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1. Introduction 
 
During the next few years, the budget available to the Scottish government to buy 
goods and provide services for the people of Scotland will be cut. There are questions 
over the timing and the extent of the cuts, but the general direction is clear.  
 
This means that services will have to be provided more efficiently, or there will have to 
be a reduction in the range of services provided. So far, the debate in Scotland, and in 
the rest of UK, has focused on efficiency savings – producing the same public service 
output with fewer inputs. In political terms, this is easy to sell because it is relatively 
easy to persuade the electorate of the benefits of reducing waste and inefficiency. But 
many informed commentators are sceptical that efficiency savings alone will achieve the 
intended reductions in the UK deficit and that they can be achieved with relatively little 
pain. 
 
One reason for this scepticism is the perceived ineffectiveness of previous efficiency 
programs. The 2004 Efficiency Saving programme, initiated by Sir Peter Gershon, did 
not fully achieve its objectives. Thus, for example, the National Audit Office found that 
24% of the reported savings in the Department of Transport may have been doubtful, 
while 17% gave significant cause for concern. Its director, Amyas Morse, argued that: 
"A failure to deliver these savings may mean cuts having to be made elsewhere.”1    
 
Professor Colin Talbot, in recent evidence to the Treasury Select Committee argued 
that: "The strict definition of efficiency is the relationship between inputs and the 
outputs, both quantity and quality of outputs that are achieved. One of the problems that 
we have always had is that we have not really had robust measurement of output. It is 
very easy to claim efficiency savings in terms of cash savings in terms of inputs: without 
the measurement of outputs it is very difficult to say whether they are real efficiency 
savings or simply cuts."2

 
And Robert Chote, Head of the Institute for Fiscal Studies, writing about the March 2010 
budget, argued that: “if they are cutting out genuine waste we would expect the 
Government to try to achieve most of these efficiencies even if it was not having to cut 
public spending overall. Efficiency savings that can and should be delivered in any 
event do not narrow the gap between the quality and quantity of public services that we 
would enjoy with spending cuts and without them. They are not free money and they do 
not mean that spending cuts are painless.”3  

                                                            
1 Amyas Morse, Head of the National Audit Office, 16 December 2009 
2 Professor Colin Talbot, http://www.publications.parliament.uk/pa/cm200910/cmselect/cmtreasy/uc530‐i/uc53002.htm
3 http://www.ifs.org.uk/budgets/budget2010/chote.pdf
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If efficiency savings alone are not able to deliver the necessary reductions in spending, 
then cuts in the range and scope of public services, or increases in the charges that 
service users must pay, have to be contemplated. This requires a different approach 
from that associated with making government bodies deliver better value. Changing the 
composition of public services is an issue of politics and philosophy, rather than of 
management. 
 
This paper focuses on one of the main issues of principle associated with changing the 
structure of public services in Scotland. This is whether services provided by the 
Scottish government should be universal or means-tested. This is largely a political 
issue and therefore involves questions of redistribution, justice and social acceptability. 
But it is not a novel question historically and it is not unique to Scotland. The balance 
between universal provision and means-tested benefits in different countries reflect 
different value structures and political realities. However, during the last decade, when 
resources were growing rapidly, successive Scottish governments have not needed to 
focus attention on this question. The reductions in the budget that are in train imply that 
avoiding the question is no longer tenable.  
 
Indeed, this has been recognised in the terms of reference for the Independent Budget 
Review, which was recently set up by the Scottish Government to look at the future of 
Scotland’s public finances. Specifically, item (viii) of its terms of reference suggests that 
in forecasting future spending programmes, it should take into account “distinctions 
between public goods and services that are provided on a universal basis and those 
which are not.”4

 
This paper begins by rehearsing some of the main arguments for and against 
universalism and means-testing. It then examines how successive Scottish 
governments have selected policies which reflect an implicitly universalist or selective 
approach. It concludes by assessing the relative merits of the two approaches in fiscal 
terms, making some suggestions about how the Scottish parliament might address this 
issue in the future.  
 

2. Universalism and Means Testing: the Philosophical Debate 
 
Governments providing services must decide who should be eligible to receive the 
service and how much they should be charged. The key difference between 
universalism and means-testing is whether individual income or wealth influences 
eligibility and charging. With universalism, service provision is not conditional on income 
or wealth. Other conditions may be used to define the group eligible to benefit from the 
service e.g. age. With means-testing, income or wealth is established as well as any 
other qualifying conditions, and then rules are applied to determine the charges that 
should be paid. Thus, for example, Scottish local authorities charge for non-personal 
social care after an assessment of need and a means test.   
                                                            
4 Scottish Government: Independent Budget Review (2010) accessed at: 
http://www.scotland.gov.uk/Topics/Government/Finance/18127/independent‐review
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Taxpayers meet the costs that are not covered by charges. These taxpayers may 
belong to the current generation of workers. But if the money to pay for the service is 
borrowed by the government, then it is future generations of taxpayers that meet the 
cost. The implicit contract is that current and future taxpayers are willing to transfer 
resources to pay for services consumed now.  Committing future generations to pay for 
today’s spending clearly raises issues of fairness and justice. These have been 
extensively discussed in other jurisdictions (e.g. Australia5) and by UK politicians6.  
 
Because means-testing means that costs are shared between service users and 
taxpayers, the costs to taxpayers are lower than under universalism. And because 
clients are contributing towards the cost of service, they may have a greater interest in 
directly influencing its value for money or quality. 
 
Another way to conceptualise the contrast between means-testing and universalism is 
in the extent to which the state insures the individual against risk. Developed countries 
tend to insure the individual against a variety of risks. But the set of risks covered and 
the requirement for charges or “co-payment” (sharing of risk) varies widely from country 
to country.  For example, the UK government fully insures individuals against the costs 
of ill health through the National Health Service. But in the USA at present there are 
around 48 million individuals with no health cover and many others who rely on the 
private insurance market to pay for their health care.  
 
Both private and public insurance schemes have to guard against moral hazard - the 
possibility that the insured, knowing that they are covered, do not try to avoid the risk. 
An example might be where provision of unemployment insurance reduces the 
willingness of workers to avoid losing their jobs. The universalism/means testing debate 
can be framed using this analysis of risk. Universalism implies that greater numbers of 
individuals stand not to lose from adverse events and therefore is more likely to lead to 
problems of moral hazard.  
 
The main arguments for means testing and against universalism are: 

1. Resources are targeted where they are most needed, leading to lower overall 
costs compared with universal benefits. Resources are released to other 
government priorities or taxes can be reduced. 

2. Services are not offered to those who could afford and would be willing to pay. 
Providing a service to those that are willing to pay is a 100% deadweight loss to 
the taxpayer. 

3. Provision of universal benefits can interfere with market provision. Markets may 
not be efficient where the state is the main purchaser.  

4. Provision of free services can lead to inflated demand. This is a variant of the 
moral hazard problem. 

                                                            
5 Thompson, J. (2003) Research Paper no. 7 2002‐03 Intergenerational Equity: Issues of Principle in the Allocation of Social Resources 
Between this Generation and the Next. Social Policy Group for the Parliament of Australia.
6 See e.g. Willets(2010) “The Pinch: How the Baby Boomers Took Their Children's Future ‐ And Why They Should Give it Back”, Atlantic Books 
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5. Universal benefits are difficult to rescind because they are often seen as 
entitlements whose removal can be legally contested. Means-tested benefits, on 
the other hand, are more easily varied. Thus, for example, it may be relatively 
easy to vary the willingness-to-work conditions associated with unemployment 
insurance. But removing the right to free health care would be well-nigh 
impossible politically.  

6. Because clients are directly contributing towards some share of the costs, they 
have a greater incentive to improve the quality of service or make it more 
efficient. 

 
The main arguments for universalism and against means-testing are: 

1. Korpi and Palme (1998, p. 663) have argued that there is a ‘paradox of 
redistribution’ whereby ‘the more we target benefits to the poor . . .the less likely 
we are to reduce poverty and inequality.’ Highly targeted programmes have a 
limited support base. They tend to result in conflict between those above and 
below the means test limit. Such programs therefore have limited appeal to the 
majority of voters that are above the means-test limit. Universal programs have a 
much broader political support. Means testing may undermine public support for 
those receiving benefits. 

2. Along similar lines, universal policies may increase the preference for 
redistribution by generating a more cohesive group identity. Thus, for example, 
Scandinavian countries have highly redistributive tax systems that are based 
around universal rather than means-tested benefits.  

3. Means testing causes stigmatisation. It inevitably focuses arguments around who 
is “in” and who is “out” and whether those that are “in” are "deserving". 

4. Many people, particularly the elderly, do not take up means tested benefits even 
when eligible. But as Hancock et al (2005) argue, take-up is greater among those 
with greater entitlement. 

5. Universalism is less costly to administer since the process of means-testing itself 
uses significant amounts of resource. Often means tests are carried out by those 
delivering the service e.g. medical professionals, which can create conflicts of 
interest. 

6. Means-testing discourages savings because individuals have an interest in 
letting their assets fall below the means-test limit, knowing that they can then 
receive services free. But universal provision also discourages saving because it 
guarantees a certain level of service, irrespective of the level of saving. 

 
Lester (2010) summarises the arguments in favour of universalism. “Universalist 
programs, I argue, plausibly increase preferences for redistribution by tapping social 
norms of reciprocity, generating group identity effects based on a sense of common 
vulnerability, and serving as a “policy frame” that de-emphasizes the salience of low-
income people as an undeserving “out-group.””  
 
However, an important difficulty with arguments relating to building up a communal 
culture of support for universal benefits is that such a culture is only likely to evolve 
slowly. Budget crises generally have to be addressed over a much shorter time horizon. 
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In the present situation, therefore, the argument that means testing is more fiscally 
efficient, at least in the short-run, may supersede all other arguments. 
 

3. Scottish Government Policy 
 
Since the introduction of devolution in 1999, successive Scottish governments have 
tended towards the universalist rather than the means-tested approach to the provision 
of benefits. Thus, for example, free personal care is available to all older people who 
require it, irrespective of income or wealth. The argument in favour of universalism is 
that personal care and health care, which is provided free at the point of delivery, are 
difficult to distinguish. Thus, it is claimed, it is unfair to require individuals to pay for the 
costs associated with dementia, while cancer care is provided free. This policy has not 
been adopted in the rest of the UK, though the Westminster government has recently 
come close with the promise to provide free personal care for older people at home with 
critical care needs in England. In 2007-08, the cost of free personal care was £352m. 
Bell (2010) reviews how social care in other parts of the UK is paid for through a mixture 
of charges and payments by both devolved and UK governments. He argues that the 
different strands of public support make for a highly complex system that is difficult for 
clients to understand. Attendance Allowance and Disability Living Allowance, neither of 
which is means tested, are paid by the Department for Work and Pensions to older 
people in Scotland who are assessed as requiring personal care. In 2007-08, the costs 
of these DWP benefits in Scotland exceeded the costs of free personal care. 
Nevertheless, Scotland has opted for the most universalist approach to the provision of 
social care within the UK because it additionally supports non means-tested personal 
care provided by local authorities. 
 
The Cubie Report (1999) recommended the introduction of a “graduate endowment” as 
a student contribution towards the costs of higher education.  The Graduate Endowment 
and Student Support Act (2001) introduced this measure, with the endowment payable 
after graduation. In 2006-07, the contribution expected from each graduate was £2289. 
This was payable from the April following graduation. In 2008, the endowment scheme 
was abolished. The immediate cost to the Scottish budget was £17 million. Though 
graduates in Scotland benefit financially from higher education, they do not directly 
contribute towards its costs. Therefore taxpayers pay a larger proportion of the costs of 
higher education in Scotland than in the rest of the UK. In England, tuition fees for 
undergraduates raised £1.9 billion in 2007-08. A significant proportion of these funds 
were used to provide bursaries for students from disadvantaged backgrounds. This 
implies that in England, there is redistribution from the families of richer students to 
those of poorer students. Lord Sutherland7 recently suggested that tuition fee policy in 
Scotland should be re-examined, pointing out that only 26% of students in Scotland 
come from poorer backgrounds, compared with 40% in Northern Ireland and 30% 
across the UK as a whole. The current university funding system points to a more 
universalist approach in Scotland than in the rest of the UK.  
 

                                                            
7 See: http://news.bbc.co.uk/1/hi/scotland/8246907.stm
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The national travel concession scheme provides free bus travel Scotland-wide for older 
and disabled people. It was introduced in 2006. The measure is expected to cost £194m 
in 2010-11. Provision of this benefit is conditional on age, but not on income. 
 
Other measures cost less, but also suggest a more universalist approach in Scotland. 
These include the abolition of bridge tolls on the Forth and Tay Bridges. This measure 
particularly aids drivers, who are generally above median income. Abolition of 
prescription charges will aid those that do not already receive free prescriptions. These 
tend to be workers, who are generally more capable of contributing towards prescription 
costs. Freezing of council tax aided those that did not already have their council tax paid 
through council tax benefit. Again, this is generally more affluent householders. All of 
these measures have been at least partially regressive. 
 
It is also important to recognise that Scots are also affected by the provision of universal 
or means-tested benefits by the UK government. Thus, for example, Child Trust Funds 
and Winter Fuel Allowances are given as universal benefits at different ends of the age 
spectrum. Most UK social security benefits are means tested, though, as mentioned 
above, Attendance Allowance and Disability Living Allowance are important exceptions.  
 
Finally, it should be noted that the size and distribution of major items of expenditure 
within the Scottish budget are influenced by indicators which are linked to levels of 
affluence and deprivation within Scotland. This implies that some services which are 
provided free are nevertheless weighted towards areas of deprivation and low income. 
A good example is the Arbuthnott formula which is used to allocate spending between 
health boards and which reflects levels of deprivation (and therefore implicitly income). 
Similarly, allocations by the Scottish government to local authorities reflect differences 
in affluence across Scotland. Similar systems are in place for allocating health spending 
and local government spending in England and Wales.  
 

4. Conclusion 
 
Efficiency savings will neither be easy nor painless. Because of the size of the cuts that 
will be necessary in the next few years, the Scottish government may have to re-
examine commitments that have been made in the last decade to universal, rather than 
means-tested benefits. The evidence suggests that Scotland has committed itself to a 
larger set of universal benefits than other parts of the United Kingdom in the last 
decade. 
 
There is a real philosophical debate on the relative merits of means tested as opposed 
to universal benefits. Universal benefits work well within a Scandinavian system where 
there is huge public acceptance of high tax rates coupled with universal benefits. This 
may be a model to which Scotland might aspire in the long run, but at present, due to 
the short timescale over which very significant cuts are likely to be required, the 
arguments for extending means testing have to be reconsidered. Where efficiency 
savings may really mean cuts, the argument that those able to contribute more towards 
the costs of public services might be asked to do so, cannot be ignored. 
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Universal commitments, once given, are extremely difficult to withdraw. While budgets 
were consistently increasing in real terms, it may have seemed that there would never 
be a need to revisit these. Recent experience suggests that assumptions of consistent 
long-term growth in tax revenues and in public services were seriously misplaced. 
These assumptions were not particularly the fault of the Scottish government, since a 
wide range of forecasters, both private and public, had accepted this scenario. 
 
Nevertheless this experience should provide lessons for the way the Scottish 
Parliament conducts its business in future. In a world where revenue is much less 
certain, open-ended universal commitments often provide hostages to fortune. They 
may significantly distort the overall budget. For example, although the Scottish 
Government’s main purpose is to promote sustainable economic growth, it is surprising 
that between 2006-07 and 2010-11, spending on Concessionary Fares has increased 
by 19 per cent, while spending on Enterprise and Tourism has fallen by 33 per cent. 
 
In the light of the impending cuts and the difficulties associated with efficiency savings 
that have been highlighted in this paper, the committee might like to consider the 
following proposals: 

 
1. Legislation with budgetary consequences should avoid open-ended 

commitments. This might be done in a standardised way within legislation, by 
insisting that relevant Bills cite conditions under which charges and means-
testing might be applied or benefits withdrawn. 

 
2. The Finance Committee, in conjunction with the Financial Scrutiny Unit, should 

extend its purview over legislation to include not only financial memoranda, but 
also its potential distributional effects across the Scottish population, both for the 
current and future generations. This would help build up a picture of how different 
pieces of legislation affect rich and poor communities within Scotland. 

 
3. Financial Scrutiny Unit should be asked to look at the benefits (both cash and in-

kind) accruing to the Scottish population not only as a result of the actions of the 
Scottish Government, but also those of the UK and European legislatures. This 
would avoid confusion, for example, about the overall size of the universal 
benefits accruing to Scottish pensioners, some of which are paid for by the 
Scottish Parliament and some by the UK Parliament. 
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