Notes on Scottish Fiscal Commission.

Notes for Discussion with Ian Lienert on 25th August 2015
Jim Cuthbert.

24 August 2015.

(This is a slightly edited version of a note sent prior to discussion with Ian Lienert, a consultant producing a report for the Scottish Parliament on the structure and role of the Scottish Fiscal Commission.)
The following are some thoughts/notes prompted by Ian Lienert’s questions for our meeting on Tuesday. They are not answers to his individual questions.

1.
An absolutely key point is that there are two quite distinct types of fiscal projection which can be made for Scotland. These are

a) projections of the “GERS” type fiscal balance: i.e., of the difference between the tax revenues and public expenditure attributed to Scotland.

b) projections of the budget for the Scottish government.

The former type of projection is indeed implicit in the UK wide projections produced by OBR: (though this does not mean that the implicit Scottish component actually represents an informed projection of Scotland’s prospects.)

However, the latter form of projection is not implicit in a disaggregation of the OBR projection: or at least, not without a great deal of further work and assumptions. Producing a fiscal forecast of the Scottish government’s budget involves ignoring most of the tax revenues projected for Scotland under (a), (other than devolved or hypothecated taxes): but instead, projecting the operation of the Barnett formula, (which will depend on a projection of English public expenditure on those services which are devolved): and projecting the operation of Holtham (or whatever) indexation on the various Barnett abatements, which will involve taking a view on the growth of the various UK tax bases. This is a complicated process: (it’s the process I dipped my toe into in my Fraser of Allander paper.)
2.
There are a number of important implications of this key point.

(i) both types of projection are required. The former may only be required infrequently: it is the second type which will be critically important from the point of view of the ongoing running of government.

(ii) Producing projections of the second type is quite different from the kind of work OBR does: so you can’t look to OBR to do this. A separate SFC with significant fiscal forecasting capability will be required.
(iii) You can’t forecast the future without understanding how you got to where you are now. So the way the Treasury has operated the Barnett formula in the past, opaquely and unaccountably, has to end.

(iv) Doing a forecast of the Scottish government’s budget will require detailed information from a number of other bodies: (Treasury, OBR, ONS, HMRC etc): and will require information, not just on past trends, but on future assumptions: (e.g., on growth in different categories of English public expenditure, and growth in UK tax bases.) So securing co-operation from these different bodies will be essential. Such co-operation has been very poor in the past: (e.g., Treasury only released the detail of the Public Expenditure Statistical Analysis database to the Scottish Government when its release was requested under FOI by private citizens.) What statutory steps can be taken to ensure appropriate co-operation?
(v) The complexity of the forecasting task, and inevitable scarcity of resources, suggests that there should be as much joint working as possible between different bodies producing Scottish fiscal forecasts. One possibility is that SFC does a lot of its work in a validating role, rather than as a purely independent forecaster: but this raises obvious problems of independence and expertise.

3.
Two other assorted points.
(i) There should not be too much emphasis on rules. You can’t run a monetary union on a purely rule based approach: and you just distort things if you try.
(ii) The SFC should try to avoid some of the mistakes made by the OBR. In particular, forecasting should not be its sole remit and activity: it should pay a good deal of attention to risk assessment. And it should not be as naïve as OBR is in assuming the success of government policy.

Note
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