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Finance and Public Administration Committee   
26th Meeting, Session 6   
Tuesday 30 September 2025   
 

Pre-budget 2026-27 scrutiny: Responding to Long-
Term Fiscal Pressures 
Purpose  
1. The Committee is invited to take evidence in relation to its pre-budget 2026-27 

scrutiny on Responding to Long-Term Fiscal Pressures from— 
 

• Shona Robison MSP, Cabinet Secretary for Finance and Local 
Government, 

• Richard McCallum, Director of Public Spending 
• Lucy O’Carroll, Director for Tax, and 
• Jennie Barugh, Director of Fiscal Sustainability and Exchequer 

Development, Scottish Government. 
 

2. This paper highlights the areas being considered by the Committee as part of its 
pre-budget 2026-27 scrutiny, along with key issues raised during evidence 
sessions on 2 September, 9 September and 16 September.  
 

3. A summary of the following key documents recently published by the Scottish 
Government and Scottish Fiscal Commission (SFC) is provided at Annexe A— 

 
• The Scottish Government’s Medium-Term Financial Strategy (MTFS) – 

June 2025 
• The Scottish Government’s Fiscal Sustainability Delivery Plan (FSDP) – 

June 2025  
• The Scottish Government’s Public Service Reform (PSR) Strategy – June 

2025 
• The SFC’s Scotland’s Economic and Fiscal Forecasts – May 2025  
• The SFC’s Scotland’s Economic and Fiscal Forecasts Update – June 2025 
• The SFC’s Fiscal Update – August 2025 
 

4. The SPICe blog, Balancing the Scottish budget: the challenges ahead, also 
provides information on and the MTFS and FSDP, which were published on 25 
June 2025, and its PSR Strategy dated 19 June 2025. 

 
5. The Cabinet Secretary has written to the Committee to propose a publication 

date of 15 January 2026 for the Scottish Budget 2026-27, the outcomes of the 
Scottish Spending Review and the Infrastructure Investment Plan. 

 

https://www.parliament.scot/api/sitecore/CustomMedia/OfficialReport?meetingId=16546
https://www.parliament.scot/api/sitecore/CustomMedia/OfficialReport?meetingId=16568
https://www.parliament.scot/api/sitecore/CustomMedia/OfficialReport?meetingId=16577
https://www.gov.scot/publications/scotlands-fiscal-outlook-scottish-governments-medium-term-financial-strategy-3/
https://www.gov.scot/publications/scottish-governments-fiscal-sustainability-delivery-plan/
https://fiscalcommission.scot/publications/fiscal-update-august-2025/
https://fiscalcommission.scot/publications/scotlands-economic-and-fiscal-forecasts-may-2025/
https://fiscalcommission.scot/publications/scotlands-economic-and-fiscal-forecasts-update-june-2025/
https://fiscalcommission.scot/publications/fiscal-update-august-2025/
https://spice-spotlight.scot/2025/07/15/balancing-the-scottish-budget-the-challenges-ahead/#Capital_spending_plans
https://www.parliament.scot/-/media/files/committees/finance-and-public-administration-committee/correspondence/2025/budget_cabsecflgtoconvener_19sep25.pdf
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6. SPICe has produced a short summary of the key issues arising from the Fiscal 
Framework Outturn Report – September 2025 published on 24 September, which 
is provided at Annexe B. 

 
Responding to Long-Term Fiscal Pressures 
 
7. The Committee has agreed to focus its pre-budget 2026-27 scrutiny on 

Responding to Long-Term Fiscal Pressures and, within that broad theme, to 
consider the following issues—  
 

• the steps the Scottish Government is taking now in response to fiscal 
pressures arising from the population trends highlighted in the SFC’s latest 
Fiscal Sustainability Report,   

• the Scottish Government’s approach to increasing productivity and 
economic activity,   

• the steps being taken by the Scottish Government to support growth 
sectors in Scotland with a view to increasing economic performance and 
tax revenues,   

• key financial documents to be published by the Scottish Government 
during pre-budget scrutiny, including its MTFS and FSDP, including 
whether they demonstrate improved medium- and longer-term financial 
planning by the Government,   

• the specific update the Committee asked to be included in the MTFS on 
the fiscal sustainability of social security spend including “details of how 
the Scottish Government is assessing the effectiveness and outcomes of 
its approach to the delivery of benefits as well as impacts on other parts of 
the Budget”, and  

• the Scottish Government’s PSR Strategy and Infrastructure Investment 
Plan (IiP).  
 

8. The Committee issued a call for views on 13 June, which ran until 11 August 
2025. 28 written submissions have been received and are published on the 
Committee inquiry web pages. SPICe is preparing a summary of the submissions 
received. 
 

9. Following evidence-taking during September, the Committee expects to publish a 
report on its findings in late October. 

 
Key issues explored during evidence sessions  
 
10. The following key issues were discussed with witnesses at during three meetings 

in September 2025—  
 

Transparency  
o Improvements to the transparency and presentation of budgetary 

information have been made in recent years, however, further 
enhancements are required. This includes routine in-year funding 
transfers being baselined in the Scottish Budget and a threshold for 
in-year changes made following the Autumn Budget Revision.  

https://www.parliament.scot/chamber-and-committees/committees/current-and-previous-committees/session-6-finance-and-public-administration-committee/business-items/pre-budget-scrutiny-2026-27
https://fiscalcommission.scot/publications/fiscal-sustainability-report-april-2025/
https://fiscalcommission.scot/publications/fiscal-sustainability-report-april-2025/
https://yourviews.parliament.scot/finance/responding-to-long-term-fiscal-pressures/
https://yourviews.parliament.scot/finance/responding-to-long-term-fiscal-pressures/consultation/published_select_respondent
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o The calculations and modelling behind the underlying assumptions in 
the MTFS and the FSDP should be published for transparency and 
scrutiny. 

o It remains unclear why the information in the FSDP could not be 
included as part of the MTFS. 
 

Prioritisation  
o With spending on the NHS, social security and public sector pay 

continuing to grow, it is unclear which areas of spend are being 
deprioritised by the Scottish Government. However, the Cabinet 
Secretary for Finance and Local Government indicated on 2 
September that the Scottish Government is prioritising “those most in 
need” as well as programmes that are proven to work. 

o Adequate impact assessments which take account of small businesses 
should be fully adopted by Government to ensure impact is more 
thoroughly assessed. 

o Affordable housing cuts across the Scottish Government’s priorities in 
the MTFS, impacting on health and saving money elsewhere in the 
budget. 

o It was asked “how do we get true cross-portfolio prioritisation of spend 
to support the Government’s objectives”. 

  
Reliability of statistics 

o While the Office for Budget Responsibility (OBR) continues to use the 
Labour Force Survey (LFS) to inform its forecasting, the SFC now uses 
HMRC’s real-time Pay As You Earn data. Unreliability of the LFS due to 
sample size brings challenges in understanding trends such as the 
reasons behind an increased take-up of Adult Disability Payment 
(ADP).  

o More broadly, this unreliability can erode trust in the evidence and 
statistics that inform policymaking.  

o The SFC is currently working with the University of Strathclyde1 to 
move towards ‘nowcasting2’ on the Scottish economy.  
 

Reconciliations  
o An indicative negative reconciliation of £851 million for the 2027-28 

Scottish Budget exceeds Scottish Government borrowing limits for 
forecast error3.  

o The Cabinet Secretary for Finance and Local Government told the 
Committee on 2 September that she is, along with her counterparts in 
Northern Ireland and Wales, seeking early discussions with the newly 
appointed Chief Secretary to the Treasury. A priority for her is securing 
a comprehensive review of the Fiscal Framework, alongside some 
“small improvements” that can be made more quickly, such as 
increased limits for borrowing and the Scotland Reserve. 

 
1 https://www.economicsobservatory.com/how-can-macroeconomic-forecasting-in-the-uk-be-
enhanced#:~:text=Nowcasting%20is%20used%20by 
2 ‘Nowcasting’ involves using early-release data to estimate economic conditions before official 
statistics are finalised.  
3 Exact figures will be confirmed in July 2026. 
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Workforce 

o Recent Scottish Government publications include limited detail on how 
the policy of reducing the public sector workforce by 0.5% annually will 
be met, including the impact of protecting frontline services on other 
areas of the workforce. The Cabinet Secretary for Finance and Local 
Government told the Committee on 2 September that this level of 
reduction “absolutely has to be delivered and will be delivered”.  

o While the Scottish Government is keen to avoid compulsory 
redundancies, this remains an option as a last resort.  

o Witnesses said there is a need for a clear, detailed plan setting out the 
areas of the public sector where more or fewer staff are needed on 
which to base decisions around workforce. It was also suggested it is 
unclear if the Scottish Government is aware of the impact on the 
‘frontline’ of focusing workforce reductions on ‘back-office’ staff.  

o There are also difficult decisions for the Scottish Government on pay, 
which some suggested could be funded through taxation. 
 

Local Government  
o The Cabinet Secretary for Finance and Local Government indicated 

that, while there is agreement on 95% of arrangements being 
discussed for a new Fiscal Framework with Local Government, views 
differ regarding rules-based budgeting.  

o She also said that the Scottish Government is keen to ‘codify’ the Local 
Government Fiscal Framework around those areas of agreement 
ahead of discussions on the Scottish Budget 2026-27. 
 

Social security spending 
o The Cabinet Secretary for Finance and Local Government indicated 

that social security processes, including for ADP, should be robust and 
efficient. Her expectation is that any fraudulent claims would be 
pursued given the potential for criminality.  

o The Cabinet Secretary for Social Justice explained to the Committee 
on 16 September that “what is important is our absolute determination 
to have strong and robust policies for overpayments, including those 
related to fraud, but we will not tackle that using the methods that the 
UK Government was suggesting”, which she went on to describe as 
“punitive in a way that does not help them to get a job or be able to 
take their children to childcare, for example”. 

o The sustainability of increasing levels of spending on social security 
over and above the block grant adjustment was explored, along with 
the opportunity costs and impacts on other areas of the budget. The 
Cabinet Secretary for Social Justice told the Committee that “I disagree 
with the suggestion that our benefits are unsustainable”, adding “it 
goes back to the point that eligibility for our benefits has been proposed 
by the Government and supported by the Parliament”. 

o She also highlighted that analysis shows at its current level the Scottish 
child payment is not a disincentive to people taking up employment. 
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Universality 
o A review of the spending and outcomes arising from universal 

payments and services could be useful given the fiscal gap. It was 
suggested, for example, that the Small Business Bonus Scheme could 
deliver better outcomes if it was targeted. 

o The Cabinet Secretary for Social Justice told the Committee that “there 
are reasons to have universalism and there are other policies that 
should be targeted, but the Government has no plans to take away 
benefits or entitlements from people”, adding “that is important 
reassurance we can give”. 
 

Capital spending 
o “Lumpy capital injections” that require to be spent quickly can lead to 

increasing inflation. While the Scottish Government has some levers to 
smooth out this type of spending, gradual capital growth is preferable. 

o The Cabinet Secretary for Finance and Local Government said she is 
disappointed that the Scottish block grant is “declining compared to 
that in UK Government departments”.  

o Witnesses suggested that the IiP should contain information on 
‘shovel-ready projects’ which could be started quickly and maximise 
returns. 

o Housing is also “a massive enabler of economic growth, which is 
something that has probably been underappreciated, especially in 
certain parts of the country where there is a real lack of affordable 
homes”. Witnesses noted that the lack of affordable housing can result 
in workforce retention problems “in places where [the workforce] is 
needed”.  
 

Scottish Spending Review (SSR) 
o Witnesses told the Committee that the SSR must be comprehensive 

and is important in setting the scene for debate around the priorities for 
the next Parliament.  

o Asked whether the Scottish Government would take a zero-based 
budgeting approach to the SSR, the Cabinet Secretary for Finance and 
Local Government suggested that “everything should be challenged” 
and that level 4 figures were being interrogated in each department. 

o Witnesses later argued that it would be helpful to move towards ‘zero-
based budgeting’ with the SSR, although they recognised that the time 
available for this work is limited. 

o The Scottish Government should set out how the ambitions in the 
MTFS will be realised through the SSR. 
 

Public service reform (PSR) 
o Witnesses noted that the PSR Strategy is welcome in looking at 

Government strategies across the piece, however, the more 
Government strategies the higher the risk that they do not align. 

o With few references to the National Performance Framework, it is 
unclear where this fits in to spending decisions and planning.  

o The Cabinet Secretary for Finance and Local Government told the 
Committee that there is “also a requirement to deliver” a 20% reduction 
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in administrative costs across the public sector and this would be done 
in a ‘managed way’. Witnesses noted that productivity in the public 
service workforce, through effective resourcing including digitalisation, 
will be crucial in achieving efficiencies the Scottish Government says 
are necessary.  

o It was suggested that the Scottish Government should be asked if the 
£1 billion expected in savings on corporate functions in the public 
sector over the next five years will be baselined in the Scottish Budget.  

o Witnesses said the Scottish Government should take an engagement 
approach with staff on reform rather than this be a ‘top down’ exercise.  
 

Preventative approaches 
o Planned preventative actions should also include timelines for when 

impacts/outcomes are expected to start to take effect, to support 
monitoring of progress.  

o Monitoring is also needed on how funding is being spent and outcomes 
delivered under the ‘Invest to Save Fund’. The size of the Fund (£30 
million) is insufficient – results could be “upscaled dramatically” if the 
Fund was larger.  

o There were calls for a definition of ‘preventative spend’ to identify and 
track it over time (Public Health Scotland have already developed a 
definition), particularly given the time lag in achieving outcomes. This 
would also help to avoid all types of funding being presented as 
preventative spend under this category. 

o Examples of preventative measures to improve population health and 
reduce health inequalities were discussed, such as walking and 
wheeling, which should be better promoted and included in national 
health support. 

 
Skills and the sustainability of college and university sectors 

o It is important to align economic growth spending to gaps in skills and 
labour market needs, with more resource needed to support those 
furthest from the workforce to gain new skills, reskill or upskill.  

o The university sector is calling for more core funding and core 
research, discussions around a more sustainable funding model and 
more flexibility with provision in future. Funding support for part-time 
study “is not on the same footing as for full-time students”. 

o Better careers advice is required so that young people understand 
where the opportunities will be. 

 
Next steps  
 
11. The Committee is expected to report on its findings in late October 2025.  
 
Committee Clerking Team  
September 2025 
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ANNEXE A 
 
Summary of recent publications 
 
The Scottish Government’s Medium-Term Financial 
Strategy (MTFS) 
 
1. The Scottish Government’s seventh MTFS was published on 25 June 2025, 

following its decision to delay publication from 29 May 2025 so that the MTFS 
could be informed by the outcomes of the UK Spending Review announced on 11 
June 2025. The MTFS “sets out the medium-term context for annual budget 
decisions by presenting the economic, funding and spending outlooks to 2029-
30”. These are informed by the latest Scottish Fiscal Commission (SFC) 
economic and fiscal forecasts whilst also reflecting the impact of the latest UK 
Spending Review.  

 
Scotland’s Economic Outlook 
 
2. The MTFS provides an update on the state of the Scottish economy, 

incorporating the latest economic forecasts4. It notes a “marked rise” in 
macroeconomic and geopolitical uncertainty driven by the announcement of a 
range of tariffs from the US, many of which “have since been paused or 
amended”.  
 

3. It highlights that Scottish GDP grew 0.4 per cent in Q1 of 2025, up from 0.1 per 
cent in the previous quarter. Recent business survey data, the MTFS notes, 
“shows a slight improvement in business activity” while indicators for new 
business orders “remained slightly negative” with recent consumer sentiment at 
“its lowest level in two years”.   

 
4. While UK inflation increased to 3.4 per cent in May 2025, the MTFS highlights a 

robust Scottish labour market with unemployment at 4.2 per cent and states 
earnings are “continuing to grow faster than inflation”. UK inflation has since risen 
to 3.8 per cent (July 2025).5 

 
5. The MTFS further highlights that economic growth for 2025-26 has been 

downgraded by the SFC from 1.6 to 1.2 per cent to reflect “poorer economic data 
in the second half of 2024”. In addition, the medium-term outlook for the economy 
has improved slightly given that “the size of the Scottish population was revised 
upwards”.  

 
6. The Scottish Government goes on to state that “the SFC continue to be more 

optimistic than the OBR on the medium-term outlook for nominal and real 
earnings growth, with the SFC forecasting annual growth around 0.7 percentage 
points higher on average over 2026-27 to 2029-30 than the OBR”. However, 
“there is now no difference between the forecasters’ judgements for 2025-26 with 

 
4 Forecasts from both the SFC and Office for Budget Responsibility (OBR). 
5 Inflation and the 2% target | Bank of England 

https://www.gov.scot/binaries/content/documents/govscot/publications/strategy-plan/2025/06/scotlands-fiscal-outlook-scottish-governments-medium-term-financial-strategy-3/documents/scotlands-fiscal-outlook-scottish-governments-medium-term-financial-strategy-2025/scotlands-fiscal-outlook-scottish-governments-medium-term-financial-strategy-2025/govscot%3Adocument/scotlands-fiscal-outlook-scottish-governments-medium-term-financial-strategy-2025.pdf
https://www.bankofengland.co.uk/monetary-policy/inflation
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the OBR upgrading their earnings outlook […, which] in part reflects that there is 
now less evidence that the labour market in Scotland is slightly stronger than the 
rest of the UK”. 

 
7. Also included is an SFC scenario analysis showing that US tariffs could result in 

a lower Scottish GDP which settles at 0.3 per cent lower “towards the end of their 
forecast horizon”. However, the MTFS explains that there is no strong evidence 
to suggest “that there could be an asymmetric impact on Scotland relative to the 
rest of the UK”. This means that the “Fiscal Framework would help mitigate this 
risk to the long-term outlook”.  

 
Scotland’s Funding Outlook  
 
Overview 
 
8. The Scottish Government’s total funding is expected to grow by 0.7 per cent in 

real terms a year over the period 2025-26 up to 2029-30. Over the same period, 
in real terms, resource funding is expected to grow by 1 per cent a year while 
capital funding is set to fall by 1.8 per cent a year.  
 

9. The Scottish Government’s funding comprises the following high-level categories: 
 
Resource Block Grant 
 
10. The MTFS notes that the Block Grant is the main component of the Scottish 

Government’s funding and that the UK Government’s spending decisions fully 
shape the size of the Block Grant. The publication further highlights that 
decisions taken by the UK Government have resulted in a “small 0.8 per cent 
real-terms growth on average” of the resource block grant. It goes on to suggest 
that this is “less than the 1.2 per cent real-terms average growth of UK day-to-day 
spending”.  

 
11. The MTFS also notes that the Mains Estimates process has confirmed Barnett 

consequentials of £339 million for rises in public sector employer National 
Insurance Contributions in 2025-26, as compared to the full costs of the policy 
which the Scottish Government estimates to be over £700 million. This, it states, 
is an additional risk to the Scottish Budget. 

 
Devolved taxes and Block Grant Adjustments  
 
12. The net tax position for the Scottish Government is the difference between 

devolved tax revenue and the Block Grant Adjustments (BGAs). This, the MTFS 
explains “represents the spending power available to the Scottish Government as 
a result of tax devolution”. In general, the effect is that the funding position 
improves “when tax revenues grow faster, on a per person basis, in Scotland 
than in the rest of the UK”.  
 

13. The total forecast tax net position ranges from £1.2bn in 2025-26 to £2.3bn in 
2029-2030. Income tax is the largest component of the net tax position, 
amounting to almost £2.2bn in 2029-30.  
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14. The MTFS explains that for income tax “there is substantial downside risk 

associated with the net position in later years”. This risk is driven by “divergent 
earnings growth” between the SFC and the OBR which is “greater than has 
historically been the case”.  

 
15. The net position for the Land and Buildings Transaction Tax (LBTT) is estimated 

“to remain positive over the forecast period, although there is variance across the 
period”. The net position is currently forecast to be £393 million in 2025-26 and to 
decrease to £144 million by 2029-30 due to a number of factors including the 
OBR forecasting faster growth in transactions in the rest of the UK than those 
being forecast for Scotland. 

 
16. For Scottish Landfill Tax the net position is estimated to be negative over the 

forecast horizon, levelling out at around -£10 million per annum from 2027-28, 
driven largely by the Scottish Government’s policy to ban biodegradable 
municipal waste from landfill sites from 31 December 2025. 

 
17. The Scottish Aggregates Tax (SAT) will come into effect on 1 April 2026 and 

revenue is expected to increase to £38 million by the end of the forecast period. 
The SAT rate in 2026-27 will align with the UK Aggregates Levy 2026-27 rate, “to 
ensure stability and certainty”. The MTFS highlights that “discussions regarding 
the BGA arrangements for SAT are underway between the UK and Scottish 
Governments and will be agreed in advance of SAT introduction”. 

 
Social Security Block Grant Adjustments  
 
18. The MTFS explains that “the Social Security BGAs reflect the funding from the 

UK Government to the Scottish Government to recognise the costs incurred by 
the Scottish Government for benefits that have been devolved”. It adds that this 
transfer is based on what the benefits would cost the UK Government in 
Scotland, if they had not been devolved. 
 

19. The document goes on to say that “overall, the total Social Security BGA is 
expected to grow by […] 3.2 per cent per annum in real terms”. This currently 
represents “85 per cent of Social Security Assistance spending” and is expected 
to reduce to 79 per cent by 2029-30, “mainly as a result of the welfare policy 
reforms announced by the UK Government in July 2024 and then again in the 
March 2025 Spring Statement”. The Scottish Government highlights that there is 
higher uncertainty regarding social security BGAs than normal because of the 
lack of clarity around the pace and scale of UK Government welfare reforms. 

 
Non-Domestic Rates  
 
20. Non-Domestic Rates are administered and collected by local authorities but are 

pooled centrally by the Scottish Government. The distributable amount for Non-
Domestic Rates is expected to increase from around £3.1bn in 2025-26 to £3.8bn 
in 2029-30.  
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Other income and expenses 
 
21. The MTFS provides details of other lines of income and expenses “which 

together form a relatively small share of the total funding”. These include 
reconciliations, resource borrowing, Crown Estate Scotland Revenues, and the 
Scotland Reserve.  
 

22. While the reconciliation for the year 2026-27 has recently been confirmed to be a 
positive £406 million6, current estimates for the reconciliation to be applied to the 
Scottish Budget 2027-28 is a negative £851 million. The MTFS states that “the 
Scottish Government will continue to borrow to cover net negative reconciliations 
to smooth the impact on the funding position”. 

 
23. It goes on to say that no borrowing is assumed in 2026-27 given the large net 

positive forecast reconciliation. Borrowing in 2027-28 is set at the maximum of 
£663 million “which is insufficient to fully mitigate the current forecast 
reconciliation with a £168 million shortfall”. Borrowing in 2028-29 is expected to 
be £222 million to “offset the corresponding forecast negative reconciliation”. 

 
24. Decisions on the deployment of ScotWind monies are to be taken at individual 

Budgets, in line with Scottish Government priorities. 
 

25. In relation to the Scotland Reserve, a £501 million carry forward is forecast for 
2025-26 based on provisional outturn position following the end of the 2024-25 
financial year. The MTFS indicates that “the reserve assumption is set to zero in 
each future year”. 
 

Scotland’s Spending Outlook  
 
26. To illustrate the drivers for spending growth the MTFS assumes that “the Scottish 

Government’s current policies and services continue”. The MTFS goes on to say 
that for resource “divergence in growth in spending relative to growth in funding 
[…] increases the challenge we face each year, from a balanced budget in 2025-
26, to a gap of £2.6 billion in 2029-30”.  
 

27. Out of total spend, 90 per cent consists of resource spending. Health and Social 
Care, Local Government and the public sector pay bill are highlighted as being 
the largest components of spending, as well as some of the main drivers of the 
expected growth in future spending. 

 
28. The MTFS states that, in relation to the public sector pay bill, “the Scottish 

Government’s budget is primarily dictated by the levels of spending in the rest of 
the UK”. Given that there are “proportionately more public sector workers in 
Scotland, as well as higher pay for public sector workers in Scotland on average, 
this places a structural pressure on [the Scottish Government’s] budgets”. 
Devolved public sector pay in Scotland is estimated to be around 55 per cent of 
the entire Scottish resource budget in 2025-26.  

 

 
6 Letter from Scottish Government, 22 August 2025 
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29. The Scottish Government’s Public Sector Pay Policy set a “multi-year pay 
envelope of 9 per cent over 2025-26 to 2027-28”. The MTFS describes the pay 
metrics as “fair, sustainable and realistic”. It then goes on to say that “where pay 
deals have been agreed, costs are estimated to be around £122 million higher, 
compared to the costs expected under the Public Sector Pay Policy published in 
December 2024”. 

 
30. Social security payments are predicted to increase from £6.8 billion in 2025-26 to 

£8.8 billion by 2029-30. The MTFS states that this is due to “factors common 
across the UK such as the projected increasing demand for disability payments, 
increased cost of living, and rises in payment rates due to uprating”.  As noted 
above, the MTFS also highlights that “disability benefits account for the majority 
of devolved Social Security Assistance (81 per cent in 2025-26)”.  

 
31. The MTFS also states that Scotland’s “capital budget has faced significant 

challenges”. This was driven by a 27 per cent increase in the cost of materials 
compared to pre-Covid levels whilst there was a “4.3 per cent real-term reduction 
in our UK capital Block Grant over the period 2022-23 to 2024-25”. This has 
resulted in the change of the delivery timescale for some “projects and 
programmes within the 2021 Infrastructure Investment Plan pipeline”.  

 
32. The MTFS also notes that the Scottish Government “intends to publish an 

infrastructure investment pipeline in December 2025, alongside the 2026-27 
Scottish Budget and the Scottish Spending Review”. It goes on to say that the 
Scottish Government is “currently exploring the use of revenue finance models to 
bring additionality to our capital funding envelope to deliver the infrastructure 
needed across the country”. The recent correspondence from the Cabinet 
Secretary proposes that the Budget, IIP and Scottish Spending Review will be 
published on 15 January 2026. 

 
33. The Scottish Government is progressing its due diligence on Scottish 

Government Bonds. This, it suggests, “continues to suggest bonds offer a 
valuable tool to support the capital borrowing policy and broader fiscal and 
economic objectives”. It also commits the Scottish Government to providing an 
update on progress ahead of the 2026-27 Scottish Budget. 
 

34. The MTFS highlights “a number of potential spending risks that the Scottish 
Government has to consider”. These cover demand-led spending, which are said 
to “always carry a degree of forecast risk” given that “actual expenditure depends 
on the eligible population choosing to use the service”. The other risks considered 
include (i) climate change, (ii) Scotland’s demographics, (iii) contingent liabilities 
and (iv) ageing assets.  

 
A strategic approach to public finances  
 
35. The MTFS notes that the Scottish Government is committed to deliver a strategy 

which ensures that “the public finances remain sustainable over the medium 
term”. This strategy is built around three pillars: (i) public spending, (ii) economic 
growth and (iii) taxation. 
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Public spending   
 
36. The MTFS explains that “improving public finances requires effort right across the 

public sector” To this end, the Scottish Government is setting out the level of 
savings that it intends to make across four “key areas”— 
 

a) Increasing public value – this includes “prioritising higher impact 
spending” and “improving the evidence base for existing spend and new 
spend proposals”.  

b) Efficiencies and productivity – this includes “increased productivity 
through workstreams such as scaling intelligent automation”.  

c) Service reform – the Scottish Government aims to deliver services which 
secure “the same or better outputs for lower cost” delivered through the 
Public Service Reform Strategy and other reform programmes.  

d) Prevention – this category includes “impactful preventative spend to 
reduce service demand in the medium to long term”.  
 

Economic growth 
 
37.  The MTFS document lists three key measures that are “intended to support 

economic growth, and expand and broaden the tax base”, as follows— 
 

a) Increasing aggregate business activity – this is said to include actions 
such as “developing business clusters in innovative markets” and 
“building on Scotland’s expertise in critical technologies”.  

b) Improving employment levels – the document mentions the “devolved 
employability programme” which is intended to provide “person-centred, 
place-based support” as well as action “to improve health and work 
services”.  

c) Increasing average wages – the MTFS notes the Fair Work First 
approach which includes “increasing the number of employers who pay at 
least the real Living Wage”. 
 

Taxation 
 
38. On taxation, the MTFS mentions “two key measures to ensure a strategic 

approach to tax”. These are: (i) the improvement of the operation and 
performance of the existing tax system and (ii) future tax reform to deliver 
sustainable and growing tax revenues.  
 

39. The MTFS further states the devolution of remaining taxes is a “key strategic 
priority for the Scottish Government” and that the Scottish Government will be 
“working in partnership with Local Government […] to explore the creation of 
more revenue-generating powers for local authorities”.  
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The Scottish Government’s Fiscal Sustainability Delivery 
Plan (FSDP) 
Background 
 
40. The FSDP explains that the Scottish Government is publishing the document 

alongside the MTFS to strengthen its strategic approach. The Plan is intended to 
set out “the key actions [the Scottish Government is] taking over the next five 
years, expanding on, and bringing further transparency to, the range of activity 
underway as part of the three-pillar approach”. Updates on the progress of the 
FSDP “will be provided on an annual basis, as part of the annual update of the 
MTFS”.  
 

41. The FSDP explains that the Plan is “structured around the three pillars of the 
[MTFS]” given that all three pillars are said to “play an important role in 
strengthening public finances”. The FSDP notes however that “in the short- to 
medium-term […] the most immediate level by which we can improve fiscal 
sustainability is public spending” and that this “is reflected in the scale and scope 
of those activities”.  

 
42. The Scottish Government states that the FSDP does not include “actions to set 

the capital programme on a sustainable path” given that a new infrastructure 
investment pipeline will be published in December 2025.  

 
Pillar 1 – Public Spending  
 
43. The FSDP notes the following key actions in pursuit of its aim to ensure that 

“public money is focused on delivering government objectives”— 
 

• The increase of public value through actions which include “prioritising 
impact spending” and “reviewing all spending lines across government” to 
identify savings.  

• Increasing productivity to secure “the same or better outputs for lower 
cost” which is driven through the Public Service Reform Strategy and is 
“aligned with a public sector workforce reduction target” 

• The implementation of service reform which includes “key reform 
programmes” in: (i) health and social care, (ii) social security disability 
benefits, (iii) justice reform, and (iv) education and skills reform.  

• Investment in “the most impactful preventative spend to reduce service 
demand”.  
 

44. The Scottish Government claims that the actions under Pillar 1 will have the 
following savings over the five-year MTFS period— 
 

• Savings “growing from £0.1 billon to £0.7 billion per annum” delivered 
through an average workforce reduction of 0.5 per cent per annum over 
five years.  

https://www.gov.scot/binaries/content/documents/govscot/publications/strategy-plan/2025/06/scottish-governments-fiscal-sustainability-delivery-plan/documents/scottish-governments-fiscal-sustainability-delivery-plan-2025/scottish-governments-fiscal-sustainability-delivery-plan-2025/govscot%3Adocument/scottish-governments-fiscal-sustainability-delivery-plan-2025.pdf
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• Productivity and efficiency savings growing from £0.6 billion to £1.5 billion 
per annum over the five years.  

• Savings between £0.3 billion and £0.7 billion by “increasing public value” 
which is to be set out in the Scottish Spending Review.  
 

Pillar 2 – Economic Growth  
 
45. The FSDP explains that the “main economic interventions to support economic 

growth and fiscal sustainability” are set out in the National Strategy for Economic 
Transformation, Green Industrial Strategy and the 2024 and 2025 Programmes 
for Government. 
 

46. The FSDP details actions aimed at (i) increasing aggregate business activity, (ii) 
increasing employment levels and (iii) increasing average wages. Some of the 
key actions included in the FSDP are— 

 
• The implementation of a “Six Point Export Plan” to ensure exporters meet 

emerging challenges and potential opportunities.  
• The delivery of two green freeports and two investment zones.  
• The delivery of “financial support and guidance scheme to support industry 

clusters”.  
• The investment of up to £500 million over five years in offshore wind.  
• The acceleration of planning reforms.  
• The investment in access to housing and transport infrastructure.  

 
47. The FSDP acknowledges that “forecasting and quantifying the direct impact on 

tax take of any individual or set of economic growth commitments is challenging 
and complex”. It goes on to say that the Scottish Government will use economic 
indicators to “progress growth in these areas and enable comparison between 
Scotland, the rest of the UK, and against peer nations”.  
 

Pillar 3 – Taxation 
 
48. The FSDP suggests that the Scottish Government’s “approach to Income Tax 

policy has been particularly important in supporting fiscal sustainability with 
decisions since devolution estimated to have raised up to £1.7 billion in 2025-26 
when compared to if we had implemented the same rates and bands as in the 
rest of the UK”. It notes that by 2029-30 the SFC forecasts the total tax net 
position to be £2.3 billion. 
 

49. The FSDP details the following actions “to improve the operation and 
performance of the existing tax system” and for “future tax reform to deliver 
sustainable and growing tax revenues”— 

 
• The exploration of “more revenue-generating powers for local authorities”. 
• The publication of research in 2025 “on how the tax environment affects 

the competitiveness of the Scottish economy”.  

https://www.gov.scot/publications/scotlands-national-strategy-economic-transformation/
https://www.gov.scot/publications/scotlands-national-strategy-economic-transformation/
https://www.gov.scot/publications/green-industrial-strategy/
https://www.gov.scot/publications/programme-government-2024-25-serving-scotland/
https://www.gov.scot/publications/programme-government-2025-26/
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• Working to build consensus “for meaningful and long-term reform of 
Council Tax”.  

• The publication of a literature review on wealth taxation to “frame a well-
informed and broad discussion on taxing wealth”.   
 

Scotland’s Economic and Fiscal Forecasts Update – June 
2025 (SFC) 
 
50. The SFC’s SEFF report was published alongside the Scottish Government’s 

MTFS and FSDP on 25 June 2025. The report restates the SFC’s May 2025 
forecasts and reflects two additional policies included in the 2025 MTFS (the rate 
for the Scottish Aggregates Tax and a revised date for the mitigation of the Two 
Child Limit Payment). It also provides details of the Scottish Government’s 
funding following the UK Government’s Spending Review which was published 
on 11 June 2025. Key elements of the Forecasts include— 
 

• The total funding for 2025-26 is £485 million higher than in the May report. 
Most of the additional funding is carried forward from the previous year. 

• Following the UK Government’s Spending Review, by 2030-31 total 
funding is projected to be £994 million lower compared to the May report 
“with resource funding down £700 million and capital funding down £293 
million”. 

• Over the period from 2024-25 to 2030-31 resource funding is expected to 
grow 10 per cent when adjusted for inflation. The SFC explains that 
“devolved social security spending is taking up an increasing share of the 
resource budget. This reduces funding growth available for all other areas 
of spending to 6 per cent in real terms over the next five years”. 

• The pay deals agreed by the time the SFC report was published “have 
been above the Scottish Government’s Public Sector Pay Policy of 3 per 
cent in 2025-26”. The SFC notes that “a higher current award not only 
increases the paybill in the current year, but also the cost of every future 
award because it increases the base to which those future awards are 
applied”. 

• In its analysis of the Scottish Government’s spending projections and fiscal 
gaps, the SFC concludes that “the gaps between the Scottish 
Government’s spending projections and the available funding are 
significant. For resource, there is a move from a balanced budget in 2025-
26 to a gap of just under £1 billion in 2026-27 and a gap of over £2.6 
billion in 2029-30. For capital, the gap reaches £2.1 billion by 2029-30”. 

• On the FSDP, the SFC Forecasts note that “the most concrete proposal is 
a workforce reduction target of 0.5 per cent on average each year. The 
Scottish Government estimates this would save around £100 million in 
2026-27 rising to around £700 million in 2029-30”.  

• On closing the fiscal gaps in resource and capital, the SFC explains that “if 
the expected savings identified by the Government can be realised, by 
themselves they would be sufficient to close the projected resource fiscal 
gap in all five years”. The report goes on to say that “there is less detail in 
the FSDP on how the Government intends to close the capital gap. The 
Government intends to publish a refreshed Infrastructure Investment Plan 

https://fiscalcommission.scot/publications/scotlands-economic-and-fiscal-forecasts-update-june-2025/
https://fiscalcommission.scot/publications/scotlands-economic-and-fiscal-forecasts-may-2025/
https://fiscalcommission.scot/publications/scotlands-economic-and-fiscal-forecasts-may-2025/
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(pipeline) alongside the 2026-27 Budget. This should provide more detail 
on projects and how they may be funded”. 
 

Fiscal Update – August 2025 (SFC) 
 
51. The SFC published its Fiscal Update on 26 August 2025. The publication aims to 

“examine recent developments affecting the Scottish funding outlook, [to] 
consider trends in funding and spending, and [to] look ahead to upcoming fiscal 
events”.  
 

52. The Scottish Government plans to present its multi-year Spending Review 
alongside the 2026-27 Scottish Budget in December 2025. The SFC notes that 
the Scottish Government is “facing a tight fiscal settlement and growing 
pressures on its Budget in the short, medium, and long term”. The Fiscal Update 
makes the following key points— 

 
• The UK Government has committed to allocate 5 per cent of GDP to 

defence spending by 2035. The way in which the Scottish funding position 
is affected will be determined by how the UK Government decides to fund 
the increased defence spending.  
 

• Previously planned measures to restrict eligibility for Personal 
Independence Payments were reversed by the UK Government. This is 
estimated to increase the funding that the Scottish Government receives 
for social security by around £0.4 billion. Any further UK Government 
policy changes to devolved social security benefits, including further 
changes to disability payments, will affect the Scottish Government’s 
funding. 

 
• Outturn data for 2023-24 showed strong growth in Scottish Income Tax 

revenues compared to the rest of the UK. As noted earlier in this paper, 
this “contributed to a positive final Income Tax reconciliation of £406 
million to be applied in the 2026-27 Scottish Budget”. The latest forecasts 
suggest negative reconciliations for the 2027-28 and 2028-29 budgets. 
The reconciliation for 2027-28 is forecast to be £851 million, an amount 
which would “exceed the resource borrowing limit allowed in the fiscal 
framework”. 

 
• The Scottish Government’s public sector pay policy published in 

December 2024 provides a framework for yearly pay deals to be limited to 
a 3 per cent increase in 2025-26 or to a cumulative 9 per cent over three 
years from 2025-26 to 2027-28. The Fiscal Update explains that “the pay 
deals agreed have all exceeded the Scottish Government’s public sector 
pay policy”. It further notes that “unless deals with nominal pay growth of 
around 1 per cent are accepted for the final year, the policy of 9 per cent 
pay increases over three years will be exceeded”. 

 
• The Scottish Government has committed in the FSDP to a public sector 

workforce reduction of around 0.5 per cent a year over the next five years, 

https://fiscalcommission.scot/publications/fiscal-update-august-2025/
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“with frontline services remaining protected”. The Fiscal Update states that 
“higher-than-anticipated pay increases would mean the workforce 
reductions required would be larger than those announced in the FSDP to 
keep the paybill at the levels intended by 2029-30”. It goes on to say that 
“achieving these reductions in the workforce is likely to be challenging 
[and] the Scottish Government will need to set out progress against this 
target and how it plans to measure the size of the workforce, and how that 
changes over time”. It further notes that “frontline services” is not a well-
defined term, and it is not yet clear exactly what parts of the public sector 
will be protected”. In addition, “frontline services often rely on a range of 
support from back-office staff”. 

 
• On longer-term challenges, the Fiscal Update explains that pressure to 

increase health-related spending will increase due to an ageing 
population, and that meeting new climate change targets set by the 
Scottish Government “will require significant investment”. The Scottish 
Spending Review, the SFC suggests “provides an opportunity for the 
Scottish Government and the Scottish Parliament to address both 
immediate budgetary pressures and, crucially, long-term fiscal 
sustainability challenges”. 
 

• The Fiscal Update notes that the FSDP has “identified broad areas of 
efficiency and reforms in the public sector” to close fiscal gaps and that 
“the detail of how these efficiencies and reforms would be achieved was 
not included”. The publication suggests that the Scottish Spending Review 
should “provide more detail on how the Scottish Government will deliver 
on the ambitions presented in the FSDP”. 

 
• It is important that the Scottish Spending Review provides “a meaningful 

basis for informed debate by all political parties on how the fiscal 
challenges the Scottish Government faces can be addressed”, given 
implementing the Review “will mainly be the responsibility of the Scottish 
Government and Scottish Parliament elected in May 2026”. 

 
• The Fiscal Update makes certain technical recommendations on how the 

Scottish Budget can be improved. These includes improvements to the 
presentation of in-year funding changes and of internal transfers and 
recommends a threshold for in-year funding changes following the Autumn 
Budget Revision. If that threshold is exceeded, it should “trigger a 
requirement for the Scottish Government to indicate, as part of the Budget 
documents for the year ahead, the new level of funding and how that 
funding would be spent, with decisions to be confirmed in the Spring 
Budget Revision”. 
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SFC’s Forecast Evaluation Report 
 
Background 
 
53. The SFC also published its Forecast Evaluation Report on 27 August 2025, which 

evaluates its— 
 

• December 2023 forecasts for the economy, fully devolved taxes, and 
social security in 2024-25, and 

• December 2022 income tax forecast for 2023-24. 
 

54. It states that it publishes this report to (a) provide transparency about its 
forecasts, (b) help users understand the limitations and likely degree of accuracy 
of its forecasts, (c) learn lessons to improve future forecasts, and (d) aid 
understanding of the effect of forecast errors on the Scottish Budget, including 
reconciliations. 

 
December 2023 forecasts 
 
55. The report highlights that at the time of the December 2023 forecasts, “the 

Scottish and UK economies were still experiencing challenging conditions after 
the successive shocks of the previous years, including the COVID-19 pandemic 
and higher energy prices following Russia’s invasion of Ukraine”. The SFC goes 
on to say that, given the uncertainties at the time, it is satisfied with the 
performance of these forecasts. 
 

56. The SFC under-forecast Scottish Gross Domestic Product (GDP) growth for 
2024-25 by 0.5 percentage points, which it describes as “a reasonable forecast 
error, and is smaller than our historical average absolute error”. Its forecast of 
employment growth for 2024-25 was also “reasonably accurate”, an under-
forecast of 0.3 percentage points compared to the OBR’s under-forecast of 1.0 
percentage points for UK employment growth. The SFC notes that this may be 
explained by different employment data sources being used7. 

 
57. Earnings growth in 2024-25 was under-forecast by 0.9 percentage points, with 

most of this error “being accounted for by higher-than-expected pay growth in the 
public sector”. This compares to the OBR’s under-forecast of 1.3 percentage 
points for the UK. Pay deals in Scotland and the UK for 2024-25 were higher than 
both Governments’ stated policies at the time of the forecasts. 

 
58. In relation to fully devolved taxes, outturn revenue was higher than forecast for 

2024-25 by £170 million, an error of 4%. This was largely due to an under-
forecast of Land and Buildings Transaction Tax (LBTT) by £169 million. The SFC 
explains that prices and transactions returned to growth earlier than forecast, 
especially in the residential sector. Revenue for Additional Dwelling Supplement 
was £180 million, 12% higher than forecast. The SFC notes that there were more 
transactions than expected at a higher average price, which increased revenue 

 
7 The OBR uses the Labour Force Survey, while the SFC uses Real-Time Information. 

https://fiscalcommission.scot/publications/forecast-evaluation-report-august-2025/
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relative to its forecast; this was partly offset by larger deductions in repayments 
and reliefs than forecast. 

 
59. The SFC’s forecasts for non-domestic rates were £4 million below provisional 

outturn data (£3,146 million), a “very small error”, which rounds to 0% in relative 
terms. 

 
60. Provisional outturn revenue for Scottish Landfill Tax was £56 million, 4% lower 

than forecasts (of £58 million). An overestimation of the amount of waste 
produced caused outturn to be lower than forecast. This, the SFC explains, is 
mostly cancelled out by an overestimation of incineration capacity.  

 
61. Spending on devolved social security in 2024-25 was £6.1 billion, 2% below the 

SFC’s forecast of £6.3 billion. The SFC explains the main reason for this error 
was the in-year change in policy for Pension Age Winter Heating Payment which 
led spending to be £151 million lower than forecast. It further highlights that while 
the number of people receiving disability payments, particularly Child Disability 
Payment, continued to exceed its forecasts, “total spending on these was slightly 
lower than our forecasts, as the average weekly amounts were lower than we 
expected”. 

 
62. In relation to the Block Grant Adjustments (BGAs), the SFC highlights that while 

outturn data is not yet available, “in December 2023, the net position implied by 
the OBR and SFC forecasts was negative £368 million”. However, “we now 
expect that the gap between the final BGAs and spending on the corresponding 
Scottish payments will be less than £200 million”. This is due to higher spending 
in England and Wales, updated population estimates since December 2023, and 
the lower spending on devolved benefits mentioned above. 

 
December 2022 forecasts 

 
63. The SFC notes that at the time of the December 2022 forecasts “both the 

Scottish and UK economies were undergoing a period of high inflation and rising 
interest rates while still adjusting to the consequences of Brexit and the COVID-
19 pandemic”. These factors contributed to an underestimate of income tax 
revenues in 2023-24 of 8% (£1,283 million), a lower figure than forecast errors for 
2021-22 and 2022-23 “but high by comparison with our absolute average error 
since 2018”.  
 

64. The report explains that growth in earnings exceeded the SFC’s expectations and 
makes up around two-thirds of the error. Employment figures were also higher 
than expected, “reflecting the impacts of migration as well as a tight labour 
market”. 
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ANNEXE B 
 

 
 
Fiscal Framework Outturn Report 2025 
 
Introduction 
 
The Fiscal Framework Outturn Report (FFOR) was published on 24 September 
2025. This is the 8th FFOR the Scottish Government have published, following a 
recommendation made by the Budget Process Review Group (BPRG). The FFOR 
does several things: 
 

• Sets out the receipts for devolved/ shared taxes and actual spend on social 
security, compared to the forecasts made at the time of the relevant Scottish 
Budget. 
 

• Across the range of these devolved powers, the document sets out the level 
of either positive or negative “reconciliation” to be applied to the upcoming 
budget to account for any differences. 
 

• The provisional closing balance for 2024-25 in the Scotland Reserve (the 
Scotland Reserve is the account into which underspends or surplus tax 
receipts can be placed).  
 

• The FFOR also contains information on planned borrowing and overall 
borrowing levels relative to the borrowing limits set in the Fiscal Framework.  

 
The FFOR has a specific role to play in the pre-budget scrutiny process envisaged 
by the BPRG. Publication of this outturn information allows the Finance and Public 
Administration Committee the opportunity to question the Cabinet Secretary around 
how the Scottish Government intends to handle any negative or positive 
“reconciliations” in the upcoming Budget. 
 
The data used in the FFOR 
 
The FFOR draws on data from several sources, some of which is final but some of 
which remains provisional: 

 
• HMRC 2023-24 outturn data for Scottish Income Tax and the equivalent 

revenues for the rest of the UK are final 
 

• 2024-25 outturn revenue data for Stamp Duty Land Tax and UK Landfill Tax 
 

• Provisional outturn for 2024-25 Land and Buildings Transaction Tax (LBTT) 
and Scottish Landfill Tax (SLfT) revenues. Final audited revenue data will be 

https://www.gov.scot/publications/fiscal-framework-outturn-report-2025/
https://www.gov.scot/publications/fiscal-framework-agreement-between-scottish-uk-governments/
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published in Revenue Scotland’s Annual Report and Accounts, towards the 
end of 2025. 
 

• Provisional outturn for the 2024-25 Social Security expenditure. Final outturn 
data will be published later in the Autumn in the Social Security Scotland 
Annual Report and Accounts. 
 

• Provisional data is also used for the UK Government social security 
expenditure – final outturn will be available when the Local Authority, 
Parliamentary, and Country and Regional Tables 2024/25 are published later 
in 2025. 
 

• Final outturn data for Fines, Forfeitures and Fixed Penalties revenue 2024-25. 
 

• Finally, the Scottish Government note that the BGAs for LBTT, SLfT and 
social security are based on the latest mid-2024 population estimates from the 
ONS, National Records of Scotland, and the Northern Ireland Statistics and 
Research Agency. 

 
The Scottish Government note that differences between the provisional outturn used 
in the FFOR and the final outturn have varied. In 2020, 2021, 2023 and 2024 the 
differences were small, ranging from £0.6 million to £12.6 million. However, in 2022 
there was a larger change of £119.4 million. This larger difference was driven by 
changes to the LBTT BGA, and to both Social Security Expenditure and the 
associated social security BGA.  
 
These changes are not the aggregate impact on the relevant Scottish Budget, as 
some are positive while others are negative so there is a degree of offsetting. Table 1 
below sets out how the total reconciliation applies to the Scottish Budget has 
changed between the FFOR and the Budget being published: 
 
Table 1: Difference to the total reconciliation between the FFOR and the 
Budget 
 
£ million 2020 2021 2022 2023 2024 
Reconciliation 
in the FFOR 

-320.6 -14.8 22.5 -331.8 490.1 

Reconciliation 
applied to the 
Scottish 
Budget 

-318.7 -14.7 45.7 -338.0 499.9 

Difference 1.9 0.1 23.1 -6.2 9.8 
 
With the data available, this FFOR sets out the final reconciliation for both revenue 
and the BGA for 2023-24 Scottish Income Tax, final reconciliations for the BGA for 
2024-25 LBTT and SLfT, and provisional BGA reconciliations for 2024-25 Social 
Security benefits. 
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Key points from the FFOR 
 
Key messages in the FFOR for members to be aware of include: 
 

• The total net provisional reconciliation applying to the 2026-27 Budget will be 
positive £361.5 million (summarised in table 2, below). 
 

• This is largely driven by a positive reconciliation for Scottish Income Tax of 
£405.7 million. The combined reconciliation for the other devolved taxes and 
Social Security is negative £44.1 million. 
 

• The provisional residual balance on the reserve for 2024-25 is £556.6 million, 
larger than the £411.5 million at the start of that financial year. The 
£411.5 million was drawn down as part of the 2025-26 Budget, while the 
£556.6 million represents the underspend from 2024-25. More information on 
this underspend is available in the provisional outturn published in June 2025. 
The overall limit for the reserve has been indexed to inflation following the 
recent revisions to the Fiscal Framework, and will be £734 million for 2025-26. 
 

• The Scottish Government’s capital debt increased to £2.2 billion by the end of 
2024-25, which is 26 per cent below the current £3.1 billion limit.  
 

• During 2024-25, the Scottish Government drew down £139 million of capital 
borrowing from the National Loans Fund. This borrowing was at a 15 year 
tenor with an interest rate of 4.47%. This compares to planned capital 
borrowing of £458 million at the time of the 2024-25 Budget. 
 

• The 2025-26 Budget contained plans for £472 million in new capital 
borrowing, the limit allowed under the revised fiscal framework. This would 
increase the total stock of capital borrowing to £2.6 billion at the start of the 
2026-27 financial year, equivalent to 82% of the debt cap. 
 

• Under these plans, the stock of debt is expected to increase to 89% of the 
available debt cap by the end of 2030-31. This forecast assumes that new 
borrowing will remain at £300 million per year from 2026-27 onwards. This is 
the level of sustainable capital borrowing that the Scottish Government have 
identified in their borrowing strategy. 
 

• There has been no new resource borrowing since 2023-24. At the start of the 
2026-27 financial year, the stock of resource borrowing is forecast to have 
reduced to £219 million. The FFOR notes that new borrowing is anticipated in 
the 2027-28 and 2028-29 financial years, when significant negative 
reconciliations are forecast. 
 

• As with last year, the document confirms that the BGA methodology for 
Aggregates tax has yet to be agreed. The Bill to introduce Aggregates tax has 
now been passed by the Scottish Parliament but the Scottish rates and bands 
will not come into force until April 2026. 

https://www.gov.scot/publications/2024-25-provisional-outturn-briefing-note-24-june-2025/
https://www.gov.scot/publications/scottish-budget-2024-25/documents/
https://www.gov.scot/publications/scottish-budget-2025-2026-scottish-government-borrowing/
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• Air Passenger Duty and the assignment of revenue from VAT appear to be no 
further forward and it remains unclear if and when these are likely to go 
ahead. 
 

• ‘Several’ changes to previous outturn data have been identified. While the 
FFOR does not provide detail on the size or years of these issues, it does 
state that HM Treasury and the Scottish Government ‘will reach a decision on 
the handling of this outturn and further information will be published in due 
course’. 

 
Table 2: Provisional reconciliation requirement for the 2026-27 Budget by Tax / 
Power 
 
Tax/ Power Reconciliation amount £ 

million 
Final or provisional 
outturn reconciliation 

Income tax 2023-24 405.7 Final 
LBTT 2024-25 -50.9 Final 
SLfT 2024-25 1.5 Final 
Social security 2024-25 5.3 Provisional 
Total reconciliation 361.5 Provisional 

 
Fines, Forfeitures, and Fixed Penalties (FFFPs) 
 
The 2023 Fiscal Framework Review removed the indexation of the baseline 
reduction to the block grant which previous took place, based on forecast growth of 
UK Government revenues retained by the Ministry of Justice. Revenue from FFFPs 
are paid into the Scottish Consolidated Fund. 
 
The 2024-25 Budget forecast £25 million in revenues, offset by £25 million in 
reductions to the block grant and therefore a net impact on the Scottish Budget of 0. 
Revenues in the final outturn were £23.4 million – however there is no reconciliation 
for this difference as the Scottish Government manages the variation (in this case 
negative £1.6 million) through in-year budget management. 
 
Proceeds of crime (POC) 
 
The FFOR notes that the basis on which the block grant adjustment (BGA) for 
revenues raised under the Proceeds of Crime Act 2002 remains a subject of dispute 
between the Scottish and UK Governments. While there is a dispute, the affected 
finances are paused. This means that the BGA for POC is maintained at £4.3 million. 
 
The final outturn for POC revenues in 2024-25 was £6.8 million, however all 
revenues are hypothecated for spend on community projects. The net impact of POC 
on the Scottish Budget is therefore negative £4.3 million due to the BGA. 
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Winter Fuel Payments 
 
In June 2025 the UK Government announced that eligibility for the winter fuel 
payment would be expanded to pensioners with an income of £35,000 or less per 
year. The payment will be issued to all pensioners, but recovered from those with an 
income of above £35,000. In July, the Cabinet Secretary for Social Justice agreed 
that this would be applied in Scotland. A reconciliation process is yet to be agreed 
between both governments. 
 

Andrew Feeney-Seale, Senior Researcher, SPICe  
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