Time to Stop the Abuse of GERS

Jim Cuthbert

Margaret Cuthbert

Each year, the Scottish Executive publishes its Government Expenditure and Revenues for Scotland report (GERS). The results of the GERS exercise are routinely abused by unionist politicians: witness Tony Blair’s recent claims about the cost of independence. But GERS as it stands can also cause huge problems when picked up by apolitical bodies – we shall expose below a striking example in material produced by Learning and Teaching Scotland, (a Scottish Executive quango), to support the Modern Studies Higher.

The wrongful use of GERS is something Nationalists have been complaining about for years. But it so happens that research we have carried out recently throws a further harsh light on the errors and inconsistencies in GERS. So it is worth beginning by looking at these recent findings.

On 16th January, the Finance Committee met, under the Convenorship of Wendy Alexander, to discuss GERS. We were invited to attend in recognition of our previous work in uncovering errors in GERS. One of these related to the treatment of certain expenditure, (such as prison expenditure), in England: this error alone, while acknowledged in the latest published GERS, is still uncorrected, and has the effect of overstating Scotland's deficit in GERS by £440 million.
 

We declined the Finance Committee invitation because of concerns we have with the way the Committee operates. However, since January we have carried out extensive new research, which has uncovered several major, and previously undetected, errors in GERS. These include: 
· An error in handling public corporations: this affects the water industry in particular, and means that GERS overstates Scotland's deficit by £320 million or more. 

· A serious problem in the calculation of central and local government depreciation, which is probably overstated by some £850 million at the Scotland level. 

· An error due to the double counting of local authority housing revenue account surplus: an amount of around £380 million at the Scotland level. 

· The omission of the revenues from TV licences: around £150 million at the Scotland level. 

· A number of programmes, some of them very major, where expenditure has been attributed to Scotland on a questionable or rule of thumb basis.
Not all of these errors point in the same direction: but the overall effect is that the present GERS considerably overstates the apparent extent to which Scotland’s expenditure exceeds its revenues. 

On 24th March, we wrote an open letter to Wendy Alexander, (a copy of which can be found on our website www.jamcuthbert.co.uk  ), setting out our latest findings and conclusions in detail. Among these conclusions are:
· The gross effect of the errors and uncertainties in the current GERS is too large for GERS to carry the weight it is being asked to carry in the current political debate.
· GERS should adopt the presentation used in the Financial Statement and Budget Report at the UK level, decomposing the overall deficit into the current balance and net investment. It is the current balance which is critical for assessing whether Scotland's finances are being managed prudently in line with the Golden Rule. Lack of this presentation has led to much confusion among ill-informed commentators on GERS, who somehow fail to grasp that a country operating with perfect prudence, in accordance with the Golden Rule, would borrow to fund net investment, and would have a corresponding continuing overall deficit.

Now let us look at a particular example of the use made of GERS, taken from material produced by Learning and Teaching Scotland (LTS). LTS is funded by the Scottish Executive and works in close partnership with the Executive, the School Inspectorate and the Scottish Qualification Authority to support education authorities and schools in raising levels of achievement.

Consider the following quotation from the LTS National Qualifications support programme for the Modern Studies Higher: 

“The Barnett formula usually means that Scotland does pretty well financially from Westminster…. There is no doubt that in 2004-05 Scotland did very well from the Barnett formula. £9.3 billion more was spent on Scotland than was raised in taxes. This extra money has come from taxpayers in England …”

There is just so much wrong with this statement, it is difficult to know where to begin. 1.
No source is quoted for this apparent “fact”, although the figure given is actually the published gross GERS deficit for 2002-03. 

2.
The quote neglects the fact that Barnett covers only 54.2% of total government expenditure on Scotland: and further, that Barnett will deliver convergence of expenditure per head between Scotland and England in those expenditure programmes which it covers. This is already happening. According to the government’s latest figures, relative spending per head in Scotland as compared with the UK is 106.1 for Education and Training and 110.5 for Health, both programmes which are Barnetted. But in the non-Barnett area of Social Protection, the current relativity is 145.1.

3.
The figure completely ignores Scotland’s oil revenues. Even unionists such as Wendy Alexander concede that Scotland’s revenues should include a large part of current oil receipts.

4.
No reference is made to quality issues: in the light of the quality issues we and others have identified, uncertainty of £billions must surround GERS estimates.

5.
The statement refers to the overall GERS deficit, and states that this is funded by English taxpayers. This is nonsense: England itself runs an overall deficit – so who funds the English deficit? The answer is that overall deficits are perfectly normal and are typically funded by borrowing. The relevant question is – what is the size of Scotland’s current, (rather than overall), deficit? – and GERS does not attempt to answer this. 

6.
No reference is made to some very questionable assumptions underlying GERS: for example, GERS currently attributes to Scotland a population share of defence expenditure: by so doing, this implies that Scotland “spends” a greater percentage of its output on defence than any other country in Europe.


The LTS quotation does nothing to educate children about the real difficulties and problems in measuring Scotland’s economic performance. Further, the language used in the quotation is liable to give children the idea that the way to look at a deficit is as something Scotland benefits from. But surely pupils should be exposed to an alternative interpretation – that if a talented and resource-rich country like Scotland were indeed running a substantial deficit, then this would indicate mismanagement under current arrangements, rather than benefit. 

It is not acceptable for the LTS to put out material like the above quotation, which could have the effect of influencing those exposed to it towards a particular political view: (namely, that Scotland does well out of the union and probably could not afford to go it alone).

Overall, such problems with GERS will continue until GERS itself is radically improved, and the quality and presentational issues are addressed. When that is done then GERS could play a key role in demonstrating whether or not the public sector and the Scottish economy are being adequately managed. Even if these improvements were made to GERS, however, there would still be limitations as to the uses to which GERS should be put: in particular, GERS inherently says little about how an independent Scotland would perform. 
 

Note

The home of this document is the Cuthbert website www.jamcuthbert.co.uk  
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