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28 January 2021 
 
 
 
Dear Bruce,  
 
I am pleased to respond to the Finance and Constitution Committee’s pre-Budget scrutiny 
report 2021-22. As you know, I am required to provide this response within 5 days of the 
Budget, but I hope providing it today aids your scrutiny processes. Detailed responses to the 
report’s recommendations are set out in the annex to this letter. 
 
Some of these responses refer to the fact that The Scottish Fiscal Commission’s (SFC) 
forecasts meet the technical requirements for a Scotland-specific economic shock. I have 
written to you separately on this, but I would wish to make clear in this letter, that the SFC’s 
view is that this is caused by the respective SFC and OBR (Office for Budget Responsibility) 
forecasts being produced at different points in time, a point which has been recognised by 
the UK Government. Specifically, the SFC forecasts reflect the impact of the latest 
restrictions in response to the spread of the new variant of COVID-19, while the OBR’s 
forecasts in November do not. There is no evidence that Scotland’s economic or tax 
performance has been materially different from that of the rest of the UK, with the most 
recent data showing that the economy grew by 16.0% in both Scotland and the UK in 2020 
Q3, following large falls in March and April. 
 
Given the enormity of the economic and fiscal challenges the Scottish Government is facing 
in preparing its Budget, I particularly welcome the Committee’s acknowledgment of the 
importance of the Scottish Government and Parliament working together to meet these 
challenges, to ensure that we take effective action to manage the ongoing impact of COVID-
19, support economic recovery and manage the risks to the Scottish Budget.  
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Beyond these immediate challenges, I look forward to working with the Committee, and 
wider Parliament, building on our recent joint report, as we prepare to undertake the 
upcoming review of the Scottish Government’s Fiscal Framework.  
 
I would welcome an opportunity for an early discussion on how best to obtain valuable input 
from the Committee and wider Scottish Parliament throughout the review process.  
 

 
 

KATE FORBES 
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Annex – Formal response of the Scottish Government to the Finance and Constitution 
Committee’s pre-budget 2021-22 scrutiny report. 
 
 
15. A key question for the Committee in this report is therefore whether the current 
Fiscal Framework is appropriate, especially in an emergency situation. In particular, 
whether the balance between protection against UK wide shocks and the Scottish 
Government’s ability to respond to specific circumstances and policy priorities in 
Scotland is calibrated correctly. 
 
The Scottish Government’s strong view is that Coronavirus (COVID-19) has highlighted 

significant deficiencies in the current arrangements, on top of some that were already 

becoming apparent. 

 

Given the nature and scale of this crisis, and the economic impact it is having, the Cabinet 

Secretary for Finance has emphasised to the UK Government that there is a strong case for 

temporary additional powers and flexibilities beyond those currently set out in the Fiscal 

Framework to help aid our recovery from COVID-19. 

 

While the SFC has confirmed that the technical requirements for a Scotland-specific 

economic shock has been met in 2021-22, this provides only temporary and limited extra 

flexibilities. It does not change the fact that the Scottish Government cannot borrow to 

respond to COVID-19 or support the economy in the way that countries around the world 

have done. 

 

For the avoidance of doubt, the SFC has made clear that while the technical requirements 

for a Scotland-specific economic shock have been met, it believes the outlook for Scottish 

GDP and UK GDP are broadly similar. In the SFC’s view, the difference between its 

forecasts of GDP growth and the OBR’s for the UK results from the timing of the forecasts, a 

point which has been recognised by the UK Government. Specifically, the OBR’s forecasts 

for the Budget came before discovery of the new variant of COVID-19 and the subsequent 

more stringent restrictions while the SFC’s forecasts came after this. There is no evidence 

that Scotland’s economic or tax performance to date has been materially different from that 

of the rest of the UK, with the most recent data showing that the economy grew by 16.0% in 

both Scotland and the UK in 2020 Q3, following large falls in March and April. 

 

The need to consider the flexibility of the current arrangements to deal with the impact of 

COVID-19 has, of course, also been highlighted by the Scottish Parliament’s Finance and 

Constitution and Social Security Committees, as noted in our recent joint report on the Fiscal 

Framework Review. 

 

The Scottish Government will also be pressing for the review to comprehensively consider 

the operation of the framework as well as whether the Scottish Parliament’s existing powers 

are sufficient to manage the risks we face within our devolved responsibilities, and to support 

economic recovery in a post-COVID world. 
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16. Within that context the huge challenge for both the Scottish Government and the 

Scottish Parliament in agreeing next year’s Budget is to ensure that the right choices 

are made in supporting economic recovery while continuing to deal with the impact of 

the health crisis. The Committee’s view is that given we are in a national crisis that the 

public will expect the Parliament and the Government to work together to meet this 

challenge. 

 

The Scottish Government note the significant challenges that the COVID-19 pandemic has 

caused for the 2020-21 Scottish Budget. The Government agrees with the Committee on the 

importance of working together to overcome this national crisis.     

 

32. The Committee noted in its report on Budget 2020-21 that there will always be 

political pressure to allocate all available resources. But both the Scottish 

Government and the Scottish Parliament need to consider that, given the current 

crisis, it may be prudent to allocate some funding to the Scotland Reserve while 

recognising the annual drawdown limit of £250 million for resource spending. This 

could provide the Scottish Government with some flexibility to prioritise funding in 

certain areas later in the year when the path of the pandemic may be clearer. 

 

Noted. The Scottish Government will make use of the Scotland Reserve facility as 

appropriate. 

 

52. The Committee welcomes the stated willingness of the Cabinet Secretary to 
provide detailed information within a fast-moving fiscal environment. The Committee 
would also welcome further information on COVID-related spending without diverting 
resources unnecessarily from managing the response to the pandemic. 
 
53. However the Committee notes that significant spending commitments such as the 
£500 payment to NHS and care staff have been announced since the Cabinet 
Secretary gave evidence, and that no information has been provided to the Committee 
about the costing of this policy or the impact on the spending areas highlighted by 
the Cabinet Secretary in her evidence.  
 
54. The Committee invites the Cabinet Secretary to provide details of all resource 
expenditure and capital expenditure which has been redeployed from the Budget 
agreed by the Parliament in March to deal with COVID-19. The Committee also asks 
the Cabinet Secretary to provide details of all resource and capital expenditure which 
has been identified as being available to be redeployed but remains uncommitted. 
 
55. The Committee also invites the Cabinet Secretary to provide details of any 

increased COVID-19 related funding which she has committed and which remains 

uncommitted as a consequence of actual or assumed savings from demand-led 

programmes and from in-year revisions to the fully devolved taxes. 

 

Around £6 billion of consequentials were allocated in the Summer and Autumn Budget 
Revisions with a further update provided in a letter to the Finance and Constitution 
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Committee in December, which set out allocation of the £8.2 billion of consequentials 
provided.   
  
Since that point further funding of £400 million has been provided to the Scottish 
Government, taking the consequential total to £8.6 billion. I have provided the Committee 
with a separate letter today setting out allocations of remaining funding.  
 
This is a continually evolving picture and the overall allocations are based on latest 
requirements and forecasts. Additional details on the ongoing allocation of funding for the 
response to the COVID-19 emergency will be set in the Spring Budget revision later in this 
financial year. 
 
All COVID-19 related consequentials will be fully committed to funding the Scottish 

Government’s emergency response. These consequentials are not ring-fenced and will be 

allocated based on need. 

 

66. The Committee asks the Scottish Government, given the challenge of reconciling 
the funding guarantee with UK Government policy announcements, how it is ensuring 
that all health related Barnett consequentials are being passed on to the health 
budget in Scotland. 
 
67. The Committee recognises that it is not practical to set out how every individual 
addition to planned spending programmes has been funded in budget revision 
documents. We note that there may be a number of additional sources of funding 
which the Cabinet Secretary has collectively at her disposal for increased spending. 
However, the Committee believes that it is essential, especially in the current fast-
moving fiscal environment, that all elements of the total funding available for in-year 
expenditure revisions are set out in the budget revision document.  
 
68. This should include all assumptions which the Scottish Government has made in 
relation to future tax revenues and block grant consequentials which are available to 
allocate expenditure. For example, where in-year revisions to the devolved taxes or 
changes to UK tax policy in devolved areas have resulted in changes to the total 
amount of funding anticipated, should be clearly set out.  
 
69. Any assumptions about changes to previously anticipated cost of demand led 
expenditure (such as social security or business support grants) should also be 
given. These various elements should be provided in a table which shows the total 
available additional funding which the Government has at its disposal in the budget 
revision which can be read alongside the total expenditure figure. 
 
The Scottish Government will consider how best to reflect this information in the forthcoming 
Spring Budget Revision.  
 
70. The Committee welcomes the commitment by the Cabinet Secretary to provide 
information in December on additional budget allocations since the Autumn Budget 
Revision was published.  
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71. The Committee recommends that this position statement should include, without 
being overly onerous for officials, a snapshot to the end of November of all budget 
allocations arising from COVID-19 related spending announcements since the Autumn 
Budget Revision was published, alongside the movement in block grant and other 
funding.  
 
72. It should also include the latest position in relation to take up for demand-led 
COVID-19 related measures including any underspends which have been anticipated 
to allow spending announcements. 
 
The Cabinet Secretary wrote to the Committee on 8 December 2020 providing an update on 
COVID-19 allocations since the Autumn Budget Revision.   
 
90. With regards to forecast risk the Committee’s view is that the current levels of 
uncertainty and volatility could exacerbate the risks from forecast error. In particular, 
the rapidly evolving situation is likely to have an impact on the OBR and SFC 
forecasts given they are 2 months apart. This raises the question which the 
Committee has previously asked of whether the existing borrowing powers for 
forecast error are sufficient. 
 
Even before considering the impacts of COVID-19 and EU Exit, it was clear that the potential 
level of forecast error inherent in the operation of the Fiscal Framework outweighs the 
Scottish Government’s flexibility to borrow or use the Scotland Reserve. The previous 
Cabinet Secretary for Finance wrote to the Chief Secretary to the Treasury in September 
2019 to highlight this point – drawing on analysis by the Scottish Fiscal Commission – and to 
request changes to the Scottish Government’s borrowing and Scotland Reserve powers. The 
UK Government has, however, shown no willingness to give serious consideration to this 
request. 
 
The potential for forecast error is clearly increased by the current levels of uncertainty and 
volatility relating to COVID-19 and EU Exit. Despite this, the UK Government has been 
unwilling to agree to the temporary and limited flexibilities to manage the impact of COVID-
19 requested by the Cabinet Secretary for Finance in June 2020. 
 
The SFC’s assessment that the technical requirements for a Scotland-specific economic 
shock have been met increases the resource borrowing limits from £300 million to £600 
million, and removes the drawdown limits on the Scotland Reserve. However, these 
flexibilities are in place only from 2021-22 until 2023-24 and the resource borrowing can still 
only be used to manage forecast error or for in-year cash management. It does not change 
the fact that the Scottish Government cannot borrow to respond to COVID-19 or support the 
economy in the way that countries around the world have done. 
 
As noted above, the SFC has made clear that while the technical requirements for a 

Scotland-specific economic shock have been met, it believes the outlook for Scottish GDP 

and UK GDP are broadly similar – a point recognised by the UK Government. In the SFC’s 

view, the difference between its forecasts of GDP growth and the OBR’s for the UK results 

from the timing of the forecasts. Specifically, the OBR’s forecasts for the Budget came 

before discovery of the new variant of COVID-19 and the subsequent more stringent 

restrictions while the SFC’s forecasts came after this. There is no evidence that Scotland’s 
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economic or tax performance to date has been materially different from that of the rest of the 

UK, with the most recent data showing that the economy grew by 16.0% in both Scotland 

and the UK in 2020 Q3, following large falls in March and April. 

 
The Scottish Government will continue to press for a more flexible approach from the UK 
Government, and for substantial changes to the Fiscal Framework in its forthcoming review. 
 
112. The COVID-19 crisis has therefore exposed one form of asymmetry in the UK’s 
fiscal architecture: that the UK government, which is the government of both the UK 
and England, controls the overall fiscal stance – including the level of borrowing. 
There have been concerns that this has led to borrowing to support COVID-19 policies 
in England (such as the extension of the furlough scheme to coincide with the second 
national lockdown) but being unavailable to support COVID-19 policies in the rest of 
the UK (such as Wales’ “firebreak” lockdown). The Committee notes that reforming 
the devolved government’s fiscal framework to give them more scope to borrow 
would lessen this asymmetry. 
 
Response covered in response to sections 157-159 (conclusion).  
 
132. The Committee notes that reforming the devolved government’s fiscal framework 
to give them more scope to borrow would lessen this asymmetry. In the short-term, 
and without any presumption in relation to the outcome of the review of the Fiscal 
Framework, the Committee believes that HM Treasury should give further 
consideration to providing the devolved governments with greater access to 
borrowing via the National Loans Fund in emergency situations such as the current 
crisis. This could allow the devolved governments to tailor their own policy response 
to the pandemic if necessary in areas such a business rates relief. The Committee will 
write to the CST asking for a response before Christmas recess. Similarly, the 
Committee notes the delayed development of a fiscal framework between Scottish 
and local government must also address these issues. 
 
Response covered in response to sections 157-159 (conclusion).  
 
135. The Committee recognises that during the current crisis the focus of the Cabinet 
Secretary in setting Budget 2021-22 is on providing stability. However, the Committee 
believes that the desire for stability should not prevent the Scottish Government from 
attempting to address economic inequalities which have been exacerbated by the 
pandemic. The Committee will recommend in our legacy paper that our successor 
revisits our previous inquiry on a Scottish approach to taxation with a view to 
exploring how COVID-19 has impacted on the taxation system and considering 
options for a restructuring of the taxes which are devolved including a human-rights 
based approach. 
 
The Scottish Government’s decisions on taxation have resulted in a fairer and more 
progressive tax system, protecting lower and middle income taxpayers, while raising 
additional revenue to invest in public services and Scotland’s economy. In responding to 
COVID-19, and supporting the recovery from its effects, Scotland’s tax policy will continue to 
be underpinned by the principles of certainty, convenience, efficiency and proportional to the 
ability to pay, as set out in Scotland’s approach to taxation 
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156. The Committee also invites the Cabinet Secretary to comment on the slower 
earnings growth in Scotland and whether she is concerned about any medium to 
longer term impact on the Scottish Government’s budget and if so how this has 
influenced policy direction and spending allocations. 
 
Our Medium Term Financial Strategy (MTFS) analyses the key drivers of Scotland’s Income 
Tax performance, including earnings growth, and the implications for the medium term 
outlook, thus meeting a commitment made in response to the Committee’s pre-Budget 
scrutiny report 2020-21[1].  
 
Whilst slower earnings growth in Scotland was an important determinant of Scotland’s 
relatively weaker tax performance in 2017-18, there is some evidence suggesting that this 
was, in part, a temporary and cyclical effect, linked to the downturn in the oil and gas 
industry and wider North Sea supply chains, which resulted in a loss of higher paying jobs, 
particularly in the Aberdeen area. 
 
Despite improvements in the development of HMRC’s Real Time Information (RTI) data, 
there remains uncertainty around the earnings data for 2018-19. The most recent Income 
Tax outturn data suggests that Scotland’s relative performance in 2018-19 may have 
improved. HMRC’s publication of the 2018-19 Survey of Personal Incomes in spring 2021 
will provide further detail on this. Furthermore, the Scottish Government intends to carry out 
an evaluation of the Scottish Income Tax policy changes made in 2018-19, to be published 
in the summer of 2021. 
 
Prior to the pandemic, HMRC’s latest data suggested that average earnings and PAYE 
receipts grew faster in Scotland than the rest of the UK’s between 2018-19 and 2019-20, 
showing no evidence of a medium term impact on the Scotland’s Budget. However, the 
pandemic has had a large impact on both the Scottish and UK economies. To date, much of 
the impact on earnings, employment, and Income Tax receipts has been mitigated by 
government support schemes, particularly the furlough scheme. It is only as these schemes 
are withdrawn that we will begin to see the medium to longer term impacts of the pandemic 
on our public finances. 
 
Earnings growth in Scotland also needs to be set within the context of wider employment 
growth and distributional impacts. There is a risk that the current Fiscal Framework puts 
Scotland at a permanent disadvantage if earnings growth is relatively higher amongst top 
earners, due to differences in the composition of the tax base between Scotland and the rest 
of the UK. We are pressing for this issue to be reconsidered as part of the Fiscal Framework 
Review. 
 
Further analysis on the drivers of Income Tax performance, including earnings growth, 
details can be found in Chapter 3 and Annex B of the MTFS. 
 
157. The Committee recognises the enormity of the economic and fiscal challenge 
facing the Scottish Government in preparing next year’s Budget. At the same time the 
Committee welcomes the extent to which the Fiscal Framework has protected the 

                                            
[1] https://www.parliament.scot/S5_Finance/General%20Documents/Ivan_McKee_prebudget.pdf 

http://www.lobbying.scot/
http://www.lobbying.scot/
https://www.parliament.scot/S5_Finance/General%20Documents/Ivan_McKee_prebudget.pdf


Tha Ministearan na h-Alba, an luchd-comhairleachaidh sònraichte agus an Rùnaire  

Maireannach fo chumhachan Achd Coiteachaidh (Alba) 2016.  Faicibh www.lobbying.scot 
 

Scottish Ministers, special advisers and the Permanent Secretary are covered 

by the terms of the Lobbying (Scotland) Act 2016.  See www.lobbying.scot 
 

Taigh Naomh Anndrais,  Rathad Regent, Dùn Èideann  EH1 3DG 

St Andrew’s House, Regent Road, Edinburgh  EH1 3DG 

www.gov.scot 
  

 

Scottish Budget, as it should, from the impact of the economic shock caused by 
COVID-19.  
 
158. But the Committee also notes that the extent of the economic shock has 
highlighted an asymmetry in how the Fiscal Framework operates in an emergency 
situation. On the one hand, Scotland has benefitted significantly from the 
unprecedented peacetime levels of UK Government borrowing both in terms of UK-
wide economic measures and from Barnett consequentials in devolved areas. But 
without its own borrowing powers to fund day to day spending, the Scottish 
Government is largely constrained by UK spend and policy decisions when 
determining its own COVID-19 related spending and policies. For example, it would be 
very challenging for the Cabinet Secretary to continue with policies like business 
rates relief, in its current form, without Barnett consequentials.  
 
159. It is on this basis that the Committee recommends that in the short-term, and 
without any presumption in relation to the outcome of the review of the Fiscal 
Framework, HM Treasury should give further consideration to providing the devolved 
governments with greater access to borrowing via the National Loans Fund in 
emergency situations such as the current crisis. This could allow the devolved 
governments to tailor their own spend and policy response to the pandemic and 
economic recovery In Scotland depending on how this evolves differently from the 
situation in England. 
 
The Scottish Government agrees with the recommendation in paragraph 159. It notes and 
welcomes the Scottish Parliament’s support, on 9 December 2020, for a motion endorsing 
the Finance and Constitution Committee’s unanimously agreed pre-Budget Scrutiny Report 
with reference to the recommendation that the Treasury should consider providing the 
devolved governments with greater access to borrowing in emergency situations, such as 
the current crisis, to allow them to tailor their own spend and policy response to the 
pandemic and economic recovery. 
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