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Introduction
1.

2.

3.

4.

5.

6.

The Finance and Public Administration Committee’s Pre-Budget 2024-25 scrutiny
takes place at a time of significant financial strain. Indeed, the Scottish Government
has itself projected a potential £1 billion resource spending gap in 2024-25, rising to
£1.9 billion by 2027-28. Difficult decisions lie ahead in relation to its approach to
taxation, prioritisation of spending and the reform of public services.

The longer-term funding position is no less challenging. The Scottish Fiscal
Commission (SFC) warns that Scottish Government spending over the next 50
years is projected to exceed the estimated funding available by an average of 1.7%
each year, or £1.5 billion in today’s prices, under current Scottish and UK
Government fiscal policies. Scotland’s population is projected to continue to grow
older, with potential implications for the future demand of public services, as well as
Government spending and tax revenues.

Household budgets also continue to be squeezed. The population continues to face
stubbornly high inflation and a cost-of-living crisis, with real disposable income per
person expected to fall by 4% by the end of 2023-24. This, the SFC notes, would be
Scotland’s highest fall in living standards on record.

Against this background, the Committee has focused our Pre-Budget scrutiny this
year on the Sustainability of Scotland's Public Finances. Our report also includes
the findings and recommendations arising from our recent inquiry into the Scottish
Government’s public service reform programme, given the Scottish Government
identified this as a clear area of focus to help it ‘balance the books’. We also revisit
some ongoing areas of interest such as enhancing fiscal transparency, improving
links between spending decisions and National Outcomes, and financing the
delivery of net zero targets.

To set the context to, and inform our Pre-Budget Scrutiny for 2024-25, we first heard
from the SFC and the Deputy First Minister and Cabinet Secretary for Finance in
early June 2023, in relation to Scotland’s Economic and Fiscal Forecasts – May
2023, and the Scottish Government’s sixth Medium-Term Financial Strategy
(MTFS). Our call for views ran between June and August 2023, receiving 27
submissions. We then held three evidence sessions with a range of witnesses,
before hearing from the Deputy First Minister on 3 October. In August, for the first
time, we also held an engagement event with members of the public and
representatives from public bodies, local government and the business community,
to hear first-hand about their priorities for the Scottish Budget 2024-25 and beyond.
The views we heard informed our questioning of witnesses, including the Deputy
First Minister, and our recommendations in this report.

The Committee thanks all those who took the time during both inquiries, to
contribute their views, which have helped shape our findings. We are also grateful
to our adviser, Professor Mairi Spowage, for her invaluable expertise throughout
this inquiry.

Finance and Public Administration Committee
Pre-Budget Scrutiny 2024-25: The Sustainability of Scotland's Finances, 8th Report, 2023 (Session 6)

1



Fiscal sustainability: context
7.

8.

9.

10.

11.

12.

At the time of our Pre-Budget 2023-24 Report 1 in November 2022, we said we
were not convinced that the Scottish Government was carrying out enough strategic
long-term financial planning to ensure fiscal sustainability. We also sought more
evidence on how the Scottish Government is seeking to strike the right balance
between responding to the immediate financial pressures and addressing long-term

fiscal challenges. In his response, 2 the then Deputy First Minister advised that the
Scottish Government’s approach to its 2023-24 Budget was addressing both short
and long-term needs, and that it would set out its approach to medium and long-
term financial planning in its next MTFS, in May 2023.

The SFC’s first Fiscal Sustainability Report 3 published in March 2023 projects that
Scotland’s population will fall by approximately 400,000 over the next 50 years,
driven by a low birth rate. The proportion of the population aged 65 and over is
expected to increase from 22% in 2026-27 to 31% by 2072-73, while the size of the
working age (16-64) and under-16 population will fall. These changes to the
population structure will, the SFC argues, “translate into different levels of demand
for public services, with pressure on health services and reduced demand for
services used by younger people, such as education”.

It concluded that “if public services in Scotland are to continue to be delivered as
they are today, Scottish Government spending over the next 50 years will exceed
the estimated funding available by an average of 1.7% a year”, the equivalent of
£1.5 billion in today’s prices. The SFC suggested that, to address this gap, the
Scottish Government would have to consistently reduce spending or raise devolved
taxes through the next 50 years”.

In response 4 to the SFC’s report, the Scottish Government said that its work on
public service reform is “a key element in ensuring fiscal sustainability and that
public services are appropriate to support the needs of Scotland’s changing
population”. It also points to the launch of a new Talent Attraction and Migration
Service in 2023, and a new Addressing Depopulation Action Plan “with a focus on
resilience for local communities” and said it will continue to press the UK
Government to put in place immigration reforms to meet Scotland’s needs.

On 25 May 2023, Scotland’s Fiscal Outlook: The Scottish Government’s Sixth

MTFS 5 was published alongside the SFC’s Scotland’s Economic and Fiscal

Forecasts May 2023 6 , which set out the SFC’s five-year forecasts of the Scottish
economy, tax receipts and social security expenditure. The position is slightly
improved since its December 2022 Forecasts, with economic growth at 0.3% in
2023-24, rising to 1.3% in 2025-26.

The SFC also forecasts that:

• Total resource funding will grow by 8% from 2023-24 to £52.6 billion in 2028-29
in real terms.

• By 2028-29, the Scottish Government’s capital budget will be 16% smaller in
real terms than in 2023-24.
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13.

14.

15.

• Social security spend is forecast to increase from £5.3 billion in 2023-24 to £7.8
billion in 2028-29 (in cash terms). By 2027-28, the Scottish Government is to
spend £1.3 billion more in cash terms on social security than the funding
received from the UK Government through Block Grant Adjustments (BGAs).

• Devolved taxes are forecast to raise £20.1 billion of revenue in cash terms in
2023-24, £384 million more than forecast in the SFC’s December 2022
Forecasts, with income tax revenues revised upward in line with higher
employment growth and higher nominal earnings growth, driven by inflation.

The SFC’s May 2023 Forecasts estimated an indicative negative reconciliation for
Scottish income tax in 2021-22 of -£712 million, to be applied to the Scottish Budget

2024-25. The Fiscal Framework Outturn Report 7 published by the Scottish
Government on 29 September 2023 confirmed a much lower income tax

reconciliation of -£389.9 millioni. With other devolved taxation applied, the total
provisional reconciliation figure is -£331.8 million and this amount will therefore,
once finalised, be deducted from the Scottish Budget 2024-25. Chair of the SFC,
Professor Graeme Roy, advised the Committee that, while the figure is lower than
the indicative estimate, “the Scottish Government will still need to carefully consider
how to handle it”.

In her foreword to the May 2023 MTFS, the Deputy First Minister said that her
“number one priority is to ensure the Scottish finances remain on a sustainable
trajectory so that we can deliver first class public services for our communities,
improve equality by reducing poverty and seize the opportunities of an economy
that is fair, green and growing”. The MTFS stated that “tough and decisive action
must … be taken to ensure the sustainability of public finances and that future
budgets can be balanced” and set out three pillars underpinning the Scottish
Government’s strategic approach to managing public finances—

• focusing spending decisions on achieving the Scottish Government’s three

critical missionsii,

• supporting sustainable, inclusive economic growth and the generation of tax
revenues, and

• maintaining and developing the Scottish Government’s strategic approach to
tax.

Alongside the 2024-25 Budget, the Scottish Government is to refresh multi-year
spending envelopes for resource and capital and extend the Capital Spending
Review and Infrastructure Investment Plan period by one year, taking these plans
up to 2026-27. It said it will also explore how it can seize opportunities in areas
where Scotland has a competitive advantage, such as the green economy. The

i The SFC Forecast Evaluation Report 2023 8 explained the effects of the pandemic on the
economy were smaller than it had assumed at the time and there was an unexpected
increase in inflation.

ii The Scottish Government’s three critical measures are: Equality: Tackling poverty and
protecting people from harm; Opportunity: Building a fair, green and growing economy, and
Community: Delivering efficient and effective public services.
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16.

17.

18.

19.

20.

MTFS noted that the Scottish Government has created an external tax advisory
group “to consider how best to engage with the public and other stakeholders on
the future direction of tax policy, including whether a national conversation on tax is
required”. The outcomes of its work will feed into the Scottish Budget 2024-25 and
development of a longer-term tax strategy to be published alongside the 2024
MTFS.

In its blog on the MTFS – Decisions Pushed Back, 9 SPICe commented that the
MTFS “contains lots of details as to the scale of the challenges facing the public
finances in the coming years, and general approach to setting budget priorities, but
specific details of how the Scottish Government intends to take on these challenges
were missing”. SPICe also highlighted that there is no additional detail on some
high-profile policy areas such as the proposed national care service or how it plans
to meet its net zero targets.

The Verity House Agreement (VHA) 10 between the Scottish Government and
COSLA, published on 30 June 2023, stated that—

The default position will be no ring-fencing or direction of funding, unless there
is a clear joint understanding for a rationale for such arrangements … [and]
additionally, current funding lines and in-year transfers will be reviewed ahead
of the draft 2024-25 Budget Bill, with a view to merging into General Revenue
Grant Funding.

The VHA goes on to say that more details will be included in a fiscal framework to
be agreed between the Scottish Government and local government by the end of
September 2023. This is to include a presumption in favour of local flexibility where
national approaches are being progressed, “so far as is possible and effective” as
well as streamlined and refined strategic and service level plans and associated
reporting. A monitoring and accountability framework will be agreed, “drawing on
proportionate reporting and data collection, to provide evidence and visibility over
progress towards agreed outcomes”, with independent evaluation of progress
invited from Audit Scotland and the Accounts Commission.

The Programme for Government (PfG) 2023-24 11 announced on 5 September
2023 is “unapologetically anti-poverty, pro-growth which is both fair and green, and
focused on delivering high quality public services”. The Deputy First Minister noted
in the PfG that “we continue to face one of the most challenging financial situations
since devolution, putting significant pressures on our public finances”, adding that
“delivering sound public finances, producing a balanced budget and leading cross-
government delivery, including to reform Scotland’s public services, are my top
priorities”.

The Scottish Budget 2024-25 is to be published on 19 December 2023, later than
usual, largely due to a delay in the UK Government’s Autumn Statement and
accompanying Office for Budget Responsibility (OBR) Forecasts, planned for 22

November. In her response, 12 the Deputy First Minister acknowledged the
Committee’s proposal that we publish our Scottish Budget 2024-25 report at the
end of January 2024.
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21. The Committee notes that an earlier publication date is impractical.
Nevertheless, enough time must be allocated to enable the Finance and
Public Administration Committee to undertake effective parliamentary
scrutiny.
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Economic and fiscal context
22.

Charts 1a and 1b: 2023 GDP monthly estimates for the UK

Source: Committee Budget Adviser

23.

24.

The latest data in the economy reflects a fairly mixed picture. While the UK was not,
as expected by many forecasters, in the middle of a recession at the end of 2022,
monthly or quarterly GDP growth over 2023 has been both positive and negative,
resulting in a position where growth to date (up to July) in 2023 is only 0.04%
compared to 2022 levels (see Charts 1a and 1b). The Committee’s Budget Adviser
notes that decent growth will be required in the rest of the year to achieve even the
“anaemic” growth that is currently forecasted for the Scottish economy by the SFC
of 0.2% in 2023.

The Office for National Statistics (ONS) has recently revised growth in the UK over
2020 and 2021. Rather than showing that the UK is at the ‘back of the pack’ in
terms of recovery since the pandemic as had previously been the case, it showed
that the UK had recovered better than Germany and France. So, the UK is now a
mid-table performer in the G7 when we consider 2020 and 2021.

However, this does not mean that the outlook for the UK economy has improved
markedly. The Organisation for Economic Co-operation and Development (OECD)
and the International Monetary Fund (IMF) are forecasting that GDP growth in the
UK for 2023 will be 0.3% and 0.5% respectively, ahead only of Germany in the G7.
This compares to the expectations for the US of 2.2% and 2.1% (see Chart 2).

Finance and Public Administration Committee
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Chart 2: Comparisons of OECD and IMF forecasts for GDP growth

Source: Committee Budget Adviser

25.

26.

27.

28.

29.

The backdrop to this is the stubbornly high inflation rate in the UK. The latest data
for inflation shows that the Consumer Prices Index remained at 6.7% in September,
unchanged from the rate in August. Under the headline figure, higher fuel prices are
being offset by a slowing in energy and food price inflation.

The Bank of England Monetary Policy Committee chose not to continue raising
interest rates at its most recent meeting in September 2023 (at the time of writing),
voting 5-4 to keep rates at 5.25%. The continued stubbornness of inflation, and the
fact that wages rose faster than inflation in the most recent ONS data means that
many analysts think that the Bank of England may choose to raise rates further at

their next meeting on 3 November.iii

Business and consumer sentiment are both showing considerable effects from
wider economic uncertainty. Our Budget Adviser notes, in particular, that
businesses are signalling that many planned investments are being delayed or
cancelled due to uncertainty and higher borrowing costs.

There was speculation in some quarters that the improvement in GDP growth in
recent years could increase the scope for the loosening of fiscal policy at the UK
Government’s Autumn Statement.

However, the improvements in real GDP growth in 2020 and 2021 do not impact on
nominal (cash) GDP, as the ONS revisions were focussed on reflecting changing
prices. This, our Budget Adviser notes, is what matters for the Chancellor’s fiscal

iii In fact, on 2 November 2023, the BoE Monetary Policy Committee chose again to keep
rates at 5.25%.
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30.

31.

rule of reducing Debt-to-GDP ratio by the end of the 5-year forecast period
(2027-28). Therefore, the ONS revisions do not create any fiscal headroom.

Rather, it is likely that the outlook for UK Government borrowing costs has become
considerably worse since March 2023, which our Budget Adviser suggests may well
mean the fiscal headroom available to the UK Government is more limited than
previously forecasted. This tight fiscal outlook is therefore still likely to feed through
into the spending envelope for the Scottish Government budget on 19 December.

The Committee remains concerned regarding the prospects for long-term economic
growth in both the UK and Scotland.
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National Outcomes
32.

33.

34.

35.

36.

37.

In early 2024, the Scottish Government is due to lay in Parliament proposals for
revised National Outcomes as part of its statutory review of the National Outcomes
in the National Performance Framework (NPF). Its PfG 2024-25 stated that it is
“also committed to continually improving the way the NPF is used, across

government and more widely”. 11

The Committee has repeatedly recommended that there needs to be a clearer link
between spending decisions in the Scottish Budget and their impact on the delivery
of National Outcomes, including in our 2022 inquiry report on the NPF: Ambitions

into Action. 13 In response, 14 the Scottish Government told us that “the
Committee’s interest in this area is understood and [it] has been considering this
question further [, however,] it is challenging to identify in a meaningful way the
individual annual impact of multiple budget lines on the delivery of longer-term,
complex national outcomes”. Instead, it is “developing an approach centred around
multi-year programmes, the associated outcomes and the annual spend profiles
attached”.

The Institute for Public Policy Research (IPPR) 15 Scotland told the Committee this
year that—

We quite often talk about the NPF being our north star. I always torture the
metaphor and say, “If I get lost, I can follow the north star, but I still might fall off
the edge of a cliff because although I am following it, I do not know where I am
going. We are still not very good at determining what things we are changing in
of those large-scale National Outcomes. We are not there yet.

We also received evidence that “a number of Scotland’s National Outcomes are
showing performance declining” and witnesses advised that financial pressures “will

only make this situation worse”. 16 Some organisations, such as Public Health

Scotland, 17 welcomed the Scottish Government’s upcoming statutory review, and
others, including the Federation of Small Businesses (FSB), proactively suggesting
the adoption of new National Outcomes and National Indicators relating to

entrepreneurship and procurement. 18

The Committee looks forward to leading the Scottish Parliament’s scrutiny
of the proposals for revised National Outcomes. We also welcome the
commitment in the Scottish Government’s Programme for Government
2023-24 “to continually improve the way the NPF is used, across
government and more widely”.

With this in mind, the Committee asks the Scottish Government to provide
an update on progress towards “developing an approach centred around
multi-year programmes, the associated outcomes and the annual spend
profiles attached”, including an overall timetable for completion of this
work.

Finance and Public Administration Committee
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Financial transparency and accountability
38.

39.

40.

41.

42.

Enhancing the transparency of budgetary and fiscal information has been another
area of ongoing interest to the Committee.

In our letter 19 to the Deputy First Minister of 21 September 2023, we welcomed the
Scottish Government’s efforts to enhance transparency, including its publication of
additional explanatory information with annual budget revisions and analysis of
budgetary information by Classification of the Functions of Government (COFOG)
to enable comparison of data based on OECD standards. We also noted progress
made in developing a fiscal transparency portal as part of the Scottish
Government’s Open Government Action Plan 2021-2025. Building on this work, our
letter proposed specific areas for further development, to which the Deputy First

Minister responded 20 on 17 October, accepting some of our suggestions and
indicating she would give further consideration to others.

Our recent scrutiny of Financial Memorandums (FMs) has highlighted, in some
cases, the need for more robust detail on cost estimates and savings. This is of
particular concern in the case of ‘framework’ bills, where costings remain subject to
design of secondary regulations. During our Pre-Budget 2024-25 inquiry, the Fraser
of Allander Institute (FAI) suggested that improvements to the information provided
in FMs by the Scottish Government would lead to more transparency and enhanced

parliamentary scrutiny. 21

During our recent engagement event in Largs, 22 greater transparency regarding
decision-making was a priority for participants, with some considering that this could
help to overcome a perceived lack of accountability, for example, with delayed and
over-budget projects. Other issues raised during evidence included the need for

more information on how the UK and Scottish taxation systems interactiv, greater
transparency over the potential consequences (on other policy areas) of decisions

to spend more money, than the BGAs, on areas such as social securityv, and
making it easier for individuals and organisations to engage with the budget

processvi.

In the PfG 2023-24, the First Minister highlighted that “in my first 100 days I
introduced a new approach to how we will deliver as a government, agreeing a

mandate lettervii between myself and each member of my Cabinet which sets out
the outcomes they will achieve in the months ahead”. The First Minister’s mandate

letter to the Deputy First Minister 23 of 5 September 2023 includes his expectations
regarding the outcomes she will deliver in this financial year, and priorities for this
parliamentary session, which broadly mirror the activity included in the MTFS and
PfG. The First Minister invites six-monthly discussions with all Cabinet Secretaries
on progress against the outcomes.

iv Evidence from the Deputy First Minister, 3 October 2023.

v Evidence from Professor David Heald, 19 September 2023

vi Written submission, Age Scotland.
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43.

44.

45.

46.

The Government of Canada takes a similar approach. In his mandate letters, 24

however, the Prime Minister also states that “to ensure we are accountable for our
work, I will be asking you to publicly report to me, and all Canadians, on your
progress toward these commitments on a regular basis”.

The Committee welcomes the Deputy First Minister’s commitment to put in
place some of our proposals to enhance transparency in budgetary
information and to give further consideration to others. We look forward to
continued engagement with her on these matters. We also restate our
position that the Scottish Government should adopt a similar approach to
that of the UK Government and Scottish Fiscal Commission in comparing
new plans for spending with estimates or outturns from the previous year.

The Committee seeks further detail on the expected timetable for producing
whole of government accounts, which was committed to back in 2018, and
which we consider will help to bring greater transparency to annual public
spending in its entirety.

The Committee welcomes the introduction of mandate letters setting out
the outcomes that Cabinet Secretaries are expected to achieve in the
months and years ahead. We believe that this approach could help ensure
greater accountability of government decisions and actions, but only if
there is transparency around the level of progress being made. The
Committee therefore asks the First Minister to ensure that Cabinet
Secretaries report regularly to Parliament on progress and we seek clarity
on how he will hold Cabinet Secretaries to account if outcomes are not
achieved. We further seek details of how the mandate outcomes relate to
the National Outcomes in the National Performance Framework.

vii The 'mandate' letters are policy priority agreements which highlight "the First Minister's
personal determination that he and his Cabinet will be held to account for delivery of the
priority commitments made in the Policy Prospectus and to use those to drive decision-
making and accountability across government".
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Fiscal Framework Review
47.

48.

49.

50.

51.

52.

The MTFS, at the time of its publication in May 2023, confirmed that the
independent report on Block Grant Adjustments (BGAs) had been submitted to the
UK and Scottish Governments ahead of the Fiscal Framework Review. The timing
and arrangements for publication were at that time still being considered.

The Committee submitted a response 25 in September 2022 to the call for views 26

developed by the report authorsviii to inform their independent report, which was
originally intended to be provided to both governments by the end of 2021 but was
not commissioned until June 2022. We had also intended to submit a response to
the planned consultation on the review once its remit and terms of reference had
been agreed between the two Governments.

The Deputy First Minister wrote to the Committee on 4 August 2023 27 confirming
that she had “now reached agreement with the Chief Secretary to the Treasury on a
package of changes to the Scottish Government’s Fiscal Framework”. The
Framework and independent report were published at the same time alongside her
letter, which explained she judged it appropriate to concede to a narrower scope for
the review than originally planned “in the interest of securing long sought practical
borrowing and reserve flexibilities, and to protect those arrangements that we

already have in place that work in our favour”. The updated Fiscal Framework 28

retains on a permanent basis the index per capita mechanism for calculating BGAs
and increases borrowing and reserve limits. The Scottish and UK Governments
have also agreed to continue their consideration of when and how to implement
VAT assignment.

One of the authors of the independent report, Professor David Bell, told the
Committee on 19 September 2023 “it came as a surprise to me … that the
Framework had been agreed on the day on which our report was published”, adding
“we expected much longer discussion”. He however suggested that retaining the
index per capita method “is probably as good an outcome as Scotland could have
hoped for”, while also noting the “not massively” increased borrowing powers.
Professor David Heald agreed that keeping the index per capita method was
“crucial, adding he would have liked to have seen more capital and resource
borrowing powers. Both witnesses recognised that there would have been ‘trade-
offs’ during the negotiations

The Committee is holding a dedicated evidence session with the Deputy First
Minister on the updated Fiscal Framework in November, to be informed by evidence
from experts, including on VAT assignment. On 3 October, she was however asked
to explain the timeline for agreeing the Framework, given the expectation that there
would be an opportunity to consider the independent report and submit responses

to the review. 29

The Deputy First Minister explained that “we agreed to publish [the independent

viii Professor David Bell (University of Stirling), David Eiser (formerly of the University of
Strathclyde) and David Phillips (Institute for Fiscal Studies).
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53.

54.

report] on the same day as the outcome of the review because we thought that that
would help people to make sense of [why we came] to the conclusions that we had
come to”. She said that approach had “constrained things”, but she was unsure
there would in any case have been “any great public or media debate” on the report
due to its technical nature. She went on to say that a more expansive review, which
was favoured by the Scottish Government, “was not on the table, so the process
became about increasing our borrowing and reserve capacity and securing the
index per capital methodology”. While the Scottish Government had had to give
ground on their requests for more borrowing capacity and a longer repayment term,
“given the headwinds that we face in the immediate financial term …, the
agreements we got were important ones [and] will help, particularly with next year’s
budget”.

The Committee is surprised that the Fiscal Framework Review was
concluded without the opportunity for the Committee and others to
consider the independent report and submit responses to inform the
Review. The Committee welcomes the modest but permanent gains in fiscal
flexibility achieved through the Review. Nevertheless, the lack of
transparency in the process was disappointing, particularly given our calls
for a more open approach than that taken with the original Fiscal
Framework agreement in 2016.

The Committee looks forward to exploring in greater detail the updated
Fiscal Framework with the Deputy First Minister in November, informed by
evidence from experts.
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Raising revenue and stimulating
economic growth

A strategic approach to taxation

55.

56.

57.

58.

59.

The Scottish Government published its Framework for Tax in December 2021, 30

which set out the six principlesix and policy objectives that underpin the Scottish
Approach to Taxation. As referred to earlier in this report, it has more recently
created an external tax advisory group as part of its MTFS, to discuss the tax
system as a whole and identify opportunities for broader public engagement. The
PfG 2023-24 stated that an updated tax strategy would be published alongside the
May 2024 MTFS, “setting out how the Scottish Government intends to continue to
deliver a progressive tax system”.

The need for a longer-term, more strategic approach to taxation in Scotland was
raised in evidence, with witnesses highlighting the current tax system’s complexity,
challenges in its interaction with the UK tax system, and possible exposure to risk
due to behavioural change.

The IPPR Scotland highlighted “we quite often just tweak” or freeze income tax
rates, “which brings people in by fiscal drag” and suggested “we must start to
rethink what the tax system that we need looks like and, more importantly, where

those quirks and interactions come through with the reserved system”. 15 Professor
David Heald agreed that “we do not have a strategic approach to tax” and
suggested that, although “constrained by what the UK Government does, […], we
have not been agile in trying to make the system work”, pointing to peaks in the
marginal rate threshold regarding national insurance and withdrawal of the personal

allowance. 15 Professor David Bell questioned whether so much emphasis on
income tax was appropriate and suggested, for example, that taxing carbon could
be considered in light of the Scottish Government’s net zero approach. He restated

that the tax system as a whole needs looked at. 15

Some witnesses, such as the STUC 31 and IPPR Scotland 15 favour the
introduction of wealth taxes. However, the FAI suggested that such taxes “look very
difficult not just in the context of devolution, but in terms of any realistic timeline for
implementation”. It explained that “time is required to be spent on designing the tax,
consulting on its implementation and preparing the implementation and collection
mechanisms”, adding therefore “it is unlikely that a new tax would help the Scottish

Government’s financial position in 2024-25”. 32 Professor Bell further highlighted the
potential for avoidance in relation to wealth tax and argued that in places, other than
Switzerland, “it is largely regarded as not being a very significant potential source of

revenue”. 15

The May 2023 MTFS 5 stated that “the Scottish Government’s strategic approach to

ix The four Adam Smith principles of taxation of certainty, proportionality to the ability to pay,
convenience and efficiency, along with two others: effectiveness and engagement.
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taxation also applies to local taxes”. It goes on to explain that the Scottish
Government has convened a Joint Working Group on Sources of Local Government
Funding and Council Tax Reform “to build consensus on an alternative to the
present Council Tax”, as part of joint working to develop a fiscal framework for local
government. The Scottish Government and COSLA jointly launched a consultation
33 in July 2023 seeking views on proposals which would see increased council tax
charges for households in bands E, F, G and H come into effect from April 2024-25.
This consultation closed on 20 September 2023.

The FAI 34 has highlighted that the current valuations that form the tax base for
council tax “are so old (1991) that it bears little relation to them, and despite
numerous attempts, reform has not yet taken place, and is likely to be difficult
because of the large number of potential losers”. As in previous years, the need to
reform council tax was highlighted by a number of witnesses during Pre-Budget

scrutiny. Professor Heald 15 told the Committee “it is ludicrous, given the fact that
the issue is fully devolved, that we are still using 1991 house prices as the basis for
council tax”, adding that while he is strongly in favour of a residential property tax,
“one discredits the principle that it is a useful mechanism for funding local
government by using 1991 values”.

The First Minister’s announcement 35 on 17 October 2023 of a council tax freeze
until April 2025 came as a surprise to local government. COSLA stated in response
36 that “this has longer term implications for all councils across the country, at a time
when we know there are acute financial pressures, and where we are jointly looking
at all local revenue raising options”. It plans to consider the implications with their
members “when we get more detail” and “this will also need to be examined against
the principles of the recently signed VHA”. The Scottish Government later
announced that the Scottish Government will fully fund the freeze “to ensure
councils can maintain their services”. The FAI, in a recent blog of 18 October 2023,
37 noted that “the freeze in council tax – assuming that councils would have

followed the increases from the previous year – will cost £148m”.x Asked on 24

October 38 to confirm how much the council tax freeze would cost and where that
money would come from, the Deputy First Minister told the Parliament that
negotiation with COSLA would take place “to ensure that the council tax freeze is
fully funded [and] the figure will be part of the 2024-25 Budget process”.

Immediately prior to the VHA being agreed, the Committee heard evidence from
COSLA, SOLACE and a number of local authorities. SOLACE told the Committee
at the time that “there has been a bit of a reset in relationships [between the
Scottish Government and local authorities], which we worked proactively towards

and welcome”. 39 The Deputy First Minister advised the Committee on 3 October 40

that work is continuing to develop a fiscal framework with local government, but that
this was unlikely to be concluded in time for the Scottish Budget 2024-25 “because
by its definition it is quite difficult and complex”. She went on to say that, under the
VHA, “we are also keen to look at whether there are additional revenue-raising
opportunities for local government”, adding “there is a lag time with some of that
because it takes time to develop those”.

x SNP conference announcements: what do they mean? Fraser of Allander Institute
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Local authorities have consistently made the case to the Committee of the need for
fair and sustainable funding on a multi-year basis. Comhairle nan Eilean Siar stated
that “the share of the Scottish Budget that local government attracts has diminished
significantly in recent years” and argued “we need a gradual restoration of funding
levels, not in excess of what was there before but to mitigate some of the

reductions” 41 . COSLA further told the Committee that “we need to have a very
honest discussion with our Scottish Government colleagues about what is and what
is not affordable from the envelope of funding that is available”, adding “if there is
no more funding available, we need to start talking about what we stop delivering”
42 . Professor Heald highlighted in relation to multi-year funding, "we have a
problem at the UK level, which then transmits down to Scottish Government level,
which then transmits down to local government, which then transmits down to
voluntary organisations, ..., with one-year funding", adding "if you want to improve
efficiency in the way in which public spending works, going back to a multiyear

system would make a vast improvement". 15

In line with a recommendation from the New Deal for Business Groupxi, the Scottish
Government’s tax advisory group is considering “the role of non-domestic rates and
other taxes in achieving the right balance between sustainable levels of taxation
and creating a competitive environment to do business while also supporting

communities”. 43 The FSB supports this approach, while the Scottish Retail
Consortium (SRC) said “we don’t see an uplift [in non-domestic rates] as sensible
given the failing real terms value of retail sales and the ongoing raft of cost

pressures” faced by retailers. 44

The Deputy First Minister indicated that “the tax decisions that we have to make are
seen through [a] pretty short-term lens” and so “there is a need for us to take a step
back, look across the range of taxes in Scotland—not just income tax—and ask

what that medium to longer-term view looks like”. 40 The tax advisory group’s work
is to feed into both the Scottish Budget 2024-25 and the tax strategy over the
longer-term.

Dr Andrew Scott, Director of Tax and Revenues at the Scottish Government, said
he expected that “any strategy that the Government produces will talk about the
burden of taxation, its distribution, the interaction between taxes, the performance
of various taxes, the effects of population on the tax base, the effects of an ageing
population on the tax base, prospects for economic growth, international evidence,
the ability to tax wealth in a more general sense … and, finally, taxes that can bring
about some kind of behavioural change”. He added that “possibly the most

significant issue is the prospect of environmental taxes and our carbon footprint”. 40

The Committee welcomes the establishment of the Scottish Government’s
advisory group on taxation as a step towards the creation of a clear
strategy for taxation in Scotland. Given the complexity of the current tax

xi The New Deal for Business Group aimed to "improve the operating landscape for all types
of business in Scotland, from small businesses on the high street and elsewhere, across
all our communities, urban and rural, to the largest companies, running multinational
operation".
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Specific income tax proposals and associated risks

73.

74.

system, as well as the scale of the financial challenges ahead, it is
imperative that this work progresses at pace.

In the meantime, every effort should be made to resolve current anomalies
with the UK and Scottish tax systems relating to national insurance and
personal allowance. We ask that the UK and Scottish Governments seek to
mitigate any future anomalies through engagement on future tax policy
where appropriate.

We recognise that any new forms of taxation will not be in place in time to
generate new revenue in the financial year 2024-25. We recommend that the
Scottish Government’s new strategy for taxation in Scotland sets out a
framework for decision-making around the introduction of new taxes.

The Committee requests further details of the announcement made at the
SNP’s recent party conference that council tax will be frozen up until April
2025. In particular, we seek information on how this spending
announcement will be funded. Like many others, we believe that a more
fundamental reform of council tax is now overdue.

The Committee notes the delay in publishing the fiscal framework between
the Scottish Government and local government and that it will now not be
ready before the Scottish Budget 2024-25 is published in December. We ask
how the Budget will reflect the principles set out in the VHA.

We also seek clarification from the Scottish Government on how the VHA
principle of “no ring-fencing or direction of funding” unless jointly agreed
will impact on transparency and Parliamentary scrutiny of those national
priorities being delivered by local government.

Some witnesses argued that income tax should be raised to fund spending and
several included specific proposals in evidence. It is welcome that bodies are
considering not only their spending priorities but how these might be funded.

The Scottish Trades Union Congress (STUC), 16 for example, proposed a 44p levy
rate on earnings between £75,000 and £125,140, which they estimated would raise

£200 million a year. The joint IPPR Scotland submission 45 suggested a 45p rate on
earnings between £58,285 and £125,140, which they estimated would raise £257
million a year. Neither proposal takes into account potential behavioural change.

However, the FAI, 46 employing a similar method to that used by the SFC in its
policy costings, suggested that “about a third of the tax yield is likely to be lost
through behaviour”, 30% in the IPPR’s proposal and 36% in the proposal from the
STUC. The FAI goes on to explain that—
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Our best estimate is that the STUC proposal would raise £56m in 2024-25 after
accounting for behaviour and would be paid by around 141,000 people (5% of
those with any Scottish Income Tax liability). In the case of the IPPR Scotland
proposal, revenues raised would be larger – both because the band starts at a
lower level and because the new rate would be higher. We estimate that it
would raise around £161m in 2024-25 and be paid by 234,000 people –
roughly 10% of those with Scottish Income Tax liabilities.

Professor Heald 15 also noted that increasing the higher marginal rates would have
“longer-term consequences”. Noting that 5% of Scottish taxpayers pay roughly 40%
of total revenues from income tax in Scotland, he argued that the behavioural
response of a relatively small group of high-earning taxpayers can have a
significant impact on Scottish tax revenues. Some witnesses, such as Children in

Scotland, 15 were however less convinced that income tax rates would have a
significant impact on people’s choices, adding that, for some, other criteria such as
job satisfaction and childcare would take precedence.

As explained by SPICe in its Blog on Behavioural Responses to Changes in Income

Tax, 47 behavioural change is not limited to changing residence, it can include
people reducing their working hours to avoid moving into a higher tax band or
choosing to receive additional income through other methods of payments, such as

dividends which are subject to a different, UK, tax rate. The FAI 15 notes that the
higher the income, the greater the level of response and that “you could end up in a
position where, if you hike the rate a lot for people who can shift the way that they
get paid, more income will go to the UK Government, not to the Scottish
Government”. The FAI further noted that choosing to reduce working hours can
have an effect on productivity levels.

The Scottish Government’s Ready Reckoners on Scottish Tax – Changes for

2023-24 48 highlighted that it is working with HMRC on the “development of new,
and robust, data sources and evidence to help better understand potential
behavioural responses, including taxpayer movements across the UK over time”.

The Committee heard that increased income tax levels could also have an impact

on economic growth and the potential for investment. Professor Bell 15 explained
that “if Scotland does end up with higher tax rates than other parts of the UK, that
will be seized upon by those other parts of the UK whenever potential inward
investment opportunities arise in an attempt to ensure that they do not come to
Scotland but go instead to their regions, wherever they happen to be”. He added
“the impression that is given, not just the tax rates themselves, matters quite a lot,
too”.

Professor Bell further told the Committee that, rather than tax changes, it was
“economic growth … [that] will drive revenue and the income side of Scotland’s

balance sheet more positively”. 15

The Deputy First Minister 40 explained that “the revenues generated by taking
decisions that are different from those of the UK Government have been important
in really difficult financial times”, adding that the changes to tax bands in last year’s
budget raised £520 million, which was “critical” in helping to meet additional pay
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Developing the workforce and stimulating
economic growth

82.

83.

84.

demands. She went on to say that “there is quite a lot of uncertainty when it comes
to estimating taxpayers’ behavioural responses, [however] considering taxpayer
behaviour is a vital part of our tax policy decisions” and is built into the SFC’s
forecasts. She added that “we have limited levers, and we have to deploy them very
carefully” and “it is not about looking at income tax in isolation; a range of other
taxes need to be looked at in the round, including local and business taxes”.

The Committee asks the Scottish Government to confirm how it is
considering potential behavioural impacts as part of its decisions on
taxation policy in 2024-25 and as part of its new strategy for tax in Scotland
to be published in May 2024. We also request an update on its work with
HMRC on developing “new, and robust, data sources and evidence to help
better understand potential behavioural responses, including taxpayer
movements across the UK over time”.

The Scottish Government’s National Strategy for Economic Transformation (NSET)
49 published in March 2022 set out “the priorities for Scotland’s economy as well as
the actions needed to maximise the opportunities of the next decade to achieve our
vision of a wellbeing economy”. In its response to the Committee’s previous
recommendations that more action is needed to increase productivity, wage growth
and labour market participation, the Scottish Government pointed to the NSET as
key to making progress on these issues. At the Committee’s recent engagement

event, 22 participants suggested that, while the NSET is a helpful document, it now
needs greater involvement and ‘buy-in’ from public bodies, including to deliver on
environmental as well as economic impact.

The Committee heard evidence from the FSB 18 that business creation is one of the
key drivers of economic growth, with high business birth rates driving up innovation,
productivity and competitiveness. However, it went on to tell the Committee that
“Scotland currently has its lowest business birth rate in 11 years, and more than
2,300 fewer businesses are operating in Scotland now compared with the number
at the start of the pandemic”. Its ‘big small business survey’ carried out earlier this
year found that more than half of small businesses do not feel that Scotland is
currently an attractive place to start a business, with economic uncertainty and the
cost-of-living crisis cited as the main reasons behind this. It confirmed that "we are
in negative territory across the entirety of the UK due to the economic uncertainty,
so it is not solely a Scottish issue". The survey also highlighted, however, that
businesses have a strong appetite for growth, with more than three-fifths of Small
and Medium Enterprises in Scotland hoping to grow in the next two years.

The FSB put forward a number of proposals in its written submission, 50 including
creating a new National Outcome on entrepreneurship, a “one door approach to the
provision of support”, introduction of a small business impact assessment, and
retaining the small business bonus scheme relief, at least at the current threshold. It
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welcomed the £15 million funding for entrepreneurship announced in the Scottish
Government’s PfG 2023-24, although it was unclear exactly what the programme
would involve and whether this sum is realistic.

The Scottish Hospitality Group (SHG) 18 highlighted a particular lack of confidence
in the hospitality sector and among consumers “who are seeing their pay packets
not going as far as they once did”. The SHG described the hospitality sector as at
“an absolute precipice”, with a significant number of business closures and others
struggling with the continuing impact of the pandemic, current energy costs and
“extraordinary” recruitment challenges. The picture is more positive in the financial

sector in Scotland, with Scottish Financial Enterprise (SFE) 18 noting that this sector
in Scotland “has regularly outperformed every part of the UK other than London and
the south-east on investment in our industry”. It suggested that “Scotland is quite an
attractive place to start or invest in a business in financial and professional
services”.

The Committee heard from Universities Scotland 15 that Scotland attracts people
from across the world through its research and innovation projects, creating clusters
of innovation and economic growth. It argued however that parity of esteem
between education pathways is now required, a view echoed by participants at our

recent engagement event as well as by Colleges Scotland 51 and James Withers in

his Independent Review of the Skills Delivery Landscape. 52 SFE suggested that
the education sector must align with the skills needs of the economy for the next
five to 10 years. It also questioned whether the skills system is currently set up to
deliver against the needs of the financial sector, including in areas such as data,
artificial intelligence and automation, which are expected to be in “huge demand”
within the sector.

Universities Scotland 15 told the Committee that “graduates create growth, bring
skills to the economy and create tax growth by generating a virtuous cycle of high

skills and more productive employment”. Professor Heald 15 explained that
economic growth is in part driven by “having an economy that makes the people
whom we have educated at great expense to stay in Scotland”, arguing that “we
want to be a high-wage economy, because that has benefits in the form of the
private consumption of the individuals and of the tax revenues that they pay into the
Scottish Budget”.

The need to retain skills in Scotland was echoed by Professor Bell, 15 who noted
that an essential part of enhancing the growth of the economy is having
opportunities for young people in their early 20s, when they are most mobile, for
example, by supporting start-ups. Divergence in income tax and land and buildings

transaction tax was highlighted by SFE 18 as a potential disincentive for young
professionals from the rest of the UK to come and live and work in Scotland. It went
on to call for a greater focus on increasing the ‘tax base’ rather than the ‘tax take’,
explaining that “we have opportunities in Scotland, through our growth industries, to
have well paid and highly skilled jobs that will pay more tax and which will then be
able to fund public services”, adding that other sectors “should benefit, on the back
of that”.

The Deputy First Minister 40 responded that “we need to make sure that Scotland is
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seen as a good place in which to invest” and highlighted “there is a lot of interest
from private investors”, but they “need certainty and continuity on the proposition”,
including on renewable energy and net zero approaches. She went on to highlight
commentary in the MTFS on the need to seize opportunities in areas in which
Scotland has a competitive advantage; supporting entrepreneurs, start-ups and
scale-ups; and helping businesses to raise productivity. She suggested that the
Scottish Government’s enhanced childcare offer is also an important way to “boost”
labour market participation. The need to support older workers to work for longer
where possible was also noted by the Deputy First Minister, echoing points made by

participants at our engagement event and by Age Scotland, 15 who considered
there may be additional benefits in this approach in reducing spending on health
and social security.

The Committee has consistently recommended that more action is needed
to increase productivity, wage growth and labour market participation in
Scotland and notes the Scottish Government’s response pointing to its
National Strategy for Economic Transformation (NSET) as key to
addressing these issues.

We ask what progress has been made in delivering actions in the NSET that
will help increase productivity, wage growth and labour market
participation. We also request details of how the Scottish Government is
ensuring ‘buy-in’ from the public sector to help deliver the ambitions in the
NSET.

The Committee seeks information from the Scottish Government on the
steps it is taking to ensure that Scotland can retain the graduates it
educates. We also request further details of the criteria for, and outcomes
expected from, the £15 million entrepreneurship fund announced in the
recent Programme for Government, and ask what plans are in place to help
broaden Scotland’s tax base.
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Spending priorities

Prioritisation
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As noted earlier in this report, the First Minister has set three missions for the
Scottish Government to deliver - equality, opportunity and community - which are
also restated as priorities in its PfG 2023-24.

The Committee heard evidence that prioritisation of public spending is needed in

order to meet the significant financial challenges ahead. Professor Bell, 15 for
example suggested that “there are too many demands on the public purse at the
moment for them all to be simultaneously satisfied [and so] there has to be
prioritisation”, and suggested a ‘one out, one in’ approach to new initiatives and
programmes could be considered. He went on to highlight “the danger of entering
into commitments that have medium or long-term implications and then feeling that
it is not possible to stop them” for fear of negative publicity. It was also suggested at

our recent engagement event 22 that the Scottish Government should be prepared
to stop funding a policy approach or project if it is no longer relevant or is not
delivering impact.

Later in this report we hear about the ‘radical prioritisation’ that has been
undertaken by some public bodies in the face of the financial challenges and the
need to make efficiency savings.

The sustainability of rising spend on health was discussed with witnesses, in light of
the SFC’s projections that health spending is expected to increase from 35% of

devolved spending in 2027-28 to 50% in 2072-73. Professor Heald 15 warned that
“if something like 50% of the Scottish Budget goes on health, that will have
devastating consequences for the rest of the Budget”. He went on to suggest that
reducing spending in other areas such as local government, housing and
employment can also have an impact on healthcare and so “it is very important to
see the connections between the different kinds of spend”. However, Professor Bell
15 questioned the premise in the SFC’s Fiscal Sustainability Report 3 that “health
spending on a person increases as they get older or increases with their proximity
to death”.

The SFC’s report noted that “since the devolution of social security, the Scottish
Government has made policy and operational changes (such as the introduction of
the Scottish Child Payment) which result in social security expenditure exceeding
the BGAs by more than £1 billion by 2027-28”. This additional expenditure, the SFC
explained, persists throughout its 50-year projections. Some witnesses, such as the

Poverty Alliance, 15 welcomed the Scottish Government’s approach, highlighting for
example that “the Scottish Child Payment is expected to lift 90,000 people out of
poverty, and our members do not think that we have reached the end point of what
we can do through the social security system to address poverty”. However, noting

the SFC’s projections, Professor Heald 15 told the Committee that this means “the
Scottish Government, which has a largely fixed budget, has to divert money from
core public services such as health, education and local government”. He said he
worried that the same people accessing social security benefits were those who
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relied most on public services and would therefore be most affected by any
deterioration in services caused by budget reductions.

Questions also arose in evidence as to whether certain programmes were being
funded appropriately to the scale of their aims and objectives. A recent report by the
Poverty and Inequality Commission highlighted that investment in the Scottish
Government’s programme ‘Best Start, Bright Futures: Tackling Child Poverty

Delivery Plan 2022-2026’ has not matched the ambitions of the programme. 53 The

IPPR Scotland 15 told the Committee that “we are still not very good at outcomes-
based budgeting [and] quite often, our position is still, “this is how much money we
have, so we will put it into this”, rather than “how much money will this require to
tackle it””.

Children in Scotland 15 made a similar point, suggesting that “we tend to fund
activity that can be measured, rather than think about the long-term outcomes that
we are looking for”. In their joint written submission, COSLA, SOLACE and CIPFA

Directors of Finance 54 echoed this view, suggesting that behaviour and public
spending is influenced by a continued focus on short-term input measures and
outputs rather than outcomes, “in ways that are not necessarily best value”. This,
they noted, is “exacerbated by the number of different policy announcements from
within the same or different government portfolios which lack a cohesive and joined

up approach to improving outcomes”. Audit Scotland 55 argued “the Scottish
Government’s decisions on prioritising or deprioritising spending should be based
on a clear understanding of the impact these changes will have on the outcomes
that it wishes to achieve”.

The Deputy First Minister 40 explained that the Scottish Government is looking at
whether existing programmes, “some of which have been around for quite some
time”, meet the test of the three missions of equality, opportunity and community.
She went on to say that “we have to make sure that the key priorities receive the
funding”. She also defended the Scottish Government’s approach to social security
benefits, arguing that “making it a more dignified and progressive system that is
based on dignity and respect means that it costs more … therefore, we need to
make decisions elsewhere”.

Questions have also arisen regarding the affordability of some flagship Scottish
Government programmes. For example, we were recently told by the Minister for
Social Care, Mental Wellbeing and Sport that the Deputy First Minister “has not set

a ceiling” for spend on the national care service. 18 The Deputy First Minister later
explained “I am not sure that taking everything on the basis of what the country can
afford, in its bluntest sense, is the best starting point”, arguing that it should instead
be “what priority is being given in a difficult financial environment … [and] I can say

that social care is a key priority”. 40 Asked in a similar vein whether there is a cost
level at which decisions will be taken not to proceed with building the MV Glen
Sannox and MV Glen Rosa ferries, the Deputy First Minister explained that “due
diligence is being done on the value-for-money assessment that was completed this
year” and relevant committees will be updated on the outcomes.

We heard a mix of views on whether universal policies should be revisited in favour
of means testing or a more targeted approach. Some participants at our
engagement event argued that consideration should be given to the sustainability of
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universal provision and suggested that, rather than “costly means testing”, a more
‘light-touch’ approach or regime could be developed. However, the Poverty Alliance
15 raised concerns regarding the availability of the data that would be needed to
ensure the effective targeting of resources and policies, as well as the potential

impact on uptake due to poverty-related stigma. The IPPR Scotland 15 suggested
that “it does not have to be an either/or” but rather “it is about how you phase, target
and ensure you are using resources in the best possible way”.

The Deputy First Minister explained that the Scottish Government is “looking in
great detail at what the options are in relation to targeting” and suggested that
“value for money, purpose and impact all need to be looked at, but our focus is
definitely on better targeting”. She suggested that means testing “is more complex,
because a whole system would need to be set up for that” and highlighted that this

can often be uneconomical. 40

Once again, this year, we heard the case being made by public bodies, local
government and the voluntary sector for multi-year budgets, which they argued
would provide stability and enhance efficiency, transparency and trust. Children in

Scotland 15 told the Committee that short-term funding “leads to an industry of
creating grant proposals and getting money but not actually doing the work”,
resulting in inefficiency both for civil servants and those organisations receiving the
funds. Age Scotland echoed the point that longer-term funding can deliver better
value for money, and active travel spend was cited by Living Streets Scotland as a
positive example of a longer-term commitment over the course of a parliamentary

session 15 . The FAI 15 suggested “it is possible, even under the current
arrangements and with the instability that there has been in the past few years, to
take a multi-year approach”, adding “we could look at things such as the baseline
level that we could expect if nothing were to change, and as there is more defined
funding closer to the time, we could revise that”. As highlighted earlier in this report,
the Deputy First Minister has committed, for the first time, to providing multi-year
spending envelopes to 2026-27 alongside the Scottish Budget 2024-25.

In January this year, the Committee reported that we were not convinced
that the Scottish Government was carrying out enough strategic long-term
financial planning to ensure fiscal sustainability and that it appeared to be
“firefighting on a number of fronts”. We have little evidence to suggest a
shift away from a short-term approach to financial planning.

The Committee therefore strongly recommends that the Scottish
Government produces a full response to the SFC’s Fiscal Sustainability
Report setting out the actions it will take to start addressing the longer-
term challenges ahead. We also suggest that the Scottish Government
holds a debate in Parliament on the long-term sustainability of Scotland's
finances.

We note the statement in the Scottish Government’s May 2023 MTFS that
“tough and decisive action must be taken to ensure the sustainability of
public finances and that future budgets can be balanced”. However, we are
concerned that affordability does not appear to be a key factor in Scottish
Government decision-making. We ask that detail of spending
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Capital budget

109.
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announcements is in future provided to Parliament.

We recommend that the Scottish Government explicitly sets out in the
Scottish Budget 2024-25 if there are any areas of spending it has assessed
as not meeting its three missions test and where funding will, as a result,
be reduced or ceased entirely.

In its May 2023 Forecasts, 6 the SFC projected that the capital budget, used to fund
long-term investment such as infrastructure, hospitals and research and
development, will be 16% smaller in real terms in 2028-29 than in 2023-24. Block
Grant funding from the UK Government is the largest component of capital funding.
The Scottish Government has said it will use its borrowing powers to contribute to
capital funding at a level of £250 million each year and assumes further funding of
£200 million from sources other than the Block Grant. The updated Fiscal
Framework, explored earlier in this report, increased capital borrowing limits in line
with inflation from 2023-24. It is unclear whether the Scottish Government will
upscale its borrowing plans next year. As noted earlier in this report, the Scottish
Government committed in its May 2023 MTFS to refreshing multi-year spending
envelopes for capital (and resource) alongside the 2024-25 Budget and to extend
the Capital Spending Review and Infrastructure Investment Plan by one year, taking
these to 2026-27.

The challenge of delivering much-needed investment in infrastructure within a
limited capital budget was highlighted by a significant number of witnesses. The FAI
34 highlighted that “low investment is a UK-wide issue … and the picture is broadly
similar in Scotland”, with investment (onshore) averaging 0.5 percentage points
below the UK average in the decade before the pandemic, and 5.1 percentage
points below the OECD average. The FAI goes on to state that, “given the tight
capital budget settlement the Scottish Government is faced with, it is more
important than ever that robust project management tools are put into place to
ensure adequate delivery and maximum value for money”.

Professor Bell 15 suggested that “if capital is used widely, it can … [also] be a

catalyst for the private sector to invest”, while Professor Heald 15 noted that “if we
want successful private sector delivery of capital investment in infrastructure,
private firms need to have a reasonably steady flow of work”. It was noted by

Universities Scotland 15 that investment will also “create confidence that those
industries will invest in the throughput of talent in apprenticeships” and that there

are sustainable careers in construction and engineering. FSB 18 further indicated
that there is support amongst small businesses for investment in infrastructure.

Universities Scotland 15 was among those witnesses who highlighted that capital

investment in infrastructure further contributes to productivity, with FAI 15 also
suggesting that “cuts to capital today can have a significant impact on growth and
productivity in the long term”. In terms of attracting investment for infrastructure
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projects, SFE 18 noted that “the pension industry and others would quite gladly look
at longer-term investments over 20 or 30 years, whether through bonds or some
other vehicle to support infrastructure investment”, while warning that there would
“need to be a return for that money at some point”.

The need for capital investment to help meet the Scottish Government’s net zero

targets was highlighted by a number of witnesses. Professor Bell, 15 for example,
argued that government spending is required in order to de-risk investment by the

private sector in areas that will reduce our carbon usage, while the FAI 15

highlighted conclusions from the OBR’s 2021 Fiscal Risks Report that earlier action
on climate change is expected to be cheaper overall. The joint COSLA, SOLACE

and CIPFA Directors of Finance submission 54 argued that new investment will be
required “but with scarce resources, funding must be aligned against the most
critical programmes in the high-carbon sectors of transport and heat” and difficult

decisions taken on deprioritising other areas. Citizens Advice Scotland 56 strongly
argued for energy efficiency spending to be protected in capital budgets.

The First Minister announced on 17 October 2023 57 up to £500 million investment
“to help create thousands of green jobs and deliver the full economic potential of
offshore renewables projects” over the next five years. This is intended to “leverage
private investments in ports, manufacturing and assembly work to support major
supply chain opportunities to Scotland”. As part of the Scottish Budget 2024-25, the
Scottish Government is taking a revised approach to undertaking a climate impact
taxonomy of budget lines which involves expansion from solely capital to both
capital and resource. He also announced that “the Scottish Government will take

steps to issue its first ever bond to finance key infrastructure in Scotland”. 58

In evidence to the Committee, the Deputy First Minister stated that “it is extremely
concerning that the UK Government did not inflation-proof its capital budget, which
has resulted in a 7% real-terms fall in our Barnett capital funding over the medium-

term between 2023-24 and 2027-28”. 40 This, she argued, had significantly
impacted on the Scottish Government’s ability to deliver its capital infrastructure
commitments and compounded with high construction inflation, “there is a double
whammy of less capital and that capital not going as far as it once did”. As a result,
the Scottish Government is to prioritise those capital projects that “will have the
biggest impact”, including on economic growth, net zero ambitions and sustainable
public services, and the delivery of some other projects will take longer over the
next few years.

The Committee is disappointed that the capital funding available to the
Scottish Government continues to reduce and that, by 2028-29, it is
expected to be 16% smaller in real terms than in the current financial year.
This is particularly concerning during times of financial strain when
governments should be investing in infrastructure to stimulate economic
growth.

The Committee asks whether the Scottish Government’s approach to using
its borrowing and reserve powers will be updated in light of the recent
changes to the Fiscal Framework.

Finance and Public Administration Committee
Pre-Budget Scrutiny 2024-25: The Sustainability of Scotland's Finances, 8th Report, 2023 (Session 6)

26



117. We request that the multi-year envelopes for capital and resource spending
to be published alongside the Scottish Budget 2024-25 contain a sufficient
level of detail to enable meaningful parliamentary scrutiny and to allow
public bodies to plan ahead. We look forward to examining this information
along with the updated Infrastructure Investment Plan when published this
December.
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The Scottish Government's Public Service
Reform Programme

Overview

118.

119.

120.
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122.

In his foreword to the report of the Commission on the Future Delivery of Public

Services 59 published in June 2011, Dr Campbell Christie stated that—

Reforming the delivery of [public] services is not only a matter of fiscal
necessity. We also have to implement reforms that improve the quality of public
services to better meet the needs of the people and the communities they seek
to support.

If we are to have effective and sustainable public services capable of meeting
the challenges ahead, the reform process must begin now.

He went on to say that a process involving all stakeholders must be initiated,
however “ultimate responsibility for reform rests … with the Scottish Government
[and] I urge them to act quickly and decisively – as a society we no longer have
time for delay”.

The Christie Commission’s report is built around four pillars—

• a decisive shift towards prevention,

• greater integration of public services at a local level driven by better
partnership, collaboration and effective local delivery,

• greater investment in the people who deliver services through enhanced
workforce development and effective leadership, and

• a sharp focus on improving performance, through greater transparency,
innovation and use of digital technology.

In November 2021, the Committee heard evidence to suggest that, while the
Christie principles remain relevant, limited or “sporadic” progress with reform has

been made. 60 At that time, the then Deputy First Minister, John Swinney MSP,
reiterated that “the Government’s commitment to Christie’s vision and public

services reform remains strong” 61 .

Eleven years on from the Christie Commission’s report, the Scottish Government’s
‘Investing in Scotland’s Future’ Resource Spending Review (RSR), published in
May 2022, identified five areas of focus for public service reform over the lifetime of
this Parliament (until 2026):

• digitalisation

• maximising revenue through public sector innovation

• reform of the public sector estates
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• reform of the public body landscape, and

• improving public procurement.

The RSR noted that “the more efficient and effective we can become in the delivery
of public services, the more able we will be to achieve key priorities and direct
support towards those who need it most”. It also set out the Scottish Government’s
plans to develop—

a pathway to return the overall size of the public sector workforce broadly to
pre-Covid-19 pandemic levels, while supporting expansion in key areas of
service delivery, helping to hold total pay bill costs – as opposed to pay levels –

at 2022-23 levels. 62

However, the Scottish Budget 2023-24 published in December 2022 outlined a
change in approach in relation to workforce levels. The then Deputy First Minister
explained that “following further analysis and engagement, our proposal on how we
achieve sustainable public bodies developed [and] it is [now] for individual public
bodies to determine locally the target operating model for their workforces and to
ensure workforce plans and projections are affordable in 2023-24 and in the

medium term”. 63

The RSR committed the Scottish Government to setting out proposals for the future
of the public body landscape and “initial conclusions on the potential for the further
sharing of services by public bodies” alongside the 2023-24 Scottish Budget. These
proposals did not materialise.

The Committee therefore sought further details of the Scottish Government’s

programme as part of its Budget 2023-24 Report 64 and, in response, 65 the
Scottish Government confirmed that public bodies’ reform plans were expected later
in 2023 for inclusion in the Scottish Budget 2024-25. We further sought details of
the milestones for delivering each of the five reform priorities, along with the costs,
efficiencies and savings the Scottish Government anticipates as a result. The
Scottish Government responded by saying that “details of savings, costs and
milestones will emerge from the plans that public bodies produce and which flow
from more formal reviews”.

With the aim of achieving greater understanding and transparency around the
Scottish Government’s public service reform programme, the Committee launched
an inquiry on 6 March 2023. Our hope was that the evidence gathered would help
the Committee to continue to track progress against delivery of the programme’s

objectives in the years ahead. We received 32 written submissions 66 to our call for

views and SPICe has published a summary of the written evidence received. 67 The
Committee held evidence sessions as part of this inquiry during the period May to
September 2023.

The Scottish Government’s reform programme has continued to change throughout
the period of our inquiry.

In late March 2023, the then Deputy First Minister, John Swinney MSP, announced
that the reform programme would be “accompanied by a clear financial strategy,
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taking account of significant changes, available resources and expected cost
pressures including demographic changes, technological advances and inflation, as

well as considering necessary mitigations”. 68 This financial strategy has not yet
been published.

Changes to the Scottish Government’s approach also appear in the Scottish

Government’s ‘Equality, Opportunity and Community Prospectus' 69 published in
April 2023. This commits the Deputy First Minister by 2026 to have progressed a
10-year programme of public bodies and public services reform, strengthened the
resilience of public services and communities, and “targeted both short-term
efficiencies and wider, deeper, and longer-term reform”. It is unclear exactly when

the 10-year programme started and ends. Its MTFS 5 published a month later, in
May 2023, sets out four new workstreams relating to public service reform:

• Public bodies and public service reform with “the aim … [to] achieve fiscally
sustainable person-centred public services, which over time both improve
outcomes and reduce inequalities of outcome across communities in Scotland”.

• Efficiency levers, which includes digital, shared services, public sector estates
(though a Single Scottish Estate programme), procurement, and grant
management, each being progressed by individual public bodies and the
Scottish Government.

• Revenue raising with guidance and a robust decision-making process
developed through discussions between the Scottish Government and public
bodies to support them in “considering, developing and implementing new
revenue-raising ideas”. This work is intended to support future budget
allocations.

• Pay sustainability, which restates that “it is for individual public bodies … to
determine the target operating model for their workforces and to ensure
workforce plans and projects are affordable in 2023-24 and over the medium-
term.

While these workstreams incorporate some of the original areas of focus for reform
set out in the RSR, they include new elements and appear to reprioritise others.

The MTFS also stated that “specific larger scale reform programmes underway are
an integral part of a wider 10-year Public Service Reform programme” and provided
examples such as the education reform programme, The Promise, the National
Strategy for Economic Transformation, and a national care service.

The MTFS further noted “it is critical that progress is effectively quantified and
tracked”, including through regular updates to the Committee. We asked the
Scottish Government about the frequency and scope of reporting on its public
service reform programme. The Deputy First Minister in her letter of 25 May 2023
confirmed that the first update will be provided to the Committee “no later than
alongside the 2024-25 Budget and before the end of this calendar year [and],

thereafter reports would align with the MTFS and the Budget”. 70

The Scottish Government’s PfG 2023-24, 71 published in September 2023, included
specific reforms to be undertaken “in the coming year”, including progressing a four-
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The role of government in reform

138.

139.

day working week public sector pilot, maximising opportunities through progressive
procurement policy and practice, delivering a framework for digital service
transformation, and working with island authorities to develop alternative
governance arrangements.

While the Committee accepts that government policies will, of course,
evolve and develop over time, we are concerned that the focus of the
Scottish Government’s public service reform programme has, since May
2022, changed multiple times, as have the timescales for publishing further
detail on what the programme will entail. Given the financial challenges
facing the Scottish Budget, this represents a missed opportunity to be
further along the path to delivering more effective and sustainable public
services.

It is disappointing that commitments to set out further details of the
Scottish Government’s reform programme have at times not been met.
Eighteen months into the programme and a lack of clarity remains in
relation to the overall purpose, objectives, timetable, upfront costs required
and anticipated savings and efficiencies to be delivered. Much more work is
needed if the Scottish Government is to achieve the type of reform
envisaged by the Christie Commission in 2011 that delivers “effective and

sustainable public services capable of meeting the challenges ahead”. 72

Our recommendations in this section of the report aim to bring much-
needed impetus, focus and direction to the Scottish Government’s reform
programme to ensure successful outcomes can be achieved at a much
quicker pace.

The Committee explored with witnesses what the role of government should be in
relation to public service reform. Audit Scotland was one of many organisations who
told the Committee that the Scottish Government should have a vision and clear
sense of purpose for its reform agenda, and said it hopes to see “a more worked-up

plan”, including what success might look like “in the relatively short term”. 73 A
similar position was taken by Dundee City Council, who argued that “radical reform

requires strong leadership and direction”. 41 The STUC agreed that strength in

vision and capacity is needed to deliver reform 74 and Professor James Connelly of
Glasgow Caledonian University said that “at a central level, direction and capacity in

the system remain important”. 75 Reform Scotland is also in favour of “centrally set
objectives and outcomes for what we want to deliver, but with local discretion in the

delivery of how these are met”. 75

Some witnesses considered that the Scottish Government should ‘mandate’ public
bodies to make greater progress with reform. Drawing on their own experience of
being created by legislation through a merger of eight regional ‘legacy’ police forces

and two specialist bodiesxii, Police Scotland argued that “to achieve significant cost
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savings in public sector reform and improve services, there has to be a mandate to

get people to want to do it”. 76 South of Scotland Enterprise (SoSE) also considered

that mandating public bodies to collaborate could be needed, 76 however, Reform
Scotland was less convinced that a ‘top-down’ approach to collaboration was

required to drive reform. 75

Nevertheless, all public bodies responding to the Committee’s call for views said
they are open to collaborative working and, indeed, Audit Scotland confirmed that
they had “increasingly observed public bodies talking about what they need to do

together, not what they need to do themselves”. 75 Some witnesses, such as
Professor Connelly suggested that “pilots and experiments should be undertaken to
learn lessons, allowing for intelligent failure” and Reform Scotland agreed that “we
could look at piloting, evaluating and trying different things in different areas”, as a
mixture of bottom-up collaboration but with central political leadership. Audit
Scotland further highlighted that leadership is needed “to create an environment

where people feel able to innovate and test”. 75

There was broad consensus amongst witnesses that undertaking a public service
reform programme at a time of financial constraint is unlikely to achieve the best
outcomes or sustainability in the delivery of public services. Reform Scotland for
example expressed concern that “public service reform is spoken about just as a
way to deliver efficiencies to address our budget constraints”, rather than being

genuine reform. 75 The STUC similarly noted that public service reform “tends to
raise its head at points where budgets are at their tightest, which, in many ways, is

the least good time to look at … reform” 74 and Police Scotland warned that “slash

and burn … does not deliver results”. 76

The Deputy First Minister is responsible for public service reform which, she
suggested to the Committee is “in order to ensure that a strategic view is taken
across the whole of Government”. She said she is “keen to push to the maximum
the opportunities for public service reform, and that includes how organisations
deliver their services, how they work together, the landscape and how we get that to

make more sense, not in a detrimental way but in a way that is more effective”. 40

The Committee agrees with witnesses that governments have a central role
in setting a clear strategic purpose and focus for public service reform. The
evidence we received suggests that the Scottish Government’s public
service reform programme currently involves a collection of disparate
workstreams and sectoral reforms, with no overall strategic purpose and
with limited oversight and direction from Government.

The Committee therefore recommends that, as part of its first update to be
provided alongside the Scottish Budget 2024-25, the Scottish Government
sets out a clear vision and strategic purpose for what it wants to achieve
with its public service reform programme, including how it will provide
leadership and oversight to support public bodies to deliver on this vision.

xii The Scottish Crime and Drug Enforcement Agency and the Scottish Police Services
Agency.
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A decisive shift towards prevention
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This update should also include the financial strategy to accompany the
reform programme that was committed to by the then Deputy First Minister
in March 2023, along with details of each workstream under the
programme, milestones for their delivery, and clear measurements of
success. An explanation of how the public service reform programme will
impact on delivery of the National Outcomes should also be included.

The Committee is currently unclear how the Scottish Government intends
to evaluate the progress and effectiveness of the programme given the last
18 months have been subject to so much policy change and uncertainty. To
support evaluation and scrutiny, the Committee asks that the Scottish
Government publishes its six-monthly updates to the Committee in the
same format each year.

It is encouraging to hear that public bodies are increasingly looking to
collaborate on the delivery of services. However, some witnesses
highlighted that a ‘mandate’ was needed to incentivise public bodies to
make greater progress with reform, while others suggested that some
reforms could be trialled and tested to see what works in which areas. We
ask the Scottish Government to consider the circumstances in which these
approaches might be most appropriate and to report back to the Committee
on its findings.

The Committee suggests that corporate reporting could be used by public
bodies as a way to demonstrate how they are making progress against the
Scottish Government’s strategic purpose and vision for reform.

The Committee has heard that limited progress has been made in relation to
achieving reform despite the Christie Commission principles still holding true. Audit
Scotland suggested this could be due to a lack of clarity on what was meant by
‘delivering Christie’ and so, “it became a convenient shorthand for whatever
anybody wanted it to mean”. It went on to say that Christie was overlayed on a set
of existing policies, priorities, governance arrangements and funding models, which

“meant it got diffused and dissipated”. 75

Witnesses discussed the challenges in making a decisive shift towards prevention,
one of the four pillars recommended by Christie. Reform Scotland told the
Committee that “proper reform and early intervention can save money in the longer-
term, but there will be up-front costs”, adding “it is about being honest about that”.
75 The STUC noted the ‘lag time’ of “many years” between government investment

in prevention and results being seen in service delivery. 74 From a practical
perspective, NHS Ayrshire and Arran highlighted that the nature of post-pandemic
emergency and urgent care means less focus on prevention in healthcare. It added
“in an ideal world, we would put so much more into primary and community care,
because that is the right thing to do, but at the moment, the hospitals are spinning
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like tops, so they become our focal points”. 77

One of the key themes arising from the Committee’s recent engagement event in
Largs, was the need for investment to be directed towards preventative schemes

and projects, including in healthcare, early years and climate change. 22

The Committee previously sought information on how the Scottish Government

assesses its policy decisions for preventative impact. 78 Its response noted that “the
preventative impact of policy development across portfolios is informed in a number
of ways, including through the use of a range of impact assessments … and
through collaborative working with key delivery partners with expertise in

prevention”. 79

The Deputy First Minister was asked to respond to a recent recommendation from
the thinktank DEMOS to create a new Preventative Departmental Expenditure Limit,
which it argues would “classify and ring-fence preventative investment, injecting
long-termism into public spending”. She said “I have some sympathy for that, but it
would certainly have to be in the longer-term, because what happens in the here

and now is that services run in a particular way”. 40

She went on to argue that some progress towards achieving the Christie principles
has been made, including preventative approaches to youth justice and social work.
She said she would like to do more, “but trying to carve out the funding is an issue”,
adding “we sometimes focus on bits of programme spend, but if we could unlock
the billions that are tied up in systems at the moment and change the way those

systems work, we could be a lot more impactful in the outcomes”. 40

The Committee is encouraged that there are pockets of preventative work
being led by the Scottish Government which are very promising and that it
also considers preventative impact in policy development.

However, we believe that making the decisive shift towards prevention
envisioned by Christie requires a more strategic and co-ordinated
approach. We therefore recommend that the Scottish Government gives
clearer weight within its public service reform programme to those reforms
that support preventative measures. Progress with preventative measures
can then also be evaluated and scrutinised through the Scottish
Government’s six-monthly updates to the Committee.

We recommend that the Scottish Government considers how it can work
towards “putting prevention on an equal footing with capital and day-to-day

spending”, as recommended in a recent report by DEMOSxiii.

xiii DEMOS paper on Revenue, capital, prevention: A new public spending framework
for the future, 2 October 2023.
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The RSR included plans for “fresh consideration of the public body landscape” and
committed to setting out proposals for the future public body landscape alongside
the 2023-24 Scottish Budget. As noted above, these proposals did not materialise,
and limited information was included in the May 2023 MTFS on the Scottish
Government’s plans.

The Committee heard a mix of views amongst witnesses regarding the size of the
public bodies landscape in Scotland. Some argued strongly that the landscape is
too cluttered, leading to duplication of work and unnecessary costs. This included
Police Scotland, who suggested that—

We do not need a proliferation of lots of organisations with lots of hierarchical
structures and chief execs and FDs and the rest of it. You need that in certain
areas, but we need to have a real think about reducing the cost base and
focusing on delivery at the front end. Money is finite, especially in current times,

so we need to use it better. 75

The Transport Scotland representative agreed that “the landscape is quite
cluttered”, suggesting that this can be confusing for people accessing services. She
argued that mergers could involve organisations retaining their identities through
divisions, while warning against “doing a reform piece where we start with three
bodies and end up with five”. FSS favoured “radical structural reform we can do
over the next five to 10 years”, looking at local authorities, public delivery bodies

and health boards, to deliver “massive efficiencies and transformational change”. 76

Similar concerns have been raised by the Committee and others in recent years
regarding the growing commissioner landscape, including in relation to financial
implications, overlapping duties, accountability and relationship with government
and parliament. The STUC told the Committee that for a commissioner to be
created “there should be a large consensus in the Parliament and among the wider
population that a particular issue requires a particular focus for a particular period of

time”. 74

Other organisations were less convinced that the public bodies landscape needs to
be rationalised. Revenue Scotland, for example, suggested that “rather than
crashing two organisations together”, public bodies could be given powers to
delegate some of their functions to other public bodies, avoiding duplication and
using expertise appropriately. SoSE highlighted that new bodies do not always cost

more money; in fact, since their creation in 2020, they are “doing more with less”. 76

Participants at the Committee’s recent engagement event questioned the efficiency
of the current model of 32 local authorities and suggested savings could be made in

this area. 22 However, COSLA said that the focus should be on what needs to be
delivered in an area and who is needed to deliver those services, with the option of

pooling resources to deliver a consolidated service. 80 SOLACE noted that the
experience of the previous reorganisation of local authorities did not necessarily

merit the disruption, or the loss of capacity, knowledge or expertise. 80 East
Ayrshire Council highlighted seamless delivery through partnership arrangements
with the other two councils in Ayrshire, while Comhairle nan Eilean Siar argued the
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Sharing services

168.

case for a single island authority, suggesting “back-office costs are … significant
and there is a lot invested in structural delivery that could, on a local basis be

successfully merged”. 41

Public bodies spoke about the difficult decisions they had already taken to make
efficiencies, with FSS moving from a platinum standard of service down to a gold or
silver standard to meet the required efficiencies, and SoSE undergoing “radical
prioritisation”, rightsizing staff numbers, scaling back their hub and spoke approach

and pushing joint partnership working. 76

The Deputy First Minister explained to the Committee that explicit Ministerial
approval is now needed to create any new public bodies, though some are “still in
the pipeline”, including new commissioners created by Parliament. She said that
potential mergers and amalgamations “are [also] on the table”, adding “we all have
to be acutely aware of the need to leave no stone unturned when it comes to how
we can extract better value for every public pound, every public sector body and
every commissioner’s office, given that the finances are so constrained”. She went
on to say that there are some good examples of organisations becoming far more
efficient while delivering an improved service to the public and suggested that
consideration should also be given to the sharing of estates and services, as well as

workforce levels. 40

The Committee asks the Scottish Government to explain how it will make
the overall public body landscape more coherent, given the concerns we
heard regarding a cluttered landscape, overlapping remits and confusion
amongst the public on where to access services. We also have concerns
that the creation of a national care service adds a layer of further
complexity to this landscape.

The Committee has concerns regarding how the landscape of
commissioners has evolved since devolution and considers that a more
strategic approach to their creation and development may be required in
the future.

The RSR stated that “bodies with their own HR or finance functions may benefit
from working closely with other bodies delivering similar functions to identify
corporate services that can be shared”, adding that “this may release cost, either of
IT, estates, or people, to be more directly focused on service delivery to Scotland’s
people”. It goes on to say that “the Scottish Government will lead a series of
engagements with public body leaders about the potential for further sharing of
services, with initial conclusions reported in the 2023-24 Scottish Budget”. As noted
earlier in this report, these initial conclusions were not included in last year’s Budget
as anticipated. The Scottish Government’s May 2023 MTFS noted that work is
ongoing, including through a shared service feasibility review undertaken by the
Scottish Delivery Bodies Group, which is “considering where savings, improved
performance and improved service delivery can be achieved, through shared
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approaches”. FSS explained during evidence that, while this review had identified
some key areas for shared services and collaboration around digital, procurement
and human resources, those involved were “all trying to do that as well as the day
job, so it became pretty intense”. It suggested that ring-fencing a group of experts
from public bodies with reform as their primary focus, supported by some business

expertise, “could result in positive dividends”. 76

There was broad agreement amongst witnesses that public bodies should be
exploring opportunities to share more services. Audit Scotland for example argued

that “shared services must be part of the discussion and the agenda”, 75 and many
public bodies provided as part of their evidence examples of areas where they were
either already sharing services or exploring how best to do so. For example, FSS
said they are “sharing some services—particularly for human resources, finance

and information technology—with the Scottish Government”, 76 while Dundee City
Council suggested maximising opportunities arising from current hybrid working
models to enable delivery of some standard functions to all local authorities through

outreach hubs. 41

Some participants at our recent engagement event in Largs suggested that there
are inefficiencies in current structures within local government and that levels of

management could be reduced. 22 However, there was some concern from
SOLACE and COSLA, who suggested that the sharing of services might be more
challenging on a practical level for local government and that their prior work on

efficiencies could mean limited further savings could be made. 80 SOLACE
highlighted the challenges in harmonising for example 32 different sets of terms and
conditions, while SOLACE suggested “every community is different and has
inherited different assets, liabilities and policies”, adding “if we are truly to empower

…, local authorities having that unique function is still very important”. 80

Data sharing was cited as a key enabler of “powerful” collaboration across public
services, which could be achieved only through “systems that talk to each

other”.xivRevenue Scotland explained “it is not a case of everybody sharing
everybody else’s data but of thinking about what data we want to bring together and
what it would be useful to share across organisational and institutional boundaries”.
76 Police Scotland agreed that “data-sharing is crucial” and suggested that this may
be an area where the Scottish Government could consider mandating “and thereby

force it to happen”. 76 The Scottish Funding Council (SFC) suggested that expertise

is also needed to understand how to analyse the data that is shared. 76 COSLA
said it hoped the Partnership Agreement with the Scottish Government would help
“to drive improvement that is required so that we have an environment in which we
can share data securely, in a much less fragmented funding landscape that is much

more sustainable, so that we can start to plan”. 80

The Committee heard there are specific challenges with recruiting experts in
digitalisation, which witnesses agreed had the potential to further transform public
services. Revenue Scotland explained that “we are all fishing in the same pool for
the same capability” and suggested there may be merit in considering how to pool

this kind of resource. 76 Police Scotland also noted that a service-level agreement

xiv Evidence from Revenue Scotland.
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or central services for IT, and other corporate services, should be explored. 76

Many public bodies are looking to collaborate on digital services, such as FSS and
Marine Scotland who are co-funding a digital strategist to oversee implementation
of digital and data strategies for both organisations, and NatureScot who, given

their size, “see our future in shared services on the IT front”. 76 Given recruitment
challenges, FSS suggested that more certainty over funding could help bodies

attract and retain staff and develop “a strategic path” for digital services. 76

Police Scotland said they are looking to blue-light collaboration on IT suppliers to
help “our procurement, bargaining power and data consistency”, given ‘non-large-
scale’ organisations are “at a massive disadvantage in negotiating with private
sector suppliers because those suppliers will box them into a corner and drag the

process out, which costs a fortune”. 76

Witnesses told the Committee that public bodies are at different stages in the
digitalisation process. The justice sector for example has put in place an effective
digital evidence-sharing system, which allows evidence to be captured digitally by

Police Scotland and to pass through the whole system to the courts. 76 Whereas in
NHS Ayrshire and Arran bed managers are still manually counting patients in beds
across their two acute hospitals, where a digital system could save significant time

and resource and improve safety and patient outcomes. 77

Public bodies in Scotland appear to be at the early stages of exploring how artificial
intelligence can best be used to deliver efficiency and improve services, however,
we heard it also raises concerns regarding ethics, data protection, and reliability.
SOLACE told the Committee that it has already made significant inroads across
organisations, using “data to digitalise processes, transact and do things in a much

more seamless and human-free way”. 80 However, Dundee City Council appeared
to suggest there was still some way to go – “it has applications, but we do not even

know what questions to ask it yet”. 41 During informal discussions with experts in
August 2023, we heard that in some countries the use by government and public
bodies of algorithms and artificial intelligence in automated systems, including
benefits, had been found to discriminate against particular sections of society, with
disastrous results for individuals, and substantial penalties. The need for more
transparency around when and where public bodies are using algorithms and
artificial intelligence to ensure more public trust and reliability in these systems, was
also discussed.

The Committee welcomes the efforts of public bodies in collaborating and
sharing functions and staff resources to maximise efficiencies and improve
the delivery of services. We seek an update from the Scottish Government
on the work being carried out by the Scottish Bodies Delivery Group to
identify further opportunities for the sharing of services. We ask if it will
also consider providing some resource, including business expertise, to
better support the Group’s work and ensure better sharing of good
practice.

We heard that digitalisation and data-sharing are key to the success of
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public service reform but that public bodies are all “fishing in the same
pool for the same capability”, especially in relation to digital expertise.
Smaller bodies are particularly affected. We therefore recommend that the
Scottish Government explores how expertise in digitalisation and data-
sharing can be pooled to better support public bodies to realise
opportunities to transform public services. This must include ensuring that
those organisations who are further behind on the digital journey than
others, such as some in the health sector, can ‘catch up’, with digital
processes that unlock real efficiencies, while improving patient care.

The Committee asks how the Scottish Government will ensure that the
public sector demonstrates transparency regarding the artificial
intelligence and algorithms it uses to deliver public services.

We note that, while there are some examples of good practice in sharing
services amongst individual local authorities, both COSLA and SOLACE
appeared to be more reticent about the scope for further efficiencies to be
made. We ask the Scottish Government to clarify how, as part of the VHA, it
is working with local government to advance a more strategic approach to
collaboration and reform.

The RSR stated that the Scottish Government will “reduce the public sector estate
footprint and costs and have fewer, better buildings which support our people and
our service delivery to the public”, and increase co-location and collaboration,
incorporating flexible location models. The May 2023 MTFS explained that a Single
Scottish Estate programme of work is underway that supports the Scottish
Government’s commitment “to minimise cost and maximise best value in relation to
the public sector estate”. The work is intended “to build on existing good practice
and further collaborative estate management to deliver the right size and quality of
estate in the right places across all publicly funded bodies in Scotland”.

Written evidence we received highlighted that the pandemic and increase of hybrid
working has significantly accelerated reform initiatives in this area, with most public
bodies now in the process of reviewing or reducing their estates. However, COSLA
stated in its written submission that “there is potential for over-estimating the
savings that can be made through estate rationalisation – cuts to premises may
lead to higher costs and other negative impacts elsewhere, for example as a result

of reduced access to services”. 80 In addition, the STUC warned that reducing the
public sector estate “may run in contradiction to the Scottish Government’s

community wealth building aspirations”. 74

We received evidence from the Scottish Futures Trust, FSS, and Registers of
Scotland that they each co-locate in all of their premises, while Scottish Enterprise,
Highlands and Islands Enterprise, Scottish Canals and VisitScotland share some of

their estate with other organisations.xv Participants at the Committee’s engagement
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event in August 2023 also provided a positive example - Largs Campus, a new

building replacing four separate schools. 22

Highland Council has particular concerns regarding the unsustainability of its estate
and asset base, given “the sheer size”, and the poor condition rating of some of its
school estate in light of net zero commitments. It called for the Scottish Government
to “provide further guidance and assistance that takes a whole estate approach

including the school and council housing estate”. 81

On 28 September 2023, the AGS published a briefing paper on Investing in

Scotland’s infrastructure, 82 which suggested that “in reforming the public estate,
the Scottish Government should consider how all buildings can be used to best
support the transformation of services as well as making savings and reducing the
size of the estate”. The briefing added that “clear and effective leadership will be
needed to carry out this reform at the scale and speed required”. In the news
release accompanying the briefing, the AGS further stated that “better data on the
condition, occupancy and cost of the wider public estate is needed to ensure
buildings are used more efficiently as part of Scottish Government plans to reform

public services”. 83

When asked to respond to the points raised by the AGS in his September 2023
briefing paper, the Deputy First Minister said they “were helpful”, noting “there is no
doubt that we can get a number of wins from taking a more strategic approach to
the estate”. She explained “we have a programme that will support public bodies to
work together to achieve improvements in property data for strategic planning”, with
the first governance meetings of the advisory board and programme delivery board
having taken place that month and further stakeholder engagement due in
November. Meetings of the public sector property forum and senior stakeholder
group were also being held in October. The Deputy First Minister restated “it makes
absolute sense … to work through one single estate strategy”, including to make
progress on net zero carbonisation of buildings and she offered to keep the

Committee updated on the various strands of this estates work. 40

The Committee welcomes the work being undertaken by public bodies to
identify opportunities to rationalise their estates to suit post-pandemic
ways of working. We further note that the Scottish Government has a
programme of work planned under its Single Estates Strategy, albeit this
work appears to be at an early stage. We seek details of how this work will
support bodies to ensure that net zero commitments can be met in the
rationalisation of their estates.

We echo the recent observations of the Auditor General for Scotland
regarding reform of the public sector estate and ask the Scottish
Government to confirm how it will now provide the clear and effective
leadership needed to drive these reforms “at the scale and speed required”.
The Committee also requests details of how the Scottish Government is
ensuring that better data on the condition, occupancy and cost of the wider
public estate is gathered to inform decision-making, as recommended by

xv Written submissions.
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193.

the AGS.

As referred to earlier in this report, the Scottish Government’s policy on public
sector workforce levels has changed since the RSR commitment in May 2022 to
return the overall size of the workforce broadly to pre-Covid-19 pandemic levels and
retaining total pay bill costs at 2022-23 levels. As of December 2022, it is “for
individual public bodies to determine locally the target operating model for their
workforces and to ensure workforce plans and projections are affordable in 2023-24
and in the medium-term”.

In our Pre-Budget 2023-24 report published in November 2022, we asked the
Scottish Government to approach reducing the public sector headcount in a
systematic, transparent and co-ordinated way, in tandem with the public service
reform agenda, with a view to minimising any impact on the delivery of public

services. 84 The Scottish Government’s response restated that the position had
since changed to asking public bodies to manage the size of their workforces in an

affordable way. 85

The evidence we received in relation to our public service reform inquiry suggests
there is still some confusion around this issue, not least within the civil service itself.

The Permanent Secretary on 16 May 2023 appeared to suggest he was still
working towards the workforce strategy and approach set out in the May 2022 RSR.
He explained that “we established workforce control for the civil service last year,
after the RSR [and] we have also started to try to set out multi-year plans by
Director General portfolio area and directorate, so that we can understand what the
trajectory looks like and the choices that can be made”. He went on to say that “we
have therefore made progress in the first year, but I cannot pretend that getting
back to pre-pandemic levels does not require a level of challenge and stretch”,

adding “we will have to work carefully on that in the years ahead”. 86

Some public bodies said in their written submissions that they are already operating
at pre-Covid-19 pandemic workforce levels, including VisitScotland, the Scottish

Legal Complaints Commission and Scottish Enterprise.xvi Registers of Scotland

plan to decrease its headcount by 10% by 2027 87 and NHS Ayrshire and Arran
intends to reduce its use of bank and agency staff and overtime by half by 2023-24

“as the bed footprint returns to pre-pandemic levels”. 77 FSS highlighted that its
staffing levels are significantly below identified need, while NatureScot, after
reducing headcount to meet a lower demand during the pandemic, is now
increasing its staffing levels to undertake new duties assigned by the Scottish

Government. 76 Similarly, Transport Scotland said it had taken on some new
responsibilities but is “working on how we can go back to pre-Covid levels”,
including considering how certain staff, such as engineers, can be retained and the

use of consultants reduced. 76
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Lessons from the pandemic

199.

200.

The STUC told the Committee that it broadly agrees with the Scottish Government’s
updated policy that public service bodies “should be the prime leaders and drivers
of decisions on service delivery generally and workforce planning”, however it has
concerns regarding “the spending envelopes that are attached to those decisions”.
74

In evidence to the Committee on 13 June 2023, the Deputy First Minister restated
that the Scottish Government is “looking for public bodies to ensure that their
workforce numbers and models are within their financial envelopes”. She suggested
that proceeding with the approach set out in the RSR of returning to pre-Covid
headcount levels would have been “a bit of a blunt tool” and explained that, while
the public sector workforce must be affordable, a more nuanced approach is
needed in some areas, such as in social care, the NHS and Social Security
Scotland, which will “continue to need to grow”. Similarly, in the civil service, “the
size of the workforce will need to reduce over time”, with the exception of areas
where there are new developments and policies. She further noted that civil service

numbers have dropped marginally, and recruitment controls are in place. 88

The Committee is concerned that some confusion still appears to exist in
relation to the Scottish Government’s policy on public sector headcount
and workforce levels, including within the civil service at the highest level.

We accept that the Scottish Government’s updated policy enabling public
bodies to set their own workforce operating models within their own
budgets provides greater local flexibility than a blanket headcount
reduction.

The Committee seeks further details of how the Scottish Government will
ensure that management of workforce levels within such constrained
spending envelopes does not negatively impact on the delivery of public
services.

The RSR stated that “the Covid-19 pandemic has underlined the critical importance
of an effective and vibrant public sector while also demonstrating ways to integrate,
improve and reform services vital to families and communities across Scotland”.

The Committee heard from witnesses that lessons for reform could be learned from
the ways that government, public bodies, local government and the voluntary sector
worked together during the pandemic. Indeed, Audit Scotland told the Committee
that “things happened during the Covid-19 pandemic that, frankly, would previously
have been unimaginable”, including changes being put into effect in a matter of
weeks rather than years or not having happened at all. It noted the importance of
exploring and reflecting on how this “focus, collaborative leadership, energy and
dynamism” can be continued when there is no single unifying focus such as

Covid-19. 75

xvi Written submissions.
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203.

Reform Scotland highlighted that, during the pandemic, there was “great honesty
with the public that we needed to make difficult decisions”, which led to “public buy-
in and an appreciation of what was going on”. It suggested that longer-term reform
requires a similar such ‘honest conversation’ with the public led by the Scottish

Government. 76 Audit Scotland noted “we would be naïve to think that everybody
will be happy about what the future might look like but, if we involve people in the
conversation and they have a voice and a say, we are more likely to end up with a
set of public services and ways of delivering them that will be better suited to local

communities”. 75 NatureScot sees “real opportunities” ahead, learning from the

transformation that public bodies have gone through during the pandemic 76 , while
the STUC agreed that there are good examples “of people using some of the

informal and more formal networks effectively, decisively and dynamically”. 74

However, at our engagement event in August 2023, Committee Members heard
from members of the public that some of the previously valued approaches such as
in-person appointments and quick call-handling have not returned to pre-Covid

levels. 22

The Committee asks the Scottish Government how lessons learned from
the approaches taken during the Covid-19 pandemic are being built into its
public service reform programme and how it will create the culture and
impetus in which these dynamic approaches can be adopted.
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