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Finance Committee 
 

2nd Meeting, 2012 (Session 4), Wednesday, 18 January 2012 
 

Fiscal sustainability – socio-economic deprivation 
 
Introduction 
 
1. The Committee has agreed to hold a series of round table sessions on 
themes connected with fiscal sustainability. The second session in this series 
will focus on inequalities and socio-economic deprivation, with a particular 
focus on improving the employability of individuals experiencing high levels of 
multiple deprivation. 

2. Those participating in the round table are— 

 Peter Kelly, Director, Poverty Alliance 
 Colin Mair, Chief Executive, Improvement Service 
 Dr James McCormick, Scotland Adviser, Joseph Rowntree 

Foundation 
 Chris Oswald, Head of Policy & Parliamentary Affairs, Equality 

and Human Rights Commission  
 Laurie Russell, Chief Executive, The Wise Group 

 
3. Written submissions from the Joseph Rowntree Foundation, the Equality 
and Human Rights Commission Scotland and the Poverty Alliance are 
attached at Annexe A. 

Background 

Commission on the future delivery of public services 
4. In its Report on the future delivery of public services, the Christie 
Commission emphasised that— 

“The greatest challenge facing public services is to combat the 
negative outcomes for individuals and communities arising from deep-
rooted inequalities.” 1 

5. The Commission stated that “if we do not manage to effect a shift to 
preventative action, increasing “failure demand” will swamp our public 
services’ capacity to achieve outcomes.”  

6. It concludes that specific action to tackle inequalities must be taken and 
notes that a recurring theme in the evidence presented to the Commission 
had been the importance in addressing inequalities of public service 
interventions that enhance the employability of individuals, and so improve 
their and their families’ life chances.2 

                                                            
1 Report by the Commission on the Future Delivery of Public Services. Paragraphs. 2.7-2.8 
2 Report by the Commission on the Future Delivery of Public Services. Paragraph. 6.19 
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7. In its response to the Commission, published on 21 September 2011, 
the Scottish Government indicated that it was “vital to the future sustainability 
of our public services” that it took swift action to— 

 tackle inter-generational cycles of inequality and pockets of 
disadvantage that blight the life chances of some of our people.3  

8. The Committee took evidence from Members of the Commission at its 
meeting on 28 September 2011 and further highlighted a number of 
recommendations from the Commission in its Report on the Draft budget 
2012-13 and Spending Review 2011.4 In particular, the Committee sought 
clarification from the Scottish Government on what plans it had to take 
forward the Commission’s recommendation that— 

“The Scottish Government should introduce a new set of statutory 
powers and duties, common to all public service bodies, focused on 
improving outcomes and which include a presumption in favour of 
preventative action and tackling inequalities.” 

Improvement Service 
9. The Christie Commission’s report referred to evidence from the 
Improvement Service and a copy of the paper sent to the Commission by the 
Improvement Service, Making Better Places, Making Places Better: The 
Distribution of Negative and Positive Outcomes in Scotland, is also attached.  

10. The paper emphasises that, although Scotland varies above and below 
European averages on key outcomes, it is broadly in line with the rest of 
Europe. However, it points out that it is in “the variation around the average 
that Scotland is starkly different from other European countries” and that the 
gap between the top and bottom of the distribution is much more significant in 
terms of health, learning, safety, employment and income outcomes than in 
other European countries. 

11. For example, the paper states that “the gap between the top 20% and 
the bottom 20% in Scotland is the widest in developed Europe with the bottom 
20% at age 15 performing as if they have 5 years less schooling than the top 
20% (i.e. as if they were 10 years old).”5  

Briefing from the Budget Adviser 
12. Members have also been provided with a copy of the Budget Adviser’s 
briefing on fiscal sustainability.6 Pages 32 to 35 of the briefing focuses on 
inequalities and social deprivation.  The briefing quotes a 2011 OECD report, 
which states that— 

                                                            
3 Scottish Government (2011) Renewing Scotland’s Public Services: Priorities for Reform in 
Response to the Christie Commission  
4 http://www.scottish.parliament.uk/S4_FinanceCommittee/Reports/fir-11-03-Vol1.pdf 
5 Distribution of Negative and Positive Outcomes in Scotland. Mair C, Zdeb K and Markie.K  
6  Professor David Bell: Fiscal Sustainability: Issues for the Finance Committee Work 
Programme 2012 
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“In OECD countries today, the average income of the richest 10% of 
the population is about nine times that of the poorest 10% - a ratio of 9 
to 1. However, the ratio varies widely from one country to another. It is 
much lower than the OECD average in the Nordic and many 
continental European countries, but reaches 10 to 1 in Italy, Japan, 
Korea and the United Kingdom; around 14 to 1 in Turkey, and the 
United States; and 27 to 1 in Mexico and Chile.”7 

13. The briefing refers to evidence from the Chief Medical Officer, Dr Harry 
Burns, who has argued that some of Scotland’s most deprived communities 
have little interaction with the rest of Scottish society. He also argues that 
early years intervention can play a vital role in improving the health, well-being 
and development of young people in Scotland in deprived areas. 

National Performance Framework/Scotland Performs 
14. At its meeting on 11 January the Committee took evidence from Scottish 
Government officials on the National Performance Framework. One of the 
National Outcomes and several of the National Indicators are relevant to the 
roundtable discussion:  

National Outcome 

 We have tackled the significant inequalities in Scottish society 

National Indicators 

 Reduce the proportion of individuals living in poverty 

 Reduce children’s deprivation 

15. The Committee also took evidence from the Carnegie UK Trust on its 
report, More than GDP: Measuring What Matters, at its meeting on 16 
November. The Trust concluded that “focusing on delivering economic growth 
as the end rather than the means is inadequate.” It recommended that “Our 
collective purpose should be improving people’s well-being.”  
Recommendation 5 stated—  

“The Scottish Government must supplement measures on income 
distribution with ones that show distribution of wealth and consumption. 
The Government also needs to measure inequalities in other 
dimensions such as health, housing and education which are central to 
quality if life.” 

Youth unemployment  
16. The National Endowment for Science, Technology and the Arts has 
pointed out that— 

“Scotland has one of the highest proportions of people not in 
education, employment or training between the ages of 16-19 years in 

                                                            
7 OECD (2011) “Divided We Stand: Why Inequality Keeps Rising” 
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the OECD. The proportion of 16-19 year old NEETs has remained 
static since 1996.”  

17. Recent data published by the Scottish Government indicates that the 
unemployment rate for 18-24 year olds was 23.5% for Scotland for the three 
month period Aug-Oct 2011. The unemployment rate for this age group has 
increased by 5.9 per cent over the year to Aug-Oct 2011.8  

18. The unemployment rate for 18-24 year olds for Aug-Oct in 2010 and 
2009 was 17.6% and 14.6% respectively. 

Conclusion 

19. The Committee is invited to consider the above issues in its roundtable 
evidence session. 

 

Lucy Scharbert 
Assistant Clerk to the Committee 

 
 

 

                                                            
8 Scottish Government. Youth Unemployment Statistics for Scotland – December 2011 
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Annexe A 

Written submission from the Poverty Alliance 

The Poverty Alliance is a national voluntary organisation. Formally established 
in1992, the Alliance is a membership organisation (over 150 members) with 
extensive experience in addressing issues related to poverty and social 
exclusion, and in working alongside grassroots community groups, individuals 
facing poverty, voluntary organisations, academics as well as statutory 
organisations, policy makers and politicians. The primary aim of the Poverty 
Alliance is to tackle poverty. In order to achieve this aim we have four key 
objectives. To: 

 empower people living in poverty to combat poverty on their own behalf; 
 work with organisations to build a strong anti-poverty network in 

Scotland; 
 support the development of social policies that promote social justice 

and combat poverty; and 
 raise awareness of and encourage debate about the nature, extent and 

solutions to poverty 
 

Background 

We are pleased that the Committee has decided to focus one of its 
discussions around the issues of inequalities and socio-economic deprivation. 
As the Christie Commission rightly points out, the persistent and high levels of  
inequality and deprivation continues to be one of the main drivers of 
expenditure on our public services. It is encouraging that the call to move a 
greater proportion of public spending to prevention is being taken seriously by 
policy makers at all levels. By effectively addressing the source of many 
issues, we can begin to prevent them turning into problems later in life. 
Perhaps the most pressing issue is the need to more effectively target 
inequality and poverty (socio-economic deprivation). Again, as many have 
noted previously, the challenge is to address the causes of poverty and 
inequality, rather than simply dealing with its consequences. Below we outline 
three areas where practical steps can be taken in Scotland to address the 
long term drivers of poverty and inequality.  

Prioritizing Sustainable, Inclusive Growth  

Enhancing the employability of those who have been long term unemployed 
or similarly disadvantaged is vital to ensure that they have the capacity to take 
advantage of opportunities in the labour market. However, any skills and 
learning strategy designed to boost employability throughout life must be 
accompanied by an economic and jobs strategy that promotes inclusive, as 
well as sustainable, growth. The recent announcements by the Scottish 
Government regarding infrastructure investment are  welcome, particularly the 
commitment to have every company in receipt of a 'significant' contact to 
produce a training plan and apprenticeship plan, and to encourage the greater 
use of community benefit clauses.  
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It will be important that the Scottish Government builds on and delivers these 
commitments within its infrastructure investment strategy to ensure that it has 
the maximum impact on inequality and poverty. The commitments to ensure 
that community benefit clauses are used and training plans are produced, but 
it will be necessary to go further. We would wish to see an assessment of the 
socio-economic impact of these investment decisions, with a view to 
increasing their impact on reducing inequality. A range of Equality Impact 
Assessment, Social Impact assessment and poverty sensitive decision 
making tools exist to support a more directed approach to ensuing that large 
scale investments address inequality. Ensuring that these tools are used 
when making investment decisions will highlight where we can have a bigger 
impact on inequality and poverty using existing resources. We have called in 
the past for a creation of a Scottish Socio-Economic Duty. Such a duty would 
also encourage public resources to be used in ways that reduced, or at least 
did not increase inequality.     

Addressing Labour Market Inequality 

Linked to the issue of using investment decisions to address inequality and 
poverty, there must also be an approach to existing inequalities in the labour 
market. It is of no surprise that those who have higher risk of poverty – 
women, disabled people, some minority ethnic groups – are also those who 
experience discrimination in the labour market. This discrimination can take a 
variety of forms, both direct and indirect, and can result in individuals either 
being excluded from the labour market, or not making progress within the 
labour market. It is not clear that some of the discrimination suffered by key 
groups will necessarily be addressed by improving employability (although 
employability remains important).  

As a means of addressing wage inequality and poverty we have long 
advocated the living wage. Taking action to boost the pay of the lowest paid 
workers has a disproportionate impact on women, disabled workers and other 
disadvantaged groups. It is important that the adoption of the living wage is 
promoted in the private sector. This can be done, we believe, through 
procurement process but also through greater promotion by local and national 
Government. The living wage will have a knock-on impact on the training and 
staff retention, thereby having an impact on the employability of those who 
receive it.   

Integrated approaches to service delivery 

In the current economic context there will be significantly diminished 
opportunities for many people in the labour market. A recent report has 
estimated that for each vacancy in retail there are 41 applicants. In this 
context many people will become discouraged and  their chances of 
employment will reduce even further. The role of integrated, supportive 
services will be crucial in ensuring that those who are not currently in 
employment remain connected to the labour market. The Working for Families 
(WWF) model provided a useful approach to ensuring that incomes were 
maximised, that the route to the labour market was smooth, that individuals 
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received the appropriate support when required, and that support continued 
even when clients returned to employment.  

Whilst the WWF model has continued in many areas, there is a greater need 
than ever for this approach. A recent report noted the continuing lack of 
integrated and affordable childcare, the potential negative impact of welfare 
reform, and the need for closer working with local colleges, and Jobcentre 
Plus. There is scope for the lessons from WWF to be mainstreamed to ensure 
that a wider range of clients have access to the kind of support that has been 
available through the model.  

This briefing note has touched on only a few of the key issues. We look 
forward to exploring them in more depth with members of the Committee.  

 
Written submission from the Equality and Human  

Rights Commission   
 

The Equality and Human Rights Commission welcomes the opportunity to 
contribute to the Finance Committee’s roundtable on inequality and socio-
economic deprivation, with a particular focus on improving the employability of 
individuals experiencing high levels of multiple deprivation. 
 
Suggested areas for Discussion 
 
Articulating the public service reform challenge in Scotland: As the 
committee notes, the Christie Commission Report makes clear (2.7-2.8) that 
‘the greatest challenge facing public services is to combat the negative 
outcomes for individuals and communities arising from deep-rooted 
inequalities’, and that a shift to preventative action is needed if “failure 
demand” is not to swamp public services’ ability to deliver better outcomes in 
the future.  The EHRC agrees entirely with the Christie Commission’s analysis: 
Scotland’s public services will rapidly face unsustainable levels of demand 
unless the underlying inequalities driving that demand are addressed.   
 
What do we mean by (in)equality?: It has been suggested that socio-
economic status and location are the central factors determining  outcomes in 
people’s lives 9 .  The EHRC would argue that both are important, and 
understanding one aspect can enrich and develop our understanding of the 
other.  For example, a purely geographical focus on improving employability 
may fail to adequately improve outcomes for the Pakistani community which, 
while it has significant problems in relation to employability and educational 
attainment, is not necessarily concentrated in areas of multiple deprivation.  
Similarly, a purely geographical approach will not address the multiple 
attitudinal and physical  barriers facing disabled people attempting to enter the 
workplace: Only one in ten blind adults is in employment – the barriers they 

                                                            
9 See for example Fraser Nelson, ‘Poverty, not colour, is the real dividing line in Britain today’, 
Daily Telegraph, Friday 6 January 2012, www.telegraph.co.uk/news/uknews/law-and-
order/8995295/Poverty-not-colour-is-the-real-dividing-line-in-modern-Britain.html;  
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face are less to do with education and training than with employers’ attitudes, 
transport and an inaccessible built environment.   
 
Wider policy drivers (1):  It is important to situate this discussion in the 
wider, outcomes- focused policy environment in Scotland.  As Christie 
recommends (6.31), the Scottish Government should ‘work with the EHRC 
and other stakeholders to identify the key equality gaps in Scotland, and 
address these gaps through further development of the outcomes and 
indicators contained within the National Performance Framework; and to 
produce guidance on how the public sector equality duty can best be 
expressed in the context of partnership working.’   
 
This discussion therefore fits with National Outcome number7 (“we have 
tackled the significant inequalities in Scottish society”), but is also directly 
relevant to National Outcome  11 (“we have strong, resilient and supportive 
communities where people take responsibility for their own actions and how 
they affect others”) and to the revised national indicator on responsive public 
services: the Scottish Government states ‘responsiveness is a key aspect of 
the quality of public services, reflecting the extent to which services are 
designed around the needs of the individual”.  Given the complex human mix 
of individuals, communities and families both within and outwith Scotland’s 
most deprived council wards, both a geographic and group-based approach is 
needed.    
 
Wider policy drivers (2): Also important in this debate are the public sector 
equality duties10, requiring all public authorities to: 
 

 eliminate unlawful discrimination, harassment, victimisation and any 
other conduct prohibited by the Act; 

 advance equality of opportunity between people who share a protected 
characteristic and people who do not share it; and 

 foster good relations 
 
There is an explicit outcomes focus to the duties: public bodies must publish 
equality outcomes by the end of 2012 and every four years thereafter.  They 
must also:  
 

 Involve people in identifying  outcomes 
 Consider relevant evidence  
 Publish reasons for not setting outcomes on individual protected 

groups 
 Publish progress report by 31/12/14 and every 2 years thereafter 

 
One of the challenges therefore will be to marry these policy and statutory 
frameworks to address the profound negative outcomes experienced by 
individuals and groups in all parts of Scotland.  The EHRC would contend that 

                                                            
10 The Equality Act 2010 has provisions for a duty to be placed on all public bodies to have 
due regard to the socio-economic impact of strategic decisions.  However, UK Ministers have 
indicated that this provision will not be brought into effect.   
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embracing the public sector equality duties is an essential component in 
understanding and addressing the interlinked causes of inequality.  It is also 
important to note that, while the duties apply to individual authorities, they also 
apply to those authorities’ activities as part of partnerships, including 
community planning partnerships.   
 

Written submission from the Joseph Rowntree Foundation 

The Joseph Rowntree Foundation (JRF) is a UK-wide charity specialising in 
research and development for social policy. JRF’s new Strategic Plan 2012-
14 details three main priorities: Poverty, Place and Ageing Society. The 
Committee may be interested in JRF’s findings from a number of research 
programmes exploring the labour market, recurrent poverty and the impact of 
devolved employability & training programmes.  

1. RECURRENT POVERTY: THE NO-PAY/LOW-PAY CYCLE 

Introduction 

Family incomes change over time and between generations. This programme 
looks at one aspect of 'income dynamics' by undertaking research about 
people who are moving in and out of poverty - mainly those caught between 
low paid work and unemployment. It attempts to identify solutions to the 
problems, through policies aiming to promote sustainable jobs.  

Recurrent poverty reflects the fact that income mobility is often short-range. 
Nearly a third of those leaving poverty fall back into poverty again within a 
year. Roughly one third of the 'pool' of people in poverty over a six-year period 
are the same households moving in and out of poverty. Our review of poverty 
dynamics research indicates that a strong 'low pay, no pay' cycle means that 
those on low pay are more likely to lack work in the future and those out of 
work are more likely to be low paid when they get a job. A history of 
unemployment is a strong predictor of future unemployment. 

Round-up of findings (Feb 2010) 

http://www.jrf.org.uk/sites/files/jrf/poverty-employment-lowpay-summary.pdf 

This summary report by Chris Goulden brings together findings from four 
research projects looking at the low-pay/no-pay cycle: 

 McQuaid, R., Fuertes, V. and Richard, A. (2010) How can parents 
escape from recurrent poverty? 

 Metcalf, H. and Dhudwar, A. (2010) Employers’ role in the low-
pay/no-pay cycle. 

 Ray, K., Hoggart, L., Vegeris, S. and Taylor, R. (2010) Better off 
working? Work, poverty and benefit cycling 

 Tomlinson, M. and Walker, R. (2010) Recurrent poverty: the impact 
of family and labour market changes.  
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The JRF’s Recurrent Poverty research programme examined the extent and 
causes of cycles of poverty. These causes stem from the circumstances of 
the individual and their families, the support they receive to increase their 
incomes and the current economic climate. Supply and demand in the labour 
market are crucial factors and the issue of low-paid, insecure work is 
particularly pressing in the context of the recession and high levels of short- 
and longer-term unemployment. The downturn has decreased the security of 
employment and depressed wages, which is likely to make cycling between 
low pay and welfare more acute and widespread for those able to find work at 
all. In the midst of the recession, the first phase of the ‘Flexible New Deal’, 
outsourcing employment support for longer-term worklessness, began and 
other changes outlined in the Welfare Reform Act, such as greater use of 
benefit sanctions and the ‘Work for your Benefits’ pilot, are imminent. The 
future direction of welfare-to-work policy in the UK remains uncertain in the 
light of political instability and the longer term social and economic impacts of 
the recession.  

Four research projects in this programme formed the basis of this Round-up. 
Two were based on in-depth interviews with people, often families with 
children, in or at the margins of insecure labour markets. These include 
interviews with lone parents in Scotland taking part in the Working for Families 
programme A third examined the perspectives of employers and the fourth 
project was a statistical analysis of recurrent poverty in a nationally-
representative longitudinal survey, the British Household Panel Study (BHPS). 
A fifth project in the programme is a longitudinal qualitative analysis of people 
at risk of poverty based in the North East of England (Teesside). This tracked 
some of the impacts of the recession on the issues explored in this report and 
was published towards the end of 2010. 

Key points 

 Incomes are dynamic, with households moving in and out of poverty 
over time, and policy and practice needs to reflect this. 
 

 About a fifth of poverty is ‘recurrent’, where people escape from 
poverty only temporarily. 
 

 Having a job, and the conditions of that job, relates strongly to 
recurrent poverty but other important factors included family change, 
qualifications, occupation, age and how the benefits system works. 

 The issue of people moving repeatedly between work and 
unemployment is an endemic problem in the UK and has risen by 60 
per cent since 2006, mostly as a result of the recession. 
 

 Entering work cannot provide a sustainable route out of poverty if job 
security, low pay and lack of progression are not also addressed. 
 

 Distinctions in effectiveness between employers who used more 
permanent or more flexible and temporary workforces were hard to 
detect. Improvements to employment conditions could be made 
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relatively easily if, as it appears, the choice of human resource model is 
mainly due to differences in ethos. 
 

 There are a number of implications for employers, governments and 
those providing support to individuals trapped in cycles of poverty. 
These relate to job security and wage levels: 
 

- improving rights and conditions for agency workers; 
- raising pay through ‘living wage’ campaigns or the national 
minimum wage; 
- addressing the issues within public-sector purchasing 
decisions; 
- ensuring job and careers advice covers security, pay and 
progression; and 
- making childcare available and affordable for parents on low 
incomes. 

2. THE FUTURE UK LABOUR MARKET 

How could policy strategies on skills and jobs reduce future poverty and 
inequality across the UK? 

Introduction 

The nature of the UK labour market is a major barrier to further progress on 
poverty. Policy would benefit from understanding more about how skills and 
poverty are or can be linked in practice. The Future Labour Market 
programme, in partnership with the UK Commission for Employment and 
Skills, aims to understand these links in order to develop coherent strategies 
to minimise future poverty and inequality in the UK.  

Relatively high concentrations of low-paid, low-skilled and insecure jobs, 
offering little hope for individual progression, hamper attempts to reduce 
poverty through strategies that rely on paid employment as the 'best route out'. 
This problem is further shown by the growth in levels of in-work poverty in 
recent years. 

Forthcoming work 

JRF has commissioned the first two projects in this programme:  

 Examining the relationships between skills, the labour market and 
poverty and inequality: It will establish how these are linked and carry 
out projections of how changes in skills would affect poverty and 
inequality. The study is being conducted by the Institute for Social and 
Economic Research at the University of Essex. 
 

 An international review of skills, jobs and poverty: how lessons might 
be applied in the UK. This will be published early in 2012. Thirdly, we 
have commissioned new work on "A forecast of future poverty, 
inequality and worklessness in 2020", which will be published in Spring 
2012. 
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3. THE IMPACT OF DEVOLUTION: THE CASE OF EMPLOYABILITY AND 
TRAINING 

To mark ten years of devolution, JRF commissioned various papers to explore 
how the devolved countries of the UK fared over the period, looking 
specifically at the impacts for people and places experiencing low-incomes. 
One of these reports, prepared by the Centre for Economic and Social 
Inclusion, looked at employment, training and employability.  

The impact of devolution: Employment and employability by Paul Bivand, 
Laurie Bell, Lovedeep Vaid, Danielle Whitehurst and Ken Wan (Centre for 
Economic and Social Inclusion) published by JRF (Jan 2010)  

http://www.jrf.org.uk/sites/files/jrf/impact-of-devolution-employment.pdf 

The broad conclusion of this study is that while there was substantial progress 
in raising 

employment rates in all three devolved nations from 1999-2008, there is no 
strong evidence that actions by the governments have accounted for that 
progress. We have come to that conclusion after examining how the trends 
differ between the devolved nations and the three northern regions in England, 
which have also seen substantial progress in employment and in employment 
rates over the last ten years. Data analysis uses the North of England as our 
‘counterfactual’ on the basis that, in 1999, the economic structures and levels 
of key variables had a broad level of similarity with the devolved nations, and 
also had a considerable shared economic history prior to devolution, 
conditioning responses to economic changes.  

Together, the three North of England regions are larger than any of the 
devolved nations, but they vary in size, with the North East of England having 
the smallest economy. Therefore, changes that are common to the devolved 
nations and to the North of England cannot be ascribed to the separate 
activities of the devolved governments. For devolution to be shown to have 
made a difference, progress in the devolved nations would need to have been 
greater, and changes in the difference between the North of England and 
each nation would have had to coincide with the implementation of relevant 
initiatives from the devolved governments. Comparison of labour market and 
Jobseeker’s Allowance (JSA) claimant trends in Scotland and the North of 
England shows that that the similarities outweigh the differences. The major 
difference appears from late 2006 onwards, in favour of Scotland. This does 
not seem particularly to match initiatives from the Scottish Government.  

There is some difference over the same period for the JSA flows through 
duration analysis where the Scottish improvement is greater than that for the 
North of England. This may be due to more people leaving JSA to jobs, tighter 
JSA enforcement in Scotland, or some combination of the two. There is no 
evidence of differential trends in incapacity benefits (IB) claims or lone-parent 
benefit claims over that period. In Wales trends in employment rate and 
number and people claiming workless benefits have broadly followed those in 
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the North of England. JSA flows through duration analysis show generally 
better performance in Wales than in Northern England over the post-
devolution period, particularly from 2005 onwards, but have broadly followed 
the GB trend. Wales has had a consistently and significantly higher rate of IB 
claimants than the North of England. 

The strengthening and occasional weakening of the peace process in 
Northern Ireland has had a major influence on economic progress. The 
current recession hit Northern Ireland earlier, and its effect has been more 
marked, than in Northern England. Until the recent recession, Northern 
Ireland has had declining and comparatively low unemployment, partly 
because of the relatively high and persistent rate of inactivity. Variations in 
Jobcentre Plus claimant count and flow rates in comparison to Northern 
England are likely to be due to the different administration of Jobcentre Plus 
services in Northern Ireland. Broadly, these do not show devolution to have 
had a positive impact. Where Northern Ireland has performed better than 
Northern England, it is largely due to the relative improvement for the short-
term unemployed and for reductions in new claims, rather than activities 
helping the long-term unemployed where progress has been comparatively 
slow.  

Analysis of British Household Panel Survey findings finds no difference in 
economic activity or change in income between Scotland and Wales and 
comparison English regions large enough to suggest that devolution has had 
a significant impact on changing the circumstances of people in workless 
and/or low-income households. There is scope for caution in the broad 
judgement that progress in these measures in the devolved nations would 
have to be greater than in Northern England and coincide with implementation 
of initiatives. The nature of the devolved powers, including adult skills, means 
that devolved initiatives may have longer-term returns than the short-term 
returns visible from well-evaluated employment programmes that operate 
across Great Britain.  

However, for us to be sure whether the skills initiatives and activities of the 
devolved governments were having positive effects, these would need to have 
been evaluated to standards that were international best practice. There is 
substantial scepticism in the academic economics community, following much 
research across the world, whether adult skills activities designed to boost 
employability either can be shown to have positive effects or, if they do show 
some small positive effect, are cost-effective. This is not the case for the more 
work-first active labour market programmes such as those run on a GB basis 
by Jobcentre Plus. These programmes, when evaluated, show positive but 
small effects and some have been shown to be cost-effective. The devolved 
governments should try to ensure that their initiatives on employment and 
employability can be shown to be more cost-effective than English 
comparisons at helping their residents gain and keep rewarding work. Our 
review of initiatives and evaluations shows that even this limited objective 
cannot be shown to have been met. 
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This paper:
•	 	summarises	the	findings	of	four	projects	about	

recurrent	poverty	and	the	low-pay/no-pay	cycle
•	 	examines	relevant	current	UK	policy	and	practice	

and	suggests	ways	to	create	longer-lasting	routes	
out	of	poverty

Key	points
•	 Incomes	are	dynamic,	with	households	moving	in	and	out	of	poverty	

over	time,	and	policy	and	practice	needs	to	reflect	this.

•	 About	a	fifth	of	poverty	is	‘recurrent’,	where	people	escape	from	poverty	
only	temporarily.

•	 Having	a	job,	and	the	conditions	of	that	job,	relates	strongly	to	
recurrent	poverty	but	other	important	factors	included	family	change,	
qualifications,	occupation,	age	and	how	the	benefits	system	works.

•	 The	issue	of	people	moving	repeatedly	between	work	and	
unemployment	is	an	endemic	problem	in	the	UK	and	has	risen	by	60	
per	cent	since	2006,	mostly	as	a	result	of	the	recession.

•	 Entering	work	cannot	provide	a	sustainable	route	out	of	poverty	if	job	
security,	low	pay	and	lack	of	progression	are	not	also	addressed.

•	 Distinctions	in	effectiveness	between	employers	who	used	more	
permanent	or	more	flexible	and	temporary	workforces	were	hard	
to	detect.	Improvements	to	employment	conditions	could	be	made	
relatively	easily	if,	as	it	appears,	the	choice	of	human	resource	model	is	
mainly	due	to	differences	in	ethos.

•	 There	are	a	number	of	implications	for	employers,	governments	and	
those	providing	support	to	individuals	trapped	in	cycles	of	poverty.	
These	relate	to	job	security	and	wage	levels:

	 -	 improving	rights	and	conditions	for	agency	workers;
	 -	 	raising	pay	through	‘living	wage’	campaigns	or	the	national	

minimum	wage;
	 -	 addressing	the	issues	within	public-sector	purchasing	decisions;
	 -	 	ensuring	job	and	careers	advice	covers	security,	pay	and	

progression;	and
	 -	 	making	childcare	available	and	affordable	for	parents	on	low	

incomes.

February 2010
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Introduction

The	Joseph	Rowntree	Foundation’s	recurrent	poverty	research	
programme	examined	the	extent	and	causes	of	cycles	of	
poverty.	These	causes	stem	from	the	circumstances	of	
the	individual	and	their	families,	the	support	they	receive	to	
increase	their	incomes	and	the	current	economic	climate.	
Supply	and	demand	in	the	labour	market	are	crucial	factors	
and	the	issue	of	low-paid,	insecure	work	is	particularly	pressing	
in	the	context	of	the	recession	and	high	levels	of	short-	and	
longer-term	unemployment.	The	downturn	has	decreased	the	
security	of	employment	and	depressed	wages,	which	is	likely	
to	make	cycling	between	low	pay	and	welfare	more	acute	and	
widespread	for	those	able	to	find	work	at	all.	In	the	midst	of	the	
recession,	the	first	phase	of	the	‘Flexible	New	Deal’,	outsourcing	
employment	support	for	longer-term	worklessness,	began	and	
other	changes	outlined	in	the	Welfare	Reform	Act,	such	as	
greater	use	of	benefit	sanctions	and	the	‘Work	for	your	Benefits’	
pilot,	are	imminent.	The	future	direction	of	welfare-to-work	policy	
in	the	UK	remains	uncertain	in	the	light	of	political	instability	and	
the	longer	term	social	and	economic	impacts	of	the	recession.

Four	research	projects	in	this	programme	formed	the	basis	of	this	
Round-up.	Two	were	based	on	in-depth	interviews	with	people,	
often	families	with	children,	in	or	at	the	margins	of	insecure	labour	
markets.		A	third	examined	the	perspectives	of	employers	and	the	
fourth	project	was	a	statistical	analysis	of	recurrent	poverty	in	a	
nationally-representative	longitudinal	survey,	the	British	Household	
Panel	Study	(BHPS).	A	fifth	project	in	the	programme,	not	yet	
complete,	is	a	longitudinal	qualitative	analysis	of	people	at	risk	of	
poverty	based	in	the	North	East	of	England.	This	will	track	some	of	
the	impacts	of	the	recession	on	the	issues	explored	in	this	report	
and	will	be	published	later	in	2010.

The	research	
This paper draws on the following reports from JRF’s recurrent 
poverty programme (all published by the Joseph Rowntree 
Foundation, York)

McQuaid,	R.,	Fuertes,	V.	and	Richard,	A.	(2010)	How can parents 
escape from recurrent poverty?

Metcalf,	H.	and	Dhudwar,	A.	(2010)	Employers’ role in the low-pay/no-
pay cycle.

Ray,	K.,	Hoggart,	L.,	Vegeris,	S.	and	Taylor,	R.	(2010)	Better off working? 
Work, poverty and benefit cycling

Tomlinson,	M.	and	Walker,	R.	(2010)	Recurrent poverty: the impact of 
family and labour market changes.
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Poverty is dynamic

Poverty	is	often	discussed	in	the	media	and	in	politics	
as	a	static	concept,	where	a	group	of	people	are	
labelled	permanently	‘poor’	and	the	rest	are	not.	In	
fact,	poverty	is	highly	dynamic,	reflecting	the	shifting	
nature	of	both	individual	income	and	family	change.	
When	longer-term	data	is	examined,	it	becomes	clear	
that	a	majority	rather	than	a	minority	of	people	in	the	
UK	experience	at	least	a	year	below	the	relative	poverty	
line	during	their	lifetimes	(DWP,	2009a).	Not	only	does	
the	static	depiction	of	poverty	belie	the	evidence,	it	can	
also	reinforce	the	stigmatising	treatment	of	people	with	
experience	of	poverty	(Lister,	2005).	

Research	on	the	dynamics	of	poverty	typically	breaks	
down	the	experience	into	different	types.	For	example,	
it	can	be	described	as	‘persistent’	(long	periods	of	
poverty),	‘recurrent’	(cycling	in	and	out	of	poverty)	
and	‘transient’	(in	poverty	only	briefly).	JRF’s	review	of	
the	evidence	in	this	area	(Smith	and	Middleton,	2007)	
revealed	a	gap	in	the	research	on	‘recurrent’	poverty	
in	particular.	While	there	is	no	single	definition	of	this	in	
the	literature,	it	captures	the	idea	of	households	whose	
exits	from	poverty	are	not	maintained	for	any	meaningful	
period	of	time:	they	are	merely	‘bumping	along	the	
runway’	and	never	taking	off.

It	seems	sensible	on	the	face	of	it	to	assume	that	
recurrent	poverty	could	be	related	to	patterns	of	
repeated,	low-paid	insecure	employment	(cycles	
of	poverty	caused	by	cycles	of	worklessness).	
However,	this	assumption	needs	to	be	examined	
carefully.	Research	using	national	survey	data	showed	
a	strong	association	between	persistent	poverty	
and	experiencing	multiple	transitions	in	and	out	of	
work	(Adelman	et al.,	2003).	The	implication	is	that	
employment	of	the	‘wrong’	sort	–	low	paid	and	insecure	
–	could	in	some	cases	be	worse	than	no	employment	
at	all	because	of	the	instability	it	brings	to	a	family’s	
finances.	As	this	shows,	the	dynamic	relationship	

between	poverty	and	worklessness	is	far	from	
straightforward.

The	level	to	which	cycling	in	and	out	of	work	is	linked	
to	recurrent	poverty	depends	on	the	make-up	and	
earnings	of	the	whole	household	and	how	these	interact	
and	change	over	time.	The	yellow	line	in	Figure	1	–	
those	always	below	the	poverty	line	–	relates	to	the	
group	identified	by	Adelman	et al.	The	JRF	programme	
on	recurrent	poverty	is	concerned	with	this	group	
(persistently	in	poverty	but	cycling	in	and	out	of	work)	
but	also	with	those	represented	by	the	orange	line	
(those	cycling	in	and	out	of	both	poverty	and	work).	
Furthermore,	as	will	be	seen,	it	is	not	only	the	labour	
market	that	potentially	determines	the	risk	of	recurrent	
poverty,	but	also,	for	example,	family	change,	so	
these	and	other	socio-demographic	factors	are	also	of	
interest.

Recurrent	poverty	and	the	policy	
context

There	are	a	number	of	causes	of	recurrent	poverty,	
based	on	the	interaction	between	people’s	incomes	and	
the	make-up	of	their	households.	Some	of	the	direct	
and	indirect	explanations	identified	in	the	literature	(e.g.	
Jenkins	et al.,	2001)	include:

Repeated	broken	spells	of	employment,	including	•	
temporary	contracts.

Working	irregular	hours.•	

Adult	relationships	beginning	or	breaking	down.•	

Children	being	born	into	or	leaving	households.•	

Intermittent	health	problems	affecting	employment	•	
and	benefits.

Out of work In work Out of work In work

H
ou

se
ho

ld
 in

co
m

e

Never poor

Recurrently poor

Always poor

Poverty line

80

70

60

50

40

30

20

10

0

Home 
owner

Social rented 
sector

Private rented
sector

H
ou

se
ho

ld
 in

co
m

e

Families without 
disabled child

Families with 
disabled child

Figure 1: Relationship between cycles of income and worklessness

Source: ONS claimant counts downloaded from https://www.nomisweb.co.uk
Note: The decile and quartile groups are not made up of exactly the same communities at each date.
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Otherwise	erratic	income	from	employment,	•	
benefits,	pensions	or	Tax	Credits.

In	recent	years	there	have	been	some	signs	that	policy	
in	the	UK	is	starting	to	recognise	and	respond	to	the	
problems	caused	by	cycles	of	poverty	(Cabinet	Office,	
2009;	DWP,	2009b).	The	clearest	policy	response	has	
been	the	new	focus	on	job	retention	and	progression,	
most	notably	in	contracts	for	the	‘Flexible	New	Deal’,	
where	there	has	been	considerable	academic	enquiry	
and	political	debate	about	the	optimum	job	outcome	
targets	to	set	for	contractors	(Finn,	2008;	Work	and	
Pensions	Select	Committee,	2009).	The	old	target	of	‘in	
employment	at	13	weeks’	was	replaced	by	a	26-week	
job	retention	target	but	commentators	have	called	for	
even	longer	objectives	of	a	year	or	more,	including	the	
total	of	all	spells	within	paid	work	during	that	period	
(Social	Market	Foundation,	2009).	The	Conservatives	
announced	a	one-year	job	retention	target	as	part	
of	the	‘Work	Programme’	at	their	2009	conference.	
However,	as	JRF’s	research	programme	demonstrates,	
people	are	still	being	hampered	by	a	reliance	on	flexible/
insecure	low-paid	employment	on	the	one	hand	and	the	
rigidity	and	incompatibility	of	the	benefits	system	on	the	
other.	If	employers	and	workers	need	and	want	greater	
flexibility	to	respond	to	labour	demand	fluctuations	
and	its	causes,	the	welfare	system	needs	to	be	able	to	
respond	effectively	to	the	consequences.

Types	and	extent	of	recurrent	poverty	 
in	Britain	

Changes	in	income	are	the	most	common	but	not	
the	only	way	of	measuring	poverty	over	time.	In	their	
research,	in	addition	to	income-based	measures,	
Tomlinson	and	Walker	considered	recurrence	of	both	
‘financial	strain’	(a	subjective	measure	based	on	
whether	families	are	reporting	in	the	survey	that	they	
are	struggling	to	get	by)	and	of	‘material	deprivation’	
(where	families	reported	not	owning	certain	consumer	
durables).	These	three	dimensions	of	poverty	all	
showed	different	trends	over	time	when	comparing	
successive	five-year	‘windows’	between	1991	and	
2005.	This	highlights	the	value	of	focusing	not	simply	
on	a	single	measure	of	poverty	or	a	single	point	in	time.	
Even	though	the	trends	over	time	differ	according	to	
which	measure	of	poverty	is	taken,	the	same	factors	
relating	to	the	labour	market	and	household	change	
tend	to	reappear	as	causes.

Figure	2	shows	the	changing	composition	of	
households	experiencing	income	poverty,	financial	strain	
and	material	deprivation	according	to	the	particular	
pattern	of	poverty	dynamics:

Chronic•	 :	all	five	years	spent	in	poverty,	financial	
strain	or	deprivation.

Recurrent•	 :	more	than	one	discrete	period	during	the	
five	years.

One long spell•	 :	one	period	lasting	two	to	four	years.
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One short spell•	 :	one	period	lasting	for	a	single	year.

Never•	 :	no	experience	of	poverty,	strain	or	
deprivation	during	the	five-year	window.

This	shows	that	both	recurrent	income	poverty	and	
recurrent	material	deprivation	remained	broadly	stable	in	
the	five-year	periods	between	the	early	1990s	and	the	
mid-2000s,	although	recurrent	financial	strain	declined	
marginally	(from	18	per	cent	to	15	per	cent)	over	the	
15-year	period.	The	level	of	material	deprivation	has	
risen	but	it	is	important	to	note	that	this	is	a	measure	
of	relative	deprivation,	as	absolute	standards	of	living	
have	been	going	up.	The	proportion	saying	that	they	
did	not	experience	any	financial	strain	during	the	five-
year	window,	in	contrast,	rose	considerably.	A	possible	
explanation	is	the	increased	availability	of	personal	
credit	in	terms	of	the	amounts	available,	ease	of	access	
and	market	reach	during	that	time.	If	this	explanation	is	
true,	it	seems	likely	that	the	picture	for	the	subsequent	
period	(2006	and	beyond)	will	highlight	considerable	
financial	strain	arising	from	the	impact	of	the	credit	
crunch	and	recession	on	people’s	access	to	finance.

As	Figure	2	shows,	in	terms	of	income-based	
measures,	recurrent	poverty	accounts	for	about	a	fifth	
of	the	overall	experience	of	poverty	in	the	working-age	
population	(slightly	more	for	financial	strain	and	slightly	
less	for	material	deprivation).	It	is	therefore	an	important	
matter	for	policy-makers’	attention.	However,	there	is	a	
lack	of	evidence	about	what	causes	recurrent	poverty,	a	
gap	addressed	by	this	programme	of	research.

Causes	of	recurrent	poverty

Tomlinson	and	Walker	isolated	the	independent	
factors	associated	with	recurrent	income	poverty	for	
people	of	working	age	in	Britain.	‘Independent’	in	this	
context	means	that	each	characteristic	has	its	own,	
separate	impact.	For	example,	there	was	an	association	
between	recurrent	poverty	and	both	single	parent	
status	and	recently	having	a	baby,	over	and	above	
any	link	between	the	two	factors.	These	causes	are	
listed	in	Table	1,	in	order	of	strength	of	risk	of	recurrent	
poverty.	For	example,	previous	experience	of	poverty	
had	an	effect	about	four	times	as	strong	as	that	of	
having	a	baby	on	increasing	the	chance	of	recurrent	
poverty.	Opposite	effects	of	similar	strengths	would	also	
cancel	each	other	out	–	for	example,	getting	divorced	
increased	the	risk	of	recurrent	poverty	by	about	the	
same	amount	that	working	in	an	‘associate	professional	
and	technical’	occupation	decreased	the	risk	(this	
employment	category	includes	jobs	like	web	designer	
and	paramedic).

All	of	the	factors	listed	in	Table	1	were	highly	statistically	
significant	–	that	is,	the	relationship	between	the	
factor	and	the	risk	of	poverty	is	highly	likely	to	exist	
in	the	overall	working-age	population	and	not	just	in	
the	sample.	More	details	on	the	technical	aspects	of	
the	modelling	used,	plus	further	models	for	different	
measures	of	poverty,	can	be	found	in	Tomlinson	and	
Walker	(2010).

Table	1:	Factors	affecting	the	risk	of	recurrent	poverty

Factor Risk of poverty Relative strength of 
impact

Core	labour	market Decreases
Intermediate	labour	market Decreases
Previous	experience	of	poverty Increases
Peripheral	labour	market Decreases
Couple with no dependants Decreases
Associate	professional	and	technical	occupation Decreases
Self-employed	(permanent) Decreases
Professional	occupation Decreases
Divorced/separated Increases
Single	parent Increases
Higher	level	education Decreases
Administrative	or	secretarial	occupation Decreases
Skilled	trade	occupation Decreases
Age	25–34 Decreases
Had	a	child Increases

Source:	Tomlinson	and	Walker	(2010).	Note:	These	effects	were	all	calculated	compared	to	relevant	‘base’	categories,	which	were	(for	cases	with	non-binary	
variables):	Age	45+,	no	qualifications,	‘other’	household	types,	unskilled	occupations,	other	economically	inactive.	‘Age	18–24’	was	also	a	significant	factor	 
but	not	to	the	level	of	those	shown	here	in	Table	1.



6

The	authors	used	information	from	the	BHPS	about	
people’s	employment	contracts	and	chances	for	
progression	in	work,	in	order	to	segment	the	labour	
market	into	various	categories.	The	categories	covered	
those	not	employed,	the	self-employed	and	three	levels	
of	other	employment	–	core,	intermediate	and	periphery.	
Core	and	intermediate	workers	have	permanent	
contracts	but	are	differentiated	by	chances	of	
progression,	as	measured	by	annual	salary	increments	
and	promotion	prospects.	Workers	in	the	periphery	are	
those	with	no	chance	of	wage	progression	and	include	
those	with	temporary	contracts.	About	a	fifth	of	the	
working-age	population	falls	into	each	of	those	three	
groups,	according	to	data	from	the	2005	BHPS	(with	8	
per	cent	self-employed	and	30	per	cent	non-employed	
–	looking	after	the	home,	unemployed,	early	retirement	
or	otherwise	‘economically	inactive’).

The	analysis	showed	that,	of	the	factors	considered,	
people’s	employment	conditions	had	by	far	the	
strongest	impact	on	the	risk	of	recurrent	poverty	(and	
indeed	other	forms	of	poverty).	People	were	most	
at	risk	of	going	on	to	experience	recurrent	poverty	
in	the	following	five	years	if	they	were	unemployed,	
economically	inactive,	retired	early	or	temporarily	
self-employed.	The	latter	group	includes	people	who	

could	be	working	for	someone	else	(for	example,	as	is	
common	in	the	construction	industry)	and	are	only	self-
employed	in	a	technical	sense.

 
In	contrast,	being	permanently	self-employed	or	looking	
after	a	home	(while	having	a	partner	in	paid	work)	
offered	at	least	some	protection	compared	to	those	
highest	risk	groups.	The	other	forms	of	employment	
all	gave	even	greater	protection	against	future	
recurrent	poverty	–	workers	in	the	core	labour	market	
had	stronger	defence	than	those	in	the	intermediate	
segment	and	intermediate	workers	were	better	off	
than	those	in	‘peripheral’	employment.	‘Peripheral’	
employment	was	defined	in	the	model	to	include	more	
than	just	temporary,	low-paid	work,	which	is	one	reason	
why	it	is	relatively	protective	against	future	poverty.	
Overall,	being	in	the	core	labour	market	compared	to	
being	unemployed	was	a	risk	factor	about	five	times	
larger	than	having	a	new	baby,	for	example.

Women

Men

Figure 3: Number of men and women making a new claim for Jobseeker's 
Allowance who were last claiming this benefit less than six months previously 

Source: www.poverty.org.uk. All data are for the first quarter in the stated year.
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The	authors	concluded:

…while personal attributes and circumstances 
contribute significantly to determining the risk 
of recurrent poverty, they are overshadowed by 
structural factors that shape the opportunities for 
financial security offered by the labour market. 
It follows that policies that encourage people 
to find work that pay little attention to the kind 
of jobs that are available are unlikely to secure 
a significant reduction in recurrent poverty or a 
sustained fall in the poverty rate.

The	recession	and	insecure,	low-paid	
employment

The	analysis	of	national	survey	data	outlined	above	
shows	how	important	the	conditions	of	people’s	
employment	are	in	determining	their	household’s	risk	of	
cycling	in	and	out	of	poverty.	The	process	of	churning	
between	low-paid	temporary	jobs	and	benefits	has	
long	been	a	major	problem	in	the	UK	economy	and	it	
is	being	exacerbated	by	the	impact	of	the	recession	on	
the	labour	market.

Figure	3	shows	that	between	1990	and	2003	there	
was	a	rise	followed	by	a	slower	fall	in	the	numbers	of	
new	claimants	for	Jobseeker’s	Allowance	(JSA)	who	

were	last	claiming	this	benefit	less	than	six	months	
previously.	The	number	of	people	‘re-claiming’	JSA	
rose	by	nearly	60%	from	its	low	point	in	2006,	and	
increased	substantially	in	the	last	year	(2009)	as	a	
result	of	the	recession.	This	affected	men	and	women	
equally.	However,	the	downturn	also	increased	new	
claims	for	JSA	at	a	faster	rate	than	that	by	which	people	
are	‘cycling’	between	JSA	and	a	job.	This	means	that	
2009	saw	proportionally	fewer	re-claimants,	even	
though	both	figures	have	gone	up.	This	does	not	
mean	there	has	been	improvement	in	the	extent	of	the	
‘insecure	employment-JSA’	cycle;	it	is	only	because	
that	category	is	not	growing	as	quickly	as	new	JSA	
claims.

Other	research	in	the	recurrent	poverty	programme	
explored	the	perspectives	of	people	who	were	facing	
the	prospect	of,	or	were	already	doing,	insecure,	
low-paid	jobs.	Ray	et al.	interviewed	lone	parents	
(mostly	women)	and	long-term	unemployed	people	
(mostly	men)	who	had	previously	been	through	the	UK	
government	experiment	to	provide	in-work	financial	
and personal support (the Employment Retention 
and Advancement demonstration).	McQuaid	et al. 
interviewed	mostly	female	lone	parents	who	had	
previously	been	given	support	from	the	Scottish	
Government’s	Working for Families Fund.	It	is	important	
to	note	that	the	two	studies	in	the	JRF	programme	do	
not	assess	the	impact	of	these	initiatives.
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Figure 4: Factors creating the low-pay/no-pay cycle for individuals 
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Both	projects	found	that	many	people	struggled	to	get	
by,	experienced	financial	strain	and	remained	in	poverty	
after	they	had	found	employment.	This	was	especially	
so	for	those	who	entered	short-term	intermittent	work.	
Figure	4	summarises	the	factors	that	keep	people	in	
cycles	of	low-pay/no-pay,	highlighted	by	this	research.

The	factors	affecting	this	cycle	included	aspects	related	
directly	to	the	job	and	the	local	labour	market,	but	also	
other	employment-supporting	structural	factors	such	
as	the	availability	of	childcare,	education	and	training,	
transport	and	the	benefits	system.	Job	characteristics	
were	very	important,	with	low	pay,	part-time	hours	and	
temporary	contracts	identified	as	key	determinants	of	
cycling.	For	parents,	shift-work	and	anti-social	hours	
were	seen	as	important	barriers,	even	for	those	who	
had	childcare.	Typically,	there	was	less	generous	
sick	pay,	holiday	pay,	pensions	and	potential	for	
promotion	in	these	jobs	compared	to	those	in	stable	
jobs.	Workplaces	that	did	have	structured	training	
and	promotion	opportunities	enabled	people	to	feel	
supported	in	attempting	to	advance.	An	alternative	
approach	–	progression	through	moving	to	a	new	job	–	
was	potentially	risky	without	appropriate	support.	

Another	recent	JRF	study	(Crisp	et al.,	2009)	highlighted	
how	people	can	feel	forced	into	working	long	hours	
in	order	to	make	ends	meet.	Although	some	people	
involved	in	the	study	valued	the	importance	of	work	
beyond	simple	but	vital	considerations	of	pay,	the	study	
demonstrated	how	often	employment	did	not	‘pay’	as	a	
route	out	of	poverty.	One	woman	noted	that:

I do struggle now, I work 16 hours when I’m 
actually £1.02 better off a week ... which is really 
scary, it’s madness. But the only reason I work is 
for me personally and the kids, so I can say, ‘Look 
Mum goes out to work every week, we all have to 
work’ ... which is the only reason.

The	characteristics	of	the	individual,	such	as	their	
health,	debts	and	other	spending	decisions,	as	well	as	
their	personality	and	aspirations,	were	also	influential.	
Progression	at	work	was	not	something	that	everybody	
sought,	in	part	due	to	low	confidence	or	fatalism	about	
future	prospects,	but	also	because	of	trade-offs	with	
other	aspirations	and	motivations.

Childcare	was	a	particular	problem	for	parents	with	
more	than	two	children,	or	whose	children	had	health	
problems	or	were	not	between	5	and	12	years	of	age.	
The	younger	children	needed	additional	care	because	
they	were	not	yet	at	school	full-time	and	out-of-school	
hours	provision	for	teenagers	is	generally	poor.	The	
lack	of	childcare	available	outside	a	‘typical’	working	
week	in	the	evening	and	at	weekends	caused	difficulties	
for	parents	in	finding	and	keeping	employment.	The	
complex	interactions	with	and	between	the	benefits	and	
Tax	Credits	system	were	also	a	barrier	for	these	families,	

with	the	childcare	element	of	Working	Tax	Credit	(WTC)	
singled	out	as	particularly	problematic.	This	is	because	
it	is	received	four	weeks	after	starting	employment,	
whereas	payment	for	childcare	providers,	and	often	a	
deposit,	is	required	up	front.	Childcare	WTC	is	capped	
at	80	per	cent	of	total	childcare	costs	and	the	remaining	
20	per	cent	was	very	difficult	for	parents	to	afford.	Other	
problems	related	to	it	being	based	on	a	limit	of	needing	
care	for	only	two	children	and	averaged	over	an	
annual	period,	when	costs	are	in	practice	intermittent.	
Finding	money	in	advance	is	a	struggle	for	people	on	
low	incomes	who	have	restricted	access	to	affordable	
credit.

There	are	relatively	few	elements	of	the	welfare	system	
designed	specifically	for	when	people	move	from	
benefits	into	employment	–	although	some	new	ideas,	
such	as	post-employment	advisory	support	and	in-
work	bonuses,	were	trialled	as	part	of	the	Employment 
Retention and Advancement	demonstration	project.	
Out-of-work	benefits	are	also	generally	slow	to	re-
establish	once	employment	has	ended	and	there	can	
be	an	income	gap	from	the	end	of	benefits	to	the	first	
salary,	which	is	difficult	to	manage.

An	important	part	of	the	picture	was	that	people	in	the	
study	felt	that	incomes	in	and	out	of	work	were	too	low	
compared	to	what	people	said	they	needed	to	survive.	
This	resonates	with	work	funded	by	JRF	on	what	the	
public	agree	is	the	minimum	amount	needed	to	live	
on	(Hirsch	et al.,	2009),	which	was	often	considerably	
more	than	the	amount	received	in	out-of-work	benefits	
or	working	full-time	on	the	National	Minimum	Wage.	
Housing	costs	form	a	large	proportion	of	what	people	
need	to	spend	and	this	was	felt	especially	acutely	
among	those	in	work.	This	included	both	high	rents	
for	those	in	the	private	rented	sector	and	accumulated	
mortgage	debt	for	low-income	home-owners.	Debt	
is	also	a	more	general	issue,	as	it	is	not	taken	into	
account	in	routine	measures	of	poverty	but	clearly	
affects	disposable	income	and	living	standards	directly.	
In	these	studies,	debt	was	caused	by	error	and	delays	
in	the	benefits	system	but	also	accrued	to	cover	day-
to-day	living	expenses	while	out	of	work.	Creditors	
often	increased	pressure	to	pay	back	these	debts	when	
individuals	did	regain	paid	work.	This	was	not	the	only	
cost	that	increased	on	getting	a	job;	it	could	also	mean	
additional	transport	costs,	including	running	a	car.

Moving	out	of	the	low-pay/no-pay	cycle,	then,	is	
assisted	and	impeded	by	a	mixture	of	personal	and	
structural	factors,	with	the	characteristics	of	jobs	
and	the	local	labour	market	of	key	importance.	It	is	
critical	therefore	to	explore	why	employers	feel	they	
need	to	take	a	‘temporary/low-pay’	approach	to	the	
organisation	of	their	business.
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The	role	of	employers

In	addition	to	the	factors	that	people	on	low	incomes	
saw	as	important,	other	research	in	the	programme,	
by	Metcalf	and	Dhudwar,	examined	the	low-pay/no-
pay	cycle	from	the	point	of	view	of	employers.	This	
was	done	through	a	series	of	26	case	studies	with	
employers	in	different	sectors	and	locations	of	the	UK	
economy	and	an	analysis	of	the	Labour	Force	Survey	
(LFS,	a	national	study	of	the	working-age	population)	for	
April–June	2007.	Interviews	were	also	held	with	seven	
‘purchaser’	companies,	whose	practices	were	thought	
to	influence	organisations	providing	them	with	services,	
as	well	as	with	Trade	Union	representatives.

The	sectors	covered	by	the	case	studies	were	cleaning,	
food	processing,	packing,	waste	management,	
education,	childcare	and	sports	and	leisure.	These	
sectors	were	selected	because	each	needs	to	cope	
with	fluctuations	in	demand	for	their	goods	or	services.	
The	reasons	for	this	fluctuation	can	vary.	For	instance,	
it	can	be	seasonal	(including	the	impact	of	school	
holidays),	due	to	uncertainty	over	the	number	and	
scope	of	external	contracts	that	are	being	won,	or	
because	of	changing	purchaser	decisions.

The	authors	concluded:

… the effect of demand fluctuations on temporary 
working appeared to be moderated by cost 
pressures and by skill requirements. Higher 
cost pressures pushed employers to minimise 
costs and to more closely match labour input to 
demand. With fluctuating product demand, this 
resulted in employing only as many permanent 
staffing as were needed to meet minimum 
demand levels, leading to the need for temporary 
staff when product demand was higher. This 
approach was only feasible because of the low 

skills required or ready supply of qualified temps, 
enabling employers to recruit when demand grew 
and minimising loss of human capital and training 
expenditure. (Metcalf and Dhudwar, 2010).

Extent of temporary, low-paid work
The	LFS	analysis	showed	that	temporary	employment	
(defined	according	to	whether	the	employee	reports	
this	in	the	survey)	is	relatively	rare	at	6	per	cent	of	all	
employees,	but	one	in	three	temporary	jobs	are	low	
paid,	compared	with	one	in	five	overall.	The	extent	of	
low	pay	rises	to	two	in	three	among	seasonal	workers,	
about	one	in	two	for	casual	workers	and	two	in	five	
among	agency	temps.	The	analysis	also	showed	that	
temporary	workers	who	are	low	paid	are	more	likely	
than	those	who	are	higher	paid	to	be	working	under	
that	type	of	contract	because	they	cannot	find	the	
permanent	employment	they	want.	They	are	also	more	
likely	to	be	working	part-time	than	higher	paid	temps	
–	and	again	more	likely	to	be	frustrated	in	their	wish	
to	work	full-time.	Other	research	(Booth	et al.,	2002)	
highlights	the	association	between	lack	of	training	
and	temporary	posts.	These	figures	paint	a	picture	
of	frustration	and	a	lack	of	opportunities	to	escape	
the	low-pay/no-pay	cycle,	undoubtedly	for	many	of	
the	reasons	highlighted	through	the	qualitative	work	
described	above.

Why do employers use temporary staff?
Generally,	required	skill	levels	were	low	in	the	industries	
studied	with	little	chance	for	progression	and	small	
increments	for	promotion.	Pay	was	at	or	just	above	the	
national	minimum	wage.	Within	this	context,	there	were	
several	factors	that	affected	job	insecurity	and	low	pay	
in	companies	(see	Figure	5).	Fluctuations	in	demand	
were	fundamental	to	the	nature	of	the	businesses	but	
also	important	were	cost	pressures,	markets	dominated	
by	a	few	major	buyers	and	the	relatively	easy	flow	
of	labour,	which	all	kept	wages	depressed.	Smaller	
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companies	seemed	to	resort	to	using	temporary	labour	
more	readily	and	had	fewer	opportunities	for	staff	
progression.	A	high	degree	of	division	of	labour	within	
companies,	in	terms	of	skills	required,	also	lowered	
the	chances	for	both	progression	and	higher	pay.	
Company	ethos	was	another	factor	(discussed	in	more	
detail	below).	Legislation	was	a	final	determinant,	most	
notably	the	level	of	the	National	Minimum	Wage	and	
how	companies	had	responded	to	this	(such	as	by	
cutting	overtime	or	raising	productivity).

Given	these	factors,	there	were	three	different	human	
resource	approaches	used	that	affected	employment	
security	in	the	organisations	studied	(see	Table	2).	
Sometimes	a	blend	of	these	approaches	was	used.	
Companies	using	the	‘permanent’	model,	by	definition,	
created	less	of	the	low-pay/no-pay	cycle	among	its	
employees	than	those	using	‘core-periphery’	or	‘temp	
to	perm’	forms	of	employment.

Table	2:	Human	resource	models

Model Description

‘Permanent’ Few	temporary	workers,	variations	
in	demand	addressed	by	overtime,	
multi-skilling	and	other	methods

‘Core-
periphery’

A	core	of	permanent	workers,	
variations	in	demand	addressed	by	
using	peripheral,	temporary	workers

‘Temp	to	
perm’

Most	workers	employed	temporarily	
initially	and	moved	to	permanent	
status	depending	on	demand	and	
performance

What	was	striking	about	the	use	of	these	methods	
was	that	there	seemed	to	be	little	to	distinguish	the	
effectiveness	of	organisations,	whether	employers	
chose	a	permanent	approach	or	not,	except	in	terms	
of	differences	in	ethos	about	employee	treatment	or	the	
perceived	benefits	of	having	a	more	committed,	better-
paid	workforce.	Metcalf	and	Dhudwar	concluded	that	
‘employers would not go out of business if they shifted 
to other models which afforded more employment 
security for low paid workers.’	This	has	implications	
for	how	cycles	of	worklessness	might	be	tackled.	If	
employers	can	be	shown	the	benefits	–	or	at	least	be	
shown	that	there	are	no	adverse	effects	–	some	might	
switch	to	a	more	‘permanent’	approach,	thus	tackling	
at	source	the	problem	of	insecure	work.	However,	
this	question	does	need	addressing	using	a	larger	
dataset	to	examine	the	impacts	of	the	choice	of	human	
resource	model	on	effectiveness,	profitability	etc.	in	the	
longer	term.

Implications	for	policy	and	practice

Implications for addressing the low-pay/no-pay 
cycle
The	research	with	employers	indicates	that	the	ethos	
within	a	business	is	important	but	this	needs	greater	
exploration	to	assess	the	pros	and	cons	for	companies	
who	are	using	different	models,	or	mixtures	of	models,	
within	separate	sectors.	This	is	crucial	as,	without	
such	information,	there	seems	little	reason	why	such	
companies	would	change	their	practices	of	their	own	
accord.

There	are	also	a	number	of	areas	where	further	
regulation,	rather	than	persuasion,	might	help	tackle	
cycles	of	poverty	and	worklessness.	This	could	include	
making	temporary	working	more	costly,	reducing	
the	acceptability	of	such	practices	or	increasing	the	
relative	power	of	employees.	The	latter	could	be	
achieved	through	implementing	the	EU	Directive	on	
Agency	Working,	reducing	the	time	required	to	gain	
employment	protection	rights	and	counting	broken	
periods	of	employment	towards	gaining	protection.

The	Competition	Commission	has	recently	made	
recommendations	for	tackling	problems	caused	by	
‘monopsonies’	(where	one	buyer	faces	many	sellers)	
in	the	grocery	sector,	which	may	assist	with	some	of	
the	causes	of	job	insecurity	in	that	sector.	The	role	of	
the	state	as	a	purchaser	could	also	be	examined,	in,	
for	instance,	buying	policies	within	central	and	local	
government.	Clarification	is	also	needed	on	how	social	
factors	can	and	should	be	taken	into	account	in	‘Best	
Value’	decisions.	Ensuring	that	equal	pay	legislation	is	
fully	complied	with	would	help	raise	wages,	especially	
in	the	childcare	and	education	sectors	where	women	
workers	predominate.	Trade	Union	and	Living	Wage	
campaigns	could	potentially	be	effective	in	raising	levels	
of	pay,	in	both	the	public	and	private	sectors.

As	shown	in	Figure	4,	the	factors	affecting	the	low-pay/
no-pay	cycle	can	be	split	into	labour	market	conditions,	
structural	issues	that	can	support	employment	like	
childcare	and	those	relating	directly	to	the	individual.	In	
addition	to	considerations	for	employment	practice,	this	
research	suggests	what	extra	support	might	be	given	to	
those	caught	up	in	the	low-pay/no-pay	cycle.
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The	information	and	guidance	provided	for	job	re-
entry	could	be	greatly	improved,	with	people	being	
helped	to	aim	for	jobs	that	do	act	as	stepping	stones	
to	better	conditions	and	pay.	This	needs	national	and	
local	evidence	about	where	and	what	these	jobs	are.	
As	part	of	this,	sector-based	careers	ladders	might	
be	developed	to	show	the	opportunities	available,	
including	realistic	options	for	part-time	workers.	The	
new	Adult	Advancement	and	Careers	Service	(DIUS,	
2008),	planned	to	start	in	Autumn	2010,	would	be	an	
ideal	opportunity	to	implement	this	kind	of	approach,	
but	it	will	be	important	for	the	advisers	in	the	new	
service	to	have	access	to	high	quality	local	information	
and	the	ability	to	innovate	in	reaching	vulnerable	
groups.	Jobcentre	Plus	personal	advisers	also	have	a	
key	potential	role	(McNeil,	2009).	In	order	to	progress	
within	employment,	formal	skills	and	qualifications	are	
necessary,	and	sometimes	sufficient,	but	‘softer’	skills	
and	people’s	confidence	and	self-esteem	also	need	
to	be	developed	and	some	of	the	barriers	to	adult	
education	need	to	be	addressed.	The	extent	and	nature	
of	people’s	debts	and	living	costs	and	how	these	are	
affected	by	entries	and	exits	from	employment,	all	
should	be	examined.

For	parents,	affordable	and	quality	childcare,	for	all	
ages	of	children	and	across	all	weekly	work	patterns	
–	shift-work,	weekends	and	evenings	–	is	needed	
before	work	can	become	a	secure	route	out	of	poverty.	
This	needs	to	be	combined	with	greater	flexibility	to	
suit	individual	circumstances	in	the	hours	that	people	
work,	balanced	against	the	impact	on	employers	and	
the	overall	economy.	The	evidence	from	the	recurrent	
poverty	programme	pointed	to	particular	problems	with	
the	childcare	element	of	Working	Tax	Credit.	In	general,	
the	way	the	benefits	system	operates	has	unintended	
negative	consequences.	These	need	to	be	identified	
and	reduced,	to	reflect	the	new	understanding	of	
poverty	dynamics.

Implications for addressing recurrent poverty
As	the	modelling	showed,	the	conditions	of	someone’s	
employment	can	affect	their	chances	of	getting	trapped	
in	a	cycle	of	poverty.	Other	significant	risk	factors	
included	household	change,	such	as	having	a	new	baby	
or	the	breakdown	of	a	relationship.	This	indicates	that	
current	levels	of	support	relating	to	these	kinds	of	family	
change	(such	as	the	additional	Tax	Credits	for	families	
with	a	new	baby	up	to	the	age	of	one)	do	not	seem	to	
provide	sufficient	protection.

Nevertheless,	the	modelling	confirms	that	employment	
does	remain	the	best	defence	against	poverty	–	but	
primarily	for	those	with	permanent	contracts,	a	chance	
of	a	promotion	or	a	pay	rise	and	for	those	working	
in	higher	status	occupations.	People’s	personal	
characteristics	have	some	impact	on	the	risks	of	
recurrent	poverty	but	structural	labour	market	factors	
remain	the	strongest	influence,	implying	that	this	is	
where	the	focus	of	efforts	should	lie.	Otherwise,	the	risk	
remains	that	welfare-to-work	strategies	will	not	provide	
people	and	their	families	with	sustainable	routes	out	of	
poverty.

While	this	research	suggests	that	policy	may	be	right	to	
focus	on	work	as	a	route	out	of	poverty,	the	evidence	
points	to	key	factors	that	need	to	be	addressed	on	pay	
and	job	security	if	this	approach	is	to	eventually	lead	to	
success	on	a	sustainable	basis.	These	include:

improving	rights	and	conditions	for	agency	workers;•	

increasing	pay	through	‘living	wage’	campaigns	or	•	
the	national	minimum	wage;

addressing	the	issues	directly	in	public	procurement	•	
decisions	and	in	careers	advice;	and	

making	childcare	more	available	and	affordable	for	•	
parents	on	low	incomes.

If	the	end	of	the	recession	means	a	return	to	growth	in	
the	number	of	available	jobs,	this	could	be	crucial	to	
underpin	the	success	of	the	other	recommendations.
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Executive Summary 

 
The aim of this paper is to provide evidence into the distribution of positive and negative outcomes 
within Scotland; to draw attention to the stark inequalities that exist; to demonstrate the distinctive 
geographical distribution of outcomes and to highlight the strong inter-correlation of positive and 
negative outcomes at local neighbourhood level.  Secondly, and on the basis of this evidence, to 
link this to wider discussion around public sector reform to improve outcomes for individuals and 
communities and ensure future financial sustainability. Finally, the critical role of an integrated 
approach to local place and place ‘making’ is emphasised. 
 
 
The paper particularly focuses on the demand pressures faced by Scottish public services across 
the next period, and, within that, ‘failure demand’ driven by negative outcomes at a community 
level.  Across the last decade, such demand has been absorbed by continuous and significant 
budget growth but across the next decade, this will not be possible.  
 
If ‘failure demand’ is to be prevented, it is critical to know where it is occurring. This study uses the 
Scottish neighbourhood statistics data set to examine the spatial and community distribution of 
positive and negative outcomes.  The paper provides an overview of the study findings and full 
technical reports are available at: http://www.improvementservice.org.uk/library/download-
document/3378-appendices-to-making-better-places-making-places-better/ 
 
 
Section 1 Scotland in a European context:  
This section demonstrates that, although Scotland varies above and below European averages on 
key outcomes, it is broadly in line with Europe.  It is in the variation around the average that 
Scotland is starkly different than other European countries. 
 
 
Section 2 Distribution of positive and negative outcomes across Scotland: 
This section examines this further with analysis of the distribution of positive and negative 
outcomes in Scotland and demonstrates 3 key findings: 
 

• Negative outcomes are highly interrelated and mutually reinforcing across the range of 
health, safety, learning, income etc. 

• Positive outcomes are highly interrelated and mutually reinforcing across the range. 
• Negative, and positive, outcomes are highly varied between small areas and highly 

clustered within small areas. 
 

 
Section 3 How local does ‘local’ have to be? The distribution of positive and negative 
outcomes in Glasgow: 
The distribution of positive and negative outcomes is explored at 4 levels: 

• The whole city 
• Multi-member ward level 
• Areas within multi-member wards 
• Neighbourhoods within areas 

 
The data shows significant variation city wide, within multi-members wards and at area level, but 
with very high clustering of outcomes at neighbourhood level.   
This suggests that the targeting of negative outcomes, and failure demand, would require a very 
localised, integrated and holistic engagement with these communities.  Again, the data is 
very unsupportive of the probability that any particular outcome can be improved in isolation from 
improving the overall circumstances and wellbeing of these communities. 
 

http://www.improvementservice.org.uk/library/download-document/3378-appendices-to-making-better-places-making-places-better/�
http://www.improvementservice.org.uk/library/download-document/3378-appendices-to-making-better-places-making-places-better/�
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Section 4 Conclusions: 
Contains conclusions which link the findings to public sector reform, and emphasise the following 
key points: 
 

• That further decentralisation and integration of public service planning and delivery would 
be critical to improve outcomes and reduce failure demand. 

• That more disaggregated profiling and targeting is quite possible as a basis for this 
• That structural reform of different public services in isolation from each other would be 

likely to make localisation and integration harder for the foreseeable future. 
• That redefining best value and partnership duties in terms of outcomes and placing a 

common duty on the whole public service would provide a framework for driving 
localisation and integration. 

 
Section 5: Improvement Service research and analytical services 
Further details on the research and analytical services available to CPP’s through the Improvement 
Service 
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Introduction 

The context for the analysis in this report is the stream of reports across the last year (IBR; 
Finance Committee; Strategic Finance Review Group (SFRG); The Early Years Report, etc.) that 
seek to relate achieving better outcomes for Scotland’s people to the financial sustainability of 
Scottish public services.  The following key themes are recurrent across these earlier reports: 
 

1. Reducing failure demand: 
That a substantial amount of Scottish public spending (perhaps 40% as suggested by the 
National Community Planning Group) is driven by ‘failure demand’: Demand created by 
preventable negative outcomes in individual and community lives.  This demand could be 
absorbed given the very high growth in public budgets across the last decade: It cannot be 
absorbed within declining and then static budgets across the next decade.  

 
2. Prevention or early intervention: 

The solution to this is prevention or early intervention that stops these negative 
outcomes occurring or reduces their impact on peoples lives 
 

3. Localisation and integration of public services: 
As the factors leading to negative life outcomes are complex then no public agency could 
address this on it own and no standard ‘one size fits all’ approach could address the 
diversity of people, places and cultures across Scotland.  This has led to a view that 
localisation and integration of public services is critical for improvement. 
 

4. A change of approach as well as focus and locus: 
Fourthly, a change in approach is needed, as well as a change in focus and locus.  If we 
are concerned with ‘outcomes’ then we are concerned with peoples lives, their living 
contexts and their opportunities and aspirations in life.  Public services cannot ‘do’ positive 
outcomes to people or communities: At their best, they can support them to pursue and 
achieve positive outcomes in their own lives. 

 
 
Use of data and the focus of the analysis in this report 
The analysis in this report is based on publicly available data sources. For international 
comparisons, the report draws on OECD (PISA) Data, and E.U. Data (primarily Eurostat).  The 
analysis of the distribution and clustering of positive and negative outcomes within Scotland uses 
the Scottish Neighbourhood Statistics Data set, specifically developed by Scottish Government to 
allow detailed spatial analysis of social and economic statistics and is available at www.sns.gov.uk   
This tool allows analysis at whole Scotland or council level, but also analysis down to small 
neighbourhoods (750 – 1000 people).  The report, therefore, provides new analysis of publicly 
available data, not new data. 
 
In re-examining the data statistically, our focus has been on inter-correlation (clustering) and 
standard deviation (variation around the average).  The aim is to identify the spatial level at which 
clustering is high and variation is low: The level at which the outcomes experienced by a 
community are very similar.  This would be the practical level for integrated, community focused 
intervention (past research has shown that interventions above that level tend to benefit the better 
off rather than those experiencing the worst outcomes). 
 
The analysis of clustering and variation is provided at three levels.   
 

(i) Scotland in the international context. 
 
(ii) The distribution of outcomes across Scotland. 

 
(iii) The small area distribution of outcomes within particular parts of Scotland. 

http://www.sns.gov.uk/�
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Section one: Scotland in a European Context 

There is a substantial volume of data that allows exploration of whether the pattern of negative 
outcomes and failure demand in Scotland is related to identifiable differences between ourselves 
and other European countries.  On trend analysis based on national averages, this does not 
appear to be the case for key outcome areas (See Figure 1).   
 

Figure 1 Scotland in a European Context  

 
 
In terms of learning outcomes and safety (risk of crime), Scotland is at or above the European 
average, and above the rest of the UK.  Noticeably, on the raw data, Scotland is above 
Scandinavian and Northern European countries typically taken to be more socially effective than 
we are.  In terms of income distribution (household income inequality), Scotland is below the 
European average, though not spectacularly so.  We have the poorest life expectancy in 
developed Europe but even here the difference is two years on average. 

 
The problem with the above is it is based on comparison of national averages and both 
international and national data show variation around the average to be extreme in Scotland.  
The OECD ‘PISA’ data on children’s educational performance on standardised linguistic and 
mathematical tests at age 15 illustrates this well.  Scotland’s averaged raw score across tests (504 
out of a potential 750) is 5th in Europe and above Norway, Sweden, England and France.  Even 
adjusting to a 95% confidence level to allow for possible sampling variability, Scotland’s average is 
within the upper mainstream in Europe.  The trend has held over time in the 2003, 2006 and 2009 
data.  The problem, as 2009 commentary makes clear, is that the gap between the top 20% and 
the bottom 20% in Scotland is the widest in developed Europe with the bottom 20% at age 15 
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performing as if they have 5 years less schooling than the top 20% (i.e. as if they were 10 years 
old). 
 
The 2009 analysis highlights another interesting point.  Scotland has one of the least socially 
segregated secondary school systems in Europe. The PISA data shows that the extreme variation 
in pupil performance recorded is more within schools than between schools, i.e. children with 
access to the same school resources achieve radically different outcomes.  
 
As for education, so also for health, safety and income distribution/deprivation.  The Scottish 
averages are not remarkable: The variations between top and bottom are remarkable.  It is the 
composition of the average (range and variation) that matters, not simply the average in itself.   
 

 
Scotland in a European Context: Implications for policy and practice 
 

• Scotland varies from other European countries in the composition of the average, not so 
much the averages themselves.  Put positively, many Scots experience life outcomes that 
are well above international comparators: Sufficiently above to maintain the average 
despite other Scots experiencing life outcomes that are poor by any comparable standards.  
Put negatively, there are extreme inequalities in the life outcomes of different Scottish 
citizens. 

 
• The difficulties of constructing meaningful and reliable international comparisons results in 

a fragmented measurement to different outcomes in isolation from each other.  Clearly 
outcomes are likely to interact and cluster positively or negatively.  Exposure to high risk of 
crime and victimisation and low income is likely to affect parental health and wellbeing 
which in turn is likely to affect children’s ability to perform in the school.  Outcomes are 
about peoples lives, and lives are lived in the round not in statistical compartments. 

 
• High level analysis at international and Scottish level is useful for the broad scoping of 

patterns of outcomes, and problems and issues that need addressed.  However, they are 
radically despatialised and tell us nothing about where people are experiencing positive or 
negative outcomes.  This results in a space-less or place-less focus on policy issues 
that make targeted intervention difficult.  Indeed, it leaves the appropriate level of 
intervention unexamined and unresolved. 
 

• The scale of variation around the Scottish average is a social justice issue, but it is also an 
entirely pragmatic issue.  It drives ‘failure’ demand’ within the public service system and 
reducing this is the major potential gain area with respect to Europe.  Raising the average 
is less important if we do not alter the composition of the average. The key statistical 
indicator is ‘standard deviation’ (variation around the average).  Points (ii) and (iii) above 
indicate we need to far better understand the interaction and clustering of positive and 
negative outcomes and, critically, their spatial distribution.  These are explored below. 

 
• The final points from comparisons with Europe is the need to avoid shorthand and over-

generalised characterisations of issues: The ‘sick man of Europe’, etc.  These divert us 
from the key issue of how to target those communities where people experience 
systematically worse outcomes than elsewhere in Scotland. 
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Section two: the clustering of outcomes in Scotland 

 
If reducing ‘failure demand’ through prevention and early intervention is a key target, the interaction 
between outcomes needs mapped and understood as a basis for designing interventions: We use 
two data sets to explore this.  The Scottish Index of Multiple Deprivation (SIMD) covers 7 domains, 
including income, employment, health, education and crime in a composite index that gives each 
small area (data zone) in Scotland a ranking from least to most deprived (there are over 6000 data 
zones).  SIMD available through ‘Scottish Neighbourhood Statistics’ data set provides a range of 
data on peoples lives, life outcomes and living circumstances disaggregated to small area level1

 

.  
Critically, this allows detailed analysis of the spatial (area) distribution and clustering of negative 
and positive life outcomes across Scotland.  

 
SIMD Analysis - 100 ‘least deprived’ 100 ‘most deprived’ and 100 ‘median’ areas in Scotland 
 
Using SIMD as a filter, the analysis took the 100 ‘least deprived’ small areas in Scotland, the 100 
‘most deprived’ small areas and the 100 precisely in the middle of the distribution.  
 
The analysis looked at variation between these levels and variation within these levels to examine 
the inter-relationship between different life outcomes covering health, education, employment, 
income, experience and risk of crime, quality of housing, etc.  A full technical report on the analysis 
is provided (see Appendix 1) so we only briefly summarise the results here. 
 

As was expected, the analysis shows substantial homogeneity and inter-relationship of outcomes 
within levels (least deprived --- most deprived) and sharp and stark differentiation between levels.  
In summary: 
 

• The least deprived 100 areas experience consistent interacting and mutually reinforcing 
positive outcomes across all aspects of life.  There is very low variation between areas 
within the top 100. 

 
• The most deprived 100 areas exhibit consistent, interacting and mutually reinforcing 

negative outcomes across all aspects of life.  All do relatively poorly in comparison to the 
least deprived areas, but there is more variation in the particular clustering of negative 
outcomes that afflict different communities. 

 
• The correlation between positive outcomes in the least deprived areas, and negative 

outcomes in the most deprived area, is statistically strong and statistically significant.  
 
 
Using SIMD as a filter for selecting the sample, and using a range of measures also used in the 
construction of SIMD itself, could be seen as circular:  The inter-relationship of different domains in 
SIMD (income, health, education, crime, housing, etc.) is built into the construction of the index 
itself.  Three responses are relevant.  First, the inter-relationship between domains within SIMD is 
itself empirical and changes over time.  There is no circularity.  Second, although we have explored 
the statistical relationships between domains within SIMD, we have gone back to the raw data and 
explored key variables separate from the index itself.  Finally, we have constructed and explored 
variables not used in SIMD.  A full list of variables explored is appended (see Appendix 1). 
 
 
                                                      
1Bailey , N. et al.(2003) Measuring Deprivation In Scotland: Developing a Long-Term Strategy. Edinburgh: Scottish 
Executive Central Statistics Unit 
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SIMD Analysis - Establishing relationships using a larger sample base: 
 
Establishing relationships in a small sample (300 out of more than 6000 areas) was always likely to 
create stark contrasts so we tested them further on a broader base: The least deprived 20% of 
areas and the most deprived 20% of areas (2600 areas in total) and then the whole data set.  As 
would be expected, the relationships are weaker and the contrasts less stark as we extend 
the coverage but the same relationships exist and they remain statistically significant.  The 
most deprived 20% and least deprived 20% comparisons are instructive.  For example, if we take 
the 20% of areas with the highest rate of emergency hospital admission for adults, these are also 
areas with high income deprivation, high levels of unemployment, low educational attainment, high 
crime rates, etc.  If we take the 20% areas with the lowest rates of emergency admissions for 
adults, they also have a very low level of income deprivation and unemployment, high educational 
attainment and very low rates of crime. 
 
Equally, if we take the 20% of areas with the lowest educational attainment amongst children, they 
have very high emergency admission rates for adults, etc. In short, whatever the order we adopt to 
explore particular outcomes, we find high inter-relationship and clustering at area level.  
Communities experiencing negative outcomes in one aspect of life predictably experience negative 
outcomes in other aspects of life.  The same applies to positive outcomes.  It should be noted, 
however, that we are still in this analysis averaging across areas and there is variation place to 
place as well as commonality. 
 
 
What does this mean in terms of peoples lives?: 
The discussion to date has been dry and analytical so what does it mean in terms of peoples lives?  
What it means is people living in areas where children’s achievement in education is less than half 
the Scottish norm, and 25% of that achieved by children in the least deprived areas.  It means 
people living in areas where 20%+ of the adult population are prescribed drugs for anxiety and 
depression; where in any year, 3 in every 10 adults will be emergency admitted to hospital and 
where life expectancy and healthy life expectancy are more than ten years less than the Scottish 
average.  It means people living in areas where the rate of crime is 4 times the average for 
Scotland and 8 times the average for the least deprived areas in Scotland.  All these negatives in 
peoples lives in these areas are statistically inter-related but, more importantly, practically interact 
in the daily lives of these communities creating ‘cycles’ of deprivation and affluence.  
 
 
Figure 2 Cycle of deprivation [SA = Scottish Average] 
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The ‘cycles’ are calculated around the average for the bottom 20% of areas (SIMD) and the top 
20%.  The ‘cycle of deprivation’ (figure 2) exemplifies the integration and mutual reinforcement of 
negative outcomes in the lives of these communities, contrasted with the Scottish averages.  It 
illustrates poor educational attainment leading to high levels of adult worklessness, high levels of 
alcohol abuse, high levels of crime and very poor life expectancy.  It also graphically illustrates the 
failure demand generated and the scale of reactive public spending that follows.  Negative 
outcomes across the range are 3 times more prevalent than the Scottish average. 
 
 

Cycle of 
deprivation 
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Figure 3 Cycle of affluence [SA= Scottish Average] 

 
 
 
 
The ‘cycle of affluence’ is equally striking.  Very positive educational outcomes leading to very low 
levels of worklessness, low levels of drug and alcohol problems, low crime rates and high life 
expectancy.  Positive outcomes across the range are 2 times better than the Scottish average, and 
4 times better than the average of the bottom 20%.  This disparity of outcomes is shaming and 
shameful in trend terms and makes it clear that ‘One Scotland’ contains two entirely different 
worlds in terms of ‘quality of life, opportunities in life and living context’ (SOA Guidance).  It is a sad 
fact that a disproportionate number of the areas in the bottom 20% have no attributed value for 
housing in the area.  In short, people would have to pay to get out but no one would pay to get in. 
 
 
Distribution of outcomes across Scotland: Implications for policy and planning: 
 
Implications for National Planning Framework and SOA’s: 
The analysis above raises interesting questions for the strategic planning and delivery of an 
outcome approach by the public services.  From the National Performance Framework to local 
Single Outcome Agreements, and supporting strategy and policy development (e.g. Reshaping 
Care for Older People), outcomes for health, safety, etc. have been set separately and with 
separate targets for improvement.   

Cycle of 
affluence 
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The initial guidance on SOA’s stated that outcomes were about ‘the quality of life, opportunities in 
life and living circumstances of individuals and communities’.  We cannot improve that without an 
integrated and holistic approach to the whole of peoples lives. This is not a new proposition.  ‘Logic 
modelling’ work starting from a particular outcome (reducing health inequalities or worklessness; 
supporting deprived children to have better opportunities and achievement within education) has 
rapidly discovered that the focal outcome connects in complex ways to a whole range of other 
outcomes.  This has led to a proliferation of pilots, demonstrator projects, etc. to better coordinate 
and integrate effort and resources but they themselves have become duplicative and targeted on 
their focal outcome, not on the lives of individuals and communities in the round.  
 
 
What the data suggest is that negative outcomes are very highly clustered spatially at small 
area/community level.  For any outcome to change and improve will require others to change and 
that requires targeting the whole way that community lives: Its expectations, opportunities, values 
and behaviour.  Targeting individuals case by case in the absence of change at community level 
has not worked and, on this evidence, could not work.  Targeting specific outcomes in isolation 
from the rest of a community’s life and circumstances has not worked and, on this evidence, could 
not work.  The evidence points to targeted, integrated and holistic support and intervention at 
community level with communities experiencing interacting and mutually reinforcing negative 
outcomes. 
 
 
A targeted, localised and integrated approach to public services: 
Acceptance of the spatial and the communal focus is growing but, ironically, again it shows a 
tendency to create duplication and fragmentation between different service and outcome areas.  
Thus we have an ‘assets’ based approach to health improvement; a ‘community capacity building’ 
approach for care for older people; a ‘community learning and development’ approach to improving 
learning and cohesion outcomes; and a ‘community regeneration’ approach to 
economic/employment outcomes.  Given the very clear spatial distribution and clustering of 
negative outcomes, demonstrated by the analysis, exactly the same communities would have 
to be targeted by all these approaches.  A fragmented approach here misses the core point: A 
fully targeted, localised and integrated approach would be necessary to improve any of 
these outcomes. 
 
 
Good quality public services alone do not create positive outcomes for individuals : 
The final aspect of the analysis worth noting is the shape and distribution of outcomes for the 20% 
least deprived areas.  Again, there is an identifiable clustering of interacting and reinforcing 
positive outcomes.  Interestingly, on the evidence, these communities make lower and 
different use of public services across adult life and experience much better outcomes.  
Indeed, they make lower use of public services because they have better life outcomes 
(higher levels of employment; higher incomes; better health; lower risk of crime and victimisation, 
etc.).  This helps reshape the understanding of the link between public services and outcomes.  
People experiencing positive outcomes tend to control and direct their own outcomes and make 
selective and periodic use of public services as a resource to support the lives they wish to lead.  
Public services do not control or deliver their outcomes: They do it themselves. 
 
If we apply the same point to communities experiencing interacting negative outcomes, they make 
a more reactive and recurrent use of public services and struggle to use them as a resource for 
positive outcomes.  The key point is that public services per se do not in themselves create 
outcomes: They are resources that individuals and communities are more and less able to use to 
achieve quality of life and opportunity in life.  The fashionable advocacy of ‘co-production’ as a new 
approach misses the point: We already have a co-production system in terms of outcomes.  
Communities who are able and effective co-producers of outcomes with public services have very 
good lives in Scotland.  They get real value out of schools, GP’s, cultural and leisure assets, etc.  



  Page 12 

Those who are less able to ‘co-produce’ and use public services as a resource in their lives, 
experience much more negative outcomes. 
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Section three: How local does ‘local’ have to be?  

Introduction: 
 
The previous section has established 3 purely factual propositions: 
 

• That negative (and positive) outcomes are inter-related, interactive and mutually 
reinforcing. 

 
• That negative (and positive) outcomes have a distinctive spatial distribution, and an 

identifiable clustering at small area level across Scotland. 
 

• That communities experiencing positive or negative outcomes have different patterns of 
interaction with public services (crudely, a self directed, selective and periodic interaction in 
the most advantaged communities and a reactive, recurrent and circumstances driven 
interaction in the most deprived areas). 

 
This provides greater empirical support for emerging ideas about localisation, integration and early 
intervention but it does not provide much practical support for moving forward.  This section 
explores the practical potential of using spatial and place profiling to better target intervention to 
prevent and minimise negative outcomes and failure demand.  Our operating assumption is that 
targeting preventable negative outcomes will be most effective at a level where clustering (inter-
correlation) is high and variation (standard deviation) is low, i.e. targeting focuses on spatially 
identified communities where there is significant commonality of living circumstances, life 
experience and problems in life. 
 
For the avoidance of doubt, there is absolutely no assumption in this analysis that all public service 
planning and resourcing should be targeted in this way.  For example, the infrastructure for major 
universal services (hospitals; schools; health centres, etc.) could not be sensibly planned in this 
way.  The aim of targeted intervention with specific communities is to enable these communities to 
use such resources more effectively, get better value from them and to minimise negative/failure 
demand on these resources.  Equally, there is no suggestion that existing community planning and 
SOA arrangements should be abandoned: Targeting is about focus, not institutional structures and 
arrangements. 
 
Exploring the most appropriate level for targeted intervention: 
This section aims to identify how ‘local’ localisation would have to be to have an impact. To explore 
this, analysis explores one community planning partnership area: The City of Glasgow. Using the 
Scottish Neighbourhood Statistics data set, three levels of analysis were undertaken of the spatial 
distribution of positive and negative outcomes. 
 

1. Clustering and variation between multi-member wards. 
2. Clustering and variation between different areas within multi-member wards. 
3. Clustering and variation between neighbourhoods within areas that make up multi-

member wards. 
 

The delineation of multi-member wards is self-evident.  ‘Areas’ within wards were defined by the 
‘Intermediate Geography Zone’ (IGZ) level in the data set and have populations of around 6000 
people.  ‘Neighbourhoods’ within ‘areas’ where defined at data zone (DZ) level and have 
populations of 750 to 1000 people.  As analysis moves from ‘ward’ to ‘area’ to ‘neighbourhood’, it 
moves from larger and more spatially dispersed populations to smaller and more spatially localised 
populations.  The focus of the analysis is on identifying the level(s) where clustering of outcomes is 
high and variation is low.  Full detailed reports on the analysis of multi-member wards, areas and 
neighbourhoods are attached (See Appendix) so only major findings are presented here.  The 
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Govan multi-member ward is used as a case study to explore variation at area and neighbourhood 
level within a multi-member ward. However other multi-member wards were also analysed as part 
of the study and similar findings were produced with regard to the variation and distribution of 
outcomes.  
 
The Evidence of Variation and Clustering: 
 
Distribution of outcomes in Glasgow: 
On the data, Glasgow has a whole exhibits striking variations.  It has areas and communities that 
live at the highest level in Europe in terms of quality of employment, income, health, education and 
safety.  It also has areas and communities that are well below European norms on the same basis.  
The ‘gap’ between communities in Glasgow is much documented and there has even been the 
suggested ‘Glasgow effect’ in terms of health outcomes when comparisons are made with other 
comparable UK cities.  A short hand way of expressing this is that ‘Glasgow has a problem’ 
that the Glasgow partnership has to address but this is also misleading: Some people and 
communities in Glasgow have very serious problems but others do not.  Planning at ‘whole 
city’ level would be quite proper for infrastructure, redevelopment of the City’s economic base, 
reinventing and repositioning the City nationally and internationally, etc.  It would also be important 
for identifying, planning and targeting sub-areas of the City where there is distinctive clustering of 
negative outcomes.  It would not, however, be an appropriate level for delivery of interventions in 
these areas. 
 
Distribution of outcomes across multi-member wards in Glasgow: 
The first base for exploring sub-area variation would be multi-member wards and the analysis 
shows there is substantial variation between wards (See Figure 3 and Appendix 2).  There is also 
identifiable clustering of negative outcomes in some wards and positive outcomes in others.  The 
problem is the variation between areas within multi-member wards is often as great as the variation 
between wards themselves (statistically, at ward level, standard deviation remains high and inter-  
correlation (clustering between outcomes) relatively weak).  
 
 
Figure 4 Percentage of total population classified as income deprived - multi-member wards in Glasgow 

Multi-member ward Percentage of total population who are income deprived : 2005 
Anderston/City 18 
Baillieston 22 
Calton 40 
Canal 32 
Craigton 22 
Drumchapel/Anniesland 31 
East Centre 29 
Garscadden/Scotstounhill 24 
Govan 29 
Greater Pollok 25 
Hillhead 14 
Langside 13 
Linn 25 
Maryhill/Kelvin 22 
Newlands/Auldburn 20 
North East 31 
Partick West 15 
Pollokshields 15 
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As a consequence, if additional resources were allocated to the wards with the highest level of 
negative outcomes, the impact on outcomes would entirely depend on how well these resources 
were then targeted within the ward.  The ward level could be a possible level for planning and 
targeting, but would not be an appropriate level for engagement with and delivery to distinct 
communities. 
 
 
Distribution of outcomes across ‘areas’ within multi-member wards: 
A second base for exploring sub-area variation would be ‘areas’ (IGZ) within multi-member wards.  
Taking Govan as an example, the analysis explored variation between areas in Govan, and 
clustering of negative outcomes within them (See Figure 4 and Appendix 2).   
 
Figure 5 Percentage total population classified as income deprived - 'areas' in Govan 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
Again, the analysis at this level (areas of around 6000 people) still shows substantial variation 
within areas as well as between them and thus relatively weak clustering at area level.  For 
example, within the Linthouse area, different neighbourhoods exhibit quite different clustering of 
negative outcomes.  They all experience fairly negative outcomes relative to Scottish and Glasgow 
averages, but the clustering of outcomes varies significantly between neighbourhoods. 
 
 
Distribution of outcomes within ‘neighbourhoods’: 
The final level of analysis, the neighbourhood level, therefore emerges as the level where 
variation is very low and the clustering of outcomes strong and consistent.  A full report of 
analysis at neighbourhood (data zone) level is provided (See Appendix 2) but it shows that 
homogeneity of living circumstances and outcomes occurs only at this most local level.  Any 
strategy for targeting resources and integrating effort above that level would have to recognise 
variation between neighbourhoods, and might well miss the most disadvantaged and excluded 
communities.   

Shettleston 26 
Southside Central 31 
Springburn 32 
Glasgow City Average 25 

‘Areas’ in Govan Percentage of total 
population who are 
income deprived : 2005 

S02000631   Kingston West 
and Dumbreck 

20 

S02000638   Craigton 27 
S02000642   Kinning Park 
and Festival Park 

18 

S02000644   Ibrox East and 
Cessnock 

30 

S02000649   Ibrox 40 
S02000656   Govan and 
Linthouse 

42 

S02000660   Drumoyne and 
Shieldhall 

31 

Govan average 29 
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Equally, if intervention is about working with communities, rather than doing things to them, this 
seems more feasible at neighbourhood level than with ‘communities’ defined at area level (6000 
people) or ward level (over 20,000 people). 
 
The above is fairly analytical so it will be useful to illustrate it with some practical examples.  If we 
take income deprivation, the Govan ward has 29% of its population classified as income deprived. 
(See Figure 4) At area level within the ward, this varies between 18% (Kinning Park and Festival 
Park) and 42% (Govan and Linthouse).  If we focus variation at neighbourhood level, then the 
variation between neighbourhoods within Govan and Linthouse is between 30% and 55%. As 
importantly, one neighbourhood within Kinning Park and Festival Park has a higher rate of income 
deprivation (30%) than one of the neighbourhoods in Govan and Linthouse.  (See Figure 7). 
 
Figure 6 Percentage total population classified as income deprived 'neighbourhoods in Govan Linthouse and 

Kinning Park Festival Park 

Govan and Linthouse (%) Income 
deprived 

Kinning Park and 
Festival Park 

(%) Income deprived 

S01003364 39 S01003315 20 

S01003367 55 S01003320 15 

S01003396 37 S01003327 32 

S01003412 30 S01003338 27 

S01003418 40 S01003348 17 

S01003441 37   

Govan and Linthouse 
average 

31 Kinning Park Festival Park 
average 

18 

 
Targeting on the basis of area comparisons alone would miss neighbourhood variation within areas 
and, particularly, very disadvantaged neighbourhoods within relatively less disadvantaged areas. 
 
Pursuing this example, the data also indicates clustering at neighbourhood level.  The 
neighbourhood with the highest income deprivation (55%) also has the highest level of benefit 
dependency for all age groups (82% for people over 50), a very high rate of emergency admissions 
for alcohol and drug related reasons, very low property value (55% in Council Tax Band A), and 
low educational achievement among children.  With the exception of the relationship between 
income deprivation and benefits claiming, there is a consistent clustering at neighbourhood level: 
The better a neighbourhood is on one outcome, the better it is on the others and vice versa. 
 
It should be noted that most of the areas and neighbourhoods in the Govan multi-member ward are 
relatively disadvantaged in comparison to the Scottish averages.  This does not mean they are all 
of equal priority for supportive and preventative intervention, nor that the same pattern of 
intervention would be appropriate for all of them.  There are very substantial variations that should 
inform prioritisation, and different clustering of outcomes that should shape intervention. 
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How local does ‘local’ have to be? Implications for policy and planning: 
 
The analysis above could be seen to support a radically ‘localist’, ‘big society’ concept but we think 
that would be a misinterpretation of the data.  The major universal services require an 
infrastructure (hospital, schools, etc.) that cannot and should not be planned at a disaggregated 
level.  Economic regeneration and development will be best undertaken at, at least, municipal, if 
not city regional, level.  As importantly, targeting communities at small area level would always 
require a planning and institutional capacity well above that level.  The key question is not about 
what institutional structures we have: It is about what they do.  In this sense, the analysis above is 
entirely agnostic to current debates about institutional structures. 
 
On the other hand, the data suggests that much current planning for outcomes is at too high a level 
and insufficiently related to the actual places where people live their lives and experience negative 
and positive outcomes.  Planning to reduce the ‘equality’ gap in health, education or income at a 
‘whole City’ level is fine only insofar as this maps on to an implementation and delivery system that 
is decentralised, empowered and ultimately targeted and customised at small area level.  This 
might therefore include strategic planning at City wide level, implementation programming and 
prioritisation at ward level and delivery management at area or even neighbourhood level.  The 
higher level strategic planning is progressively not the problem:  It is how it fits into and drives the 
delivery system. 
 
To date, community planning for outcomes has set strategic priorities for the whole administrative 
area supported, and the delivery system has tended to be ‘thematic’ or ‘operational’ partnerships 
focused on particular outcomes or client groups (for example, ‘community safety’ partnerships, 
‘community health’ partnerships, ‘children’s services’ partnerships, etc.).  The data here suggests 
two problems with that.  First, outcomes are so inter-related and reinforcing at community level, 
that improving one outcome in isolation from others is unlikely to be successful and, on the 
evidence, is not successful.  Second, thematic/operational partnerships have themselves been 
more about co-ordinating the activities of different agencies and services around particular 
outcomes, than delivering on an integrated basis to particular communities.  They sit on top of 
inherited service structures and arrangements that were designed for consistent service delivery 
across areas, not outcome delivery within areas.  At minimum, the analysis here suggests a 
significant rebalancing between service/policy focus and focus on place would be 
necessary to improve outcomes for the most disadvantaged people and minimise failure 
demand within the system. 
 
The analysis suggests an approach rather than a specific solution.  If improving outcomes is about 
working differently and more holistically with local communities then it will be impossible to decide 
the focus of this without knowledge of the local area and engagement with local people.  That 
approach would involve disaggregated profiling of the sort undertaken here but, more importantly, 
it would involve decentralisation of decision-making, integration of effort and resources at local 
community level, and a committed engagement and co-production with the local community.  The 
desire for ‘a solution’ misunderstands the nature of outcomes, and denies the importance of place 
(and variation between places) that this research demonstrates.  It is ‘magical’ thinking, rather than 
evidenced analysis. 
 
It may seem that the analysis presented points to the ‘Urban Programme’ or ‘Social Inclusion 
Partnership’ type initiatives of the past.  That would be a misinterpretation, in our view.  For all their 
benefits, these initiatives were self-standing with dedicated funding and at the margins of the 
mainstream in policy and budgetary terms.  Setting the present analysis in the context of the 
National Performance Framework and local SOA’s makes it clear this is about the central direction 
of mainstream strategy and budgets, not an ‘add on’ to them.  It implies the next step on the 
journey from a focus on major services, their budgets and activities, to a focus on outcomes 
and better lives for real people and communities.  It would not be an initiative: It would be what 
public services are for. 
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Section four: Conclusions 

 
• The analysis reported here shows very significant variation across Scotland in the 

distribution of positive and negative outcomes and clustering of outcomes 
disproportionately at neighbourhood (data zone) level.  It reinforces an emphasis on 
localisation and integration of public services but suggests that this would have to be very 
local indeed and based on engagement and working with communities.  It also indicates 
that the balance between policy focus on particular outcomes in isolation, and a focus on 
‘place’ ‘in the round’ needs to shift from Government down in Scotland. 

 
• It provides disaggregated evidence on ‘negative’/’failure’ demand and shows that the 

same communities are generating failure demand across a range of service and 
policy areas.  For each major service or policy area to develop responses to this in 
isolation would be costly, fragmented and ineffective. The analysis indicates that exactly the 
same communities would have to be the target for all these fragmented initiatives.   

 
• The data poses questions about the different levels that strategic planning, 

operational design and delivery management may happen at and how they relate to 
each other.  Strategic planning for the whole council area is fine as long as it is not solely 
about the whole council area.  With disaggregated profiling, the institutional and resource 
capacity at whole area level may be necessary to enable targeting and an integrated 
approach at local community level.  Thematic partnerships may remain important for policy 
and resource alignment but how they integrate at local level needs thought through.  Very 
strong area and locality management with an integration remit, and the 
empowerment to fulfil it, could be one way of preventing fragmentation around 
particular outcomes in isolation. 

 
• The analysis illuminates links to the evidence on how more affluent communities live 

and their utilisation of public services.  Much of the discussion of ‘universalism’, ‘the role 
of the state’, etc. has been wholly abstract to date.  The profiling of the 20% least deprived 
communities indicates people who make elective, selective and periodic use of services, 
and who neither need, nor probably want, a ‘wrap around’ state.  Targeting areas where 
additional support is necessary is not taking something away from more affluent 
communities: It is recognising how they live and use services anyway. 
 

• The analysis here, as noted, is largely agnostic to structural arrangements: It 
suggests localised arrangements built around local communities are the critical 
factor.  However, the danger of fragmented structural change at this juncture is that, on all 
evidence across the last 20 years, it would be very costly and disruptive.  The key task is to 
build on the increasingly strong partnership arrangements built cross the last four years and 
drive localisation and integration around vulnerable communities. 
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Section five: The Improvement Service research and 
analytical Services 

 
Good quality research and analysis is critical to support Scottish Councils and Community 
Planning Partnerships ambitions to improve outcomes for individuals and communities. Service 
managers and their partners rely on informed intelligence to identify priorities, set targets, plan 
policies and deliver their frontline services.  
 
Whilst current SOA guidance requires that all CPPs carry out an area profile, at the moment this is 
often undertaken at a very high level for the whole of the council area that the partnership serves. 
On the basis of this analysis, it is suggested that a much more granular approach is both possible 
and desirable since access to local level population data could be used as the basis for priority 
setting and targeting. As part of its broader research remit the Improvement Service has been 
working to develop a framework and tool-kit for CPP’s which would enable them to carry out 
disaggregated profiling quickly and efficiently. Initial ‘pilot’ profiles have been created using the 
Scottish Government Neighbourhood Statistics dataset and we are now additionally in discussions 
with Health Observatory Scotland to increase the available data to include information held by ISD 
Scotland.  We are also working with Ordnance Survey Scotland to create a device which would 
improve the spatial mapping tool that is currently available on SNS.   
 
Our intention is to produce disaggregated profiles of each CPP area across the Summer, and to 
have contact with all councils and partnerships to make sure the analysis meets their needs.  This 
will link to the Outcome Management programme and the SOLACE led Benchmarking project. 
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Introduction 

This paper provides some background for the forthcoming work programme of the Finance 

Committee. The work programme focuses on the long‐run fiscal sustainability of the Scottish budget. 

Four aspects of this issue will be considered during January and early February. These are: 

demography (11th January 2012), inequalities and social deprivation (18th January 2012), universal 

services (25th January 2012) and alternative funding methods (1st February 2012). This paper 

provides an introduction for the Committee to each of these. It makes no judgement on 

constitutional arrangements, but points out differences where relevant. Before considering these 

issues, however, it explores what is meant by long‐run fiscal sustainability. 

Fiscal Sustainability 

Under current constitutional arrangements, 90 per cent of the Scottish budget is determined by a 

block grant defined by the Barnett Formula and voted by the UK Parliament1. The Scottish 

Government does not have borrowing powers. There is therefore limited power to vary the Scottish 

budget. In these circumstances, how can new fiscal pressures, such as those brought about by 

demographic change, be dealt with under the Scottish budget?  

There are two main cases. Consider first the case where similar pressures on government spending 

are being experienced in other parts of the UK. Since the same pressures are occurring throughout 

the UK, these can be termed symmetric budgetary pressures. Then, under current funding 

arrangements, the UK government is likely to take specific fiscal actions to deal with these issues in 

England, Wales and/or Northern Ireland. Assuming that the associated spending does not fall within 

the set of reserved issues, as defined in the Scotland Act, the Scottish government will receive an 

additional allocation through the Barnett formula. The Scottish Government is not under any 

pressure to follow the policies which this additional spending supports in the rest of the UK, but any 

actions it chooses to take is constrained by the size of the Barnett “consequential”, which Scotland 

receives as a result of the increased spending by the UK government. 

For example, as a result of demographic pressures, the UK government might decide to spend an 

additional 10% on social care in England. Scotland will receive an additional allocation as a result of 

this decision, and, given that it faces similar demographic pressures, may decide to allocate 

additional funds to social care. If it decides to allocate more than 10%, these additional resources 

                                                            
1
  Other contributions to the Budget come from non‐domestic rates, council tax and fees and charges levied by government agencies.  In 
addition, under current constitutional arrangements, the Scottish Parliament has the power to vary the standard rate of income tax by 3p 
in the pound. 
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have to be found from within its existing budget: if it decides to allocate less than 10%, it can 

redirect the residual funds to other uses. Since social care is not a reserved issue, the Scottish 

government is under no obligation to follow the specific policies on which the additional funding in 

England is spent.  

Even if it does decide to adopt similar strategies, the additional costs to the Scottish budget will 

reflect the relative efficiency of social care delivery in Scotland and England. Thus the Scottish 

government could follow policies designed in England, but spend less than the additional 10% of its 

budget, if social care delivery in Scotland was more efficient than in England. 

This argument is contingent on an assumption that the UK government identifies future fiscal 

pressures within its own jurisdiction and takes appropriate action. The latter requires sufficient 

political opinion to be mustered in support. One example where this has arguably not been the case 

is that of social care. The Royal Commission on Long‐Term care reported in 1998 and a number of 

other reviews and commissions have recommended change in the delivery of social care services in 

England. Yet little has happened due to the lack of political leadership. Thus, on January 3rd 2012, 60 

charities and user groups wrote a letter to the Daily Telegraph pleading for some political consensus 

around what is now generally perceived to be the critical state of England’s social care system. 

The second case is where the fiscal pressures are asymmetric. This could arise because there is 

pressure for additional spending in Scotland that is not mirrored elsewhere in the UK, or there is 

pressure for additional spending in the rest of the UK that is not mirrored in Scotland. Current 

funding arrangements are not well‐suited to this case and there is no formal mechanism for dealing 

with them. This partly reflects the lack of any legal framework underpinning the Barnett Formula. 

A key issue, therefore, for the relevance of existing funding arrangements is the extent to which 

Scotland is demonstrably different from the rest of the UK in respect of long‐run fiscal pressures. 

Neither Scotland, nor the rest of the UK is unique in respect of issues such as demographic change. 

All major countries are developing strategies to deal with this issue.  

However, on issues such as infrastructure development, policy clearly works in quite different 

contexts North and South of the border. For the rest of the UK, there is no equivalent of the £1.6 

billion that is required for the replacement Forth crossing. Scotland has no equivalent of the £14.8 

billion Crossrail project, which will provide a railway network underneath. Central London. Scotland 

may get an unexpected capital windfall as a result of Crossrail, but will have no specific assistance 

from the UK government for the Forth crossing replacement. One might argue that over a long 

period, the effects of such projects on either side of the border might even out. This seems a rather 

flimsy case to support current arrangements. It is based, as is the Barnett formula, on the notion 
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that relative population size determines infrastructure need. This does not take population density 

into account. Unless there are massive congestion issues in the more densely populated area, one 

would expect that the average per capita cost of infrastructure would be higher in the area with 

lower population density, if one’s objective was to produce a similar quality of infrastructure in both 

areas. 

Two further examples expose the dangers of relying on a loose funding arrangement, the Barnett 

Formula, where one of the parties, HM Treasury, controls the outcomes. The first is the funding 

arrangements for the London Olympics, which was ruled outside the Barnett Formula, and therefore 

did not generate Barnett "consequentials" in Scotland, Wales and Northern Ireland, as would 

normally have been the case. In addition, much of the National Lottery funding has been diverted to 

the Olympics, depriving sport in Scotland of resources. It is unlikely that additional economic activity 

in Scotland associated with the Olympics will compensate for this loss. Though less important 

financially, the second example is the lack of Barnett "consequentials" from expenditure on new jails 

in England. This again illustrated the fragility of the arrangements underpinning Barnett Formula. 

To conclude the discussion of how existing funding arrangements may be affected by additional 

fiscal pressures, one might expect that those pressures that are experienced throughout the United 

Kingdom will result in changed levels of funding for the Scottish Government as a result of the 

Barnett Formula. However, not all pressures for additional spending are experienced symmetrically 

in Scotland and the rest of the UK. This is particularly relevant for a large infrastructure projects. The 

effect on the Scottish Budget is potentially either positive or negative, depending on the location of 

the new infrastructure. However, HM Treasury has been prepared to override the Barnett Formula 

on occasion. This raises uncertainty over the robustness of the Barnett Formula and weakens the 

ability of the devolved territories to engage in long‐term fiscal planning.  

The Barnett Formula does not link taxes raised in Scotland with the level of public spending in 

Scotland. It has been argued that this implies that Scotland faces a "soft" budget constraint2. If a link 

between taxes and spending existed, it is argued that Scottish politicians will be forced to give more 

priority to policies that support economic growth. Clearly there are differences over the extent of tax 

powers that might be devolved. The Scotland Bill mainly limits these to a variation in income tax 

rates. The Scottish Government would wish to see a much wider range of taxes being devolved, 

including corporation tax. Much of the debate around this issue hinges on empirical questions about 

the extent to which different tax regimes influence growth and the extent to which politicians will 

                                                            
2 See, for example MacDonald and Hallwood (2006), "The Economic Case for a Scottish Fiscal Autonomy: with 
or without Independence" 
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respond to a new fiscal environment. For a variety of reasons, these are difficult to resolve and will 

not be discussed here. 

The notion that Scotland faces a soft budget constraint is open to interpretation. The Scottish 

Government does not raise much of the cash that it spends, but once given an allocation by the UK 

government, that allocation is fully binding. Thus, even within the existing framework, increased 

spending on some services to accommodate perceived increases will require resource transfer from 

other areas of the budget.  

Loss of resources from portfolios tends to be strongly resisted. This is an example of what is known 

as “loss aversion” – the loss felt in giving up something is greater than the gain from acquiring it. This 

leads to a “status quo” effect – things tend to stay the same. Status quo effects tend to run strongly 

within government departments for organisational, social and human resource reasons. Bell (2011)3 

suggests that allocations to the portfolios in the Scottish Government did not change substantially 

from 2002‐03 to 2010‐11 – perhaps an example of the status‐quo effect. To departments facing loss 

of funding, the existing fiscal arrangements certainly provide a “hard” budget constraint. 

However, all extensions of fiscal powers beyond the existing Barnett Formula arrangements would 

not be tenable without additional borrowing powers. This is because all the proposals involve a 

substantial increase in the capacity of the Scottish Government to raise taxes. The value of tax 

revenues will be always be subject to more uncertainty than the value of a block grant from the UK 

government. There may also be delays in the collection of tax revenues. Borrowing provides an 

essential mechanism to smooth government spending around such variations in revenue. Without 

prejudging whether such powers may come to the Scottish Government, a discussion of borrowing is 

nevertheless a useful context around which to frame the debate about long‐term pressures on the 

Scottish budget.  

Additional spending pressures require additional funding sources. Sovereign states in control of their 

own currency can meet such pressures either by increasing taxation, increasing borrowing or 

printing money. Recent discussions, including Hughes Hallett (2011)4 suggest that it is unlikely that 

Scotland would adopt its own currency should it become independent and would most likely opt to 

remain with sterling. This would mean interest rates and monetary policy being set by the Bank of 

England and would rule out the option of monetising the debt – printing money. This leaves the 

possibilities of increased taxes or borrowing.  

                                                            
3 Bell, D. (2011) “Economic and Financial Challenges Facing Scotland”, Presentation to the Finance Committee 
of the Scottish Parliament, August 
4 Hughes Hallett, A. (2011), “Optimal Monetary Arrangements for Scotland: Adopt which Money and Why”, in 
“Scotland’s Economic Future”, D Mackay (ed), Reform Scotland 
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Borrowing is a mechanism for altering the profile of consumption over time (Buiter 2004)5, 

irrespective of whether that borrowing is used to support current or capital spending. Borrowing is 

unfair to future generations if it maintains the consumption of the current generation at the expense 

of future generations.  This is known as the issue of inter‐generational equity. These are important 

issues that have not been seriously addressed in the debates around changes in Scotland’s 

constitutional settlement. 

If the Scottish Government borrows from the markets, one important question for potential 

investors will be the state of Scotland’s public finances. If no other government guarantees the debt, 

investors will wish to be assured that they will be repaid by the Scottish Government.  

One way of assessing fiscal sustainability is to consider the “tax gap”. That is the difference between 

the current tax rate and the tax rate that would be consistent with a stable borrowing profile – the 

sustainable tax rate. A stable borrowing profile implies that the debt does not grow exponentially or 

become unfundable. Countries like Greece, Spain and Italy have found that their current tax rate is 

being assessed by the markets as being less than the sustainable rate. Hence the pressure for 

austerity measures – higher taxes and lower spending ‐ in these countries. Calculation of the 

sustainable tax rate is complex and depends on forecasts of future growth, spending etc. There are 

also important linkages between aggregates such as taxation and growth that are not covered by 

such calculations. Nevertheless, influences on the sustainable tax rate include: 

 Higher growth rates mean that the government can satisfy its creditors with a lower tax rate 

 Higher spending and transfers imply that the markets will believe that a higher tax rate is 

necessary to keep the debt sustainable 

 Similarly, higher real interest rates the sustainable tax rate. This illustrates one of the key 

linkages between fiscal and monetary policy. If Scotland was in a currency union with the 

rest of the UK, these real interest rates would be influenced by economic conditions outwith 

Scotland.  

 A higher initial debt to GDP ratio also increases the sustainable tax rate. Clearly this would 

be heavily influenced by the constitutional settlement.  

This paper does not seek to estimate what the sustainable tax rate for Scotland might be. Rather it 

seeks to introduce the issues associated with tax sustainability as a precursor to the discussion of 

upward pressures on government spending that might cause the sustainable tax rate to rise. It does, 

however, present evidence on Scotland’s actual aggregate tax rate from data that has recently 

                                                            
5 Buiter, W. (2004) “Fiscal Sustainability”, http://www.willembuiter.com/egypt.pdf 
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become available. While there has been data on public spending in Scotland for some time, recent 

useful statistical work by the Scottish Government6 means that it is now possible to calibrate levels 

of taxation in Scotland. These are shown in Figure 1. They express taxes raised in Scotland as a share 

of Scottish GDP, both including and excluding the effects of North Sea Oil. The inclusion or exclusion 

of oil does not have a substantial effect on the tax rate, presumably because the average rate of oil 

taxation is around the same as the rate of taxation in the rest of the economy. 

Figure 1 implies that taxation accounts for 35p of every £1 generated in the Scottish economy. 

Comparisons with other countries are shown in Figure 2, which gives taxes as a share of GDP in a 

number of developed countries in 2010. Scotland’s tax rate is closest to that of the UK as a whole, 

which is not surprising given that tax rates are broadly uniform throughout the UK. 

It worth noting that the Scandinavian countries have high overall tax rates relative to the UK and 

Scotland. None of these experienced sovereign debt problems during 2011. However, touching on 

the discussion of the sustainable tax rate, most countries that had sovereign debt problems had 

lower tax rates than Scotland in 2010. 

Among the countries included in Figure 2, it is clear that the UK and Scotland have aggregate tax 

rates that are slightly below average. Within a small range, increased taxes in Scotland to meet 

future budgetary pressures would not substantially affect its tax competitiveness, at least against 

the countries included in Figure 2.  Indeed if all members of this group were exposed to the same 

fiscal pressures, then Scotland’s position within the tax ranking might not change.  

Figure 1: Tax Revenue as Share of GDP: Scotland 1998‐2010  

 
Source: Scottish Government 

                                                            
6
 See the Scottish National Accounts Project (SNAP) at http://www.scotland.gov.uk/Topics/Statistics/Browse/Economy/SNAP 
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Figure 2: Tax Revenue as Share of GDP, Selected Countries 2010 

 

Source: OECD 

This discussion is predicated on the assumption that Scotland will receive additional powers over 

taxation and borrowing in the near to medium term. If this is the case, then the pressures on the 

budget that are discussed in the remainder of this paper may be met by increasing taxation and/or 

borrowing. Borrowing has to be done in a manner that is consistent with long‐run fiscal stability. On 

the other hand, future Scottish governments may decide not to borrow and to keep taxes at or 

below their current level. In this case, pressure to increase spending on some budgets will require 

compensating reductions in other programmes. 

Demography 

Demographic change is one of the main prospective pressures on the Scottish budget. Increased life 

expectancy among Scots over the period 1951 to 2009 is shown in Figure 3. During this period, life 

expectancy of Scottish males increased from 64.4 to 75.8 years. The life expectancy of females 

increased from 68.7 to 80.3 years. In 1980, male life expectancy was 69.1 years, while that of 

females was 75.3 years. Males retiring at 65 in 1980 could only expect to live for a further 4.1 years 

and females if they retired aged 60 could expect to live for 15.3 years. In 2009, Scottish males could 

expect to live for 10.8 years after retirement aged 65, while women retiring aged 60 could expect a 

further 20.3 years of life. The average number of years spent in retirement has increased 

substantially in recent decades. The age at which workers actually retire has only recently started to 

adjust to the change in life expectancy after actually declining during the 1990s and the early part of 
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the last decade. The most important change has been the gradual equalisation of state retirement 

ages, which will bring female retirement up to age 65 in the near future. 

Figure 3: Life Expectancy in Scotland 1951‐2009 

 
Source: General Register Office Scotland 

One can calibrate the economic impact of increasing life expectancy by calculating the “old‐age 

dependency ratio”. The international convention is that this ratio is calculated by dividing the 

population aged 65+ by those aged 15 to 64. This ratio broadly measures the number of retirees that 

have to be supported by each economically active person. Eurostat projections for the old age 

dependency ratio in a variety of European countries for the period 2010 to 2050 are shown in The 

Committee might wish to note the challenges posed by demographic change that face all 

European countries, including Scotland,. 

 

 

 

 

 

Figure 4. The UK will have one of the smallest increases in Europe, partly because life expectancy is 

lower than in many European countries and because the UK is almost alone in experiencing net 

immigration of younger people. Nevertheless, all of the countries will experience a substantial rise in 

the old age dependency ratio in the period to 2050. 

This will put considerable strain on welfare systems in Europe. Either they will have to be cut back, 

taxes raised or borrowing increased. Increased borrowing seems unlikely given the crisis of sovereign 

debt in the Eurozone. And increasing taxes may be self‐defeating if, as a result, economic activity 
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continues to shift to Asia. This leaves those European politicians who are trying to increase resources 

to support older people in a very difficult position. 

The Committee might wish to note the challenges posed by demographic change that face all 

European countries, including Scotland,. 

 

 

 

 

 

Figure 4: Old‐Age Dependency Ratio European Countries 2010‐2050) 

 

Source: Eurostat 

Similar old‐age dependency ratios can be calculated for Scotland and for Scottish local authorities 

using population projections constructed by the General Register Office Scotland. These are shown 

in Figure 5. First, note that the estimate for Scotland in 2010 is similar to that for the UK as a whole 

at around 25%. However, there is wide variation within Scotland, from Dumfries and Galloway 

where it was closer to 35% in 2010, to Glasgow, where it was only 19%. This very low figure in 

Glasgow is due partly to its much lower life expectancy than other parts of Scotland and to the 

attractiveness of a large city to young people, which boosts the size of the economically active 

population. All parts of Scotland are expected to experience some increase in the old age 

dependency ratio between 2010 and 2030, but the increase is likely to be concentrated in rural 
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areas. A number of authorities will have old‐age dependency ratios in excess of 50% by 2030. It is 

important that such variation within Scotland is understood and taken into account in setting 

budgets. 

The Committee may want to consider the budgetary implications of the divergent tendencies in 

old‐age dependency ratios between urban and rural Scotland.  

It may also wish to investigate the implications of increasing the retirement age on restraining the 

growth in the old‐age dependency ratio. 

Figure 5: Old‐Age Dependency Ratio, Scottish Local Authorities 2010‐2030 

 

Source: General Register Office Scotland 

The most rapidly growing group in the population is the “oldest old”. Figure 6 shows the proportion 

of the population aged 85+ in each Scottish local authority in 2010, 2020 and 2030. For Scotland as a 

whole, this share doubles over this time period, from 1.9 per cent to 3.8 per cent. But for some local 

authorities, the increase is much more dramatic. By 2030, it is expected that more than 5% of the 

populations of South Ayrshire, Argyll & Bute, the Shetlands and East Dunbartonshire will be aged 

over 85. Because of the continuous influx of young people, it is not expected that that there will be 

any substantial increase in the proportion aged 85+ in Glasgow and Edinburgh. 
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One very important issue for both the health and social care budgets that directly relates to the 

"oldest old" is the prevalence of dementia. Dementia is a debilitating disease with no known cure. Its 

prevalence rises steeply with age. This prevalence is shown for Europe in Figure 7. At age 60, a very 

small proportion of the population have dementia. One of the more likely causes of dementia at 

younger ages is alcoholism. However, as people age, the prevalence grows sharply so that by age 85, 

12% of men and 17% of women have symptoms of dementia. For those aged 90 and above, more 

than 20% of men and 30% of women are likely to experience dementia. 
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Figure 6: Proportion of Population Aged Over 85, 2010, 2020 and 2030 

 
Source: General Register Office Scotland 

Figure 7: Prevalence of Dementia by Age Group (Europe) 

 

Source: Alzheimer’s Disease International http://www.alz.co.uk/adi/pdf/prevalence.pdf 
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Another measure of the effects of ageing on health and social care needs is “healthy life expectancy” 

(HLE). This is the length of time that an individual can expect to live free of chronic or debilitating 

disease. Measures of HLE have been calculated throughout the UK for some time. The Committee 

might wish to note the challenge of the likely increase in the number of Scots with dementia and 

also the importance of preventative measures in improving healthy life expectancy. 

Figure 8 shows values of life expectancy and healthy life expectancy for males and females in each of 

the UK nations for the period 2007‐09. Scots typically have shorter periods of chronic illness than the 

UK average. For men, the difference is small, but women in Scotland have, on average, a shorter 

period of disability than those in any other part of the UK. The differences reflect differences in 

overall life expectancy and also geographic variations in patterns of chronic disease across the UK. 

Differences in spells of chronic illness provide some indication of relative demands on the health 

service in different parts of the UK, an issue to which we now turn. 

The Committee might wish to note the challenge of the likely increase in the number of Scots with 

dementia and also the importance of preventative measures in improving healthy life expectancy. 

Figure 8: Life Expectancy and Healthy Life Expectancy at Age 65 2007‐09 

 

Source: Government Actuary’s Department 
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Health Care 

One of the main areas in which population ageing is expected to affect government spending is in 

health care. Spending per head on medical services in Scotland in 2009‐10 was £1972 per head7. This 

compared with £1847 in England, £1947 in Wales and £2146 in Northern Ireland. In recent years, the 

growth in health spend per head has been much more rapid in England than in Scotland. Between 

2005‐06 and 2009‐10, spending per head in England grew by 29 per cent, while in Scotland it grew 

by only 19 per cent. This reduced the difference between Scotland and England in per capita 

expenditure on medical services from 16 per cent in 2005‐06 to 7 per cent in 2009‐10. The rapid 

increases in real spending on health during the last decade more reflected political pressure than 

changes in the demand for health care that could be attributed to objective trends, such as 

population ageing. Ageing trends in Scotland and England have been broadly similar, yet health 

spending has apparently grown faster in England, at least in recent years. However, the difference 

between Scotland and England in health spending per head is relatively small compared to the 

differences across OECD countries (see Figure 9).  

Figure 9: Health Spend Per Head 2008 (Euro PPP) 

Source: OECD 

                                                            
7
 Source: HM Treasury, Public Expenditure Statistical Analysis 2011. 
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The conventional view is that the demand for healthcare increases with age and that an ageing 

population will put great stress on developed economies due to the increasing demands of their 

health care systems. There is an alternative argument that health expenditure is concentrated 

towards the end of life and that the relationship between age and health expenditure is not all that 

strong once proximity to death is allowed for. 

An example of this was investigated in the United States. Medicare costs were projected to increase 

in real terms by 9% per annum when no account was taken of proximity to death, whereas if this 

effect is included in the analysis, the projected growth rate falls to 2% per annum8.  

And a recent longitudinal survey in the US showed that a person with no functional limitation at age 

70 had a life expectancy of 14.3 years and expected cumulative healthcare spending of around 

$136,000. In contrast, someone with a limitation in at least one activity of daily living had an 

expectancy of 11.6 years and expected cumulative expenditure of around $145,000. This suggests 

that improvement in HLE might not significantly reduce health expenditure. 

The Committee may want to consider the extent to which ageing as such puts pressure on the 

health budget. 

Social care 

The demand for social care will increase as the population ages. This is partly the result of increased 

numbers of frail older people, but importantly also an outcome from the increased numbers of older 

people affected by dementia. Successive Scottish governments have made it a priority to encourage 

a shift from institutional care to home care. Between 2002‐03 and 2009‐10, the number of care 

clients receiving free personal care in care homes increased by 12 per cent, while those receiving 

personal care at home increased by 40 per cent. In 2009‐10, there were almost 5 care clients 

receiving personal care at home for each client receiving care in a care home. 

It has been some time since projections of care costs were made by the Scottish Government. The 

most recent were constructed in 2004 as part of the Range and Capacity Review9. Main results are 

shown in Table 1. 

   

                                                            
8 Gray, A. (2005) “Population Ageing and Health Care Expenditure”, AGEING HORIZONS, Issue No. 2, 15–20 
9 Scottish Government (2004) “First Report for the Range and Capacity Review of Community Care Services for 
Older People: Projections of Community Care Service Users, Workforce and Costs” 
http://www.scotland.gov.uk/Publications/2004/07/19665/40321 
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Table 1: Range and Capacity Review Estimates of Costs of Care for Older People 

  2004  2009 (% inc.)  2014 (% inc.)  2019 (%inc.)  % Increase 

overall 

NHS expenditure  £318m  £385m (21%)  £472m (22%)  £579m (23%)  82% 

LA expenditure  £765m  £928m (21%)  £1,134m (22%)  £1,392m (23%)  82% 

Private expenditure  £318m  £382m (20%)  £464m (22%)  £567m (22%)  78% 

Total expenditure  £1,402m  £1,695m (21%)  £2,070m (22%)  £2,538m (23%)  81% 

 
Source: Scottish Government (2004) First Report for the Range and Capacity Review of Community Care Services for Older People 

By 2019, total expenditure was expected to rise to £2.5bn, 81 per cent above its 2004 level. Of this 

total, £567m was expected to come from private sources – mostly care home fees. If this forecast is 

accurate, and economic growth is weak during this decade, then expenditure on the costs of care for 

older people is likely to exceed 2 per cent of GDP by the end of this decade. A key issue is how these 

costs are divided between public and private sources at a time when public resources are limited. 

The Committee may want to explore whether these forecasts of social care expenditure are still 

relevant and whether they might be revisited. 

The Scottish Government is exploring alternative modes of care delivery. It is introducing a bill which 

provides a legal framework for Self‐Directed Support (SDS) during this session. It will give care clients 

the right to control the types of care and support that they receive within budgetary constraints set 

by local authorities. This Bill is perhaps the most significant example of the transfer of power to the 

consumers of public services since the Scottish Parliament was reintroduced. It accords with 

argument of the Commission on the Future Delivery of Public Services (the Christie Commission) that 

control of producers over Scottish public services should be reduced. 

The demographic data suggest that there will be a more rapid expansion of demand for chronic care 

relative to acute care. Older people will be living with long‐run illnesses, such as dementia. The 

attempt to reallocate resources from acute care to long‐term care, which has been entrusted to 

Community Health Partnerships (CHPs) has not been entirely successful. Audit Scotland’s 2011 

Review of CHPs10 concluded that:  

                                                            
10 Audit Scotland (2011), “Review of Community Health Partnerships”, http://www.audit‐
scotland.gov.uk/docs/health/2011/nr_110602_chp.pdf 
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“CHPs were set up in addition to existing health and social care partnership arrangements in many 

areas. This has contributed to duplication and a lack of clarity of the role of the CHP and other 

partnerships in place in a local area.” (P 4) 

“While there is variation among CHPs against a range of performance indicators, limited progress 

has been made at a Scotland‐wide level.” (P 4) 

The report concluded that NHS boards and councils should: 

“•   work with the Scottish Government to streamline existing partnership arrangements to secure 

efficiency and effectiveness and ensure they add value 

•   put in place transparent governance and accountability arrangements for CHPs and update 

schemes of establishment and other governance documents to ensure these are accurate 

•   have a clear joint strategy for delivering health and social care services which sets out roles and 

responsibilities, processes for decision‐making and how risks will be addressed 

•   clearly define objectives for measuring CHP performance which reflect the priorities in the 

national guidance; agree what success looks like; and implement a system to report performance to 

stakeholders 

•   collect, monitor and report data on costs, staff and activity levels to help inform decisions on how 

resources can be used effectively  

•   improve CHP financial management and reporting information  

•   involve GPs in planning services for the local population and in decisions about how resources are 

used” (P 5) 

The demand for health and social care services for older people is likely to increase substantially due 

to the demographic pressures discussed earlier. It is therefore disappointing that the bodies set up 

to facilitate change in the delivery of care should be seen to be falling so far short of expectations by 

Audit Scotland, particularly when, in 2009/10, CHPs managed approximately £2.9 billion of NHS 

expenditure.  

Note that the Scottish Government has announced that an £80m Health and Social Care Change 

Fund will be available for Partnerships in 2012/13, with £80m committed for 2013/14 and £70m for 

2014/15. This is intended to develop services that promote the independence and wellbeing for 

older people at home or in a homely setting. The idea is to use the Change Fund to help redirect the 

approximately £4.5 billion per year that is spent on health and social care provision for people aged 
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over 65 years.  This is a laudable initiative, but the relative size of the budgets illustrates the inbuilt 

inertia in health and social care spending.  

From the client perspective, it is difficult to understand where the boundaries between health and 

social care lie. But health care is the responsibility of the NHS while falls on local authorities.  Social 

care, other than personal care, is means tested, whereas health care is free at the point of delivery. 

Social care is delivered by local authorities, which are democratically elected. Health care is 

delivered by health boards which do not have the same democratic mandate. Health boards 

regularly pay local authorities to provide care services – a process known as resource transfer. But 

this process lacks clarity and transparency, which makes it difficult for bodies like the Finance 

Committee to assess its effectiveness and value for money.  

One characteristic of social care expenditure is that there is a high degree of variation in provision 

across local authorities. This may reflect differences in policy between authorities, but may also 

reflect differences in the efficiency of delivery. Evidence from the inspectorate suggests that better 

outcomes are not necessarily associated with higher levels of spending. 

Social care is likely to be one of the main areas where demographic change will exert upward 

pressure on the Scottish budget. One of the areas in which there appears to be some opportunity for 

further efficiency gains is in the integration of social and health care. This might be an area that the 

Committee would wish to consider. Further, while the introduction of free personal care may have 

led to a more satisfactory social care service in Scotland than in England (though at some cost), many 

care clients still face funding difficulties both in care home fees and in charges for non‐personal care 

at home. The UK government has promised a White Paper this spring which will take into account 

the Dilnot Report, which has recommended the capping of care charges at £35,000 and increased 

capital limits to encourage saving. This will have implications for Scotland which the Committee may 

wish to reflect upon. 

The Committee may wish to consider how the forthcoming White Paper on the Funding of Social 

Care in England will affect Scotland. 

Pensions 

Public sector pensions are a potential source of significant pressure on the Scottish budget in the 

next decade. Public sector pensions are largely classified as “defined benefit” schemes.  Defined 

benefit schemes predominate in the public sector. With these schemes, the value of the pension is 

defined in relation to length of employment and earnings. The value of the pension is often set in 

relation to the product of length of service and peak salary.  
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Under defined contribution schemes, the pension depends on the returns that can be earned from 

the accumulated contributions built up from member and employer contributions. In these schemes, 

members, rather than employers, take the risk on the returns available from the accumulated 

contributions at the time of retirement. For the public sector, the taxpayer is often the lender of last 

resort to a scheme which cannot meet its pension commitments.  

The structure of public sector pensions in Scotland is fragmented11. There are six main schemes: 

local government, teachers, the NHS, the civil service in Scotland, police and firefighters. Of these, 

only the local government scheme is funded. In a funded scheme, members contributions are saved 

and invested and their pensions are subsequently drawn down from these investments. The other 

schemes are unfunded, which broadly means that the contributions from current employees and 

employers fund current pensions. Employers’ contributions to these schemes vary between 11 per 

cent and 25 per cent. Employee contributions are around one third of employer contributions. 

Audit Scotland found that in 2009/10, the six schemes paid out £2.8 billion to pensioners while 

public bodies contributed £2.2 billion and employees £814 million.  In March 2010, there were 

172,300 pensioners and dependants in the five unfunded schemes, an increase of 13 per cent on 

2005. The number of pensioners in the local government scheme increased by 11 per cent to 

141,400 between 2005 and 2010.   

The treatment of pensions within public sector accounts is complex. Employer contributions 

generally fall within Departmental Expenditure Limits (DEL). This is the part of the budget for which 

the Scottish Parliament has direct responsibility.  In 2009‐10, these cost a total of £2.2billion. 

Employee contributions must be around one third of this total, and are indirectly also paid from DEL. 

The value of contributions increased by 19 per cent in real terms in the 5 years preceding 2009‐10, 

reflecting real wage increases and increased employment in the public sector. Employers’ 

contributions to the three largest unfunded schemes account for around 3.4 to 3.7 per cent of the 

Scottish Budget. 

Spending on pensions to scheme members is treated differently depending on the scheme. 

Teachers’ and NHS pensions are paid through Annually Managed Expenditure (AME). The Scottish 

Government does not have to reduce spending elsewhere if AME increases. Annual fluctuations are 

paid for by HM Treasury. In contrast, funding for police and firefighters’ pensions comes from DEL. 

The reasons for the different accounting treatment of these schemes are not clear. 

                                                            
11 Much of this discussion draws on the recent report by Audit Scotland on public sector pensions – Audit Scotland (2011) “The Cost of 

Public Sector Pensions in Scotland”, http://www.audit‐scotland.gov.uk/docs/central/2010/nr_110210_public_sector_pensions.pdf 
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The schemes are subject to regular actuarial revaluation to estimate their future solvency. There are 

many uncertainties associated with this process, including the life expectation of scheme members, 

which may differ from the population as a whole.  Such a revaluation led to the Scottish Public 

Pensions Agency estimating that total payments to pensioners for the NHS and teachers’ schemes 

would exceed employers’ and employees’ contributions after 2010/11, with the gap rising to £489 

million by 2014/15 (see Figure 10). Without action, this gap would likely risk further because 

pensions are linked to the Retail Price Index, which has been growing more rapidly than earnings on 

which contributions are based. A change from the RPI to the Consumer Price Index (CPI) as the basis 

for pension indexation will not be sufficient to prevent the gap increasing. However, as mentioned 

above, current arrangements imply that deficits will be met by the Treasury through AME.   

Figure 10: Projected Contributions and Payments from Scotland's Five Main Public Sector Pensions 

 

Source: Audit Scotland 

Note that with current male life expectancy, a “pension pot” of £275,000 is required to provide an 

annual pension of £30,000. Clearly, such a sum can only be built up with consistency of employment 

and a relatively high salary. 

Audit Scotland made a number of recommendations in respect of the public sector pension 

schemes. It argued that the Scottish Government should: 

 provide a clear statement of the aims and objectives of the public sector pension schemes in 

Scotland  

 ensure that it is meeting these aims and objectives by putting put in place arrangements to 

scrutinise pension provision across the public sector in Scotland, within the context of other 

aspects of public sector pay and conditions;  
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 consider increasing the role of experts to strengthen scrutiny and decision‐making  

 consider whether differences among schemes in areas such as contribution rates and level 

of benefits are necessary to realise the objectives of each scheme within the legal and 

financial constraints which apply,  

The Committee may wish to revisit these points raised by Audit Scotland. 

Aside from the costs of public sector occupational pensions, the authorities also bear the costs of the 

state pension, which is a mainstay of the income of many pensioner households. State pensions are 

within the benefits system and therefore are reserved to Westminster. If the future Scottish 

government had ability to set its own welfare benefits, then the size of the state pension would be 

an important budgetary decision. 

Figure 11 below shows the average weekly income for pensioner adults in both Scotland and the UK 

for the period 1996‐97 to 2009‐10. These incomes include income from all pensions, including the 

state pension and occupational pensions. Over this period there has been little difference between 

Scotland and the UK as a whole in average weekly pension income. The increase in pension income 

lagged behind earnings during most of this period since wage rates wages were increasing more 

rapidly than prices. More recent data will show pensions growing faster than earnings as a result of 

the recession. 

Figure 11: Weekly Adult Pension Income 

 

Source: Family Resources Survey 
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While pension income is broadly similar between Scotland and the rest of the UK, it lags well behind 

that in many other developed countries. One way to measure the generosity of pensions is to take 

the ratio of average pensions to average earnings. This is known as the pension replacement ratio.  

Figure 12: Net Replacement Ratio for Average Earners by Country 

  

Source: OECD Pensions at a Glance 2011 

Figure 12 shows the latest data on net (i.e. after tax) pension replacement ratios for different 

countries in the OECD. The UK has one of the lowest replacement rates among developed countries. 

Given that Scotland does not differ significantly from the UK as a whole. In respect of pension 

income, one can reasonably conclude that Scotland would also have a relatively low net pension 

replacement ratio.  Interestingly, Ireland has the lowest replacement ratio. 

Small pensions are one of the root causes of poverty among older people. Larger pensions create 

funding difficulties for national governments. It is notable that the replacement ratio for pensioners 

increase is greater than 100% ‐ implying that Greeks’ net income increases on retirement. Funding 

difficulties are magnified in those countries with the greatest life expectancy, many of which border 

the Mediterranean. 
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The Committee may wish to consider the budgetary implications of changing pension strategies 

for Scotland. 

Inequalities and social deprivation 

Scotland is a very unequal society in the sense that there is a very large gap in income between the 

richest and poorest households within Scotland.  Inequality is a long‐run issue. UK inequality has 

been rising, with occasional pauses, since 1975. It has risen in most advanced economies, but the UK 

and the USA stand out as having experienced the largest increases in inequality in recent years. 

Some of the recent developments in inequality have been summarised by the OECD: 

“In OECD countries today, the average income of the richest 10% of the population is about 

nine times that of the poorest 10% – a ratio of 9 to 1. However, the ratio varies widely from one 

country to another. It is much lower than the OECD average in the Nordic and many continental 

European countries, but reaches 10 to 1 in Italy, Japan, Korea, and the United Kingdom; around 

14 to 1 in Israel, Turkey, and the United States; and 27 to 1 in Mexico and Chile” (OECD 201112) 

Inequality is caused by a variety of economic and social forces. But the most important driver has 

been the increasing inequality of earned income. 

One important symptom is the increase in the rewards to skill – the difference in the wage of skilled 

workers compared to the unskilled has grown in most advanced economies in recent decades. A 

special case of the gap between the skilled and unskilled is measured by the so‐called “graduate 

premium” whose size has been an important issue in the debate about tuition fees in the UK.  

There have also been large increases in inequality within occupations. This may a belief among 

employers that movements away from rigid pay scales helpscan increase productivity. 

One driver of the gap between skilled and unskilled workers has been the effects of technical change 

– which can be thought of as the effects of computerisation and the introduction of machinery able 

to do the tasks that would previously been done by the unskilled. On the other hand, the effects of 

trade (competition from Asia) and immigration (from Europe) may also have had a negative effect on 

the demand for unskilled workers. Hence the rise in the premium for skill and the associated increase 

in income inequality. Even though the supply of skilled workers has been growing (e.g. increased HE 

participation rates), the negative effects on the demand for the unskilled has led to a continuing 

decline in their wage relative to that of skilled workers. 

                                                            
12
 OECD (2011) “Divided We Stand: Why Inequality Keeps Rising”, http://www.oecd.org/dataoecd/40/12/49170449.pdf 
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One can investigate whether inequality in Scotland differs substantially from that in the rest of the 

UK. Figure 15 shows the ratio of annual earnings at the 90th and 10th percentiles for different parts 

of the UK in 2011. This approximates to the OECD measure described above of the ratio between the 

incomes of the richest 10% and the poorest 10%. Scotland has a relatively wrote low ratio compared 

with the UK as a whole and substantially lower than the Southeast or London. Part of the difference 

may reflect the rather larger public sector in Scotland, where earnings differentials are typically 

smaller than in the private sector. 

Figure 13: Annual Earnings 2011: Ratio of 90th to 10th Percentile 

Source: ONS, Annual Survey of Hours and Earnings 2011 (Provisional) 

Thus, for example, changes in Scotland’s economic structure, and in particular have played an 

important role in the increase in inequality. For example, the decline in manufacturing has led to the 

loss of many skilled manual jobs that would have, in the past, provided jobs paying close to the 

average wage, which helped reduce inequality.  

While Figure 15 shows the disparity of earnings, which is the main driver of inequality, the analysis 

of poverty relies more on total net income from all sources and focuses on households, from which 

most spending decisions are made, rather than individuals. This means that one takes account of 
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benefits and taxes, which reduce income inequality. Note that the Scottish Government provides a 

regular update of poverty statistics13. 

Two further adjustments are frequently made. Housing costs have a major effect on the ability of 

households to purchase goods and services. Two households with the same incomes but differing 

housing costs will have differing abilities to purchase goods and services such as food and power. 

Similar considerations apply to households with different numbers of children. Two households with 

the same income, where one has no children and the other has five, will also have differing abilities 

to purchase standard goods and services. Thu for the purposes of the analysis of poverty, 

households incomes are usually compared, after making adjustments for housing costs and for the 

number of children. The adjustment for the number of children is described as equivalisation. 

Figure 16 shows data from the Households Below Average Income (HBA I) dataset for the period 

1997‐98 to 2009‐10. It uses the same measure of the ratio of the 90th to the 10th percentile but in 

this case applied to equivalised net household income after taking account of housing costs. It 

compares Scotland with the U.K.'s whole and with London, a relatively richer area, and the North‐

East of England, a relatively poorer area. The data again show that income inequality is lower in 

Scotland than in the UK, though the difference is relatively small. Clearly, income inequality in the 

London area is substantially greater in comparison to the UK as a whole. 

   

                                                            
13 See, for example: http://www.scotland.gov.uk/Topics/Statistics/Browse/Social‐
Welfare/IncomePoverty/CoreAnalysis#a1 
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Figure 14: Ratio of 90th to 10th Household Income Percentile (After Housing Costs) 1997‐98 to 
2009‐10, (OECD Equivalisation Measure) 

Source: Households Below Average Income, Office of National Statistics 

Deprivation tends to be generational. The Chief Medical Officer, Harry Burns, has argued that some 

of Scotland's most deprived communities have little interaction with the rest of Scottish society. He 

also argues that early years intervention can play a vital role in improving the health, well‐being and 

development of young people in Scotland is the deprived areas. 

The Committee may want to consider how inequality, poverty and the lack of social mobility 

affects economic performance and the costs of provision of public services in Scotland. 

Universal services 

I have touched on the issue of universal services in a previous paper for the Finance Committee14. 

This section follows the same general lines of argument. It deals first with some philosophical issues 

and then discusses some practicalities. 

One way to think of universal benefits is that they provide the citizen with full insurance against 

certain risks. The UK is almost unique in providing full insurance against healthcare needs ‐ the 

National Health System. Scotland provides full insurance against the need for personal care. 

Countries differ substantially in the range of risks that the cover for their citizens and in the extent of 

                                                            
14
 Bell, D. (2010) "Meeting the Challenge of Budget Cuts in Scotland: Can Universalism Survive?", Scottish Parliament, 

http://archive.scottish.parliament.uk/s3/committees/finance/inquiries/budget/documents/BSP_adviser1.pdf 
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cover. Full coverage implies that the service is free: less than full insurance implies that the 

individual has to make a co‐payment (or contribution) towards the cost of the service. Most 

European countries’ health systems involve co‐payment. 

Means testing implies cost sharing. Costs to taxpayers are generally lower under means testing 

compared with universalism. There is a danger of moral hazard with full insurance. This means that 

the insured do not take actions to avoid the risk. An example is unemployment insurance, which may 

make workers take less action to avoid losing their jobs and to get back into employment. 

Where services are offered to those that are willing to pay, the taxpayer loses out. One example of 

such willingness to pay is the increasing participation in schemes to redirect their Winter Fuel 

Allowance to charity. Some citizens clearly feel that this benefit should be means tested, rather than 

universal. This is in the same is an example of Lester's15 argument that universal benefits emphasise 

common group identity and reduce the focus on the "undeserving" poor. 

On the other hand, universal benefits are difficult to rescind because they tend to attract supporters 

with the ability to deploy political pressure to resist change. By definition universal benefits will be 

offered to parts of society that are more able to mobilise political support than are the poor. Current 

and future taxpayers are rarely as well organised – and anyway, the loss to the individual taxpayer 

will be much smaller than the gain to the recipient of a universal benefit.  

Universal benefits may also increase societal preference for redistribution, since the benefits of the 

system are seen to be available to all. In contrast, means testing may lead to the stigmatisation of 

those receiving benefits. Means testing also discourages savings because individuals have an interest 

in letting their assets fall below means test limits. This issue is particularly important in relation to 

long‐term care, not just in Scotland, but throughout the UK. Current means testing limits of £23,000 

encourage older people to divest their assets either through consumption or bequest. As mentioned 

previously, one of the proposals put forward by the Dilnot Commission on social care in England, 

which may apply to Scotland, is that this limit increase to £100,000. This should reduce the extent of 

dissaving by older people.  

At a practical level, any spending saved by the imposition of means testing has to be set against the 

costs of administering means testing. This can be both expensive and intrusive. Attempting to fine 

tune systems to maximise taxpayer benefit may be self‐defeating due to increasing administrative 

costs. 

                                                            
15  Lester, G., (2010) “Can Joe the Plumber Support Redistribution?” Law, Social Preferences, and Sustainable Policy Design. Tax Law 
Review, Vol. 64, 2011. http://ssrn.com/abstract=146109   
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Means testing also carries risks associated with both fraud and low take‐up. Individuals may 

fraudulently claim benefits by misrepresenting their income and/or wealth. The benefit authorities 

then have to set up systems to combat fraud. Others who are eligible may not be reached by the 

system and miss out as a result. Low take‐up is thought to be a particular problem amongst benefits 

for older people, but the evidence suggests that most of those who do not claim would not have 

received a high level of benefit. 

The Commission on the Future Delivery of Public Services16 recommended that the setting of 

universal benefits in Scotland should be made more transparent. It also recommended changing 

eligibility rules as a means of managing costs.  One difficulty with the control of eligibility criteria is 

that there is a danger of legal challenge claiming unfairness. This might arise, for example in relation 

to the non‐availability of free personal care to those aged less than 65, the non‐availability of free 

tuition to students from England, but not Scotland or the EU etc.  

The Independent Budget Review17 was less supportive of universal benefits: The Panel believed that 

the continuing provision of a range of universal services on the same basis as at present is unlikely to 

be affordable in the face of the projected financial challenges. Alternative approaches should, 

therefore, be considered as a matter of urgency.” (Independent Budget Review para 5.2). 

In particular it highlights 

 concessionary travel; 

 free personal and nursing care; 

 prescription charges; 

 eye examinations; 

 free school meals; and 

 tuition fees. 

and discusses a range of savings that might be made across these entitlements by changing eligibility 

criteria and/or requiring co‐payment. However, there might be an argument for putting in place a 

general mechanism to ensure that decisions about entitlements are not binding on future 

generations. For example, in the US, tax concessions are frequently passed with a time limit, 

implying that their costs are reviewed periodically. 

                                                            
16 Scottish Government, (2011) "Report of the Commission on the Future Delivery of Public 
Services",http://www.scotland.gov.uk/About/publicservicescommission/ 
17 Scottish Government,  (2010) "The Report of Scotland's Independent Budget Review Panel", 
http://www.scotland.gov.uk/Publications/2010/07/29082838/0 
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The Committee may wish to consider how best to monitor the costs of universal services and 

whether some mechanism, other than by controlling eligibility, should be put in place to ensure 

that their costs are controlled. 

Funding methods 

There is a growing consensus that past mechanisms for investment in deprived communities have 

had limited success. This is based partly on the belief that it the volume of financial support is less 

important than the incentives facing the stakeholders. As a result, new methods of intervention are 

being explored. These include payment by results contracts and social impact bonds. 

Payment by results schemes involve providing direct incentives to individuals to change behaviours 

that may be having an adverse effect on themselves or on their communities. This concept can be 

extended to organisations that receive some financial reward for each client that they persuade to 

change their behaviours.  

Social impact bonds are contracts. Where funding is raised from socially motivated investors aimed 

at improving social outcomes. If that improvement is verified, then the investor receives their initial 

stake plus an additional financial return from the government. Verification is almost inevitably 

because it is very difficult to establish a credible counterfactual – what would have happened had 

the social intervention not taken place. 

The size of the financial return is contingent on the size in the improvement in social outcomes. The 

public sector pays only if the intervention succeeds, reducing the risk that it faces. The focus is on 

outcomes rather than outputs. 

Those involved in trying to improve the social outcomes have to form a contract which takes account 

of work already being done by the public sector. At present, the main example of such bonds is in 

Peterborough, where the investors are principally charitable trusts or individuals of high net worth. 

Once these bonds have some track record, they may be able to attract commercial financial 

investors. 

This is clearly a funding mechanism that is in its infancy. Table 2 below shows the complexity of the 

processes involved in setting up a social impact bond at HMP Peterborough. Should commercial 

investors be attracted, a great deal of attention will have to be paid to the nature of the contract to 

ensure that the investors behaviours aligned with the objectives of those improving outcomes for 

those living in deprived areas. 
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Though this is as yet a relatively recent innovation, the Committee may wish to monitor the 

effectiveness of such novel financing mechanisms and, should they be successful, argue for their 

extension to deprived communities in Scotland
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Table 2: Processes Involved in Establishing Social Impact Bond at Her Majesty's Prison Peterborough 

Contextual 

aspects 

Inputs  Activities  Outputs  Anticipated impacts 

(immediate, medium 

Anticipated outcomes 

(ultimate) 

Economic 

climate 

Media 

interest – 

high‐level 

attention and 

emphasis 

Political will 

to test the 

scheme 

Financial 

support from 

government 

departments 

Informal discussions/ 

pre‐planning 

Informal support for the 

scheme across 

stakeholder groups 

Appropriate skill mix for 

planning and 

negotiation 

Research on pre‐

release issues 

Existing service 

provision – e.g. drug 

treatment 

Provider understanding and 

knowledge of what works 

Understanding  of 

financial  vehicles 

(Social Finance) 

Funding from investors 

Agreement of metrics associated with 

outcome payment for scheme 

Agreement on balance of investment across 

group of investors 

Negotiation of risk burden between 

investors, Ministry of Justice and Big Lottery 

Fund 

Agreement of key contracts between all key 

parties (Social Finance, 

Ministry of Justice, Investors, Big Lottery 

Fund, Sodexo, etc.) 

Selection of pilot site (Peterborough or West 

Midlands) 

Design of customised intervention model for 

pre‐release and post‐release stages 

Provision by St Giles Trust of intensive support 

for cohort 

Recruiting and training of offenders as mentors 

and tutors for cohort 

Numbers of short‐term 

offenders in the cohort 

Number  of  cohort  group 

actively  engaged  in  the 

scheme 

Number  of  ex‐offenders 

recruited  into mentoring or 

support roles 

Number  of  cohort  group 

engaged  in  educational 

activity 

Number of cohort in 

employment 

Extent of secure funding 

provided to social 

enterprise or other 

providers of support 

services to cohort group 

Number of new jobs 

created in provider 

Percentage change in 

reconviction events 

among cohort group 

Change in levels of soft skills 

of the cohort 

group (e.g. 

communication skills, 

confidence‐building) 

Change in levels of hard‐

skills employability of 

members of the cohort 

group 

Change in levels of 

interest by new pool of 

investors 

Track record of delivery of 

support services by 

providers 

Ongoing availability of 

support services for short‐

Outcome payment 

made to investors 

Financial savings to 

taxpayers 

Percentage reduction in 

reoffending rates 

Increased demand for 

expansion of the 

scheme  within  this 

sector  and  to  other 

sectors 

Raised  expectations  of 

outcomes  for  short‐term 

offenders 

Reduction of negative 

effects of crimes committed 

by short‐term offenders 

(due to fewer crimes 

occurring) 

O tSource: Appendix F of Disley et al (2011) “Lessons learned from the planning and early implementation of the Social Impact Bond at HMP Peterborough”, Ministry of Justice, Research Series  5/11, May 
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