
1 

UK SPENDING REVIEW 2020: 
IMPLICATIONS FOR SCOTTISH BUDGET 2021-22 

Introduction 

1. This document outlines for the Scottish Parliament’s Finance & Constitution 
Committee key information from the UK Spending Review on 25 November 2020 
that relates to Scottish Budget 2021-22. 

The UK’s and Scotland’s Economic and Fiscal Outlook  

2. Despite the economy seeing a limited recovery during the summer, COVID-19 
has led to an unprecedented economic downturn.  The medium-term outlook and 
recovery depends heavily on the success of a vaccination programme and the 
degree of long-term scarring inflicted by the pandemic, as well as the risks 
around the future trade relationship with the EU.  

3. The OBR forecast the UK economy to shrink by over 11% in 2020 – the largest 
annual fall in economic activity in over 300 years.  Economic activity may not 
recover to pre-crisis levels until the end of 2022, with COVID-19 expected to do 
long-term damage to the UK economy, leaving it 3% smaller by 2025 than if the 
pandemic had not occurred.  The short-term impact on unemployment has been 
mitigated by support for the labour market, particularly the job retention scheme, 
but as this support ends unemployment is forecast to increase to 7.5% in the 
middle of 2021. 

4. To date, the economic impact in Scotland has followed closely that of the UK, 
reflecting the fact that Scotland has seen a similar public health challenge and 
introduced similar restrictions to the UK.  By May, GDP in Scotland had fallen 
24% compared to pre-crisis levels, similar to the 25% fall in the UK as a whole, 
and both remain around 8% lower than February. 

5. Internationally, the UK is expected to see one of the largest hits to the economy 
as a result of COVID-19, with the OECD forecasting that only Argentina and 
Spain will see larger falls in 2020. 

6. The scale of the economic hit is reflected in the impact on public finances.  
Unprecedented levels of borrowing to support the economy during the pandemic 
have resulted in the largest deficit since the Second World War, with the UK 
deficit this year expected to be £394 billion, or 19% of GDP.  As a result, public 
sector net debt is expected to rise to 105% of GDP this year, its highest level in 
60 years, and to peak at 109.4% of GDP in 2023-24.  Debt is then expected to 
begin to fall, but only due to the unwinding of the Bank of England Asset 
Purchase Facility interventions.  

7. Internationally, the UK is set to borrow more than any other advanced economy 
in 2020.  With the OECD forecasting a slower economic recovery in 2021, the UK 
is also forecast to borrow more than any other advanced economy into 2021, and 
the second most in 2022.  However, overall debt interest costs have fallen during 
the crisis, as sovereign interest rates have fallen, and overall debt in the UK is 
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also expected to remain lower than some other European countries, having been 
lower heading into the crisis. 

Resource: baseline 

8. The UK Spending Review provided an additional £1,255 million in resource 
funding for Scottish Budget 2021-22 compared with the 2020-21 baseline.  Over 
half of this uplift related to anticipated consequentials for Health.  Other factors 
offset against this uplift, such as the income tax reconciliation, Block Grant 
Adjustment volatility and EU replacement funding.  NB. the baseline was that set 
at the UK Budget in March 2020 after removing non-Barnett elements of funding 
(for agricultural convergence, Bew Review, farm support and Network Rail) which 
are separately calculated. 

Resource: COVID-19 funding 

9. The UK Spending Review provided £54.7bn for the UK-wide response to COVID-
19 in 2021-22, but set aside £21.3bn of this as contingency (i.e. it was not 
allocated).  Of the £33.4bn allocated, £1,328m was resource consequentials for 
the Scottish Budget.  This is non-recurring and separate from the baseline. 

10. This compares with the £8.2bn COVID-19 resource consequentials currently 
guaranteed for Scottish Budget 2020-21. 

Capital / Financial Transactions settlement 

11. The Scottish Capital grant budget for 2021-22 received £174m consequentials; 
however this was offset by a £99m baseline reduction (some related funding 
could flow back to the Scottish Budget as non-Barnett at UK Supplementary 
Estimates 2020-21), effecting a net uplift of £75m.  Within this net positive figure 
was a £219m reduction in UK consequential funding of communities (housing).  
The outturn was reasonably close to the ‘scenario 2’ Capital DEL modelling 
forecast used for the Capital Spending Review Framework the Scottish 
Government published in September 2020. 

12. However, the Scottish Financial Transactions budget for 2021-22 was reduced by 
£317m.  This was almost entirely as a result of a reduction in funding for Help to 
Buy schemes in England.    This is a single-year reduction of around two-thirds in 
the Financial Transactions budget, and is considerably more negative than 
forecasts included in the Capital Spending Review Framework the Scottish 
Government published in September 2020.   

Block Grant Adjustments 

13. The Cabinet Secretary for Finance wrote to the Finance & Constitution 
Committee on 7 December to set out the implications for the Scottish Budget of 
OBR forecasts published on November 25.  The Block Grant Adjustments 
(BGAs) associated with these forecasts represent provisional figures, and an 
updated set of BGAs will be provided later at the UK Budget.   

14. The Scottish Government will have the option to use either the provisional or UK 
Budget BGAs as the basis for the 2021-22 Budget.  The lateness of the UK 
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Budget increases the potential volatility which the Scottish Budget could face – 
particularly in a scenario in which UK Budget BGAs are relatively adverse for the 
Scottish Budget than the provisional BGAs.  In this situation using provisional 
BGAs would protect Scottish Budget 2021-22 in the short-term; however it would 
face the risk of negative reconciliations later (within 2021-22 in the case of 
devolved taxes and social security, and in 2024-25 in the case of income tax). 

15. For completeness, the key points in the letter were as follows: 
• 2020-21 in-year reconciliation: a positive reconciliation of £149m will be 

applied to the 2020-21 Budget on the basis of the provisional BGAs for Land 
& Buildings Transaction Tax (LBTT), Scottish Landfill Tax (SLfT) and social 
security expenditure.  This only provides half of the story, and SFC forecasts 
alongside the Scottish Budget will allow a rounded picture of the net position. 

• Reconciliation to Scottish Budget 2021-22: a negative reconciliation of 
£318.7m will be applied. This is based on outturn for 2019-20 LBTT, SLfT, 
Fines, Forfeitures and Fixed Penalties, Proceeds of Crime and Carer’s 
Allowance, and 2018-19 Income Tax and is therefore not subject to the 
uncertainty caused by use of provisional BGAs. 

16. It is not possible to set out what the net position for 2021-22 might be until we 
have SFC forecasts of tax revenues and social security expenditure alongside 
the Scottish Budget.  Reflecting the impact of COVID-19, the BGAs associated 
with the November OBR forecasts are lower (and in isolation therefore better for 
the Scottish Budget) than those published at the time of the UK Budget in March 
2020.  However, a reasonable comparison cannot be made until SFC forecasts 
are finalised. 

EU funding replacement 

17. The Scottish Government has been clear that EU funding must be replaced in 
full, to ensure no detriment to Scotland’s finances and to enable the benefits that 
EU funding has provided to many sectors across Scotland to be maintained.  This 
is in line with promises made during and after the EU referendum campaign that 
Scotland would not be worse off as a result of EU Exit.  

18. On the replacement of pre-allocated programmes funding, fisheries and rural 
spending was included in UK Spending Review 2021-22 settlements through 
non-Barnett allocations.  The UK Spending Review provided £570 million 
resource to support farmers and land managers and £14 million to support 
fisheries in Scotland, which is insufficient to replace EU funding levels lost to 
Scotland.  Structural funding was not included in the UK Spending Review and 
the delays and lack of clarity on the funding quantum and scope continue.  The 
Rural Economy and Tourism portfolio received over £40m capital funding from 
the EU in 2020-21, and there is currently no clarity around any UK provision for 
capital investment to replace EU funds. 

19. On the replacement of competitive programmes funding, the UK Government has 
sought to secure participation in a limited number of programmes, including 
Horizon Europe and Erasmus Plus.  The outcome of this is not yet known while 
UK-EU negotiations continue.  However several key programmes were excluded, 
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including European Territorial Cooperation, EU Health programme, Creative 
Europe, LIFE, the Connecting Europe Facility and Single Market Programme.  
Some of these programmes will not be replaced by the UK Government and no 
extra funding will be made available for a Scottish alternative. 

20. Scotland’s uncertain outlook on the replacement of EU programmes funding will 
continue well after the end of the Transition Period and is only exacerbated by 
provisions in the Internal Market Bill and the decision to reduce the UK Spending 
Review to a single year.  The UK Government has indicated that more detail on 
the Shared Prosperity Fund may be forthcoming in early 2021 but this is currently 
anticipated to be after the Scottish Budget. 

Post-transition support to Northern Ireland and the Statement of Funding 
Policy 

21. On 10 December, the UK Government announced £400m of post transition 
support for Northern Ireland. Following on from this, the Cabinet Secretary for 
Finance wrote to the Chancellor of the Exchequer to highlight her view that 
Scotland also faces very significant additional costs and should receive a fair 
share of post transition support. 

22. The Scottish Government has repeatedly highlighted its concerns about UK 
Government decisions to provide funding outside of the normal Barnett 
arrangements in this way – most significantly in the case of extra funding 
provided to Northern Ireland as part of a ‘confidence and supply’ arrangement 
between the Conservative Party and DUP following the 2017 General Election. 

23. An official-level working group was set up to consider these issues, but the 
Statement of Funding Policy published by HM Treasury alongside the UK 
Spending Review makes more explicit the UK Government’s view that it can 
make allocations to individual devolved administrations outside of the Barnett 
formula. 

24. While it provides that “the UK government will typically consult the relevant 
devolved administration(s)”, this does not provide reassurance that the UK 
Government will only undertake this sort of funding outside of Barnett in 
appropriate circumstances.  The fact that the Internal Market Bill provides the UK 
Government with additional powers to undertake spending in devolved areas 
adds significantly to these concerns on cross-UK funding. 

Public-sector pay 

25. The UK Spending Review pledged a public-sector pay freeze (for 2021-22 for UK 
Government employer bodies) with the exception of NHS workers, rises for whom 
will take account of the future recommendations of relevant pay review bodies, 
and of those earning under the quoted median wage of £24,000, who will receive 
an increase of at least £250.  Decisions about Scottish Government pay policy 
will be set out alongside the Scottish Budget.  The annual cost of the Scottish 
public sector paybill is around £14.8bn, almost half of annual Resource DEL 
expenditure (excluding demand-led social security spending).   
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Non-domestic rates 

26. While the UK Spending Review confirmed the rates multiplier for England will be 
frozen next year, it did not provide clarity on the approach to rates relief beyond 
2020-21. 

27. By way of background, for 2020-21 the UK Government announced changes to 
rates reliefs in late January, which were then added to at March Budget as part of 
the response to COVID-19.   

28. Because of the level of cost of the 2020-21 retail, hospitality and leisure relief 
(budgeted at £972m, with an offsetting addition of this amount made to the local 
government settlement), and the lack of fiscal flexibility available to the Scottish 
Government, the consideration of continuing this relief in Scotland for 2021-22 is 
contingent on the equivalent policy being continued by UK Government and thus 
generating the necessary consequential funding. 

Information awaited from UK Budget 

29. HM Treasury has indicated that the UK Budget will be in March (the last UK 
Budget was on 11 March 2020).  One timing constraint is that Income Tax policy 
must be set ahead of the 2021-22 tax year. 

30. The UK Budget will include a range of further information that will bear on 
Scottish Budget 2021-22 including tax, spend and Block Grant Adjustments. 

31. The UK Spending Review confirmed that the UK-wide Personal Allowance and 
the UK Higher Rate threshold will increase in line with inflation in 2021-22.  The 
UK additional rate threshold will remain at £150,000.  However, UK Income Tax 
rates and bands for 2021-22 will be confirmed at the UK Budget.  This sets the 
context for Scottish Government Income Tax policy and the basis for the final 
Block Grant Adjustments. 

32. Although departmental spend settlements were set by the UK Spending Review, 
given the uncertainty of developments regarding COVID-19 and EU Exit it is 
possible that changes to spending allocations will be made at UK Budget. 

33. The UK Budget may allocate none, some or all of the £21.3bn set aside out of the 
headline £54.7bn provision for COVID-19 for 2021-22.  Further changes to core 
Barnett-based block grants or to non-Barnett allocations are also possible at UK 
Budget. 

Conclusion 

34. The Scottish Government would be happy to provide further information to the 
Finance & Constitution Committee as required. 

Scottish Government 
December 2020 


