to EU labour. 
This is particularly acute in sectors such as health and social care, 
agriculture, food and drink and hospitality” 

Citing the same House of Lords Committee European Union report,7 CIPFA also 
highlighted that EU immigration has contributed to 50% of the net population 
growth in Scotland since 2000. COSLA also stated: 

“NRS [National Records of Scotland] projected that the impact of Brexit 
could see a reduction in population growth from 7% to 3% in Scotland by 
2030, compared to a drop of 15% to 11% for the whole of the UK.” The 
RSE added: “the latest data shows that migration from the EU to the UK 
has fallen since the decision to leave the EU in 2016.” 

CIPFA observed that: 
“The [House of Lords European Union Committee] report (…) noted 
Scotland’s demographic needs in relation to EU migration to enable its 
population (and in particular, that of working age) to grow.” 

A number of respondents commented that a reduction in EU migration post-Brexit 
could also have implications for the tax base. CIPFA explained there could be a: 

 A potential decrease in real wages; CIPFA highlighted Scotland had
seen the weakest growth in earnings across the UK in 2016, with
Aberdeen Council particularly hard-hit.

 A potential decrease in taxpayers through the emigration of EU
taxpayers in Scotland.

A reduction in the tax base would affect tax revenue, and the RSE explained that: 
“Brexit may also affect Scotland’s public finances. A continued fall in net 
migration will place pressure on Scotland’s tax revenues, primarily through 
falls in income tax and VAT receipts. The size of these falls is difficult to 
predict, given that there are no reliable data on the taxes paid by migrants 
to Scotland. Nonetheless, the Scottish Government or the Scottish Fiscal 
Commission might wish to commission some research on the revenue 
implications of reduced migration.” 

The RSE noted however that as migrants are mostly young and thus tend to be in 
a low tax band, the short-term fiscal impact of a reduction in migration was likely to 
be small. Professor Hare also stated that the major taxes (VAT, income tax, 
national insurance, corporation tax, excuse duties, etc.) are “unlikely to be 

7 https://publications.parliament.uk/pa/ld201719/ldselect/ldeucom/9/9.pdf 
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changed markedly or at all”, the only potential impact of Brexit on tax take being 
on net customs tariff revenue. However, the RSE cautioned that: 

“… in the longer term a reduction in migrant workers who may become 
higher-rate tax payers could have a greater impact. If Brexit does tighten 
the Scottish budget, this may place pressure on the Scottish Government to 
be more proactive in their use of the devolved income tax powers.” 

2. What additional spending pressures are there on the public finances
as a consequence of Brexit?

CIPFA contextualised the potential impact of Brexit on the Scottish budget amid 
pre-existing pressures on the Scottish budget including demographic changes and 
the UK Government’s objective of a balanced budget in the medium term. On the 
latter point, Professor Hare noted that “the UK Government (…) needs to update 
its views on how rapidly it considers that the budget deficit should be falling (or 
possibly not falling) for a while longer.” Professor Heald added that he did not 
expect the pressures from “expectations of improved services” to abate, putting 
further pressure on public spending. 

CIPFA identified the following potential impacts of Brexit on the Scottish budget: 
 The UK’s financial settlement with the EU
 The potential replacement of EU funding streams;
 Core competences of the Scottish Government;
 The impact of the final deal on the future relationship with the EU.

COSLA explained however that beyond the “financial transfer elements” such as 
domestic replacement for EU funds, EU Procurement and State Aid rules frame “in 
a significant amount how and how much discretion Councils have in their own 
budgets.” It highlighted “the biggest potential change can come from the State Aid 
rules” given that EU Procurement rules have been transposed to domestic 
Scottish legislation through the Procurement Reform (Scotland) Act 20148 and the 
Scottish Procurement Regulations 2016.9 

UK Financial settlement with the EU 

CIPFA pointed out the Scottish Government had the “potential” to contribute to the 
financial settlement although this depends: 

 “whether there will be any requirement for devolved administrations to 
recognise a share of this liability”. 

It added: 
“If it is determined that there is a requirement to share the liability across 
the UK devolved governments, the question will become how this might be 
allocated.” 

8 http://www.legislation.gov.uk/asp/2014/12/contents  
9 http://www.legislation.gov.uk/ssi/2016/145/contents/made 
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Inflation 

The RSE and Professor Heald both commented on the pressure put on public 
sector costs as a result of inflation, itself currently a result of the depreciation of 
the pound. 

SFRS warned that it would require additional funding from the Scottish 
Government if inflation continued at its current rate because of increased 
operating costs such as energy and fuel. It also noted that if there was a rise in 
wage pressures as a result of falling real wages, it had no provision in its current 
budget for more than a 1% pay award. Professor Heald added that given the real 
reductions in public sector wages and salaries post-2010: 

“Mounting evidence of recruitment and retention problems and of employee 
discontent might indicate that this policy of wage repression will be difficult 
to sustain.” 

3. What should the Scottish Government’s priorities be in formulating
Draft Budget 2018-19 in response to the initial economic impact of
Brexit?

All respondents who answered this question commented on the difficulty of 
planning ahead given the uncertainty around the future relationship between the 
UK and the EU and the potential impact on EU labour for instance. 
The RSE however explained that in the short-run, it was unlikely that the Scottish 
Government would have to change its formulation of the Draft Budget 2018-19. 
Moving forwards it suggested: 

 “Given these uncertainties we strongly urge that the Scottish Government 
to use scenario planning to help predict the effects of Brexit rather than 
relying on point forecasts. Scotland’s Economic Strategy outlines the key 
growth sectors of the Scottish Economy including: Food and Drink, Creative 
Industries, Sustainable Tourism, Energy, Financial Services and Life 
Sciences. These are likely to be affected in different ways by Brexit. 
Scenario planning might help Government, and others, to better understand 
the risks and challenges that the various sectors may face.” 

NAC recommended the “Scottish Government should use its influence to press UK 
Government for adequately resourced and targeted replacement funding 
mechanisms post Brexit. In the interim, this is a key time to invest in Scotland’s 
Regional Growth, City and, Island Deals to support the development of innovative, 
smart, productive and inclusive regional economies.” It called for support to local 
government to be maintained despite potential pressures on the Scottish budget 
arising from Brexit. It stated there should be a “focus on growth and jobs in weaker 
local economies with a commitment to addressing the barriers identified that 
prevent people to participate in economic growth” and pointed to a number of 
steps the Scottish and UK Governments could take to support inclusive regional 
economic growth including: 

 Investing in Scotland’s regional infrastructure through City, Island and
Regional Growth Deals
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 Establishing funding mechanisms to compensate for the loss of EU funding,
and providing additional resources to match the scale of post Brexit
challenges

 Align a wider range of public spending with the priority of local and regional
economic development

Though the call for evidence was centred on the short-term impact of Brexit on the 
Scottish budget, a number of respondents such as NAC and CIPFA stressed that 
measures needed to be taken now to address not just the short-term, but also the 
long-term impact of Brexit. COSLA highlighted that Brexit needs to be built into 
long-term and local budget plans and “should not therefore be an excuse for 
continuing with short term politically expedient budget planning.” WiSE for instance 
called for the Scottish Government to increase investment in the care sector, as 
“[a] number of international studies have suggested that expansion of the care 
sector generates more jobs than most of the other sectors of the economy.” 

4. Given that increased inflation is likely to disproportionately impact on
the poorest, what measures should the Scottish Government take in
its Budget to address this?

WiSE explained that inflation was likely to have a disproportionately negative 
impact on people on low wages and reliant on social security benefits such as 
pensioners. SDEF also expressed concern that the disabled community may be 
disproportionately affected as a result of Brexit. WiSE suggested the Scottish 
Government maintain public sector pay rises at the same level as inflation and use 
its social security powers to mitigate the impact of inflation on the most vulnerable. 
WiSE notes this additional spend will need to be funded, and at a time when tax 
revenue is likely to be declining, “the Scottish Government should seriously 
consider whether it is now time to use their tax raising power.” 

Professor Heald wrote: 
“If there is a view in the Scottish Parliament that the poorest are being 
disproportionately affected by Brexit-induced higher inflation, then the case for 
remedial measures should be pressed upon the UK Government by the 
Scottish Parliament and Government and by Scottish Members of the House of 
Commons.” 

5. What issues require to be considered from the loss of EU funding
mechanisms arising from Brexit?

Respondents discussed the following EU funding: 
 Structural Funds: the European Regional Development Fund (ERDF) and

the European Social Fund (ESF);
 the Common Agricultural Policy (CAP);
 EU competitive programmes.
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Current funding 

HIE also explained it had been an important recipient of EU funding over the last 
three decades of both Structural Funds, CAP, and EU competitive programmes 
such as Horizon 2020 and INTERREG programmes. It noted that in the short-
term, access to EU funding remained unchanged while the UK is still a member of 
the EU (even when expenditure takes place after that date). In the long-run, it 
noted that future collaboration with European partners was desirable, and that “this 
could be facilitated through a continued participation in EU funding programmes 
(EEA members such as Norway and Iceland, as well as Switzerland currently 
participate in this way).” It alternatively suggested that the UK and/or Scottish 
Governments could undertake to collaborate with EU partners outside of existing 
programmes. COSLA equally stated: 

“we see benefit, and we have already obtained explicit support from the EU, 
in enabling Councils and other bodies to access some of the EU funds post 
Withdrawal in the same fashion that municipalities of non-EU Member 
States such as Norway, Iceland and certain Eastern and Mediterranean 
countries do at the moment.”  

NAC estimated the EU contributes 15-25% of Scottish Councils’ spend on 
economic development. It explained that NAC had been awarded over £40m from 
1997- 2013 EU Structural Funds programmes and £7m from the EU 2014-2020 
Structural and Investment Funds (ESIF) through the following:  

 £2.1m for North Ayrshire’s Youth Employment Initiative
 £2m for North Ayrshire’s Employability Pipeline
 £1.25m for Business Competitiveness (Ayrshire wide)
 £0.6m for Poverty & Social Inclusion activity in North Ayrshire
 £1.27m for Hunterston Energy Storage Project

In addition, NAC pointed out North Ayrshire Council had secured £3m from the Big 
Lottery Fund/European Social Funds Financial Inclusion programme for the Better 
Off North Ayrshire project. It noted work that was underway on Regional 
Partnerships to achieve inclusive growth and the UK Government’s Industrial 
Strategy, and that it was important any domestic replacement funding aligned with 
this work.  

NFUS Highlighted that “CAP accounts for two-thirds of total net farm income in 
Scotland” and observed that from 2014 to 2020, Scotland is set to receive £3.5 
billion under the CAP. It stated it had received “verbal assurances” from UK 
ministers that it would honour its Conservative Party 2017 manifesto and provide 
the “same cash total” in CAP funding up to 2022, and called for the Scottish 
Government in its budget to protect funds committed for agriculture “as had been 
guaranteed before the referendum.” 

WiSE commented that EU Structural Funds play an important role in the promotion 
of gender mainstreaming, and that in the absence of EU leadership, “Scotland will 
need to ensure that adequate procedural and legal frameworks are in place to 
maintain commitments to Gender Equality. Here, assessments of the Great 
Repeal Bill and its impact on existing equality commitments should be considered 
in detail, to ensure that legislation and powers related to equalities are not 
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watered-down, or relocated.” It added that the Scottish Government may also in 
future be able put greater weight on equalities in the public procurement 
processes, which was currently governed by EU directives. 

Replacement funding 

NAC observed that the loss of Structural Funds risked causing not only a financial 
vacuum but also a policy gap in terms of strategic planning, multiannual 
programming and multi-level governance. COSLA had a similar view and 
explained that EU funding was not just about financial support but: 

 “… on the priority setting, partnership-based governance arrangements 
and their funding certainty for Councils and other beneficiaries, that protect 
these investments from sudden and discretionary decisions from central 
government.” 

A number of respondents called for EU funding to be replaced (COSLA, NAC, 
WiSE and NFUS). NAC for instance stated: 

“If regional and national efforts to grow a strong, inclusive economy are to 
continue, replacement funding has to be found to replace the EU’s regional, 
competition and innovation programmes.” 

Professor Hare however noted: 
“… it is not yet clear how if at all they will be replaced by new funding from 
Westminster.” 

Professor Hare commented for instance on the apparent lack of strategic thinking 
on the Scotland Rural Development Programme delivering Pillar 2 of the CAP, 
ERDF and ESF and recommended that the Scottish Government “review their 
policies towards agriculture, fisheries and rural development quite urgently as well 
as their policies regarding the Structural Funds” in order to: 

 Update their views on how these significant areas of Scottish life should
develop post-Brexit;

 Review possible funding and support models;
 Lobby the UK Government both about funding and about associated

devolution issues.

COSLA also observed: 
“Whilst there are assurances in place around the existing funds, there 
remains uncertainty about the future and to what extent alternative 
arrangements, post withdrawal, will provide in terms of replacement 
benefits. We are keen that the main governance elements of the EU funds 
(strategic focus, partnership based, medium term commitments and funding 
certainty beyond a single parliamentary term) are retained in their domestic 
replacement.” 

The RSE, CIPFA and NFUS cautioned that Scotland receives a much higher 
population share of EU funding (14% between 2014 and 2020 according to CIPFA, 
16% according to NFUS) to the UK than its population share (8.3% in 2015), and 
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that Scotland would lose out if UK Government replacements for EU funding were 
delivered through the population-adjusted Barnett formula. Professor Heald added: 

“If brought within the Barnett formula, that expenditure will have to be 
financed out of the block whose future path will be shaped by the non-
statutory Fiscal Framework.” 

Professor Heald also pointed out that a replacement for EU funding would put 
streams like CAP: 

“…in direct competition with other public services: the relative priorities of 
spending on sheep or nurses would attract media and political attention.” 

CIPFA emphasised: 
“Consideration and planning for the replacement or alternative funding 
needs to take place during this parliamentary period in order to be 
understood and in place prior to EU exit.” 

The RSE cautioned that if domestic funding were to replace EU research funding 
for Scottish universities, “it will be important to monitor how far it manages to 
replicate existing international research networks and enables researchers to work 
at arms-length from both the UK and Scottish governments.” 

Finally, COSLA suggested that the UK should consider seeking membership of the 
European Investment Bank as it is one of the main shareholders and loan 
beneficiaries.  

SPICe 
September 2017 
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