
Additional Evidence: Professors Andrew Hughes Hallett and Drew Scott 

The questions that arose during our evidence session before the Scotland Bill Committee 

on 11 January focused mostly on the difference between a systematically higher growth 

rate and higher levels of national income or performance. The official record for that 

session of the committee shows the convener demanded evidence on the effects of fiscal 

devolution on growth rates eight times, before switching to calls for evidence on the 

effect on GDP levels (three times), and then reverting again to evidence on growth rates. 

 

The record also shows we tried to explain the differences but were unable to complete the 

necessary evidence. The following is designed to show the difference.  

 

1. The Impact of Fiscal Autonomy of Growth and Productivity (GDP per head) 
 

The questions posed in the letter from the convener to ourselves (dated 20 January 2011) 

are two: i) to clarify that there is no robust evidence that greater fiscal devolution is 

associated with higher rates of GDP growth; (ii) to affirm that, to the extent that fiscal 

devolution does produce higher levels of GDP, it does so through the devolution of 

spending powers, not the devolution of revenue raising powers. 

 

The first statement is correct, but likely to mislead. It is true that there is no evidence 

involving long term growth rates. But fiscal devolution does increase the level of GDP 

per head, as stated on p. 39 of our paper. Having first laid out the results quoted from 

earlier research papers, which were typically quoted in terms of the impact on growth 

rates, we pointed out that this could not be correct. Systematic changes in growth rates 

depend on other factors and cannot be the result of an increase in the degree of fiscal 

devolution alone. Other factors, such as an increase in the growth of innovation and 

technical progress, or in the labour force, would have to be involved as well.
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  But an 

increase in productivity, GDP per head, can and typically is the result of such an increase. 

We made the distinction clear and explicit on p.39 with the following paragraph: 
 

“There are two reasons to be cautious with these results. First, although they are 

quoted as leading to higher growth rates, growth models in economics usually show that 

the result of a one-off increase of some growth creating factor is an increase in the level 

of output, not a permanent increase in growth rates. For a permanent increase in the 

growth rate, continuing increases in that factor would be needed every year. But the 

degree of fiscal decentralisation cannot go on increasing without limit; and even if the 

consequences of an increase in devolution took some time to be realised, they would 

eventually come to an end. Hence, the figures in the previous paragraph are better seen 

as medium to long term gains.”  
 

The letter from the convener has asked us to clarify this point further. This can be done 

most easily with a diagram: 

 

                                                 
1
 Professor Feld made the same point in his evidence to the committee. 



 
 

This diagram shows how GDP per head might increase after time period 0t . The growth 

rate, the speed at which GDP per head expands, is given by the slope of one of the lines: 

say AC or AF. If there is to be any uplift in GDP per head at some point, then logically 

the economy must expand to get there. That means a short period of extra growth, as 

shown in the diagram. If tax devolution were introduced at 0t , we would go from B to D 

(a short period of extra growth) and then to E (old growth rate returns). You are richer at 

every point than you would have been otherwise (BC), but you don’t grow at a faster rate 

than before (BG) unless you also adopt the additional measures that the higher revenues 

just created would make possible. This is why we devoted time discussing what those 

additional measures might be, and the institutional arrangements needed to support them. 

 

An analogy may help here. An increase in GDP can be compared to a pay award for good 

performance. Your earnings will be permanently higher than they would otherwise have 

been, but the underlying growth rate in your salary (the "rate of growth" of the economy) 

remains the same thereafter. Of course, if you keep on getting awards because you 

consistently perform better, your earnings will continue to grow at a faster rate. But that 

is not guaranteed. This is why we supplied figures only for the uplift that can be expected 

over five years – corresponding to the gains represented by section BDE in the diagram. 

 

Why, from first principles, these outcomes should be expected: 

Is the implication of the first question misleading, if not wrong? A survey of the available 

academic research is given in a paper by Feld and Schnellenbach (2010) cited by the 

convener in her questions. It is the successor paper to the surveys by Feld et al (2004, 

2007) that we had quoted in our paper. This new survey provides evidence from first 
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principles, based on work by Brueckner (2006), that greater fiscal autonomy will be 

unambiguously associated with higher output levels and higher steady state growth rates 

if taxes move to support the chosen levels of public spending; that is, if tax devolution is 

included along with spending devolution. This result continues to hold, and robustly so, if 

tax competition is allowed between regions. But it does not follow if the tax regime 

involves a shared tax base, as is proposed in the Scotland Bill.
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These arguments therefore imply that greater fiscal autonomy might be expected to 

deliver a better economic performance in terms of GDP per head. There is no guarantee, 

however, if policymakers are incompetent or the economic institutions weak, or if shared 

tax bases are involved. But that is true in any system. And it is especially true in the new 

Scotland Bill since that, unlike fiscal autonomy, explicitly depends on a shared tax base.  

 

So what has happened in the many countries that have adopted fiscal devolution? A quote 

from Professor Feld’s own evidence to the committee may help:  
 

“Decentralisation of taxes and spending leads to a more efficient public sector and it 

enhances economic performance (GDP per head). Fiscal decentralization does not lead 

to higher economic growth” (paragraph 25). 
 

In our paper we state that fiscal decentralization might be expected to “…raise GDP”. 

That is not the GDP growth rate. We are at one with Professor Feld; there is no selective 

quoting in our paper. 

 

Spending vs. Revenue Devolution: 
 

The second proposition raised by the committee is simply wrong. There is no evidence 

that, if fiscal devolution raises GDP per head, it does so through the devolution of 

spending powers, not through the devolution of revenue raising powers. If anything, the 

opposite is true. The evidence on that point is quite emphatic: expenditure devolution 

depresses GDP levels, while devolving revenue powers increases them. To quote 

Professor Feld’s own evidence to the committee:  
 

“… we have found evidence that fiscal decentralization can have a positive effect on 

economic performance, measured by output per capita. There is, however, no robust 

evidence for a positive effect on growth, positive or negative”.    
 

and 
 

“Revenue decentralisation has the expected positive effect on productivity, and is 

consistently highly significant. Expenditure decentralisation, however, has a robust and 

highly significant negative effect on productivity ….” (paragraph 21). 
 

Thus, Professor Feld’s survey evidence shows that devolving revenue powers has been 

found to deliver a positive and highly significant effect on economic performance 
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 There are further arguments that fiscal autonomy will deliver a better economic performance when 

ignorance of regional conditions, pork barrel spending or central coercive power are serious problems.  

 



(GDP/head), whereas expenditure devolution tends to have a significant negative effect 

on performance. That again supports our contention; but suggests that the Scotland Bill, 

where devolution is to remain 85% expenditure based, will be distinctly unhelpful – if not 

likely to hold the Scottish economy back. 

 

Why did our earlier work not distinguish expenditure from revenue devolution? Most 

studies use devolved expenditure shares as a proxy to indicate the degree of devolution, 

not to imply that is the only item which is devolved. In the example in our paper, they are 

synonymous since it is a study of devolution in US states. Because those states (and city 

or county governments) face balanced budget requirements, they cannot spend what they 

have not raised themselves – as distinct from what the federal government may or may 

not spend.  

 

The difficulties faced in most studies using just one simple proxy to capture the extent of 

fiscal devolution are evident from the following (p. 37 of our paper): 

 

“One fact that all authors seem to agree on, is that it is very hard to agree on one index 

that measures the degree of devolution achieved. To capture different characteristics of 

fiscal devolution, for example the difference between administrative vs. effective (in the 

sense of separate decision making) decentralisation at the same time as the extent of 

decentralisation, will require two or more such indices. This has not always been done.” 

 

The committee should therefore be aware of the difference between using the share of 

expenditure devolution as an index to proxy the general degree of devolution (of different 

types) present, as opposed to using the share of spending devolution as a factor that in 

itself causes a higher level of GDP per head.  

 

It is obvious that adding revenues to the devolved expenditure instruments will, other 

things equal, lead to a better economic performance because doing so adds to the number 

of choices the government can make to reach its targets (for example, by choosing the 

size of the budget as well as what that budget is spent upon). It would therefore be best to 

devolve both spending and tax raising powers. But if it is required to choose between the 

two, then, in the light of Feld’s evidence above, it will be better to devolve tax raising 

powers before spending powers. That is the opposite of what the new Bill does. 

 
Direct Empirical Evidence: 

We cited only one study in our paper. But the empirical evidence in favour of our 

position goes much further than the committee allows. There are many other studies that 

report results in line with ours: for example, there are several studies of other OECD 

countries (e.g. Germany, Switzerland) that show that improvements in GDP per head 

come with tax and spending devolution – for example those by Thiessen and another six 

studies cited by Hallwood and MacDonald. However, the evidence on the link between 

fiscal devolution and a systematic increase in growth rates is mixed. 

 

Secondly, a look at the performance of the regions with devolved taxes in Spain, relative 

to the rest of (non-autonomous) Spain, shows the same thing. In Navarra, GDP/head grew 



from 25.9% above the non-autonomous average to 29.3% above between 1995 and 2009. 

For the Basque country, GDP per head rose from 19.3% to 34.2% above that average. 

This is an effective “controlled” experiment because no other institutional changes were 

made in that period, apart from the introduction of fiscal autonomy in 1995. The point is 

not that these two regions were richer than the rest of Spain; they were, but that they 

increased the degree to which they were richer after tax devolution was brought in.  

 

Notice also that these gains represent increases in GDP per head of between 0.25% and 

1.06% per year over the period indicated. 

 

The unemployment rates are instructive too. Unemployment has risen in all of Spain, but 

the rates in the Basque country (10.9%) and Navarra (11.6%) has remained at about half 

the non-autonomous Spanish rate (20.3%) throughout the current recession to 2011. 

However, non-autonomous Catalonia suffered, with unemployment rising 18% in 2010
3
. 

It appears that fiscal autonomy, sensibly managed, can help us weather a recession better 

than a centralised system. As a result the Basque credit rating remained AAA when that 

for Spain fell to AA. 

 

Recent work in the American Economic Journal (2010) provides more direct evidence; 

for OECD countries, a 10% reduction in corporation tax (or factors that reduce that tax 

liability, such as R&D credits) typically increases the investment rate by 2%; growth by 

1%-2%
4
; the number of entrepreneurs from 3 to 5 per 100 population; and company 

registrations by 20%. 

 

Finally, a recent paper by Arnold et al in the Economic Journal (February 2011, pF64) 

reporting on a study of 21 OECD counties over 34 years, produces a whole range of new 

results on the effect of changes in tax structures on investment and productivity (both key 

components in generating growth). An example, and perhaps their most striking result 

from the “growth ranking” of different tax policies, is that restructuring to change the 

incidence of income, consumption and property taxes can be used to “increase GDP per 

head by between 0.25% and 1% in the long run”. Although this is not a result driven by 

the share of decentralised revenues, it is important for three reasons:  

a) it shows the value of being able to vary taxes in revenue neutral, inequality minimising 

ways to create higher productivity (GDP/head). This is an option under fiscal autonomy, 

but is not possible under the Scotland Bill. The explanation is that, given tax devolution, 

fiscal policies can be tailored to increase performance in any specific circumstances.  

b) Although only three taxes are involved here, the improvements in GDP per head are 

only a little short of those quoted in our original paper. That confirms that our earlier 

estimates were reasonable.  

c) These improvements come from changing the tax structure, an option which is possible 

under revenue devolution but not under spending devolution. 
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 Spanish National Institute of Statistics (January 2011) 

4
 See Hallwood and MacDonald (2009) 



Additional Numerical Evidence: 

To check on the validity of our argument, and the evidence presented above, we repeated 

this exercise on a new data set, a new sample of countries, a different time period and 

with a different methodology. The results confirm the point we have made. A simple way 

to do this is to compare GDP/head to the share of revenues devolved across different 

countries. We use data from the IMF’s “World Economic Outlook" October 2010, and 

“Government Financial Statistics” for 2008, take a sample of OECD countries 

comparable to Scotland: UK, Switzerland, Sweden, Canada, Netherlands, France, 

Germany, Spain, and the US. Note several are richer than the UK; but some are poorer or 

about the same. 

  

Specifically: Switzerland, with 70% of cantonal revenues devolved, has a GDP per head 

84% higher than the UK in 2010; Sweden, with 34% of revenues devolved, had a GDP 

per head that is 31% higher; Canada has revenues 53% devolved and a GDP/head 26% 

higher. This suggests a positive impact on economic performance defined as GDP per 

head. But is the impact statistically significant?  

Consider now the full sample of 9 countries:  

 

                              y=α+β.x + u, 

 

where y= GDP/head (in $thousands), x= % of revenues devolved, u=regression error.  

 

Results: α=33.165; β = 0.329; R-sq=0.392; t-ratio for β is 2.283.  

  

The critical value for a one-tail t-test (ie to test for a positive relationship) with 7 degrees 

of freedom and at the 5% significance level is 1.895. So at all conventional levels of 

significance, this is a robustly significant positive relationship. It is not even marginal. 

 

It implies that a 1% increase in revenue devolution might, at the UK level of GDP/head, 

be expected to increase a country’s GDP/head by 0.91%. That is a figure well within our 

previously estimated range of 0.6% to 1.3%. Note that these results are obtained from the 

proportion of revenues devolved, in line with the Feld and Schellenbach paper quoted 

earlier, not from the share of spending devolved. It is very hard to believe that all these 

countries would go to the trouble and expense of setting up a tax collection system and a 

devolved decision making framework at the regional level if they did not see some 

material advantage in it.  

 

Specific Questions in the letter from the Convener: (dated 20 January 2011) 

 

a) You ask if we are happy to confirm that the evidence in our paper on fiscal 

autonomy refers to the link between fiscal devolution and expenditure powers, not 

tax raising powers.  

 



      This is emphatically not our position, and it was never our position for the reasons      

we have stated above. We repeat: Revenue decentralisation has the expected 

positive effect on productivity, and is consistently highly significant. Expenditure 

decentralisation, however, has a robust and highly significant negative effect on 

productivity.  The only reason the committee got confused on this point is because 

they read the results quoted on p39 of our paper, without reading the explanation 

of why one has to be careful in interpreting the results on p37 (and reproduced 

above). In this case, the devolved expenditure devolved proportion is being used 

to proxy the total degree of (tax and spending) devolution. We have given reasons 

in this note why devolving both tax and spending logically must give higher 

incomes per head than devolving either alone, and explained that of the two 

options devolving tax powers is the one found to increase productivity and the 

level of income per head. Expenditure devolution, which is the main component 

in the Scotland Bill, by contrast is found to depress productivity and incomes per 

head. 
 

b) You ask if the committee understands, and has not misrepresented our views and 

analysis on the link between fiscal devolution and growth and the growth rate. 
  

The committee has misunderstood and misrepresented both our views and the 

evidence we quoted. We repeat: academic research has found evidence that fiscal 

decentralization can have a positive effect on economic performance, measured 

by output per capita. There is, however, no robust evidence for a systematic 

positive effect on growth, positive or negative.  The reason the committee 

misunderstood this evidence and our interpretation of it is because they did not 

read the statement on p.39 (repeated above together with the diagram). The 

available empirical evidence shows a step increase in GDP with greater fiscal 

devolution, but not a systematic increase in the growth rate. Logically however 

there has to be a temporary if brief increase in growth if GDP per head is to 

expand to its new higher level (as shown in the diagram). But that does not mean 

additional increases in the growth rate after that point. It does however mean that 

the economy will be permanently richer that it would have been otherwise.  
 

Many studies in the economic literature adopt exactly the same language to 

explain this effect: see, for example, the paper by Arnold et al in the Economic 

Journal, February 2011, pF64, where they talk of a “growth ranking” of different 

tax arrangements that would “increase GDP per head by between 0.25% and 1% 

in the long run”. That implies a permanently richer economy, but no long term 

increase in the rate at which it grows. We think the committee misunderstood this 

evidence because they did not understand the difference between a change in a 

level of GDP and a change in the rate of growth of GDP. 
 

c) We have not discussed this paper with Scottish Ministers, so we cannot comment 

on the thinking behind their interpretation of it. But in the light of the last point, 

your quote from their publication of 10
th

 January 2011 seems to be an entirely 

legitimate interpretation of the evidence. It parallels the point made in b) above 

very closely. 

 


