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Introduction 

Public service vouchers enable service users to exercise choice among providers who are 

funded directly or indirectly by government. 

They have long provoked heated debate, often along ideological lines and are often 

characterised as an exclusively pro-market, small-government measure. Yet perhaps the 

most successful voucher scheme anywhere in the world comes from Sweden, perennial 

exemplar of prosperous social democracy.  

In fact, vouchers have been used in conjunction with many public services in different 

countries around the world, with contrasting policy goals and varying degrees of success. 

This paper seeks to clarify the concept, demonstrating that public service vouchers are used 

within a very broad framework. Their potential to improve service outcomes is 

complemented by their capacity to deliver a range of very different policy goals, addressing 

public expectations of justice and fairness as well as efficiency and effectiveness. This 

flexibility is evident from the wide range of programmes that fall under the broad umbrella of 

„voucher schemes‟. 

Far from being ideological, vouchers are a technical device - a tool to help extract greater 

value from public services, where policy design and market conditions suit. To this end the 

paper draws together ideas from a variety of schemes to provide insights for policymakers 

considering their use. 
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1. History: a tale of two architects 

The concept is most commonly attributed to the American economist Milton Friedman, who 

in 1955 outlined a voucher scheme for education. His ambition was to expose public 

monopolies in schooling to competition thereby increasing their efficiency, whilst 

safeguarding access to basic education for all. 

The conceptual breakthrough lay in distinguishing between the financing and the 

administration of public services. Government would fund universal education but dismantle 

public monopoly in provision and encourage supply-side competition: 

‘Governments could require a minimum level of education which they could finance 

by giving parents vouchers redeemable for a specified maximum sum per child per 

year if spent on "approved" educational services. Parents would then be free to 

spend this sum and any additional sum on purchasing educational services from an 

"approved" institution of their own choice.’1 

 

This proposal prompted a strong reaction among supporters and opponents alike. It has 

since become a totemic statement of the potential role of markets in public service delivery 

both in the United States and elsewhere. 

However, the history of the education voucher can be traced back at least another century 

and a half. In Rights of Man (1791) the revolutionary Thomas Paine made an early case for 

a welfare state in England and America where government would fund food, education and 

medicines for those too poor to provide for themselves.  

Paine identified a significant number of families wedged between the wealthy and the poor 

who could afford to feed and clothe themselves but were still unable to provide education for 

their children. His solution was a “tuition scholarship plan” in which government targeted this 

group and funded their children‟s education: 

‘After all the above cases are provided for, there will still be a number of families who, 

though not properly of the class of poor, yet find it difficult to give education to their 

children, and such children, under such a case, would be in a worse condition than if 

their parents were actually poor. A nation under a well regulated government should 

permit none to remain uninstructed. It is monarchial and aristocratical governments, 

only, that require ignorance for their support.’ 2 

Modern analysts might not call this a voucher. With a cash payment, there could be no 

guarantee that the money would be spent on education, and it takes no heed of potential 

price competition among suppliers. But the underlying principle is the same: the government 

accepts responsibility to fund a service, but recognises that families are best placed to 

purchase it.  

These contrasting proposals demonstrate that the devil lies in the detail. On the one hand 

there is Paine‟s call for increased government intervention and redistribution of resources to 

promote equity; on the other Friedman‟s vision of reduced public provision prioritising 

efficiency.3 However, the policy architectures also differ in fundamental ways (as shown in 

Figure 1). 
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Figure 1 

 Friedman Paine 

Eligibility Universal: Issued to whole 

population 

Targeted: Needs-based aimed 

at specific group 

Coverage Partial: Covered basic provision 

in full; recipients free to top up 

Full: Covered provision for a 

group unable to top up
4
 

Means of Payment Physical coupon
5
 Cash payment

6
 

 

Of course, it is hardly surprising that these two great minds advocated sharply different 

approaches to improving education. They were writing about different countries some 150 

years apart. What is instructive is that two policies so contrasting in philosophy and 

implementation can be readily categorised together. Both physical coupon and cash 

payment are simple voucher schemes. 

 

2. Definition: when funding follows choice 

This brief historical comparison suggests three dimensions along which a voucher scheme 

must be designed and developed (see Figure 2). Although they are most readily associated 

with the education sector, vouchers are applicable to any public service for which 

policymakers are prepared to allow competition in provision.  

However, vouchers can be used to pursue other policy goals, and not just to subsidise public 

services. For example, they have been employed as an incentive to behavioural change. In 

the UK, government promotes a scheme that encourages addicts to remain drug-free by 

compensating them with vouchers: 

‘Such vouchers may be exchanged for goods or services, and privileges to increase 

the service user's choice (for example, use of take-home methadone doses); 

vouchers should have monetary values that start at about £2 and increase with each 

additional, continuous period of abstinence.’7  

Since 2004, local authorities in Philadelphia have partnered with a private company to issue 

reward vouchers to people who recycle more of their refuse.8 

To explore the use of vouchers in public services, then, is to do nothing more than to identify 

„a means of subsidy or payment designed to grant limited purchasing power among a 

restricted set of goods or services‟.9 

They are, of themselves, value neutral. Everything depends how they are used, with the 

target population, the level of payment and the underlying objectives determined by 

policymakers. Whenever government funding follows user choice in public services, this is a 

voucher scheme. 
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3. Benefits: choice, efficiency and public value 

Thus, while vouchers are capable of supporting a wide range of policy options, all share 

three core potential benefits: the promotion of user choice, the introduction of competition 

into public service delivery and the creation of new sources of public value. 

 

3.1 Individual choice 

The promotion of individual choice is a growing priority in public service provision. In 

developed countries in particular, citizens have become more demanding, driving 

governments to become more attuned to how they are delivered.10 

Choice has intrinsic benefit: the transfer of decision-making power from central government 

to citizens and local commissioners promises greater autonomy for individuals and the 

opportunity to shape their own lives and choices according to their values and preferences. 

In well-designed markets, the result will be public services that are more responsive to users‟ 

preferences rather than mandating centrally-determined, off-the-shelf solutions. 

 

 

 

Figure 2 Policy architecture of vouchers  
 
Means of Payment 
Explicit: Physical coupon entitling holder to a service and allowing provider to exchange it 
for government funding e.g. food stamps or plastic cards. 
 
Implicit: Eligible recipients choose from approved providers and upon registration the 
government pays the provider direct e.g. school choice in Sweden. 
 
Reimbursement: Eligible recipients choose from approved providers and after payment 
apply to government for reimbursement e.g. health care in Australia. 
 
Eligibility 
Universal: Accessible to whole population e.g. health care in France 
 
Targeted: Aimed at specific groups e.g. housing vouchers in the US. 
 
Coverage  
Full: Meets total cost of service; no top-up facility e.g. school choice in Sweden. 
 
Partial: Subsidises cost of basic service and permits user top-up e.g. Medicare card in 
Australia. 
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3.2 Incentives to innovation 

As Milton Friedman argued fifty years ago, public monopolies have few reasons to innovate 

or improve their quality and efficiency. While his school vouchers have been attempted only 

on a small scale, his idea of separating the finance and operation of public services now has 

widespread application not only through a variety of different voucher schemes but also 

through numerous public-private partnerships around the world. 

The introduction of vouchers, coupled with appropriate market design to ensure choice and 

competition between providers, addresses the monopoly problem. By promoting competition, 

vouchers should also drive innovation and efficiency, offering an instrumental benefit 

Ultimately, with good market design and certain conditions, voucher schemes have the 

potential to improve service outcomes. 

3.3 Promoting public value 

Extracting the greatest possible value from public services is a constant challenge for 

policymakers. Beyond the economic imperative of ensuring that public services offer value 

for money, Professor Mark Moore of Harvard University has developed the idea of „public 

value‟: 

‘Every time [an] organization … uses money raised through the coercive power of 

taxation to pursue a purpose that has been authorized by citizens and representative 

government, the value of that enterprise must be judged against citizens’ 

expectations for justice and fairness as well as efficiency and effectiveness.‟11 

With careful design, voucher schemes can safeguard public value at the same time as they 

make a contribution to improved efficiency and effectiveness. Indeed, as the introduction of 

Australia‟s Medicare card illustrates, in some cases vouchers have been employed as the 

primary tool for significantly enhancing public value. In incorporating wider considerations 

into design there is also considerable potential to contribute a significant social return on 

investment.  

The basic concept of the voucher makes no assumption as to the content of this value. 

Vouchers can just as readily be tailored to address inequity (Paine), inefficiency (Friedman) 

or environmental costs (Philadelphia). 

 

4 Case Studies: vouchers in action 

A vast literature exists on the use of public service vouchers, although many studies address 

a single scheme within a narrow context. There are methodological difficulties in trying to 

measure the many different outcomes – quality, efficiency, equity, inclusiveness, 

responsiveness – as well as disagreement on how such outcomes should be valued and 

prioritised. 

Although vouchers have a long history, the extent of their usage is often underestimated, 

with the result that some interesting and revealing examples are not considered in the 

debate.  
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With this in mind, the paper examines five case studies from different sectors around the 

world, supplemented by related examples. This enables the study of strengths and 

weaknesses in real-world approaches, and provides insights that might inform future policy 

design. 

4.1 Universal choice in education (Sweden) 

Vouchers are most widely associated with the education sector, with school choice evident 

across Europe and the United States. And yet only two countries have pursued universal 

choice: Sweden and Chile. Of these, the Swedish system is more established and better 

known. Their 1992 school reforms introduced a policy that included: 

 equal government funding for both public and private schools; 

 freedom of choice for parents (that is, public funding follows the student); 

 for-profit organisations allowed to participate in the scheme (unlike most of the 

European countries where schools are run strictly by non-profit organisations); 

 private schools not allowed to charge additional fees; 

 selection of students exclusively on a „first come, first served‟ basis, regardless 

of their background or academic ability; 

 education objectives legislated at a national level, together with a national 

curriculum, which must be followed by all schools. 

 

These principles are notable for the way that they challenge both sides of the vouchers 

debate. Encouragement of for-profit enterprises in schooling is unthinkable in many 

countries since it offends sensibilities on the political left. In Sweden it has been accepted, 

and indeed is necessary for the scheme to function given limited government capital for 

building new schools. On the other hand, the Swedish system does not allow top-up by 

parents. Many advocates of school choice would favour the option of supplementary 

charges, encouraging competition on price and promoting user choice, but the Swedish 

scheme is restricted in this regard to safeguard equality of opportunity. 

The Swedish system is noteworthy for having introduced elements that both sides of the 

debate want: competition to drive innovation and efficiency, and prohibition of top-up to 

preserve equity and social inclusiveness. As such it can be seen as a strong example of the 

public value concept in voucher schemes, designed to harness the benefits of choice and 

competition yet still a consensual and aggregated view of citizen expectations for justice, 

fairness and value. The full impact of the reforms is yet to be determined.12 

Other countries have attempted to introduce school vouchers with only limited success. In 

the United States there have been schemes in Cleveland, Ohio, Wisconsin and Florida, 

among others; in early 2011 Indiana instituted the largest school choice programme 

anywhere in the US to date.13 These schemes have tended to be targeted and partial, and 

before his death Milton Friedman lamented what he referred to as “charity voucher” 

schemes, believing that the benefits – particularly for the poorest – could only be realised 

through full implementation of his model.  

A notable example is the Milwaukee Parental Choice Programme, which between 1989 and 

1998 offered 1% of low-income families in the city a voucher worth 38% of the cost of a 

child‟s schooling. It was a limited success, neither mobilising a significant number of service 
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users nor providing a substantial incentive for providers to improve performance, although a 

revised version of the policy is now yielding better results.14 

In the United States there has been a notable failure to build a consensus around a school 

choice model that would include elements of both choice-promotion and equality-protection, 

and half a century on, Friedman‟s plans remain mostly unused due to ongoing public 

concern about the wisdom of applying market forces in the provision of education. 

The organisation of schooling in England and Wales has also had experience of limited 

voucher experiments. Pupils and parents notionally have choice as to which school in their 

area to attend, but the supply side has been unresponsive. 

Historically it has been difficult for successful schools to expand and failing schools to close, 

and so the capacity for choice simply results in successful schools being oversubscribed. 

Middle-class parents move into the catchment areas of successful schools, driving up house 

prices and effectively purchasing a good state education. This clearly demonstrates that 

parents are prepared to invest private funds in a market where arbitrary barriers artificially 

limit supply. 

The Academies scheme of the Labour government, marked for significant expansion under 

the Conservatives from 2010, attempts to correct this. Focused on removing the barriers to 

entry and exit for providers, and reducing the administrative burden to central government, it 

is a conscious imitation of the Swedish model.15 However, private schools remain free to 

operate on their own agenda and the inclusion of for-profit providers remains a vexed issue, 

so it is yet to be seen whether the Academies policy will reap the projected benefits. 

Other developed nations, such as Australia and the Netherlands, have implemented partial 

vouchers as a way of achieving some parity between state-operated and religiously-based 

schools. 

4.2 Nationalised health insurance (Australia) 

Until 1975, primary health care in Australia was predominantly funded through private 

insurance with basic public provision. Secondary care was dominated by state hospitals 

where medical care and accommodation were provided free of charge, but with the privately-

insured able to pay for choice of doctor and a higher standard of accommodation. While the 

majority of Australians were covered by the state or by private insurance, this scheme was 

vulnerable to criticism because of a significant minority who would not or could not afford to 

purchase health cover. 

A Labor government then introduced a nationalised insurance scheme known as Medibank 

(later re-branded as Medicare) to ensure free or heavily-subsidised primary and secondary 

care for all. Provision of health care in Australia is mixed, with public hospitals owned and 

operated at state-level alongside private hospitals, while general practitioners and specialists 

are typically self-employed. 

All permanent residents of Australia are eligible for a green plastic Medicare card, which is 

valid for treatment at general practitioners of their choosing. Reimbursement is calculated 

within specified allowances but typically government subsidises mostly or entirely hospital 

costs, GP costs and specialist consultations. The Medicare scheme has been a political 
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success, and quality of care in Australia compares favourably with the UK and Germany, 

and out-performs the US, Canada and New Zealand.16  

In this case, a voucher was specifically used to deliver enhanced public value, with the result 

that it has received widespread approval among the people of Australia. Of course, the 

system has not been without its problems; in particular a key problem has been 

overservicing, where some medical practitioners dispense unnecessary treatment to patients 

for government reimbursement.17 This raises the challenge of moral hazard, one of several 

difficulties with voucher schemes, and the importance of effective monitoring of providers.  

A social health insurance system operates in France that similarly promotes equality and 

access while protecting choice and competition among providers. All citizens have access to 

basic coverage through national insurance, funded by employer and employee contributions. 

The poor and the unemployed receive care for free. Modest co-payments are waived for the 

chronically ill, and many people subscribe to supplementary insurance to meet out-of-pocket 

costs as well as services such as dental and optical care. Treatment for chronic diseases 

including cancer and essential operations, for example heart bypass, are fully reimbursed. 

This protective egalitarianism, sometimes characterised as „the sicker you are, the less you 

pay‟, is accompanied by patient choice and supply-side competition. Patients select their 

own doctor and claim back 75-80% of the charges (100% for low-income groups). The social 

insurance system reimburses private and public hospitals alike and all are entitled to visit a 

specialist. As such, French health care is a compromise between solidarity and liberalism, a 

reflection of the public appetite for individual choice and autonomy underpinned by collective 

equity and access. The system has achieved excellent results, ranked best in the world by 

the World Health Organization (WHO) in 2000, and high patient satisfaction.18 

 

In the United Kingdom the Labour government of the late 1990s and early 2000s performed 

small-scale experiments in expanding patient choice through Independent Sector Treatment 

Centres (ISTCs). These were conceived as private-owned facilities offering National Health 

Service patients care free at the point of use, thus harnessing benefits of choice while 

safeguarding access. Reaction to ISTCs has been mixed with some reports citing high 

quality of care and others questioning the value for money.19  

 

4.3 Desegregation of public housing (United States) 

 

Housing offers one of the best examples of targeted vouchers, generally used to facilitate 

low-income participation in the accommodation market. They are also one of the simplest 

vouchers, usually means-tested to bridge the difference between actual rent paid and a 

specified percentage of the recipient‟s salary.20 

 

In addition to income redistribution, the essential case for housing vouchers is the scope that 

they offer for desegregation. Prior to the introduction of vouchers, the conventional approach 

to subsidised housing was to cluster beneficiaries together in public estates, which were 

characterised by low resident satisfaction and quality of life, and contributed to wider social 

problems such as higher crime rates. 
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The literature broadly acknowledges the benefits of desegregation for housing voucher 

recipients and promotion of residential mobility.21 In fact, opponents argue that some 

housing voucher schemes are too generous, incentivising recipients to preserve their 

eligibility for subsidy rather than pursuing more ambitious accommodation goals (another 

example of moral hazard). 

 

Housing policy in the United States continues to be criticised for its failure to balance income 

support with incentives for self-improvement. The federal Housing Choice Voucher 

Programme (known as the „Section 8‟ scheme) was launched in the 1970s to benefit 

extremely poor families, bridging the gap between income and housing costs. When 

applicant families reach the top of the waiting list they are entitled to a voucher that can be 

used for any dwelling within the market area of the housing agency. Rental payments are set 

by local housing agencies and are based on fair market rates in order to create incentives for 

voucher holders to negotiate the best deal.22 

 

The intention of the programme is to give beneficiaries freedom to choose the location and 

the type of housing that suits best their needs as well as promoting residential mobility to 

avoid stigmatisation and segregation.  Voucher recipients value this flexibility although they 

also criticise long waiting lists, shortages of moderately priced housing, ineffective local 

administration, landlord reluctance to accept voucher payments and complicated changes 

across different jurisdictions.23 

 

Policy critics are also vocal. They argue that despite the potential benefits, housing vouchers 

can lead to a poverty trap and re-segregation.24 The ultimate conclusion of opponents is that 

vouchers not only harm the beneficiaries by trapping them in dependency, but also 

undermine the basic principle of the scheme, which is to help those most in need. Thus 

Section 8 remains the subject of ongoing debate, seeking to promote public value while 

protecting public spending resources. 

 

A similar demand-side subsidy is the Accommodation Supplement in New Zealand, 

introduced as part of the 1991 Housing Reforms. Paid to low-income households, the 

subsidy allows its recipients to use it for supplementing either rental or mortgage payments. 

As with Section 8, the Accommodation Supplement was designed to promote efficiency and 

personal choice. However, criticisms of the scheme included reduced affordability as 

landlords took subsidies into account and raised rents, and a failure to tackle 

desegregation.25 

 

4.4 Flexibility in social care (International) 

 

The traditional way of providing social services to the disadvantages or those requiring 

protection, such as poor, disabled, elderly and young people, is direct allocation through 

care in the home or in residential facilities. However, an increasingly diverse set of vouchers 

has been devised, either implicit in the form of tax credits, or explicit, where care is provided 

through public and private providers and paid for out of funds supplied by central or local 

government. 
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Some examples of modern voucher systems in social care include: 

 

 An elderly care voucher pilot scheme in Hong Kong (2009-2011), aimed at those 70 

and above, entitled to five vouchers of HK$50 per year as a partial subsidy towards 

their primary care services costs, with the objective of reducing the burden on public 

health providers.26 

 Vouchers for social and health care in Finland (since 2004), a means-tested tax-free 

fixed sum granted by municipalities to assist elderly people to live longer at home 

and to encourage new companies to enter the home care market. 

 A French scheme introduced in 1997 allowing users to choose among different forms 

of care, including employing personal attendants such as family members.  

 The carer short-break scheme at the London Borough of Hounslow, an explicit 

voucher system used for periods when the patient's primary carer is on a vacation, 

allowing a choice of care services provided by a list of approved providers.  

 Ticket-to-Work scheme in the US in 1999, available to recipients of Disability 

Insurance and Supplemental Insurance Income who voluntarily decide to pursue 

employment. The voucher allows recipients to purchase various support services to 

help them to return to work.  

 Individual Budgets in UK social care that aim to improve choice for older and 

disabled people in meeting their support needs as part of a shift in emphasis from 

service inputs to user-defined outcomes. Pilots between 2005 and 2007 were rolled 

out as a national policy with all councils offering Individual Budgets by April 2010 and 

a target for 30% of people eligible for social care support to be using a budget by 

April 2011. 

 

The latter is the most notable success among these projects. The schemes, which are 

central to the current UK government‟s Putting People First programme, were extended to 

31,000 social care users by January 2010. They have been widely praised for achieving 

increased user satisfaction and control around their choice of providers. These benefits have 

come with a small reduction in care costs off-set by a small increase in information costs, 

establishing Individual Budgets as a cost-neutral policy with significant advantages for 

users.27  

 

4.5 Avoiding stigmatisation (UK) 

The aim of the UK government‟s Home Access programme was to „ensure that all pupils 

aged 5 to 19 in state-maintained education in England have the opportunity to have access 

to computers and internet connectivity for education at home‟.  A pilot scheme was operated 

in Oldham and Suffolk between February and June 2009, which was subsequently 

expanded nationally, reaching 270,000 homes.28 

The scheme required eligible parents to make a conscious decision to purchase a 

subsidised computer and associated internet access (compared with universal issuance to 

eligible families relied upon in previous schemes). This switch should have improved the 

value added by the scheme, since only those who would use the computer would seek to 

participate. 
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But it also created the risk of stigmatisation. Voucher holders are vulnerable to being 

identified at the point of sale as the beneficiaries of government support. The philosophy of 

the programme – to empower disadvantaged pupils – would have been compromised if they 

and their families had been obliged to purchase the computer package using a payment 

method that identified them as the recipients of state assistance. 

The solution to this problem lay in the development of a card which closely resembled an 

ordinary credit or debit card of a major bank: Home Access customers used their cards at 

the check-out counter of a local computer store in the same way that any other customer, 

with a pin number to afford them privacy. In this case, the physical artefact was employed 

not only to extend choice but to enhance public value by preserving beneficiaries‟ anonymity. 

 

5 Vouchers: Some Insights 

This examination of voucher schemes has shown their broad applicability and suggests that 

to yield maximum benefit, the following elements must be considered in their design: the 

underlying policy architecture, including questions of eligibility, coverage and method of 

payment; market design ensuring that choice and competition are real; the pursuit of 

innovation through market segmentation whilst avoiding so-called “creaming and parking”; 

appropriate regulation and effective audit. 

5.1 Policy architecture 

In designing a public service that involves significant user choice, policymakers must 

address the three elements of policy architecture outlined in section 2 – means of payment, 

eligibility and coverage – even if they do not consciously do so. Each of these design 

features has different advantages and disadvantages, and policymakers should consciously 

consider how these will impact on the delivery of the services in question and what 

compensating measures must be taken. 

The question of eligibility – who will receive the vouchers – is first and foremost a question of 

policy: governments must decide which areas of social need will benefit from public support. 

Within those broad categories, however, they must still decide whether financial assistance 

will be targeted or universal for operational reasons. Targeting can be a highly effective way 

of controlling expenditure, limiting eligibility based on age, income or level of need. For 

example, in the case of the UK‟s Home Access programme, eligibility was narrowed based 

on the age of the students in order to stay within the budgetary allocation for the scheme. 

Targeting has been necessary with many of the school vouchers introduced in the United 

States, which have been directed to tightly-defined groups of disadvantaged students. The 

downsides of targeted vouchers are that they are inclined to be unfair at the threshold, and 

they tend to create poverty traps. 

Coverage – how much the voucher will cover – is largely about equity. Under a full cost 

voucher, prices are regulated and additional charges over and above the cost of the voucher 

are not permitted. This is more equitable than the alternatives, but it also has the effect of 

encouraging overuse and discouraging innovation. The extent to which these disadvantages 

matter will differ from one public service to another: overservicing will be less problematic in 

primary education where school attendance is already compulsory, but more of a challenge 
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in primary healthcare where it is difficult to ascertain how unwell any particular patient is, and 

how much attention they should receive. 

Under partial cost vouchers, prices are regulated but users are obliged by government to 

make a financial contribution at the point of service. Depending on the level of this charge, 

these schemes may be less equitable, but they also provide a significant incentive against 

overuse. As the French health insurance system demonstrates, it is possible to tailor such 

schemes so that low income patients and those with serious or chronic disease, pay little or 

nothing at the point of delivery, thereby ameliorating concerns about equity. 

However, price regulation will mean that there are weak incentives to innovation and a 

partial voucher model – where providers are able to charge higher prices – may help to 

overcome this flaw. In this case, additional charges above the value of the voucher will be 

allowed but not mandated, although they still may be constrained to some extent by 

government policy. As long as the cost of the basic public service is covered, and depending 

on the social values of the country in question, this may not create significant problems of 

equity. In the case of hospitalisation, the core public service is high-quality medical care, and 

the availability at additional cost of higher-quality accommodation or choice of doctor may 

not compromise any fundamental principle of equity. 

The means of payment – how and where reimbursement is to be made – is also an 

operational issue and will be heavily influenced by administrative costs. The issuance of 

physical vouchers such as plastic cards will give policymakers tighter control over eligibility, 

although they may also have the effect of making potential beneficiaries more aware of their 

entitlements, thereby driving up costs. The administration costs of any such scheme will tend 

to be high, and for this reason, entitlements are often tied to the possession of an existing 

benefit card: subsidised train and bus travel may be predicated on the beneficiary being 

qualified for a state pension. The credit cards designed for the UK‟s Home Access scheme 

shows that physical vouchers may also be more equitable in making beneficiaries 

anonymous at the point of service. 

Implicit vouchers – where money follows the service user – provide less control over 

eligibility but they also have lower administration costs. They tend to be used in areas such 

as education, where the class of beneficiary is readily identifiable. Reimbursement models 

are much less common, if only because of their impact on low income beneficiaries, but they 

may have an impact on overuse since beneficiaries will be more aware of the true cost. 

As this discussion makes clear, there is no one particular design that will suit every public 

service in every country. The case studies considered in section 4 suggest that policymakers 

already draw on these various insights in different ways to meet local needs. 

5.2 Market design 

There is little point in providing public service users with vouchers if they are not able to 

exercise meaningful choice among a range of alternative suppliers. As Julian Le Grand has 

expressed it, „the competition must be real‟.29 Among other things, this means that the 

market must be responsive to consumer preferences – money must follow choice – and if 

the voucher-holder wants to change providers, or even threaten to do so, then that option 

must be authentic. Users should not be artificially excluded from particular providers and 

they must not be locked into long-term contracts. 
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Markets must also be contestable and fair. New providers must be able to enter the market 

(and old providers exit) with relative ease; successful providers must have the incentive and 

the scope to expand. Competitive neutrality must assure a level playing field for all potential 

providers. 

Choice must also be informed. Without reliable, readily available information about the 

performance of alternative providers – exam results, hospital waiting times and the like – the 

utility of vouchers is substantially weakened. The provision of, access to and updating of 

information that will enable voucher-holders to make informed choices must be built into the 

design of the public service market.  

Different groups use data in different ways. The criticism that voucher schemes are a 

middle-class obsession has been largely debunked. Research from a number of different 

countries indicates that lower-income groups are even more interested in choice than are the 

middle classes.30 However, there appears to be a correlation between an individual‟s means 

and his or her capacity to navigate the system - the so-called „pushy parents‟ or „sharp-

elbowed middle-classes‟ skewing outcomes in an inequitable way. If equality of opportunity 

is a key principle, then care must be taken to ensure assistance is available for groups less 

able to access and interpret complex government systems. 

5.3 Market segmentation or cream skimming? 

Voucher-based markets offer greater flexibility than public service monopolies and public-

private partnerships based on competitive tendering, but they are artificial markets 

nevertheless, with government funding approved services provided to a defined population. 

This means that there will be scope for providers to profit inappropriately through gaming the 

system, seeking out beneficiaries who are relatively less costly to service. 

Given a choice between an outstanding pupil and an average one, both bearing identical 

vouchers, an education provider will be inclined to enrol the former since she will achieve 

better results for the same level of government funding. Other things being equal, similar 

incentives will operate in the health sector, with providers able to profit more from serving a 

healthier population. In general, policymakers seek to design incentive regimes which 

preclude „creaming and parking‟ of this kind.  

However, there is growing recognition that public service delivery may improve more rapidly 

through market segmentation, either through early identification of the so-called „low-hanging 

fruit‟, or through the development of innovative approaches for identifying and assisting 

specific classes of service beneficiary. For example, the UK Government‟s new Work 

Programme, although not a voucher based system, offers a scale of reimbursement levels 

depending on benefit status. This is an example of segmentation providing appropriate 

incentives tailored to different people. The problem lies not in market segmentation as such, 

but in paying providers longer than necessary at a higher rate than necessary.31 

Once again, there is no simple formula that will inform policymakers when „creaming and 

parking‟ will be politically unacceptable and when market segmentation will deliver more 

benefits than risks. 
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5.4 Regulation and audit 

Voucher-based markets are not free markets, but policy instruments to assist in the more 

effective delivery of public services. As such, policymakers have an obligation to regulate 

what services are being provided and who is providing them. The decision as to what 

services should fall within the scope of a voucher scheme can sometimes prove 

controversial: in the UK, for example, the National Health Service subsidises homeopathic 

prescriptions, a policy that has been strongly criticised by medical practitioners. The fact that 

a large proportion of British residents support alternative therapies is not enough to justify 

their inclusion within a choice-based regime.32 At the same time, governments will usually 

want to scrutinise service providers, either through the regulation of professionals or through 

the certification of institutions and processes.  

However, regulation comes at a cost. Policymakers are accountable for ensuring that public 

funds are spent wisely and the needs of monitoring and audit under a voucher scheme can 

be more complex and expensive than with direct delivery. 

Nevertheless, one of the potential benefits of voucher-based markets is the scope that they 

provide for greater innovation. Commitment to a narrowly-based school curriculum rules out 

the possibility of discovering another Maria Montessori whilst the radical breakthroughs in 

public service delivery being made by social entrepreneurs in India demonstrate that low 

cost should not be a barrier to improving quality in the public service economies of the 

developed world. Such developments in Indian health care have led Harvard professor, 

Tarun Khanna, to comment: “The best outcomes appear to result when the public sector 

allows itself to be steered by private enterprise and civil society”.33 

 

5 Conclusion 

Voucher schemes have two well-established benefits: increased choice for users and 

increased performance incentives for providers. Together these benefits are both intrinsic 

and instrumental. Increased autonomy for service-users has a value of its own however 

exercised; an individual‟s capacity to pursue their own preferences is to be valued for its own 

sake, and recent policy trends seem to confirm this. However, by empowering users in this 

way, services will improve; user autonomy coupled with supply-side competition can deliver 

innovation and thereby services of increased quality, efficiency and responsiveness.34 

However, voucher schemes can also be used to protect and promote public value if 

designed to reflect citizens‟ expectations of justice and fairness. Indeed, vouchers can be 

employed as a tool for extracting this public value in situations where other policy 

instruments cannot. Vouchers make no demands as to the content of justice and fairness: 

this is decided by elected representatives and their policymakers based on citizens‟ 

expectations. 

Public service vouchers are a complex instrument, capable of being constructed in a variety 

of different ways to serve a diversity of policy ends. These insights enable policymakers to 

draw on different approaches to create outcomes that are suited to the political environment 

and the service outcomes with which they are immediately concerned. 
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