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Economic context and forecasts 
The backdrop to the Budget has been the somewhat weak growth of economic output in Scotland, 

both relative to the UK as a whole, and relative to historic trend growth.  

Whilst growth in UK GDP per head has been weak, growing just 2.3% between Q1 2015 and Q2 

2017, Scottish growth has been weaker still, with per capita GDP growing at a quarter of that of the 

UK at 0.57%, over the same period. (Scottish GDP figures for Q3 2017 will be available later in 

January). Economic growth ‘matters’ in the sense that a larger economy tends to generate larger tax 

revenues. 

On the positive side, employment remains high (75%) and unemployment low (4%), roughly on a par 

with figures for the UK as a whole. But the combination of weak output growth with a strong labour 

market implies weak growth of productivity – the level of output generated per hour worked in the 

economy. By the end of 2016, productivity in Scotland was no higher than three years previously.  

Weak productivity growth in both Scotland and the UK has underpinned extremely weak earnings 

growth since the Great Recession. Indeed median earnings actually declined slightly in real terms 

between 2016 and 2017 in both Scotland and the UK. Declining real earnings clearly has implications 

for both living standards and government revenues. 

The Scottish Fiscal Commission’s economic forecasts 
This was the context for the Scottish Fiscal Commission’s economic forecasts, published in 

December. The SFC forecasts that the Scottish economy will grow 0.7% in 2018, half the rate that 

the OBR forecasts for the UK as a whole (1.4%). The SFC forecasts that the Scottish economy will 

grow consistently slower than the UK over the period to 2022 (Table 1). 

The SFC judges that the Scottish economy is ‘on trend but operating slightly above capacity’ (i.e. 

actual output is judged to be above potential output in 2017/18), with an output gap of 0.4% in 

2017/18. This implies that recent weaker performance of the Scottish economy is structural rather 

than cyclical, and limits the scope for ‘bounce-back’ in growth. This is not dissimilar from the OBR’s 

assessment of the UK, where the OBR argues that there is ‘little evidence either of much spare 

capacity or of much overheating, suggesting that the economy is operating near potential and that 

the output gap is small’. The OBR estimates an output gap for the UK of -0.2% in 2017/18. The 

differences between the OBR’s assessment of the UK output gap and the SFC’s assessment of the 

Scottish output gap is arguably not large; but the fact that weak Scottish economic growth recently 

represents above capacity growth will surprise some. 

The SFC’s forecasts for Scottish growth are slower than the OBR’s for the UK at least in part because 

the Scottish population is expected to grow more slowly than the UK population. But GDP per capita 

is also forecast to grow more slowly in Scotland than is the case for the UK. Reasons for slower GDP 

per capita growth in Scotland include: 



 The SFC forecasts slower productivity growth than the OBR. The SFC forecasts productivity 

growth of 0.5% in 2018/19, increasing to 1% by 2022/23. In contrast the OBR forecasts 

productivity growth rising from 0.9% this year to 1.2% by 2022/23. 

 The proportion of Scotland’s population aged 16-64 is projected to decline in Scotland but 

increase in the UK1. 

More generally, the SFC believes that limited growth in capital and operational expenditure in 

offshore oil and gas activity will mean that these activities will have less of a positive effect on the 

Scottish onshore economy than during the 2010-14 period. Furthermore, it believes that stronger 

Scottish GDP growth in 2015/16 was in part the result of strong growth in the construction sector 

which will prove temporary. And it thinks that there is limited capacity for increases in consumption 

as a source of economic growth, given the historically low savings ratio.  

Table 1 below summarises some of the core judgements and assumptions of the SFC for the Scottish 

economy, and compares them with the equivalent judgements made by the OBR for the UK 

economy in its November 2017 Economic and Fiscal Outlook. 

Table 1: Key economy forecast judgements compared, SFC for the Scottish economy (Dec 2017) 

and OBR for the UK economy (Nov 2017)  

  

2017-18 2018-19 2019-20 2020-21 2021-22 2022-23 

GDP 
OBR 1.5 1.4 1.3 1.3 1.5 1.5 

SFC 0.7 0.8 0.9 0.6 1.0 1.2 

GDP per 
capita 

OBR 0.9 0.8 0.7 0.7 0.9 1.0 

SFC 0.3 0.3 0.6 0.3 0.6 0.9 

Productivity 
OBR 0.9 0.7 0.9 1.0 1.1 1.2 

SFC 0.3 0.5 0.6 0.7 0.9 1.0 
Average 
annual 
earnings 

OBR 2.3 2.2 2.4 2.7 3.1 3.1 

SFC 1.8 2.3 2.4 2.6 2.9 3.2 

Employment  
OBR 1.0 0.6 0.3 0.3 0.3 0.3 

SFC 1.6 0.1 0.0 0.1 0.2 0.2 

Note: Figures represent percentage change on previous year. Figures for GDP per capita are on a 

calendar year rather than financial year basis; OBR figures for productivity growth are also on a 

calendar year 

 

The resource budget available to the Scottish Government in 2018/19 

In cash terms, the resource block grant from Westminster will be £26.86bn in 2018/19, an increase 

of £200m on 2017/18. But in real terms this is equivalent to a fall of £200m (0.8%). 

Of course the Scottish resource budget depends not only on the block grant, but also on the 

revenues raised from each tax devolved to Scotland, relative to the block grant adjustment (BGA) for 

each tax. The purpose and calculation of BGAs is set-out in Box 1. 

When the 17/18 budget was set, the devolved revenues were forecast to raise £71m more than the 

BGA (so budget £71m better off than without tax devolution), see Table 2. 

                                                             
1 Note however that the proportion of Scotland’s population that are of ‘working age’ is actually projected to 
increase over the next few years. The ‘working age’ population differs from the 16 -64 population because it 
takes into account planned increases in the state pension age. 



In the 2018/19 Budget, the devolved revenues are forecast to raise £362m more than the BGA. This 

is made up of the following elements: 

 Income tax is forecast to raise £366m more than will be ‘taken out’ of the budget through 

the income tax BGA. 

 Revenues from LBTT are forecast to raise £12m less than BGA; 

 Revenues from SLfT are forecast to raise £12m more than the BGA; 

Once this £362m is taken into account, the end result is that the resource budget is actually 

increasing by 0.3%, or £76m, in real terms between 2017/18 and 2018/19. 

Table 2: Components of Scottish resource budget, 2017/18 and 2018/19 

 2017/18 2018/19 2018/19 Real change 
  cash real % £ 

Block grant 26,679 26,860 26,469 -0.8% -210 

Revenues minus BGA: 
LBTT 79 -12  

SLfT -38 12 
IT 30 366 
Non-tax2 n/a -4 

Total 71 362 

Total 
resource 

budget 

26,750 27,222 26,826 0.3% 76 

 

Box 1: re-cap of Block Grant Adjustments and the Fiscal Framework 
 
For each revenue stream transferred to the Scottish budget following the Scotland Acts 2012 and 
2016, an adjustment is made to the Scottish block grant.  
 
These so-called ‘block grant adjustments’ are intended to reflect the revenues foregone by the UK 
Government as a result of transferring each tax to Scotland. 
 
There are two elements to the calculation of the block grant adjustments: 
 

 The initial deduction is simply equal to the tax revenues collected in Scotland in the year 
immediately prior to the devolution of the tax power. In the case of income tax for 
example, the Initial Deduction is the revenues raised from income tax in Scotland in 
2016/17. 

 The Indexation Mechanism is a measure of the growth rate of equivalent rUK revenues in 
subsequent years. In the case of income tax for example, it is a measure of the growth 
rate of income tax revenues in rUK in each year since devolution. Over the period to 
2020/21, the indexation method is calculated according to the Indexed Per Capita 
method. This calculates the growth rate of rUK revenues per capita, and applies this 
growth rate to the Initial Deduction, adjusting for Scottish population growth. 

 

                                                             
2 ‘Non-tax BGAs’ relate to fines, forfeitures and fixed penalties transferred from the UK to the Scottish 
Government 



Implicitly therefore, the BGAs provide an estimate of the level of income tax revenue that would 
have been raised in Scotland in a given year, had tax policy been the same in Scotland as in rUK, 
and had income tax revenues grown at the same rate in Scotland as in rUK since the tax was 
transferred. 
 
The BGAs for each tax are deducted from the Scottish Government’s block grant. What is added 
back into the Scottish budget are the revenues that are actually raised from each tax in Scotland.  
 
 
 
 
 
 
The key implication of the BGA arrangement is that, if the sum of the revenues raised from the 
devolved/ assigned taxes is greater than the sum of the BGAs, then the Scottish budget will be 
better off than it would have been without tax devolution.  
 
This could happen under two circumstances: if the tax base grows relatively more quickly in 
Scotland than in rUK; or if tax rates in Scotland increase relative to those in rUK.  
 
Of course the reverse could happen – Scottish revenues may grow relatively more slowly than 
those in rUK, in which case the Scottish budget will be worse off than it would have been without 
tax devolution. And if the Scottish tax base declines relative to the rUK tax base, it is possible that 
tax rate increases in Scotland – whilst raising revenue – are not sufficient to offset the more 
general decline in revenue raising activity. 
 
Scottish budgets are necessarily based on forecasts of BGAs and forecasts of revenues raised. 
Once outturn tax data becomes available, the forecasts of BGAs and revenues are reconciled to 
outturn in subsequent budget events. This could mean for example that if Scottish income tax 
revenues turn out to be higher than forecast, a subsequent Scottish budget may benefit from an 
upwards reconciliation. But the reverse is also equally likely.  
 
Issues with reconciliation pertaining to the 2018/19 Budget are discussed further in the text. In 
particular, Box 2 describes the reconciliation of 2016/17 LBTT and Landfill Tax forecasts to outturn 
which are set out in the 2018/19 Budget. 
 

 

Income tax 
The SFC’s forecast for income tax represents a significant downward revision compared to the 

forecast made by the Scottish Government at the end of 2016 (in the 2017/18 Draft Budget). The 

SFC has revised down the income tax revenue forecast for each year of the forecast period.  

The reasons for the downward revision are set out in Table 3.6 of the SFC report. Downward 

revisions reflect a combination of more recent income tax data; more recent outturn data on 

earnings and employment; modelling changes designed to better capture deductions and reliefs, and 

higher than assumed levels of incorporation (largely reflecting similar assumptions made by OBR for 

the UK). 

However, the significant downward revisions to the income tax revenue forecasts have not resulted 

in a worsening of the outlook for the Scottish resource budget compared to the 2017/18 Budget. 

Block grant Scottish 

budget 

Tax revenues 

raised in 

Scotland 

Block grant 

adjustments 



This is because the forecast for the income tax BGA has also been substantially revised down 

compared to this time last year. 

The downward revision to the BGA forecast reflects two things: 

 First, the SFC has forecast that Scottish income tax revenues in 2016/17 are likely to be 

lower than previously forecast. Scottish revenues in 2016/17 form the basis of the ‘initial 

deduction’ – the starting point from which the BGA is calculated in subsequent years. 

Revising down the Scottish forecast for 2016/17 thus results in a downward revision to the 

BGA. 

 Second, the OBR has revised down its forecast for the growth of UK income tax revenues 

compared to this time last year. Because the growth of the BGA is based on the growth rate 

of UK income tax revenues per capita, this means the BGA is now forecast to increase more 

slowly than it was in the 2017/18 Budget. 

In 2018/19, the SFC’s forecast for income tax revenues is £366m higher than the forecast of the 

income tax BGA. In fact Scottish revenues are forecast to be higher than the BGA in each year of the 

forecast. 

It might seem puzzling as to why Scottish revenues should be higher than the BGA when the forecast 

for Scottish economic growth is noticeably weaker. In effect, whilst the SFC does forecast that GDP 

per capita and productivity growth will be slower in Scotland than the OBR forecasts for the UK, the 

SFC forecasts that Scottish earnings will grow at the same rate in Scotland as the UK (as shown in 

Table 1). The implication of this is that, in the absence of tax policy differentiation, income tax 

revenues per capita are forecast to grow at the same rate in Scotland as in the UK.  

The implicit assumption of the SFC is thus that the link between Scottish economic performance and 

Scottish wage growth is relatively weak, with Scottish earnings forecast to grow at the same rate as 

those in the UK, even though productivity growth is forecast to be slower. There are a number of 

potential explanations. For example, it may be the case that Scottish wage settlements are 

influenced more heavily by UK-wide wage negotiations and settlements than they are influenced by 

Scottish productivity specifically. However the SFC has not in its report sought to articulate the 

extent to which its judgements about earnings growth are or are not influenced by its growth and 

productivity assumptions.  

The £366m gap in Scotland’s favour between Scottish revenues and the BGA in 2018/19 thus seems 

to reflect largely the result of policy decisions: 

 The SFC forecasts that the policy announcements in the 2018/19 Budget will raise about 

£160m after behavioural effects; 

 The decision to set the Higher Rate threshold in Scotland at £44,274 as opposed to £46,350 

is expected to raise around £150m3; 

 The residual of around £60m is thought to result from the decision to relax the public sector 

pay cap4. 

                                                             
3 The SFC’s costing of the HR threshold freeze is confusingly presented, and it is not entirely clear what 
revenues they forecast from this policy, although it is clear that the SFC’s forecast for the policy revenues in 
2018/19 does not differ markedly from previous forecasts. They have agreed to provide further clarity when 
they return from annual leave. In the meantime, the £150m figure provided here is based on previous 
forecasts by the Scottish Government and Fraser of Allander Institute. 



Under current forecasts, the gap between Scottish income tax revenues and the income tax BGA is 

forecast to grow in Scotland’s favour in each year of the forecast period.  

What would happen should either the forecast for Scottish revenues or the forecast for the BGA be 

subject to significant error? 

The forecasts for income tax revenues and the BGA in the 18/19 Budget are ‘locked in’ until 

reconciliation occurs. Outturn data for Scottish and rUK tax revenues will become available around 

15 months after the end of the financial year. So for 2018/19, outturn data will be available around 

summer of 2020 (part-way through financial year 2020/21). According to paragraph C52 of the Fiscal 

Framework Annex, ‘any difference in Scottish tax receipts or BGA compared to the original 

calculations will be incorporated into the equivalent funding for the following financial year’.  

Practically, this means that, if outturn Scottish revenues are £300m lower than the SFC has forecast 

(and the BGA is unchanged from forecast), reconciliation will imply a -£300m adjustment to the 

Scottish budget 2021/225. 

LBTT 

Compared to this time last year, the SFC is now forecasting somewhat higher revenues from 

residential LBTT, as a result of faster than expected growth in both prices and transactions in 17/18.  

In the 2018/19 Budget the Government announced a policy to increase the zero-rate band from 

£145k to £175k for first time buyers. This policy generates a maximum benefit for first time buyers 

of £600 (this being the effect of paying no tax rather than a 2% tax rate on the portion of a property 

purchase from £145k to £175k). 

The SFC forecasts that this policy will cost £5m in 2018/19. However it is forecast by the SFC that the 

policy will increase the number of first time buyer transactions by only 150-200 per year (partly 

because the decrease in tax is offset by forecast price increases).  

Compared to this time last year, the non-residential LBTT forecast has been revised down 

somewhat.  

Total LBTT revenues (residential and non-residential) are expected to underperform the BGA for 

LBTT by only £12m in 2018/19. In subsequent years, Scottish revenues are forecast to be slightly 

higher than the BGA for the remainder of the forecast period. 

Landfill Tax 

The forecast for Landfill Tax has been revised down slightly (by £12m) since this time last year, with 

revenues of £106m forecast in 2018/19. But revenues are still forecast to outperform the BGA 

slightly in each year of the forecast period. 

Faster than expected progress towards targets to reduce waste to landfill could result in revenues 

underperforming relative to forecast, whilst slower than expected progress (for example as a result 

of delays in incinerator capacity coming on stream) could result in revenues overperforming relative 

to forecast. 

                                                                                                                                                                                             
4 The SFC has not included the revenue effect of the public sector pay policy in its report, but has agreed to 
provide the information to the Finance and Constitution Committee.  
5 Equivalently, if the outturn BGA is £300m higher than forecast, but Scottish revenues are unchanged from 
forecast, there will be a -£300m adjustment to the Scottish budget in 2021/22. 



LBTT and Landfill tax: reconciliation to 2016/17 outturn data 
Budgets are initially set based on forecasts, but once outturn data is available, forecasts are 

reconciled to outturn. Box 2 describes the implications of reconciliation of the 2016/17 forecasts for 

LBTT and Landfill Tax to outturn.  

The important implication of Box 2 is that the Scottish budget 2016/17 ends up being £100m lower 

than the budget that was agreed in parliament as a result of reconciliation. 

Reconciliation of 2016/17 forecasts to outturn has some implications for government spending in 

2017/18, as outlined in the 2018/19 Budget. 

Box 2: Reconciliation to 16/17 outturn data 
 
In the 2016/17 Budget, the Scottish and UK Governments agreed a combined BGA for LBTT and 
Landfill Tax of £600m, which would be revised once outturn data was available (this BGA was set 
before the Fiscal Framework had been published, and thus before a formal process for calculating 
BGAs had been agreed).  
 
For the 2016/17 Budget, the Scottish Government forecast LBTT revenues at £538m and Landfill 
Tax revenues at £133m. 
 
The revenue forecast of £671m thus exceeded the BGA forecast by £71m. This can be confirmed 
by consulting Table 1.02 of the 2018/19 Budget. 
 
(NB the Scottish and UK Governments agreed to set the BGA for the 10p Scottish Rate of Income 
Tax equal to the revenue forecast of £4.9bn. Importantly the two governments also agreed not to 
reconcile either the BGA or the revenues to outturn during this ‘transition year’. Thus there are no 
issues of reconciliation to consider in relation to the Scottish Rate of Income Tax).  
 
Final audited outturn data on LBTT and Landfill Tax in 2016/17 is now available and is shown in 
Table 2.12 of the 2018/19 Budget. LBTT raised £483m whilst Landfill Tax raised £148m. 
 
Final audited outturn data is also available for the equivalent rUK taxes, from which it is possible 
to calculate the outturn BGAs. Table 2.12 of the 2018/19 Budget shows that the BGAs (calculated 
according to the IPC method) are £534m and £131m for LBTT and Landfill Tax respectively.  
 
The total revenues raised from the two taxes in 2016/17 was thus £631m, whereas the total BGA 
was £665m. Thus the BGA is £34m higher than revenues (Table 3). 
 
Table 3: Reconciliation of LBTT and Landfill Tax 2016/17 forecasts to outturn  

 LBTT Landfill Tax Combined 

Forecasts from 2016/17 Budget 
Revenues £538m £133m £671m 
BGA n/a n/a £600m 

Net difference   £71m 
Outturn data  

Revenues £483m £148m £631m 
BGA £534m £131m £665m 
Net difference -£51m £17m -£34m 

Total difference between budgeted difference and final difference -£105m 
 



 
So whilst the Scottish Government’s 2016/17 Budget was set on the basis that revenues would 
exceed the BGAs by £71m, outturn data reveals that that the BGAs actually exceeded revenues by 
£34m.  
 
Where is this £105m gap (between what was budgeted for and outturn) accounted for? In reality, 
part of the shortfall will already have been ‘reconciled’ during 2016/17 by virtue of the fact that 
the Scottish Government collects revenues from these two taxes during the year (so whereas it 
forecast total revenues during 2016/17 of £671m, it actually collected £631m). So £41m of the 
reconciliation happened during 2016/17 itself. 
 
The remaining £65m reconciliation, resulting from the upwards revision of the BGA from £600m 
to £665m will apply in-year to the 2017/18 Budget. In practice this is unlikely to mean that the 
Government reduces its planned expenditure in any area, but that the £65m is funded through 
Budget Exchange (previous years’ underspends).  
 

 

Non-Domestic Rates 
Non-Domestic Rates Income does not form part of the ‘Fiscal Framework’ agreed in 2016 and as 

such there is no ‘block grant adjustment’ for NDRI. Instead, NDRI are dealt with through the Barnett 

Formula, with NDRI in England effectively generating a negative consequential for the Scottish 

Budget6. 

The SFC forecasts that the underlying tax base for Non-Domestic Rates will grow at around the same 

rate as the Scottish Government was forecasting this time last year.  

But policy reforms (largely flowing from the Barclay Review) will cost £96m in 2018/19 (and similar 

amounts in subsequent years). The largest element of the policy cost (£42m) relates to the ‘Business 

Growth Accelerator’ (a 12 month delay before rates are increased when an existing property is 

expanded or improved and also before rates apply to a new build property). Smaller costs are 

associated with the introduction of various new reliefs (including for Day Nurseries and partial relief 

for Hydro Schemes). Transitional relief for businesses in Aberdeen is provided at an estimated cost 

of £15m. 

The decision to uprate the NDR poundage by the Consumer Prices Index rather than the Retail Prices 

Index is forecast to cost £24m. RPI is a largely discredited measure of inflation which tends to be 

higher than CPI. Moving from RPI to CPI indexation thus implies lower bill increases for business, and 

commensurately lower revenues for government. 

The Barclay Review of business rates in Scotland argued that business rates in Scotland should be 

indexed by CPI, but could not include this as a formal recommendation (as the Review was 

constrained to make recommendations that were revenue neutral).  

The decision of the UK Government in the Autumn Statement to index business rates in England to 

CPI rather than RPI generated consequentials for the Scottish budget. This is because – as NDRI is 

devolved to Scotland – revenues raised from NDRI in England in effect generate a negative 

                                                             
6 Allocations to English local government by the UK Government generate positive spending consequentials for 
Scotland. But where spending increases are funded by increased revenues from NDRI, the negative 
consequential ensures that the Scottish budget does not benefit from increases in English local government 
spending funded by increases in English NDRI. 



consequential for the Scottish budget. The reduction in forecast revenues from NDRI in England as a 

result of the UK Government’s decision to move from RPI to CPI indexing generates £23m 

consequentials for the Scottish Government in 2018/19, effectively offsetting the policy cost.  

 

Expenditure plans 

In the 2018/19 Budget, the Government’s spending plans suggest that its resource spending will 

increase by 0.9% in real terms. But as shown in Table X, the Government’s resource budget is 

increasing just 0.23% in real terms.  

How can the government announce spending increases of 0.9% if its budget is increasing by just 

0.23%? This reflects the fact that it presenting its spending plans, the Government shows the 

2018/19 allocations with the allocations made in the Draft Budget 2017/18. But during the 2017/18 

year, things change. On the one hand there are underspends and movements into and out of 

‘Budget Exchange’. On the other hand, additional consequentials were allocated to the Scottish 

budget during the course of the 17/18 financial year. These additional resources are reflected in the 

assessment of the Scottish budget in Table 1.02, but not in the proposed spending plans (Table 

1.05). Annex 1 of the Budget helpful reconciles the differences between these two tables.  

The fact that the additional resources for 2017/18 are included in the budget outlook but not in the 

comparison of spending plans, explains how portfolio spending can apparently increase slightly 

faster than the implied increase in the Scottish resource budget.  

In terms of spending allocations by portfolio, broad points to make include: 

 Health spending increases by £400m (2% in real terms), keeping the Government on course 

to meet its health spending commitment (to increase spending on health by £500m more 

than inflation by the end of the parliament). 

 The Scottish Police Authority sees its resource budget increase slightly in real terms. 

 Additional resources were announced to fund the expansion of childcare, and in the Pupil 

Equity Fund and Attainment Fund to support the closing of the attainment gap.  

 There were small real terms increases in college funding, and small real terms falls in HE 

funding. 

 Some organisations, including SEPA and SNH, see their budgets frozen in real terms. The 

Prison Service sees its budget decline by 1%. There is a slight real terms fall in the allocation 

for Tourism, but increases to the budget for Creative Scotland.  

 The Local Government capital budget falls by 2% in real terms, or by 1.4% in real terms once 

various specific grants are included. 

The SPICe briefings include more detail on expenditure plans, both overall and for local government 

specifically. 

Bear in mind that any pay settlements will need to be funded through these allocations. Here there 

is an underappreciated but important technical point to be made about deflators (explained in Box 

3). 

Box 3: Deflators 
 
The inflation faced by consumers is measured by the Consumer Prices Index (CPI). The CPI 
influences wage settlements, and is running at around 3%.  
 



The inflation faced by the public sector is normally measured by the GDP deflator rather than CPI. 
This is a broader measure of inflation in the economy than CPI, encompassing prices of all the 
goods and services that comprise GDP, including movements in the prices of private and 
government consumption, investment and in the relative price of exports to imports – the terms 
of trade. The GDP deflator in 2018/19 is 1.5%, around half CPI.  
 
So when we say for example that the spending allocation to a particular portfolio is flat in real 
terms in 2018/19, this does not mean that the allocation is up 3% in cash terms; it means the 
allocation is up 1.5% in cash terms. If the allocation for health in 2018/19 was deflated by CPI 
rather than the GDP deflator, the allocation would represent a real terms increase of 0.5% rather 
than 2%. 
 
Thus what is seems like a relatively technical point about deflators has important implications for 
the likely spending pressures facing public services.  
 

 

Capital spending is funded through the block grant from Westminster, and can be ‘topped-up’ 

through use of the capital borrowing powers. 

In 2018/19, the Scottish Government’s capital block grant will increase by 6% in real terms to 

£3.36m. Additionally, it will be allocated £481m of ‘Financial Transactions’. 

The Government has indicated that it plans to use its capital borrowing powers in full in 2017/18 and 

2018/19 (although final decisions will be ‘taken over the course of the year reflecting an ongoing 

assessment of programme requirements). If the Government does use its capital borrowing powers 

in full in 2017/18 and 2018/19, it will have used almost half of its total capital borrowing cap of 

£3bn. 

 

 


