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Executive summary
Budget 2026 turns public procurement into an explicit tool of industrial policy.
Government will now judge bids on jobs, skills and genuine UK presence, not just price
and quality.

Five messages matter most for suppliers:

The rules are changing in 2027. A new definition of a "UK supplier" arrives by January
2027 and a new National Procurement Policy Statement (NPPS) is laid in March 2027.

Social value is now about jobs and young people. New central government guidance
scores bidders on high-quality jobs, local skills shortages and routes into work. Large
infrastructure and construction projects carry a target of at least 3% apprenticeships.

Government wants to buy innovation. The Commercial Innovation Hub gets an
external Chair, departments have Procurement Innovation Champions, and there are
dedicated routes for AI (£80m) and quantum (£138m).

AI spending is heavily weighted to security. Of the £700m+ for AI, about £500m goes
to security, resilience and cyber. Assurance and trust will shape how AI contracts are
won.

Big capital pipelines continue. Defence (around 370 new contracts worth £2.7bn since
the Defence Investment Plan), nuclear, grid, data centres and shipbuilding all have
active or planned buying.

For small firms, the Budget promises simpler bidding and action on late payment, but
gives little detail. Bid teams should plan around the 2027 dates now.

Key dates
The two dates that change how bids are scored are January 2027 (the "UK supplier"
definition) and March 2027 (the new NPPS).
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Several dates are given only as "early 2027" or "2027" in the Budget; the rail cost review
date is six months from Budget day.

Procurement reform
Six procurement measures will change how central government contracts are scored and
who counts as a UK bidder (paras 4.115 to 4.120, summarised at 6.74 to 6.75).

Key dates for suppliers · Nov 2026 to Apr 2028
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Measure What it says Timing What it means for
bidders

New definition of a
"UK supplier"

Government will
define and track UK
suppliers and
subcontractors
across public supply
chains. It says broad
definitions have let
firms with "little more
than a UK post box"
count as UK
companies.

By January 2027 Expect to evidence
real UK operations
(staff, facilities,
ownership).
Subcontractor
chains will be
tracked too.

New National
Procurement Policy
Statement

Will prioritise high-
quality jobs, fair pay
and skills, including
pathways for young
people.

Laid in Parliament
March 2027

Contracting
authorities must
have regard to it, so
it will flow into
evaluation criteria.

Social value
guidance for central
government

Bidders for major
contracts judged on
high-quality jobs,
tackling local skills
shortages and
supporting young
people into work.

Published
alongside the
Budget

Social value answers
need specific,
measurable job and
skills commitments.

Apprenticeship
target

At least 3%
apprenticeships on
large government
infrastructure and
construction projects.

Not stated Main contractors
will push this down
the supply chain.

Shaping strategic
markets

Procurement used to
shape steel,
shipbuilding, AI and
energy infrastructure
markets. The National
Shipbuilding Office
will oversee all future
civil ship
procurement.

Detail in the
Shipbuilding and
Maritime
Technology Action
Plan

Better pipeline
visibility in these
sectors, with a
preference for
domestic capacity.
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The Budget balances the UK focus with "contracting with suppliers from our international
allies", so overseas firms are not excluded outright. The definition published in January
2027 will set how strict the test is.

Small businesses and SMEs
The Budget promises to make it simpler for small businesses to bid for contracts, but sets
out no mechanism or date (para 3.27).

The commitment follows the government accepting the Small Business Regulatory
Taskforce's recommendations earlier in October 2026. It sits in a package that also
includes:

Tackling late payments to protect small business cash flow. No new rules are
specified.

Fewer data requests, by streamlining ONS business surveys and implementing the
"Tell us Once" ambition.

Export finance: a new UK Export Finance guarantee with the British Business Bank to
widen SME access to finance from 2027, and wider eligibility for the General Export
Facility (guarantees up to £15m).

Defence finance: up to £5bn from the National Wealth Fund and British Business Bank
over four years for defence, dual-use and national security supply chains.

Local AI adoption: £30m to pilot partnerships across Yorkshire councils that help small
businesses adopt AI (see AI and digital buying).

Open question: how "simpler bidding" will work in practice. Watch for guidance from the
Cabinet Office or the Government Commercial Function in the first half of 2027.

Measure What it says Timing What it means for
bidders

Commercial
Innovation Hub

Government intends
to appoint an external
Chair for the
Commercial
Innovation Hub in
BIST, working with
departmental
Procurement
Innovation
Champions.

Not stated A clearer route for
innovative and
scaling firms to
reach departmental
buyers.
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AI and digital buying
The Budget commits over £700m to AI, and several lines create direct buying routes for
suppliers (paras 2.15 to 2.19 and 4.126 to 4.142).

Direct routes to government buyers

Programme Funding Buyer or owner Opportunity for
suppliers

Sovereign AI R&D
Procurement
Scheme

£80m extra Sovereign AI Unit British AI firms work
directly on challenges
in health and care, AI
security and
assurance, and
defence.

GovAI £35m set-up Civil Service Remit includes
helping departments
"procure external
solutions, and partner
with innovative
startups".

Civil Service AI
transformation fund

£50m, 2027-28 to
2028-29

GovAI Automation and
workflow tools that
cut administrative
burden.

AI Challenge Prize £15m DCMS First round targets the
NHS; top award up to
£2.5m.

Cyber Shield, first
phase

£60m, incl. £25m
AI and Cyber
Security Challenge
Fund

Built with the UK
cyber industry

Agentic cyber
defence; scoping a
regulatory sandbox.

Public sector AI
defence programme

£24m extra Public sector estate Hardening technology
in councils, hospitals
and schools.

Local AI adoption
partnerships

£30m West Yorkshire,
South Yorkshire,
York and North
Yorkshire combined
authorities

Council-led
programmes for
SMEs, skills and local
services.
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Security and assurance (around £500m in total)

£120m extra for the AI Security Institute, plus a new AI Cyber Security Centre of
Excellence in Manchester.

£40m for a National Agentic Security Unit to detect and respond to rogue agentic
systems.

£70m for the National Exposure and Real-Time Vulnerability (NERV) Centre at the
NCSC.

£165m National AI Biosecurity Initiative, including a £100m AI Biosecurity Lab.

A consultation next year on tackling insecure technology at source and where liability
for cyber breaches should sit.

Tools being rolled out across the public sector

MHCLG's PlanAssist offered to all councils in England by the end of 2027, with
planning documents published as open data.

Justice Transcribe extended to all probation officers; Ask HMRC continues to expand.

An independent review of NHS productivity and AI, led by Mark Bailie, reports in early
2027 and will inform the next spending review.

Infrastructure and hardware

A Data Centre Covenant asks strategic data centres to prioritise UK suppliers and
technologies, agree Local Benefit Plans and meet energy and environmental tests.

An advanced market commitment will bring British chips into public compute, with
£20m for AI hardware including a Chip Design Academy at the University of Edinburgh.

£60m extra for the Sovereign AI Fund from 2027-28, with a new focus on physical AI
(robotics, autonomous systems).

The weighting towards security means AI bids will increasingly be judged on assurance,
not just capability.

Programme Funding Buyer or owner Opportunity for
suppliers

AI Pathfinder Fund £60m Cross-government Interventions on
barriers and
opportunities from
the AI transition.
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Sector pipelines
Defence and energy carry the largest and most active buying pipelines, with defence
reform aiming to cut time to contract for major platforms by two-thirds.

Sector Key commitments Procurement signals

Defence Defence Investment Plan fully
funded. Around 370 new
contracts worth over £2.7bn
signed since it was published.
£300m for the StormFighter
collaborative combat air
programme, £5bn on uncrewed
systems this Parliament, £400m
for Army drones, a capital grant
window for energetic materials.

Time to contract for major
platforms cut by two-thirds under
the National Armaments Director.
UK Defence Innovation has a
ringfenced £400m a year. A
Multilateral Defence Mechanism
with the Netherlands, Finland and
Poland for joint procurement,
aimed for 2027. A new Innovative
Defence Financing Taskforce.

Nuclear Sizewell C, the SMR programme at
Gwyndod (Rolls-Royce SMR) and
fusion.

Great British Energy – Nuclear has
awarded almost £900m of supply
chain contracts, over 70% to UK-
registered firms. Nuclear
regulatory reforms to be delivered
by end of 2027.

Grid and power Great British Grid to work
alongside network operators.
Competition coming to onshore
electricity transmission. Clean
power only procured where it
lowers bills.

Contracts for Difference Allocation
Round 8. Hydrogen Allocation
Round 1 contracts to be publicly
funded; second round moving to
Invite to Offer. Up to £300m
possible for strategic hydrogen
projects.

Shipbuilding Three new floating docks for the
Royal Navy's submarine service
built in British yards, directing
£6bn into local economies.

National Shipbuilding Office
oversees all future civil ship
procurement. Shipbuilding and
Maritime Technology Action Plan to
follow.

Quantum £1bn committed earlier in 2026 for
large-scale quantum computers.

New £138m quantum sensing and
PNT Procurement Catalyst (BIST
and MoD), starting with £30m from
Defence. Also funds public service
challenges such as bridge defect
detection.

Budget 2026: What It Means for Public Sector Suppliers

Page 7 of 10



Much of the longer-term detail is held back for the 10 Year Plan and the 2027 spending
review, which will also set out the route to 3.5% of GDP on defence by 2035.

Regional and local funding
More buying power is moving to mayors and strategic authorities, so local buyers become
more important for suppliers from 2027-28.

Devolution and Good Growth Funds (paras 4.64 to 4.65)

£285m in 2027-28: £165m for places with a mayor in 2027 to set up Good Growth Funds,
and £120m incubator capital for areas moving towards devolution.

A £1.5bn borrowing facility for Mayoral Strategic Authorities, operational by April 2028,
including concessional lending for local projects.

Funding baselines and transfer of responsibilities from departments to be set at the
2027 spending review.

Named local commitments

Sector Key commitments Procurement signals

Data centres Data Centre Covenant and a
Ministerial Control Centre to
speed up grid connections.

Strategic data centres expected to
prioritise UK suppliers,
apprenticeships and Local Benefit
Plans. Draft Data Centre National
Policy Statement out for
consultation.

Transport Northern Powerhouse Rail (new
Bradford station), over £300m for
Leeds station by 2030, A66
dualling starting November 2026,
Midlands Rail Hub.

Bus procurement task and finish
group to give a reliable pipeline of
bus orders that backs British
manufacturing. Rail infrastructure
cost review (Rachel Skinner CBE)
reports in six months.

Housing and
retrofit

Extra £1.5bn for around 10,000
homes, prioritising Social Rent;
Social and Affordable Homes
Programme over £40bn across 10
years.

Boiler Upgrade Scheme kept at
£400m in 2027-28. Warm Homes
Plan cut by £1bn, but most funding
for low-income households and
social housing is protected.
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Area Commitment

West Midlands Birmingham East Mayoral Development
Corporation (aiming for 50,000 jobs and 20,000
homes); Investment Zone sites incl. Green Power
Park, Coventry; Black Country Metro extension to
Dudley; Midlands Rail Hub; £10m for Stafford
Market Hall and an SME incubation hub.

East Midlands Team Derby partnership; £1bn TransPennine
Express fleet built at Alstom's Litchurch Lane,
Derby; Rolls-Royce £140m new facilities in Derby.

North of England Northern Powerhouse Rail and a new Bradford
station; over £300m for Leeds station; A66 dualling;
£20m for the Littlewoods site, Liverpool; £10m for
Bury market; £30m local AI adoption pilots across
three Yorkshire combined authorities.

West of England 18 transport projects in development, incl. mass
transit options; £45m for homes at Brabazon; £10m
for Bristol Temple Quarter; Sovereign AI Unit
support for the West Country AI cluster.

Oxford–Cambridge New financing pilot for the Greater Cambridge
Development Corporation; consultation on an
Oxford development corporation.

London Euston Tax Increment Financing (subject to
business case); Stratford business rates retention
zone; successor to the Elizabeth Line Business
Rates Supplement.

Scotland Up to £750m for the national supercomputer in
Edinburgh; £50m Scotland Defence Growth Deal;
Lanarkshire AI Growth Zone.

Wales £20m AI hardware and semiconductor support;
£2.5m M-SParc expansion, Anglesey; £11m Port
Talbot Aberavon Bridge; Gwyndod SMR in North
Wales.

Northern Ireland £50m Defence Growth Deal to help SMEs enter
defence supply chains; £7.5m for the CSIT Cyber AI
Hub, Queen's University Belfast.
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Devolved governments receive an extra £1.3bn through the Barnett formula between
2026-27 and 2029-30.

What suppliers should do now
Bid teams that prepare before the January and March 2027 changes will have the
advantage in the next round of tenders.

1. Audit your UK footprint. List UK staff, sites, ownership and UK subcontractors now, so
you can evidence against the new "UK supplier" definition the moment it lands.

2. Rebuild your social value answers around jobs and young people. Replace generic
pledges with measured commitments: apprenticeship numbers, local hires, work
placements and routes into work.

3. Plan for the 3% apprenticeship target. If you sit in an infrastructure or construction
supply chain, expect main contractors to ask how you will contribute.

4. Get your AI assurance story ready. With around £500m going to AI security, be ready
to show how your AI is tested, governed, secured and accountable.

5. Track the innovation routes. Watch the Sovereign AI R&D Procurement Scheme, the AI
Challenge Prize, the quantum Procurement Catalyst and the Commercial Innovation
Hub for calls.

6. Follow the money to local buyers. Mayoral authorities gain Good Growth Funds in
2027-28 and borrowing powers from April 2028. Build relationships with their
commercial teams early.

7. Watch the defence pipeline. Faster contracting, the Multilateral Defence Mechanism
and regional Defence Growth Deals open more routes for SMEs and dual-use firms.

8. Set alerts for renewals in priority sectors. Contracts coming up for renewal in
defence, energy, digital and construction will be the first re-let under the new NPPS.

About this report and sources
This report summarises HM Treasury's Budget 2026 document, drawing only on what the
document states. Paragraph numbers are given so readers can check the original. It is not
legal or financial advice.

Main sections used: Executive Summary; Chapter 2 (public services and GovAI, paras 2.14
to 2.19); Chapter 3 (small businesses, para 3.27); Chapter 4 (energy, devolution,
procurement and AI, paras 4.20 to 4.159); Chapter 5 (defence, paras 5.27 to 5.32); Chapter
6 (policy decisions, paras 6.73 to 6.76).

Source: HM Treasury, Budget 2026 (print reference E03668986), PDF supplied by the
author.
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