
 
 

SUBMISSION FROM PROFESSOR ROBIN BOADWAY 
 
Preamble 
1. I submit these views as a scholar of international fiscal federalism with particular 
knowledge of the Canadian system.  I served as an Overseas Member of the 
Independent Expert Group on Finance of the Calman Commission on Scottish 
Devolution, and provided evidence to the Independent Commission on Funding and 
Finance for Wales.  The views submitted here are mine alone and do not necessarily 
reflect the views of the Independent Expert Group. 
 
2. My submission will mainly address financing issues of the Scotland Bill.  My overall 
impression of the Bill’s provisions is highly positive.  It puts into place financing 
structures that are a major step in the devolution of financial responsibility and 
accountability to the Scottish Government.  At the same time, from a longer run 
perspective, these might be seen as interim measures.  Two longer-run issues are 
particularly relevant.  The first is the future devolution of other parts of the UK, including 
Wales, Northern Ireland and perhaps even England itself.  Aspects of the current Bill will 
serve as models for devolving financial responsibilities in those cases. 
 
3. The second is the need for reform of the grant formula, which is related to the 
previous point.  There is no doubt that the grant formula could be rationalized, and the 
imperative would be even greater with further UK devolution.  There are several models 
available for designing grant (equalisation) systems that preserve the social and 
economic union while enhancing accountability and the efficiency of public service 
delivery.  The sharing of the income tax base between the UK and devolved 
governments along the lines proposed in this Bill fits very well with that ideal.  Besides 
fostering accountability, it also preserves tax harmonization, which is extremely 
important in any federal-like system. 
  
4. Let me now turn to addressing a subset of the Key Questions raised by the Call for 
Written Evidence. 
 
Responses on Key Questions 
 
5. Financial accountability is enhanced by making the Scottish Government 
responsible for setting its share of the income tax so that it can effect marginal changes 
in its own revenue, as well as by expanding borrowing powers, albeit with limited 
discretion. 
 
6. This is an ideal way to decentralise some revenue-raising responsibility to 
Scotland. It puts in place a mechanism that is consistent with the broader aims of the 
social and economic union, and maintains tax harmonization. Most important, it is a 
mechanism that could suitably be mimicked by other devolved governments in Wales, 
Northern Ireland, and potentially even England. 
 



 
 

7. I have one main concern with the proposed Scottish rate of income tax. Scotland 
seems to be restricted to choosing a single rate denominated in a given number of 
pence in the pound applicable to all income tax bands. This constrains Scotland to 
raising extra revenues in a regressive way.  That is, if a rate of 15p in the pound is 
chosen, the extra 5p represents a declining proportion of income as income rises.  
Thus, it is a regressive tax.  This could be avoided in a couple of ways, albeit at some 
administrative cost. One way is to allow Scotland to choose separate rates for the 
different income bands although this could leave different degrees of tax progressivity in 
Scotland versus the rest of the UK.  (This would be like the Canadian system whereby 
provinces can choose their own rate structures, which in practice has led to less 
progression at the provincial level than at the federal level.) If there were concern with 
Scotland deviating too much from the rate structure elsewhere, there could be limits put 
of tax rate discretion.  The other is to define the devolved tax as a proportion of the UK 
tax base, and then let Scotland define its own tax rate. Probably this is too complex for 
taxpayers to understand, compared with the first option. 
 
8. To the extent that devolved Scottish tax revenues are to be offset against the 
grant, the downturn should be fully neutralized. (See further discussion of the grant 
below.) 
 
9. I have some concern with these devolved taxes. First, from a public finance 
perspective, the Stamp Duty Land Tax is not a particularly good tax. Encouraging 
Scotland to rely on it may not be such a good idea. (The Landfill Tax has some value as 
an environmental levy, so its justification is stronger.)  Moreover, devolving a small 
number of narrow taxes might encourage over-use of these taxes, which is not 
necessarily efficient.  There might also be some concern with the one-off reduction in 
the grant to be perpetuated in future years, if I correctly understand it. It seems to me 
that a more defensible method (though more complex) would be to calculate the grant 
reduction every year based on the revenue that would have been raised in Scotland at 
UK rates. 
 
10. I support the new borrowing powers.  I have a minor concern in that the extent of 
borrowing discretion that Scotland will have is significantly restricted by being forced to 
obtain permission for capital borrowing, and constraining other borrowing as well. 
However, as devolution proceeds, this can be revisited. I have also some concern with 
not allowing Scotland to go to the capital markets for funds, given that capital markets 
do provide effective discipline on sub-national borrowing in other federations. 
 
11. The funding arrangements have not been fully enough spelled out for me to 
understand them.  My view is that in principle the calculation of the reduction in the UK 
grant to Scotland should be straightforward.  In each future year, the reduction in grant 
should be the exact value of the 10p in the pound tax rate applied to the Scottish 
income tax base in that year.  It is not clear from the documentation that this is what is 
being proposed.  A minor concern that I have is that the reconciliation of the estimated 
reduction in grant with the value of revenues that the 10p rate would actually raise in 
each year does not seem to have a forgone interest component. That is, if Scotland is 



 
 

owed money after the reconciliation takes place, this should come with interest for the 
period of time that it takes to do the reconciliation. 
 
12. The form of the proposals is similar to the Canadian system in the sense that from 
time to time the federal government has devolved tax room to all the provinces, and 
allowed them to choose their own tax rates. In some instances the federal government 
has chosen to adjust transfers to the provinces by the value of the tax-point transfer.  
This adjustment took place in the manner stated in the previous point.  Eventually the 
calculation was terminated. Unlike in the UK, the transfer applied to all provinces, so 
there was no need to adjust any given province’s transfer to ensure fair treatment with 
the others. (The reason is that the tax-point transfers were all subject to ‘Equalization’.)  
However, in the case of Quebec, the extent of tax point transfer was greater in the other 
provinces, so its grant had to continue to be reduced by its greater tax-point transfer.  
The exact annual value of the tax-point transfer was used.  In Canada, most provinces 
have their income taxes collected by the federal government as part of the Tax 
Collection Agreements.  The procedure of tax forecasting and year-end reconciliation is 
very similar to what is being proposed in this Bill.  Forecasting has in the past been 
imperfect, and the provinces have complained that shortfalls were not returned to them 
with interest.  Note also that the federal government bears the cost of income tax 
collection, including tax defaults.  It does this as an incentive to have the provinces 
participate, since for them it is voluntary. 
 
13. They seem to me to be agreeable. I am impressed that the principles of social and 
economic union have been important objectives. 
 
14.  No informed views 
 
15.  No informed views 
 
16.  No informed views 
 
17.  I have no strong views about this. One general point about federal constitutions 
might be mentioned, and it concerns the assignment of responsibilities.  Constitutions 
can include powers that are exclusively the responsibility of one level or the other. But 
other arrangements co-exist.  Some powers can be exercised by either level, with one 
level paramount. (In Canada, pensions are jointly occupied powers with the provinces 
paramount.)  The constitution might allow one level to delegate powers to the other. 
There may be very broad principles written into the constitution that justify federal action 
on matters of national interest. (In Canada, the federal government can legislate for 
‘peace, order and good government’.) There may also be broad constraints on 
government, like bill of rights. Perhaps most important are procedures for adjudicating 
conflicts between levels of government.  In some cases, the federal government may 
disallow provincial or state legislation that conflicts with national objectives (such as the 
economic union).  The federal government may be able to impose mandates on the 
states, as in the US and perhaps Germany.  The federal government may also be able 
to use the power of the purse to influence state or provincial legislation.  In Canada, 



 
 

conditional grants have been extremely important in establishing provincial social 
programs that abide by certain national standards.  The courts might also be relied on 
the adjudicate conflicts. The point is that the assignment of powers is never a watertight 
exercise, and this may be relevant in the UK eventually. 
 
18. One final point concerns the interdependence of UK and Scottish tax policies. 
There might be some concern that the exercise of a Scottish income tax rate might be 
influenced what are referred to as fiscal externalities.  Thus, an increase in the Scottish 
tax rate above the UK rate has two confounding influences, in theory.  It could induce a 
loss of tax base to the UK where the tax rate is lower, and on that account could 
discourage Scotland choosing to increase its rate. On the other hand, if an increase in 
the Scottish rate does cause the Scottish tax base to fall, this will reduce the loss in 
grant (assuming it is calculated by applying 10p to the Scottish tax base). So, this might 
encourage an excessive Scottish tax rate.  There has grown up a sizeable economics 
literature on these incentive effects (referred to as horizontal and vertical fiscal 
externalities).  Whilst in theory these effects are possible, in my view they are of minimal 
importance in practice.  There is no reliable evidence that states or provinces use such 
strategic considerations to guide their fiscal policy choices.  No federation takes these 
effects much into account in designing their intergovernmental fiscal arrangements, and 
they should not be used to detract from the broader benefits of devolution. 
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