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Introduction
1.

2.

3.

4.

The Finance and Public Administration CommitteeÕs pre-budget 2025-26 report sets
out recommendations aimed at putting ScotlandÕs public finances on a more
sustainable footing, through a strategic financial planning approach. Our report
could not be more opportune. In recent weeks, the Scottish Fiscal Commission
confirmed that the Scottish Government Òwill face persistent challenges in balancing

its budgetÓ1 , while the Scottish Government announced nearly £500 million of
savings and plans to use up to £460 million of ScotWind revenue Òin the face of

enormous and growing pressure on the public financesÓ2 . The position is no less
challenging in the medium- to longer-term. Our work on the sustainability of
ScotlandÕs finances and on the Scottish GovernmentÕs public service reform
programme therefore provide an important longer-term perspective to our pre-
budget work.

It is against this background that the Committee concentrated our pre-budget

2025-26 scrutiny on Managing ScotlandÕs Public Finances: A Strategic Approach 3 ,
focusing on the following three areasÑ

¥ the Scottish GovernmentÕs approach to taxation,

¥ how the Scottish Government is using its capital expenditure to achieve
innovation, productivity, and growth, and

¥ progress with the Scottish GovernmentÕs public service reform programme.

The CommitteeÕs call for views ran from 10 June until 12 August 2024. SPICe has

produced a summary 4 of the 44 submissions 5 received. Oral evidence sessions

with a range of witnesses were held on 10 September 6 , 17 September 7 and 1

October 8 , and concluded with evidence-taking from the Cabinet Secretary for

Finance and Local Government, Shona Robison MSP, on 8 October 2024 9 . The
findings set out in this report are therefore based on evidence we received in
advance of the UK GovernmentÕs Budget announcements on 30 October, although
we have referred to some of their potential impacts on the Scottish Budget where it
has been possible to do so.

The report also draws on the views of a group of young people as well as business
and public sector organisations on what devolved taxation and spending policies
would best ensure Scotland retains more of its younger working age population. In
addition, we held fact-finding visits to the School of Life Sciences at the University
of Dundee to discuss opportunities to achieve innovation, productivity, and growth,
and to Estonia to learn from that countryÕs experience of public service reform, and
in particular its digital transformation programme. Our Committee inquiry web pages
3 include summary notes of the engagement event and visit to Dundee, along with a
detailed report of our fact-finding visit to Estonia, which provides more context to
those recommendations in this report arising from our visit. Learning from
successful approaches is crucial as we navigate our way through difficult financial
times, and we therefore urge the Scottish Government to take a similar outward-
looking approach.

Finance and Public Administration Committee
Report on Pre-Budget Scrutiny 2025-26 - Managing Scotland's Public Finances: A Strategic Approach, 9th Report, 2024
(Session 6)

1

https://www.parliament.scot/-/media/files/committees/finance-and-public-administration-committee/prebudgetscrutiny202526_spicesummaryofevidence.pdf


5. The Committee thanks our budget adviser, Professor Mairi Spowage, Director of the
Fraser of Allander Institute, and the Financial Scrutiny Unit in SPICe, for their
support with this work. We also thank those who took the time to provide evidence,
which has helped shape our findings and recommendations.

Finance and Public Administration Committee
Report on Pre-Budget Scrutiny 2025-26 - Managing Scotland's Public Finances: A Strategic Approach, 9th Report, 2024

(Session 6)

2



Context for pre-budget 2025-26 scrutiny
6.

7.

The Scottish Government normally publishes a Medium-Term Financial Strategy
(MTFS) in May each year, alongside Economic and Fiscal Forecasts produced by
the Scottish Fiscal Commission (SFC). This year, the MTFS was delayed, due to a
change in First Minister and thereafter a UK general election being called. The
Cabinet Secretary has since confirmed that the next MTFS and SFC Forecasts will
be published after the outcomes of the UK Government Spending Review are

known. 10 The UK Autumn Budget 2024, published on 30 October 2024, confirmed

that this Spending Review will conclude in late Spring 2025. 11

To help inform pre-budget 2025-26 scrutiny, the SFC instead published a fiscal

update Ð August 20241 setting out economic and fiscal developments since its last
Forecasts in December 2023, and the implications of Scottish and UK Government
announcements on the funding available for the 2024-25 and 2025-26 Scottish
Budgets. We explored key points from the fiscal update during an evidence session
with the SFC on 3 September 2024, includingÑ

¥ Scottish Government decisions Òhave played a role in É budget pressuresÓ.
The SFC states that Òas well as previous public sector pay deals in Scotland
being higher than in the rest of the UK, other policy commitments made by the
Scottish Government such as the council tax freeze in 2024-25 and the
ongoing effect of its social security reforms have contributed to the growing
pressure on the Scottish BudgetÓ.

¥ Consumer Price Index (CPI) inflation fell back to the 2% target in 2024 Q2,
Òaround a year earlier than we expected in December 2023Ó. According to the
Office for National Statistics (ONS), CPI inflation has since reduced further to

1.7% (in September 2024). 12

¥ ScotlandÕs earnings growth in the first part of 2024-25 has slowed and is now
similar to the UK average, following a period Òwhere tighter labour market
conditions in ScotlandÓ had increased Scottish earnings relative to the UK.

¥ Real disposable income per person increased in 2023-24, following a record
fall in 2022-23. However, Òthe outlook in the near term remains challenging as
the downward pressure from higher prices and the recent period of higher
interest rates may continue for some timeÓ.

¥ Annual productivity growth in Scotland averaged 0.6% from 2011 to 2023
compared to 1.7% from 1999 to 2010. In December 2023, the SFC forecast
annual productivity growth of 1.1% by 2028-29, broadly in line with the OBRÕs
forecast for the UK, with the underlying assumption that productivity growth in
Scotland and the UK Òwill remain subdued and will not return to the pre-global
financial crisis averageÓ.

¥ An Ôeconomic performance gapÕ whereby funding in the Scottish Budget in
2022-23 was around £624 million lower than it would have been had Scottish
economic performance matched the rest of the UK. The SFC highlighted Òin
addition, the latest data suggests Scottish earnings growth is slowing relative to
the UK, meaning the period of catch-up in Scottish income tax revenues may
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8.

9.

10.

11.

be coming to an end in 2024-25Ó.

Following an audit of public spending, the Chancellor of the Exchequer on 29 July
2024 announced a series of savings aimed at alleviating a forecast overspend of
£21 billion above the resource departmental expenditure limit totals set by HM

Treasury in the UK Spring Budget 2024. 13 The UK Autumn Budget 2024 Òconfirms
that the [UK] Government is progressing the savings commitments announced as
part of [this] audit of public spending in JulyÓ and further sets a 2% productivity,
efficiencies and savings target for government departments. It also formally
launched the Office for Value for Money Òto realise benefits from every pound of

public spendingÓ.11

The Cabinet Secretary wrote to the Committee on 27 August 2024 stating that ÒÉ
additional measures are now necessary following the UK TreasuryÕs recent audit of
public spending and lack of clarity over whether their decision to deliver Pay Review

Body recommendations will be fully fundedÓ.10 She confirmed that the Scottish
Government has Òintroduced a set of spending controls with the intention of further
reducing spend in 2024-25Ó and that Òwe had no choice but to replicate the UK
GovernmentÕs decision to restrict eligibility for the Winter Fuel Payment to older
peopleÓ. In making this announcement on 14 August 2024, the Cabinet Secretary
for Social Justice, Shirley-Anne Sommerville explained that "this is a necessary
decision when faced with such a deep cut to our funding and in the most

challenging financial circumstances since devolutionÓ.14

The Cabinet Secretary wrote again 15 to the Committee following her pre-budget

fiscal statement in Parliament on 3 September, 16 setting out further reductions and
reprioritisation of spending which, alongside implementation of emergency spending
controls, would help Òto balance the 2024-25 BudgetÓ. These measures, she
explained, are necessary to fund public sector pay, demand-led activities, and a
significant health and social care backlog. The letter also confirms that ÒÉ up to
£500 million savings measures have been takenÓ across portfolio areas, including
reintroduction of peak train fares, not progressing with its scheme to provide
concessionary fares for asylum seekers, and restrictions on recruitment, overtime,
travel, and marketing across the Scottish Government. Plans to utilise up to £460
million of ScotWind revenue funding are also included in the letter. The Scottish
ParliamentÕs Information Centre (SPICe), in its blog, Filling in fiscal cracks ... again,
notes that Òthis is the third year in a row that the Scottish Government has made in-

year changes to the Budget passed by Parliament just a few months previouslyÓ.17

The Cabinet SecretaryÕs letter further indicated that, Òas required by law, I can
assure the Committee that the impact of these measures has been appropriately

assessed, including in formal impact assessments where requiredÓ.15 However,
these impact assessments were not published on the Scottish GovernmentÕs
website until 3 October 2024 and their publication was not communicated to this
Committee. This left Parliamentary committees with little or no time to scrutinise
them as part of the pre-budget process. The Committee notes that a similar issue
occurred with the Business and Regulatory Impact Assessment for the Housing
(Scotland) Bill, which the Scottish Government referenced in correspondence
months before it was then published, after both this Committee and the lead
Committee had concluded their evidence-taking on the financial memorandum and
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12.

13.

14.

15.

16.

17.

Bill at Stage 1.

During a parliamentary debate on fiscal sustainability which took place on 29
October 2024, the Cabinet Secretary announced the creation of a five-year Fiscal
Sustainable Delivery Plan, to be published alongside the next MTFS. She noted
that the Delivery Plan ÒÉ will provide clarity and transparency on progress on

delivery against the objectives that are set out in the MTFSÓ.18

In its 2017 report the Budget Process Review Group (BPRG) recommended
the introduction of an annual MTFS to the budget process, the purpose of
which would be Òto provide a means of focussing on the longer-term

sustainability of ScotlandÕ s public financesÓ. 19 Given this recommendation
and the CommitteeÕs continued request that the Scottish Government take
a longer-term approach to financial planning, we are disappointed at the
Scottish GovernmentÕ s decision not to publish an MTFS during 2024. The
absence of an MTFS this year has undermined our ability to consider how
the priorities for the next Budget sit within this longer-term context. The
Committee therefore seeks assurances that this situation will not be
repeated in future years.

While welcome, the Scottish GovernmentÕ s fiscal statement focuses
primarily on immediate pressures with little medium or longer-term outlook.
Nevertheless, it will provide helpful context for our scrutiny of how the
Scottish Government is addressing the immediate pressures in the 2024-25
Budget when we examine the Autumn Budget Revision in November .

As requested in our letter of 3 September 2024, the Committee expects the
Scottish Government to provide medium-term projections (tables of figures
usually included in the MTFS) alongside the 2025-26 Budget where
possible, as well as the latest projected 2024-25 spend, to aid scrutiny and

transparency . 20

In the absence of an MTFS and full Economic and Fiscal Forecasts, the
SFCÕs fiscal update was valuable in providing the necessary economic and
fiscal context for the Committee to undertake effective pre-budget 2025-26
scrutiny . We ask the SFC to consider publishing a similar document in
August/September each year to provide an up-to-date Government funding
position and commentary on significant in-year spending changes.

The Committee considers that the Scottish Government publishing impact
assessments several months after it references them in other substantive
policy documents is not good practice, nor is it helpful for Parliamentary
scrutiny . Committees must have the opportunity to fully examine the
Scottish GovernmentÕ s assessment of the potential impacts of its spending
decisions on different areas of society . We therefore request that all impact
assessments are published at the same time as the corresponding
announcements and publications.
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Economic and fiscal context
18.

19.

20.

21.

22.

23.

As our Budget Adviser explained, economic performance during 2024 has been
more sustained than during 2023, particularly in the first half of the year. This
relatively positive story of growth has led many forecasters to revise up the
prospects for UK economic growth in 2024. She also highlighted, however, there
are some indications that since the UK general election business and consumer
confidence has faltered, with some evidence that this is being impacted by the
messages of gloom that have been emanating from the UK Government. This was
arguably compounded by a lengthy wait for the UK Budget.

On 30 October 2024, the new Chancellor of the ExchequerÕs first Budget to
Parliament set out a significant change in fiscal stance. The tax changes presented
in the Budget amount to a £40 billion tax rise next year, averaging around £35
billion a year over the full period of the forecast (to 2029-30). Spending in the UK
Budget is up considerably too, averaging roughly a £70 billion a year increase over
the forecast period. These revenues include compensation for employer national
insurance contributions in the public sector. Together this means that borrowing is
up significantly too over the period, averaging around £32 billion per annum over
the forecast period.

The Chancellor also changed the definition of debt in her fiscal rules, to allow space
for this extra borrowing. The Office for Budget Responsibility (OBR) explains that
the UK Government intends Òto target Public Sector Net Financial Liabilities

(PSNFL) as the main balance sheet aggregate in its fiscal rulesÓ.21 PSNFL is a
wider measure of debt which includes financial assets and liabilities (such as the
Student Loan Book and funded public sector pension schemes), meaning interest
rates may take longer to fall. This extra headroom has been used extensively in this
Budget, leaving the Chancellor with very little headroom to borrow more if required
in the years to come.

The biggest single tax rise was the change to employer national insurance
contributions, which raises around £26 billion next year. The OBR Òassume that
firms pass on most but not all of their higher tax costs to employeesÓ. Our adviser
also noted the debate around whether changing employer contributions would
increase taxes on working people and if these costs will ultimately be borne mostly
by workers. This could be in the form of lower wages than otherwise would have
been the case, perhaps fewer hours, and ultimately from a macro point of view
fewer people employed.

The OBR in its analysis estimated that around three-quarters of the impact will be
passed on to employees, disproportionately affecting the lower paid. Around a
quarter of the impact will be borne by employers in the form of lower profits, and
ultimately lower business investment. Both of these, according to the OBR, will put
downward pressure on economic growth. We seek clarification regarding the impact
on the third sector and independent care sector.

On the other side of the equation, increased public spending and investment is
boosting growth in 2025 and 2026, but that growth tails off in the later part of the
forecast as spending growth slows. Overall, economic growth is 1.5% in the later
part of the forecast. This is lower than previously forecast.
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24.

25.

26.

27.

The package of tax-raising measures also saw increases in Capital Gains and
Inheritance Tax. Inheritance Tax is now to be charged (albeit at 20% rather than
40%) on agricultural land of a value over £1 million. This is likely to bring significant
numbers of farms into the tax, and some consider that it may mean some family
farms cannot be passed down in families. As our adviser noted there had been
some concern in HM Treasury that the previous Inheritance Tax rules relating to
agricultural land had been exploited by wealthy people buying agricultural land to
reduce their tax liability.

For the Scottish Budget, the UK Budget has provided a significant uplift in funding,
given large spending announcements by the Chancellor in areas that are devolved.
Extra funding arising from this Budget is £1.5bn this year (2024-25), rising to £3.4bn
for 2025-26, including £600m of capital.

HM Treasury will also provide compensation for the higher staff costs associated
with the changes to national insurance contributions for public sector employers. It
is understood that this will be additional to the £3.4bn announced by the Chancellor
in the UK Budget. The exact amount of compensation that the Scottish Government
will receive is unclear and the Committee therefore seeks clarification from the
Scottish Government on this as soon as possible.

A positive move for parliamentary scrutiny and devolved governments is the UK
GovernmentÕs commitment to holding an Autumn Budget in every year. This,
coupled with regular multiyear spending reviews, is welcome to provide more
certainty and stability.
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A Strategic Approach?

Scottish Government priorities

28.

29.

30.

31.

On 22 May 2024, the First Minister, John Swinney MSP, outlined Òthe four priorities
that will guide my GovernmentÕs decisions on policy and budget ÉÓ, as followsÑ

¥ eradicating child poverty, which he described as Òthe single most important
objective of my Government and my CabinetÓ,

¥ growing the economy,

¥ tackling the climate emergency, and

¥ delivering better public services. 22

The Committee sought to establish the extent to which these are the right priorities
for Scotland. The evidence we gathered suggests there is broad support for all four
priorities, however, there were contrasting views on how the priority of Ôgrowing the
economyÕ should be framed. The Federation of Small Businesses (FSB), Scottish
Retail Consortium (SRC), Royal Society of Edinburgh (RSE) and Universities
Scotland were among those witnesses who agreed with the priority of Ôgrowing the

economyÕ.5 Indeed, the FSB told the Committee that this priority would underpin
the achievement of every other priority, including the most important objective of the

Government - eradicating child poverty. 23

Other witnesses however disagreed with this position, including Oxfam Scotland,
who argued that Òa catch-all pursuit of economic growth is not a legitimate goal and

even risks undermining the First MinisterÕs wider prioritiesÓ.24 A similar point was
made by the Health and Social Care Alliance (the ALLIANCE), who recommended
that Òthe Scottish Government explicitly re-commit to the wellbeing economy, and to
economic growth that does not negatively impact on the climate, wellbeing, or

human rightsÓ.25 There was also disappointment amongst some witnesses that the
Scottish GovernmentÕs Wellbeing and Sustainable Development Bill has not yet

materialised. 7 The Deputy First Minister later confirmed that the Scottish
Government would no longer be bringing forward that Bill but would instead work
closely with Sarah Boyack MSP on her planned MembersÕ Bill, which is expected to

have similar policy intentions. 9

Commenting on the four Government priorities, some witnesses suggested they are

Ònebulous and could be interpreted differently" 26 , and Òprovide limited guidance for

actual budget decisionsÓ27 . According to the RSE, the Scottish Government
should move away from Òvague commitmentsÓ, and provide clarity on how it will

Òaddress the key priorities and demonstrate what policy options are available28 .
We also heard from the Fraser of Allander Institute (FAI) that Òultimately, the most
important thing to come from the 2025-26 Scottish Budget will be to what extent the
measures that are implemented will reflect these prioritiesÓ, given that last yearÕs
budgetary decisions Òdid not necessarily chime with [the GovernmentÕs then]
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32.

33.

34.

prioritiesÓ.29 As set out in our report on the Scottish Budget for 2024-25, the
Committee was also not convinced that the GovernmentÕs spending prioritisation
exercise had been carried out in Òa strategic, coherent and co-ordinated wayÓ, and
suggested that, in fact, some spending decisions appeared to conflict with the

GovernmentÕs priorities. 30

This year, we also received suggestions for how the Scottish Government could
best support delivery of its priorities, including from Audit Scotland, who said the
annual budget would benefit from an approach similar to the mandate lettersi issued
to Cabinet Secretaries in September 2023, Òshowing how the Scottish

GovernmentÕs priorities are met by overall portfolio spendingÓ.31 Professor Heald
argued that the priorities would more likely be achieved if the Scottish Government

was to collaborate effectively with the UK Government and local authorities. 27 On
this point, the Cabinet Secretary confirmed that Òthe First Minister and I have taken
a constructive approach to engaging with the new UK Government, and I am

pleased to have seen a marked improvement since the [general] electionÓ.9

COSLA has also welcomed the positive engagement with the Scottish Government
in relation to progressing the fiscal framework for local government and budgetary

discussions. 32

The Cabinet Secretary told the Committee that the National Performance
Framework (NPF) is an important part of the budget process, in enabling
Government Òto look at our performance on key delivery areas [and make] any
adjustments that we need to makeÓ. She went on to say that while the NPF Òwill
have an impact on the prioritisation of spend, Òso will the priorities É set out in the

Programme for GovernmentÓ (PfG).9 The NPF has five aims, not all of which mirror
the Scottish GovernmentÕs four priorities, as well as a series of national outcomes

currently being updated through a statutory review. 33 We heard from witnesses that
the NPF is a Òpowerful toolÓ, but accountability is weak and there is little evidence

that it drives Government decisions, including on spending. 7 Asked why there is no
mention of the NPF or national outcomes in the PfG, the Cabinet Secretary said: ÒI

think it was assumed that there was an alignmentÓ.9

The Committee heard that Estonia uses a similar approach to the NPF, however,
the countryÕs progress towards national strategic goals are demonstrated through
the 'Tree of Truth'Õ, an interactive dashboard developed by Statistics Estonia using

national statistics. 34 This approach is seen to improve transparency through Òan
intuitive interface in one central location [and] gives everyone the opportunity to
monitor the countryÕs progress through objective metricsÓ. After independence, Òthe
ballooning number of strategy documents in the ministries had gotten Ôa little out of
handÕÓ, according to Karl-Erik Tender, former Deputy Head of the MinistryÕs State

Budget Department 35 . As part of a rationalisation exercise, the number now sits at
17 and these strategies are linked to budgets with clear metrics, including public
satisfaction.

i Mandate letters were sent by the then First Minister to all Cabinet Secretaries in
September 2023 setting out how priority commitments in his Policy Prospectus will be
delivered. Following the appointment of the current First Minister, the status of these letters
is unclear.
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35.

36.

37.

38.

39.

40.

41.

The Committee asks that the Scottish Government learns from concerns
raised last year that spending decisions were not properly aligned with
Government priorities. T o this end, we request that, in its response to this
report, the Scottish Government sets out clearly how it is targeting
spending in its 2025-26 Budget towards achieving each of the First
Minister Õs four priorities. The response should also be transparent about
where it has not been possible to align spending to priorities, and why .

As part of a strategic approach to financial planning, this transparency is
essential in informing future spending decisions by building up a picture of
where spending is making a difference and where funds may need to be
targeted to deliver against key priorities.

The Committee notes the UK GovernmentÕ s plans to increase day-to-day
department spending by an average of 2% per year in real terms between
2023-24 and 2029-30 Òto support public servicesÓ. The UK Autumn Budget
also states that the Scottish Government will receive an additional £3.4
billion in Barnett consequentials for 2025-26. W e would therefore welcome
details of the basis on which the Scottish Government will decide where to
direct the additional funding received.

The Committee has concerns regarding the apparent lack of alignment
between the First Minister Õs priorities and the National Performance
Framework. W e further note that national outcomes are often not referred
to at all in strategy documents such as the Programme for Government.
The Committee looks forward to publishing our detailed recommendations
in relation to the proposed national outcomes and their implementation in a
separate report in November 2024.

The Committee previously recommended that the Scottish Government
should rationalise the number of strategy documents it holds to ensure
clarity of goals and better evaluation of impact. W e therefore welcome the
First Minister Õs intention to provide Òmore concrete actions and fewer

strategy documentsÓ 36 . We seek an update on progress with this exercise,
including any reduction in numbers achieved, as at December 2024
compared with the year before, particularly in the light of the Scottish
GovernmentÕs recent proposal to create an additional strategy document
(Fiscal Sustainable Development Plan).

We also ask the Scottish Government to consider adopting a similar
approach to that in Estonia where (a) the GovernmentÕ s small number of
strategy documents are linked to budgets with clear metrics, including
public satisfaction, and (b) a ÔT ree of TruthÕ style accessible dashboard of
objective metrics showing how the Government is performing against its
key goals, using national statistics.

It is the CommitteeÕs view that the mandate letters issued to Cabinet
Secretaries by the previous First Minister provided an opportunity for better
accountability of decision-making and delivery of outcomes. W e therefore
seek confirmation that the mandate letters will be updated to reflect the
four new priorities and that the actions of Cabinet Secretaries in terms of
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Budgeting approaches

42.

43.

44.

45.

46.

delivering these priorities will be measured and publicly reported.

In our report on the Scottish Budget 2024-25, published in January 2024, the
Committee noted that Òthe Scottish Government remains focused on plugging short-
term funding gaps at the expense of medium- and longer-term financial planningÓ.
We said we were not convinced by the reasons provided for delays to publishing
key documents, such as multi-year spending plans, the public sector pay policy

2024-25, and a reset of the Investment Infrastructure Plan (IiP) pipeline. 30 The
delays in producing such documents, including the MTFS, which provide helpful
context to enhance scrutiny and transparency, have continued into this year.

In its fiscal update, the SFC repeated its calls for the Scottish Government to

undertake short-, medium-, and long-term financial planning. 1 The Committee,
again this year, heard strong evidence that the Scottish Government should adopt a
longer-term approach to budgeting, including multi-year plans. The Institute of
Chartered Accountants Scotland (ICAS), for example, argued that longer-term
planning Òoffers greater flexibility for managing challenges, meeting/balancing future
needs, managing capital expenditure requirements, and understanding how well

priorities are being deliveredÓ.37 Audit Scotland recommended that Òthe spending
and taxation decisions in the annual budget have a clear read across to the Scottish

GovernmentÕs medium-term plansÓ31 , while Professor David Bell argued ÒdonÕt
waste a crisisÓ, or in other words, the current fiscal constraints provide an
opportunity for the Scottish Government to be more strategic with its financial

planning. 6

We also learned that the Estonian Government has started using zero-based
budgeting within three Ministries, which involves justifying and approving budget
lines each year rather than basing it on past spending. The Committee was told that
this approach helps to ensure efficiency and can better align spending with strategic

objectives. 3

Asked whether the Scottish Government would consider using a zero-based
budgeting approach, the Cabinet Secretary said she is Òopen minded about any
ideas that we can take from international examples in relation to how we construct
our budgetÓ, however, Òin the here and now, my focus is on 2025-26Ó. She added
that multi-year budgets may provide opportunities Òto look at how we do things

differentlyÓ.9

There is little evidence that the Scottish Government is carrying out
sufficient medium- and longer-term financial planning. Y ear-to-year
budgeting has also become more challenging, with emergency in-year
savings announced in each of the last three years. W e note the Cabinet
SecretaryÕs focus on the Òhere and nowÓ and her view that multi-year plans
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47.

48.

49.

50.

51.

Sustainability of key spending decisions

Public sector pay

52.

arising from the UK GovernmentÕ s Spending Review in late Spring 2025,
may provide an opportunity to Òdo things differentlyÓ.

The Committee welcomes the UK GovernmentÕ s commitment to Òone major
fiscal event a year and more regular Spending Reviews", the latter of which
the Scottish Government has said provides the certainty it needs to put
ScotlandÕs public finances on a more sustainable footing.

Nevertheless, the Scottish Government cannot stand still, waiting for the
next fiscal event to happen before it undertakes longer-term financial
planning. W e agree with Professor David BellÕ s comments that the Scottish
Government Òshould not waste a crisisÓ as Òthe current situation is an
opportunity to put in place a more coherent and strategic viewÓ. Our
recommendations in this report requesting medium-term projections to be
provided alongside the Scottish Budget therefore aim to support the
Scottish Government to start to plan for the future.

The Committee asks that the Scottish GovernmentÕ s first Fiscal Sustainable
Delivery Plan, which is to accompany the 2025 MTFS, confirms what
actions have been taken, and are planned, in response to the SFCÕ s March
2023 Fiscal Sustainability Report and associated parliamentary debate held
in October 2024. This longer-term outlook is crucial if the challenges
highlighted by the SFC are to be addressed.

We welcome confirmation that a more collaborative and constructive
relationship is being developed between the UK and Scottish Governments,
which we hope continues in relation to the timing and nature of future UK
Budget and Spending Review announcements. W e request confirmation
that the Scottish Government will carry out a full Scottish Spending Review
(SSR) in 2025 and look forward to examining the outcomes in detail. W e ask
the Scottish Government to set out the process for engaging the Parliament
and its committees, as well as the Scottish Fiscal Commission, in this SSR
process.

We also ask the Scottish Government to explore whether a zero-based
budgeting approach might be suitable in a Scottish context, learning from
the experience of Estonia. One option, for example, would be to pilot the
approach in one or two portfolio areas for the Scottish Budget 2026-27 and
thereafter evaluate the approach for efficiency and delivery of outcomes.

The SFCÕs fiscal update noted that the total public sector pay bill for 2023-24 was
around £25 billion, over half of Scottish Government resource spending, and that
the public sector in Scotland accounts for 22.6% of total Scottish employment
compared to 17.6% for the UK overall. The SFC went on to say that Òsince
December 2023 there have been no significant confirmed changes in the Scottish
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53.

54.

55.

56.

GovernmentÕs funding, but the pressure on spending has increased with public
sector pay offers in Scotland now coming in higher than the pay policy published in
May 2024Ó. It also notes Òsignificant uncertaintyÓ regarding the level of funding the
Scottish Government will receive from the UK Government in relation to public

sector pay. 1

The Public Sector Pay Policy 2024 sets out the Scottish GovernmentÕs assumption

of public sector pay growth of 3%. 38 The delay in providing this information
presented challenges for the SFC in producing its December 2023 Forecasts and
did not meet the requirements of the protocol between the SFC and Scottish
Government for the provision of specific data within certain deadlines. The SFC
explained to the Committee at the time that it had extended its deadline for receipt
of this information, but it was still not forthcoming from the Scottish Government.
Instead, the SFC assumed average devolved public sector pay growth of 4.5%
which, alongside other assumptions it had made, implied a fall in ScotlandÕs public

sector employment from 2023-24 onwards. 30 The SFC, in its fiscal update, stated
thatÑ

If a Budget is set based on pay assumptions which are lower than those that
materialise, this creates challenges with in-year management of the Budget,
requiring the Government to reduce its planned spending on services. The
recent emergency spending controls the Scottish Government has put in place

for 2024-25 are the result of those challenges. 1

The Committee heard from the FAI that Ònot publishing a public sector pay policy at
the time É implies a lack of transparencyÓ. It also questioned Òwhether at the very
least, less of the funding total should have been allocated and therefore some more
left in reserve to deal with this kind of situationÓ. This, it argued, Òis especially true
for a devolved government which has fewer levers to borrow its way out of spending
issues Ð it makes it more, not less important that contingency be built into budgetsÓ.
29 Audit Scotland also told the Committee that budget and medium-term plans
should be informed by, amongst other things, Òexpected changes in spending due to

pay growth by sector based on pay policies and pay dealsÓ.31

The Cabinet Secretary confirmed that the GovernmentÕs 3% assumption was used
when putting together the Scottish Budget 2024-25 and that this was based on
Òwhat we could afford, É the budget, and the intelligence that we had about
available fundingÓ. She explained that if a higher figure had been assumed Òthat
would have become the floor and I would have had to announce a swathe of
savings to create that floorÓ. The UK GovernmentÕs decision to accept the Pay
Review Bodies recommendations of pay increases of between 4.75% and 6%, had

led to greater demand for higher than anticipated settlements in Scotland. 9

She went on to say that the devolved governments in the UK have discussed with
the Chief Secretary to the Treasury the need to co-ordinate public sector pay across
the UK in a way Òthat does not generate huge pressure for the devolved nationsÓ.
She added that she is Òmindful of where we go next with pay policyÓ and whether its
purpose is to manage or drive expectations, adding Òthe UK Government does not
set a pay policy, and I do not think that it has any intention of doing soÓ. She
advised that she would, however, Òprovide enough information for the SFCÓ to carry

out its forecasts. 9
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58.

59.

60.

Social security spending

61.

62.

Asked whether the Scottish Government would, as suggested by the FAI, set out its
assumptions and intentions and present scenario plans for how it will fund higher
than expected pay deals, the Cabinet Secretary noted Òhow complex pay is and
how important it is for us to be very careful about how we land pay policyÓ.
However, she went on to say that she would Òlook carefully at comments from the

FAI ÉÓ. 9

The Committee understands that the Scottish GovernmentÕ s public sector
pay growth assumption of 3% was factored into the Scottish Budget
2024-25 in December 2023 based on affordability . It is therefore
disappointing that the Scottish GovernmentÕ s Pay Policy 2024-25, which
contained the same assumption, did not materialise until May 2024. W e also
note that the Cabinet Secretary now appears to be considering whether an
annual Pay Policy is needed at all.

With over half the resource budget now being spent on public sector pay ,
the Committee strongly urges the Scottish Government to produce a Pay
Policy each year , setting out realistic pay growth assumptions. This should
wherever possible be published alongside the Scottish Budget to allow
scrutiny of how these assumptions might impact on other areas of the
Budget, and to inform the SFCÕ s December Forecasts.

The Scottish Government should also consider the suggestion from the F AI
that the annual Pay Policy should include scenario plans for how the
Scottish Government would fund higher than expected pay deals. This
more strategic and transparent approach to public sector pay could also
support the Scottish Government in mitigating last-minute emergency
spending controls.

Social security spending is another significant and rising component of the Scottish
Budget. The SFC forecasts that devolved social security payments will account for
around £7 billion of spending by 2027-28, rising to £13 billion in 2072-73 in real

terms. 39 In its fiscal update, the SFC states that Òour assessment is that the gap
between spending on devolved social security and the associated Block Grant
Adjustment (BGA) funding is the result of policy choices made by the Scottish

GovernmentÓ.1 In December 2023, the SFC forecast total spending on devolved
social security in 2024-25 to be around £1.1 billion higher than the funding the
Scottish Government receives through the social security BGA, with that gap

growing to around £1.5 billion in 2028-29. 40

Audit Scotland explained, in its written submission, that this is the only area of
Scottish Government expenditure that has seen significant growth and is already
expected to exceed the relevant BGA. It went on to suggest however that
Òprioritising eradicating child poverty may have longer-term societal and economic
benefits for Scotland, which could lead to reduced pressures on public finances in

the longer-termÓ.31 Some witnesses also told the Committee that investment in
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63.

64.

65.

66.

ScotW ind revenues

67.

68.

social security contributes to economic growth as it leads directly to consumer

spending. 7

However, others, including the RSE, expressed concern regarding Òthe rising cost of
social security spending and the sustainability of this with the pressure on public

financesÓ.28 Professor Heald also told the Committee that Òbeing ÔprogressiveÕ on
social security and other cash benefits at the expense of public services
expenditure will have an Ôanti-progressiveÕ effect because lower income groups
have less access to substitute private services if satisfactory public services are not

availableÓ.27 We also heard from some local authorities that their hardship funds
could no longer meet demand and that it was therefore unclear the extent to which

social security payments are helping families avoid reaching crisis point. 32

Asked whether the Scottish Government has undertaken any studies of the
opportunity cost of spending money on benefits rather than supporting public
services, the Cabinet Secretary explained that Òin my view, it is not either/orÓ and
that the GovernmentÕs plans to meet its statutory child poverty interim targets has
Òthree prongs, support to people directly; services that wrap around, such as
childcare; and employability, because work is one of the main ways out of povertyÓ.
Responding to a question on whether the Scottish Government would continue to
spend £133.7 million on mitigating UK Government decisions, the Cabinet
Secretary said that the Scottish Government Òwill continue to look at this very much

on a case-by-case basisÓ.9

In our Report on the Scottish Budget 2024-25, the Committee asked the
Scottish Government how it will continue to assess the long-term
affordability and sustainability of its social security policies and their

impact on other areas of spend. 30 In its response of 16 February 2024, the
Scottish Government said it Òwill continue to take a responsible and
capable approach to ScotlandÕ s finances as new budget pressures
emergeÓ, including Òmonitoring all areas of expenditure during the year ,

prioritising spend, and maximising efficienciesÓ. 41

We do not consider this to be an adequate response and therefore repeat
our request that the Scottish Government now carries out this full
assessment. Outcomes should be included in the 2025 MTFS and used to
inform future budget planning.

As part of her fiscal statement on 3 September 2024, the Cabinet Secretary
announced that Òat present, I am also reluctantly planning on the basis of utilising
up to £460 million of additional ScotWind revenue fundingÓ. She went on to say that
Òas the financial year progresses, and through our emergency spend controls and
continued robust forecasting I am seeking to protect as far as possible that

ScotWind revenue Ð just as I was able to do in 2023-24Ó.16

ScotWind funds were originally intended to support the transition to greener energy.

Finance and Public Administration Committee
Report on Pre-Budget Scrutiny 2025-26 - Managing Scotland's Public Finances: A Strategic Approach, 9th Report, 2024
(Session 6)

15



69.

Bonds

70.

71.

72.

Some witnesses therefore expressed concern that the Scottish Government is
using one-off ScotWind funds to plug day-to-day funding gaps in-year and that this

approach limits their potential spend on renewables, as originally intended. 7 The
Cabinet Secretary explained that, while £424 million has been set aside as part of
the autumn budget revision, Òwe are driving down non-essential spending out of an
explicit desire to minimise the use of ScotWind moneyÓ. She also highlighted that
more funds can be expected, including £54 million from the innovation and targeted

oil and gas round in 2024-25. 9

The Committee recognises the challenges faced by the Scottish
Government in meeting immediate financial pressures. However , we do not
consider it to be good practice to use non-recurring revenue to fund
recurring expenditure. W e therefore hope that, with effective strategic
financial planning in the future, as recommended in our report, the Scottish
Government can avoid this practice in the future.

The Scottish GovernmentÕs Investor Panel recommended in November 2023 that
ÒÉ ScotlandÕs profile could be significantly raised in the international capital
markets by using existing devolved powers to issue debtÓ. This, the Panel argued,
Òwill provide a motivation for regular engagement by investors and an opportunity to
market ScotlandÕs investment story [and] it would also allow the development of

relationships with providers of debt, a track record and credit ratingÓ.42 The
Scottish GovernmentÕs Response to the PanelÕs Report stated thatÑ

A process of due diligence on this proposal, involving consultation with banks,
credit agencies, financial experts and the Treasury has begun. If fiscal,
economic and value for money conditions are satisfied, the aim is to make the
bonds available to the market by the end of the current parliamentary session.
43

The Cabinet Secretary explained during evidence that Òwe are continuing to look at
bondsÓ, including carrying out a due diligence process. Asked whether the Scottish
Government would proceed with issuing bonds even if they were found to be of less
value than regular borrowing, the Cabinet Secretary gave assurances that, Òas part
of our due diligence, the value for money test is absolutely critical, although we are
still at quite an early stageÓ. She indicated that she would keep the Committee

updated on progress. 9

The Committee welcomes the Cabinet SecretaryÕ s commitment to provide
updates on progress regarding the Scottish GovernmentÕ s consideration of
the Investor PanelÕs recommendation on issuing bonds. W e ask the
Scottish Government to share with the Committee details of the issues it is
considering, including risks and benefits, to inform its final decision, for
transparency and to aid scrutiny .
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Approach to taxation

Tax Strategy

74.

75.

76.

77.

78.

79.

While we understand the Investor PanelÕ s view that bonds could encourage
investor confidence, we would caution against pursuing this form of
borrowing unless value for money can, through due diligence, be assured.

ScotlandÕs Framework for Tax 2021 sets out the principles and strategic objectives
that underpin the Scottish Approach to Taxation, as well as the Scottish
GovernmentÕs approach to decision making, engagement and how it Òmanages and

sequences tax policy and delivery around the fiscal cycleÓ.44 The Scottish
Government intends to publish a ÔfinalÕ Tax Strategy alongside the Scottish Budget
2025-26, rather than in ÔdraftÕ form as originally planned.

Scottish Government officials explained during evidence that the Strategy would
Òlook in more detail at a number of areas of the tax process, improve evidence and
evaluation gathering, improve communications and engagement, and look in the

round at the current tax system and the potential for future powersÓ.9

While arguing that the principles in the Framework for Tax had not always been
followed in relation to some tax policies, such as business rates, the Scottish Retail
Consortium (SRC) suggested that these principles should be retained in the Tax
Strategy and that it should also include an additional principle of ÔcompetitivenessÕ.
This, the SRC argued, would stimulate greater levels of private sector investment

and consumer demand. 45 The Cabinet Secretary later advised that including
ÔcompetitivenessÕ as a principle is being considered Òand it has been raised and

discussed with members of the [Tax Advisory] GroupÓ.9

Witnesses also told us that the Tax Strategy should move beyond the ÔtheoryÕ set
out in the Framework for Tax 2021 and provide a clear direction on tax policy. For
example, Oxfam Scotland argued that the Strategy Òshould commit to a tax system
in Scotland that proactively, strategically, and consistently enables significantly more
public spending on people, public services, and green infrastructure É, robustly
redistributes income and wealth [using] a mix of fairer taxes, [É and] shapes

behaviours in socially and environmentally positive waysÓ.24

We also heard from Professor Heald that the Tax Strategy should focus on the main
revenue-raisers Ð Scottish income tax, non-domestic rates, and council tax. He
went on to say that tax decisions made by the Scottish Parliament Òshould at the
very least not magnify the faults of the UK tax system, instead offsetting them when

the UK Government is not willing to address themÓ.27

However, the FAI warned that Òultimately a Tax Strategy is only part of the answer,
and while it can guide oneÕs actions, it is those actions that shape what actually gets

enacted and the direction of travel of the countryÕs tax systemÓ.29 The Cabinet
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Income tax policy

85.

Secretary appeared to confirm this approach in evidence, noting that the Tax
Advisory Group Òis looking at where Tax Strategy needs to land to ensure that we
maximise awareness, get high levels of compliance and have a system that is fair,
understandable and easy to navigateÓ, adding Òwe want a system that takes

cognisance of how it drives behavioursÓ.9

Asked whether the Tax Strategy would include current evidence on existing tax
structures that work well in delivering better economic outcomes and where
challenges have arisen, the Cabinet Secretary said she would Òtake that awayÓ to

reassure herself that this is doable. 9

The Committee recommends that the Scottish GovernmentÕ s upcoming T ax
Strategy provides a framework within which tax policies are designed to
contribute to the longer-term sustainability of ScotlandÕ s public finances.

We note that the Scottish Government has undertaken some engagement in
relation to its T ax Strategy , including through the T ax Advisory Group and
discussions with other stakeholders. The Committee is, however ,
disappointed that the Strategy will not, as originally intended, be published
in draft form which would have been a more open and transparent process.
It would also have provided the opportunity to attract a wider range of
views on specific proposals, and enabled effective scrutiny of those
proposals, ultimately leading to a better output.

The Committee therefore asks the Scottish Government to consider how
best to reflect the views of our witnesses as set out above, and in written
and oral evidence we received, in the final T ax Strategy . This includes
issues such as improving data and evaluation of behavioural change,
adding a ÔcompetitivenessÕ principle, and how tax policies are performing in
relation to economic outcomes.

We look forward to hearing more about the Scottish GovernmentÕ s plans for
the Tax Strategy in a briefing by officials in November . We also intend to
examine the final Strategy as part of our scrutiny of the Scottish Budget
2025-26.

In 2024-25, the Scottish GovernmentÕs income tax policy included setting six bands
of income tax as shown in the table below.ii This included a new ÔAdvanced rateÕ, an
additional 1p on the Top rate of tax, and uprating the Starter and Basic rates in line
with inflation. The SFC, in its December 2023 Forecasts, said it expected income

tax to raise £18,844 million in 2024-25 in Scotland. 40 [

ii UK-wide Personal Allowance remained frozen at £12,570 in 2024-25.
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Table 1: 2024-25 Income tax bands and rates in ScotlandScottish Government, 2024

Taxable income Band Tax rate

Over £12,571 to £14,876 Starter rate 19%

Over £14,877 to £26,561 Scottish basic rate 20%

Over £26,562 to £43,662 Intermediate rate 21%

Over £43,663 to £75,000 Higher rate 42%

Over £75,001 to £125,140 Advanced rate 45%

Above £125,140 Top rate 48%

86.

87.

88.

89.

90.

The then Deputy First Minister, Shona Robison MSP, stated at the time that
ÒScotland has the most progressive income tax system in the UKÓ adding that Òthe
new Advanced band builds on that progressive approach, protecting those who
earn less and asking those who earn more to contribute moreÓ. She went on to say
that Òthe money raised through income tax allows people in Scotland to benefit from
a wide range of services and social security payments not provided elsewhere in

the UK, including free prescriptions and free higher education". 47 This is often
referred to by the Scottish Government as a Ôsocial contractÕ with the people of
Scotland.

As we learned during our recent fact-finding visit, Estonia has been recognised by
the OECD as the top country in the world for tax competitiveness. Its Ôtransparent
and simple tax systemÕ includes a flat 20%iii tax on individual income, no corporate
income tax on reinvested and retained profits, a property tax which applies only to
the value of land, and a territorial tax system which exempts 100% of international

profits earned by domestic corporations from domestic taxation. 48 Tax returns are
completed online, with forms mostly pre-filled and can take as little as two minutes
to complete. The UK Government confirmed as part of the UK Autumn Budget that
it Òwill announce a package of measures to simplify tax administration and improve
the customer experience in Spring 2025, with a focus on reducing burdens on small

businessesÓ.11

During evidence, the Committee heard that the Scottish Government should
consider what the tax system should look like in 10 yearsÕ time and how devolved

taxes fit into a UK-wide system. 7 Some witnesses suggested that the UK
Government should be asked to take the lead in looking Òat the whole systemÓ,

including anomalies with marginal tax rates. 6 Professor Heald went on to suggest
that people paying marginal tax rates of 50% on incomes between £43,664 and

£50,271, and 69% on incomes between £100,001 and £125,140, is ÒludicrousÓ6

and undesirable on grounds of both efficiency and equity. 27

The Cabinet Secretary told the Committee that Òwe are cognisant of the issue of
marginal tax rates, É because our system is a hybrid one of reserved and devolved
taxes, it is a bit clunky, which, without a doubt, causes complexityÓ. She went on to
say that the Scottish Government continues to monitor this issue and that there is
also external scrutiny through the SFCÕs work and HMRC (on monitoring

behavioural issues). 9

The WomenÕs Economic Empowerment Project said it supports progressive taxation

iii This is due to rise to 22% from January 2025.
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91.

92.

93.

94.

but suggested that there is a need to better communicate how taxes are used and

the benefit that individuals and society receive from the taxation they pay. 26 ICAS
agreed that Òprogressive rates of tax are a good and worthy idea in principle É,
however, at a certain point people will compare their tax cost to others in other
jurisdictionsÓ and suggested that Òpeople need to see that the tax they are paying is

fully accounted for and can be seen to benefit societyÓ.37

The Committee has a long-standing interest in promoting greater understanding of,
and gathering better data on, potential behavioural impacts arising from tax policies.
This year, Aberdeen and Grampian Chamber of Commerce told us that the
additional ÔAdvancedÕ band and elevated rates for higher earners Òmake it harder for

employers to attract senior talent, exacerbating existing skills shortagesÓ.49 This
view was shared by the Scottish Chambers of Commerce, who highlighted its
recent research that found taxation had overtaken inflation as the leading external
concern for Scottish firms, Òconfirming that the overall burden is having a significant

impact on job and investment decisions across the economyÓ.50

The FAIÕs research published on 17 September 2024 Òreveal mixed perceptions
among businesses regarding the Scottish GovernmentÕs income tax policyÓ. It
highlighted that Ò28% of businesses reported no impact from the income tax policy,
while a similar portion (29%) felt Ôa littleÕ impactÓ. Ò34% of firms indicated that the
policy has affected them Ôa fair amount to a lot, with 17% reporting Ôa fair amountÕ;
and 17% choosing Ôa lotÕ of impactÓ.iv v There was also some recognition that
Òhigher taxes play a role in funding public services in Scotland, such as healthcare

and educationÓ.51

The view of some witnesses was that the potential for behavioural change can
sometimes be overblown. This included the ALLIANCE, who highlighted views of
the Institute for Public Policy Research (IPPR) Òthat behavioural changes can
sometimes be somewhat exaggerated and that, once such measures are brought
in, they are not necessarily felt on the ground to the extent that the modelling

suggests that they might beÓ.7 ICAS also suggested that Òit is very difficult to get a
figure for the behavioural impactÓ, adding Òsometimes it is almost conjecture,

because a lot of the activities that might be involved might not be visibleÓ.7

Some witnesses, such as the ALLIANCE suggested that Òwe should start with what
kind of society we think is acceptable in the light of our human rights obligations and

then build taxation and spending around thatÓ.7 Indeed, tax policy did not feature
significantly in the CommitteeÕs discussion with young people or business and
public sector organisations about what devolved tax and spending policies would

make Scotland an attractive place to live and work. 52

iv The survey asked the following two questions: How much has your business been affected
by the Scottish GovernmentÕs income tax policy? How has your business been affected by
the Scottish GovernmentÕs income tax policy?

v Some businesses responded N/A therefore percentages do not add up to 100%.
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Photo 1: Committee's discussions with young people and business and public
sector organisations in Dundee, 28 August 2024

Source: Scottish Parliament

95. They told us that their three main priorities, in order of importance, are (1)
employment opportunities, (2) access to education (free tuition fees as well as non-
university career pathways), and (3) affordable housing (see figure 1 below).
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Figure 1: Outcomes of Dundee engagement event

Source: Scottish Parliament

96.

97.

98.

99.

The Cabinet Secretary told the Committee that Òif you are asking me whether there
is evidence of population flight that I should be worried about or of disincentives that
are putting people off coming here, I would say that, on balance, people are still
coming to live and work in Scotland, and their choice to do so will be for a variety of
reasonsÓ. She went on to say, Òhowever, I am not complacent about that, which is
why continuing to improve the evidence and evaluation is importantÓ, adding Òwith
HMRC and others, we will continue to ensure that we monitor all that and,
importantly respondÓ. She further confirmed that the Scottish Government had also
engaged with the business community on possible behavioural impacts as part of

their work on the upcoming Tax Strategy. 9

The Committee asks the Scottish Government to consider how it might
learn from EstoniaÕs Ôsimple and competitive tax systemÕ, including working
with HMRC and Revenue Scotland to make it easier to complete and submit
tax returns, which has the potential to improve compliance.

As a matter of urgency , the Committee asks the Scottish Government to
work closely with the UK Government to address current anomalies relating
to marginal tax rates in Scotland.

The forthcoming T ax Strategy should specify that, when developing future
tax policy , the Scottish Government should assess how individual rates
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Other national taxes
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and bands in Scotland would interact with the UK-wide tax system, to avoid
such significant issues arising in the future.

We note the differing views of witnesses in relation to the potential
behavioural impacts arising from tax policy . The Committee believes that
this strengthens the argument for more detailed research on the
behavioural effects of differential income tax systems in Scotland and the
rest of the UK. W e therefore ask the Scottish Government to continue to
work with HMRC to evaluate tax policy for behavioural impacts as it
evolves, and that this data is reviewed by the T ax Advisory Group on an
ongoing basis.

Land and Buildings Transaction Tax (LBTT) and the Scottish Landfill Tax (SLfT) are
fully devolved to the Scottish Parliament. The Scottish Government states that

LBTT Òapplies a progressive rates and bands structureÓ.53 There are currently five
bands and rates paid on increasing portions of the residential property price,
ranging from 0% on houses of up to £145,000 to 12% for houses above £750,000.
Non-residential rates are also paid on an increasing portion of the property price,
ranging from 0% for properties up to £150,000 to 5% for properties above
£250,000. The SLfT lower rate is set at £3.30 per tonne in 2024-25, and the
standard rate at £103.70 per tonne, mirroring the equivalent tax rates in England
and Wales. The SFCÕs overall forecast for residential and non-residential LBTT
revenue for 2024-25 is £730 million, and for SLfT is £58 million in the same period.
40

The Scottish Aggregates Tax was recently passed by the Scottish Parliament and
will come into effect in April 2026.

The Air Departure Tax was also devolved under the Scotland Act 2016 but is yet to
be introduced. The Cabinet Secretary told the Committee that Òwe will set out the
high-level principles of the Air Departure Tax, includingÑimportantly how it will
support emissions reductionsÓ, adding Òwe will do that as soon as possible, and we
will review the rates and bands, including the rates on private jet flights, to ensure
that they are aligned with our net zero ambitionsÓ. She said work continues with the
UK Government Òto resolve the subsidy control issueÓ regarding the tax exemption

for flights departing Highlands and Islands airports. 9

The Committee notes that, as part of the UK Autumn Budget 2024, air passenger
duty rates will be increased in 2026-27 by £2 for economy flights to short haul
destinations. Higher rates for private jets will increase by 50% and the UK
Government is also consulting on extending the higher rate to include more private

jets. 11

The Committee requests that the Scottish Government keeps the
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Sustainability of local government finances

Financial pressures and flexibilities

106.

107.

108.

109.

Committee updated on its progress with introducing an Air Departure T ax,
including its discussions with the UK Government.

Significant concerns were raised during evidence in relation to the sustainability of
local government finances. The joint submission from COSLA, CIPFA and Directors
of Finance (COSLA joint submission) confirmed that local authorities are unable to
deliver the same level of services within current funding levels, suggesting that
councils will face an estimated cumulative budget gap of £780 million by 2026/27.
54 Local authorities are, it argued, taking action to manage the funding gap, which is
leading to difficult decisions, including reducing some services. Scottish Borders
Council indicated that Òsystematic underfunding of local governmentÓ has resulted in
Òdeclining service performance and user satisfaction, with councils unable to invest

in preventative non-statutory services due to prioritising statutory servicesÓ.55 The
COSLA joint submission, therefore, argued that Scottish and local governments
should, given the financial constraints, work together to identify commitments that

are no longer feasible. 54

The COSLA joint submission estimates that only 30% of local government funding
is entirely subject to local flexibility, with 70% being directed spend. It argued that
Òthese protections and directions mean that cuts are then disproportionally focused
on the limited areas where councils have discretion, often those services that are

most critical to early intervention and preventionÓ.54 Greater flexibility, it suggested,
will empower local government to make spending decisions on outcomes, and both
reflect the needs of local communities and progress shared prioritiesÓ. The councils
we heard from said that the policy on maintaining teacher numbers is considered to
be particularly restrictive, especially in the context of school roll figures and

projections. 32

COSLA and local authorities welcomed the creation of new local levies, fees, and
charges, although they recognised that the revenues gathered from these
measures would only plug existing funding gaps rather than provide additional
resources. Pressed on what new proposals it would wish to Òput on the tableÓ to
raise more revenue, COSLA said that, while it would want to explore council tax
reform and other sources of local revenue raising, it did not have a specific set of

new proposals to put forward. 32 Scottish Borders Council further told the
Committee that it does not think it needs any more powers, beyond council tax
reform and other issues already being discussed. It went on to say that Òat the
moment, we have a huge array of legislative power to act on behalf of our
communities, but the key issues for us are about flexibility, reducing direction and

ring fencing and allowing local priorities to be fundedÓ.32

While the fiscal framework between the Scottish Government and local government
is still to be agreed, COSLA was positive about the Òopen dialogueÓ and significant
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111.

112.

progress made. 32 The Cabinet Secretary also indicated that, although the fiscal
framework is not formally in place, one key aspect is early engagement on the
budget, Òand that has happenedÓ. Responding to specific concerns regarding the
lack of local flexibility in relation to teacher numbers, the Cabinet Secretary said ÒÉ
what is important is closing the poverty-related attainment gap, and teachers are an
important part of thatÓ, adding that the teachers need to be in the right place, given

school rolls are falling in some areas and rising in others. 9

The former First Minister announced a council tax freeze for 2024-25 in October

2023 Òto help those struggling during the cost-of-living crisisÓ.56 The announcement
was made without prior consultation with local authorities and was followed by
disputes around whether the policy was fully funded. The FAI has argued that the

council tax freeze was not fully funded. 57 The SFC noted in its fiscal update that
the council tax freeze, amongst other policies, have contributed to the growing

pressure on the Scottish Budget. 1 We heard from South Lanarkshire Council that
Òthe imposition of a council tax freeze was incongruous with the fact that council tax
is (and should be) the tool available to local government to generate local taxes,

that help meet the needs of local peopleÓ.58 Both Fife Council and Scottish Borders
Council suggested that the council tax freeze ÒcontradictsÓ and Òcast doubt on the
effectiveness of the [Verity House] AgreementÓ. Both further argued that greater
discretionary tax-raising powers would allow them to reinvest in local services,
enhance local democratic accountability and address local priorities, with the Visitor
Levy (Scotland) Act 2024 seen as a step forward in allowing local authorities to

raise their own revenues. 4

Local authorities also collect and administer non-domestic ratesvi; however, these
rates are set by the Scottish Government. In 2024-25, the Basic Property Rate was
frozen at 49.8p and Intermediate and Higher Property Rates increased by inflation.
The Scottish Government also introduced a 100% relief capped at £110,000 per
ratepayer for hospitality businesses on islands and specified remote areas.

As with last year, small and retail businesses called for small business reliefs in line
with the enhanced rates relief in place in England and Wales.vii Aberdeen and
Grampian Chamber of Commerce noted that Òas things stand, the tax burden on
businesses is extremely high; this penalises success, reduces profitability and

damages our global competitivenessÓ.49 We also heard from the Scottish
Hospitality Group that the Òhospitality industry currently pays business rates based
on the turnover of their business, while retailers pay business rates based on the
square footage of their premises [, which] in practice often results in businesses of a
similar size and in an immediate proximity paying vastly different ratesÓ. The tax
system, it therefore argued, should ensure Òbusinesses and sectors operating in the

same space are treated equallyÓ.59

vi Non-domestic rates, also called business rates, are a property tax which helps pay for
local council services.

vii The UK Government announced in its Autumn Budget 2024 that Òit will deliver a fairer
business rates system through permanently lower business rates multipliers for retail,
hospitality and leisure (RHL) properties from 2026-27Ó. The Budget Òalso provides
£1.9 billion of support to small businesses and the high street in 2025-26 by freezing the
small business multiplier and providing 40% relief on bills for RHL properties, up to a
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Council T ax reform

117.

118.

119.

The Cabinet Secretary told the Committee that the Scottish Government is

progressing Òthe principles of more flexibility and more financial powersÓ.9

It is encouraging that both the Cabinet Secretary and COSLA have spoken
of their constructive budgetary discussions and that progress is being
made towards agreeing the fiscal framework between the Scottish
Government and local government. W e recommend that the fiscal
framework clearly sets out an overall approach to securing the long-term
sustainability of local government finances, including local levies and
flexibility .

The Committee further seeks an update on when a final version of the fiscal
framework is now expected to be agreed, given that this was originally
expected to conclude in September 2023.

In the meantime, we ask the Scottish Government to work with local
government in identifying where existing commitments and ring-fencing
may no longer be needed. This could allow funds to be targeted towards
important preventative and early intervention work, which has the potential
to deliver better outcomes and save money in the longer-term.

Significant concerns were raised regarding lack of progress with council tax reform,
a recurrent issue during Committee scrutiny. We heard from Professor David Heald
that, ÒÉ unless the Parliament can find some way to build cross-party consensus
for reforming council tax, the system will become more and more irrational,
inequitable and inefficientÓ. He added ÒI fully understand that reform is incredibly
difficult politically, but it reflects badly on the Parliament that that has not happenedÓ.
6 These views were shared by Professor David Bell. 6

The Cabinet Secretary told the Committee that the Scottish Government is
progressing Òthe principles of more flexibility and more financial powersÓ, adding
that Òfundamental council tax reform is harder and will take longer to do, so it is
important to get on with some of the fiscal empowerment with more leversÓ. She
went on to say that Òin part, the issue depends on whether we can build a degree of
cross-party consensus about the ambition on council tax reform [and] if we could
get to that stage by the end of the current parliamentary session, that would stand

the next Parliament in better stead to make further progress on reformÓ.9

On the revaluation of properties, The Cabinet Secretary highlighted evidence that
people on lower incomes pay a higher proportion of their income in council tax than
those on higher incomes, and that Òwe want to try to construct a way of doing it that
has public buy-in, is gradualÑnot a clif f edge or a big bang Ñand is reasonable and

fairÓ.9

£110,000 cash capÓ.
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121.

Growing the economy

Growing the tax base

122.

123.

The Committee understands the frustration of witnesses at the lack of
progress in relation to council tax reform and revaluation of residential
properties. W e also recognise that making changes to local taxes would
inevitably result in ÔwinnersÕ and ÔlosersÕ amongst homeowners and those
in rented accommodation.

Nonetheless, given this work is long overdue, we ask the Scottish
Government to set out, following the Cabinet Secretary's suggestion that
cross-party consensus will be required, how it will create the space for
discussions and consensus-building in this parliamentary session . The
Scottish Government should also build into the process any learning from
the experience in W ales and other countries regarding reform and
revaluation.

Growing the tax base, rather than continuing to increase taxes, was seen by
witnesses as crucial to growing the economy. Professor Heald, for example,
suggested that Ònow we have reached the point at which getting more tax revenue

by introducing higher tax rates will be very difficultÑpolitically and economicallyÓ.27

We also heard from the WomenÕs Economic Empowerment Project that, in growing
the tax base, policies should focus on improving access for disabled working-age
adults, noting that half of this group of society (53%) in the UK are in employment,

compared with 82% of non-disabled working-age adults. 26

Universities Scotland noted that investment in university research and innovation is
a Òproven avenue of generating opportunities for growth and in scaling-up

established initiatives that lever the resources to grow ScotlandÕs economyÓ.7 Staff
at the University of DundeeÕs School of Life Sciences suggested during the
CommitteeÕs visit in August 2024, that Òwe generate £10 of Gross Value Added for

every £1 from the Scottish GovernmentÓ.60
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Photo 2: Committee visit to University of Dundee School of Life Sciences, 29 August
2024

Source: Scottish Parliament

124.

125.

126.

127.

A decline in the number of international students has diminished funding available
to cross-subsidise university research, with visa requirements cited as the main
reason for this fall in numbers. In evidence to the Committee, Universities Scotland
therefore argued that the Scottish Government should Òpivot backÓ towards funding

research to support growing the economy. 7

Asked about the Scottish GovernmentÕs policy priorities for expanding the tax base,
the Cabinet Secretary responded that she wants to Òmake sure that, through our
continued success on inward investment, we are able to grow in key sectors, such
as green energy É, and the other end of the spectrum is about getting more people
into workÓ. She went on to say that she has been meeting with the Deputy First
Minister to ensure that Òour economic and tax strategies are all pointing in the same

directionÓ.9 The economic strategy to which the Cabinet Secretary refers is the
10-year National Strategy for Economic Transformation (NSET) launched in 2022.

The Cabinet Secretary also explained that research, development, and innovation is
one of the five core themes in the data-driven innovation initiative deal, which
receives funding of £60 million and £290 million from the Scottish and UK
Governments respectively and noted that innovation hubs and programmes are
examples of Òinvesting strategicallyÓ. She indicated that the Scottish Government
would reflect on what else it can do on research and development, including how
the UK Infrastructure Bank and Scottish National Investment Bank can work
together on critical investments, and how funding between the Scottish and UK
Governments can be aligned for strategic investments. This, she recognised, would

help to grow the tax base, and bring in funds to spend on public services. 9

The Committee welcomes the Cabinet SecretaryÕ s commitment to consider
what more the Scottish Government can do to support research and
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128.

Labour market participation and productivity

129.

Figure 2: Economic Inactivity by Reason, Scotland, 16-64

Source: Annual Population Survey

130.

development, recognising the important role that universities play in
attracting investment, supporting ScotlandÕ s world-leading sectors, and
building a highly skilled workforce. W e look forward to receiving the
Cabinet SecretaryÕs proposals in this area as part of the Scottish
GovernmentÕs response to our report.

We further welcome confirmation that the Cabinet Secretary and Deputy
First Minister are working together to ensure that the T ax Strategy is Ôjoined
upÕ with the National Strategy for Economic T ransformation (NSET). W e
however note the concerns of Audit Scotland that NSET Òcurrently lacks
collective political leadership and clear targetsÓ and seek an update on
progress with addressing these concerns.

Latest Office for National Statistics (ONS) labour force dataviii indicates that
ScotlandÕs economic inactivity rate of those aged between 16 and 64 was 23.2%

between June and August 2024. 61 Research published by the Scottish
Government in September 2024 cites long-term sickness as the leading cause of

inactivity in Scotland, as shown in figure 2. 62 It further highlights that this trend is
replicated across the UK and puts it at odds with the majority of other OECD
countries.

The Committee heard evidence that good health enables people to work, while
good jobs are important to peopleÕs health. We were also told that learning can be
taken from the Marmot Place approach, which Òrecognises that health and health
inequalities are mostly shaped by the social determinants of health: the conditions

viii Increased volatility of Labour Force Survey (LFS) estimates, resulting from smaller
achieved sample sizes, means that estimates of change should be treated with additional
caution.
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131.

132.

133.

134.

135.

Capital expenditure

136.

in which people are born, grow, live, work and age, and takes action to improve
health and reduce health inequalitiesÓ. Access to childcare and improving the fabric

of buildings can contribute to improving health and the ability of people to work. 7

Witnesses also argued that support should be targeted towards those people who
want to move into the workforce, including disabled people, and that the system of
universal credit currently disincentivises some women from entering the workforce.
Some witnesses further highlighted that economically inactive people are often still
contributing to society, for example, as unpaid carers, where care would be a cost

to the public purse otherwise. 7

During our fact-finding visit, we heard that companies who come to Estonia Òtend to
stayÓ, along with the highly skilled workforce, and that the substantial number of
micro-businesses in the country is partly attributed to the ease of setting up a

business. 3

Productivity levels in Scotland in 2023 (measured at output per hour) are estimated
to have fallen by 1.1% compared to 2022. Since the financial crisis in 2008,
productivity in Scotland has increased by an average of 1% a year, compared to an

average annual growth of 0.4% for the UK, and 0.8% per year for the EU. 63 The
RSE recommended that Òany road map to economic growth addresses the key
issues that are causing stagnation in productivityÓ and that Òcarefully planned public
sector investments will be crucial to help to achieve the increase in productivity

growth that is critical for the future of our economy and the public financesÓ.28

The Committee asks the Scottish Government to set out its ambitions for
increasing labour market participation and productivity levels in the
workforce in Scotland, with a view to growing the tax base. It should also
outline the detailed steps it will take to meet these ambitions, including any
pilot projects to support specific groups of society .

We further ask the Scottish Government to report back to the Committee on
how it will apply more widely the learning from the Marmot Place Approach
given its reported success in taking action to improve health and reduce
health inequalities. This is with a view to addressing some of the causes of
economic inactivity in the working age population.

In its December 2023 Forecasts, the SFC states that it expects capital funding to

fall by 20% in real terms between 2023-24 and 2028-29. 40 During evidence we
heard that, at times of financial pressure, Governments across the UK tend to cut
capital spend, rather than reduce Ôday-to-dayÕ spending. However, witnesses also
told us that capital spend is essential to grow the economy, increase productivity
and attract private investment, and that better medium- and longer-term planning is
needed to maximise capital investment. For example, ICAS asked Òhow
stewardship and value for money can be achieved on capital expenditure if
decisions are taken on a short-term basisÓ, adding Òthis is not a sustainable position
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139.
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141.

142.

and risks creating more costsÓ.37

The Scottish Property Federation expressed particular concern regarding
reductions to capital investment, while also noting that uncertainty around the
Scottish GovernmentÕs Housing (Scotland) Bill has led to decreased investment in
housing developments, which Òkick-start the economyÓ. Concerns were also
expressed regarding Òsudden large cuts to [É the] housing budgetÓ, which some

witnesses saw as being a key area of productivity. 7 Local authorities further argued
that more capital funding is needed to help address the housing emergencies

arising in up to 10 local authority areas. 32

The Cabinet Secretary reiterated that housing investment is Òa key priorityÓ of the
Scottish Government for capital spending and noted that the Chancellor is currently
considering the issue of financial transactions, which are traditionally used to fund

house building. 9

The Committee has repeatedly called for publication of the Scottish GovernmentÕs
reset of the Infrastructure Investment Plan pipeline as early as possible, following its
delay from the original publication date of December 2023. In our Report on the

Scottish Budget 2024-25, we asked that it be published by Easter 2024. 30 The
Cabinet Secretary however argued that setting out the pipeline Òwithout knowing
what the capital envelope will be does not strike me as being very sensibleÓ, as it
could constrain decisions or drive confidence downwards if there is uncertainty
surrounding projects. She went on to say that she would prefer to wait until after the
UK Spending Review is announced in Spring 2025, Òwhich is not far offÓ, and

confirmed that not all capital projects were at a halt; some are ongoing. 9

Audit Scotland told the Committee that the Scottish Government needs to
demonstrate how its infrastructure and investment decisions support its goal of

tackling climate change and contribute to its target of net zero by 2045. 31 We also
heard from a range of witnesses about specific proposals to tackle the climate
emergency that would require capital investment. The Construction Industry
Training Board (CITB) is, for example, calling for a Ônational retrofit strategyÕ, which
Òwould provide a rare Ôtriple winÕ for the Scottish Government, by improving
environmental, economic, and social outcomes across ScotlandÓ. This strategy can,
the CITB argued, Òbe achieved through current Scottish Government commitments
and ongoing reforms, aided by external sources of support in a partnership

approachÓ.64

Transform Scotland argued that the Scottish Government should Òswitch capital
expenditure from high-carbon transport spending (in particular road construction) to

active travel and public transport, the low carbon modes of transportÓ.65 We were
also told by the Scottish Chamber of Commerce that the Scottish Government
should Òspeed up the determination for network and renewable energy
infrastructure to within one year of a planning application receivedÓ and that an

interim 2035 ambition should be set for offshore wind. 50 Both South Lanarkshire
Council and Universities Scotland advocated the importance of their respective

roles in tackling the climate emergency. 4

We heard from North East Scotland Retrofit Hub that a more ÔjoinedÕ up approach to
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144.

EU Replacement Funds

145.

146.

retrofitting homes is required, moving away from the focus on individual policies

such as insulation and solar panels. 7 Professor Bell further told us that all
Governments need to Òtake people with themÓ in terms of net zero policy and there
is a risk that they move too quickly with Òschemes that arenÕt thought throughÓ or
where infrastructure is not in place to support them, for example, electric vehicles.
Public confidence can, it was noted, be undermined through this kind of disjointed

approach. 6

The Committee has repeatedly expressed our disappointment at the recent
reductions in capital funding available to the Scottish Government. W e note
the UK GovernmentÕs new fiscal rules as well as its plans to increase
capital investment by over £100 billion over the next five years, including in
transport, housing and research and development. W e seek clarification
from the Scottish Government how it plans to use any consequential
increase in capital expenditure, including to maximise opportunities for
investment in areas that stimulate economic growth in Scotland.

Regardless, the Committee believes that publishing the IiP pipeline reset
within the original timetable (December 2023) would have provided much
needed certainty and confidence for the private and public sectors to invest
in projects that help grow the economy . Repeated delays in publishing this
key document are both frustrating and unnecessary and we continue to
press for the IiP pipeline reset to be published as early as possible.

Replacing EU Structural Funds following the UKÕs exit from the EU is an ongoing
area of interest for the Committee. We gathered evidence from local authorities and
held two evidence sessions with the then Secretary of State for Levelling Up,
Housing and Communities between 2022 and 2024. The extent to which the UK
Government will progress the funding commitments made by its predecessor in
relation to specific allocations is unclear, for example, under the UK Shared
Prosperity Fund (funded to March 2025), three rounds of the Levelling Up Fund,
Multiply and City Deals. On 25 September 2024, the UK Government announced
that a final decision on the funding for the Argyll and Bute Growth Deal will not be
made until after its review of public finances, while the First Minister has indicated

that he remains Òwholly committedÓ to the deal.66

The Cabinet Secretary said her understanding is that all city growth deals that are
signed will go ahead, while others unsigned are on hold, adding Òthere is a question
mark around other funds, such as levelling upÓ. She went on to say that Òwe need to
have clarity, and then we need to spend those resources in a much more strategic
wayÓ. She also confirmed that she has appealed to the Chief Secretary to the
Treasury for shared prosperity funding to be routed through the devolved
administrations so that these resources can be used Òin a more strategic, coherent

É and ef ficient wayÓ.9
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Public service reform

Scottish Government's Public Service Reform Programme

148.

149.

150.

151.

The Committee understands that some City and Growth Deals have now
been confirmed as part of the UK Autumn Budget 2024. W e ask the Scottish
Government to keep the Committee updated about its discussions with the
UK Government on progressing projects in Scotland previously committed
to by the predecessor UK Government under the range of EU replacement
funds.

In our Budget 2024-25 Report, the Committee noted how critical the Scottish
GovernmentÕs public service reform is to the sustainability of the Scottish Budget
and ensuring effective delivery of public services. We concluded that Òwe expect to
see greater focus from the Scottish Government on developing and delivering this

reform programme at a quicker pace in the months and years to comeÓ.30

The Scottish GovernmentÕs second six-monthly update to the Committee on
progress with its public service reform programme (PSR) was received on 23

September 2024, having been delayed from May due to the UK general election. 67

This delay limited the CommitteeÕs ability to fully examine the update, which states
thatÑ

There is a pressing requirement for reform to ensure fiscal sustainability.
However, the route to achieving that fiscal sustainability is not about a focus on
reduction in services, it is about reducing the demand for public services
(ÔpreventionÕ) and changing the model of service delivery for better results. In
short this is about focussing on improving outcomes, and ultimately improving
peopleÕs lives.

The update also sets out the intended outcomes of the PSR programme as
followsÑ

¥ Òto ensure public services remain fiscally sustainable, by reducing the costs
and reducing long-term demand through investment in prevention,

¥ to improve outcomes, which will improve lives and reduce demand, and

¥ to reduce inequalities of outcome among communities in Scotland, recognising
the need not just for improved outcomes, but a focus in policy and delivery on
those most disadvantaged.Ó

The update groups the activity under this programme into three broad categories of:
(1) driving efficiency and effectiveness, (2) service change and prevention, and (3)
enabling structures. Progress over the last eight months has included cash savings
of £5.5 million in 2023-24 and £15 million in 2024-25 through Òspecialist property
negotiation around asset strategy for the Single Scottish Estate, liabilities for lease
ends and rates combined with expert financial managementÓ. The Scottish
Government estimates further savings of £8 million in 2025-26 and 2026-27.

Finance and Public Administration Committee
Report on Pre-Budget Scrutiny 2025-26 - Managing Scotland's Public Finances: A Strategic Approach, 9th Report, 2024
(Session 6)

33



152.

153.

154.

155.

156.

Through its Commercial Value for Money programme, £4 million of cashable and
£600,000 non-cashable savings have been delivered Òwith little or no impact on
policy deliveryÓ, and a further £50 million of savings are projected in 2026-27.

Progress with individual projects is also included in the update, along with a copy of
the draft Ministerial Control Framework (MCF): The Approvals Process for the
Creation of New Public Bodies in Scotland: Guidance for SG Directorates (May
2023). The MCF restates the Scottish GovernmentÕs policy that any new public
body should only be set up as a last resort and sets out criteria to be met before
any new public bodies are created.

The AGS is due to publish a report on financial sustainability and reform in
November 2024, which Òwill give an assessment of the Scottish GovernmentÕs
progress in this area more fullyÓ. As with other written evidence, the Audit Scotland
submission was provided during the period June to August 2024, before the
Scottish GovernmentÕs progress update. The submission notes that Òthe AGS has
been clear on the urgency of reformÓ and has highlighted that better data on public
bodiesÕ workforces is urgently needed to ensure its workforce is sustainableÓ. The
submission went on to say that Òif reform is to be used as a tool to move the
Scottish Government towards an affordable medium-term financial position, its

financial plans should assess to what extent this is the caseÓ.31

The STUC further argued that progress with public service reform Òhas been limited

due to a context of increased post-pandemic demand and reduced resourceÓ68 ,
while the ALLIANCE said progress was difficult to assess due to a lack of

transparency regarding the Scottish GovernmentÕs plans and actions 25 . It strongly
recommended that the third sector is included as Òan equal partnerÓ in reform where
appropriate. ICAS suggested that Òthe strategic landscape still appears clutteredÓ,
improving productivity Òis a key gap in the strategyÓ and reform may need

investment to bring longer term benefits. 37 Comhairle nan Eilean Siar argued that
quicker progress with public service reform could be achieved through commitment

to firm milestones and timescales, and pilot projects. 32

The Committee heard, however, that good progress is being made in relation to
creating a single islands authority (SIA), with Òthe aim of improving services and
outcomes for Western Isles communities by development and implementation of
transformational public service reformÓ. Comhairle nan Eilean Siar suggested that,
while the main driver for creating a SIA is to achieve better outcomes, it could lead
to savings of around 3-5% which, it argued, should be reinvested in local public

services. 32

Various witnesses also told us that more investment is required in prevention and
early intervention, while it was also recognised that this can be challenging in the
context of financial pressures. Local authorities told the Committee that sustained
investment is needed in this area and that Òcouncils have the knowledge, expertise

and ability to scale up preventative approachesÓ.4 We also received suggestions
from Public Health Scotland (PHS) that (1) a new category of public expenditure on
preventative spend should be created to establish a benchmark and enable
investment to be tracked over time, and (2) a system of accountability for prevention

should be delivered. 7
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In terms of the public sector landscape, we learned that local municipalities in
Estonia had been reduced from 213 to 79, with the criteria of at least 5000
inhabitants per municipality. Government officials are working on a catalogue of
support services to identify opportunities for standardisation and a policy driven
reorganisation of Government agencies is taking place, and each is subject to

around 10% budget cuts. 3

The Committee is disappointed in the Scottish GovernmentÕ s delay in
providing the second update on its public service reform programme which
has limited the time available to fully scrutinise progress as part of our pre-
budget 2025-26 scrutiny .

However , we believe that the format of the update in clearly setting out
intended outcomes, activities, case studies, and progress including cash
savings already achieved, makes it much easier for the Committee to
measure progress. W e therefore request that the same format is used in
future six-monthly PSR updates. W e would also like to see more
information on the upfront costs allocated to reform and cumulative
savings.

As part of our effective decision-making inquiry , we learned that the
Scottish Government has expanded inward secondments. W e recommend
that it builds on this approach by considering adopting a more structured
model of enabling exchanges between staff in the public and private sector ,
including through flexible career pathways. In the short-term, the Scottish
Government should work with the private sector to encourage staff
exchanges on an informal basis and identify and address any potential
barriers before moving towards adopting a more structured approach. W e
further ask the Scottish Government to set out progress towards achieving
this model of working in its six-monthly updates to the Committee, to
enable scrutiny of progress.

The Committee is encouraged by the focus on preventative and early
intervention approaches within the Scottish GovernmentÕ s PSR
programme. W e ask the Scottish Government to consider and report back
to the Committee on the potential benefits, risks and costs, of introducing a
new category of public expenditure on preventative spend, which we were
told establishes a benchmark and enables investment to be tracked over
time.

We note Audit ScotlandÕ s plans to publish a full fiscal sustainability and
public service reform report later this year and look forward to using this
important document to inform our scrutiny of the Scottish Budget 2025-26.
We also intend to continue to examine progress with the PSR programme
as part of our Budget scrutiny , including with witnesses from the public
sector , some of whom continue to express concerns regarding the pace
and nature of progress.

The Committee looks forward to receiving further details of how the
Scottish Government will use our report on ScotlandÕ s Commissioner
Landscape: A Strategic Approach, to Òset the toneÓ of the review of the
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public sector landscape. W e also ask that the Ministerial Control
Framework is updated to reflect recommendations arising from the Ôroot
and branchÕ review of the SPCB-supported body landscape relating to
criteria for setting up new Commissioner-type bodies.

In our report on the Budget 2024-25, we said that Òwe would also like to see greater

progress with digitalisation, shared services and rationalisation of estatesÓ.30 The
Scottish GovernmentÕs latest update outlines that 143 automations have been
delivered through the Intelligent Automation Centre of Excellence, with a further 469
in the pipeline. It further notes that, over the next three years, Òimproving
productivity using AI enabled automation has the potential to yield additional
capacity equivalent to over 700 Full-Time Equivalents (FTE) across [the] Scottish

GovernmentÓ.67

During evidence we also received examples of good practice across the public
sector and local government in relation to digitalisation and use of AI. For example,
PHS is currently partnering with Police Scotland and the University of Edinburgh,
co-locating at the new Edinburgh Futures Institute, with the ambition of using Òdata,
evidence, expertise, and collaborative leadership to drive forward preventative

approaches in areas such as education and justiceÓ.7

Scottish Borders Council told the Committee that it is Òinvesting heavilyÓ in
digitalisation, for example, in relation to care, customer services, and online

payments, iPads in schools, and core finance and human resources systems. 55

However, COSLA told the Committee that a ÒrefocusÓ on joint working between the
Scottish Government and local authorities was needed to harness digitalisation and
AI Òin a safe wayÓ and ensure that Òno-one is left behindÓ. We further heard from
COSLA that, currently, Òthere is no one system that all local authorities are using,
although [É] there is an ambition to take that approachÓ. Planning was one area
highlighted as a possible Òfirst stepÓ towards achieving a Òkey cohesive spaceÓ in

relation to digital systems. 32

The Committee heard during our visit to Estonia what it means to be a global leader
in digital transformation, including how the approach works in practice as well as the
challenges associated with digital reform of the public sector. Currently, 99% of
EstoniaÕs public services are online and 99% of Estonian residents have an ID card,
with 70% of them using it regularly. During the 2023 Parliamentary elections, 51%
of Estonians voted online. 99% of patients have countrywide accessible digital
healthcare records and all prescriptions are digital. Officials report that Ò2000+ years
of working time [is] saved annually thanks to data exchangeÓ. The use of electronic

signatures alone is estimated to save at least 2% of the Estonian GDP each year. 3

While our visit has provided ideas and examples of good practice that could be
implemented as part of public service reform in Scotland, we recognise that Estonia
benefited from a very specific set of conditions in its digitalisation journey, which
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Photo 3: The CommitteeÕs fact-finding visit to Estonia included discussions with
Members of the Riigikogu Finance and Economy Committees

Source: Scottish Parliament

170.

171.

172.

cannot be directly replicated in Scotland. The lack of legacy systems in Estonia
following the breakup of the Soviet Union, combined with existing digital skills in the
countryÕs labour market during the early 1990s, and the emerging technologies of
the time, contributed to EstoniaÕs ability to build an almost entirely digital state.
Nevertheless, their experience shows the crucial importance of consistent
investment, collaboration with the private sector, coherence and interoperability of
systems, alongside transparency and public trust, to delivering successful public
service reform.

The recommendations on ICT and digitalisation below should be read alongside our
separate report on the visit, which sets out further detail of our discussions on

digitalisation with a range of organisations in the public and private sector. 3

Drawing on the experience of Estonia, where 1% of GDP is earmarked as
stable state funding for IT (since 1998), the Committee asks the Scottish
Government to consider whether Scotland should create a permanent
spending commitment on IT , which can endure beyond political cycles.

For the X-Road system in Estonia to work effectively in exchanging data,
while protecting against cyberattack, public sector systems must be
compatible with this central platform . The Committee previously heard that
public sector systems in Scotland are, however , rarely compatible with
each other . Enabling systems to communicate and exchange information
easily is a pre-requisite for the effective and efficient delivery of digital
public services. W e therefore recommend that as a first step the Scottish
Government should set a standard for the interoperability of any newly
created digital public service systems.

The Committee notes that public trust is seen as one of the main
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contributors to EstoniaÕ s successful digitalisation programme since the
1990s, built through the effectiveness of systems and transparency around
how personal data is being used, including at an individual level. As
explained in further detail in our separate visit report, Estonian citizens
have access to a state portal which sets out clearly how , when and by
whom their personal information is accessed and used. W e ask the
Scottish Government to adopt a similar approach as it develops and
introduces more digital and AI systems and processes that deliver public
services, ensuring that citizens are able to access and query the use of
their personal data.

We heard that meaningful collaboration with the private sector at the early
stages of planning and development of digital and AI projects is essential.
In Estonia, consultation with the private sector takes place before formal
procurement, an approach which ensures both the deliverability of
projects, and fairer competition between suppliers. The Committee
therefore requests that the Scottish Government considers whether current
public procurement processes in Scotland require to be updated, to ensure
that the private sector is able and empowered to contribute their expertise
to projects at an early stage.

We note the progress with, and examples of, automations and AI in both
the Scottish GovernmentÕ s update and during the evidence we heard.
Building on its current approach, the Scottish Government is asked to set
out how it plans to maximise digitalisation opportunities to improve
productivity in the public sector as well as in the delivery of public
services. W e further request details of how the Scottish Government
assesses and manages risks in relation to the use of AI in the public sector .

The Committee is deeply concerned about the Scottish GovernmentÕ s lack
of strategic approach to managing ScotlandÕ s public finances. There is little
evidence that medium- and long-term financial planning is taking place, and
year-on-year budgeting has also become challenging, with significant
emergency controls being required in each of the last three years.

While we recognise that devolved administrations have fewer flexibilities to
deal with ÔshocksÕ, many of the issues impacting the 2024-25 Budget Ð such
as higher than anticipated pay settlements, the council tax freeze, and
increasing social security payments - could have been foreseen and
mitigated when the Budget for 2024-25 was set last December . At the very
least, scenario plans could have been put in place to allow spending
commitments to be ÔflexedÕ to adapt to fiscal strain.

We also believe that if key strategy documents looking beyond the year ,
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such as the Medium-T erm Financial Strategy , Infrastructure Investment Plan
pipeline reset, T ax Strategy , and multi-year plans, had been published when
originally committed to, they would have ensured the Scottish Government
was considering the medium to longer term approach as part of its budget
planning. Repeated publication delays until after the next fiscal event have
unfortunately led to a perception of the Government being in a state of
inertia.

We note that the UK GovernmentÕ s plans for only one fiscal event a year
and regular UK Spending Reviews provide an opportunity for the Scottish
Government to carry out its own Scottish Spending Review (SSR) and
adopt multi-year budgets. W e urge the Scottish Government to ensure that
SRRs are undertaken with the same regularity from late Spring 2025
onward.

Taken as a package, the series of recommendations in our report are
designed to support the Scottish Government to achieve a much more
strategic and coherent approach to managing ScotlandÕ s finances in future.
We urge the Scottish Government to adopt them in full to place our
finances on a much more stable and sustainable footing.
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