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Introduction
1.

2.

3.

4.

5.

6.

7.

The Finance and Public Administration Committee’s pre-budget 2026-27 scrutiny
builds on our findings over successive years regarding a lack of strategic financial
planning in the Scottish Government against a backdrop of significant fiscal
pressures, not least future demographic trends.

According to the Scottish Fiscal Commission (SFC), “the Scottish Government will
face significant challenges funding devolved public services in the future,
particularly over the next twenty-five years … because the population in Scotland

will age earlier than in the rest of the UK”. 1 The Scottish Government’s 2025
Medium-Term Financial Strategy (MTFS) confirms that the gap between funding
and resource spending, which comprises 90% of the Scottish Budget, will rise to

£2.6 billion by 2029-30. 2

Shorter term, the Cabinet Secretary for Finance and Local Government has warned

that “difficult choices will be required” in the upcoming Scottish Budget. 3

Challenging decisions also lie ahead for the UK Government in its Autumn
Statement, with the Office for Budget Responsibility recently noting that “the scale

and array of risks to the UK fiscal outlook remains daunting”. 4

A feature of our pre-budget and budget scrutiny throughout this session has been
late publication of key documents, hindering parliamentary scrutiny. This year, both
the MTFS and Scottish Budget have been delayed due to the timing of UK fiscal
events. The timetable for scrutiny of the Scottish Budget 2026-27 and associated
documents in January 2026 is unacceptably short. This report therefore urges the
UK Government to place greater emphasis on the impact on devolved budgets
when considering the timing of its fiscal events.

This report explores what steps the Scottish Government is taking now to start to
respond to long-term fiscal pressures and identifies where more action is needed.
This includes considering whether the Scottish Government’s key financial planning
documents, including its MTFS and new Fiscal Sustainability Delivery Plan (FSDP)
5 , demonstrate improved medium and longer-term financial planning. In addition,
we look ahead to the first comprehensive Scottish Spending Review since 2011 and
long-awaited infrastructure plans, while also considering the Scottish Government’s
approach to public service reform and growing the economy.

The Committee launched a call for views 6 on 13 June which ran until 11 August

2025 and received 28 written submissions 7 . Oral evidence sessions with a range

of witnesses took place on 2, 9, 16 and 30 September. 8

In addition to evidence gathered, our report also draws on learning from fact-finding
visits to the Advanced Manufacturing Innovation District Scotland (AMIDS) in
Paisley, and to Lithuania where we heard more about its futures-thinking approach
and policies on economic growth. Further details can be found in a note of the visit
to AMIDS and a detailed report of our visit to Lithuania, both of which are available

on the Committee’s pre-budget 2026-27 web pages. 9
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8. The Committee thanks our budget adviser, Professor Mairi Spowage, Director of the
Fraser of Allander Institute (FAI), and the Financial Scrutiny Unit in SPICe, for their
support with this work. We also thank those who took the time to provide evidence
and to meet with us during our visits, which have helped shape our findings and
recommendations.
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Delays to fiscal events and publications
9.

10.

11.

12.

13.

14.

With the aim of supporting parliamentary committees’ pre-budget scrutiny, the
Scottish Government normally publishes its MTFS in May each year, alongside
Economic and Fiscal Forecasts produced by the SFC. The Scottish Government
opted not to publish an MTFS in 2024, due to a change in First Minister and
thereafter a UK general election being called. The Scottish Government later
advised that the 2025 MTFS would not be published as intended on 29 May 2025,
and would instead be scheduled for 25 June 2025, following the UK Spending
Review on 11 June.

At the time, the Committee outlined our disappointment that this would mean “the
earliest opportunity for Committee scrutiny of the MTFS would be when Parliament
resumed in early September, over two months later [and …] that subject
committees’ consideration of their pre-budget scrutiny approaches that take place in
May/June could not, as intended, be informed by the Scottish Government’s
medium-term outlook”. We also expressed concern that “with no MTFS since May
2023, details of the Scottish Government’s medium-term approach are now urgent”.

As noted above, the Scottish Government’s seventh MTFS was published
alongside a new document – the FSDP – “bringing together the key actions the
Scottish Government is taking to deliver the fiscal strategy over the next five years,
from now until financial year 2029-2030”. Published on 19 June 2025, the Scottish

Government’s first Public Service Reform Strategy 10 sets out “commitments to
change the system of public services - to be preventative, to better join up and to be
efficient - in order to better deliver for people”.

The SFC decided to proceed with publication of Scotland’s Economic and Fiscal

Forecasts on the original date for the MTFS in May 11 “as all the necessary
forecasting analysis and engagement with the Government had taken place by the
time we were informed of the delay”. The SFC explained that “we also believe the
publication of these forecasts supports transparency and parliamentary scrutiny”. It

published a follow-up report to accompany publication of the MTFS on 25 June 12

providing further detail and commentary on the Government’s funding position and
a formal assessment of the reasonableness of the Government’s borrowing plans”.
Its June 2025 report also includes a restatement of the forecasts published in May
“thereby fulfilling our duty to publish forecasts to accompany the MTFS”.

The SFC published its second Fiscal Update 13 on 26 August 2025. This Update
“considers how recent developments in the economic and fiscal outlook have
affected the Scottish Budget in 2025-26 and how they may affect the upcoming
2026-27 Budget and the Spending Review”. The Scottish Budget and Scottish
Spending Review are both to be published on 13 January 2026, alongside
infrastructure plans which have been delayed since December 2023 for reasons
that remain unclear to the Committee.

Regular fiscal events and publication of key financial planning documents
are crucial in enabling robust and effective parliamentary scrutiny. It is
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15.

16.

therefore disappointing that repeated delays have been a feature of this
session of Parliament.

The Committee has committed to engaging further with the Scottish
Government and the Scottish Fiscal Commission to explore whether an
optimal time can be secured for both budget formulation and scrutiny. We
also urge the UK Government to place greater emphasis on the impact on
devolved budgets when considering the timing of its fiscal events.

The Committee further wishes to acknowledge the SFC’s continued
commitment to supporting this Committee and Parliament to carry out
effective parliamentary scrutiny through its regular and robust analysis,
evidence and briefings.
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Fiscal pressures

Medium to long-term outlook

17.

18.

19.

20.

21.

22.

As noted above, the SFC in its Fiscal Sustainability Report – April 2025 suggests
the Scottish Government will face significant challenges funding devolved public
services in the future, particularly over the next 25 years. This, it explains, is

because the population in Scotland will age earlier than in the rest of the UKi, and a
growing number of people in older age groups is likely to lead to more healthcare
spending. However, the SFC argues that “if improvements in population health can

be achieved, pressure on health-related spending may be reduced in the future”. 1

The Report also highlights that spending on health, already the largest proportion of
spend in the Scottish Budget, is expected to grow by 238% by the end of the

projection period (2074-75)ii. Spending on social care is projected to grow by 131%
and spending on social security by 129%. Other areas of spending are facing a
92% increase except for education at 69%.

The Report measures fiscal sustainability using what it describes as the ‘annual
budget gap’, which it defines as “a hypothetical gap between funding and spending
that highlights the Scottish Government’s long-term fiscal challenges”. The SFC
estimates that due to Scotland specific demographic challenges, the average
annual budget gap is minus 1.5% in the first twenty years (from 2030-31 to
2049-50), and minus 0.9% in the second twenty-five years (from 2050-51 to

2074-75). 1

To balance the budget, the SFC suggests that Scottish devolved spending would
have to be reduced by 1.2% each year. This is equivalent to savings of £1 billion in
2024-25 prices.

Over the next five years, the Scottish Government’s total funding is expected to
grow by 0.7% in real terms a year. Over the same period, in real terms, resource
funding is expected to increase by 1% a year while capital funding is set to fall by
1.8% a year. The SFC, in its June 2025 Forecasts, concludes that the gaps
between the Scottish Government’s spending projections and the available funding
are “significant”. For resource, “there is a move from a balanced budget in 2025-26
to a gap of just under £1 billion in 2026-27 and a gap of over £2.6 billion in 2029-30.

For capital, the gap reaches £2.1 billion by 2029-30”. 12

The total forecast tax net position ranges from £1.2 billion in 2025-26 to £2.3 billion
in 2029-2030. Income tax is the largest component of the net tax position,
amounting to almost £2.2 billion in 2029-30. The MTFS notes that for income tax
“there is substantial downside risk associated with the net position in later years”.
This risk is driven by “divergent earnings growth” between the SFC and the Office
for Budget Responsibility (OBR) which is “greater than has historically been the

case”. 2

i The SFC notes that the rest of the UK is projected to have higher birth rates and higher
levels of migration resulting in a faster growing population.

ii In 2024-25 prices.
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Medium to long-term strategic planning

The MTFS and FSDP

23.

24.

25.

26.

27.

28.

The 2025 MTFS notes that the Scottish Government is committed to deliver a
strategy which ensures that “the public finances remain sustainable over the
medium term” and is built around the three pillars of public spending, economic
growth, and taxation. The Scottish Government argues that “the MTFS responds to
the scale of the fiscal challenge that we face” and the FSDP brings together the
actions from across Government to deliver fiscal sustainability under the three
pillars. Together, the Scottish Government suggests, the two documents “set out a

credible plan to ensure we can continue to deliver this Government’s priorities”. 2

The Committee explored in evidence the adequacy of the Scottish Government’s
medium-term plans set out in the MTFS and FSDP, and how it intends to respond to
longer-term fiscal pressures. Evidence we received suggested that the Scottish
Government has set out more information on the scale of the fiscal challenges that
lie ahead than in previous years, but further detail is needed on how these will be
addressed. Evidence of longer-term financial planning is limited.

While noting that the MTFS for the first time clearly sets out assumptions underlying
the main scenarios, the FAI suggested that the FSDP “seems more like a disparate
set of aspirations than a coherent plan, and it lacks the attributes that anything
approaching delivery would require”. The FAI said it remains unclear why the FSDP
needs to be a separate document to the MTFS, adding that the FSDP appears to
be “lacking an overall statement on how the proposed savings would add up and

how they compare with the fiscal gaps in the MTFS”. 14

The Scottish Women’s Budget Group also highlighted insufficient detail on the
scale, or the timings of the investment required to deliver the efficiencies that the

FSDP aims to achieve 15 , and Oxfam Scotland said, “neither the MTFS nor the
FSDP adequately address the well documented fiscal challenges facing the
Scottish Government in future years”. It went on to note “clear contradictions, a re-
hashing of existing policy commitments and in many instances where they point to
new policy, there is a clear lack of detail to when and how this will be progressed

and implemented in practice”. 16

We also heard from Audit Scotland that “the extent to which the Scottish
Government’s spending projections are linked to existing spending commitments
means it is difficult to see where and to what extent future portfolio budgets can flex
to meet fiscal pressures”. Audit Scotland also argued that better alignment between
Scottish Government documents such as the MTFS, FSDP and PSR Strategy is

important for scrutiny. 17 East Ayrshire Council further expressed concern that the

“joined-up nature of these documents will be lost at the next Scottish Budget”. 18

The Committee notes the welcome improvements in the level of information
provided in the MTFS on the challenges ahead. Like the FAI, we do not
believe that a separate document is necessary to set out how the Scottish
Government is responding to these medium-term pressures. The
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29.

Long-term and futures planning

30.

31.

32.

33.

34.

information could just as simply be included in the MTFS, enabling better
clarity and cohesion.

We do not share the Scottish Government’s view that the two documents
“set out a credible plan” to ensure it can continue to deliver its priorities. In
future iterations, we seek more detail on the cumulative impact the
measures will have in closing the fiscal gaps set out in the MTFS, along
with a timetable for implementation to allow monitoring of progress.

The SFC told us that while the MTFS sets out the scale of the challenge that the
Government faces in balancing its budget, “just as importantly, the Scottish Budget
also faces long-term pressures beyond the five years covered by the MTFS, as we

have highlighted in our work on fiscal sustainability”. 19

Social Work Scotland (SWS) made the case for extending the time horizons of the
MTFS, given “the basis for longer-term planning exists” through the SFC’s April
2025 Fiscal Sustainability Report and the risk of longer-term challenges such as

climate change not being addressed through medium-term plans. 20

We asked the Scottish Government to provide a full response to the SFC’s Fiscal
Sustainability Report on demographics published in March 2023, and to schedule a
debate to enable a broader discussion across Parliament about longer-term fiscal

challenges. 21 While the Cabinet Secretary for Finance and Local Government

(FLG) announced during the debate held in October 2024 22 that an FSDP would
be published for the first time alongside the 2025 MTFS, as noted above this only
covers the same five-year period. We therefore remain in the dark on the Scottish
Government’s longer-term financial plans.

In our Report on Public Administration: Effective Scottish Government Decision-
Making published in July 2023, we made broader recommendations relating to
futures planning, including that the Scottish Government should give consideration
“to developing and publishing long-term insight briefings, drawing out the

challenges Scotland is likely to face over the next half century”. 23 The then
Permanent Secretary said in response that reports of longer-term insights would be
published in early autumn 2024 “to create a new resource for public bodies and

partners in the third and private sectors”. 24 We welcome the first of these insights,

Future Trends for Scotland, published in June 2025. 25

We committed in our Report on the Scottish Budget Process in Practice, published
in June 2025, to explore further the idea of a Committee for the Future as part of
pre-budget 2026-27 scrutiny, “given the limitations around the Scottish
Government’s strategic financial planning this session along with the long-term

fiscal pressures facing Scotland”. 26 As part of our visit to Lithuania in September
we therefore discussed how the country is responding to similar demographic
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35.

36.

37.

38.

39.

40.

41.

challenges to Scotland, including its approach of developing a long-term vision for
the country supported through a Parliamentary Committee for the Future.

We learned that Lithuania 2050, Lithuania’s vision for the future was approved by
Parliament and has buy-in from political parties, public sector, civic society and the
public, due to extensive involvement in its development and a clear framework
around actions and monitoring progress. Leadership is provided by the State
Progress Council, chaired by the Prime Minister, with representation from all
political parties and the public sector, and monitoring of progress against the vision
is provided by the Committee for the Future. All long-term strategies are to be
aligned with the vision.

Priorities for the country include stabilising demographic decline, through a
combination of four areas of focus: (1) migration, (2) attracting people into work, (3)
living longer and healthier lives, and (4) family policies. During our visit we also
heard from Create Lithuania, which was established in 2012 to identify and support
Lithuanians living and working abroad to return for short-term contracts where they
can work on a project matched to their interests and skills. They analyse an issue,
identify good practice and develop and then implement solutions. We learned that
organisations involved tend to seek to retain these people as experts beyond the
programme, leading to over 300 Lithuanians returning to the country to live and
work.

The Lithuanian Government Strategic Analysis Centre (STRATA)iii is analysing each
theme from Lithuania 2050 and producing foresight papers, e.g. on migration,
consulting with experts and the public on concrete actions to implement the vision.

The Lithuanian Parliament’s Committee for the Future has 17 Members
representing all political groups and focuses on long-term trends and strategic
interests. The Committee receives a report from Government showing the direction
of travel against the country’s long-term priorities and has a key role in monitoring
progress against delivery of these commitments. It was suggested that the
Committee “acts as a change agent” in public governance and that “it changes
mindsets and embeds foresight thinking”.

The Cabinet Secretary for FLG said she would be happy to look at the Lithuanian
model in more detail. She went on to say “I know that this will be difficult in the
current political climate, but if we were able to establish enough of a consensus
about what such a vision would look like, we might be able to have some kind of
landing space in which, although we might disagree on certain things, we could

agree on the things that we need to move towards”. 27

The Committee urges the Scottish Government to place much greater
emphasis on longer-term financial planning in order to start mitigating the
potential significant impact of future trends.

In the first instance, the Committee calls on the Scottish Government to

iii STRATA | Všį Vyriausybės strateginės analizės centras
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42.

43.

provide a full response to the SFC’s 2025 Fiscal Sustainability Report. We
are disappointed that a fiscal sustainability debate has not yet been
scheduled for 2025 and we ask the Scottish Government to commit to an
annual parliamentary debate on the topic, as it provides an opportunity for
all Members to discuss the long-term challenges ahead and how these
might be addressed.

More broadly, the Committee is impressed by the approach taken to
collectively develop and implement Lithuania 2050, Lithuania’s vision for
the future, with progress towards achieving the vision monitored by a
parliamentary committee. This model has the potential to have more teeth
than the National Performance Framework, which we note is not mentioned
at all in either the MTFS or FSDP. We therefore welcome the Cabinet
Secretary’s willingness to consider the Lithuanian model in more detail and
we seek an update on her conclusions by the end of January 2026.

We also ask the Scottish Government to consider whether there are
lessons it can learn from the Create Lithuania programme in attracting
people from Scotland to return here to live and work.
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Public spending

Transparency of budgetary information

44.

45.

46.

47.

48.

Prioritisation

49.

50.

Most witnesses noted improvements regarding the transparency and presentation
of budgetary information in recent years.

The SFC for example acknowledged that “a lot has been done over the past few
years to improve the level of information that is provided in budget documents and
to make it more transparent”, including presenting the budget document for 2025-26
based on the change between the Autumn Budget Revision (ABR) and the following
year’s spend. The SFC argued that further improvements could include publishing
additional information on internal transfers or presenting the Budget with all
spending shown at the outset under the portfolio where it will ultimately incur the

spending. 19

In respect of the MTFS, both the FAI and SWS called for the calculations behind the

underlying assumptions to be made available so they can be assessed fully. 28

The Cabinet Secretary for FLG previously committed to exploring further

improvements to the presentation of budgetary information. 26

The Committee seeks a response from the Scottish Government regarding
our request that all regular internal transfers are baselined in the Scottish
Budget. We also ask that in future years the calculations behind the
underlying assumptions in the MTFS are published.

Pillar 1 of the MTFS is on public spending, specifically ensuring that public money is
focused on delivering government objectives, underpinned by reform and

prioritisation to maximise impact. 2 The Scottish Government’s four prioritiesiv are—

• eradicating child poverty,

• growing the economy,

• tackling the climate emergency, and

• improving public services.

During evidence to the Committee on 2 September, the Cabinet Secretary for FLG
explained that “our approach is designed to support the delivery of the
Government’s four key priorities”. She went on to say, “that means making choices

iv Announced by the First Minister in a statement to Parliament on 22 May 2024.
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51.

52.

53.

54.

Social security spending

55.

56.

that focus spending where it has the greatest impact, supporting inclusive economic

growth and ensuring a fair and strategic approach to taxation”. 19

However, we heard from witnesses that there is little evidence of prioritisation. The
FAI for example told us that the MTFS “essentially assumes no prioritisation of
needs and funding for different areas, merely growing them in the assumption that
all are equal priorities for the Scottish Government […, which] in practice cannot

really be true”. 14 The FAI added “we await some detail on what the Government

wants to prioritise and deprioritise”. 28

Colleges Scotland also told us that future MTFS should link achievements to

specific priorities to assist in understanding of spending decisions 29 , while Audit
Scotland said, “it would be useful to see a clear line that shows how each spending

measure addressed the priorities”. 28

Asked to evidence how the Scottish Government has prioritised spend, the Cabinet
Secretary for FLG explained that all areas of spend in each portfolio have been
“pivoted” to the Government’s four priorities, with difficult decisions made “about
things that we cannot take forward and things that we might have to return to in the

future should finances allow”. 19 She also provided examples of limiting the
expansion of free school meals and targeting a real-term funding uplift to patient-

facing front-line health boards. 27

The Committee seeks clarity in future documents on which areas of
spending are being prioritised and deprioritised. We also recommend that
Audit Scotland’s suggestion that there is “a clear line that shows how each
spending measure addresses the Scottish Government’s priorities” is
actioned in future Budgets.

The MTFS highlights the SFC’s June 2025 forecasts showing overall expenditure
on social security increasing significantly from £6.8 billion in 2025-26 to £8.8 billion
by 2029-30. Total additional spend reflecting policy choices in Scotland (over and
above equivalent policies in England) rises from just over £1 billion in 2025-26 to

£1.8 billion in 2029-30 according to the MTFS. 2 Based on 2025-26 Budget plans,
spending on social security will be 55% above 2020-21 levels in real terms,
because of the Scottish Government’s expanded policies on social security and
rising numbers of people receiving disability payments in Scotland as well as across

the UK. 13 Taking account of demographic trends, the SFC in its 2025 Fiscal
Sustainability Report projects disability payments to increase from £4.2 billion in

2023-24 to £16 billion (current prices) in 2074-75. 1

The MTFS explains that “social security is an investment in the people of Scotland”
and that “the Scottish Government is building a modern social security system with
dignity, fairness and respect at its heart, where people receive the support to which
they are entitled”. It also commits the Scottish Government “to protect the current
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57.

58.

59.

60.

61.

62.

63.

benefits offer while improving the efficiency of how we deliver benefits through
improving communication to clients, investment in digital and automation of some
payments, and continuing to pursue initiatives which increase the ability to tackle

fraud and error where it does occur”. 2

The Committee previously requested that the MTFS includes an update on the
fiscal sustainability of social security spend including “details of how the Scottish
Government is assessing the effectiveness and outcomes of its approach to the

delivery of benefits as well as impacts on other parts of the Budget”. 30 This
information has not been provided.

The Committee explored during evidence the sustainability of the growing social
security budget and its impact on other areas of spending within the Scottish
Budget. The STUC told us that “while the Scottish Government’s policy choice to
invest in social security over and above the funding received from the UK
Government through the Block Grant Adjustment (BGA), is welcome, it is not
sustainable unless accompanied by additional tax revenue”. The STUC therefore
argued that a tax review should take place alongside the Scottish Spending Review.
31

The Committee notes that in Lithuania, the country’s reserve funds are drawn on or
added to if demand-led spending on social security and health does not correspond
with original plans in the Budget.

The Cabinet Secretary for FLG told the Committee that the Scottish Government is
investing £649 million in this financial year in the package of seven benefits and
payments that are available only in Scotland, adding that “we believe that this is not
just an investment that is essential for the future cohesion of our society but one
that has an economic benefit as well”. She noted “the fact that we are the only part
of the UK with falling child poverty rates tells me that it is an investment worth

making”. 19 The Cabinet Secretary for Social Justice (SJ), at a separate evidence
session on 16 September 2025, said "I disagree with the suggestion that our

benefits are unsustainable". 32

In response to questions about whether social security assistance is the best way to
move people out of poverty, the Cabinet Secretary for FLG acknowledged that it is
“one aspect of assisting people with poverty; the others are about ensuring well-

paid employment and allowing people to take part in education and training”. 19 The
Cabinet Secretary for SJ also referred to evidence received by the Scottish
Government that the Scottish Child Payment, at its current level, is not a

disincentive to people taking up employment. 32

The Committee is not convinced that the Scottish Government has set out
sufficient evidence to support its argument that the future social security
budget is sustainable.

We are disappointed that the MTFS did not include the information we
requested on the fiscal sustainability of social security spend including
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64.

65.

66.

67.

68.

Universality

69.

70.

details of how the Scottish Government is assessing the effectiveness and
outcomes of its approach to the delivery of benefits as well as impacts on
other parts of the Budget. We therefore ask it to carry out and report back
on this work without further delay.

The Committee also requests that the Scottish Government undertakes a
review of the extent to which the level of social security assistance
provided supports economic activity.

The Committee also sought clarity regarding the Scottish Government’s approach
to recover historical fraudulent claims and overpayments of £36 million, given
reports in the media that it would not be pursuing this sum. The Cabinet Secretary
for SJ explained to the Committee that the Scottish Government disagrees with,
and has therefore opted out of, some aspects of the UK Government’s approach to

recovering these historical sums. 32

She explained that work is underway with the Department for Work and Pensions to
“get an understanding of what sits behind that £36 million—that is, what proportion
of that £36 million is for disability benefits, what is for carers and what is for
industrial injuries—because those will have different recovery proportions”. She also
indicated that Social Security Scotland (SSS) will continue to take a zero-tolerance
approach to fraud and that any decision to write off any debts will be made only on

an exceptional basis and after a full assessment has been taken. 32

The Cabinet Secretary for SJ added that no single Scottish Budget would be

impacted by historical debt as sums are recovered over a longer period. 32

The Committee seeks an update on the Scottish Government’s plans to
recover historical fraudulent claims and overpayments following its
discussions with the Department for Work and Pensions on the
composition of the debt.

The Committee explored with witnesses the merits of universality compared to
targeted funding in the context of immediate and long-term fiscal pressures. The
FAI told us that “the approach of universal delivery versus targeted delivery should
definitely be something to discuss”, adding “there are areas where universal
delivery can have a much bigger impact than others on overall spending and overall
effectiveness”. We also heard that decisions on universality or targeting should be

evidence-based. 28

The STUC raised the specific example of the Small Business Bonus Scheme
(SBBS), stating “there has been absolutely no evidence that the—I think—several
billion pounds, cumulatively, that has been spent on that has actually helped”. It
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74.

Reform

PSR Strategy

75.

76.

77.

went on to suggest that providing more targeted assistance to small businesses,
“would save couple of hundred million”. Concerns were also raised that the Scottish
Government had not acted on FAI analysis published in March 2022 which found

little evidence showing the SBBS has supported enhanced business outcomes. 28

On this specific point, the Cabinet Secretary for FLG noted that “we keep things
under review and, if we could support businesses in a more effective way, we
should be open to doing that”, adding that removing the support “would not be the

right thing to do” in the current economic climate. 19

More broadly, the Cabinet Secretary argued “there is always a balance to be struck
around what is universal provision and what is more targeted” including in the

context of fiscal constraint. 27 The Cabinet Secretary for SJ also told the Committee
that “there are reasons to have universalism and there are other policies that should
be targeted, but the Government has no plans to take away benefits or entitlements

from people”, adding “that is important reassurance we can give”. 32

Given the level of fiscal gap, the Committee recommends that the Scottish
Government carries out a review of the spending and outcomes arising
from universal payments and services, if this is not already taking place as
part of the 2025 Scottish Spending Review.

We also ask the Scottish Government to give further consideration to the
evidence produced by the FAI on the Small Business Bonus Scheme and
whether targeted relief could provide better outcomes.

As noted above, reform is included in the public spending pillar in the MTFS which
sets out four key measures of public value, efficiencies and productivity, service
reform and prevention. Reform is also a key part of this Committee’s remit.

During the Committee’s inquiry into public service reform in 2023, we heard

evidence to suggest that the Christie Commission’s 2011 report 33 on the future
delivery of public services based around people, partnership, prevention and
performance remains relevant today but progress towards its vision and

recommendations has been limited. 21 This view is echoed by the Minister for
Public Finance in his Foreword to the Scottish Government’s first PSR Strategy –
Delivering for Scotland. He notes that “despite some significant successes”, the

Christie Commission’s vision “has not been delivered to its full potential”. 10

The Minister suggests that the PSR Strategy addresses this challenge; it “identifies
the underlying systemic barriers and root causes which prevent us moving faster
and further and sets out practical actions to overcome those barriers”. He confirms
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Efficiencies

83.

84.

“this is not about reducing service provision [;…] it is about delivering existing public

services more effectively and efficiently”. 10

The PSR Strategy has three pillars: prevention, joined up services, and efficient
services. It also includes a section setting out how the Scottish Government will
measure and understand progress, which notes that each of the workstreams and
programmes included has its own governance and evaluation framework.
Monitoring and evaluation will also take place at a “system wide level to ensure
coordination”, through the Public Service Reform Board and a Theory of Change
and Monitoring, Evaluation and Learning Framework is being developed to support

this work. 10

Witnesses told us that the PSR Strategy is welcome in looking at Government
strategies across the piece, however, they highlighted that the higher the number of
Government strategies, the higher the risk that they do not align. Audit Scotland
explained that “an inevitable risk as the base of strategies grows is that, over time,

the strategies are no longer aware of each other”. 28 Following a request from the
Committee, the Scottish Government confirmed that as of 22 August 2025 it had

100 live strategies in place. 34

The Scottish Women’s Budget Group suggested that the PSR Strategy does not

clearly articulate the intended outcomes and how success will be measured 15 , a
view shared by SCVO which suggested greater detail is needed on timelines,

indicators and working structures to track whether commitments are being met. 35

The Committee welcomes the Scottish Government’s renewed impetus on
public service reform. We seek further information on how the Change and
Monitoring, Evaluation and Learning Framework being developed will
support robust assessment of progress and outcomes.

As the Scottish Government now has a baseline figure for the number of
live strategies it has in place, the Committee asks it to report annually on
what steps it is taking to monitor and reduce this number wherever
possible to minimise overlap and ensure alignment.

The PSR Strategy commits to reducing annualised Scottish Government and public
body corporate costs by £1 billion over the next five years, representing around
20% of the identified public body corporate and core government operating costs. It
sets out various workstreams to help achieve this aim, including (but not limited to)
data collection, workforce reform, digital skills and resource, shared services,
scaling Intelligent Automation, expansion of National Collaborative Procurement
and the single Scottish estate, which itself aims to deliver £50 million of savings by

2028. 10

The Scottish Government has since also committed to a public sector workforce
reduction of around 0.5% a year over the next five years, with “frontline services
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remaining protected”. 5

The SFC’s Fiscal Update notes that the FSDP “identified broad areas of efficiency
and reforms in the public sector which the Government plans to use to close the
fiscal gaps identified in the MTFS”. However, it goes on to say that “except for the
commitment to reduce the size of the workforce, the detail of how these efficiencies

and reforms would be achieved was not included”. 13

Witnesses told us there needs to be a clear, detailed plan which sets out the areas
of the public sector where more or fewer staff are needed on which to base
decisions around workforce. The FAI also said that the FSDP is unclear if the
Scottish Government has fully appreciated that 0.5% is only the net figure and
thinking is needed on what the gross figures in each part of government need to be

to deliver that target. 28

We heard from Audit Scotland that the Scottish Government needs to understand
the correct workforce level that it requires to deliver public services, “including how
it might change the way that it delivers services, whether that is through digital, new

ways of working or what have you”. 28 Witnesses also noted that productivity in the
public service workforce, through effective resourcing including digitalisation, will be

crucial in achieving the efficiencies the Scottish Government say are necessary. 28

The Committee heard concerns regarding the blanket aim to preserve frontline jobs,
when reducing back-office roles has an impact on the time those on the frontline
can dedicate to delivering services. The FAI told us it is unclear if the Scottish
Government is aware of the impact on the ‘frontline’ of focusing workforce
reductions on ‘back-office’ staff. It added that the idea that the Government’s 0.5%
target “will have no effect on frontline services [...] seems implausible in the

absence of some pretty heroic improvements in productivity”. 28

The STUC questioned the credibility of the public sector efficiency targets and
noted that the workforce reduction target of 0.5% per annum over five years “is

simply salami slicing and will lead to the loss of 12,000 jobs”. 31 It argued, “how we
go about public sector reform, how we involve workers and how it is framed—in
terms of it being about better outcomes for the people who they care for rather than
about top-down budget cuts—are really, really important if we are to get the best

outcome”. 28

Asked to explain the increase in civil service headcount in recent years, the Cabinet
Secretary for FLG said that growth has not occurred in all areas, but numbers have
increased where more responsibilities have arisen from devolution (Social Security

Scotland) or from bringing bodies into public ownership (ScotRail). 19

The Cabinet Secretary reiterated that these reforms must be carried out in “a
managed way” and prioritise and protect the front line. She suggested “people will
leave partly through natural attrition and voluntary severance”, but compulsory

redundancies are a backstop where other options have been exhausted. 27

She further indicated that the target for reducing corporate staff numbers “is
sending a clear message that corporate functions in the public sector need to be
done differently” and that she expects all parts of the public sector to produce plans
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99.

on how they will reduce their corporate costs. 27 She was clear during evidence that
the 0.5% annual reduction in public service workforce "absolutely has to be
delivered and it will be" and that the 20% reduction in corporate costs is also "a

requirement that we have to deliver on". 19

The Committee urges the Scottish Government to set out a detailed plan on
how it will meet its high-level targets on efficiencies and workforce while
minimising the impact on public services. Evidence and trends suggest
these targets will be incredibly challenging to meet.

We are also not convinced the Scottish Government has sufficiently
considered potential impacts on frontline services of targeting back-office
jobs for cuts and request that the detailed plan provides evidence to show
how this will work in practice.

The plan should also include an assessment of where more or fewer staff
are needed and the actions the Scottish Government will take to encourage
improvements in public sector productivity, in addition to maximising
opportunities for digitisation and automation to help achieve its targets.

We heard during our fact-finding visit to Lithuania that a Data Lake is being
developed to document all public sector data in the country, integrate, centralise
and ‘open it up’, with the aim of increasing the state’s resilience to threats. The Data
Lake is regarded by the Statistics Data Agency as a “safe space” and a “powerful
platform” for public sector organisations to request and link to data.

One of the reasons for creating the Data Lake was the lack of interoperability of
systems in the public sector. The process of developing the Data Lake was lengthy,
including establishing what data the country has and how it could be linked, and
helping organisations to understand the data they hold and its potential impact.

The Committee seeks an update from the Scottish Government on whether
it is considering taking a similar approach to that in Lithuania, where a Data
Lake has been created to ‘open up’ public sector data. The utilisation of
public sector data in this way is fundamental to securing efficiencies,
promoting innovation and maximising opportunities in AI.

The Scottish Government’s public sector pay policy published in December 2024
provides a framework for yearly pay deals to be limited to a 3% increase in 2025-26

or to a cumulative 9% over three years from 2025-26 to 2027-28. 36 In its Fiscal
Update, the SFC noted that “the pay deals agreed have all exceeded the Scottish
Government’s public sector pay policy” and further stated that “unless deals with
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nominal pay growth of around 1% are accepted for the final year, the policy of 9%

pay increases over three years will be exceeded”. 13

The SFC expanded on this issue during evidence, stating that “it is incumbent on
the Government to consider, and we would hope to see, that the spending review
provides a strategy for how the public sector workforce and the pay bill in its entirety
are going to be managed and set out over the medium term”. This, it suggests,
should include a strategy around exactly what the total cost is of the public sector
pay bill, including progression, inflation and grade inflation, adding “it is also about

the balance between decisions on pay relative to decisions about the workforce”. 19

The FAI highlighted public sector pay as one of the most important fiscal
challenges, noting that pay is higher in Scotland than all UK regions apart from

London, and that Scotland has a larger public sector workforce. 14 The SFC
suggested that “higher-than-anticipated pay increases would mean the workforce
reductions required would be larger than those announced … to keep the pay bill at

the levels intended by 2029-30”. 13

The Cabinet Secretary for the FLG was asked to explain the Scottish Government’s
approach in more detail during evidence. She said that "through having mainly two-
year public sector pay deals, we can now focus all the effort on reform, efficiency
and doing things differently, rather than on the annual round of pay negotiations”.
This, she argued, has “a big value”, adding “we have tried to land somewhere
reasonable that gives some certainty, buys us some peace and gets us moving into

reform territory”. 27

The Committee shares the SFC’s view that the Scottish Spending Review
should include a strategy for how the public sector workforce and public
sector pay bill are going to be managed over the medium-term. This should
provide greater clarity about how decisions on pay impact choices on the
size of the workforce and vice versa.

The 2025-26 Scottish Budget included an Invest to Save Fund of up to £30 million
which recognised “the need to catalyse efficiency, effectiveness and productivity

projects as part of the PSR programme”. 37 The PSR Strategy states that the Fund

will be developed to support the move to preventative investment. 10

The Committee heard that while the Fund is welcome, the sum involved is
insufficient and results could be “upscaled dramatically” if the Fund was expanded.
It was also argued that monitoring is needed on how the funding is being spent and

what outcomes are being achieved. 28

The Cabinet Secretary for FLG explained that the Scottish Government “wanted to
see what the interest and level of ambition and ideas would be for a [… Fund] of
that magnitude”, adding “we are very thoughtful about, first, the need to keep the
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Fund going beyond one year, and secondly, the level of the Fund”. 27

The Committee seeks details of how the projects receiving funding under
the Invest to Save Fund are being monitored for outcomes and whether
success is being shared more widely across the public sector.

We also request further information on whether the Fund is being
continued and expanded into future years, as requested by witnesses.

As noted earlier in this report, prevention is one of the three pillars in the PSR
Strategy, which notes that people in Scotland have told the Government that
“despite the importance of prevention, we have not moved the dial sufficiently to
prevent damaging experiences and reduce the risk of future need that leads to
expensive demand for public services”. The Strategy recognises that prevention is
important to fiscal sustainability and “we must change how our system operates to

invest in the most impactful approaches to deliver on prevention”. 10

The Strategy sets out workstreams on understanding and mitigating demand drivers
and preventative budgeting under this pillar, including re-designing the Scottish
Government’s approach to identifying, tracking and monitoring preventative spend.
10

Audit Scotland told us it has been useful to begin to see in recent Government
publications “the difference in pounds and pence that preventative measures could

make over the longer term”. 28 However, SWS called for better links between the
MTFS, FSDP and PSR Strategy, particularly around prevention and preventative

spend. 20

Some potential benefits of preventative approaches were also highlighted by
witnesses, including measures to improve population health and reduce health
inequalities, such as walking and wheeling. Walking Scotland told us that given the
changing demographics, getting very inactive people more active and enabling

them to stay active longer is crucial. 28 We also heard from Public Health Scotland
(PHS) that a public health approach to prevention “would stop issues emerging in
the first place” and that “by supporting individuals with chronic health conditions,
Scotland can improve workforce participation, tackle child poverty, support

economic growth and contribute to fiscal sustainability”. 38

There were calls from witnesses for a definition of ‘preventative spend’ to enable it
to be identified and tracked over time, particularly given the time lag in achieving
outcomes. Audit Scotland said, “we will be interested, as we move through the
coming year, in how the Scottish Government is reflecting, reporting and monitoring
the spends that may have less of an immediate return and more of a long-term

one”. 17 PHS also said it is “encouraging that the Scottish Government is now
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considering how to track spend on prevention” and that across Government and
public finance professionals, there is work going on to produce a workable definition

of preventative spend. 28

While supporting work to classify and measure prevention, the FAI warned that
quantifying prevention is “very hard” and that “if you try to categorise everything on
whether it really is preventative or not, are you just encouraging people to put that

forward in the preventative lens rather than the acute issues lens?”. 28

The SFC further argued that more detail is needed in the Scottish Spending Review
around “what is in the preventative spend bucket, what is in the value-for-money
bucket and what is in the efficiency savings bucket” and how that will be monitored

and tracked over time. 19

As part of our pre-budget scrutiny last year, the Committee asked the
Scottish Government to consider and report back on the potential benefits,
risks and costs of introducing a new category of public expenditure on
preventative spend, which we were told establishes a benchmark and
enables investment to be tracked over time. The Committee seeks an
update on progress with this work.

As noted above, the Scottish Government is publishing the outcomes of its first
comprehensive Scottish Spending Review since 2011 alongside the Scottish
Budget 2026-27 in January 2026. In its 2017 report, the Budget Process Review
Group (BPRG) recommended that the Scottish Government publishes a framework
document for each Scottish Spending Review which should set out the economic
and political context, the criteria which will govern the assessment of budgets, and

the process and timetable for the review. 39

The framework for this year’s Scottish Spending Review was set out as part of the

2025 MTFS. 2 The Committee sought to explore during evidence to what extent the
framework meets the BPRG’s recommendations on content and timescales as well
as what the priorities for the Review should be. The Committee received evidence
suggesting that the framework broadly meets the expectations of the BPRG,
although there were some concerns regarding the time available for this work

following the UK Spending Review in June. 28

While there were also some questions around the value of the exercise being so
close to the Scottish Parliament elections, most witnesses said that the Review is
important in setting the scene for debate around the priorities for the next
Parliament. The SFC’s 2025 Fiscal Update notes that the Scottish Spending
Review should provide “a meaningful basis for informed debate by all political
parties on how the fiscal challenges the Scottish Government faces can be
addressed”, given implementing the Review “will mainly be the responsibility of the

Scottish Government and Scottish Parliament elected in May 2026”. 13
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During evidence, the SFC went on to say that the Spending Review is “a pivotal
moment and a milestone for the public finances, not just in this session of the
Parliament but for future sessions”, adding that it provides “an important opportunity
[…] to address immediate budget pressures and, crucially, long-term fiscal

sustainability challenges”. 19

One of the key issues raised with the Committee was the need for the Scottish
Spending Review to be comprehensive, with some witnesses advocating a zero-
based budgeting approach, in line with our previous recommendation to the
Government. The SFC told us that “the spending review process is as important as
the numbers themselves”, while the FAI suggested that zero-based budgeting
“certainly has broad support across the UK and is the way things are meant to be

delivered in spending reviews”. 19

Witnesses also told us that the Review should set out how the ambitions in the
MTFS will be realised along with more detail on prioritisation of its spending plans.
This includes detail on how the planned workforce reductions, efficiencies and
reforms in the public sector as set out in the PSR Strategy and FSDP will be

achieved. 28

As in previous years, witnesses such as the SCVO, called for the Scottish
Government to take a “multi-year spending outlook” to provide certainty and

efficiencies to the public sector and voluntary organisations. 35 We note that three-
year budgets are the norm in Lithuania, with flexibility in the second and third years.

Asked whether the Scottish Government would take a zero-based budgeting
approach to the Scottish Spending Review, the Cabinet Secretary for FLG
suggested that “everything should be challenged”. A Scottish Government official
confirmed that “we are going through every level 4 in every portfolio in relation to
areas of spend”, with further interrogation of individual portfolio plans taking place
over the summer. He explained that work on the Scottish Spending Review began
when it became clear that a UK Spending Review would take place and has

“ramped up” since the outcomes of that process became available in June. 19

The Cabinet Secretary for FLG went on to say that “essentially, you will see where
the priorities are in terms of the envelopes and growth of funding”. She added that
“every part of the public sector will be looked at in terms of the contribution that it
can make [and …] we need to interrogate spend to ensure that it is delivering [and],

where spend is delivering, we need to ensure that it continues”. 27

The Committee remains of the view that a zero-based budgeting approach
should be taken in the Scottish Spending Review. As part of the Scottish
Government's response to this Report, we seek in-depth information on the
process for preparing, scrutinising and delivering the Review.

We agree with the SFC that the Review provides an opportunity for the
Scottish Government to set out how it will address Scotland’s long-term
fiscal sustainability challenges. We would also like to see further details of
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how it is directing spending toward its priorities, including what areas are
being deprioritised, and how it plans to meet its ambitions for workforce
reductions and public sector efficiencies.
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In the context of long-term fiscal pressures, the Committee heard strong
representations from the bodies representing colleges, universities and small
businesses that skills must be a significant focus of Government to support
economic growth, including through maximising participation in the labour market
and growing the tax base. It was also considered important to align economic
growth spending to gaps in skills and labour market needs, with more resource
needed to support those furthest from the workforce to gain new skills, reskill or

upskill. 28

Colleges Scotland highlighted Audit Scotland figures showing that almost £1 in £5
(17%) has been removed from the college sector’s budget over the past three
years, which has had “a devastating impact on the ability to deliver skills at a time
when the capacity needs to increase”. It noted that colleges are well-placed to
support those furthest from the workforce to get back into work and to reskill and
upskill those returning to the labour market or who have been made redundant. The
National Transition Training Fund introduced by the Scottish Government in 2020 in
response to the economic impact of Covid-19, was cited by Colleges Scotland as
offering “a delivery model which can be re-employed to increase labour market

participation in key sectors for Scotland and grow the tax base as a result”. 29

Scottish Enterprise highlighted evidence from the Keep Britain Working Review
published in March 2025 suggesting that health-related conditions, disability and
ageing are major drivers of economic inactivity. Scottish Enterprise suggested some
ways of recruiting and retaining older workers including encouraging employers to
reimagine job design and embed flexible and phased retirement options across their
workforce through large-scale trials. This, it argued, “will help to build robust
evidence and catalyse a culture shift across industries”. Its other suggestions
include incentivising employers to recruit, retain and retrain older workers and

launching a national campaign to tackle age bias and promote fair work. 40

We also heard from the STUC that the Scottish Government should invest in health
spending and employment support to assist people with ill-health or disabilities to

re-enter the labour force. 31

Concerns were raised during evidence regarding the impact of staff shortages in
some sectors. The Federation of Small Businesses (FSB) highlighted that a third of
small businesses are having recruitment challenges; of that third, 20% have had to
reduce the services that they offer due to staff shortages. The FSB suggested this is
having “a real knock-on effect on small businesses, on the income that they are

able to generate and, on their ability, to maintain their other staff”. 28

The Scottish Federation of Housing Associations (SFHA) highlighted shortages in
the trades and construction sector making it difficult to meet targets relating to

affordable housing. 28 This, Colleges Scotland argued, shows that the college
sector should be involved in discussions around the skills needed and how to
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deliver them at the outset of policy development, such as targets on affordable

housing. 28

The FAI noted that skills matching and investment in retraining will be particularly

important due to the transition to net zero. 14 In addition, Registers of Scotland is
calling for the Scottish Government’s labour market strategy to be updated (last

update was August 2016), to reflect the labour market post Covid-19. 41 We also
heard that better careers advice is required so that young people understand where

the opportunities will be. 28

There was recognition from Universities Scotland that “what we will be delivering to
meet the needs of the economy and Scottish society is not necessarily what we
have been delivering, or certainly not in the way that we have delivered it in recent
decades”. It called on the Scottish Government to “create a policy and funding
environment that gives universities the scope to flexibly respond to Scotland’s skills
needs, which could in turn make a significant contribution to increasing labour
market participation”. This includes having more flexibility within graduate
apprenticeships to respond to employer needs and offering better support for

employers to retain international graduates in Scotland. 42

Universities Scotland is seeking discussions with Government and others on the
future of the sector and how it can be more efficient and effective. In the meantime,
it is arguing for an “injection of funding” into core teaching and core research “to
help steady the ship” and create “some space to look at how we can be more
innovative and more effective”. It is also looking for resource funding to be found
within the 2026-27 budget “to create a multi-year transformation or spend-to-save
fund for universities at a scale capable of supporting multiple institutions to make
their own strategic investments in transformation, long-term efficiency, greater

collaboration and shared services”. 42

The STUC argued for devolution of powers relating to migration and employment
law to Scotland and opportunities for Scottish involvement in key cross-border
institutions and decision-making bodies “to ensure Scotland’s specific population
challenges are heard at a UK level”. It hopes these measures would help with

vacancies and skills gaps and growing the tax base. 31

The Cabinet Secretary for FLG also recognised that many sectors need more
workers and that it is a “major impediment” not having levers around migration. She
noted however that “we still have net immigration to Scotland from the rest of the
UK across all tax bands” adding “that is a good thing, but we would like to do more

in that space, because there are sectors that want to recruit”. 27

The Committee asks the Scottish Government to maximise opportunities
for better aligning skills with the needs of Scotland’s economy, including
supporting fit-for-future funding models for colleges and universities and
careers advice. The Committee notes the impact of social security
spending on other budgets, such as colleges.
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We also seek further information on how the Scottish Government is
supporting organisations to retain and attract older workers and those with
disabilities to increase labour market participation and grow the tax base.

Improving procurement processes and minimising regulation were other issues
raised as having the potential to help support economic growth.

The FSB highlighted an opportunity through the Community and Wealth Building
(Scotland) Bill to ensure that procurement spend with small businesses is
maximised. This, it noted, “represents a clear opportunity to boost economic growth

without specifically allocating capital spend”. 43

The FSB further highlighted data showing that over a 10th of Scottish small
businesses are spending over eight hours a week on regulatory compliance. It is
therefore suggesting “combining a reduction of strategy and consultation
documents with assessing the disproportionate impact of new policies on small
businesses through comprehensive [small business-focused] Business and

Regulatory Impact Assessments. 43

The Committee seeks details of the steps the Scottish Government is
taking to ensure that the devolved regulatory framework and procurement
arrangements for small businesses are fair and proportionate.

According to The Productivity Institute “productivity growth in Scotland, mirroring the
rest of the UK, has been very weak, registering a 1.0% annual increase in the 2008

to 2023 period”. 44 The SFC suggested that productivity growth in Scotland will be

1.3% a year until 2035-36, and 1.5% a year thereafter. 1 This mirrors the OBR’s
assumptions for the UK. The Committee explored with witnesses how Scotland’s
productivity could be increased to support economic growth.

The FAI told us that “addressing poor productivity performance, and the drag it
exerts on private sector wages”, would be the most effective way to grow the tax

base. 14 Both the FAI and Scottish Enterprise highlighted one of the drivers of low
productivity growth as low capital investment, which has stagnated in the UK for the
past 20 years.,

Scottish Enterprise research into barriers to increasing Scotland’s productivity
identifies the need to (1) invest in capital, (2) shift attitudes to risk and take a long-
term view, (3) adopt a joined-up approach across Scotland and the UK, and (4)
ensure availability of the “right skills”. Scottish Enterprise noted the OBR’s baseline
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assumption that a permanent 1% increase in public investment increases output by
2.4% in the long term, along with Resolution Foundation analysis that this level of

investment would raise GDP by around 4.9%. 40

We also heard from Scottish Enterprise that while strong leadership is seen to
enhance productivity, there is significant underinvestment in developing leadership
skills particularly amongst small and medium-sized enterprises (SMEs). It also told

us that SMEs are less willing than foreign investors to take on risk. 28 The FSB
explained most SMEs “do not see approaching enterprise agencies such as
Scottish Enterprise or the Scottish National Investment Bank as an option because,
when they look at the Government’s strategy and priorities, the focus is on unicorns,

tech scalers and high-growth companies”. 28 We heard from witnesses including
South Lanarkshire Council that digital infrastructure can boost productivity, and that
supporting research and development hubs and boosting industrial and commercial

space should be priorities. 45

Lithuania has a significant amount of start-up businesses as well as three unicornsv

“with more breeding”, which the Lithuanian Parliament’s Committee on Economics
suggested “is a huge achievement in a small country”. Following Brexit, the country
positioned itself as “the gateway to the EU” for FinTech. They also had a large talent
pool after many banks left the country. The sector has been particularly successful
with nearly 300 companies employing around 8000 people. Most FinTech
companies in Lithuania are foreign (around 70%) but their offices and workers are
based locally. Lithuanian universities are already providing FinTech and IT courses
but the sector needs experience for high-value jobs and is therefore attracting
workers from abroad. We heard there is a high level of worker retention in the
sector.

The Committee requests further details of how the Scottish Government is
creating the right conditions for businesses in Scotland to grow, take a
long-term view, invest in capital and leadership, and change attitudes to
risk, which we heard are key barriers to productivity growth.

We also seek more information on how high-value businesses, such as in
the FinTech sector, are being supported to ‘scale up’ including into
unicorns.

The Committee previously expressed concern regarding the reliability of data from
the Office for National Statistics (ONS) Labour Force Survey (LFS) which informs
forecasts affecting the Scottish Budget. We explored this issue further during pre-
budget scrutiny.

v A unicorn is a private start-up business worth more than $1 billion.
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The SFC told us that the LFS should provide “really rich data” on employment,
unemployment, and the drivers for economic inactivity, however, “the problem at the
moment is that the data is just not fit for purpose, [and] we cannot trust it”. It went
on to note that “policymaking depends on really good data and the statistics around
it” but “when the data becomes something that we genuinely do not believe, we are

flying blind to an extent”. 19 We also heard from the FAI that “the labour market
statistics situation is a real worry” as “we can know a bit from the real-time
information from HMRC, but that is not a complete data set”. The FAI suggested, “it
is an area where people are driving without all the directions and with some of the

windscreen obstructed”. 28

We heard that the SFC has moved to using real-time information data from HMRC
to inform its forecasts for tax revenues, as the LFS data at Scotland level “has been
hard to use for a long time”, while the OBR continues to use LFS data. The SFC
explained therefore “we are not comparing like with like” and this “creates a
challenge in understanding how well we are performing in forecasting”. The SFC
also made a broader point, that this unreliability in data can erode trust in the

evidence and statistics that inform policymaking. 19

The SFC is currently working with the University of Strathclyde to move towards
‘nowcasting’, which it said would “give us much more sophisticated measures that

can help us to track how the economy is doing in the near term”. 19

During our fact-finding visit in September, we heard that the State Data Agency in
Lithuania uses a range of methods to gather data, including supplementing
administrative data through telephone, internet, and face-to-face interviews. The
organisation provides incentives to respondents participating in statistical surveys
on a voluntary basis. Labour force survey response rates in Lithuania sit at broadly
75%. This compares to recent response rates to the ONS Labour Force Survey of
around 20%.

The Committee remains concerned at the lack of reliable labour force data
from the ONS which impacts on the Scottish Budget and means the
Scottish Government is unable to carry out evidence-informed
policymaking on the labour market in Scotland. This issue has persisted for
far too long. We therefore ask the Scottish Government to make
representations to the UK Statistics Agency with a view to resolving this
issue as early as possible.

We urge the Scottish Government to explore with the FAI and SFC the
potential for ‘nowcasting’ on the economy to fill this vacuum and support
evidence-based decisions on the labour market in future.
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In relation to the Scottish Government’s capital budget, the 2025 MTFS states
that—

• The 4.3% real-terms reduction in the UK capital block grant over the period
2022-23 to 2024-25 led to changes to delivery timescales for some projects in
the 2024 Infrastructure Investment Plan (IiP) and an increase in backlog
maintenance.

• The increase to the block grant in the 2025-26 Scottish Budget “only restored
funding to 2023-24 levels in real terms and was insufficient to meet all our
infrastructure needs”.

• The capital block grant is expected to remain broadly flat at around £6.65 billion
between 2026-27 and 2029-30, a 1.1% decrease in real terms over this period.
However, “when accounting for the Scottish Government’s capital borrowing
policy and one-off-nature of ScotWind revenues, our overall CDEL budget is
forecast to fall by 9.3% over the same period”.

• The Scottish Government’s capital spending is forecast to exceed its available
budget by £1.1 billion in 2026-27, rising to £2.1 billion in 2029-30 without

further action. 2

The FSDP does not include actions “to set the capital programme on a sustainable
path […] because […] the Scottish Government will publish a new IiP [ in January
2026…] which will be informed by the multi-year capital allocations underpinning the

Scottish Spending Review”. 5 An IiP pipeline is being published at the same time.

As noted earlier in this report, the Committee has expressed its ongoing concerns
regarding repeated delays to the refreshed IiP pipeline originally expected in
December 2023. During pre-budget scrutiny, the Committee explored the
implications of capital budget trends, witnesses’ priorities for capital expenditure,
and options that might be available to the Scottish Government to maximise
spending potential.

The SFC explained that there will be “a huge boost to capital spending in 2025-26,
but it will tail off so that it becomes largely flat in cash terms and then it will start to
fall in real terms”. It noted that the challenge in “having big, lumpy injections of
capital that needs to be spent quickly in relatively short time periods […] is that you
end up driving up prices in a lot of the investment that you are doing”. It also
highlighted, while the Scottish Government has some levers to smooth out this type

of spending, gradual capital growth is more efficient. 19

Audit Scotland suggested that the Scottish Government should produce clear
information that explains how it has decided to prioritise, delay or cancel projects in
the IiP and as part of decisions it makes over the medium term as the capital

budget changes. 17 Both Audit Scotland and the FAI also noted that a systematic
prioritisation exercise should be taking place, recognising that shovel-ready projects
aligned to the Government’s priorities and the benefits it wishes to achieve could be
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started quickly and potentially deliver most impact. 28

Other witnesses spoke about their priorities for capital funding. This included
housing, which the SFHA argued is “a massive enabler of economic growth”, and
“is something that has probably been underappreciated, especially in certain parts
of the country where there is a real lack of affordable housing”. The SFHA argued in
its submission that “a crucial part of adapting to an ageing population will be
ensuring that homes are accessible to people’s needs to help them live well and
independently, and that the right conditions are in place to provide specialist
housing to those who need it”. It also advocates a focus on technology-enabled

care. 46

COSLA, SOLACE and the Directors of Finance also called for housing to be
prioritised for capital expenditure, as well as critical infrastructure, noting that these
drive economic growth and contribute to other national priorities like reducing child

poverty and homelessness, and tackling climate change. 47 The FAI suggested that
capital spending should be focused on those areas where the market is likely to

‘underprovide’. 14 Examples include infrastructure spending like road and rail
connections, and housing. As noted above, investment in skills is another important
area, as businesses have lowered their investment over time. The STUC argued
that, as well as prioritising social housing, decarbonising the economy should also

benefit from capital spend. 31

The Committee asks the Scottish Government to set out as part of its long-
awaited Infrastructure Investment Plan and pipeline, which we have been
requesting for the last two years, what steps it will take to smooth out the
“lumpy” capital budget over time.

We also agree with Audit Scotland and the FAI that the Scottish
Government should, where possible, focus its plans on shovel-ready
projects based around its priorities.

The Cabinet Secretary for FLG said she is disappointed that the Scottish block
grant is “declining compared to that in UK Government departments”, adding “the
overall direction of capital is disappointing, to say the least”. She explained that the
Scottish Government is therefore “very exercised at the moment about how we can

expand the capital envelope through other means”. 27

She highlighted opportunities including ‘outcomes-based funding’ through individual
local authorities, such as the Granton housing project in Edinburgh, and strategic
use of the local government pension fund (which is valued at around £67 billion). In
relation to bonds, the Scottish Government is continuing with the due diligence
process set out in the 2025-26 Scottish Budget and has committed to providing

further updates as that work progresses. 27
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For housing, the Scottish Government is levering in private sector investment in
mid-market rent, which the Cabinet Secretary indicates will be “a big contributor to

affordable housing”. 27

The Committee looks forward to receiving further information on the due
diligence taking place to assess options currently being considered by the
Scottish Government “to expand the capital envelope”.
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The third pillar of the MTFS 2 and FSDP 5 is on taxation, specifically “ensuring a
strategic approach to tax revenues, which considers the longer-term impact of our
tax choices and competitiveness”.

The MTFS states that the Scottish Government’s decisions on income tax since
devolution are estimated to have raised up to £1.7 billion in 2025-26 when
compared to if it had implemented the same rates and bands as in the rest of the

UK. 2 The MTFS and FSDP highlight the following two key measures that “will
support fiscal sustainability—

• “Priorities to improve the operation and performance of the existing tax system
– in addition to stability for Income Tax […], key areas of focus include working
with Local Government, and completing the devolution of remaining taxes

• Future tax reform to deliver sustainable and growing tax revenues – exploring
opportunities for reform and devolution of tax powers needed to continue to

deliver sustainable and growing tax revenues in the future.” 2 5

The FSDP highlights specific actions under these measures. These include
exploring the creation of more revenue-generating powers for local authorities,
implementing new devolved taxes, reviewing the operation of existing taxes,
expanding the evidence base for Scottish income tax, and strengthening its

approach to Scottish tax compliance. 5

The Chartered Institute of Taxation noted completing devolution of the remaining
taxes is a priority for the Government but questioned whether this is supported by a
cost/benefit analysis. It cited the Scottish Aggregates Tax as an example where
devolution has “created additional complexity related to cross border transactions”,
but that the estimated revenues to be raised by imports of aggregates into Scotland

from rUK is only around £166,400. 48

Oxfam Scotland called for further income tax reform to make the system more
proportional, and for the replacement of council tax with a Proportional Property Tax
(starting with a revaluation of all domestic properties). It has also called for a wealth
tax, and for local business taxes to better incentivise employers to promote fair work

and emissions reductions. 16

We also heard from the STUC that Scotland needs more tax revenue. 31 In its
publication ‘Taxing Wealth for a Fairer and Greener Scotland’, the STUC argued
that “fairer taxes on wealth at UK and Scotland levels must be at the heart of this
package of reforms to invest in and drive progress towards a fairer, greener and

more prosperous future”. 49

Asked for an update on progress regarding the Air Departure Tax (ADT) and VAT
assignment, given both are referred to in the MTFS, Scottish Government officials
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explained that high-level principles for ADT have been published to help shape
further policy developments. The Cabinet Secretary said that discussions on ADT
“are progressing well [and] we will come back with a timeframe that we think is

realistic”. 27

On VAT assignment, she confirmed that “it is neither our intention, nor that of the
UK Government, to move forward with that because of the inability to resolve the
risks”. However, “if the UK Government was to turn around tomorrow and say that it
will give us responsibility over VAT full stop, that would be a very different matter”.
27

During our fact-finding visit to Lithuania, we heard about the country’s simplified
approach to taxation, with income tax ranging from 26% to 32%, not dissimilar to
the approach we previously explored in Estonia where there is a flat 22% tax on
individual income.

The Cabinet Secretary for FLG acknowledged that the more people understand the
tax system, the higher the compliance rates. She also recognised there is some
complexity in the system, and highlighted work being carried out by the Scottish
Government to raise awareness of “what the Scottish tax system is and what
people’s obligations are, because we want to drive high levels of compliance with
that system”. She further highlighted that the Scottish Government has provided

stability on income tax levels for the remainder of this parliamentary session. 27

The Committee welcomes the Cabinet Secretary’s assurances that neither
the UK Government nor Scottish Government plan to pursue VAT
assignment, given the risks and complexities this could bring to the
Scottish Budget.

We request further information on the Scottish Government’s plans to
review the operation of existing taxes, including timescales.

In our recent Report on the Scottish Budget process, the Committee restated our
position that there would be merit in carrying out a wider review of how the fiscal
framework between the UK and Scottish governments is operating, including how
adjustments based on relative growth with the rest of the UK impact on income tax

revenues in Scotland. 26 During pre-budget 2026-27 scrutiny, we explored the
specific issue of whether the fiscal framework provides sufficient flexibility to
manage forecast error.

The reconciliation to be applied to the 2026-27 Scottish Budget has now been
confirmed as +£406 million, based on outturn data for 2023-24 showing strong
growth in Scottish income tax revenues which was faster than in the rest of the UK.
However, the indicative reconciliation figure for the 2027-28 Scottish Budget is
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estimated to be -£851 million. 13 If confirmed, this figure would exceed Scottish
Government borrowing limits for managing forecast errors under the fiscal

framework. Following the updates to the fiscal framework in August 2023 50 , this
limit is uprated by inflation annually and in 2027-28 is estimated to be £666 million.
Annual inflationary increases also apply to the annual and cumulative caps on the
Scotland Reserve.

The SFC noted that larger negative reconciliations could happen more regularly,
explaining that the “huge growth in nominal income tax revenues … means that
even the slightest error matters more”. It suggested that while the Scottish
Government could add more money in the Scotland Reserve to draw down to offset
negative reconciliations, “the limit on the size of the Reserve has become a binding
constraint, too, so there is rather limited room to adjust for these big numbers”. This,
the SFC suggested, “is where constant reviewing of the fiscal framework to see how
it is operating and working entirely makes sense”, adding there may be an
argument for scaling the borrowing limit and the Scotland Reserve to a metric other

than inflation. 19

The FAI noted “an interesting characteristic of the fiscal framework [is] that the
greater devolution of tax has caused the Scottish Government’s budget to be more
linked with UK conditions rather than less, because what matters is the net position
between the tax revenues raised in Scotland and the forecast for that, and the
forecasts for England and Northern Ireland revenues that the OBR does”. This, it

recognises, makes it more difficult for the Scottish Government to plan. 28

We also heard from the SFC that there is a tendency in Scotland to align every
payment and tax with its UK equivalent. It cited the example of the Scottish
Government following the UK Government’s lead in making cuts to the winter fuel
payment, decisions which have since been reversed. However, it suggested that
other reforms “will lead to the UK version and the Scottish equivalents getting
further and further apart, which is not necessarily a bad thing if it means that we
start thinking of the Scottish budget in its own right rather than always thinking
about it relative to the UK budget”. The SFC added that Scotland has never been in
the position where a tax that has been devolved no longer exists and discussions

would need to take place on how that would work if it happened. 19

The Cabinet Secretary for FLG told the Committee that the Scottish Government
“will monitor the situation very carefully and work with the Treasury on the borrowing
limit for a worst-case scenario”, adding “given the level of volatility, I suspect that
the figure will change—I hope, in a positive direction—but we will work with the

Treasury on contingencies”. 19

She confirmed that the Scottish Government is pursuing with HM Treasury the
potential for a more fundamental review of the fiscal framework to take place as
early as possible rather than waiting until the formal review period in 2028. She
further highlighted some “small improvements” that could be made more quickly,

such as increased limits for borrowing and the Scotland Reserve. 19

Asked for an update on progress regarding the planned fiscal framework with Local
Government, the Cabinet Secretary for FLG indicated on 30 September that, while
there was agreement on 95% of the issues under discussion, views differed
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regarding rules-based budgeting. She said she had written asking councils “to
agree on the 95% so that we can codify elements of the framework” ahead of

discussions on the Scottish Budget 2026-27. 27

In a subsequent joint letter copied to the Committee dated 10 October, the Cabinet
Secretary for FLG and Councillor Katie Hagmann advised that the Scottish
Government and COSLA have now agreed the first iteration of the fiscal framework
between Scottish Government and Local Government. They stated this “sets out a
statement of our collective intent for how we are working together ahead of the
Scottish Budget 2026-27 and Spending Review”. The letter goes on to say that,
given the framework is already being applied in practice, there will be little
noticeable change in day-to-day relationships, but “it does provide a strong signal of
our intent to continue to invest in the relationship between Scottish Government,

COSLA and councils over the coming months”. 51

The Committee supports the Cabinet Secretary’s request to HM Treasury to
carry out an early review of the fiscal framework, before the formal review
period in 2028. This early review should consider how adjustments based
on relative growth with the rest of the UK impact on income tax revenues in
Scotland and whether it provides sufficient flexibility to manage forecast
error.

We ask that lessons are learned from the August 2023 fiscal framework
update, to enable the process for the next review to be as open and
transparent as possible to support robust parliamentary scrutiny.

We welcome the recent announcement that agreement has been reached
on a fiscal framework between the Scottish Government and Local
Government and trust this places constructive budgetary discussions on a
firm footing.
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