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The Committee will meet at 2.00 pm in Committee Room 1. 
 
1. Decision on taking business in private: The Committee will decide whether 

to take item 4 in private. 
 
2. Inquiry into preventative spending: The Committee will take evidence from— 
 

John Swinney MSP, Cabinet Secretary for Finance and Sustainable 
Growth, Adam Ingram MSP, Minister for Children and Early Years, Andy 
Bruce, Team Leader - Health Improvement and Health Inequalities Policy 
Branch, and Jim Stephen, Head of Early Education and Childcare Branch, 
Scottish Government. 
 

3. Scotland's Spending Plans and Draft Budget 2011-12: The Committee will 
take evidence on the Scottish Government's Scotland's Spending Plans and 
Draft Budget 2011-12 from— 

 
Sir John Arbuthnott, Royal Society of Edinburgh; 
 
Jo Armstrong, Centre for Public Policy for Regions; 
 
Professor Brian Ashcroft, Policy Director, Fraser of Allander Institute; 
 
Graeme Blackett, Reform Scotland; 
 
Peter Wood, Director, Optimal Economics. 
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Finance Committee 
 

28th Meeting, 2010 (Session 3), Tuesday 30 November 2010 
 

Inquiry into preventative spending 
 

This paper contains written evidence on preventative spending from Scottish 
Government officials (which members have already received) and a Scottish 
Government report on the financial impact of early years interventions in Scotland. The 
Scottish Government’s Early Years Framework is available via this link1. 

                                            
1 http://www.scotland.gov.uk/Resource/Doc/257007/0076309.pdf. 
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Finance Committee 
 

Inquiry into preventative spending: 
 

Submission from Scottish Government Officials 
 

Introduction 
 

The Scottish Government is committed to the single over-arching Purpose of increasing 
sustainable economic growth and is focussed on delivering outcomes that matter to the 
people of Scotland. This requires a long term vision - which is articulated in the National 
Performance Framework (NPF) (http://www.scotland.gov.uk/About/purposestratobjs). 
Effective preventative action is fundamental to the achievement of the Purpose, purpose 
targets and national outcomes set out in the NPF. 

The Scottish Government leads, funds and supports a wide range of ‘early’ or 
‘preventative’ intervention across many policy areas. In this response to the Committee 
the focus is mainly on primary prevention (measures taken to prevent negative social 
outcomes) but there is also a range of secondary prevention activity across portfolios 
(which seek to prevent an escalation of negative outcomes).  

The evidence shows that preventative intervention can help break recurring cycles of 
poor social outcomes, and can prevent extensive and expensive responses from public 
services at a later stage. This is clearly articulated, and evidenced, in the Scottish 
Government’s 3 social policy frameworks – Equally Well, the Early Years Framework 
and Achieving Our Potential.  The needs of vulnerable groups and communities 
(including equality groups) are often better served by a prevention agenda.  
 
The Scottish Government’s preventative efforts, however, are not limited to health, early 
years and poverty - they are integral to our approach to government.  For example, the 
Government Economic Strategy and Economic Recovery Plan (ERP) encompass 
preventative action. Since the ERP was first launched in October 2008, regular updates 
have catalysed work across the public sector to deal with the immediate economic 
impacts of the recession, mitigate the associated social challenges, and measures to 
accelerate recovery across the Scottish economy. Three of the main measures 
highlighted in the ERP are preventative: 
 

• £350m acceleration of capital spend to stimulate the fall in private sector demand 
– this supported an estimate 5,000 jobs;   

• Acceleration of European Structural Funds of £450m – supporting over 600 
projects and 8,000 jobs; 

• Skills and training – ScotAction package established a range of new polices with 
a particular focus on apprenticeships and new services to manage the immediate 
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impact of redundancies.  ScotAction has included £145m to support those facing 
redundancy, for employers to develop their work force, and to help the 
unemployed re-enter the labour market.       

 
PACE (Partnership Action for Continuing Employment) is central to the ERP and is 
preventative in its nature by providing support to businesses and employees facing 
redundancy situations.  Skills Development Scotland co-ordinates PACE at a national 
level and facilitates local level response teams in conjunction with other key partners 
including Jobcentre Plus to provide tailored help and support for those facing 
redundancy situations.  From January until December 2009, PACE interventions 
supported 320 businesses and 17,183 employees facing redundancy situations.  In 
2010 from January until June, 2,627 employees and 94 companies have been 
supported.   
 
Action across a wide range of public programmes and services contributes to 
prevention. For example, there is action in culture and the arts to develop creative skills 
in young people at risk (while channelling their time into positive, diversionary activity), 
action to prevent and reduce road deaths and injuries, and action to mitigate green 
house gas (GHG) emissions is central to preventing the consequences of climate 
change.  
 

Question 1: How can public spending best be focussed over the longer term in 
trying to prevent, rather than deal with, negative social outcomes?  
 

The challenge for the Scottish Government is to work with local partners to ensure that 
preventative action should continue to be a priority, despite the significant financial 
challenges. For the Scottish Government the 3 Social Frameworks; Equally Well, the 
Early Years Framework and Achieving Our Potential and the Economic Recovery 
Programme are central to this prevention agenda. All are founded on the principles of 
prevention, early identification and early intervention by local service providers who 
work together to meet the needs of the individuals and communities. The aim is to shift 
priorities and resources from damage limitation to prevention and early intervention. 
This is a long-term endeavour, and the Scottish Government are fully committed to 
working with our local partners to deliver these.  
 
Key policies and programmes 
 

The Early Years Framework is aimed at pre-natal to 8 years and the overarching 
intention is to ensure that a child has the best start in life, regardless of his/her 
circumstances. There is a solid and growing body of research showing that the earliest 
years of a child’s life are crucial in shaping their future health, social skills and life 
opportunities. It is estimated that annual spend on the early years amounts to around 
£1.5 billion across the public sector. In practice, this will involve spend by local 

3 



FI/S3/10/28/2 
 

government, the NHS, social services and providers in both the private and voluntary 
sectors who work in partnership with public bodies (e.g. on provision of nursery 
education and childcare).  
 
Equally Well sets out the need to address the underlying causes of future ill health and 
other negative social outcomes, such as low educational attainment, unemployment, 
offending and substance misuse.  Equally Well also makes clear the need to build 
supportive social networks and physical environments that offer opportunity and 
promote self-esteem.  This means continuing to support a range of preventative 
services, focussing not only on the early years, but also on areas such as parenting 
support, education and learning support, employability services, drugs and alcohol 
services, community policing and services targeted at vulnerable groups such as looked 
after children and offenders. This requires a collaborative approach across different 
public services in order to influence effectively the range of circumstances that 
contribute to people’s health and wellbeing.    
 
Achieving Our Potential aims to providing a focus for the public, private and third 
sectors to work together to help tackle poverty and income inequality. The framework 
outlines early interventions to tackle poverty and the drivers of low income.  For 
example, the policy emphasis on early learning and education to avoid under-
achievement in later years, the delivery of good quality affordable housing for all to help 
give children the best living environment possible, and the regeneration of 
disadvantaged communities.   
 
There is a long tradition of preventative approaches to crime and offending, which 
started with physical crime prevention; but the focus is increasingly on social crime 
prevention which seeks to change the behaviour and attitudes of individuals to reduce 
the risk of them committing crime.  There is also a recognition that responsibility for 
delivering justice outcomes lies wider than the traditional justice agencies. For example, 
Equally Well and the Early Years Framework provide a strong focus on the causal 
factors which lead to offending.   
 
A wide range of specific preventative services and interventions are funded or 
supported by the Scottish Government with a range of partners. The following are some 
examples of key activities: 
 

 Alcohol Brief Interventions are short motivational interviews in which the costs 
and benefits of drinking are discussed, along with information about health risks. 
This represents NHS Scotland’s main programme for preventing the negative 
impacts of alcohol misuse  

 
 Obesity Scottish Government and COSLA published Preventing Overweight and 

Obesity in Scotland: A Route Map Towards Healthy Weight in February 2010. The 
Route Map has identified four key areas in which action is likely to have the 
greatest effect – reducing demand for and consumption of excessive amounts of 
high calorie foods and drinks; increasing opportunities for uptake of walking, 
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cycling and other physical activity; establishing life-long healthy habits in children; 
and increasing the responsibility of organisations for the health and wellbeing of 
their employees. 

 
 Smoking Cessation: NHS Boards are required to deliver smoking cessation 

services and are performance managed, by a HEAT target, on the number of 
people that have successfully quit after one month.  This is part of a spectrum of 
preventative activity, which includes education, legislation and regulatory tobacco 
control measures.  

 
 Anticipatory Care: Anticipatory care is a preventative approach that aims to delay 

the onset and/or slow the progression of a range of conditions that are likely to 
result in premature morbidity if left untreated. Keep Well is the main inequalities 
targeted anticipatory care programme in Scotland. The programme is targeted at 
45-64 year olds in the 15% most deprived communities in Scotland and delivers a 
health check, followed by appropriate interventions and services.  

 
 Sexual Health:  Resources for sexual health and HIV are allocated to NHS 

Boards as part of the national sexual health strategy Respect and Responsibility 
and the HIV Action Plan. There is a strong prevention component to each of these 
strategies, with long term outcomes including: reduced levels of unintended 
pregnancy, particularly in those aged under 16; reductions in teenage abortions; 
reduced levels of sexually transmitted infections (STIs); and reduced levels of HIV 
transmission, particularly amongst men having sex with men and African 
populations.   

 
 Health and Work: Preventative measures include: ensuring that work-related 

illness and injury is minimised through good workplace practices and regulation; 
workplace policies and practice to promote good health and wellbeing; access to 
information and advice for employers on good practice; access to advice and 
healthcare support for those at an early stage of sickness absence or who think 
they may go onto sickness absence; healthcare policies and practices that 
recognise the links between work and health and support individuals to remain in 
or return to work as quickly as is appropriate. The Scottish Government funds the 
Scottish Centre for Healthy Working Lives to provide advice to employers, 
employees and healthcare professionals on a wide range of health and work 
related issues, including good practice in the workplace.   

 
 Screening: Screening is a public health service in which members of a defined 

population, who do not necessarily perceive they are at risk of, or are already 
affected by a disease or its complications, are asked a question or offered a test, 
to identify the appropriateness of further tests or treatment. The National 
Screening Programme in Scotland includes pregnancy and newborn screening, 
screening for breast and cervical cancer for women and screening for bowel 
cancer for both men and women.  The introduction of a new screening abdominal 
aortic aneurism programme for men at age 65 is planned. 
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 Vaccination: Vaccination programmes are, by definition, preventative measures 

intended to reduce incidence of potentially serious infectious diseases at a 
population level.  Adult and child vaccinations are provided on the basis that they 
are cost effective at a population level (the cost of delivering vaccination is less 
than the cost of treating or managing the relevant diseases). All vaccines also 
have to be proven to be effective, providing sufficient levels of protection to 
significantly reduce incidence of disease at a population level, and/or to reduce the 
impact and side effects of disease at an individual level.   

 
 Violence Against Women: Prevention is a key strand of the strategic approach to 

tackling violence against women outlined in 'Safer Lives: Changed Lives', 
published in June 2009 jointly with COSLA, in recognition of the unacceptable 
personal, social and economic costs.  

 
 Crime and Offending are tackled through a number of preventative policies and 

strategies, including the national antisocial behaviour framework “Promoting 
Positive Outcomes”,  the national youth justice framework “Preventing Offending 
by Young People”, the national drugs strategy “The Road to Recovery”, and the 
national serious and organised crime strategy “Letting our Communities Flourish”. 
Initiatives such as CashBack for Communities, “No Knives Better Lives” and 
“Choices for Life” also take an explicitly preventative approach.   

 
 Older People: Preparing for an increasingly ageing population is one of our 

biggest national challenges – that is why the Reshaping Care for Older People 
programme is being taken forward jointly by the Scottish Government, COSLA and 
NHS Scotland.  For example, we need to consider how we expand telecare, what 
technologies we can use to help people stay at home wherever possible and how 
to provide better anticipatory and preventative care.   

 
 Road safety: Scotland’s Road Safety Framework to 2020 was launched last year, 

outlining the approach to achieving this over the next decade. The underpinning 
ethos is to educate, engineer, encourage and enforce legislation to prevent the 
loss of life and serious injury on our roads.  

 
 Active Travel: Transport Scotland is committed to increasing levels of walking and 

cycling as transport modes and leisure activities, amongst other reasons, to 
promote better physical and mental health and physical activity. In order to achieve 
this, financial support is provided to a number of organisations and initiatives, to 
fund promotional campaigns, safe routes to schools, the cycle network, cycle 
training, pedestrian routes. This includes the Smarter Choices Smarter Places 
programme - a partnership project with COSLA, to promote sustainable travel, 
including active travel, in 7 local authority communities over three years. 

 
Question 2: What evidence can you provide from the UK and abroad to show that 
promoting preventative spending has been effective? 
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Evidence from early years research is largely positive. It shows that the effects of 
neglect, abuse and lack of attachment with parents can be damaging and permanent 
(e.g. in terms of poor brain development, poor health, employability and risks of 
engaging in substance misuse and criminal behaviour). There is also a substantial body 
of international evidence to show that investment in the early years can lead to 
significant savings to the public purse later in a child’s life. While the priority for 
government and service providers must remain to improve outcomes for the child, there 
are solid economic arguments for such investment: ratios of benefit for investment of 
1$/£ range from 1:3 to 1:7 through to studies showing that the benefits can reach 1:17 
when subjects have been tracked beyond 21. Despite this, rates of return to human 
capital investment at different ages show a pattern of public expenditure that goes in the 
opposite direction i.e. higher investment in the later stages of a child’s life in areas such 
as further and higher education.  
 
We would point the Committee to a number of key sources (below). These report on a 
number of studies including the Perry Pre-school/high scope study in the US; the UK 
study of the Effective Provision of pre-school education (EPPE), The Dunedin Study in 
New Zealand; the Scottish Collaboration for Public Health and Policy Early Life Working 
Group review into interventions for promoting early child development for health, and 
the Family Nurse Partnership Programme (David Olds model). 
 

 Olds, D.L., Henderson, C.R. Jr, Phelps, C., Kitzman, H., & Hanks, C. (1993).  
Effect of prenatal and infancy nurse home visitation on government spending.   

 Karoly, Lynn A., M. Rebecca Kilburn, Jill S. Cannon. 2005. Early Childhood 
Interventions: Proven Results, Future Promise. Santa Monica, Calif.: RAND 
Corporation. 

 S.Aos, R. Lieb, J. Mayfield, M. Miller, & A. Pennucci. (2004) Benefits and costs of 
prevention and early intervention programs for youth.  Olympia: Washington State 
Institute for Public Policy, Document No. 04-07-3901  

 Stephanie Lee, Steve Aos, and Marna Miller. (2008) Evidence-based programs to 
prevent children from entering and remaining in the child welfare system: Benefits 
and costs for Washington.  Olympia: Washington State Institute for Public Policy, 
Document no 08-07-3901. 

 Julia Isaacs (2007) Cost-Effective Investments in Children (Washington, D.C.: 
Brookings Institution) 
http://www.brookings.edu/papers/2007/01childrenfamilies_isaacs.aspx. 

 Kitzman, H. J., Olds, D.L., Cole, R.E. et al (2010) Enduring Effects of Prenatal and 
Infancy Home Visiting by Nurses on Maternal Life Course and Government 
Spending – Follow up of a Randomized Trial Among Children at Age 12.  Arch 
Pediatr Adolesc Med. 2010;164 (5):419-424 

 Olds, D.L. (2006).  The Nurse-Family Partnership: an evidence-based preventive 
intervention.  Infant Mental Health Journal, 27(1), 5-25.  

 MacMillan, H.L., Wathen, C.N., Barlow, J., Fergusson, D., Leventhal, J.M. and 
Taussig, N. (2009) Interventions to prevent child maltreatment and associated 
impairment.  Lancet 373: 250-266 
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 Barnes, J et al (2009) Nurse-Family Partnership Programme: Implementation in 
England – Second Year in 10 Pilot Sites: the infancy period. London DCSF 

 
Further, a new economic modelling study undertaken by the Scottish Government and 
experts in the early years field puts the potential savings from investment in the early 
years into a Scottish context (to be published shortly). Key findings are that there are 
short, medium and long term savings through effective early years interventions. While 
savings in the short term are more modest, it is estimated that up to £131 million per 
annum could be saved in the medium term. Failure to intervene effectively in complex 
cases could cost 9 times more in direct public costs in the longer term, compared to a 
child who only needs access to universal services. The independent evaluation of the 
Highland “Getting it Right for Every Child” pathfinder showed that the child-centred and 
multi-agency approach on which GIRFEC is founded yielded improvements to 
outcomes for children and families, but also resulted in savings for service providers.  
 
Similar messages emerge from criminal justice research. Theory and evidence 
suggest that there a range of factors associated with the risk of offending and 
reoffending. These include the quality of parenting, poor educational attainment, living in 
deprived areas and unemployment. The “preventative” assumption is that addressing 
these factors will reduce offending and its attendant socio-economic costs (including 
costs on the public purse.) However, this will hold true only if there is an underlying 
causal connection between these factors and offending (rather than simply a 
correlation).  
 
The main underlying causal factor is likely to be individual social control. There is a 
large body of recent evidence confirming that low levels of self-control are predictive of 
involvement in crime.  People with low self-control are said to be impulsive, excitement-
seeking, easily frustrated and unable to persevere with tasks and have a “here-and-
now” approach to life.  Although very recent research suggests that self-control is to an 
extent “hard-wired” there are others who argue that the origins of self-control lie in child-
rearing practices. Parenting programmes have been shown to be effective in promoting 
pro-social behaviour. Furthermore, the literature suggests that this will not only impact 
upon the risk of offending in later life, but will also have a positive impact upon other 
social outcomes, such as employment and an ability to sustain positive relationships.   
 
There have been a number of reviews of the literature on the impact of interventions 
aimed at improving the quality of child-parent relationships as a means of improving 
control over impulsive, oppositional and aggressive behaviour. The most recent and the 
most comprehensive review is a Campbell Collaboration review which finds robust 
evidence of impact and draws some very confident conclusions for policy. (see below). 
Studies were included in this review only if they had a randomized controlled design.  
Overall, the findings lend support for the continued use of early family/parent training to 
prevent behaviour problems such as antisocial behaviour and delinquency. 
 
A key finding from longitudinal studies of delinquency is that serious disruptive 
behaviour in early life often leads to frequent and serious delinquency and crime that 

8 



FI/S3/10/28/2 
 

can endure well into adulthood. Furthermore, the impact of serious disruptive behaviour 
in early life seems to extend beyond offending to have negative consequences for 
education, employment and relationships. 
 
We would point the committee to the following key studies: 
 

 Shawn D Bushway and Peter Reuter (2006) 'Labor markets and crime risk factors' 
in ‘Evidence-Based crime Prevention’ edited by Lawrence W Sherman et al. 
Routledge.  

 Sampson, RJ and Laub JH (1993) 'Crime in the Making: Pathways and Turning 
Points through Life'  Cambridge MA: Harvard University Press  

 Gottfredson, Michael and Hirschi , Travis (1990) 'A General Theory of Crime' 
Stanford, CA: Stanford University Press. 

 Alex R. Piquero, David P. Farrington, Brandon C. Welsh, Richard Tremblay, 
Wesley G. Jennings (2008) 'Effects of Early Family/Parent Training Programs on 
Antisocial Behavior & Delinquency' . Campbell Systematic Review :113  

 Farrington, D.P. , Gallagher, B., Morley, L., St. Ledger, R.J. and West, D.J. (1986) 
‘Unemployment, school leaving and crime’ British Journal of Criminology, 26, 335-
56 

 Moffitt, T.E. (1993)  “Life-course-persistent” and “adolescence-limited” antisocial 
behaviour: A developmental taxonomy. Psychological Review, 100, 674-701. 

 Pratt, T. & Cullen F. (2000). 'The empirical status of Gottfredson and Hirschi's 
general theory of crime: A meta-analysis', Criminology, 38, 931-964 

 DeLisi, M. & Vaughn, M. (2008). 'The Gottfredson and Hirschi critiques revisited: 
reconciling self-control theory, criminal careers and career criminals', International 
Journal of Offender Therapy and Comparative Criminology, 52, 520-537).   

 
There is also clear economic evidence for preventative spend in health. If levels of ill-
health are reduced over the age of 50 this would result in significant reductions in 
demand for health services and therefore health care services costs in Scotland.  If 
average costs per treatment was reduced by 10% for 45-64 age group health care 
services costs would reduce annually by £96m. Long-term care is estimated to cost £11 
billion currently, and is forecast to rise to £15 billion by 2040. Even fairly small 
improvements in older people’s health and functional independence could therefore 
produce substantial cost savings.  
 
Reductions in hospital admissions from heart attack in Scotland have been at least 
partly attributable to changing behaviour and preventative action such as the smoking 
ban. The Scottish Collaboration for Public Health Research and Policy have undertaken 
recent reviews of effective preventative interventions in the early years, young 
adulthood, to prevent obesity, and to promote healthy ageing.  Whilst not focusing 
specifically on the effectiveness of spend and cost of interventions, they do consider the 
effectiveness of the intervention in preventing later poor health (with subsequent cost to 
economy, health services etc) (see below). Further, Health Analytical Services 
undertook a review of effective interventions to tackle health inequalities in the early 
years, which highlights the range of effective interventions for children (see below). 
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There is also good evidence of cost effectiveness of health improvement activity. In an 
EU cost comparison of anticipatory care of different cardiovascular prevention 
strategies, costs per life year gained were estimated as: 

• £14-£560 for population based healthy eating guidelines 
• £300-£790 for smoking cessation 
• £900 min for nurse screening and lifestyle advice 
• £6,200 - £11,300 for drug therapy 

 
For every £1 spent on alcohol brief interventions and treatment the public sector is 
estimated to save £5. Smoking cessation is highly cost-effective, bringing longer term 
savings but also in short to medium term, with smoking being the single greatest cause 
of preventable illness in the UK.  Much of the associated costs of obesity are avoidable. 
Scottish Government estimates that direct NHS Scotland costs of obesity will almost 
double by 2030. Potential savings of at least £2bn per annum in reduced mortality are 
estimated if 40% of all short journeys were switched from car to bicycle. 
 
Further, prioritising support for the most vulnerable families can result in substantial 
long-term savings e.g. 3-7 times the original investment.  Recent modelling undertaken 
by Education Analytical Services estimates that short term savings of around £13.9K 
per annum per child would accrue to the Health Service from investing in early 
interventions in families with the most severe difficulties.  
 
There are costs associated with diseases that result from the presence of risk factors 
such as excessive alcohol consumption, smoking and obesity.   Bottom-up costing for 
alcohol consumption, demonstrates the burden on the NHS and the economy as a 
whole. The mid point estimate for 2007/08 was a cost to the Scottish economy of 
£3.6bn.  Estimates of cost were calculated by Health Analytical Services to support the 
development of the obesity route map.  These were over £175m in 2007/08 to NHS 
Scotland alone, with the total cost to Scottish society of obesity estimated to be in 
excess of £457 million.  These risk factors can be reduced through secondary 
prevention activities.  Secondary prevention relates to activities which decrease the 
chance of development of diseases in those with the relevant risk factor. For example, 
preventative interventions in those who are overweight and obese may reduce the 
chance of developing type 2 diabetes. Significant cost savings for NHS Scotland could 
be made by investing in preventative measures to reduce the future incidence of these 
risk factors. 
 
We would particularly draw the Committee’s attention to the following research: 
 

 Valuing Health: developing a business case for health improvement, Matrix 
Evidence Ltd for iDEA, (2009) 

 Fresh Air? Second Hand Smoke. Haw (2010) 
 Economic Arguments for Addressing social determinants of health inequalities 

(2009), EU Working Document 
 The Societal Cost of Alcohol Misuse in Scotland for 2007 (2010) York Health 

Economics Consortium, University of York. Scottish Government 
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 The Societal Costs of Potentially Preventable Illnesses:  A Rapid Review, Lister et 
al, May 2006 

 Valuing Health: developing a business case for health improvement, Matrix 
Evidence Ltd for iDEA, (2009) 

  “Preventing Overweight and Obesity in Scotland: A Route Map Towards Healthy 
Weight”, Scottish Government (2010)  

 The Effectiveness of Interventions to address health inequalities in the early years:  
a review of relevant literature, Angela Hallam, Scottish Government (July 2008) 
http://www.scotland.gov.uk/Publications/2008/07/08102811/0 

 ‘Why investing in sustainable transport makes economic sense’, Jolin Warren for 
Transform Scotland (December 2008) 

 Interventions for Promoting Early Child Development for Health. Geddes et al (2010) 
https://www.scphrp.ac.uk/. 

 
Finally, there is evidence to support early intervention to reduce homelessness. 
Evidence from England suggests it can impact on the number of households applying to 
local authorities for homeless assistance and reduce the use of temporary 
accommodation.   
 
Research published by Heriot Watt University in 2007 which underpins the Scottish 
Government housing options approach shows that preventing homelessness can save 
money.  Using a broad estimate that the costs of providing temporary accommodation 
and subsequently re-housing a homeless applicant amounts to £5,300 per case per 
year. Compared to this estimate the Heriot Watt research estimates that the costs of 
successful mediation are around £600 per case; providing advice on housing options is 
about nine times less expensive than providing alternate settled accommodation and 
the costs of rent deposit schemes are around similarly less expensive than the cots of 
providing accommodation under the main homelessness duty. 
 
In addition to the saving to the public purse, providing effective housing outcomes 
before the household becomes homeless also prevents the disruption to people’s lives 
through having to spend time in temporary accommodation.  This can lead to a range of 
negative social outcomes including poorer health and, for children in households 
affected by homelessness, to reduced educational performance because of uncertainty 
and frequent changes of school.  
 
We would particularly draw the Committee’s attention to: 
 

 Pawson, H., Netto, G. Jones, C., Wager, F., Fancy, C. & Lomax, D (2007) 
Evaluating Homelessness Prevention; London: CLG 
http://www.communities.gov.uk/publications/housing/preventhomelessness 

 Trends in homelessness and numbers in temporary accommodation in England 
and in English local authority areas.  
http://www.communities.gov.uk/housing/housingresearch/housingstatistics/housing
statisticsby/homelessnessstatistics/livetables/ 
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 Statistics on homelessness prevention and relief in England for 2008-09 and 2009. 
http://www.communities.gov.uk/housing/housingresearch/housingstatistics/housing
statisticsby/homelessnessstatistics/homelessnesspreventionrelief/ 

 
Question 3: The Finance Committee has recommended that the Scottish 
Government continue to direct its spend towards preventative programmes. 
Which programmes should be prioritised? 
 
The Scottish Government’s 3 social policy frameworks - Equally Well, the Early Years 
Framework and Achieving Our Potential, which were discussed in response to earlier 
questions – continue to provide a focus for preventative efforts. Nevertheless we should 
not exclusively look to preventative programmes to prevent negative social outcomes 
and should recognise the preventative elements of wider programmes.  Mainstream 
services should be delivered with an eye on prevention, and in a tighter fiscal 
environment we should ensure that we make the most of these opportunities by 
improving service design and partnership working.  Evidence of effectiveness and 
efficiency in achieving our desired outcomes should form the basis of prioritisation of 
programmes. 
 
Preventative action is integral to the approach to government in Scotland and delivering 
the outcomes set out in the National Performance Framework.  Prevention is integral to 
our key priorities for the spending review of promoting economic recovery, protecting 
the services on which the public depends, and taking action to combat climate change.   
Following the Comprehensive Spending Review on 20th October 2010, the Scottish 
Government will set out its spending proposals and priorities for Parliamentary scrutiny 
in November 2010.   Following the report of the Independent Budget Review, Ministers 
and officials are currently engaging with partners and communities to hear their views 
on future priorities.  
 
Question 4: To what extent is preventative spending effective in addressing the 
financial impact of demographic change? 
 
The Scottish Government considers preventative spending to be key to addressing the 
financial impact of demographic change. Despite recent population growth, Scotland’s 
demography continues to be a major issue.  Scotland’s population is ageing, and ageing 
somewhat more rapidly than other UK countries.  This has implications for the 
dependency ratio (the ratio of those of working age to those above/below working age), 
for the demands on public services, and tax revenues for supporting such services.  Key 
factors are the persisting gap between life expectancy and healthy life expectancy 
which means that people in Scotland are living longer but spending more years in poor 
health, with implications for increased health and social care needs.  In addition, there is 
a concern that family migration patterns (particularly out migration of younger people 
from rural areas) may result in older people having fewer younger relatives nearby who 
may provide care. A review of Demographic Change in Scotland has recently been 
completed by the Scottish Government Office of the Chief Researcher and will shortly 
be available.  
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A key challenge for NHS arising from demographic change is the projected increase in 
the proportion of older people. There is certainly some evidence that preventative spend 
will contribute to increasing healthy life expectancy and reducing the cost of health care 
for this population group.  The Scottish Government has developed a simple economic 
model to estimate the expected number of preventable incidences for conditions which 
cause considerable burden to the NHS: chronic obstructive pulmonary disease (COPD), 
stroke, and osteoporosis. It uses existing data on prevalence, incidence, risk scoring, 
primary and secondary care demands. The model calculates the numbers of people 
who need to be targeted in order to achieve current or imputed targets.  
 
There is also a considerable volume of evidence on the efficacy of preventative 
spending in relation to older people's housing needs. This is significant because 
demand for housing adaptations and support to older people over the years to 2033 is 
expected to increase substantially  
(See: http://www.scotland.gov.uk/Publications/2010/07/20125707/0) 
Studies on the savings associated with the previous ‘Supporting People’ programme 
showed that the benefits of supporting people could be considerable 
(http://www.scotland.gov.uk/Publications/2007/12/14141444/11).  
Similar studies in both England and Wales have also identified significant benefits 
though the figures for both studies differ from the study presented to the Scottish 
Government.  The monetary benefits ‘are typically “costs avoided”, and do not in most 
cases quantify the quality of life effects of the expenditure – either for the client or their 
carers/family.’  
 
Scottish data on value for money for adaptations to housing stock are not available. 
However, UK level studies (e.g. http://www.jrf.org.uk/publications/effectiveness-housing-
adaptations) concluded that amongst other benefits, adaptations had value in 
preventing accidents and improving health; improving well-being and combating 
depression; providing help for care givers; and preventing admission to care. Housing 
stock types were analysed as part of an English study. This research suggested that 
sheltered and very sheltered housing had significant net financial gain. 
 
Question 5: What are the main barriers to trying to focus spending on preventing, 
rather than dealing with, negative social outcomes?  Is a focus on preventative 
spending less likely in the current financial climate? 
 
The key barrier to focussing spend on preventative services is that the benefits (in terms 
of both outcomes and savings) are not realised immediately, and in many cases 
considerably far into the future. Concurrently, the demand for services that treat or 
respond to a crisis remains, or even increases. Another issue is that the savings which 
result from preventative spending may accrue to another service/ sector.  In a time of 
financial constraint the challenge for decision makers is to identify the appropriate mix of 
policies and interventions that will both respond to short term necessities, some of 
which can be statutory, and deliver the longer term benefits. Good appraisal and impact 
assessment of policy options is key to getting this right. 
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It is perhaps understandable that some parts of the public sector may focus increasingly 
scarce resources on meeting their statutory obligations, but the evidence suggests there 
is substantial and ongoing value in supporting preventative services. Indeed, current 
funding pressures could generate innovative and more radical thinking about effective 
service design and delivery. A further shift to preventative action will require greater 
collaboration across the Scottish public sector and beyond. Significant progress has 
been made in recent years and the Scottish Government is fully committed to working 
together with partners.  
 
Question 6: How do we ensure that we monitor the impact of preventative 
spending over the longer term and shape budgets accordingly?  
 
In order to robustly evaluate the impact of preventative spend, it is often necessary to 
compare outcomes for a ‘treatment’ and ‘control / comparison’ group.  In many policy 
areas this is not always straightforward, as there are perceived ethical problems with 
randomly-allocating individuals to different groups and hence full randomised controlled 
trials are fairly rare.  As a result, it is not always possible to say confidently “what works” 
in terms of preventative spending. Whilst there is strong evidence available in some 
areas, notably the impact of housing adaptations in an aging population, many of the 
other links and causal relationships are more subtle and there remain difficulties in 
collating strong evidence of effectiveness. 
 
Nevertheless, as set out in our response to question 2, international research 
consistently suggests that some preventative interventions can have significant impacts 
on social outcomes.  It is possible to attach monetary values to these outcomes, which 
allows expenditure to be assessed in value for money terms. This evidence is, can and 
should be used to help inform budgetary decisions at both national and local level.  
 
There are, of course, other analytical approaches that can be used to assess progress. 
Longitudinal surveys such as Growing up in Scotland, and large-scale population 
surveys will be key sources to help to monitoring changes in outcomes over the longer 
term. For example, there are plans to use Growing up in Scotland to monitor the impact 
of the Family Nurse Partnership on longer term outcomes for participating families. 

 
Monitoring and evaluation of the Social Frameworks is also underway. Monitoring the 
progress of the Early Years Framework is happening at several levels. There is an 
overarching Programme Board which is co-chaired by Scottish Government and 
COSLA. There are also statistical sources which are used to monitor progress on 
improving outcomes in the early years. This includes “Growing Up in Scotland”, the 
annual statistics on pre-school education and childcare, and child health statistics. The 
Scottish Government has also worked with a wide range of external partners to develop 
a new suite of early years data and indicators – this will be published shortly. Monitoring 
and evaluation is also in place for Equally Well.  There are a number of strands to this 
work including the monitoring of long-term indicators of health inequalities (with annual 
updates), a national evaluation of Test Sites and local test site evaluations. A Tackling 
Poverty Board was established by the Scottish Government and COSLA in September 
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2009 to review policy and practice to reduce poverty in Scotland in the light of the 
additional challenges and opportunities created by the economic downturn, and the 
developing experience of the Scottish Government's performance framework and 
concordat with local government. The Board comprises representatives from central 
and local government, the private sector and the Third Sector. The Board will make a 
statement and recommendations to Scottish Ministers and COSLA at the end of 
October which will outline its main priorities for action; the critical nature of preventative 
spend will feature in this statement. 

 
Evaluations are also in place for specific policies, which are funded, or supported by 
Scottish Government analysis. For example, Scottish Government is evaluating the 
Family Nurse Partnership model, NHS Health Scotland are managing an evaluation of 
Keep Well, and 5 local authority hubs are developing monitoring and evaluation of 
homelessness prevention activities. 
 
Question 7: Is the effectiveness of a preventative spending programme 
influenced by whether the relevant services are provided by the public, private or 
voluntary sector?  
  
Well designed and managed services, rather than the sector per se, are the key 
determinants of effectiveness, and will deliver more efficient and better outcomes for 
both users and providers of services. Effective engagement and innovation are key to 
the efficient delivery of quality services. 
 
Local Authorities are key players, working with their partners in the private and voluntary 
sectors to meet local needs, and partnership working offers a valuable way forward.  
Across Scotland there is often a ‘mixed economy’ of public, private and voluntary sector 
(for example in early years providing childcare, nursery and pre-school education). The 
third sector is often particularly adept at engaging communities and delivering 
innovative ways of supporting people, and the value of this approach is recognised and 
encouraged across all sectors.   
 
The Scottish Government’s Third Sector Division is currently piloting ten public-social 
partnerships (PSPs) across Scotland covering a range of themes including; 
employability, recycling, social care (including elderly and respite care), childrens’ 
services, community transport and work to prevent re-offending.  PSPs consist of three 
stages: 
 

• public, third sector and other interests (including private sector providers) 
and stakeholder interests collaborate to design a service to meet a 
particular need; 

• the service is piloted – at pilot stage ways of  optimising service design are 
explored, for example through involvement of multiple service areas and 
maximising social benefit; 
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• if the pilot is successful, delivery of service for the longer term is 
competitively tendered, with appropriate social benefits built into the 
specification. 

  

 

16 



FI/S3/10/28/2 
 

 

___ 
 

15 November 2010. 
 
 
Dear Colleague, 
 
THE FINANCIAL IMPACT OF EARLY YEARS INTERVENTIONS IN SCOTLAND. 
 
We are writing to you to provide a copy of a new research report prepared by the 
Scottish Government which sets out potential savings that can be made by providers of 
services to children by investing in early years interventions. 
 
Our Community Planning Partnerships, particularly local authorities and NHS Boards, 
are already working to implement the Early Years Framework and the associated policy 
frameworks aimed at tackling health inequalities (“Equally Well”) and poverty 
(“Achieving Our Potential”). There are common principles of prevention, early 
identification, early intervention and personalised support which underpin all three 
frameworks. These are also the principles which govern “Getting it Right for Every 
Child” which is our approach to delivery of services for children, young people and 
families.  
 
We know that there is a substantial body of medical and scientific evidence showing the 
impact which a child’s early years can have on his or her health, social development, 
educational attainment and employability. The damage from abuse and neglect in a 
child’s early years can be severe and permanent but, thankfully, this damage can be 
mitigated through effective and early interventions – this is what we are striving to 
achieve through implementation of our policy frameworks. 
 
Up until now, we have relied on international evidence to show the potential financial 
benefits of investing in a child’s early years, compared to investment levels needed 
once damage has been done to a child’s life chances. The international evidence is 
impressive, but we now have a bespoke Scottish Government study showing that short, 
medium and long term benefits are possible from early years investment in a Scottish 
context. A copy of the report and our News release are attached below. The report is 
also available at http://www.scotland.gov.uk/Topics/Research/by-topic/children-and-young-
people/EarlyYears
 
The study will be of particular interest to our partners in local government, NHS Boards 
and the justice system. It is for our partners to decide on how best to allocate their 
resources to meet local needs and circumstances but we are all facing hard choices 
and decisions in this extremely difficult financial environment. Our primary objective 
must always remain to ensure that we improve outcomes for our children and we 
believe that our policies will achieve this over time. However, this study shows that there 
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are also sound financial and economic arguments for investing in the early years of a 
child’s life. We, therefore, commend this study to you. 
 
If you require further technical information on the study, please contact either Mike King 
in the Education Analytical Services Unit (Michael.king@scotland.gsi.gov.uk) . Tel: 0131-
244-4883) or if you wish to discuss wider policy issues please contact Jim Stephen in 
Positive Futures Division (jim.stephen@scotland.gsi.gov.uk). Tel: 0131-244-0966). 
 
Nicola Sturgeon MSP, Deputy First Minister and Cabinet Secretary for Health and 
Wellbeing. 
 
John Swinney MSP, Cabinet Secretary for Finance and Sustainable Growth. 
 
Michael Russell MSP, Cabinet Secretary for Education and Lifelong Learning. 
 
Kenny MacAskill MSP, Cabinet Secretary for Justice. 
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THE FINANCIAL IMPACT OF EARLY YEARS INTERVENTIONS IN SCOTLAND: 
JOINT MINISTERIAL FOREWORD. 
 
Our Early Years Framework, developed jointly with COSLA and other key partners, is 
founded on a solid foundation of research evidence showing the significance of a child’s 
earliest years in shaping future health, social development, educational attainment and 
employability. This evidence has also underpinned our other policy frameworks aimed 
at tackling Scotland’s health inequalities (“Equally Well”) and poverty (“Achieving Our 
Potential”). 
 
There is also evidence to show the severe and permanent damage that can be inflicted 
on a child through abuse or neglect in the early years. Thankfully, damage can be 
mitigated by high quality, early and integrated interventions from service providers who 
work with both parents and children to meet their needs. 
 
Up until now, we have relied on international evidence to show that investment of 
resources in the early years can generate financial saving, as well as meeting our 
primary goal of improving outcomes for our children and families. We now have a 
bespoke study which quantifies potential savings from early years investment in a 
Scottish context. This study shows that investment in the early years can yield savings 
in the short, medium and long terms.  
 
We are only too well aware of the financial pressures that lie ahead of all of us and that 
hard decisions will, inevitably, have to be taken at both national and local levels. It will 
be for our local partners in Scotland’s councils, NHS Boards and elsewhere to decide 
on how best to set their budgets to support local children, families and communities, but 
this report shows that savings are possible, while still tackling the inter-generational 
cycles of poverty, poor educational outcomes, unemployment and crime which have 
bedevilled too many of our communities for too long. 
 
We commend this study to our partners in local government, the NHS, our justice 
system and more widely as a means of supporting local decision-making processes in 
these difficult times. We believe that investment in the early years is certainly an 
investment worth making – both in terms of improving the lives of current and future 
generations of Scots and making the best use of increasingly scarce resources. 
 
Nicola Sturgeon MSP, Deputy First Minister and Cabinet Secretary for Health and 
Wellbeing. 
 
John Swinney MSP, Cabinet Secretary for Finance and Sustainable Growth. 
 
Michael Russell MSP, Cabinet Secretary for Education and Lifelong Learning. 
 
Kenny MacAskill MSP, Cabinet Secretary for Justice. 
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THE FINANCIAL IMPACT OF EARLY YEARS INTERVENTIONS IN SCOTLAND 
 
SUMMARY 
 
• A wide range of economic studies suggest that returns to early investment in 

children during the pre-birth period and up to the age of eight years old are 
high, but reduce the later the investment is initiated. Skill formation in the early 
years begets more skill, and makes later acquisition easier. Children from 
advantaged environments by and large receive substantial early investment. 
Children from disadvantaged environments more often do not, and therefore there 
are greater returns to be sought from identifying and targeting interventions in 
early childhood for disadvantaged children. 

 
• The models in this study are based on the assumption that early years 

interventions are 100% effective. The study is not an attempt to assess the 
efficacy of any specific early years programmes. It instead highlights the costs to 
the public sector of failing to intervene in the early years of a child's life, and the 
benefits that can be gained from mitigating against the negative outcomes 
associated with disadvantaged children. 

 
• The models used in this analysis are based on hypothetical “pathways” for 

three different cohorts of children, reflecting existing policies and provision in 
Scotland:  the “control” cohort or pathway, providing the baseline costs, are children 
with no additional needs who receive standard universal services; the second 
pathway is of those with “modest” additional needs; the third pathway is for those 
with “severe” additional needs. We use Scottish data on costs wherever possible.  

 
• We use the numbers of looked after children in the community as a proxy for 

the size of the “modest needs” group of children and the number of looked 
after and accommodated children as a proxy for those with “severe” 
additional needs. The model examines hypothetical, but realistic, life trajectories for 
the two additional needs groups over the short term (from birth to 5 years) and over 
the full lifetime, and calculates the estimated additional costs to the public purse for 
these two cohorts in both the short, medium and the long term, in comparison with 
the control group.   

 
• Our financial modelling of short term savings from investing in early years / 

early interventions from pre-birth to aged five suggest that there are potential 
net savings of up to £37.4k per annum per child in severe cases and of 
approximately £5.1k per annum for a child with moderate difficulties in the 
first five years of life. While these savings may be modest in comparison to the 
well known longer term savings, they are still significant. 
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• The short term costs of failing to mitigate against the most severe cases are 
incurred largely by Local Authorities and health services, particularly through 
engagement with Social Services, Maternal Health interventions and costs 
associated with not being ready for school education. 

 
• The model also demonstrates that there are potential medium term net savings 

to the public sector, that can be realised 10 years after the early years period. 
Using Looked After Children as a proxy for those individuals with moderate 
difficulties, and those in residential care as a proxy for the severe cases, it is 
estimated that the total potential saving resulting from 100% effective interventions 
early in life (pre-birth to aged eight) could initially be up to £131m per annum, in the 
medium term. 

 
• In the longer term, a failure to effectively intervene to address the complex 

needs of an individual in early childhood can result in a nine fold increase in 
direct public costs, when compared with an individual who accesses only 
universal services. A package of effective early years interventions designed to 
reduce the frequency and type of service demanded by those individuals 
experiencing severe pathways could have a significant impact on the outcomes for 
those individuals, and therefore a reduction in the level of cost to the public sector. 
For example, a ten percent reduction in the total cost to the public sector of an 
individual’s severe pathway could result in a potential saving of approximately 
£94,000 per individual. 

 

• The medium and longer term costs are accrued to a number of different 
budget areas at different points in an individual’s life. For those in the most 
severe cases, Local Authorities experience the higher proportion of cost between 9-
18 years, almost exclusively the cost of social services. In the longer term, the UK 
Government will experience a higher proportion of cost, with most of this being 
transfer payments through the benefits system, though Local Authorities would be 
expected to experience high social housing costs and adult social services. From 
age 40 onwards, the costs are split between Health, Local Authorities and the UK 
Government. 

 
• Targeting children with identified additional needs could have a significant 

impact on lowering direct public costs and improving the outcomes of 
children, both in the short and long term. In 2009, there were over 15,000 looked 
after children in Scotland (1.5% of the under 16 population), 10% of who were in 
high cost residential placements. A further consequence of not having the best start 
in life is an increased vulnerability to disengagement from post-16 learning.  Latest 
estimates put the number of those in need of more choices and chances in 2009 at 
36,000 (13.8% of the total 16-19 population). In the longer term, early interventions 
could help in addressing intergenerational cycles of deprivation, such as the 15.7% 
of children growing up in workless households in Scotland. 
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THE FINANCIAL IMPACT OF EARLY YEARS INTERVENTIONS IN SCOTLAND 
 
1. INTRODUCTION 
 
1. A wide range of economic studies suggest that there are significant long term 
returns to early investment in children during the pre-birth period and up to the age of 
eight years2. These long term changes in the capabilities of young people will 
significantly contribute to the delivery of the Government’s Purpose of increasing 
sustainable economic growth with opportunities for all of Scotland.  
 
2. This study builds upon the insights of these economic studies by looking at a 
narrower question, but one that is particularly relevant to Scotland at a time when public 
budgets are under intense pressure and scrutiny. In this study we look at the potential 
short and long term costs to the Scottish public sector of failing to invest in the early 
years of a child’s life.  
 
3. Naturally much of the current debate about public spending focuses on the next 
four to five years and given this we provide estimates of the financial impact of Early 
Years policies over the next five years as well as over the more conventional lifetime 
estimates that feature in most studies.  
 
Overview of our approach  
4. Our approach is to construct hypothetical pathways for three cohorts of children. 
These pathways are based on our understanding of existing policies and provision in 
Scotland. The first provides the baseline and represents a child who receives a package 
of standard universal services and has no additional needs. The second pathway 
represents a child who has “moderate” additional needs. Finally the third pathway 
represents a child who has “severe” additional needs.  
 
5. For each pathway we have developed a narrative of a typical set of life events and 
the associated demand upon public sector services and transfer payments. These 
narratives are meant to be illustrative rather than an exact description and are based 
upon information from Scottish Government statistics, and research papers outlining 
case studies for individual with high levels of need3. The pathways will typically not 
represent some of the extreme demands that may be made of the state. 
 
6. We then cost each of the pathways using Scottish data where possible. This 
approach is consistent with a well established economic technique known as 
generational accounting.4 Using standard economic techniques5 we then express these 
costs as present values in 2009 prices.  

                                            
2 See Cunha and Heckman (2006) “Investing in our Young People”, and Doyle et al (2007) “The Timing of Early 
Childhood Intervention”, Working Paper, University College Dublin 
3 See Scottish Children’s Reporter Administration Research papers, and Godfrey et al (2002) Estimating the Cost of 
Being "Not in Education, Employment or Training" at Age 16-18.   
4 See Cardarelli, Sefton and Kotlikoff (2000) “Generational Accounting in the UK”, Economic Journal, for an 
application to the UK.  
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7. Finally we subtract the present value of the cost of the baseline pathway from 
present values of the costs of the “moderate” and “severe” pathways to give us the 
additional costs associated with an individual with “moderate” or “severe” needs. 
 
8. We have calculated costs over two periods. The first is over the initial five years of 
life, including the pre-birth period, which we have labelled the Short Term. The second 
or Medium and Long Term is over the expected lifetime of an individual from the age of 
nine years, broken down into ages 9-18 and age 19 plus. This Long Term corresponds 
to the conventional period of which Early Years interventions are thought to provide 
returns.  
 
9. Our costs are allocated to Scottish Local Authorities, the Health system within 
Scotland, the Scottish Courts and Justice system and finally the UK Government. This 
allocation represents the principal public services used by and the benefits claimed by 
individuals with additional needs. We have not considered the longer term costs of 
lower economic output, or tax revenue lost to the UK exchequer from individuals with 
additional needs. This simplification will not be a major issue for our estimates of the 
impact on Scottish public finances over the course of the next five years. However, it 
may mean that we underestimate the longer term impact on public finances, particularly 
those elements that accrue to the UK Government.  
 
Interpretation of our results 
10. Our modelling suggests that over the first five years of life there is an additional 
annual cost to the Scottish public sector of a child with severe additional needs of about 
£37,400 p.a in constant 2009 prices. Similarly a child with moderate additional needs is 
estimated to cost the state an additional £5,100 each year. How are we to interpret 
these figures?  
 
11. One appealing interpretation is these are the early returns on investment in the 
Early Years.  However, that is not the approach we have taken here as we have not 
considered in an exhaustive way the evidence on effectiveness of the policies. We can 
legitimately say that these savings represent the returns if Early Years policies and 
services demonstrate the approaches and characteristics shown to be effective through 
robust evaluation and can therefore prevent a child from developing moderate or severe 
additional needs.  
 
12. We can also gross these individual savings up by an estimate of the number of 
children who currently have modest and severe additional needs.  
 
13. Later in this paper we estimate that there is a potential annual saving of £5.4 
million across the pre-birth to 5 year old group. Using a similar approach we estimate 
that there are medium term potential annual savings of £131 million in constant 2009 
prices across the 9-18 age group who received completely successful Early Years 
interventions.  
                                                                                                                                             
5 HM Treasury (2003), Green Book (online). Available http://www.hm-treasury.gov.uk/data_greenbook_index.htm 
(accessed July 2010) 

23 

http://www.hm-treasury.gov.uk/data_greenbook_index.htm


FI/S3/10/28/2 
 

 
14. An alternative way of interpreting these figures is as the financial benefits that can 
be gained by the Scottish public sector of successfully mitigating the additional 
moderate and severe needs of individuals through Early Years and Early Intervention 
approaches.  
 
15. An obvious question is whether or not it is realistic to assume that a package of 
Early Years interventions will in fact mitigate the additional needs of moderate and 
severe individuals. There is a wide range of evidence to suggest that this is in fact the 
case for individuals once they reach 9-18 years of age and in their later life. Although 
there is less formal evidence around the 0-5 age group we are starting to see some 
evidence that is consistent with this early success.6 Furthermore, as part of the second 
stage of work for this study the Scottish Government has assembled an expert group 
that has been asked to design a package of interventions that will tackle the additional 
needs of moderate and severe individuals. Our early discussions suggest that such a 
package is a realistic objective and in that the Expert Group’s judgement is that the 
package would be capable of mitigating needs over the first five years of life as well as 
in later life.  
 
16. Section 3 of the paper explores our results in more detail as well as presenting 
some sensitivity analysis.  
 
2. COSTING CHILDREN’S PATHWAYS 
 
17. Our approach has been to model the impact of Early Years policies by developing 
three pathways for individuals: a baseline pathway in which an individual calls upon a 
standard package of universal services, a moderate additional needs pathway and a 
severe additional needs pathway. We apply this approach over two distinct time periods 
 

• The Short Term where we focus on needs over the pre-birth period to age five 
 

• The Medium and Longer Term where we focus on the period from age nine 
onwards as this represents the period by which conventionally the Early Years 
are complete. In turn we have divided this period into two sub-periods (ages 9-
18 and age 19 plus) to capture distinct phases of demands on public services 

 
18. We have developed hypothetical narratives for both periods to illustrate examples 
of an individual with moderate and severe additional needs as compared to those who 
need only access universal services.  These narratives are based upon information from 
Scottish & UK Government statistics, and a range of research papers outlining case 
studies relating to individuals with high levels of demand for public services 7. The 
hypothetical narratives are not designed to represent an average of any particular 
                                            
6 For example, see New Economics Foundation (2010) “The economic and social return of Action for Children’s East 
Dunbartonshire Family Service” for an evaluation that points to such early success.  
7 See Scottish Children’s Reporter Administration Research papers, and Godfrey et al (2002) Estimating the Cost of 
Being "Not in Education, Employment or Training" at Age 16-18. 
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group, but have been developed to represent three quite diverse, but credible, life cycle 
pathways, reflecting circumstances in Scotland.  
 
19. We present full details of the hypothetical pathways in paragraphs 21 to 33 below. 
For each pathway we provide a short narrative describing a likely outcome and an 
illustration of the public services such an individual is likely to demand. We then 
calculate the potential cost to the public sector of providing the services described in 
each of these pathways.  
 
20. The cost information that we have been able to use in this study has typically been 
taken from national data on expenditure and divided by a scale variable to derive a very 
simple unit cost. It has not been possible to obtain expenditure by specific groups or on 
specific individuals so it is likely that our simple unit cost data underestimates the cost of 
some of the services demanded by both modest and severe individuals, but particularly 
so the services demanded by those at the more extreme end of the two ranges. For this 
reason our estimates probably represent a lower bound of costs.  
 
Short Term Narrative and Costs  
 
21. Table 1 below provides our illustrative narrative for the baseline, moderate 
additional needs and severe additional needs from pre-birth to the age of five years. We 
then identify a corresponding set of service demands that a child in each of the three 
pathways would be likely to make. The levels of service demand were estimated using 
research evidence into the consequences of substance misuse in the ante-natal period, 
the impact of parenting programmes and their ability to mitigate against conduct 
disorders, and the benefits of pre-primary education8. In Table 2 below we provide 
illustrative examples of some of the services demanded by a child in each of the three 
pathways.9  
 
 
 
 
 
 
 
 
 
 
 
 

                                            
8 For examples see Edwards et al (2007) “Parenting programme for parents of children at risk of developing 
conduct disorder: cost effectiveness analysis”, BMJ. Also Institute for the Study of Children, Families and Social 
Issues (2007) “Effective Provision of Pre-School Education” (online), http://www.iscfsi.bbk.ac.uk/projects/effective-
provision-of-pre-school-education, (accessed May 2010). Scottish Government (2007) “The Societal Cost of Alcohol 
Misuse in Scotland for 2007” 
9 Full details are available from the Scottish Government on request.  
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Table 1: Narrative around Early Years Policies: Short Term  
 
 Baseline 

 
Moderate 
Additional Needs 
 

Severe Additional 
Needs 

Maternal 
Health 

General health of 
mother and child 
good. Low 
demand for 
additional 
services 

Low birth weight, 
pre-term baby (32-
36 weeks) due to 
mother’s substance 
misuse. Baby has 
behavioural and 
developmental 
problems 

Child has limiting 
long term illness due 
to mother’s 
substance misuse 
during pregnancy 

Parenting 
Programme 

Strong parent 
child relationship 
and good child 
development and 
behaviour 

Poor parent child 
relationship and 
poor child 
development and 
behaviour, child put 
on child protection 
register 

Breakdown in parent 
child relationship and 
parent and child 
displaying harmful 
and violent behaviour 

Pre-school Child is engaged 
and willing to 
learn when 
starting primary 
school.  Has no 
behavioural or 
development 
problems. 

Child has problems 
engaging with 
learning. Shows 
signs of ADHD. 

Child has problems 
engaging with 
learning. Disruptive 
and violent behaviour 
in class that leads to 
exclusion and 
attendance of special 
school 

 
22. The final step is to use our estimates of the unit costs of service delivery to cost 
the illustrative services demanded under each pathway. These costs are then converted 
to figures known as present values which represent the total costs of the services over 
the initial period of a child’s life but expressed in constant prices and to take account of 
the cost of borrowing over time.   
 
Table 2: Illustrative Public Services Demanded by Children: Short Term 
 
 Baseline 

 
Moderate 
Additional Needs 
 

Severe Additional 
Needs 

Maternal 
Health 

Standard Ante-
natal Care 

Special care baby 
unit. 
 
Sick Children’s 
Hospital Inpatient  

Sick Children’s 
Hospital Inpatient 
Additional Cost of 
pre-term birth 
associated with 
mothers who are 
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substance abusers 
Parenting 
Programme 

 Family Support 
Workers 
 
Looked after child 
at home 

Family Support 
Workers and Child 
Psychiatry 
Outpatients Looked 
After Child with family 
member 

Pre-school Standard School 
Education 

Additional 
education support 
estimated as 
primary placement. 

Residential school as 
a proxy for increased 
need for education 
services 

 
23. Table 3 illustrates the additional cost of these present values broken down by the 
different parts of the Scottish public sector that bear the cost.  To arrive at our estimates 
of the benefits that can be gained by mitigating the need for additional service provision 
we subtract the baseline present value from both the moderate and severe present 
values. If we express these net present values as annual figures we arrive at the 
potential savings each year of £5,100 for a child with moderate additional needs and 
£37,400 for a child with severe additional needs.  
 
24. We discussed above how we could gross these per child estimates up to provide a 
global figure for Scotland. If we take the number of looked after children in this age 
range as a proxy for those with moderate additional needs and the number of children in 
a residential setting in this age range as a proxy for those with severe additional needs 
we arrive at a total potential annual saving of £5.4 million across Scotland.10 This saving 
is based on the strong assumption that a package of interventions can completely 
mitigate the additional needs we have identified. 
 
25. We explored using several different proxy population groups. The proportion of 
looked after children in the population was adopted as a proxy measure as it relates to a 
group with relatively high, and differing, levels of need, and is therefore an appropriate 
estimation. It is however a small proportion of the overall population, and a conservative 
estimate of the size of the moderate and severe groups. 
 
26. We estimated that for the moderate case the largest proportion of the additional 
potential savings would accrue to Health, with Social Work and Education also 
experiencing some saving. In the severe case both Social Work and Health are 
estimated to accrue relatively large additional savings (£141,404 and £83,370 
respectively over the pre-birth to 5 years old period).  
 
 
 
 

                                            
10 We have performed some simple sensitivity analysis of plus or minus 25% on the numbers of children with 
moderate and severe additional needs that gives a range of £4.1 million to £6.8 million.  
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Table 3: Present values of costs per child for Moderate Additional Needs and 
Severe Additional Needs: Short Term (Pre-birth – 5 years old) 
 

  
NPV11 Short-
term cost 

TOTAL NPV 
Short-term cost 

HEALTH £20,026 

EDUCATION £2,880 

Additional 
Cost of 
Moderate 
Outcome 
Scenario 

SOCIAL 
WORK £7,489 

£30,395 

HEALTH £83,370 

EDUCATION £0 

Additional 
Cost of 
Severe 
Outcome 
Scenario 

SOCIAL 
WORK £141,404 

£224,774 

 
Medium & Longer Term Narrative and Costs 
27. We take a similar approach to estimating the potential for medium and longer term 
savings from mitigating the additional demands for public services and transfer 
payments made by individuals with moderate and severe additional needs. This is more 
familiar territory for the analysis of Early Years interventions. However, we should 
remember that our methodology remains one of identifying the scale of potential 
savings that was used above. We do not – as other studies do – present evaluation 
evidence in the form of clearly identified savings that allow calculation of a rate of return 
on Early Years investments.  
 
28. Table 4 below illustrates the basic medium and long term narrative, Table 5 
provides some illustrative examples of the public services demanded by individuals 
following the three pathways.  
 
Table 4: Narrative around Early Years Policies: Medium and Long Term  
 
 Baseline 

 
Moderate Additional 
Needs 
 

Severe Additional 
Needs 

 • Works P/T & F/T 
while studying. 

• Buys own home. 
• Has 2 children. 

Living with partner 
and 2 children. 

• Works F/T until 
retirement at 60. 

• Foster/Kinship care 
until 16 years old. 

• 6 month spell in 
Residential Care 

• Periodic 
redundancy. 

• Sheriff Court 
Summary case. 

• Several welfare and 
offence referrals to 
reporter. 

• Community care 
followed by 
residential care 

• Criminal behaviour 
• Chronic poor health 

                                            
11 Net Present Value 
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• Prostate cancer 
• Periodic use of GP 

and Nurse services 
• Glaucoma. 
• Hip replacement 
• Dies at 83 

• Lives in LA housing
• Has 2 children. 
• Bronchitis 
• Lung Cancer 
• Dies at 70 

• Chronic Liver 
Disorders – 
Ongoing. 

• Dies at 50 
 
 

 
 
Table 5: Illustrative Public Services Demanded by Individuals: Medium and Long 
Term 
 
29. The final step is to use our estimates of the unit costs of service delivery to cost 
the illustrative services demanded under each pathway. These costs are then converted 
to figures known as present values which represent the total costs of the services over 
the initial period of a child’s life but expressed in constant prices and to take account of 
the cost of borrowing over time.   
 
 Baseline 

 
Moderate 
Additional Needs 
 

Severe Additional 
Needs 

 GP/Hospital Visits 
 
Pension 
 

Kinship/Foster Care
 
LA Housing 
 
Courts System 
 
Transfer Payments 
(JSA, Housing 
Benefit, CTC) 
 
Hospital treatment 
linked to 
smoking/Drinking 
 

Residential care 
 
Courts and prison 
System 
 
Drug testing orders, 
rehabilitation 
 
Transfer Payments 
(JSA, Incapacity 
benefit) 
 
Hospital treatment 
linked to substance 
abuse 

 
Table 6: Present values of costs per individual for Moderate Additional Needs and 
Severe Additional Needs: Medium and Long Term (9 years old onwards) 
 
30. Table 6 summarises the present values of costs for the Medium and Long Term, 
splitting them by those costs that are associated with devolved issues, and those 
associated with reserved issues. Most of the present value of the cost is associated with 
Local Authority Social Work and Health spending, though the discounting technique 
used does serve to discount heavily those costs incurred in later life. 
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NPV 9 to 18 
years 
(Medium 
Term) 

NPV 19 
years +  

Total NPV 9 
years + 
(Long Term) 

UK Public 
Sector 
only 

£0 -£5,665 -£5,665 Additional 
cost of 
Moderate 
Outcome 
Scenario 

Scottish 
Public 
Sector 
only 

£137,212 -£11,301 £125,911 

UK Public 
Sector 
only 

£1,974 £38,588 £40,563 Additional 
Cost of 
Severe 
Outcome 
Scenario 

Scottish 
Public 
Sector 
only 

£616,449 £177,609 £794,059 

 
31. Medium term savings were estimated over the first 10 years after the early years 
period, between 9 and 18 years of age. Using Looked After Children as a proxy for 
those individuals with moderate difficulties, and those in residential care as a proxy for 
the severe cases, it is estimated that the total potential saving resulting from 100% 
effective interventions early in life (pre-birth to aged eight) could initially be up to £131m 
per annum, in the medium term. 
 
32. In the longer term, a failure to effectively intervene to address the complex needs 
of an individual in early childhood can result in a nine fold increase in direct public costs, 
when compared with an individual who accesses only universal services. Table 7 shows 
the potential reduction in the net public cost to the public sector resulting from reducing 
an individuals “severe” pathway by a given percentage. 
  
Table 7: Present values of potential % cost reductions  Severe Additional Needs: 
Long Term (9 years old onwards) 
 
Target % reduction in NPV 
public cost 5.0% 10.0% 15.0% 20.0% 

Potential Reduction in NPV 
Public Cost £47,000 £94,000 £142,000 £189,000 

 
33. A package of effective early years interventions designed to reduce the frequency 
and type of service demanded by those individuals experiencing severe pathways could 
have a significant impact on the outcomes for those individuals, and therefore a 
reduction in the level of cost to the public sector. For example, a ten percent reduction 
in the total cost to the public sector of an individual’s severe pathway could result in a 
potential saving of approximately £94,000 per individual. 
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 3. CONCLUSIONS 
 
34. Our financial modelling of short term savings from investing in early years / early 
interventions from pre-birth to aged five suggest that there are potential net savings of 
up to £37.4k per annum per child in the most severe cases and of approximately £5.1k 
per annum for a child with moderate difficulties in the first five years of life. While these 
savings may be modest in comparison to the well known longer term savings they are 
still significant.   
 
35. The short term costs of failing to mitigate against the most severe cases are 
incurred largely by Local Authorities and health services, particularly through 
engagement with Social Services, Maternal Health interventions and costs associated 
with not being ready for school education. 
 
36. The model also demonstrates that there are potential medium term net savings to 
the public sector that can be realised 10 years after the early years period. Using 
Looked After Children as a proxy for those individuals with moderate difficulties, and 
those in residential care as a proxy for the severe cases, it is estimated that the total 
potential saving resulting from 100% effective interventions early in life (pre-birth to 
aged eight) could initially be up to £131m per annum, in the medium term. 
 
37. In the longer term, a failure to effectively intervene to address the complex needs 
of an individual in early childhood can result in a nine fold increase in direct public costs, 
when compared with an individual who accesses only universal services. A package of 
effective early years interventions designed to reduce the frequency and type of service 
demanded by those individuals experiencing severe pathways could have a significant 
impact on the outcomes for those individuals, and therefore a reduction in the level of 
cost to the public sector. For example, a ten percent reduction in the total cost to the 
public sector of an individual’s severe pathway could result in a potential saving of 
approximately £94,000 per individual. 
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ANNEX: COST ASSUMPTIONS  
 
This annex focuses on the Health, Education, Social Work, Housing, Court/prosecution 
and Transfer Payment public costs estimates. It is accepted that there will be other 
direct/social costs incurred throughout an individual’s life cycle (such as the cost of 
crime), opportunity costs and also contributions to the public sector which would offset 
costs incurred. For simplification of comparison these costs have been omitted. 
 
All costs are apportioned to the child, such as those associated with birth etc. It is 
accepted that the cost estimates may differ along gender lines, though this is beyond 
the scope of this analysis. 
 
Education: Per head learner costs have been estimated using Education Analytical 
Services data for Pre-Primary, Primary, Secondary, HE/FE and Modern 
Apprenticeships.  Education and training are included as costs in this exercise, though it 
is accepted that spending on education can be viewed as an investment, and there are 
benefits generated as a result of gaining higher qualifications, such as higher wages 
and therefore more likely to generate a return in the form of higher tax receipts and 
productivity increases. 
 
Employment: Employment costs are largely the cost of the transfer payments made as 
a result of unemployment, and use the most recent Scottish averages from the 
Department for Work and Pensions (Jobseekers Allowance, Incapacity Benefit, State 
Pension). Change to the future level or structure of these payments has not been 
included for this analysis. Current Scottish Averages were used, and transfer payments 
discounted to present values. Transfer payment estimates do not include the costs of 
administering the social security system.  
 
Housing: Detailed data on the average or unit costs to the public sector of providing 
social housing was not available.  A proxy measure, Local Housing Allowance (LHA), 
was substituted.  LHA replaced what was formerly Housing Benefit, paid to tenants on 
low incomes.  2009 data on the average level of LHA in Scotland was calculated from 
Scottish Government data.   
 
Social Services: The main social services costs that were estimated were with respect 
to looked-after children.  Rough estimates of costs associated with looked-after children 
were available from Education Analytical Services. There is little robust data on the unit 
cost of Social Work services to older people and the range of adult services (mental 
health, substance misuse, learning difficulties, disabilities, and criminal justice social 
work). These areas account for approximately a third of all Social Work spending, and 
therefore costs are likely to be an underestimate of the true cost with respect to the 
severe case study.  Furthermore, a large proportion of Social Work expenditure is 
defined as assessment, though it is difficult to disaggregate this into a unit cost, again 
underestimating the total cost of those accessing social services.  
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Criminal Activity: Recent data on incidence of crime, average sentences and criminal 
justice unit costs were available from the Scottish Government for the adult criminal 
justice system.  Costs available included per case costs of legal aid, prosecution costs 
and disposals e.g. prison.  Incidence of crime and sentencing data was used to make 
assumptions about the criminal activity engaged in and sentences passed for 
convictions.     
 
Data was not available on the costs of arrests that do not lead to conviction e.g. 
cautions, nor any direct costs to the police force (such as crime management, public 
order, community safety etc) 
 
Health: Health data was taken from the ISD cost book 2009, the only source of 
published costs information for NHS Scotland (NHSS), and provides a detailed analysis 
of where resources are spent in the NHSS.  Cost estimates for specific treatments and 
conditions utilised the Scottish National Tariff Project, which uses data collected via the 
Costs Book project.  Tariffs are based on national reference costs which provide unit 
cost information for a wide range of procedures and treatments carried out in Scottish 
hospitals.  
 
Costs not included: 
 
Policing: No unit cost data readily available for Policing. 
Adult Social Services: No unit cost data readily available for adult Social Services 
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News 
  

November 15, 2010 
 

 

 
Economic benefits of early years support  
Research shows effective investment in children’s early years could save £131m 
a year 
 
New research into the financial impact of effective early years support for children in 
Scotland shows it could save the public purse up to £131 million a year in the medium 
term. 
 
A wide range of international studies have already shown the substantial benefits of 
effective early intervention for children, mainly from pre-birth to the age of eight.  
 
This Scottish Government study builds on that research by looking specifically at the 
benefits in Scotland – in the short, medium and long term - for children with no 
additional needs, children with moderate additional needs and children with severe 
additional needs. 
 
The key findings were: 
 
- The short term savings from investing in early years services and support from pre-
birth to aged five could be up to £37,400 a year per child in the most severe cases - 
children who have complex health and social care needs, and approximately £5,100 a 
year for a child with moderate health and social care needs.  
 
- The potential medium term savings, if interventions from pre-birth to eight are 100 per 
cent effective, could be up to £131 million a year across Scotland, while in the long 
term, failure to effectively intervene to address the complex needs of a child in early life 
could result in a nine fold increase in costs to the public purse.  
 
- A package of effective early years support to reduce the frequency and type of 
services demanded by children with the most severe needs could have a significant 
impact on improving outcomes for them and reducing long term costs to the public 
purse. If earlier, effective support could be given to a child with the most severe needs, 
resulting in a 10 per cent reduction in the total amount paid out to cover services later in 
life, this could result in a potential savings of around £94,000 for each individual. 
 
Cabinet Secretary for Education and Lifelong learning, Michael Russell, said: 
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“There is a comprehensive range of evidence which shows that the early years are 
crucial to a child’s health, development and life opportunities. By providing the right 
support in those early years we can help reduce the risk of poor health, poor 
educational outcomes and poor employment opportunities for the most disadvantaged 
children. International evidence has also shown that investing a pound during those 
early years can save the public purse between three and seven pounds later on.  
 
“This new Scottish Government study highlights the potential short, medium and long 
term savings here in Scotland of effective early intervention and estimates that the 
medium term savings could be up to £131 million a year, while failure to intervene 
effectively during those early years could cost nine times more to the public purse in the 
longer term. 
 
“Across Scotland there is already a great deal of good work underway to improve 
outcomes in the early years. However, as I said at the Children’s Summit in June, we 
need to continue to build on and accelerate that work given the benefits this will have for 
children and society as a whole. This study will help add to the range of evidence which 
already exists on the importance of and benefits of early intervention so that service 
providers can consider this when planning for the future.”  
 
John Swinney, Cabinet Secretary for Finance and Sustainable Growth, said:  
 
“This study follows extensive work the Scottish Government and COSLA have been 
jointly carrying out in relation to developing support for early years.  This study presents 
an opportunity to build on this joint work and, more generally, on the strong partnership 
that now exists between national and local government in Scotland. 
 
“I hope that other key members of Community Planning Partnerships will also find the 
report of use in terms of considering future budget priorities.” 
 
Background 
 
This study has been published on the Scottish Government website and is available 
from the following link: http://www.scotland.gov.uk/Topics/Research/by-topic/children-
and-young-people/EarlyYears
 
In conducting this study, the approach taken by Scottish Government researchers was 
to construct hypothetical pathways for three cohorts of children.  
 
The first pathway provides the baseline and represents a child who receives a package 
of standard universal services and has no additional needs. The second pathway 
represents a child who has moderate additional needs. The third pathway represents a 
child who has severe additional needs.  
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For the purposes of the study, the numbers of looked after children in the community 
were a proxy for the size of the modest needs group of children, while the number of 
looked after children in residential and secure care provided the proxy for those with 
severe additional needs.   
 
The model examines hypothetical, but realistic, life journeys for the two additional needs 
groups during the short term - from birth to five years - and during their full lifetime, and 
calculates the estimated additional costs to the public purse for these two groups in 
comparison with children with no additional needs.   
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Scottish Government’s Draft Budget 2011-12 
 
Budget Briefing 
 
 
THE SCOTTISH GOVERNMENT’S BUDGET 2010: THE WINNERS AND LOSERS 
 
This initial briefing aims to highlight the respective winners and losers arising from the 
Government’s 2011-12 Draft Budget announcement. Table A in the appendix provides a 
detailed breakdown of the departmental spending for 2011-12, the reduction or increase in 
spending compared to the current financial year, 2010-11, and the percentage change this 
represents in both nominal terms and real terms (ie, taking into account the effects of 
inflation). Unless otherwise stated, the figures quoted are in real 2010-11 prices.  
 
Overview 
 
 As expected, the Scottish Government has provided detailed spending and revenue 

raising plans for only next year, 2011-12. This makes long-term planning for those in 
receipt of public funds extremely difficult. Do those who get a real terms increase 
assume they are safe for the rest of the spending review period and so plan 
accordingly? Do those with significant real terms cuts hang on in by spending 
whatever reserves they may have in the expectation (or hope) things may improve in 
the next round? The May election may well have focussed the Scottish Government's 
mind but the Christie Commission on public services provides little comfort for those 
who wish to make sensible long-term service commitments. 

 
 The impact on the Scottish economy from this budget is unclear. Short-term jobs 

retention is a target via the hoped for imposition of a pay freeze. Longer-term growth 
measures are however open to question. The UK Government's Spending Review 
resulted in Scotland facing a -£803 million cut in its capital allocation next year. The 
actual cut is less and so some reallocation from resource to capital spending has taken 
place. Without the carryforward of the unspent £100 million of capital this year, the 
cash cut to Scotland's capital budget would have been -£786 million meaning the 
viring of funds appears to be in the order of £15-20 million.  

 
 With capital hungry projects such as the Forth Crossing now requiring substantial 

levels of funding to proceed, the use of other financing mechanisms (such as PPPs, 
not-for-profit models, tax incremental financing (TIF), etc) is a now much needed and 
welcome move. The question of whether the financial sector is equally willing or 
indeed able to provide large quantities of new types of financing may provide 
Ministers with a further new challenge. 
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 More generally, what can be said about the implications of the budget for longer-term 
economic growth? The Scottish Government has been keen to indicate that they are 
protecting capital spending because this benefits growth more than resource spending. 
Is this really reflected in the budget where the largest cuts in capital allocations were 
in areas like the Scottish F&HE Funding Council; Scottish Water (a special case 
perhaps); the prison service; housing & regeneration; rail services; other lifelong 
learning; enterprise, energy & tourism? Apart from prisons, it might be argued that the 
others have an above average impact on long-term sustainable growth, so the evidence 
that this budget sets out to protect growth and/or jobs is not clear-cut. 

 
 Large retailers will have to face a 3% real terms increase in their non-domestic rates 

(NDR) bills as over £60 million is being raised to support Scottish local authority 
spending. This measure may well undermine jobs growth as retailers are also having 
to absorb the effects of lower demand following these public spending cuts, the pay 
freeze and the rise in VAT. 

 
 The local government settlement is relying on this NDR income and the £70 million 

for the council tax freeze. Even then the % cut is -5.5% in real terms, larger than the 
Scottish average for Total Managed Expenditure (ie, TME, the relevant benchmark 
figure) of -5%, and larger still compared to the Scottish TME excluding local 
government at -4.8%. Without the NDR rise (which will need Parliament to approve) 
the cut will be worse. The likelihood of a local authority finding council tax rises 
attractive also seems unlikely. 

 
 A public sector wage freeze for all those earning above £21,000 will help sustain more 

employment in the next 12 months. However, it is not clear that this will be possible 
given the variability of contracts currently in place. If it is not achieved then jobs and 
services will be at risk. The burden of non-delivery on a pay freeze has been passed on 
to all in the public sector. 

 
 Efficiency savings have again been highlighted as a means of helping balance the 

books. The target for next year is 3% and for some, if achieved, they will have been 
given a standstill budget. However, with no independent audit of the previous 
efficiency programmes in Scotland, and evidence from Whitehall's programmes that 
probably about one third are true efficiencies, there must be a real danger that such a 
programme will simply add additional pressures to cut the quantity or quality of 
services or both. 

 
 As we knew from the UK Comprehensive Spending Review, Total Managed 

Expenditure (TME) will fall next year, by -5% in real terms or by -£1.75 billion. The 
Scottish Government’s discretionary spending (ie, Departmental Expenditure Limit or 
DEL) falls by -£1.74 billion or -6%. The cash terms reduction is -£1.22 billion, 
marginally less than anticipated due to a carry over of £100 million unspent capital in 
2010-11.  

 
 DEL Resource (spending for revenue support, eg, wages) falls by -2% or -£531 

million in cash terms next year and -3.9% or -£1 billion in real terms. DEL Capital 
(for infrastructure spending) is set to fall by over one quarter next year down -£686 
million in cash terms or -£735 million in real terms. 
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TME & DEL 
 
The budget estimates for DEL (Departmental Expenditure Limit or discretionary spending), 
AME (Annual Managed Expenditure or spending outwith the control of Ministers) and TME 
(DEL plus AME) are set out in Table 1. 
 
Table 1: Scottish Government Draft Budget 2011-12, £ million (Departmental totals) 

 2010-11 2011-12 2011-12  change  
 cash cash real £real %cash %real 
Health & Wellbeing 11,662.4 11,758.4 11,539.2 -123.2 0.8% -1.1% 
Local Government 9,585.5 9,046.5 8,877.8 -707.7 -5.6% -7.4% 
Education & Lifelong Learning (ELLL) 2,715.0 2,481.1 2,434.8 -280.2 -8.6% -10.3% 
Finance & Sustainable Growth (F&SG) 2,473.5 2,219.2 2,177.8 -295.7 -10.3% -12.0% 
Justice 1,435.0 1,267.5 1,243.9 -191.1 -11.7% -13.3% 
Rural Affairs & the Environment 594.4 539.4 529.3 -65.1 -9.3% -10.9% 
Office of the First Minister 279.8 255.1 250.3 -29.5 -8.8% -10.5% 
Scottish Government Administration 262.0 236.0 231.6 -30.4 -9.9% -11.6% 
Crown Office and Procurator Fiscal Service 118.2 108.1 106.1 -12.1 -8.5% -10.3% 
Scottish Parliament & Audit Scotland 98.7 95.9 94.1 -4.6 -2.8% -4.6% 
TOTAL DEL 29,224.5 28,007.2 27,485.0 -1,739.5 -4.2% -6.0% 
TOTAL AME 5,513.2 5,612.4 5,507.8 -5.4 1.8% -0.1% 
Total Managed Expenditure (TME) 34,737.7 33,619.6 32,992.7 -1,745.0 -3.2% -5.0% 

* Note: The overall Local Government change needs to include the AME allocation for non-domestic rates AND the 
contribution made by other departments (see separate section below). 
 

 The overall real terms reduction in total spending next year is -5% (-£1.75 billion), or  
-3.2% in cash terms (-£1.12 billion). This is marginally better than expected because 
of the carrying forward of a £100 million un-spent capital allocation this financial 
year.  

 
 Total discretionary spending DEL falls by 6% in real terms whilst the total AME 

allocation (funding from Whitehall to cover teachers and NHS pension obligations, 
impairment charges in the NHS, student loan obligations and non-domestic rates 
income) remains broadly unchanged.  

  
 Justice has taken the largest % cut at this aggregate level, down more than 13% next 

year. Finance and Sustainable Growth (F&SG) and Education and Life Long Learning 
(ELLL) are the two largest casualties if we look at the over £s reduction; F&SG is set 
to fall by -£0.3 billion whilst ELLL falls marginally less at -£0.28 billion. 
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Departmental position 
 
These aggregate figures mask significant variations at the more detailed sub-department level 
(see Table 2). 
 

 
Table 2: Largest Winners & Losers, Total DEL, £ million 

 2010-11 2011-12 2011-12  change 
 cash cash real £real %cash %real 
"Winners"       
Learning 126.0 156.9 154.0 28.0 24.5% 22.2% 
Sport 54.1 66.4 65.2 11.1 22.7% 20.4% 
Ferry Services in Scotland 101.9 109.0 107.0 5.1 7.0% 5.0% 
Motorways & Trunk Roads 544.1 557.6 547.2 3.1 2.5% 0.6% 
"Losers"       
Scottish F&HE Funding Council 1,786.1 1,570.3 1,541.0 -245.1 -12.1% -13.7% 
General Register Office for Scotland 21.9 19.0 18.6 -3.3 -13.2% -14.9% 
Forestry Commission (Scotland) 55.1 47.7 46.8 -8.3 -13.4% -15.0% 
Corporate & Central Budgets 9.5 8.2 8.0 -1.5 -13.7% -15.3% 
Research, Analysis & Other Services 95.7 82.0 80.5 -15.2 -14.3% -15.9% 
Scottish Court Service 93.5 79.9 78.4 -15.1 -14.5% -16.1% 
Housing & Regeneration 488.0 393.8 386.5 -101.5 -19.3% -20.8% 
Scottish Prison Service 469.9 365.5 358.7 -111.2 -22.2% -23.7% 
Planning 5.3 4.1 4.0 -1.3 -22.6% -24.1% 
Third Sector & Social Enterprise 35.5 27.0 26.5 -9.0 -23.9% -25.4% 
Accountant in Bankruptcy 5.2 3.2 3.1 -2.1 -38.5% -39.6% 
Committees, Comm & Other Expenditure 31.4 18.4 18.1 -13.3 -41.4% -42.5% 
Scottish Water & Climate Change 62.0 -88.0 -86.4 -148.4 -241.9% -239.3% 

 
 The Learning sub-department is the biggest % winner with an increase of 

almost 25% cash or 22% real terms next year. This real terms increase appears 
to be achieved by a £37 million increase in Schools, People & Places to 
support capital expenditure, ie, it does not necessarily mean it will be 
continued into 2012-13 and beyond. 

 
 Perhaps not surprisingly, given we are in the run up to the 2014 

Commonwealth Games, Sport is the 2nd "winner". Total spending on Sport is 
set to rise by 20% in real terms or by £11 million next year. However, whilst 
the contribution to the Commonwealth Games rises by just over £15 million, it 
is in sharp contrast to the £2 million cut being experienced in the Sport and 
Physical Activities budget. 

 
 The 5% real terms increase to Scotland's Ferry Services is aimed at 

maintaining affordable fares for next year; this budget item receives an uplift 
of over £16 million out of a total increase in the overall budget line of £5.1 
million. Support for the Road Equivalent Tariffs (for the services to the 
Western Isles, Coll and Tiree) falls by -£2.8 million and the funding for new 
ferries and piers maintenance drops by almost -£7 million out of a total 2010-
11 budget of £14.8 million. So even within one of the winning budget lines, 
there are also significant losers. 
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 Motorways and Trunk Roads (M&TR) are the only other main winner at this 

level, with a real terms increase of £3.1 million. This translates into only a 
0.6% real terms growth in a 2010-11 budget of over £0.5 billion. The budget 
line now includes a significant allocation for the Forth Crossing at £170 
million (in cash terms), up from £30 million in 2010-11. Three other M&TR 
budget items also rise: structural repairs up £15 million (more than double the 
2010-11 allocation), an additional £11 million to support the Forth & Tay 
Bridge Authorities (again more than double their collective 2010-11 funding) 
and an increase in the Design, Build, Finance and Operate (DBFO) payments 
of 11 million, a real terms increase of over 20%. Spending for network 
strengthening and improvement, road improvements and routine and winter 
maintenance all fall in real terms next year by -74%, -52% and -2% 
respectively. 

 
 The two biggest "losers" are Scottish Water and Scotland’s Higher and Further 

Education institutions. The latter faces the largest real terms cut, falling -£245 
million in the year. The majority of this is in capital spending for both higher 
and further education institutions which falls -£120 million in real terms, a 
decline of almost -60%. Current spending has also been cut, by -7.6% for 
further education colleges and -8.1% for higher education institutions. These 
are substantially more than the Scotland's DEL resource budget cut of -3.9%. 
This further and higher education cut may well reflect what has happened in 
England but the funding arrangements north and south of the border are quite 
different. The need for greater clarity on how Scotland's higher and further 
education is to be funded just grows.  

 
 Scottish Water's budget reduction is interesting for a different reason. The 

Scottish Government has effectively forced Scottish Water to use its surplus 
cash to fund its 2011-12 water capital investment programme. Whether this is 
a prudent move depends on whether this then leaves Scottish Water with 
insufficient borrowing overall, or less of a cash buffer to help it meet any 
unexpected future capital cost increases. If the borrowing levels are to be 
restored in the future, this "cut" means this Administration has in effect 
borrowed £140 million from Scotland's future budget allocations.  

 
 Other notable reductions are the -£111 million cut in the Scottish Prisons 

Service (SPS) budget and the -£102 million in the Housing and Regeneration 
spend line. There is a -67% cut in the SPS capital line (reflecting the 
completion of the new Low Moss prison) and a -6% cut in SPS current 
spending which is partly off-set by a reallocation of prisoner healthcare to 
Health. 

 
 Housing and Regeneration spending falls by -£109 million next year, or -22%. 

Of this, direct social housing support falls by -15% (down -£47.8 million) 
whilst support for the wider roles of energy efficiency, regeneration and 
private housing falls by more than one quarter, ie, down -£43.7 million. For 
substantially more social housing to be delivered it is clear why the Scottish 
Government has signalled it expects those ultimately responsible for delivery 
(eg, local authorities and housing associations) to utilise all possible sources of 
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funding, including previously accumulated cash reserves, efficiencies savings 
and where possible additional rent increases. 

 
DEL Resource 
 
The average reduction in Scottish DEL next year is set to be -3.9% in real terms or -2.% in 
cash terms.  
 
Table 3: Real terms % change in DEL Resource budgets 2010-11 to 2011-12 (Level 2) 

Scottish average real terms cut  -3.9%  
Budgets with cut LESS THAN Scottish average Budgets with cut MORE THAN Scottish average 
Sport (+30.4%) 
Ferry Services for Scotland (+13.7%) 
Health (+0.6%) 
 
Food Standards Agency (-1%) 
Community Justice  Services (-1.2%) 
Scottish Public Pensions Agency (-1.9%) 
Scottish Water & Climate Change (-1.9% 
Police & Fire Pensions (-1.9%) 
Equalities & Social Inclusion (-1.9%) 
Children, Young People & Social Care (-2.2%) 
Drugs & Community Safety (-3.8%) 
 

Committees & Commissions (-41%) 
Accountant in Bankruptcy (-40%) 
Third Sector & Social Enterprise (-25.4%) 
Schools (-21.3%) 
Planning (-18.6%) 
SG Corporate & Central Budgets (-15.3%) 
General Registers Office for Scotland (-14%) 
Other Lifelong Learning (-13.7%) 
Other Transport Policy (-13.7%) 
Scottish Resilience (-13.4%) 
Air Services in Scotland (-11.6%) 
Forestry Commission (-11.5%) 
Enterprise, Energy & Tourism (-11.3%) 
Scottish Government Administration (-11%) 
Criminal Injuries Compensation (-10.9%) 
Rural Affairs Research & Analysis (-10.8%) 
Police Central Government (-10.3%) 
OSCR (-10%) 
Motorways & Trunk Roads (-9.7%) 
Housing & Regeneration (-9.6%) 
Legal Aid (-9.5%) 
EU Supported activities (-9.2%) 
Historic Scotland (-8.8%) 
Culture & Gaelic (-8.4%) 
Scottish F+HE Funding Council (-7.9%) 
Environmental & Rural Affairs (-7.4%) 
Scottish Court Service (-6.8%) 
Crown Office & Procurator Fiscal (-6.8%) 
Rail Services in Scotland (-6.7%) 
Scottish Prison Service (-6.3%) 
LA Grants & Supported Borrowing (-6.2%) 
Forest Enterprise (-6.0%) 
National Archives (-5.8%) 
Europe & External Affairs (-5.4%) 
Students Awards Agency for Scotland (-5.1%) 
Marine & Fisheries (-4.8%) 
Concessionary Fares & Bus services (-4.7%) 
Scottish Parliament & Audit Scotland (-4.2%) 
Courts Group (-4.0%) 
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As Table 3 illustrates, there are 39 budget recipients (at Level 2 classification) that will 
experience a cut in their budget above the average level, whilst 11 will face a below average 
cut. Indeed there are three areas where the Resource DEL rises substantially in real terms: 
Sport (up over 30% due in part to the Commonwealth Games); Ferry Services (up almost 
14%); and health (trailing at a modest 0.6% real terms increase).  
 
If the 3% efficiencies savings target is achieved, then those in the "less than Scottish Average 
cut" group may feel they have had a standstill budget at best. For the rest, even with 
efficiency savings of 3%, their DEL Resource budgets have been cut, severely for some.  
 
Some notable reductions stand out:  
 

 The Accountant in Bankruptcy may be severely challenged if the downturn or sluggish 
growth in the economy causes further company collapses and personal insolvencies.  

 
 The Third Sector is seen as a possible partner in the reform of Scotland's public 

services. A -25% real terms cut in support funding to this sector seems at odds with 
this plan. However, the more detailed Level 3 figures show that the support to the 
sector for capacity building and CPP engagement is still set to rise by 14% in real 
terms, from £20.7 million to £24 million. 

 
 Committees and Commissions includes funding to support public service reform 

which is set to fall by half next year. Whilst some of the budget covers the Standards 
Commission which it is stated is to be transferred to the Scottish Parliament Corporate 
Body, it is not made clear how much is involved in this transfer and so how far the 
public sector reform agenda is being supported by ‘pump-priming’ funds.  

 
DEL Capital 
 
Spending allocated for Capital infrastructure is more concentrated and the fortunes vary 
widely by budget line (see Table 4).  
 

 There are 6 areas at Level 2 that receive a real terms increase in their capital allocation 
next year: Schools (up £52.4 million or a near 5 times increase); Motorways and 
Trunk Roads (up £25.5 million or 8%); Concessionary bus fares (up £7.2 million or an 
almost 3.5 times increase); Enterprise, Energy & Tourism (up £6.8 million or 7.8%); 
Air Services in Scotland (up £2.8 million or 40%); and Historic Scotland (a massive 
106% increase but only £1.1 million in value).  

 
 The major capital losers - between them accounting for more than 80% of the DEL 

capital reductions - are: LA Capital Grants (-£164.3 million); Scottish Water  
(-£140/150 million1

(-£48.4 million). 

); Scottish H&FE Funding Council (-£120 million); Health (-£99 
million); Housing & Regeneration (-£85.6 million); and Rails Services in Scotland  

 
 

                                                 
1 Scottish Water's loan was due to be £140 million in 2011-12, down from £150 million in 2010-11. 
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Table 4: DEL Capital, £ million (Level 2) 

 2010-110 2011-12 2011-12 change change 

 cash cash Real £real %real 

Schools 11.2 64.8 63.6 52.4 468% 
Motorways & Trunk Roads 313.1 345.0 338.6 25.5 8.1% 
Concessionary fares & Bus services 2.1 9.5 9.3 7.2 352% 
Enterprise, Energy & Tourism 87.0 95.6 93.8 6.8 7.8% 
Air Services in Scotland 7.0 10.0 9.8 2.8 40.2% 
Historic Scotland 1.0 2.1 2.1 1.1 106% 
      
LA Grants & Supported Borrowings 843.2 691.8 678.9 -164.3 -19.5% 
Scottish Water & Climate Change 150.0 0.0 0.0 -150.0 -100.0% 
Scottish F&HE Funding Council 209.2 91.0 89.3 -119.9 -57.3% 
Health Capital 577.7 488.2 479.1 -98.6 -17.1% 
Housing & Regeneration 321.0 239.9 235.4 -85.6 -26.7% 
Rail Services in Scotland 400.7 359.0 352.3 -48.4 -12.1% 
Scottish Court Service 20.3 10.4 10.2 -10.1 -49.7% 
EU Support & Related Services 38.9 29.9 29.3 -9.6 -24.6% 
Culture & Gaelic 24.6 16.6 16.3 -8.3 -33.8% 
Police Central Government 20.6 12.5 12.3 -8.3 -40.5% 
Ferry Services in Scotland 14.8 8.1 7.9 -6.9 -46.3% 
ERAD Research 9.1 3.3 3.2 -5.9 -64.4% 
Crown Office & PF Services 7.2 2.7 2.6 -4.6 -63.2% 
Marine & Fisheries 7.2 3.6 3.5 -3.7 -50.9% 
Other Transport Agency Programmes 26.5 23.3 22.9 -3.6 -13.7% 
Committees & Commissions 5.8 3.0 2.9 -2.9 -49.2% 
All other departmental contributions 194.7 96.3 94.7 -100.0 -51.4% 
Total DEL Capital 3,292.9 2,606.6 2,558.0 -734.9 -22.3% 

 
 
Local Government 
 
Table 5: Local Government settlement, £ million (Level 3) 

 2010-11 2011-12 2011-12 change change 

 cash cash real £real %real 

General Resource Grant 8,742.3 8,354.7 8,198.9 -543.4 -6.2% 
NDR and other AME 2,076.3 2,179.5 2,138.9 62.6 3.0% 
Support for Capital 843.2 691.8 678.9 -164.3 -19.5% 
Total LG Portfolio 11,661.8 11,226.0 11,016.7 -654.1 -5.5% 
Other LG in other Portfolios 324.5 322.0 316.0 -8.5 -2.6% 
Total support for local authorities 11,986.3 11,548.0 11,332.7 -653.6 -5.5% 
      
Total Scottish TME 34,737.7 33,619.6 32,992.7 -1,745.0 -5.0% 
LG share of Scottish TME 34.5% 34.3% 34.3%   
      
Total Scottish TME EXCLUDING LG 22,751.4 22,017.6 21,660.0 -1,091.4 -4.8% 

The 2011-12 TME figure has been boosted by the carried forward £100 million. 
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 As the figures show, the local government settlement has been cut by -5.5% in real 
terms. This compares to a -5% real terms cut across the whole of the Scottish TME 
and -4.8% if local government is excluded.  

 
 Its share of total Scottish funding was 34.5% in 2010-11, which now falls marginally 

next year to 34.3%. Excluding the £100 million carry forward funding improves the 
position a little but at two decimal points the share is still down to 34.45%. Whilst a 
marginal fall, it would seem highly likely that badly affected spending areas would be 
more than happy for such a marginal reduction in their share of the total block.  

 
 Local government's funding falls by -£653.6 million. This has been made possible by 

a 3% real terms increase in non-domestic rates (NDR) income, ie, an increased tax on 
large retailers at a time when they will be absorbing the effects of lower levels of 
demand from public sector budget cuts, a public sector pay freeze and the higher VAT 
rate. Raising NDR require Scottish parliamentary approval and so it is by no means 
certain such a real terms increase will be achieved. If it is paired back, will local 
government be expected to bare the full impact, namely a possible -£62.6 million cut 
in the budget line? 

 
Education spending 
 
The UK schools budget is set to rise 0.1% in real terms over the whole spending review 
period. This has helped boost Scotland's block grant from Whitehall as a consequence of the 
application of the Barnett formula. This relative favouring of schools is also a feature of the 
Scottish Government's budget, with schools spending outwith the local government settlement 
also rising (though it is not possible to state if both are funding equivalent activities). Whether 
the overall schools increase is maintained will depend on the extent to which local 
government utilises its reduced General Resource Grant (which is set to fall -6.4% in real 
terms next year) for schools as opposed to any of their other council responsibilities. 
 
Council Tax 
 
The CSR funding given to English local authorities has been set at such a level to deliver a 
freeze in council tax in 2011-12. The Scottish budget offers the possibility of a similar 
outcome with £70 million being set aside to assist councils who choose to freeze the tax for a 
further year. The decision to freeze or not is now very stark; the cut in the local government 
settlement is -5.5% in real terms; but if a council chooses not to freeze then the cut in their 
budget will rise to -8.3%2

 

. To make up the difference, the size of any council tax increase 
next year would then need to be in excess of 8.3% to raise any additional funds. There is no 
doubt this issue will be a key element in party pledges in the run up to the May 2011 Scottish 
Parliament elections. 

Social Care 
 
The UK Government ring-fenced an additional £800 million next year to be held by NHS 
boards to be used on social care pressures. The Scottish Government settlement has 

                                                 
2 The Cabinet Secretary states the average Resource cut for non-protected budget lines is -6.4%. Including 
inflation at 1.9% takes the total real terms Resource cut to -8.3%. It is not possible to verify the -6.4% figure 
from the data provided.  
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earmarked £70 million also to be held by NHS boards for the same purpose, 8.75% of the UK 
equivalent figure.  
 
 
Health 
 
Table 6: Health settlement, £ million (Level 2) 

 2010-11 2011-12 2011-12 change change 

 cash cash real £real %real 

DEL Resource 10,504.2 10,771.6 10,570.8 66.6 0.6% 
DEL Capital 577.7 488.2 479.1 -98.6 -17.1% 
Total DEL 11,081.9 11,259.8 11,049.9 -32.0 -16.4% 
AME* 100.0 100.0 98.1 -1.9 -1.9% 
TME 11,181.9 11,359.8 11,148.0 -33.9 -18.3% 
      
Total Scottish TME 34,737.7 33,619.6

⃰ 
32,992.7 -1,745.0 -5.0% 

Health share of Scottish TME 32.2% 33.8% 33.8%   
      
Total Scottish TME EXCLUDING Health 23,555.8 22,259.8 21,844.7 -1,711.1 -7.3% 

* Note: This is the AME for Health & Wellbeing 
 

 As Table 6 shows, Health DEL Resource has been protected from the cuts, by a £67 
million increase out of a total DEL Resource allocation of £10.8 billion, clearly 
benefiting from the commitment to pass on the Barnett consequentials from health in 
England. However, with severe demand pressures for health services, delivering on 
the 3% efficiency savings target and freezing pay for those earning more than £21,000 
will still be required for there not to be an effective cut. 

 
 Health capital has taken a cut of just over -17% in real terms which, although large is 

still below the average DEL capital cut of -22%. This favouring of health capital over 
say, housing and regeneration is interesting although, given the "lumpy" nature of 
capital spending, it is not possible to determine whether such a bias is one that will 
continue throughout the spending review period. 

 
 Health's share of the total Scottish budget will rise next year from 32.2% to 33.8% 

although, in absolute terms this is less than the local government settlement (Table 5).  
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Concluding remarks 
 
The challenge facing the Scottish Government this year was always going to be difficult 
whoever was in power. The pain of the cuts has been spread around and the Scottish 
Government is hoping it can balance the books by some measures that are out with its control; 
the achievement of a pay freeze for those earning £21,000; the collection of £2.2 billion in 
non-domestic rates; the continuation of a council tax freeze in return for £70 million support; 
the delivery of another round of efficiency savings without puting services at risk.  
 
As to the challenge of longer-term economic growth, Scotland is now more than ever 
dependent on getting best value from those tasked with such policies. Maintenance and 
development of its public infrastructure will now also require striking deals with private 
lenders and accepting the on-going revenue implications of such measures as PPPs, TIF and 
not-for profit models of financing.  
 
Setting only a one year budget is probably all that could have been expected given the 
electoral cycle. If this means radical reform is stalled then uncertainty over future jobs and 
services probably gets worse not better. The cupboard was already pretty bare before this 
settlement was announced. The challenge for all other parties and for the Parliament is to 
outline clearly where the funding mix could or should be altered and for them to outline what 
the spending and revenue raising priorities should be, not just for 2011-12 but for the rest of 
the spending review period.  
 
 
 
 
 
 
 
 
Contacts: 
Jo Armstrong:  07740440766 
Richard Harris: 07969697224 
John Moffat  
John McLaren 
 

November 2010
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Table A: Scottish Government Draft Budget 2011-12, £ million 

 2010-11  2011-12  2011-12   change 
 cash cash real £real cash real 

       
Europe & External Affairs 16.7 16.1 15.8 -0.9 -3.6% -5.4% 
Culture & Gaelic 194.2 174.9 171.6 -22.6 -9.9% -11.6% 
National Archives 10.1 8.9 8.7 -1.4 -11.9% -13.5% 
Historic Scotland 49.3 47.0 46.1 -3.2 -4.7% -6.4% 
Corporate & Central Budgets 9.5 8.2 8.0 -1.5 -13.7% -15.3% 
Office of the First Minister 279.8 255.1 250.3 -29.5 -8.8% -10.5% 
           
Committees, Commiss & Other Expenditure 31.4 18.4 18.1 -13.3 -41.4% -42.5% 
General Register Office for Scotland 21.9 19.0 18.6 -3.3 -13.2% -14.9% 
Third Sector & Social Enterprise 35.5 27.0 26.5 -9.0 -23.9% -25.4% 
Scottish Public Pensions Agency 11.8 11.2 11.0 -0.8 -5.1% -6.9% 
Concessionary Fares & Bus services 255.1 255.3 250.5 -4.6 0.1% -1.8% 
Ferry Services in Scotland 101.9 109.0 107.0 5.1 7.0% 5.0% 
Motorways & Trunk Roads 544.1 557.6 547.2 3.1 2.5% 0.6% 
Rail Services in Scotland 842.8 779.4 764.9 -77.9 -7.5% -9.2% 
Planning 5.3 4.1 4.0 -1.3 -22.6% -24.1% 
Air Services in Scotland 35.1 35.3 34.6 -0.5 0.6% -1.3% 
Scottish Water & Climate Change 62.0 -88.0 -86.4 -148.4 -241.9% -239.3% 
Enterprise, Energy & Tourism 450.3 423.8 415.9 -34.4 -5.9% -7.6% 
Other Transport Policy, Projects a& Agency 76.3 67.1 65.8 -10.5 -12.1% -13.7% 
Finance & Sustainable Growth 2,473.5 2,219.2 2,177.8 -295.7 -10.3% -12.0% 
           
Health 11081.9 11259.8 11049.9 -32.0 1.6% -0.3% 
Housing & Regeneration 488.0 393.8 386.5 -101.5 -19.3% -20.8% 
Equalities and Social Inclusion 27.5 27.5 27.0 -0.5 0.0% -1.9% 
Sport 54.1 66.4 65.2 11.1 22.7% 20.4% 
Food Standards Agency 10.9 10.9 10.7 -0.2 0.0% -1.9% 
Health & Wellbeing 11,662.4 11,758.4 11,539.2 -123.2 0.8% -1.1% 
           
Student Awards Agency for Scotland 428.1 414.1 406.4 -21.7 -3.3% -5.1% 
Scottish F&HE Funding Council 1786.1 1570.3 1541.0 -245.1 -12.1% -13.7% 
Learning 126.0 156.9 154.0 28.0 24.5% 22.2% 
Children, Young People and Social Care 96.9 95.4 93.6 -3.3 -1.5% -3.4% 
Other Lifelong Learning 277.9 244.4 239.8 -38.1 -12.1% -13.7% 
Education & Lifelong Learning 2,715.0 2,481.1 2,434.8 -280.2 -8.6% -10.3% 
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Table A (cont.)  

 2010-11 2011-12 2011-12  change  
 cash cash real £real cash real 

Scottish Prison Service 469.9 365.5 358.7 -111.2 -22.2% -23.7% 
Police Central Government 237.0 210.4 206.5 -30.5 -11.2% -12.9% 
Courts Group 51.1 50.0 49.1 -2.0 -2.2% -4.0% 
Scottish Court Service 93.5 79.9 78.4 -15.1 -14.5% -16.1% 
Drugs & Community Safety  36.0 35.3 34.6 -1.4 -1.9% -3.8% 
Legal Aid 167.9 154.1 151.2 -16.7 -8.2% -9.9% 
Miscellaneous 18.4 18.2 17.9 -0.5 -1.1% -2.9% 
Criminal Injuries Compensation 28.1 25.5 25.0 -3.1 -9.3% -10.9% 
Accountant in Bankruptcy 5.2 3.2 3.1 -2.1 -38.5% -39.6% 
Community Justice Services 30.1 30.3 29.7 -0.4 0.7% -1.2% 
OSCR 3.6 3.3 3.2 -0.4 -8.3% -10.0% 
Police & Fire Pensions 273.5 273.5 268.4 -5.1 0.0% -1.9% 
Scottish Resilience 20.7 18.3 18.0 -2.7 -11.6% -13.2% 
Justice 1,435.0 1,267.5 1,243.9 -191.1 -11.7% -13.3% 
           
Environmental & Rural Services 196.1 186.4 182.9 -13.2 -4.9% -6.7% 
Forestry Commission (Scotland) 55.1 47.7 46.8 -8.3 -13.4% -15.0% 
Forest Enterprise (Scotland) 24.9 23.8 23.4 -1.5 -4.4% -6.2% 
EU Support & Related Services 155.9 138.2 135.6 -20.3 -11.4% -13.0% 
Marine & Fisheries 66.7 61.3 60.2 -6.5 -8.1% -9.8% 
Research, Analysis & Other Services 95.7 82.0 80.5 -15.2 -14.3% -15.9% 
Rural Affairs & the Environment 594.4 539.4 529.3 -65.1 -9.3% -10.9% 
           
Scottish Parliament & Audit Scotland 98.7 95.9 94.1 -4.6 -2.8% -4.6% 
Local Government 9,585.5 9,046.5 8,877.8 -707.7 -5.6% -7.4% 
Crown Office and Procurator Fiscal Service 118.2 108.1 106.1 -12.1 -8.5% -10.3% 
Scottish Government Administration 262.0 236.0 231.6 -30.4 -9.9% -11.6% 
           
Total DEL 29,224.5 28,007.2 27,485.0 -1,739.5 -4.2% -6.0% 
       
Scottish Public pensions Agency 3230.4 3230.4 3170.2 -60.2 0.0% -1.9% 
Education & Lifelong Learning 106.5 102.5 100.6 -5.9 -3.8% -5.6% 
Health & Wellbeing AME expenditure 100 100 98.1 -1.9 0.0% -1.9% 
NDR Income & other LG AME  2,076.3 2,179.5 2,138.9 62.6 5.0% 3.0% 
       
Total Annual Managed Expenditure (AME) 5,513.2 5,612.4 5,507.8 -5.4 1.8% -0.1% 

       
Total Managed Expenditure (TME) 34,737.7 33,619.6 32,992.7 -1,745.0 -3.2% -5.0% 
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Fraser of Allander Institute News Release  

Thursday 11am, 18 November, 2010 

Scottish Budget: Overview and Winners and Losers 

Yesterday the Cabinet Secretary for Finance and Sustainable Growth introduced the SNP 

minority government's proposed Budget for 2011-12. The Budget follows on from the UK 

Comprehensive Spending Review, which was introduced on 20 October of this year and put 

in place a spending 'envelope' for the Scottish government's budget and UK spending 

departments for the next 4 years: 2010-11 to 2014-15. This News Release offers the 

Institute's preliminary comments on: the overall change; the split between capital and 

resource or current spending; and the departmental winners and losers down to Level 2 

spending heads. 

Overall Change 

 The CSR determined the overall Scottish Budget or departmental expenditure limit 

(DEL) year by fiscal year for the next 4 years. 

 On the Scottish government's own figures the DEL is set to fall by -2.7% in cash terms 

and by -11.3% in real terms by 2014-15. 

 The bulk of the cuts fall in 2011-12, the year of the SNP's proposed Budget.  

 The cash cut for 2011-12, as derived from the CSR, is -4.5%. Perhaps surprisingly, this 

is more than the cash cut by 2014-15 because the cash budget rises in 2012-13 by 

1.4% and by 0.7% in 2014-15, while falling slightly by -0.4% in 2013-14. 

 In yesterday's Budget for 2011-12, the DEL cash cut is posted as -4.2%. This is less 

than the -4.5% from the CSR because it appears that the Scottish government has 

been able to bring forward into 2011-12 £100m of monies unspent in the 2010-11 

fiscal year, a procedure known as End Year Flexibility. 

 The real cut in the Scottish DEL, as derived from the CSR by the Scottish government, 

is -11.3% by 2014-15 and for next year it is -6.2%, which again highlights that even 

when predicted  inflation is accommodated the bulk of the real cut (55%) falls next 

year with the remainder (45%) spread over the subsequent 3 years. 

 Yesterday's budget has a real cut in DEL of -6.0% (-5.95% to 2 places of decimals - see 

Table 2) and this lower cut than the CSR would appear to be due to the £100m of 

capital brought into the 2011-12 budget as noted above. 
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 The government is to introduce a one-year pay freeze for public sector staff earning 

more than £21,000pa. 

 It is suggested by other commentators that such freeze sustained across the public 

sector would save £300m. To the extent such a freeze is secured the cuts in services 

will be less than the scale of the spending cuts and some jobs will be saved.  

 A further 3% efficiency saving is to be introduced next year. If such a saving were to 

be realised this would have the effect of further protecting services with an even 

smaller cut than the planned spending cut. 

 Our initial and preliminary examination of the 214 page Budget document has not 

led us to identify whether the government quantifies the effect of pay freeze and 

efficiency savings on the provision of services, overall and by portfolio. 

 

Capital and Resource Spend 

 The CSR indicated, on Scottish government figures, that the capital DEL would fall by 

-30% in cash terms and -37% in real terms by 2014-15. 

 The bulk of that fall was to occur in 2011-12, with a -24% fall in both cash and real 

terms projected. 

 Yesterday's budget revealed that the cut in the capital budget next year will be -21%. 

The cut is slightly less than expected because of the £100m transfer from an under 

spend in 2010-11. 

 A £2.5bn capital infrastructure programme funded from revenue through the Non-

Profit Distributing Model is to commence at some unspecified future date, possibly 

post 2011-12. 

 From Table 1, the main portfolios (above £10m DEL capital spend) experiencing large 

cuts (in cash terms) in their capital budgets next year are: 

o Scottish Prison Service       -65.3% 

o Scottish Further and Higher Education Funding Council   -56.5%  

o Scottish Court Service       -48.8% 

o Ferry Services in Scotland      -45.3% 

o Police Central Government     -39.3% 

o Culture and Gaelic       -32.5% 

o EU Support and Related Services     -23.4% 

 

 The Resource (current spending) budget is to fall by -2.1% in cash terms next year 

around -3% in real terms and 36% of the projected real cut in resource by 2014-15.
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Winners and Losers 

 

 Table 2 presents the real terms change by portfolio and department for total next 

year. 

 

 Table 3 ranks the portfolio DEL changes by highest to lowest. 

 

 The cut in the overall Scottish government DEL is -5.95%, departments with a smaller 

cut than that can therefore be considered 'winners' and the reverse for those with a 

bigger cut. 

 

 The 10 portfolio 'winners' are: 

o Learning      +22.2% 

o Sport      +20.5% 

o Ferry Services in Scotland    +5.0% 

o Motorways and Trunk Roads   +0.6% 

o Health      -0.3% 

o Community Justice Services   -1.33% 

o Air Services in Scotland    -1.42% 

o Concessionary Fares and Bus Services  -1.8% 

o Equalities and Social Inclusion   -1.8% 

o Food Standards Agency    -1.8% 

 

 The 10 portfolio 'losers'1 are: 

o Committees, commissions and other spend -42.4% 

o Accountant in Bankruptcy    -40.4% 

o Third Sector and Social Economy   -25.5% 

o Planning       -24.5% 

o Scottish Prison Service    -23.7% 

o Housing and Regeneration   -20.8% 

o Scottish Court Service    -16.2% 

o Research, Analysis and Other Services  -15.9% 

o Corporate and Central Budgets   -15.8% 

o General Register Office of Scotland  -15.1% 

  

                                                           
1
 We ignore Scottish Water and Climate Change: there is no loan made to SW next year compared to the 

£150m support given in 2010-11. 
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Table 1 Departmental Expenditure Limits: Capital/Resource 
Split 

   

Cash Terms        

 2010-11 2011-12 % Change  

 Capital Resource Capital Resource Capital Resource Total 

 £m £m £m £m    

Europe and External Affairs - 16.7 - 16.1  -3.59  

Culture and Gaelic 24.6 169.6 16.6 158.3 -32.52 -6.66 -9.94 

Corporate and Central Budgets - 9.5 - 8.2  -13.68  

Historic Scotland 1 48.3 2.1 44.9 110.00 -7.04 -4.67 

National Archives of Scotland 2.7 7.4 1.8 7.1 -33.33 -4.05 -11.88 

Total First Minister 28.3 251.5 20.5 234.6 -27.56 -6.72 -8.83 

Scottish Public Pensions 
Agency 

1.1 10.7 0.5 10.7 -54.55 0.00 -5.08 

Committees, commissions & 
other expenditure 

5.8 25.6 3 15.4 -48.28 -39.84 -41.40 

Rail Services in Scotland 400.7 442.1 359 420.4 -10.41 -4.91 -7.52 

Concessionary Fares and Bus 
Services 

2.1 253 9.5 245.8 352.38 -2.85 0.08 

Other Transport Policy, 
Projects and Agency 

26.5 49.8 23.3 43.8 -12.08 -12.05 -12.06 

Motorways and Trunk Roads 313.1 231 345 212.6 10.19 -7.97 2.48 

Ferry Services in Scotland 14.8 87.1 8.1 100.9 -45.27 15.84 6.97 

Air Services in Scotland 7 28.1 10 25.3 42.86 -9.96 0.57 

European Structural Funds -
local authorities 2007-2013 

- - - -    

European Structural Funds -
central government 2007-2013 

- - - -    

Planning 0.6 4.7 0.2 3.9 -66.67 -17.02 -22.64 

Enterprise, Energy & Tourism 87 363.3 95.6 328.2 9.89 -9.66 -5.88 

Scottish Water and Climate 
Change 

150 -88 - -88  0.00  

Third Sector and Social 
Economy 

- 35.5 - 27  -23.94  

General Register Office of 
Scotland 

0.8 21.1 0.5 18.5 -37.50 -12.32 -13.24 

Total Finance & Sustainable 
Growth 

1,009.50 1,464.00 854.7 1,364.50 -15.33 -6.80 -10.28 

Health 577.7 10,504.20 488.2 10,771.60 -15.49 2.55 1.61 

Housing and Regeneration 321 167 239.9 153.9 -25.26 -7.84 -19.30 

Equalities and Social Inclusion - 27.5 - 27.5  0.00  

Sport 16.1 38 15.9 50.5 -1.24 32.89 22.74 

Food Standards Agency 0.1 10.8 - 10.9  0.93  

Total Health and Wellbeing 914.9 10,747.50 744 11,014.40 -18.68 2.48 0.82 

Learning 11.2 114.8 64.8 92.1 478.57 -19.77 24.52 

Children, Young People & 
Social Care 

7.1 89.8 5.9 89.5 -16.90 -0.33 -1.55 

Student Awards Agency for 
Scotland 

0.4 427.7 0.4 413.7 0.00 -3.27 -3.27 
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Scottish Further & Higher 
Education Funding Council 

209.2 1,576.90 91 1,479.30 -56.50 -6.19 -12.08 

Other ELL ( ELL) - 277.9 - 244.4  -12.05  

Total Education & Lifelong 
Learning 

227.9 2,487.10 162.1 2,319.00 -28.87 -6.76 -8.62 

Community Justice Services - 30.1 - 30.3  0.66  

Courts, Judiciary & Tribunal 
support 

- 51.1 - 50  -2.15  

Criminal Injuries Compensation - 28.1 - 25.5  -9.25  

Legal Aid 1 166.9 0.2 153.9 -80.00 -7.79 -8.22 

Miscellaneous - 18.4 - 18.2  -1.09  

Police Central Government 20.6 216.4 12.5 197.9 -39.32 -8.55 -11.22 

Drugs and Community Safety - 36 - 35.3  -1.94  

Scottish Resilence 0.3 20.4 0.3 18 0.00 -11.76 -11.59 

Accountant in Bankruptcy - 5.2 - 3.2  -38.46  

Police and Fire Pensions - 273.5 - 273.5  0.00  

Scottish Court Service 20.3 73.2 10.4 69.5 -48.77 -5.05 -14.55 

Scottish Prison Service 136.8 333.1 47.5 318 -65.28 -4.53 -22.22 

Office of the Scottish Charity 
Regulator 

- 3.6 - 3.3  -8.33  

Total Justice 179 1,256.00 70.9 1,196.60 -60.39 -4.73 -11.67 

EU Support and Related 
Services 

38.9 117 29.9 108.3 -23.14 -7.44 -11.35 

Research, Analysis & Other 
Services 

9.1 86.6 3.3 78.7 -63.74 -9.12 -14.32 

Marine & Fisheries 7.2 59.5 3.6 57.7 -50.00 -3.03 -8.10 

Environmental and Rural 
Services 

8.7 187.4 9.6 176.8 10.34 -5.66 -4.95 

Forestry Commission Scotland 4.4 50.7 2 45.7 -54.55 -9.86 -13.43 

Forest Enterprise Scotland 1.3 23.6 1.2 22.6 -7.69 -4.24 -4.42 

Total Rural Affairs and the 
Environment 

69.6 524.8 49.6 489.8 -28.74 -6.67 -9.25 

Total Administration 10 252 7.5 228.5 -25.00 -9.33 -9.92 

Total Crown Office & 
Procurator Fiscal 

7.2 111 2.7 105.5 -62.50 -4.95 -8.46 

Total Local Government 843.2 8,742.30 691.8 8,354.70 -17.96 -4.43 -5.62 

Total Scottish Parliament & 
Audit 

3.3 95.4 2.8 93.1 -15.15 -2.41 -2.84 

Total DEL 3,292.90 25,931.60 2,606.60 25,400.70 -20.84 -2.05 -4.16 
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Table 2 Departmental Expenditure Limits: Real 
Terms 

   

2010-11 prices    

 2010-11 2011-12 % Change 

 £m £m  

    

Europe and External Affairs 16.70 15.80 -5.39 

Culture and Gaelic 194.20 171.60 -11.64 

Corporate and Central Budgets 9.50 8.00 -15.79 

Historic Scotland 49.30 46.10 -6.49 

National Archives of Scotland 10.10 8.70 -13.86 

Total First Minister 279.80 250.30 -10.54 

Scottish Public Pensions Agency 11.80 11.00 -6.78 

Committees, commissions & other expenditure 31.40 18.10 -42.36 

Rail Services in Scotland 842.80 764.90 -9.24 

Concessionary Fares and Bus Services 255.10 250.50 -1.80 

Other Transport Policy, Projects and Agency 76.30 65.80 -13.76 

Motorways and Trunk Roads 544.10 547.20 0.57 

Ferry Services in Scotland 101.90 107.00 5.00 

Air Services in Scotland 35.10 34.60 -1.42 

European Structural Funds -local authorities 2007-2013    

European Structural Funds -central government 2007-2013    

Planning 5.30 4.00 -24.53 

Enterprise, Energy & Tourism 450.30 415.90 -7.64 

Scottish Water and Climate Change 62.00 -86.40 -239.35 

Third Sector and Social Economy 35.50 26.50 -25.35 

General Register Office of Scotland 21.90 18.60 -15.07 

Total Finance & Sustainable Growth 2,473.50 2,177.70 -11.96 

Health 11,081.90 11,049.80 -0.29 

Housing and Regeneration 488.00 386.50 -20.80 

Equalities and Social Inclusion 27.50 27.00 -1.82 

Sport 54.10 65.20 20.52 

Food Standards Agency 10.90 10.70 -1.83 

Total Health and Wellbeing 11,662.40 11,539.20 -1.06 

Learning 126.00 154.00 22.22 

Children, Young People & Social Care 96.90 93.60 -3.41 

Student Awards Agency for Scotland 428.10 406.40 -5.07 

Scottish Further & Higher Education Funding Council 1,786.10 1,541.00 -13.72 

Other ELL ( ELL) 277.90 239.80 -13.71 

Total Education & Lifelong Learning 2,715.00 2,434.80 -10.32 

Community Justice Services 30.10 29.70 -1.33 

Courts, Judiciary & Tribunal support 51.10 49.10 -3.91 

Criminal Injuries Compensation 28.10 25.00 -11.03 

Legal Aid 167.90 151.20 -9.95 

Miscellaneous 18.40 17.90 -2.72 

Police Central Government 237.00 206.50 -12.87 
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Drugs and Community Safety 36.00 34.70 -3.61 

Scottish Resilence 20.70 18.00 -13.04 

Accountant in Bankruptcy 5.20 3.10 -40.38 

Police and Fire Pensions 273.50 268.40 -1.86 

Scottish Court Service 93.50 78.40 -16.15 

Scottish Prison Service 469.90 358.70 -23.66 

Office of the Scottish Charity Regulator 3.60 3.20 -11.11 

Total Justice 1,435.00 1,243.90 -13.32 

EU Support and Related Services 155.90 135.60 -13.02 

Research, Analysis & Other Services 95.70 80.50 -15.88 

Marine & Fisheries 66.70 60.20 -9.75 

Environmental and Rural Services 196.10 182.90 -6.73 

Forestry Commission Scotland 55.10 46.80 -15.06 

Forest Enterprise Scotland 24.90 23.40 -6.02 

Total Rural Affairs and the Environment 594.40 529.40 -10.94 

Total Administration 262.00 231.60 -11.60 

Total Crown Office & Procurator Fiscal 118.20 106.10 -10.24 

Total Local Government 9,585.50 8,877.80 -7.38 

Total Scottish Parliament & Audit 98.70 94.11 -4.65 

Total DEL 29,224.50 27,484.91 -5.95 
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Table 3: Portfolio Winners and Losers - 
DEL 

 % Change 

Real Terms at 2010-11 prices   

   

Learning  22.22 

Sport  20.52 

Ferry Services in Scotland  5.00 

Motorways and Trunk Roads  0.57 

Health  -0.29 

Total Health and Wellbeing  -1.06 

Community Justice Services  -1.33 

Air Services in Scotland  -1.42 

Concessionary Fares and Bus Services  -1.80 

Equalities and Social Inclusion  -1.82 

Food Standards Agency  -1.83 

Police and Fire Pensions  -1.86 

Miscellaneous  -2.72 

Children, Young People & Social Care  -3.41 

Drugs and Community Safety  -3.61 

Courts, Judiciary & Tribunal support  -3.91 

Total Scottish Parliament & Audit  -4.65 

Student Awards Agency for Scotland  -5.07 

Europe and External Affairs  -5.39 

Total DEL  -5.95 
Forest Enterprise Scotland  -6.02 

Historic Scotland  -6.49 

Environmental and Rural Services  -6.73 

Scottish Public Pensions Agency  -6.78 

Total Local Government  -7.38 

Enterprise, Energy & Tourism  -7.64 

Rail Services in Scotland  -9.24 

Marine & Fisheries  -9.75 

Legal Aid  -9.95 

Total Crown Office & Procurator Fiscal  -10.24 

Total Education & Lifelong Learning  -10.32 

Total First Minister  -10.54 

Total Rural Affairs and the Environment  -10.94 

Criminal Injuries Compensation  -11.03 

Office of the Scottish Charity Regulator  -11.11 

Total Administration  -11.60 

Culture and Gaelic  -11.64 

Total Finance & Sustainable Growth  -11.96 

Police Central Government  -12.87 

EU Support and Related Services  -13.02 

Scottish Resilence  -13.04 
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Total Justice  -13.32 

Other ELL ( ELL)  -13.71 

Scottish Further & Higher Education Funding Council -13.72 

Other Transport Policy, Projects and Agency  -13.76 

National Archives of Scotland  -13.86 

Forestry Commission Scotland  -15.06 

General Register Office of Scotland  -15.07 

Corporate and Central Budgets  -15.79 

Research, Analysis & Other Services  -15.88 

Scottish Court Service  -16.15 

Housing and Regeneration  -20.80 

Scottish Prison Service  -23.66 

Planning  -24.53 

Third Sector and Social Economy  -25.35 

Accountant in Bankruptcy  -40.38 

Committees, commissions & other expenditure  -42.36 

Scottish Water and Climate Change  -239.35 

 

 

Contact:  Professor Brian Ashcroft 
  Tel:  0141 548 3957 
  Mob:  07850 551004 
  E-mail: b.k.ashcroft@strath.ac.uk 
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Allan Campbell 
Assistant Clerk, Finance Committee 
Room T3.60 
The Scottish Parliament 
Edinburgh 
EH99 1SP 

November 2010 
 
Dear Mr Campbell 
 
Evidence to the Finance Committee on the Scottish Government’s Spending Plans and 
Draft Budget 2011-12 
 
Thank you for your invitation to give evidence to the Finance Committee on the Scottish 
Government’s Draft Budget 2011-12.  This written submission provides some initial thoughts, on 
which I will be happy to expand at the Finance Committee on 30th November, including on: 

- the context for the Scottish Budget, in particular the Comprehensive Spending Review 
settlement 

- the key decisions set out in the Scottish Government’s Draft Budget for 2011-12 
- public sector reform and longer term value for money 
- economic growth and fiscal powers  

 
The Comprehensive Spending Review and the Scottish Budget 
 
The Comprehensive Spending Review (CSR) undertaken by the UK Government has resulted in a 
6.8% reduction in the resource element of the Scottish Budget and a 38% reduction in the capital 
budget, in real terms, over a four year period to 2014-15. 
 
In cash terms, the resource element of the Scottish Budget stood still in 2011-12 at £24.8 billion 
and is due to increase marginally year-on-year by £300 million in 2012-13, £200 million in 2013-14 
and £100 million in 2014-15.  Taking account of inflation will mean these are real term cuts, 
estimated at 6.8% cumulatively over the four year period. 
 
The capital budget will be cut, in cash terms, by £1.3 billion over the four year period to 2014-15, a 
cumulative real terms decrease of 38% when inflation is taken into account.  A large proportion of 
that decrease, £0.9 million, will be in 2011-12.   
 
So, while the Scottish Budgets for 2012-13, 2013-14 and 2014-15 will need to make real terms 
cuts in both resource and capital spending, the biggest year-on-year cuts in the four year CSR 
period are in the 2011-12 Scottish Budget. 
 
The 20011-12 Scottish Budget was set in the same way as every other year since devolution.  The 
UK Government did not explicitly set the Scottish Budget.  Rather it was determined by historic 
spending levels and the Barnett Formula, based on decisions made by the UK Government on 
spending south of the border on health, education and other areas where spending is devolved.  
No assessment was made or account taken of either the needs of the Scottish economy or public 
services in Scotland. 
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So, for example, the cut in the capital element of the Scottish Budget of 38% in real terms was not 
as a result of an assessment that this would be sufficient to meet the public sector investment 
needs in Scotland and took no account of the economic consequences.  Rather it was primarily as 
a result of a policy decision to make a major change on how social housing provision in England is 
funded and the consequent cut in associated capital budgets for social housing in England. 
 
Care should also be taken when comparing the Scottish Budget settlement with the rest of the UK.  
Some commentary has failed to recognise that many of the areas of UK spending also include 
Scotland; areas including social security and defence, for example, where decisions announced in 
the CSR will have a significant impact on Scotland.  The UK Government has reserved powers for 
areas of spending in excess of £20 billion in and/or on behalf of Scotland.  Comparing the Scottish 
Budget with English or UK Department averages is therefore not appropriate since it is not 
comparing like with like.  The central issue when considering whether the Scottish Budget did well 
or otherwise in the CSR is that no decision was made by the UK Government on how big the 
Scottish Budget should be, it was determined by the Barnett Formula. 
 
So neither the UK Government nor the Scottish Government made a decision on the scale of the 
Scottish Budget, highlighting the lack of financial accountability in the current devolution 
arrangements.   
 
In its papers on Fiscal Powers Reform Scotland recommends that the method of setting the 
Scottish Budget is changed, with the Scottish Parliament given the fiscal responsibility to raise the 
tax revenues required to fund public spending and borrowing powers so that peaks and troughs of 
income during the economic cycle can be managed.  The UK Government would have similar 
fiscal responsibility for raising the tax revenues it required to fund public spending in reserved 
areas. 
 
The 2011-12 Scottish Budget 
 
The Scottish Government had no say in deciding what the level of the Scottish Budget should be 
for 2011-12.  The Cabinet Secretary’s fiscal bed is made for him by the UK Government and he 
has no option but to lie in it. 
 
Given that the budget for 2011-12 represented a cash terms freeze (a real terms cut) in the 
resource budget and a substantial real terms cut of £900 billion in the capital budget, there was no 
option but to identify short terms cuts. 
 
In the short term, there is no getting away from the need for sticking plaster solutions such as 
efficiency savings, a public sector pay freeze and the salami slicing of individual budgets which is 
exactly what we are faced with in the coming year. 
 
There is no doubt that such cuts will cause regrettable hardship; however, they are the inevitable 
consequence of the need to tackle the UK’s budget deficit. 
 
There is a reasonable case for this short term approach for 2011-12 since it spreads the cuts 
across the public services rather than targeting cuts on policy areas where there might be longer 
term consequences (such as personal care for the elderly).  Such decisions should be taken on a 
longer term basis where the various costs and benefits of policy changes over the long term can be 
considered. 
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Public Sector Reform and Longer Term Value for Money 
 
However, the short term approach to spreading the cuts across the public sector is only 
appropriate if it is part of a wider strategy to reform the provision of public services.  
 
Public sector reforms deliver value for money in the longer term.  However, a programme of reform 
should start now so that these benefits can start to be realised towards the end of the current CSR 
round and in the context of greater fiscal devolution, the timetable for which will become clear in 
the forthcoming White Paper on devolution. 
 
Over the past three years, Reform Scotland has published a series of reports examining how to 
improve public services and get better value for money for tax payers.  Although our approach has 
been driven by a desire to improve standards rather than focusing on costs, we believe that 
structural reform would ensure that better outcomes will be achieved for the budgets that are 
available.  
 
Reform Scotland believes that fundamental reform is necessary to improve public services and that 
we should be introducing such reform regardless of the financial situation.  However, the need to 
deliver better value for money in the years ahead may focus minds on how this can be achieved. 
 
Reform Scotland believes that we need to move away from the top down, command and control 
model of delivering public services and introduce greater choice and diversity.  That means 
devolving more power to Councils so that they can decide what services to provide for their local 
communities.  At the same time, we need to break up public sector monopolies in the provision of 
public services and ensure a level playing field.  This would give people a genuine choice from a 
range of public, voluntary and private sector providers with this process driving higher standards 
across the board. 
 
Details of our proposed reforms are set out in a series of reports available to download from our 
website - http://www.reformscotland.com/index.php/publication/by_category/4/ 
 
Economic Growth and Fiscal Powers 
 
Whilst we appreciate that it is not directly within the remit of the Finance Committee’s consideration 
of the 2011-12 Draft Scottish Budget, the impact of more powers for the Parliament should not be 
overlooked.  So long as the majority of the Scottish Budget comes in the form of a block grant 
there will be no strong incentive for the Scottish Government to identify where savings might be 
made.  If the Scottish Government was responsible for raising the money it spent, there would be a 
much greater incentive to improve the efficiency of public services since any savings could be 
passed on to Scottish taxpayers, creating the conditions for higher growth.  The effect of such 
higher growth would, of course, be increased tax revenues, improving the fiscal position of the 
Scottish Government and increasing Scotland’s contribution to reducing the UK’s fiscal deficit.  
 
Yours sincerely 
 

Graeme Blackett 
Trustee, Reform Scotland 

http://www.reformscotland.com/index.php/publication/by_category/4/
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