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Finance and Constitution Committee 

2nd Meeting, 2018 (Session 5), Monday 15 January 2018 

Draft Budget 2018-19 (Expenditure) 
Purpose 
1. The purpose of this paper is to provide background information in advance of the
Committee’s oral evidence session with Derek Mackay, Cabinet Secretary for Finance
and the Constitution, on the expenditure proposals in the Draft Budget 2018-19.

2. Until 2016-17, the Committee’s scrutiny of the Draft Budget focussed on the
expenditure side of the budget and all elements of the Draft Budget were covered in a
single evidence session with the Cabinet Secretary. However, as a result of increased
powers over taxation being devolved to the Scottish Parliament, the previous
Committee and the Scottish Government agreed that scrutiny of the Draft Budget would
take place over two separate oral evidence sessions, with one considering the revenue
side and the other expenditure.

3. The Committee took evidence on the revenue side of the Draft Budget at its
meeting on 10 January 2018.

Draft Budget 2018-19 

4. The Draft Budget 2018-19 along with its accompanying documents was
published on 14 December 2017 and are available via the following links—

 Scottish Budget: Draft Budget 2018-2019
 Scottish Draft Budget 2018-2019: equality statement
 Scotland Performs Update
 Scottish Government Public Sector Pay Policy for 2018-19
 Carbon Assessment of the 2018-19 Draft Budget
 Annex C to Draft Budget: Portfolio budgets and plans to level 3

5. A SPICe briefing note on the Draft Budget and a SPICe briefing note on Local
Government Finance were published on 18 December 2017 and are attached to this
note.  

Written submission 

6. The Scottish Women’s Budget Group provided a written submission. This is
attached to this note.

Conclusion 

7. The Committee is invited to consider the above in its evidence session with the
Cabinet Secretary for Finance and the Constitution.

Committee clerks, January 2018 
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Executive Summary
Draft Budget 2018-19 will be remembered for the restructuring by the Scottish Government
of Scottish Income tax rates and bands. Instead of the current three bands, the Scottish
Government propose having five bands in 2018-19, set at rates of 19%, 20%, 21%, 41%
and 46%. A briefing on the Tax proposals of the Draft Budget is published alongside this
briefing.

It was also the first budget where the Scottish Fiscal Commission produced forecasts for
the devolved taxes and Scottish economy. The SFC was markedly more cautious with its
economic growth forecasts than any other Scottish forecaster and anticipates rates of
Scottish growth significantly lower than the Office for Budget Responsibility's UK forecasts.

The proposed income tax policy changes are forecast to generate an additional £164m in
2018-19 relative to existing Scottish Government income tax rates and bands.

For the Scottish budget to be better off than it would otherwise have been without fiscal
devolution, the SFC forecasts need to exceed the size of the block grant adjustment now
made to the budget to account for taxes being devolved to the Scottish Parliament. The
SFC forecast that total devolved tax receipts will exceed the block grant adjustment by
£366m in 2018-19, which will more than compensate for the Resource budget reductions
predicted after the UK Budget 2017 on 22 November. Forecast tax receipts will ultimately
be reconciled with outturn when final tax receipts are known.

Draft Budget 2018-19 allocates budgets for a single year, despite the overall spending
envelope being known through to 2019-20. This will be the fourth consecutive Draft Budget
that has allocated monies for a single year.

In terms of the amounts being allocated by Draft Budget 2018-19, Total Managed
Expenditure in 2018-19 will exceed £40bn for the first time. Of this, the discretionary
element of the Budget is the Resource and Capital allocations, which total just under
£32bn. Resource expenditure will increase after inflation by 0.9% in 2018-19 and Capital
(including Financial Transaction and Borrowing) by 10.3%.

Health and Sport remains the largest spending area by some distance, comprising 41.4%
of the total discretionary spending power. The next largest is Communities, Social Security
and Equalities, which includes Local Government and comprises 27.8% of Resource plus
Capital.

As in previous years, a number of different interpretations can be put on the allocation to
local government. A dedicated detailed briefing on local government is published
alongside this briefing. The core local government revenue settlement (General Revenue
Grant plus Non Domestic Rates Income) is shown as falling by 2% (-£184m) in real terms
between 2017-18 and 2018-19. When Specific Revenue Grants are taken into account,
there is a small cash increase in Total Revenue funding for 2018-19 (+£3m). In real terms,
this results in a reduction of 1.4% (-£135m).

These are draft proposals and commence a period of parliamentary scrutiny and political
negotiation as the Scottish Government seeks a majority support from MSPs for 2018-19
Scottish tax and spend.

Draft Budget 2018-19, SB 17-89
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Context
Draft Budget 2018-19 1 was published on 14 December 2017 and presents the Scottish
Government's draft spending and tax plans for 2018-19. This commences a period of
parliamentary scrutiny and political negotiation as the Government seeks parliamentary
support for its tax resolutions and budget bill in advance of the new financial year.

The 2018-19 draft budget contains the first devolved tax forecasts undertaken by the
Scottish Fiscal Commission (SFC), which was established on a statutory basis on 1 April
2017. As well as producing point estimates for each of the devolved taxes (including non-
domestic rates income) for the next 5 years, the SFC is also tasked with producing
forecasts for Scottish economic growth and spending forecasts for the newly devolved
social security areas.

The economic outlook for Scotland continues to be uncertain. There is still a lack of clarity
about what a final Brexit deal might look like, as well as ongoing challenges in the north
sea oil and gas sector and a projected decline in the working age population. However, the
Scottish labour market has held up well, with employment currently standing at 74.9% and

unemployment at 4.1%, 2 albeit earnings growth has not kept pace with inflation.

Economic growth has been quite weak in recent times, which combined with more people
in work, implies that Scottish productivity (the average contribution of each worker to
national output) has been disappointing.

In its Economic Commentary published two days before the draft budget, the Fraser of
Allander Institute stated:

The SFC has forecast economic growth of 0.7% in 2018, and generally has significantly
more cautious Scottish forecasts for growth than other economic forecasters (see table 1
below).

Table 1: Comparative Scottish Growth figures

2017 2018 2019 2020

Fraser of Allander 4 1.2% 1.2% 1.4% 1.4%

Ernst & Young 5 0.8% 1.4% 1.6% 1.7%

PWC 6 1.3% 1.2%

Scottish Fiscal Commission 7 0.7% 0.7% 0.9% 0.6%

The SFC also includes forecasts for 2021 (+0.9%) and 2022 (+1.1%).

Like the SFC for Scotland, the Office for Budget Responsibility (OBR) is mandated to
produce economic growth forecasts for the UK. The OBR growth forecasts for the UK are
presented in table 2 and are significantly higher than the SFC's Scottish forecasts.

“ on balance, the combination of over two years of weak growth, a projected decline in
Scotland's working age population, and ongoing challenges in the oil and gas sector,

mean that Scotland will do well to match UK Growth over the next two years 3 ”

Draft Budget 2018-19, SB 17-89
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Table 2: OBR UK Growth figuresOffice for Budget Responsibility, 2017

2017 2018 2019 2020

1.5% 1.4% 1.3% 1.3%

Draft Budget 2018-19, SB 17-89
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The overall budgetary outlook
Under the terms of the Fiscal Framework 9 agreed between the UK and Scottish
Government to implement the Scotland Act 2016 powers, the size of the Scottish Budget is
now determined by three elements (see figure 1).

• The block grant allocation from the UK Budget - changes in this block are determined
by increases or decreases in English spending on functions that are ‘comparable’ to
those devolved to the Scottish Parliament.

• A block grant adjustment (BGA), which is essentially a forecast of the revenue the UK
Government has foregone by devolving taxes to the Scottish Parliament.

• A Scottish Fiscal Commission (SFC) produced forecast for the revenue raised from
taxes devolved or transferred to the Scottish Government.

Figure 1: How is the Scottish Budget determined?

These three elements plus the capital borrowing powers devolved by Scotland Act 2016,
comprise the spending power of the Scottish budget.

Table 1.02 of the Draft Budget document presents the Scottish budget through to financial
year 2019-20 in cash terms. This shows the budget will grow in cash terms by 2.5% in
2018-19 (1.0% in real terms) and 1.8% in 2019-20 (0.4% in real terms). Within this, Fiscal
Resource spending, for day-to-day expenditure, will grow by 0.7% in 2018-19 and by 0.2%
in 2019-20. In real terms (2017-18 prices), Fiscal Resource spending will fall by 0.8% in
2018-19 and fall by 1.2% in 2019-20.

On the Capital side, growth in 2018-19 including financial transactions and the Capital
borrowing powers devolved by Scotland Act 2016, which the Scottish Government state
that they intend to use in full, will be 7.1% in 2018-19 and 7.9% in 2019-20. Adjusted for
inflation, Capital spending will increase by 5.6% in 2018-19 and 6.4% in 2019-20.

As is discussed in Box 1 below, for a number of reasons the figures in table 1.02 of the
Draft Budget differ to the totals actually allocated amongst portfolios in the document --
annex A of the Draft Budget provides a reconciliation. The next section of the briefing
looks at the total allocations for Resource, Capital and annually managed expenditure
(AME) and how these are distributed amongst portfolios.

Although the Scottish budget is known through to 2019-20 for Resource and 2020-21 for
Capital, this document only allocates these monies for one financial year, 2018-19. This
will be the fourth Draft budget in a row that has allocated monies for a single year.

Draft Budget 2018-19, SB 17-89
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As mentioned, the Scottish Government intend to "make use of the full £450m available in
2018-19" for capital borrowing. This will need to be repaid in subsequent years, and the
Draft Budget states on p35 that the borrowing will be drawn from the National Loans Fund
with an assumption of repayment over 10 years, an interest rate of 2 per cent, repaid from
2019-20.

Many of the numbers in this briefing are adjusted for inflation (presented in 'real terms'/

2017-18 prices) and the deflator used is the Treasury deflator 10 , as used in the Draft
Budget, which is 1.48% in 2018-19.

Draft Budget 2018-19, SB 17-89
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Box 1: The reconciliation of available funding with spending plans

The numbers presented in table 1.02 differ to the total amounts allocated by the
Scottish Government in the Draft Budget document. Annex A (pp183-185) provides a
helpful reconciliation of the available funding (table 1.02) to the proposed spending
plans. There are a number of reasons for the differences which are summarised
below:

• The 2017-18 baseline numbers in the spending plans reflect the plans as at
Budget Bill 2017-18 for that year to show a like-for-like comparison against
2018-19 plans.

• As such, the budget figures in table 1.02 include additional Barnett
consequentials for 2016-17 and 2017-18 from UK fiscal events since the relevant
Budget Bill, whereas the spending plans do not.

• 2017-18 and 2018-19 spending plans are underpinned by anticipated
underspends carried from the previous year.

• Machinary of Government changes, which relate to the transfer of responsibility
from the UK to Scottish Government are not reflected in table 1.02, but are
included in the portfolio spending plans.

• There are some anticipated budget transfers for Scotland Act 2016
implementation and administration, that are not reflected in table 1.02 but are
included in the spending plans in anticipation of being formally confirmed at a
future UK fiscal event.

• Non-Cash allocations are often more than required, and therefore not allocated to
portfolios in spending plans and subsequently returned to HM Treasury.

• Additional dwelling supplement (ADS) revenues are not included in 2016-17
spending plans because the legislation was not enacted at the time of the Budget
Bill 2016-17 passage.

• £29m was raised from freezing the Higher Rate tax threshold in 2017-18 at stage
2 of the Budget Bill. This is included in 2017-18 spending plans, but not in table
1.02.

• In 2018-19, £50m in accumulated revenues for the Queen's and Lord Treasurer's
Remembrancer is shown in the spending plans but not table 1.02.

Draft Budget 2018-19, SB 17-89
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SG Spending Limits — Cash Terms 2016-17 2017-18 2018-19

Scottish Government Funding (from Table 1.02) 30,661 31,869 32,679

Barnett Consequentials 12 -412

Budget Exchange/Reserve -11 203 158

Machinery of Government Changes 31 -1

Anticipated budget transfers 15 156 159

Unallocated Non-cash budget -209 -229 -196

Changes to LBTT -24

Changes to Income Tax 29

Queen’s and Lord Treasurer’s Remembrancer 50

Total Reconciling Items -217 -222 172

Scottish Government Spending Plans (from Table 1.05) 30,444 31,647 32,849

Draft Budget 2018-19, SB 17-89
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Budget allocations

Total allocations

Total Managed Expenditure (TME) comprises Fiscal Resource, non-cash Resource,
Capital and Annually Managed Expenditure (AME). TME in 2018-19 is £40,639m. Figure 2
shows how this is allocated. Fiscal Resource (which covers day-to-day expenditure) and
Capital (covering infrastructure spending) are the the elements of the budget over which
the Scottish Government has discretion. AME is expenditure which is difficult to predict
precisely, but where there is a commitment to spend or pay a charge, for example,
pensions. Pensions in AME are fully funded by HM Treasury, so do not impact on the
Scottish Government's spending power. Non-domestic rates are also classed as an AME
item in the budget and form part of Local Government spending.

Figure 2: Allocation of TME, 2018-19

Figure 3: Absolute change in Resource and Capital, 2017-18 to 2018-19 (2017-18
prices)

Draft Budget 2018-19, SB 17-89
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Figure 3 shows the real terms changes in Resource and Capital between 2017-18 and
2018-19. The Capital numbers include Financial Transactions and the £450m in proposed
borrowing in 2018-19.

Portfolio allocations

Resource and Capital allocations to portfolios for 2018-19, and how they have changed on
the previous year, are presented in Figure 4.

Figure 4: Fiscal Resource and Capital combined by portfolio, 2018-19

Figure 4 shows the Resource and Capital spending by portfolio and their cash and real
terms changes in 2018-19. Key points to note are as follows:

• Health and Sport is the largest portfolio, comprising 41.4% of the discretionary
spending power (Resource + Capital) of the Scottish budget in 2018-19. This is a
decrease on Health and Sport's share of the 2017-18 budget, which is 41.7%.

Draft Budget 2018-19, SB 17-89
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• The next largest portfolio is Communities, Social Security and Equalities, which
comprises 27.8% of the Resource and Capital spend combined. This portfolio
includes Local Government, which is the subject of another SPICe briefing.

• The Economy, Jobs and Fair Work portfolio has the largest percentage increase of
any portfolio, and will grow by over 64% in real terms in 2018-19. This is largely driven
by a steep rise in in Financial transactions being allocated to the portfolio in 2018-19.

• The only portfolios that are decreasing in real terms are Rural Economy and
Connectivity, which falls by 5.9% and Administration which falls by 1.5%.

Resource and Capital expenditure

Figure 5 below shows the split between Resource and Capital by portfolios. This shows
that most portfolios are heavily weighted towards funding day-to-day spending
commitments.

The Economy, Jobs and Fair Work portfolio has the highest proportion of its budget
comprising Capital expenditure (over 60%). This is a reversal of its position in Draft Budget
2017-18, where just 36% of its spend was on Capital. This change and the large real terms
increase in its overall portfolio spending power is driven by city deal capital funding and
financial transaction spend. The two other portfolios with over half of their spend coming
from Capital investment are Rural Economy and Connectivity and Environment, Climate
Change and Land Reform.

Figure 5: Resource and Capital split by portfolio, 2018-19

Draft Budget 2018-19, SB 17-89
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Taxation policies and revenue

Income tax

Draft Budget 2018-19 sets out the Scottish Government's proposed rates and bands for
income tax. They propose five bands in total, including two new bands: the creation of a
new "starter" band set at 19% and an intermediate band of 21%. The full rates and bands
are presented in the table below. The SFC forecast that these policy proposals will raise
an additional £164m in 2018-19 relative to the 2017-18 policy.

Table 3: Scottish Income Tax Rates and Bands for NSND Income

Proposed band Band name Proposed rate

Over £11,850 - £13,850 Starter 19%

Over £13,850 - £24,000 Basic 20%

Over £24,000 - £44,273 Intermediate 21%

Over £44,273 - £150,000 Higher 41%

Above £150,000 Top 46%

Overall, the SFC is forecasting revenues from non-savings non-dividend income tax of
£12,115m in 2018-19.

Further information on the income tax proposals of the Scottish Government can be found
in the SPICe briefing Draft Budget 2018-19: Taxes.

Devolved taxes

Land and Buildings Transaction tax and and Scottish Landfill tax have been devolved to
the Scottish Parliament since April 2015. The Draft Budget proposes no changes to the
existing rates and bands of LBTT in 2018-19.

Table 4: LBTT rates and bands

Residential transactions Non-residential transactions Non-residential leases

Band Rate Band Rate Band Rate

Up to £145,000 Nil Up to £150,000 0 Up to £150,000 0

£145,001 to £250,000 2% £150,001 to £350,000 3% Over £150,000 1%

£250,001 to £325,000 5% Over £350,000 4.50%

£325,001 to £750,000 10%

Over £750,000 12%

The Scottish Government also proposes retaining the Additional Dwelling Supplement
(ADS) in 2018-19 which is set at 3 per cent of the total price of the property for all relevant
transactions above £40,000.

In addition, subject to a consultation, the Scottish Government proposes introducing a new
LBTT relief for first-time buyers of properties up to a value of £175,000.

The SFC forecast that in total LBTT will generate revenues of £588m in 2018-19.

Draft Budget 2018-19, SB 17-89
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Table 5 sets out the Scottish Government's proposed rates and bands for Scotish Landfill
tax which will apply from April 2018 and compares them with the previous year.

Table 5: Scottish Landfill tax

2017-18 2018-19 % increase

Standard rate £86.10 £88.95 3.3%

Lower rate £2.70 £2.80 3.7%

These rates are the same as the planned UK Landfill tax rates for 2018-19. The Draft
Budget states that Scottish rates are set with issues around 'waste tourism' in mind --
namely the potential for waste moving across the Scotland/England border should one
country have a lower tax charge than the other.

The SFC forecast that Scottish Landfill tax will generate £106m in revenues in 2018-19.

Further information on the devolved tax proposals of the Scottish Government (including
coverage of non-domestic rates) can be found in the SPICe briefing Draft Budget 2018-19:
Taxes.

Block grant adjustment (BGA)

Changes to the Scottish Government's block grant will still be determined by the Barnett
formula, which reflects changes to UK spending areas that are devolved to the Scottish
Parliament.

The block grant is then adjusted to reflect the retention of some tax revenues in Scotland,
and in future will be adjusted to account for the devolution of new social security powers.

The initial BGA is equal to the UK Governments tax receipts generated in Scotland in the
year immediately prior to devolution. Baseline adjustments for LBTT and SLfT are already
based on outturn figures. However, outturn data for NSND income tax in 2016-17 (the year
prior to devolution) is still not available. As such, the initial BGA will be based on forecasts
until outturn data is available.

The OBR is responsible for producing forecasts which inform HM Treasury's calculation of
the BGA. However, for the 2018-19 Scottish Government budget, the Scottish Government
and HM Treasury have agreed to use the SFC's 2016-17 forecast (rather than the OBR)
for the baseline adjustment that informs the 2018-19 BGA. Draft Budget 2018-19 states:

An indexation mechanism is then applied to each initial adjustment. The planned
adjustments are shown in table 6.

“ This is a consequence of different methodological approaches taken by the SFC and
the OBR which, without this change in approach, would have meant that the 2016-17
baseline adjustment was not fiscally neutral as anticipated in the Fiscal Framework. ”

Draft Budget 2018-19, SB 17-89
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Table 6: Block grant adjustments and the SFC forecasts, 2018-19, £m

BGA (Indexed per capita) SFC forecast Difference between SFC forecast and BGA

Income tax (NSND) 11,749 12,115 366

LBTT 600 588 -12

SLfT 94 106 12

Total 12,443 12,809 366

The differences between the BGA and the SFC's forecasts will reflect

• different tax policies set by the Scottish and UK Governments

• different economic conditions

• different forecast methodologies used by the SFC and the OBR.

Under the terms of the Fiscal Framework agreement, the block grant adjustment will be
indexed using the Comparable Model (CM) and the results will then be adjusted to
“achieve the outcome delivered by Indexed Per Capita (IPC)”. Each year, block grant
adjustments will be produced based on both these mechanisms. Table 7 sets out the block
grant adjustments that would be implied by the two methodologies. As shown in the table,
use of the IPC methodology results in a smaller block grant adjustment than would be the
case under the CM methodology. The gap increases over time so that, by 2021-22, the
block grant adjustment is expected to be £165m lower than would be the case if the CM
methodology had been adopted.

Table 7: Block grant adjustments using alternative methodologies, £m

2018-19 2019-20 2020-21 2021-22

IPC 12,443 12,764 13,206 13,693

CM 12,509 12,862 13,336 13,858

Difference -66 -98 -130 -165

The forecasts for both Scottish tax revenues and the BGA are produced based on the
latest available information at the time of the Draft Budget. Once outturn data is available
for the Scottish tax revenues, a reconciliation will be carried out as per the timetable set
out in the Fiscal Framework. For Scottish income tax, outturn data is likely to be available
15 months after the end of the financial year and for LBTT and SLfT this is likely to be
available six months after the end of the financial year.

Draft Budget 2018-19, SB 17-89
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Capital and infrastructure
The 2018-19 capital allocations total £4,446.1m. This includes an assumed full utilisation
of £450m borrowing powers and £489m financial transactions money. This is a 10.3% real
terms increase on the equivalent capital budget for 2017-18.

Non-profit distributing (NPD) and hub programme

In recent years, the Scottish Government has used revenue financing to increase the level
of infrastructure investment that could be achieved through the capital budget alone.
Revenue financing means that the Scottish Government does not pay the upfront
construction costs, but is committed to making annual repayments to the contractor,
typically over the course of 25-30 years. The main forms of revenue financing are NPD,
revenue-hub and Regulatory Asset Base (RAB) funding which is used for rail
infrastructure.

In 2018-19, the Scottish Government plans to progress a number of existing projects using
NPD financing. Current NPD projects are the Aberdeen Western Peripheral Route, the
Edinburgh Royal Hospital for Sick Children and the Balfour Hospital, Orkney. The budget
does not state the value of investment in these projects in 2018-19. No new NPD projects
are currently being considered. The hub programme is being used to progress a range of
schools and community health projects using revenue financing.

As a result of new European accounting guidance (European System of Accounts 2010 –
ESA10), the budgeting treatment of NPD projects has changed. NPD projects are now
deemed to be public sector projects and require upfront budget cover to be provided from
the capital budget over the construction period of the asset. This compares with the budget
treatment for private sector projects, where the costs are treated as revenue costs and are
spread over the period (usually 25-30 years) over which the asset is used and maintained.
The change in treatment means that NPD projects impact on the capital budget, thereby
limiting the capital funds available for other projects. It is unclear how much of the capital
budget is accounted for by NPD projects.

The Scottish Government has been able to adjust the design of smaller revenue-hub
projects so that they can continue to be treated as private sector assets and financed
through the revenue budget as before.

Revenue financing and the 5% cap

Annual repayments resulting from revenue financed projects, such as NPD and hub
(revenue) projects, come from the Scottish Government’s revenue budget. The Scottish
Government has committed to spending no more than 5% of its total budget on
repayments resulting from revenue financing (which includes NPD/hub, previous PPP
contracts, RAB rail investment) and any repayments resulting from borrowing. Based on
current plans, the Scottish Government estimates that it will spend around 3.9% of its total
budget on such payments in 2018-19, rising to a peak of just under 4.3% in 2020-21. The
Draft Budget does not contain details of the anticipated revenue financing costs of
infrastructure projects in 2018-19.

Draft Budget 2018-19, SB 17-89
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Borrowing powers

The Scottish Government is able to borrow up to £450m in 2018-19 for capital investment.
The Draft Budget states that:

The Draft Budget also notes that:

As at December 2017, borrowing powers had not been used to increase capital
investment, although in earlier years they have been used to provide budget cover for the
NPD projects transferred to the public sector.

Financial Transactions

The Draft Budget includes £489m in 2018-19 for “financial transactions”. This relates to
Barnett consequentials resulting from a range of UK Government equity/loan finance
schemes (primarily the UK housing scheme, Help to Buy). Over the period 2012-13 to
2020-21, on the basis of current plans, financial transactions allocations will total £2.5bn.
The Scottish Government has to use these funds to support equity/loan schemes beyond
the public sector, but has some discretion in the exact parameters of those schemes and
the areas in which they will be offered. This means that the Scottish Government is not
obliged to restrict these schemes to housing-related measures and is able to provide a
different mix of equity/loan finance.

In 2018-19, a total of £221.3m has been allocated to housing-related schemes, including
Help to Buy (Scotland) and the Open Market Shared Equity (OMSE) Scheme. The
Scottish Government is also providing equity/loan finance support in areas other than
housing. For example, £80m of FT funding is being provided to support the Building
Scotland Fund aimed at boosting housebuilding, commercial property and research and
development

The budget document shows a profile for FTs by portfolio area, as set out in Table 8. The
£528m total in this table exceeds the £489m total given in Table 1.02 of the Draft Budget
document because £39m of FT allocations have been carried forward from the previous
year.

Table 8: Financial transactions in 2018-19

£m

Health and Sport 10.0

Education and skills 40.0

Economy, Jobs and Fair Work 180.0

Communities, Social Security and Equalities 256.3

Rural Economy and Connectivity 37.0

Culture, Tourism and External Affairs 4.8

Total 528.1

“ In order to maximise our commitment to investing in infrastructure, we will make use
of the full £450 million available in 2018-19.”

“ Final decisions on borrowing arrangements will be taken over the course of the year
reflecting an ongoing assessment of programme requirements.”

Draft Budget 2018-19, SB 17-89
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The Scottish Government will be required to make repayments to HM Treasury in respect
of these financial transactions. Repayments will be spread over 30 years, reflecting the
fact that the majority of FT allocations relate to long term lending to support house
purchases and the construction sector. The repayment schedule is agreed with HM
Treasury and is based on the anticipated profile of Scottish Government receipts. The first
repayment to HM Treasury is scheduled for 2019-20.

Real terms increases and decreases

Figure 6 presents the largest real terms level 2 budget line increases and decreases in
2018-19 on the previous year.

Figure 6: Largest real terms changes, 2017-18 to 2018-19, £m
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Local Government
This section of the briefing sets out a high level summary and analysis of the local
government budget for 2018-19. A dedicated detailed briefing on the local government
budget, and the settlement for local authorities, is also available on the SPICE Briefings
hub.

The last two fiscal years (2016-17 and 2017-18) have been characterised by reductions in
the core grant to local authorities, together with a number of changes to the way in which
the total amount of resources available to local authorities has been presented.

In response to the issues raised in during the 2017-18 budget process, and by the Budget
Process Review Group, the Scottish Government has made a number of changes to the
way in which the local government information is presented in the budget documents and
the local government finance circular. This means that the different figures are now much
easier to follow.

The total allocation to local government in the 2018-19 Draft Budget is £10,384.1m. This is
mostly made up of General Revenue Grant (GRG) and Non-Domestic Rates Income
(NDRI), with smaller amounts for General Capital Grant and Specific (or ring-fenced)
Revenue and Capital grants.

Once Revenue funding in other portfolios is included (as set out in the local government
finance circular), the "Total Core Local Government Settlement" is £10,507.1m. And, if all
funding outwith the local government finance settlement (but still from the Scottish
Government to local authorities) is included, the total is £10,868.1m. Finally, if "other
sources of support" are included the total rises to £11,334.1. In the remainder of this
briefing, which focuses on the year on year change figures, we concentrate on the
numbers within the central local government budget - that is, the breakdown of the
£10,384.1m figure in Table 10.13 of the Draft Budget. The dedicated local government
briefing contains further analysis of the local government finance circular. Table 9 below
sets out the local government budget breakdown in the Draft Budget.

Table 9: Local Government budget - compared to 2017-18 Draft Budget, as amended

Local Government 2017-18 2018-19
(cash)

Cash
change

Cash
change %

2018-19
(real)

Real
change

Real
change %

General Revenue
Grant

6,627.8 6,608.5 -19.3 -0.3% 6,512.3 -115.5 -1.7%

Non-Domestic
Rates

2,665.8 2,636.0 -29.8 -1.1% 2,597.6 -68.2 -2.6%

Support for Capital 653.1 598.4 -54.7 -8.4% 589.7 -63.4 -9.7%

Specific Resource
Grants

210.9 263.2 52.3 24.8% 259.4 48.5 23.0%

Specific Capital
Grants

133.4 278.0 144.6 108.4% 274.0 140.6 105.4%

Total Level 2 10,291.0 10,384.1 93.1 0.9% 10,232.9 -58.1 -0.6%

GRG+NDRI 9,293.6 9,244.5 -49.1 -0.5% 9,109.9 -183.7 -2.0%

GRG, NDRI and
SRG

9,504.5 9,507.7 3.2 0.0% 9,369.3 -135.2 -1.4%

Total Capital 786.5 876.4 89.9 11.4% 863.6 77.1 9.8%
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The Scottish Government guarantees the combined GRG and distributable NDRI figure,
approved by Parliament, to each local authority. If NDRI is lower than forecast, this is
compensated for by an increase in GRG and vice versa. Therefore, to calculate Local
Government's Revenue settlement, the combined GRG + NDRI figure is used. As in
previous years, a number of different interpretations can be put on the figures.

• The Draft Budget numbers show General Revenue Grant plus Non Domestic Rates
Income falling by 0.5% (-£49.1m) in cash terms, or 2% (-£183.7m) in real terms
between 2017-18 and 2018-19.

• When Specific Revenue Grants are taken into account, there is a small cash increase
in Total Revenue funding for 2018-19 (+£3.2m). In real terms, this results in a
reduction of 1.4% (-£135.2m).

• Total Capital funding, by comparison, increases by 11.4% (£89.9m) in cash terms, or
9.8% (£77.1m) in real terms, although this increase is due to an increase in specific
grants - general support for capital is decreasing in cash and real terms.

Local authorities must agree to a number of commitments to access the full funding
package, including maintaining teacher numbers, securing places for all probationers
under the teacher induction scheme and expansion of childcare.

Pay policy is discussed elsewhere in this briefing. SPICe notes that pay is delegated to
local authorities and so the Government's pay policy does not apply to council employees.
However, SPICe has estimated that, if local authorities were to match the Scottish
Government's pay policy, this would cost around £150m in 2018-19.

These are total costs and do not reflect the costs that would have been incurred in
awarding a 1% increase. When compared with the costs of implementing a 1% pay award,
the additional costs are around £90m i.e. the new pay policy would cost £90m over and
above the costs of a 1% pay settlement. These estimates relate only to the costs of the
pay policy and take no account of any additional costs relating to pay progression
(whereby staff progress through set pay bands on an annual basis, regardless of the basic
pay settlement). They also assume no change in the mix of staff and take no account of
adjustments that employers might make in order to maintain pay differentials between
staff.

As noted above, the funding available to local authorities for core services (GRG + NDRI)
is due to fall by £49.1m in cash terms, and "total Revenue" funding is increasing by £3.2m.
Therefore, councils may face challenges in matching this pay policy commitment.

This issue, and other detail around the local government settlement, is discussed in detail
in the dedicated local government briefing.
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Transparency of the budget
In June 2017, the Budget Review Group (BRG) published its final report 11 containing a
range of recommendations for how the budget process might be improved. Most of these
recommendations are for a revised process which will be agreed by Parliament in the new
year - and will be the subject of a future SPICe briefing. As such, they will not be in place
for the 2018-19 budget process.

However, recommendation 44 of the BRG report, contained a range of recommendations
that the Scottish Government should consider prior to Scottish Budget 2018-19, "in order
to improve the accessibility and transparency of the Budget". The Scottish Government
agreed to all recommendations in the report.

Recommendation 44 states that:

• The factual content of budget proposals is separated from any political narrative.

• There should be a consistent approach to the presentation of financial data within the
budget document. This financial information should be available to Level 3.

• Budget aggregates should be comparable year on year including reflecting the impact
of changes to Ministerial portfolios.

• The budget document should include historical analysis of financial information by
portfolio as well as against key budget aggregates (including capital and revenue
allocations).

• In addition, there needs to be clarity regarding the relationship between budget
allocations and available funding in different parts of the budget document. Spending
allocations across all portfolios within the budget document must be reconciled with
available funding.

• All aspects of Scottish Government expenditure should be separately identified within
the document on a consistent basis. Where allocations to individual organisations are
derived from different budget portfolios this needs to be set out consistently and
transparently.

• There should be consistency in the period covered by the Budget which should also
be retrospective covering at least two prior years as well as forward looking.

• Clear financial information on the operation of Scotland Act 2012 and 2016 powers.

• The provision of Level 4 financial information to be published alongside the publication
of formal budgetary information in the same manner as is currently the case.

The Financial Scrutiny Unit considers that the Scottish Government has been effective at
delivering on this recommendation in the budget documentation. However, in terms of
forward looking presentation, it would be beneficial to have more than single year
allocations.
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How might the budget change?
As mentioned above, publication of the Draft Budget commences a parliamentary scrutiny
process and political negotiation, as the Scottish Government seeks a parliamentary
majority for 2018-19 tax and spending. So how might the budget change prior to final
parliamentary votes on tax and spending proposals?

Last year's initial Draft Budget 2017-18 12 was amended during the Budget Bill's passage
through Parliament when an additional £220m funding was allocated. This was funded by:

• £125m in underspends from 2016-17 carried into 2017-18.

• £60m from the non-domestic rates pool.

• £29m from revenue raised by lowering the higher rate income tax threshold relative to
the initial draft budget proposal.

• £6m from lower than expected borrowing costs.

It is possible that some combination of additional resource may be necessary to achieve
the support of a majority of MSPs for the 2018-19 Budget Bill's passage.

On tax, the Scottish Government has proposed increasing income tax revenues relative to
current Scottish Government policies by £164m. However, they may need to go further or
reverse these to gain the support of another political party. Labour, the Green and Liberal
Democrats wish to see additional revenues generated from income tax, and the Scottish
Conservatives wish to see income tax rates and bands aligned with the rest of the UK.

On underspends, the Scottish Government usually has between £100m-£200m of
underspends in any given year. Alongside new tax powers, the Scottish Government now
has the option to place any underspends or tax surpluses in a Scotland Reserve. The
Cabinet Secretary now has a choice of whether to allocate these in the 2018-19 budget
(as he did previously prior to the creation of the Reserve) or place them in reserve to
smooth any subsequent shortfalls in tax receipts relative to forecast. Table 1 in the Annex
implies that £185m in underspends have already been built into Draft Budget 2018-19
spending plans, so scope for amending Budget Bill 2018-19 from 2017-18 underspends
would appear limited.

Use of the NDR pool to add to next year's spending power may be challenging. A recent

Audit Scotland report 13 showed that at the end of financial year 2016-17, the NDR
account showed a deficit balance of £297m. This means that the Scottish Government has
redistributed more to councils in recent years than councils have collected in receipts. The
Scottish Government has signalled an intention to bring the NDR account back into
balance over a number of years, although the Audit Scotland report stated that 'there is no
formal plan in place' to do so. Audit Scotland stated that:

“ The Scottish Government needs to develop and maintain a strategic plan of future
non-domestic rates distribution levels as part of its commitment to longer-term
financial planning. This should include the impact of addressing the deficit balance on
its overall financial position. ”
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Table 10.17 of the Draft Budget lays out how the Scottish Government plan to bring the
NDR account back into balance by the end of 2018-19.

The SFC forecast £2,810m will be collected by Local Authorities in 2017-18, while the
Scottish Government set the distributable amount at £2,666m for this year. This implies
that there is potential for the NDR account deficit to be reduced in the current financial
year from the £297m at the end of 2016-17 to £153m at the end of 2017-18 (SFC,
pp114-115).

Using the NDR pool to amend the Budget Bill may well still be an option for the Cabinet
Secretary. However, given the Scottish Government's intention of bringing the NDR
account back into balance, and the likelihood of the NDR account remaining in deficit at
the close of this financial year, room for manoeuvre in this area may be limited.
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Other issues
The Scottish Government published a range of documents alongside Draft Budget
2018-19 and some of the key points from these are summarised below.

Public sector pay

The Scottish Government published its Public Sector Pay Policy for 2018-19 alongside the

Draft Budget. 14 The Scottish Government 2018-19 pay policy lifts the 1% pay cap that
has been in place since 2013-14 (which itself followed a pay freeze in 2011-12 and
2012-13).

The main features of the 2018-19 pay policy are:

• a minimum 3 per cent increase for public sector workers who earn £30,000 or less

• a limit of 2 per cent on the increase in baseline paybill for those earning above
£30,000 and below £80,000

• a limit of £1,600 on the pay increase for those earning £80,000 or more

• a continuation of the requirement for employers to pay staff the real Living Wage
(currently £8.75 per hour)

• flexibility for employers to use up to 1 per cent of paybill savings on baseline salaries
for limited non-consolidated payments to certain employees or to address equality
issues.

The pay policy retains the features of previous pay policies in relation to:

• discretion for employers in relation to pay progression

• the suspension of non-consolidated performance related pay (bonuses)

• the commitment to no compulsory redundancies

• the expectation that there will be a 10% reduction in remuneration packages for new
Chief Executive appointments.

The pay policy does not apply directly to all public sector staff. It only directly affects the
pay of Scottish Government staff, and the staff of 44 public bodies, which together account
for around 9% of the Scottish public sector (around 37,000 staff). Large parts of the public
sector, such as local government and the NHS are not directly covered by the Scottish
Government’s pay policy and pay is determined separately for these groups, although
often in line with the Scottish Government's pay policy and - in some cases - with some
Ministerial control. The pay policy notes that:

“ This policy also acts as a benchmark for all major public sector workforce groups
across Scotland including NHS Scotland, fire-fighters and police officers, teachers and
further education workers. For local government employees, pay and other
employment matters are delegated to local authorities.”
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The estimated costs of implementing the 2018-19 pay policy, compared with the cost of a
1% cap, is £20m for those groups directly affected by the Scottish Government's pay
policy. Estimated costs for other groups are shown in Table 10. The Scottish Government
has varying degrees of influence on the pay settlement and negotiations of NHS staff,
police, firefighters, teachers and further education staff. For these groups, additional costs
associated with the new pay policy are estimated to total £120m. The Scottish
Government has no involvement in the pay negotiations of non-teacher local authority
staff. For this group, the additional costs of implementing the same pay policy are
estimated at £60m. If the pay policy was implemented across the whole Scottish public
sector, then the additional costs over and above the cost of a 1% pay increase are
estimated at £200m.

Table 10: Estimated additional costs of implementing the Scottish Government pay
policy, 2018-19

Influence of Scottish
Government pay policy

Estimated
total
costs

£m

Estimated additional
costs compared to 1%

increase

£m

Core Scottish Government, NDPBs,
Public Corporations, Departments and
Agencies

Pay policy applies directly 40 20

NHS (Agenda for Change, Medical and
Dental Staff and Senior Managers)

Pay award is aligned with public
sector pay policy

170 80

Police Officers, Firefighters, Teachers
and Further Education workers

Different levels of Ministerial
control on matters relating to
pay

90 40

Local government employees (except
teachers)

Pay and other employment
matters are delegated to local
authorities

100 60

Total for all groups 400 200

These estimates relate to the cost of the pay policy alone and do not take account of any
additional costs that might result from progression payments (whereby staff progress
through set pay bands irrespective of the pay settlement). In addition, the estimates
assume no change in the mix of staff and do not reflect any adjustments that employers
might make in order to maintain pay differentials between staff.

National Performance Framework

Since 2007, the Scottish Government has been operating an outcomes-based National

Performance Framework (NPF) 15 . The Scotland Performs website reports on progress of
government in Scotland, with indicators providing “a broad measure of national and
societal wellbeing, incorporating a range of economic, social and environmental indicators
and targets which are updated as soon as the data are available”.

To support scrutiny of the Draft Budget, the Government provides its annual Scotland

Performs Update 16 , published alongside the Draft Budget document. This includes a
Performance Scorecard section grouping together a selection of national purpose targets
and national indicators under relevant Scottish Parliament subject committee headings.
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Although this provides an interesting yearly snapshot, the Scorecard does not measure the
extent to which spend within portfolio/committee areas has contributed to improved or
declining performance. Neither does it give an overall assessment, or score, for each
portfolio area compared to previous years. It is therefore impossible to say from the
document whether Scottish Government spend has been more or less successful in
helping the SG achieve its goals.

The Update does include narratives for each of the 16 National Outcomes 17 . These
describe various case studies illustrating contributions made by various agencies and
policies towards outcomes. For example, the Government describes in some detail how its
£19 million spend on the recently established Work Able Scotland and Work First Scotland
employment services has helped people with disabilities and long-term health problems
back into the labour market. This spend has clearly contributed to the “We realise our full
economic potential with more and better employment opportunities for our people” national
outcome.

Earlier this year, the Budget Process Review Group published its Final Report 11 , which
included a section on the National Performance Framework and its use in the budget
process. Although the Group recognised that the Scorecards provided a basis for
performance reporting, “they require further development”. Specifically, the group
recommended:

Equality Budget Statement

The Draft Budget has been accompanied by an Equality Budget Statement 18 (EBS) for
the last nine years. The aim of the EBS published by the Scottish Government is to assess
the impact on equality of the various spending decisions made in the Draft Budget. This
year’s document sets out the strategic context for equality from events of the year. It
provides an overview of impacts by the equality protected characteristics established in the
Equality Act 2010. It has a thematic chapter on inclusive growth. The remainder of the
EBS document is taken up with a summary chapter for each Ministerial portfolio, e.g.
Health and Sport; Education and Skills, allowing a more detailed exploration of issues.

The inclusive growth chapter emphasises a place based approach. This includes the
creation of a Centre for Regional Inclusive Growth. The Centre will build on ongoing
inclusive growth diagnostic which is currently being undertaken in a number of economic
geographies and will be supported by the development of a monitoring framework. This
will complement and sit as an aligned framework to the refreshed National Performance
Framework, providing clear metrics for national, regional and local organisations to use to
track progress.

The majority of budget measures identified in the EBS are “not anticipated to have
negative impacts” on progressing equality. The document notes that a “negative

“ …that the Scottish Government ensures that any new policies, strategies or plans
clearly set out the outcomes they are aiming to achieve and the intermediate outputs,
measures and milestones that will be used to monitor progress towards this. It should
be clear how spending on the particular policy or activity will contribute towards
improving specific national outcomes in the NPF, including cross-cutting issues such
as equalities outcomes.”

Draft Budget 2018-19, SB 17-89

26



assessment at an early stage in the policy or budget process will mean that particular
proposals are not taken any further and do not appear in the Draft Budget. This is one of
the, perhaps less recognised, benefits of equality processes within the Scottish
Government”. However, there are some areas identified in the EBS where concerns are
expressed or need for change is emphasised. Some examples are now highlighted.

• A reduction in funding for Self-Directed Support could have a negative impact on the
range of individuals using social care services, including disabled adults and children.
However, the EBS document notes the revised figure is in line with actual
transformation spending in 2017-18 and should not significantly constrain the support
available or have negative equality impacts.

• It states the impact of income tax policy is limited to those who are in receipt of a
taxable income. In Scotland, there are almost two million adults with no income tax
liabilities due to low or no income, which is over 40 per cent of the 16+ population.

• It emphasises that public sector bodies need to deliver activities which promote
equality. For example, any additional activity associated with Scottish Enterprise’s £51
million increase in budget will require equality impact assessment by Scottish
Enterprise

• It notes City Region Deals have the potential to have a significant impact on equality
groups; however impact assessments have only been conducted for Aberdeen and
Inverness deals. This is in part due to the fact that data on protected characteristics is
limited at regional level. Still the need for improved equality assessments in this area
is stressed.

The document also outlines the EBS response to the Scottish Parliament’s Budget
Process Review Group, and concludes by stating the recommendations will take time to
fully develop and “this is particularly true for the recommendations around equality
assessment”.
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Executive summary
This briefing sets out a summary and analysis of the local government budget for 2018-19,
and the provisional allocations to local authorities.

The last two fiscal years (2016-17 and 2017-18) have been characterised by reductions in
the core grant to local authorities, together with a number of changes to the way in which
the total amount of resources available to local authorities has been presented.

In response to the issues raised in during the 2017-18 budget process, and by the Budget
Process Review Group, the Scottish Government has made a number of changes to the
way in which the local government information is presented in the Budget document and
the Local Government Finance Circular.

The total allocation to local government in the 2018-19 Draft Budget is £10,384.1m. This is
mostly made up of General Revenue Grant (GRG) and Non-Domestic Rates Income
(NDRI), with smaller amounts for General Capital Grant and Specific (or ring-fenced)
Revenue and Capital grants.

Once Revenue funding in other portfolios is included (as set out in the Finance Circular),
the "Total Core Local Government Settlement" is £10,507.1m.

And, if all funding outwith the local government finance settlement (but still from the
Scottish Government to local authorities) is included, the total is £10,868.1m. Finally, if
"other sources of support" are included the total rises to £11,334.1.

Key messages-

• The Draft Budget numbers show General Revenue Grant plus Non Domestic Rates
Income falling by 0.5% (-£49.1m) in cash terms, or 2% (-£183.7m) in real terms
between 2017-18 and 2018-19.

• When Specific Revenue Grants are taken into account, there is a small cash increase
in Total Revenue funding for 2018-19 (+£3.2m). In real terms, this results in a
reduction of 1.4% (-£135.2m).

• Total Capital funding, by comparison, increases by 11.4% (£89.9m) in cash terms, or
9.8% (£77.1m) in real terms, although this increase is due to an increase in specific
grants - general support for capital is decreasing in cash and real terms.

• The numbers in the Local Government Finance Circular contain a number of
additional Revenue funds to those in the Draft Budget. These changes mean that the
headline numbers are slightly different to those in the Draft Budget. "Total Revenue" is
shown as falling by 0.2% in cash terms (-£17.1m) and by 1.6% in real terms (-
£157.3m). The differences are explained in both the Draft Budget and in the Total
allocations section of this briefing.

• Between 2010-11 and 2017-18, if the spend on police and fire services in 2010-11 to
2012-14 is adjusted out, the local government Revenue Budget fell at a steeper rate
(-8.5%) than the Scottish Government Revenue Budget (-5.1%) (including Non-
Domestic Rates Income on both sides).
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• Looking at the more comparable years between 2013-14 and 2017-18, the local
government Revenue Budget fell by 6.9%, whereas the Scottish Government
Revenue Budget fell by only 1.6% (again, including Non-Domestic Rates Income on
both sides).

• Policy commitments for local government in 2018-19 focus on Early Years education
and childcare, teachers' pay for 2018-19, maintaining teacher numbers, the teachers'
induction scheme, and Health and Social Care.

• The ability to raise Council Tax by 3% has again been granted to local authorities for
2018-19. This could potentially raise an additional £77m for local authorities, if all 32
agree to raise Council Tax by the maximum 3%.

• SPICe notes that pay is delegated to local authorities and so the Government's pay
policy does not apply to council employees. However, SPICe has estimated that, if
local authorities were to match the Scottish Government's pay policy, this would cost
around £150m in 2018-19. As noted above, the funding available to local authorities
for core services (GRG + NDRI) is due to fall by £49.1m in cash terms, and "total
Revenue" funding is increasing by £3.2m. Therefore, councils may face challenges in
matching this pay policy commitment.

• When making comparisons on the provisional settlement for local authorities, on a
"like for like" basis, Argyll and Bute Council faces a fall in Total Revenue Funding of
4% in 2018-19, compared to a Scottish average of -1.8%. Midlothian Council sees the
smallest impact on Total Revenue Funding, of only -0.1%.

• Comhairle nan Eilean Siar receives roughly 200% of the Scottish Government
average for Total Revenue funding. Conversely, the City of Edinburgh receives 79% of
the Scottish Government average for Total Revenue funding. These figures reflect the
funding formula for local authorities as agreed by the Scottish Government and
CoSLA, in which the Council Tax base of individual local authorities and the Special
Islands Needs Allowance is taken into account.
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Understanding the local government
budget
Funding for local authorities in Scotland is drawn from a number of sources, but by far the
greatest portion of funding comes from the settlement from the Scottish Government. In
recent years this has been announced at the point of the Draft Budget, and can be
updated in advance of the Budget Bill. In addition, further allocations to local authorities
are made in-year.

Presenting the figures

As covered in previous SPICe briefings on the Scottish Government Draft Budget, the last

two fiscal years (2016-17 1 and 2017-18 2 ) have been characterised by reductions in the
core grant to local authorities, together with a number of changes to the way in which the
total amount of resources available to local authorities has been presented.

Presentation of the headline figures for local government can be complicated by-

• Whether 'Draft Budget' or 'Budget' figures for the previous year are used as the basis
for comparisons with previous years.

• Which number is used for the Scottish Government's direct grants to local government
- either the "Total Local Government" line or the the sum of "General Resource Grant
+ Non-Domestic Rates Income".

• Whether figures are presented in cash or real terms.

• Whether figures for "Total Estimated Expenditure" are used, which also include
income raised from Council Tax.

• Whether "other sources of support" are included. In 2017-18 this included funding for
Health and Social Care (also included in Health budget totals), and additional income
expected from Council Tax reforms.

Taken together, different combinations of these issues can lead to huge variations in the
headline £million and percentage change figures that are presented. This issue was
discussed in detail during the 2017-18 parliamentary budget process. For 2018-19, the
Government has made a number of changes to make presentation of the local government
numbers clearer and easier to follow. This is discussed in the Transparency section of this
briefing.

Transparency

Issues raised during the 2017-18 Draft Budget

The Local Government and Communities Committee, in its report to the Finance and

Constitution Committee on the Scottish Government's Draft Budget 2017-18 3 , expressed
concerns about the transparency of budget documentation. The Committee said it-
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It called for the Scottish Government to set out proposals for how the figures detailed in
the budget process could be more transparent, and concluded-

The Scottish Government responded-

Similar concerns about the transparency of budget documents were raised in the Budget

Process Review Group's Final Report 5 in June 2017. The Group, at Recommendation 44,
made various suggestions as to how budget document could be made more transparent.
This included the suggestion that there be a consistent approach to financial presentation
within the budget document, and a call for clarity regarding the relationship between
budget allocations and available funding in different parts of the budget document. The
Group stated that "spending allocations across all portfolios within the budget document
must be reconciled with available funding".

Changes in the 2018-19 Draft Budget

In response to the issues raised in during the 2017-18 budget process, and by the Budget
Process Review Group, the Scottish Government has made a number of changes to the
way in which the local government information is presented in the Budget document and
the Local Government Finance Circular.

In addition to Table 10.13, which sets out the level 3 breakdown of the local government
budget, the document now contains additional tables. These tables enable readers to track
funding from the Budget to the Local Government Finance Circular (Table 10.12) and to
see the full picture of funding outside the local government finance settlement (Table
10.20). The figures involved are set out in our analysis of the Draft Budget.

“ found it difficult to undertake rigorous scrutiny of the Draft Budget actual figures, not
only because of the shortened timetable this year but also the way in which the
budget allocations are presented and information is contained both in the draft Budget
and the Finance Circular”

Scottish Parliament Local Government and Communities Committee, 20173

“ The Committee believes that greater transparency is required, and that the Draft
Budget for local government, and the allocations to local authorities are very difficult to
follow. It is essential in scrutiny terms that this Committee and the Parliament as a
whole is clear on exactly how much money local authorities can be expected to
receive and from what sources and with what conditions, if any, on their purpose.”

Scottish Parliament Local Government and Communities Committee, 20173

“ This proposal is accepted and although the publication of the Draft Budget and the
local government finance settlement on the same day does not help, the Scottish
Government will undertake to provide as clear as possible the necessary
transparency. This could include full reconciliations between Draft Budget and Budget
figures; Draft Budget to Draft Budget figures; and the changes between the Draft
Budget figures and the total local government funding contained within the
consultation Local Government Finance Circular. The breakdown of funding outwith
the settlement can also be provided and consideration will be given to separating the
date of the Draft Budget and the Local Government Finance Settlement. ”

Scottish Government, 20174
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The local government funding formula

The funding formula for local government is set out in the 'Green Book' for Grant Aided

Expenditure 6 . The Scottish Government agrees with the Convention of Scottish Local
Authorities (CoSLA) the Total Revenue funding that will be made available for the duration
of the Spending Review, however in recent years the Draft Budget has been presented as
a single-year budget. The total amount of Revenue, funding when added to an assumed
amount of Council Tax income collected locally, must equal the Total Estimated
Expenditure (TEE).

The key building blocks used to calculate each local authority’s share of the available
funding are the service and sub-service Grant Aided Expenditure (GAE) assessments,
which make up the bulk of local authorities’ total estimated Revenue spending which and
is used to calculate the level of funding that the Scottish Government gives to each local
authority each year.

The method for funding local authorities is described in detail in a SPICe briefing paper for

the Local Government and Regeneration Committee 7 , issued in March 2014.

In addition to funding from the Scottish Government, there are other sources of income to
local government which are not taken into account when applying the funding formula. Net
Revenue Expenditure, which the funding formula is based around, is Gross Revenue
Expenditure, less other government grants, customer and client receipts, grants to third
parties funded by General Capital Grant, and other grants, reimbursements and
contributions. It is therefore the Net Revenue Expenditure that is to be financed from

General Revenue Funding, non-domestic rates, Council Tax and balances 8 .
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Draft Budget 2018-19 - Local government
funding

Local government total allocations

The total allocation to local government in the 2018-19 Draft Budget is £10,384.1m. This is
mostly made up of General Revenue Grant (GRG) and Non-Domestic Rates Income
(NDRI), with smaller amounts for General Capital Grant and Specific (or ring-fenced)
Revenue and Capital grants.

However, as noted elsewhere, this is not the full picture of the totality of funding for local
authorities in the Draft Budget.

Once Revenue funding in other portfolios is included (as set out in the Finance Circular 9 ),
the "Total Core Local Government Settlement" is £10,507.1m.

And, if all funding outwith the local government finance settlement (but still from the
Scottish Government to local authorities) is included, the total is £10,868.1m. Finally, if
"other sources of support" (set out in table 10.13 in the Draft Budget 2018-19) are included
the total rises to £11,334.1.

"Other sources of support" includes funding for Health and Social Care integration, which
is in the Health budget, and additional income from Council Tax reform changes. The
numbers for "other sources of support" in the budget tables do not include amounts
Councils could raise by increasing Council Tax by 3%, although this facility was referred to
by the Cabinet Secretary in his budget statement.
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Figure 1 - Scottish Government funding for local government, 2018-19

Funding figures are drawn from tables 10.12, 10.13, 10.19 and 10.20 of the Draft Budget
2018-19 document.

Of course, aside from government grant, Non-Domestic Rates Income, and income from
the Council Tax, local authorities also receive a range of other income, mainly from sales,
and fees and charges for services. However, while this is an important part of the bigger
picture of local authority finance, it generally does not play a part in the annual budget
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process. In addition, amounts are not known until outturn data is available, often around a
year after the end of the fiscal year in question.

Central and local government, and different political parties, will have different preferences
for what to include when discussing funding for local government. In this briefing, as
before, SPICe has set out how different figures are arrived at, to allow for the greatest
transparency in parliamentary scrutiny.

Our approach

In the total allocations section, we set out the different totals for local government.
However, in the remainder of this section of the briefing, which focuses on the year on year
change figures, we concentrate on the numbers within the central local government budget
- that is, the breakdown of the £10,384.1m figure in Table 10.13 of the Draft Budget, and
the headline numbers in the Local Government Finance Circular

The Scottish Government guarantees the combined GRG and distributable NDRI figure,
approved by Parliament, to each local authority. If NDRI is lower than forecast, this is
compensated for by an increase in GRG and vice versa. Therefore, to calculate Local
Government's Revenue settlement, the combined GRG + NDRI figure is used. Further
detail on NDRI within the Draft Budget 2018-19 can be found in the SPICe briefing on
taxation in the context of the 2018-19 Draft Budget (published on the same day as this
briefing and available on the SPICe digital briefings hub).

This briefing, reflecting recent changes to the Budget process and in line with the Scottish

Government's presentation, compares Draft Budget 2018-19 10 figures to those Draft
Budget 2017-18 figures as amended at Stage 2 of the Budget process, and figures are
given in both cash and real (2017-18), £million and percentage, terms.

Local government budget breakdown

Table 1 - Local Government budget - compared to 2017-18 Draft Budget, as amended

Local Government 2017-18 2018-19
(cash)

Cash
change

Cash
change %

2018-19
(real)

Real
change

Real
change %

General Revenue
Grant

6,627.8 6,608.5 -19.3 -0.3% 6,512.3 -115.5 -1.7%

Non-Domestic
Rates

2,665.8 2,636.0 -29.8 -1.1% 2,597.6 -68.2 -2.6%

Support for Capital 653.1 598.4 -54.7 -8.4% 589.7 -63.4 -9.7%

Specific Resource
Grants

210.9 263.2 52.3 24.8% 259.4 48.5 23.0%

Specific Capital
Grants

133.4 278.0 144.6 108.4% 274.0 140.6 105.4%

Total Level 2 10,291.0 10,384.1 93.1 0.9% 10,232.9 -58.1 -0.6%

GRG+NDRI 9,293.6 9,244.5 -49.1 -0.5% 9,109.9 -183.7 -2.0%

GRG, NDRI and
SRG

9,504.5 9,507.7 3.2 0.0% 9,369.3 -135.2 -1.4%

Total Capital 786.5 876.4 89.9 11.4% 863.6 77.1 9.8%
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The total allocation to local government in the 2018-19 Draft Budget is £10,384.1m a fall of
0.6% (-£58.1m) in real terms since 2017-18. This is mostly made up of General Revenue
Grant (GRG) and Non-Domestic Rates Income (NDRI), with smaller amounts for General
Capital Grant and Specific (or ring-fenced) Revenue and Capital grants. Broken down, this
is as follows-

• General Revenue Grant plus Non Domestic Rates Income falls by 0.5% (-£49.1m) in
cash terms, or 2% (-£183.7m) in real terms between 2017-18 and 2018-19.

• When Specific Revenue Grants are taken into account, there is a small cash increase
in Total Revenue funding for 2018-19 (+£3.2m). In real terms, this results in a
reduction of 1.4% (-£135.2m).

• Total Capital funding, by comparison, increases by 11.4% (£89.9m) in cash terms, or
9.8% (£77.1m) in real terms. However, this increase is due to an increase in specific
capital grants. General support for capital has reduced in cash and real terms.

Table 2 sets out the figures presented in the Local Government Finance Circular 5/2017 9

in real terms.

Table 2 - All Scotland aggregated funding totals 2017-19, cash and real terms

2017-18
(cash) (£m)

2018-19
(cash) (£m)

Cash
change (£m)

Cash
change %

2018-19
(real) (£m)

Real
change
(£m)

Real
change %

Total
Revenue

9,647.8 9,630.8 -17.1 -0.2% 9,490.5 -157.3 -1.6%

Total
Capital

786.5 876.4 89.8 11.4% 863.6 77.1 9.8%

Total
Funding

10,434.3 10,507.1 72.8 0.7% 10,354.2 -80.2 -0.8%

As noted in the transparency section of this briefing, the totals in the Local Government
Finance Circular differ to those in the Draft Budget. These are reconciled in the new tables
in the Draft Budget - there is £123m additional resource funding in the Circular compared
to the Draft Budget. This means that "Total Revenue" is shown as falling by 0.2% in cash
terms (-£17.1m) and by 1.6% in real terms (-£157.3m).

Local Government share of the Scottish
Government Budget

In the briefing Local government finance: facts and figures 2010-11 to 2017-18 11 , SPICe
looked at local government's share of the Scottish Government Budget over the long-term.
To ensure comparability, this was done on the basis of Resource + NDRI for the Revenue
Budget, and Capital for the Capital Budget. Due to the wide variations year-on-year in
Capital, Revenue and Capital figures were shown separately.

Looking at Revenue and Capital combined, local government's share of the Scottish
Government Budget (based on Resource, Capital and NDRI) is 32.5%, fall of 0.5
percentage points since 2017-18. This is, in effect, a balancing out of a 0.6% fall in local
government's share of the Scottish Government's Revenue Budget (25.7%), and a 0.8%
rise in local government's share of the Scottish Government Capital Budget (31.8%).
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Historical changes

The briefing, Local government finance: facts and figures 2010-11 to 2017-18 also looked
at real terms change over time, comparing the local government settlement to the Scottish
Government budget. Figure 2 updates the outturn data shown in Figure 3 from the facts
and figures briefing.

Due to the removal of police and fire funding from the local government settlement in
2013-14 onwards, figures for 2010-11 to 2012-13 have been adjusted to remove specific
grants for police and fire services. Further detail on this methodology, developed by Audit

Scotland, can be found in the facts and figures briefing 11 . Updated figures for 2017-18
have been agreed with Audit Scotland, and a further breakdown of long term trends for
individual local authorities will be included in the forthcoming 2018 SPICe facts and figures
briefing.

Figure 2 - Local government and Scottish Government budget, multi-annual real
terms change

This updated figure shows that the real terms trends previously observed have continued-

• Between 2010-11 and 2017-18, if the spend on police and fire services in 2010-11 to
2012-14 is adjusted out, the local government Revenue Budget fell at a steeper rate
(-8.5%) than the Scottish Government Revenue Budget (-5.1%) (including Non-
Domestic Rates Income on both sides).

• Looking at the more comparable years between 2013-14 and 2017-18, the local
government Revenue Budget fell by 6.9%, whereas the Scottish government Revenue
Budget fell by only 1.6% (including Non-Domestic Rates Income on both sides).
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Policy commitments

Commitments for 2018-19

As part of the Scottish Government's funding settlement, local authorities are expected to
meet certain commitments in return for the full funding package. For 2017-18, local
government was expected to maintain the pupil:teacher ratio at 2016 levels, and to secure
places for all probationers under the teacher induction scheme. These commitments can
have an effect on the funding available to local authorities to deliver core services.

The Local Government Finance Circular (5/2017) 9 sets out the funding commitments for
local authorities in 2018-19, summarised in Table 3 below.

Table 3 - local government funding commitments 2018-19

Commitment Value Where is it funded?

£52.2m Specific Resource Grant

£150m Specific Capital Grant

Early Years Education and Childcare

£11m Within General Resource Grant

Teachers' pay in 2018-19 £24m Within General Resource Grant

Maintaining teacher numbers £51m Within General Resource Grant

Teachers' induction scheme £37m Within General Resource Grant

Health and Social Care £66m Within General Resource Grant

While the commitments around early years education and childcare are funded as ring-
fenced specific grants, other commitments which local authorities must agree to meet are
funded within the general resource grant.

While this approach means that local government has more freedom over how to deliver
these priorities, CoSLA have argued that including commitments such as these within
overall presentation of the headline change in the local government budget means that the

core Revenue Budget is, in effect, lower than a flat cash settlement 12 13 . In calculating its
"cut of £153m for essential local government services", CoSLA takes the resource
commitments for Early Learning and Childcare expansion (£52.2m and £11m), Health and
Social Care (£66m) and teachers' pay (£24m), which together total £153m. CoSLA's
rationale is that, as local government is required to fund these commitments, in their view,

in reality "this is not a flat cash revenue settlement for local government." 13

Council Tax

The ability to increase Council Tax by 3% was introduced upon the end of the Council Tax
Freeze in 2017-18. At this point, twenty one councils opted to increase the Band D rate of
Council Tax (against which all other Bands are set) by the full 3%. Three councils chose
increases of 2% or 2.5%, and eight councils opted to apply no increase. The ability to raise
Council Tax by 3% has again been granted to local authorities for 2018-19.

Based on the assumption that all councils would apply an increase in 2018-19, the
Scottish Government detailed expected income of roughly £77m, the breakdown of which
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is detailed in Table 6 of the Annexe. In his statement to Parliament, the Cabinet Secretary
stated that including this additional Council Tax money "would secure a real-terms

increase in local government funding." 14

Public sector pay cap

Alongside the Draft Budget 2018-19, the Scottish Government published its 2018-19

Public Sector Pay Policy 15 . This includes a 3% pay rise for all earning less than £30,000;
caps the pay bill at 2% for all those earning more than £30,000; and limits the maximum
pay uplift for those earning over £80,000 to £1,600.

The Public Sector Pay Policy applies directly to 44 Public Bodies, and the Scottish
government state that-

SPICe notes that pay is delegated to local authorities and so the Government's pay policy
does not apply to council employees. However, SPICe has estimated that, if local
authorities were to match the Scottish Government's pay policy, this would cost around
£150m in 2018-19.

These are total costs and do not reflect the costs that would have been incurred in
awarding a 1% increase. When compared with the costs of implementing a 1% pay award,
the additional costs are around £90m i.e. the new pay policy would cost £90m over and
above the costs of a 1% pay settlement. These estimates relate only to the costs of the
pay policy and take no account of any additional costs relating to pay progression
(whereby staff progress through set pay bands on an annual basis, regardless of the basic
pay settlement). They also assume no change in the mix of staff and take no account of
adjustments that employers might make in order to maintain pay differentials between
staff.

As noted in the budget breakdown section of this briefing, the funding available to local
authorities for core services (GRG + NDRI) is due to fall by £49.1m in cash terms, and
"Total Revenue" funding is increasing by £3.2m. Therefore, councils may face challenges
in matching this pay policy commitment.

“ This policy also acts as a benchmark for all major public sector workforce groups
across Scotland including NHS Scotland, fire-fighters and police officers, teachers and
further education workers. For local government employees, pay and other
employment matters are delegated to local authorities.”

Scottish Government, 201715
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Allocations to local authorities
Local Government Finance Circular 5/2017 9 was published alongside the Draft Budget,
and contains provisional allocations to local authorities.

In response to calls for greater transparency, figures presented in Local Government
Finance Circular 5/2017 match those presented for the "Total Core Local Government

Settlement" within the Draft Budget 2018-19 16 document, which was not the case in
previous years. The circular also reflects increased reporting on reconciliations made in-
year.

Allocations in the circular are provisional and subject to consultation, therefore local
authorities should not set their final budgets on the basis of these figures. Any local
authority not intending to agree the offer, and associated terms, must notify the Scottish
Government by 19 January 2018. This is also the date by which any discrepancies
identified by local authorities or CoSLA should be raised with the Scottish Government.

Consultation on the figures presented in the circular will take place between the Scottish
Government and CoSLA in advance of the Local Government Finance (Scotland) Order
2018 being presented to the Scottish Parliament in late-February 2018. Final allocations
will be published in a circular in late-February.

Provisional Revenue allocations

In order to account for reconciliation and re-profiling in-year, the Scottish Government
provided further information setting out a breakdown of local government Revenue support
on a like-for-like basis between 2017-18 and 2018-19. Real terms change figures
represent these figures. It should be noted that there are significant funds still to be
distributed in 2018-19, and therefore final figures will be higher.

Figures for per head allocations and percentage of the Scottish average are based on
Total Revenue funding settlements, as set out in Column 12 of Annexe B of the Local
Government Finance Circular.
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Real terms change

Figure 3 - Provisional Revenue allocations, like for like comparison, real terms
change, %

Figure 3 shows that Argyll and Bute Council faces a fall in Total Revenue funding of 4% in
2018-19, compared to a Scottish average of -1.8%. Midlothian Council sees the smallest
impact on Total Revenue funding, of only -0.1%.
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£ per head

Figure 4 - Provisional Revenue allocations - £ per head

As in previous years, the three island authorities receive the greatest amount of Total
Revenue funding per head, which reflects the application of the Special Islands Needs

Allowance as set out in the local government funding formula 6 .
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Aberdeenshire, Aberdeen City and the City of Edinburgh have the lowest allocations per
head. As detailed in the SPICe briefing, The social impact of the 2017-18 local government

budget 17 , these three councils all receive a high proportion of income from Council Tax
(26% for Aberdeenshire and 29% for the other two councils) compared to the Scottish
average of 22% which will have an impact on the Total Revenue funding provided by the
Scottish Government.

The Scottish Government has made the commitment that no local authority will receive
less than 85% of the Scottish average per head in terms of Revenue support. This
includes funding from Council Tax income. The only local authority affected by this
adjustment in 2018-19, as in per last year, is Aberdeen City.
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Percentage of the Scottish average

Figure 5 - Provisional Revenue allocations - % of the Scottish average

Figure 5 shows the data presented in Figure 4 in percentage terms. This shows that, at the
highest level, Eilean Siar receives roughly 200% of the Scottish Government average for
Total Revenue funding. Conversely, the City of Edinburgh receives 80.7% of the Scottish
Government average for Total Revenue funding. However, as already noted, the "85%
floor" is now calculated on the basis of Revenue funding plus Council Tax income.
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Provisional Capital allocations

Figure 6 below shows the change from 2017-18 to 2018-19 in Capital allocations in real
terms, A full breakdown of the figures, and the actual allocations for 2018-19, are in Table
5 of the annexe. These are presented for information only and figures should be treated
with caution. The provisional distribution for the General Capital Grant is complicated as it
includes allocations for flood schemes. Where schemes have slipped and the grant paid in
a prior year exceeds the grant due, the scheme will show a negative value which will
reduce the total General Capital Grant payable to that Council, hence some of the outlier
figures in the chart below.

Figure 6 - provisional Capital allocations, real terms change, %
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As Capital grants can vary widely year to year depending on planned infrastructure
investment, looking at Capital funding over time does not show an accurate trend in local
government investment, so these figures are purely illustrative.
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Annexe

Table 1 - Local Government funding from Scottish
Government (cash) and percentage share

Revenue Capital Total

LG Total
Revenue

SG Revenue Fiscal
Resource Budget
Limit + NDRI

LG as
a %
of SG

LG Total
Capital**

SG
Capital
Budget
Limit

LG as
a %
of SG

LG
Total

SG total LG as
a %
of SG

2010-11 9,439.6 27,692.2 34.1% 472.2 3,335.0 14.2% 9,911.8 31,027.2 31.9%

2011-12 9,294.4 27,520.0 33.8% 607.2 2,762.0 22.0% 9,901.6 30,282.0 32.7%

2012-13 9,384.2 27,832.0 33.7% 450.8 2,676.0 16.8% 9,835.0 30,508.0 32.2%

2013-14 9,766.4 28,106.0 34.7% 552.2 2,508.0 22.0% 10,318.6 30,614.0 33.7%

2014-15 9,920.6 28,457.5 34.9% 839.0 2,690.0 31.2% 10,759.7 31,147.5 34.5%

2015-16 10,039.4 28,779.5 34.9% 856.3 2,734.0 31.3% 10,895.7 31,513.5 34.6%

2016-17 9,707.9 28,856.5 33.6% 606.9 2,891.0 21.0% 10,314.8 31,747.5 32.5%

2017-18 9,647.8 29,344.8 32.9% 786.5 3,087.0 25.5% 10,434.3 32,431.8 32.2%

% Change
2010-11 to
2017-18

2.2% 6.0% -1.2% 66.5% -7.4% 11.3% 5.3% 4.5% 0.2%

% Change
2013-14 to
2017-18

-1.2% 4.4% -1.9% 42.4% 23.1% 3.5% 1.1% 5.9% -1.5%

Source: Local Government Finance Circulars. Draft Budget 2015-16 (table 1.01), Draft Budget 2017-18 (table 1.01),
Draft Budget 2018-19 (table 1.02)

* GRG + Specific and Other Revenue; 2010-11 to 2012-13 adjusted for P+F

** Gereral Capital + Specific Capital + Capital Funding to be distributed later or directly to
SPT and Fire Boards. 2010-2011 to 2012-13
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Table 2 - Local Government funding from Scottish
Government (real 2017-18 prices) and percentage
share

Revenue Capital Total

LG Total
Revenue

SG Revenue Fiscal
Resource Budget
Limit + NDRI

LG as
a %
of SG

LG Total
Capital**

SG
Capital
Budget
Limit

LG as
a %
of SG

LG
Total

SG total LG as
a %
of SG

2010-11 10,545.0 30,935.0 34.1% 527.5 3,725.5 14.2% 11,072.5 34,660.5 31.9%

2011-12 10,235.3 30,306.0 33.8% 668.7 3,041.6 22.0% 10,904.0 33,347.6 32.7%

2012-13 10,123.9 30,025.8 33.7% 486.3 2,886.9 16.8% 10,610.2 32,912.7 32.2%

2013-14 10,359.3 29,812.2 34.7% 585.7 2,660.2 22.0% 10,945.0 32,472.4 33.7%

2014-15 10,372.5 29,753.7 34.9% 877.3 2,812.5 31.2% 11,249.7 32,566.3 34.5%

2015-16 10,426.5 29,889.2 34.9% 889.3 2,839.4 31.3% 11,315.8 32,728.6 34.6%

2016-17 9,859.8 29,308.0 33.6% 616.4 2,936.2 21.0% 10,476.2 32,244.2 32.5%

2017-18 9,647.8 29,344.8 32.9% 786.5 3,087.0 25.5% 10,434.3 32,431.8 32.2%

% Change
2010-11 to
2017-18

-8.5% -5.1% -1.2% 49.1% -17.1% 11.3% -5.8% -6.4% 0.2%

% Change
2013-14 to
2017-18

-6.9% -1.6% -1.9% 34.3% 16.0% 3.5% -4.7% -0.1% -1.5%
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Table 3 - Adjusted, provisional, "like for like"
Revenue allocations, cash and real terms change

Local Authority - like for
like comparison

2017-18 (cash)
(adjusted)

2018-19 (cash)
(adjusted)

Cash
change

Cash
change
%

2018-19
(real)

Real
change

Real
change
%

Aberdeen City 309.3 308.5 -0.8 -0.3% 304.0 -5.3 -1.7%

Aberdeenshire 396.5 394.5 -2.0 -0.5% 388.8 -7.7 -2.0%

Angus 189.9 189.0 -1.0 -0.5% 186.2 -3.7 -2.0%

Argyll & Bute 186.5 181.8 -4.7 -2.5% 179.1 -7.4 -4.0%

Clackmannanshire 88.3 88.6 0.3 0.4% 87.3 -1.0 -1.1%

Dumfries & Galloway 268.6 267.1 -1.5 -0.6% 263.2 -5.4 -2.0%

Dundee City 270.6 272.4 1.8 0.7% 268.5 -2.1 -0.8%

East Ayrshire 210.6 209.8 -0.8 -0.4% 206.8 -3.8 -1.8%

East Dunbartonshire 175.4 173.6 -1.8 -1.0% 171.1 -4.3 -2.4%

East Lothian 161.3 159.8 -1.6 -1.0% 157.4 -3.9 -2.4%

East Renfrewshire 170.8 167.7 -3.0 -1.8% 165.3 -5.5 -3.2%

Edinburgh, City of 669.5 669.4 -0.1 0.0% 659.7 -9.8 -1.5%

Eilean Siar 93.1 92.1 -1.0 -1.0% 90.8 -2.3 -2.5%

Falkirk 261.1 260.8 -0.2 -0.1% 257.0 -4.0 -1.5%

Fife 597.2 593.8 -3.3 -0.6% 585.2 -12.0 -2.0%

Glasgow City 1,137.3 1,137.8 0.6 0.0% 1,121.3 -16.0 -1.4%

Highland 421.6 417.8 -3.8 -0.9% 411.7 -9.8 -2.3%

Inverclyde 153.8 153.1 -0.6 -0.4% 150.9 -2.9 -1.9%

Midlothian 145.3 147.4 2.1 1.4% 145.2 -0.1 -0.1%

Moray 149.8 149.6 -0.3 -0.2% 147.4 -2.4 -1.6%

North Ayrshire 253.1 253.7 0.6 0.2% 250.0 -3.1 -1.2%

North Lanarkshire 571.5 569.8 -1.7 -0.3% 561.5 -10.0 -1.8%

Orkney 66.1 66.8 0.8 1.1% 65.8 -0.2 -0.3%

Perth & Kinross 234.3 232.3 -2.0 -0.9% 228.9 -5.4 -2.3%

Renfrewshire 286.0 285.8 -0.2 -0.1% 281.6 -4.4 -1.5%

Scottish Borders 194.3 193.4 -0.9 -0.4% 190.6 -3.7 -1.9%

Shetland 79.3 78.3 -1.0 -1.2% 77.2 -2.1 -2.6%

South Ayrshire 186.5 184.7 -1.7 -0.9% 182.1 -4.4 -2.4%

South Lanarkshire 523.0 519.0 -4.0 -0.8% 511.4 -11.6 -2.2%

Stirling 158.0 157.8 -0.3 -0.2% 155.5 -2.6 -1.6%

West Dunbartonshire 172.9 172.1 -0.8 -0.4% 169.6 -3.3 -1.9%

West Lothian 293.2 294.5 1.3 0.4% 290.2 -3.0 -1.0%

Scotland 9,074.5 9,043.0 -31.5 -0.3% 8,911.4 -163.2 -1.8%
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Table 4 - Provisional Revenue allocations - per head

2018-19 actual 2016 mid year population Per head % of scottish average

Aberdeen City 319.002 229,840 1,388 79.8%

Aberdeenshire 403.276 262,190 1,538 88.4%

Angus 194.688 116,520 1,671 96.1%

Argyll & Bute 187.451 87,130 2,151 123.7%

Clackmannanshire 92.288 51,350 1,797 103.3%

Dumfries & Galloway 276.266 149,520 1,848 106.2%

Dundee City 285.459 148,270 1,925 110.7%

East Ayrshire 219.455 122,200 1,796 103.3%

East Dunbartonshire 178.335 107,540 1,658 95.3%

East Lothian 165.104 104,090 1,586 91.2%

East Renfrewshire 171.700 93,810 1,830 105.2%

Edinburgh, City of 696.574 507,170 1,373 79.0%

Eilean Siar 93.609 26,900 3,480 200.1%

Falkirk 269.510 159,380 1,691 97.2%

Fife 615.603 370,330 1,662 95.6%

Glasgow City 1,209.707 615,070 1,967 113.1%

Highland 430.946 234,770 1,836 105.5%

Inverclyde 159.870 79,160 2,020 116.1%

Midlothian 152.678 88,610 1,723 99.1%

Moray 153.621 96,070 1,599 91.9%

North Ayrshire 265.993 135,890 1,957 112.5%

North Lanarkshire 594.032 339,390 1,750 100.6%

Orkney 67.615 21,850 3,095 177.9%

Perth & Kinross 239.094 150,680 1,587 91.2%

Renfrewshire 299.095 175,930 1,700 97.7%

Scottish Borders 199.095 114,530 1,738 99.9%

Shetland 79.034 23,200 3,407 195.9%

South Ayrshire 193.576 112,470 1,721 99.0%

South Lanarkshire 539.756 317,100 1,702 97.9%

Stirling 162.116 93,750 1,729 99.4%

West Dunbartonshire 181.309 89,860 2,018 116.0%

West Lothian 304.660 180,130 1,691 97.2%

Scotland 9,400.517 5,404,700 1,739 100.0%
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Table 5 - Provisional Capital allocations

Total Capital
funding

2017-18 Total
general
Capital
grant
payable

Specific
Capital
grants -
settlement

Total
Capital
funding
(2018-19)

Cash
change

Cash
change
%

2018-19
(real)

Real
change

Real
change
%

Aberdeen City 26.2 23.7 0.3 24.0 -2.2 -8.4% 23.6 -2.5 -9.7%

Aberdeenshire 32.7 37.1 0.4 37.5 4.8 14.8% 36.9 4.3 13.1%

Angus 12.4 12.6 0.2 12.8 0.3 2.7% 12.6 0.2 1.2%

Argyll & Bute 14.6 12.9 0.1 13.1 -1.6 -10.6% 12.9 -1.7 -11.9%

Clackmannanshire 5.9 5.4 0.1 5.5 -0.4 -6.7% 5.4 -0.5 -8.0%

Dumfries &
Galloway

23.6 21.7 0.2 21.9 -1.7 -7.3% 21.6 -2.0 -8.6%

Dundee City 26.8 20.2 0.2 20.4 -6.4 -23.9% 20.1 -6.7 -25.0%

East Ayrshire 15.6 12.7 0.2 12.9 -2.7 -17.4% 12.7 -2.9 -18.6%

East
Dunbartonshire

10.6 9.6 0.1 9.7 -0.9 -8.5% 9.6 -1.0 -9.8%

East Lothian 12.4 12.1 0.1 12.2 -0.2 -1.3% 12.0 -0.3 -2.7%

East Renfrewshire 7.9 7.2 0.1 7.3 -0.6 -7.5% 7.2 -0.7 -8.9%

Edinburgh, City of 83.5 49.4 28.6 78.0 -5.4 -6.5% 76.9 -6.6 -7.9%

Eilean Siar 9.3 8.1 0.0 8.1 -1.2 -13.3% 8.0 -1.4 -14.5%

Falkirk 18.2 14.6 0.2 14.8 -3.4 -18.7% 14.6 -3.6 -19.9%

Fife 37.8 32.7 2.0 34.7 -3.1 -8.3% 34.2 -3.6 -9.6%

Glasgow City 144.5 68.0 68.1 136.1 -8.4 -5.8% 134.1 -10.3 -7.2%

Highland 36.9 41.0 0.3 41.3 4.4 11.9% 40.7 3.8 10.3%

Inverclyde 9.7 8.3 0.1 8.4 -1.3 -13.2% 8.3 -1.4 -14.5%

Midlothian 9.9 9.8 0.1 9.9 0.0 0.2% 9.8 -0.1 -1.3%

Moray 8.9 10.8 0.1 11.0 2.0 22.9% 10.8 1.9 21.1%

North Ayrshire 32.4 0.0 1.9 1.9 -30.5 -94.2% 1.9 -30.5 -94.2%

North Lanarkshire 35.6 29.8 2.9 32.6 -2.9 -8.2% 32.1 -3.4 -9.6%

Orkney 7.0 6.4 0.0 6.4 -0.5 -7.8% 6.3 -0.6 -9.1%

Perth & Kinross 18.7 16.8 0.2 17.0 -1.6 -8.8% 16.8 -1.9 -10.1%

Renfrewshire 17.8 16.1 0.2 16.3 -1.5 -8.2% 16.1 -1.7 -9.5%

Scottish Borders 18.2 26.1 0.2 26.3 8.1 44.5% 25.9 7.7 42.4%

Shetland 7.2 6.6 0.0 6.6 -0.6 -7.8% 6.5 -0.7 -9.2%

South Ayrshire 12.2 11.1 0.2 11.2 -1.0 -8.3% 11.1 -1.2 -9.6%

South Lanarkshire 31.8 27.6 1.3 28.9 -2.9 -9.1% 28.5 -3.3 -10.5%

Stirling 11.4 10.6 0.1 10.7 -0.7 -5.9% 10.6 -0.8 -7.3%

West
Dunbartonshire

10.3 14.5 0.1 14.6 4.3 41.1% 14.4 4.0 39.0%

West Lothian 16.6 15.0 0.2 15.3 -1.3 -8.0% 15.0 -1.6 -9.4%

Undistributed 0.0 0.0 150.0 150.0 150.0 147.8 147.8

Total 766.4 598.3 259.0 857.3 90.9 11.9% 844.8 78.5 10.2%

SPT 20.1 19.0 19.0 -1.1 -5.5% 18.8 -1.4 -6.8%

Total 786.5 598.3 278.1 876.4 89.8 11.4% 863.6 77.1 9.8%
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Table 6 - Predicted Council Tax income from 3%
increase, 2018-19

Local Authority 2018-19 Potential Council Tax Increase, based on 3% increase, £ million

Aberdeen City 3.566

Aberdeenshire 4.055

Angus 1.510

Argyll & Bute 1.510

Clackmannanshire 0.719

Dumfries & Galloway 2.022

Dundee City 1.867

East Ayrshire 1.626

East Dunbartonshire 1.849

East Lothian 1.582

East Renfrewshire 1.550

Edinburgh, City of 8.191

Eilean Siar 0.319

Falkirk 2.028

Fife 4.992

Glasgow City 8.365

Highland 3.638

Inverclyde 1.052

Midlothian 1.362

Moray 1.240

North Ayrshire 1.863

North Lanarkshire 3.981

Orkney Islands 0.268

Perth & Kinross 2.394

Renfrewshire 2.517

Scottish Borders 1.677

Shetland Islands 0.280

South Ayrshire 1.788

South Lanarkshire 4.217

Stirling 1.451

West Dunbartonshire 1.226

West Lothian 2.241

Scotland 76.945
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Abbreviations
CoSLA - Convention of Scottish Local Authorities

DB - Draft Budget

DEL - Departmental Expenditure Limit

GAE - Grant Aided Expenditure

GRG - General Revenue Grant

LG - Local Government

NDRI - Non-Domestic Rates Income

OT - Outturn

P+F - Police and Fire

SG - Scottish Government

TEE - Total Estimated Expenditure
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Draft Budget and Equality Budget Statement 2018-19 
Initial response from Scottish Women’s Budget Group 

Scottish Women’s Budget Group (SWBG) is an independent analysis and campaign 
group that aims to promote gender analysis in public policy and public finance decisions 
through budgetary processes.  SWBG has focused on encouraging active gender 
analysis in the Scottish Budget process since 2000 and has been instrumental in 
securing significant changes to the process and awareness amongst officials and 
elected decision makers.  Part of an international network of gender budgeting 
campaigners and practitioners, SWBG has consistently drawn upon experience from 
elsewhere to inform and develop the approach to gender budget analysis in Scotland. 

Draft Budget 2018-2019 
The comments here are necessarily brief and do not reflect the full range of questions 
and considerations that arise from the Draft Budget and Equality Budget Statement.  
This short response focuses on the following key areas 
• Social Contract
• Taxation
• Local Government
• Housing and Homelessness
• Childcare
• Infrastructure
• Budget process

Social Contract 
Framing Scotland’s finances as the means of cementing and securing the social 
contract between government and the people of Scotland is an important and welcome 
signifier of aspiration and intent.  For it to be meaningful there has to be a deep 
understanding of the different lived realities of women and men in all our diversity.  That 
means ensuring that the generation and analysis of essential data is properly resourced 
and applied in policy making, including in improved practice of equality impact 
assessment that robustly identifies and addresses enduring and intersectional 
inequalities between women and men.  

It also means ensuring that the links across government economic and social policy, 
which are clearly articulated through the welcome commitment to inclusive economic 
growth, are sustained in the narrative, analysis and implementation of policy.  There has 
been a significant amount of work by the women’s sector in Scotland, including SWBG, 
and successive parliaments and government seeking to advance gender equality.   
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Those efforts are not, however, consistently reflected in the narrative and policy focus 
evidenced in the budget documents.  Two specific examples of where this inconsistency 
in operationalising gender knowledge undermines the positive rhetoric on gender 
equality are the limited definition on infrastructure investment and what constitutes 
economic activity.    

First, the unprecedented and highly valued investment in public childcare provision 
appears intermittently as a core area, but otherwise social care is absent from 
considerations of investment.  The principles for embedding gender analysis in 
investment proposed by SWBG, Engender, Women’s Enterprise Scotland, Close the 
Gap and others in response to the consultation on the Scottish National Investment 
Bank have not been integrated into thinking on SNIB and investment more widely. 

The second example is the persistence in referring to women as “economically inactive” 
(p.8, Equality Budget Statement). While the structural constraints of economic models 
and gendered roles are acknowledged, to refer to women who are not currently active in 
the labour market (in paid employment) as economically inactive, shows a disappointing 
lack of depth to the Scottish Government’s understanding of women’s economic reality 
and the enduring undervaluing of unpaid work in caring and provisioning.  Furthermore, 
‘economically inactive’ is a technocratic term that not only masks the contribution of the 
care economy, central to the social contract, but it  also ignores the daily economic 
realities of everyone’s lives as we pay our taxes on goods and services, pay for travel 
and utilities etc. 

To be consistent and sincere about the social contract, the Scottish Government and 
parliamentarians must build and retain a robust and engaged understanding of  
women’s economic  activity, and recognise and value the contribution of unpaid care in 
sustaining a productive and inclusive economy.  This Draft Budget, like budgets before 
it, lacks gender competence.  Good intentions do not take the place of appropriate, 
informed, and evidenced analysis of need and spend before budgets are constructed.  
The failure to use tools such as gender budgeting force the budget process into a post 
hoc defensive response. Using public monies to address structural flaws in our 
economy, spend, and revenue generation and ensuring robust incorporation of gender 
budgeting in specific portfolios would build capacity and analytic infrastructure.  SWBG, 
as always, is happy to support development of such gender budgeting to transform 
Scotland’s budget process rather than continue to tinker at its edges. 
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Taxation 
SWBG have maintained over many years that setting tax policy and utilising Scotland’s 
taxation powers is essential to delivering the ‘strong public services’ that the Scottish 
Government seeks to deliver. We welcome the proposals in the Draft Budget to 
introduce additional bands and particularly the four policy tests of progressivity, 
protecting low incomes, revenue generation, and economic growth.  An obvious point to 
make here is to ensure that all tax policy proposals are subject to rigorous equality 
impact assessments given the different levels and sources of income of women and 
men. 

The proposals on taxation rightly focus on protecting people on low incomes from unfair 
tax burden. Women, particularly women of colour, older, and disabled women tend to be 
amongst people on the lowest incomes.  There are therefore significantly fewer women 
paying income tax than men. Data from HMRC shows that in Scotland in 2016-17 there 
were 320,000 fewer women income tax payers in Scotland, increasing to 333,000 in 
2017-18 (HMRC, 2017).  Several factors contribute to this significant gap including 
women’s lower wages, the enduring gender pay gap, women’s working patterns (part-
time hours, caring breaks), lower pensions, and greater reliance on social security 
income.  All these factors reinforce the need for economic development and 
employability programmes to focus on stimulus and support for improved quality 
employment and earnings for women. 

SWBG note the welcome uplift in the Economy, Jobs and Fair Work portfolio and the 
boost to employability programmes.  At £698m of the total £33bn Draft Budget (before 
UK AME added) is a very limited stimulus to improving the quantity and quality of jobs in 
Scotland.  Research and data over recent years has consistently evidenced an increase 
in precarious, low quality jobs in employment and an increase, particularly among 
women, in low paid and precarious self-employment (Campbell and O’Hagan, 2016).   

There is a welcome and overdue increase in the Equality Budget, and within that the 
focus on gender equality is very welcome.  However, these actions and spending 
commitments need to be linked across portfolios and committee scrutiny, including 
Economy, Jobs and Fair Work, Skills and Education, enterprise/economic development 
activity.  It is unclear, for example, how the “miscellaneous” spend in the Justice budget, 
some of which is apparently apportioned to supporting Justice work on violence against 
women and girls (VAWG), will be distributed and how previous commitments over 2015-
18 of £20 million for VAWG, not replicated in this budget, will be distributed across other 
portfolios or otherwise managed.  Similarly, building on the experience here, SWBG 
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strongly recommends that the welcome Tackling Child Poverty Fund is developed in a 
way that ensures effective (gender) equality analysis is integral from the outset. 

Gendering economic development spend is critical to making progress against the 
Scottish Economic strategy. City Region Deals offer the potential for new collaborative 
regional partnerships, focused on long-term strategic approaches to improving regional 
economies.   The failure to ensure initial EQIAs on the first round of City Region Deals 
was a significant omission and further evidence of a failure to mainstream gender and 
equalities analysis across programmes and spending portfolios. A specific allocation of 
funds towards the implementation of the newly refreshed Scottish Government Women 
in Enterprise Framework (2017) would be welcomed as developing women’s enterprise 
forms a key part of local and regional economies.  Segregation by sector is as evident in 
self-employment and enterprise as it is in other areas of the labour market, with women 
often directed towards lower valued sectors. Equality impact assessment for all 
protected characteristics is an essential part of economic development, and gender 
disaggregated data on all City Region Deal investments, targets and outcomes should 
be supplied to measure delivery.  City Region Deals, the creation of the SS Enterprise 
body, and the refocusing of Sc sottish Enterprise on ensuring greater attention to and 
advancement of equality through its core business development work are all welcome. 
Also welcome is the new spend of £10 million to support the activities of the South of 
Scotland Economic Partnership (SOSEP), the interim arrangements established in 
advance of the new statutory South of Scotland Enterprise Agency ( SOSEA). With the 
commitment to a full equality impact assessment being undertaken to consider the full 
range of protected characteristics, it is hoped that positive impact will be measured 
across 2018/19. The activities and outcomes of these proposed areas of activity by a 
wide range of public authorities must form part of ongoing budget scrutiny by the 
parliamentary committees as set out in the recommendations from BRG.  Committee 
scrutiny pre and post budget must include a clear focus on progress towards equality 
outcomes across local authorities, and national and regional economic development 
agencies and related programmes to ensure a consistent and current focus on 
addressing gendered imbalances in skills, employment and employment opportunities 
and economic development. 

While the £4 million commitment ‘Unlocking Ambition Challenge’, is welcomed in 
support of Scottish businesses, it is disappointing to see stated in the EBS that there will 
only be efforts to, “.. try to achieve a gender balance across mentors in order to help 
reduce specific barriers for women and address the gender gap in enterprise.” With the 
numbers of highly successful business women across Scotland, a gender balance 
should not be difficult to achieve amongst a group of business mentors.  
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Local Government 
The Draft Budget emphasises the Scottish Government commitment to ‘strong public 
services’ delivered through local government. Women are both the majority users and 
providers of public services, including in low paid ‘arms-length’ job with poorer terms 
and conditions.  Local government has seen a successive decline in funding from the 
Scottish Government and a re-directing of significant funds into social care.  At the 
same time as there is an emphasis on community empowerment, including the 
introduction of very limited participatory budgeting, there has been a hollowing out of 
local government services which affects women as workers in local government and 
employment options more widely, and as care providers and carers.   

The Finance and other parliamentary committees should ensure effective monitoring of 
the implications of local government finding settlements and seek to identify impacts in 
its own pre and post budget scrutiny.   

A significant and positive decision to be funded in this Draft Budget is the overdue 
withdrawal of the freeze on public sector pay.  This is a welcome move to ease the 
income pressures on public sector workers.  Combined with the proposed changes in 
tax rates, these measures should still result in an increase in income of lower paid, 
public sector workers.  The continuing gender pay gap and multiple equal pay cases still 
to be resolved are a matter of public finance management as well as economic and 
legal justice.  Improving pay and conditions and assessing the impact on women’s 
earnings and employment in the public sector must continue to be a focus on 
parliamentary pre and post budget scrutiny, consistent with the Budget Review Group 
recommendations to approach the budget process as a year-long cycle. SWBG 
considers it essential that the Finance and other committees monitor the impact of lifting 
the pay freeze on women’s income and jobs through their own analysis and draw on the 
evidence drawn from reporting on the Public Sector Equality Duty equal pay and 
mainstreaming statements. 

Housing and Homelessness 
The Scottish Government’s commitment to adequate housing for all is indeed welcome.  
Women and their children suffer homelessness in significant numbers. Their risk for 
homelessness and the choices women make to keep their children housed and safe are 
inextricably linked with women’s economic dependence, enforced by structural and 
systemic elements of Scotland’s economy. These experiences are very often framed by 
women’s experiences of domestic and sexual violence.  Indeed, thousands of women 
and children in Scotland are forced into homelessness by domestic abuse every year. 
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As in pretty much all areas of Scotland’s budget, women’s experiences of 
homelessness are fundamentally different from men’s, especially women with children.  
Unfortunately, the government’s current approach to homelessness lacks gender 
analysis, with no recognition of the gendered dimensions of homelessness and the 
structural conditions that shape women’s routes into and out of homelessness. The 
focus on rough sleeping and temporary accommodation prioritises areas of 
homelessness where women and children are least likely to be visible.  This is 
exacerbated by a programme of activity that aims to create easy routes for people to be 
involved but fails to offer specific routes and spaces that encourage and enable a 
diverse range of women’s participation.  Among other egregious effects, the failure to do 
a gendered analysis of homelessness and housing policy replicates women’s invisibility 
in the system and covers up women’s experience of homelessness as context for 
enabling domestic abuse and increasing danger for women and children. [see Evidence 
from Scottish Women’s Aid to Parliament (http://womensaid.scot/wp-
content/uploads/2017/11/SWA-evidence-to-Scottish-Parliament-Local-Government-and-
Communities-Committee-Homelessness.pdf) and research report Change, Justice, 

Fairness (http://womensaid.scot/wp-content/uploads/2017/07/Change-Justice-
Fairness.pdf)] 

Childcare 
The Scottish Government’s ongoing commitment to the expansion of publicly funded 
childcare is welcome and to be commended.  The commitment of £150m plus and 
additional £52m capital is significant and the longer-term outcomes from this investment 
should be considered in terms of contribution to Scotland’s infrastructure, economic and 
employment development for women and men, as well as increasing provision for 
children’s wellbeing.  The framing of childcare expansion is not consistently presented 
as investment in Scotland’s economic infrastructure, and SWBG would encourage such 
a focus is preserved as part of the approach to inclusive growth, as well as early years 
provision. 

In addition, a gendered approach to this funding would use cross-portfolio analysis to 
link increased availability and accessibility of childcare for women with gendered 
barriers to paid employment.  Provision of additional childcare that reduces these 
barriers and that aligns with gender-competent employability services would hugely 
increase the targeting and impact of additional childcare spend.  

Infrastructure 
Throughout the Draft Budget the focus on infrastructure investment is on capital and 
digital expansion projects.  SWBG have consistently argued this is a narrow 
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construction of infrastructure, and that the Scottish Government should take a more 
expansive approach so that investment in social care, recognition of the value and 
contribution of the care economy, and investment in facilities and workforce 
development in social care and childcare are key components of investment in 
infrastructure for inclusive growth.  SWBG, along with Engender, Close the Gap, WES 
and others developed principles for gender inclusive approach for the Scottish 
Investment Bank which we commend to the Finance and other committees.   

The City Region Deals (CRDs) are substantial investment programmes with the 
potential to address significant structural issues in local skills and labour markets, 
enterprise and economic development opportunities.  The failure to ensure the initial 
CRDs were informed by robust equality impact assessments is a significant omission 
that has led to remedial, post-hoc action to address equality considerations and build in 
actions to advance equality.  This was a failure of process within government and within 
parliamentary scrutiny and potentially represent an opportunity lost to maximise the 
potential of the CRDs.  It is imperative that the Finance and other parliamentary 
committees integrate equality analysis into their scrutiny of progress and outcomes of 
the CRDs.  The gender-aware principles developed to guide the work of SNIB are 
clearly useful in this context, as well as the legal requirements of the Public Sector 
Equality Duty. 

Budget process 
SWBG welcomes the significant commitments to embed equality analysis in the revised 
budget process.  While EBAG has been remitted to develop further practical advice on 
developing the process, it is imperative that parliamentary committees actively engage 
in equality analysis of outcomes achieved over time from public spending and set a 
course of action that aims to advance equality and eliminate persistent inequalities and 
structural constraints. 
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