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CONTEXT 

1. Last year’s Scottish budget was published shortly after the 2007 UK 

Comprehensive Spending Review (CSR), which set out the UK Government’s 

spending plans for the period 2008-09 to 2010-11.  It also indicated the level of 

resources to be made available to the Scottish Parliament over this period.  

These were determined in the usual way by the Barnett Formula and showed 

modest real growth of around 1.8 per cent in Departmental Resource 

Allocations (DEL). 

2. Since the publication of CSR 2007, there has been a marked 

deterioration in the economic prospects of the world, UK and Scottish 

economies. These have resulted from the so-called “credit-crunch” and rapid 

rises in food and energy prices. Economic growth has fallen sharply: some 

countries have already experienced recession: others are likely to in the near 

future. Widespread uncertainty in financial markets has further clouded the 

economic outlook. 

3. One consequence of the economic slowdown will be a rapid 

deceleration in tax receipts and some increase in government spending 

(through, for example, increases in the value of payments needed to support 

the unemployed). As a result, government borrowing is likely to increase. In 

the medium term, when growth resumes, countries will offset their increased 

borrowing by reducing the growth of public spending.  
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4. The UK is likely to follow this pattern.  Net borrowing in 2008-09 was 

forecast at £36bn in CSR 2007, declining to £28bn by 2010-111. At the 2008 

budget, the 2008-09 forecast was increased to £43bn. With growth slowing 

rapidly and the EU forecasting that the UK will enter recession in the last two 

quarters of 2008, this higher forecast may well be exceeded.   This implies 

significantly greater borrowing than expected, which in turn will mean lower 

growth rates in government spending in the next Comprehensive Spending 

Review. 

5. The effect of the economic slowdown on the Scottish Parliament’s ability 

to fund its spending programmes for the next two years will be small, at least 

in cash terms.  Scotland does not have significant tax-raising powers and 

therefore does not bear the risk of reduced tax revenues. On the expenditure 

side, the UK government also largely bears the downside risks.  Its reserved 

powers include regulation and social security.  Thus it will bear the costs of the 

realignment of the financial sector and the benefit payments for any increase 

in unemployment. 

6. The settlement in CSR 2007 was already much tighter than those 

experienced in previous spending reviews. The remainder of this Parliament is 

therefore likely to be characterised by much slower rates of growth in the 

resources available to the Scottish Parliament than was the case during the 

first two Parliaments. 

7. Alongside the world economic slowdown, there has been a rapid 

increase in price inflation mainly driven by food and energy costs. This has 

impacted on public spending programmes in Scotland: their budgets are 

fixed in cash terms. Unexpected increases in costs are not budgeted for. If 

costs rise at a faster rate than the cash budget, activity must be curtailed and 

services degraded unless efficiencies can be found. 

8. The Scottish budget contains estimates of the real increase in activity in 

health, education etc. These are based on the assumption used in the 2008 

UK budget that costs rise at 2.75 per cent. However, with retail price inflation 

now approaching 5 per cent, the tables in the budget document detailing 

spending at 2008-09 prices are likely to overestimate changes in real levels of 
                                            
1 HM Treasury, Comprehensive Spending Review 2007, Table B5, P165 
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activity in the Scottish public services next fiscal year. Conversely, unless there 

is a rapid increase in public sector wages,  public sector inflation is likely to fall 

rapidly during 2009 and in consequence, this current budget may 

underestimate the level of real public sector activity in 2010-11. 

 

THE BUDGET 

9. The 2007 Scottish budget indicated that the Scottish Government would 

spend in £34,651m in 2009-10. This year’s budget proposes that spending in 

2009-10 will be £34,760m, an increase of £109.4m over last year’s estimate. This 

is a relatively small increase that amounts to only 0.31 per cent of the overall 

budget. This is consistent with the CSR funding approach which is based on 

stability of funding streams within the CSR period. 

10. This increased funding provides for the acceleration of small business 

relief and additional police, measures agreed by the Parliament in the 2008-

09 budget. It also covers additional climate change measures, changes in 

NHS resource funding, bus service operators’ grant, Scottish Water capital 

charges and £40 million to fund the increased costs of free personal care. The 

ability to fund this additional spending is due to increased Barnett 

consequentials and from anticipated increases in non-domestic rate income 

by local authorities. These changes should enable the Scottish Government to 

continue to over-allocate its budget by £100m, which reduces the likelihood 

of  a significant underspend.  

The Finance Committee might wish to enquire what proportion of the 

increased funding comes from Barnett consequentials and how much from 

increased non-domestic rate income. Last year, increased relief for small 

businesses from non-domestic rates was presented as a key element of the 

government’s growth strategy. 

 

11. In May 2008, the Scottish Government published its efficiency delivery 

plans for 2008-2011.  These 2 per cent year-on-year efficiency savings are very 

important for the delivery of the government’s budget objectives. The 
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amounts involved over the period 2008-2011 are shown in Table 1.  

Table 1: Efficiency Savings Targets and Identified Savings 208-2011 

 2008-09 20109-2010 2010-2011 
 Target Identified Target Identified Target Identified 
TOTAL £534.4m £601.4m £1068.8m £1056.4m £1603.2m £1515.7m
Source: Efficiency Delivery Plans 2008-2011, Scottish Government 
 

The document states that the Scottish Government  recognised that portfolios 

might not be able to provide plans for 09-10 and 10-11 by the deadline for the 

publication of these plans and therefore, initially only 08-09 plans were 

required.  Further, updated delivery plans will be published at a later date 

which presumably will firm up figures for identified savings for 09-10 and 10-11. 

12. The estimates of identified savings were presumably collected in early 

2008. Therefore, at the time that departments were making these estimates, 

the rate of inflation (CPI) was around 2.4 per cent. It is now 4.4 per cent. It is 

therefore not clear that Departments will still be able to make the efficiencies 

to which they committed at the beginning of 2007 without some significant 

reduction in service.  If inflation falls rapidly in 2009, these difficulties will ease.  

 

Given that inflation is now relatively high, it is important for the Finance 

Committee to understand how its effects interact with the government’s 

efficiency savings targets. In the UK, departments are to use the UK GDP 

deflator (2.75 per cent) when calculating efficiency gains. It is not clear what 

allowances for cost increases are being made and therefore what real effects 

the efficiency savings target may be having.  

In addition, it is important that the Committee is satisfied that efficiency 

savings are now being measured accurately, allaying some of the 

reservations of the Auditor General, when he reviewed efficiency savings in 

December 2006.  

It is also important that the Committee is informed of the public bodies that 

will be permitted to retain their efficiency savings, and of the arguments as to 

why some public bodies are permitted to retain efficiency savings while 

others are not. 
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BUDGET CHANGES 

13. The 2008-09 budget documents list the changes proposed for 2009-10 

compared with last year’s budget proposals for 2009-10 on a portfolio-by-

portfolio basis.  These changes comprise two main elements: 

a) Reallocations between or within portfolios to modify existing spending 

profiles 

b) Introduction of new resources to support new government initiatives 

In relation to the overall budget, the magnitude of the changes is small.  Thus, 

for example, changes to the budget of the Office of the First Minister are 

minor.  In the Finance and Sustainable Growth portfolio, an actuarial 

revaluation has led to a reduction of £5.4m in the funding requirement of the 

teachers’ and NHS pension schemes.  There are some minor readjustments in 

infrastructure support between motorways and trunk roads, ferry services, bus 

services and air services. The major change is the reallocation of around 

£160m for Skills Development Scotland from the Enterprise, Energy and Tourism 

budget to Education and Lifelong Learning.  

14. In the Health and Well-Being Portfolio there is some internal reallocation 

within the health budget to meet specific pressures as well as the phased 

introduction of free eye tests. One significant change is the transfer of around 

£11m from the “Fairer Scotland Fund” to the “Local Government for Fairer 

Scotland Fund”. 

The Committee may wish to ask for information on whether this transfer 

indicates that the Scottish Government believes that social inclusion policy 

should be devolved to the local authority level and how this funding will be 

allocated to local authorities. 

15. In Housing and Regeneration, which also lies within the Health and Well-

Being portfolio, there will be an increase in planned spending on affordable 

housing of £100m in 2008-09 and 2009-2010. £40m of this funding will come 

from local government: the remaining £60m coming from the Scottish 

Funding Council (£20m in 2009-10), the Scottish Prison Service (£10m in 2009-

10), the Scottish Environmental Protection Agency (£4m in 2009-10) and 
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Administration (£20m in 2009-10). These sums will be repaid in 2010-2011. Aside 

from the transfer to Health and Well-Being, the major changes in Education 

and Lifelong Learning are the transfer of the budget of Skills Development 

Scotland (£176m) from Scottish Enterprise and Highlands and Islands 

Enterprise.  

The Finance Committee might wish to consider the effects of the shuffling of 

portfolio budgets to enable Affordable Housing spending to be brought 

forward. 

16. Clearly, the state of the housing market in Scotland is of concern to the 

Scottish government. As yet, the price signals are mixed, though it is clear that 

there is a significant downturn in activity. Thus far, the Scottish housing market 

appears more resilient than that in the rest of the UK, perhaps bolstered by a 

labour market which is also outperforming the Rest of the UK. 

It would be useful to have some indication of how this intervention will 

“strengthen the Scottish economy” in terms of its net effects on householders 

and the construction industry on the one hand and the portfolios where 

resources have been cut back on the other. In particular it would be useful to 

be able to calibrate this intervention against the size of annual transactions in 

the housing market. 

 

17. The budget presents more detailed information on the breakdown of 

health spending than was available last year. Thus, data is provided on 

individual health board allocations. This will permit the Health Committee to 

better evaluate the operation of the Arbuthnott Formula. Nevertheless, given 

that the health and well-being portfolio has the largest Level 1 budget, the 

Finance Committee has a legitimate interest in how funds are allocated 

within this budget. The per capita allocations by Health Board are shown in 

Table 2. Averaging these and adding the per capita spend on special NHS 

boards and other services (ophthalmology, dentistry etc)  gives an overall per 

capita spend on health services in Scotland in 2009-10 of £2119 per head.  

This compares with a proposed 2009-10 budget in England of £1968 per 

capita.  It suggests a much smaller gap between per capita health spending 
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in Scotland and England than is commonly reported, and reflects the more 

rapid growth rate of health spending in England relative to the growth of 

Scotland’s overall budget. 

Table 2 Budgeted Per Capita Spend by Health Board, Scotland and England 

2009-10 

Area 
Per Capita Spend 
2009-10 

Growth in 
Spend 2008-
09 to 2009-10 

Ayrshire & Arran  £       1,539  3.18% 
Borders  £       1,487  3.15% 
Dumfries & Galloway  £       1,590  3.20% 
Fife  £       1,380  3.21% 
Forth Valley  £       1,355  3.20% 
Grampian  £       1,259  3.19% 
Greater Glasgow & Clyde  £       1,551  3.20% 
Highland  £       1,546  3.20% 
Lanarkshire  £       1,406  3.20% 
Lothian  £       1,240  3.21% 
Orkney  £       1,548  3.03% 
Shetland  £       1,645  3.15% 
Tayside  £       1,493  3.21% 
Western Isles  £       2,163  3.26% 
Special NHS Boards etc  £          192  3.21% 
Other Services  £          567  8.20% 
Scotland Total  £       2,190         3.60% 
England (2008 Budget)  £       1,968  6.30% 

 

18. Table 2 also shows growth rates in spending by health board between 

2008-09 and 2009-10. The health board allocations show a very consistent 

pattern of increases of around 3.2 per cent.  However, other services, which 

includes capital spending as well as dentistry, ophthalmology and pharmacy 

are planned to grow more rapidly than the overall health budget, largely due 

to substantial investment in new hospitals. This brings the annual rise in per 

capita spending in Scotland to 3.6 per cent compared with 6.3 per cent in 

England. 

19. Table 5 in the Draft Budget provides data on spending by the private 

sector on PPP projects. This amounts to private sector spending on assets that 

will benefit the public. They do not form part of the Scottish public sector 

capital budget. They are paid for from the resource budget. In 2009-10, it is 

estimated that capital spend by the private sector on capital for PPP projects 

7 



 

will be £369m. This casts a different perspective on the balance between 

current and capital spend in the 2009-2010 budget. The Draft Budget implies 

that there will be £25.78bn resource spending and £3.52bn capital spending 

in 2009-2010.  Taking account of PPP spending implies that the Scottish 

government is investing 13.2 per cent of its DEL allocation funding in capital, 

rather than 12 per cent if one simply takes the data from the current/capital 

split (Table 3).  On the other hand, Table 6 indicates that payments under PPP 

contracts will total £680m in 2009-10. This figure is most closely comparable 

with Scotland’s implied debt interest payments drawn from Government 

Expenditure and Revenue in Scotland 2006-07. Both mainly comprise 

contributions that current taxpayers are making towards past public capital 

investment. Some PPP contributions will also include maintenance and 

running costs. The estimate of Scotland’s contribution to UK debt interest in 

2006-07 was £2.4bn. 

20. The budget of the Rural Affairs and the Environment portfolio will 

increase by £23.5m from 2009-10 onwards due to the transfer. One other issue 

worth noting is that although paid for by the EU, the sterling value of the 

Single Farm Payment will increase significantly this year. Single Farm Payments 

are fixed in euros and the pound has fallen by 16 per cent against the euro in 

the last twelve months. Hence farmers will experience a significant increase in 

the sterling value of their farm payments, which may go some way to offset 

their increased energy and fertilizer costs. 

Given that the value of Single Farm Payments to farmers and crofters is 

around £450m, it would be useful to have some indication of the costs to the 

Scottish Parliament of replacement policies to support farming and rural 

Scotland in the medium term as EU support for agriculture declines. 

21. The Justice portfolio will lose due to the temporary transfer of £10m from 

the Prisons Budget to support the Affordable Housing intervention. On the 

other hand it will be boosted by an additional £13m to pay for additional 

police recruitment as agreed at the last budget. 

It would be useful to have an update on the progress of the police 

recruitment initiative detailing the net number of new officers hired. 
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22. The Administration budget will temporarily lose £20m to Affordable 

Housing.  As a result of the transfer of responsibilities for agricultural regulation 

and rural development grants administration to Rural Affairs and the 

Environment, it will lose a further £23m throughout the CSR period.   

23. Local government funding is covered by the Concordat. The largest 

single element of local government income comes from the General 

Revenue Grant which will be worth £7.7bn in 2009-10. This shows an increase 

of 4.4 per cent over the previous year. It will grow by 7.8 per cent in the 

following financial year.   Non-Domestic Rates income is forecast to increase 

in 2008-09 before falling by 3.7 per cent in 2010-11.  This reduction must partly 

be due to the Small Business Bonus scheme which offers smaller businesses 

discounts on their non-domestic rates. Increases in these discounts were 

accelerated as a result of last year’s budget. 

24.   The capital grant to local authorities will increase by around 5 per cent 

in the coming financial year and by 33 per cent in the following year, taking it 

to £0.52bn. Thus, within the Local Government portfolio, cash resources are 

budgeted to increase by 4.6 per cent in 2009-10 and by 6.25 per cent in 2010-

11. This does not tell the full story however.  Specific grants to local authorities 

from other Scottish Government portfolios will fall sharply in cash terms 

between 2008-09 and 2010-11. Thus, for example, Specific Revenue Grants will 

fall from £0.84bn in 2008-09 to £0.74bn in 2010-11. The net effect is that the 

overall growth in funding from the Scottish Government to local authorities will 

increase by 4.5 per cent in 2009-10 and 3.9 per cent in 2010-11.  However, 

there will be a very significant reduction in funding that is earmarked for 

particular purposes and an increase in general grants, over which local 

authorities can exercise a great deal more discretion. This is shown in Table 2 

below. 

25. Another major source of income to local authorities is council tax. A 

freeze on council tax will restrain the overall growth in local authority revenue 

(excluding sales, charges etc), restricting it to 3.7 per cent in 2009-10 and 3.3 

per cent in 2010-11. This compares with an overall growth of 4.6 per cent in 

the Scottish Government DEL in 2009-10 and 4 per cent in 2010-11. Local 

authority income does not appear to be growing as fast as the total budget. 
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26. The Draft Budget contains information on the proposed aggregated 

spending of local authorities by function in 2009-10. How this planned 

spending is distributed across broad aggregates is shown in Figure 1.  The 

Finance Committee’s remit is to consider matters “relating to or affecting the 

expenditure of the Scottish Administration or other expenditure payable out 

of the Scottish Consolidated Fund.” However, the Concordat has weakened 

the ability of the Scottish Parliament to directly influence local authorities’ 

behaviour. Greater autonomy may lead to an enhanced contribution by 

local authorities to the government’s purpose and objectives. But there is 

widespread disquiet that this contribution will be difficult to measure given the 

disparate nature of the Single Outcome Agreements.  

Table 2: Local Authority Resources 

2008-09 2009-10 2010-11   
Budget Draft 

Budget 
Percent 
increase

Plans Percent 
Increase

  £m £m   £m   
General Revenue 
Grant 

7,368.20 7,694.30 4.4% 8,298.60 7.9% 

Non-Domestic Rates 
(NDR) 1

1,970.80 2,091.90 6.1% 2,014.00 -3.7% 

General Capital Grant 376.5 394.5 4.8% 523.9 32.8% 
Supported Borrowing 305.2 305.2 0.0% 305.2 0.0% 
Total Portfolio 
Budget 

10,020.70 10,485.90 4.6% 11,141.70 6.3% 

Specific Revenue 
Grants2

839.8 874.9 4.2% 739.3 -15.5% 

Specific Capital 
Grants2

273.3 273.3 0.0% 205 -25.0% 

Total Scottish 
Government Support 
for Local Authorities 

11,133.80 11,634.10 4.5% 12,086.00 3.9% 

Council Tax (Frozen) 2241 2241   2241   
Local Authority 
Resources 
(excluding charges, 
sales and other 
income) 

13374.8 13875.1 3.7% 14327 3.3% 
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Figure 1: Distribution of Planned Spending by Scottish Local Authorities 
2009-10 
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PRESENTATION 

27. At its meeting on 18th March 2008, the Finance Committee made a 

number of recommendations to the Scottish Government on budgetary 

information. The Scottish Government agreed, or agreed in principle, to a 

include a number of these in the budget, including: 

a) Capital spending by the private sector and estimated payments under 

PPP contracts 

b) Table of budget changes 

c) Improved information on health board allocations 

d) Splitting level 3 budget lines between capital and revenue 

e) Provision of cash and real terms budgets 

28. Considerable progress in meeting these agreements is evident in the 

presentation of the 2008-09 budget.  Information on PPP spending, budget 

changes and real and cash terms budgets has been made available.  

However, given our earlier remarks, it is important to recall that estimates of 

real changes in budgets are only as good as the deflators on which they are 

based. These are relatively easy to estimate when inflation is stable, but much 

more difficult when, as now, the UK rate of inflation is changing rapidly. 
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29. Information on the capital resource split has been made available at 

Level 2.  This is broadly consistent with Table C 11 in the UK 2008 Budget, 

though the UK information is much less detailed. However, it might be helpful 

to compare Scotland’s rate of public investment compared with that in other 

parts of the UK as a general measure of Scotland’s relative priority between 

meeting current needs compared with those of future generations. However, 

in order to be able to make this comparison, it would be necessary to have a 

consistent treatment of depreciation across both tables as well as including 

some information on PPP contracts on both sides of the border. 

 

THE SCOTTISH GOVERNMENT’S PURPOSE AND OBJECTIVES 

30. The budget documents also contain time series information allowing 

comparisons of the 2009-10 proposed spending with that in 2002-03. This 

information is useful to give a longer perspective on trends in public spending 

in Scotland. One way to examine these is from the perspective of economic 

growth, the principal objective of both the current and previous 

administration.  To do this, Table 3 arranges Level 2 programmes by size of the 

increase in their actual or proposed budget between 2002-04 and 2009-11.  

31. Those programmes in the left column have all experienced budget 

increases in excess of the overall Scottish Government Budget (in descending 

order). Thus, the spending programme that has experienced the most rapid 

rise is “Concessionary Fares”. The spending programmes in the right column 

have experienced spending increases less than the overall Scottish 

Government Budget (in descending order). Thus, “Community Justice 

Services” have experienced the smallest spending increase over the period. 

The programmes have been colour coded – those that one might argue on 

theoretical grounds might be part of a growth strategy are coloured dark 

grey. These have to do largely with the development of infrastructure or skills. 

Other programmes are coded in light grey. 

32. It is clear that there is no overall pattern which suggests that either under 

the present administration or the previous one that spending programmes 

that might have a bearing on growth performance have been particularly 

prioritised.   
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33. This is a relatively crude argument. It does not account for regulatory 

changes, changes in taxation or for the possibility that relatively small 

increases in spending in some spending programmes will have a 

disproportionately positive effect on Scotland’s economic growth. 

Nevertheless, there appears to be an element missing in the budget narrative  

that explains how expenditure in some spending programmes will have a 

more positive impact on economic growth rather than in others.  
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Table 3: Relative Increase by Spending Programme 2002-04 to 2009-112

Concessionary Fares Total Scottish Government Budget 
Europe and External Affairs Health and Wellbeing 
Other Transport Agency 
Programmes Courts Group 

Committees, commissions & other 
expenditure Student Awards Agency for Scotland 

Other Enterprise and Lifelong 
Learning 

Scottish Further & Higher 
Education Funding Council 

Rail Services in Scotland Total Justice 
Wellbeing Air Services in Scotland 
Scottish Public Pensions Agency Motorways and Trunk Roads 
Other Transport Directorate 
Programmes 

Total Crown Office & Procurator 
Fiscal 

Third Sector and Social Economy Historic Scotland 
Sport Scottish Court Service 
Scottish Water and Climate 
Change Bus Services in Scotland 

Environment Protection, 
Sustainable Development & 
Climate Change 

Legal Aid 

General Register Office of Scotland National Archives of Scotland 

Corporate and Central Budgets Research, Analysis & Other 
Services 

Ferry Services in Scotland Criminal Injuries Compensation 
Forestry Commission Scotland Marine & Fisheries 
Police Central Government Housing and Regeneration 
Police Loan Charges Water Quality 
Food Standards Agency Enterprise, Energy & Tourism 
Accountant in Bankruptcy Forest Enterprise Scotland 
Natural Heritage & Rural Services Community Justice Services 
Culture and Gaelic  
Children, Young People & Social 
Care  
Scottish Prison Service  
Total Scottish Government 
Budget  

 

The Committee might wish to consider how the budget narrative might 
usefully be extended to include clearer arguments as to how particular 
changes in spending (or indeed overall spending programmes) progress 
the Government’s Overall Purpose and its five Strategic Objectives. 

                                            
2 Some programmes are omitted because they came into being after the beginning 

of the period 
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34. In relation to the Strategic Objectives, a clearer linkage to particular 

spending programmes in the budget documents and to the fifteen National 

Outcomes (as highlighted on the Scotland Performs website) might help the 

Committee to understand the relative importance attached to each of these 

objectives by the Scottish Government.  

35. The Finance Committee and other committees have been concerned 

with the impact of demographic change in Scotland. They might note that at 

present none of the national outcomes relate to the well-being of older 

people. One of the recommendations of the Sutherland Review of Free 

Personal Care which was accepted in full by the Scottish Government was 

that “there should be a specific reference to securing the wellbeing of older 

people included within the Scottish Government's 15 National Outcomes set 

out in its National Performance Framework”.  

It would be useful to know the progress being made on implementing 
the Sutherland Review’s recommendation. 
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