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1. The Committee has requested evidence about the possible effects of the 
current recession on the budget of the Scottish Government, particularly the 
budget for 2010-11.  That year is likely to be the first in which public spending 
throughout the UK, including in Scotland, will need to be managed to start 
restoring the public finances following the exceptional measures taken to try to 
mitigate the effects of recession.  I worked for the Scottish Office and the Scottish 
Executive until May 2005, latterly largely in the Finance area.  My comments here 
are mainly concerned with the practicality and implications of making cuts or 
savings. 
 
The Context 

2. When the last Spending Review decisions were published, the total planned 
budget for the Scottish Government for 2010-11 comprised just over £30billion in 
the Departmental Expenditure Limit (DEL) (of which some £26.8billion is resource 
spending and £3.6billion is capital) and £5.4billion of Annually Managed 
Expenditure (AME).  As the Committee is aware, some capital expenditure – about 
£420million - has been reprofiled – in effect brought forward - from 2010-11 to 
2008-09 and 2009-10.  However, while this reprofiling will affect the total figures, it 
is fairly small in comparison with the budget as a whole. 
 
3. Of the total DEL budget, Health accounts for just over a third, and local 
government for almost exactly a third, with the remaining 30% or so split among 
the large number of remaining services funded by the Scottish Government.   It is 
also worth noting that a high proportion of the Scottish Government’s expenditure 
is either directly or indirectly for pay costs.  
 
4. The UK Chancellor of the Exchequer announced in the Pre-Budget Report 
at the end of 2008 that, in addition to the savings already planned in departmental 
budgets he would be looking for a further £5billion of savings in 2010-11 and 
annually thereafter.  The Budget statement on 22 April is, at the time of writing, 
expected to contain announcements of further substantial public expenditure 
provision reductions, but it is not yet clear what proportion of these savings will be 
sought from the Scottish Government – the amount may be determined by 
applying the so-called Barnett formula to the savings sought from Whitehall 
Departments.  The total could be substantial, equivalent to several percent of the 
Scottish Government’s DEL budget.  Whatever the total, it will be imposed on the 
Scottish budget by a reduction in the annual Block Grant which provides the bulk 
of the funding for public expenditure within the responsibility of the Scottish 
Parliament and Government. 
 

 



 

Scope for coping with grant reduction 

5. There are four broad options for any Government to tackle a reduction in 
available funding compared with previously expected levels.  They are: 

• Increase taxes 
• Increase user charges 
• Borrow 
• Cut expenditure 

 
Increase taxation 

6. The Scottish Government could choose to increase one or more of the 
taxes which are devolved – council tax; non-domestic rates; and the Scottish 
Variable Rate (SVR) power to vary the basic rate of income tax by up to 3p in the 
pound.  There are practical and presentational issues relating to each of these.  
Increasing Council Tax would require the cooperation of local authorities (although 
the Scottish Government could influence them strongly by using the local authority 
grant system to reward such cooperation).  Increasing non-domestic rates would 
no doubt generate opposition from the business community, and could be seen as 
potentially damaging the scope for recovery from the recession. 
 
7. Making use of the SVR power could raise significant amounts of resource – 
each 1p increase has been estimated to raise some £380million.  However, since 
it is likely that the UK Chancellor will need to increase taxes once the worst of the 
recession is over, imposing an extra tax increase on Scottish taxpayers would be 
presentationally difficult; and there would be significant start up costs when the 
SVR was first applied, as well as continuing additional costs on businesses to 
administer a more complex PAYE system. 
 
Increase user charges 

8. There are many services for which the Scottish Government could increase 
or introduce charges.  Such increases might be unpopular. But in theory, charges 
could be applied not only to ancillary services and activities (such as car parking), 
but also to mainstream activities.  An example of a more radical option might be 
charging for the hotel costs of hospital stays. 
 
Borrowing 

9. Borrowing is a third tool available to Governments to deal with shortfalls of 
income against expenditure.  At present, the powers of the Scottish Government to 
borrow are tightly constrained by the provisions of section 66 of the Scotland Act, 
but even if that were not the case, it would be likely to store up substantially 
greater problems for the future if borrowing were used to cover a continuing 
revenue deficit rather than, for example, to bring forward spending on a specific 
capital project. 
 

 



 

Cut spending 

10. When seeking reductions in expenditure, Governments tend to look first for 
options which will not impact on front line services.  These are often called 
“efficiency savings”.  Efficiency can be improved either by getting more for the 
same money, or by getting the same for less money.  The former is often easier to 
achieve, since to release cash by spending less often involves redundancies, 
which can in themselves add to costs in the short term.  Most organisations – 
especially larger ones – seem normally to be able to improve their efficiency by 
1% or so each year without taking very major steps.  With an opportunity for some 
advance planning and preparation, they should be able to find 2% without too 
much impact on services.  But to maintain that level of efficiency saving year on 
year becomes increasingly challenging, and to find more will normally require 
radical changes to the way services are delivered, which in turn will require longer 
term planning, and often up front investment. 
 
11. The Scottish Government has already built a requirement for 2% efficiency 
savings year on year into its current spending plans, and has developed plans to 
ensure their delivery.  So if the expected reduction in the block grant is to be 
covered by efficiency savings, they will need to be of that more radical kind, such 
as developing more shared services between separate organisations, or 
substantially recasting the way services are delivered, which may require 
investment in new equipment, buildings, training and specialist staff.  These kinds 
of options will often mean changes in the number and kind of jobs that public 
sector staff do, and there are likely to be redundancy costs.  So the full benefit of 
any savings generated in this way may be delayed. 
 
12. The Scottish Government spends only a small part of its budget at its own 
hand.  Local government and NHS Boards spend about two thirds of the budget, 
and much of the rest is spent through non-departmental public bodies, agencies, 
or voluntary and private sector bodies which receive grants.  That potentially 
makes it both easier and more difficult to achieve the reductions.  On the easier 
side, it is open to the Government simply to delegate the responsibility to make the 
reductions by reducing the budgets of all these other organisations by say 2 or 
3%.  That enables the organisations closest to actual delivery of services to decide 
where to make cuts, thus transferring the perceived responsibility for consequent 
reductions in service away from central Government.  However, the major 
disadvantage of this approach is that the organisations might make cuts in areas 
to which the central Government attaches high priority; and if, to avoid this 
outcome, central Government requires many services provided by the 
organisations to be spared cuts, the decision on where cuts can be made will in 
practice have been taken by the Government.  In any case, Government would 
have to leave the organisations scope for a “safety valve” – an area or areas 
where cuts are acceptable. For example, historically in the NHS that safety valve 
was hospital waiting times – when resources were cut, waiting times increased, in 
order to maintain all other aspects of quality of service. 
 
13. The alternative is to target cuts.  This could be done either on a service 
basis or by targeting specific items of expenditure.  The first approach would 
require the Government to rank the services in order of priority, and allocate cuts 

 



 

according to that priority, leaving the decision on the precise cuts to be made to 
the organisations.  Thus, the Government might decide that education is more 
important than justice and so should have to find fewer cuts.  The second 
approach would require a much more intensive exercise by the Government, 
scrutinising each item of spend and deciding where cuts should be made.  In 
practice, of course, the government could employ a mixture of these options. 
 
14. If the approach is to target cuts, either in whole or in combination with an 
element of delegation to the other organisations, one approach would be to 
allocate spending items to various categories.  First there might be legal and 
statutory commitments.  These are services which the Government is required to 
provide by law.  Some may be very specific, and therefore easy to quantify, but 
others are open ended, such as the requirement to provide general medical (GP) 
services.  Second there might be items of spend which have high political profile, 
and which, while not legally immutable, would in practice be very difficult to 
change (an example might be the commitment to have more police officers on the 
beat). A third category might be items of spend which are investment to provide 
savings, or avoid costs in future. 
 
15. It might also be worth distinguishing between those items of spend for 
which it would be possible to do a bit less or a bit more, or do things a bit faster or 
a bit slower, as against those where spend is all or nothing (some grants to other 
bodies would fall in this category). 
 
16. In considering cuts, it is important to bear in mind their wider and longer 
term implications.  An example would be in the justice system.  If prison service 
funding were to be cut, it might force more criminals to be given community based 
rather than custodial sentences.  Whatever the merits or otherwise of this 
consequence in itself, it would impose extra costs on the criminal justice social 
work services.  Conversely, if criminal justice social work were to have its funding 
cut, there would be implications for the prison service in having to accommodate 
more prisoners. 
 
Conclusion 

17. This paper has tried to draw out some of the factors the Parliament and the 
Government will need to bear in mind as they address the need to adjust spending 
in the light of a smaller block grant than expected.  In particular, there is no reason 
why savings should not be made, but doing so successfully will require careful and 
long term planning, while recognising that some up front investment may be 
needed to release savings later.  Furthermore it is important to be realistic about 
the wider effects certain cuts in spending may have, and to recognise that, given 
the likely scale of reductions to be imposed, at least some of the savings will be 
visible and may be painful. 
 
 

 


