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The Government Expenditure and Revenue Scotland statement for 2021 is out, |

suspect that it is no surprise to anyone that the tale is of gloom and woe for Scotland.
This chart summarises the headline:

Table S.1: Net Fiscal Balance: Scotland and UK 2016-17 to 202021

£ millien
2018-17 2017-18 2018-19 2019-20 2020-21
Scotland - Excluding North Sea -16,413 -16,300 -15.088 -16,665 -36.889
Seotland - Including North Sea (gecgraphical share) -16,255 -15,159 -13.729 -15,821 -36.340
As % of GDP
Scotland - Excluding North Sea -10.6% -10.3% 9.2% -10.0% -23.8%
Scotland - Including North Sea (geographical share) -10.1% -B.9% -T. 7% -B.8% -224%
LK. -2.7% -2.6% -1.6% -2.6% =14.2%

The claim will be that Scotland has done much worse than the rest of the UK. This chart
supports that claim:

Table $.2: Current Budget Balance: Scotland and UK 2016-17 to 2020-21

£ million
2016-17 2017-18 2018-19 2019-20 2020-21
Scotland - Excluding Morth Sea -12,937 -12,596 -12.086 -13,937 -35,603
Scotland - Including North Sea (geographical share) -12,778 -11,455 -10.728 -13,082 -35,143
As % of GDP
Scofland - Excluding Morth Sea -8.5% -8.0% -TA% -B8.3% -23.1%
Scotland - Including North Sea (geographical share) -T.9% -6.8% -6.0% 1A% =21.7%
LK -0.7% -0.4% 0.3% -0.6% =11.6%

The gap between the Scottish position and the UK position has been running at around

7%. Now it is over 10%. So relatively it will be claimed Scotland has done much worse
than the rest of the UK in the current crisis.

But is that true? Revenues as a proportion of those of the UK have been remarkably
consistent:

Table S.3: Total Revenue: 2016-17 to 2020-21

£ million
2016-17  2017-18  2018-19  2019-20  2020-21
Scofland — Excluding North Sea revenue 68,303 61,225 64,158 65,312 62,287
Seotland - Including Morth Sea revenue (geographical shara) 50,4581 62,367 85,516 66,157 A2,837
As % of UK total revenus
Scolland - Excluding North Sea revenue T8% T.8% 7% T.9% T.E%
Seolland - Including North Sea revenue (geographical share) 7.8% 8.0% B.0% B.0% 7.8%
As % of GDP
Scotland — Excluding Nerth Sea revenue 36.9% 36.8% 30.1% 30.1% 40.2%
Scotland = Including North Sea revenue (geographical share) 36.9% 36.8% 36.7% 36.9% 38.7%
UK — including all North Sea revenue 3I7.T% 37.6% I7.T% 37.3% 38.0%
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https://www.gov.scot/publications/government-expenditure-revenue-scotland-2020-21/

The proportion of revenue raised in Scotland is almost constant. So the claim has to be
on the spending side:

Table $.5: Total Public Sector Expenditure: 2016-17 to 2020-21

201617 2017-18 2018-19 2019-20 2020-21

Scotland - £ milkons 75,716 77,525 79,248 8977 98,176

Share of UK (%) 9.3% 9.3% 8.3% 8.3% 8.1%
As % of GDP

Scotland - exchuding North Sea 49.7% 49.7% 48.3% 49.0% 64,0

Scofland - including geographic share of North Sea 47.0% 45.7% 44.4% 45.7% 61.1%

LUK — Inciuding al Morth Sea 40.4% 40.2% 39.5% 39.8% 52.1%

And just look - the gap there has increased from spend being 5.% of GDP to 10% of
GDP.

That is interesting. Because what | have spotted is something that supports my
hypothesis that all this is manipulated by GDP being wrong. This is my modification of a
table in the GERS document:
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| have shown column headers to make it clear | added columns F, G and H.

What | show is that income tax is underpaid in Scotland, as is corporation tax pro rate
to the UK. On the other hand, apparently Scotland overpays all the taxes on
consumption compared to the UK, such as VAT and the various duties on tobacco and
SO on.

This could, of course, be true. But actually data on VAT and the duties is not known in
Scotland, and the claim that even income tax data is known cannot actually really be
said to be true: these are estimates. On the consumption taxes the estimate is based
on people in Scotland having higher spending in proportion to income, and so paying
more consumption taxes. This claim would be supported by the suggestion that
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incomes and profits in Scotland must be lower than in England because proportionately
income and corporation taxes are lower.

But, suppose that is not true? No one actually knows how much profit is made in
Scotland and no one will until there is a national account for it.

And no one also knows how much Scottish rent and interest paid is subject to tax in
England when it should be taxed in Scotland.

And since wages only represent half of GDP the obvious fact that GDP may be shifted
out of Scotland to present distortions is high, with tax being understated as a result.

| am willing to buy the story that the Scots overpay direct taxes and so are penalised by
the lack of progressivity in the UK tax system. But | also think that income and
corporation taxes, as well as capital gains taxes and inheritance taxes, are all seriously
underpaid in Scotland - because the owners of that income and that wealth in Scotland
pay their taxes on it in England.

How much would the adjustment be? It looks like to would be at least £3,000 milliuOn
based on this data, although that is just a very rough estimate. That's around 5% of
Scottish revenues though - and enough to cut the deficit by a significant amount as a
result. In other words - even the apparently consistent income side looks wrong -
because maybe it always has been.

But let's look at the spend. Here, very oddly, GERS makes no direct comparison with the

U K Table 3.1: Total Expenditure: Scotland 2020-21

Scotland

General public services

Public and common services 2410 2.4%

International services 224 0.9%

Reserved public sector debt interest 2,347 2.4%

Local government pension fund interest expenditure 1,514 1.5%
Defence 3637 3.7%
Public order and safety 3,392 34%
Economic affairs

Enterprise and economic development 11,218 11.3%

Secience and technology 589 0.6%

Employment policies 208 0.2%

Agriculture, forestry and fisheries Ba1 0.9%

Transport 4 485 4.5%
Environment protection 1,532 1.5%
Housing and community amenities 2,259 2.3%
Health 18,026 18.2%
Recreation, culture and religion 1,571 1.6%
Education and training 8,485 8.6%
Social protection 26017 26.2%
EU transactions 278 0.3%
Accounting adjustments B.403 8.5%
Total Expenditure 99,176 100%

So, let me add the UK data and interpret it a bit:

Table 3.1: Total Expenditure: Scotland 2020-21

Sootand UK
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inlirrasionsl services o4 .5 1,20 1.0 8.2% 1.1%|
R v public pecior debl ineres| 861 3.0 1,460 3% 9.3%) 14.9%
Loeal geverrmen perion fund inerest e pendiieg 154 1.5% -
Detance 3637 37 44557 1% 8.2% 0.8%
Pusiic crder g saloty 338 34 36,633 35%) 8.8% B.4%
Econom ic aflairs Page 3 5
Enter prisi and ecoromic deseopmant i) ", 127285 1.6%) 8.8% B.8%|
Sekence and nchnalogy ] LT 7.580 a7 7.8% R
Emgloymiant policies 08 [E 2598 a7% 7.9% =2.1%|
Agricutiura, forestry and fsharies. &8 0.4 6,356 B, 13.9% 71.1%|
Trarsport A85 4.5 45,134 L% 8.9%| 22.7%|



The four columns on the right are my workings.

First, notice that Scottish data is inflated compared to the UK by including local pension
fund costs, which are not in the UK data, which you might say is odd.

Then note how different the weightings of total spend are.

But the really interesting columns are the last two. The penultimate column shows the
percentage of the total UK spend allocated to Scotland. Scotland had an 8.1%
population share in 2020.

In the final column | compare the allocated share to Scotland with the anticipated 8.1%
share and state the difference as a percentage of that 8.1% share. And then some
really odd facts come out. For example, why has Scotland got a disproportionately
large share of interest payments, picking up almost 15% too much?

And why are common services so heavily, apparently, biased to Scotland?
Even accounting adjustments are over-apportioned to Scotland.

If these areas - which are likely to be simple apportionments - are overstated how
reliable is the rest of the UK spend apportionment? | would suggest that the chance is
very low. The evidence that costs are being piled onto Scotland looks to be very high to
me based on this data.

| am trained as an auditor. The first thing | do when looking at any data is to make sure
that it looks credible. Bluntly, and as ever, the data for 2021 within GERS looks to be
wrong on both income (understated) and expenditure (heavily overstated).

But let's also look at what the auditor also asks, which is does this data first the need of
the user? Here the GERS document says:

What Questions Does GERS Address?

GERS addresses three questions about Scotland’s public sector accounts for a given
year:

* What revenues were raised in Scotland?

* How much did the country pay for the public services that were consumed?

* To what extent did the revenues raised cover the costs of these public services?
So, are the questions answered is what | have to ask?

With regard to question 1, the answer is we simply do not know: we do not know that
Scotland's taxable income is fairly stated and we have no clue of what proportion of
some tax were paid in Scotland. So the data on revenues is likely to be wrong.

With regard to 2, the data is just wrong. That's not just because the data estimates look
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wrong but also because of something else that is very important. In 2020/21 about
£300 billion of the costs of public services in the UK as a whole were not paid for out of
taxes. They were paid for by quantitative easing. There is not a single mention of this in
the GERS document. But what that means is that actually total spending out of taxes
was not £1,094,000 milliOn as the above data implies. They were actually about
£800,000 million, or £800 billion. That QE is never going to be cancelled whatever the
Bank of England says. In that case, the question asked is the wrong one: the UK did not
pay with taxes for all the spend incurred so why should it be claimed that Scotland
must?

And as a result the equation supposedly implicit in the third question is a false one.

The data in GERS is unfit for purpose. It is very likely wrong. And it does not answer any
fair question that can be posed about the actions of any government of Scotland. All
we need to do is keep pointing that out in that case.

And keep asking that the Scottish government do better. | remain baffled as to why
they do not want to do so.
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