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Executive Summary

The Scottish Budget 2026-27 is the final budget of the 6!" session of the Scottish
Parliament, and like last year comes in the context of a minority SNP Government.

While the parliamentary arithmetic suggests that the Scottish Government will require
support from at least one other party to pass the budget, the Labour party has indicated
that they intend to abstain. With only 4 months left until the next Scottish election, it
therefore seems likely that Parliament will pass the Budget.

Like last year, the Scottish Government has opted to present the Budget using the
2025-26 Autumn Budget Revision (ABR) as the baseline. While it is helpful to compare
spending plans to the most up to date position for the current financial year, the picture is
complicated by the routine transfers that occur between some portfolios. The Scottish
Government has made some progress in ‘baselining’ these to reduce distortions, but care
still needs to be taken to understand the impact that in-year transfers have on figures.
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Some minor changes to taxation policy

The Scottish Government announced some relatively minor changes to taxation. The
starter and basic bands will be increased by 7.4%, which will reduce the amount of tax
paid by the majority of taxpayers. The result of this change is small however, worth a
maximum of £31.75 per year. This change, on current forecasts, suggests that 55% of
taxpayers will pay less than they would under the rest of the UK (rUK) income tax regime —
although the difference for most is also small at a maximum of £40 per year. Higher rate
taxpayers will continue to pay more income tax in Scotland than they would in the rUK.
The Scottish Government have stuck to their commitment to not increase tax rates.

The Budget also signals some policy measures intended for future financial years. The
first is a commitment to introduce Air Departure Tax (ADT) in April 2027 — 10 years after
the Scottish Parliament passed the Air Departure Tax (Scotland) Act. This also includes a
pledge to introduce a private jet surcharge, but no details of the rates of this tax or how
much it will raise are set out.

Similarly, the Budget includes a pledge to introduce two new bands of council tax. These
will be payable on properties valued at above £1 million or £2 million, based on an up-to-
date valuation. Receipts from this will be retained by local authorities, but like ADT it will

not be implemented until 2028.

A further future proposal is to pay a higher rate of Scottish Child Payment for babies under
1, proposed for introduction in 2027-28.
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Social security spending is the biggest
winner in 2026-27

While total resource funding in the 2026-27 Budget is forecast to grow by 1.1% compared
to last year, most of this increase is accounted for by social security spending. Once this is
stripped out, resource funding for public services is set to increase by a much smaller
0.2% year-on-year. This largely reflects existing policy and forecast expenditure. [Note,
various definitions can be used and these calculations are based on those used by the
Scottish Fiscal Commission.]

It was confirmed that, in 2026-27, devolved benefit payments will increasein line with the
September 2025 CPI inflation rate of 3.8%. The only significant policy announcement on
social security was a decision to increase the Scottish Child Payment to £40 per week (it
was £27.15 per week in 2025-26) for children under the age of one. As noted above, this
will take effect in 2027-28, so it is not acost in the 2026-27 Budget. The SFC forecasts that
parents of 12,000 children will benefitfrom this, at a cost of around £7 million per year.
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Local government allocations grow ahead
of inflation

The local government revenue settlement sees a real terms increase of £419 million
(+2.9%) when the Budget is compared to last year’s Budget document (as is usual for the
local government budget). A smaller proportion of the settlement is ring-fenced for specific
purposes or transferred in-year from other portfolios. This is something that councils will
welcome as it increases local flexibility.

However — and there is always a “however” with local government funding — the increase
in 2026-27 falls far short of what COSLA called for in December. They campaigned for a
revenue settlement of £16 billion in 2026-27, including an additional £750m for social
care.
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The Budget is accompanied by some
long-awaited medium-term plans

The Scottish Government has published a first Scottish spending review since 2022, and a
new four-year Investment Delivery Plan, as well as launching a consultation on a new
10-year Infrastructure Investment Plan. These are welcome publications which increase
understanding of the Scottish Government’s priorities, and the fiscal context. Although with
May’s election looming, the next Scottish Government may have different priorities and
adopt different plans.

The detail in the spending review is variable however. While some portfolios are shown
down to level 4 (the most granular spending plans), local government plans are provided
to level 3, while others only show level 2 such as Education and Transport.

A longer-term profile for third sector funding will also be a welcome development for the
sector, which has repeatedly highlighted the challenges that short-term funding
agreements present for service delivery. Indicative health board budgets for three years
are also provided.

The analysis shows that housing is set to see the strongest growth, increasing by 26%
over the spending review period. Constitution, External Affairs and Culture

also grows strongly, in the first two years, reflectinga number ofimportant events being
hosted in Scotland. Transport, social justice and health and social care also see positive
real terms growth throughout the period. Other areas see real terms reductions over the
spending review period, with Climate Action and Energy seeing the largest fall of23% over
the three-year period.
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The outlook for capital funding is
particularly restricted

Compared to the 2025-26 Autumn Budget Revision (ABR) position, the capital budget is
0.3% smaller in real terms in 2026-27. The two largest portfolios by share of the capital
budget both have an increased allocation; the Transport capital budget increases by 8% in
real terms, and Housing by 17% in real terms.

The Scottish Government has indicated that it intends to launch a £1.5 billion Bond
programme during the next parliament. £2.1 million is allocated in the 2026-27 Budget for
preparatory work.

10
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Non-domestic rates (NDR) relief

A key issue in recent budgets has been the extent to which relief for businesses from NDR
liabilities match reliefs announced by the UK Government for England. There has been
particular interest this year as Scotland, like England and Wales, is currently undergoing a
revaluation of rateable values.

The 2026-27 Budget includes measures aimed at softening some of the impacts of the
2026 revaluation, with the Government reducing the Basic Property Rate (for properties with
a rateable value up to and including £51,000) from 49.8p to 48.1p. Similar reductions are
proposed for the Intermediate and Higher Property Rates.

The Budget includes a new 15% NDR relief from April 2026 to March 2029 for Retail,
Hospitality or Leisure (RHL) premises liable for either the basic or Intermediate Property
Rates. This could help up to 37,000 properties (subject to the cap of £110,000 per
ratepayer) and will reduce the NDR bills of beneficiaries by around £36 million in 2026-27.
The Budget also extends and expands the 100% relief for three more years for RHL
properties on islands and some remote areas (capped at £110,000 per business per year).

How these reliefs compare to those announced by the UK Government (for NDR payers in
England) at the Autumn Budget Statement will undoubtedly be explored over the coming
weeks, as well as how the Scottish Government might respond to any further measures
announced for England.

11



Scottish Budget 2026-27, SB 26-04

Transparency remains a challenge

There have been some positive developments, such as the baselining of some of the
regular internal transfers that can make comparisons over time difficult. However, some of
the headline policy decisions highlighted by the Cabinet Secretary are difficult to match to
the published figures.

The £70 million uplift in funding for colleges has been welcomed by the sector, given the
challenging financial settlements faced in recent years. However, it is difficult to identify
how this figure has been arrived at from the published documents — you have to compare
college funding on a year-to-year basis (not to the ABR like the rest of the budget), and
you have to exclude the significant £30.3 million investment in the Dunfermline campus in
2025-26.

Similarly, the references to “frontline spending” in health do not match any definitions used
in the published budget figures, creating challenges for following the statements relating to
this budget. Health is still the largest area of spending in the Scottish budget and some of

the additional funding this year will be required to meet pay deals agreed for the NHS.

12
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Context for Scottish Budget 2026-27

The Scottish Budget 2026-27 T was published on 13 January 2026 and presents the
Scottish Government’s proposed spending and tax plans for the next financial year. The
publication signals the start of a period of Parliamentary scrutiny culminating in MSPs
voting on these proposals in February 2026. Like last year, the Scottish Government now
operates as a minority, so in theory will require support from at least one other party to get
its Budget passed. However, the Labour party has indicated that they intend to abstain,
which if they do would mean that SNP votes alone would be sufficient to pass the Budget.
While nothing will be certain until the vote, this suggests that there may be less pressure
on the Cabinet Secretary to agree deals to secure support from other parties than was the
case last year.

Due to a later than expected UK Budget 2 , Which took place on 26 November 2026, this
Scottish budget has also been published later than normal. This necessitates a shortened
period for Parliamentary scrutiny, with Stage 3 scheduled for 25 February.

While there is an election only four months away and therefore a chance of a change of

government, this is also the first Scottish budget since the UK spending review 3 was

published in June 2025. With greater certainty as to their funding position for the medium
term, the Scottish Government has also published a Scottish Spending Review and an
Infrastructure Delivery Plan alongside the budget, setting out medium term spending plans
and priorities.

The Budget incorporates devolved tax forecasts undertaken by the Scottish Fiscal
Commission (SFC). As well as producing point estimates for each of the devolved taxes
for the next five years, the SFC is also mandated to produce forecasts for Scottish
economic growth and spending forecasts for devolved social security powers. The SFC

forecasts 4 are considered in greater detail later in this briefing.

Baseline issue

As with last year, the Scottish Government has opted to present the Budget using the
2025-26 Autumn Budget Revision (ABR) as a baseline. This matters as there can be
considerable changes to portfolio allocations throughout a financial year, as explained in
more detail in a recent SPICe blog.

While some of these changes reflect evolving priorities, or additional resources becoming
available, some of the significant transfers occur routinely each year. For example, funding
for social care is presented under Health and Social Care in the original budget, and then
routinely transferred during the year to the Local Government portfolio, as local authorities
are responsible for the delivery of social care.

What this means is that comparing portfolio allocations from the Budget to allocations from
the 2025-26 ABR might be misleading, depending on the impact of these transfers. This is
an issue that the Finance and Public Administration Committee has raised with the
Scottish Government. Table 4.15 in the Budget document shows the difference this can
make; taking the ‘headline’ Local Government budget figure would show a decrease of
1.9% in cash terms, as the 2025-26 ABR figure includes transfers from other portfolios
such as Education and Health, but the 2026-27 Budget does not. Removing these

13
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transfers means the cash terms increase is +3.0%. For local government, this is explained
in the main body of the document, but for other portfolio areas, it is harder to unpick the
detail.

Table A.09 of the main document shows the effect of routine in-year transfers and the
impact of the choice of baseline is illustrated in the chart below, which shows that for some
portfolio areas it makes a significant difference.

Figure 1: Baselines matter

2025-26 baseline after internal transfers (ABR) [J| I 2025-26 baseline before internal transfers (initial budget)
Health & Social Care
Finance and Local Government 3
Social Justice
Justice and Home Affairs
Transport |
Education and Skills
Deputy First Minister, Economy & Gaelic
Housing
Rural Affairs, Land Reform and Islands

Climate Action & Energy

Constitution, External Affairs and Culture

6%  -4% 2% 0% 2% 4% 6% 8% 10%  12%

The Scottish Government has also published an ‘additional budget disclosures > document
which sets out the impact of in-year budget changes over the last three years, but it is not
easy to interpret or understand all the reasons for the changes.

The Scottish Government has made some progress in this area by baselining some
routine transfers, but the remaining transfers can still distort comparisons. The SFC notes
that:

“While the Scottish Government has continued to improve the presentation of
spending in the Budget including publishing the data showing which transfers have
not been baselined, there are still further improvements to be made. We continue to
recommend that all routine Budget transfers should be contained from the outset in
the spending portfolio to which they will ultimately move. ”

14
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Budget overview

The total budget for 2026-27 is £67,978 million, made up as shown in Figure 2.

Figure 2: Total Managed Expenditure

Capital
NG A 2.0%
Total vV .0.3%
Managed AME
S N Expenditure
A 24% £67,978m A 103%
A 02% A 4.8% A 11.8%
A 26% Non-cash

A 93.4%
A 89.2%

Total Managed Expenditure (TME) comprises Resource, Capital, non-cash Resource and
Annually Managed Expenditure (AME). Resource (which covers day-to-day expenditure)

and capital (covering spending on buildings and physical assets) are the elements of the

budget over which the Scottish Government has discretion.

As shown in Figure 2, the budget document shows (based on the ABR baseline for
2025-26) that resource is due to increase by 2.4% in cash terms in 2026-27 and capital is
set to increase by 2.0% . In real terms, resource is increasing by 0.2% and capital is
reducing by 0.3%.

AME is expenditure which is difficult to predict precisely, but where there is a commitment
to spend or pay a charge, for example, pensions for public sector employees. Pensions in
AME are fully funded by HM Treasury, so do not impact on the Scottish Government's
spending power. AME increases significantly next year due to the costs of managing the
Teachers and NHS Pension schemes and changes related to the treatment of Police
pensions. This is a UK funded AME line and does not arise from any Scottish Government
decision or impact on the discretionary spending power of the Scottish budget. Non-
Domestic Rates income is also classed as an AME item in the budget and forms part of
local government spending.

The non-cash increase is largely explained by the “Resource Accounting and Budgeting”
(RAB) charge related to the provision of student loans. The RAB charge reflects current
economists’ estimations on future loan write-offs and interest subsidies. As with AME,
changes to this budget line are technical non-cash adjustments and do not affect
discretionary spending.

Figure 3 below shows the split between resource and capital by portfolio. This shows that

most portfolios are heavily weighted towards funding day-to-day spending commitments
(the resource budget).

15
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Figure 3: Resource and capital allocations by portfolio area

Social Justice

Scottish Parliament and Audit Scotland
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The Housing, Climate Action and Energy and Transport portfolios have the highest
proportion of their budget comprising capital spending. This will include projects to
progress towards affordable housing targets, net zero, rail and roads investment and
capital investment by Scottish Water. The Deputy First Minister, Economy and Gaelic
portfolio also includes significant capital spending on areas like digital connectivity, cities
and investment by the Scottish National Investment Bank (SNIB).

16
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Scottish Spending Review

Alongside the 2026-27 Budget, the Scottish Government published its first spending
review since the 2022 resource spending review.

With a Scottish election scheduled for May, it will be for the next government to make
spending decisions throughout this spending review period. If a new government has
different priorities then it is likely to make changes, however the financial realities mean
that any different priorities would have to be delivered in the same challenging fiscal
context. Commenting on the plans for a Scottish Spending Review, the SFC noted that:

“ The Scottish Spending Review ... will determine the trajectory of public spending
over the next Parliamentary term and it must provide a meaningful basis for informed
debate on the public finances during and after the election. Closing the fiscal gap will
require all parties in this Parliament and the next to work together to address the fiscal
challenges and any debate around new spending plans, changes to social security
policy or tax changes needs to consider the broader public finances.”

The document provides some detail on portfolio resource allocations over the next three
years, and capital over the next four years, mirroring the period covered by the UK
Government’s spending review published in June 2025. The level of detail provided varies
by portfolio — some are down to level 4 (including aspects of health and social care), local
government plans are provided to level 3, while others only show level 2 such as
Education and Transport.

So, while this provides some welcome detalil, it is patchy — for example, for health, the
indicative budgets for individual health boards will be welcome, but there is a notable gap
in terms of the detail of other areas of the health budget that do not get directed to health
boards, such as GP funding.

A longer-term profile for third sector funding will also be a welcome development for the
sector, which has repeatedly highlighted the challenges that short-term funding
agreements present for service delivery. Setting out a three-year budget for third sector
infrastructure funding, the Scottish Government states that “this Spending Review
supports our commitment to Fairer Funding for the Third Sector.”

Figure 4 below sets out the real terms growth rates for each portfolio, as set out in the
spending review. The base year uses the 2025-26 Autumn Budget Revision data included
in the budget document, but to make the data comparable to the spending review profile
there are two changes. We have used Table A.09 from the Budget document to remove
the internal transfers which would otherwise increase the ABR baseline, and we have also
removed all AME and non-cash allocations from the 2025-26 baseline, apart from non-
domestic rates, to match the presentation in the spending review as closely as possible.

17
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Figure 4: Real terms changes in portfolio spending
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The analysis shows that housing is set to see the strongest growth, increasing by 26%
over the spending review period. Constitution, External Affairs and Culture also grows
strongly, in the first two years, reflecting a number of important events being hosted in
Scotland. Transport, social justice and health and social care also see positive real terms
growth throughout the period. Other areas see real terms reductions over the period, with
Climate Action and Energy seeing the largest fall of 23% over the period.

One area that the spending review provides little detail on is the process. In the build up to
the review, there was some discussion about whether this would be a ‘zero based’ review
or not, as the recent UK Spending Review was. A ‘zero based review’ involves portfolios
having to justify all spending, rather than taking the previous year’s spending plans as a
starting point. The intention is that such a robust approach of challenging all spending will
identify efficiencies, and ensure resources are being focused on the Government’s
strategic priorities.

In evidence to the Finance and Public Administration Committee in September 2025, the
Fraser of Allander Institute suggested that:

18
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“ The issue is the amount of time that the Scottish Government will have for
conducting that review and whether it will be enough to conduct a full zero-based
review. My view, from looking at how long the Government will have to actually
conduct any review, is that it is not enough.”

The lack of any detail on the methodology underpinning the spending review will do little to
ease these concerns.

Turning to what is in the spending review, in the foreword the Cabinet Secretary states
that:

“We are clear about the priorities we will deliver: eradicating child poverty; growing
the economy; tackling the climate emergency; and ensuring high quality, sustainable
public services. This Spending Review aligns multi-year portfolio spending plans and
investments to these outcomes, supporting our public bodies and other delivery
partners.”

We will look at what the proposed allocations in the spending review tell us about these
four priorities.

Eradicating child poverty

The Scottish Government highlights eradicating child poverty as its top priority, and
highlights the progress made so far in reducing rates of relative poverty.

The 2026-27 Budget identified increased spending on measures targeted at ‘tackling child
poverty’, growing from just under £60 million in 2025-26 to £163 million in 2026-27 to
support the upcoming third plan in 2026. The spending review broadly maintains this
increased level of spending.

Growing spending on social security has been a feature of recent budgets, and this is set
to continue over the spending review period, rising from £6.8 billion in the 2025-26 Autumn
Budget Revision to £8.1 billion by 2028-29. The spending review provides a breakdown of
this planned spending to level 3, which lists spending on individual benefits. The largest
contributors to the increase are expected to be the adult disability payment (increasing
from £3.4 billion in 2025-26 to £4.6 billion in 2028-29), and pension age disability payment
(increasing from £853 million to £1,009 million in 2028-29). Benefits specifically targeted at
children (Child Disability Payment, Child Winter Heating Payment and Scottish Child
Payment) are also set to see increased levels of expenditure.

Another clear ‘winner’ of the proposed spending review allocations is the housing budget.
The affordable housing programme aims to help reduce child poverty and contributes to
significant growth in the Housing and Building Standards level 2 budget, which reaches
£924 million by 2028-29. Unfortunately, the housing portfolio is one which is only shown to
level 2 so we have limited granularity on the funding allocations here.

Growing the economy

While growing the economy is highlighted as a priority by the Scottish Government, the
allocations to key bodies tasked with economic development do not suggest this is a
particular priority.

19
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The enterprise agencies face a particularly tight settlement, with real terms cuts in each
year. The Scottish Government pledge that they will meet the promise of capitalising the
Scottish National Investment Bank with £2 billion in capital funding over its first ten years,
but the spending review sets out a flat cash settlement in each year.

Funding for city and regional growth deals also reduces over the period. The 12 deals
were agreed at different times for 10- or 15-year periods, and so fluctuations in the
spending profile are expected. Some of the earlier deals are also approaching their end,
which might contribute to lower spending in the later years of the spending review.

In their report on Scotland’s City and Regional Growth Deals, the Economy and Fair Work
Committee highlighted the lack of transparency on the future profile of spending, stating:

“the Committee recommends that the Scottish Government clearly sets out its
expenditure on growth deals in the annual budget to allow for proper scrutiny. The
Committee also asks the Scottish Government to publish a longer-term forecast of its
anticipated spend profile on growth deals. Further, it would be helpful to show
disaggregated Scottish Government and UK Government contributions to growth
deals in the level 4 budget spreadsheet, setting out the contribution to each deal.”

The Scottish Government’s response noted that it was ‘exploring’ options for providing
annual updates on funding for city and regional growth deals.

The Scottish Government states that employability funding will support 22,000 into work.
Growing the workforce and therefore the tax base is one key way that the Scottish
Government can improve the performance of devolved taxes and therefore ease the
pressure on public funding. However, the employability budget is flat in cash terms.

One area of growth within the Deputy First Minister, Economy and Gaelic Portfolio is for
tourism, which nearly doubles in cash terms. Funding for major events is a significant
factor — in 2027 Scotland will host the Tour de France Grand Depart, and in 2028 Scotland,
along with England, Wales and the Republic of Ireland, will host men’s football European
Championships.

Tackling the climate emergency

The spending review covers much of the first Carbon Budget period. According to the draft
Climate Change Plan, in this period Scotland’s emissions will need to be around 57%
lower than 1990 levels on average, compared with the current reduction of around 51%
compared to 1990. Within this, transport, residential and public buildings, and business
and industrial processes all need to make significant progress in reducing emissions.

The Cabinet Secretary highlighted that over £5 billion in funding in the 2026-27 Scottish
Budget would have a positive impact on the Scottish Government’s climate goals. A
significant part of this spending relates to the provision of public transport services. We
look at this in more detail in the climate change section of the briefing.

The Climate Action and Energy Portfolio is described in the spending review as ‘play[ing] a
critical role’ in responding to the climate emergency. However, over the spending review
period the allocation to this portfolio is largely flat in cash terms.

Within this, the budget for offshore wind falls from £137 million in the Autumn Budget
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Revision to the 2025-26 Budget, to £61.7 million by 2028-29. This budget aims to support
the development of the offshore wind supply chain, in the context of the significant
developments expected through Scotwind during the spending review period. TheScottish
Government aims to grow offshore wind capacity to between 8 and 11 GW by 2030, which
will require a significant increase from the 4.3 GW of installed capacity as of Q3 2025.

The energy transitions budget aims to support industrial decarbonisation, supporting the
development of carbon capture and storage, and supporting the Just Transition in
Grangemouth. The level 2 budget grows to £81.6 million in the final year, however this
follows successive declines to just over £40 million per year in 2026-27 and 2027-28.

Sustainable public services

The Scottish Government notes that, as set out in in the public sector reform strategy,
reducing the overall rates of poverty could reduce public spending by £2.9 billion. The
spending review commits to piloting an approach to tracking preventative spend across the
Scottish Budget in 2026.

The Spending Review also sets out some more detail on how the £1.5 billion public sector
efficiencies and reforms are to be achieved. Health and social care reform will do the
heavy lifting, with over £1 billion of the total planned savings to come from this sector.
There is repeated reference to the intent to “protect” or “free up” investment in frontline
services through the reforms.

NHS Boards will have to achieve recurring annual savings equivalent to 3% of their
baseline revenue resource limit. The latest Audit Scotland report, covering the 2024-25
financial year, shows that boards achieved recurring savings of 2.2%, so meeting this
target will require an improvement.

The Fraser of Allander Institute notes that some of the planned efficiencies will be
challenging to deliver, stating that:

“ The area that looks like it has taken the biggest clobbering though is the justice
system. It does not seem credible that such large cuts can be made to this area
without impacts on services.”

We discuss public sector reform in more detail elsewhere in the briefing.
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Scottish Budget funding

Funding for the 2026-27 Scottish Budget is set to be 1.3% higher in real terms than
2025-26, totalling £61.7 billion. This excludes non-discretionary spending, which
comprises non-cash items and annually managed expenditure (AME).

Funding is £698 million higher than had been forecast by the Scottish Fiscal Commission
(SFC) in June 2025.

Table 1: Scottish Budget funding outlook, excluding non-discretionary spending,
2025-26 to 2030-31

£ million (nominal terms) 2025-26 | 2026-27 | 2027-28 | 2028-29 | 2029-30 | 2030-31
Total funding 59,536 61,677 62,968 64,583 66,731 68,420
Real terms growth rate - 1.3% 0.1% 0.7% 1.5% 0.6%
Resource funding 52,340 54,109 55,420 57,018 59,120 60,909
Real terms growth rate - 1.1% 0.4% 1.0% 1.8% 1.1%
Resource funding for public services 45,582 46,704 47,532 48,718 50,362 51,683
Real terms growth rate - 0.2% -0.2% 0.6% 1.5% 0.7%
Capital funding 7,196 7,568 7,548 7,565 7,611 7,511
Real terms growth rate - 2.9% -2.2% -1.6% -1.2% -3.2%

Note: Non-discretionary spending comprises non-cash items and annually managed
expenditure (AME). Resource funding for public services is total resource funding minus
forecasted spending on social security.

Scotland’s Economic and Fiscal ForecastsScottish Fiscal Commission, 20264 , Scottish Fiscal Commission, January
2026

Resource funding overall is set to grow by 1.1% in real terms in 2026-27, with much of this
increase taken up by higher social security spending. Once social security is stripped out,
resource spending for public services is forecast to grow by 0.2% in real terms compared
with 2025-26.

Compared with the SFC’s June 2025 forecasts, the biggest single addition to resource
funding is £297 million through the Block Grant, as a result of decisions at the November
2025 UK Budget. However, worsening income tax forecasts reduce funding for the
Scottish Budget by £345 million compared with what had been forecast in June 2025.

The capital budget is set for a boost of 2.9% in 2026-27 compared to the 2025-26 Budget
position, but the outlook for the following four years appears tight (see Table 1).
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The outlook for Scotland’s economy

The SFC provides economic and fiscal forecasts alongside the Scottish Budget. These tell
us about the current state of, and future outlook for, Scotland’s economy. These are useful
in themselves, but they also directly impact the Scottish Budget. This is because the
forecasts underpin the devolved tax revenues and social security spending in the budget.

This section sets out what the SFC is forecasting on GDP, productivity, inflation, the labour
market and earnings. More detail can be found in the SFC’s January 2026 Economic and
Fiscal Forecasts.

GDP

The SFC'’s forecasts for Scottish GDP growth remain largely unchanged compared with
previous forecasts.

Outturn data on GDP at the end of 2024 was lower than anticipated, which the SFC
attributes to “global instability and higher consumer and business costs”. This means that
GDP forecasts over the second half of this decade start from a slightly lower base.

But projected year-on-year growth rates are almost exactly the same, rising from 1.3% in
2026-27 to 1.4% in 2027-28 and 1.5% in each of the three remaining years of the forecast
period. This puts Scotland’s growth trajectory on a path that is very similar to the OBR’s
projections for the UK. By historical standards, these growth projections are unremarkable
and around one percentage point per year lower than in the decade leading up to the
2008-09 financial crisis.

Figure 5: Forecasted growth domestic product (GDP) growth, Scotland, real terms,
2025-26 to 2030-31

December 2024 forecast [l | January 2026 forecast

1.5% —
1.0% —

0.5% -

0.0%

2025-26 2026-27 2027-28 2028-29 2029-30 2030-31

Scotland’s Economic and Fiscal ForecastsScottish Fiscal Commission, 20264 , Scottish Fiscal Commission, January
2026
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Productivity

Productivity is a measure of outputs for a givenamountof inputs. An economy’s
productivity performance matters because there is astrong link betweenincreasing this
metric and growing real wages and living standards over the long term. Economists have
likened productivity to the economy’s ‘speed limit'.

Since the 2008-09 financial crisis, productivity growth in Scotland, the UK and much of
Europe has slowed. What was initially billed as a slow recovery from the financial crisis
has become the ‘new normal’. This has led to the OBR downgrading its forecasted
productivity growth for the UK. The SFC is now forecasting a similar downgrade for
Scotland (a reduction of 0.3 percentage points by 2029-30 to 0.9% growth per year).

This does not mean Scotland’s economic performance has suddenly worsened. Rather,
the SFC’s forecasts have been brought more in line with recent data. However, the result
is that the SFC’s economic forecasts are worse than would otherwise have been the case.
Furthermore, the downgrade to projected productivity performance relates to longer-term
economic trends, not one-off events, meaning that the impact of this productivity
downgrade will filter through to future years’ economic forecasts too.

Inflation

High inflation has been a key factor in recent years’ budgets. Rising prices have put
pressure on budgets for households and government departments alike, but have also
been accompanied by high nominal earnings growth and a higher tax take, due to fiscal
drag.

Consumer Price Index (CPI) inflation is now at more ‘normal’ levels. During 2025-26, it has
been slightly higher than the SFC had forecast, primarily due to higher food and services
inflation. However, the SFC still forecasts that inflation will fall back to the Bank of
England’s 2% target by 2027-28 after a period of elevated inflation since 2022.

Figure 6: CPI inflation, year-on-year growth
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Labour market and earnings

The SFC’s forecasts for Scotland’s labour market are in line with previous forecasts,
although there is a slight worsening in the short term, which the SFC attributes to
economic uncertainty and higher labour costs weighing on business confidence and labour
demand.

Unemployment is forecast to oscillate around its structural trend of 4.1%. Employment is
forecast to grow by 0.3% in each of the next three years, which the SFC says is in line with
population growth.

Interestingly, economic inactivity (which measures those who are neither working nor
looking for work) has now returned to close to its pre-pandemic levels. However, the
composition of the economically inactive population has changed. Fewer people are
economically inactive for reasons such as looking after family or home, but more people
are economically inactive due to ill health.

Perhaps the most substantive element of this part of the SFC forecasts is projected
earnings growth, partly because it tells us about people’s material standard of living, but
also because it feeds through to forecasted tax revenues for the Scottish Government.

Forecasted nominal earnings growth has remained broadly stable at 2.9% in 2026-27 and
2.7% in the two following years. The impact of lower productivity growth on projected
earnings is partly offset by higher inflation in the short term.

However, the OBR’s forecasts for UK earnings growth have increased from 2.1% to 3.2%
in 2026-27. The result is that earnings growth in Scotland in 2026-27 is forecast to be
slightly lower than the UK average, for which the SFC highlights relatively weak earnings
growth in the North East of Scotland.

This change to the outlook for relative earnings growth between Scotland and the UK
matters because it affects the forecasted income tax net position. The result of the upward
revision to the OBR’s forecasts for UK earnings is a lower than previously forecast income
tax net position for 2026-27 of £969 million versus £1,314 million in previous forecasts.

It is worth noting here that the OBR continues to forecast lower earnings growth for the UK
than the SFC forecasts for Scotland from 2027-28 — a continuation of a trend since
December 2022. In each year since then, the OBR has upgraded its forecasted UK
earnings to be more in line with the SFC forecasts for Scotland. This is important because
if this trend continues, then future income tax net positions would not be as positive as
currently forecast, meaning that funding for future Scottish budgets may be lower than
currently planned for.
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Figure 7: Forecasted nominal average earnings growth, SFC and OBR, 2026-27 to
2030-31
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Portfolios at a glance

This section of the briefing gives an overview of each portfolio budget at a glance. Within
each portfolio, we set out a breakdown of the budget, the change in the overall portfolio
since the 2025 Autumn Budget Revision and compared to the Scottish Budget as a whole,
the five largest level 3 budget lines, and the five largest changes at level 3.

These breakdowns are listed in order of size from the largest to the the smallest. Note that
only Cabinet Secretary portfolios are included, meaning that those covering administrative
function are not (Crown Office and Procurator Fiscal Service, Scottish Government and
Scottish Parliament and Audit Scotland).

Health and Social Care

Figure 8: Health and Social Care Budget 2026-27 at a glance
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The Health and Sport portfolio remains the largest across the Scottish budget, at just
under £22.5 billion, and increases by 1% in real terms when compared to Autumn
Budget Revision 2025-26 figures.

There is a £1.4 billion uplift for health board budgets, a 6.3% real terms increase on
ABR 2025-26 funding, though much of this beyond a 2% baseline uplift will go
towards pay settlements and other reforms as part of the pay settlements.

Capital Funding for Health and Social Care has fallen by 6.6% in real terms from the
ABR 2025-26 baseline.

The Spending Review 2026 sets out plans for overall health budget increases of 3.8%
and 4.9% over 2027-28 and 2028-29 respectively, but more modest health board
increases of 2.6% and 2%.

There is evidence of investment in preventative measures and service reform in
funding for sport and activities, education and training, digital health and care, quality
and improvement and mental health services.
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Finance and Local Government

Figure 9: Finance and Local Government Budget 2026-27 at a glance
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» This portfolio accounts for just over a quarter (27%) of the total Scottish Budget, with
the vast majority accounted for by funding for local government. Local government
receives significant in-year allocations of funding, so the apparent reductions in
budget for this portfolio should be interpreted with caution.

* Non-Domestic Rates (NDR) are an important source of revenue for local government,
at around £3.5 billion in 2026-27. The amount of NDR going to local government
increases significantly over the year (up £360 million), reflecting a revaluation of non-
domestic properties taking effect. NDR revenues are included under the “UK Funded
AME” category, along with NHS and teacher pension schemes.

» The largest reduction in this portfolio area is in the local government’s General
Revenue Grant, when comparing 2025-26 Autumn Budget Revision (ABR) figures
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with the Budget. However, when comparing the 2025-26 Budget with the 2026-27
Budget, the General Revenue Grant actually increases by 10% in cash terms.

» This difference illustrates the extent to which local government receives additional
funding in-year, and the challenges in making comparisons between years depending
on the baseline used. This is explained in more detail in the Local Government section
of the briefing.

» The 2026-27 Budget provides a General Capital Grant of£494 million for local
government, which is a 27% reduction in real terms on 2025-26 when using the ABR
baseline. Again, this comparison is affected by the baseline used, with a smaller 13%
reduction when a budget-to-budget comparison is used.

Social Justice

Figure 10: Social Justice Budget 2026-27 at a glance
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The Social Justice budget predominantly funds devolved benefits spending. In real
terms, it is set to rise by 6.4%, which is two-and-a-half times as fast as the overall
budget growth in 2026-27.

Spending on Social Justice was 14.1% of the total resource budget in 2024-25. In
2026-27, it is set to be 15.8% of the resource budget. The three-year Scottish
Spending Review implies that social security spending will account for a growing
share of total spending.

Increased spending on the Adult Disability Payment is the single largest year-on-year
increase, driven by higher caseloads. The announced increase in the Scottish Child
Payment (SCP) for under-ones will not take effect until 2027-28 and will only have a
modest impact on costs (around £7 million per year).

Spending on devolved benefits above UK Government equivalent-spending and on
benefits unavailable in the rest of the UK (e.g. the SCP) do not attract Block Grant
funding from the UK Government. This must be funded from within the Scottish
budget and is forecast to reach £1 billion in 2026-27.
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Education and Skills

Figure 11: Education and Skills Budget 2026-27 at a glance
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» The Education and Skills portfolio sees a cash terms increase of 25.8% from £3,882
million to £4,885 million between the 2025-26 ABR and 2026-27 Budget. This equates
to a real terms increase of 23.1%. However, the use of the ABR baseline makes a
significant difference. When compared to the 2025-26 Budget, the increase is 15.2%
in cash terms and 12.7% in real terms.

» Whilst the Education and Skills portfolio shows an increase overall, it does include a
decrease in overall capital (including financial transactions) of -3.9% in cash terms
and -6.0% in real terms.

» The Scottish Government says college funding will rise by £70 million in 2026-27—a
10% increase, but a figure that cannot be replicated from the published budget
figures. The Scottish Government has confirmed that this calculation is based on
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excluding funding for the Dunfermline Learning Campus from the figures.

» The significant increase in the RAB charge relating to student loans is a non-cash
figure which does not affect discretionary spending.

Justice and Home Affairs

Figure 12: Justice and Home Affairs Budget 2026-27 at a glance
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» The Justice and Home Affairs Portfolio is allocated £4.6 billion in the 2026-27 Budget,
which is 7% of the total budget. Resource funding comprises the majority (74%) of this

funding, but there is also a significant capital allocation of £643 million, and £350
million UK Funded AME which relates to police and fire pensions.

» The largest level 3 budget allocation within the portfolio is to the Scottish Police
Authority. The 2026-27 Budget provides £1.7 billion, which is an increase of £81
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million since the 2025-26 Autumn Budget Revision position.

* While Police Pensions are the second largest allocation, this is not an area the
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Scottish Government has much discretion. The Scottish Government funds employer
contributions from its resource budget, but following a reclassification announced in
the 2025 UK Budget the balancing payments are now funded by UK-funded AME.
This means the Scottish Government will no longer need to fund balancing payments.

The Scottish Prison Service capital budget is set to grow significantly, by £103 million
in 2026-27. This increase is largely to fund HMP Glasgow and HMP Highland capital
projects.

The Criminal Justice Committee in its pre-budget report, made specific
recommendations for the level of funding for the five public justice bodies within the
portfolio (Police Scotland, Scottish Fire and Rescue Service, Scottish Prison Service,
Scottish Courts and Tribunals Service, and the Crown Office and Procurator Fiscal
Service (COPFS)). Of the five, only COPFS received a total budget settlement of the
size requested.
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Transport

Figure 13: Transport Budget 2026-27 at a glance
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» The Transport portfolio accounts for the largest share of total capital spending (31.3%
of the capital budget), with an 8% real terms increase in the transport capital budget
from 2025-26 to 2026-27.

» This year’s Budget allocated £223 million to Capital Land and Works (for design,
development and delivery of trunk road schemes), a significant change of 41.8%
compared to 2025-26 Budget. This largely reflects more sections of the A9 dualling
programme entering delivery stage. The Transport Secretary confirmed the remaining
sections of the programme will be delivered using capital funding, rather than via a
public-private partnership.

» The budget for Rail Services is up 7% in real terms. This includes funding for the
ScotRail and Caledonian Sleeper passenger rail services as well as funding for

35



Scottish Budget 2026-27, SB 26-04

permanent removal of peak fares.

» This year’s budget saw additional funding for affordable and accessible public
transport (up 63% in real terms). This includes the Active Travel Infrastructure Fund
and Bus Infrastructure Fund.

* The Scottish Government increased the Concessionary Fares budget with a additional
funding of £55 million. This includes a pilot scheme for a £2 bus fare cap in the
Highland and Islands, free bus travel for under 22s and Older and Disabled People
Schemes.

Deputy First Minister, Economy and Gaelic

Figure 14: Deputy First Minister, Economy and Gaelic Budget 2026-27 at a glance
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* When compared with Autumn Budget Revision 2025-26 figures portfolio capital
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funding has decreased by 11.1% in real terms whilst resource funding has increased
by 7.6% in real terms. Meanwhile, overall capital funding has decreased —0.3% whilst
resource funding has increased 0.2%.

The largest percentage increases in the 2026-27 Budget relate to Major Events (up
245% in real terms) and Government Business and Constitutional Relations Policy
and Co-ordination (up 588% in real terms). This is due to a number of events
including the 2027 Tour de France Grand Depart, EURO 2028 and Local Government
and Parliamentary Elections.

Innovation, Entrepreneurship and International Trade and Investment shows a
substantial increase of 28% in real terms, largely to support the Techscaler
programme.

Digital Connectivity also sees a large increase (111% in real terms) which largely
reflects the fact that one-off income was received in 2025-26 as part of the Gainshare
agreement with BT. Elsewhere in this budget line, spending as part of the R100
broadband programme has declined.
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Housing

Figure 15: Housing Budget 2026-27 at a glance
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» The Housing portfolio budget line is increasing by 19% in cash terms (16.4% in real
terms), much faster than the overall increase in the Scottish budget.

» This is largely driven by a £172 million increase in the “More Homes” budget line,
which is one part of the budget for delivering more affordable homes in Scotland. The
Scottish Government is planning to deliver 110,000 affordable homes by 2032.

» There is also money in the Local Government settlement that is aimed at supporting
delivery of the affordable homes target. This budget (the “Transfer of Management
Development Fund”) totals £92.2 million in 2026-27, unchanged from the previous two
financial years.

» The Spending Review published alongside the 2026-27 Budget also identifies further
growth in the Housing budget, with investment totalling £5.3 billion over the next four
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years across the portfolio. Again, this is faster growth than in other budget areas.
Within this total, £4.1 billion is aimed at delivering 36,000 affordable homes over the
Spending Review period.

Rural Affairs, Land Reform and Islands

Figure 16: Rural Affairs, Land Reform and Islands Budget 2026-27 at a glance
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» Last year, the RALRI budget was the only portfolio to see a nominal terms decrease. It
is set to be reduced in nominal terms again, which means its spending power
will continue to be eroded by inflation.

» The major support schemes for farmers continue to be broadly frozen in cash
terms. There is more funding for the Crofting Commission, the food and drink industry,
the marine environment, and Edinburgh’s Botanic Gardens; with less funding for
Islands, land reform, national parks and research — but all these year-to-year changes
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are individually within £5 million.

* In the capital budget, peatland restoration is set to receive a £6.5 million boost. Steep
reductions for Forestry and Land Scotland (£11.3 million or 88% in cash terms)are
partly offset by Scottish Foresty’s funding for woodland creationincreasing by £5.6
million. However, even this remains around a third (£17.3 million) lower than was

proposed in the 2023-24 budget.

» Theapparentincrease in ‘Agricultural Transformation’is expectedtolargely netoff
against the decrease in ‘Convergence Funding’,as moneyis intendedto be
transferred between these budget lines in-year.

Climate Action and Energy

Figure 17: Climate Action and Energy Budget 2026-27 at a glance
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The Climate Action and Energy portfolio sees the largest percentage decline of all the
portfolios (19.0% in real terms). This is a capital-heavy portfolio, which provides
funding to support decarbonisation and clean energy, as well as funding for public
bodies including Scottish Water, SEPA, NatureScot, and Zero Waste Scotland.

The largest level 3 budget line is the £170 million in voted loans — this is the funding
that the Scottish Government provides to Scottish Water to cover their investment
programme, and is unchanged on last year.

While offshore wind is the second largest level 3 allocation within the Climate Action
and energy portfolio, funding declines by £27 million. This is largely due to a £31
million reduction in the capital funding, which the Scottish Government suggests is to
reflect market demand, partly offset by an increase in funding to deliver a new skills
action plan.

The largest reduction in funding is to the energy transitions budget, with a reduction of
£32 million. This funding is to support industrial decarbonisation, including support for
carbon capture, utilisation and storage, and for the just transition in Grangemouth.
The Scottish Government states that this reduction in funding is consistent with the
draft Climate Change Plan published in November 2025.

The budget for nature restoration increases by £19 million in 2026-27 — this however
is largely due to the baseline comparison issue discussed elsewhere in this briefing. In
the Autumn Budget Revision, funding is transferred to partner organisations from this
Budget, so the ABR position is lower than the opening budget. So, while the budget
appears to increase, the Scottish Government explains that this maintains the opening
budget position from 2025-26.
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Constitution, External Affairs and Culture

Figure 18: Constitution, External Affairs and Culture Budget 2026-27 at a glance
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» This year’s budget allocated £415.8 million to the Constitution, External Affairs and
Culture portfolio. This is an increase of 7% in real terms when compared to Autumn
Budget Revision 2025-26 figures.

* When comparing the Creative Scotland 2026-27 Budget to the Autumn Budget
Revision 2025-26 figures, the budget increases by 13% cash terms. However, when
comparing the 2025-26 Budget with the 2026-27 Budget, Creative Scotland has seen
a larger increase in its budget of £20 million, bringing the total funding pot for Creative
Scotland for 2026-27 to just over £100 million (this is a 26% increase in cash terms).
This difference illustrates how some budgets can change significantly through the
financial year and the impact that the choice of baseline makes.

» Ahead of the 2025-26 budget, Historic Environment Scotland agreed a new funding
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model with the Scottish Government. One component of this is that they accept an
accumulating decrease in Scottish Government grant-in-aid (GIA) of £2 million per
annum each year for five years.

The International and European Relations budget has seen a 27% real terms
increase. This includes £3 million to support the International Development budget
which increases to £16 million. This increased funding implements the commitment in
the Programme for Government (May 2025) to grow the international development
fund to £15 million per annum and providing £1 million for humanitarian crises.
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Local Government

The problem of what to compare Budget 2026-27 to is perhaps most obvious when
considering the local government portfolio. The Budget document presents 2026-27 plans
alongside Autumn Budget Revision (ABR) figures for 2025-26, reflecting requests from the
Parliament’s Finance and Public Administration Committee that the baseline should reflect
the latest budget position. However, for some budget areas, including the local
government budget, this is problematic, as there are always transfers to local government
in-year. Many of these are included in the ABR but not the Budget, and the ABR for
2026-27 won’t be published until much later in the year. As such, comparisons of Budget
with ABR can be misleading as the baseline will reflect in-year transfers, while the Budget
won't.

The Institute for Fiscal Studies contacted SPICe before the publication of this briefing in
relation to Budget-to-Budget comparisons of local government funding. They make the
point that a Budget-to-Budget comparison “flatters the actual change in spending power of
councils” (personal correspondence). This is because the Budget 2025-26 figures do not
include additional funding that was formally confirmed in the 2026 ABR to cover Employer
NICs costs and pay deals — costs which are recurrent and will have to be funded by the
initial Budget allocations for 2026-27. As such, this section includes analysis of Table A.09
in the Budget document which sets out the most recent position for 2025-26, minus
transfers that have not been baselined.

Revenue allocation

Comparing Budget document 2026-27 to the previous Budget document, as SPICe has
done in the past, we see both cash and real terms increases in the overall revenue
allocation to local government (see Tables 2 and 3).

Table 2: comparing revenue budget 2025-26 and 2026-27 (cash terms, millions)

Local Government (Revenue) 2025-26 Budget 2026-27 Budget Cash change Cash
document document (Em) change %

General Revenue Grant 9,458.4 10,440.7 982.3 10.4%
Non-Domestic Rates 3,114.0 3,474.0 360.0 11.6%
Specific (ring-fenced) Resource

Grants 247 .4 222.4 -25.0 -10.1%
Revenue within other portfolios 1,438.3 867.7 -570.6 -39.7%
Total revenue for LG 14,258.1 15,004.8 +746.7 +5.2%

Due to previously announced commitments, such as fully funding the Real Living Wage for
early learning and social care workers, COSLA argues that the actual increase in
uncommitted revenue funding is closer to £235 million.

When adjusting for likely inflation, we can see that the local government revenue
settlement increases by £419 million, or +2.9%, in real terms over the year.
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Table 3: comparing revenue budget 2025-26 and 2026-27 (real terms, millions)

Local Government (Revenue) 2025-26 Budget 2026-27 Budget Real change Real
document document (Em) change %

General Revenue Grant 9,458.4 10,213.0 754.6 8.0%
Non-Domestic Rates 3,114.0 3,398.2 284.2 9.1%
Specific (ring-fenced) Resource

Grants 247 .4 217.5 -29.9 -12.1%
Revenue within other portfolios 1,438.3 848.8 -589.5 -41.0%
Total revenue for LG 14,258.1 14,677.5 +419.4 +2.9%

The past three Budgets have all included real terms increases for the local government
revenue settlement. However, COSLA argues that these increases have not been enough
to meet the needs of local authorities and the increasing demands on their services. Prior
to the Budget, COSLA called for a revenue settlement of £16 billion in 2026-27, including
an additional £750 million for social care. So, the 2026-27 settlement is almost a billion
short of what they asked for.

More on the ABR to Budget comparison

The Scottish Budget document includes an additional table which shows the Autumn
Budget Revision (ABR) figures for 2025-26 without transfers that have not been baselined
into 2026-27. In the Institute for Fiscal Studies’ opinion, the figures in Table A.09 represent
“a major improvement”. The figures are not broken down beyond the “Finance and Local
Government” heading, but the vast majority of funding included is for local government.

Table 4: Finance and Local Government (Revenue plus NDR, millions)

2025-26 ABR (minus non-baselined
Government transfers) Budget (Em) (%)
Cash terms 14,154 14,506 +352 +2%
Real terms (2025-26 prices) 14,154 14,190 +36 +0.3%

This table appears to support the IFS’s argument that local government’s spending power
is increasing by a far smaller amount than the Budget-to-Budget comparison would
suggest.

Council tax in 2026-27

The Budget did not include any surprise council tax-related measures, such as a freeze or
cap. So, councils are free to increase bills by as much as they see fit in 2026-27. The
Cabinet Secretary told the Parliament:

“ Decisions on council tax rates will, of course, be taken locally. However, this is a
reasonable deal and, given the cost of living pressures that we all recognise, | urge
local authorities to translate the settlement into reasonable decisions on council tax.”

A recent Local Government Information Unit survey of council leaders, chief executives
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and senior finance officers found that every respondent intends to reduce spending on
services and increase council tax in 2026-27. The report concludes:

“ The scale of council tax increases continues to be significant. Not only is every
council planning to raise council tax, every council is planning to raise it by at least
5%. Over a fifth plan to raise council tax by over 10%.”

All 32 local authorities increased their council tax in 2025-26, with increases ranging from
6% in South Lanarkshire to 15.6% in Falkirk.

New council tax bands from 2028

The UK Budget in November included plans to introduce a council tax surcharge on
properties in England valued above £2 million from 2028, dubbed a ‘mansion tax’. The
Scottish Budget includes a proposal to introduce two new tax bands for properties valued
above £1 million from April 2028. Band | will apply to properties valued between £1 million
and £2 million, and Band J will apply to those valued above £2 million.

The Scottish Government notes this will be based on an ‘up to date’ valuation of those
properties, not the 1991 value that is used to calculate council tax liability currently. This
suggests that a partial, targeted revaluation will be required to determine liability for the
new bands, with the Budget setting aside £5 million to carry this out. The Scottish
Government suggests this will affect fewer than 1% of properties.

A COSLA source told SPICe (personal correspondence) that their understanding based on
very initial information from the Scottish Government is that the new policy could raise
between £12 million and £16 million annually. The cost of a targeted revaluation is
estimated to be around £10 million, albeit this would be a one-off cost.

Verity House agreement

There are some positives for local government in the Budget, including a significant
reduction in the proportion of the revenue allocation that is either ring-fenced for specific
purposes or transferred in-year from other portfolios (often seen by local government as a
form of ringfencing). In light of the commitment in the 2023 Verity House Agreement to
work towards “no ring-fencing or direction of funding”, this Budget shows a significant
move forward.
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Figure 19: proportion of total revenue allocation either ring-fenced or transferred in-
year
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SPICe analysis of Scottish Government budgets

The Verity House Agreement also stated that “wherever possible multi-year certainty will
be provided to support strategic planning and investment”. The publication of the Scottish
Government’s Spending Review alongside the Budget document, may provide some
degree of certainty to local government. This shows that the core revenue settlement
increases initially in 2026-27 but then falls slightly in real terms over the following two
years.

Capital allocation

COSLA also wanted to see a General Capital Grant (GCG) of £844 million in 2026-27.
Instead, the Budget provides a GCG £494 million. The overall capital allocation from the
Scottish Government continues to fall, decreasing by 14.2% in real terms over the year,
which will be a disappointment to many in local government.

Table 5: comparing capital budget 2025-26 and 2026-27 (cash terms)

Local Government (Capital) 2025-26 Budget 2026-27 Budget Cash change Cash
document document (Em) change %

General Capital Grant 556.0 493.7 -62.3 -11.2%
Specific (ring-fenced) capital

grants 196.1 147.7 -48.4 -24.7%
Total "core" Capital 752.1 641.4 -110.7 -14.7%
Capital Funding within other

Portfolios 25.0 40.0 15.0 60.0%
Total capital for LG 7771 681.4 -95.7 -12.3%
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Table 6: comparing capital budget 2025-26 and 2026-27 (real terms)

Local Government (Capital) 2025-26 Budget
document

General Capital Grant 556.00
Specific (ring-fenced) capital

grants 196.10
Total "core" Capital 752.1
Capital Funding within other

Portfolios 25.00
Total capital for LG 7771

2026-27 Budget
document

482.93

144.48
627.41

39.13
666.54

Real change

(Em)

-73.1

-51.6
-124.7

14.1
-110.6

Real change
%

-13.1%

-26.3%
-16.6%

56.5%
-14.2%

COSLA explains that the capital reduction in the Budget “can be attributed to known
cessation or reductions of previous funding streams”. Whatever the explanation, it is
certainly the case that the local government capital allocation continues to reduce in real

terms.

As explained by the Accounts Commission, “borrowing is the main source for funding
[local authority] capital projects, and councils are intending to borrow £3.13 billion in
2025-26". Overall, local government debt currently sits at around £25 billion (see Local
Government 2024-25 Provisional Outturn and 2025-26 Budget Estimates) and it seems

likely to continue growing over the coming years.
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Taxation

A range of taxes are devolved or partially devolved to the Scottish Government. This
provides revenues that are available to support the Scottish Budget. There are deductions
to the Scottish Budget (known as “block grant adjustments”) to reflect the fact that the
Scottish Government now benefits from these revenues and can set the policy to adjust
revenues in order to support policy objectives.

Figure 20 below shows the forecast revenues from the various taxes. Income tax is by far
the largest source of revenue for the Scottish Government.

Figure 20: Forecast tax revenues
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Income tax

Income tax proposals

The Scottish Government set out its proposals for income tax from April 2026 as part of
the Scottish Budget 2026-27. These proposals need to be approved by a Scottish Rate
Resolution, which must precede Stage 3 of the Budget Bill process. Income tax then
cannot be changed during the financial year.

As part of the Tax Strategy published alongside the previous Budget, the Scottish
Government had committed to not introducing any new income tax bands or increasing the
income tax rates through the remainder of this Parliament.

The proposals set out by the Scottish Government involve:

* Increasing the basic rate and intermediate rate thresholds by 7.4%
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* Freezing the higher, advanced and top rate thresholds
» Maintaining existing tax rates for each band.
The result of these proposals is the Scottish income tax schedule shown in Table 7.

Table 7: Proposed Scottish tax bands and thresholds, 2026-27

Band Taxable income Rate

Starter rate £12,571* - £16,537 19%
Basic rate £16,538 - £29,526 20%
Intermediate rate £29,527 - £43,662 21%
Higher rate £43,663 - £75,000 42%
Advanced rate** £75,001 - £125,140 45%
Top rate** Over £125,140 48%

* Assumes individuals are in receipt of the standard UK personal allowance (£12,570 in
2026-27). The personal allowance is reserved and set by the UK Government.

** Those earning more than £100,000 will see their personal allowance reduced by £1 for
every £2 earned over £100,000. This policy is reserved to the UK Government.

Note that Scottish income tax only applies to non-savings non-dividend (NSND) income.

Impact on individuals

The proposed 2026-27 income tax schedule sees a slightly lower tax liability for all income
levels compared with 2025-26. This difference is no more than £32 per year, and is lower
for those on lower incomes.

When compared with income tax policy in the rest of the UK (rUK), Scottish taxpayers
earning less than £33,500 will pay up to £40 less income tax per year than they would in
the rest of the UK. The Scottish Fiscal Commission (SFC) project that the median taxpayer
will have NSND income of £31,136, meaning that just over half (55%) of all Scottish
income taxpayers will pay less than they would in rUK.

Taxable income above £33,500 attracts a higher tax liability than in rUK and the gap
widens rapidly for those earning above the higher rate threshold of £43,663. For example,
those earning more than £50,000 will be paying at least £1,500 more income tax per year
than they would in the rest of the UK.
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Table 8: Differences between Scottish and rUK income tax liabilities, 2026-27

Annual | Scottish Government proposals income tax Difference compared | Difference compared
earnings payable 2026-27 with 2025-26 with rUK
-£11

£20,000 £1,446 -£40
£25,000 £2,446 -£11 -£40
£30,000 £3,451 -£32 -£35
£35,000 £4,501 -£32 £15
£40,000 £5,551 -£32 £65
£45,000 £6,882 -£32 £396
£50,000 £8,982 -£32 £1,496
£55,000 £11,082 -£32 £1,650
£60,000 £13,182 -£32 £1,750
£65,000 £15,282 -£32 £1,850
£70,000 £17,382 -£32 £1,950
£75,000 £19,482 -£32 £2,050
£80,000 £21,732 -£32 £2,300
£85,000 £23,982 -£32 £2,550
£90,000 £26,232 -£32 £2,800
£95,000 £28,482 -£32 £3,050
£100,000 £30,732 -£32 £3,300
£150,000 £59,634 -£32 £5,931

Note that Scottish income tax only applies to non-savings non-dividend (NSND) income.
The 2024 Tax Strategy also stated that the Scottish Government would:

» Maintain the commitment that over half of Scottish taxpayers will pay less income tax
than they do in the rest of the UK — this commitment was met by the 2026-26
proposals on the basis of current estimates and is discussed further below.

» Uprate the starter and basic rate bands by at least inflation — this commitment was
met, with the uprating of the upper thresholds of these bands by 7.4%. As a result,
the starter rate band (the amount between the thresholds) increased by just over 40%
and the basic rate band increased by 7,4%. Both of these are well in excess of the
current level of inflation, which is just over 3%.

* Maintain the Scottish Higher, Advanced and Top rate thresholds at current levels in
nominal terms — this commitment was met.

The commitment to ensure most Scottish taxpayers pay less
income tax than they would in the rest of the UK

As noted above, the Scottish Government’s Tax Strategy includes a commitment to ensure
that over half of Scottish taxpayers will pay less income tax than they do in the rest of the
UK. During 2025 there was some debate about whether this commitment was met. This
reflected the fact that, at the time of the Budget, this commitment is judged on the basis of
forecasts provided by the SFC, which are subject to change as further data becomes
available.

In recent years the Scottish Government has allowed a relatively small margin for error.
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The 2025-26 Scottish Budget suggested that 51% of taxpayers would pay less than they
would in the rest of the UK. As such, a relatively small increase in average earnings could
result in the commitment no longer being met.

In November 2025, the SFC published an update to their estimates of median income in
Scotland. This update suggested that someone earning an income of £30,318 or above
would pay more income tax in Scotland than they would elsewhere in the UK. According to
the SFC, in 2025-26 this is expected to be 49.1% of Scottish taxpayers, so the
commitment was still met for 2025-26 based on this update. However, the same update
showed that the statement no longer held for 2023-24 and 2024-25 on the basis of the
updated data. Note however that the commitment was made in the 2024 Tax Strategy,
subsequent to the budgets for those financial years,. Nonetheless, this shows how finely
balanced the commitment is, given that it is based on estimates that will inevitably change
when new data becomes available.

In the 2026-27 Budget, the Cabinet Secretary has given herself a little more headroom, by
setting income tax in a way which means that 55% of Scottish income taxpayers pay less
than they would in the rUK, on the basis of the current estimates.

Income tax revenues

The SFC forecast strong growth in income tax revenues in 2026-27. Forecasted income
tax revenues for 2026-27 are £21,508 million, which is £1,228 million (6.1%) higher than in
2025-26, but £274 million (1.3%) lower than the SFC’s December 2024 forecast.

The impact of the increases to the basic and intermediate rate thresholds is a relatively
modest reduction (£50 million) in forecast revenues for 2026-27.

Figure 21: Scottish NSND income tax forecasted revenues

£30,000m - - — - — e

£25,000M - - - B
£25,398m

£20,000m -
£15,000m -
£10,000m -

£5,000m -

2025-26 2026-27 2027-28 2028-29 2029-30 2030-31

Income tax net position
The logic behind the partial devolution of income tax is that the Scottish Budget should

benefit from any revenue raised over and above what would have been raised had income
tax devolution not occurred.
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This means that the amount of revenue added or deducted from the Scottish Budget in
relation to income tax depends on two factors: the growth in the size of the tax base (i.e.
total earnings) relative to rUK and the policy choices of the Scottish Government relative to
the UK Government.

If earnings grow faster in Scotland than in rUK, devolved tax revenues will — other things
being equal — be higher than if income tax had not been partially devolved. Likewise, if the
Scottish Government increases income tax rates compared with rUK policy, then any
additional revenue raised flows to the Scottish Budget.

The amount added or deducted from the Scottish Budget through the partial devolution of
income tax is known as the ‘income tax net position’. This is the difference between
Scottish NSND income tax revenues and the income tax Block Grant Adjustment (BGA).
The income tax BGA reflects what Scotland would have raised in income tax had it
retained the same tax policy as rUK and if Scotland's per capita tax revenues had grown at
the same rate as the rest of the UK.

In 2026-27, the SFC forecasts that the income tax net position will be £969 million. This
means that the Scottish Budget benefits by around £1 billion through the partial devolution
of income tax.

The SFC had previously forecast that the income tax net position for 2026-27 would be
£1,314 million — higher than it is now forecasting. In May 2025, this forecast was revised
down again to £1,072 million. According to the SFC, the latest downward revision reflects
lower than expected 2023-24 Scottish Income Tax outturn data and the effect of a larger
upwards revision to UK average earnings growth in the latest OBR forecasts.

Figure 22: Income tax net position, £ million
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Since income tax was first partially devolved, the Scottish Government has adopted a
different income tax policy to the UK Government. This has primarily had the effect of
increasing tax rates on earnings above £43,663 relative to rUK. However, over the same
time period, earnings have grown more slowly in Scotland than in rUK (although the SFC
project that there has been some catchup more recently).

The net result is that, in 2026-27, the SFC estimate that Scottish income taxpayers will pay
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£1,754 million more in income tax than in rUK due to policy differences, but the Scottish
Budget only benefits by £969 million. The SFC describe this as an “tax base performance

gapl!-
It is also worth cautioning that the income tax net position is highly sensitive to small
changes in OBR and SFC forecasts.

Income tax reconciliation

All of this also matters for future budgets. The income tax net position is based on
forecasted tax revenues in Scotland and rUK. A reconciliation is then applied to future
budgets once actual tax revenues are known. For 2026-27, a positive reconciliation of
£406 million is being applied, as the outturn data resulted in a more positive position than
had been forecast. In contrast, for 2027-28, a negative reconciliation of -£310 million is
currently forecast, although this could change. This is much lower than the £851 million
negative reconciliation that had been previously forecast, demonstrating how much these
forecast reconciliations can change over time. The Scottish Government does have
limited borrowing powers to smooth out the effects of reconciliations if required.

Taxation on income from property

Scottish income tax rates and bands currently apply to non-savings, non-dividend (NSND)
income, which includes property income. At the moment, the Scottish Government can
only set tax policy to apply to all types of NSND income. It cannot currently differentiate
between types of income and — for example — apply a different policy to property income.

In the 2025 UK Autumn Budget, the UK Government announced a 2p increase to the rates
of income from property, starting in 2027-28. The UK Chancellor pledged to devolve the
relevant powers so that the devolved administrations can determine policy in this area. So,
in future, the Scottish Government will also be able to set a different policy for taxation of
property income should it choose to do so. The Scottish Budget does not provide any
specific commitments on plans to use these new powers in Scotland, stating only that:

“ The UK Government has committed to devolve an equivalent power, to set a
separate rate for property income in Scotland, as part of the UK’s annual Finance Act.
Subject to legislative consent from the Scottish Parliament, the first year this power
could come into effect would be 2027-28.”

Non-domestic rates

Non-domestic rates (NDR) are local taxes paid on land and heritages used for non-
domestic purposes in the private, public and third sectors. The tax is administered and
collected by local authorities, but tax rates and reliefs are set by the Scottish
Government. The amount of tax due depends on the rateable value of the property, set by
independent assessors, multiplied by the poundage rates set by the Scottish
Government. These are announced in the Budget, alongside a range of rates reliefs.
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There has been particular interest in NDR this year as Scotland, like England and Wales,
is currently undergoing a revaluation of rateable values. On the Wednesday before the
Budget, the Scottish Parliamentheld a debate on non-domestic rates and the impact of
increased bills on businesses and other non-domestic properties across Scotland. This
came after draft valuation notices were sent to properties at the end of November showing
changes to their rateable values. It is clear that the revaluation is causing considerable
concern across several sectors, particularly amongst hospitality and retail businesses.

In last year’s Budget, the Scottish Government maintained the poundage rates from
2024-25 at 49.8 pence for the Basic Property Rate andincreased the Intermediate and
Higher Property Rates in line with inflation. The 2026-27 Budget includes measures aimed
at softening some of the impacts of the 2026 revaluation, with the Government reducing
the Basic Property Rate (for properties with a rateable value up to and including £51,000)
from 49.8p to 48.1p. Reductions will also be seen for the Intermediate and Higher Property
Rates.

Figure 23: Non-domestic rates and thresholds, 2024-25 t02026-27
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2024-25 rate 2025-26 rate 2026-27 rate
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Rate 54.5p
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Op 20p 40p 60p  Op 20p 40p 60p Op 20p 40p 60p

Higher Property Rate

Properties with a rateable value
above £100,000

Op 20p 40p 60p  Op 20p 40p 60p Op 20p 40p 60p

The Budget states:

“ The Scottish Budget delivers a broadly revenue-neutral revaluation in real terms
over the course of the revaluation cycle, and therefore decreases the Basic,
Intermediate and Higher Property Rates in 2026-27 to reflect overall growth in
rateable values at revaluation, whilst offering a generous relief package.”

Retail, Hospitality and Leisure relief

The Parliamentary debate held the week before the Budget had a particular focus on the
retail, hospitality and leisure (RHL) sectors. Some businesses in these sectors are likely to
see significant increases in their rateable values come April.

Based on draft 2026 rateable values, the Government estimates that 144,000 non-
domestic properties across Scotland (around 56% of total non-domestic properties) will
see an increase in their rateable value in 2026. Approximately 66% of hotels, 60% of pubs,
49% of shops and 88% of leisure and entertainment properties will see their rateable
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values increase. Self-catering properties are expected to see an overall increase in
rateable value of 88%, with the mean rateable value of self-catering entries rising from
£4,153 to £7,826. However, changes to actual NDR bills for individual properties will
depend upon the rates and reliefs set out in the Budget. These include the Small Business
Bonus Scheme which provides 100% exemptions to properties with rateable values less
than £12,000 (subject to cumulative rateable value rules).

The Budget includes a new 15% NDR relief from April 2026 to March 2029 for RHL
premises liable for either the Basic or Intermediate Property Rates. This could help up to
37,000 properties (subject to the cap of £110,000 per ratepayer) and the Scottish Budget
states this will reduce the NDR bills of beneficiaries by around £36 million in 2026-27. The
Budget also extends and expands the 100% relief for three more years for RHL properties
on islands and some remote areas (capped at £110,000 per business per year). The SFC
estimates that these policy decisions will cost around £47 million.

How these reliefs compare to those announced by the UK Government (for NDR payers in
England) at the Autumn Budget Statement will undoubtedly be explored over the coming
weeks. Initial analysis by the IFS suggests that the 15% RHL relief “will be a little more
generous than the equivalent lower tax rate in England for small businesses, but less
generous for larger businesses occupying multiple properties due to the cap”. It's also
interesting to note that the Scottish Government could improve the support available
depending on possible announcements by the UK Government:

“ We are still awaiting details from the UK Government about possible changes
tobusiness rates for pubs in England, following press speculation last week. But |
canassure members that, if additional resources become available, we stand ready to
use these to provide even further support for the sector in Scotland.”

Revaluation-related transitional reliefs

The Scottish Government also announced a new Revaluation Transitional Relief for those
businesses seeing significant increases to their rateable values in April 2026. With this, the
Government is capping increases in gross bills up to 2029.

Table 9: Transitional Relief Caps

Transitional Relief Caps 2026-27 2027-28 2028-29

Small (rateable value up to £20,000) 15% 22% 38%
Medium (rateable value £20,001 to £100,000) 30% 44% 75%
Large (rateable value over £100,000) 50% 75% 113%

The SFC estimates the cost of this policy decision to be £70 million in 2026-27, £25 million
in 2027-28 and £4 million in 2028-29.

MSPs will have heard concerns from constituents that the 2026 revaluation means
businesses’ eligibility for the Small Business Bonus Scheme will be impacted (for example
a new rateable value above £20,000 could mean the property receives no more SBBS
relief). The Budget includes details of a new Small Business Transitional Relief aimed at
ratepayers losing eligibility for Small Business Bonus Scheme relief. This scheme aims to
ensure they do so “in a phased manner”. Eligible ratepayers will pay 25% of any increase
to their net bill in the first year (2026-27), 50% in the second year (2027-28) and 75% in
the third year (2028-29).
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The SFC estimates the cost of this policy decision to be £36 million in 2026-27, £28 million
in 2027-28 and £16 million in 2028-29.

Non-domestic rates forecasts

Scottish Fiscal Commission expects NDR to raise £3,387 million in 2026-27, a significant
increase compared to the £3,097 million in 2025-26. This is due to the new valuation roll
coming into effect on 1 April 2026, which, as we have seen, increases the rateable value
for over half of all non-domestic properties.

Table 10: NDR income and distributable amounts (Emillions, cash)

_m 2026-27 2027-28 (forecast) | 2028-29 (forecast)

Non-Domestic Rates income 3,097 3,387 3,396 3,464
Non-Domestic Rates distributable
amount 3,114 3,474 3,266 3,434

The “distributable” amount of NDR income going to local authorities in 2026-27 is £3,474
million. So, what explains this £87 million difference been the amount received and the
amount being distributed? The Budget document provides the following explanation:

“The NDR Pool is forecast to be in surplus in 2025-26 and we have therefore taken
the exceptional decision to allocate £100 million more than previously planned in the
NDR Pool. This decision to bring forward some of the forecast growth in NDR receipts
from 2027-28 is intended to support continued investment in local government
services.”

Land and Building Transaction Tax

Land and Building Transaction Tax (LBTT) is the tax applied to purchases of residential
and non-residential land and buildings, as well as commercial leases. The Scottish
Government has maintained the residential and non-residential rates and bands at their
current level, along with the relief available to first time buyers, stating that this approach
“preserves our progressive system, delivering certainty and stability for taxpayers”. The
Additional Dwelling Supplement (ADS) also remains unchanged at 8%.

The SFC forecasts that LBTT will raise a total of £1,049 million in 2026-27. The majority of
LBTT revenues are expected to come from residential transactions over the forecast
period, with total receipts increasing throughout the forecast period to 2030-31.

The Scottish Government announced a review of LBTT at the last Budget and states that
this review is still underway, adding that findings will be published before the end of this
Parliamentary session.
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Figure 24: Forecast income from Land and Buildings Transaction Tax
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Scottish Landfill Tax (SLfT)

SLfT applies to the disposal of waste to landfill, charged by weight on the basis of two
rates: a standard rate; and a lower rate for less polluting materials. The tax is intended to
provide a financial incentive to support a more circular economy, reduce overall waste and
the amount going to landfill and increase recycling.

The Scottish Government plans to increase the standard and lower rates of SLfT to
£130.75 per tonne and £8.65 per tonne for 2026-27 respectively. As in previous years,
these changes maintain parity with the UK rates, to prevent waste being moved across
borders due to rate differences. The Scottish Government notes that “the lower rate of tax
will more than double, reinforcing the signal to reduce landfill use”.

The SFC forecasts that SLfT will raise £27 million in 2026-27. The policy goal of SLfT
remains behavioural change — and, as a result, the expectation is that over time these
revenues will reduce.

The Scottish Government notes that:

“ Given wider circular economy and waste policy developments, we will commission
independent research in 2026 to explore potential SLfT reforms, including to rate
structures. This research will be intended to inform decisions in the next Scottish
Parliament, including on whether a formal evaluation of the tax should be undertaken.”

The Scottish Government also notes that declining SLfT revenues mean that the Scottish
Landfill Communities Fund, which was funded through SLfT revenues is no longer viable
in its current form and will be wound down.
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Figure 25: Forecast income from Scottish Landfill Tax
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Scottish Aggregates Tax

The Scotland Act 2016 gave the Scottish Parliament the power to introduce a devolved tax
to replace the UK Aggregates Levy in Scotland. The UK levy is paid on the commercial
exploitation of aggregates, in essence crushed rock, sand, and gravel.

The Aggregates Tax and Devolved Taxes Administration (Scotland) Act 2024 received
Royal Assent in November 2024, making provision for a Scottish Aggregates Tax (SAT).
The 2026-27 Budget states that:

“ Assuming that the necessary outstanding legislation is approved, SAT will be
introduced on 1 April 2026.”

Legislation has been introduced to set, subject to the approval of the Scottish Parliament,
the SAT rate from 1 April 2026 at £2.16 per tonne of taxable aggregate. This is the same
as the equivalent rate in the rest of the UK, which the Scottish Government states is to
ensure stability and certainty during the transfer of powers. Revenues in 2026-27 are
forecast to be £42 million.

Airport Departure Tax and Private Jet Supplement

The Air Departure Tax (Scotland) Act was passed by the Scottish Parliament in 2017.
However, implementation of ADT has been delayed due to concerns over whether the
existing Highlands and Islands exemption for the UK-wide Air Passenger Duty (APD) —
and any equivalent exemption within a devolved ADT — would comply with the UK
Government’s Subsidy Control regime.
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The 2026-27 Budget states that proposals for a new Highlands and Islands exemption
have now been developed that will allow for implementation of ADT in Scotland. A
consultation will be launched by the end of January 2026, with the intention of ADT
becoming operational on 1 April 2027.

For 2027-28, ADT rates and bands will be set in line with the UK Air Passenger Duty. From
2028-29, the Scottish Government will set rates consistent with its stated high-level
principles for ADT, with the intention that this will include a Private Jet Supplement. The
Scottish Government states that it will also engage with the UK Government to seek
further devolution to allow private jet ‘ghost flights’ to be addressed (this is where private
jets fly without passengers in order to reposition the aircraft).

Building Safety Levy

Legislation is currently being considered by the Scottish Parliament to introduce a Building
Safety Levy. The UK Government has introduced a similar levy that will come into force in
October 2026.

The levy will provide revenue to support the funding of the Scottish Government’s
Cladding Remediation Programme and is intended to come into effect in April 2028. The
Scottish Government intends to publish levy rates in June 2026.

Other potential taxes

VAT Assignment

The Scotland Act 2016 provided for the first 10p of standard VAT receipts and the first 2.5p
of reduced rate VAT receipts raised in Scotland to be assigned to the Scottish
Government. However, progress on implementing this has been complex as the
appropriate basis for identifying the relevant receipts has not been agreed.

The Budget notes that the 2023 Fiscal Framework Agreement with the UK Government
outlines that further work is required to mitigate any risks from VAT assignment and states:

“ We note the comments from the House of Commons Scottish Affairs Committee and
the Scottish Parliament Finance and Public Administration Committee on the risks and
challenges regarding the implementation of VAT Assignment. The Scottish
Government continues to acknowledge the uncertainties and complexities that the
proposed assignment methodology could bring to the Scottish Budget, and will ensure
these issues are fully covered in further discussions with the UK Government.”

Carbon Land Tax

The Budget document refers to the potential for a Carbon Land Tax:
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“ The Scottish Government is committed to considering options for a Carbon Land
Tax, as part of exploring regulatory and fiscal changes that could be made to further
support land reform and reduce greenhouse gas emissions from land. The Scottish
Government is working with the Scottish Land Commission (SLC) to consult with a
range of stakeholders and to develop the evidence necessary to identify and assess
options for future taxation in this area. The SLC has published an interim report3
setting out the progress of work so far and next steps.”

Wealth tax

Finally, the Budget also refers to potential consideration of a wealth tax, but with no further
details on any timescales for consideration, or what such a tax could look like.
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Social security

Some elements of social security spending are devolved. This has given the Scottish
Government more powers to shape Scotland’s social security system, but also means that
the Scottish Government assumes more budgetary risk for demand led spending. Any
expenditure above the social security block grant adjustment (BGA) must be funded from
within the Scottish Budget. The BGA broadly reflects the hypothetical amount that would
have been spent on equivalent social security payments had they not been devolved.

Scottish Government decisions on social security have cumulatively added significant cost
pressures to its budget. Broadly speaking, this is because the Scottish Government:

» Has introduced benefits that are not available in the rest of the UK (rUK), such as the
Scottish Child Payment and Carers Allowance Supplement.

* Is spending more on benefits that attract a BGA than is added to the budget via the
corresponding BGA. In other words, where devolved benefits have an rUK equivalent,
the Scottish Government is spending more than would have been spent if these
benefits had not been devolved. It must meet this additional cost from within the
Scottish Budget.

These are legitimate political choices, but they do come with trade offs. In total, resource
funding in the 2026-27 Budget is forecast to rise by 1.1% compared with 2025-26. Almost
all of this is taken up by higher social security spending. Once this is stripped out, resource
funding for public services is set to increase by a much smaller 0.2% year-on-year.

Policy announcements

The only significant policy announcement on social security was a decision to increase the
Scottish Child Payment to £40 per week (it was £27.15 per week in 2025-26) for children
under the age of one. This will take effect in 2027-28 however, so it is not a cost in the
2026-27 Budget. The SFC forecasts that parents of 12,000 children will benefit from this.
The cost of this policy is forecast to settle at around £7 million per year. Its impact on child
poverty rates has not been modelled by the Scottish Government.

It was also confirmed that, in 2026-27, devolved benefit payments will increase in line with
September 2025’s CPI inflation rate of 3.8%.

Detail of social security spending

Spending by the Scottish Government

In recent Scottish Budgets, the amount spent on social security has risen sharply - and is
forecast to continue rising. Spending is forecast to rise from £6,759 million in 2025-26 to
£7,405 million in 2026-27. Social security is projected to take up 13.7% of resource
funding in 2026-27, compared with 12.9% in 2025-26.
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Figure 26: Devolved Social Security spend for 2026-27
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Scotland’s Economic and Fiscal Forecasts, Scottish Fiscal Commission, January 2026

63


https://fiscalcommission.scot/publications/scotlands-economic-and-fiscal-forecasts-january-2026/

Scottish Budget 2026-27, SB 26-04

Table 11: Social security spending forecast, £ million

2024-25

Devolved benefit 2025-26 | 2026-27 | 2027-28 | 2028-29 2030-31
outturn

Adult Disability Payment 3,131 3,393 3,845 4,218 4,558 4,927 5,308
Pension Age Disability Payment 762 853 927 972 1,009 1,050 1,091
Child Disability Payment 514 583 629 659 676 696 712
Scottish Adult Disability Living 430 401 375 349 321 206 271
Allowance

Scottish Child Payment 456 458 485 504 514 518 522
Carer Support 445 499 555 583 604 637 670
Pension Age Winter Heating 29 187 195 199 206 216 226
Payment

Child Winter Heating Payment 10 12 13 13 14 14 15
Winter Heating Payment 29 29 30 31 32 33 34
Othe_r benefits, including employability 335 344 350 359 365 371 377
services

Total spending 6,141 6,759 7,405 7,888 8,300 8,758 9,226

Note that the total does not match Figure 26 because Figure 26 excludes £70 million of
spending on employability support.

Scotland’s Economic and Fiscal Forecasts, Scottish Fiscal Commission, January 2026

Impact on the rest of the Scottish Budget

Social security is the fastest rising part of the Scottish budget. But perhaps more
significantly, it is rising faster than the amount added to the Budget from the BGA. In
2026-27, spending commitments on social security are forecast to be £1,082 million higher
than the BGA and are set to rise further. This must be funded from within the Scottish
Budget. The trade off, of course, is that this money cannot be spent on other areas of the
Budget.

Table 12: Effect of social security funding on the Scottish Budget, £ million

Social security spending and 2024-25 | 2025-26 | 2026-27 | 2027-28 | 2028-29 | 2029-30 | 2030-31

funding outturn

Block Grant Adjustment
5,188 5,803 6,323 6,751 7,133 7,558 8,024

Spending on social security - - = = - - -
payments with a BGA 5,373 5,967 6,569 7,017 7,408 7,849 8,301

Payments unique to Scotland - - - - - - -

609 629 680 713 732 748 764
Other social security spending - - - - - - -

159 162 157 159 160 161 162
Total effect on the Scottish Budget - - - - - - -

954 956 1,082 1,137 1,167 1,200 1,202

Note: Other social security spending includes payments for which funding comes through
the general Block Grant. The SFC were therefore unable to estimate funding for individual
benefits, hence the grouping under ‘Other’.

Scotland’s Economic and Fiscal Forecasts, Scottish Fiscal Commission, January 2026

However, the forecasted gap between devolved social security spending and the BGA has
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narrowed since the SFC last published forecasts in June 2025. It was projected to reach
£2.0 billion by 2029-30, roughly doubling from 2024-25. It is now forecast to stabilise at
around £1.2 billion per year.

Around £150 million of this narrowing is a result of lower forecasted spending on devolved
disability and carer benefits. This is due to falling authorisation rates for disability benefit
applications. Another £152 million comes from the UK Government removing the two-child
limit from Universal Credit and the corresponding cancellation of the Scottish
Government’s planned Two Child Limit Payment. Finally, £476 million is a result of the UK
Government not progressing planned changes to Personal Independence Payment (PIP)
eligibility, which would have reduced reserved spending on disability and incapacity
benefits and therefore the corresponding BGA.
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Capital and infrastructure

The 2026-27 Budget has a total of £7,568 million in capital and financial transactions
funding available, which is an increase of £146 million compared to the 2025-26 ABR
Budget (2% higher in cash terms, or a 0.3% decrease in real terms).

The majority of the capital budget comes from HM Treasury. The core Barnett settlement
increased by £456 million to £6,712 million (89% of total capital budget).

The Scottish Fiscal Commission reports:

“ The Scottish Government has taken the decision to reduce capital funding in-year to
minimise any underspend. This reduces capital funding by £226 million in 2025-26.
Capital funding has increased by £214 million in 2026-27 compared with our June
2025 forecast. There is an average increase in capital funding of £176 million
throughout the forecast period, equivalent to 2.3 per cent of the capital budget.
However, in real terms, capital funding is falling by 5 per cent between 2025-26 and
2030-31.”

One potential source of capital funding for the Scottish Government is income from
Scotwind. The Scottish Government plans to use Scotwind revenues to bolster both capital
and resource positions over the spending review period. Planned capital utilisation in
2025-26 has reduced however from £341 million to £153 million, with a further £23 million
being utilised to support resource spending. A further £50 million will be used for resource
spending in 2026-27, with £92 million in capital funding in 2028-29 and £99 million in
2029-30.

Figure 27 below sets out the sources of the Scottish capital budget for 2026-27.
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Figure 27: Total capital budget, 2026-27, £ million
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Borrowing
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Transactions
£245 million

City Deals
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Table 13 below sets out the capital and financial transaction budget by portfolio.

Table 13: Portfolio capital budgets, 2026-27, £ million

Portfolio

Health and Social Care

Finance and Local Government

Social Justice

Education and Skills

Justice and Home Affairs

Transport

Deputy First Minister, Economy and Gaelic
Housing

Rural Affairs, Land Reform and Islands
Climate Action and Energy

Constitution, External Affairs and Culture
Crown Office and Procurator Fiscal Service
Scottish Parliament and Audit Scotland
Total

Scottish Budget Table B.05 Capital (inc. Financial Transactions)

1,033
697
43
454
643
2,269
727
1,116
191
341
43

11

7,568
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The Transport portfolio accounts for the largest share of total capital spending (31.3%),
with an 8% real terms increase from 2025-26 to 2026-27.

The next largest share of total capital spend is the Housing portfolio (14.3%), which has
seen a significant real terms increase of 17%.

The Justice and Home Affairs portfolio has also seen a significant increase in its capital
budget (up 24.6% in real terms).

Despite Finance and Local Government accounting for a large share of the total capital
spend (14.1%), it has seen real terms decrease of 18.6%. Many other portfolios have also
seen real terms reductions in their capital budgets.

Borrowing powers

For Capital expenditure the Scottish Government can borrow up to £450 million annually,
and £3 billion cumulatively, in 2023-24 prices. From 2024-25, these limits increase in line
with inflation. This means that for the purposes of the 2026-27 Scottish Budget the limits
are calculated as £491 million and £3,275 million respectively.

Alongside the 2025-26 Budget, the Scottish Government published a memorandum setting
out the policy framework used to assess any capital borrowing decision:

+ Use £300 million of capital borrowing per annum as the default assumption;

» This will be amended as necessary to meet budget specific or in-year requirements;
and

* Ensure, by way of a fiscal test, that at least £1.5 billion of capital borrowing headroom
remains available for the subsequent parliamentary term.

While the policy has remained in place, the Scottish Government has decided to increase
borrowing in 2026-27 from £300 million of capital borrowing per annum to the maximum
amount of £491 million.

The Scottish Fiscal Commission notes that:

“ Borrowing in 2026-27 has increased from £300 million to £491 million. Borrowing in
each of the remaining years is still planned at £300 million with the exception of
2028-29 where the Scottish Government plans to borrow £360 million because of the
lower Block Grant funding in that year.”

You can read more about borrowing and the Scottish Budget in the SPICe blog.

Financial transactions

The 2026-27 Budget includes £245 million for financial transactions (FTs). This is an
increase of 28% in cash terms when compared to the financial transaction funding in
2025-26 Autumn Budget Revision figures.

FTs are a form of capital funding, which has been provided by the Scottish Government by
the UK Government since 2012-13. These are largely related to a range of UK
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Government housing-related equity and loan finance schemes, such as ‘Help to Buy.’

The Scottish Government can only use FT funds to support equity or loan schemes
beyond the public sector. This means that they cannot be used to support day-to-day
‘resource’ spending and cannot be used for traditional capital projects.

In Scotland, in recent years, FTs have largely been used to support housing investment
schemes and to provide upfront capital for the Scottish National Investment Bank. For
instance, £190 million will be used to support the Scottish National Investment Bank’s
activities in 2026-27.

In the 2026-27 Budget the Scottish Government has also committed £18 million of FTs to
Offshore Wind Spending Plans to build Offshore Wind infrastructure and develop the
supply chain. FTs will also be used to support housing investment, with £83.4 million
allocated in the 2026-27 Budget.

Individual tables in the budget document show the following profile for financial
transactions.

Table 14: Financial transactions, 2026-27, £ million

Portfolio £ million

Finance and Local Government 25
Education and Skills -12
Transport -26
Deputy First Minister, Economy and Gaelic 173
Housing 67
Climate Action and Energy 18
Total 245

Scottish Budget Table B.01: Total Proposed Budget for 2026-27

Where figures in Table 14 are negative, this reflects the fact that, in 2026-27, repayments
of FT monies are expected to exceed new allocation. The Scottish Government is required
to make repayments to HM Treasury in respect of FT allocations. These repayments are
spread over 30 years, reflecting the fact that most FT allocations relate to long term
lending to support house purchases and the construction sector. The repayment schedule
is based on the anticipated profile of the Scottish Government receipts.

The Scottish Government has agreed with HM Treasury to repay £25 million per year until
2029-2030, thereafter rising to around £50 million per year. These repayments are
assumed to continue until 2054-55.

Scottish Government Bonds

The Scottish Government has indicated that it intends to launch its first bonds this year. As
part of the Scottish Spending Review 2026, the Scottish Government outlined that it was:

“ Proceeding with a £1.5 billion Bond Programme over the next parliamentary term,
following the high Investment grade Credit Ratings received by Moody’s and S&P.
This will deliver one of the key recommendations from the Investor Panel as part of a
fiscally sustainable capital borrowing policy.”
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To begin this process the Scottish Bonds Programme has been allocated £2.1 million in
the 2026-27 Budget.

Bonds are a standard form of borrowing for governments around the world and support
spending including on major infrastructure projects, with buyers owed the value of the
bond plus interest over a specific period of time.

The Scotland Act 2016 devolved powers to Scotland to allow the issuing of government
bonds for capital investment. All proceeds from a future bond issuance would be used
exclusively for capital investment in line with the capital borrowing powers outlined in the
Fiscal Framework agreement between the Scottish and UK Governments.

In November 2025, the First Minister John Swinney said:

“ This is about using the powers we have to borrow better — not more — and reflects
the maturity of Scotland’s public finances after more than 25 years of devolution.”

Issuing capital bonds does not alter the Scottish Government’s annual borrowing limit, but
it does offer different borrowing structure. Unlike National Loan Funds (NLF), which require
regular repayments of interest and the amount borrowed, bonds can be designed more
flexibly, such as payment interest periodically but repaying the full amount borrowed only
at maturity (also known as a ‘bullet repayment’).

The Scottish Fiscal Commission outlines that:

“ The 2026-27 Budget and Spending Review have been set based on the Scottish
Government only borrowing through the NLF. If the Scottish Government does issue
bonds under a bullet repayment structure, the largest effect on the level of funding
available over the next five years would likely be through smaller repayments of the
amounts borrowed. This would increase the resource funding available to the Scottish
Government...Funding in the future would be lower in the years when any bonds
issues must be repaid in full. The interest rate paid on a bond would be determined by
the market.”

While the Scottish Government could choose to issue a bond in the upcoming financial
year, the eventual size of any issuance and the repayment structure that would apply have
not yet been determined.

Infrastructure

The Scottish Government has published two documents alongside the Budget relating to
longer term planning for capital investment; the Infrastructure Delivery Pipeline and
a Consultation on the Infrastructure Strategy 2027-2037.

The Infrastructure Delivery Pipeline (IDP) sets out infrastructure plans for the next four
financial years from April 2026 to March 2030. The Scottish Government outlines that:

“ It sets out specific investment plans totalling £11.1 billion, as well as our plans to
develop new revenue-financed programmes of investment. More projects will move
into the Pipeline as business cases are approved over the Spending Review period.”

The IDP covers projects over £5 million and programmes over £20 million. Some of the
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projects listed include:
* A9 Dualling Programme
* Rail Services Improvement and Decarbonisation programme
« Ambulance Replacement Programme

The IDP is a continuation of the pipeline set out in the 2021 Infrastructure Investment Plan
(IIP), with some projects and programmes listed as they are near completion. However, a
few projects listed in the 2021 1IP have not been listed specifically in the new Pipeline.
These are in the Health Sector, where the Scottish Government is working with all Health
Boards to develop a whole system infrastructure plan (WISP).

The IDP confirms that the Scottish Government will continue to deploy revenue-funded
models, including the Mutual Investment Model (MIM):

“ Any deployment of MIM would be to deliver additional investment over and above
constrained capital budgets assessed to be necessary to meet our
investmentambitions.”

Through MIM, the Scottish Government is expecting to deliver community health centres.
Three initial projects to be supported (Port Glasgow, East Calder and East Livingston,
Cowdenbeath and Lochgelly). A further nine projects are to be considered for inclusion in
the first tranche. The Scottish Government suggests that the capital value of all twelve
schemes will be above £500 million.

The IDP will focus on public investment in public infrastructure, nonetheless the Scottish
Government do make reference to private sector investment, noting:

“We are working to identify practical opportunities to increase private investment in
Scotland, particularly in energy and housing, including from institutional investors and
local government pension schemes.”

The IDP signals an intention to make greater use of alternative delivery and finance
models, while recognising capital constraints. However, the Pipeline does not specify
which projects will ultimately use which investment models or how value-for-money risks
will be allocated and managed.

Alongside the Pipeline, the Scottish Government published a Consultation on the
Infrastructure Strategy 2027-2037. The document focuses on high-level priorities, rather
than detailed portfolio plans. We can expect the final strategy to be published later in 2026.
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Climate change, taxonomy and carbon
assessments of the budget

The Budget for 2026-27 is the first since the Scottish Government published its draft
Climate Change Plan (CCP), which sets out policy and proposals to deliver emissions
reductions over five-year carbon budget periods. The first carbon budget period runs from
2026 to 2030, and the draft CCP suggests that the total cost associated with delivery of
the policies and proposals identified in this carbon budget period will be £15.9 billion.

While the CCP does not provide a breakdown of public and private sector contributions to
these costs, public sector investment will play a key role in delivering against this plan. In
her statement to Parliament, the Cabinet Secretary highlighted that in the 2026-27 Budget,
the Scottish Government is:

“ committing over £5 billion this coming year toward measures that will reduce
Scotland’s carbon emissions, increase our resilience in the face of climate change,
and in many cases, save families hard-earned cash.”

The 2026-27 Budget includes the third climate assessment narrative which, along with the
taxonomy and the carbon assessment, provide an overview of the impact of spending
decisions on the climate, and provide some detail on the £5 billion figure mentioned by the
Cabinet Secretary.
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Figure 28: Key policy and budget allocations expected to contribute to meeting the
Scottish Government climate goals in 2026-27
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A significant proportion of the £5 billion figure relates to the ongoing investment in
transport. In the CCP, the Scottish Government outlines that emissions from transport will
have to fall by 68% by 2040, which is by far the largest sectoral contribution to emissions
reductions over this period.

The Joint Budget Review (JBR) recommended three developments to enhance
understanding of how decisions taken in Scottish budgets would impact the climate, and
the Scottish Government’s emission reduction goals. The first two of these have been
implemented — the climate narrative section referred to above, and the enhanced
taxonomy covering resource and capital spending.

In its response to the Net Zero, Energy and Transport Committee’s (NZET) pre-budget
report, the Scottish Government acknowledged that these could be improved further,
stating:

“ The Scottish Government shares the Committee's ambition to improve assessment
of the Budget and our ability to link our spending choices to our climate policies,
including those set out in the draft CCP. We will continue to consider whether changes
could be made in the future to facilitate improvements to the assessment process.”

The third recommendation from the JBR was to develop a net zero assessment (NZA),
which aims to identify and quantify the impact of policy proposals on Scotland’s climate
goals. The Scottish Government has been working to develop this over the last few years,
and during 2025 piloted an approach using 202 policies, although not all of these policies
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were found to require a full NZA. From 2026 onwards, all policy proposals will have to
consider a net zero assessment.

The Net Zero, Energy and Transport (NZET) Committee asked the Scottish Government
about how the outputs from the NZA would be shared, and how these would improve the
information in the Scottish Budget. The Scottish Government’s response suggested that

the outputs from assessments would not be shared directly in the Budget documents, but
rather:

“ Should emissions impact and mitigation/reduction options be implemented, this will
be reflected in the Climate Change Taxonomy of the Budget through either an
increase in ‘positive’ spend or a decrease in ‘negative’ spend.”

While being able to understand how spending decisions in the Scottish Budget will impact
the climate is useful, simply knowing whether policy is positive or negative is quite limited.
Scrutiny would be much enhanced if stakeholders were able to understand the specific
impacts expected from individual or groups of policy, as this would allow for a more
meaningful analysis of the costs of achieving climate goals, and the trade-offs in terms of
other policy objectives.

The Scottish Government does commit to report on the performance of the NZA annually
to the NZET Committee, but until the details of this report including the timing and the
granularity of data are understood it is difficult to see how this can meaningfully enhance
budget scrutiny.

Carbon assessment

The Climate Change Act 2009 requires the Scottish Government to provide assessments
of the impacts on greenhouse gas emissions of activities funded by its budget. The Climate
Change (Emissions Reduction Targets) Act 2019 also requires a carbon assessment of the
Infrastructure Investment Plan. Since 2009, high-level carbon assessments of the budget
have been published using an Environmentally-extended Input-Output (EIO) model to
estimate emissions. This model is normally used to understand the flow of money though
the economy. However, the environmentally-extended version averages greenhouse gas
(GHG) effects for 98 industry sectors and converts the financial inputs from the budget into
expected GHG outputs. This model shows the direct, indirect and imported emissions
associated with the Scottish Budget.

The methodology remains the same as the last two Scottish budgets, with the only
updates to reflect the most recent greenhouse gas emissions estimates from ONS
Environmental Accounts, forecast deflators from HM Treasury, and to change the base
year of the Environmental Input-Output model from 2019 to 2022.

The Scottish Government states that this assessment captures:

“ ...the emissions associated with the Scottish Government’s purchase of goods and
services. It is a consumption-based measure that covers direct emissions (e.g. the
production of gravel for roads constructed by the Government or generation of
electricity used by Government) and also any imported emissions that are generated
in producing the direct and indirect goods and services that the Government
purchases.”

Importantly, there are limitations. The assessment does not capture second round
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emissions. So, for example, the assessment would quantify the emissions associated with
the building of a road including in the supply chain, but it would not count any emissions
resulting from the use of the road.

Total emissions associated with the Scottish Budget for 2026-27 are 8.7 million tonnes
carbon dioxide equivalent (MtCO2e). This represents a slight increase from 8.4 million
MtCO2e in 2025-26. Figure 29 below sets out the detail on the source of the emissions
associated with Scottish Budgets since 2010-11. Note — this uses the carbon assessment
as published with each Budget, so it does not reflect the updates to modelling which have
occurred in some years, nor the updated data which is incorporated routinely.

Figure 29: Greenhouse gas emissions associated with Scottish budgets, 2010-11 to
2026-27
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In absolute terms GHG emissions remain higher now than in 2010-11. The assessment
breaks down emissions by industrial source, and whether these are direct, indirect or
imported emissions. 25% of emissions are due to energy, water and waste services;
manufacturing accounts for 20%, while Transport, and Agriculture, forestry and fishing
account for 16% each. These breakdowns are broadly similar to previous years.

Looking at the split between domestic and imported emissions, a different picture
emerges. Most agriculture, forestry and fishing emissions are from domestic sources,
while most manufacturing emissions are imported. As above, these proportions are similar
to previous years.

The Scottish Government suggests that the increase in emissions in 2026-27 is in line with
the increased size of the budget, and that there is a reduction in emissions per pound
spent. GHG emissions per thousands of tonnes of CO2 equivalent per pound has reduced
from 0.143 to 0.127.
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It is worth considering the impact of inflation on spending. As the amount of goods and
services purchased for a given amount of public spending will decrease over time, we
should expect that carbon intensity of spending will fall over time. Figure 30 below sets out
the carbon intensity in nominal and real terms. The carbon intensity measure falls in both
nominal and real terms, and indeed the real terms carbon intensity of spending in the
2026-27 Budget is the lowest since this data was collected in 2010-11.

Figure 30: Carbon intensity of Scottish Budgets, total emissions compared to Total
Managed Expenditure, since 2010-11
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Taxonomy of capital and resource spending

Since 2018-19, the Scottish Government has included a taxonomy of capital spend in the
budget, which sets out the proportion of the spend classified as low, neutral or high
carbon. In 2024-25, the Scottish Government has made changes to expand this
assessment to cover most resource spending in addition to capital, and to provide greater
granularity in terms of the impact on the climate. The 2025-26 assessment introduces
further iterative improvements by assessing spend on both an adaptation and a mitigation
basis, and the 2026-27 taxonomy is presented on the same basis.

Capital

The taxonomy categorises 40.5% of capital spending as positive, 51.8% as neutral and
7.7% as negative. Compared to last year, there has been a decrease in the proportion of
spending categorised as positive, down 3.7 percentage points. There is also a slight shift
within the positive spending, with a lower proportion being considered to have a high
impact than last year. Healthcare remains the largest contributor to neutral spending. In
total just under £3 billion of the capital budget is classified as positive — with the affordable
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housing programme and rail services the largest contributors.

Figure 31: Capital spending taxonomy, 2026-27

100%

Positive - high

80%

Positive - low

60%

40%

Neutral

20%

0.3%
0%

0.3%

Negative - low

BN

2024-25 2025-26 2026-27

Negative - high

Resource

As has been the case in previous years, a large majority of resource spending is assessed
as neutral — 93% in 2026-27. Resource spending categorised as positive includes
agricultural greening payments, concessionary fares for rail, bus and ferries, and funding
for the environmental agency SEPA, while the 2% negative impact resource spending
includes agricultural support (through emissions associated with livestock) and costs
related to road maintenance and tourism. As with capital, NHS spending makes the largest
contribution to the neutral spend.
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Figure 32: Resource spending taxonomy, 2026-27
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Since 2025-26, the taxonomy includes a separate assessment of budget lines in terms of
their impact on adaptation (supporting the adjustment to a changing climate) and

mitigation (activity that will reduce emissions).

While the Scottish Government notes that many of the budget lines have a similar
assessment for both adaptation and mitigation, there are some differences. While £5
billion in resource and capital spending is assessed as being positive towards the Scottish
Government’s climate goals, when looking at mitigation the total positive spend is just
under £4.9 billion. In other words, some of the positive spend will not help to reduce
emissions, but rather relates only to adaptation activity.
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Public sector

Public sector pay policy

The Scottish Government’s public sector pay policy remains unchanged from last year with
a 9% pay award limit covering 2025-26, 2026-27 and 2027-28. This is despite some of the
agreed pay awards for 2025-26 and 2026-27, such as the NHS Agenda for Change pay
deal, not meeting the expectation within the policy’s framework of either covering the
three-year period or being restricted to a maximum 3% pay lift for 2025-26.

The Scottish Fiscal Commission identified risks to the Scottish Government’s spending
plans and budget allocations on the basis of the public sector pay policy. One example
given is related to the Agenda for Change pay award which covers over 140,000
healthcare workers, and includes most NHS staff other than doctors and demonstrates the
severely limited headroom for the final year of the pay policy if the policy commitment is to
be met:

“ Based on the pay awards for 2025-26 and 2026-27 the public sector pay policy
implies a pay award of 0.78 per cent in 2027-28 for the Agenda for Change group. A
pay award above 0.78 per cent would place further pressure on health spending and
suggest that either the funding allocated to Health and Social Care would need to
increase, health boards would need to reduce spending on non-staff costs, or staff
numbers would have to be reduced beyond current plans.”

Alongside the Budget, the Scottish Government published an Integrated Pay and
Workforce Policy (IPWP). This policy takes forward commitments from the Fiscal
Sustainability Delivery Plan (FSDP) and the Public Service Reform Strategy (PRS), linking
workforce size, pay policy and financial sustainability.

As part of the IPWP, the Cabinet Secretary has agreed to review the pay policy as part of
the 2027-28 Budget process given the number of two-year pay settlements. The IPWP
states that:

“ Since the publication of the MTFS, the majority of public sector pay deals have now
been agreed for 2025-26, and most deals agreed also cover 2026-27. At the time of
the MTFS, it was estimated that where pay deals had been agreed, the costs could be
around £122 million higher, compared to the costs expected under the Public Sector
Pay Policy published in December 2024. Accounting for pay deals and offers made
since then, this estimate has now increased to £280 million (including Local
Government) for 2025-26.”

The paybill for 2025-26 is now estimated to be around £29.0 billion according to the IPWP.

The IPWP emphasises a managed reduction in workforce size (average 0.5% per year to
2029-30) aligned with service redesign, automation, and productivity improvements,
intended to protect frontline services while reducing overall costs.

The Scottish Fiscal Commission has identified an additional risk in the Scottish
Government’s target to reduce the overall devolved public sector workforce:
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“ We calculate that headcount in the devolved public sector has grown by around 1.5
per cent per year over the last six years. That period covers COVID-19 pandemic and
the UK’s exit from the EU. Despite this the target implies a substantial change from
recent trends. If the devolved public sector is larger than implied by the 0.5 per cent
annual reduction, it will add to paybill costs and spending pressures. The latest data
for 2025 Q3 shows the devolved public sector headcount in Scotland rising by 0.4 per
cent over the year.”

The Scottish Government has committed to the publication of a Workforce Management
Governance Framework, which is expected in Spring 2026. The framework intends to
provide principles, tools, and oversight for workforce management across public sector
bodies.

You can find more information on public sector pay policy in the SPICe blog.

Public service reform

The Scottish Government published its Public Service Reform Strategy in June 2025,
setting out an intention to “reduce spending on corporate functions across public bodies,
including the Scottish Government, to deliver £1 billion of savings in five years”.
Announcing the Strategy in the Parliament, the Minister for Public Finance highlighted the
importance of the Christie Commission report, published in 2011, which “called for public
services that focus on prevention, place, partnership, people and performance”. He
acknowledged that “we have not delivered the Christie approach to its fullest potential”.

The Spending Review document published alongside the Budget includes portfolio
efficiency and reform plans which set-out actions “to deliver cumulative, recurring savings
of £1.5 billion over the spending review period”. The plans cover workforce savings,
efficiencies in corporate functions and wider service reforms. These should be useful to
Parliamentary committees in the coming months and years. Each chapter includes annual
savings plans ranging from £384 million for Health and Social Care in 2026-27 to £1
million for the Crown Office and Procurator Fiscal Service.
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Figure 33: Planned efficiencies and savings by portfolio area for 2026-27 to 2028-29
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As can be seen in Figure 33, Health and Social Care is doing the heavy lifting in terms of
savings plans. These work out at between 1.3% and 1.7% of total Health and Social Care
Spending Review annual allocations over the next three years, compared with 0.7% -
0.9% on average across all portfolio areas.

The Scottish Government has not included savings for local government in this document
as it argues councils are responsible for identifying and making their own savings. The
Spending Review document states:

“We will support Local Government’s leadership and ambition to deliver
transformation to ensure sustainability of services delivered at a local level, both
within and between councils. Local Government is recognised as an essential partner
in the PSR Strategy, and there is a shared commitment through the Verity House
Agreement to reform, working together on the basis of mutual trust and respect, and
focusing on outcomes.... Local Government continues to deliver reform and
efficiencies. In the year to June 2025, the workforce fell by 0.7 per cent, equivalent to
around 1,500 FTE.”

Transformation in local government was the focus of the Local Government, Housing and
Planning Committee’s Pre-Budget scrutiny this year. The Committee looked at the
Government’s £30 million Invest to Save fund which was launched last year to support
efforts “to catalyse efficiency, effectiveness and productivity projects” across all parts of the
devolved public sector. This will continue in 2026-27 with the aim of delivering ongoing
savings and supporting the delivery of the Public Service Reform strategy.
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Related Briefings

See the Scottish Parliament's Financial Scrutiny Unit webpage for links to relevant briefings, blogs,
spreadsheets, animations and budget tools

Scottish Parliament Information Centre (SPICe) Briefings are compiled for the benefit of the
Members of the Parliament and their personal staff. Authors are available to discuss the contents
of these papers with MSPs and their staff who should contact Ailsa Burn-Murdoch on telephone
number 85458 or Ailsa.Burn-Murdoch@Parliament.scot, Kelly Eagle on telephone number 0131 34
86231 or Kelly.Eagle@Parliament.scot, Andrew Feeney-Seale on telephone number 85380 or
Andrew.Feeney-Seale@parliament.scot, Greig Liddell on telephone number 86589 or
greig.liddell@parliament.scot, Nicola Hudson on telephone number 85458 or
Nicola.Hudson@parliament.scot, Rob Watts on telephone number 85458 or
rob.watts@parliament.scot, Rachel Cook on telephone number 85563 or
Rachel.Cook@parliament.scot.

Members of the public or external organisations may comment on this briefing by emailing us at
SPICe@parliament.scot. However, researchers are unable to enter into personal discussion in
relation to SPICe Briefing Papers. If you have any general questions about the work of the
Parliament you can email the Parliament’s Public Information Service at info@parliamemt.scot
Every effort is made to ensure that the information contained in SPICe briefings is correct at the
time of publication. Readers should be aware however that briefings are not necessarily updated or
otherwise amended to reflect subsequent changes.
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