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Finance and Public Administration Committee

9th Meeting, 2021 (Session 6), Tuesday 8 March
2022

Investing in Scotland’s Future: Resource Spending
Review Framework

Purpose

1.  The Committee heard evidence from two panels of withesses at its meeting on
1 March 2022 in relation to its inquiry into Investing in Scotland’s Future: Resource
Spending Review Framework. The Official Report of that meeting can be found here.

2. The Committee is now invited to take evidence from the following panel of
withesses—

e Professor David Heald FAcSS, FRSE, Professor of Public Sector Accounting,
University of Glasgow, and

e Emma Congreve, University of Strathclyde, Knowledge Exchange Fellow at
the Fraser of Allander Institute, expert in poverty, inequality and inclusive
growth.

3.  This paper provides background information to inform this evidence session.
The written submission provided by Professor Heald is at Annexe A"

Background

4. The Budget Process Review Group explains in its 2017 report? that “spending
reviews are intended to provide a means via which overall expenditure can be
prioritised”, adding that they are not expected to provide a mechanism for allocating
new spending proposals or monies, but are “a means of prioritising and identifying
potential savings options associated with existing expenditure”. It goes on to say
that “the opportunity for parliamentary influence on the budget is greater in spending
review years when priorities are more likely to be reassessed”, and that “it is
therefore essential that the Parliament has sufficient opportunity to robustly
scrutinise Scottish Government spending reviews”.

5. Under the Budget Process Session 6 Agreement between this Committee and
the Scottish Government?, the framework document for a spending review should set

" No response was received to the call for views from Ms Congreve, but the Committee agreed to
hear from her given her expertise in some of the areas prioritised by the Resource Spending Review
Framework.

2BPRG_- Final Report _30.06.17.pdf (parliament.scot)

3 Budget Process Session 6 Agreement (parliament.scot)
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out “the economic and political context, the criteria which will govern the assessment
of budgets and the process and timetable for review”. It further indicates that
‘committees should undertake a constructive dialogue with Ministers, public bodies
and stakeholders once the framework document is published, in order to influence
the outcome of the spending review”. Prior to the December 2021 document, a
framework for a spending review had only been produced once before by the
Scottish Government, as chapter within the May 2019 Medium-Term Financial
Strategy (MTFS), in anticipation of a Scottish spending review, which did not in the
end materialise due to external factors.?

6. On 9 December 2021, the Scottish Government published a consultative
document, ‘Investing in Scotland’s Future: Resource Spending Review Framework’
(RSR Framework), alongside the Scottish Budget 2022-23 and fourth MTFS, and is
seeking views on the RSR Framework by 27 March 2022. Informed by this
consultation, the Scottish Government’s first resource spending review since 2011, is
expected to be published in May 2022 and will cover the Scottish Government’s
priorities for spending for the remainder of the parliamentary session.

7. The RSR Framework indicates that the RSR and Capital Spending Review,
published in February 2021, will together give a comprehensive picture of Scotland’s
multi-year public spending plans. It also sets out the Scottish Government’s core
priorities for the RSR as follows—

e to support progress towards meeting child poverty targets,
e to address climate change; and, underpinning these,
e to secure a stronger, fairer, greener economy.

Committee inquiry

8. The Committee agreed on 30 November 2021 to conduct a short, focussed,
inquiry aimed at influencing the Scottish Government’s spending priorities over the
next three years, looking at longer-term priorities rather than the demands of a one-
year budget cycle.

9. As part of this inquiry, the Committee issued its own call for views on the RSR
Framework, seeking responses to the following cross-cutting questions—

e how clearly does the framework set out the Scottish Government’s priorities
for the resource spending review?

¢ what should be the overarching priorities in the resource spending review
and how adequately are these currently covered in the framework?

e does the framework properly reflect the current economic and political
context?

e how does the framework approach cross-cutting issues, long-term
challenges such as demographic trends, and preventative approaches?

e how well do the priorities in the framework link in with National Performance
Framework outcomes?

4 Investing in Scotland's Future: resource spending review framework - gov.scot (www.gov.scot)
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10. The Committee received 15 responses?® to its call for views. SPICe has
produced a summary of responses®, structured around the views provided under
each of the questions above. The Committee agreed to hear from three panels of
witnesses, some of whom had highlighted in their written evidence issues relating to
the financing of net zero targets, another of the Committee’s key areas of work.” The
academic panel is the third and final evidence session in this inquiry.

11.  While most respondents to the call for views said they were broadly content
with the Scottish Government’s three core priorities for the RSR (listed in paragraph
6 of this paper), there was some concern that these were pitched at a high level and
there was limited commentary on the data and drivers behind them or on how
stakeholders would be expected to contribute to achieving these ambitions. While
COSLA, the voluntary sector, and some public bodies commented that it was helpful
to undertake longer-term planning, they said that more certainty was required around
multi-year funding. This view was echoed in evidence heard on 1 March, with SCVO
suggesting that the annual budget cycle lacks financial efficiency.

12. Professor David Heald suggested that the priorities in the RSR should focus on
recovery from the direct and indirect effects of the pandemic, enhancing efficiency of
public services, improving relationships with local authorities, and ensuring that
financial plans “are fiscally sustainable in light of the Covid-19 legacy and
demographic challenges”. While others, such as Universities Scotland and Colleges
Scotland, expressed concern that education was not included as one of the core
priorities. The Scottish Women’s Budget Group considered that the Framework
should have referred to both ‘care’ and ‘gender’, while the ALLIANCE said that
“further steps could be taken to explicitly embed human rights and equalities as an
overarching policy”.

13. Most respondents felt that the Framework did not reflect the full economic and
political context, particularly the effects of the pandemic and longer-term pressures
on the public sector of resourcing and increased demands. Some considered that
the RSR should also reflect current inflationary and cost of living pressures, given
financial investment would be needed to address or mitigate them. Demographic
challenges were also highlighted, with the Scottish Property Federation suggesting
that “the Framework doesn’t set out ambitions to make investments that will address
the political and economic challenges by enabling growth that increases people’s
taxable earnings”.

14. COSLA noted that, while there is mention of cross-cutting and preventative
measures, a “‘genuine focus on preventative approaches is needed”, and that the
potential for prioritising such measures had been limited by financial pressures.
COSLA reiterated this view in oral evidence on 1 March. The Chartered Institute for
Housing noted that “housing is an excellent example of how investment in one area
can have a positive impact on others”, such as health and social care and
community justice.

5 Framework for the Resource Spending Review | Scottish Parliament Website.

620220208 rsr_spicesummaryofevidence.pdf (parliament.scot) This summary covers the 14
responses received at the time of its publication on 8 February. One further response was submitted.
7 This includes Universities Scotland, Scottish Property Federation and COSLA.
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15. Some respondents were unclear about how the priorities in the RSR link to the
national outcomes in the National Performance Framework (NPF). COSLA argued
for example that “there should be greater clarity and transparency about how
budgets are contributing to the NPF, any priorities set by a spending review, and
how these interlink”. During evidence on 1 March, challenges with missing data and
a time lag in data becoming available to be able to measure performance against the
national indicators was highlighted. Universities Scotland noted the challenges for
Scotland’s public, private and voluntary sector organisations “to work out what is the
accurate definition of the Scottish Government’s priorities since these are set out
differently, e.g. in the NPF, Programme for Government, RSR Framework and
(potentially) the impending Economic Transformation Strategy”. The Committee has
commented in previous reports that the Scottish Government should consider how
the NPF could be more closely linked to budget planning, however, further
information requested on the matter has still to be received.

Next steps

16. The Committee will consider and agree a response to the Scottish
Government’s consultation on the RSR Framework at a future meeting.

Committee Clerks
March 2022
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ANNEXE A

Written Submission from Professor David Heald

The Scottish Government’s Resource Spending Review
2022

Introduction

1.

The decision of the Scottish Government (2021b) to conduct a Resource
Spending Review (RSR 2022) covering the period 2022-23 to 2026-27 is most
welcome. Since the end of the last Scottish Spending Review period in 2014-15,
circumstances have meant that public spending has been planned annually, but
that is not an efficient approach.

It is vital that RSR 2022, when published in May 2022, is a planning document
and not a bidding document. All budgetary documents are political, but this
should be proportionate. Whatever the future constitutional arrangements might
be, public spending in the 2020s is going to be heavily constrained by the
economic context. The framework document never misses an opportunity to
complain about financial constraints, as if these were wholly attributable to
present funding arrangements. This tone diverts attention from constraints which
might plausibly be relaxed. A feature shared with Treasury documents is the use
of language such as ‘investing’ and ‘investment’ in reference to public
consumption. The persuasive intention is obvious, but this does not advance
serious analysis: investment is not necessarily good, and consumption
legitimately represents the bulk of public spending.

Establishing spending priorities for the full session of the Scottish Parliament is
clearly desirable. However, this means that 2025-26 and 2026-27 are particularly
uncertain, because these fiscal years are beyond both the period of the 2021 UK
Spending Review (Treasury, 2021b) and the next UK general election, after
which another UK Spending Review can be expected. Nothing can be done
about this timing mismatch which, alongside the recovery from COVID-19, adds
to uncertainties later in the period. Although outside the scope of this
memorandum, the Scottish Government’s Medium-Term Financial Strategy
(Scottish Government, 2021c¢) is clearly relevant.

This memorandum focuses on preparations for RSR 2022. However, this is one
part of the broader financial picture, other crucial parts being the Capital
Spending Review (Scottish Government, 2021c) and tax policy decisions. After
the Smith Commission (2014), the Scottish Parliament exchanged funding
certainty for some tax policy discretion. The relative performance of the Scottish
economy, and hence Scottish tax revenues, now influences the total available
resources to the extent of tax proceeds being higher or lower than the Block
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Grant Adjustment (BGA). My own view (Heald, 2016) was that the 2016 Fiscal
Framework, incorporating both the per-capita method and revenue-productivity
multipliers, was a better deal for Scotland than might have been expected.
However, Bell et al. (2021) show that, notwithstanding the higher tax effort in
relation to Scottish Income Tax, the BGA now exceeds tax revenues. These
developments emphasise the importance of relative-to-UK Scottish economic
performance to the Scottish Government’s budgetary position.

Responses to the Committee’s Questions

Question 1: How clearly does the framework set out the
Scottish Government’s priorities for the resource spending
review?

5. The framework document (Scottish Government, 2021b) states three priorities:

e To support progress towards meeting our child poverty targets
e To address climate change
e To secure a stronger, fairer, greener economy

Few would argue with these aspirational objectives, but they do not constitute
priorities for the specific tasks of RSR 2022. The priorities should be repairing the
economic and social damage attributable to COVID-19, paying close attention to
improving the performance of public services and sustaining the post-COVID-19
economic recovery on which Scottish Government funding now partly depends.
While making such plans, attention should certainly be paid to the aspirational
objectives, the accomplishment of which also depends on UK and Scottish policies
outside the scope of RSR 2022 decisions.

Question 2: What should be the overarching priorities in the
resource spending review and how adequately are these
currently covered in the framework?

6. As emphasised in the answer to Question 1, the overarching priorities stated in
the framework document are mismatched to the tasks of RSR 2022. In brief,
these should be:

e Supporting economic and social recovery from the direct and indirect effects
of COVID-19

e Improving the efficiency of Scottish public services

e Improving relationships with Scottish local authorities

e Ensuring that forward financial plans are fiscally sustainable in light of the
COVID-19 legacy and the demographic challenges vividly illustrated in the
three scenarios presented for each of the major spending areas
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7. Such are the uncertainties in relation to Barnett formula consequentials, BGAs
and devolved tax revenues, that it would be advisable in the later years of RSR
2022 to establish a substantial Contingency Reserve. This would create flexibility
in responding to developing events without having to reduce previously
announced budget allocations. The political difficulties of running such a
Contingency Reserve are recognised (eg initially announced budget allocations
are lower) but the benefits would materialise later in the Parliamentary session.

8. Structuring the Scottish Budget in terms of functional activities has the advantage
of corresponding to ministerial responsibilities. However, there are two points
which should be remembered. First, there is a trend for health and social care
spending to dominate public budgets, increasing the downward pressure on other
budgets. Second, the most effective way to improve the health of Scotland’s
population is not always to spend on programmes labelled as ‘health’ rather than
on other programmes (eg housing and environment). Getting the balance of
expenditures right is a challenge for all governments, especially in the context of
demographic ageing and sudden shocks like COVID-19.

Question 3: Does the framework properly reflect the current
economic and political context?

9. The present context is exceptionally uncertain. In common with other OECD
economies, the UK Government made a huge fiscal response to the economic
and social disruption caused by COVID-19. This produced a drastic fiscal
deterioration in UK public finances at a time when the Office for Budget
Responsibility (2020) was already signalling that UK public finances were
unsustainable on present policies. The long-term paralysis of UK tax policy,
together with increased political polarisation, render well-designed tax reform
impossible. This leads to a situation in which tax measures, such as the Health
and Social Care Levy, add to inefficiencies and inequities rather than resolving
them (Heald, 2020).8 At the UK level, it will prove difficult to eliminate the
emergency expenditures and tax reliefs associated with the COVID-19 fiscal
response. Moreover, there is great uncertainty about the future fiscal direction of
the UK Government in terms of spending and tax levels.

10.An important feature of the 1999 devolved fiscal settlement was the relatively
clear distinction between functional expenditure which was devolved and that
which was reserved. The aftermath of Brexit is blurring this distinction, with the
UK Government wishing to spend on public services which are functionally
devolved. There are two main dangers in this. First, it weakens lines of
accountability, encouraging games of credit claiming and blame shifting. Second,
it makes it more difficult for the Scottish Government to set priorities, especially if

8 Examples of paralysis within the powers of the Scottish Parliament are council tax valuations still
being based on 1991, and Business Rates, the viability of which has been undermined by
technological change.
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Scottish public bodies become heavily involved in bidding for UK-controlled
resources in the way that has become dysfunctional in England.

.The RSR 2022 provides an opportunity to review the pattern of devolved public

spending after more than two decades of devolution. The ability of the Scottish
Government to determine its own priorities within the block system is a valuable
feature. The first decade of devolution was one of fiscal plenty, when new
commitments could be readily accommodated, but the second and third decades
are characterised by fiscal scarcity. While asserting the value of determining its
own priorities, the Scottish Government has to be careful about commitments
which have no comparator in England and therefore do not generate Barnett
formula consequentials, and have to be accommodated at the expense of other
programmes. The Northern Ireland Fiscal Council (2021) usefully analysed
spending by the Northern Ireland Executive which is ‘above parity’ and ‘below
parity’. Expenditure items which are ‘above parity’ require particular attention in
forward planning, as these impose opportunity costs on other devolved functions.
‘Below parity’ items are scarce. For Scotland, this is a particular consideration in
relation to devolved social security benefits, for which the demand-led
expenditure drivers are not necessarily well understood.

Question 4: How does the framework approach cross-cutting
issues, long-term challenges such as demographic trends, and
preventative approaches?

12.The scenario modelling in the framework document illuminates the scale of

budgetary challenges, particularly by presentation of Upside and Downside
variants on the Central Scenario. Given the uncertainties outlined above in
relation to UK spending and tax policy, Table 1 on resource funding is a matter of
intelligent guesswork. Figure 1 on population change by age group between 2000
and 2020 shows pronounced changes, with implications for demands on public
services, and the possibility that these might accelerate. The worrying aspect of
the scenario modelling in relation to adult social care expenditure and health
spending is the prospect that the high-spend scenarios might materialise.

13.1t has long been known, for example from the annual Public Expenditure:

Statistical Analyses (Treasury, 2021a) that per-capita public spending is higher in
the devolved nations than in England. Unsurprisingly therefore, Figure 2 shows
that public sector employment is also higher. What is required is disaggregation,
for example distinguishing employment in activities which are not in the public
sector in England (eg water and sewerage), or where there is more extensive
contracting out in England, or where a larger proportion of the Scottish population
uses public services (eg health and education).
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Question 5: How well do the priorities in the framework link in
with National Performance Framework outcomes?

14.The stated priorities for RSR 2022 are higher level than the 81 indicators of the
National Performance Framework. As of 19 January 2022 (Scottish Government,
2022), most indicators are ‘Maintaining’ (59%), while some are ‘Improving’ (17%)
and some ‘Worsening’ (12%). In the context of post-COVID-19 economic
difficulties and the likely constraints on the total Scottish Budget, it is important
that decisions are taken within RSR 2022 about what the Scottish Government’s
priorities are at the level of National Indicators. Prioritisation requires choices to
be made between outcomes that are all valued, some of which the Scottish
Government has more policy control over than others.

Professor David Heald
Glasgow, 21 January 2022
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