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Fiscal levers

Internal LINK workshop organised by the Economics and Governance groups
Wednesday 26th May 2021
REPORT
1. 	Background
This workshop followed on from LINK’s  response to the SG consultation on Scotland’s taxes and fiscal framework, in which we asked that consideration of the environment is built into future fiscal decision making.From our response:
‘Taxes can support four important functions: 
· To raise money to fund public services, investment and public goods (e.g. schools, health care, infrastructure and a clean and healthy environment). 
· To promote a more equal society through objectives such as redistribution of income and wealth. 
· To encourage people to change their behaviours, in order to promote societal benefits, in areas such as health or the environment. 
· To correct market failure, by adjusting for externalities such as pollution and helping to reinforce the polluter pays principle. 
Recognising the functions of taxation as described above, it is important that fiscal policy becomes more fully aligned with environmental policy and objectives.’
LINK believes that that the Scottish Government should commit to the principle of “greening its taxation and fiscal policies” and develop a programme to review and amend appropriately over the coming years.’



2. 	Purpose and scope of workshop
The main purpose of the workshop was to increase understanding of how fiscal levers can be used to achieve environmental outcomes; hear about areas being worked on by LINK members; and discuss possible priorities for LINK going forward.  

3 	Main points made in workshop
3.1 	Range and purpose of fiscal levers:
Governments’ policy tools fall into three areas:
· Law
· Money 
· Advice
Fiscal levers concern how Governments collect (eg, taxes, charges) and spend (subsidies, grants, tax cuts/ allowances, procurement) money.
Examples of fiscal tools brought in to achieve environmental outcomes include reduction of duty on unleaded petrol, single-use carrier bag charge, landfill tax, emissions trading scheme.  The extent to which environmental outcomes are achieved will be affected by:
· Displacement behaviour – has the measure lead to unintended behaviour, for example did the landfill tax lead to more fly tipping and export of waste?
· Demand elasticity – consumer demand needs to respond to the fiscal signal.  If people do not change their behaviour irrespective of the fiscal incentive, it won’t work.
· Availability of alternatives – related to demand, there needs to an alternative
Issues to bear in mind:
1. In Scotland there is a split between reserved and devolved fiscal measures, detailed in the Scotland Act . Excise duties, inheritance tax, tariffs on trade, some aspects of income tax, VAT, capital gains tax are reserved.  Other aspects of income tax, charges, council tax, business rates and all charges that local government set are devolved. The Scotland Act 2016 also allows for the provision of new taxes, but Scottish Government needs UK Gov approval.  However, there is the option for Scottish Government to change the basis of existing devolved taxes, local taxes or charges.
2. Social equity considerations.  If a fiscal measure would disproportionately affect a disadvantaged group, there are grounds to oppose it.  This has been used in arguments against making flying more costly as it impacts lifeline routes for island communities.  
3. Hypothication, whereby revenue for a particular tax is used to fund a particular service.  This can add to the effectiveness of environmental outcome if it funds an alternative to an activity that the fiscal measure is trying to reduce (for example charges on motoring funding public transport) or helps support environmental / social outcomes (such as money from landfill tax going to community projects).
4. Imaginative use of fiscal levers – there are opportunities to be creative in how fiscal levers might be used.
5. Political context.  Likely to be hard to sell anything billed as an advantage of Brexit in Scotland, such as reform of agricultural support.  Can work with Scottish Government to put pressure on UK Government, for example on changes to VAT rates.
3.2	LINK members’ work on fiscal measures includes: 
· Arguing for increased spending on biodiversity and scaling up the Biodiversity Challenge fund.  It is hoped that, with more weight on biodiversity targets, we can produce more specific spending asks needed to meet targets.
· Arguing for more funding for the statutory agencies
· Campaigning for changes in agricultural subsidies.  Longstanding work of LINK members and fundamental to achieving biodiversity aims.
· Successful in getting natural infrastructure recognised as a type of infrastructure in Infrastructure Investment Plan – now need to see it given larger budget.
· Successful in getting an amendment to the infrastructure levy in the Planning Bill which allows local authorities to use revenue from development for natural infrastructure (as well as other things) – needs to be enacted by Government.  This would give local authorities a mechanism to raise money and the hope is that they tie this into local implementation of nature networks with land-use partnerships.  Note that in England the concept of net gain is using a similar process to leverage funding for biodiversity (dependent on Environment Bill).
· Working on Scottish Marine Enhancement fund whereby marine users put money into a fund to use to enhance the marine environment
· Influencing grant schemes for forestry for better environmental outcomes
· Looking at models of funds to restore Scottish rainforest
· Looking at a blended finance approach to Rhododendron management
· Highlighting the need to address the disincentive faced by small businesses who don’t pay VAT in uptake of the native woodland creation scheme 
· Carrier bag charge
· Plastic tax
· EPR for packaging
· Coffee cup charge
· DRS
· Procurement of seafood
· Scottish National Investment Bank 
· New economic strategy – SNP commitment and needs to attend to climate and biodiversity.  Need all parts of Government to work towards common objectives.  Need to build on Dasgupta, that the economy is embedded in nature, and hold Government to their commitment to the 4 capitals approach – natural environment on a par with other assets.  We need to see and argue for changes to the framework used for deciding spending.  All capital investment should meet 5 tests.
· Thinking around carbon taxes and carbon markets – how effective will the UK emissions trading scheme be?  These mechanisms, although making carbon emissions more expensive, will not get us to net zero alone.
· Highlighting the generous tax regime for oil and gas – Shell is a net recipient of public funds and UK found to be the most generous state in terms of support for the sector.  There is a legal challenge against this level of support.  Public purse will pay for more than 50% of the decommissioning costs and yet can put no conditions on how it is done.
3.3	Next steps
Overall it was agreed that we need to both push the broad approach (that we need to green our taxation and fiscal policies and that all fiscal measures need to align towards achieving biodiversity and climate aims); and continue to work on specific issues (as in the list above).  These two strands need to refer to each other. 
One area of work that the Planning Group could take forward would be to look at Land Value Capture which is a SNP manifesto commitment.  There is concern that it could be used to fund housing and infrastructure and be detrimental to environmental outcomes.  Need to be informed ahead of proposals from Government. 
Regarding the commitment to a new economic strategy - we should develop an external briefing on what a new Economic Strategy should include to take to Kate Forbes and other economic spokes people.  Big picture – environmental outcomes must be built into the economic strategy.  Would be good to work with allies on this to get heard.  
There are also new things that LINK groups could look at in terms of fiscal incentives relating to land and sea – for example: land and building transaction tax, sporting rates, agricultural business exemption from business rates.

Papers that might be of interest
https://ieep.eu/news/fair-and-green-a-new-european-grand-bargain-on-tax-is-possible 
https://eeb.org/library/explained-economic-instruments-waste-prevention/ 
https://green-alliance.org.uk/resources/green_light_for_change.pdf 
https://committees.parliament.uk/committee/127/public-accounts-committee/news/154874/lack-of-understanding-leadership-and-coordination-at-hmt-and-hmrc-in-face-of-global-climate-storm-breaking-all-around-us/ 
https://www.gov.uk/government/publications/final-report-the-economics-of-biodiversity-the-dasgupta-review 





image1.png
Scottish
Environment
LINK





