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Introduction 
 
Local Government in Scotland has been under increasing financial pressure over the last six 
years. Eight consecutive years of a Council Tax freeze in combination with a real terms 
reduction in the Annual Settlement of around 8.5% over the period has led to a significant 
contraction in Council income. 
 
Town Halls and City Chambers across Scotland have sought to find, with the input and 
oversight of Audit Scotland, a myriad ways of managing this sharp financial contraction. In 
light of the draft Scottish Government budget for 2016/17 and looking ahead to the end of 
the decade, it would appear that the pace of Scottish Local Government contraction may 
increase further. 
 
In this paper we seek to achieve three broad objectives: 
 

 To offer an analysis of the dangerous and preventable state of Scottish Local 
Government debt. 

 To place the present and future contraction in Local Government jobs and services 
with its damaging effects for local communities in this avoidable context.  

 To offer a credible and practical solution to the debt crisis facing Scottish local 
authorities through a debt amnesty on pre-devolution Public Works Loans Board 
outstanding liabilities. 
   

 
It is important to emphasise that this paper is a component of a wider strategy to properly 
and fairly fund the provision of local public services and the workforce who assist the most 
disadvantaged, marginalised and vulnerable. Total revenue grants fund around 85% of 
Scottish local authority net revenue expenditure with the remaining 15% funded largely 
from the council tax. The previous imposition of the freeze has reduced the ability of local 
government to properly fund service provision and the ability to service outstanding 
liabilities; and Unite remains gravely concerned by the inadequate proposal to reform 
council tax by the Scottish Government in the next parliamentary term will not address the 
underlying debt crisis. 
 
While we recognise that the ultimate decision lies with the UK Treasury on the aspect of 
historical debt incurred by the Public Works Loans Board with respect to a debt amnesty this 
does not absolve Scotland’s devolved political institutions. To the contrary Unite believes it 
is incumbent upon the Scottish Government and Parliament to explore every avenue open 
to alleviate the financial constraints deriving from the block grant, which in our opinion has 
been exacerbated by the Scottish Government’s policies towards local authorities. The fact 
that Scottish local authorities are paying twice the interest rate (8% average) than post-
devolution PWLB loans (4.4% average) which must be vigorously challenged as these rates 
were set in an era of Government setting interest rates and open to manipulation for 
political purposes.  
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1. Summary of Key Findings 
 

 Local Government employment has lost 40,000 plus jobs and an estimated £1.4 
billion reduction in the wage bill since 2007.1 An estimated further 15,000 local 
government job cuts are anticipated by COSLA.2  
 

 Total Local Government income has stagnated at 2010 levels due to the Council Tax 
freeze and real terms cuts to the Annual Settlement of around 8.5% or £1.5 billion in 
cash terms, over the period between 2010/11 and 2013/14 (Audit Commission, 
March 2015: 7). 
 

 Local Government is spending the equivalent of 44p in every £1 of Council Tax 
collected from Scottish residents on servicing debt liabilities – Unite estimates 10p of 
this derives from outstanding pre-devolution liabilities. 
 

 Local Government holds and services an estimated £2.45 billion in outstanding debt 
liabilities taken out before Scottish Devolution in 1998. The average interest rates on 
pre-devolution debt are around 8% whereas the average interest rates on post-
devolution debt are around 4% (the PWLB Standard fixed rate for a 30 year Maturity 
loan). 3 
 

 In the 17 years since devolution, Scotland has sent back a minimum of £3.3 billion in 
interest to HM Treasury in interest payments only on pre-devolution debt liabilities 
based on our projections based on an estimated collective £195 million interest 
rates payments during 2015/16.4 
 

 Borrowing and Treasury Management, published by the Accounts Commission, 
confirms that liabilities and debts principally PWLB (excluding the Private Finance 
Initiative) stood at £12.1 billion (Audit Scotland, March 2015: 4). Annual interest and 

                                                      
1
 Scotland local government (headcount) excl joint boards Q3 2007 (284,500) & Q3 2015, 243,700 jobs = minus 40,800. 

2
 http://www.cosla.gov.uk/news/2015/12/cosla-president-slams-package-measures-totally-unacceptable    

3
 http://www.dmo.gov.uk/index.aspx?page=PWLB/PWLB_Interest_Rates 

4
 The figures were derived from FOI and other approached to local authorities to ascertain the true nature of PWLB debt. 
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debt repayments on borrowing have increased from £946 million in 2009/10 to £1.5 
billion in 2013/14.  
 

 The Scottish Government’s estimates for Outstanding Loans Fund Debt for each 
Local Authority, 2013-14, inclusive of General Fund Services and the Housing 
Revenue Account for 2013/14 as of March 2014 totalled £12.95 billion.5 
 

 There is scope for the UK Treasury to easily facilitate an amnesty on Pre-Devolution 
debt interest payments. For example the UK Treasury in 2001 offered to write- off 
the housing debt accrued by councils if they transferred their homes into locally 
controlled housing associations. As a union we did not support the reasoning and 
functionality for the write-off but the wider point is the principle has been 
established – post-devolution. 
 

 Instead of profiting from Local Government pre-devolution debt interest payments 
the UK Government could in effect return monies to Local Authorities' revenue 
budgets in the form of a one-off, or even annual, grant or temporarily end the 
requirement for these payments through an amnesty over an agreed period.  
 

 The Scottish Government assert that since the freeze is based on 2007-08 levels of 
council tax it has provided £70m to councils’ baseline allocations in each of the eight 
years of the freeze stating the cost of the council tax freeze for 2015-16 is £560m i.e 
the cost of freezing the council tax compared to not freezing it over an eight year 
period (i.e. 2008-09 to 2015-16).  
 

 The Scottish Government argue the money provided has resulted in local authorities 
receiving more income than they would have done by increasing rates by RPI which 
rest on the assumption the rates wouldn’t have been raised over an average of 
2.86% p/a over the eight years. The latest finance figures from SPICe however show 
£1.4 billion worth of cuts to local government since 2011.6 
 

 
 
 
 
 
 
 
 
 
 

 

                                                      
5 http://www.gov.scot/Publications/2015/02/3131/4 
6 http://www.scotsman.com/news/politics/schools-and-services-cuts-reach-1-4bn-over-five-years-1-4046346 
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2. Local Government Employment Overview 
 
Local Government Employment Levels 2007-2015 
 
As has already been noted, Local Government in Scotland has been subject to prolonged 
and very difficult budget constraints over the past six years. Recent publications by both the 
Scottish Government and NOMIS show how a significant contraction in Local Government 
jobs and services has taken place since 2009.  
 
The local government (headcount) excluding joint boards in Quarter 3 of 2007 (284,500 
jobs) while in Quarter 3 of 2015 the job count stood at 243,700 jobs.7 The reduction in jobs 
equates to a loss of 40,800 while in the current backdrop of local authorities setting their 
budgets within a new funding package for 2016-17 the Convention of Scottish Local 
Authorities (COSLA) contest that the Scottish Government’s new package could result in the 
loss of a further 15,000 local government jobs.   
 
In contrast the NHS contracted slightly during 2011-13 but has roughly remained around the 
160,000 employee mark over the last 6 years further illustrating in a devolved context the 
enormous pressure put on Scottish local authorities to reduce costs through the deletion of 
job posts. 

 
3. The State of Scottish Local Authority Debt - PWLB 

 
The outstanding liabilities of pre and post devolution PWLB liabilities are estimated to be 
£8.9 billion of this £2.45 billion in estimated to outstanding from pre-devolution loans or an 
average of £82 million for each local authority. The analysis of PWLB has left out Orkney and 
the Shetlands as outliers due to special arrangements both local authorities have with 
respect to oil dividends.8 For example Shetland invested oil wealth into two funds which 
have been invested and grown to more than £200 million each. 
 
In the 17 years since devolution, Scotland sent back an estimated £.3.4 billion in to HM 
Treasury in interest payments only on pre-devolution debt liabilities based on our 
projections using the baseline of £195 million interest payments in 2015. Debt is taken on to 
fund capital works (building schools, offices, road infrastructure etc). However, interest on 
debt is paid from the Revenue Budget. The Revenue Budget is made primarily made up of 
Council Tax, Business Tax and the Annual Local Government Grant from Holyrood. 
 

 
The pressure group Debt Resistance UK have the following to say about PWLB profit 
margins: 

                                                      
7
 Source: Quarterly Public Sector Employment series, Scottish Government, Office for National Statistics. 

8
 http://www.bbc.co.uk/news/uk-scotland-27138927 
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“When George Osbourne took office in October 2010, he increased the margin payable 
on PWLB loans to councils from 0.25% to 1% above the gilt rate – a move designed to 
net the Treasury an extra £1bn a year at the taxpayers’ expense. In the financial year 

2013/14, the PWLB reported profit of £2.8 bn. Meanwhile, George Osbourne has 
handed billions to the banks at near zero interest rates under the funding for 
lending scheme.” 

 
According to the PWLB Annual Report and Accounts 2014-15 PWLB profit margins remained 
broadly the same as for the previous year at £2.8 billion. The Chancellor has already 
illustrated his ability to affect – negatively – the extent of the liabilities incurred by local 
authorities. Local Authorities across Scotland (and the wider UK) borrow from two main 
sources when they wish to realise capital projects: commercial banks (like RBS and Barclays) 
mainly through Lender Option Borrower Option (LOBO) loans, which offer initial low interest 
rates but can often cost greatly over the loan term as interest rates are raised, and the 
PWLB the focus of this analysis which is overseen by the UK Debt Management Office 
(DMO) itself an offshoot of the UK Treasury.   
 
Unite contests that there is a two-pronged attack underway by the UK and Scottish 
Government on local authorities. The first element is reduced funding by the combined 
effects of both Governments allied to increasing demands made on Local Government 
through demographic changes (e.g. care for elderly people). The second element is, in part, 
caused by the first. The increasing demand and real terms cuts means that Councils are 
forced to borrow more in order to sustain and improve care facilities, schools etc. In our 
view, one of the most alarming elements of this is that the UK Government is actually 
profiting from the interest payments on its own debt, the bulk of which are paid by Local 
Government, at the same time as it is reducing funding for Local Government.  
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4. Pre-Devolution (1998) Debt Liabilities in Scotland 
 
Following initial research by Unite we have discovered that Scottish Local Authorities are holding an 
estimated £2.45 billion in pre-devolution (1998) debt liabilities as stated with the PWLB. To date we 
have uncovered, through information from thirty Local Authorities, Scottish councils are paying an 
average rate of return on pre-devolution debt of 8%.9 What is unique about pre-devolution debt 
liabilities is that they carry an average interest rate twice that of post-devolution debt spiking as high 
as 10.13% in Aberdeenshire. Unite research shows that from 1999 onward there has been a marked 
fall in average interest rates charged by the PWLB to 4.4% (standard fixed rate for a 30 year Maturity 
loan).  
 
Local Authority Total PWLB Liabilities Outstanding Pre-

devolution Debt 

Liability

No of 

separate 

pre-devo 

liabilities

Average rate of 

return on pre-

devo debt

Cost in pre-devo debt 

interest per annum

City of Edinburgh 1,100,000,000.00£       373,259,769.10£       50 8.80% 32,846,859.68£             

East Dunbartonshire 106,388,029.00£           59,782,288.00£         47 6.80% 4,065,195.58£               

Aberdeen City 373,660,854.00£           98,526,967.00£         16 7.70% 7,586,576.46£               

Fife 284,923,586.00£           66,175,795.00£         15 7.30% 4,830,833.04£               

Dumfries & Galloway 128,730,305.00£           71,922,535.00£         45 6.85% 4,926,693.65£               

Scottish Borders 127,631,362.00£           50,329,246.00£         41 7.73% 3,890,450.72£               

Dundee City 366,136,763.00£           141,426,847.00£       69 8.40% 11,879,855.15£             

North Lanarkshire
397,500,000.00£           143,800,000.00£       7.23% 10,396,740.00£             

East Ayrshire 263,123,010.00£           28,937,949.00£         35 8.82% 2,552,327.10£               

Stirling 119,063,406.00£           77,558,038.00£         42 7.81% 6,057,282.77£               

East Renfrewshire
50,080,000.00£             42,526,000.00£         40 6.71% 2,853,494.60£               

Argyll & Bute 103,138,132.00£           56,138,132.00£         39 9.18% 5,152,357.75£               

Moray 121,481,747.00£           54,866,675.00£         33 7.59% 4,164,380.63£               

South Lanarkshire 1,016,675,167.00£       130,964,129.08£       59 7.38% 9,665,152.73£               

Perth & Kinross 194,951,258.08£           15,419,000.00£         13 8.26% 1,273,609.40£               

Highland 633,158,648.47£           145,097,168.70£       31 8.39% 12,173,652.45£             

Falkirk 186,630,047.26£           71,130,047.26£         27 7.88% 5,605,047.72£               

Comhairle nan Eilean Siar 145,061,327.61£           22,575,884.55£         17 9.88% 2,230,497.39£               

Angus 127,832,100.35£           26,543,405.19£         40 8.43% 2,237,609.06£               

North Ayrshire 165,254,000.00£           92,754,000.00£         15 7.20% 6,678,288.00£               

West Lothian 448,796,121.05£           89,296,121.05£         21 7.65% 6,831,153.26£               

South Ayrshire 122,100,000.00£           28,100,000.00£         32 8.03% 2,256,430.00£               

Renfrewshire 165,931,936.27£           97,332,819.92£         40 6.10% 5,937,302.02£               

Midlothian 179,992,000.00£           12,675,000.00£         9 8.08% 1,024,140.00£               

East Lothian 293,848,389.61£           29,933,033.53£         20 7.47% 2,235,997.60£               

Clackmannanshire 78,645,000.00£             35,962,000.00£         21 7.56% 2,718,727.20£               

Glasgow 954,240,716.00£        322,240,716.00£     60 8.32% 26,810,427.57£             

West Dumbartonshire 98,227,223.00£          38,770,523.00£       35 8.44% 3,272,232.14£               

Aberdeenshire 432,507,297.17£        28,092,361.03£       14 10.13% 2,845,756.17£               

Inverclyde 110,683,753.82£        1,805,481.57£         29 9.36% 168,993.07£                   

Totals 8,896,392,179.69£       2,453,941,931.98£   955 239.48% 195,168,062.92£          

Average 296,546,405.99£           81,798,064.40£         32 7.98% 6,505,602.10£                
 

                                                      
9
 Except Inverclyde – still awaiting data. 



8 
 

PWLB Outstanding Liabilities – Pre and Post Devolution 
 
In real terms what could a debt amnesty on outstanding pre-devolution liabilities mean for 
jobs? If we simulate a model Council department of around 1500 staff that would equate to 
Edinburgh's £32.8m pre-devo debt interest payments.  This would mean the CEC would 
have to lose a department, or large division to pay these interest payments.  The assertion is 
based on the CEC average wage (£25,000 and on-costs). See below simulation: 
 
Illustration of Local Authority department salary structure and costs 2016/17 
 

Average Salary and On-Cost by Salary Grade 
Estimated employer 

costs by staff 
complement 

Grade 

Scale 
Point 
(mid-
scale 

point) 

Gross 
Salary to 

employee 
(@mid-

scale 
point) 

Employer's 
NI 

Contributions 
(@ 13,8%) 

Employer's 
Pension 

Contributions 
(@20,1%) 

Average 
Cost per 

FTE FTE £ 

12 121 £71,728 £8,380 £14,417 £94,526   £0 

11 112 £62,710 £7,136 £12,605 £82,451 1 £82,451 

10 100 £52,414 £5,715 £10,535 £68,664 2 £137,329 

9 89 £44,559 £4,631 £8,956 £58,147 8 £465,172 

8 77 £37,218 £3,618 £7,481 £48,317 12 £579,803 

7 65 £31,155 £2,781 £6,262 £40,199 30 £1,205,956 

6 53 £26,045 £2,076 £5,235 £33,356 50 £1,667,813 

5 40 £21,469 £1,445 £4,315 £27,229 80 £2,178,319 

4 28 £17,942 £958 £3,606 £22,506 320 £7,202,028 

3 19 £15,711 £650 £3,158 £19,519 520 £10,149,895 

2 11 £15,444 £613 £3,104 £19,162 480 £9,197,528 

Total 1503 £32,866,294 

 
Note to table: Salary costs are based on the mid-point of each grade.  Structure is based on 
a ratio of 1:14 management and professional staff to workforce.  Model assumes all staff 
contribute to the Local Authority Pension Fund.      
        
 

If a debt amnesty was applied on pre-devolution outstanding PWLB liabilities thousands of 
jobs could be saved, service provision maintained. Therefore this is not simply about saving 
monies on headline interest repayments this is about saving tens of thousands of jobs in the 
coming years.  
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Overall Debt Liabilities: Implications for Local Government Finance 
 

The table details the total Council Tax Base for Scottish Local Government, minus Shetland 
Council and Orkney Council. Both these Local Authorities benefit from an arrangement that 
allows them some income from oil revenues. According to figures drawn from Audited 
Statements of Accounts for 2014/15 (with the exception of Edinburgh whom we have more 
up to date figures for) the equivalent of over 40% of all Council Tax collected from the 
citizens of Scotland is being spent on servicing debt. The nationwide Council Tax base for 
2014/15 was around: £2.028 billion and the cost of debt servicing for 2014/15 was around 
£880 million. Scottish Local Government is paying the equivalent of 44p in every £1 on 
servicing debt liabilities. We estimate that 10p derives from pre-devolution PWLB liabilities. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Scottish Local Government debt servicing costs in relation to Council Tax base minus “Oil Islands” 
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The £880 million figure above was reported in the total annual cost of servicing debt 
liabilities in the Audited Statement of Accounts 2014/15 of all liabilities taken from each 
Authority held by the "entity" (I.e. the Council in question). The Housing Revenue Account is 
part of the total funding of the corporate "entity" therefore it is included in the totals 
reported. When reporting on Prudential Borrowing (with reference to the Prudential Code 
for Capital finance) the HRA is reported separately from the General Fund borrowing. 
However the total borrowing taken out with either the PWLB or in the form of bank loans 
(LOBOs) makes no distinction between what has funded HRA projects and what has funded 
General Fund projects. 
 

Why use Council Tax as an indicator? 
 
Council Tax only makes up around 15% of Local Government revenue budgets, with the rest 
coming from government grants, non-domestic rates, fees and other charges. However, 
under the Local Government (Scotland) Act (2003), Scottish Local Authorities must have due 
regard to CIPFAs Prudential Code for Capital Finance in Local Authorities. The Prudential 
Code requires Local Authorities to make reference to a number of Prudential Indicators.  
 
A key Prudential Indicator when considering whether or not proposed borrowing is prudent 
and sustainable is the projected impact upon Council Tax rates as a result of any new 
borrowing. From available evidence it seems that, from 2008 onward, Local Authorities have 
factored in increases in Council Tax to demonstrate new borrowing would be sustainable. 
However, during the same period, Council Tax has been frozen by Holyrood. Further 
research is required in this area to get a clearer picture of how the Scottish Government’s 
Council Tax freeze policy has impacted upon the ability of Local Government to meaningfully 
adhere to key aspects of the Prudential Code. The key message here is that the regulatory 
framework for the management of borrowing and capital finance in Local Government 
appears, to an extent, could be at odds with the Council Tax freeze policy.  
 

5. Recommendations 
 
Brief background/historic context  
 
Following the financial crisis of 2008 the UK Government stepped in to rescue a number of 
major high street banks from collapse. This move transferred liability from the private to the 
public sector as the UK Government absorbed huge financial sector losses. Since 2008 the 
UK Government has increasingly attempted to resolve its huge, relatively newly acquired, 
deficit by slashing public spending across the country.  
 
We would acknowledge that, to an extent, Scotland’s public sector has perhaps not felt the 
effects of the UK Government’s austerity programme to the same extent as England. 
However it has nonetheless been felt most acutely in Scottish Local Government. Since the 
Scotland Act (1998) came into force we estimate that Scottish Local Government has sent a 
minimum £3.3 billion in interest only on outstanding pre-devolution debt liabilities 
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(2015/16 figures) and by the time the last of the pre-devolution loans mature hundreds of 
millions of further interest rates payments will have been paid on these loans 
notwithstanding post-devolution PWLB outstanding loans liabilities – currently estimated at 
£6.5 billion.  
 

There was a marked drop in interest rates being charged by the PWLB from 1999 onwards. 
However, Scottish Local Government has been honouring what are effectively high risk rates 
of interest while individual home owners have, for many years now, enjoyed interest rates 
that are half of what Local Government is paying on pre-devolution debt.  
 
 
Unite Scotland believe that there is a very strong moral and financial case to call for an 
amnesty on pre-devolution debt interest liabilities.  This is particularly the case when the 
following is considered: 
 

 The PWLB has reported a surplus of £2.8 billion and could afford on this basis to 
accommodate an amnesty and debt restricting on outstanding pre-devolution PWLB 
liabilities. 

 A Council is not a high-risk borrower but have high interest rates applied in the pre-
devolution era set by Conservative Governments and not independently by the Bank 
of England. 

 
An amnesty on pre-devolution debt interest repayments would create much needed 
breathing space in extremely pressurised Scottish Local Government budgets, saving 
hundreds of millions of pounds and thousands of jobs. We are aware however that these 
recommendations are no panacea as stated at the outset. Rather we believe these 
recommendations could form part of a package of measures to help reform Local 
Government finance which Scottish local authorities and the Scottish Government must 
unite around to protect services and jobs.  
 


