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FINANCE COMMITTEE: STRATEGIC SCRUTINY OF THE SCOTTISH GOVERNMENT'S
BUDGET

I am writing to provide further material requested by the Committee at the evidence session
on 19 May.

David Whitton sought further information (Column 1303 to 1304) on our forecasts for public
finances in the longer term. I apologise for the fact that the explanation that follows is
detailed and quite lengthy, but this is necessary to set out the various issues satisfactorily.

Total Managed Expenditure (TME) consists of current expenditure (Resource Departmental
Expenditure Limit (DEL) and Resource Annually Managed Expenditure (AME» and gross
investment (Capital DEL and Capital AME). The UK Budget 2009 Red Book contained
projections for current expenditure and gross investment from 2009-10 to 2013-14. Using
these projections and the GDP deflators (which are estimates for the years from 2009-10)
provided in the Budget document, it is possible to estimate the expected change in TME for
this period. On this basis it is estimated that TME at the UK level will decline by 0.1 % a year
in real terms on average between 2011-12 and 2013-14 as AME costs are predicted to grow
then corresponding constraints are placed on DEL budgets.

It is useful to separate TME into AME and DEL elements. AME includes debt interest
payments, pension payments and unemployment benefit that are not within the control of the
Scottish Parliament or the Scottish Government. Underspending on AME budgets cannot be
reallocated to other headings. DEL covers spending which is planned and controlled across
spending review periods and incorporates all programme expenditure and the administration
budgets to support these programmes.
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Within the estimated real-terms reduction of 0.1% annually in TME over the 3 years to 2013-
14, a number of elements of AME are forecast to grow significantly, thereby reducing the
resources available for DEL budgets. At the UK level, the two largest elements of AME are
debt interest payments and benefits. The UK Budget 2009 Red Book forecasts that debt
interest payments will grow by 8.4% a year in real terms between 2011-12 and 2013-14.
Forecasts published by the Department of Work and Pensions in May 2008 as part of their
long term expenditure projections imply that spending on benefits and tax credits are
expected to increase by at least 1.7% a year in real terms over this period. In addition, there
are a number of other elements of AME, such as contributions to the European Commission,
which can be expected to increase in future years. At the 2007 Comprehensive Spending
Review these other elements of AME were forecast to grow by 1.9% a year during 2009-10
and 2010-11. They are assumed to grow at a similar rate between 2011-12 and 2013-14.

Under these assumptions, total AME at a UK level would grow by approximately 2.6% a year
in real terms between 2011-12 and 2013-14 within a slowly declining TME real terms total.
Our calculations indicate that the DEL element of TME, which supports front line public
services, would have to be cut by 2.3% a year in real terms on average between 2011-12
and 2013-14 to achieve an overall reduction in TME of 0.1% a year. This forecast is in line
with the analysis produced by the Institute for Fiscal Studies (IFS).

The Centre for Public Policy and Regions (CPPR) review offers a range of scenarios for DEL
budgets in Scotland over this period, based on the IFS analysis. These scenarios are
explained in the CPPR report, and range between 7% and 13% real terms budget
reductions, comparing 2013-14 with 2009-10 (reductions of between £2 billion and £3.8
billion). As we have said, our own predictions for future DEL budgets are within this range,
reflecting the degree of uncertainty in estimating future budgets.

Jeremy Purvis sought further information about percentage real terms changes in Resource
DEL budgets for 2010-11 (Column 1305). The figures he quoted from the Treasury Red
Book, page 241, show an increase in cash terms from £25.4 billion to £26.1 billion. Applying
the Treasury's GDP deflator for 2010-11 of 1.5%, this provides a small increase of 1.2% in
real terms, but this does not change the fact that the overall DEL budget (excluding EYF)
which is our key expenditure total shows a real terms decrease.

Jeremy Purvis went on to ask (Columns 1307 to 1308) about smoothing accelerated capital
over the years in question. Having taken advantage of the opportunity to accelerate capital
spending from 2010-11 into 2008-09 and 2009-10 it is meaningless now to change the
profiling of this overall level of capital expenditure. In terms of presenting the figures, which I
think was Jeremy Purvis's point, I am happy to confirm to the Committee that, before capital
acceleration was agreed to, the original profile of capital DEL for the 2 years 2009-10 and
2010-11, using the same basis as on page 241 of the Red Book, was £3.36 billion 1£3.48
billion. This represented cash terms growth of 3.6% and real terms growth of 2.1%, using
the estimated Treasury GDP deflators of 1% and 1.5%. Were we to "smooth" capital
expenditure in this way, of course, the benefits of early expenditure on projects up and down
Scotland would not be forthcoming.

However, these DEL figures exclude the effects of the agreement reached with Treasury in
the 2007 Spending Review to draw down Scotland's unspent end-year flexibility (EYF)
balances held by Treasury over the 3 years of the Review period. As recorded in the
Spending Review document, published in October 2007, the draw-down was split £300m I
£400m I £174m over the years 2008-09 to 2010-11. Our decision to profile the EYF in this
way was based on our assessment of the outcome of the Spending Review, which gave real
terms increases in planned spending of 0.5% in 2008-09, 1.6% in 2009-10 and 2.3% in



2010-11 (using the estimated GDP deflators at the SR07 of 2.7%). Once the EYF additions
are taken into account, the total DELbudget, using the same basis as on page 241 of the
Red Book, will decrease in cash terms from £29.49 billion in 2009-10 to £29.42 billion in
2010-11, a decrease of 0.2%. Applying the Treasury's estimated GDP deflator for 2010-11
of 1.5%, the real terms percentage decrease is 1.7%.

Finally, Jeremy Purvis asked (Columns 1316 and 1317) about the release of the Scottish
Government's pay policy for senior appointments. I can confirm that an announcement will
be made soon.

I trust the Committee will find this information useful. I understand that Stella Manzie has
written with the further details requested by the Committee in respect of her letter dated 30
April to you following the request for information on any drafting changes that may have
been made to her letter to the Committee of 30 April.

I would be grateful if a copy of this letter could be sent to Committee Members.
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JOHN SWINNEY
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