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2017-18 income tax forecasts and outturns 

I am writing in response to your letter of 18 June 2019, in which you asked for 
an evaluation of our November 2016 forecast for UK income tax receipts for 
2017-18 in the light of the outturn data due from HMRC in July 2019. I have 
attached our latest assessment to this letter, along with an assessment of the 
forecast for Scottish income tax published at the same time.  

It is important to emphasise – as our Forecast evaluation reports always do –  
that our understanding of the performance of a particular past forecast can 
change significantly over time thanks to new data and analysis, as well as 
revisions to past data. So our current assessment could change. 

By way of illustration, in our October 2018 EFO we could only speculate about 
the reasons for the surprisingly large difference between our forecast for the 
first year of Scottish income tax liabilities (2016-17) and the outturn. By 
March 2019 we could draw on the 2016-17 Survey of Personal Incomes (SPI), 
based on detailed taxpayer data. This showed that around half the error was 
caused by our Scottish-specific projection and an eighth from taxpayers’ 
postcodes in the SPI not mapping to the ‘S’ flags used for the outturn. This still 
left a significant margin that we are not yet able to explain. 

But there is still more work to be done to understand the 2016-17 error. For 
example, we know that lower-than-expected Scottish income tax growth 
between 2015-16 and 2016-17 caused much of it, but we do not know 
whether this was driven by particular sectors – for example, developments in 
the oil and gas sector, where average incomes and tax liabilities are relatively 
high – or a Scotland-wide phenomenon – for example, due to productivity 
growth lagging that in the UK as a whole. Similarly, might some of the lower-
than-expected growth in these years have been caused by high-income 
taxpayers moving their residence from Scotland, perhaps in anticipation of 
future tax increases? Working with colleagues in the Scottish Fiscal 
Commission (SFC), Scottish Government and HMRC, we are still exploring the 
2016-17 SPI data and other sources to find out more. 

The 2017-18 figures prompt further questions, but for both Scotland and the 
whole of the UK we are very much at the start of the journey in understanding 
how they should be interpreted. Publication of the detailed SPI data for 2017-
18 in early 2020 will be a key milestone, but it will again take time to analyse 
it fully. The extent of the surprise in the 2017-18 outturn has been much 
smaller than the 2016-17 shortfall, and HMRC’s statistical release alongside 
the outturn publication was much more helpful than the information 
provided last year, but we should not be complacent. It is always possible that 
the forecast was more accurate for the wrong reasons, with errors offsetting. 

  



 
 
 
 
 
 
 
The material below provides an initial analysis of the 2017-18 error. First, it 
discusses our UK-wide forecasts for the economy and income tax receipts (on 
a National Accounts basis, so including savings and dividends and with self-
assessment receipts attributed to the year in which they are paid). These 
were covered in our December 2018 Forecast evaluation report. Second, it 
looks at non-savings, non-dividend (NSND) income tax liabilities at the whole-
UK level and the split between both Scotland and the rest of the UK (rUK). 

At the UK level, the £2.0 billion underestimate of liabilities in our November 
2016 forecast is likely to reflect both our economy forecast – where we 
underestimated employment growth in particular – and assumptions specific 
to our income tax forecast – for example underestimating the 2016-17 
starting point and bonus growth towards the end of 2017-18. Our FER 
analysis suggested these factors contributed in roughly equal measure. At the 
Scottish level, the £850 million overestimate is more than explained by 
overestimating the Scottish share of the total.  This suggests that the £2.9 
billion underestimate at the rUK level is likely to be explained in broadly 
equal parts by: i) economy forecast errors, ii) UK-wide fiscal forecasting 
errors and iii) overestimating the Scottish share. I hope that this is helpful and 
we would be happy to answer any questions. 
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Preliminary evaluation of 2017-18 income tax liabilities forecasts 

The UK economy since the EU referendum 

Our November 2016 forecast was the first we produced after the EU 
referendum, so was the first to incorporate assumptions about how the result 
would affect the economy in the short term and how Brexit itself would affect 
it in the longer term. The former was informed by the reaction of financial 
markets to the referendum result, while the latter was based on broad-brush 
assumptions in the absence of clear positions on how trade, migration and 
other policy settings would change after Brexit.  

Given the uncertainties inherent in these judgements, we used our December 
2018 Forecast evaluation report (FER) to assess our March 2016 and 
November 2016 forecasts – in other words, the last forecast before the 
referendum and the first forecast after it.  

In November 2016, we made several forecast judgements regarding the 
shorter-run effects of the referendum. GDP growth initially held up better 
than we expected, but slowed thereafter. In short, we observed higher-than-
expected growth in 2017-18 but lower-than-expected growth in 2018-19. Key 
judgements that could be tested against the latest outturns included: 

• Consumer spending. We forecast that the fall in the pound would 
raise inflation, squeezing real incomes and real consumer spending. 
In the event, inflation was only slightly higher than in our November 
2016 forecast, which means that real incomes were squeezed by 
around the extent that we had expected. But real consumption had 
consistently held up better than we anticipated, supported by 
declines in the household saving rate.  

• Investment. We judged that the referendum result would generate 
uncertainty about investment returns that would cause some 
projects to be postponed or cancelled. Business investment initially 
held up better than we expected, perhaps due to the lead times 
involved in some major investment projects or the effect that the 
unexpected strengthening of the global economy had on exporting 
firms. More recently, business investment had been weaker than 
expected and had fallen in 2018. So cumulative growth since the 
referendum lay below our November 2016 forecast.  

• Net trade. We expected that the substantial fall in the pound around 
the time of the referendum would provide only a modest boost to net 
trade. While trade outturns have been extremely volatile, it appears 
that the boost to net trade was initially even smaller than we 
expected, but subsequently it moved more into line with our 
November 2016 forecast.  

Overall, the slowing in GDP growth took a little longer to emerge than we 
expected in November 2016, as households and businesses took time to 
adjust their spending. And, of course, many non-Brexit related forecast 
judgements, such as the strength of the global economy and movements in 
commodity prices will also have affected the path of the UK economy. 
Nevertheless, this analysis suggested that our early assessments of the 
immediate impact of the Brexit vote had fared reasonably well. Real GDP has 
grown by 4.6 per cent in aggregate over the 12 quarters since the referendum, 
compared to our forecast in November 2016 of 5.2 per cent. 

 



 
 
 
 
 
 
 
UK-wide income tax receipts in 2017-18 

In our December 2018 FER we evaluated our forecasts for UK-wide income 
tax receipts on the National Accounts basis that we use in our Economic and 
fiscal outlooks (consistent with the approach the UK Government takes to 
defining its fiscal targets). This does not map precisely onto the liabilities 
basis used in the Scottish Government’s fiscal framework. The primary 
differences are that the National Accounts measure includes income tax on 
savings and dividend income and that it records receipts closer to when the 
tax is paid rather than when the tax liability was generated. Receipts are also 
split by HMRC’s collection method (i.e. PAYE versus Self-Assessment). 

Nevertheless, our FER analysis of 2017-18 income tax forecast differences on 
a National Accounts basis provides useful context in attempting to understand 
the differences between our 2017-18 liabilities forecasts and the recently 
published outturn estimates. As Table 1 shows: 

• PAYE income tax receipts in 2017-18 exceeded our November 2016 
forecast by £3.9 billion (2.6 per cent). Labour market developments 
explained around half of this, with stronger-than-expected 
employment growth a major factor. The remaining surplus largely 
reflected the starting point, with 2016-17 PAYE income tax receipts 
outturn £2.5 billion higher than we forecast in November 2016. This 
was partly due to bonuses in both the financial and non-financial 
sectors being larger than we expected. These are usually paid in the 
final months of the fiscal year, so the outturn data are not available 
ahead of an autumn forecast (and only partially available ahead of a 
spring forecast). 

• Self-assessment (SA) income tax receipts in 2017-18 also exceeded 
our November 2016 forecast (and our March 2016 and March 2017 
forecasts too). These differences appear to have had less to do with 
the performance of the economy and more with taxpayers’ response 
to changes in dividend tax rates and allowances that were announced 
in July 2015 for implementation in April 2016. This prompted a lot of 
dividend income forestalling that boosted liabilities in 2015-16 and 
receipts in 2016-17, then weighed on liabilities and receipts in 
subsequent years as this timing effect unwound. Differences in the 
pattern of forestalling and unwinding led us to underestimate 
receipts in 2017-18. Of course, this does not affect NSND liabilities.  



 
 
 
 
 
 
 
Table 1: Successive 2017-18 UK income tax forecasts and outturns (on a 
National Accounts basis, from Table 3.3 in our December 2018 FER)  

 

UK-wide non-savings, non-dividend income tax liabilities in 2017-18 

The Scottish Government’s fiscal framework uses a liabilities basis for income 
tax revenues, and excludes income tax on savings and dividend income.  

HMRC’s estimate of UK-wide NSND liabilities for 2017-18 was published on 
18 July 2019. Compared to our November 2016 forecast of NSND liabilities on 
this basis, we underestimated revenues by £2.0 billion (1.2 per cent) – a 
smaller margin than Table 1 reports on a National Accounts basis, probably 
due to the absence of differences related to dividend income shifting. 

Given the short period since publication it has not yet been possible to 
decompose the £2 billion underestimate further, but the factors that affected 
our 2017-18 receipts forecast (unexpectedly strong employment growth and 
an underestimation of the 2016-17 starting point) are likely to explain a 
substantial proportion of this difference too. And since PAYE is more 
dominant as a source of NSND liabilities than it is for total liabilities, the 
roughly equal split of the PAYE income tax receipts difference between 
economy-related factors and other factors that we group under the ‘fiscal 
forecasting’ heading might be a reasonable guide to the split of this difference.  

Table 2 sets out our November 2016 and subsequent forecasts for UK-wide 
NSND liabilities and compares them with HMRC’s outturn estimates for 2016-
17 and 2017-18. The average absolute difference (i.e. ignoring whether the 
difference was positive or negative) across the ten forecasts that can be 
compared with outturns (four for 2016-17 and six for 2017-18) is £1.7 billion. 
The differences range from the £2.0 billion underestimate of 2017-18 
liabilities in our November 2016 forecast to a £3.4 billion overestimate of 
2017-18 liabilities in our March 2018 forecast.  

Somewhat surprisingly, the difference between our March 2019 forecast for 
2017-18 liabilities and the recently published outturn was almost as large as 
the November 2016 difference (£1.8 billion or 1.1 per cent, albeit in the 
opposite direction). Why? Our March 2019 forecast was produced as SA 
receipts on 2017-18 liabilities were being paid – with much of the cash 

Forecast Outturn Difference of which:

Policy 

changes

Economic 

factors

Fiscal 

forecasting 

difference

March 2016 forecast 

Income tax (gross of tax credits) 186.6 180.7 -5.9 0.2 -0.5 -5.6

of which:

Pay as you earn (PAYE) 161.1 154.9 -6.2 0.1 -1.3 -5.0

Self assessment (SA) 28.0 28.3 0.3 0.0 0.9 -0.6

November 2016 forecast 

Income tax (gross of tax credits) 175.4 180.7 5.3 0.1 1.7 3.6

of which:

Pay as you earn (PAYE) 151.0 154.9 3.9 0.0 2.0 2.0

Self assessment (SA) 27.3 28.3 1.0 0.0 -0.3 1.2

March 2017 forecast

Income tax (gross of tax credits) 174.9 180.7 5.8 0.0 1.8 4.1

of which:

Pay as you earn (PAYE) 153.3 154.9 1.6 0.0 1.9 -0.3

Self assessment (SA) 24.8 28.3 3.5 0.0 -0.2 3.7

£ billion



 
 
 
 
 
 
 
receipts arriving towards the end of January 2019. We were able to draw on 
HMRC’s initial ‘snapshot’ analysis of these 2018-19 SA returns and how the 
liabilities split between NSND income and savings and dividend income, but 
not the full analysis that underpins HMRC’s outturn estimate. This snapshot 
analysis led us to revise up liabilities relative to our October 2018 forecast, 
when the outturn has proved to be lower than both forecasts. We are working 
with HMRC analysts to understand why this occurred. 

Table 2: UK-wide NSND income tax liabilities forecasts and outturns 

 

Scottish and rUK splits of NSND income tax liabilities 

The Scottish Fiscal Commission (SFC) is the official forecaster for the Scottish 
income tax forecasts used in your budget process. But as you know we also 
produce a forecast of Scottish income tax. One purpose of this is so that it can 
be subtracted from our UK-wide income tax forecast to generate the ‘rUK’ 
forecasts that the Treasury uses to calculate the block grant adjustments.  

Unlike the SFC we use a top-down approach to generate our Scottish income 
tax forecast, forecasting the Scottish share of UK-wide liabilities. In our 
forecasts prior to HMRC’s first outturn estimate, we substantially 
overestimated the Scottish share. The SFC effectively did too, though to a 
slightly smaller extent, as we discussed in our joint letters to you earlier this 
year. 

Tables 3 and 4 set out successive OBR forecasts of the Scottish share of NSND 
income tax liabilities and cash levels of income tax revenues that those shares 
implied. It shows that the forecasts produced since the 2016-17 outturn was 
published in July 2018 have been much more accurate. Our November 2016 
forecast overestimated the share in 2017-18 by 0.74 percentage points (11 
per cent) and the average difference for the four forecasts produced before 
the 2016-17 outturn was 0.61 percentage points (9.2 per cent). For November 
2016, this meant we overestimated liabilities by £850 million (7.8 per cent). 
In the two forecasts since the 2016-17 outturn, the average difference in the 
share was just 0.06 percentage points (0.9 per cent). For our March 2019 
forecast, this translated into a £160 million (1.5 per cent) overestimate of 
liabilities in 2017-18.  

2016-17 2017-18 2018-19 2019-20 2020-21 2021-22 2022-23 2023-24

November 2016 159.4 163.1 169.3 177.1 185.6 195.6

March 2017 159.2 164.2 168.6 174.7 182.4 191.8

November 2017 161.8 166.8 170.5 175.3 181.9 189.1 196.4

March 2018 162.8 168.5 173.6 178.1 184.4 190.8 198.8

October 2018 160.4 165.8 173.2 173.7 182.9 189.3 197.0 205.6

March 2019 160.4 166.9 175.6 176.8 187.4 194.6 202.3 210.4

Outturn 160.4 165.1

Difference from November 2016 forecast

£ billion 1.0 2.0

Per cent 0.6 1.2

Difference from March 2019 forecast

£ billion -1.8

Per cent -1.1

£ billion



 
 
 
 
 
 
 
Table 3: Scottish share of UK NSND income tax liabilities 

 

  

2016-17 2017-18 2018-19 2019-20 2020-21 2021-22 2022-23 2023-24

November 2016 7.36 7.35 7.35 7.36 7.37 7.37

March 2017 7.19 7.15 7.14 7.12 7.11 7.10

November 2017 7.21 7.26 7.25 7.24 7.23 7.22 7.21

March 2018 7.08 7.13 7.12 7.11 7.10 7.09 7.08

October 2018 6.68 6.71 6.82 6.81 6.80 6.79 6.78 6.76

March 2019 6.68 6.64 6.74 6.77 6.74 6.74 6.72 6.71

Outturn 6.68 6.61

Difference from November 2016 forecast

Percentage points -0.68 -0.74

Per cent -10.2 -11.1

Difference from March 2019 forecast

Percentage points -0.03

Per cent -0.4

Per cent



 
 
 
 
 
 
 
Table 4: Scottish NSND income tax liabilities         

  

The flipside of overestimating the Scottish share and level of NSND liabilities 
was that we underestimated liabilities in the rest of the UK, the key variable 
used in calculating the block grant adjustments. This is set out in Table 5, 
which in effect reports the difference between the UK-wide forecasts shown 
in Table 2 and the Scottish forecasts shown in Table 4.  

Focusing on our November 2016 forecast for 2017-18 liabilities, we 
underestimated rUK liabilities by £2.9 billion (1.9 per cent), which reflects the 
£2.0 billion underestimate at the UK-wide level and the £850 million that 
stemmed from overestimating Scottish liabilities. The large contribution of 
the Scottish share to the difference between forecast and outturn for rUK 
liabilities in this case is another manifestation of these forecasts being 
produced before any outturn data on Scottish liabilities were available. 

Table 5: rUK NSND income tax liabilities         

  

2016-17 2017-18 2018-19 2019-20 2020-21 2021-22 2022-23 2023-24

November 2016 11.5 11.8 12.2 12.8 13.4 14.2

March 2017 11.3 11.7 12.0 12.4 12.9 13.6

November 2017 11.5 11.9 12.2 12.5 12.9 13.4 13.9

March 2018 11.4 11.9 12.4 12.7 13.1 13.6 14.1

October 2018 10.7 11.1 11.8 11.9 12.5 12.9 13.4 14.0

March 2019 10.7 11.1 11.8 12.0 12.7 13.2 13.7 14.2

Outturn 10.7 10.9

Difference from November 2016 forecast

£ billion -0.81 -0.85

Per cent -7.5 -7.8

Difference from March 2019 forecast

£ billion -0.16

Per cent -1.5

£ billion

2016-17 2017-18 2018-19 2019-20 2020-21 2021-22 2022-23 2023-24

November 2016 147.9 151.3 157.1 164.3 172.2 181.5

March 2017 147.9 152.5 156.7 162.4 169.5 178.2

November 2017 150.3 154.9 158.3 162.9 169.0 175.6 182.4

March 2018 151.4 156.7 161.2 165.4 171.3 177.2 184.7

October 2018 149.7 154.7 161.3 161.8 170.4 176.3 183.5 191.6

March 2019 149.7 155.8 163.7 164.7 174.7 181.4 188.6 196.2

Outturn 149.7 154.2

Difference from November 2016 forecast

£ billion 1.8 2.9

Per cent 1.2 1.9

Difference from March 2019 forecast

£ billion -1.6

Per cent -1.0

£ billion


