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Finance and Constitution Committee
4th Meeting, 2020 (Session 5), Wednesday 3 February 2021
Budget scrutiny 2021/22
1.
At this meeting, the Committee will take evidence on its budget scrutiny 2021/22
from two panels of witnesses as follows—
Panel 1:
• Mairi Spowage, Deputy Director, Fraser of Allander Institute;
• Dr Liz Cameron, Director and Chief Executive, Scottish Chambers of
Commerce.
Panel 2:
• Rozanne Foyer, General Secretary, STUC;
• Councillor Gail Macgregor, Resources Spokesperson, COSLA;
• Eileen Rowand, Chair, Local Government Directors of Finance Section,
CIPFA.
2.

Written submissions from today’s witnesses are attached at Annexe A.

Scottish Government Budget 2021/22
3.
The Scottish Government published its Budget 2021/22 on 28 January 2021. It
was accompanied a number of supporting documents including an Equality and Fairer
Scotland Budget Statement. The Scottish Government also published its third Medium
Term Financial Strategy (MTFS).
Scottish Fiscal Commission
4.
Also on 28 January 2021, the Scottish Fiscal Commission published its report
Scotland’s Economic and Fiscal Forecasts – January 2021 (SEFF), to inform the
Scottish Government’s Budget and published its latest Fiscal Update alongside the
SEFF.
Consultation
5.
In September 2020, the Scottish Government ran a consultation on the role of
devolved taxes and the Fiscal Framework in the COVID-19 economic recovery. On
the 26 January 2021, the Scottish Government published an analysis of consultation
responses.
6.
The Scottish Government said that all responses to the consultation have
helped to inform policy development in relation to the Scottish Budget 2021-22, and
will continue to inform their longer term thinking.
Evidence to the Committee
7.
The Committee’s budget scrutiny builds on its pre-budget scrutiny into the
impact of COVID-19 on the public finances and the operation of the Fiscal Framework.
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The Scottish Government responded to the Committee’s report on 28 January 2021.
This is attached at Annexe B.
8.
The Committee previously took evidence from the Office for Budget
Responsibility on its UK Economic and Fiscal Outlook at its meeting on 27 January
2021. The meeting papers and official report from this meeting are available on the
Committee’s website.
9.
SPICe published a quick reaction to the Scottish Budget blog which is attached
at Annexe C.
Next steps
10.
The Committee will hear from the Scottish Fiscal Commission and Cabinet
Secretary for Finance on 10 February 2021.
Committee Clerks
January 2021
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Annexe A

Fraser of Allander article – 28/1/2021
Budget 2021/22: initial reaction
Budgets are always trailed as being the most important of their time. But the
2021/22 budget can lay a genuine claim to this title. Ten months since the first
Covid restrictions, society remains firmly locked down, with economic activity
still 7% below pre-pandemic levels – well below what we would normally think
of as being the trough of a deep recession.
In this context, Kate Forbes delivered a sober budget statement, refreshingly
devoid of buzzwords.
The SFC’s economic forecasts had a predictable air of gloom. Unemployment
is forecast to top out at over 7% in 2021, and economic activity will not recovery
its pre-pandemic levels until 2024.
The budget’s main policy measures had a distinct air of predictability. The
health portfolio will see some of the largest budget increases, both in terms of
core health services and suppressing covid. Elsewhere there will be a strong
emphasis on the economic recovery – with funding increases for business
support and skills and employment initiatives.
But that this was a pre-election budget was also clear, with several tax cuts
featuring.
The government reduced the non-domestic rates ‘poundage’, enabling it to say
that businesses in Scotland face lower NDR rates than counterparts in England,
a policy that cost £63m.
There will be a strong onus too on local authorities to freeze council tax in
2021/22. Financial support will be provided to those who do so, costing the
government £90m, equivalent to the revenue that would have been raised from
a 3% rise.
Income tax thresholds will increase in line with inflation, effectively a ‘revenue
neutral policy’. This means that taxpayers earning less than £27,000 in
Scotland will continue to pay fractionally less than those on equivalent incomes
in rUK, whilst raising close to £500m from those earning more than £27,000.
But despite council tax and NDR cuts, the government chose not to meet its
2016 Manifesto pledge to increase the tax exempt amount of income to
£12,750. There are good reasons for that decision. The policy would cost
around £80m, and would not be particularly well targeted at low earners. As to
the reasons why the government chose not to implement this cut, but went
ahead with a council tax freeze, these were not articulated.
On tax therefore, the budget entrenches the position that has emerged this
parliament – additional revenues from higher income tax rates in Scotland than
those prevailing in rUK are largely offset by lower rates of council tax. Combined

with its policy on business rates, the prevailing view of the Scottish Government
as a tax-raising government can be debated.
The biggest surprise on tax came from the government’s announcement that
rates relief for businesses in the tourism, retail and hospitality sector will be
extended for the first three months of 2021/22. It seems inevitable that the UK
Government will similarly extend the relief in England in due course. But it was
a surprise that the Scottish Government felt able to strike out on this course
before the UK Government’s position had been confirmed. The policy is costly
(£180m) and the UK Government decision, once it is confirmed, will unlock
additional resources for the Scottish budget.
Politically speaking, the government’s decisions on NDR were shrewd,
undermining what was likely to have been a key attack line from the
Conservatives, that uncertainty around NDR reliefs were damaging for
business.
As anticipated, Kate Forbes used her budget statement to highlight the
challenges she has faced in setting a Scottish budget, knowing that the outlook
for the Scottish block grant is very likely to change following the UK budget in
March.
The severity of the issue was somewhat over-egged, but the Cabinet
Secretary’s solution was sensible. The Scottish Government has baked in an
assumption that its Covid-related resources will increase by a further £500m
when Rishi Sunak lays out the UK budget in March. Under the circumstances,
this seems a prudent strategy. It also gave the Cabinet Secretary the
opportunity to renew her calls for changes to the fiscal settlement.
As well as this assumption of a forthcoming £500m increase to the Scottish
block grant, the Cabinet Secretary’s budget plans were dealt a favourable hand
by the SFC forecasts in two ways.
First, Scottish income tax revenues, whilst clearly impacted negatively by the
pandemic, are not forecast to be affected as negatively as income tax revenues
in rUK. Under the terms of the fiscal framework, this means that income tax
revenues contribute an additional £300m to the Scottish budget in 2021/22 than
was the case in 2020/21.
Second, and somewhat paradoxically, Scotland’s GDP is forecast to grow more
weakly than rUK’s in the initial part of 2021. This unlocks a technical clause in
the fiscal framework known as a ‘Scotland specific shock’, enabling the Scottish
Government’s drawdown limits from its Reserve, and its forecast error
borrowing powers, to be expanded.
As to the paradox of why Scotland’s income tax outlook can move favourably
vis-à-vis the UK, whilst its GDP outlook moves negatively compared to rUK, this
relates to differences in the timing over which the two forecasts relate.

There was more money in this budget for local government, but coinciding with
further spending pressures, we can expect further debate on the adequacy and
sustainability of the local government settlement in the longer term context.
More than ever before, the budget produced today can be considered very
much the starting point for what will become an emerging picture. Amendments
may emerge during the Scottish parliamentary process as the government
seeks to navigate the budget through the legislative process. More significantly,
further change can be anticipated following the UK Budget on 3 March and
subsequently throughout the year as policy responds to the evolution of the
pandemic.
Authors David Eiser and Mairi Spowage

Prepared for Finance and Constitution Committee by Scottish
Chambers of Commerce - Scottish Budget 2021-2022
SUBMISSION BY SCOTTISH CHAMBERS OF COMMERCE
Introduction:
As the COVID-19 pandemic continues to have a devasting impact upon the Scottish
economy, many businesses across the country are desperate for action from
government to restore confidence and prepare for economic recovery.
The scale of the challenges facing Scottish businesses in 2021 cannot and should
not be underestimated. This makes the 2021-2022 Scottish Budget one of the most
important to be delivered.
The Scottish Government must deliver a budget that protects businesses through
what will be more months of lockdown restrictions, as well as provide the stimulus
needed to boost the economic recovery once widespread vaccination of the
population has taken place.
This must include a timetabled approach to re-opening the economy, aligned with
testing and the roll-out of vaccinations. The Budget must provide certainty on
long-term business support, job creation and training programmes, infrastructure
plans as well as extending crucial business rates reliefs and cashflow support
packages.
We stand ready to work with the Scottish Government to ensure that our economy
can see a return to growth and prosperity as soon as it is feasible and safe to do
so. This Budget will be a critical first step to setting our economic recovery in
motion.
In this submission, we share findings from our latest economic research and other
indicators which highlight the need for sustained business and employment
support.
SCC QUARTERLY ECONOMIC INDICATOR: Q4 2020
Key highlights:
•
•
•

Pre-Brexit manufacturing sales: A rise in demand from export markets
ahead of end of year changes to trading rules boosted sales for
manufacturers although domestic sales remained weak.
Lockdown effects: Tourism sector businesses in fight for survival as
confidence plummets and expectations for 2021 hit record lows.
Business confidence: Although some sectors such as financial and business
services and manufacturing saw confidence return to positive territory for
the first time in 2020, all sectors remain negative on plans for investment
dampening hopes of a bounce-back recovery.
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•

Employment faltering: All sectors have reported lower levels of
employment. The extension of the furlough scheme continues to mask the
worst impacts of the pandemic, but it is not a panacea to the real risk of
mass unemployment over the spring.

Significant parts of the Scottish economy face worsening conditions due to the
pandemic before restrictions are set to ease this year.
SCC has called on the UK and Scottish Government to put in place a sustained
programme of business support, particularly for the hardest hit sectors, to support
economic recovery throughout 2021.
SECTORAL FINDINGS
Construction sector:
➢ Business confidence in the sector remains suppressed at -6% and is down by 8
percentage points, compared to Q4 2019, despite some easing from Q3.
➢ All sales trends remain at negative net balances, 46% of construction firms
reported a further fall in total sales compared to the previous quarter. All
investment trends remain negative aside from training which has seen no rise or
fall on balance.
➢ All contract trends returned to positive net balances for the first time since Q1
2020, with domestic/house building the main driver of this.
➢ More firms reported that they had seen staff levels fall than increase, on balance,
resulting in a net balance of -6%. Over half (54%) reported no change in staff
levels.
➢ Raw materials prices and other overheads remain significant cost pressures for the
sector, as does concern over taxation.
Sector commentary: Pent up sales demand released after the first lockdown has given the
sector a little breathing space, but overall profits and cash flow are well below average
trend. Even before the end of the Brexit transition period, concerns over higher raw
material prices and other cost overheads including inflation and taxation reached record
highs. To help mitigate some of the increased cost burdens that the sector is facing, we
call upon the UK Government to scrap the reverse VAT charge altogether or at minimum,
delay its implementation date for a further 12 months.

Financial and business services:
➢ Confidence in the sector has recovered to a positive net balance for the first time
since Q1 2020, at +6%.
➢ Most sales trends have also seen some recovery, with some seeing positive net
balances, aside from exports (which has seen a fall again) and online sales (which
are flat).
➢ Investment trends all remain at negative net balances, with all seeing further falls
compared to Q2.
➢ Total employment in the sector eased slightly but remained negative at -5%, with
the percentage of firms seeking to recruit falling from 53% in Q3 to 35% in Q4.
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➢ The leading concerns for firms in the sector are taxation (46%), business rates (37%)
and competition (35%).
Sector commentary: The sector to have emerged from 2020 with the least damage is
financial and business services, where most employees were able to adapt to working from
home. Sales trends returned to a positive net balance albeit this remains subdued
compared to last year.
While these businesses have adapted well, it leaves our town and city centres in limbo and
data shows that Scotland’s major city centres are suffering from massively from reduced
footfall and investment. Office-based businesses in this sector are ready to start
supporting the rejuvenation of city centres devastated by the lockdown. That’s why we
must plan now for a safe and sensible approach for a phased return to the option of office
working.

Manufacturing sector:
➢ For the first quarter since Q2 2019, confidence for the sector is positive (+2%).
➢ The net balances for sales & orders trends present a mixed picture: all domestic
and rUK trends remain negative while total trends have been buoyed by positive
export trends.
➢ Levels of cashflow and profits both remain at negative net balances of -12% and 8% respectively, despite some easing from the previous quarter.
➢ 80% of firms reported either flat or lower staff levels, resulting in a negative net
balance of -16%, down 7 percentage points from Q3.
➢ The leading cost burdens for manufacturing firms are raw material prices (71%) and
costs from other overheads (65%). The leading issues of concern are taxation (64%)
and exchange rates (55%).
Sector commentary: The return to business optimism is highly welcome but unlikely to be
repeated in the first quarter of 2021, because the main driver was getting goods in and
out before the trading rules to the European Union changed. Most welcomed the deal even
if it was agreed at the last minute and we are only now reckoning with challenges arising
at the border. The sector must be adequately supported through the changes to trading
rules with Europe, which will impact vital industries such as aviation and automobiles as
well as their supply chains.

Retail and wholesale:
➢ Confidence remains subdued in the sector at a net balance of -9%.
➢ All sales trends remain at negative net balances, though most have seen some
easing since the previous quarter. All trends are significantly down when compared
to Q4 2019.
➢ All investment trends also remain at negative net balances, with investment
intentions down by 31 percentage points when compared to Q4 2019.
➢ Both levels of cashflow and profits have seen some easing since Q3, but both
remain at negative net balances.

3

➢ Half of firms reported no changes in staff levels. As more reported a decrease
(34%) than an increase (16%), this resulted in a negative net balance of -19%.

Sector commentary: On and off again restrictions on operations have taken a toll on
these businesses as have sharp reductions in footfall driven by the working from home
trend and the move to online sales. These will require a sustained strategy of government
support and stimulation to aid recovery. An extension of business rates relief beyond April
will be key to preventing a destructive cliff edge scenario. A rethink of how we inhabit our
town and city centres is also required, to ensure that in the long-term, businesses based in
these centres have a long-term viable future.

Tourism:
➢ The sector continues to report very fragile levels of confidence, with a negative
net balance of -62%.
➢ Almost nine in ten firms (89%) reported a fall in sales compared to Q2, resulting in
a negative net balance of -86%.
➢ All investment trends report negative net balances with significant falls from Q3.
➢ Over three quarters of firms report level or lower staff levels, resulting in a net
balance of -54%.
➢ Over three quarters of firms reported falls in levels of cashflow and profits,
meaning that both trends reported negative net balances of -74% & -84%
respectively.
➢ Expectations for firms in the sector make for bleak reading, with sales (-68%),
investment (-57%) and employment (-44%) all expected to decrease in Q1 2021.

Sector commentary: This sector contains a range of business operations across
leisure, food services and events, and almost all face devastation until vaccines
mean they can return to as normal trading as possible. As this now looks unlikely
before well into the second half of 2021, government needs to take a long hard
look at how it can support this key sector of the economy or risk setting it back
decades with all the consequences for joblessness and poverty that entails.
Steps must be taken to safeguard the future of our visitor economy, as restrictions
gradually ease through 2021, we must see renewed effort by government and
agencies to boost Scotland’s profile as a place to visit and invest in.
*This survey was conducted between November & December of 2020. 365
firms responded to the Q4 2020 edition of the survey.1

1

Scottish Chambers of Commerce (2020) Quarterly Economic Indicator, Available
at: https://www.scottishchambers.org.uk/press-releases/quarterly-economic-indicator/ (Accessed: 26th
January).
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OTHER ECONOMIC INDICATORS
The full impact of the pandemic on employment has yet to be seen due to the
extension of the Coronavirus Job Retention Scheme (CJRS), which has provided
essential support to many employers to save jobs and protect livelihoods. It has
been largely successful in – at least temporarily – staving off a major jobless crisis.
Unemployment in Scotland remains relatively low at 4.4%, but substantially higher
than in early March and with future increases still likely. The ONS anticipates a
crunch on wages in an effort to retain jobs and reduce labour costs in the months
and years ahead. The UK unemployment rate is now at 5.0% which is the highest
figure in five years. Redundancies have decreased slightly, coming down from a
record peak in September but are still high.
Employment is still at "relatively high levels" compared to other countries, but
workers aged 16 to 24 are suffering some of the biggest falls in employment.
The loss of jobs was concentrated in sectors such as retail and hospitality, most
affected by social restrictions, which were reintroduced at the end of the period.
The level of vacancies and working hours continued to recover, although remains
below the levels seen prior to the start of the pandemic.2
Business needs more financial support to retrain and retain staff, across all age
groups, sectors and job types.
Sustained employment incentives and support measures will be critical through
2021 and beyond, for the likely time needed for broad economic recovery.
FURTHER INFORMATION:
•
•

Scottish Chambers of Commerce is available to provide additional insight
and intelligence on this policy issue.
Contact Charandeep Singh, csingh@scottishchambers.org.uk / 07984495871

ABOUT SCC NETWORK:
The Scottish Chambers of Commerce Network sits at the heart of local business
communities, representing over 12,000 businesses in Scotland. With 30 local
Chambers rooted in communities across Scotland, the Chamber Network provides
practical advice and support to Scottish companies through unrivalled expert
leadership, business-to-business connections, mentoring/coaching, business
support services and international trade support.

2

ONS (2020) Labour market overview, UK: January 2021, Available
at: https://www.ons.gov.uk/employmentandlabourmarket/peopleinwork/employmentandemployeetypes/bull
etins/uklabourmarket/january2021 (Accessed: 26th January).
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Scottish Budget Briefing
STUC Priorities for the Scottish Budget

The Scottish Budget must properly value those public sector workers who have
helped us through the coronavirus pandemic with a significant pay rise. The
Budget should also invest in care and green jobs.
Public sector pay

When COVID related spending is stripped
out of the budget, a 3.8% increase is
expected for 2021-2022.i This gives the
Scottish Government a significant
opportunity to prove its commitment to Fair
Work and make real its opposition to pay
policy south of the border.
Key workers have kept society running
during the pandemic. Yet while we hail
them as heroes, they are not paid like
heroes. Key workers are paid 8% less on
average than other workers. ii A third are
paid less than £10 an hour.
Half of Scotland’s key workers are
employed in the public sector, and many
key workers in the private sector depend on
public sector funding or support. iii With
employment law reserved, the Budget is the
key area in which the Scottish Government
can take action to ensure key workers are
properly valued. It represents a litmus test
for the Scottish Government’s commitment
to Fair Work.

Beyond a £500 cash bonus

While the Scottish Government’s key pay
announcement to date – a £500 bonus to
health and care workers – represents a
welcome show of appreciation for NHS and
adult-care workers, it unfortunately
excludes many public sector workers who
we have all relied on. Teachers, school
staff, cleaners, cooks, refuse collectors, civil
servants, firefighters are all excluded.

Policy Briefing

Furthermore, the payment is pro-rata and a
high proportion of the workers that are
covered by it work part-time, so they won’t
see anywhere near the £500 announced.
Additionally, because it is a bonus it won’t
be consolidated into future pay levels or
even be pensionable.
The Scottish Government should extend its
£500 bonus to all public sector key workers
who have worked to keep people safe
during the pandemic.

Pay restoration

Longer term, a cash bonus does not
address the structural issues in the public
sector where inequality of pay, low wages
and the undervaluing of key skilled roles
dominate in so many areas. Over the last
ten years, public sector workers have seen
their real pay fall as a result of cumulative
below inflation pay increases. Workers
deserve a real pay rise to put money in their
pockets now, and on their pensions in the
future.
This year, the Scottish Government has the
funding to enable the start of a restorative
pay journey with above inflation increases
for NHS workers, Education workers, civil
servants and firefighters.
Alongside public sector policy set out as
part of the Budget, the Budget must provide
for a settlement for Local Government
workers to enable the local government pay
claim from UNISON, GMB and Unite to be
met. iv

The benefits of a pay rise

With half of keyworkers in the public sector,
increasing public sector pay would help
properly value key workers. It would also:
•
•

•

•

•
•

Reduce the gender pay gap.
Women are twice as likely to be key
workers than men. v
Reduce in-work and child poverty.
As well as being relatively low
earners, many keyworkers work parttime and live in single-parent
households – risk factors associated
with both in-work poverty and child
poverty.
Support inclusive growth. Lowearners spend more in the local
economy than high-earners and a
high proportion of key workers live in
Scotland’s more rural, remote areas
and deprived areas.vi
Raise revenue. An estimated 40%
of the cost of a public sector pay
increase would be recouped in tax
revenue.vii
Support family resilience. 46% of
key workers with children have a
partner who is in non-key work. viii
Support equality. Black and
minority ethnic (BME) employees are
more likely than white employees to
be key workers.ix

Low pay in the private sector

Whilst the Scottish Government has fewer
direct powers to deliver on pay in the
Scotland’s Budget Report: 2020 | Fraser of Allander
Institute
ii
https://www.ifs.org.uk/publications/14819
iii
https://fraserofallander.org/7-key-things-about-keyworkers-in-scotland-and-what-it-tells-us/
iv
https://www.unison-scotland.org/local-governmenttrade-unions-submit-2021-pay-claim-to-cosla/
v
https://www.resolutionfoundation.org/publications/ri
sky-business/
vi
https://www.ons.gov.uk/employmentandlabourmark
et/peopleinwork/earningsandworkinghours/articles/c
oronavirusandkeyworkersintheuk/2020-05-15
vii
https://www.ippr.org/files/publications/pdf/scotlands
-missing-pay-growth-march2016.pdf
i

private sector, it needs to use all of the
procurement powers at its disposal to
mandate the real Living Wage and to
promote union collective bargaining. Along
with trade unions it should continue to press
the UK Government for a significant uplift in
the Minimum Wage.

Investment in green jobs

STUC research shows a £13 billion green
stimulus package could create more than
140,000 jobs in Scotland. x Yet with Bifab
going into administration, and the loss of
jobs in green bus manufacturing, a Just
Transition remains rhetoric rather than
reality. In place of the current the marketled approach, we need investment in
publicly owned energy and construction
companies to generate renewable energy
and build low-carbon infrastructure.xi

Investment in care

While the First Ministers commitment to a
National Care Service is very welcome, the
ultimate test will be whether the profit
motive is removed from the care sector and
workers terms and conditions are
standardised and raised across the board.
In the short term, we need investment and
sectoral collective bargaining.

For more information contact:
Francis Stuart, Policy Officer, STUC,
fstuart@stuc.org.uk, 07972847536

https://www.ifs.org.uk/publications/14763
https://www.tuc.org.uk/researchanalysis/reports/ps10-minimum-wage-would-benefitmillions-key-workers
x
http://www.stuc.org.uk/media-centre/news/1452/tosubject-sent-size-categories-dave-moxhamembargo-00-01-sunday-31st-may-stuc-newanalysis-shows-potential-for-a-13-billion-greenstimulus-package-to-create-150-000-jobs-inscotland
xi
http://www.stuc.org.uk/files/Policy/Researchpapers/Renewable_Jobs_Crisis_Covid-19.pdf
viii
ix
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Draft Budget 2021/22
Submission to the Finance and Constitution Committee
COSLA, the Convention of Scottish Local Authorities, is a membership organisation for
Local Government in Scotland. We provide political leadership on national issues, and
work with councils to champion their vital work and to secure the resources and powers
they need. Our vision, as set out in the Blueprint for Local Government, is that
Scotland’s communities are sustainable, vibrant places to live, work and visit. The
wellbeing of our communities is central to this vision and COSLA has called for fair
investment in Local Government which includes longer-term financial planning,
protection of core Council budgets, and increased flexibility to make financial decisions
that best respond to local need.

1. COSLA welcomes the opportunity to submit written evidence to the Finance and
Constitution Committee ahead of the publication of the draft Scottish Budget for
2021/22. This submission has also been endorsed by CIPFA Local Authority
Directors of Finance and SOLACE, the Society of Local Authority Chief Executives.
This response is being submitted to the Committee prior to the publication of the
Scottish Budget 2021/22, which includes the Local Government Finance Settlement;
therefore this submission must be considered alongside supplementary evidence
which will follow publication of the Budget on 28th January, and oral evidence which
will be heard when the Committee meets on 3rd February.
2. In our written evidence to the Committee as part of its pre-Budget scrutiny, we set
out the significant challenges that councils are facing in the wake of the Covid-19
pandemic. We urged the Committee to consider the role that Local Government
plays in the well-being of Scotland, its communities, and its businesses. We also set
out an ambitious vision for the critical role that Local Government will play in the
recovery and renewal of Scotland and our local communities.
3. The picture as it relates to Covid-19 has changed significantly in the past six months.
While Local Authorities have shifted in and out of varying levels of local lockdown,
councils have continued their monumental efforts to see their local communities
through the worst of the pandemic. Councils have delivered, and continue to deliver,
on a significant number of business support grants at short notice; schools and early
years settings have adapted to face to face, “on-site” provision for vulnerable
children and children of key workers, while teachers and support staff have pivoted
to remote learning quickly. These efforts have all taken place while essential services
– including waste, social care support, benefits advice, and environmental health
services – have continued to be delivered. However, councils’ ability to continue this
flexible ‘whole-system’ response is not sustainable without fair funding. The

challenges of Covid-19 will persist, which only strengthens the case for fair funding
for Local Government in 2021/22 and longer-term financial certainty.
4. Ahead of the publication of the Scottish Budget, COSLA has recently published
'Respect our Communities, Protect our Funding', which focuses on the role of Local
Government during the pandemic, the lifeline support that has been provided by
councils, and the critical role in supporting communities during recovery and renewal.
However, the key message is that this “twin-track” approach i.e. continuing to
support individuals and communities and supporting renewal and recovery will all
require fair funding.
5. The financial challenges presented by Covid-19 have been severe. This view is
supported by the Account’s Commission’s recent publication Local Government in
Scotland Financial Overview 2019/20, which highlights a gap between the funding
provided by Scottish Government (through UK Government COVID consequentials)
and councils’ estimated financial impact as a result of Covid-19 – which sits at
approximately £767m, just over half of which is represented by lost income. The
report estimates that funding announced to date from Scottish Government only
covers 60-70% of the overall impact.
6. This leaves councils with a significant financial gap – one that is amplified by years of
cuts to general revenue funding and replaced with a growing trend of highly
fragmented and directed funding, out with the main Local Government Settlement.
The Accounts Commission’s Financial Overview report also highlights that Local
Government revenue funding has fallen over the last 6 years by 4.7% in real terms,
compared with a real-terms decrease of 0.8% for the Scottish Government. This
structural reduction in funding comes before the financial impact of Covid-19 and
makes a focus on improving local outcomes even more challenging.

7. The graph below, from COSLA’s lobbying document, shows a significant increase in
the level of ring-fenced or directed funding that has come to Local Government, with
the highest levels yet in 2020-21.

8. This impedes local decision-making and negatively impacts on services that are
funded from Local Government’s “unprotected” core budget. A reduction in Scottish
Government funding – and a Settlement that comprises of centrally directed national
policy commitments —will result in cuts to these core, essential council services.
Libraries, leisure facilities, family and employability support, waste services, and our
workforce are all essential to the ongoing recovery and renewal of local communities.
Many of these core services are the very solutions to tackling the root causes of
poverty and inequality and will be essential to supporting economic recovery, making
Scotland a more equal and socially just place to live. Without adequate funding for
these essential services, the impacts of Covid-19 will be deeper, longer lasting, and
inequalities will widen.
9. Whilst the additional funding provided by Scottish Government has been welcome,
Covid-19 has magnified the problem of multiple, small pots of in-year funding which
are directed at national policy commitments. Between April and December 2020,
there were over 30 different ring-fenced and/or directed pots of funding to address
Covid-19. These ‘pots’ all come with additional administrative demands, including
grant offers, reporting, grant claims and monitoring of spend in line with financial year
requirements. This varies significantly from the approach taken in England where
tranches of ‘general purpose’ funding have been released to Councils to respond to
local challenges caused by the pandemic.
10. The Scottish Government’s ‘drip-feeding’ approach to funding has created instability
and uncertainty for councils and impedes their ability to respond to local need. It also

demands a significant amount of staff time away from other critical work areas (as
well as increased bureaucracy for Scottish Government officials).
11. COSLA’s ‘Respect our Communities, Protect our Funding’ also highlights the varying
rates of increase across public sector budgets. For example, whilst Local
Government saw an 11% cash increase between 2013/14 and 2020/21, this is
surpassed by a 21% growth in the Scottish Government budget and a 29% increase
to the Health Budget during the same period. Despite this increase in cash
investment, national health outcomes have not improved – for example, drugs death
rates are tragically high. The deterioration in funding for Local Government does not
reflect the role that councils play in improving health and well-being which is
essential to improving the health of the nation.
12. It is crucial that Local Government receives a fair revenue settlement that allows
councils to invest in their infrastructure, including borrowing costs and ongoing
lifecycle and maintenance programmes:
•
Capital programmes are funded through a variety of means and a significant
element is done through borrowing. With recent reductions in capital grant
councils have had a need to borrow more to meet their infrastructure
aspirations. However, declining revenue resources impact on councils’ ability
to affordably borrow.
• Reducing revenue also diminishes councils’ capacity to support financially
sustainable long-term lifecycle and maintenance programmes, which are vital
in terms of best value and the protection of assets for use by current and
future generations.
13. Due to the intrinsic inter-relationship between the two areas, fair funding for both
revenue and capital is therefore essential to allow councils to deliver vital services
sustainably, from assets that are fit for purpose, and to support the economic
recovery which is even more critical at this point in time. Investing in Local
Government will enable councils to properly fund the services, supports, buildings,
town centres, people, and infrastructure that create healthy and vibrant communities,
and support health and wellbeing in its widest sense- these aspirations are clearly
laid out in COSLA’s Blueprint for Local Government.
14. COSLA’s ‘Respect our Communities, Protect our Funding’ document clearly sets out
Local Government’s key asks ahead of the Budget 2021/22:
Our Ask
Any additional COVID-related funding for
2020-21 from UK Government must be
passed on to Local Government – there
remains a gap of at least £360m that
must be addressed;

Why?
Even after accounting for additional
funding from Scottish Government to
flexibly deal with Covid-19 financial
pressures, COSLA’s cost collection
exercise shows a gap of at least £360m.
A significant element of this figure
comprises loss of income, and excludes
education costs (which we are collecting
separately) and Health and Social Care
costs.

Any cash increase for 2021-22 from UK
Government must be passed on;

As highlighted by SPICe in their Facts
and Figures 2013-14 to 2020-21
document, “The local government
revenue settlement as a proportion of the
Scottish Government
revenue budget decreased by 2.6
percentage points between 2013-14 and
2019-20”. Local Government must
benefit from the overall cash increase to
the Scottish Government in order to
protect services.
Additional social care costs (for delegated The total funding allocated to Local
services) should continue to be met from
Authorities for delegated social care
Health consequentials during 2021-22
services to date is £223m. These
(c£300m additional for 20-21);
substantial additional costs must continue
to be met as the impacts of the pandemic
continue well into the next financial year.
All known Scottish Government policy
These are commitments that councils
commitments must be fully funded;
must deliver on – if they are not fully
funded, then this will further erode core
budgets (more details provided in paras
15-16 below).
No cap on council tax - this must be a
Local Leaders are democratically
truly local tax;
accountable to their electorate and will be
sensitive to the situation of households
this year when setting council tax. Years
of council tax freezes and cuts to core
budgets leave councils with minimal
revenue-raising ability. Furthermore,
years of freezing this tax erodes the very
base on which councils rely and simply
stores up problems for the future
The settlement should respect the efforts The Local Government workforce is large,
across “one workforce” and allow councils diverse, and its value has been proved
to make a pay award that aligns with all
beyond doubt during this pandemic. The
other parts of the public sector;
settlement should allow councils to make
a pay award that recognises this effort
and can be aligned with other parts of the
public sector (where Scottish Government
sets the “benchmark”)
An end to small pots of ring-fenced, highly These ‘pots’ all come with significant
directed funding out with the Settlement;
additional administrative demands, create
instability and uncertainty for council
finances, and impede local democratic
accountability.
Local Government’s wider role must be
Communities will be feeling the impacts of
respected and funded - this includes
Covid-19 for many years, especially the
adequate capital for affordable housing.
most vulnerable. Councils need
investment to protect and respect the
needs of their communities.

15. The document also sets out that in order to address the significant financial
pressures presented by Covid-19, as well as fully funding its own policy
commitments, Scottish Government must present the following as a minimum for the
Local Government Settlement:

16. The 2020/21 base budget figure above comprises the total revenue and capital
funding that was included in last year’s Settlement. Local Government is also asking
for a 3% increase to this in order to restore council budgets after years of council tax
freezes and real terms cuts to revenue funding. We are also seeking an additional
2% for the known pressures which exist in the system, including pay claims,
ongoing loss of income, inflation, and EU transition. The £164 Scottish Government
policy commitments include ELC expansion, additional teachers and support staff
(COVID money), Carers Act implementation, Living Wage in social care, additional
community justice services, and mental health and wellbeing supports for 5 to 24year-olds. Lastly the £770m COVID impacts were based on COSLA’s full year cost
collection exercise.
17. Only with this level of fair funding can councils begin to recover from the significant
financial pressures presented by Covid-19 –the effects of which will extend well into
the 2021/22 financial year and beyond.
18. The Scottish Budget 2021/22 must recognise the fundamental importance of Local
Government’s role and the severe financial impacts of Covid-19.
19. Supplementary written evidence will be provided to the Committee outlining
the Local Government position following publication of the draft Scottish
Budget on 28th January.

Local Government Settlement 2021/22
#BUDGETREALITY
Based on information available on 28 January 2021

£ Local Government core budget
Revenue core budget:
£75m (0.7%) increase
Capital core budget:
No increase

REVENUE for 2021/22
Revenue announced:

£11,003m

Cash increase presented as:

£335m
(compared to 2020/21 base of £10,668m*)

Scottish Government commitments: £260m
Increase to Revenue budget:

£75m (£335m - £260m)

*base is pre-COVID circular 2/2020, 10 March 2020

Scottish Government commitments (existing + announced on 28th January)
Early Learning and Childcare (1140)
Carers Act 2016
Living Wage in Social Care uplift
Uprating of free personal and nursing care
payments
Additional investment in Community Justice
Services
Community Mental Health and Wellbeing
supports and services
Specific grant support for Inter-Island
Ferries
Additional funding for Discretionary
Housing payment
Compensation for councils who choose to
freeze their council tax at 2020-21 levels
Total of Scottish Government
commitments

£59m
£28.5m
£34m*
£10.1m*
£4m
£15m
£7.7m
£11.3m
£90m
£260m

*COSLA has not yet had the opportunity to work through the calculations behind these figures.

Local Government Settlement 2021/22
#BUDGETREALITY
CAPITAL for 2021/22
Capital announced:

£617m

Cash increase presented as:

£10m
(compared to 20/21 base of £607m*)

Scottish Government commitments: £10m
Increase to capital budget:

£0

*Scottish Gvt presented £778m capital in Circular but this included £121m for Early Learning and £50m for Heat Network early
adopters so were excluded from base

Scottish Government commitments
Flooding

£10m

COSLA asks in “Respect our communities: protect our funding”
For CORE SETTLEMENT
COSLA asked for:
Scottish Government announced:
Revenue shortfall against COSLA ask:

£697m additional funding
£335m
£362m

COSLA asked for:
Scottish Government announced:
Capital shortfall against COSLA ask:

£30m additional funding
£10m
£20m

For COVID IN 2021/22 (non-recurring)
COSLA asked for:
Scottish Government announced:
COVID shortfall against COSLA ask:
*based on COVID costs for 20/21

£770m additional funding*
£259m flexible funding
£511m

Annexe B
changRùnaire a’ Chaibineit airson Ionmhas
Ceit Fhoirbheis BPA
Cabinet Secretary for Finance
Kate Forbes MSP



T: 0300 244 4000
E: scottish.ministers@gov.scot

Bruce
Crawford MSP
E:
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Convener
Finance and Constitution Committee
The Scottish Parliament
Edinburgh
EH99 1SP

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 COVID19, 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 fastmoving 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 COVID19 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

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 UKwide 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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Annexe C
On 28 January 2021, the Cabinet Secretary for Finance presented the Scottish
Government’s proposed spending and tax plans for next year.
As discussed in a previous SPICe blog, the Scottish Budget is being published later
than normal and in advance of the UK Government’s Budget, which is scheduled
for 3 March. The later than normal publication lessens the time available for
parliamentary scrutiny of the Scottish Government’s proposals.
Preceding the UK Government’s Budget also means that the total Scottish
spending envelope for 2021-22 is still uncertain. Budget risks though are largely
on the upside, as it is more likely than not that the UK March Budget will only
increase the size of Scotland’s spending envelope via COVID-related Barnett
consequentials.
Unsurprisingly, the statement to the Chamber was dominated by the
Government’s response to the pandemic.

A Scotland-specific shock, but is it really?
The Cabinet Secretary’s statement summarised the Scottish Fiscal Commission’s
(SFC) bleak assessment for Scottish economic growth. The SFC forecast the
Scottish economy to fall by 10.7% in 2020, before increasing by 1.8% in 2021,
7.5% in 2022, 1.6% in 2023 and 1.6% in 2024.
This economic outlook is in part driven by assessments of the impact of Brexit.
But the pandemic has clearly wreaked havoc on the Scottish economy, and the
SFC estimate that Scotland won’t return to pre-pandemic levels of economic
output until 2024.
The UK Office for Budget Responsibility (OBR) and the SFC have both stated
that the COVID-related Scottish and UK economic impacts are broadly in line
with each other. However, the timing of the OBR forecasts in November (prior to
the new COVID-19 variant and subsequent lockdown) means that OBR forecasts
were more optimistic then than the SFC’s are now. It is likely that the OBR
forecasts that will be published alongside the UK Budget on 3 March will be more
pessimistic.
Meanwhile, the forecast divergence in Scottish and UK growth means that the
Fiscal Framework conditions for the triggering of a Scotland-specific economic
shock are met for the first time, namely:
•
•
•

Annual GDP growth in Scotland, on a four-quarters-on-four-quarters basis is below
1%.
Four-quarters-on-four-quarters growth in Scotland is 1.0 percentage point or more
below the UK.

This forecast timing difference – and the resulting triggering of a “Scotlandspecific shock” – has the effect of increasing the fiscal flexibilities available to the
Scottish budget. Specifically, the resource borrowing limit increases from £300
million to £600 million for the next three financial years. However, this can only be
used to address forecast errors. In addition, the annual drawdown limits from the
Scotland Reserve are removed for the same three-year period. This means that
rather than an annual limit of £250 million resource and £100 million capital, the
Scottish Government can draw down up to the Reserve’s maximum limit of £700
million.
Even if revised forecasts or outturn data show that the conditions for a Scotlandspecific shock were not met, the fiscal flexibilities will not be revoked. So, these
flexibilities will be in place until 2023-24.
It is somewhat ironic that the Cabinet Secretary has been calling on the UK
Treasury to increase flexibilities for some time. This disconnect in the timing of
the OBR and SFC forecasts is likely not how either government intended
additional flexibilities to be delivered, but is yet another consequence of the
“unprecedented times” that we live in.
It also raises interesting questions which the Fiscal Framework review may wish
to ponder, around the timing of UK and Scottish forecasts and how that can have
a material impact on the size of the Scottish budget.
So what spending choices is the Cabinet Secretary making to respond to and
mitigate this health and economic crisis?

The overall spending outlook for 2021-22
A note on “real terms” figures
Before examining the spending outlook, it is worth referring back to our blog of last
week, which examined some of the challenging comparability issues caused by the
impact of the pandemic on the “GDP deflator”, used to calculate figures in “real
terms”. Because of these issues, SPICe’s view is that the best comparison in this budget
is to use the actual cash terms figures, and we (in the main) will refer to these in
briefings and blogs on the Budget.
The Cabinet Secretary has made some macro-level decisions to increase the
spending power available. As well as the UK block grant and Scottish tax policy
choices set out, the Scottish Government is proposing to boost its spending
power through an additional combination of:
•
•
•

Reserve monies (£431 million)
Resource borrowing (£319 million)
Capital Borrowing (£450 million).

Additionally, on top of the £1.3 billion in COVID consequentials already
earmarked for next year, the Cabinet Secretary opted to assume an additional
£500 million COVID consequentials as “baked into” her plans. Given there is a
£21 billion COVID contingency sitting at the UK Treasury, this appears to be a
prudent step.
In terms of what is actually being allocated overall in the Budget (presented in the
Annex of the document), the Resource budget (or day-to-day spend) is projected
to increase by 11.2% next year, and total just under £38 billion.
Spend on Capital, however, is expected to decrease by 0.7% in 2021-22.
So how is this increased spending power being allocated?

Health
Health remains the most significant budgetary priority of the Scottish
Government. Even before taking account of additional COVID-19 spending, the
health budget is increasing by 5%. On top of this, the Scottish Government
currently plans to allocate a further £869 million to the health budget for COVID19 funding in 2021-22. With these increases, the health budget will account for
43% of all day-to-day spend next year.

Local government
In recent years, the allocation to local government has been one of the main
issues of controversy during parliamentary consideration of the budget. Here we
set out some of the headline numbers in the Budget. Much more detail will follow
in both our main budget briefing and a dedicated local government briefing.
The Scottish Government guarantees the combined General Resource Grant
(GRG) and distributable Non-Domestic Rates Income (NDRI) figure, approved by
Parliament, to each local authority. If NDRI is lower than forecast, this is
compensated for by an increase in GRG and vice versa.
This combined GRG and NDRI figure (i.e. the amount of money to deliver
services over which local authorities have control) increases by 1.9% in cash
terms, or £186 million.
Once specific, ring fenced resource grants are included, then the combined figure
for the resource budget increases by 2.5% in cash terms, or by £252 million.
The total capital budget sees a decrease in cash terms this year, of -20.7% or by
£161 million. This is mostly driven by a decrease in specific capital grants, with
support for capital remaining relatively static with an increase of 2.2%.

Social security

With the devolution of Social Security by Scotland Act 2016 came over £3 billion
of spending power via an upward Block Grant Adjustment (BGA) to the Scottish
Budget. However, it also brought with it increased budgetary risks, as any
spending over and above the BGA must be found from other resources.
In 2021-22 the BGA addition to the Scottish Budget for Social Security is £3,310
million. However, the Social Security spend in the next year is forecast by the
SFC as being over £300 million higher, at £3,614 million. This is partly due to
introduction of new benefits specific to Scotland, such as the Scottish Child
Payment.

Income tax reconciliations – things are looking up
We already knew before today that the 2021-22 Budget would be reduced by
around £300 million to reconcile the income tax and other devolved powers’
outturn figures with original forecasts.
To manage this reduction, the Scottish Government is planning to borrow the full
amount (£319 million) which will need to be repaid in subsequent years.
There was better news regarding future income tax reconciliations, however, with
the SFC providing indicative figures for future income tax reconciliations. For the
first time since non-savings non-dividend (NSND) income tax was devolved,
reconciliations are forecast to be positive over the next few Budgets – totalling
£74 million for 2019-20 (to be applied to the 2022-23 Budget) and £127 million for
2020-21 (to be applied to the 2023-24 Budget).

Taxation policy and forecasts
The Scottish Government proposes to retain the same five-band income tax
structure that has been in place since 2018-19. With the exception of the top rate
threshold, which remains at £150,000, all other thresholds are increased in line
with inflation in the Scottish Government’s proposals.

The impacts of these policy changes on individual earning levels are presented in
the following charts.

The proposed income tax policy for 2021-22 means that all taxpayers will be
paying less income tax than in 2020-21. However, the differences are very small
– only around £14 over the year for those on incomes below £25,000, rising to
just over £60 per year for those earning more than £44,000. Much of this change
comes from the UK Government’s plans to increase the personal allowance to
£12,570, rather than the Scottish Government’s proposed changes.

The SNP manifesto for the 2017 election included a commitment to make
changes that would have had the same effect as increasing the personal
allowance to £12,750. However, the Budget states that the Scottish Government
has decided not to do this due to the “unprecedented circumstances”. Given the
circumstances, it is perhaps not surprising that this policy was not delivered
today. As the Fraser of Allander have said “the policy would cost around £80m,
and would not be particularly well targeted at low earners.”
Assuming no further changes to UK income tax at the UK budget, Scottish
taxpayers earning less than around £27,000 will pay just under £21 less income
tax in the year than they would in the rest of the UK. This accounts for 54% of all
Scottish taxpayers. However, those earning more than £50,000 will be paying at
least £1,500 more income tax per year than they would in the rest of the UK.

Non-Domestic Rates
Non-Domestic Rates (NDR) reliefs have been a key feature of COVID-19
business support. Early in the pandemic, the Scottish Government announced
100% rates relief for the industries most significantly affected, along with a series
of business grants tied to the Non-Domestic Rates system.
This 100% rates relief for retail, hospitality and leisure businesses was due to be
in place until 31 March 2021. As part of the Budget statement, the Cabinet
Secretary announced (noting that the UK Government had not yet announced an
extension) that this would be extended for a further three months, and potentially
further should the UK Government take similar action.
In addition to this relief extension, the Cabinet Secretary announced that the
poundage rate for Non-Domestic Rates would be reduced by 0.8p to 49p, making
it the lowest poundage rate in the UK.

Council Tax
The Budget allocates £90 million to local authorities to allow them to freeze
Council Tax, which the Government states is equivalent to around a 3% increase.
COSLA had previously called for local authorities to have the freedom to set their
own rates, but it is likely that local authorities, especially in the tough current
economic climate, will take up this deal rather than impose Council Tax increases
larger than 3%.

Will these proposals change?
As has happened in previous years of minority government, the Scottish
Government will now attempt to strike a Budget “deal” with another political party,
or parties, in the Parliament.

In previous years, deals have been struck around additional allocations to local
government, or tweaks to income tax bands to generate additional resource for
public spending.
With the economic carnage caused by the pandemic, there will likely be no
shortage of proposals landing on the Cabinet Secretary’s desk in the coming
weeks.
Ross Burnside, Nicola Hudson and Ailsa Burn-Murdoch, Financial Scrutiny Unit

