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Introduction  
This report analyses the 2011-12 draft budget of the Scottish government. It has been prepared for 

the Finance Committee of the Scottish Parliament. Its approach is to analyse the draft Scottish 

budget in relation to its own stated objectives and in relation to the National Performance 

Framework set out by the Scottish Government in 2007.  

The National Performance Framework is a statement of the Scottish Government's intention to focus 

government and public services on creating a more successful country through increasing 

sustainable economic growth. This core purpose was underpinned by the five strategic objectives of 

making Scotland wealthier and fairer; healthier; safer and stronger; smarter; and greener. 

Context  
The 2011-12 Scottish Budget is the most difficult since devolution. The Scottish budget is contracting 

because of the very large cuts in UK public spending being imposed by the Coalition Government. In 

turn these cuts stemmed from the imbalance in the UK's fiscal position: in 2009 UK public sector net 

borrowing was £152 billion, a post-war record1. This borrowing partly reflected an increasing 

structural deficit in the UK, but was mainly a response to the world wide financial collapse in 2007 

and 2008, which led to a very significant drop in tax revenues. Similar fiscal imbalances have affected 

countries around the world. In countries such as Greece and Ireland, the reaction of the financial 

markets to a build up of sovereign debt has been more extreme than it has been in the UK. 

The Coalition Government set out its proposals for UK public spending in October in its 

Comprehensive Spending Review (CSR 2010). The plan is to cut UK public spending by £80 billion, 

equivalent to 6% of UK GDP, by 2014-15. This is the largest reduction in public spending ever 

attempted in peacetime. 

Some cuts will affect Scotland, but are outside the control of the Scottish Government. Thus, 

reductions in the defence budget will increase unemployment and significantly reduce economic 

activity around Kinloss. The proposed changes to the welfare system for working age adults will have 

an impact right across Scotland. The Coalition Government’s intention is to reduce the UK welfare 

bill by around £17.5 billion by 2014-15. If it succeeds, there will be reductions in welfare spending in 

Scotland of around £1.7 billion per annum by 2014-15. To put this in context, if cuts in welfare 

spending on this scale are achieved, then the effect on public spending in Scotland will be larger than 

the reductions in Scottish government spending outlined in CSR 2010.  

CSR 2010 poses particular difficulties for Scotland's public sector capital budget.  Table 1 shows how 

CSR 2010 allocated Departmental Expenditure Limits (DEL) for resource and capital to the devolved 

administrations from 2010-11 to 2014-15. Scotland fares marginally better than the other devolved 

administrations in resource spending. The cumulative real reduction in resource (current) spending 

(6.8%) in Scotland is also less than that for the UK as a whole (8.3%).  Scotland's resource spending 

has largely been protected by the decision to protect the NHS budget in England. The positive 

Barnett consequentials of this decision have offset the negative impact of cuts elsewhere on CSR 

2010. 

                                                           
1
 See: http://www.statistics.gov.uk/statbase/TSDdownload2.asp 

 

http://www.statistics.gov.uk/statbase/TSDdownload2.asp


3 
 

But on the capital side the situation is less favourable. Public sector capital spending allocations in 

Scotland are scheduled to decline in real terms by 38% by 2014-15. This is similar to the other 

devolved administrations, but considerably more than the UK as a whole (29%). It is largely driven by 

the Barnett consequentials of the decisions to drastically cut back capital spending on social housing 

and on schools in England. 

Scotland's cut in capital spending is front loaded, with the main fall in cash spending of £0.8 billion 

occurring between 2010-11 and 2011-12. Thus, the Scottish Parliament faces a particularly difficult 

set of decisions in respect of capital spending for the 2011-12 budget. This may be offset to a small 

extent if the Scottish Government moves £100 million of capital underspend in 2009-10 into the 

2011-12 financial year, but it will be difficult to assess how this amount has been reallocated.  

The existing End Year Flexibility arrangements have been replaced by the Coalition Government. 

These appear to continue to offer flexibility in how underspends are treated2.  

Table 1: Departmental Expenditure Limits for Devolved Administrations and UK as a whole 2010-

11 to 2014-15 

    2010-11 2011-12 2012-13 2013-14 2014-15 

Cumulative 
Real Change 

(%) 

 Resource Scotland £24.8m £24.8m £25.1m £25.3m £25.4m -6.8 

  Wales £13.3m £13.3m £13.3m £13.5m £13.5m -7.5 

  Northern Ireland £9.3m £9.4m £9.4m £9.5m £9.5m -6.9 

  UK £326.6m £326.7m £326.9m £330.9m £328.9m -8.3 

  Scotland Share of UK 7.6% 7.6% 7.7% 7.6% 7.7%   

                

Capital Scotland £3.4m £2.5m £2.5m £2.2m £2.3m -38 

  Wales £1.7m £1.3m £1.2m £1.1m £1.1m -41 

  Northern Ireland £1.2m £0.9m £0.9m £0.8m £0.8m -37 

  UK £51.6m £43.5m £41.8m £39.2m £40.2m -29 

  Scotland Share of UK 6.6% 5.7% 6.0% 5.6% 5.7%   

  (excludes depreciation)           

Source: HM Treasury, Comprehensive Spending Review 2010 

One of the key objectives in the National Performance Framework is “fairness”. We discuss the issue 

of fairness much more extensively later, but it is useful to consider how far the CSR 2010 decisions 

promote “fairness” in Scotland. This because the Scottish public will have to deal with cuts from 

both sources, and it is worth understanding how spending cuts from UK sources will overlay those of 

the Scottish Government. In this context, we interpret fairness as the relative effects of the spending 

cuts on the rich on the one hand and the poor on the other. There have already been a number of 

analyses of the impact of CSR 2010 on individuals and households. Carl Emmerson of the Institute of 

Fiscal Studies recently estimated how the changes in the UK tax and benefit system laid out in CSR 

                                                           
2
 Scottish Parliament Question S3W-37204 

http://www.scottish.parliament.uk/Apps2/Business/PQA/default.aspx?pq=S3W-37204
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2010 would affect Scottish households34. His key result is shown in Figure 1. In essence, it shows that 

those in the poorest income quintile in both Scotland and the UK will experience the largest cut in 

net income as a result of the changes in the tax and benefit system set out  in CSR 2010. The size of 

the effect on net income declines with increasing income except for the richest group, some of 

whom will be hit by higher income tax and national insurance rates. The results for Scotland do not 

differ markedly from the UK as a whole. This is not surprising, given that the Scottish and UK 

employment and industrial structures are not substantially different. Figure 1 does not take account 

of changes in employment and incomes that may take place if the economy recovers. Nor does it 

account for possible further deterioration in the economic climate. Both of these are difficult to 

forecast at present and to a large extent depend on external events. 

  

Having described the context, this report proceeds by examining the contents and implications of 

the 2011-12 draft budget for Scotland. Some of the issues are critical to the ability of the Scottish 

Government to deliver next year's budget. Others are more concerned with the budget process and 

with ensuring that its implications are clearly understood by the Parliament and Scottish society 

more widely. 

The Size of the Challenge 
The changes proposed in the Draft Budget 2011-12 vary substantially by portfolio.  Figure 2 shows 

how percentage reductions in capital and in resource spend are distributed across portfolios. The 

only positive element is the increase in resource spending in the Health and Well-Being portfolio. It 

is proposed that all other budgets be reduced in cash terms.  

                                                           
3
 Carl Emmerson, Institute of Fiscal Studies discussing UK Public Finances at the David Hume Institute, Monday 

25th October 2010 
4
 Note that some of the tax and benefit changes had already been set in train by the previous Labour 

administration. CSR 2010 largely built on these, rather than rescinding them. 
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The reductions in Figure 2 do not take account of inflation. Real decreases will therefore be larger. 

There will be differences in the cost pressures faced by the different portfolios. Thus, for example, 

the rate of increase of costs in health may be more rapid than the increase facing the First Minister's 

portfolio.  There is no reliable source of information that would help indicate these differences.  

The 60% reduction in capital spending in the Justice and Crown Office Portfolios are by far the 

largest cut in any of the larger portfolios. The Justice department is unlikely to be able to engage in 

any significant capital projects next financial year. However, the cut in resource spend which it faces 

is somewhat less than those being proposed for Rural Affairs, the First Minister, Finance and 

Sustainable Growth, and Education and Lifelong Learning. All of these can expect cash cuts in 

resource spending of over 6%. The real cuts that they face will be around 3% larger if costs grow at 

around the current rate of inflation. 

Figure 2 also brings out how ring-fencing the Health and Well-Being budget impacts on other 

budgets. The value of the 2.5% increase in resource spending in Health and Well-Being is £267 

million.  This increase is almost exactly equal in size to the sum of the reductions in resource 

spending being proposed for the Education and Lifelong Learning, and Finance and Sustainable 

Growth portfolios together. If health had not been ring-fenced, all three departments could have 

been given the same cash settlement as in 2009-10.   

Figure 2: Changes in Capital and Resource Spend by Portfolio 

 

Source: Draft Scottish Budget 2011-12 
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million of capital underspend this year into 2011-12 to partly offset this reduction.  This seems 

sensible. 

Straying from the 2011-12 agenda and looking further in the future, the draft budget also lays out a 

plan for an additional £2.5 billion of capital spending in Scotland to be delivered by the Scottish 

Futures Trust. The draft Scottish budget claims that £111 million of net savings to infrastructure 

investment was achieved by the Scottish Futures Trust in 2009-10. This presents a relatively modest 

saving of around 3.3% on the total capital spend of £3.4 billion. While the SFT may be able to 

improve the efficiency of public sector infrastructure delivery there will still be an irreducible cost for 

new projects which will reflect competitive prices for new capital assets. The Scottish Government 

budget will have to bear these costs if projects are taken forward by the Scottish Futures Trust. 

Around £900 million is being spent annually to service existing PPP contracts. Projects being taken 

forward by the Scottish Futures Trust will add to this total. The real issue is whether the projects 

genuinely add to the productive capacity of the Scottish economy, whether they can be delivered on 

time and on budget and if the Scottish Futures Trust can create a market in which firms are willing to 

tender and accept lower returns. One factor in the Scottish Future Trust’s favour is that the 

economic downturn will increase competitive pressures in the construction sector. 

More detailed analyses of the individual portfolios will be brought forward by the subject 

committees. However, one area that may require special attention next year is the funding of 

further and higher education. Current funding for FE colleges is scheduled to drop by around 7.6% in 

real terms in 2011-12 while funding for universities will fall by around 8.1% in real terms. The 

combined capital grants for FE colleges and HEI institutions will fall by 57%.  

It is expected that some proposals will be brought forward that may involve the replacement of 

teaching grants by “graduate contributions” to make good the shortfall in university funding. Such 

changes are likely to require legislative action and may need to be put in place before financial year 

2012-13. It is less clear how colleges, which have fewer potential sources of income, can deal with 

reduced funding. This is particularly of concern in respect of the skills and therefore the growth 

agenda. These cuts particularly affect young people which may not be fair in a generational sense. 

They may also adversely affect Scotland's potential for sustainable economic growth i.e. the National 

Purpose. 

The Private Sector 
The Coalition Government expects the private sector to expand to absorb job losses from the public 

sector.  This is seen as part of a necessary rebalancing of the UK economy away from consumption 

and the public sector towards exporting and investment. Hence it is reasonable to assess whether 

the draft Scottish budget might facilitate such private sector expansion. 

One of the budget proposals is to increase sales of surplus public assets. These seem sensible.  The 

cuts in capital spending in the transport budget have been less severe than those in other parts of 

the public sector, which is also likely to be welcomed by the private sector and should promote 

growth potential. 

CSR 2010 argued that support for science was essential to support sustainable economic growth in 

the UK. The UK government intends to provide particular support for high-growth companies and 
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the commercialisation of technologies, including funding a network of technology development and 

innovation centres.  

The science budget is reserved to the UK Parliament. But the Scottish government makes a 

significant contribution towards supporting scientific research in Scotland, mainly through the 

provision of funding to universities. It is not clear how the aggregate research effort directly 

supported by the Scottish Government will be affected by the budget since it is spread across a 

number of portfolios. But it is encouraging that, as in England, the research excellence grant to 

universities will be protected, at least in cash terms.  However, if the Scottish university sector, 

which is a major export earner for the Scottish economy, is placed at a competitive disadvantage 

due to changes in the funding of university teaching in England, it will become increasingly difficult 

to attract the best researchers in Scotland. 

The decision to increase business rates on large out-of-town retailers will shift the balance of 

competitive advantage somewhat towards more traditional town centre businesses if the large 

retailers raise their prices as a result of the increased rates.  But such price rises might also cause 

Scottish consumers to buy more goods on the internet from outside Scotland, which would be bad 

both for Scottish jobs and tax revenues  

Demand Driven Services 
One area which the Finance Committee may wish to probe is how the Scottish Government intends 

to control spending in spending programmes where past decisions have led to open ended 

commitments or entitlements. The following examples illustrate the issue: 

Concessionary Fares  

The concessionary fares scheme now costs over £0.25 billion - more than 60% of what is spent on 

Enterprise, Energy and Tourism.  The latter budget is relatively easy to control, but Concessionary 

Fares are based on entitlements and these are likely to increase as the population ages. In 2006-07, 

the costs of Concessionary Fares represented only a third of the Enterprise Energy and Tourism 

budget. Not only is it the case that this scheme is demand driven and its costs may therefore be 

difficult to control, but also, as we shall see later, it is difficult to see how it fits within the National 

Performance Framework.   

Scottish Public Pensions  

Scottish Public Pensions are part of Annually Managed Expenditure. They are funded separately by 

the Treasury and do not have to be balanced by adjustments elsewhere in the Scottish Budget. 

Nevertheless, between 2006-07 and 2010-11 they grew by more than 100% to £3.2 billion. The 

forecast for next financial year is that they remain static at this level, which hardly seems consistent 

with recent trends. Again they are based on entitlements over which the Scottish Government has 

little control. 

Free Personal Care 

Between 2006-07 and 2008-09, the cost of free personal care for older people increased from 

£321.5 million to £376.5 million. Free personal care is an entitlement to those assessed as needing 
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personal care. It would be worth understanding how the government intend to assist local 

authorities to fund such care in 2011-12, if, as one would expect, demand continues to grow. 

Fairness 
One of the key issues associated with reductions in public spending is the extent to which they are 

"fair". Fairness or equity has many dimensions. The most common approach to assessing fairness is 

to consider how policy measures affect the rich on the one hand and the poor on the other. This is 

the approach taken by the IFS analysis of CSR 2010, shown in Figure 1. But it is not the only 

approach. There are many other ways in which it might be assessed. In this section, we discuss some 

of these.  

Gender 

In Scotland, about 64% of public sector workers are female. This compares with only 43% in the 

private sector. Reductions in public spending will almost certainly have a more adverse effect on 

females than males. Thus far, it has largely been the private sector that has suffered during the 

recession. The majority of job losses in Scotland associated with the recession have been in the 

private sector and wages have grown much more slowly among private sector workers. This has 

primarily affected men. But it is likely that the gender distribution of adverse outcomes will be 

reversed as the public sector shrinks. 

Inter-Generation 

The issue of intergenerational fairness is frequently and unfairly ignored by policymakers perhaps 

because the very young do not have a vote and the relatively young are less inclined to vote.  

Spending on one generation always has opportunity costs for other generations. The balance of 

spending between generations may also have implications for economic growth. For example, 

spending on skills is more likely to yield both private and social benefits if spent on the young 

generation. 

For example, consider the generational effects of the concessionary travel scheme. This is popular 

and has a high level of take-up. But research commissioned by Transport Scotland shows that the 

scheme has had only limited impact on improving social inclusion, improving health or promoting a 

shift from car to bus. It also predominantly benefits those living in urban areas. The Scottish 

Government’s review implied that there is little evidence that it is achieving more than the previous 

concessionary travel local schemes that were in place5. It also clearly favours the old relative to the 

young. 

Other spending decisions which favour older citizens include the protection of the NHS and the 

continuation of free personal care for those aged 65 and above. NHS spending is heavily skewed 

towards older citizens.  

Significant cuts in spending on education and justice also shift the scales of spending in favour of 

older individuals. As we shall see subsequently, other policies such as the council tax freeze and the 

freeze on public sector pay also have an age dimension. 

                                                           
5
 Scottish Government (2010) Review of the Scotland Wide Free Bus Travel Scheme for Older and Disabled 

People  

http://www.scotland.gov.uk/Publications/2009/05/19093131/0
http://www.scotland.gov.uk/Publications/2009/05/19093131/0
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These measures might contribute to a case that the draft budget is relatively unfair on younger 

Scots. However, against this, the budget does also take some measures that reinforce the wish of 

the Finance Committee to ensure that investment in early years is protected. These include: 

1. maintaining the pupil–teacher ratio in the early years of primary school; 

2. the introduction of a new Early Years and Early Intervention Fund with initial start-up 

funding of £5 million 

3. provision of £45 million to support vulnerable children and young people  

4. commitment to the implementation of the Early Years Framework 

Who Benefits from the Council Tax Freeze? 

The Scottish Government has used £420 million during the last three years to support the council tax 

freeze. It proposes a further £70 million in 2011-12 for those councils which freeze their council tax 

for a fourth year. This policy has therefore significant opportunity costs.  It is reasonable to assess 

this policy using the National Performance Framework. Thus we assess its contribution firstly to 

sustainable economic growth and secondly to promoting fairness. 

It is a common argument in tax theory that taxation of mobile factors harms economic efficiency 

more than taxation of immobile factors. This is for the simple reason that both capital and labour 

can respond to tax increases negatively, for example by emigrating or by seeking investment 

opportunities elsewhere.  This is confirmed in recent OECD research6, which argues that "current 

taxes on immovable property appear to have the least impact” (on economic growth). Thus it is 

difficult to make the case that the freeze on council tax has had a positive effect on sustainable 

economic growth.  

This argument about the desirability of taxing immobile rather than mobile factors may underlie the 

decision of the Scottish government to seek approval to levy additional business rates on large retail 

outlets.  It is rather paradoxical that taxation on immobile houses is being frozen while that on 

immobile retail outlets is being increased. 

A second argument might be that the freezing of council tax promotes fairness by making the rich 

contribute proportionately more. This can be assessed using the same methodology that the 

Institute for Fiscal Studies used in analysing the fairness of the changes in taxes and spending in CSR 

2010. Using the model of taxes and benefits which we have constructed at Stirling University, we 

have assessed which types of household have gained most from the freezing of council tax. Our 

model is based on a representative sample of Scottish households from the 2008-09 Family 

Resources Survey.   We assume that if the council tax had not been frozen, it would have risen in line 

with the Consumers Prices Index.  Thus we look at the difference in household incomes, after taxes 

and benefits, caused by the non-increase in the council tax. Our main results are shown in Figures 2 

and 3.  

 

 

                                                           
6
 Johannson, A., Heady, C., Arnold, J., Brys, B. and Vartia, L. (2008) "Tax and Economic Growth", OECD Working 

Paper No 620, July 2008  
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Figure 2: Percent Change in Equivalised Net Income by Income Decile 

 

Figure 2 shows firstly that the freezing of council tax has had relatively small impact on most 

household incomes in Scotland.  The differences in household outgoings between freezing the 

council tax and increasing it in line with inflation are relatively small for most households. 

 Nevertheless, it is clear that the main beneficiaries are those in the middle of the income 

distribution. This is because households in income deciles 1 and 2 often receive council tax benefit to 

offset their council tax bills. Thus, they do not particularly benefit from a council tax freeze. For the 

richest households in decile 10, the effect is small because, although they make the largest cash 

savings, the effect is very small in relation to their net household income. Thus it is middle income 

households which benefit most from the council tax freeze. Note the comparison with the effects of 

the tax and spending changes arising from CSR2010 shown in Figure 1: it is middle income 

households which will be least affected by changes in tax and benefits at the UK level. 

Figure 3 analyses the freeze in council tax by household type. It shows that the group gaining most 

from the freeze are two-adult pensioner families. This group may have relatively large houses but 

low income. Single adults with and without children gain the least due to the combined effect of 

council tax benefits and their living in accommodation attracting relatively low council tax bills.  
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Figure 3: Change in Equivalised Net Income Due to Council Tax Freeze by Household Type 

  

 

Given this evidence, it is difficult to make a strong case for the council tax freeze based on the 

National Performance Framework.  There is no case that it supports economic growth and its 

fairness implications are certainly not clear cut. 

There are other arguments against the freeze. First, council tax is a relatively efficient method of 

raising tax.  It is also almost impervious to the economic cycle. It therefore seems strange to cut 

property taxes when revenues from other sources such as income tax, corporation tax, stamp duty 

etc. have fallen.  

Before the recession, Ireland's tax base was highly susceptible to the financial crisis, partly because it 

had no property tax. The Economic and Social Research Institute in Dublin has recently been 

modelling likely revenues from a property tax and it is expected that a proposal to introduce this tax 

will be put forward in the next Irish budget, which is now imminent following the discussions with 

the IMF and the European Union7. 

Second, council tax is one of two major sources of revenue available to the Scottish Parliament. With 

the other source currently unavailable, there is a growing question about the willingness of the 

Scottish Parliament to accept the responsibility of raising additional tax revenue from Scottish 

households. Given the opportunity costs of the council tax mentioned at the beginning of this 

section, the Finance Committee might consider whether the benefits of the council tax freeze 

outweigh its costs in terms of the services not delivered by local government or by other public 

bodies due to lack of funding.  

                                                           
7
 Irish Independent, November 20, 2010 
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Efficiency savings 
We now turn to the important issue of efficiency savings. The Scottish government intends to use 

these as a means of maintaining public service and has set an efficiency saving target of 3% for 2011-

12. Efficiency savings policies encourage public bodies to improve productivity and hence produce 

the same outputs with fewer inputs. However, the evidence of past efficiency savings programs is at 

best mixed. And without a properly established baseline it will be impossible to tell whether the goal 

of improved productivity has been achieved. It will be particularly difficult to come to any snap 

judgement on their effectiveness, since evaluation will inevitably take a considerable period of time. 

Audit Scotland has produced a number of reports highlighting the risks associated with efficiency 

savings. These include:  

 Setting individual targets for efficiency savings may encourage "silo thinking" whereby public 

bodies focus only on their own contribution to savings, possibly neglecting opportunities for 

greater savings that might be made if they worked together with other bodies (see e.g. Audit 

Scotland 201089).  

 

 Too often efficiency savings are made in an environment where measurement of both 

quality and quantity of services provided is inadequate (see e.g. Audit Scotland 201010). 

 

 Regular incremental savings targets act as a disincentive to bodies that could extract 

significantly larger costs from their operation in a single year. 

The Scottish government seems to implicitly acknowledge the dangers of "silo thinking" with its 

proposal to provide £70 million from within NHS board allocations for a new "change fund" in 2011-

12. This should encourage the closer working of NHS and local authorities in improving the quality of 

care for older people while also making cost savings. 

The Independent Budget Review estimated that a 3% savings target, such as that now being 

proposed by the Scottish Government, “could in theory generate savings in 2014-15 of some £900 

million” (my italics)11. Unless they can be measured, the Scottish public will not know whether the 

savings have been realised.  Services may be cut and no clear explanation will be available as to 

whether these derive from genuine reductions in budget or in failure to make efficiency savings. 

The Draft Budget is not clear as to whether efficiency savings may be retained by public bodies. The 

Finance Committee has previously recommended "that any relevant public bodies that wish to 

retain future efficiency savings should only be able to do so if they have clearly demonstrated that 

savings have actually been made and can demonstrate where the savings have been applied12.  

                                                           
8
 Scottish Police Services Authority, Audit Scotland, October 2010 

9
 Improving public sector efficiency, Audit Scotland, February 2010 

10
 Review of orthopaedic services, Audit Scotland, March 2010 

11
 Scottish Government, (2010), "Independent Budget Review: the Report of Scotland's Independent Budget 

Review Panel", July, ISBN 978 0 7559 9488 5 
12

 Scottish Parliament Finance Committee Fourth Report - 2010-Budget Strategy Phase (June 2010) 
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The Finance Committee may wish to seek further assurance from the Scottish Government that 

efficiency savings can be demonstrated to lead to improved productivity rather than service 

reduction. 

How Much Will a Pay Freeze Save? 
One of the key elements of the draft budget is the proposal to freeze public sector pay. The Scottish 

Government can only do this directly for those staff groups under its direct control. It also intends to 

reduce pay costs for senior staff, reducing bonuses and other forms of non-consolidated pay. It also 

intends to reduce senior civil servants’ costs by 10% in 2011-12 and by 25% by 2014-15. 

Like efficiency savings, pay restraint offers the possibility of maintaining public services even though 

the resources available to the Scottish government have been depleted. Pay restraint is also 

presented as a way of maintaining public sector employment. Since, with a fixed budget, increases in 

pay implied that a small amount of labour input can be purchased. 

However, freezing workers’ pay should not be regarded as a costless exercise. It can lead to 

increased turnover, poor industrial relations and reduced willingness to improve performance. These 

effects will be different across the many different labour markets for public sector staff in Scotland. 

Where workers are effectively earning a "rent" – i.e. they would be willing to perform the same tasks 

for lower pay, then there is a case for examining terms and conditions. But if the worker has other 

opportunities, then a public sector pay freeze may simply lead to the loss of good workers and a 

consequent decline in productivity and efficiency.  

It is also not necessarily the case that high-paid public employees are earning rent.  Some will 

operate in national, or even international, labour markets, where there is a high level of demand for 

scarce talent.  

The details of the pay freeze which the Scottish government propose are similar to that being 

implemented in England. Workers earning over £21,000 per year will be entitled to pay progression 

but their basic pay will be fixed. Workers earning less than £21,000 a year will be guaranteed a wage 

increase of £250 and a minimum hourly wage of £7.15 per hour. 

Before looking at how much this might save, it is worth identifying the types of work that are likely 

to be particularly affected by the pay freeze. Figure 4 shows the proportion of public sector workers 

in Scotland earning above and below the £21,000 limit by age group. It is clear that middle aged 

workers will be caught by the pay freeze. The majority of those aged 30 to 50 earn more than 

£21,000 per year. In contrast, around 70% of those aged 20 to 24 fall below the £21,000 limit, as to 

60% of those aged 60 to 64.  

The gender distribution above and below the pay freeze limit is shown in Figure 5. Comparative 

proportions for the private sector are also shown in this figure. In the public sector, over 70% of 

those earning less than £21,000 per annum are female. In the private sector, the distribution is much 

more balanced. Because of the preponderance of women in the public sector in Scotland, a majority 

of those earning over £21,000 per annum are also female, while only 25% of those in the private 

sector earning over £21,000 per year are female.  
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The implication of these figures is that slightly more women than men will be affected by the freeze 

on pay in the public sector. But the £21,000 per annum limit will protect a much larger number of 

females than males from a complete pay freeze. 

Figure 4: Proportion of Public Sector Employees in Scotland Earning above and below £21,000 Per 

Annum by Age Group 

 

Source: Labour Force Survey 

Figure 5: Proportion of Public Sector Employees in Scotland Earning above and below £21,000 Per 

Annum by Gender 

 

Source: Labour Force Survey 

The "savings" claimed for a pay freeze depend on what would have happened had the freeze not 

been in place. This cannot be known and therefore one has to assume realistic alternative scenarios. 

Here we carry out two simple exercises. In the first, we assume that public sector pay will increase in 
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2011-12 at the same rate as it did in 2009. Data from the Annual Survey of Hours and Earnings show 

that in 2009, median public sector pay increased on average by 4.6%. This comprises both increases 

in basic pay and progression along pay spines. Pay increases over the same period in the private 

sector were 0%.  

In the second exercise, we assume that pay stays constant in real terms, implying money increases 

of 3.1% (the current rate of the CPI inflation).  Table 2 shows our results. If pay were to increase at 

4.6%, the Scottish government wage bill would increase by £659 million. If the increase were a more 

modest 3.1% the increase would only be £444 million. If pay were to be restricted to progression 

only, our estimate is that this would cost around £172 million. Allowing pay increases for those 

earning below £21,000 would increase the costs to £242.6 million. Finally, ensuring that no public 

sector worker earns less than £7.15 per hour, the so-called “living wage”, increases costs to £338 

million. In those circumstances, the savings that would be made of public sector pay had been 

growing at 4.6% would be £321 million, while if it had been growing at 3.1%, the savings would be a 

much more modest £106 million. 

In relation to the overall pay bill, the savings shown in Table 2 are relatively small amounts. It is clear 

that they are significantly reduced by the decision to allow pay rises for those earning less than 

£21,000. This analysis does not take account of the impact of workers who are paid for less than a 

full year, though this number is likely to be small.  

More importantly, it does not allow for the local government settlement that is already in place and 

which is for a pay freeze for all staff in 2011-12, with no threshold. Clearly the local government 

settlement would increase the total savings, but the differential approaches taken on the one hand 

by the Scottish Government and on the other by local authorities may lead to difficulties in pay 

negotiations.  

The net savings from a pay freeze are lower, the lower are the hypothetical wage settlements that 

public sector unions might have accepted next year.  At least for those who negotiate directly with 

the Scottish Government, these can never be known. It remains to be seen if other workers who are 

paid by the Scottish Government, but who do not negotiate their wages with the Scottish 

Government, accept the pay freeze. In the longer term, the Scottish Government might wish to 

reduce the numbers of workers that it pays for, but with whom it does not negotiate directly.  This 

would seem to be an essential component of extending Holyrood’s fiscal powers. 

Table 2: Savings from Pay Freeze 

 
Increase in Public Sector Pay 

 
4.6% 3.1% 

No Pay Restraint £659.1m £444.2m 

Progression Only £171.9m £171.9m 

Progression plus Pay Freeze Over £21,000 £242.6m £242.6m 

Progression, Pay Freeze and "Living Wage" £337.9m £337.9m 

   Expected Savings £321.2m £106.3m 
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Presentation 
The presentation of budgetary information in the draft budget continues to improve, with complete 

Level 3 comparisons between 2010-11 and 2011-12. These are not presented in real terms. I have 

some sympathy with this approach because there are considerable caveats associated with 

estimates of the "real" changes in provision associated with detailed components of the Scottish 

budget. I discussed this issue in last year’s budget report. Different portfolios are subject to different 

cost pressures with health being mentioned as an obvious example.  Falling construction costs may 

mean that the real cuts in capital expenditure are somewhat less than those implied by the draft 

budget.  

However, another aspect of the presentation is less welcome. Spending programme titles are 

becoming increasingly opaque. For example, when reading the budget, members of the public must 

find it difficult to understand what a spending programme described as “Supporting Sustainability" 

means. Perhaps the committee would like to urge the Scottish government to use plainer 

descriptions of their spending programs. 

 

Single Year Budget  
There has been debate as to whether it is appropriate to produce a Scottish budget only for 2011-12 

when the UK Comprehensive Spending Review sets out Scottish DEL for the next four years (as in 

Table 1).  There is a plausible argument that a four-year budget might have to be realigned following 

the next election and hence it is reasonable to restrict financial plans to 2011-12. Clearly there would 

be further difficult messages to impart in laying out how the Scottish budget will evolve between 

2011-12 and 2014-15. And, by delaying the Comprehensive Spending Review, the last Labour 

administration did not show any enthusiasm to address the same issue for the UK as a whole prior to 

the May 2010 election. 

However, if it is only a single year budget that is being presented, it is not clear what budgetary 

purpose is being served by looking beyond 2011-12. For example, it seems incongruous to include 

“forecasts” of how long it might take public sector spending in Scotland to return to 2009-10 levels 

when these extend to 2026-27.  

The thinking about longer term restructuring of public services appears to have been passed to 

Campbell Christie's Public Services Commission. However, like a longer-term Scottish budget, its 

report will have to pass the test of being acceptable to the next administration. Until there is less 

partisan acceptance of the need for significant reform of Scotland's public services, there is little 

likelihood of substantive change.  

At present, what is happening is that structural change is being driven principally from the bottom 

up. Thus, local authorities are looking at opportunities for joint restructuring and re-profiling of 

public services. Although this process may seem ad hoc, it may yield long-term benefits. An example 

might be the proposals for greater joint working in which, for example, Stirling Council is involved. 

But local authorities can only operate within the existing legal framework. Eventually, if radical 
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reform of Scottish public services to take place, Scottish politicians will have to pass the necessary 

legislation. 

Conclusion 
 

There is no doubt that this is a difficult budget. It has both positive and negative aspects. But it is 

important that the Finance Committee plays a full role in working between the subject committees, 

the Scottish Government and Scottish civic society in ensuring that a Budget Bill is passed in good 

time so that public sector organisations can plan at least for next financial year. 

  

 

 

 

  

 


