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The Committee will meet at 9.45 am in Committee Room 1, Committee Chambers,
to consider the following agenda items:

1. Scottish Parliament Building Project - Reporter:  The Committee will consider
the role of the Reporter.

2. Preparation for evidence taking session:  The Committee will consider how it
wishes to handle agenda item 3.

3. Inquiry into the Finance Functions of the Scottish Executive: The Committee
will take evidence from Sir Russell Hillhouse, former Permanent Under Secretary,
The Scottish Office.

4. Review of evidence: The Committee will consider the inquiry evidence.

Sarah Davidson
Clerk to the Committee

Room 1.6, Committee Chambers
Ext. 0131 348 5205

Email: sarah.davidson@scottish.parliament.uk
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Finance Functions of the Scottish Executive

Memorandum to the Finance Committee of the Scottish Parliament from

Sir Russell Hillhouse

In this short note I shall concentrate on the arrangements made in the former Scottish
Office for the annual public spending round. First, however I should like to make two
general observations:

1. There was enormous diversity in the Scottish Office’s spending programmes.
About two thirds of the total spend went to the NHS or as non-specific funding for
local authorities and the remaining third covered a huge range of different
programmes and services, only some of which were directly provided or managed
by the Scottish Office itself. The arrangements for financial oversight were
therefore also diverse.

2. There was however a presumption that the line divisions (ie those responsible for
policy or service provision) should take the fullest possible responsibility for the
management of the expenditure under their control. Apart from the work
described below on the allocation of public expenditure, a key role for the central
finance divisions was to provide advice and services to the line divisions. This
seemed to be an effective and economical way of achieving an acceptable
standard of financial management across the office as a whole in a consistent,
rather than a uniform way.

The annual public spending round

For about 20 years successive Secretaries of State for Scotland had discretion to
allocate public spending to programmes across nearly all their responsibilities without
reference to Treasury within a total which was determined by the application of a
formula to net changes in comparable programmes in England (or in some cases
England and Wales); assistance to local authorities originally lay outside these
arrangements but was eventually included.

In order to enable the Secretary of State to take maximum advantage of his discretion
in achieving a distribution of expenditure which made best use of the total available to
him in accordance with service needs and his political priorities, officials aimed to
give him and his ministerial team comprehensive information about all spending
programmes, showing in detail for each programme the past spending levels, the
current plans (from the last three-year survey), information on what the provision for
each programme would buy in terms of service output, an estimate of the impact of
policy decisions or external (eg demographic) changes on spending and an assessment
of the scope for optional increases or decreases. Although the basic approach tended
to be incremental, from time to time a more radical review of the policies affecting
spending would be carried out.

From at least the mid-70s the production of this comprehensive documentation for
each service was the joint work of the line division with responsibility for the relevant



FI/00/8/1

service and the appropriate central finance division; the material for each department
was pulled together for each department by the departmental head and his finance
officer and was then discussed with the relevant junior minister(s) and amended
accordingly. The Principal Finance Officer and the Permanent Secretary then
prepared a draft of the comprehensive material which was to go to the Secretary of
State and his ministerial team. This drew on all the revised departmental material and
sought to bring out the main challenges and opportunities and to present ministers
with a basis for reaching decisions which would best reflect their priorities. This
document was studied and discussed in draft by the heads of all the Scottish Office
Departments before being put forward by the Permanent Secretary. Over the years
considerable efforts were made to achieve a high standard of transparency and
consistency of information across all programmes so that at both official and
ministerial level the claims and defences of all programmes would be open to
scrutiny; this approach allowed colleagues to challenge some arguments and to accept
the strength of others. The objective was to enable the Secretary of State, after a series
of discussions with his ministerial team, to arrive at a balanced distribution of the
resources available to him which took account of his political priorities and of the
relevant information affecting his programmes. I believe this objective was generally
met.

The open approach we adopted helped to create a better sense of the shared priorities
of the Office. Senior officials were given an appreciation of the full range of pressures
facing the Secretary of State and could more readily understand (and explain to their
colleagues) the outcome as it affected the programmes for which they were
responsible. Junior ministers were put in a position to take a broad view of political
priorities which would sometimes lead them to support (or at least accept) a
colleague’s claims in preference to their own. Difficult and complex though the
process was, it was always completed within the limited timescale available and with
a remarkable lack of acrimony.

These helpful outcomes depended on the confidence the principal players had in the
fairness and integrity of the information. This in turn depended critically on the
quality of the relationship between the line division and the relevant finance division.
An open, trusting and responsive relationship would enable the finance staff to help
the line division to put forward all the arguments they wanted to make on the basis of
sound figures which would not mislead their colleagues. Just occasionally the
relationship in a particular area would not be so good and then problems could arise;
but the fact that all of us were serving the same Secretary of State was a very
powerful factor in favour of resolving the difficulties. The relationship was in most
cases reinforced throughout the year by day-to-day contacts between the officials
concerned on the full range of financial business.

I understand that the Executive have so far retained the old Scottish Office
arrangements for the provision of finance services and the handling of the public
spending round. Whatever changes may be found to be necessary in future I hope it
will be possible to maintain and enhance the quality and openness of the decision-
making process and the sense of common priorities across the whole spending field
which we were able to foster in the Scottish Office.


