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GIVE AND IT WILL BE GIVEN TO YOU
RECIPROCITY AND WELFARE

Restoring the principle of reciprocity could change negative
attitudes towards welfare, argues Steven Schwartz

fter a long voyage from Portsmouth,

Edward J. Moore and his wife Beatrice

disembarked in Sydney Town in June

846." With neither money nor friends,

the couple stood fretfully on the wharf until a

stranger appeared. He offered Edward his hand and

gave him a secret handshake. The young couple

relaxed; they were confident that this stranger would

help them find shelter and employment in their new
country—and their optimism was not misguided.

Moore and his benefactor were ‘brothers’ of
the Grand United Order of Oddfellows, one
of many ‘friendly societies that provided their
members with companionship and a variety of
services including healthcare, medicines, housing
loans, unemployment benefits and funerals.” The
societies operated through democratically governed
chapters called lodges. Members—mostly, but
not only, men—banded together because they
shared a common occupation (the Brickmakers
and Labourers Accident and Provident Society), a
religion (the Australasian Holy Catholic Guild), or
just because they were neighbours (Friendly Society
That Meets at Mr Smith’s Half-Moon Tavern on
Winchester Hill).? The lodges were living examples
of Edmund Burke’s ‘little platoons’, people with a
natural affinity voluntarily joining together for the
benefit of their families and communities.*

Over the years, the platoons demobilised as the
state took over the provision of welfare.” Why this
happened, what we lost in the process, and how
we might get it back are the subjects of this article.
Economics is part of the story, but so too are politics,
ethics and traditional virtues such as reciprocity.®
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From reciprocity to public welfare

Friendly societies operated according to a
‘contributory  principle’.” During good times,
members contributed to a mutual insurance fund,
which they drew on when circumstances required.
“Today’s recipient could be tomorrow’s donor and
vice versa.® Such reciprocity is a ‘pervasive feature
of human social life’.” It is the basis for the Golden
Rule—the ethical dictum to treat others as you
would like to be treated—and is widely viewed as
equitable and just."

Although friendly societies served admirable
purposes, they were criticised for their secret
handshakes, strange rituals and
membership rules.!" Moreover, the societies were
never capable of providing for all of Australia’s welfare
needs. Although attempts were made to include
non-contributors (relatives of members, mainly),
people who were unable to make contributions
(because of chronic illness, for example) were largely
excluded. So too were those not considered ‘suitable’
for lodge membership. Even at their peak, the
lodges covered only 30% of the population.'” If they
required assistance, the remaining
70% had to rely on charities or the
government for help.

At first, government support
was minimal, but over time public

exclusionary

welfare expanded and crowded out
many charities. Those that remain
in operation have been largely
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co-opted by the government, which supplies 38%
of their funds."”® Other developed nations followed
a similar path, but the transition from mutual
assistance to public welfare was especially quick in
Australia, where people have historically viewed
the government as a ‘vast public utility’."

Believing  that despise  effortless
entitlements, many governments tried to retain
some semblance of reciprocity in their welfare
arrangements. As the creator of the British welfare
state, Lord Beveridge, famously put it, ‘Benefit in
return for contributions, rather than free allowances
from the State, is what the people of Britain desire.””
Like friendly societies, Beveridge’s system required
workers to share their risks by contributing to a
mutual insurance pool, which could be accessed
for assistance when needed. The United States and
most European countries created similar ‘social
insurance’ systems.

Although they were popular with voters, purely
contributory welfare systems could never cover the
entire population. The problem was the same one
faced by the friendly societies—how to provide for

voters

the needs of those who, for one reason or another,
were unable to make contributions. To ensure that
no one was left to starve, governments invoked
the social ‘solidarity principle’, which requires all
citizens to share the responsibility of looking after
society’s most needy people. The solidarity principle
was used to justify supplementing contribution-
based benefits with various ‘free allowances for
those who had not made sufficient contributions.

No country has a purely contributions-based
welfare system; for obvious humanitarian reasons,
all nations redistribute resources to those who
have not made sufficient (or any) contributions.
Such redistribution is unavoidable, but it leads
to tensions that are not easily reconciled because
the contributory and solidarity principles reflect
different conceptions of fairness."”

Two ideas of fairness

Everyone is in favour of fairness, but people differ
on what is fair. Consider a hypothetical case.'
After 20 years of work, Stan is made redundant
from his relatively well-paid job. He lives alone, has
some savings and owns a home. Samantha, on the
other hand, lives in rental accommodation. She has
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worked very little in her life, and she has neither
savings nor investments. In addition, she is raising
a four-year-old child. Both Stan and Samantha are
seeking assistance. Who should have precedence?
idea of fairness, the
contributory principle, Stan has a better case. He
has worked and paid taxes for years while Samantha
has hardly worked at all. Giving greater support to
people such as Stan provides an incentive to work
(to obtain larger benefits). According to the second
idea of fairness, the solidarity principle, Samantha
has the stronger case. She has no financial resources
and a child to look after. Stan can get by on his
savings, at least for a while, while Samantha has
nothing to fall back on.

According to one

There is essentially no relationship between
what citizens put in and what they take out

of the welfare system.

As already noted, no developed country would
ignore Samantha’s plight. However, countries that
wish to highlight reciprocity might provide her with
a lower level of support than Stan. The Netherlands
is an example. An unemployed worker who has
made contributions for decades (such as Stan) is
entitled to a higher unemployment benefit than
someone who contributed for fewer years or never
contributed at all. Most European countries have
similar arrangements,” but in English-speaking
nations reciprocity has been largely eroded.”

Australia is an extreme case. Apart from
compulsory superannuation (which receives tax
subsidies, but is a privately-funded savings scheme),
there is essentially no relationship between what
citizens put in and what they take out of the welfare
system. Unlike the Netherlands, Australia’s primary
unemployment benefit, the New Start Allowance,
does not assign a greater amount to those with a
longer work history. Counting rental assistance and
parenting payments, Samantha would receive more
help than Stan. It is even possible, depending on the
size of his savings and investments, that Stan would
receive nothing at all.

Australias  welfare
solidarity. Eighty percent of our welfare programs

system  strongly values

(rental assistance, carer allowance, pensions and
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much more) are means-tested.” This has given
Australia the most redistributive social welfare
system in the OECD.** Given Australia’s relatively
high level of income inequality,” transferring
money from wealthier households to poorer ones is
an understandable aim, but means-tested programs
can also produce perverse incentives against working
and saving. For example, the recipients of means-
tested assistance may find that the benefits they lose
when accepting a low paid job, combined with the
income tax they will have to pay, leave them no
better off than staying on welfare.”* By eschewing
reciprocity, means-tested programs also produce a
social cost—the loss of public support for welfare.”

Research has repeatedly confirmed that
people are more likely to contribute to
general welfare when they know that
others are also contributing.

Loss of public support for welfare

In Australia, reciprocity has been replaced with a
rivalry between those eligible to receive benefits—a
large part of the population—and those who
pay for them.” The result is a spiteful climate in
which critics fiercely denounce the legitimacy of
welfare recipients while those receiving benefits,
and their political representatives,
protect their entitlements.” This ‘us’ versus ‘them’
dichotomy has corrosive effects that extend well
beyond just deciding who should receive welfare.
For example, the resistance to resettling refugees

zealously

(and to immigration in general) can be traced, at
least in part, to the perception that immigrants
receive assistance without making a corresponding
contribution to society.”®

The critics of welfare and immigration are often
ill-informed. They routinely exaggerate the extent
of ‘dole bludging’.” Similarly, rather than a cost,
immigration probably creates a net gain for the
Australian economy.” Still, the ubiquity of negative
opinions suggests that public support for welfare is
tenuous and grudging. Government ‘crackdowns’
on welfare cheats do nothing to improve public
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attitudes toward welfare; they simply reinforce
the public’s disgruntlement.’ Such negativity
is worrying because as technological and other
changes to the global economy make jobs harder to
find, and as the population ages, more people will
require assistance. Unless attitudes change, we can
expect public resentment and discontent to grow,
exacerbating the ‘us’ versus ‘them’ dichotomy and
fuelling social division.

Contrary to what some have argued,” the call
for more reciprocity is not a right-wing plot to cut
welfare. In the UK, where the issue has been widely
debated, all sides of politics and the trade unions
have supported increasing reciprocity.”® The former
UK Labour leader, Ed Miliband even promised that
Labour would be a party that rewards ‘contribution,
not worklessness.”®* As Beveridge understood, the
best way to change negative attitudes toward welfare
is to introduce reciprocity into the system.”

Introducing reciprocity

Research has repeatedly confirmed that people are
more likely to contribute to general welfare when
they know that others are also contributing.*® This
section discusses four ways to introduce reciprocity
into our welfare system: mutual obligation
requirements, universal basic income, personal
welfare accounts, and income contingent loans.

Mutual obligation Although
welfare reform in Australia has focused on making
programs more efficient and reducing perverse
disincentives for re-employment,” reciprocity has
not been entirely neglected. ‘Mutual obligation’
requirements such as ‘work for the dole’ introduce

requirements.

some reciprocity into the means-tested system.
Eighty percent of participants view working for the
dole as a way ‘to give back to the community” and
more than half the population agrees.*

Although mutual obligation requirements are a
step in the right direction, there is more that could
be done. For example, the level of unemployment
benefits could vary with work history (that is, lower
benefits could go to those with long histories of
unemployment). Designing welfare programs that
do not punish those who save and reward those
who spend is another way to highlight reciprocity.”’



Universal Basic Income. The Universal Basic
Income (UBI) has been much in the news lately,
but it is not a new idea.”’ Advocates view the
UBI as an economically efhicient replacement for
the current multitude of separate means-tested
programs. Because everyone would be entitled to
a UBI, there would be no need to assess whether
claimants are eligible and no policing would be
required to investigate cheats. The result would
be lower administration costs. UBIs would also
remove the stigma attached to welfare and eliminate
the perverse incentives that trap people in welfare
dependency. Instead, they would add a much-
needed subsidy to low-paid jobs. A UBI would also
boost consumption among low-income people,
which would lift economic growth.

Despite these virtues, the UBI has drawbacks. If
the UBI is too large, it could provide a disincentive
to work. Also, despite the savings that arise from
eliminating bureaucracy, a UBI would be very
expensive to implement. It would certainly require
higher marginal tax rates, which means that most
workers would see little additional benefit. The
combination of high costs and minimal benefit (for
most people) caused Swiss voters to reject a UBI
when it was put forward in a recent referendum.
For our present purposes, the most troubling aspect
of the UBI is the absence of reciprocity. Under a
UBI, there is no link between contributions and
benefits.” Moreover, unless the UBI was very
generous, targeted means-tested welfare programs
would still be required.

Personal Welfare Accounts. As an alternative to
the UBI, some writers have recommended Personal
Welfare Accounts (PWAs).* Workers would pay a
share of their income into a PWA, which would
receive favourable tax treatment. When individuals
claimed a benefit (unemployment, for example), it
would be paid out of their PWAs. On retirement,
any money remaining in the PWA could be used
to supplement superannuation or the pension. Like
the friendly societies, a PWA-based system collects
and distributes welfare funds horizontally—
to individuals at different times in their lives.%
This gives contributors the flexibility to adapt to
life’s vicissitudes. PWAs can also be tweaked to
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incorporate vertical redistribution (from wealthier
to poorer people),” but this would require some
form of means testing.

Think tanks from all sides of politics support
PWAs.“ They have a downside, however. PWAs
will lead to the accumulation of large sums and
governments have shown themselves unable to allow
caches of money to remain unmolested (witness
the constant tinkering with superannuation). An
alternative that also highlights reciprocity, but is

resistant to government plundering, is the Income
Contingent Loan (ICL).

Income Contingent Loans. In Australia, ICLs
are used to fund university fees.* Students borrow
money to pay their fees and repay their loans
through the tax system once they reach a certain
income threshold. ICLs could also be applied to
parental leave payments, unemployment assistance,
and most other welfare benefits.® Instead of
grants, recipients would receive ICLs. In effect, the
government acts as a ‘piggy bank’” helping people to
smooth the ups and downs of life.* Most people
will repay their loans when their circumstances
permit, but some may never be able to repay their
loans in full. With ICLs, the risk of non-repayment
is shared across the population.

The most troubling aspect of the UBI is the

absence of reciprocity. Under a UBI, there

is no link between contributions and benefits.

Many details would have to be worked out in
designing ICLs for social welfare: who is eligible;
how much can be borrowed; what interest rate will
be charged; the threshold for repayments; and many
more. Whatever the final design, the reciprocal
nature of ICLs (today’s borrowers are tomorrow’s
payers and vice versa) would be clearly evident.
What is less clear is how to introduce a contributory
element. One possibility is to assign a risk rating
to borrowers (better risks could be permitted to
borrow more). Given their reliance on reciprocity,
the introduction of ICLs (especially those that also
rewarded contribution) would be likely to produce
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a profound positive change in the public’s attitude
toward social welfare.

Whatever method is chosen (and combinations

are possible), revising our welfare arrangements to
incorporate reciprocity and reward contribution
would provide protection to all citizens, increase
social cohesion, and improve public attitudes
toward welfare at a time when increasing numbers
of people will require assistance.

Endnotes

1

N

11

12
13

14

15

16

Bob James, Secret Handshakes and Health Care in Australia:
Part 2: A Personal Letter from ‘Gran Susannah’ to her
Grandchildren (1998), http://www.takver.com/history/
guoof2.htm

David Green and Lawrence Cromwell, Mutual Aid or
Welfare State: Australia’s Friendly Societies (Sydney: Allen
& Unwin, 1984).

Bob James, Secret Handshakes and Health Care in Australia:
Part 1 (1998), http://www.takver.com/history/guoof1.htm
Edmund Burke, Reflections on the French Revolution
(Cambridge, MA: Harvard University Press, 1909; original
1790), para 75.

Some lodges still exist as fraternities and charities.
Lawrence C. Becker, Reciprocity (New York: Taylor and
Francis, 2014; original 1986).

Jochen Clasen, ‘Social Insurance and the Contributory
Principle: A Paradox in Contemporary British Policy’, Social
Policy and Administration 35:6 (2001), 641-657.

David T. Beito, From Mutual Aid to the Welfare State:
Fraternal Societies and Social Services, 1890-1967 (Chapel
Hill, NC: The University of North Carolina Press, 2000),
3.
Becker, Reciprocity, 74.

Becker, Reciprocity; see also John Rawls, A Theory of Justice
(Cambridge, MA: Belknap Press of Harvard University,
1971) and Graeme Cooke, Contributory Welfare: Could the
Concept of Contributions-based Welfare Help Re-Galvanise
Support for the System? (2012), https://www.lwbooks.co.uk/
sites/default/files/s52_05cooke.pdf

Ernest Frelling, “Why the Church Opposes the Oddfellows’,
The Sacred Heart Review 53:6 (1915).

James, Secret Handshakes and Health Care in Australia.
Mike Seccombe, ‘Inside the $100 Billion Charities Bubble’,
The Saturday Paper (23 April 2016).

William Keith Hancock, Australia (London: Ernest Benn,
1930), 72.

William Henry Beveridge, Social Insurance and Allied
Services (London: HMSO, 1942), para 21.

The Collins Institute, The Contributory Principle: Linking
Benefits to Contribution, Welfare Reform Series Paper 3
(Dublin: The Collins Institute, 2016).

POLICY e Vol. 33 No. 1 ¢ Autumn 2017

17

18
19

20
21
22
23

24

25
26

27

28

29

30

31

32

33

34

35

Kristian Niemietz, ‘Contribution versus Redistribution:
Contributory Welfare Won’t Happen’ (London: Institute
of Economic Affairs, 2013).

This case is based on one suggested by Niemietz above.
OECD Directorate for Employment, Labour and
Social Affairs, Social Expenditure Update (Paris: OECD,
November 2014).

As above.

As above.

As above.

OECD Centre for Opportunity and Equality, /ncome
Inequality: The Gap Between Rich and Poor (Paris: OECD,
2015).

Alfred M. Dockery, Rachel Ong and Gavin A. Wood,
Welfare Traps in Australia: Do They Bite?, CLMR Discussion
Paper Series 08/02 (Perth: The Centre for Labour Market
Research, 2008) and Gosta Esping-Andersen, 7he Three
Worlds of Welfare Capitalism (Cambridge, UK: Polity Press
in association with Blackwell Publishing, 1990).

Cooke, Contributory Welfare (see note 10).

Jessica Irvine, ‘Half of Families Pay No Net Tax if Welfare
Benefits Deducted, New Figures Reveal’, news.com.au (9
May 2014).

Frank Chung, ‘Do NEETs Need to be Put to Work?’,
news.com.au (15 September 2016); Olivia Lambert,
‘Recruitment Agency Worker Claims Some on the Dole
Don’t Want to Get a Job’, news.com.au (13 December
2016); Matthew Knott, ‘Centrelink Debt Recovery Drive
has Caused Summer from Hell, Bill Shorten Says’, 7he
Sydney Morning Herald (9 January 2017).

Sid Mabher, ‘Welfare Bill for Refugees to Top $100m’, 7he
Australian (1 February 2016).

Jason Murphy, “The Big Myth about Dole Bludgers’, news.
com.au (24 September 2016); see also Jane Falkingham and
John Hills (eds), 7he Dynamic of Welfare: The Welfare State
and the Life Cycle (New York: Prentice Hall, 1995).
Productivity Commission, Economic Impacts of Migration
and Population Growrh (Canberra: Productivity
Commission, 20006).

Kate Bell and Declan Gaffney, Making a Contribution:
Social Security for the Future, Touchstone Pamphlet #12
(London: Trade Union Congress, 2012).

Andrew Grice, ‘Voters “Brainwashed by Tory Welfare
Myths”, Shows New Poll’, 7he Independent (4 January
2013).

Bell and Gaffney, Making a Contribution; see also Ryan
Shorthouse and David Kirkby, Give & Take: How
Conservatives Think About Welfare (London: Bright Blue,
2014).

Edward Miliband, Responsibility speech (2011), http://
www.politics.co.uk/comment-analysis/2011/06/13/ed-
miliband-responsibility-speech-in-full

Tim Horton and Louise Bamfield, Understanding
Attitudes to Tackling Economic Inequality, Joseph Rowntree
Foundation (2009).


http://www.takver.com/history/guoof2.htm
http://www.takver.com/history/guoof2.htm
http://www.takver.com/history/guoof2.htm
https://www.lwbooks.co.uk/sites/default/files/s52_05cooke.pdf
https://www.lwbooks.co.uk/sites/default/files/s52_05cooke.pdf
http://www.politics.co.uk/comment-analysis/2011/06/13/ed-miliband-responsibility-speech-in-full
http://www.politics.co.uk/comment-analysis/2011/06/13/ed-miliband-responsibility-speech-in-full
http://www.politics.co.uk/comment-analysis/2011/06/13/ed-miliband-responsibility-speech-in-full

36

37

38

39

40

41

42

43
44

Urs Fischbacher, Simon Gichter and Ernst Fehr, ‘Are People
Conditionally Cooperative? Evidence from a Public Goods
Experiment’, Economic Letters 71 (2001), 397-404.
Patrick McClure, A New System for Better Employment and
Social Outcomes (Canberra: Department of Social Services,
February 2015).

Department of Employment, ‘“Work for the Dole 2014-
2015 Evaluation: Key Facts’ (Canberra: Department of
Employment, 2015); see also Tony Eardley and George
Matheson, Australian Attitudes to Unemployment and
Unemployed People, SPRC Discussion Paper No. 102
(Sydney: University of New South Wales Social Policy
Research Centre, 1999).

Henry Ergas, ‘Super Changes Will Punish Those Who
Save Relative to Pensioners’, 7he Australian (12 September
2016).

Milton Friedman, Capitalism and Freedom (Chicago:
University of Chicago Press, 1962).

‘Switzerland’s Voters Reject Basic Income Plan’, BBC News
(5 June 2016).

For more on the UBI and reciprocity, see The Collins
Institute, 7he Contributory Principle (see note 16).

As above.

Falkingham and Hills, 7he Dynamic of Welfare (see note 29).

45

46

47

48

49

STEVEN SCHWARTZ

2020 Public Services Trust, 2020 Welfare: Life, Work,
Locality (2009), http://www.2020publicservicestrust.org/
downloads/11_2020_Welfare.pdf

Steve Hughes, Making Contributions Count: Reforms to
Create a Social Security System for the 215t Century (London:
Policy Exchange, 2014); Peter Saunders, Beyond Beveridge:
Restoring the Contributory Principle to Retirement Pensions
and Welfare Benefits (London: Civitas. 2013); Tan Mulheirn
with Jeff Masters, Beveridge Rebooted: Social Security for a
Networked Age (London: Social Market Foundation, 2013).
The system is widely known as HECS although the official
name is Fee Help.

Bruce Chapman, Timothy Higgins and Jopeph E Stiglitz
(eds), Income Contingent Loans: Theory, Practice and
Prospects (Basingstoke, UK. Palgrave Macmillan, 2014) and
Joseph E Stiglitz and Yun Jungyoll, ‘Income Contingent
Loans for the Unemployed: A Prelude to a General
Theory of the Efficient Provision of Social Insurance’, in
Chapman, Higgins and Stiglitz (eds), /ncome Contingent
Loans, 108-204, http://www.palgraveconnect.com/pc/
doifinder/10.1057/9781137413208.0024

Nicholas Barr, The Economics of the Welfare State, 5th edition
(Oxford: Oxford University Press, 2012).

Become a member and support CIS

Over the next few years, Australia and New Zealand will confront economic and
political issues of unprecedented difficulty. Solving these problems will demand energy,
wisdom and enterprise of the highest order.

CIS is committed to maintaining and improving economic productivity,
political freedom and free enterprise.

Join CIS as a member (see benefits below) and be a part of history, influencing policy
in precisely the directions that are now most needed.

PreCIS newsletter

Policy quarterly magazine

Research Reports

Tax-deductibility on donation above the Member rate (in Australia)

To apply for membership, or to donate, complete the secure online form
at www.cis.org.au/join-cis, telephone the Centre on (02) 9438 4377,
or email development@cis.org.au.

Friend

Donor
Member

Associate
Member

Sustaining

Member Member

POLICY e Vol. 33 No. 1 ¢ Autumn 2017

15


http://www.2020publicservicestrust.org/downloads/11_2020_Welfare.pdf
http://www.2020publicservicestrust.org/downloads/11_2020_Welfare.pdf
http://www.palgraveconnect.com/pc/doifinder/10.1057/9781137413208.0024
http://www.palgraveconnect.com/pc/doifinder/10.1057/9781137413208.0024



