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Dear Kenneth,

REPORT ON PRE-BUDGET SCRUTINY 2026-27: RESPONDING TO LONG-TERM FISCAL
PRESSURES

Thank you to the Committee for its pre-Budget Scrutiny report on the 2026-27 Scottish Budget. |
have considered the points raised and offer the Scottish Government’s response in the attached
document.

This Government has been clear about the significant fiscal challenges Scotland faces in the short,
medium and long term. In June, we published the Medium-Term Fiscal Strategy and the Fiscal
Sustainability Delivery Plan, outlining our approach to strengthening public finances over the coming
years. Today, alongside the 2026-27 Scottish Budget, we are publishing the Scottish Spending
Review, the Infrastructure Strategy and the Infrastructure Delivery Plan. Together, this suite of
publications demonstrates the comprehensive steps we are taking to manage Scotland’s finances
sustainably while continuing to deliver on our key priorities.

| look forward to engaging with the Committee throughout the 2026-27 Scottish Budget process.

Yours sincerely,

SHONA ROBISON
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Section

Delays to
Fiscal Events
and
publication

Paragraph Recommendation

14

15

Regular fiscal events and publication of
key financial planning documents are
crucial in enabling robust and effective
parliamentary scrutiny. It is therefore
disappointing that repeated delays
have been a feature of this session of
Parliament.

The Committee has committed to
engaging further with the Scottish
Government and the Scottish Fiscal
Commission to explore whether an
optimal time can be secured for both
budget formulation and scrutiny.

We also urge the UK Government to
place greater emphasis on the impact
on devolved budgets when considering
the timing of its fiscal events.

Scottish Government Response

The Scottish Government acknowledges delays in some publications during this
session, often driven by external factors. The delays experienced in the
publication of the 2024 and 2025 Medium-Term Financial Strategy were largely
out of the control of the Scottish Government.

The 2024 MTFS was rescheduled following the appointment of a new First
Minister and the UK pre-election period, with pre-election guidance precluding
publication of an MTFS during that time. To support transparency and scrutiny,
we provided a fiscal statement on 3 September 2024, and the SFC published a
fiscal update in August 2024.

For 2025, the MTFS and Fiscal Sustainability Delivery Plan (FSDP) were
published after the UK Spending Review to reflect the most up-to-date funding
position. This sequencing ensured the information was accurate and helpful for
Parliament and the public.

Publication of the Infrastructure Pipeline depends on multi-year funding certainty;
the June 2025 UK Spending Review provided this, enabling us to set out the next
four years of projects alongside the Spending Review.

The Scottish Government recognises the mutual benefit of early engagement
with the Committee to optimise time for budget formulation and scrutiny.

The UK Government’s decision to publish its Autumn Budget on 26 November
has placed significant pressure on the Scottish Budget timetable, and | welcome
the Committee highlighting this to the UK Government.



Section

Medium
Long
strategic
planning

Paragraph Recommendation

to[28-29
term

The Committee notes the
welcome improvements in the
level of information provided in
the MTFS on the challenges
ahead. Like the FAI, we do not

believe that a separate
document is necessary to set
out how the Scottish

Government is responding to
these medium-term pressures.
The information could just as
simply be included in the MTFS,
enabling better clarity and
cohesion.

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

Fiscal Pressures
Scottish Government Response

In setting out the projected fiscal gap, the drivers of spending growth, and risks to both
the funding and spending position, the MTFS provides the context for the scale and
scope of actions that are required to ensure the sustainability of the public finances. The
MTFS also sets out the strategy for achieving sustainability, focused around three
pillars.

The actions that will be taken under these three pillars are then set out in the FSDP,
which focusses on the specific areas of action to manage the key drivers of spending
growth and how we strengthen our funding position using the levers available to us.

Given the level of interest, and the importance of the subject, the Cabinet Secretary
wanted to emphasise her commitment through a dedicated and focused delivery plan.

Following this year’s twinned publication, reporting on the progress of FSDP actions will
be incorporated into the annual Medium Term Financial Strategy.

Both the MTFS and FSDP provide the context and set the framework for 2026-27
Scottish Budget and the Scottish Spending Review, which provides more information on
where the efficiencies and productivity improvements will be achieved, and the
prioritisation decisions taken.

The Scottish Government is committed to continuously improving the MTFS and this
year provided further information on the make-up of spending projections, the potential
upside and downside risks across both funding and spending, and a clear plan to
improve the sustainability of the public finances as set out in the Fiscal Sustainability
Delivery Plan. This reflects the points made in the Committee’s report on providing
further information on these areas. We welcome further conversations with the
Committee on future improvements.



Section

Long Term 40-41
and future
planning

Paragraph Recommendation

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

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

Scottish Government Response

While the scope of the Fiscal Sustainability Delivery Plan covers the next five years, to
align with the focus of the Medium-Term Financial Strategy and period of the SFC
Economic and Fiscal Forecasts, both documents acknowledge the drivers of spending
pressures and longer-term drivers of fiscal risk.

Measures cited in the FSDP set out how the Scottish Government intend to address
challenges for the longer-term. This includes:
e A focus on increasing value from our existing spending to enable us to identify
and prioritise higher impact spending;
e Reform of public services to address medium to long-term spending growth;
e Preventative programmes to reduce demand for public services in the medium
to longer term.

While there are obvious limits to long-term projections due to our rapidly changing world,
the Scottish Government does recognise and is responding to the anticipated impact of
future trends. The Scottish Government is taking action through the delivery of the
Population Strategy, Scotland’s Migration Service, and the Health and Social Care
Service Renewal Framework. The Scottish Government also published the Future
Trends for Scotland reports in June 2025. These set out the best available Scotland-
specific evidence on trends likely to be important to Scotland’s future. The publication is
helping to inform and improve long-term decision-making.

We recognise the importance of wider Parliamentary scrutiny on fiscal sustainability.
The future frequency of debates will be a matter for the incoming Government.



Section

Paragraph Recommendation

43

We also ask the Scottish

Scottish Government Response

Government to consider whether Attracting people to live and work in Scotland is a key aspect of delivering the
there are lessons it can learn from |Attractive and Welcoming Country pillar of our Population Strategy.

the Create Lithuania programme in

attracting people from Scotland to Delivery of the Strategy is overseen by a Ministerial Population Taskforce, chaired by

return here to live and work.

the Minister for Equalities. Key deliverables within the programme include Scotland's
Migration Service and the Addressing Depopulation Action Plan.

Scotland is an open, connected and outward-looking country with a long and proud
history of intellectual, cultural and economic exchange. Scotland’s diaspora and our
Scottish Connections are an extension of Scotland itself. That’s why we launched our
Scottish Connections Framework in April 2023. It is our commitment to Scotland’s
diaspora and sets out our ambitions to expand our relationships with, and between,
Scotland’s international communities. A series of 50+ commitments and ambitions
sets out the case for engaging our diaspora around the world, whether they are
connected through heritage, education, business or any other affinity, as an end in
itself, but also to promote Scotland as a place in which to live, work, study, do
business, and visit.

For all of these programmes of activity, learning has been harnessed from a broad
range of international examples and from within the academic evidence base to
ensure that the Scottish Government's strategic policy development and delivery is
best enabled to support Scotland's economy, communities and public services.


https://www.gov.scot/publications/scottish-connections-framework/

Section

Transparency
of budgetary
information

Prioritisation

Paragraph
48

54

Recommendation

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

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

Public Spending
Scottish Government Response

The Scottish Government recognises the FPAC’s continuing interest in baselining of
regular transfers and the Cabinet Secretary for Finance and Local Government has
committed to reviewing the position to assess what additional work can be done in this
area. Some progress has been made at this years’ Budget, with £786 million of baseline
transfers actioned. As the Minister for Public Finance made clear at the recent FPAC
meeting on consideration of the Autumn Budget Revision, these transfers can reflect the
complexity of the delivery landscape, and not all the regular transfers will be baselined.
Scottish Government will consider publication of calculations associated with underlying
assumptions contained within the MTFS.

The Scottish Government recognises the need for clarity of prioritisation of spending
decisions with Scottish Budget publication. Progress is being made to further improve
this in our 2026-27 Scottish Budget, including clear references to how prioritised funding
delivers SG’s 4 priorities: Tacking Child Poverty; Economic Development; Climate
Change; and Delivery.



Section

Social
Security
Spending

Paragraph Recommendation

62

63

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

We are disappointed that the
MTFS did not include the
information we requested on the
fiscal sustainability of social
security spend including details of
how the Scottish Government is
assessing the effectiveness and
outcomes of its approach to the
delivery of benefits as well as
impacts on other parts of the
Budget. We therefore ask it to
carry out and report back on this
work without further delay.

Scottish Government Response

Just like all other aspects of devolved expenditure, the additional investment in benefit
expenditure is fully funded from the Scottish Budget, which is set each year to align with
the Scottish Government’s priorities and balanced accordingly.

The additional investment in social security compared to England and Wales represents
just over 3 per cent of the Scottish Government's resource budget by 2029-30.
Investment today to mitigate the harmful effects of poverty can lead to reduced demand
for, and expenditure on, public services such as healthcare; and it can lead to improved
productivity through a healthier workforce; and greater labour market participation, by
reducing labour market barriers, particularly for disadvantaged groups.

The MTFS set out the significant risk of the demand-led growth in spending in social
security, with the accompanying FSDP setting out the actions this Government will take
to improve the efficiency and productivity of Social Security Scotland. This includes
operational delivery improvements, digital investment, tackling fraud and error where it
occurs, and a review of the current award review process for Social Security disability
benefits

A report last year from the Office of the Chief Social Policy Adviser, published in March
2024, synthesised emerging evidence relating to the outcomes associated with social
security spending administered by Social Security Scotland.

The report found early evidence that benefits administered by Social Security Scotland,
including ADP, support a number of outcomes, such as reducing child poverty;
household poverty; material deprivation and debt; and health and wellbeing.

A literature review is being undertaken to explore drivers of spend and the ongoing
evaluation programme has provided insight into the immediate and short-term outcomes
of the devolved benefits.



Section |Paragraph Recommendation Scottish Government Response

64 The Committee also The report from the Office of the Chief Social Policy Adviser highlighted the significant amount of
requests that the detailed analytical work that underpins the design and delivery of Social Security benefits. This
Scottish  Government includes impact assessments, qualitative research, statistical modelling, user satisfaction surveys
undertakes a review of and process evaluations — and we’re working with our analysts to do further work on this, particularly
the extent to which the around long-term impacts.
level of social security
assistance provided | Investment today in social security can lead to reduced demand for, and expenditure on, a wide
supports economic range of other public services such as healthcare; and it can lead to improved productivity through
activity. a healthier workforce; and greater participation by reducing labour market barriers particularly for

disadvantaged groups.

Analysis published by the Chief Economist in March 2024 highlighted the role of Social Security
spending in supporting the broader economy, providing short-term benefits during economic
downturns and improving long term economic outcomes by reducing financial distress. For example,
policies which support people’s health and wellbeing can support their continued participation in the
labour market and have a lasting positive economic impact, including improving productivity in the
economy and increasing tax revenues.

This analysis is supported by the emerging evidence relating to the outcomes associated with social
security spending administered by Social Security Scotland. Early analysis shows that social security
spending is supporting a variety of Scottish Government outcomes related to reducing child poverty
and material deprivation, improving health and wellbeing and helping to narrow inequalities. It also
sets out the potential that social security payments have to improve economic outcomes. For
example, investment today to mitigate the harmful effects of poverty can lead to longer term benefits
to the economy in future through:

reduced demand for, and expenditure on, public services, such as reducing health-care spending;
improved productivity, through a healthier, more productive, workforce; and

greater and more equal labour market participation, by reducing labour market barriers, particularly
for disadvantaged groups.

The £1.1 billion of social security spending above block grant adjustments in 2024-25 in Scotland
could have resulted in a £300 million boost to Scottish GDP in the short term (in 2024-25 prices)."

1 Economic impact of spending on social security - Technical note - gov.scot



https://www.gov.scot/publications/economic-impact-spending-social-security-technical-note/

Section Paragraph |Recommendation

68

Universality |73

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

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

Scottish Government Response

The Scottish Government continues to engage with the Department of Work and Pensions on a
range of matters in relation to historic debts, including the composition of the debt caseload.

Scottish Government officials are now in the process of developing a range of options for
addressing historic debt when the existing agency agreements end in March 2026.

The Scottish Government recognises that the economic and fiscal environment remains
challenging, and furthermore that demand for public services continues to grow. Together this
means that we face tough choices to ensure our public finances are sustainable and we will need
to examine how we are spending over the medium-term.

To support this, the Scottish Government is developing its approach to public value. Following
publication of the Spending Review, this approach will embed a framework for understanding
spending proposals through a lens which considers the delivery of government outcomes, delivery
risk, impact assessments, the financial implications and other key factors and drawing upon this
information to make decisions about government spending plans.

We will build supporting tools to enable decision-makers to effectively consider this range of
factors when considering spending proposals. Used effectively, this approach will support the
Scottish Government to achieve a more fiscally sustainable trajectory by enabling effective
prioritisation. This will ensure informed decisions on spending plans can be made and support
effective prioritisation choices, including around universal payments and services.



Section

Paragraph Recommendation

74

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

Scottish Government Response

The Scottish Government commissioned a short-term working group in 2022 to inform advice to
Scottish Ministers on the Fraser of Allander Institute’s (FAI) independent review of the non-
domestic rates Small Business Bonus Scheme (SBBS), namely its recommendation: “that the
Scottish Government begins to collect new information that will make a more robust assessment
of the SBBS (and potentially other reliefs) possible in the future”.

The group, which included business and local authority representatives, opposed the introduction
of more information requirements to claim SBBS relief which would bring additional burdens to
businesses but were clear that SBBS relief is of great benefit to many small businesses.

The Scottish Government significantly reformed SBBS relief at the 2023 revaluation, introducing
a taper to avoid cliff edges, and excluding advertisements, car parks and betting shops from
eligibility (in addition to payday lending which was already excluded). It remains the most
generous small business rates relief in the UK.

The Scottish Government keeps all non-domestic rates policies under review and is committed

to exploring how SBBS relief for shootings can be better targeted to those ratepayers of shootings
who should rightly be eligible for them.

10



Section Paragraph Recommendation Scottish Government Response

PSR
Strategy

81

82

The Committee welcomes| The Public Service Reform Strategy commits to the development of a Change and Monitoring,
the Scottish Government’s Evaluation and Learning (MEL) Framework to assess progress and outcomes across all PSR
renewed impetus on public workstreams. This will ensure consistent, transparent reporting and a shared understanding of
service reform. We seek what works and what impact reform is having.

further information on how

the Change and Monitoring, The Framework will bring together consistent metrics and evidence, embed learning and
Evaluation and Learning evaluation, and provide a basis for transparent reporting on progress. Each workstream will have
Framework being its own monitoring and a system wide evaluation will also be undertaken to ensure coordination.
developed will support| A theory of change and framework will be published in early 2026.

robust assessment of

progress and outcomes.

As the Scottish | The Scottish Government will update the Committee as requested on the steps taken to monitor
Government now has a|and reduce the number of live strategies, in line with the priorities of the government.

baseline figure for the

number of live strategies it| Going forward an updated list of live strategies and supporting narrative will be provided annually,
has in place, the Committee | following the end of the financial year, with the next being due to be provided to the Committee
asks it to report annually on  before the end of April 2026.

what steps it is taking to

monitor and reduce this

number wherever possible

to minimise overlap and

ensure alignment.

11



Section
Efficiencies | 93

Paragraph Recommendation

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

Scottish Government Response

The Public Service Reform Strategy provides the strategic framework for achieving greater
efficiency and workforce sustainability through system reform and service redesign, rather than
through simple reductions.

The Strategy highlights the need to join up services, reduce duplication, and streamline delivery
to ensure that resources are focused where they make the most difference for people and
communities. In particular, workstreams under pillar 3 (Efficient Services) of the Strategy, and
in foundation 4 (Ensuring the Right Delivery Landscape) will help identify opportunities to share
services and modernise support functions while maintaining and improving frontline outcomes.

Further information on the contribution expected from individual Scottish Government
portfolios, and the policy measures to be taken to achieve savings, is set out in the Scottish
Spending Review. This will include details of £400m if workforce savings delivered as part of
portfolio reform and efficiency plans demonstrating progress towards the 0.5% annual
workforce reduction target as set out in the Fiscal Sustainability Delivery Plan.

The approach is designed to protect frontline services while reducing corporate costs and

improving productivity. The workforce savings outlined in these plans builds upon the policy
and governance intent as set in the separately published Integrated Pay and Workforce Policy.

12
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Paragraph Recommendation

94

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

Scottish Government Response

The Fiscal Sustainability Delivery Plan sets out a managed downward trajectory on workforce
of an average of 0.5% over the next five years while protecting frontline services. The Public
Service Reform (PSR) Strategy published in June 2025 outlined a clear direction for
modernising how we work, to enable frontline workers to do what they do best, supported by
more effective back-office systems and shared services.

The PSR Workforce Workstream is developing key workforce enablers to help public bodies
plan and implement workforce changes that release resources for frontline delivery and
ensures that workforce change is managed fairly, consistently, and strategically.

A coordinated approach to pay and workforce planning is set out in the new Integrated Pay
and Workforce Policy as part of delivering sustainable high-quality public services. This sets
out that a new Workforce Management Governance Framework will be published in Spring
2026, determining the approach to pay and workforce designed to protect frontline services
while reducing corporate costs and improving productivity for all public sector workforces.

The Workforce Management Governance Framework will provide clarity on the principles,
parameters and metrics for effective workforce management, including on attrition and
recruitment controls. The Framework will also provide guidance to promote a fair and consistent
approach to redeployment, voluntary severance and upholding the No Compulsory
Redundancy commitment.

Monitoring and governance arrangements will consider the impact of reform and efficiency

plans, including where workforce reductions are proposed, to ensure services as a minimum
are protected.

13



Section Paragraph |Recommendation

95

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

Scottish Government Response

The Scottish Government recognises the Committee’s emphasis on a credible path to
delivering headcount reductions while maintaining service quality. Intelligent Automation (l1A)
is a cornerstone of the Public Service Reform (PSR) agenda and is central to improving
productivity across the public sector. IA enables us to streamline processes, reduce manual
effort, and redeploy staff to higher-value tasks, supporting sustainable workforce planning.

PSR Commitments — Workstream 15: Scaling Intelligent Automation
As set out in the PSR Strategy, we will:
e Expand Intelligent Automation as a shared service through a scalable hub-and-spoke
model across core government and key public bodies.
e Launch a national collaborative procurement framework to give the Scottish public and
third sector easier access to automation expertise and reusable solutions.
e Support delivery bodies to redesign how services are delivered — improving productivity
and tackling headcount pressures sustainably.
e Build the workforce capability and shared infrastructure needed to scale innovation
safely, ethically and effectively.
¢ |dentify opportunities to pilot the use of Al technology in public sector processes.
These commitments provide a clear roadmap for embedding automation and achieving
efficiency gains without compromising service delivery.

SPPA Delivery as an Example

The Scottish Public Pensions Agency (SPPA) has embedded Intelligent Automation (lIA) to
deliver key elements of the remedy programme required to address historic discrimination
resulting from the UK Government’s 2015 pensions reforms. This work required complex data
processing and process redesign to ensure compliance with legal obligations and improve
member outcomes.

Recognising that many processes demand professional judgement, SPPA has deliberately
designed a human-in-the-loop delivery model: 1A handles high-volume, rules-based tasks at
scale, while skilled staff intervene at defined points to apply judgement, resolve complex cases
and provide assurance. These built-in guardrails ensure automation operates ethically and
safely, delivering efficiency without compromising accuracy, compliance, or service quality.

14



98

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

By deploying 1A, SPPA minimised the need for large-scale temporary recruitment, reducing
cost and accelerating delivery. This is an innovative approach that demonstrates the
workforce benefits of automation. Beyond the remedy programme, SPPA is repurposing
remedy automations to optimise similar business-as-usual processes across the organisation,
reducing turnaround times and enabling staff to focus on higher-value work. This demonstrates
how IA can optimise public sector capacity and deliver tangible service improvements, setting
the standard for responsible, scalable automation across the public sector.

We agree that use of public sector data is fundamental to securing efficient and effective public
services, through Al and more fundamental automation. For this reason we have commitments
in the PSR strategy’s Workstream 8 around improving data sharing.

Rather than keeping all raw data in a central infrastructure, such as a data lake, we are
pursuing a more efficient and proportionately secure Data Mesh-Fabric model, which will also
more easily integrate for operational reuse of data across jurisdictions — such as UK and local
government.

To support this federated approach, where the data transferred is precisely what is needed for
better decisions and services, we are developing proposals and protypes for a Data Exchange,
consisting of a suit of common components and design patterns that can be easily picked up
and deployed by public sector organisations wishing to join a single data sharing ecosystem.

15



Section

Public
Sector Pay

Invest
Save Fund

Paragraph
103

to 107

108

Recommendation

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

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

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

Scottish Government Response

The Public Service Reform Strategy commits to development of a workforce management
policy and governance framework as part of the Workforce workstream in the Efficient
Services pillar.

An Integrated Pay and Workforce policy was published alongside the 2026-27 Scottish
Budget. This confirmed that 2026-27 is year two of the three-year Public Sector Pay Policy
announced for 2025-26. The policy sets an overall pay envelope of 9% over 3 years with a
cap of 3% for any single-year deal. It also confirms that a future Integrated Pay and Workforce
Policy will include recognition of the connection between pay policy and workforce
management as dual drivers of fiscal sustainability.

Successful projects are required to provide 6 monthly progress reports. These are collated to
provide an overview of progress. A number of projects with similar themes are working
together to share resources, which also includes sharing learning and opportunities to
implement similar efficiencies with bodies not directly funded by the programme.

The 2026-27 Budget will deliver £29.9m for the Invest to Save fund, providing upfront
investment for reform and efficiency projects that will generate savings across the public
sector

16



Section
Prevention

Paragraph Recommendation

116

As part of our pre-budget
scrutiny last year, the
Committee asked the
Scottish Government to
consider and report back
on the potential benefits,

Scottish Government Response

The Directorate for Strategy and Delivery are leading a Prevention Project, which contains a
work strand on preventative budgeting. This delivers directly on our Public Service Reform
Strategy commitment to develop an approach for identifying and tracking preventative spend
in the Scottish Budget, and to explore how we use this to change the way we budget for
prevention.

risks and costs of As part of this work, we are testing a budget tagging method for tracking preventative spend

introducing a new
category of public
expenditure on
preventative spend, which
we were told establishes a
benchmark and enables
investment to be tracked
over time. The Committee
seeks an update on
progress with this work.

across the Scottish Budget. This seeks to provide a way of benchmarking data against clear
definitions of preventative spend that can help with decision making and prioritisation.

We are currently developing a number of pilots to test the preventative spend budget tagging
approach across portfolio areas in the Scottish Budget. A first set of results from the
preventative spend exercise is planned for publication in Summer 2026, with a view to
exploring how preventative spend can be integrated into the annual Scottish Budget process
for ongoing reporting by end 2026

17



Section
Scottish
Spending
Review

Paragraph Recommendation

126

127

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

We agree with the SFC
that the Review provides
an opportunity for the
Scottish Government to
set out how it will address
Scotland’s long-term
fiscal sustainability
challenges.

We would also like to see
further details of how it is
directing spending toward
its priorities, including
what areas are being
deprioritised, and how it

plans to meet its
ambitions for workforce
reductions and public

sector efficiencies.

Scottish Government Response

The Scottish Government already adopts the principles of zero-based budgeting, and spending
is reviewed in detail throughout the Scottish Budget process.

For the 2025-26 Scottish Budget, for example, officials reviewed every Level 4 budget line and
assessed its impact on the delivery of the government key priorities. This comprehensive
exercise tested the efficiency and effectiveness of spending being deployed. A follow-up review
was undertaken as part of the 2026-27 Budget and Spending Review process.

We will implement a new framework following publication on the Scottish Spending Review
which will enhance the link between the spending allocations and outcomes and performance
data. It is our plan that beyond the detailed reviews undertaken as part of our usual budget
processes, we will undertake more specific, concentrated pieces of work over the Spending
Review Period on areas of particular fiscal risk and areas of Ministerial priority. We will be keen
to engage further with the Committee as we move forward with this work.

The Government’s core priorities sit at the heart of the spending review process, and guide how
and where we allocate funding. We used the Government’s four priorities as the basis for
analysing and prioritising the allocation of the available funding in the Scottish Spending Review.

This builds on the work undertaken to develop the Resource Spending Review in 2022 and the
annual Scottish Budgets. In addition to allocating funding to priorities, we are also focusing on
fiscal sustainability, ensuring that spending plans are affordable and represent value for money.

The Public Service Reform Strategy underpins the Scottish Government’s approach to long-term
fiscal sustainability by focusing on efficiency, prevention and integration across the public sector.
The Strategy recognises that sustainable finances depend on redesigning how services are
delivered so that resources are used more effectively and outcomes improved.

An Integrated Pay and Workforce policy was published alongside the 2026-27 Scottish Budget
on 13 January. This sets out a timeline for delivery of detailed guidance on delivering workforce
reductions such as redeployment and severance, due by 2026. We have published Portfolio
Efficiency and Reform Plans to set out actions to secure the sustainability of Scotland’s public
services. The plans cover workforce savings, efficiencies in corporate functions and wider
service reforms, with £1.5 billion in cumulative savings set out over the Spending Review period.
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Section

Skills
Growing
tax base

Economic Growth

Paragraph Recommendation

and| 139
the

The Committee asks the Scottish
Government to maximise opportunities
for better aligning skills with the needs
of Scotland’s economy, including
supporting fit-for-future funding models
for colleges and universities and
careers advice. The Committee notes
the impact of social security spending
on other budgets, such as colleges

SG Response

The Scottish Government has committed to take responsibility for skills planning
at the national level, while strengthening regional approaches. The new skills
planning approach will develop a better understanding of skills needs at national
and regional levels, and how we can address them, particularly where solutions
lie within the education and skills system.

Responding to skills challenges in priority economy areas will support increased
productivity; stimulate economic growth and inward investment; and position
Scotland to maximise future opportunities connected to energy transition and
technological advances. In addition, pathways into high-skilled, well-paid jobs
lead to better social outcomes for individuals and would help achieve Scottish
Government ambitions around economic inactivity and child poverty, as well as
increasing tax income. The Scottish Government’s skills planning reform
programme takes a cross-portfolio approach to ensure that post school
education provision becomes more responsive to Scotland’s strategic skills
needs and priorities.

The Scottish Government recognises the need for careers services and careers
support structures to promote awareness of key opportunities across Scotland’s
economy and to connect people up to employers. We have already committed
to improving career support as part of the Post School Education and Skills
Reform Programme.

The Scottish Government is actively engaging with the higher education sector

on the future funding model for universities, but we are clear that this
government will not reintroduce tuition fees.
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Section

Paragraph Recommendation

140

We also seek further information on how
the Scottish Government is supporting
organisations to retain and attract older
workers and disabled people to
increase labour market participation and
grow the tax base.

Scottish Government Response

The Scottish Government is committed to supporting all who want to and can
into employment that suits their needs and skills. This includes those over 50
years old and disabled people. We want to support the development of a labour
market that is open, inclusive and offers good quality and rewarding jobs for
everyone.

The Fair Work Action Plan published in December 2022 includes actions to
halve the Disability Employment Gap (DEG) by 2038 from 2016, This, along
with the Economy and Fair Work Committee’s report on their inquiry into the
Disability Employment Gap in Scotland, helps to guide and strengthen our
approach. Latest full year ONS Annual Population Survey figures estimate that
the Disability Employment Gap currently stands at 31.5 percentage points in
2024. In 2024, the employment rate for disabled people was 51.4%, exceeding
our first interim target — a disability employment rate of 50% by 2023 - by 1.4%.

Progress to date, and planned actions delivered by the Scottish Government
and key partners to halve the DEG include:

¢ Undertaking reviews of Individual Placement and Support and Supported
Employment. Recommendations from these reviews of specialist support
were taken forward in creating the Specialist Employability Support,
delivered alongside No One Left Behind

e The continuing development and promotion of a Fair Work digital
resource, designed with input from key stakeholders to provide
information and signpost to support on the implementation of fair work
practices within workplaces across Scotland. Alongside advice and
guidance from key stakeholders such as CIPD and enterprise agencies
this will also include information and learning from Scottish Government
supported actions such as:

e the APT Public Social Partnership into which between 2021 and 2024,
we invested over £1.2 million to develop and test different types of
support for employers improve the recruitment and retention of disabled
people;
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e the Workplace Equality Fund (WEF) for which between 2018 and 2024
provided over £3.1 million funding to 71 projects to reduce labour market
barriers for priority groups Projects to Pilot actions to tackle economic
inactivity within in the Programme for Government (PfG). To support
people to remain in work and also to improve pathways towards and into
work including for disabled people those with a long term health
condition.

Growing the economy is a priority for the Scottish Government, and taking
action to reduce economic inactivity is a core aspect of this. Our approach
recognises the need for high quality services to be in place which support people
to move towards and into employment, whilst also ensuring support is available
to employers and employees to prevent people falling out of work due to ill
health.

We are investing up to £90 million in 2025-26 for the delivery of devolved all-
age employability services. Our investment includes specific funding (£5 million)
to ensure every area has an offer of Specialist Employability Support for
disabled people which has been in place since 1st July 2025. We are seeing
significant progress in relation to our services to disabled people and people
with long term health conditions. 6,043 (27%) participants reported a disability
and 9,038 (40%) reported at least one long term health condition in 2023-24. In
2024-25, this had increased to 7,868 (33%) and 11,078 (46%) respectively.

Progress is also evident through devolved employability services on the delivery
of an all-age offer, with the proportion of people aged 50 and over climbing from
3% of all participants in 2019-20, to 11% in 2024-25.

In the most recent quarter for which we have statistics (April - June 2025), we
have seen the highest proportion of both disabled people and people aged 50
or over start on No One Left Behind services.

Additionally, as outlined through the programme for government, we are working
across government and with partners to tackle economic inactivity.
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This includes;
¢ Updated guidance and support for employees and employers through the
Healthy Working Lives (HWL) website
e Direct referrals from HWL to services provided through Working Health
Services Scotland; and
¢ Increased access to these health and work services to support people
more in work who are managing a health condition or disability.

The Population Health Framework, co-produced with COSLA in June 2025,
commits the Scottish Government to the development of a Health and Work
Action Plan which will consolidate our activity and set out the further actions we
intend to take to support and promote healthier workplaces and labour market
participation.
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Section

Procurement
and
regulation

Paragraph Recommendation

144

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

Scottish Government Response

The Scottish Government has committed in the most recent Programme for
Government to continuing to improve the regulatory environment.

We have committed to “Subjecting future Scottish government regulation to
scrutiny to ensure that its purpose, content and timing have regard to potential
opportunities and impacts on business and investment. This will include
supporting improved engagement with business, robust Business and
Regulatory Impact Assessments (BRIAs), and good regulatory practice”. This
includes providing more support and feedback to officials when considering
development and implementation through the Regulatory Review Group, as well
as an updated BRIA template and toolkit that includes a section specifically
considering the impacts on small businesses. Additional supporting materials
have been provided to guide policy teams in completing these Impact
Assessments.

The Programme for Government also commits us to publish an action and
implementation plan based on an assessment of regulatory controls which exist
in key growth sectors, starting with housing, public infrastructure and green
industries”

As part of this, we have been engaging with a broad set of stakeholders to
consider the regulatory issues they currently face. The action plan will set out
our initial plans to improve the existing regulatory landscape and ensuring that
small businesses are fairly treated will be a key aspect of this. Publication is
anticipated in early 2026

In procurement, we continue to use the full flexibility of the rules to help
businesses bid for and win contracts. We have a continuous programme of
engagement with businesses which includes initiatives such as our
Procurement Supplier Group, targeted round tables, collaborative workstreams,
supplier surveys and ‘Meet the Buyer’ events. These efforts help us benchmark,

23



test, and inform our policies and approaches to ensure they are impactful,
proportionate, and do not create unnecessary barriers.

In 2024-25, nearly 17,000 suppliers won Scottish public contracts. 77% were
SMEs — and 60% were Scottish SMEs. 47.5% of known Scottish public sector
procurement spend goes to SMEs. That's more than double the UK spend,
which was 20% of public sector spend in 2024, according to a British Chambers
of Commerce Report

We are currently consulting on whether the financial thresholds from which the
Procurement Reform Scotland (Act) 2014 apply should be increased. This could
mean that fewer contracts are subject to the requirements of that Act, and that
public bodies would be freer to use more streamlined means of awarding lower-
value contracts, such as our Quick Quote tool.

The Public Contracts Scotland advertising portal aims to simplify the bidding
process for public contracts by providing notifications that alert suppliers to
relevant opportunities and enabling main contractors to advertise sub-contract
opportunities. This gives suppliers the chance to bid for contracts further down
the supply chain.

Additionally, we offer a comprehensive, free-to-use set of tools and guidance
designed to simplify public procurement processes and support suppliers in
accessing and managing procurement opportunities; and, in 2025, we continued
to invest in the Supplier Development Programme, providing access to free
training and support for Scottish SMEs.

We remain committed to doing more, publishing our SME and Third Sector
Action Plan in April 2024, with an update on progress published in August 2025.
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Section
Productivity

Paragraph Recommendation

150

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

Scottish Government Response

Thriving businesses are key to Scotland’s prosperity. Their success is critical to
delivering the First Minister’s priorities, including economic growth, and the
medium-term sustainability of Scotland’s public finances.

We have a strong record of supporting businesses through policies like the
Scottish National Investment Bank (SNIB) and our Techscaler initiative. Our
enterprise agencies too, play a key role in promoting business growth and
supporting capital investment in Scotland.

We are committed to continuously improving certainty and stability in the
business regulatory environment, to ensure we are making it easier to do
business, and support businesses to take long-term decisions around capital
investment and workforce planning.

The Tax Strategy, published alongside the 2025-26 Scottish Budget, signalled
a period of stability for Income Tax to the end of the Parliament. Income Tax
policy for 2026-27 fulfils the commitments we made not to introduce any new
bands or increase rates, while ensuring that over half of Scottish taxpayers can
expect to pay less than they would in the rest of the UK.

On Non-Domestic Rates, the Scottish Budgetdelivers abroadly revenue-
neutral revaluation and therefore decreases the Basic, Intermediate and Higher
Property Ratesto reflect overall growth in rateable values, whilst offering a
generous relief package.

Other taxes that may impact business, such as Corporation Tax and Employer’s
National Insurance Contributions, remain fully reserved to the UK Government.

Our Programme for Government 2025-26 sets out what we are doing to deliver
certainty and stability and make it easier to do business and support them to
create good, well-paid jobs, including actions to improve regulatory best
practice, support entrepreneurs, boost planning capacity and reduce barriers to
delivery.
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TechScaler, alongside Scotland’s broader entrepreneurial strategy articulated
through the Scottish Technology Ecosystem Review (STER), Pathways, and
the Entrepreneurial Campus Blueprint, is designed to create the conditions for
sustained business growth. These initiatives collectively aim to back founders
at every stage of their journey and develop the leadership capability required to
scale globally competitive businesses. By expanding our talent pool and
nurturing a dynamic startup ecosystem, we are generating a flywheel effect.
When ventures fail, talent and experience are recycled into new opportunities,
and when businesses scale and exit, leadership, capital, and expertise are
reinvested into the ecosystem. This approach encourages a cultural shift toward
positive risk-taking and developing founder's entrepreneurial mindset ensuring
Scotland cultivates a deep pipeline of entrepreneurial leaders to drive
productivity and innovation. Our strategic approach aims to ensure that
Scotland’s entrepreneurial economy is equipped to deliver long-term impact,
drive innovation, and strengthen its position as one of Europe’s leading tech
hubs.

The Scottish Government’s National Innovation Strategy sets a clear ten-year
vision (2023—-2033) for an ambitious programme of actions which aim to use
innovation as a key driver of productivity and economic growth.

The Scottish Government is allocating over £237 million to Scottish Enterprise
to support its activity in 2026-27. Scottish Enterprise is delivering on the actions
set out by the Innovation Strategy’s Productivity Programme through its two
missions aligned to innovation and productivity. These missions aim to:
1. Scale innovation strengths into high-growth industries, strengthen
competitive sectors, support scaling companies, create high-value jobs
and enhance global competitiveness.
2. Drive capital investment to boost productivity, by increasing business
investment, raising productivity, and supporting higher-value
employment opportunities that contribute to inclusive economic growth.

Scottish Enterprise aims to unlock an additional £3 billion of business
investment annually over the next decade. It is focused on: attracting new
funding into Scotland; working differently with commercial property developers;
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and helping business to understand the benefits of modern equipment,
infrastructure and technology adoption, as well as investing in their own
leadership capabilities. Scottish Enterprise fosters an entrepreneurial mindset
by providing access to risk capital, advisory services, and collaborative
opportunities. This approach helps businesses overcome uncertainty and build
confidence in their growth plans.

Scottish Enterprise’s new Capital Grant Scheme is available to companies
across Scotland; its Workplace Transformation Fund also provides targeted
support to accelerate capital investment, increasing the pace of change in
workplaces and the adoption of new technology and best practice leadership,
management, and workplace practices.

Highlands and Islands Enterprise is also taking a strategic approach to creating
the conditions for growth across its region, especially in sectors identified as
regional strengths such as renewable energy, food and drink, creative
industries, life sciences, and tourism. It supports businesses to develop
knowledge and adopt new technology. It is investing in key infrastructure
including business infrastructure, ports, and innovation and community assets.
It is working with partners to address issues identified by businesses as critical
for growth and regional economic development, and investing directly in
housing, skills development, transport and childcare interventions.

South of Scotland Enterprise (SOSE) is similarly driving business growth by
building leadership capacity and developing workforce skills in the South of
Scotland. Its Work Smarter Fund was launched to help businesses innovate and
increase productivity. Other initiatives supported by SOSE include the South of
Scotland Deep Tech Innovation Hub which is focused on establishing an
environment for start-ups, scale-ups, and SMEs to innovate in advanced
manufacturing, robotics, deep tech, and Al. It is enabling businesses in its region
to invest in infrastructure, technology and growth opportunities by facilitating
capital projects and leveraging additional funding.

Internationalisation of Scottish businesses through export growth is also crucial
to their growth, and their ability to diversify and expand in overseas markets, not
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only makes them more innovative and resilient; it also supports increased
productivity and the creation of high value jobs in Scotland. In our Programme
for Government this year, we recognised that global economic uncertainty is
increasing and making exporting more challenging. So, we augmented our
continuing delivery of A Trading Nation, with additional investment this year in
a Six Point Export Plan to help re-enforce Scotland’s current export strengths,
while increasing our ability to take advantage of new and emerging export
opportunities across the world.
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Section

Paragraph Recommendation

151

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

Scottish Government Response

The Scottish Government has developed a comprehensive strategy to scale up
business in Scotland, based on recommendations from the National Strategy
for Economic Transformation (NSET), the Scottish Technology Ecosystem
Review (STER), and other research, focusing on four key areas: Infrastructure,
Education, Community & International and Funding & Investment.

We are also implementing targeted interventions designed to empower
entrepreneurs, attract investment and build a robust network of support,
fostering an environment where high-growth businesses are fuelled by their own
success and reinvestment in the community. As just one example, Techscaler
is the Scottish Government's £42m national programme for creating, developing
and scaling tech start-ups through education programmes, expert mentoring
and a network of physical hubs. From pre-startup to scaleup, Techscaler
education courses help people at every stage of starting and scaling a tech
business.

On the FinTech sector specifically, the Scottish Government has made a
commitment in its Programme for Government 2025-26 to engage with global
hubs to strengthen the Scottish FinTech and Financial Services sector, and to
leverage our partnership with the City of London Corporation to generate
opportunities. This has been underpinned by dedicated resource, within
Scottish Enterprise, to work in-market to capitalise on these opportunities, and
sector-facing events, such as the “Driving Responsible Innovation” events held
at Scotland House London, to convene the sector and help deliver growth.

FinTech is a strong story of Scottish success. Starting a few years ago with 26
fintech firms, today the ecosystem has increased by tenfold to more than 250,
with more in the pipeline. Scotland’s cluster approach, supported by FinTech
Scotland, has delivered key innovations, including:

e The Financial Regulation Innovation Lab; an industry-led collaborative
research and innovation programme focused on leveraging new
technologies to help evolve the future regulatory landscape for financial
services;
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The establishment of the world’s first Smart Data Foundry at Edinburgh
University; which supports innovation in data sharing. The Foundry works
in partnership with the Financial Data and Technology Association
(FDATA) and draws on expertise from academia, financial services and
fintech businesses.

A strong convening role which brings key sector players together,
including through flagship events like the FinTech Festival, attended by
world-leading experts, investors and companies looking to grow in
Scotland, and the Scottish FinTech awards, which celebrates success
across the sector.

Access to genuine expertise, networks, and communications support that
gives entrepreneurs and fledgling FinTechs access to what they need,
when — by doing this, we hope to support FinTechs at every stage of their
journey, but especially to help them to scale up from SMEs to larger
enterprises.

In addition, the Scottish Government is committed, working with our partners, to
ensure we have the best possible policy environment in place for Fintech
businesses to succeed, and has worked closely with FinTech Scotland to
develop an approach that delivers growth and meets the needs of the sector.

To do this, we will work with partners and industry to encourage digital adoption
in all of our businesses, sectors, and institutions — ensuring they understand the
opportunities and how to seize them. Our ambition is to stimulate a larger, more
diverse pipeline of start-ups, create an inclusive support system and reach a
'tipping point' where ecosystem growth becomes self-sustaining.
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Section

Labour
Market Data

Paragraph Recommendation

157

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

Scottish Government Response

We fully recognise the Committee’s concerns regarding the reliability of labour market
data for Scotland and its critical role in evidence-based policymaking and budget
planning. The Scottish Government shares these concerns and has been taking
proactive steps to address the longstanding challenges with Scotland- and sub-Scotland
level labour market data:
o Direct Engagement with ONS and UKSA:
We have made formal representations to the Office for National Statistics (ONS)
and the UK Statistics Authority (UKSA), including through the Office for Statistics
Regulation (OSR) compliance review that is currently underway. Our response
highlighted the urgent need for:
o Improved sample sizes and reliability for Scotland-level estimates.
o Greater transparency and earlier engagement on methodological
changes.
o Clearer communication on the transformed Labour Force Survey (tLFS)
and its implications for devolved administrations.
o Advocacy for Scotland-Specific Improvements:
We continue to press ONS for Scotland-specific readiness assessments and
quality assurance as part of ONS’s transformation programme. We have also
raised concerns about the lack of advance notice on key developments and called
for better coordination and inclusion of devolved needs in ONS engagement
activities.

Strategic Shift in Approach:

Due to persistently poor achieved sample sizes and persistent data quality issues, the
Scottish Government have discontinued funding for the ONS local LFS boost in Scotland
(also known as the Annual Population Survey boost), which no longer represents value
for money. We announced this decision in our Changes to Labour Market Statistics in
Scotland: What you Need to Know publication on 29 October 2025. This decision marks
a strategic shift towards modern, data-driven solutions and reflects our commitment to
investing in more effective solutions rather than continuing with approaches that fail to
meet Scotland’s analytical needs.

We are actively building a more robust and diversified data ecosystem that aims to
combine survey, administrative, and innovative sources to meet Scotland’s analytical
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needs, recognising that a suite of data sources may be more effective than relying solely
on a single survey. This includes:

Exploring a Multitude of Alternative Data Sources:

We are assessing a wide range of potential sources, including administrative,
public, and private sector datasets, to identify opportunities for improving
timeliness, granularity, and reliability of Labour Market data for Scotland.
Financial Data Feasibility Study:

We are commissioning an innovative feasibility study to explore the use of private
sector administrative financial data to infer employment status and labour market
trends in Scotland. This work will start in December 2025 and will help determine
how such data can complement or enhance existing sources.

Access to Administrative Data:

We are actively exploring gaining access to key administrative datasets, including
HMRC and DWP data sets, to provide richer insights into employment and
earnings patterns in Scotland and sub-Scotland geographies. These efforts form
part of our broader strategy to reduce reliance on survey data and improve
resilience.

Scotland’s Census

We are also working closely with Scotland’s Census team in National Records of
Scotland and feeding into the 2031 topic consultation. Our aim is to ensure that
the census continues to provide long-term, high-quality data that can benchmark
trends and fill gaps in labour market information. We are advocating for the
continued inclusion of relevant labour market topics and suggesting new areas
where census data could add value, supporting a comprehensive and future-
proofed evidence base for labour market data in Scotland.

Stakeholder Engagement:

We have scheduled a series of engagement sessions throughout 2025 and 2026
to ensure future labour market statistics reflect user needs and priorities. These
sessions will bring together analysts, policymakers, and external experts to co-
design solutions and improve transparency.

Commitment to Continuous Improvement:

Alongside these initiatives, we remain committed to supporting ONS’s
transformation of the LFS and will work as closely with ONS as they allow us, to
champion the need for better data for Scotland in the new survey design with a
view to achieving meaningful improvements for Scotland.
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Section

Paragraph Recommendation

158

We urge the  Scottish
Government to explore with the
FAI and SFC the potential for
‘nowcasting’ on the economy to
fill this vacuum and support
evidence-based decisions on
the labour market in future.

Scottish Government Response

We recognise the importance of collaboration and are actively engaged with the Fraser
of Allander Institute (FAI) and the Scottish Fiscal Commission (SFC) as valued
stakeholders in Scotland’s labour market evidence base. Their expertise and insights
will be invaluable in shaping the future of labour market statistics for Scotland. Both
organisations have been invited to feed into our upcoming stakeholder engagement
events, helping to identify priorities and co-design improvements that meet user needs.

We will consider all options for improving our labour market statistics alongside our wider
suite of stakeholders, ensuring that decisions are made collaboratively and
transparently. This approach will allow us to prioritise and develop the improvements we
all want to see, creating a stronger, more resilient evidence base for Scotland’s economy
and labour market.
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Section

Capital Budget

Paragraph Recommendation

Approach and 166

priorities

167

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

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

SG Response

Publication of the Infrastructure Delivery Pipeline required certainty on multi-
year funding. The publication of the UK Government Spending Review in
June 2025 gave us the multi-year certainty needed to set out the projects
and programme that we will take forward in the next 4 years.

The size of infrastructure investments means that allocation of the capital
budget is necessarily lumpy. However, through careful management of the
pipeline, we can ensure a steady stream of investment in the infrastructure
needed to deliver ministers’ priorities. We continue to explore revenue
finance models to expand capacity for infrastructure investment where
additionality can be demonstrated. More detail on this is below in response
to point 171.

The Scottish Government Infrastructure Delivery Pipeline sets out the
projects and programmes that will receive funding to at least commence in
the period covered by the SSR. Our aim is to set out a pipeline of investment
that ranges from projects already in construction, through those in
procurement, to those at the stage of securing agreement to the business
case. This provides a clear pipeline of investment for the construction sector,
supporting Scottish businesses and the economy.
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Section Paragraph Recommendation

Other Sources 171
of Funding

The Committee looks forward to receiving
further information on the due diligence

taking place to assess options currently

being considered by

Government
envelope”.

“to expand

the Scottish
the capital

Scottish Government Response

The Scottish Government aims to make the best use of all available funding
and financing approaches that deliver value for money for the taxpayer. High
inflation and newly emerging priorities mean that our capital budget is under
growing pressure and insufficient to deliver our ambitions for Scotland.

To address this gap, we are working with Scottish Futures Trust officials to
expand our capital spending envelope through revenue funded mechanisms
such as Growth and Place Accelerators or Public-Private Partnerships
(PPPs). Revenue funding is not a one-size fits all solution. To identify the
most appropriate investment approach we consider a range of factors such
as affordability, value for money, market interest and asset suitability criteria.

Value for Money & Affordability

We recognise that PPP contracts are more expensive in cash terms than
capital grant funding and that we are operating in a constrained fiscal
environment. We use long-term, fiscal sustainability modelling, informed by
SFC models, to assess the affordability of significant long-term commitments
on future Scottish Government budgets.

To determine the funding approach that offers the greatest value for money,
we compare the benefits and costs of each option in line with HM Treasury’s
Green Book guidance. This analysis provides evidence to inform decisions,
but it is based on assumptions and is considered alongside other factors
such as affordability within fiscal limits and market capacity.

Suitability Criteria, Market Interest & Delivery Partners

The suitability of alternative funding approaches varies depending on the
investment opportunity as well as interest from potential private sector
investors or public sector delivery partners. Outcomes-Based Funding
models such as Place and Growth Accelerators and LEIP, for example, are
designed for capital investments delivered in partnership with local
authorities, with ownership and funding remaining within the public sector.
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We engage with the market to ensure there is sufficient interest from the
private sector to proceed with a PPP contract. Strong interest from potential
investors is required to attract multiple bidders and enable a competitive
bidding process — increasing value for money for the public purse.

Market testing undertaken by the Scottish Futures Trust in 2019 indicated
that PPP contracts are best suited for large-scale, new build capital projects
or pipelines exceeding £100 million to attract international bidders. It works
well in sectors with a clear pipeline of future projects and where the
infrastructure is relatively straightforward and not subject to rapid
technological change.

PPP Cost Transparency

In response to feedback from FPAC from last year, action has been taken to
present Public Private Partnership (PPP) costs consistently throughout the
budget document. = Where specific allocations exist for PPP contract
repayments, these have been highlighted in the budget Level 4 tables using
consistent language across portfolios. For budget lines that include funding
available to procuring authorities for PPP contract repayments, this has been
highlighted in the Level 4 workbook under the ‘What it buys’ column. This
indicates that the public body has annual contractual PPP obligations and
may allocate part of its baseline funding toward repayments. These
references are for transparency only and do not represent ringfenced
allocations. Annual cost figures for each PPP contract across the Scottish
Public Sector are published online and can be accessed here.
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Taxation

Section Paragraph Recommendation SG Response
Approach  to 182 The Committee welcomes the Cabinet VAT Assignment was most recently discussed with the Chief Secretary to
taxation Secretary’s assurances that neither the the Treasury at a meeting of the Joint Exchequer Committee on Friday 17th

UK Government nor Scottish Government | October.

plan to pursue VAT assignment, given the

risks and complexities this could bring to The Scottish Government has noted the comments from the House of

the Scottish Budget. Commons Scottish Affairs Committee and the Scottish Parliament Finance
and Public Administration Committee on the implementation of VAT
Assignment and the governments will have further discussions on this
matter.

183 We request further information on the Plans to review the operation of existing taxes including are set out in Pillar
Scottish Government’s plans to review the | 3 of the Scottish Government’s Fiscal Sustainability Delivery Plan.
operation of existing taxes, including
timescales.
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Section

Fiscal
Frameworks

Paragraph Recommendation

193

194

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

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

Scottish Government Response

The Scottish Government is currently working with HM Treasury to agree the
scope for the next Fiscal Framework Review. The Scottish Government has
invited and received input from the Committee on what this should cover.

The Scottish Government is live to the risks the Scottish budget carries from
sectoral and distributional differences in its tax base and their impact on the
income tax net position through the current Fiscal Framework. This has been
highlighted by the Scottish Fiscal Commission.

The next review should also provide an opportunity to consider borrowing
arrangements to address forecast error.

We would expect these to be considered within the scope of the next review
but agreement on scope will be required by the UK Government.

It is important that Parliament has an opportunity inform the Scottish
Government’s position on the next review.

There was recent engagement with the Committee to help shape the ask of
HM Treasury on the review scope.

During the review negotiations, the Scottish Government will consider how

best to keep Parliament informed on progress while maintaining a
confidential space for negotiations between the governments.
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