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Introduction

The Deputy First Minister, John Swinney, set out “four important
factors” in arriving at the measures announced in the 2023/24
Scottish Budget:

e The pressures on the public finances mean that in some cases, the
Scottish Government's plans will need to be delivered on a longer
timescale than originally envisaged.

e The requirements for public sector reform, set out in the Medium
Term Financial Strategy and the Resource Spending Review, will
become ever more necessary. The Scottish Government will act in a
way consistent with the principles of the Christie Commission,
placing “significant emphasis” on early intervention and
prevention.

e Significant increases in input prices and energy costs mean that
the capital budget will be unable to deliver as much as would have
been considered possible only a few months ago.

e An uncertain inflation outlook, and the need to still conclude some
current year pay deals, mean that a public sector pay policy for
2023/24 will not be published until the new year.

Subject to these major constraints, Mr swinney set out three priorities
for "a different path” from that taken by the UK government:
-eliminating child poverty;

-prioritising the transition to net zero; and

-investing in public services.
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ECONOMIC UPDATE

The Scottish Budget arrived towards the end of a busy week for
economic news:

On Monday the Office for National Statistics (ONS) published its
latest monthly GDP estimate. The UK economy is estimated to have
grown by 0.5% in October 2022, following a fall of 0.6% in the
previous month. On a three-month view (August-October) GDP fell by
0.3%, suggesting the economy may already be in recession.

On Tuesday the ONS turned its attention to employment with its
latest labour market overview. This showed unemployment increasing
marginally to 3.7%, still a historically low level. Worryingly for the
Bank of England, the ONS reported earnings growth rising to 6.1%
(6.9% in the private sector and 2.7% for the public sector).

On Wednesday the latest inflation figures were issued. Annual CPI
inflation in November was 10.7%, down 0.4 % from what appears likely
to have been an October peak and 0.2 % below market expectations.
On Thursday, shortly before the Scottish Budget announcement, the
Bank of England increased the Bank Rate for the ninth consecutive
time in twelve months, raising the rate to 3.5%, its highest level since
November 2008.

Inflation v Bank of England bank rate
December 2019 - December 2022
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https://www.ons.gov.uk/economy/grossdomesticproductgdp/bulletins/gdpmonthlyestimateuk/october2022
https://www.ons.gov.uk/employmentandlabourmarket/peopleinwork/employmentandemployeetypes/bulletins/uklabourmarket/latest
https://www.ons.gov.uk/economy/inflationandpriceindices/bulletins/consumerpriceinflation/latest

To this flood of pre-Budget data can be added the Autumn Statement -
a UK Budget in all but name - delivered just four weeks ago by Jeremy
Hunt, the latest Chancellor at Westminster. Clearly the Deputy First
Minister, John Swinney, standing in for Kate Forbes, the Cabinet
Secretary for Finance and the Economy currently on maternity leave,
had no shortage of economic or fiscal challenges in preparing the
Scottish Budget.

As part of that deputising role, last month Mr Swinney published an
Emergency Budget Review in which he made clear that “The financial
situation facing the Scottish Government is, by far, the most challenging
since devolution”. To address what he said was a £1.7 billion projected
2022/23 budget shortfall, Mr Swinney announced a series of savings and
spending cuts.

The measures in Mr Hunt's Autumn Statement mean the Scottish
Government will receive an additional £1.0 billion in 2023/24 and £0.8
billion extra in 2024/25 according to calculations in a pre-Budget report
by the Fraser of Allander Institute (FAI). The Institute suggested that
those sums would cover the impact of higher than assumed inflation on
the spending budgets for those two years. Nevertheless, ahead of the
Budget the outlook for spending looked to be heavily constrained. The
Scottish Government's May Spending Review implied that there would
be real terms cuts in many areas between 2022/23 and 2023/24.

Given that backdrop it is not surprising that Mr Swinney chose to follow
some of Mr Hunt's revenue-raising measures, such as freezing most
income tax bands and reducing the threshold for the top rate of tax.
However, he also introduced some additional tax-raising measures of his
own.

WWW. HALL-MORRICE.COM



https://www.gov.scot/publications/emergency-budget-review-2022-23/#:~:text=The%20Emergency%20Budget%20Review%20represents,public%20services%20and%20our%20economy.
https://fraserofallander.org/wp-content/uploads/2022/12/Scotlands-Budget-Report-2022-Final-for-publication.pdf
https://www.gov.scot/publications/scottish-resource-spending-review/#:~:text=The%20Resource%20Spending%20Review%20is,focused%20on%20delivering%20our%20outcomes.

TAX ANNOUNCEMENTS

Income Tax

The 2023/24 income tax bands will remain the same as for 2022/23, except for the top
rate threshold which will fall to £125,140, in line with the reduction for the rest of the UK
announced in the Autumn Statement.

The higher and top rates will both increase by 1% in 2023/24 to 42% and 47%
respectively.

Scottish taxpayers — non-dividend, non- 2023 2022/23
savings income

/24
Starter rate on taxable income up to £2,162 £2,162

LAND AND BUILDINGS TRANSACTION TAX (LBTT)

There will be no changes to the LBTT bands despite the now temporary reduction in
stamp duty land tax in England following Kwasi Kwarteng's September ‘mini-Budget’.
However, the additional dwelling supplement will rise from 4% to 6% from 16
December 2022.

Land and buildings transaction tax (LBTT) on slices of value

Residential property % Commercial property
Up to £145,000 0 Up to £150,000
£145,001 — £250,000 2 £150,001 - £250,000
£250,001 - £325,000 5 Over £250,000
£325,001 - £750,000 10

Over £750,000 12

First-time buyers: 0% on first £175,000

Additional residential and all corporate residential properties £40,000 or more: add 6% to
rates from 16 December 2022
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SCOTTISH COUNCIL TAX RATES

2022/23 was the first year since the SNP came to power in which councils were given
complete freedom to increase council tax levels, and most did so by 3%. For 2023/24 the
Scottish Government will again not seek to cap or freeze council tax rates.

SCOTTISH NON-DOMESTIC RATES

From April 2023 nhew rateable values will be introduced, based on property values as at

1 April 2022. The poundage will be frozen at 2022/23 levels. A new revaluation transitional relief will
see increases in hon-domestic rate liabilities due to revaluation capped (in cash terms), as detailed
below:

Proposed year-on-year Scottish 2023 transitional relief caps (%)

Rateable value 2023/24 2024/25 2025/26

Large (over £100,000) 37.5 1125

The number of properties which are liable for the higher property rate will be reduced
by an increase to £100,000 in the rateable value threshold.

The small business bonus scheme (SBBS) relief will be reformed and eligibility
extended. 100% relief will be available for properties with a rateable value of up to
£12,000 and the upper rateable value for individual properties to qualify for SBBS relief
will be extended from £18,000 to £20,000.

SBBS relief will taper from:

100% to 25% for properties with rateable values between £12,001 to £15,000; and
'25% to 0% for properties with rateable values between £15,001 to £20,000.

Cumulative rules will remain in place including the £35,000 cumulative rateable value
threshold. Car parks, car spaces, advertisements and betting shops will be excluded
from eligibility for SBBS from 1 April 2023.

A phased small business transitional relief will be introduced for properties that lose
SBBS or rural rates relief. For those losing or seeing a reduction in these reliefs on 1
April 2023 (including due to the above exclusions introduced for SBBS relief) the
maximum increase in the rates liability relative to 31 March 2023 will be capped at:

-£600 in 2023/24;
£1,200 in 2024/25; and
£1,800 in 2025/ 26.
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OTHER ANNOUNCEMENTS

The Scottish Child Payment will remain at the level of £25 per eligible child
per week,

Other social security benefits under Scottish Government control will be
increased by 10.1%, the rate of CPIl inflation in September 2022.

Spend on Health and Social Care in Scotland will increase by over £1 billion,
with a large slice funded through the changes to income tax.

Local government will receive additional resources of over £550 million in
2023/ 24.

An investment of £244 million will be made in the Scottish National
Investment Bank to support the transition to net zero.

Funding available to the Crown Office and Procurator Fiscal Service will rise
by £13 million. The Justice system will receive an additional £165 million,
approximately half of which is allocated to funding police services.

£50 million will be invested in the next phase of the Just Transition Fund for
the North East and for Moray.

A £30 million investment will be made in childcare services.

The resources available to the college and university sectors will be
increased by £26 million and £20 million respectively.

The £20 million of funding set aside for a referendum on Scottish
Independence (indyref2) will instead be applied to extending the Fuel
Insecurity Fund into next year.

£15 million in this financial year and £57 million in the next financial year will
be allocated to support the completion of vessels 801 and 802 at Ferguson
Marine, along with the resources required to build the two new Islay class
vessels under construction, and a further two vessels of the same type
currently in procurement.




VENTURE CAPITAL SCHEMES

From April 2023, companies will be able to raise up to £250,000 of seed enterprise
investment scheme (SEIS) investment - a £100,000 increase on the current limit. At the
same time:

e the gross asset limit will be increased to £350,000;
e the company age limit will be raised from two to three years; and
e the annual investor limit will double to £200,000.

The SEIS, enterprise investment scheme (EIS) and venture capital trust (VCT) scheme will
now be extended beyond 2025.

OFFICE OF TAX SIMPLIFICATION

The Office of Tax Simplification (OTS) will be abolished, to be replaced with a mandate
to the Treasury and HMRC to focus on simplifying the tax code.
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CHILDCARE REFORM

The Government has promised to bring forward reforms to improve access to affordable
and flexible childcare.

UNIVERSAL CREDIT

From January 2023, the administrative earnings threshold (AET) will increase to 15 hours a
week at national living wage (£9.50 an hour) for an individual claimant and 24 hours a
week for couples. This follows on from the increase to 12 hours for individuals and 19
hours for couples coming into effect from 26 September 2022.

Alongside the changes to the AET, the sanctions regime will be strengthened to set clear

work expectations. Claimants could have their benefits reduced if they do not fulfil their
job-search commitment without good reason.

WORK COACH SUPPORT FOR OVER 50S

Additional work coach support will be provided to new eligible over 50s claimants and -
for the first time - to over 50s who are long-term unemployed.

The Government will work with the Northern Ireland Civil Service to determine the most
suitable arrangements for Northern Ireland in due course.
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THE ENERGY PRICE SCHEMES

By the time the Chancellor spoke, the Government had already announced two separate
schemes aimed at limiting the impact of soaring gas and electricity prices.

THE DOMESTIC ENERGY SCHEME

The Prime Minister set out a range of measures on 8 September to protect domestic
consumers from the £3,549 Ofgem utility price cap originally due to take effect for three
months from 1 October:

e The key element was the EPG, superseding the Ofgem cap, set at an annual rate of
£2,500 for two years from 1 October 2022. This will apply on the same basis as the
Ofgem cap, i.e. a set of limits on standing and unit charges (see below) not on total
bills.

EPG CHARGES FOR DIRECT DEBIT CUSTOMERS

Standing charge

e Unit charge p/kWh
Gas 28.0 10.3
Electricity 46.0 34.0

Customers with existing fixed-rate tariffs above the EPG level will generally see their
standing and unit charges brought in line with the EPG, subject to a maximum subsidy
of 17p/kWh for electricity and 4.2p/kWh for gas.

The £400 flat-rate payment spread over six months announced in May will remain in
place. The effect of this is to reduce bills by:

0 £66 a month between October and December 2022; and

0 £67 a month between January and March 2023.

The other financial assistance announced in May, such as the £300 additional payment
for pensioners, will also remain in place.

There will be discretionary payments of £100 for those households using heating oil
and liquefied petroleum gas (LPG).

The same level of support will be given to households in Northern Ireland that are not
subject to the Ofgem price cap.
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THE NON - DOMESTIC ENERGY SCHEME

On 21 September, the Department for Business, Energy and Industrial Strategy (BEIS)
revealed details of its Energy Bill Relief Scheme (EBRS) for businesses, public bodies,
charities and other non-domestic energy users.

The scheme applies to non-domestic customers who are:

e on existing fixed price contracts that were agreed on or after 1 April 2022;
e signing new fixed price contracts;

* on deemed / out of contract or variable tariffs; or

e on flexible purchase or similar contracts.

The EBRS will operate by reducing the estimated wholesale element of unit prices to
Government supported price levels, subject to a maximum discount per unit.

EBRS
Suppz:]i;:z\/eel unit Maximum discount
0/KWh p/kWh
Gas 7.5 11.5
Electricity 211 40.5

For comparison, the BEIS estimates that the wholesale costs in England, Scotland and
Wales for this winter are currently expected to be around 60p/kWh for electricity and
18p/kWh for gas.

Further details about the EBRS include:

e The EBRS support will apply for all eligible non-domestic customers for six months
from 1 October 2022.

e The Government will publish a review in three months' time focused on ‘the most
vulnerable non-domestic customers'. This will form the basis for decisions about
ongoing support after the EBRS ends.

e Equivalent support to the EBRS will be provided for non-domestic consumers who use
heating oil or alternative fuels instead of gas.

* A parallel scheme to the EBRS, based on the same criteria and offering comparable
support, will be established in Northern Ireland.
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