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SUBMISSION FROM DOUGLAS MAYER     
 
1. Over a number of years I have had published regularly in The Scotsman and The 
Herald, and in the Holyrood Magazine, letters covering, mainly, Scotland’s funding. 
 
2. I spent forty years in the Scottish Office, mainly in the Finance Division. When I 
retired, I headed the branch dealing with Law and Order Finance (Police, Prisons, 
Courts, Legal Aid, etc).  Although that experience does not authenticate my opinions, it 
sure does influence them. 
 
3 What first drove me to continue activity in the sphere was constant misrepresentations 
about the Barnett Formula, but I ventured further than I had intended. 
 
4 My narrative deals with the income tax proposal of the Calman/Scotland Bill. 
Throughout, I adopt the term “Calman” as referring to the Commission’s report as well 
as to the Scotland Bill. 
 
Preamble: Prior to dealing with the questionnaire, I mention at the outset that I reject 
the premise in Q.1. 
 
5. In her St Andrews day speech in 2007, Wendy Alexander stated that it is only by 
understanding the past that we can plan the future.  So here is a snapshot: 
 
6. The SNP dominated political thinking in the post-war years. Unionist governments 
poured extra funding in to Scotland to stem the nationalist threat. The devolution 
movement rose on the back of that, and when the Conservatives lost political support 
here (yet, constitutionally, entitled to govern Scotland from Westminster)  devolution 
received a further boost. By 1979, Scotland had 22% more per head to spend than 
England on the comparable services. Labour introduced the Barnett formula (applicable 
to the block grant), the effect of which would have been to reduce our advantage to 
single figures – if we spent 22% more than England, but received a straight population 
ratio of any year-on-year enhancement England received, that would not maintain our 
lead, and it would erode our advantageous baseline; we would need 12%. Otherwise 
that would have led to an annual 1% squeeze – on a block grant of, say, £26bn we 
would lose £260m. But, while the Tories implemented Barnett, they also put more in 
than it allowed, so by 1997, after their 18 years, our lead rose to 25% per head instead 
of dropping to single figures.  That led to the belief that Barnett had provided the 
largesse, whereas it was despite Barnett.  We can only speculate about the prospects 
for devolution had the Conservatives implemented Barnett strictly as Labour had 
intended – a single-figure lead would not have played favourably in the devolution 
cause. 
 
However, the 1998 referendum delivered a 45% minority vote (measured against the 
total electorate, 60% of 75%) for a devolved parliament in 1999. Paradoxically, the 
Barnett “squeeze” applied strictly only with the advent of devolution.  The Labour 
politicians in power at Holyrood must have been surprised when officials revealed that 
their funding formula was disadvantageous to Scotland.  But public spending proceeded 
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apace; the Barnett squeeze was alleviated by exponential increases in council tax at a 
time when inflation was, allegedly, low.  There was never any suggestion of 
implementing the 3p  income tax-varying power. In any event, that could never have 
happened – the chancellor would have intervened, probably by adjusting the block 
grant. 
 
7. With a Labour-led coalition from the 1999 and 2003 Holyrood elections, and with 
Labour in power at Westminster, a cosy “partnership” operated – one could have been 
forgiven for believing that Labour had arrived in some sort of political Shangri- La 
(dictionary definition:” a very pleasant and unspoilt place”). 
 
8.  However, it was predictable, and predicted, that the test of devolution would be when 
we had administrations of differing parties in power at Holyrood and at Westminster, 
although the respective compositions could not be forecast. 
 
9. So it was with a certain degree of arrogance that Labour approached the 2007 
Holyrood election.  After all, the Conservatives were in the doldrums, and who in their 
right mind would ever vote SNP, with connotations of the end of Labour’s partnership, 
and the threat of independence causing the break-up of the UK?  Scotland’s 
advantageous funding, and the setting up of the parliament itself, were intended to 
thwart the SNP.  But there was nothing in the Scotland Act 1998 to prevent an SNP 
victory. And that was duly delivered in 2007 – the SNP won as the majority party with 47 
seats, but in a minority in the 129 seat parliament. 
 
10.  Labour were in shock.  They were six months in rehab before Wendy Alexander 
took the “initiative” in her strategically chosen St Andrews Day speech at the University 
of Edinburgh to outline her views and to propose the setting up of a commission to, 
effectively, come up with proposals that would spike the SNP’s guns, and consolidate 
the Union.  The remit was tightly drawn, and is worth quoting here: 
 
“To review the provisions of the Scotland Act 1998 in the light of experience and to 
recommend any changes to the present constitutional arrangements that would enable 
the Scottish Parliament to better serve the people of Scotland, that would improve the 
financial accountability of the Scottish Parliament and that would continue to secure the 
position of Scotland within the United Kingdom”. 
 
11. The significance of that is that there were no proposals from Labour in their 2007 
manifesto about improving the terms of the devolution settlement, despite regularly 
regaling us with the mantra that devolution was not an event, it was a process. 
 
12. Given the terms of the remit, there was no problem for Labour in getting the support 
of the other two Unionist parties, the Conservatives and the Liberal Democrats, to 
achieve Holyrood parliamentary approval for what became the Calman Commission.  
And so the three party leaders were able to stand shoulder-to-shoulder as they 
displayed their new panacea for devolution, and for stymying the Nats.  
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13. Had Labour won in 2007, their victory would have been paraded as approval for 
their “settled will of the Scottish people” devolution, and as justification for Labour 
policies at Holyrood. 
 
14. I am not a nationalist!  I would describe myself as a “constitutionalist”, albeit an 
amateur one.   What concerns me is that the present constitution is, to use the 
vernacular, a busted flush. Yet, the politicians, and, above all, the Scottish politicians, 
whether at Holyrood, or at Westminster, seem oblivious to the fact. 
 
15. What we needed was a commission to examine, not Scottish devolution  (and I am 
aware of the Holtham Commission for Wales) but constitutional issues for the whole of 
the UK.  Devolution has rendered the present structure obsolete;  new UK 
arrangements need to be negotiated. 
 
16. If Labour needed Calman, Scotland did not. The problem was/is, that the other 
Unionist parties had no worthwhile suggestions of their own for taking devolution, or the 
Union forward, so Wendy Alexander was able to say, no doubt with that in mind, that 
“Calman was the only show in town”. And judging from the evangelic promotion of its 
proposals in Scotland and south of the Border, Calman is what we are going to get. 
 
17. Having said that, the proposals on gun control and driving, etc, and what I term 
“non-political” and “non-accountable” financial aspects such as landfill tax, etc, which 
should have been included in the original devolution arrangements, are not a problem.   
But we are having the wool pulled over our eyes over the more meaningful, directly 
accountable, elements in personal taxation  terms.  There are  many claims made for 
Calman that can be stood on their heads to have more credibility. 
 
18.  So, in view of all of the foregoing, I reject the premise in Question 1 and elsewhere. 
 
19.  I will attempt to justify my standpoint via the Questionnaire. 
 
20. This Submission is my second version.  When I put forward my first effort, it had 
been composed to suit any eventuality on the topic of Fiscal Powers, but “as for” The 
Scotsman Conference on the subject on 14 December 2010.  I had picked up 
references to the Scotland Bill Committee in the press, but I was unaware of the 
Questionnaire.  The parliamentary officials drew my attention to that, hence this second 
attempt.  My first submission is, in my view, better structured and more coherent as well 
as more detailed.  I would hope that, were the Committee to wish to see that version, 
the officials would have no problem in making it available. 
 
21.  I have taken the liberty of adding my own Question 14 on fiscal autonomy. 
 
22. I am enclosing, as part of this submission, two sets of documents: first, those 
relating to The Scotsman’s December conference on Fiscal powers – these were 
included with my original submission. Secondly, a set covering the vexed question of 
GDP and its vagaries, which relate to the recent and on-going dispute about fiscal 
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powers and growth between the Committee and Professors Hughes Hallet and Drew 
Scott. 
 
23.  I note the heading of the article from the six economists led by Professor Muscatelli, 
describing fiscal autonomy as hanging on a shoogly nail, in relation to the opinions 
expressed contrary to theirs.  Strange, that is the very same expression I used in a letter 
a couple of years ago to the Holyrood Magazine, saying, the Union must be hanging on 
a shoogly peg if it depends on the Calman proposals for its survival! 
 
24. The question is: Who is going to save us from this irrelevant Scotland Bill and its 
dire consequences? 
 
25. It’s not necessary to fool all of the people all of the time – a simple majority is 
enough. 
 
26. The proposals should be put to a referendum in both Scotland and England. I dare 
you! 
 
27.  I record my misgivings about the use of “Calman” in terms that may seem offensive 
to Sir Kenneth, and others are doing it too.  I wonder if he knew what he was taking on 
when he agreed to chair the Commission.  As someone who has had an illustrious  
medical career, serving as Chief Medical Officer in St Andrews House, and in Whitehall, 
he does not deserve it – but, then, it’s not his fault! 
 

______________________ 
 
1.  The aims of the Scotland Bill and the White Paper (Strengthening Scotland’s 
Future) are that it will ―enhance the financial accountability of the Parliament 
and Government in Scotland, improve working arrangements between 
Westminster and Holyrood Parliaments and Governments, and extend the powers 
and functions of the Scottish Parliament and the Scottish Government.― In your 
view, do the proposals in the Bill and the White Paper achieve these purposes? 
 
I reject the premise of the question for reasons explained in my Preamble above and 
elsewhere in my responses. 
 
A   All of these considerations were born out of the SNP success in the 2007 Holyrood 
election.   Using terms like “enhance” and “more financial accountability”, are 
disingenuous. It is assumed the Parliament is already accountable to some extent, in 
terms of answerability to individuals with the means to express their views at the ballot 
box, for any of the money it expends, when it is not.   Business (non-domestic) rates are 
levied on units that may employ one or two people, or one or two thousand.  No 
accountability with regard to individuals’ voting powers can be implied from that – 
accountability would accrue only from direct taxes paid by employers and employees.  
And there is no such (direct) income tax.  Regarding local government, the Parliament 
(government) can manipulate councils’ central funding grants (for example, by holding 
back funds to alleviate the effects of the Barnett squeeze on non-council expenditure 



5 
 

programmes) with the effect, and intention, of increasing the level of Council tax levied 
by local authorities on householders liable to pay it – in other words a form of tartan tax. 
But that is not accountability by the Parliament – and not everyone pays council tax. 
 
So when we consider the Calman proposal to shift to Scotland responsibility for one half 
of the proceeds of the 20p standard rate of income tax to Holyrood, ie, 10p with 
proceeds of £4bn (assessed as £4.150bn) and to reduce the block grant by the £4bn, 
some care is required in calculating the percentage of funding the Parliament would be 
accountable for.  Assuming a budget of £30bn, and a block grant of 80%, ie £24bn, the 
true percentage the Parliament would be accountable for would be 16.6% - not the 36% 
or so being claimed. And it would be a smaller percentage on a higher level of budget, if 
I have underestimated it, since the 10p figure would remain constant. 
 
My take on that is that it is not possible to be a little bit accountable, any more than it is 
possible to be a little bit pregnant, and it is disingenuous to claim otherwise. I visualise 
an unscrupulous politician claiming that he could not be accountable for the ten months 
from April to January because the money for that period came from block grant, but he 
would be accountable for March and April when the tax was coming through the system. 
 
So, the terminology “enhance the financial accountability of the Parliament and 
Government of Scotland” is an exaggeration. 
 
 Regarding working arrangements, these were considered well-nigh perfect when 
Labour led at Holyrood and at Westminster.  The SNP has been accused of playing the 
blame-game vis-à-vis Westminster, and of causing a break-down in the relationship..  
However, they were right to point out the short-comings of Labour’s devolution 
settlement, especially on the question of the economy.  But the SNP has commented 
favourably about its dealings with Westminster ministers and officials 
 
To the extent that the Scotland Bill does extend the powers of the Scottish Parliament 
and Government, then it is inadequate. Power devolved is power retained. 
 
2. What is your view on the approach proposed in the Scotland Bill to substituting 
the revenue from taxes levied by the Scottish Parliament for some of the grant 
from the UK Government which presently supports the Scottish budget? 
 
A. This is cosmetic and illusory.  Nobody will be fooled by transferring responsibility for 
the 10p proceeds of income tax attributed to Scottish taxpayers of £4.150bn to Holyrood 
- only 16.6% of the block grant funding.  That would leave £22bn of block grant (84%) 
still subject to the Barnett formula. So instead of a one per cent, £260m squeeze from 
the operation of Barnett, the squeeze would be £220m. So the improvement there 
would be £40m from the exercise.   
 
Much is made in the propaganda surrounding the deliberations on the Scotland Bill and 
Calman, that the English, who consider their taxpayers are subsidising Scotland, would 
be satisfied that we would be raising “more” of our funding through income tax. This 
type of presentation implies that we do not pay tax at present, which is absurd – it is the 
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tax we pay that funds our block grant in the first place. From my experience on holiday, 
with my Scottish accent giving the game away, I am on occasions challenged about 
“what are you doing with all that money you have to spend up there”. The English have 
a grievance – they are well informed about our advantageous funding. It would be 
remiss of me not to explain how it all came about! 
 
The GERS publication has persisted, over many years, with the view that Scotland is in 
a deficit situation. Yet, that was based on a series of assessed and guessed and 
attributed allocation of expenditure and revenue figures.  We hear about the vagaries of 
North Sea revenue. Scotland benefits from that, but so does England – without it 
England would also be in deficit. But, the real issue is: how is it that, now, with the 
Calman income tax proposal on the table, that it is possible to calculate, all of a sudden, 
the proceeds of 10p standard rate of tax with the spurious accuracy of £4,150bn?  
 
It is apposite to mention here the quotation from Wendy Alexander’s 2007 St Andrews 
Day speech: “I have never been one of those who believes that, uniquely among the 
nations of the world, Scotland is incapable of standing on its own two feet”.  
 
Incidentally, what account has been taken in the deliberations of the annual 1% Barnett 
squeeze on our remaining block grant funding? Assuming a block grant of £220bn, the 
squeeze would be £220m.  In other words, one half of the £415m proceeds from a 1p 
income tax rise would be required to service the shortfall, unless of course, the 
expectation is that grants to local authorities would be reduced, leaving council tax to 
pick up the tab. 
 
I question how the block grant and Barnett would operate: 
 
Presumably, England would make its bids for extra money year-on-year and the total 
(original) block grant for Scotland would be calculated as now with us receiving the 
population ratio of ten per cent. And from the resulting figure, our projected income tax 
10p revenue would be deducted to produce the block grant for the year in question. But 
tax receipts  never come in on time, with adjustments going on for one, two or more 
years. So, we could end up with up to, say, five forward years containing tax 
adjustments back as far as year one.  We are never going to know what the figure for 
the year we are dealing with first hand until ages afterwards. Would adjustments be 
made retrospectively. What about when HMRC make gigantic bloomers, as happened 
recently, how would that kind of magnitude be handled. OK, the UK system has to cope 
with that, but we rely on the income tax, with no recourse to a basket of taxes upon 
which to draw meantime. Or is that really why we are to be given borrowing powers on 
account of HMRC’s inability to handle it timeously!   And would we have to pay interest 
on the loans.  It’s going to take a Philadelphia accountant to make sense of it. Think 
about it – it is not really worth the candle! 
 
3. What is your view of the proposal in the Scotland Bill for a Scottish rate of 
income tax levied on all income tax bands, and the reduction of UK income tax in 
Scotland by 10p in the pound accordingly? How would this work, are the 
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proposals effective and are the proposed inter-Governmental mechanisms 
adequate? 
 
A. It is cosmetic nonsense. And if you don’t already know the answer to this 
fundamental question, then you should not be on the Committee.  It is disturbing that 
the mantra surrounding this move is about increasing income tax, even in the recent 
publicity about the problems HMRC have in identifying the Scottish taxpayer base – it is 
always about how to collect the tax, which it is obviously, but reducing income tax never 
seems to occur to the politicians. 
 
The evidence provided by Derek Allen of ICAS must have been of value to the 
Committee. And it must be helpful to HMRC to hear that the administration cost could 
be in a band from £40 million to £150 million!  I would like to have a sight of the steps 
and stairs linking these figures. Of course, whatever the figure, we Scottish taxpayers 
would have to pay the cost. I wonder how these numbers compare with the cost to 
HMRC of administering the collection of Scottish taxation at present – to which, it must 
be remembered, we now pay our taxes to support.  The proposition that is lurking is: 
Would it cost HMRC any more to administer taxation were we to have fiscal autonomy? 
Without detailed knowledge about how HMRC operates at present it might be more 
cost-effective for them to administer the whole of our taxation for the Scottish  
Parliament rather than just a cumbersome, one-off, tax proposal brought in for 
somewhat eccentric ideological reasons.   
 
 I would expect, and hope, that there will be written evidence from large employers 
expressing concern about the additional  inconvenience, to no good purpose, to them 
as the prime tax gatherers. 
 
Given the vagaries of the availability of the tax proceeds, and of the uncertain 
methodology in calculating a realistic figure for the year in question, and of the year-to-
year endless adjustments to allocate properly the tax relevant to any particular year, I 
conclude that the system will soon grind to an expensive halt. 
 
I forecast we will have a debacle in the attempted implementation of all this, which will 
make the scandals of the parliament building, and the Edinburgh trams pale into 
insignificance.  Better to stop now and invest the money in the poor of the west central 
belt, and elsewhere in Scotland. 
 
4. How would the framework have performed over the recent downturn, 
particularly in the light of the significant shocks to tax revenues? Is the system 
robust to cope with such challenging periods and return Scotland to economic 
growth – if not, what frameworks are in place to address this? 
 
A. I see this as a trick question. The propaganda on Calman centred on the “protection” 
Scotland would enjoy from the Union in the event of a downturn – Just like the 
protection we are enjoying right now?   If we have a Scottish downturn, then we would 
have to cope, as we have done in the past when our Scottish economy “lags”.  If we are 
talking about a UK downturn, we are sucked into it. Not only would the Scottish 
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(Calman) tax element of £4.150bn be threatened, but also the UK taxation, to which we 
contribute, would be depleted. That would lead to reduced spending, and under Barnett, 
our public services would be hit. 
 
So the use of the term “robust” must be intended to mislead – the system is as robust 
as the ability of the politicians to manage it 
 
If the original devolution settlement had granted fiscal autonomy from the outset, it is 
likely that the Scottish banks would have been subject to traditional Scottish prudence, 
and so would have avoided the debacle that emerged with non-bankers in the driving 
seats.  Never again should supermarket executives or pure accountants ever be 
allowed near the top levels of banking – a question of horses for courses, or cobblers 
and lasts. 
 
5. What is your opinion of the proposals to create devolved taxes, Stamp Duty 
Land Tax and Landfill Tax, and the power to create new devolved taxes? 
 
A. It is entirely logical to proceed as proposed. However, it is likely that prior authority 
from Westminster would be a constraint to creating new devolve taxes. We should have 
fiscal autonomy. 
 
6. Do you have a view on the proposed new borrowing powers set out in the 
Scotland Bill? 
 
A. There is anxiety, given the state of the UK economy and its provenance, about giving 
politicians powers to borrow.  An element of borrowing might/would be required to 
compensate on a transitionary basis, to cover the tax proceeds that do not arrive on 
time.  Otherwise, a period of a few years should elapse before borrowing powers were 
firmed up. But, I repeat, I reject the whole proposition. 
 
7. What is your assessment of the plans for the implementation of this new 
financial system and the risks and costs associated with that and have the UK 
Government adequately quantified these? How would the proposals to revise the 
system of funding work in practice? Is there sufficient information provided yet to 
enable a full assessment of the proposed funding arrangements? What key 
decisions remain to be taken? 
 
A. Some of the answers to preceding questions cover this question, too.  I repeat that I 
reject the premise of the whole exercise.  I repeat that we need fiscal autonomy. 
 
8. How do the proposals fit with systems from other jurisdictions – particularly in 
relation to more federal or quasi-federal countries? 
 
A. While I believe that fools learn from their own experience, and wise men learn from 
the mistakes of others, there is no case where a nation like Scotland is embodied within 
another state, so the proposition falls. We need a dedicated solution, but Calman does 
not provide that. At least, there is plenty of experience to drawn from. 
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If we are going to be conned into believing that the deliberations of the Committee 
involves public consultation in this way, who is it among Jock Tamson’s bairns will have 
the knowledge to contribute anything meaningful on this issue? Isn’t that what the 
Expert Group was for?  
 
9. In terms of the non-financial aspects of the Scotland Bill, a number of changes, 
including changes to the legislative powers of the Scottish Parliament and the 
powers of the Scottish Ministers, have been outlined. What is your view of these 
in general terms? 
 
A. The more powers Holyrood has the better. 
 
10. Additionally, do you have any specific views on the proposed changes to 
speed limits, drink driving limits, air-weapons and other matters (e.g. Scottish 
Crown Estate Commissioner, BBC Trust etc.)? 
 
A. No, except that these items should have been in the original devolution arrangement 
which was deeply flawed in many respects. 
 
11. Do you have an opinion on the re-reserving of issues such as insolvency, the 
regulation of health professions etc? Would the proposals be effective in their 
intentions, what would be the consequences and could they be adjusted to 
improve their effects? 
 
A. Pass. I leave that to the experts, but we should retain any powers appropriate to 
devolution.  We should not be too concerned about cross-border implications, if that is 
what is behind the issue. 
 
12. Do you have a view on the plans by the UK Government to use the Bill for the 
partial suspension of Acts subject to scrutiny by Supreme Court? 
 
A. Pass. I leave that to the experts. 
 
13. What further changes to the powers for the Scottish Parliament not currently 
in the Scotland Bill would, in your view, further help to achieve the purposes of 
the Bill and should be considered by the UK Government for inclusion? 
 
A. I reject the whole concept of Calman and the Bill.  Consideration of the issues by the 
Committee does not pass as public consultation.  The challenge is to hold a referendum  
in the same way that the SNP were  challenged on independence. 
 
Calman will not achieve the prospects for accountability and the economy that it claims.  
Fiscal autonomy would.  Until a viable plan is worked up we would be better to stick with 
even the unsatisfactory Barnett formula.  Its arithmetical end-product will eventually 
achieve parity of per capita funding with England.   In other words, we will end up with 
the same funding  per head as England, although differences in respective of differing 
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council tax levels etc would mean spending might be different per capita.  Allowed to 
run on that will happen, and our spending would have to reduce considerably.  In a 
manner of speaking, the extra money that the unionist governments poured in to 
Scotland would be removed – by these  same unionist parties that put it in for party 
advantage.  There is an irony in that.  Furthermore, the 3p tax option was one we were 
(are) free to implement – the Calman proposal is being thrust upon us by the English-
dominated Westminster parliament and by the mixed coalition. Michael Mooore’s dictact 
about withdrawing the power on the 3p tax is meaningless; the power is written into the 
original Scotland Act, so it could be removed only by further legislation.  Would he have 
dared to “withdraw” the power had there been a Labour administration here, one which 
they  had  kept under wraps the costly HMRC arrangements, when they were in control 
at Holyrood. 
 

___________________________ 
 
I fit in here some observations on needs – the next trick in this game of poker. 
 
Another quote from Wendy Alexander’s St Andrews Day speech: 

28. “A beneficial by product of strengthening the accountability of the Parliament 
through greater autonomy would be to address some of the concerns elsewhere in the 
UK around relative spending levels.   In short the grant element would be smaller and 
so potentially less contentious.   As one commentator has put it – there is not much 
point in getting a divorce over the housekeeping bills.  

“But for those committed to the UK, financial transfers within the UK – the grant element 
- must continue to ensure that areas with greater spending needs have the resources to 
fund them. Such equalisation systems are commonplace in all modern democracies”.  

29. And a quote from the Calman report: 

3.86 We are very well aware of criticisms that the present block grant is not well 
related to need and so the resultant spending levels are not in practice equitable. 
We do not however consider that our remit extends to our assessing whether the 
current means of calculating block grants to the devolved administrations across 
the UK correctly address need. This would require us to consider spending 
elsewhere in the UK. What constitutes need can be contested, and any 
assessment exercise would necessarily be resource intensive and lengthy, but 
supporting the social Union through pooled taxation makes it clear that need is 
the principle which must justify block grant funding. The present system of 
calculating block grant by the Barnett formula is not well related to need, 
but is stable and predictable and could continue as a proxy for need until a 
thorough assessment were done across the UK. 

________________________ 

30. There is no future regarding needs assessment on a UK basis. 
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31. The agenda seems to be to find an alternative to the present Barnett formula that 
dictates the amount of Westminster block grant the Scottish government receives, 
without having regard to needs, with one that does. 
 
32. Only England’s funding is needs-based, and that determines how much Scotland 
receives. Except that England’s is not needs-based – it is based on affordability. 
 
33. Any debate about how to take the devolved funding arrangements forward on a 
needs basis is usually associated with fiscal federalism, whereby assessments would 
be made about the requirements of the various regions of the UK, Scotland being 
regarded as one such region.   In practice, only the treatment of England would be 
altered; account would have to be taken of its various geographical/political areas, such 
as Yorkshire, East Anglia or the West Country.   
 
34. Taking Scotland as an example, the devolved services are funded mainly through 
the block grant, with supplements from the proceeds of council tax and business rates.  
We have no identifiable tax base from which to determine our tax take.  Neither do the 
regions of England.   So, setting up a tax structure to feed any proceeds into a needs-
based formula would be a major constraint.   The needs assessment proper would have 
to concentrate on the central block grant calculation: ie, how much support from the 
centre can be justified?  
 
35. Scotland would be hard-pressed to justify extra, preferential, money considering our 
propensity for abusing alcohol, tobacco and diet.  Other geographical areas would have 
similar problems.  If the objective is to have differential, needs-based, spending in the 
various regions calculated centrally, that would compromise their ability to vary council 
tax or business rates.  The block grant would have to take into account any existing 
variations on these taxes in order to match the “justified” spending – or the taxes 
themselves would have to be “equalised”. 
 
36. The existence of a needs assessment body could therefore, influence/determine the 
reasons for our predetermined provision (or, rather, funding) compared with that for 
Yorkshire etc, as well as an explanation of why what we actually spent was different 
from that, and different from what was assessed as our real needs requirement in the 
first place – bear in mind we can vary expenditure between programmes in accordance 
with decisions made at Holyrood.      
 
37.  The size of the bureaucracy would be unaffordable – the money would be better 
spent on the deprivation itself.   In isolation, need for a specific area, or topic, is easy to 
identify, but when we try to assess one area’s need over another’s, and then determine 
priorities of one over the other, then insurmountable problems would be sure to arise, 
and they do now!.  Furthermore, whatever the sophistication in determining each area’s 
needs in individual programmes, and what funding it should receive, the comparison 
would inevitably revert down to reference to the overall per capita spending - or, more 
accurately, funding levels that had emerged from the exercise.  Then there would be 
arguments about the outcomes – equally funded areas could have differing efficiency 
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levels (eg more patients treated, or shorter waiting lists) depending on which area made 
more efficient use of the financial resources.  That would cause questions about 
whether the more efficient area could survive with less money, while inefficient areas 
continued to be excessively funded. No matter what criterion are considered in 
assessing relative need between regions, there remains the question of what can be 
afforded. 
 
38. In view of the difficulties, I conclude that a needs-based, fiscal federalism-type  
solution is a non-starter as a replacement for the present Barnett-based block grant 
funding arrangement, so far as Scotland is concerned.  The preferred option would be 
fiscal autonomy. That would remove the interminable disputes with England about our 
alleged excess funding. 
 
Question 14 (DRM):   Fiscal autonomy? It’s not the economy, stupid! 
 
1 There is a problem about how to handle this question. 
 
2 I observe the spat between the Committee and Professors Hughes Hallett and Drew 
Scott.  Judging from press reports, the Committee Convenor Wendy Alexander 
embarked upon a line of questioning about an assertion in a paper they had written 
some time ago about the effect that a degree of fiscal powers would have on GDP: For 
each additional percentage point of fiscal devolution (measured against expenditure)  
after five years, GDP would be up to 1.3 per cent higher. 
 
3 But, what seems to have irked Drew Scott was Ms Alexander’s linking of the assertion 
to Alex Salmond’s running with it in justifying extra powers for Scotland.  Professor Scott 
objected to the line of questioning on the basis that he was under the impression he and 
Professor Hughes Hallett, were attending to discuss the proposals in the Scotland Bill, 
and not the views of the SNP Scottish Government , to whom any questions should be 
addressed. Furthermore, the written submission they had put forward to the Committee 
made no mention of the GDP formula, so that was off-limits as far as he was concerned.  
He questioned whether he should leave the meeting.      
 
4 The discussion was pursued through the letters page of The Scotsman with the 
display of some acrimony on all sides. When six prominent economists (five of whom 
had served on the Expert Group for Calman) led by Professor Anton Muscatelli, who 
chaired the Group,  were critical of Professors Scott and Hughes Hallett, it seemed that 
was the end of the matter.  However, in a letter in the Scotsman on 2 February, 
Professor Neil Kay, wrote as follows: 
 
“I WAS interested in the arguments by six economists led by Professor Anton Muscatelli 
Principal of Glasgow University (Perspective, 31 January) apparently challenging the 
argument by Professors Scott and Hughes Hallett that fiscal autonomy would lead to 
economic growth.  In 2005, I was signatory to an open letter from 13 economists titled 
"Increased Fiscal Power Essential", it argued that "Increased fiscal responsibility is 
essential for the prudent management of Scottish government spending and, ultimately, 
of the Scottish economy …Scottish politicians under the current regime have no 
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incentive to improve Scotland's economic growth … for a small open economy on the 
periphery of Europe, an ability to alter the incentive structure is crucial". 
 
One of the co-signatories to that letter was Prof Muscatelli, then Professor of Economics 
at Glasgow University.  
 
I have to confess that I find it difficult to find much difference between the sentiments of 
Muscatelli (2005) and Hughes Hallett and Scott (2011), and it is not clear to me what of 
substance has happened in the last six years for Muscatelli (2011) to apparently reject 
or forget the arguments of Muscatelli (2005). 
 
EMERITUS PROFESSOR NEIL KAY 
Economics Department University of Strathclyde, Glasgow.” 
.  
5 Professor Kay has often been at loggerheads with the economics/political academic 
establishment. As I recall it, his expertise lies in the field of Business, so, given the 
choice, I would go along with his more practical view on these matters. 
 
6 I felt it necessary to provide that outline, which I trust is an accurate summary, before 
presenting my own take on the issue of fiscal autonomy.  One final point, if the flip-side 
of the argument is that, say, a doubling of corporation tax would reduce GDP, what is it 
about the proposition on fiscal powers that would not have the reverse effect were 
corporation tax to be reduced by half? 
 
7 If the Committee, in the examination described above, has strayed beyond its agenda 
of adhering to issues arising from the Scotland Bill, then it has opened the door to 
further coverage.  My own justification for dealing with fiscal autonomy is that, if I reject 
the Calman process, then it is incumbent upon me to volunteer an alternative. 
 
8 I was tempted to state that it may be that Ms Alexander’s enthusiasm for Calman, 
which she was instrumental in instigating, became exaggerated, and she could not 
resist the opportunity to attack the SNP, while at the same time linking to the SNP’s 
equally evangelical opposition to her views, but I stopped myself in time!  Perhaps a 
more dispassionate convenor could have been found from the other eighty or so MSPs 
with Unionist allegiances. Given her expressed concern in her 2007 speech about 
economic growth, and the line of her questioning, what remedy for economic growth in 
Scotland does she envisage? 
Repeat: I am not a nationalist! 
 
9  Following on from my remarks above, it seems to have become almost blasphemous 
even to utter the phrase fiscal autonomy.  Its role with regard to improving the GDP 
depends entirely upon the use made of it. Used, in appropriate circumstances, as a 
device for putting money into peoples’ pockets, it could have the same effect as when, 
in the 1980s, the Conservatives reduced the higher rate of income tax from 80% to 
40%.  That had the effect of putting large amounts of extra money into the economy 
which manifested itself, to name but one aspect, in massive increases in house prices. 
Likewise, when, from day one, Gordon Brown presided over the situation when interest 
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rates were kept artificially low, his government boasted about sustainable growth in the 
GDP as measured by the exponential rise in VAT revenue from the additional high 
street sales that were funded from the extra cheap money the low interest rates 
delivered. And house prices went, literally, through the roof  - and we are still paying the 
price of all of that.  But, properly managed, fiscal autonomy could produce beneficial 
results. It has not sunk in yet, but Gordon Brown in effect created a subliminal stealth 
tax with his abnormally low interest rates – I don’t accept that the MPC was responsible 
for not raising them. Its remit did not extend to house price inflation, only to the RPI/CPI. 
Low interest rates fuelled credit and borrowing – the material and acquisitive society 
ensured that that happened. That created too much money in the economy, high street 
sales soared, but prices defied the rules by not increasing under the pressure. That was 
because the stores were awash with consumer goods of foreign manufacture which in 
turn led to record 300 year balance of trade deficits. But the Labour government should 
have stepped in when they saw house prices rising exponentially. But nothing was 
done, and the housing market has been wrecked – ask a first-time buyer. There is now 
no link whatsoever with earnings, and that is fatal.  And what self-respecting chancellor 
would have tweeked interest rates voluntarily when the increased VAT revenue on the 
sales was pouring into the UK exchequer? 
 
10  Before leaving the question of the spat about fiscal powers vis-à-vis GDP, in this 
context there has been no mention of what we mean by “GDP”, or any questions about 
how it is calculated. Fortuitously, given the later timing of this submission, two or three 
articles in the Independent between  26 and 29 January  broached the topic. The report 
by the Economics Editor Sean O’Grady on 26 January covered the ONS publication of 
the December 2010 Quarter’s GDP figure: a fall to -0.5%.  In the same issue of the 
paper, columnist Hamish McRae commented in his “Don’t believe the merchants of 
doom” stating that if economic data comes as a shock it is usually because it is wrong, 
giving four reasons for that: The figures do not square with the monthly estimates done 
by the National institute which suggested the economy actually grew by 0.5%; the ONS 
figures are preliminary estimates; the Government’s borrowing  figures showed 
reasonable tax receipts for VAT and excise duty, and the economy grew in October and 
November which may contradict the quarters fall. That prompted a letter from Joe Grice, 
Chief Economist at ONS who partially agreed with Hamish McRae,, and he provided 
some explanation, ending by asserting that the initial estimate of GDP is certainly 
imperfect, but that doesn’t stop it being a reliable piece of evidence. 
 
11 But that is not the first time questions have been raised about the provenance of 
GDP data.  On 25, 26 and 27 March 2004, James Dow’s article (25) reported on 
criticism by Professor Brian Ashcroft of the then Labour-led Scottish Executive’s 
estimates of Scotland’s (lower) estimates of GDP which seemed to at variance with its 
claims of higher growth.  That prompted Bill Jamieson to write: “A withering economy, 
bereft of leadership” featuring a “chain-weighting” change in the calculation, but 
criticising the obsession of the Executive with only “good news”.  That in turn led to my 
letter “Lack of transparency on GDP suits the politicians”  in which I stated it was time to 
stand back from the formulaic approach so beloved by economists, and explore the 
issue in words of one syllable. 
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12 I am enclosing a copy of each of the six papers referred to in the hope that it will 
discourage any dancing on the head of a pin over the matter without regard to the 
reality. 
 
13 A couple of  extracts from the Calman Report are apposite: 
 
In para 3.76, Calman states:  
 
This context has not affected our analysis of the principles surrounding the economic 
Union between Scotland and the rest of the United Kingdom; indeed if anything it has 
brought the issues into a much sharper focus. But the likely constraints on public 
spending, and the potential resilience of the Scottish economy to any destabilising 
effects, mean that we have had to give careful consideration to the likely impacts of any 
proposals for change and how they are implemented. A key implication is that change 
will have to be implemented carefully and in stages so as to avoid instability in the 
public finances. 
 
Para 3.75 of the Calman Report favourably exaggerates the circumstances of the 
economy we are in at present: 
 
Whilst we highlight these changed circumstances, we also recognise that the policy 
instruments available to tackle the challenges facing Scotland’s economy lie both in the 
Scottish and the United Kingdom Parliaments. Many of the policy instruments to 
promote economic growth are already devolved. In particular, education, land use 
planning, economic development, transport, enterprise and skills training all directly 
influence productivity and hence are major determinants of economic growth. Many 
other devolved policies, such as health and justice, will also relate to the performance of 
the Scottish economy. 
 
14  The economic debacle took place under a Labour term of office.  They are in denial 
about any role they had in the £180 billion deficit, later reduced to £155 billion. And 
Scotland was sucked into that.  We are entitled to ask: What explains government 
ministers being removed from office, for the first time ever, with smiles on their faces? 
The flipside is to consider, had the Conservatives presided over the debacle, where 
Labour would have laid the blame, and it would not have been on the banks. 
 
15  It is fanciful to make claims that we have any meaningful devolved powers over our 
economy – most of those listed in the above extracts were available prior to devolution. 
Of course, education, land use, planning, transport, etc, relate to the economy, but we 
lack control over the basket of taxes that are essential for economic management.  If 
Scotland is, indeed, a recognisable, viable economic unit, with a measurable GDP, then 
we need, and we are entitled to the kind of powers and responsibilities that can come 
only with fiscal autonomy.  Regarding measurement of GDP for Scotland, on the basis 
of the official annual official  report Government Expenditure and Revenue, Scotland 
(GERS) there is a problem about the assessment of the numbers. GERS is peppered 
with qualifications about Scottish figures, many of which are estimates and 
guesstimates.  Our income tax take was always estimated, as were other numbers. 
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How then can we have faith in any GDP assessment when an estimated income tax 
figure plays such a vital part in its determination – and, therefore, how credible is the 
figure of £4.150 billion (for the 10p rate) that Calman has set in stone for our financial 
and economic destiny? 
 
 16  If the caution described in 3.76, quoted above, is apposite to implementation of the 
Calman tax proposal, etc, then, of course, caution would also have to be exercised in 
the case of the only viable option of fiscal autonomy.  The major constraint is lack of 
adequate relevant information.   The GERS publication is mentioned in the above 
paragraph. From the start, in the early 1990s, GERS was used to present a purely 
Unionist view of the scene.  The figures used (doubtful though they were) and the 
invective in its narrative, were geared to demonstrating that Scotland would be in deficit 
if ploughing its own furrow.   Without North Sea oil etc revenues we would be broke.  
But without these revenues the UK Westminster government, and, dare I say it, England 
too would  be broke.   The paradox is that it was the same Unionist parties in 
government at Westminster that told us we could not wash our face, that had been 
pouring extra money into Scotland in the post-war years to thwart the SNP advances!  
So why did Wendy Alexander break ranks in her St Andrews day speech in 2007 to  
declare that she had never been one of those who believes that, uniquely among the 
nations of the world, Scotland is incapable of standing on its own two feet? 
 
17 The road to fiscal autonomy will be no picnic.  But neither is the present financial 
arrangement, nor that which Calman proposes. Fiscal autonomy would restore the 
essential link between the taxpayer and the politicians, and the voter and the politicians.  
It would provide the levers of power necessary for us to run the economy properly. It 
would put an end to the interminable disputes about our funding. It would put an end to 
English claims that their taxes are subsidising our public services. It is not possible to 
link one pound of English taxpayers’ money to Scotland’s funding.  At present, no 
matter how our private sector works its socks off, the VAT and other tax proceeds from 
that are shipped off to the UK exchequer.  Our whole economy would be boosted by a 
surge in activity with fiscal autonomy. We would be able to determine the optimum level 
of public services that we required, rather than those that are thrust upon us by the 
operation of the Barnett formula. It would do away with the “pocket-money” concept of 
our funding.  There would be no need for us to be subjected to an external needs 
assessment. It would make the politicians more accountable and answerable for its 
economic policies, and for the whole of its taxation.  Our GDP would be assessable with 
some accuracy, instead of the haphazard and uncertain methods that seem to operate 
at present. 
 
18 The cherished Barnett formula is capable of aberration and it is relevant to mention it 
here. When it was decided that England required more money to take forward its NHS 
reforms, which we were not doing here, we received our Barnett share. So out of the 
£8bn cost, Holyrood received a windfall of £800m per year.  However, the downside 
was that, when NIC was increased by 1p for both employers and employees, the 
Scottish economy was also inflicted with these increases that had a detrimental effect.  
The cost to employers represented a tax on jobs, and a threat to investment; and 
spending power was taken out of the pockets of pockets of employees.  And what is not 
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generally realised is that the whole public sector in Scotland also suffered cuts to 
budgets because local authorities, the NHS and the universities, etc, all had to cough up 
the cash for their employers’ share. Surely, this is not in the spirit of a sound Union? 
 
19 No apology is required for referring back again to Wendy Alexander’s speech in 
2007.   She is obsessed by the SNP and rails against it at length, and about the 
prospect of independence.  The success of the SNP is arguably due to its expressed 
concern about Scotland.  Were we ever to vote for independence (eg by returning a 
majority SNP government) then it would be independence for whichever party, 
thereafter, achieved power. But with the polls showing only about 30% support for 
independence, we are entitled to question what is causing all the apoplexy. 
 
20 So, independence is not necessarily the issue.  But the Unionist strategy is to keep 
girning on about it.  Preservation of the Union is what matters, almost to the exclusion of 
everything else – the policy issues that concern “ordinary” people have all but been put 
to one side.  The attraction of the SNP might be that they appear to speak about 
Scotland. Our well-being is the issue. 
 
21 We can explore the bizarre system we operate under regarding the economy: 
 
22 Many powers were not devolved to Holyrood in 1999, chief among them, curiously, 
was power over the economy; that was “reserved” to Westminster.  But Holyrood had a 
dalliance with economic matters. The then first minister Jack McConnell was forever 
regaling us with his achievements in that field without them being too apparent. Scottish 
Enterprise consumed half-a-billion pounds on “projects”, and on its salaries.  Yet, when 
an industrial or business crisis arose, we had a succession of visits from the so-called 
Scottish Secretaries (a post without portfolio), such as Helen Liddell, Douglas 
Alexander, John Reid and, latterly Jim Murphy (with the SNP ruling at Holyrood) 
scurrying up from London to get in on the act, and scurrying away again without any 
beneficial result.  When the Diageo problem occurred a couple of years ago we had a 
visitation from Mr Murphy and from his immediate predecessor in the post Des Browne, 
who, in fairness to him was the MP for Kilmarnock. Currently, we have the issue of the 
manufacture of wind turbines at Macrihanish, with the present incumbent Michael Moore 
waxing eloquent about it, but so far with nothing concrete in the offing. And it is Michael 
Moore, again, who was in attendance during the visit by the Chinese Deputy Prime 
Minister when economic matters were dominant. 
 
23 Now, all of that would seem to consolidate the “reserved” nature of economic 
responsibility with Westminster.  However, when there is no progress on an issue, it is 
left to Holyrood to ponder over.  When Labour governed here and at Westminster, the 
first minister would always find the weasel words to paper over the inactivity.  But the 
SNP first minister is not so reticent. Renewable energy is at the forefront of SNP policy, 
so wind turbines are of immediate concern, so it is right for Alex Salmond to highlight 
the anomaly – it is not  “fighting with Westminster “. 
 
24 So, the economy is either a Whitehall matter, or a Holyrood issue   -  an MP issue, or 
an MSP issue – it cannot be both.  It is not acceptable for there to be indecision about 
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dealing with matters that are always urgent and that are so important for jobs and 
prosperity  in Scotland. 
 
25 There is some awkwardness for Wendy Alexander in historic statements she has 
made.  In her introduction to the Fraser of Allander paper by Professors MacDonald and 
Hallwood: Fiscal Federalism Sept 2004) she wrote in the Introduction:  
 
Scotland has spent too long reflecting on her past glories , , , It is time to start looking 
for a new future for Scotland. the nation needs to focus on higher growth. The Allander 
series is dedicated to responding by catalysing a debate about achieving improved, 
sustainable growth. 
 
26 And in her 2007 St Andrews Day speech, she said: 

I believe that this work [of the future Commission] must recognise the benefits to 
Scotland of the stability of the macro-economic management we have enjoyed in the 
UK under a Labour Government.  

That is one of two important UK questions at stake here. The other is that for those 
committed to progressive politics across the whole UK the issue is how to allocate 
spending in a way that assesses need properly, is fair to all parts of the UK, and does 
not penalise the poor. By definition these questions have wider implications than just for 
than Scotland.    So a United Kingdom voice must be heard on these issues.  

27 These two quotations sit uncomfortably alongside the Calman proposal.  First, 
Calman does not advance the cause of Scottish economic growth one iota.  The income 
tax proposal is predicated upon the tax rising, never decreasing.  One way of boosting 
the economy is to reduce income tax. However, without having entitlement to the 
resulting additional VAT revenue from that, we could not benefit from the cyclical 
structure of taxation – and, if we cannot tamper with the rate of VAT, we could at least 
keep the additional proceeds.  And I have read what Professor Iain McLean (one of the 
Expert Group) has to say about the Laffer effect – from where we are at present, it could 
only be beneficial.    
 
28 Secondly, the obsession with the preservation of the Union in its present form 
produces  the quite irrelevant laundry list of items such as progressive politics (as if only 
Labour can deliver that), and allocating spending [ does Ms Alexander not mean 
financial provision, because we have council tax, too?] on a needs basis and in fairness 
to all parts of the UK. It is absurd that a satisfactory and meaningful solution to the 
problems of running a thriving Scottish economy depends on our consideration of “other 
parts of the UK”.  It has undertones about the ownership of the proceeds of North Sea 
resources.  I have dealt with needs at some length earlier in this narrative.  I comment 
that all these problems occupy a three-dimensional matrix, so some cross-reference 
occurs. 
 
29 There is another issue that bears mention in the context of devolution and its 
improvement.  No one can have missed the current protests about tuition fees aimed 
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mainly at the Liberal Democrats.  There is some hypocrisy from Labour on this.  They 
stood against such fees in their manifesto but introduced them when in power.  When 
they embarked on their proposal on top-up fees in England in 2006/7, they did not have 
sufficient support from their own MPs, so they required support in the voting Lobby of 
Labour MPs from Scottish constituencies. Furthermore, as they choose to attack the 
Coalition proposals (without themselves having a policy of their own, except opposition) 
they will again benefit from Scottish Labour MPs voting with the English on this matter 
that will not apply in Scotland. That is the 40-year old West Lothian Question.  A 
solution to that needs to be mopped up in the debate on Calman, who ignored the 
issue. The English feel downtrodden democratically – they should have a form of 
devolution, too. Coincidentally an article in The Times on 28 January and one by Gerry 
Hassan in The Scotsman on 29 January are reminders of the kind of iniquity that is a 
real threat to the Union. 
 
30 It may be seen as unfair to include what may appear to be a party-political stance 
when considering Calman.  However, it is valid to re-run some quotations that are 
relevant to the evangelism that has permeated the issue of how best to take devolution 
forward.  If one individual, and one Party, stands out in the preamble to the topic, then it 
is valid to highlight the circumstance that led directly to the “initiative” that created 
Calman. 
 
31 But it is not a party-political matter; it is a constitutional matter – we have 
constitutional chaos, and action is required.  This narrative is oriented in that direction.  
If Calman is the answer, then we are asking the wrong question.   So far as 
accountability and the economy are concerned, it is not possible to be a little bit 
accountable, any more than it is possible to be a little bit pregnant. 
 
32 There must be another way.  But party predilections, and concern about their own 
self-aggrandisement, stand in the way of a remedy from the politicians. What is required 
is, shock horror, another commission comprising experts in the field of the constitution 
and economics, with a relatively open agenda, to come up with a report that answers all 
the questions that have been proscribed hitherto. 
 
33 One more quotation from Wendy’s speech: 
 
I firmly believe it is time for a review of the Scottish Constitutional Settlement.  However 
it is only by understanding the past that we can plan the future. So on this St. Andrew’s 
Day I think it is an opportune time to reflect on the future of Scotland. 
 
34 We can agree with Wendy with her view that it is only by understanding the past that 
we can plan the future.   However, the problem is that we can disagree with her 
impression of the past, and of how to plan the future, and this narrative attempts to 
explore the reality of the past, and the flaws in the Calman proposal  for income tax. 
 
35 Calman will not achieve the prospects for accountability and the economy that it 
claims.  Fiscal autonomy would.  Until a viable plan is worked up we would be better to 
stick with even the unsatisfactory Barnett formula.  Its arithmetical end-product will 
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eventually achieve parity of per capita funding with England.   In other words, we will 
end up with the same funding  per head as England, although differences in respective 
of differing council tax levels etc would mean spending might be different per capita.  
Allowed to run on that will happen, and our spending would have to reduce 
considerably. Paradoxically, the essential cuts being imposed on Scotland will influence 
that.  We could stop relating our expenditure to that of England in per capita terms – 
that is only a convenient standard of measurement in any case. So restating from a 
lower baseline will drive the case for fiscal autonomy – we would be in a position to 
return to the real world and assess what our revenue is, and what is the optimum level 
of public sector we require.  The irony is, the extra money that the Unionist governments 
poured in to Scotland over many years would be removed – by these  same Unionist 
parties that put it in for party advantage in the first place.   
 
36 In view of the level of the recent debate so far, I am forced to the conclusion that “It’s 
not the Economy, stupid! 
 
 
 February 2011 


