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Introduction 

Relatively few countries devolve welfare benefits spending to their constituent sub-central 

governments1. They have an explicit or implicit agreement with their citizens that those affected by 

adverse events should be treated equally, irrespective of where they live. This can include 

individuals living outside the country who previously contributed to its welfare system.  For some, 

the agreement to treat the disadvantaged equally, irrespective of location, is one of the key 

elements of the “social union” that binds the state together. This can also be described as risk 

pooling. 

Adverse events covered by the welfare benefits system might include: 

 temporary loss of employment among those capable of working 

 persistent inability to access employment 

 loss of earnings consequent on provision of care to others 

 bereavement 

 inability to meet housing costs 

 unavoidable costs of care 

Sub-central governments may also provide some form of insurance against such adverse events. For 

example, healthcare may be provided by the region or local authority, but the state provides 

sickness cover. Skills development may be a responsibility of sub-central government but the state 

provides unemployment insurance. 

The amount paid out by the state (the benefits bill) depends on: 

1. The size of the population at risk 

2. The probability of the adverse event occurring 

3. The process of determining eligibility for a successful claim 

4. The proportion of those eligible who claim 

5. The size of the payout   

There may be inefficiency around the interface between central government benefits systems and 

sub-central government policies. Duplication of effort or different policy objectives can lead to 

inefficient use of resources. For example, in the UK context, direct payments to the disabled from 

the Department of Work and Pensions (e.g. Attendance Allowance) may be supplemented by the 

provision of services by the Scottish Government (e.g. free personal care), leading to duplication and 

inefficient use of resources. There may therefore be a case for devolving some benefits to sub-

central governments. 

 

                                                           
1
 Sub-central governments may be states, provinces, regions, local authorities etc.  In this context, the Scottish 

Government is a sub-central government. 
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Changing the System 

The argument that division of responsibilities over common policy areas could lead to inefficiency 

might provide one justification for ceding some welfare powers to Scotland. Another might be that 

Scotland has a different set of preferences over benefits – perhaps it wishes to cover different risks, 

offer larger/smaller payments, or to have different eligibility criteria etc. 

However, if decisions are taken to devolve some powers over welfare, the case has to be made 

which shows that the potential benefits from the design and implementation of welfare policy in 

Scotland exceed the costs of breaking up the existing system. Where benefit schemes are inter-

related, these costs are likely to be substantial if some, but not all parts of the system are devolved. 

In relation to the devolution of benefits it is worth noting that, though Great Britain has a uniform 

welfare system, the UK as a whole does not. This is because welfare benefits in Northern Ireland are 

controlled by the Northern Irish Assembly. Specifically, the Social Security Agency in Northern 

Ireland has the duty of assessing Northern Irish clients and paying their welfare benefits. These 

powers were granted under the Northern Ireland Act 1998, Sections 87 and 88. Importantly, Section 

87 incorporates the principle of ‘parity’ whereby: 

“The Secretary of State and the Northern Ireland Minister having responsibility for social 

security (“the Northern Ireland Minister”) shall from time to time consult one another with 

a view to securing that, to the extent agreed between them, the legislation to which this 

section applies provides single systems of social security, child support and pensions for 

the United Kingdom.”    

The clear intention of this paragraph is to ensure that there is a uniform system of welfare benefits 

in both Great Britain and Northern Ireland, though it is conditional on agreement between the 

relevant ministers from the Northern Ireland Assembly and the Westminster Parliament. 

This uniformity is currently under threat because the Northern Ireland Assembly has refused to 

implement the changes to the benefits system which are being introduced in Great Britain. These 

include measures such as Universal Credit. With opposition led by Sinn Fein, the failure of the 

Northern Ireland Assembly to introduce these changes has led to HM Treasury imposing fines on the 

Assembly that currently total £87 million2. The fines are based on the expected reduction in the 

benefits budget in Northern Ireland had the welfare reforms been introduced. The failure to pass the 

welfare reform legislation has led to political crisis in Northern Ireland because the Assembly has 

exceeded its budget and has had to request a loan from HM Treasury. 

Note that, even though the rates of benefit and regulations are common, the disability recipiency 

rate in Northern Ireland is 10% compared with 6% in Great Britain. Differences in benefit recipiency 

rates partly explain why public spending per capita in Northern Ireland substantially exceeds that in 

the UK as a whole. For an assessment of why disability rolls vary between the constituent parts of 

the UK, see McVicar (2006).  

                                                           
2
 See: http://www.bbc.co.uk/news/uk-northern-ireland-28982792  

http://www.bbc.co.uk/news/uk-northern-ireland-28982792
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While it might appear Northern Ireland could set its own welfare policy, it is bound by agreement to 

follow that in the rest of the UK and if it does not, it will be sanctioned. Further, there is no incentive 

for the Northern Ireland Assembly to reduce welfare claims since these are ultimately paid for by 

DWP, which in turn is funded by HM Treasury through Annually Managed Expenditure (AME). Note 

that this is a different route from the Treasury funding of departmental expenditure in Northern 

Ireland which is determined by the Barnett Formula being applied to the Departmental Expenditure 

Limits (DEL) set by the Chancellor of the Exchequer in his budget. 

The lack of freedom to design policy and the use of sanctions by HM Treasury suggest that the 

Northern Ireland arrangement for devolved welfare is not a propitious model for the devolution of 

benefit spending. The budget is not easily limited and the UK Government’s intention is clearly that 

policy (in the form of the structure of benefits) should not differ between Northern Ireland and 

Great Britain.   

One implication of devolving any part of the welfare budget to Scotland is therefore that it will come 

from AME rather than DEL. DEL is set by Spending Reviews and is therefore known for around two 

years in advance. AME is budgeted on an annual basis and can be less easily planned for. The overall 

benefits bill may also be subject to a cap which would also potentially affect budgeting.  

Proposals for Scotland 

So what might work in Scotland? Here are some principles that might guide the design of a devolved 

welfare model in relation to equity and long-term sustainability: 

1. The overall size of the benefits budget would be determined over the medium term (or 

possibly the short-run if a benefits cap is being used) by the UK government. Since this bill 

comprises a large proportion of government expenditure, this condition is necessary for the 

maintenance of UK macroeconomic stability.  

2. Sub-central government could vary welfare spending around the allocation from central 

government by varying local taxes or by reallocating spending from, or to, other priorities. It 

might also be able to do so from borrowing, though this would be unsustainable except to 

cover cyclical variation in welfare costs.  

There would have to be a clear agreement as to which risks (as, for example listed on Page 2) 

would be covered by central government and which would be covered by sub-central 

governments. Thus, if a region has suffered an adverse economic shock which has not affected 

other parts of the country, its ability to support the unemployed within its own boundary should 

be supplemented by increased funding from the centre. As well as providing support for those 

who become unemployed, this mechanism would maintain demand in the affected region, 

reducing the risk of localised recession.  

However, there is always a moral hazard problem associated with the allocation of risk. Suppose 

that the Scottish Government, through relatively ineffective health policies, fails to reduce the 

incidence of disability at the same rate as in rUK. Should the increased relative risk of making 

payouts on disability benefits be paid for by the UK Government or the Scottish Government? 

Equally, in the reverse case, should the UK Government benefit from reduced benefit payouts 

brought about by more effective Scottish Government policy? 
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The allocation of risk would be an important element of any agreement to devolve welfare. 

Devolving welfare inevitably implies a reduction in risk pooling. The challenge is to make the 

allocation of risk sufficiently clear that the benefits system enhances rather than reduces the welfare 

of citizens throughout the UK. 

What would these principles imply in a concrete example? The Labour Party has proposed 

Attendance Allowance (AA) as a potentially suitable welfare benefit that could be devolved. The 

proposal is somewhat confusing since it does not also take into account Disability Living Allowance 

(DLA) for pensioners. The main difference between the two systems is that DLA for pensioners is a 

continuation of an award made before age 65 whereas AA is for those who have been made an 

award after reaching 65. AA cost £489m in 2012-13 in Scotland: DLA (Pensioners) cost £515m in the 

same period.   

Both benefits cover risks associated with disability:  

‘you can get Disability Living Allowance (DLA) for adults if your disability or health 

condition means you need help looking after yourself and/or you have walking 

difficulties; you can get Attendance Allowance if you’re 65 or over and you have a 

physical disability (including sensory disability, eg blindness), a mental disability 

(including learning difficulties) and your disability is severe enough for you to need help 

caring for yourself or someone to supervise you.’3  

Both are payable to pensioners. The main difference between the two systems is that DLA for 

pensioners is a continuation of an award made before age 65, whereas AA is for those made an 

award after they have reached the age of 65. For Scotland in 2012-13, AA cost £489m while DLA 

(Pensioners) cost £515m. Approximately 125 thousand clients receive AA in Scotland, while 117 

thousand receive DLA (pensioners).  

Much of the support provided under both AA and DLA (pensioners) would be classified as “personal 

care”. Scotland introduced a policy of free personal care in 2001. This is available both to those in 

care homes and those who receive care in their own homes. Around 48 thousand individuals living in 

Scotland receive free personal care at home. The most recent estimate of the cost of providing this 

service was £350m in 2012-13. 

Clearly, provision of personal care is a policy interface between central and sub-central 

governments. The UK Government provides cash benefits through the Department for Work and 

Pensions (DWP). The Scottish Government provides services to those with care needs via local 

authorities. Although the objectives of both levels of government is to alleviate the monetary and 

non-monetary costs of disability, it may be the case that differences in eligibility criteria, levels of 

support and delivery mechanisms between different levels of government lead to an inefficient use 

of public funds which night be reduced by relinquishing DWP control at the individual level of the 

funds which support disabled pensioners in Scotland.  

This would imply an annual transfer of around £1 billion from DWP to the Scottish Government to 

allow it to support disabled pensioners under the present policy arrangements. But the Scottish 

                                                           
3
 Source: Gov.Uk 

https://www.gov.uk/
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Government might be able to bring together the budgets for AA, DLA (pensioners) and free personal 

care to produce a more consistent policy that improves both efficiency and the quality of services to 

the disabled. 

The size of the annual transfer would reflect the reallocation of risk implicit in the agreement 

between the Scottish and UK Governments - in particular how the UK does, or does not, accept 

responsibility for changes in the relative risks listed on Page 2 between Scotland and rUK.   

This process of determining the annual payment to Scotland would be analogous to the reduction in 

Scotland’s block grant that follows from the introduction of the Scottish Rate of Income Tax (SRIT). 

This is known as the Block Grant Adjustment. With it, the risk that Scotland faces is a slower growth 

in its tax base relative to rUK. On the other hand, if the Scottish tax base grows more rapidly, 

Scotland will benefit relative to rUK in the sense of having more latitude to increase public spending 

or to reduce taxes. 

With the annual transfer in relation to Attendance Allowance, a decision rule would have to be 

constructed as to how it would change annually. For example:  

 How would it be adjusted if Scotland’s population grew more rapidly or slowly than that in 

rUK?  

 How would it change if the incidence of disability in Scotland changed relative to rUK?  

 How might it be altered if eligibility criteria in Scotland changed relative to those in rUK?  

Clearly, this calculation becomes more difficult as policies diverge: one might then base the transfer 

on the calculation of a counterfactual – what would have been paid in Attendance Allowance in 

Scotland if UK policy continued to apply? This is clearly a difficult calculation, but one which HM 

Treasury have already made in respect of Northern Ireland: the size of the fine being levied on the 

Northern Irish Assembly is based on an estimate of how much would have been saved if recent 

changes to UK benefit policies had been applied by the Assembly.     

This reallocation of responsibilities might improve the average circumstances of those in need of 

personal care, while the only effect on the central government budget would reflect the 

counterparty risk to that allocated to the Scottish Government. Because Scotland is relatively small 

and the risks to the UK budget will reflect differences in benefit commitments between Scotland 

under the devolved regime and what Scotland might have claimed under existing DWP rules, UK 

fiscal policy is unlikely to be seriously compromised.  

Further Issues 

This proposal to change from DWP determining welfare support for individuals, to one where a lump 

sum is transferred to the Scottish Government, which it then distributes using its own rules may 

seem radical. But it bears similarities to the 1996 welfare reforms in the USA. These provided for a 

yearly lump sum transfer to states and are intended to cover a share of welfare spending in each 

state, where the share is determined by the per capita income level of the state. If the state chooses 

to increase spending, it must bear the full cost of doing so – as in the case of the scheme described 

above. 
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There would undoubtedly be significant administrative costs associated with this change. It would 

probably be more efficient to continue to have the DWP make payments to individuals across the 

whole of the UK, but have the ability to implement different rules depending on place of residence. 

This is a similar issue to that which HMRC has already confronted in relation to the implementation 

of the Scotland Act 2012. 

 

If DWP administrative support is not available, then devolution of the administrative functions of the 

devolved welfare benefits to local authorities would seem to be the obvious alternative. Local 

authorities in Scotland already administer council tax benefit – now called council tax reduction – 

and housing benefit. They are also responsible for the provision of free personal care, providing a 

particularly good rationale for the devolution of disability-related welfare benefits to this level. 

 

There is no reason in principle why the principles and methods described above should not be 

applied to other benefits. Control over a range of benefits might allow, for example, the Scottish 

Government to take a different view of the balance between working age and pensioner benefits. 

The UK government has protected pensioner benefits since 2010, while cutting benefits for those of 

working age. The Scottish Government could take a different approach if it gained control of a 

mixture of pensioner and working age benefits.  

 

If it was given complete control over benefits, the Scottish Government could introduce the Social 

Security Allowance (SSA), described by the Expert Working Group on Welfare (2014). Like the 

Universal Credit currently being introduced at UK level, this measure seeks to bring together a 

number of benefits to reduce the marginal tax rates that those entering or re-entering the labour 

market face. The SSA differs from Universal Credit in that Housing Benefit would be excluded from 

its calculation (which could increase marginal tax rates, but might reduce incentives to move to find 

work). Further, it is intended that the SSA would be more flexible than Universal Credit, that it could 

be paid on a timetable suitable to the recipient and that the household could choose which 

household member would receive payments. Obviously the administrative costs to the Scottish 

Government would increase with the distinctiveness of the proposed Scottish welfare system.   

 

Universal Credit is also intended to replace tax credits. If Scotland takes control over income tax, the 

issue of tax credits will be problematic. They are currently linked to the income tax system and it is 

difficult to see how they could be part of the transfer of powers in the short-run, given that they are 

about to be replaced by Universal Credit. In the longer run, Scotland could set up a tax credit system 

if it so desired. If it did not gain control over the welfare system, this could be a “back-door” form of 

welfare support, though it could only be made available to those in employment. And of course, 

decisions about such an approach would have to be made conditional on developments in the UK 

welfare system. If Universal Credit is introduced, and given that the SSA is a broadly similar benefit, 

the case for a Scottish system of tax credits may be weak. 
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