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Editorial Note

Thiz book recomds the combined proceedings of wo conferences held in
MNovember 1987 the first in Wellington, the socond in S ydney,

The papers by Michael James. David Band, Charles Mormy. David
Willeits, and Alan Woodfield were given af both confererces. James Con,
Susan St John and Susie Kerr presented papers at the Wellingion conference,
where Hogh High commentaisd at the first session and Clandia Scot at the
wcond. In Sydney, where the commentnons were Martn Krygicr smd James
Cox., papers were given by John Logan and Peter Swan.

Charles Murray and David Willenis were pancl members af both confer-
ences. Edited versions of the two panel discussions are reproduced sepa-
ratcly uf the end of volume.

1 am groteful o all the participants for their cooperation in expediting
this record of ithe conference proceadings. Above all [ wish to thank Ganth
Nix for his assistance — indeed his dogged persistience — i reducing the
multifarkous conference malerials to a coherent and readable form.

Michsel James



Introduction

Michael James

In pecent years, political pressure 10 reduce ax bardens and 10 cacourage
faser economic growth has lod severs] Western countries o underake

reviews of their sncial security systema. Australia snd New Zealand have
been no exception. Mew Zealand's Royal Commission on Social Policy
submitied ity final repovt in 1988; in Australin, the Social Securty Review
emablished within the Department of Social Security has been issaing &
continuous stream of studies since mid-1986. The UK and the LS are
likewise in the process of revising their social policies in the light of
sysiematic and commprehensive policy reviews,

Thess offickl palicy reviews have procoeded from the ssumgtion that
the welfare stase thoukd contins to exist but should be made more efficient;
hence the widespread shift recently (very marked in Australia less so in New
Zealund)) torwards selective, memns-tested benefits rather than universal ones,
snd towards replacing automatic unemployment benefits, especially for the
long-1erm unemployed, with raming shemes ond other devices for encodr-
iging re-entry imio the workforce. The US and, & & lesser exiend, the UK,
have also begun o change the morsl basis of their welfare systems by
insisting that welfare recipients should, whers possible, underake work o
training as & way of repaying their dobis o the society that provides fof them.

The €15 Social Welfare Research Program sseks o widen the werms of
the dehate by examdning the ineelectul foundatbons of the wellare e and
by canvassing allernatives o state welfare that remnin outside the scope of
the alficial policy reviews. Some of the papen in this volume reflect e
rationabe behaind current policy changes and go on o eoemmand thal they
be extended more widely. Other papers, however, raise the queston of
whether the wellare st can in principle be reformed. The phenomena of
'dependency” (he creation of noentives & behave =0 as o qualily for
benefits) and of ‘poliical capiure’ (whereby inflaentisl lobbies manipulate
the redistributive process 0 their own advantage) may be ineradicable
festures of all sate wellare sysiems and may in the long ren erode the fiscal
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Tim Werare Statn

jains that flow from aiemps o weget benefits 1o the genuinely needy. Even
mare: fondamenzal sre the morl isues raised by the o -trander vystem. Can
itever be acceptable [or the state to make compalsory levies on some citirens
and 1o redistribute the procéeds 10 others? Conveniely, i it morlly right 1o
distribute benefits in o way that may deprive individuals of the personal
challenges that give mesning 1o their lives? (This last qoestion i the special
concern of Charles Murmay, whose book Losing Ground has, since it was
published in 1984, transformed the welfare debaie in the US and profoundly
affecied it elsewhere in the West.)

The possibility that the welfare state may saffer from nsoluble effi-
ciency problems and may rest oo morally Aawed foundations has led some
of s critics 1o book favoursbile on voluntary and private income transfers and
insgance sysicma a5 allematives (o state wellure programa. Much of this
wolume @ devoled o exploving reformis of this kind thai would restore 1o
trefividisals greater controd over their own mcomes and eliminaie much of the
coerchon thot is & necoscary feature of political processes. Crucial o this
approach is the evidence (some of which is cited in this volume) that state

welfare is not 30 moch & pecessary supplement o voluntary effort as a
hindrmmce i 08 expannog.

The emphiass of the volume 13 thus on questioning the means employed
by the wellare state rather than the goals it offkcially serves. In some ways
this spproach s mare difficull o canvags in Australia and New Zealand than
in some comparable countries with similar welfare symema. Although both
countries have long enjoyed vigorons networks of woluntary welfare provi-
mon, their political raditons have always scconded primary responsibility
For welfmre o the sture. By the wm of the 20th century Auastrilia and Mew
Zealnnd hnd mken the lead among the English-speaking countrics in estab-
Lishing compulsory state insurance schemes of the kind already pioneered by
Germany. In sddition, they gove the stule 8 crucial role in defermining the
‘primary” distribution of income by such mesns as centralised wage-fixing.
In 1930, Sir Keith Hancock, in his book Asstralia, characterised Australia’s
dominant politcal philosophy thus: " Australian democracy has come 1o kook
upon the State as o vast public utility, whose duty it i 10 provide the grestes
happiness for the gresest number”. The Britsh philosophy of wtilitrianism,
which has always faced 3 measure of competition on its home ground from
the liberal tradition, extahlishod & vinual moropoly in Britain®s antipodean

Inthe [ 980s this has begun 0 change. Australia and New Zealand have
again astracicd incrnanional anenton, this time by demonstmating how far
Labor governments can go in frecing their economies from stale contmd
Policy-makers and the gencral public have sccepled that government inter-
weation docs not necessarily improve on the outzomes of voluntary action.



This more realistic appraisal of governments” capacity w do good is begin-
ning to call into question the stuie s near monopoly of expenditune on social
welfure. It is 10 be hoped that the 19908 will witness not only a renewed
apprecintion of existing non-state forms of welfare provision bat also the
discovery and development of fresh ones.
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Welfare, Coercion and
Reciprocity

Michael James

L INTRODUCTION

In thewr recent effons w cope with thowr fiscal crises, Wesiem governments
have been careful © cul welfare spending in ways accepable 0 pablic
opinion. The means- testing of previously universal benefits such as the
family allowance reflects a growing public demand that welfare should be
rgeted o the worsi-ofl. The withdrawal of enemployment benefits for
eenagers cligible W remain st school implies acceptance of the widespread
belicf that those benefits actually discourage young people from sither
finding work or preparing themsel ves for working carcers. Governments
have also responded i public fearn of growing @ evamon and wellare frand.
The Australian government s abortive atiempt in 1987 10 introdoce o nstional
identity cand symem explicitly assumed that these probilems were together
worth shout $1 billion snnually, Tree, the proposed cand was deeply
unpopular, but nooe of its opponents denicd the existence of the problem it
was inended 10 solve.

Behind the common complaints showt the misallocation of welfare
benefits and the dependency and peay criminality they eacourage lies a
disilhusionment with the wellare state and an uncertainty abow it legiimacy .
When the welfare stae was being constructed in the decades following
World War I1, it was susmined by an enthusiastic and idealistic conscnsus
around s three major goals. These were:  the reduction of social and
cconomic inequality; the satisfaction of cenain basic individual neods as of
right: and the expressaon and encouragement of compassionse and commu-
nitarian relationships between citizens. But the wellre stase bas, by common
consent, failed w live up w0 cxpeciations. Socio-econcmic inoquality
remains undiminished and may even be incroaxing. Some people still live
impoverished and disadvaniaged lives bocause cenain basic scods go unat-
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tended. Interpersonal relationships are not noticeably mare marked than
previmusly by neighbourly concemn; on the contrary, the welfare simie has
bocome a focus of incressed social divisiveness.

What then has gone wrong? A major problem at the intellectual level has
been an abnost exclusive concemn with the ends of the wellare smie as
opposed 1o he means it employs. 1 architects thought that once a consensus
on the goals of the welfare state had been created, ihe demacratic state would
implement them vinually smomatically. 'We now know better. 'We know
that inchi viduals do not necesamnily behave 50 ad w0 folfil the official purposes
of the wellare sime, but 10 some degree adapt their bebaviour o the patiem
of incantives that the welfare stnle crestes.

The welfare sume genermes two broad kinds of counterproductive
incentives. First, many wellare programs encourage indrviduals o sdjust
their behaviowr so s 0 qualify for the benefits they bemtow.  Second, the

powens o a1 and redistribule, encourages pressune groups 0 organise and
lobitry for welfore policies that favour them. These incentives would not have
matiered very much had the wellare siame succeeded in fostenng the altruism
and senze of mutual obligacion tha its founders belheved it would  But their
cffect has been the opposite.  The widely observed phenomens of middie
class welfare on the one hand and welfare dependency on the other should
thereiore be seen, not as aberrations 1o be correcied by policy adjustments,
but = syaematically predicable outcomes of the moderm welfsre stale

In Section 11 of this paper | criticise the standand case for the welinre state
by relerence nof w its goals bax w it misdeading assumptions about the
contrasi between political processes and voluniary processes. In Section 11,
I suppon this criticism by arguing that the modem wellare stuie shows no
sigms of realising its own ldesl of equality, and that recent attempts by some
defenders of the wellare stae 10 come (D terms with *middle-class welfare”
are lkely to be sell-defeating. In Section [V, [ examine the scope fora revival
of voluntary wellare provision by private individuals. Sech provision is
often described rather disparagingly as ‘charity’. My concem is 1o promote
the idea of “reciprocity*, which inc lades some kinds of charity as well asother
non-markes activities that promote welfare. Not only has Australia, along
with other countries, enjoyed a long tradition of effective volamtary mutual
aid organisations, but recend studies of reciprocity have indicaied its impor-
tant continuing role, actual and potential, in welfare provision,

1 should stress that [ am not anguing that the staie should have no role at
all m welfare proviskon, or even that such & role should be limited © last-
resart relied of destitution. The means employed by the welfare siate ensure
that any patative consensus about ity goals will be ernded over time by
behyvioural adsptations and ordinary democrstc politics. But the welfare

4
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state has also raised legitimate cxpectations that must be respecied by the
political system. The attraction of voluntary wellare is preciscly tha it offers
a way of meeting those expectations thal avosds the ensions induced by the
wellare stase's collectivis decision-making procedures. Voluntary welfure
provigion i therefore likely 0 grow in response 10 the weliare sue’s crisis
of legitimacy, One of our tasks is 10 find witys of handling the transition so
thai the benelits of voluntsry systems of welfare delivery hacome svailable
s quickly and as widely as possable. 1n the concluding wction | suggest some
palicy principles that may help achisve thin

. THE CITIZENSHIP THEORY OF THE WELFARE STATE
The Three Goals of Citizenship Theory

The waditions] case for the modern welfre state amounts o whst one of i
maost recent delenders, David Harris, has called the ‘citizenship theory”. This
theory holds that “the welfare staie is rocted in 3 conception of what itis o
e a full member of & community and the social rights thal are peceasary 10
protect and reinforce that membership® (Harmis, 1987:27). Citizenship
thearists defend the wellare state by relerence toa wide rangeof policy goals,
bat the leading ones, as indicated in the introduction, are equality, sltnmsm,
mnd ihe satisfnction of nesds-hased welfsre righ.

Equality is arguably the central policy goal of te welfare state, but the
degree of sale intervention thought necessary 0 achieve equality has
steadily declined over ume. In his book Equaliry, finst published i 1931, R.
H. Tawncy elabormied o “strategy of equality’ involving three kinds of
imervention: first, progressive taxation and income redistribution; second,
industrial reguiation; and third, public enterprise (1961: 1 26).

Mare than 40 years later, this strategy was updasad by Anthomy Crosland,
aleading Britksh socialist intcleciual. Croaland argued that the wellare stsie
should promote equality in the widest possible sense, going far beyond
equality of oppornity and "embracing the distribution of property, the
educational system, social class relationships, power md privilege in
industry’ (197%:2). Bt be thowught that this could be done without extensive
public ownership, since the ccomomic growth genorated by the post-war
mixed exonomy could be relied upon mdefinitely w finance painless rodis-

Mout recently, Raymond Plant, a leading member of the British school
of "market socialism’, has argued that the state should promate “the contral
redistribation of resources prodioced within the market sacior so & 10 secure
greater equality of outcome as well as initial economic conditions’. But be
wants i edastribution w be done by way of satuiory nghts rather than

3
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administrative discretson. and, whene possible, o take the form of cash prants
ruther than benelin in kind. “This", be wriles, “puts power into the hands of
citirens ruther than bwresucmcies and welfare  professionals, and makes
bureancracies more accountable 1o democrabic machinery* (Pl 1987:15).

The secynd poal thw supporten of sate welfare believe it promotes s
aluuism, The best-known defender of state welfare from this standpoint is
Richard Tiemuss. In his book The Gfft Relationship (1974), Titmus
celehmies the voluntary donation of blood s the archetypal act of compas-
sion and the rymbal of what the welfare date stands for. This is not w0 much
becanse biood is freely given rather than sold for profis, but because the gift
ks o unilateral ransfer wa “stranger”, and not performed i recognition of any
reciprocal nghits and oblagations of the kind that bind wgether people relaed
by panicular tes. The anomymity and impersonality of the gift ensble the
donor to give withoat being condescending, and the recipient W mceive
without feeling dependent or stipmatised. Titmuss i not trying o @p our
altruism 50 that i generstss the maxtmom smount of welfpre:. rather, he
want social policy 10 be based on gift relationships so that o promotes
aliruium and improves us moarally,

Tiemuss's case for e wellare staiz has boen a popular one, and has given
currency (0 the view that the degree of compassion in a community is
measared by the kevel of s public gpending on wellsre, Bul some members
ol the citirenship school argue that Tiimuss's approsch fails o provide an
adequale guaraniee that the individual's wellare nesds will be recognised,
preciely becawse it relies eaclusively on the mther risky factor of the
spontinoous generogity of anonymoos donors (Watson, 1980:157).

The argument that the citizen has a right 1o welfare that the commumity
s atricitly obliged to provide forms the third major justificaiory foundation of
the welfare state. T. H. Marshall, a leading member of the chiizenship school,
argues that mdividuals heve social rijglits i the sense thal the commaniry has
an obligation 0 ensure that their basic welfare needs are satisfied. The
conkent of those neads depends on the prevailing standards of citizenship: s
community standands rise, our necds expand and oo social rights multiply.
"The modiern rights 10 education and healih are not mercly recognised by all
b8 being social in origin, but are part of the mechanism by which the
undividual is sbsorbed inio society (nol isolated from it) snd simuhaneously
draws upon and contributes 1o s collective wellare' (Marshall, 1981:91),

More recently, some defenders of citizenship theory against its liboral
critics have atiemipied 1o put the link between needs and rights on a more
socure philosophacal footing. Raymond Flant srgues that we all have needs
that are basic: in the sense of being the necessary conditions of maral action;
these conditions include physacal sarvival ond sutonomy, |e. freedom from
arbitrary coerchon snd security against (lness and ignorance (Plant et ol
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1980:5 1] The obligation to satisfy these basic needs mus be recognised by
the members of any moral communiry. I we assume that odividuals anc
moral beings and can incur moral obligatons, we are commitied logically ©
ensuring that they have the means io fulfil those obligations. In that sense,
we each have an entitlerment to welfare (Plant ot al, 1980 93-4).

The Markst va. the State

The citizenship school has devoted most of s inellectual offon o wentily-
ing and elshorsting the goals that the welfare mule should serve. But the
Wﬂdﬂmﬁ:hﬂhﬂhh:udm
asmptions that are nof always completely arucalaed or defended. These
masumptions are, first, that the goals of the welfare staic cannot be achieved
by non-state mechanisms, and second, thai the welfare sate can achicve
them  In practice, this amounds to claiming that the welfase state is nocded
10 remety the delects of the market. The arguments arc familiar the markes
couses cconomec ineguality that con be recufied only through government
services and ta - tranafer systems; the market makes people selfish, whereas
the welfare siate embodies and promotes altraism; the market responds 0
wants rather than neads and so can leave some hasic needs unsatisfied.
‘Citizenship writers looked 1o the stue as an instrumeni © correct the
radaquacics of the market and 1o realize values which marke: relations could
not exemplify” (Harris, 1987:27).

These assumptaons, which have penctrated very deeply into the way we
think about pablic policy, stem from the critique of laices-faire that guned
currency towards the end of the 19 century and paved the way for the
emergence of big government and the weifare sate in the wenticth. One
olbwious source of them in Marxism_ Mars presenied sn immensely powerful
image of the free market not only as the source of growing poveny and

but also i 3 wasteful snd irmtional sysiem, doomed 10 give Wiy
1o & collectively and rationally planned social order. Hat 8 mare precise
statement of the citizenship school"s basic assumptions is 1o be lound in the
workof 1.5, Mill InPriaciples of Political Economy, first published n 1843,
Mill posited a significant difference hetween the production and the dutri-
bution of wealth. Production was governed by inexorshle snd unalisrshle
laws that reseenbled “physical truths'; po amount of haman will or desire
could increase the national product beyond the level made possible by the
existing amount of capital, skill and wechnology (MLl 1970:349-50). Distri-
bution was a differcal matter:

That is & matier of human institution only. The things once there,
mankind, individually or collectively, can do with them as they like
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They can place them al the disposal of whomsoever they pleass, mnd on
whatever ierms.  Further, in the social siate any disposal whatever of
hetm can only ke place by the consent of society, or rather of those who
dispose of iw active force. Even what o person has produced by his
inafividal wil, unaided by any one, he cannot keoep, unlem by the
permission of society. (1970:350)

Thas distinction reflects the ongins of Mill's thought » utilitarisnism,
which requires the state to redistribute income and property 50 as 1o produce
the greatest amoant of biuman welfare. 1t wis continued by Mill*s successors
such i T. H. Groen, snd the luier school of “new Hberalism', which had a
profound influence in legitimiskng state welfare in Brimin i the carly years
of this century, The separation between production and distribution appean
also in the more overtdy socialis movements that began o Nourish anoond the
same timne, such an the Fabian Society in Britain and the revisionist” school
of evolutionary socialism in the German Social Democratic Party, These
thinkers rejectod the sirict Marxisi view thal inequality in distribution was
one of the laws of capitalisn production, and o could not be remedied unil
the capitalist rysiem s a whole had been swept away. Insicad, they aimed
to come 1o power through peacelul democratic methods and then 10 use the
power of the site 10 construct a rtional and just social order by whatever
intarventions were necessary for the purpose.

This srong contrast between the quasi-physical laws thai govern pro-
duction and the changeable homan instiutions thai govern diswribation
underlies the common view thal economics is » workd of necessity whercas
politics is & world of freedom: that the marke! rewands or permlises us
socording o it own remorseless and coercive logic, whereas the state
expresses our collective will 1o fashion oor lives according w0 oar own ideals.
This is why the idea of citizenship is 30 important in the traditional defence
of the welfare stale: ad economic beings we may win or lose in ways that we
cannce controd, but as citizens we can all be winners wgether.

b is precisely st the level of its most baskc sysumptions that
thoory is most valnerable to criticism. The view that the ste is the
community ‘s imstrument for implementing its freely determinad solutions 1o
the problems created by the market leads both © the misinterpretstion of
thase problems and 10 utoplanism in policy responses. A good example of
this in Australia i recent years has been snemployment, and especially
unemployment umong youth, which is about twice the national sverage, The
sandard response has been o et unemployment 51 evidence of market
(ailwe, and then 1o devise appropriate policy responses o cure 8, such as
maintaining aggreguee demand, job ¢ reation and training schemes, and so on.
These have not been s notable sucoess. The problem is that *market fallure”
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{or, mote crudely, ‘the capitalist sysiem’) is nol really an explanation bt
rather an ideological substitute for one. 1t serves o allow policy makers ©
concentraie on looking for imerventionist sohtions, since it ia alrcady
assumed ihat soch solutsons must exist if oaly we try hard enough o find
them. But it ks now widely sccepied thae unemployment is very largely i
unintended comaquence of previous inlerventions, such s the centrulised
whie-fiving system, unemployment benefits for school-age isenagers, inap-
propriste curricula in the state schools, and so on. The real issue that [aces
the policy-makers is whether thoss earlier policy etrors can be rectified in the
weeth of opposition from the many special interests that benefin from tem.
Curing market failure nowadays looks much eagier thon curing govermmernt
Failare.

Yolniary va, Coercive Redisiributlon

The conception of politics as a realm of free sell-dewcrmination stems from
the fallacy of weating collective decisions as merely individus! decisions writ
large. Take Richand Timass's vicw thal the welfare state i based on the "gift
relationship” botween strungers. Central 1o that relationship s the uncon-
stramed spirit of froedom in which the gift s donated. Bat in what sense can
8 wellare state make ‘froe” transfers? Why does Titmuss ignore the obvious
fxct that xpayers, unlike blood donom, st compelled 10 make yansfon?
Presurnably because he thinks that collectively determined choices are 2s
unconstrained as individually determined ones. But this analogy does not
hold. Social choice theory has demonstrated that thers evists no mechanism
lective ones; while public chose theory has shown that democratic processes
are subjoct 10 agenda manipulation by politicisns and pressure from ocgan-
ised lobbics that can overnide underlying public preferences. The legitimacy
crisia of the welfare state springs precisely from a belief that some transfers
are being made without the wxpayers’ consent, and thal some ransfers
which they would consent are not being made. A political decivion could
thearetically spring from a genuinely ‘collective” determenation o make
*gifts” of the kind that Titmymss sdmires; bl this would roquire constrasnts
{eg. & reinforced majority) far stricier than these thal apply in normal

decisiof-malking.

The voluntary asture of the gill relationship surely suggests 3 more
natursl and obvious analogy with private wellare provision.  But as this
phenomenon falls outside the market-state dichotomy it plays only a
ghadowy role in citizenslup theory. Some privats weliare is regarded as
obviously desirable and provides the rationale for wellare programs (e.g.
child endowments are supposed 1o help parents look after their children).
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Other kinds may be resisied bocause they are thought 1o foster undesirable
relationships (e.g. some kinds of private charity may hamilisto the rocipi-
The general citizenship school opinion is that volustary welfare s
‘it hat o be accepted that neither family or private charity

likely w catch all cases of unmet néed” (Harris, 1987:21).

However, citizenship theory hms done o dimervice 0 voluntary wellame
provision, in two ways. Firm, its emphasis on state wellare has digracted
nttention from the many forms that voluntary provisson mbes, and therefore
from its real importance in most people’s lives. Between ihe intimate realm
of family and friendship on the one hand snd im personal charities on the other
there exist numerous neighbourhood and community organisstons that
reflect & wide mage of citizen concerns and employ a wide variety of
methods of delivering welfare. In Section IV, | exnmine the srgument that
the woluntary sector has been largely crowded out by the welfare stise but is
poternially a superior alicrmative o it To the extent that these claims are valad
they challenge the conventional wisdom that the welfare stste i noodad 10
miake up the inevitable deficiencies of private provision,

Secondly, the state-market dichotomy at the hean of citzenship theory
masks the affinites and continuitics between voluntary wellare provision
and ihe market As nowed, the market appears in citizenship theory ma a
coorcive realm that we overcome collectively in our roles as citizens. Bue,
for remsons we have already scen, ondinary political processes are
themsclves coercive, since they result in decisions from which some gain
sl the cxpense of othery. In contrast, the market normally operntes by way
of exchanges that are freely undenaken (subsect 10 constraints) and tha
improve the wellare of all the partics involved, However, | am not suggesting
that we should wmply overt the marker-state distinction emploved by
cétizenship theory. The market is within the realm of freedom, but it does not
cxhaost that realm, which also includes the trumactions involved in what we
call ‘voluniary' welfore provision. The crucial distinction i therefore
between coerced transfors and free ransfers. Whereas ordinary political
processes divide socicty hetween winners and josers, voluntary processes
make winners of gz all, not only ns parties 1o market exchanges, but also as
donors and recipenn of gifta and other non-market forms of DEismnee.
‘market  socialists” recognise the welfwre-enhancing effects of the free
market. Bul, as noted above, 0 far thoy have ghown little interest in the
potesitial of non-market forms of private welfare provision. The endertying
reason for this, 1ihink, is that they soe no rode for non-state forms of welfare
delivery im promoting equality. From a citizenahip theorist's point of view,
privaie welfare provision could be useful in encouraging altruksm, and may
even goa long way towards satisfying welfare rights; but there is no reason
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w0 expect the uncoordinated and unpredictable volunsary efforts of private
cilizens w lead sysiematically (0 s more equal distribution of income.
The central role of state welfare o ciurenship theory thus depends
crucially on is playing an indisperable role in promoting equakity. Yet it
is precisely on this point that the citizenship school is currently having to face
its most seriou challenge, since the evidence incressingly suggests tial the
welfare stne has been capiured by the middle classes. This is one of the main
reasons for the corrent shilt of public opinkon wwanls selective rather than
universal welfare proviskon, The neil soction cuamanes this evidence and
commends on recenl responses 1o it by delenders of sate wellare

M. CAN THE WELFARE STATE PROMOTE EQUALITY?
Measuring Hedistribution

Claims about the redistributive impact of O welfare stste presuppose that
thst impact can be cadculned. But this wsk is complicated by several facuors,
such us the varicly of methods of delivering wellare, the menber of welfare
programa, and the distribution of the heavy burden of axation imposed by the
wellare state. In recent years, o inchnique of measarement known as the
*sandard method” has heen developed to deal with these complexities. This
method is not without its own problema, including o certain conoeptual and
werminotogacal hass that reflects and reanforces the ideclogsal assamptions
of citizenship theory.

In & detailed recent study of the Wenern welfare stasss, Siein Ringen
explains that the standard method of analyses s 0 compare the distributions
of iscome “before™ and “afier” transfers and tazes and w ke the dilference
beswoen these disiibutions as & measure of the direction snd degree of
redistribution”. The standand method employs four main mcome conceps:
mariet incoeme (e sum of all private income ). gross income (market income
phs darect sransfers); dasposable income (gross meome misss direct tases),
wawd fimal sncome (disposable income plus indirect transfers, minas indirect
tmes) (Ringen, 1967:171-2). Rescarch based on the standard method has
foumd the following: that cash uansfers are the most effective mochanism of
redistribution; that indirect tansfers are ooly mildly redisributive and in
mHme caes are mildly regressive; and that sny rodisiributive mpact of direct
taxes tends w be offsel by the regressive effects of indirect tstion (Ringen,
THET:174-5).

However, the standard method suffers from certain methodological
problems, the most serious of which concemns the concept of “market” income
that provides the hase line from which the redistributive impact of the tax-
tranifer system s measued. Market income is, conoeptually. the incomae that
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woulkd have existed in the absence of axes and transfers. But the distribetion
of market income is isell panly determined by public policy. 1 is heavily
influenced by government regulations and by public secuor employment
practices. It also reflects wellare policy 10 the exient that individizals adjust
their behaviour in response 0 tanes and transfery.  Market income s
therefore, in Ringen's words, o "sutistical’ rather thun a “real” base line for
messuring wellure state rodistribution. Thus, we cannol timply sssume that
households that have litle or no market income would he
destitutz inthe absence of the wellure state, since in that case they would have
0 acquire some marke income from eamings, savings, of charity. 1t follows
that the standard method, by incorpomng an unrealiically incgalitanan
r-hi_?u—hmhwuhﬁuum
Despite these prvhlems, the standard method is sill regarded as the best
available method for analysing redistribution. 1t s employed, for cxample,
by the Luzembourg [ncome Smdy, & major research project staned in 1963
for the purpose of iniermational comparative analysis of ncome distribution
and redistribution. The defenders of the approach have responded 10 i
methodological problems by developing mome refined simistical compari-
sons between welfare yystems involving, for example, different mechanisms
and kevels of rodisiribuation (Ringen, 1987: 181-91), But why not concentrase
directly on the canses of inequality revealed by the analysis of markes
income? The problem is that the standard method reflects the citizenship
school’s ideological assumprson that inequality is cased by *the market” and
has 10 be cured by “the state’. That is why the term ‘market’ is still ased 1o
dencribe the income distribution that the welfare sute is supposed i commect
even when it is admined thal government intervention i itself parndy
responsibie for the inequality of that distribution. The sandard methosd thus
m-mmm-nmmmm

e i assuened 10 be benign both when it causes inequality and when it cures
it

If the citizenship school's attachment 10 the market-atade Sichotomy
dropped, then an alirnative imerpresion of the welfare s seggests iself
The central point is thut the inequality geaerated by government is frequently
notaregretiable side effoct of s otherwise benefic il interventions bot racher
their very rationale. The compression of youth wage rates by the centralised
wage system is designed 1o reduce downward pressare on aduli wage levels
Import wrifls survive because they redismribute from consumen o protected
producers. In other cases inequality and disadvaniage are unintentional but
jpersist becsuse of the political barriers o curing them: for example, the state
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school sysem performs generally worse than private schools, but eacher
wnaons reast reform. From this point of view, the welfare maie's function
o mop up the damage done by discriminatory imervestson. 1t componiaices
the victims ot so moch of market {udure but of mogualizes and wefficsen-
cies generawd by government isell. Conversely, if government intervention
were more constrained by ihe rule of law and went less against the grain of
the market, then there would be less for the welfare staie 10 do. Bt thas
approach o reducing inequality s masked by the conceptual apparatus of
citirenship theory in general and the "sandard method " in particuliar.

The Middle Class Capture of the Welfare Sinte

The foregoing analysis of the ‘standard method’ of measering mcome
distribution suggesis that whereas the averall redistributive impact of
government s uncertain (since the “pre-intervention’ distribulion mist
reman unknowable), we do know the direction of the impact, diroct and
indirect, of panticuler interventions. This makes it possible w o0 the claim
that the wellnre state unduly benefits the middle classes.

Lroeically, the most substantial evidence of the maddle class plunder of
the welfare stane hns boen provided by & member of the citizenship school,
Julion L Grand. In The Siraiegy of Equality, Le Omnd examines the
distributive impact of the fowr major social services in the UK: health care,
education, housing and tmhsport. He finds that public spending on these
services “sysiematically favours the better-off, and therchy contribatos 1o
mequality in final income”. He doubts whether bigher public spending can
direcyly maher than indirectly through undversl services (Le Geand, 1982 137).

Le Grand has since developed his explanation of the mviddie-class
cagriure of the wellare stie by reference 1o some of its unintended political
and behavioural consequences. In @ brief susly of recent welfare spending
cuts in Britain, he finds that those services from which the middie clasmes
most benelit (whether as recipients or as employees) have fared relatively
well and may even have boen expanded. The services that have been most
scverely col back or privatised bave low middleclass benelicianes or
proshucers o defend them. On the other hand, unemployment benefits and
Inst-resort social security benefits have been maintsined: Le Cirand specu-
lates that this reflects & middle-closs seloctivist sentiment thal favours
benefits for the poor (1984:386).

Mot recently, Le Orand has joined forces with Robert Goodin, anather
promincn citizenshup theostst, and tested o nmber of theories explaining
middle-class infiltration of means-tested welfare programs. The data are
derived from theee nominally solective Amralian programs that gradually
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became 'universalised” in the years following World War 11, Betwoen 1945
and 1941, the proportion of old poople receiving the age pension rose from
one third 1o theee quaricrs. In the same period, the propartion of invalids
qualifying for the invalid pension rose from less than hall 10 almost nine
temihs, The mipmber of widows receiving the widow s pension remained less
than half, bat rose from 29.8 per cent in 1971 10 40,6 per cont ten yeary later.
This octurred despite o gradusl reduction in the percentage of average
income that individuals could receive and romain eligitie for benefits. This
lust deil londs Goodin and Le Grand o reject three cxplanations of the
phenomenan, namely, “boundary” problems (difficulties in unambiguously
defining the characieristics of those the programs are intended 10 help),
brurcaucratic empire-building, and political pressure from the middle ¢iasses.
Il these [actons had boen significant, they would have led o 8 produsl
relaxation of the means tests The fact that the opposite happened leads
Gioodin and Le Grand to suggest that the explanatbon was behavioural® “the
non-pesr responded 10 the imposition of & menns ton by re-arranging their
affuirs, legitimaely or illegitimately, so an © pass the ext’ (Goodin & Le
Grand, 1987:124),

Middle-Class Wellure and Citisenship Theory

The outcome of this research seems quite sericus fior citizembip theory. If
Le Grand is comect, then neither universal services lke health care and
educsion mx seieciive cash transfers targeed wowartds the poorcan be relied
on o reduce imequality, since the middie classes find ways of wming hoth
kinds of welfare program 1o their own advantage  But the citizenship
school’s response has been 10 reconstruct the case for universal welfare
provision. Michse] O"Higgins, for instance, has recently revived Anthony
Croshnd's claim (hat government services promode equality in *non-differ-
entuton” rther than i distribution: even il some citirens do betier o of
them than others, they heip break down social cluss barriers and generio 5
communal ethon. 0" Higgine himsell srgues thal enlversal provision may
actually be more egaldarian even in o distributive sense: Where universal
services are of a high sandard, the middle classes make wse of them and
support them rather than opung for privaie allernatives, whereas selective
provision spur the growth of private services and renders the programs on
which the poor depend vulnerable v middle-claw pressure for wa cuts
(D" Higgina, 1987:13-14),

This line of reasoning i adopeed by Peler Saunders o explain why the
Ausralian wellare state 3 less redistributive, despite being more selective,
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and gross income as defined by the standard method, and thus ignores any
redistributive impact of axes snd indirect ransfer). Saunders claims tha
selective welfare in Austrulis has failed 10 promote more equality than has
wniversal wellare elsewhere bocause it has reaulied in & relatively low
overall level of expenditure on wellare transfery:

The willingness of txpayers to finance the activities of govemment and
this o provide their political suppon for them, is not mdependent of the
form that those potivities ke, Australia’s emphasis on social secanity
targeting — unlike the wniversalisa, contributory. social insursnce ap-

— has undermined hioad-besed suppon for social secority and
ihuas Jod 1 & koweer level of social secunity expenditare than elsewhere ..
the bevel of resources evailable © governments depends crucially on
public perceptions of, and political support for, those acti vites for which
Wﬂumhmhhmm
1987:36, 37)

The idea, then, is that sny middle-class capture of the welfare suse isin
the indereats of the poor bocause it gencrates srong political pressure fior
relatively high benefits, whereas if wellare is selectively targeted o the poor.
the non-poor majority will use their politcal influence o reduce welfare
expendibures,

This argument unintentionally subvens the citizenship school's claim
thu! the wellare suite promotes altruism. It says that the middle classes are
w0 sclfish that they will support only those welfane programe from which they
directly gain, and that the only way 0 prolect the poor is ©0 mobilise that
sclfishness into supporting universal services and benefin. Whether any
such implicit alliance between rich and poor s st work in the welfare state is
doubtful. Much of the middle- ¢las capture of the weilfare siie can of course
be anributed 10 seifishness. But this will not help the poor if it redastribuses
limited rescurces o the middle classes from everyone el For example,
sudent unions oppose the reimposition of tuition lees, even though wertiary
education expenditures disproporucnmely favour the middle classes. This is
& clear case where user charges would help the poor both by easing the tax
burden and by cnabling universities and colleges © increase thetr enrol-
ments.

The real weskness of the new caso lor universal wellare is that it
misinterprets the carrent pressure for lower anes and selective benefits,
which is not fendamentally a matter of selfishness versus altruism but of
froedom versus coorcion. Taxpayers by and large seem willing 1o finance
welfare for the noedy and deserving, partdy, no doubs, becaus: they fear they
may one day fall into those categorics themselves. Bt they are also
campelled o finance progrums whose beneficiaries are often neither needy
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nor deserving. In addition, they have w finance government services like
health care and education over which they can exercise linke control aa
consumers. The middle classes then either use their political influence 1o
secure betler government serices for themsclves or bay privaie altermatives
that remain beyond the reach of the worse-off, This is tum belps legitimise
‘seifish’ behaviowrnl responses like avoiding and evading ax and maximis-
ing welfare entitemengs.

The upshot of this b that no spproach 0 sate welfare delivery —
selective, universal, or some combination of the two — can be relied on
ultimaely o realise the citizenship theory's ideal of equality. Any initial
movement knurds egquality tends © be reversed over time by behavioural
adaptation and political opportunism.  This in tum leads to steadily rising
bandem of wolfsre expenditure that have &0 be deali with by regular rounds
of spending cuts and increasingly rigorows cligibility critenia. Bt while the
Failiare of the mrategy of equality has discredited citizenship theory and the
s -traisfer sysiem it has created, i has also generated 3 mass of conflicting
wested intereas in the ststus quo. This is the dilemnma that prompe us o look
to valuntary welfare provision as a possible solution.

IV. ALTRUISM, RECIPROCITY, AND VOLUNTARY WELFARE
PROVISION

Does the Wellare Siate Crowd Out Voluntary Provision?

Opponents of the citirenship theory generally believe that voluntary welfare
provvision has declined in response 1o the rise of the wellare stie. Some
anarchists believe that intervention in all is forms causes our sponnEOus
altruiem 10 wither away, Michael Taylor, for instance, arguex:

Is the prescoce of & strong siaie, the individeal may cease (o care for, or
even think about, those in his community who need help ... he may come
w feel that his ‘responsibility” 1o soclety has been discharged as soon as
e hias paid his tanes. Under the statr there is no practice of cooperation
and no growth of & sense of the interdependence on which cooperation
depends: there are fower opportunities for the spontancous e xpression of
direct altruism and there are therefore fewer altruistic o W be ob-
served, with the result tha there is no growth of the feeling of sesurance
that others around one are sliruistic or al least willing 1o behave
cooperatively — an asarance that one will not be let down if one miea
snilaterally 10 cooperate. (Taylor, 1976:115.6)

Taylor chies Tiomuss's argument that altruistic behaviour b8 imitative
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and tends o gpread throughout society by the force of example. Bul whestan
Titmuss thinks the wellare stae encourages aliruism, Taylor belseves the
opposite: that the stae stifles the spontanecus, altruistic cooperation that, if
allowed w Nourish, would ke care of all our needs.

Jeffrey Obler, for example, found that the kevel of chantable donations was
much higher i the US than in the UK in 1973 it was seven times higher, even
though American per capita income was only twice 25 high a8 the British.
Ghiven that Britnin®s welfane siate is much more developod than America's,
this seems o confirm Taylor"s thesis and 1o refuse Timas's. However, the
Americon oy sysem is specifically designed o encoursge charilable giving.
and this must sccount for some ol the difference between the two countrics
{Obler, 1981:27-31).

Osler’s work is imporunt also because of some interesting addisonal
evidence thal voluntary effon is nol entirely crowded oul where the suae is
active, nnd is 1o some exient diverted into arem ignored by the sue. Ohbler
found that, in the English village of Penridge, while ‘unilaternl personad”
giving had declined., "unilateral impersonal” giving had cominued in the form
ol a few charitics whose services often overlapped with those provided by the
snte. Bt the moving foece belind this kind of giving sppeared o be the op-
porunities it provided for social gatherings rather than a drect concem for
its beneficiaries. Where the siate was wholly absent, a8 in the provision of
recreational services, the villagers were highly active in looking after
themselves through volunary action (Obler, 1981:346).

Is Altruism a Poblic Good?

Obler’s findings, as woll @ gonerally supparting the crowding-out thesis,
also saggest that voluntary activity could emerge 1o ke over supplying any
welfmre services withdrown by the state. Nevertheless, most supportersof the
crowding-out hypothesis believe that some susie involvement is essential.
Severnl classical liberuls prgue that the benelit of privace charity area public
good and may therefore be undersapplicd wnless the state makes up the
deficiency, Milion Fricdman justifics the negative income fax on these
grounds. He argues thus:

| am distressed by the sight of poverty, | am benefited by its alleviation,
but 1 mm benefited equally whether | or smeone ebe pays for is
alleviation: the benefit of other people s chanty therelome pardy sccrues
wme. To put it differently, we might all of us be willing 10 contribule
i the relief of poverty, provided everyone etse did We might not be
willing to contribute the same amount without iuch asserznce. In small
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communities, public prossure cun sufTice 10 realize the proviso even with
private charity. In the large isnpersonnl commonities thal mre increas-
ingly coming o dominate our society. it ks misch mare difficult for it 1o
do 1o, (Friaedman, 1962:191)

Friadman advocales o much smaller welfare role for the state than does
the citizenship school, and treats this role s an sdjunct ot merely 1o the
minrket but &0 the vohmtary sector a8 8 whole. He assumes that the ransfer
mechanisms of the negative income taa will be much less divisive than
political processes typically are, since they will be giving effect o the
community 's undertying aliruistic preferences.

This entire line of reasoning has been challenged most effectively in
recont years by Roben Sugden, who points out that i fails w cxplain why any
wolunary giving oconn atall. Friedman' s theory sssumes that, since altruists
benelit from the poverty alleviating effects of other people’s charity, it is
striclly rational for them w free nide on the efforts of others: my donation
alone s msufficient o alleviate poverty, wheress if others donate, my
contribution will not be missed. Yet, as we all know, some charities are very
sucoessful  Brimin's Royal National Lifehont Institution, for example,
survives on voluntary contributions, even though it will rescue contribusors
mnd non-contributon alike. So why doss anyone contribote? (Sugden,
1986:4),

Sugden’s anvwer i thal people are concerned not only with the overall
effectof voluntary giving but with their own individeal gifts as well: “The sct
of giving haxa moral significance over and above the significance of ks direcy
consequences” (Sugden, 1983:2). Sugden interprets the individual gift as
the lulfilment of a duty o give. It s crucial for Sugden's theory that this duty
il be confused with altmistic concemn, which can be satisfied by other
poople’s gifts. Sugden himsell belicves that 8 good deal of unselfish
behaviowr stems from a “principle of reciprocity’, a principle that obliges us
morally 1 make contributions unly when other people do the same (Sugden.
1983:30),

A moment’s roflection will confirm Sugden’s claim that wmselfish
behavious meed not always be sricily altruistic. People often do things such
8 taking lost propenty 1o the police station, not cheating when i would be
caxy w0 do s, etc., oul of 8 sense of moral duty mther than concem for the
interests of the beneficiaries of those actions. No doabt some people give o
charities in order bo assuage their guilt s being well-off, Voluntary donations
can also spring {rom wrictly selfish motives, sech as moral exhibitionism o
(a8 Obler found) love of the social life that charities provide for their
supparters.  The possibifity that altroism may not be enough 0 ensure
unaeclfish hehavious secmy 1o lie behind the misgivings some leading citizen-
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ship theorists have about Timuss's defence of the wellare state. As noted in
Section 11, T. H. Marshall and Raymond Plant argoe that the individusl has
a right to wellmre that the community s strictly obliged w atisly whether of
na i feels the pure altruism that inspires the *gult relationship’. But this still
loaves open the question whether those obligations have 1o be performed by
way of coercive transfers or whether they can be left o the volumary efforts
of privaie citizens,

It doesm 't follow from Sugden’s analysas that voluntary donors are not
altruints: the point is that altruism would not explain their behaviowr, Bt il
sa, then it's quite possible that many altruists fail 1o act unsel{ishly because
they lack o sufficient motive 10 do so (such as recognming & reciprocal
obligation). Where state provision is followed by & dmop in voluntary
provision, the caplanation may be, not that citizens have become selfish, but
that they think their tanes relieve them of the obligation 1o contribute further.
This ix consisent with Obler’s evidence that voluntary welfare provision
Nowrkshes in areas unouched by stae welfawe. Would it Nlourish in areas
from which the state withdrew? Sugden’s analysis of recprocity suggests
one way in which this could happen. But first we need (o be clear about the
meaning of reciprocity.

Reciprocity and Yoluntary Welfare Provision

Broadly concoived, reciprocity has two defining charncieristics.  Firs,

i acts are acts whose performance is mutally conditional: | will do
such-and-such only If you do such-and-such. Second, reciprocal acts are
unselfish, even though the system of reciprocity benefits sll sctors. Thess
characteristics allow a wide variety of actions w be defined as reciprocal,
such as mutual aid, sharing. and voluntary cooperation,

Two important kinds of voluntary action fall cutside the definition:
markel eachanges (which pre normally self-interested) and enilateral, imper-
sonal giving (which, as Tumuss defines it, is whally unconditional and
crestes no obligation oo the recipiont’s part, por any expectation on the

comgrary 10 the Enpreation given hmuum
nocmally sccompanied by the mutual trust and goodwill d'ﬂud'lrh:ll-_r
reciprocal scta. Unconditional gifis resembie gifts whose reciprocal aspects
arc indeterminate and weakly felt (c.§. sending Chrstmas cards).  Thas,
while the concept of reciprocity does not cover the entire mnge of voluntary
relationships, it docs highlight some of thewr common chancteristics and
underline their fundamental diffesence from coercive relatsonships.
Sugden's most recent work on reciprocity forms pan of his stly of the
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benier than non-reciprocalons. Bt bow docs reciprocity omerge mmong
peopls who initially have no reason to trus o another? Segden distin-
guishes between “brave rociprocston’ (who are prepared ® run the risk of
making the first cooperative move) and ‘cautiouns reciprocaton’ (who sme
willing o cooperate but only if others make the fint move). Over time,
people kearn that coutious reciprocity 18 a better strategy than non-coopens-
vian, since i is & risk-froe way of veaping the benefits of reciprocity,
M:.mhnm:ﬂrnummpﬂﬂhmu
their cautaous counterpants: their success altracts the cooperstion of almost
everyone else, keaving stubborn non-reciprocatons o die out { 1984 104-21).
Sugden’y hyposhesis would explein the ieadency, noted by Taylor and
Titmuss, for *slireistic’ behaviour (0 spread through imitation.

The grestest problem for Sogden’s hypothesis is how 10 cope with free
rickery. Sugiden notes the success of the mutual aid form of reciprocity, which
typically takes the form of ¢ lubs that con confine their bene fits I
members @ punish defeciors by withholding those benefits from them. But
wome benefils of couperation are public goods and o can be consumed by
free nders. This brings Sugden back 10 the British lifchoat service:  this is
maintained by aminority of its potenteal beneficiaries who cooperaie because
they feel an obligation w0 contribuwe to it (1986:122-44).

This last point is evidence of whai Sugden calls ‘the morality of
cooperafion’. He argues that the conventions of reciprocity, coordination
and property { which logether make up the spontaneous order of society) are
sustzdned by moral sentimonts that make us focl obliged b observe conven-
tons from which we benefit, and justified in demanding wimilar behaviour
from others. “These sentiments help ensure that we behave cooperatively
even when i is in our immediaie interests 1o free nde o others' effons.
Sugden is af pains 10 sress that he is not sying that the morality of
cooperativn is something we ought o obaerve. His point rather bs thal (he
el belicls we acwually have are largely amatier of corvention, sad for that
reason mre reaistant w0 the effors of moral reformens (1986 166-7T)

I Sugdan’s speculstions are sound, they should increase our conlidence
in the elloctivencss of voluntary provision. Any ‘morulity of eooperstion’
that prowmipes individuals spontaneously © provide welfare m arcas that the
state currently ignares would spread into sress from which the e with-
drew. Sugden’s sress on the past and present success of weliare clubs is
especially relovant. The appeal of citizenship theory rests in part on the myth
that, before the present century, the masses were deprived of the most basic
forms of welfare. Countdess historans tell us that the welfare state emerged
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1o deliver services thal “the market’ had failed o supply. But, s Groen and
Cromwell point oul, it is likely that during the 19th century deroughout
Australian wowns B0-90 per cent of manusl workers wore members of
friendly socictics’ {1984:xv). Thess mumal aid organisations, which pro-
vided sickness, unemployment and other benefits, were gradually reduced 1o
the status of health funds by the rise of state wellare and other facion. But
there are signs of a modern revival of the mutual aid principie, not only in the
growth of bealth maintenance organisations in the US, but also in the
emergence of beddies like Alcoholics Anonymoss and nesphbourtood waich
committees. This, along with the growth of privae substitutes for cuisting
ste services (such as education), renders the entire welfare ageada of
government controversial and provisional, and suggests that public polcy
should begin to take seriously, and adapt hsell o, the Ekely continuing
growth of the voluntary welfare sector.

V. CONCLUSION

The welfare state is suffering from a logitimacy crisis because it imposes a
uniform system of mues and transfees that cannct possibly reflect the great
variety of individual preferences (both seifish snd unsclfish) with regard w
wellare. This seechanism has faied W realise the goals of citzenship theory;
imstead it has craated a system permancntly rdden by poliocal conflict and
from which (he only escape is & stan devolving wellare decision-muking o
the viluniary secior.

Governments faced with intemational debt burdens have cvery mcen-
live 10 move in this direction. Several of the devices for beginning smch »
move have boon on the fringes of policy debate for some time. One is w0
expand the role of private charitics by handing over w them the administra-
tion of more state wellare programs and by encouraging privale donations o
thom throogh mone gonerous lax concessions. Another mvolves allowing
citizens 10 opi out of government services (education, health care, unem-
ployment insurance} by means of vouchers and tx credids, Other techniques
could be developed, such as government grants 10 finance san-up costs for
new charities and mubsal sbd clube (dus cacouraging ‘brave’ and "cautious’
reciprocatons 1o get togethes). Revenues from public asset sales would be
better emphoyed im much ways than in anificially reducing the current costs
ol eximing wellare programs. And, of course, further deregulation and
reform would encourage cconomic growth and eliminate mich intervention-
inchaced inequality, and in this way both reduce pressure on the existing
welfare state and case the transition 10 more voluntary provision.

Whai is neaded is a set of policy principles on the basis of which
politicians can start offering leadership and building up suppon for fresh
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policy directions. Three such principles are suggesied here. First, any shift
from state o voluntary wellare should s for as possible be a matior of
individual rather than collective choice. This means that existing govern-
ment services mn health care, education and & on would be reained 10 the
exient that thesr consumen really prefermed them w private aliernagives.
There woems no good reason o close down state schools that perform well
and are supponed by bocal parents. However, it would be conmxtent with this
principle 1o stunt charging (on & means-tested hasis) consumens of govern-
menl services, in order both o promots mtonal choices between state and
privaie services snd W encomrige competiton bebween the rwo. Subsaquent
pulbilic expenditure savings should as far as possible then be reflected in tax
culs of vouchers. Second, welfare benefits (direct and indirect) for people
living below the poverty line should be maintained m peesent levels for those
who continued 1o claim them, This commitment would protect the worst-off
from any lows of benefits resulting from o high level of opting-out of
government services by the middhe classes. Third, entitlements based on past
contribations 10 insurance-type wellare programs should continee 10 be
recogaised on o pro rata basis. Observation of these pringiples would enure
thal gy movement sway from the welfwe e could proceed withouw
violating the mornl rights bound up in the status quo.

Mo one could predict in sy detail what kinds of volentary welfure
systems would emerge. how quickly they wosld appear, or how popular they
would be i comparnson with stae wellare, Those aspects of the state sy stem
el did servive would be bosed very lorgely oo individual rather than
collective choices, and 0 would more  accurately reflect  underlying
preferences. More fundamentally, o commitment 1 allowing a greater roke
lor voluntary wellare provesion would indicate # rejection of the social
engincering approach of the citisenship school and & recognition that
individuals can tend 10 their own and one another's needs without having io
conperate 1 realising some social end-sate, egalitsnan of otherwise.
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Unintended Consequences and
Unthinkable Solutions

David Band

L. INTRODUCTION

“Welfare mnie” m one of those handy plasticine ierma that can be aroichad or
contracied o sail the user' s purpose. Most of the meanings il i3 made o bear
are valid in different conteats, but the contral requitemen upon the user of
the term i3 10 be ¢ Jear and consistent m that use. | believe teterm is used mist
accursicly when it incorporaies all bene ficiaries of government action. This
would include not only the most obvious recipienss of direct transfer
payments, but also any enterprise that, thanks 10 some action on the part of
w#nﬂww.umm:wﬁu.
According 1o this use of the term, a person who receives unemployment
e (s huas the sume stutus as, sy, Amenican seronautics companies, Britich
electronics manufacturers or Aostralian sicel producers. In ench case the
beneficiary roceives a shor-term financial benefit from the decinions of
government. Whether or not the benefis extends to the kg erm 88 question
1 shiall put aside for the moment

1 prefer this use of the werm “welfare mme” because il shows how
widespread the supplicant mentality is in the Weat ioday. It shows 100 how
ingrained our confidence in the ellicacy of government action fas become,
notwithstanding overshielming evidence 1o the contrary. Although this is my
preferred definstion, however, 1 shall pot wse it i thes paper hecamse the term
has two more popular mes.

In the first and broader of these, come secarity, COMmMUNItY srvices
{mssistance 10 the disabled, the homeless, eac. ), health, educstion, snd public
housing measures constituie the “wellare stade’, This is the definition that
maet * small government’ apponents of the welfare stke use bacause it allows
them 10 focus on such things as the poor quality of bealih services, falling
educational standards. and the inevitability of rent control hurting the poor.
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In each area, becasse they are dealing with years of government control o
monopuly, these critics have a fund of harror sories from which they can
draw market-onenisd lessons. However, thay rarely question government's
proper role of providing a safety net for the °genuinely needy’. They sy
criticise how that role is performed in individual cases, but not the apprope-
Bieness (oF necessity) of government s performing i

1t is peocisely that appropristeness of necessity thai | propose i question,
uing the erm “welfare state” in the second and narrower of it popular
definiteni, namely, referring exclusively 1o government provision of in-
Coma security and communily services as described shove, The commonits
that follow can be applicd w0 arcas such ps health, education and housing., but
I shall not sddress those arcas durectly. The rest of this paper will examine
e usual ressona for concem over the welfare state; why those reasons ane
either relatively unimporant or ill-founded; what ought @ be our central
ity of focus in discussing the problems of the wellare state; and the first
nacllectual steps we need 10 take in order 10 addrems those problems.

Il. THE WELFARE STATE DEBATE THUS FAR

The last few years have witheased unprecedented debate over the welfare
stale, cven in the narmow sense in which | am using the term. Why has there
been such concem expuessed i recent times about the direction in which it

18 heading? Two sources of that concern predominate.
The Financlal Problem

mhmhuhmummﬁﬂmm
In bewed, the srgument is thal, bocanse Westem economics generally enjoy
MMMMMHHH-I“W#““
Eraphc ends, and because oday there is n wider range of benefits available
than existed 20 years ago, i b going 1o be increasingly difficull o sustain the
welfare stane's curment share of GDP.

This is mot just & wrong-headed concern sbout stae wellare: it is &
dangerous one. 1 leads w one of two asserions, the first of which nms thas:
‘Dot worry about the proportion of GDP that wellare expenditures repre-
send — pust ke depe that will dmmatically increase the rte of growth of
GDP. This ks an argument of beautiful circularity. One of the murest ways
of dmmatically increasing a nation's wellwe is dramascally 1o reduce it
levels of maation and government regulation

The second line of thought ansing out of the growing financial cos of
s wellare ks more oflen impliod than asseriod. but is no less troubling for
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that. It goes something like thic *As we reduce state wellare expenditures
a1 a proportion of GDP, w0 the problem of the welfare stae recedes”. This
s where an exclusively fiscal concern with stage welfare becomes dangerous.
This Linse of thought creates incentives for politicians, bureaucrals and social
commentaon o invent more panitive or disciminmory ways of dishurging
welfare benelits. These almost always involve new lavers of inrusivencss
and discretionary judgment by unaccountable officaals. (This is a theme
which [ shall retim.}

The financial side of the welfore stute s 3 problem nusmuch is it relates
to mustion. And the real problem with 8 tax - hased welfore systom is not that
there are fewer and lewer citizens out of shom maore and more resounes
have o be squeszed, but that such § sysiem does indeed depend on squoering
— on cocrcion rather than voluntary relationships frecly entered inm by
fellow citizens.

The *Depeadency” Problem

The second source of concern about the direction of the welfare wase is the
fiear that our kind of sysaem of state welfare is creating (or hasalroady created)
an underclass of permanently dependent citizens — people who would be
nable 1o live outside the system of state spport who have neither the abiliny
nor the incentive 1 ke responsibility for their own lives: people who are
creations of the very sysiem that supports them.

In fact, any mudent of economics could predict that cur stade wellare
systems would create this kind of dependency. I the price of & “"good” —
dropping out of school, o having & child out of wedlock, or ot working —
is made low enough, demand for that “good” will rise: the lower the price.
the higher the demand.  Suppressing that price across generations creales
exactly the kind of dependency oullined above. I it in objeciod diat this is
mere theory, we can point o Charles Murray and others whio have produced
data showing that we are indecd creating an wnderclass of this kind.

We are, however, m danger of leaming the wrong lessons from these
findings. 1 wani 10 argue that the usual bment abod the existence of this
underclass either misses the central pomt or hesds off in dangenms direc-
thonk, Lot us bogin with the goestion: What exactly iy wrong with this
dependency*

Surcly we d0 not mean o say that dependency as such is bad or wrong
or socially destructive. Most of us find nothing particularly worrying sbout
a child's dependence on his parents or an elderly parent’s dependence on his
children. Indeed, most critics of “welfare siate dependency ' would probahly
argue for more dependency of this kind, although they would probably use
phrases |ike ‘greates posumiption of family responsibilities’.
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It seerns 1o me that o great deal of the agitatiom over “welfare suic
dependency’ is of a social engineering kind. These critics seem 1o believe
that it ik i soemse sy hasmful for one person o be dependent upon others, and
that, the grester the number of sich dependent persona, the greater the harm
o society @ @ whole. This beliel leadn logically 1o a concern shout
‘unerployable” or ‘usless” clilzend. As the percepiion grows of 8 "crisks’
in e funding of the welfore smte, [ believe there s o danger tha this
combination of concems will create s situstion taikos-made for demagoguery
and shsolutizm.

As my [amilial examples show, poople huve always boen dependent
upon one another, just a poople are bom and have always been gnoqual in
varying ways. It is as futile for the anti-collectivist 1o be concerned about
dependency us such b it b for the collectivist 1 be concermed about
inequality. Indeed, it is not just as futile, it is a8 dangerous — both are
expreasions of social engineering. Each is wying ' don't like socicty looking
like X — [ want it 16 look like Y". The history of stiempts o give political
and bireaucratic form w the egalitrian ethos shows that once a single siep
is ke down that path, it twrns instandly into 8 alippery slope. Sull, s Hegel
tells us, we lewrn from hisiory that we do noi learn from history.

Just o there is 8 spectrum of political socictios ranging from the liberal
1o the absnlutiat, so there is within liberal socicties a spectrum of political
philostphies ranging from the libertanian 1o the collectivist. The key io the
different potitions occuped at varkous points on cither spectrum s Do, as i
often clasmed, that the unit of analysia of concern vares from the individual
1o the community. The key is that, ihe closer ane comes 1o the liberal end of
either spectrum, the more one is focussing on o volunisry mther than a
cocrrsve set of relatons beiween citizens and between mdividual citirens snd
sociely us 8 whole. Thus Westom Bberal democracies have pul such
voluntary relatanships under the protection of the rule of law 1o a tar greates
degree than have, say , the dictaiorsbips of Eastern Earope or the Third World.

In any society, no matter how coercive or voluntarist, some citizens will
be dependent upon other citirens. Raon might be financially dependent on
George. but George could at the same tme be intellecinally dependent on
Ron. They mighi both be socially dependent on Bob, And so on: the
argument is remarkahly smilar 10 the familisr anti-egalitarian one of oos-
cufiing incqualitics in wealh, beauty, spoed, strength, etc.

By way ol illustration. let me take you io the republic of Voluntaria. This
mist-shrovded taland, somewhere of l the cast coast of Scotland, was founded
in the |Bih century and has only recontly been rediscovered. Its inhabitants
have been blithely ignorant of all the socul and political *developments’ of
the last twoconturies. Their socicry is characicrisad by i remarkable absence
of congramt and control of citzens by government. 1n [act, there is barely
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s 'government’ worthy of the name. No taes are collecied — the citizens
merely pay 8 voluntary membership foc aguinst the day that the country might
be farced 10 join something like the EEC or the United Natons. There i3 no
police force — the unfonered exchange of private progerty within a legal
system allegedly inspired by the work of Thomas Hobbes has made
unnccessary. There s no licenssng of purvoyors of medical or legal BCTVICCS,
who are therefore farced 1o compeie with each other in both price and guality
in onder to make a living. [t is all quite harbaric.,

And yet. strangely enough, even in this backward socioty, people are still
dependent upon one ancther in a myriad of overlappiog and inconsisent (i
Voluntaria, they sy “halancing”) ways Even in Voluntar, if o child is hom
incurably blind, no maer how successful be is through life in overcoming
this dizability, he s 2l going 1 have o rely on others 10 varying extenis.
They put a peculiar constraction on this kind of relatonship in Voluntana.
They say that not aaly is there nothing wrong with such dependency — it is
wholly admirable. One citizen's neods are met, and hocanse they are met by
the voluntary actions of others, everyone gaina. There is, they say, nd moral
comt 1o the mecting of those needs.

Visiting teams of social anthropologists have even found on Voluniaria
examples of dole-bludging, or m beast, since there ks no dole, donor-bhadging,
Here is one such case. Smith, 8 middle-aged citizen of average means,
decided rwo years ago, for roasons that he has chosen nol © divulge. W
provide financial suppon o one Fergusson, then aged 18 years. So generous
has Smith's beneficence boen thai Fergusson has not felt construined, 2ether
financially or cultsrally, o seck employment.

Rescarchers interviewed Hume, Fergusson's neighbour, w0 gauge his
reaction o this stade of affairs, They found his opinion repested elsewhere
in relation o similar cases “Well | don’t like it | believe strongly in the value
of work, and ] have a strong moral ohjectson 0 any able-bodsed individual
choosing not 10 seek work. [ve iwied in vain io convince them of the
coerectness of my views, But 1I'm certainly not going 1o force them wo adop
my opinions, A fool snd his money are soon paried. If Smith is prepared o
spend his rescurces in this way, and (o live with it consequences for
Fergusson, that"y entirely his and Fergusson's business.

“It’s possibile, of course, that Fergusson will have a change of hear aboul
the life he's beading. or that Smith will see the harmful effect be's having on
a young man's life. But once again, in either case. that would be a matier for
the two of them only. | sce no reason why the rest of s shoakd be dragged
it their private relutionship and implicased in their tansactions. Yo seem
to think that we are all involved anyway, because Smith and Fergusson are
denying the rest of us an exira able body, But we think thas that is a small price
to pay for mauntaining the largest practical sphere of privase and voluntary
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action. The mplicanon of what you're suggesting is that we should all pay
i a central fund out of which monies would be paid 1o ... well, to whom?
To whoever shouts loudest, | suppose. And then we'd need people 10
sdminister the [und, and pretty soon we'd be dotng what they iold ws. Wha
son of society would that be?"

Thee mworal is that the problem with “dependency ' in inday's welfare sate
15 no 50 much that it imvoles the dependence of one wpon oihers, but thas i
ia fed by the proceeds of coercion and expropriation, Unlike the citizens of
Violurtaria, if some of s don't like dependency or don't like dependency so
based, there is nothing we can do aboul it. We certainly cannot withdraw
our financial suppont for it snd hope o escape prosecation, no matter how
thorough we might be in denying ourselves any of the other governmeni
‘services” that are s based. 'We have no choice.

The only avenue scemingly left open 1o us — and this, 1 think, is pant
af the explanation for the kind of *social engincering” attack on ihe welfare
state that | have already mentioned — is o [all back on demands lor punitive
anl highly discretionary ways of disborsing welfare monies.  Such “solu-
tions’, m | shall wrgue laer, are immenscly worne than the perceived
‘problem” thut they are thought to address.

LI THINKING THE UNTHINKABLE: THE REAL PROBLEMS
WITH STATE WELFARE

| have dwell al some kength on the dependency issue because | believe all the
evidence shows that i, combined with the question of financial cost, will
unfortunately doeminale the welfare state debate for the foreseeable future. In
this secticn, | want 1o stter & small counier-plea, and (o suggest that te stase
provision of wellfare crestes [ar more fundamental probicms than the partici-
pants in that debate are apparently prepared @ acknowledge  Those prob-
leena are:

The conlusion of objectives.
The sthics of distributing the proceeds of coercion and expro-
pristion.

*  The consequent erosion of feelings of mutuality and ohligation
belvween Citbrens.

*  The difficulty with giving a delivery task o the public secior,



David Band: Unintended Comsequences and Unihinkable Solutions

The Confusion over Ohjectives

1t is important 1o realise that & confosion exists between the objoctive of
muaking the poor richer, and the object ve of ull members of scety becoming
miore equal. The more vigoroos are the state’s anempus o achicve the latier,
the less Likely b it thal the former will be realised.

Lt me address the socond obpactive firt. The argument fof egquality has
long since been dispatched 0 it descrved intellectual oblivion. Suflice 1o
say that, until our gene-splicing fricnds ged te upper hand over the reat of us,
we and our descendants will goon being wonderfully differont — each of us
& unigoe mivtare of strengths and weaknesses, talent and mediocrity. As
Thackeray has it in Peadennir: *A distinct universe walks shout ander your
hat and wnder mine ... you and | sre buta pairof infinate solations, with some
fellow islands a linthe more or kesa near 10 as’, 50 the amempd w0 make us all
oqual is doomed — mercifully. since a society of perfect equals i, 1o the
extent that it is imaginable, a perfectly ghastdly vision, best lefi © the
sublerrunean excesses of the worst acience fiction,

Nong of this, however, prevents many peopde in positions of inlloence
being moved (in rhetoric, if not in deed) by the egalitarian chimera. For such
poople, there s ximply something *wrong ' of ‘wniair” about Jones beung more
succesaful than, being wealthier than, achieving mare than, Smith, and a
large part of the point of government is o right this wrong. Thus has the
nothon of ‘redistributive justice” mrisen — wxation, especially progressive
income taxatkon, exists for government o redistribute its revenues W those
n the weakest financial positions. In this way, government will creste s more
equal society.

Mow, there is an obvious ethical question here: why 8 & sociery of
material cquals morally preferable 1o 8 society i which no individual has the
fruits of his talents and encrics expropriated by the government! Thi
question is rarely raised and even bess froquently answered, but | shall put i
1o one gide for the moment. My main point in dealing with this objective for
ihe welfore state is this: if the reason for the state's involvement in giving
momies 10 the poor i 10 create & more egqual sociey, then let us be clear that
that is the objective, asapposed 1o, say, making the wors-ofTbetier-ofT in any
meaningful long-1erm sense.

As ouf post-war history shows, the maore thal taes wre raised or created
to provide the revenue for redistribution, the more the psce of wealth-
creation glows. As that pace shows there s less and less wealth for all
membersol socicty, but especially its poorest members, 10 share in. We have,
then, achowe. Wi can pursae s sac ety in which, up toa pount, we are all more
malerially equal than we were ot the stan of the process. (That poant, of
course, iy the point st which mues snd regulations slow the river of wealth-
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creation 10 the faintest thickle ) This is the course that we have adopied for al
least the past century, Or we can pursos & sockety in which there are no
artificial restraints put on the creation of wealth, and m which therelore the
poorest citizens will be misch beter of than their counterparts in a2 society of
the firsi kind.

Leet it be undersogd that in & socicty of this socond kind, the gap batwoen
the richest and the poorest may well be much wider than it &s m a typical
Western welfare state in the 1980s. Il we cannot sccept thal, let us be honest
and sy so. Bt let i acknowledge that, by king thal position, we shall be
condemning ow poorest fellow citizens and their descendants not only wa
lifie of Inernlly immeasurably gresser discomion, but also ko one of many
fewer opportunitics 1 move from a relatively poomer stum of society 10 o
reladively richer one.

The state has only one source of income — its citirens’ wealth. The more
it takes wealth from one set of citizons and gives it 1w anather set, the more
it condemns the laner. But it does, up w a point, mzke them all more agual.
If that i the real purposs of the state s involvement in the people”s "welfare',
let s o least be clear about i

The Morality of the Welfare State

The wellare stme has been constracisd on very shaky ethical foundations.
We have given oursclves & moml peoblem of grest proportions, snd we
canni begin o deal senuibly with ‘the welfare state problem” until we
acknowledge thut fact. Here | want io do no mare than make o ples for that
ackmowledgment: let us ot least gain @ measure of agreement aboui the
direngions of thia moml problem before we begin the sk of wying o
eatricate ourselves from il

To repeat, we have scquiesced in the construction of a set of social
arrungements that assumes that it s cthically preferable 10 expropriaie the
frusts of each individual's talents and energics than 1o allow him 10 enjoy and
deploy them as he sees . We have done this in the name of constructing a
fairer or more equal society, We have not allowed ourselves o be detained
by the questhon of why a society characierised by widespread coercion and
expropriation is fairer, moee just of i any other way more siractive Uan one
charncierised by the absence of those phenomena,

In order o illustrate how much morml damage we have dooe, let me
briedly consider two possible answers 10 that question. (Note, incadentally,
thiat & defender of the welfare state cannot pot forward both of these snswers,
sbnce they are based on antithetical views of human nature.) The first might
rug along the following lines “The stite’s dishursing monics 10 the poor is
wmply s more efficient, more comprehensive way of delivering charity, We
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lilke 1o see the poor mude bener off, and we also like w0 prve cxpresuon o oo
charitable instincts. But without the state siepping in 10 take over that role,
the effects of our chariable behaviowr would be paichy. People in like
circumsiances would receive widely differing benelits in different pans of
the community. S0 we consent to handing over part of oar festurces o the
state so thal those resources can be spread evenly among the needy .

This answer is unsattefaciory, for a number of reasons. Fira, as [ explain
at greater length bolow, to suggest that govemmeni is more efficient o
delivery services than mre people is o ignore all the key clements of public
sector managerial and employment practices. Second, this is & dishortion of
the concept of *charity ', which is by its very nature adelibernie, voluntary act
and not o matter of it consent.  Thind, the “consent” thesis s both of a
marally objectionable “Nuremberg " stripe (Y ou didn "tobject, therefone you
must have been @ supporer’) and objectively inoccurate — otherwise
politicians would not feel compelied w offer wa cuts, Finally, the argument
mitempis o claim that evenly distributing the procecds of expropriation is
marally superior o nol expropriating o all. The claim is its own rebutial.

A second possible ethical defence of state welfnre might nen thus: ‘1t is
morally unacceptable w allow poor people W starve to death, and if the state
didd mot asswme responsibility for preventing that oucome, it woukd happen.
There is no guamanice that, were (he state 10 be completely emoved (rom
welfare provision, encugh people would be sufficiently philanshropic o

Aguin, this argument is defective or dusturbing on several levels. Finst,
it paints o particularly bleak picture of hizman nature, one that sssumes thal
we are ol (or not sufficiently) concemed with one another’s distress, nos
suifficiently motivaied io relieve it | happen o repoct this view of human
naure, and | believe that the hisiorical evidence suppora me  Buot |
acknowledpe that one person’s view of the hurman payche i just as valid =
another's, therefore | would nol want 10 impose the implications of ey view
on the rest of society.

The trouble is, of cowrse, that such an impoaition is precisely what has
occumed. The panoply of the wellare smle apparstus has been imposed on
us because, over lime, the policy-makers have fell it necessary 1o act on their
pessimustic maumptions sboat how, lefl o our own devices, the rest of us
winshd behave wwards each other. Moreover, this view ignores the possibil-
ity that there may exist a wide range of motives for the relntively better-off
to assisl the relatively worse-off. These might include: plain unselfish
generosity, egoism (making onescll feel better shout onexcll for giving),
desire for esteem in the eyes of others, and 5o o,

But et us aspume that the governor' view of human natre is pocorae,
Let s assume as well that it is morally scceptable 10 imposs upon society the
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bogical comsequences of a partscular view of human natere. 'Would it not
Tollow alse that such implic attons should be drawn for and imposed on all our
rolationships with each rther?

As a matter of fac1, of course, we do not do thai — st least not yer. 'We
po ehout our daily rounds engaging in an intercoune with each other tha is
bauexd om @ trust of one another. Smith and Jones agroe o meet for lunch nex
Twesday. Each doss 30 on the assumption that the other will keep the
appointrent. The penalry for the failure 10 do so without good reason will
be the potentially very heavy one of swocial disapprobation. Similarly, yoo
have coms to this conference expecting o hoar a set of papers based on st leant
some evidence of hard work and analytical endeavour. We speakers have
tome hore expecting 1o be given & councoun hearing. Neither side of the
tranaiction has noeded a third pany © assume that these are gnrealistc
expoctations anmd this io imposs a coorcive set of behaviourl patiems upon
us

The point ix  our governors have been highly inconsissent in their
asamplions shout haman nature andfor in the application of the implications
araing from them. Wha are the rules for drawing & line betwaen the
woluntary sphere and the conrcive sphere? All of this, then, constitutes the
first objection w this ethical defence of smte wellare: ity view of, and it
imposition of a view of, homan nature.

The second objection relates (o the 'no guarsntees” argument, which
ignares the other side of the sume coin. Defesders of state wellare argue tha
there bs o guaraniee that people by themselves would be philanthropic
enough to prevent, say, poor people from sterving, of other socially undesis-
ahble oucomes; but by the same token there is no guarantee that the presemt
outcomes of the state’s involvement in wellare are those that an encoenced
people woulkd produce o would want w produce. If we were cach subject 1o
only minkmal levels of expropriation. we would each enjoy & much greser
capacity © expend our resowrces as we =w fit ' Who is o =y, in such
circumuances, which “beneficianies” of stake wellare would be benelciaries
of wellere voluntanly given? We simply donot know if, in such a marketplace
of opinion and froe action. the unemployed. the homele, the single parent,
el would tend w be defined more or less widely or rewarded more or less
gencrously than gf present.

But we do know that, in soch a society, Brown's identification of Jones
as warmnting Bmown's astistance would be 3 matter of Brown's
Hhhﬁmwﬁﬂﬂjuﬁynﬂhm Black's or White's o

Cimen's. Once again, the *no guarmnices” argument imposes a single moral
universe on 4 sockety of individuals of diverse moral views. Maybe i an
uncoerced society there would be no voluntary versions of the dole of single
parent’s benefit. Maybe there would be mach more generous versions of

36



Dinid Band: Unintended Consequences and Unchinkable Solutions

them. The real point is: the lower the level of expropriation, the freer will
be the relations hetween chtizens snd the closer we will come 10 & dynamic
st of social armangements thai truly reflects the objectives and values of the
people, rather than those of the bureaucrats and politicians. [n the end, the
no guarsaiees’ srgument s, W ke Tewmey's words, “like using the
impossibility of steoluls cleanliness 55 o pretext for mlling & 8 manwre

The final objection o the second atempt & 5 morl defence of smie
welfare i that i ignores objective evidence 1o the contrary. A large body of
econometric schalarship mow exists demonstrating that reducing personal
income through tuation also reduces personal charitable giving (a number
of examples of that scholarship are included in the sclocted refercnces al the
end of this puper). As Russell Roberts observes from his anatysis of altruastc
behavioar:

whon government first micrvened i a significant way inthe charity
market Significant government intervention began in the 1930s
and has continoed 0 grow over tme. (Robers, 19846 143)

Roberts concludes:

Current data and evidence froem the Deprossion yield support o the
crowding-oul result. The huge growth in public transfer in the
19308 crowded ol priveie antipoverty effons and fsndamentally
changed the naure of privaie charity. Current data slso support this
conclusion. (Roberts, 1984:147)

There is abondant pegative evidence from similar research, which, on
reflection, is unasrprising. Regrensbly, since reconded history has so few
cxamples of sustained reductions in levels of net taxation, positive cvidence
is scantier. AR inerestling cACOPLON in rcont times has been Britmn, Since
the early 1980s, that country has enpoyed reduc tions in both personal touation
and inflation. A1 the same time, sccording o the UK Charities Akd
Foundation, voluntary giving o independent charites which sood m {7
tillion in 1981, had risen by 70 per cent in real wrma by 1987,

The End of Mutuality?
The cross-astional cvidence thows, unssrprismgly, thal toation redoces oot

lenancial capacity 1o give 10 those wham we perceive io be in groater noed
than ourselves.
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Theere is 8 preat danger thal mxpayers will becoms resentfol of those in
even gredter need whose income consists exchusively or overwhelmingly of
tax-based benefits. This resontment can take two forms. The aggrieved
taxpaver may feel, “They're not really in noed. They're getiing my money
under false presences. Pan of the reason formy finsncial struggle is that such
undeserving peapls are getting money thad is righily mine”. Or bhe may foel,
“I"ve alresdy had a subwumndial part of my income taken from me in order 1o
pay for large government burcsucracies that look alier the needy. I've
already contributed wo the noedy. T'm not going o contribute any more. |
can't afford it enyway®,

For socicties like ours, the development of such sentimenss has serious
potential comequences. They threaten ihe fabric of mutuality that has always
been hared by fellow citizens of liberad societics. They threaten too the sense
of obligation and respoasibility that the relatively bener ofl have always fely
iowands the relatively worse off. History contains many hideous cxamples
of the consequences of the rise of resentment and the breakdown of mutuality
between citizens.

lumary e farther objecied ot this point that, while such sontiments would
indesd be very dangerous in the way that I have described, there i Tittle
evidence that they are gining currency . In fact, unforunasely, the evidence
thatthey are s all sround us. Tax evasion is the must obvious cxample. There
are, of course, many reasons why people seck 10 evade tn. But we cannod
deny thas resentment at some of the destinagions of ouwr txes is one of the
reasons, perhaps a major one. The more strongly that lxpayers object o
some of the uses w which thewr tues are put, the move likely are they 1o iy
and minimisc their tax burden or avoid it altogeter. Cenainly, if povern-
ments such as the present Australian one are to be believed, ta evasion is
widespread. Let us consider our reactions to lax cvasion and what implics-
tions they muyy hold for a liberal society. In gencral, those reactions have
taken one of two lorms,

The tax mix. The maore sensible but less popular response is tha, since
income tax ks hard 10 collect, i should be made 1 less important element of
the general tax ‘min, snd that indirect taes, which are much harder © avoid
should be made more importanl. This response is usually rejecied on three
grosnds. The (st is that such txes would be inflationary. The second is that
indirect Laxes are more obvious 1o the txpayer than direct toes and 5o would
case much more (politically dengerous) resentment. The thind is tha
conmmption tares would hurt the poorest members of society hardess

The first two arguments wre casily anywered. The first is entirely
dismgengous since, if governments were truly concerncd sboul indlathon,
they would do away with its single gremtest canse — government debasement
of the currency. The second is an cutrageous and paternalistic insult i the
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ineclligence of one"s fellow citizens. Apant from claiming that one’s fellows
cunnot be trusted with greater freedom of decision, it also claims thal, while
they may be o stupid o undersiand thal income tax deprives them of such
freedom, they are sufficiently supid o vole lor 8 politcian who beleves they
are B0

The third argument puts defenders of state wellare o o difficult
ponition. According wo the first of the pomible ethical defences of the wellare
siste, the maln reason for the state’'s involvement in weilare i that only the
staie has the capacity lo see where the greatest noeds e and to distribute tan
revenues evenly to moet those noods. Let us suppose that o govemment found
thaat its sncome wms ke was declining in real werms. 7 it is true that oaly
government can identily noeds (whatever their cause) and meet them
equitably, ten this government wouald be logically required o abandon it
income tax and replace it with a consueplion tax, since o welfans state hased
on an uavoidable tax would prodsce muoch more revenue for the government
to distribute. This would allow it 1o define “needy” move heoadiy, I it is
objected that no good is served by wking money from poople only o give i
back w them in another form, | can only sgree. But what do we abolish frs?
Medicare? State education systems? The New Zealand Art Council? The
Anstralian Sports Comimission?

Geetting tough. The more prevalent response 0 e evasion has been o
demand tougher messunes 10 deal with, and preferably w0 prevend, such
evasion, Indeed, many governments have tried 1w close legislaive loophokes,
have employed grealy increased numbers of txation officials, matalled
maore advanced data rocessing sysioms, and so on, through o (in Australia)
the failed atiempt to introduce a universal 1D gystem.

We muy say two things about such effors, First, for the reasons outlined
in the following section, they are doomed. They simply will not meet the
objective of preventing income tax evasion, Second, there is a real dangor
that they may create problems much greater than those they are supposcd 10
solve, There is disturbing anccdotal evidence from both Australia and the US
that tx officials in both countries are becoming laws anio themselves.

1 have dwelt on mxatkon because | believe i s direcily relevant to the
erosion of feelings of mutual obligation between citizens.  Morcover, the
*catch the tix cheats’ mentality is of te same order as the “hash the welfare
cheats” mentality. Both focus on the consequences of perfoctly predictable
govemment failure. Both propose w0 compound the problem by adding more
layers of equally predictable government fatlure. In Acsralia, the failed ID
card proposal may have ihe unintended benafit of making people realise thud
il i the perfecdly logical, if frightening, outcome of years of reliance on and
Erust in governmeni.

One of the major arguments for the 1D card was that i would somehow
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Identify and prevent wellare 'cheating' — u werm that only muddics the jssoe.
Let me simply ask: whi are we trying 1o caich? People exploiting loopholes
inthe rules {or the ncompetence of sympathy of bureaucrats) in order o gain
wellare benelits they are nol technically entitled w? Or people who are
seducod by ther echmically begal benefits mio socially endecirabie bohay-
o}

I it is the firsi, then this is the incvitable produect of any atemp u &
universal. comprehensive sysicm. The one sure way © make the
wore is 1o add yet more lryers of mbes and requirements containung yet more
loopholes. There s no reason o think that governments, after such a long
record of fallure, are the best means of correcting those [nilures.

U, however, we are trying o change "undesirable’ behavioar, then we
are on much more dangeroas grouwnd. The growing demands for *workfare™-
type schemes fof those receiving unemployment benefits are stark evidence
of the increasing “welfure resentment” in socketies such @ ours. Having
alrendy lost (in fact, never having had) control over that pan of their resnarces
going w0 such people, many individuals have no other avenue for their
reseaunem thad venting 8 desire io make such people ot least change their
behaviour and do things they would not otherwise do. To this exient,
workiure is merely the lue Xth cemury 's version of Bentham's Panopticon,
or the lae 1980s version of Malcolm Beadbury's “sdo-moneiarism’.
Morover, since a government's meeting such demands would not give the
demanders a jol more control over what should be their own resoarces, there
s no guarantee thal they would not soon demand new and harsher paticrna
ol behavioar modification.

In an impornd respect, demands for “workiare’ schemes are also an
example of the avsumption that oaly government action can care government
Failare, They can only kead w yet more layers of intrusion into people's lives,
yet moee varsetics of discretionary judgments by officials (hence yet more
erosian of the rule of law), and yet more power for the snaccountable, They
will alsa require many more unaccountable positions 1o be created and filled.

All of this can oaly reinforce the (rustration and rescrament feli by all
citirens against the vysiem. 1t can only lead 108 further collapse of the sone
ol ebligution of one 1o another, and o the creation of yet more harriers
betwoen us. 1t will benefit only one class — the operatons of the barmiers. As
E.M. Forster puts it in Twe Cheers for Democracy, ‘Love and loyalty o sn
individual can run counter to the claims of the State. When they do — down
wich the State. say 1, which means that the State would down me'.

I'm from the Governmeni and 1'm Here to Help Yoo
To this paint in the paper, | huve been concentraiing on the cthical dimension
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of the welfare fate. | have quite delibermtely not focused on the welfure
stme’s “boneficiaries’. In this section | want 1o compensate for that omission.

If we want something delivered effectively, quickly and with greasest
comt-efficiency, (hen, all of us know betier than 0 ask the government o
deliver it And il government ia incomypetent st deliverng hings, a govern-
ment moncpoly is even less competent. 1 this halds for ebecommunications,
for airline services, for ghupbuilding, for the mamtenance and supply of clean
water, and a0 on, why should it be any less true of transfer payments? There
is no defence in logic for saying: “Yea, | know fromi experience that
governmeni & incvitably incompelent m delivery, but of course trumfer
payments are the sole exception lo thal rule’. Let me now try and elabarue
on that “inevitably”,

There arc many inherent structusal ressons why — good as i may be at
generating policies — the public secior cannod be effoctive st implementing
them. Perhaps the centrul difference between the public secior and the reat
of the world can be foand in the word comtrel, Tt may be sud thu
responsibility for conrol over government reides in ua the citirens, in the
politicians we elect, or in the civil service managen who theoretically repon
1o them; but no maner in which directhon we sheet home that responsibility,
it is virmually impossible to exercise it Why s this?

Inconsistent goals. Firm, because government sois wp performance
measures that end o0 be inconsisient with each other. A commercial
enterprise sets itself very simple and clear goals, universally shared and
objective, against which ity keadership can be judged. Even a non-profit
voluntary organission must have clear snd public goals, for if it does not it
will have & hard time attracting suppor. Government’s goals — 1o the extent
that they exist — enjoy not one of thess chamctenistics.

Large commervial enterprises (ace the discipline of te capital market.
A poorly managed enterprise will atract no buyers for its shares. save those
with an interest in taking over the company because it is poorly managed.
Any such successful bidder will then 1ake whasewer seps he deemn s noccssary

— usually including dismissing the management — in arder to see the
emerprise’s performance, and its share price, inprove. He and the fim’s
other sharcholders then benefit financially from the company’s superiorn
managerial performance. A smaller-scals commercial enteprise usually
faces the disciplines imposed by the fact that the mansger is also the owner,

Governmeni depariments have 10 cope with no such diociplines. In
theory, of course, they are run by clectors, 1T Susan Smith, clector of New
Plymouth, docsn’t Like the way Flotcher Challenge is being run, she can
choose not 10 buy its shares. In that way, if she is right, she will suffer no
penalty for any errors comemined by Flecher Challenge's management. Buat
as an elecior the only thing she can do aboat the perfarmance of the senios
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mansgement of the Now Zealand Soctal Wellwe Depariment bs o voue
against the party of the Minisier for Social Wellare who has refused to ke
action ygainst (or who has denicd) the incompetence (21 Susan Seich sees it)
of his olficials. Her vote is snlikely 10 be decisive.

Sheer slae. The second major reason that it is impossible 10 control
govemment reliles 10 its sheer size. Now, it may be true that there is no
inherent reason why government must inevitably be large. Bun the plain fact
is thst no nation in wday's world practices “wnall government” in any
meaningful sense of the werm.

What are the implications of government’s stee for those who seek 10
control it? In static werms, there is simply 0o much of it for one head of
govemimen, or one set of elected ofTicials, o one body of citizens even 1o see
i all, l=t alone to restrain it In dynamic werms, as in the animal kingdom, the
larger the beast the slower is movements. Even If we manage 1w convince
the beas! 10 move i some new direction (or 1o move sl all), it can do so s
painfally slow wpecd at best. The chances of achieving mdical behaviour
msdification in such circumstances are slim,

Anarchy. The thind factw that makes it smpossible 1o control govern-
ment is, parndocizally, its anarchic nature. For governments do nol engage
in only one kind of activity; they do not formulate only one kind of iden for
action; they do not follow only one method of carrying out their ideas.
Rather, there is seemingly no limit w the arcas of Life in which government
takes an interest. There s no predictability about the "rules’ government will
follow in determining what action it will ake. And there i no clearly
explaned, publicly understood set of procedures that government follows in
taking such action, even within one program or burean.

Nane of this would naner gresdy if government were but one agency
amng many competing for our ateation and custom, and il # were phile o
CACKISC IO COCITIVE POWETs over us beyond those necosmary (o maintain
phyrical security in the Hobberlan sense. When, however, it enjoys monop-
oly coercive status, and follows no rules of consistency, our chances of
conrolling it are slim indecd. But s0 W0 wre its chances of exercising
effertive sell-control, 50 long as rales and procedures arc allowed to shift and
change:

Because it wery often has 1o act upon very diffuse goals and
programs — which are a product of moltiple political compromises
~ public sdministration often lacks the basic ol
Internal control: no demands on behaviowr and thus, no yurdszicks
for 1he eanmination and evaluation of that behaviour are avail-
ablc... If a0 practical and manifiess results are sought by sdminis-
tmutive action, the qouestion of control is more or less redundant: it
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i difficult w0 sddress non-docision making as sn objective of
internal controd.  (Grumow, 1986:648)

There is a further difficulty with government enjoying monopoly status
wnadelivery arca. Like the rest of us, povernment cannod possess a manopoly
of information. This is, of course, just #s well, when govermment enjoys such
coercive power. But, from the client's point of view, the essential job of
government”s formulating and camrying out delivery tgks is inevitably
hampered by the inadequacy of sppropriate data  This goes a long way
wwards explatning why — and, again, thia is & phenomenon of which we
have all had personal experience — government cannol sce things from the
point of view of those whom it purponedly serves, thus making control 5o
meach more difficalt. Indeed, as one writer puts i, public secior harcaucracies
have

emerged as major power ceniers of their own, exorcising authority
af the clecied branches and being relatively uncon-
trolled by them, Consequently, in the modorn adminisirative stse,
holding the elecied accountable docs not guaranies that goeenm-
ment as & whole will be sccountable. (Rosenbloom, 1979:69)

Process v, outcume. There is, owever, one kind of managenal control
in which government does inorest itsclf. the control of procesa. One of the
great distinguishing characteristics of the public secior is its concem for
process ai the capense of outcome. Public secior commbtives spend less time
irying o find the right outcome than they do deciding the right way 1o make
a decision abowut an outcome. The issues of who should be cossulied, at what
lewels, st what stages. with what froquency and by whom, are dominsnt i
public sector decision-making. This is the triumph of process. It is also an
unconscious admission tha process & the ooly thing over which some
sombimnce of control might be exercised.

No wonder, then, that “It is a commonplace observation that a gover-
ment official may take foolish and incffactive docissons all kis Life without
retribution, provided he tikes them properly. sccording w0 duse form®
( Dunsire, 1986:338). One noted public adminkstration scholas, drawing on
a mass of inmernational data, conclixdes that essential managenal qualifica-
tions in senior civil servants are *underdeveloped” and that, criically, this is
an effect of “the kow sutonomy for managerial decisions’ (Crunow,
1984:658). In other words, why should | dovelop the managerial skills
essential for the effective implementation of my decisions, when no ‘dech-
gion” is ever really ‘mine’? In taking any ‘decision’. | must be carclul 0
consider lis perceived implicatsons for tise above and below me snd heace
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1o involve them in that “decision’. [n this way can we all disclaim responsi-
bilicy for L The triumgph of process, again. The central point, bowever, iy not
0 much that this b so, bt diat it must be so.

Insowieties voch as oars, where the democratic ethos still prevails, sensor
acton in govermmeni entities necessarily try 10 please all of the (internal)
people all of the time.  This orkentation leads 1o & mass of inconsistencies,
which in turn give rse i widespread and cross-cutting hostility, suspicion
and resentment. In such circumstances, an entity’s capacity for effective
long-term action is close 1© rero. And the larger the entity, the closer to rero
8 that capacity.

Who beneflis most? There bs one other crucial effect of the democratic
ethes on government. 1t is a distinguishing feature of the public secior, and
yet another constraint on public sector effectiveness. Anyone who has ever
tried 1o renew 4 passport, of wied to find out from a British Rail ticket
collector when the 5.50 for Colchester will actually be departing, or chased
o povernment-owned bus in Syilney, knows that the public sector is different:
it caista for the employee, not the customer or clicnt. As a consoguence,

It is almost impossibie 1o “enforce” proposals for improving per-
‘immune” from the effects of control ... [Tjop officials in public
sdministration complain tha they cannot motivaie their subords-
nles because they huve no extra qual ifications woffer. The regular
{and regularly increasing) income is somehow uken for granted: it
dnes Aol promote atempes 1o control wnd improve performance of
public adminisration. (Grunow, 1986:65K)

in soch s crmtext it is particulardy worrying that, the more discretion the
burcaucrat has, the greaser his potentisl power over the client (Gummer,
1979:215). “In the eyes of the poor the law and its officials cause more
problems than they solve, and therelore it is botier 1o stay as far away as
possible” (Bruinema, 1980:159).

The lessons from all this shoald be obvious; the difficulty is i applying
them. First, there is the usual ‘pablic choice' problem that the major class 1o
bereflt from government wellsre delivery is the govemning class. The
potitical members of that class are undersiandably sddicted 1o the idea that
they are there *to do things for people”. and they derive great psychological
gratification from daing so. They are egoistically incapable of imagining that
pecple could cope without them. There can have been few social welfare
Ministers who have not taken real pleasure from sanouncing incroases in the
age pension of single parest’s benefil. The administrative members of the
governing clais have an enotmous emiory o defend aguins sny suempt o
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reform. They are also the official advisers © the official docison-makers.

The second obstacle lying in the path of necessary change is the astitude
of many non-governmend defenders of the welfare daie.  An alarming
number of such people, it scoms 1 me, when discussing “the wellare suse’,
are apparenily more inieresied in the stade than in welfare. Thin mtitsde
constitutes 3 serious impediment oo the development of g richer (in all seses )
life for the disadvantaged. Itignoros Schiller’s dictum: “Sec that you minake
not the wellfare of the Governmens for Justice”.

| have outlined the difTiculties facing reform in this arca. | do not have
a strategy for overcoming them. [ know only that, the greater the alement of
decentralisation and chaice in delivery services, the more powerful will be
the voice and the actual position of those who should matier most — the
receivers, not the senders (Youong, 1971:42900). | hegan this section by
speaking of ‘control”. In the end, the only worthwhile control is that
exercised by the client or consumer (Lancasier, 197%:2100). h would be hard
to imagine a delivery sysiem less attuned 1o the welfare of the client than the
one in whose unmanaged growih we have acquiesced.

IV. SOME FIRST TENTATIVE STEFS

As wilh other forms of sddiction, our first efforts w0 free ounselves from the
social engineering drip-feed needs wo be based on o clear understanding of the
problem. This paper has been an attempt o help formulue that understand-
ing. As part of that attlempt, | have boen concerned 1o show s well what is
mot pan of the problemn, and hence why some apparendy “thinkable”
solutions would be errible mistnked. Abowe all, if there i wobe " way ool”,
it cannot involve the compounding of past or existing ermon. In particular,
we must reject demands for the imposition of more and more layers of
discretionary judgment by uiaccountahle officials. These demands are
akready coming from a scemingly parsdoxical alliance berween the gover-
nors and the more unthinking opponents of the welfare sule.

In fact, thal allisnce is not especially strange, composed as it is of those
who, despite all the evidence 1 the contrary, think that only government can
or should solve problems, even those caused by govemnment. Our first
concern should be the posgibility that this suthoritrian eenument may be
bsedd by the majority of citizens in conntries like ours. Our effors should be
directed towards (he educative process of helping o encouraps & Dew
majority. If we fail, we may be sure that the outcome will be the erection of
mare harrers between citizens. While we will all be the poorer for this, those
who will suffer most will be those least able w make the effort of scaling such
bawrriers.

Second, we need 10 recognise that government is inherently inefTicient
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mdelivery tsks. Moreover, the closer its responsibility for mach maks moves
wowards monopoly, the more dangerously inelTickent il becomes. OF course,
there must be delivery agencies, but let them be voluntary, local, cven — dore
it be muggestod! — competitive. Lot them be operated by people who feel,
wnd are, closes o those who benefit from their exinence: people whose very
paszion and commitment will do much more 1o provide them with the
necessary disciplines of effecuvencss than could ever be found in the
management wasteland of the public secior.

Third. and even more emportant, s order & allow this frust in people 10
work, we need 10 undenstand the necessity of rovorsing the process
expropriation snd coercion. The key 1o this understanding i3 the recogniton
thint eexution s af the core of the wellare state “problem”. This core has two
clements. The first i that the mare that taxes are reduced, the more weakth
will be cresied, and the richer will all membery of society become, The
second is this: a society that can sustain its leas forunase members only by
distributing the procesds of expropration and coercion is morally hankrupe
It s & society whoss govemnors have mid to s members, "You are not
nentient, raticnal beings capable of making judgments about each other. And
evenif you are, it ks not ecceptable for you 1o employ your own resoarces on
the basis of those judgments®. To return 1o the point aboet addsction, the very
first step, [ believe, iv i recognise that this i a (act sbowt our sociery, If we
find this marally scceptable — if we concur in the implicid judgment that
hordes of civil servants in Whikchall or Washington or Woden Valley arc
inherently more sentient, more ratsonal and more trustworthy than the rest of
us — then we deserve every new fax, every new scheme for handing out
benefits by duress, sad every new perional identification system thrust upon
L

Fourth, a word about mechanics. My perspective i that of the volunta-
i1 who wants us each W enjoy the grestest practicable sphere of personal
freedom and so wishes (o soe us linle inerference as possible with people's
lives. “People's lives® inchudes thelr spheres of opportunity. | am not
suggesting that we shoold instantly abolish both state provision of welfure
and the taxation an which it is based — even if we could. For thas would be
to insestere in innocent penple's lives just as anacceptably as does our present
sysem. To cie an obvious cxample, we must protect the 55-year-old who
it five years from a wxpayer-provided peasion that he has boen led 10 expect
nd wround which he has long been malkang his financial plans.

The natore of our reversal (rom the presend situstion mist be conasstent
with our moral revalsion iowards u. It may well involve setting kong-urm
bt firm ancd agreed objectives for gradually achieving greaser control over
the deployment of our own resources and delermining for ourselves how we
behave towards cach other. {And, incidentally, it s ‘us’; he who waits for
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the politicians 1o initisie these changes will die disappoined.)

The lover of freedom, he who wishes 10 see genuine, bong-lenm improve-
ment in the lot of his least fortunate felkows, or even he who knows that the
position of the least fortunate is not improving but hasn't yei realised why —
none of these poople has roasons for optimism, From the perspective of lae
1987, i is hard w0 soe how the entrenched goveming interests could he
overthrown. Bot ket us at least ry and explain the rue nature of the issoe
before us. Notwlihaanding many *free-markes' claims 1o the contrary. there
i 00 *welfare problem” in socictics like ours. There Is an absolutely central,
and quite frightening, problem with the welfare state.
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Comments on Michael James &
David Band

Martin Krygier

The papers by Michaol James and David Band cover a wide range of issues.
| concentraie on some of the ethical quemions they mise. Others discuss
guestions of cost, efficiency and elfoctiveness. [ have no expertise in such
matiers. In any event | will suggest that there (s & sense in which such
concerns, which domimate public debate, only become mlevant once a
number of underl ying moral questions have boen resolved. And since no one
has poculiar expertise in ethics, anyone can talk about them,

Moral appraisal of goal-directed schemes of governance — such as the
welfam stie — can occur at several difforent levels. | idemify foar, The
decpest ssch level has w do with the underlying goals themselves. If one
considers that the welfare state has been insituted o serve goals that are
pemicious of unjustifiable in principle then one can rejedt it in principle,
imespective of how these goals are 10 be or come 0 be implementod;
trrespective, indeed, of how or whether the scheme achievea them. Such in-
principle rejection of & scheme of governance might heve sued, for
caample, from an enlighiened reading of Mein Koy of, mone controver-
sially, The Communist Manifesio, well before anyone had asemped to pat
either inio any sor of practice. Given such an appraisal, usless the scheme
has managed o confound its fosmders’ inentions and do more good than
harm, cnoegh has been said. 1f, on the other kand, one supponts (he goals of
the scheme, enough has not been said.

A second bevel of appemissal his o do n with goals per se bl with mogns
necessarily presupposed by such goals. Thus if all sides acknorwdedge that
the welfare stade can only operado on the basis of compulsary progreasive
tasution, and one believes such tasation is immaoral, then again one needn't

Martin Krygier it Assoriate Professor of Law af the Universiry of New South Waley.
His particular ideress ard begal, social ol poliical heevy. and be i presesdly
writing @ bok om kne ax bradivion.
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worry ahoot how it worke. Those who criticize the welfare state for
inefficiency or inelfectivencss are not operating o this level, but ot & less
fundamentally critical one. Afer all, if it is immoral 10 atempt 1o equalize
through state coercion, and if that is what the welfare state nocessarily
involves, then il would be no beter if it mrned out 10 be effective. On the
contrary, il would be worse. Al in all, an incompeteni burglar s © be
prefemed o a competent one though their inteations are similar,

Sarme participants in welfare staie dobates, however, argue neither abxt
the m-principle justifiability of its profossed gouls nor of the means it
necessarily projupposes. They debate at the third level of appraisal, which
concerns the the actual — foreseeable or unforesccable — consequences of
its operations and mechanisms of operation. Does it or docsn’t it reduce
economic growth? Does & really help those who noed help or are its
resmirces snaked up by burcaucrts and the bourgeoinie? And =0 on.

Fourthy, snd often linked w the third level, one can dchate the
ol alternative ways of approaching the same ends, alumatives sought sither
on the principle of despair — nothing could be worse than what we have —
or more responubly. by matching and balancing costs and consequences.

Disillussonment at this third or fowrth level might well feed back W
deeper levels of disstsfuction, as i did for those for whom the communist
"Cod’ came 1o fail: having become disillusioned with the Soviet Unlon they
came Lo rejoct communizn ahogether. And unless one can sogpent ways (o
parsee valued ends, other than thase ways one rejects, then either one’s
eomaitment to the ends or rejoction of the means mus be sapect. But there
is ut least analytical point in considering these levels wparastely. Too often
MIMHHmyﬂﬂhmmlm
other: one s either for the welfare state or against il sout cowrt, Arguably the
appropriate questions are more complea than that, snd s should be the
appropriate answers.

David Band and Michae] Jumes both [avour roughly the same sorts of
proposals: welfare should be woluntary not coerced; private nod state-
enforced or adminisiered. Yet their papers are very difforent and, notwith-
standing considerable overlap, they operaie primarily a1 different levels,
Band i1 sbove all concemed with tee first pwo lovels; James with the socond
twin,

In puth David Band objects o the welfare stnie ot every lovel, bai
paricularly i the decper two. When he inviled me 1 comment on these
papers, | protesied that | am no expent on the welfare siste. He roplied
cheerfully that that was OK, there were oo many of them anyway. At the
time [ ok him smply @ be side-sepping resistance in order 1o tie down his
progrmme. | now know that e meant quite Lilerally what he sid.

D Band's anicle is fuelled by outrage. For him it is the ethical faubts of
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the welfare state, not itx financial cost, inefMiciency or meffectivenesa {sbout
which he has some insightfol things &0 sy ) thal matsers fundamentally,

According to Dr Band the welfare state v not merely mept at doing good.
What it does is wrong: morlly wrong snd gready wrong. It is wiong in i
ends and i is wrong in iS5 means,

Dir Band has no tme lor the ends of the welflare state, a0 least for those
prmsed by its condempornry proponents, These are tilken 1o add up toa cnede
Procrustcan egalitarianism, envious of individusl varmtions snd ignomnt of
the futility of combatting them. Parmaans of the weifare stae are deluded by
*the egalitarian chimera'{p.33). They will fuil 1o equalire, vince this cannot
e done, but in the atiempt they do incslculable harn, partcularty o liberty;
for “The history of attempts o give political and haresucritic form o the
egalitarian ethos, shows that once a single sep is tken down that path it wms
insmntly into a stippery dope’(p.30)

Even if the ends of the wellare qate were inlershie, its moans sre not —
not merely in practice but in principle. For these evil meass — progressive
tasation shove all — involve ‘coercion’ and ‘expropriation’. Tt i thess
suthoritarian evils which must be exposed and which are often ignored, even
by oppanents of the wellare sate.

Throughout the paper this ethical theme is stressed. Thzs the wellsre
stale relies on *squecring — on coerckon rather than voluntary relationships
frecly entared into by fellow citizens” (p 29; the problem with *dependency”
in wday's welfare state i not thal it mvolves the dependence of some upon
otfsers — for thal s universal — bat that dependence ina wellane stale tems
from the proceeds of coercion and expropriation. The conequences of this
coercion are bad for its alleged beneficiarics, smong whom is bwed “the
supplicant mentality *(p.27), and for its victims who reseai their cxactons,
and among whom consequently is threatened “the sense of obligation and
responsibility that the relstively betior off have always feli wwands the
relatively worse off"(p.38), Overall we are in pretty bad ssape.

It s important to emphasize these ethical themes, bath because Dr Band
himself stresses their centrality in his argument and because, if they are 2s
ielling as he helicves, then we needn’y go any further. He says a lot about the
inefficiency of government provision of services ai ojposcd 1o those
provided by the market, particularly woward the end of his paper. Stictly
speaking, however, that is just msurance. If you are with ham on goals and
means, you can siop reading early. | have w confiess that 1 an not with him
on these maners and had to read 1o the end.

There i not space 10 discuss the many ways m which e goals of the
welfare state have been and might be defended Al T would wy is thai there
in o direct line from one such defence, basod on the Kantios insistence that
members of 3 human community have 8 Aght o3 persons o be oeated with
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equal rexpect, to the demand that everyone get the same or the even mone
Entisons {and despotical) claim Ut we are or should all be for should be made
to be) destical. The latser are deniabs of individoal difference. The former
ks o claim of right to be treated as the possessor of “oqual dignity” with others,
i the ense explained by Peitic

Toenjoy dignity is to be such that one does not have 1o carry favour
or demean onesell i ander 10 be asmered of a reasonable exisence:
that ks, reasonable by the standands of the society. This benefitis the
product in signilicant pan of the goods ai one's disposal and so the
equalization of dignity would have implicstions too for social
distribution. (Pettit, 1986:65-66)

There have, of course, been tyrannical egalitnans, bot there have been,
equally of course, mon-lyrannical ones, nol I mention non-egalitrian
tyrants. To be monomaniacally egalitarian is o be, well, maniacal: but ane
does not have 10 be a maniae 1o assen the right of all 1 be tresed with equal
digrry.

Respecting people’s dignity involves respecting their liberty, nod treat-
ing them as pawnd (o be moved sround m will w satisly some Procrustean
fantasy. Inthat | agree eenphatically with David Band. But | do not agree that
wﬂmﬂm-ﬂnmm“mm
of the sort that he derides and, if | may say so, caricatures. There are many
such egalitanans who ae a3 commilied o liberty as any of ws. As one of them
— el MacCormick — has writien:

My contention is that Jegal right and civil liberry indeed matier ...
for they are indhoed essential condataons of respoct for persons. Rag
I deny that the protection of civil liberty sdequately justifies the
inequalities of forume which a merely liberiarian legal order
facilicates. | assert a debe of justice owed by the haves o the have-
nots, 3 debt payable by redistribution of assets w the later o secure
o them sdequate worth for their legal liberties. Bl there are
practical limits on such distribation, bounded by the moral impers.
Hive against schemes productive of iyranny. (MacConmick, 1982:15)

B s worth emphasiring that, following MacComick, | am speaking of
wellme — st least for ' thoss whiose sconomic means are too small 1o endow
hegal lsberty with any substanual practical worth nginst those whose means
are larger” — not & & claim on charity but of justsce. And it further noeds
emphasis that requiring people 10 do their duty us citlzens — whether by
axing them or for that matter, conscripting them in tme of war — is not 10
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treat them as Soviet of Chinese leaders treat their subjects. Absiract wornds
such as ‘coercion’ and ‘expropristion” blur the moral disinctions and hide
the moral gulfl thas separase the way that liberad democracies reat thesr right-
and-duty bearing citizens from the way Soviet and Chinese leaders have
treated their rightless subjects. Sodoes ik of a *slippery slope”. Communist
despotism is not the result of 3 dide down such & slope — it has its own
sources which have more to do with the ruthless exerrise of power in 8
misconcelved (where not bogus) quest for ‘liberation” than with equalicy,
MNor has anything like uw ghastly tymnny which communist states have
beought w0 the warld ever issued from a welfare state on the shide. Russin was
nod such i stale; nor were China, North Korea, ¥ietnam or Cambodia

S0 | believe that the aims of snd means of extracting revenue for the
welfare staie can in principle be jusified  But thal does not well us if any
existing welfare state can be pustified or cven whether it should be preferred
1o pov-state mechansms for serving the same ends.  The questions here
become whether the wellare staie actually operates in a morally just way o
in & manner preferable w other ways of pursuing similar goals. This brings
% 10 my third and fourth levels asboot which Dovid Band has something
say, and on which Michael Iames concemtrales.

Dir James does not, in this paper at any rate, reject the goals of the wellare
state. At the very beast he is prepared (0 ialerale their pursul in onder o moct
the kegitimaie cxpectations that the wellore siate isell has mised. Nior does
it appear thai he rejects stale provision of welfare in principle. He argoes
indeed thal far 1oo muoch atiention ks boen lavished oo goals at the expense
of an informed asscssment of the means chosen 10 sccomplish them. He
believes — a8 does Band — that the welfare styie cannot achieve the goals
set for L that many of its activities sabotage those very goals — and threaten
other values a8 well — and that non-ste, yoluniary SMNgemenis can
achieve them in s way that is better, both practically and morally.

There is nothing i & commitment o the justice of welfane that requires
that the stote should administer or provide i More particularfy there is
nothing thit reguires that the state should have & monopoly in doing so.
Beliel thal certain citirens have welfare nghts does require that the sme
make sure they are protected bul not that it ke sole responsibility for
satisfaction of them, Whether it should da %o depends on am assessment of
the evidence i light of the values one seeds 10 pchicve and the costs in ke
of other values which might be affecied by whnt one doos.

I is & decp, and at times tragic, conceit of ideological pelitics 1o believe
thnt decend ends naturally spawn the means toachiewe them and that these can
be used without coat o other important values. There is no resson in principle
orexperience o belicve that. A prudent investor would believe the opposite-
Allenst he would hedge. Yot many optimists shout the wellam stawe, let alone
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more ambitions rivals on the befl, resind with just that questionsbibe assunsp-
tion. The stase has been the repository of many questionahle dreams, COne
srain of socialism, for exasmple, simply couldn’t take the state seriously in
worrld-hisiorical terma. [ was 10 be "snashed” and replaced by an shiogether
simple machine which, afier clearing the ground and barying the bodscs,
wild harve little 10 do and would “wither sy, Sadly, as the workd knows,
bt b wtdll bugsy, atill busrying and shows few signs of withering (cf. Kamenka
& Krygier, 1979; Krygier, 1985). Other sraina, including — as Dr James
observes — the promoters of the welfare stte, were confident that, once
caplured, the state would wark like a perfect, frictionless machine 10 attain
the ends for which i was designed. Nowadays such optimism seems a linke
qaming

Ome further acgument, mised by Hayek bt not mentioned by either
Band or James, ts that by its effocts on Law the welfare staie endangers the
very function thai liberals most want the state wperform: proteet liberty. The
srgument goes that the wellsre staie ransforns the naure of byw, from bemg
an abwiract goal-independent protector of individual rights and enmumnities
0 an increasngly intrusive, goal-arented and snreliable arm of centrlised

comprehensive. dangerous or ancontrollable as some fear. That is partty
bocause | remain profoundly impressed by the differences between socketies
like our own where Law counts as a restraint on power and others with which
| have some familiarity, where it doesn’L Nevertheleas the ransformation
imurhmw“ﬂhmﬂhrmw
are nod all

If these criticisms are borme out they point 1o beavy costs invobved in
implementing the welfare state primarily through the staie. Whether the
conts are worth bearing depends in part on the shortfall between what was
sought and what was achieved. Buot of its ownsuch a shoriall s nof decasive.
Dazappointed optimism is » predicament not conlined 1o the wellare staie.
Ome would want 10 know the answers 10 at least three other questions:

. How the benelits actually and jusdy recetved from the welfmre staie
coenpare with what had been available w these with morally and mazerially
comparable clams before u wis introduced.

L To what extent can the welfare stir be praised o blamed for the
difference? This is o complicated question. It invalves not simply "before
and afuer’ comparnisons bt filiering out a host of other potential contributon
— econdmic change, technological, medical and other advances, etc, — 1o
whisever differences are found, and an atiempt i snewer what would have
happened — and what would not have happened —if what we know s the
wellare state had wot matorialised.  This is o question which 1 have no
competonce whatsoever o answer.
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1. How the benefits jusily receved from the wellare sate compare with
what might be justly made available by ahermative messurcs.  Here, st my
fourth and last level, | find much of interest in Dr James's argument. For
whether or nol it can be shown that the wellare sisie has ‘crowded out”
voluntary provision of welfure and aid, i seems indubitable tat optimiazm
ahoul the former has crowded out discussion of te merits of the Later,

In particudar | find sabutary his sness on the anportance of what fills the
space berween individual nd sinde in the modem workd He is surcly right
10 stress the importance and value of what stands of might come 1o stand
‘[bletween the intimate realm of fanily and friendship on the one hand s
impersonal charities on the cther"(p. 10 And it is not only proponents of the
welfnre stie who have ignored it A great deal of modern liberal political
theory has talked as though there was nothing of importance there. Certainly
many of the quasi-organic links that bound uaditional snd smaller-scale
socictics have been much eroded over the past 200 years. But o rarely have
writers, such ms Momtesquicu and de Tocgueville, emphasised chat inferme-
diate groupings were procious roncs of siachment snd protection, under
threat from the modern twins, individualism and the centralised state. Indeed
it is thelr existence, robustoess, voluntariness and autonomy from stse
control whach is one of the most imponant protections of, and indices of, civil
liberty. So I support Dr James's call for more atiention 1o be paid w0 such
groupings. Indoed | would support their encouragement whether or nit his
optimizm about their welfare-supplying capacitics wess hormne out.

And, while | am prepared to defend the son of *coeroon” mvolved in
progressive taxation, voluntary provision — particularty of the son thal
encourages muinal cooperation snd paruc ipation — might well. if adequate.
be preferable. | resort io this awkwardly qundified way of speaking, for
relationships between bhenefacion and those in need of benefits are fre-
quently morally problematic. They are easier fiw the former 10 manipulaie
o escape than for the Latter. Moneover not every relationshipoutside the stae
is equally *voluntary® for overy party o it On this surely the socinlogy of
domination has got something right. There is enormous scope for morally
relevant differences between kinds of non-state relationships.  Wealler
parties cim be locked into relationships that are exploitative of demeaning —
and if one usually the other.

Mevertheless, if it were o um out troe that *[a]ny “mordity of coopers-
Bon”™ that proepts individuals spontancously o provide welfune i areas that
the state currently ignores would spread inio areas from which the stae
withdrew' (p.20) then that is a powerful argument for considering with-
drawal So long o aliernatives w0 the state do nat involve demeaning
exploitmion, Migmatisaton o arbitrariness, it seems ko me that nothing
suppon of the idea of a right 10 welfare recpuines that the stase alone provide
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It To the exient that initiatives of the son Dr James supports are cheaper,
more effactive of simply preferred w0 provision by the sate, [ soe no reason
10 o for the lamer and cernly no reason W grant the state monopoly over

iL

However | should re-emphasare that | regard cermin forms of welfare as
claims of right. not charity. | would thus not be satisfied o rely on David
Band's assurance thut: “there may oxist @ wide range of modves for the
relativety beter-off w assist the relauvely worse-off. These might include:
phain anselfish generossty, egoism (making oneself fec! betier sbout oneself
for giving), desire for estcem in the eyes of others, and so on'(p.35).

Of course thers may be such motives, and where they can be prometed
they éhouid be. But. if there is ono thing a lawyer can sy shout these
commplea manters, i is that where rights are concerned one should not be lefi
o rely on bentvolent motives,

Conclusion

501 end ull over the place. [ support the welfare state, am sceptical shout the
means chiefly used 10 implement it and lavowr serious thought about
abiernatives o & May | conclude by srying o word in favour of this son of
-Hrn-h—,“upﬂhnmm#hﬂm
of bogh thase whao kmow that the wellare state is evil, misguided, hopeless and
in every way worse than the free market and of those commited 10 defend
the wellore state againat any aliematives. Please lot me recall the manifeao
of that "mighty International ihat will never exist’, the Conservative-Liberal
Socialists. Ther credo was originally recorded by their founder and oaly
meember of whom | know, the Polish philkosopher Lesrek Kolakowski | have
edited it considerably for my present purpose:

A Comservative Believes:

.o That in human life there never have been and never will be
improvements which are not paid for with detersorations and
thus, in considering each project of reform and amelioration, its
price tan 1o be pescased.  Put another way, infumerable evils are
compatible (ie., we can suffer them comprehensively and simules-
noowely |, but many goods limis or cancel each oher, and therefore
we will never enjoy them lully m the same time, A society in which
there is no equality and no liberty of any kind is perfecily possihle,
yet 3 soc il onder combining 1ol equality and freedom s pot. The
same pplies o the compatibility of planning and the principle of
autonomy . 10 security snd technical progress. Pui yet snother way-
there i 0o happy ending in human history...
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A Liberal Belipves:

... That the ancicnt idea thot the puspose of the Siste is security still
remaing valid. It remains valid even if the notion of "security” is
expanded w include not only the protection of pervons and progerty
by means of the law, bei also varous provisons of inserance: thal
man should not starve il he is jobless; that the poor should not be
condemned 1o die through lack of medical help, that children should
have free access o education — all these wre alw pan of secunty,
Yet security should never be confused with liberty...In {ac1 security
can be expandad only at the expense of Eberty, Insny event, i make
people happy is not the function of the Stie

A Socialist Wellrves:

... That it is sbsurd and hypocritical w conclude that, simply
bocause a perfect, conflictless society is impossible, every cxisting
form of inequality is inevitable and all ways of profit-making
justified. The kind of conscrvative anthropological pessimism
which led o the astonishing belief that o progrestive income tax wax
an inhiman shomination is just as suspect as the kind of historical
optimism on which the Gulag Archipelago was based .

So far as | can see, this set of rogulagive ideas |8 not self-contradic-
wry. And therefore it is possible 10 be a conservative-liberal-
sociilist.

As flor the great and powerful Internstional which | mentioned at the
outsed — it will mever cxist, because it cannot promise people that
they will be happy. (Kolakowski, 1978)

&l
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Comments on Michael James &
David Band

Hugh High

In order 1o properly criticise and evaluate these pupers | fing wish 10 discuss
each paper in turn, necessanly recapitulating some of the main threads of
their arguments and then, secondly, turm 10 the broader themes discussed by
each,

David Band's paper begins, quite appropriaiely, by defining the wellare
state, g5 that which delivers state-funded “generosity” W the recipients. His
definition is not the mare narrow one, by which incoms security " is deliverod
tothe alleged beneficiarics thereof. 1t begins by asking why we have recently
scen such unprecedentad debate over the welfare soie’. He woggests tere
are two dominant ressons: is growing cost and the creation of undercless of
permanenily dependent CiliremE.

As 10 the lirst source of concern abodt the wellwe siae — its growing
cost — while Dr Band docs not expressly sy so, he would doubitless agree
and does impliciily suggest, that the real reasons for the growing cosl we (2)
demographic trends (which, of course, have boen mightily aliered by the
ncentive siricture crealed by the welfnre state isclf) and (b) the relatively
greater inefTiciency (as defined in terms of output per input, Le defined rather
more narmowly and in the conventional kerma of the prnciples of economics)
of the government that distributes these wellam benefit.

After acknowledging that one of the sources of nising welfare cost is
demographic wends, Dr Band then quickly moves on o the rather mote

Hugh High iz Semior Lactares in, ond Chairman of the Department of Finance o
Mansry Umivernry, Palmersion North, New sl e s held sarins arodeeu:
posts in the US. South Africa and New Zealond  Hi b aivo baen a practicing
anceney, and specialises in Liw, Finance and Economics.
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imporiant source of nsing cost w the welfare stale, which be quis property
poiats out. is ROl an express monetary cosl, bul is a cost best measured in
mairkl mdior ethical lerms — the creation of o permanent underclass of our
fellow citizens, and the dopendency of them on the sate. This rsises, of
course, important moral issues. Dr Band argues that the real issue isn't cost
gui cont but rather i coercion. He points out that the nsing and growing cost
ol the wellare staiz werves, quite umply, 0 directly and sbsolutely ham the
poor. Examples are shandent.  The importamt maral cost imposed by this
growing dependency is the immense coercion af the underclass by those who
actin the name of the state. These costs of the wiellare stase are 'ethical costs”,
inchuding. but not limited o, the coercion attendant upon seinure of property
by the state: and the crestion of, arguably, immoral incentives amongst thase
dependent upon staie largesse.  And, most importanst — certainly most
impartant o Dr Band — is the erosion of feclings of mutustity and obli gution
amaony the citlrenry, Or, 1o put it in the New Zealand comeat, the fact that
the growing welfire siste serves 10 destroy, rather than cresie, 8 'just and
caring society”.

Along with our predecessor, Adam Smith, Dy Band reminds us that the
stnie has only one source of income — citizenry. Al mosl, itcan bul ke from
one sl of citzzens and give 1o another. This leads, of course, w the question
{which he then very aptly poses) of why we should think that a soclety of
relutive equaly is somehow morally preferable 10 8 socicty where people are
left 1 enjoy the fruits of their labour. Having made thus isightful observs-
tion, he rightly saggests that the welfare state is constructod on very shaky
cthical grounds indeed.

While Dr Band doesn't expressly say o, il is arguable that the "mornal”
foundation of the wellare state s sbsolutely unmaral He begins by noting
(nnd for this | appland him) thot it is seldom ssked why, in the first place, it
i cthacal st all for the staie 10 feize property and redisribute it. Such coercive
sctrvily. by its very nature, carmes with 1l immense moml cost and damage,
and & is this moral cost and damage which i of the greatest interest w Dr
Band He wys, quite comectly, that the moral damage done by the “rising
wellwe s’ has served 1o importanly “crowd out” altraism.  Thas, wlti-
malely, the defenders of the welfare state are soggesting that man s
inherenty imperfectible; and, that in order 10 induce one man 1 suppor
another, he must be coerced o do so. This, of course, degenerates (as Band
propeely aotes) into a st of arguments as 1o whose value judgements shall
count those ol the defenders of the welflare state who wish o cocrce me 1
support my fellow man; or those of us who, with Dr Band, are perhaps more
romantic and think thad were thene oo (or st least only a minimalj wel fare stae
then considerably greater altruism, caring, and compassion woald be forth-
COMmEg.
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D Band then maoves o his second soorcs of siiack on welfore stie: that
the welfare siate provides no sssursnce that the outcomes provided by it are
those which people, in fact want. Indead, as he suggests, there i immense
evidence, espocially econometnic evidence, o suggent that, in the presence
of lower levels of sate expropriation, the voluntry redistribution of maserial
goods from those of us who enjoy greater incomes and wealth @ those of us
with lesser incomes and wealth would be greates than in the presence of this
stade coercion. And, therefore, presumably the ‘'mix’ of goods provided
would also be different. Dr Band notes thot (a8 we have boen taugin mone
racently by econometnicians and those m the licld of pubbc Mnance) o the
cateni thal we are mued, we reduce ous predisposition o give 0 our Fellow
man, o that our fellow man s on halance worse offin the presence of mxation
than he would have heen in the absence of such coercion and expropriation.

Moreover, | would suggest {with Dr Band), this has important long ren
consequences, pnong which are:

»  enhanced kovels of tx evasson — whach we have observed:

» increased levels of welfare ‘cheating’ — which we also have
ohserved;

»  mnd (hased on & widespread and pervasive amount of ancodotal
evidence) disenchantment with the state by the poor.

Dr Band, then, turns w whist | think is the central issee regarding the
welfare state. The central issue is not that the wellmre st is inefficient not
that it destroys a "just and caring’ society; not that it destroys altruism and
goodwill between men. Rather it s — aa Dir Band well pots o — thai the staie
is mtrinsically unarchic, and enjoying 8 monopoly of coercian, it noeds o
follow no rules of consistency whatscever. The central problem is nol that
the wellare state is less elficient and that 1o try to make it more efficient is
mere ‘tinkering"; the problem s not the promotion of altruiim. The prihlem
in that of giving o the siate coercive monopoly powers. and then foolishly
expecting it 10 be able o control its monopoly of coercive power.

D Band discusses potential solutions for the problem of the welfsme
state. In dotng so, he (s considerably more sanguing than am | He thinks that,
the very govermomn of the wellare state may well come to realise some of their
errorsof the past; be thinks that the rising efficiency i the delivery of wellare
benefits will hefp lead w an increasingly competitive and voluntary environ-
ment. He has immense faith in the education of our fellow citzens. He
suggests that the key to attacking the welfare stite problem is, ms a first
menswe, the reduction of tixes so thil more wealih will be crealed therehy
and all made beter off. While, in this regard, he is certainly in pood company,
e Milon Friedman, | suggest this is but pan of the problem, The issue i,
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with respect 0 axation, as he seems W noto, thal taxation s ultimate
coorcion.  Merely reducing the amount of coercion simply reduces the
amoun of pain; i does ol make for a moral case for the coercion. Thus [ can
agree fully with Devid Band that, “there is an sbsolutely central and quise
frightening problem with the Wellare state”(p47).

Dr James's paper, like Band's, staris by noting that the poople are
disilhusioned with the wellare siate and Dr Jomes asks "What went wrong™
His major answer is that the welfare stue has been concemned almost
exclusively with endd and not means, so that the very erection of e state has
ot mde people more canag, of altraistic, eic., but rather has merely served
o make them adapt their belaviour, and 0 respond o the ncontives put in
front of them by the staie.

MNow, My fospoliee as an economisd 1 this observation by Dr Jomes, (and
indeas] the similar statement by Dv Band) is that oaly the very naive would
have thought otherwise! OFf course that is what architects of the welfare siate
were — and we rationalists who continue  belicve in and hope for the
perfoctibility of man,

Dr Jumes notes that the people in the welfare stase (a) adapt their
circumstances, 30 58 W qualifly for the benelits of the state (not surprisingly!
and (b) oy W manipulste government 50 a3 10 redistribuse government
benefits o themselves. Both these activites, | submit, are highly predictable:
and it does us no good 0 condemn the beneficianes for responding 1o the
incentives placed i front of them. The goal, rather, is w alier the incentives.

Dr James then goes through what he calls the “citieenship theory of the
wellare state’ lilerature.  This b superb literaiure review. The literuinre,
taken s a whole, says tat *full members of the state have certain reasanable
expectations of the stale which the state should meet w0 b8 1o erare that the
citizen can fulfil his role within the state that, for cxample, the staie cannat
wp the citizena’ altruism, his "higher' values, unless everyone is well fod,
well boused, and so on. That is, the “citizenship theory” says that the sae
must “free” man from coercion, s that be can fulfil his dutics as & “citizen’.
The problem with the argument is that it assumes that other members of the
state have a duty to foed, 1 house, etc, their fellow citizens. This is a heroic
asmmption — thut | kave a duty & feed vou, or vice-versa — and one which,
intrmgically, smacks of coercion. A second difficulty underlying the
citizenship theory s that &t presumes that only the state can free man from
coercion. This s, frankly, a silly assumption, for the state “frees” man via the
‘collactivity” and does so in an inherently cocrcive manner. It is curious o
me that those who would free me from coercion want to use coercion o do
BN

Dt Jamees then goes to what he considers 1o be the weological hean of the
wellare sate; 1o wil, ity sssumplions. Indoing =0, he very imporumtly points
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up something that socialists have bong ignored (and economists have inade-
quasely articulaied): thal one cannol separate, after all, production from
disribution.  Socialists have focused on the distribation of the fruits of the
economic order; but, necessarily, this has imponant implications for the
productive procens snd therefore for the amouns of Fraits which can then be
distributed. Those of us in the economics profession, it must be confessed,
have woefully failed in owr duty 10 make socialists face up w0 this problem.

D:Jmnnn-‘:u.-ﬁuﬂrlnd.hh-ﬂh_bm
vast dnmage 1o the very noton of altraism snd caring — w0 the idea of
voluntary welfare, And he cites, smong other things diminsshing charitable
gifts atiendant 1o fisdng EOVESMMEn AL

Dy James suggests, rather nalvely, | think, that somchow, we can
graatually phase oot the wellare stae; that the governors of the welfare smic
will somehow devolve the welinre decision-making procest on 0 voluniory
action. | would suggest. that state welfane encoumges PeTSORS 10 &1 N A
coercive manner powards thear fellow-citizen and that it is most unhikely that
the governors thereof will give up theirrights of coorcion. Perhaps, however,
this reflects my own view of mankind and his imperfoctibalzry.

In summary, there are two central themes running though the papors.
The first i that, st long last, il appears that citizens huve realised that the
welfare siawe is inefMicient. Both suthors are fairly optimistic that this may
well lend 108 hensened reliance apon the welfare state. | would miber suggest
that, in the Tullness of tme, it might lead 1 more, and yer lurther coertive
tinkering by the architects of the welfsre smte, who afier all kave vested
ingerest therein. 1 see very few burcaucrats jumping indo the private secios,

The second theme running through both papers is thist o the extent we
have a larger welfare suue, we have “crowding out’ of private altruisim; and
both authors scem 1o suggest implicitly tat this leads w0 a kess dosirable
society than most of us would want. The authors conclude, or are at loast
hopeful that, the wellare state will be made increasingty small. Simalarly,
both suthors recognise that, after all, the problem of the welfare wate is not
ane of efficiency: and it is not one of diminishing slsrsism. It s, rther, the

imherently coercive might of the state.
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The American Experience with the
Welfare State

Charles Murray

L. THE GREAT SOCIETY

1 shull begin with a description of whal has bees happening 1o social welfare
policy in the United States, then tarm o my own thoughts showl what it all
means (or te luture.

First, it miust be remembered that the US enderwent a sort ol revolution
roughly twenty years ago. When President John Keanedy came 1o office in
1961, he was presiding over whal was undoubtedly the sorriest excuse for 3
welfnre siaie in the Wesiern world.  As recently as then, the only welfare
measures that the Amercan notional government underwrote were modest
payments 1o the unemployed snd 1o single women with small children 1o
raise, and a soclal security system for the elderly that provided » small
manthly stipend chegque o most (but not all) people over the age of 65. Only
25 years ago, there was no national medical assistance progmm. There was
only a mingscule public housing program, ao food programs worh mention-
ing. no social service programs, no job training programs, so federal role in
education. Furthermore, there was no strong political preasure 10 make major
changes in that syntem. 'When Kennedy was svsssinated toward the end of
1963, the prospect for major legislaive changes in social policy was still

thought 1o be ncar o,

Then Lyndon Johnson came 0 office, a master logisistor who hungered
for political immonality and who was prompily given s huge popular
mandate in the national election along with huge majoritics in both Houses
of Congress. Coenbine that with a reform-minded Supreme Court that, from
the carly 1960s onward, ssued a sequence of decisons with sweeping impact
om gverythang from criminal justice w0 education 10 sexual mornes o elecioral
sysiema, and the result was very much hike a revolation,

I was partially a revolution in monoy. All of the programs | just said the

n



Tim Wiram Stats

US didd not have in 1961 were in place by 1967, and growing rapidly: medical

insursnce for the neady and elderly, large educational subsidics, expanded

ﬁhﬂuﬂ“ﬂﬂn“aﬂ.-ﬁhﬁmﬂ
M.m ﬁmhﬂﬂ m

and their families, as shown in Figare 1. .y

[Taderat Expenditures oo Weifars for the Working-Aged )} 197073

r’{ . 19E5-T0

Figure 1

As you can sec, the slope shifts sharply upward in the last half of the
19608 and then continued 1o stecpen through the mid 1970s, wntil inflation
ate i the purchasing power of budgets (which in nominal terma continued
1o increane until the Reagan Administration sook office).

But the money was the least of the changes that made up the revolution
Wht really happened daring a concentrated period of time, roughly 196347,
was thil the elise wisdom shout poverty underwent o transformation. 10 was
mhhhhﬂﬂhpﬁnﬂuﬂtﬂuumﬂm
support than formerly, but that the promises — the *
premises — shified in the minds of the poople who were instrumendal in
mutking policy.

Ruce relations. Before 1963, the consensus elite wisdom held that
justece for American hlacks by in moving toward a colour-blind society, 1o
nsaurn equal opportunity. By the end of 1967, the consensus elite wisdom
hield that justice for Americen blacks Ly in preferennal resment for blacks,
0 nesare equal cuicomes,
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Poverty, Belore 1963, it was tken for granied that the American
cCOnOMIC systom was @ success; that anyone who was willing 1o work could
make & decont living. Poverty was seen s something confined 10 8 few
isolated pockets of American society such as migrant workers and Appala-
cheian farmers. By the end of 1967, it was tken for pranted that the LIS was
a nation with a buge number of people trapped in poverty.

The role of o job. Before 196, it was waken for grantsd that if you had
a job, you didn"t get welfare benefits of any sorw. 1 the job didnt pay enough,
it was up 1o you o get yoursell a beter one. 1f you had so many children thal
your pay chegue wouldn't streich s for 8 you wished, that was your
protilem, sot society s noone had forced you 1o have so many children. By
the end of 1967, it was wken for granted thal of course people with jobs —
the newly discovered “working poor” — should get benefim if their family
income fell below an acceptable level

Bt these are all specifics. The overmrching change was thiz  Hefore
1967, American social welfare policy was grounded in the savompion thal
the American economic and socwl gystems wene benign and self -comectmg.
By the ond of 1967, policy was suffused by the sssumption that these vyslems
were doeply [awed and weaded so perpetuaie evils. The new assumption was
that the system is o blame. Along wath that new sssumption necessarily went
another assumption: [ndivicual people are mof 1o blame. 11 youngster skips
school and doesn't study, it is because of an inept or imensitive school
system. If poor people commit crimes, it is bocause of thelr deprived
environment. If a young woman hos & baby withoot benefit of o hashand, it
is because of the prevailing social and sexual mores. If people are poor, i 18
bocsuse of Bn enjust sconomic pystem that fuils o disoriboe wealth fuirly.

And s, armed nol just with money but more importantly with a new set
of premiscs aboul how poople work and how the workd works, the US
undenook its War on Poverty and set out 10 build the Great Society. But over
a period of years, as the programs continoed 1o expand during the 1970w, the
realisation gradually spread that thingy were geuing worse, not beter, for
bilacks and poor people. 1t was seldom put in jus that way. Bal fow could
aviid recognising that the inner cilies were mare violent and ravaged than
ever before. Drug use was endemic. Unemployment in poor commumitics
stood s preposterously high kevels — 40 and 50 per cont for black ioenagers,
for example. High schools in poor communities were giving diplomas ©
students who were still functionally illiiersie. In fact, salysed closely, it
bocame apparent thal something had gone very badly wrong.

A Tew examples will illustrale the general point. | begin with the trond
for the central target of the War on Poverty, poverty itself. In the early |96,
n insk force within the American Depanment of Health, Education, and
Wellnre created a “poverty indea”, supposedly representing the amount of
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money (adjusied for family see) needed w live a8 modest bul decent
cxistence. The precise dollar amount represented by & poverty index is, of
course, arbatrary. but it provides us with a uselul measure for analysing trends
over ime. The propanion of Americans below the poverty line from 1950
o 1985 is shown in Figore 2.

Figure 2

The startling reality is thas improvemecnt wits MOpJNng. not starting, as
the reforms were implemented  Poverty did fall during the five Johnson
yean, from |8 per cent of te population in 1964 w0 13 per cont in 1968, But
the rest of twe graph reveals the fallacy of linking the reforms with the
smprovement. Inthe first place. an suggested by the eadicr figare, the reforms
had limised budgets during the Johnson sdministracon. They were onders of
mugnstude larger duning the 1970s. Secoadly, the declines in poverty prior
L0 1968 wero substantal — from 30 per cent of the population in 1950 m the
18 per cent of Johnson's {ing year. Esseniially, the Johason adminisiration,
operating with the advantage of & hoom economy, sccounted for its *(uir
share’, buit little more, of the progress agains poverty during 195068, Then
reductions in poverty slowed and halted, reaching botiom i 1971,

The must obvious candidate explanation is that the econoemy turmed sour
inthe 1970s. But, 1o sammarise e xiensive anolyses that have been condocted
on ilsis point, that explanatson is unssidaciory, The very relationship of te
poverty namnben: 1o sconomic growth changed. For example, from 1950
through 1968, an increase in 8 percentage point of GNP was associated with
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& dropof 01,34 percentage poanis in the poverty rate; from 1560 through 1985,
the same increase in GNP was associaied with a reduction oaly half as large
{0.17 percentage pomnts) i the poverty mie. In other words, whal was
happening 10 the poverty rale had become largely disconnected with eco-
nomic growth.

II. WHAT WENT WRONGT
When one explores why this tem of events has occmrmd, 8 varety of

*voluntary enemployment’ among young males . Both of these effectively
ensured that the poverty statistics would pet worse — even though mone
money wis being poured inlo transfers, i failed 1o koop pace with the
increasing number of aduls who depended on such income 10 sustadn them.

In interpreting the statistics on these indicators, my teesis is that the US
has not been witnessing a change in the behavionr of the genoral population
but instead a profound change in the behsviour of people growing up in low-
incone familics. In my own work 1 have esed staleics

L
bt
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comparing blacks with whites 1o make this case, using "black” as a stand-in
for *bow-incoeve” and white as a stund-in for the middle-income mnd alloent
classes. | should mote thal 1o the extent my thesis is right this rough
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comparison softens the evidence, because the black “lowerclass’ rendline
is conaminged by many middie-clasy blacks and the white trondline is
contaminated by many lower<lass whimse MNonetheless, the contrasss
remain striking. 1 will give just (wo examples among many.

In the case of children bom o single women, the rends are shown in
Figure 3. From 1950 1o 1965, the changes in the proportion of children
whe are bom W single mothers were comparatively minor — from 2 10 4
per cent for whites, from 18 w0 26 per cent for blacks. In the neat 20 yearn, the
proportion of black children bom W single mothers ballooned from 26 per
cent to 60 per cent, while the white rate increased from 4w 14 percent. When
such figures are broken oul for poor communitios, the picture bs still worse:
i Harlem, for example, more than 50 per cent of all black children are now
barn o sing ke women. In poor white communities, the igure is up 1o 8 quarter
of all birds, roughly the level of blacks s of the mid-1960s. Meanwhile, in
middie-class comnmunities, the proportion of children boen 1o single women
remuns small, usaally under 10 per cent and often il lower. From mgple-
mentry work [ have done, it appears that if the Lines in Figure 3 could be
divided into “middie-class’ and ‘lower-clas’, the middle-class trendline
would be nearly flar

Nexi, consider lnbour force panicipation among young males. Labour
force participation as | am using the tern means that 4 person is elther
employed or unomployed but looking for work. See Figure 4.
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The shift is sriking. In the 1950s, as agricultural jobs in the South
dismppeared, the labour force participation of voung black males nonethe lews
remained substantially higher than for young white malkes.  Then in the
1960s, the propomion of young while males in the labour market stabilisad,
while the black rate continoed w drog. Tnthe 19T, the white rate increased
substantially, while the black mie continued 10 drop. By the carly 1980s
barely more than half of young black males wem in the labour force,
compared with three-quarters of whiles.

| have discussed elsewhere a vanety of explanagions for this phenome-
non:  that while babyy -boomers drove young blacks out of the labour force,
thait blacks bocame discouraged from locking for jobs, that the blacks who
dropped out had begun going o university instead, and o forth, None of
them work. For whatever reasons, large numbers of young blacks simply
dropped out of the labowr force. More specifically, blacks opted out of the
low-skill job market. From 1965 1w 1980, the number of blacks holding low-
skill jobs dropped by 117 000, during a pericd when American ecopomy
created a net of 4.8 mullion new low-skill jobs and black unemployment was
sbeadily risiig.

| could cite other cxamples in employment, education, snd crime rtes,
and even health, but the thesis should be clear: The mvoiution in social
wellaro policy in the United States was sccompanied by a varicty of social
irends that had profoundty unhappy consequoncts for the vory poophes thai the
policies were intended 1o help. Inmy view, the relationship was causal. In
efficct, as | argued the case in a book called Losing Grownd, the new policies
changed the rules of the game for poor people and capecially for poor young
people. The effect of the new rubes wis to make it profitabie for the poor o
behave in the shor term in ways thal were destructive in the long 1erm. We
made it economically possibie to have a baby without o (ather, possible 1o get
4 high school diploma without studying, possible o get along without o job,
posaible o commiil crimes and sulfer no mmediae conscgoences. In te
long term, all of these behavionrs still had disastrous consequences:  that
didn'y change. Bul wo masked those long-term consequences by sollening
It short-term consequences, and theroby subsafised iretrievabic mistakes.

M. THE CHANGING DERATE

This interprecation has heen pubject 10 a ficroe debaie in the US, but over the
last half-dowen years that debase has changed significandy. | no longer have
to defend a variety of things I used o have 0 defend. Let me give you an
cxample. In the late 1970w, the Carter administration tried o organise s
White House conference on ‘the family." 1t failed — the conference actually
had 10 be cancelled — hocause the Democrtic Party, the leading political

K i)



T Werrase STaTy

pauty i the US, was snwilling w offend powerful constiteencics by sying
out lood that the bushand-wife family 5 2 more functional social nstittion
than a uingle-parent family. I, ien years ago, | had prescnted the lshoar force
participation trends 0 a college sudience, | can guarantes the response: |
would have been hissed, for obviously [ would have bocn an evil man for
suggesting thut blacks ought 1o ke ‘demcaning’, “dead-enad” jobs,

Mind you, | can stll get hinsed by any number of college sudiences. But
more and mare commaonly in the US, it is recognised that it s important 1o
a comemainaty that the two-parent family predominaie, for reasons having
nothing 10 do with absiract morality. It is simply a fact that when a acher
confronts s classroom in which perhaps fowr out of five children have grown
up wichout fathers, that tcacher is going to have s hard dme eaching. In such
3 community, young males will behave in destructive ways, for their mole
miodels are nol men carming a living and supporting their farmilies but e most
successiul local pinp or hustler. In that coemunity, young women will stifl
aspire (0 have babies, a8 young women do everywhere, but they will not
expect bodo s0 within marmage — hardly snyone in their ken does. alier all.
Uniike a few years ago, such observations about communitics with predoeni-
nuntly single-parent families are now intellectually reapectable.

Simitlarly. it is mow fairly casy in the US 1o say thai it is a good thing for
poople 0 work ot joba, even if those jobs are “demeaning’ or “desd-cnd.’
Thers is & growing agreement that for a young adubt 1o be idle, hanging out
on srect comers, is nod just bad for the GNF but bad as well for that young
adull. That way does nol lie & fulfilling fife.

Funhermore, there is now broad agreement, unlike a few years ago, that
there is such @ thing as an “underclass” in American socicty, numbering
several million people; an “undercless” of people who are behaviag in ways
that ensare they will never participate in mainsiream American society 6o
maner how much welfare they are given or even if they ame given a job.

IV. THE FALSE PROMISE OF WORKFARE

All ihese changes in the Amesican debate are for the good. Bul, speaking s
& peracst who has mied o promote such changes, T am a linhe dismayed by the
way the newly revised elite wisdom is heing wanslated into policy. In the
American Congress, for example, we are now hearing enthusiasm for o now
wave of solutions. 'What Americans call 'workfare’ is suddenly fashionable
— ‘worklare’ meaning programs tat require welfare recipients o take o
public service job wo qualily for their henelits. 'We are iold that we ought 1o
have Bew laws 1o force men W sapport the children they Lather, giving (for
exumple) government the right o deduct child support paymenes directly
from pay chegues.

™
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1.am not sure this represcnts progress. For most of my carcer, [ made mry
living evahumting the results of social programs.  Putting on that hat for a
mamead, | am willing o predict what will happen. A fow carly successea will
be publicised o the television news programs. Then the maore careful
evaluations will start coming in, and it will tum ou that the early saccewses
were snocdotl and illusory, The next sep inthe cycle will be i examine the
reanons for lack of socoess. The evaluaors will rownd up the uaual suspocts:
imadequate funding, untrained staff, problems with supervision, design
Mows. Bul as atempts are made (o solve these probloma, it will become
increasingly cloar that the problems are not idiosyncratic, ba buii-in. There
is no such thing s the ermor-froe implementation that will finally vindicae
the progranm concept.

Worse yet, we will find once again that whit we want and what we get
firom social programs will i out (o be mirmor images. " What we want' with
workfare and the rest of the new solutions s o bring people back into the
mainstream of American society. 'We want them w become productive,
independent citirens. “What we get’ will be a new garne that we have setup
fir poor people. With workfisre, the prize is a benefit. The stase sayx, “To get
this prize, you have i do some work unless you ame exempt because of
conditions A, B, or C." 1fhe (or she) [adls, and ends up having o do that work,
he s double stigmatised. The middle-class folks drive by as he mikes leaves
foor the city and are pleased that o last some of those welfare ioalers have 1o
do a linle work. His friends from his neighbourhood drive by and laugh at
him for having so linde savvy that he can't evade the work requirement, 5o
little self-respect that he bets himself be forced 1w comply. Or consider the
ambitions for strict child support laws. The child suppont lows heing
contemplated do not demand that the man support his child no mater what
or face criminal penalties. Rather, the man will have 1o suppon bis child
unlesz be is unable to do 50 — which constitutes & looming incontive for the
man (o be visibly unemployed st strategic moments and 10 keep his visible
carnmgs below the mindmum &1 by the program.

T suiggesting that we are aboul W prove Santayans s dicoum thal thoss
who forget history are condemmed 10 repeat it Ag in past programs, the
governmer will 821 op & g that anyodnes with o lidie mmaginaion and pride
can beat. We will not socialise poople int the world of work. We will
socialise them into the world of the scam and the con.

More generally, the currenl proposals for reform miss the point. They
sulTer from the same hubeis of [he reflormens of tee 19604, vastly overestimat-
ing the power of governments 1o micro-manage haman responaes. One mast
constanily wonder st the naivest of the planner's mentality, whether the
planner s pn American rying 10 use government 1o change the incentives of
wellare mothers of 8 Soviet trying to0 manipalase the behaviour of Likrainian
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farmars. Wellare mothers snd Ukramian [ermers alike have a wondency w
respoed 1o reality, not i the scenano envissoned in the planning document,
and the two are virtmlly never the same The overriding fact is tha working
AiFhowrs a week ol low-wage menial job is not something that a young person
weill choxose 10 do unless there is & good reason for il A young woman who
wnts a haby will not refrain from having a babry unless there i a good reason
for redraining. And the ' good reason” wltimately must be grovnded in the real
consoquences of such behaviours. 1 would argoc that the US got into its
present mess bocwuse in the 1960s it roally did massively alier the conse-
quences, and thereby removed the natural sanctions that historically have
ensured that young people are prepared (0 work and that children are bormn
within the framework of marriage. Behaviour changed accardingly, The
jpresend reforma leave the reality established in the 19608 essentially

changed, and 1 predict that, sccordingly, behavioos will change very linle.

Furthermore, the current wave of reforms ignores what | believe o be
anarther lesson that has been thoroughly documented by the hundreds of
social experiments and demonstration progrsms conducted over the st two
decades: For many of the problems we lament, we donot have it within our
technology w do certain kinds of good. When a child comes 1o kindergasien
never having heard the alphabet recited nor having seen a book, snetimes
mol even knowing the named of colours, we do not know how
for the delicis in simulagion thai the five- year-old already suffers from. We
lizerally do not kivow how 1o change the values and behaviour of lage
numbers of people who have grown 1o adolescence with sociopathic valoes
or no values ol all,

Mome of this is visibly dimming the enthustasm of the reformers, whether
they be conscrvative of iberal — L have a sense of déjd va about the opumism
| olwerve, so reminiscent of the carly days of Johnson's War on Poverty.
“This time’. | hear people saying, “we have figured out how © do i right.’
What will happen when the optimism is dashed? Who will be blumed? Will
the program designers finally decide they are up against some hasic con-
straints on stae inkerventions T Or will they persevere with another wave of
bdeas T

My best guems b5 that the US will continue 10 wilernie & contimuing
underclessol roughly the size that exists now. 17| may be cynical — and there
is wwme reason for cyniciom — the imporant thing about social welfare
pobcy is mol that it helps the poor, but that it makes the people who suppornt
the sysizm feel good. In perticular, the politicians and policy analysts who
talk about social welfare policy seem able to wlerate any increase in actual
suflering as long us the system i plice is supposed o be dealing with iL So
people will keep saying that we must do better, and kecp coming up with
minor refoms that don 'L sccomplish much. For 20th-century Americans, the
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anderclass and government social workers play much the same mbe thal the
heathens and the missionmried ployved for | b-century Amencas: BCEOrS in
& morality play 10 be wached as distant spectalors.

VY. SOME REFLECTIONS

Let me close with & few thoughts abost how | woold dimect the fature debate
about social welfare policy. if [ conld. (And I'm rying.)

It secms 1o me that the Amenican expenence of the last hall-century and
more specifically of the kst two decades musi mouse i any thoughtfil
observer this question: 'What conatitutes “success” in social welfare policy?

For many years — cenainly during my own training during the 1960
and carly 19708 — sockal science (acultics in our universitics assumed a
substratiem of ruths abowt why cenain policies were good or had things, and
pobicy munlyss did not have &0 think very hand about why the oucomes we
analysed were good or bad. We knew. Fighting poverty had 10 b good.
Fighting racism had w0 be good. Fighting inequality had 10 be good. What
other way of looking &l good and bad might there beT And what other way
of measuring progress might thene be exoept 0 measune poverty, crime mies,
school enrolment, uncmployment? )

The trends | descnbed earlier i this @ik demonstraie how oroubling ihas
mssumption has become, Fighting poverty is good, yes. Bui if the amount of
maney being given o poor people increases while the propartion of children
barm 10 single women also increases, how arc those (wo weolors 10 be
combined so that we know whether, in the aggregate, we are hesded foreard
or backward? Fighting racial discrimination is good, yes. But if the laws
ngainst discrimination in housing are made ever mare stringent and actual
segregation in houking increases, what are we 0 make of it? How are we o
decide what course © navigae in the futare?

Under!ying these questions are othery that ask not just how we are 10 sdd
up conllicting indicators but rather the more ancien] question, What's the
point? What is the point of food smmps, anywayT What are they for?
Suppose that we passed out food so frecly that no young man ever had w0
wory sbout whether a child thal he causes w be concesved will be led. Would
that really be a bener world for children o be bom into? O let us take food
wril large: Suppose thal we made all material goods so froely svailable that
parenis coubd not cver again ke astisfaction from the accomplishmend of
fooding, shelering, and clothing their children. 'Would that really be a better
world in which i be a parent?

1 am edging woward a large and inumidating question, what are the
sources of humzn happiness? How i it that we may armive atoorold age, look
bk, and be aticlied with the human beings we have been? Let me ask you,
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reader, 1o consades thes peoposition: As soon as we begin o think shout social
policy from this point of view, the answers begin 1o look somewhat different
and 5o do the pobicy optaons and priorities. As & way of leaving you with, if
not answers, at least a different question, let me aak you o join with me in 8
thewgght expeniment.

kmagine that you arc the parent of a small child, and in some wiry you mre
abic o know that tomorrow you and your spouse will die and your chibd will
be made an orphan. You do not have the option of sending the child 1o live
with  friend of relative. Y ou must choose among other and far- from-perfect
chosces. Your first choice is o place your child with an extremely poor
couple by the olficial definition of ‘poor’: which i to sy, poverty that is
momserod exclusively in money. This couple has 50 linle money that your
chikt will be hadly clothed and will sometimes gohungry. But you also know
that the parcnis work hard, will make sure your child goes 1o school and
stuhies, und will ieach your child that integrity and respoasibility are primary
valum, Your sliernative choice is 1o place your child with parents who have
never worked, who will be incapable of overseeing your child's education,
who think that iniegrity and responsibilicy are meaningless words — bt who
teave plenty of food and good clothes, provided by others. Which couple do
you choose T

The answes s obvious 1 me, But if you wo ane smong those who choose
the first coaple, stop and consider what the answer means. This is your own
child you are talking aboul, whom you would never let go hungry even
foeding him meant going hungry yoursell. And yei you are poing o choos:
for thal same child years of privation. Why? What s the good one bs trying
o achieve? What is the criverion of success?

Onc may attach a variety of descripiors 1o the answer. Perhaps you want
the child © become a reflective, respoaible adult. To value honesty and
kntegrity. To be able 0 identify sources of lasting satisfaction, Whatever
words you choose, in one way or another you will be alTirming that, most of
all, you aspire that your child become a self -determining, meonomous sdull,
reaching his decisions on the basis of sound valuc, realiving whatever his
latond capacitics may be.

You will be glad 1o learn that, by all the evidence that contemporary
pyychology has sccumulated on such questions, this ancient asperation of
parcnts for their children is empincally sound. It seems thal human beings
indeed noed 10 be sif-determining, accountable, and sbsorbed in pushing
thestisel ves o the edge of their capacities in order W achieve satisfying lives,
every bit as moch as they need food and sheler. But you didn't really need
o he wnkd that, did youT We know it o be troe for ourselves and our children.

The crucial question that must decisively affect policy is whether it i
posibile o make people feel s if they are self determining, accoundable, and
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realising their capacities when they are not Recent social welfare policy in
the US has been designed ns i i1 were enough 10 get people to “feel m il”,
dexigned seemingly on the mesumption that there can be challeage without
risk, accountability withou judgment, scli-determinaion without the as-
sumption that people possess both the freedom mnd the responsbility o make
choices. | suggest that this isan error, that smoke and mirmon don 'L work, tal
these fundamenial wellsprings of haman satasfaction must rest on realiry.

Itis extremely unlikely that any of as will ever have w0 make 8 choice for
our own children anything like the one in the thought experiment. But it hears
thinking shout 1f the choice about where one would pot one's own child is
as clear 10 you a4 it is 1o me, on what grounds does one justify support of
sysiem that, indirecily but withowt doubt, makes the other choice for other
chikdren? The answer that “What we would really like 15 8 workd where that
choice is not forced upon us” is o answer, 'We in the LS tried oo have it that
way. We failed. Everything we know aboul why we failed tedls uws that more
of the wame will not make the dilemms go away.

S0 | am saying 0 my own countrymen: Let us by all mean have a
society thal 1s compassionate snd tries 1o do good. But let us also think much
harder about what 'compassion”’ and "doing good” mean, And if we canmot
expect 10 revolutionise policy , ket us of least be intellectunlly bonest and sop
the double standard, stop applasding curselves for doing umo others i the
name of compatsion what we would ot do 10 ourselves of 1o those we love.

Mibliographic Note

T maaiirsisd i i pipser 1 draem frimm Chsardes Warras, Lasingg (srasnd: 4 merican
Social Pulicy 19501980 (Basic Books, New Tork, 1984) and thres submeguent
articler by Charles Misrray dlscusing the debate over Laving Ground:  "Are the
Poor Really “Lasing Grownd™ 1 Palitical Science (uartariy (Fail, 1080 ); ‘Lasing
Ground Twe Yeurs Later', Cate Journal [Summar, [B86), and ‘No, Welfare fin't
Really the Problem,” The Publle [nisrest (Swmmer, [0868) Fall citations for the
guantistive maerial o1 1his paper are givens in those sowrces. All it im the gragha
e faken froem afficial figurer published by the United Siater Goveramend (n the
awmual Sontiticnl Abatracr af the U5 and supp brmentry sodsmear.
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Reform of Social Security 1984-88

Afer Mrs Thaacher's landslide election victory of May 1983 — a victory
even larger than her landalide of June 1987 — Minisiers decided that a lop
priority for their second tenm was the reform of social security. They knew
that it coukd mot be & secrel project so three poblic review leama were set up
— loaking at benefits for children and young people, housing bonefits, and
spplementary benefit.  In addition, an earlier enquiry ino provision for
refirement was brought within e roview process.

My tak, as the member of the Prime Minkster's Policy Unit inside No.
10 Downing Stroct specialising in social policy, was W assist Norman Fowler
(the Social Services Secretary from 1981 until June 1987), keep the Prime
Minkster in touch with developments, and briel her for all the main ministerial
mestings on the social security reform which | atended.

The review proposals were published in g Croen Paper in the sumimer
of 1985; final decisions were announced in a White Paper in Jnmmary 1986,
Legislation passed through both Hooses and was cnacied in the autumn of
1986, The main changes in the system of social security wese implemented
in April 1988,

Our social security system in Britzin cost (in 1987) in ol sboat £45
hillion. Benefias fall ino tiree makn categones:

1. 24 billion of coninbmory benelis paid om of e
Mational Insurance Fund, These are paid 1o everyone in
o paruicular calegary with the necessary contributions
record. The main contribuiory benefin is the retisement
ponsion whach goes w0 approtimately 11 million people
ot o cost of about £18 billion per year, Unemployment
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benefit goes 10 shout one million of our theee million
unemiployed al 3 cost of about £2 billion.

2 About £12 billion of means-esied non-contribatory
benefits. Supplementary Benefits, the ultimae mafety
net, goes to showt 6 millon people ata cost of showt £7 5
hillion, Howsing Benefit, which pays rents and local
authority mies, goes 0 7 million people m & cost of
wroamd £5 billaon.

1. A pniversal non-contributory benefit — Child Benefie.
Thus s the makn result of the consemss for B cradits b5
hﬁhﬂlﬂﬁﬂhﬁdﬂﬁl 1978, hisa
coenbination of the former Chald Tax Allowsice and the
modest Family Allowance benefie. It gives £7,25 per
week for 12 million children — a wotal cost of phout £4.5
hillion.

The remaining expendimre gocs largely on benefies for the disabled und on
nddmindsration,

The review contains importont kessons for any thinker, palicy adviser, or

politician (not mutually exclusive calegories), confronting the complex post -
war wellmre sysem.

Cost

It wan a brwve atieenpi (o reform and restrocture the system and al the same
time save maney. Normally, redistributive reform of social security ends up
costing money because it is casier w implement proposals o give more
benefit than take it sway. Butthe Fowler review will save somcthing between
half and one billion pounds in the mediam term. Indeed, for some the main
obpctive of the whole exercise wat 0 sve moncy. Many Conservadive
Ministers instinctively think of cost as the main problem with social secarity.
Tvall goes back 1o oar days of endemic economic crisis. After its clection in
197, members of our Conservative govemment sounded, above all, like
hank managers telling s tiresome borrower that he had been living beyond his
means for oo long.

Cont is admitedly not & bad argument. Public expendstare s too high
We do spend too much on social security. But cost bs not good enough on it
own. For s sart, we no longer have the sense of chronic economic crisis in
Braain froum which we suffered during the 1970s. The British economy has
now heen growing ot about 3 per cent a year since 1981, People doa’t even
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feel particularky heavily waad any longer. We could allford o carry on with
existing wansfer payments. They are, of course, only transfer payments —
they do not directly consume goods and services, though they may indirecily
cost us goods and services hocase of, for example, damage that they do w
the labour market

B there s a more fundamental olyjecton 1o the cont argument: il makes
social secunity sound like champagne — a nice thing if only we could afford
it. But bow nice is K7 Which bits of it are nice? 1s it really & nice thing st
alI7 We must not forget that insight which Charles Marmay has powerfully
brooghi hack before us: *We used 1o saffer from social evils; now we suffer
from the remoadies fior them.

Reforing (a6 the Fowler Review

The review wan nodhing il nod ambitious — Mormen Fowler referred io il as
the biggen review of socisl security since Beveridge. 1t does nit quite score
7.5 on the Richier scale of social policy sarthquakes, bt nevertheless some
big changos were pushed (hrough, notably:

= A big reduction in the State Earnings-Relsted Pension
scheme [(SERPS), the contributory second fop-up state
pension ==t up 6 1978 and matering afier 1998,

+  The slignment in one means iesi of Sepplementary Beone-
fit, Housing Benefit and Family Income supplement.

*  The restructuring of Supplementary Benefit (renamed
" icoime suppoan ) &0 88 0 get nd of addinonal snd single
payments, replacing them ingesd with ficed, regiloe premis
going o particular calegories of beneficiaries — the
dizabled, families, old people, eic.

«  Taking sround 1| million houschodds outof Housing Benefio
by catablishing the principle that no longer should any-
body get 100 per cent relicf of the cost of their local
suthority rates met diroctly through housing benefit, this
imporant principle o part of the govermment” s acmp 1o
revive local demacracy.

*  Reconstruction and expansion of Lamily income supple-

ment o form & new family crodit w help poople m bow-
paid work. The original idea had been 1o pay the cradil
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through the tax system — along the lines of the Amencan
Eamed Income Tha Credit — but this proposal was
rejected in the House of Lords.

That is quite o reasonsble package of changes. It i not the parpose of
this paper to go ko them in great detadl. Bt they provide the basis for some
wider reflections on the reform of social security. | will begin by sewing out
the problems we encountered from our Sochalist and from oar Conservative
critics.

Criticism on the Left: Poverty Entrepreneurs

There are bots of right-wing tax experts, or economists, or foroign policy
mdvisers: but social security policy has langely been captoned by the lefiL
Hayek describes the phenomenon beautifally in The Comninutbon of Liberry
(Routledge, London 1960, pp.290-1)

I is not only the lay members of the general public,
however, tn whom the intricacies of social secaricy are largely
a mysiery. The ardinary economist or sociologist or lawyer is
today nearty as ignorant of the details of that complex and ever
changing system. As o result, the expert has come (0 dominme
in this ficld as in others.

The new kind of capert, whom we also find in soch Gelds
as labour, agriculiore, housing, and educatsn, s an cxpert ina
panticular instiutional sctop. The organtrations we have
created in these Ticlds have grown so comples that it mkes mone
or lexs e whole of & person’s time 0 maner them. The
inatistional expert is nol necessarily o person who knows all
thait is peeded to eoable him to judge the value of the institution,
but frequently he is the only one who understands its organizy-
tiom Mully and who therefore is indispensable. The reasons why
he s become interesied in and approves of the particular
instimpion have often lnte w do with any expen qualificston,
But, almost invariahly, this new kind of expert has one distin-
puishing characierintic: he is onhesitmingly in favour of the
institutions on which he ks expert. This is nol so merely becaise
only one who approves of the sims of the mstiiuton will have
the interest and the patience W maser the detmils, bl even mode
becanse such an elfon would hardly be worth the while of
anybody clee: the views of anybody who is not prepared 10
accepd the principles of the caisting mstiathons are not likely

G0
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wi e ke serioinly snd will carry no weigha i the dascusions
determining current policy...

This is indsed one of the factors which wed 10 make so
many cohtemporary developments self-accelemting... Omce
the apparatus is established, its future development will be
shapod by what those who have chosen 10 serve i regard as its
needd. ..

These socind security exporia can also be regarded, of course, & socisl

socurily endepreneurs. I inan advanced capimlist society it is possibile wscll
stones i pets and icrosals of London akr, how much easierio markst the idea

that we shoald do more for one-paront (amiliea. Social policy experts have
& true enireprencnr’s capmciry (o identily — indoed, create — hitheno unmet
necds. Hence one of their proudest achiovements in the West in the carly
196i0s was the redisoovery (some might say the relmvention) of poverty, The
restlessness of the contemporry social conscience can only be sustainaed by
experts wha ilenti [y new ways iy which i can fimd capression, Forthem, any
review of social security should be simply a matier of exiending social
security o meet new needs which had not been properly recogndsed before,
50 we e wold that while the position of old people might be improving, mone
noods 10 be done for the one-parent family, or the long-torm unemployed.
And, or course, thesr demands are noo-commensurable —as Hayek argues
on social ustice. 15 you aitend a meeting of pressure groups snd social policy
experts, ench will argue e couse of o paricalar client population with no
niiempd o set prioriges or calculate the overall burden on ihe laxpayer. So
when Minisiers embarked on their review of social secarily they knew thal
they were unlikely 1o have many allica among the experts and the presare
Eroups.

Criticisms on the Right: NIT ar Nothing

But equally, we encountered a lot of opposiion from people on the right —
bacause the only wellare relorm that they could imagine wa o wa credil o
mogative moome o scheme. This has, alter all, sthority ia the canonical
teats — Milion Friedman®s Free o Choote, for example. 1t rests on a simple
principie: that the only purpose of tansfers is w0 help e poor — &
saperficially obvious principle wiich | have come incressingly 1o doobt. It
offers the apparent prospact of echaocratic efliciency: o straightforwand
mecana en operaicd through the income wa syasm instesd of the miah -ouh
of comributory and means-iested benefits which most Wesiemn countries
possess.  This in tum is supposed 1 offer muach betier lnbour markeq
incentiver, which will reduce anemployment,
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Many advocaies of & negative income tan speak with the seme passion
and commitment w0 modernity and efficiency as o post-war social planner
tearing down all those crooked Victorion alleys w replace them with
gleaming new skyscrupers.  For them, sny reform that did not deliver a
negative income i was 0o reform sl all; merely o fecble compromise
favouring the stntus quo. S50 some of our potential allies have not kad moch
I sy for the recent reviews. As they did not bring a negative income t or
integrate tux and social secarity, they must be paltry,

But there are fundamental flaws in the negutive income tax proposal.
One of the oriticiems levelled by sdvocates of the negative income tam i that
some peaple are caught in a poverty wap, whereby for every pound eatra they
eamn gross they Jose a pound through aation snd through benelit with-
drawal Solotsof schemes are peddled whereby benefits ane withdrawn more
proily ms one goes wp the income scale. Not all these proposals s
necessarily wrong: indeed the new Family Credit is 2 model example. Bat
if you hold the starting point of benselis constant and replace the sharp 100
per cent rute of withdrewal with a gentler gradient, then many more people
are brought into the benefit rystem and even if their net income rises, thoir
murginal rales of tin and benefit withdrawal incrosses as well. This can have
very senous labour supply offects in prociscly that part of the camings
spectum whore people are concentrmed. The famous Scattle and Denver
Income Mamismance Expenments — o powerfully sincked by Charles
Murrsy in his book Losing Growad — give clear cmpincal confirmation of
these thearetical effocts. OF coarse, the pesition is beter if the
on the vertical axis is brought down and the sarung-rate of benefit is lower
rﬂnh‘tﬂlwmmuﬂﬁ—mhhﬂrﬂﬁ

Also, negntive income @aa schemen rest on the view that the care for
poventy is w op up people’s income.  There s no neerest in all the mcky
problems — which Charles Murray addresses — of the valoes by which the
pocr peaple live and the perverse incentives which large-scale income
transfers creme.

Maoreover, it is essentially lechnocrutic device, It reflects a deeper
failure by most neo-clastical economists and right-wing thinkers who look
beyond the means of delivering social security, and mstead congider the ends.
Alter all, social security isultimaiely about redistribution — between income
[proups, between penerations, berween diflerent sages of our own life cycle.

But much more effort seems w0 go o designing new social security
policy instruments — like negative income 1ax — than identifying “beurs”
distributional outcomes. Do we want 1o soe the incomes of permiconers rise
relative 10 those of one-parent Iamilies? That is a real question, but notl one
we are wiell cquipped 1o answer, Privatiung an industry affect the workers

n
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in it, but mast people gain by improved service or getting shares at a good
price. But even quite modest changes in social security can leave millions of
people worse off. And whilst savings can then be ploughed back in tax cuts,
the people who lose the social security will not necessarily be those who gain
from the tax cuts. 1t ks like the mory of the cconomist come 1o advise the
government of & Thind World country, The President asked him what
policies they should implement. The economist paused, and then said he
could not answer tha question wniil the President formualated his social
welfare fonction. People on the right are wary of such distributional
questions becaiiss we do oot like the thought of gowamments petting
trvolved in them. ¥ our income should be determined by your owm e [fort, snd
the accidents of chance, not by governmental inervention. But as a resull,
we either keave the field or end up with hall-truths Like “arget help on the
poc’,

Trade-olls

A wonn &5 onee ries 10 reform e social sscunity system in accordance with
Conservative principles, one flinds that the distribution of social security does
not rest upon any one princple: it i a sot of elsborate trmde-offs.

First, we are supposad to trget help on the poor but &t $e same time W
alleviate the effecy of the poverty trap. The poverty trap is the resul of
succesxful targetting. Anythung which esses the wap will come & pendasmbem
of beneficiaries around the core targel group. Ome of the arguments for
Britain's only main sniversal non-contribatory benefit — chld benefit — is
precisely that it helps families without a poverty trap problem,

Then, do we want a simple sysiem ordo we wanl 1o helpte ‘deserving”
poar? The 19uth-century Englush squire and ¢lergyman wero shie s their own
discretion 10 help the deserving poor whilst giving shont shrift 1o the
undeserving poor. 1t is very dilficult for a social secarity system which is
supposed 10 opermie along pure Weberian burcaucratic and legal principles
0 captore subtle distinctions between the deserving and e undescrving
poor. We try 1o caich it with more and miore elaborate regulations but it
always cludes us. We all can think of the wrong poople who are heiped, and
the deserving who are not 1t is a source of the permanent dissstisfaction
driving the poverty entreprencurs | described earbier. Lot me give you an
example of the son of pressures thal Minisiers face. Some Brisish cllizens an
members of the Terriwrial Army — a voluniary reserve force to back up the
professional srmy intmes of crisia. Some of theirmembers are unemployed,
or nol earning money for other reasona. Should their benefit not be cut by
the expenses which they are paid when they are on manoesvres with the
Temitorials? The Ministry of Defence says mo. The DHSS says yes. A
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special disregred of income for Terrtorials s precisely the son of individusl
concesmion which, multipliad by a thousand tmes, cresics & baresocratic
nightmare. Yol simplicity means rough justice.

Then there is o trado-off between sockal security as social insurance o
m onpanised giving. I it Bimmarckian social cement whereby we come
together iD inswre against the incvitable miny day — wmemployment, sick-
oess, old age? Or is i organised charity w0 help those who wifer in & way
that we donol —- thise trupped 0 the ghetto, and the long -tem unemployed?
Nowndays we ame ofien 10ld in Britain that the purpose of social security is
b help the poor, This belied is particulardy held by people on the right and
was part of the rhesoric surmunding the government's recent welfare re-
forma. Politicians find themselves impaled oo a dilemma us the presumpiion
iy ofen that a leaner, fitter social security program will trget help on the
poorest members of society, Yel it is those programs which have less of a
political constituency. The politically most popular programs — the anes
most difficult 10 cut — wre the universal coniributory benefits, notably the
pension.

The National Insurance pension is by far the most popular whereas
supplementary benefit s much les moepied. 1t is very much Like the di vision
in America between social insurence for old age and AFDC. Much of this
is simphe self-interest, of course: we all hope to benefil from Mational
Insurance pensicons but few of us imagine that we will be dependent apon
supplementary benefit.  Hit it is not just that the sense of mutual suppon
through nationwide insurance is of great social significance.

Practical Proposals

But we can sit arcond analysing social security until the cows come home.
What, actually, do we think the government should do? 1 offer you now four
practical proposals, each directed w0 8 majpr group of benefit recipients.

Firm, old people. In an advanced capiialist society old people shoald, on
avenge, be preay rich — having scquired assets and bailt up svings during
theirworking lives. The traditional Bismarckisn insurance pension was well
suired for the days when the working man carned s liste that be had not
ncquired sufficient savings 10 keep him for his retirement. But that has
changed. In the UK now, each person over 65 has assets of £24 000 on
avenage. Since many pensionors do not have morigages and loans 1o repay.
they are smang the wealthiest members of the community with net sesets that
are, on average, 30 per cent higher than those of non-pensioners. Moreover,
the svernge income from sn occapational scheme nearty doubles the hasic
Sume pension for the average recipient.

The case for o stae contributory pension is weaker than it was 8 century
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ago. This was Alfred Marshall's original objection 1o 8 universal scheme for
pensions. He said, in 1893, that *1 am afraid that, if staned, they would iend
0 become perpetual. | regard all this problem of poverty & & mere presing
evil in the progress of man upwands; and | should not like any institution
staried which did not contain in itself the causes whach would make it shrivel
wp as the causes of poventy itsell shrivelled up’, Instead, the old-age pension
has become increasingly generows in Brimain and elsewhere in advanced
Wiestern countries.

A Tirst step wwards reviening this trond would be the abolition of the
State Earnings-Relaed Scheme, the wop-up pension onginally vtroduced in
1978, The governmant lias already implementad proposals o proe it back
bt it would be much botier if it were completely abolished. | recognise the
polatical impossibitity of doing anything o change the value of the basic Stase
rotirement peasion — not keast becanse the contributory principle has
embedded it in popular consciousness as an entithement.

Second, | turn W the unemployed. Here, the British system is a mixture
of two competing principles — contribulory snemploymest inserance and
mesns-tesied Supplementary Benedit for the anemploysd.

Contributory unemploymend insurance goes back o work by Sir Wil-
liam Bevendge at the wm of the century. He thought of wnemployment as
casentially a cyclical phenomenon and was concamned w0 offer some prolec-
ton o employees in specific industries that siffered particularly from the
rmde cycle. He was also concerned 1o help inance rationul jpb-searching by
unemployed akilled workers.

But sch schemes have alwayn nan side by side with non-contrbasiory
benefits (or the poor anemployed — Supplementary Benefic [n Britain this
laster benafit has tendad o swamp contribmory benefits. Thes has happened
portly bocause non-Contribulory benefits for the unemploved are now as
generous as contributory benefits.  Moreover, we sufler from long-ierm
unemployment &0 people e driven on 0 supplcmentary benefit as their
entitlement 10 unemployment cxpires,

1 suggest here that we should reinstate the distinetion betwoen contritu-
oy means-icsted benelits. 1t ix right and rational for people moade onem-
ployed o spend soeme Lime hunting for the next job. Insuraace benefits can
tide them over a period of loss of income. Bul the maximom period of
entitlement 10 such benelit should be sin montha. In return for shonening the
period of eligibitity for conmribatory unemployment benefit, its value could
be increased somewhal s0 as 1o scparate U from supplementary benefil

people thould oaly be entitled to benefis if they display willingness w work;
and thal willingness o work smay noed e be tessed by the offerol a guamnired
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public wcior job. Thene are practical problems in the opemtion of workfare
schemes but the intelleciual Cise seems 1o me 10 be compelling. In particular
i sigrals 1o the unemployed that they are full members of society, sharing a
pattern of mutual obligations with the rest of us. You only get payments if
you are unemployed in return for & previous record of contribubions, or in
retwrn for a job that you sre prepared o do now. Moroover, such a sysiem is
the ordy sure way of westing whether thase who wish 1o claim benefit are
genuinely available for work. These considerstions seem o0 me 1o be
powerful. even il work-fare schemes do not have » significant impact on
welfae )

Third, Conservative governments want o help the (amily. But they are
fruseraied in Britain because the conventional financial device for doing so
— 8 universal child benelin — s essentially socialist. 1t i transfer payment
delivercd at the local Post Office w every mother in the country. But that ks
not matched by the classic Conservative device for helping families — easing
the . burden on them. [t used 10 be o tuditional part of British tax theory
— going hack w Pitt the Younger at least — that people with children had
a lower taxshle capocny than those without children. Bt the child benelit
has replaced the old child tax allowance.

We thould reintroduce 8 family tax allowance for people with dependent
children. This has the advantage of keeping families outof whai in England
w call the “giro-cheque culture’. Morocver, it is only of valoe o peaple who
abready have un income and thus are clearly helping themselves, Soch a
device would also be & merprisingly effective means of dealing with a
sigmlicant type of poverty in the LK — low income working families. When
the Chancellor increases the existing basic wa allowance for everyone, he
may take large numbers of people out of W but for every half million that
Beaws the tax rolls, ooly 20 000 or so may be poor working familics. Many
of the athers taken out of tax will be people with casual carnings, pemsioners,
or young singhe men. A family wx allowsnce would be much betier rgetiod
on helpang a panicularly descrving group.

Finally, thero is the thormy problem of one-parent fumilics. We in Britan
e beginning 1o focus on this group as a result of the American precccupation
with dependency on AFTIC.

In Brimsin the labour market participation rate of masried women fxrising
sizadily whoreas o smaller and smaller proportion of single mothers are in
work. The explanation is that single mothers rocerve o generous top-up of
child benefit, s well as their own rate of supplementary benefit, without any
expectation that they should even be trying o pet work. Moreover, there are
other mportant rewands for being single parents  the Braish sywiem —
notably priority in the allocation of public housing.

There are two practical policy initistives thal oould be implementad.
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The single mother should no longer get priority in housing allocation. The
legal obligation on local authorithes 1o howse them as & priority group acts,
perveriely, as & roward if one gots prognant and declanes that one's parerits
have made one bomeless. Sacond, there should be & work requirement for
mothers with children aged over sia yean.

Social security i deeply embedded in British sttitsdes. 1t b9 nol casy to
reform it Nor have we on the Right set om particularty convincing reform
proposals becanse we do not recognise that social security is inevitably and
rightly o trde-off betwesn several different principles. We have notmmched
the original Fabians' shility v work away on the misutise of the sysiem.
Nevertheless | draw some hope from our recent experience in the UK. [thas
been possible o improve the sysiem and 10 swve money. | ended by
recommending further changes in the regime for penmioner, the ubem-
ploved, low income workeng familes, and one-parent Tamilies.  Together
they conatitue & feasible and practical program of benefin refiorm.
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Comments on Charles Murray and
David Willetts

Claudia Scott

It has sometimes boen said that New Zealand has yet 10 come of age when
it comes 10 policy development. 1t is 3 comntry that seems 1o thrive on visits
from overseas experts and al times sems 100 guick to consider  their
recommendations. A few such expens arrive with & big-country armogance
which is annoying and drop “pearls’ before the isolated and unwashed people
af New Zealand. The overseas remcdies may resemble proposals which have
been put up (snd rejecied) by the locals.

Mew Zealand is slowly coming of age. It cenamly now seems prepared
to chart a new course and to kead the world in developments in the spheres
of both economic and social policles. 1 is geiting mose discerning In
assessing (he pentinence of overseas advice 1o local conditions. 5o a firm
guestion | wish 10 pose i why have we heen vigited by Charles Murmry and
David Willetts today? Are they here to blind us with the wisdom of following
the US and the UK down a particular path of social reform?

Are they here w demonstrate for us the superionity of market iberalizm
as an paderpinning to both sconomic mnd social policy?

1 am pleased that neither Charles nor David have come 10 cast pearis.
Both authors have stiyed within thelr aress of expertise and comimed
themselves 0 comments ahout the country from which they come. They
have presented us with their personal views of social palicy reform —
the detiled srgumentation of the posithons o analysis which can be chal-
lenged and 50 [ am drown 10 commenting on how my views differ or agroe
with theirs und on the relevance and significance of their observations (o the
MNew Fealand situstion,

e Clasialia Sendf lr o Render in Economics ol Viciorsa Diivir siry of Wellington, and
is Director of the Manter of Public Palicy Programme  She hai strong research
intereniy im bhe arear of public fincnce and wociad policy amd i the duthor of il
sk and articler
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Taking Charles Murray s paper first: | think a good case conld he made

that the LIS does not fully qualify s o welfare staie. It cortainly is  fairty
late arrival on the scene. The government's roke in income support and social
services has boen a residhual one — & backsiop W occupational welfare, the
voluntery snd charitable secton snd other noB-saic methods of asvisting
individuals who have insulficiens income and limied access o wocial
services.  This is demonstrated by the [act that Americans have never
acceped a role for the state in peoviding a universal benefit for dependent
children. Thew social security fund which pays for pensions is portrayed as
Insurance 5o s to diven aneation from the very significant redistribation
which octury. There is growing restlessness [rom those women who have
discovered that thewr contribations 1o social security may bring them a level
ol benefit that is no grester than that given 10 the noo-working spouse of &
sarker.
Let mie mave quickly snd nummarise Murray's main conclusions, They
wre that the Great Sockety progremmes gol it wrong and that they created
mcertives for familics © remain dependent on staie suppor.  Moreover,
benefits were not wegoed eflcctively and the middle class inventors,
advisors and administrutons managed w caplure much of the benefis. The
paper builds on his book Losing Ground which | have perused ms wedl as his
anticle “Ase the Poor Really ‘Losing Ground ™" published in Polirical Sci-
ence (Quarierly (1985) 100(3) 42745, which classifies the various argue-
mens that kave beon made (0 refute his views on social policy. As Marray
himuell sates on the first page of this latter publication: “The book covers
o much ground aied makes wo many speculative inerprettions o lond
iself 1o srtighs prool”.

Charles Murray's message sbout the importance of mnslysing the
inceedives inherent in social policies bears repeating. If Murray's message
is “let’s do things bener”, | fully agree, though his views provide a sef of
reasons why imvalvement by the state is both unwise and counterproductive.

While Murray is the firmt 1o point out that it is very difficult 1o judge
expenciture on its own, his sralysis is ever-conacious af the level of public
spending. One geis the distingt impression thit reductions in state expendi-
ture al tmes become ends in themaselves. This line of argument has cerain
dangers. One o that the amosnt of government expenditure bocomes the goal
(s indeed it ofien appears given current concerns abwut the deficit) and we
lase sight of the more fundamental question of the relative efficiency and
cquity of occupational and state weifare systems as mechanisms for insuring
rusks

It is wrong W consider social programa only in terms of their costs 1o

fovernment. The relevant costs are 1ol costs 10 people and measures of
glotal efficlency ar mquired. | think the social policy debate would be

1
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furthered if supparters of market Liberalism portrayed socal policy chosces
not in torms of 8 sruggle berweoen individualism and collsctivism bt us a2
halance between staie und occupational wellare sysems,

For example, an 8 comparison between the costs and benefhs of the
American and the Canadian health insurance yystems which conuders both
moceas and efficioncy does not convince me that the U'S sysem (resting &8 it
does on a mixture of occupational welfare and “residunl’ sate welfare) is
muperion io the Canadinn systern where the stase is a domanant lundes fissarer.

The sscond issue | would ke to highlight in the Murmy papor involves
the concepts of morality, blame and fault and their implications for social
policy. Murray's book raises some interosting questions which remain
unresolved as i whether the wellare state s there so that the middle ¢lovses
can feel good and 1o uphold the American belief in individualism and the
ability of marksts w deliver,

David Willeus® papor identifies foor proposals for redorm:

»  shodish the staie cemings-relaied scheme of ponsions;

«  greater ion workfare over wellane,
«  pholish the family benefit and introduce a family tx allowance;
and

*  imtroduce a work requirements for mothers of children over six
year and remove other incentives 0 be a wilo parent,

Suppon for the first proposal is based on the potion hal i advanced
capitalis societies old people should, on average, be preaty rich and therelore
not need such a source of income support. This suggestion ruiscd the
mponant question of the distributional pulcomes associacd with stale va

wellare sysems. While linde cmparical work has been doae in
this area there bs evidence that those socicties which place greater reliance on
state sysicma of insurance over occupational welfare will tend 1o have 2 mare
compressed income distribution. 1t is my view that wop-up pensions have
been introduced in countrics as a way of bridging the divide between those
who support aniversal benefits and those who favowr s more selective
approach. The wop-up has a simple function: it tries 1o gain further suppont
for the vystem of redisiribution from those who have the lesst need for state
suppon. It arises nod beomse of a lack of undersanding as 101he level of need
fior thits growp but ruther as a device i maintain public suppont for the scheme
— particulerly amongsi those whose contribmticns will be used in part 0
redistribule income 1o others.

Willens raises 8 fundamental question for the wellure sake. s it there
1o help the poor? Cenainly recent work on the analysis of the distributional
benefits of public expenditure sigpests that & srong case can be made that
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the welfare smie is more successful in rodistributing income across genera-
tions than from high © low income groups.

While Willet's pervonal preference is w confine the activities of the
e i redistribution in cases of noed, be nevertheless acknow ledges the
enarmous suppon in Britain for universal benefits — something which s
also true in New Zealand widh negard w both superannuation and the family
benefic. It was supposedly the rechgnition by M Thatcher of such
sentiments which prompied her o suy: “the NHS is safe with us’,

The case for wrgeting public expendinres into areas of need is some-
times made on the grousd that it will allow additional resources o be
chanseled 1o those who can most use them. However, it is also possibie that
witheut the strong political suppon for redistribation which is malntained
through a universal scheme, the adequacy of redistribution 10 the bess
privileged will be far less than under 8 universal scheme. If the mative for
redisiribution s panly self-nterest, then one is not wiking aboot ways of
dividmg a cake of constant size but rather saying that the sive of the colke and
the amouent received by the loast fortunate may be larger if all citizens arc part
of the distribution process.

Let me now tam from comments about the specific papers 1o their
relevance for Mow Zealond.

It is hard 1o draw close parallels between the welfare state in New
Lealand and those in the UK and US. Such a view b cxpressnd smongly in
a recently published book by Francis Castles (The Working Class and
Welfare, Allen & Unwin, Sydney, 1985) which reflects on the welfare states
in Australia and New Zealand. Castles's thesis is that both Australia’s and
New Zealand' s wellare states have developed in very different ways from the
restof the world. Unlike most W astern coumries these countries have had
high mobilisation of the working classes. However, Labour governments
have ooly imermitiently gained oflice. Castles suggests tha the wocking
class movements in Australia and New Zealand bed o the carly inroduction
of workfwre (rather than welfare). These societies have focused on wage
nocesarily been solely o function of the eatent of mcome mainienance
expendifures.

Crudely speaking, if there is full employment and wages sre adequate,
slake intervention o alleviale poverty i largely unnecessary. Similarty, o
the degree that primary wage differcatals are compressed, egalitarion
socialis ohyectives will require less state action o redistribute post-primary
ingomes through either social security o fiscal benefits, New Zealand
migranis were from the respectable poor and they rejecied the principle of
governmient support foe the indigent. The British Poor Law Sysiem was
replaced by communily support through  charimble aid boards. In New
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Zealand the state assisted the able-bodicd through pob creation up until the
1930s when an unemployment benelit wis cetablishied

In both Australia snd New Zealand, the Labour anid trade anion impeties
o social policy reform led @0 & continuing emphasis on means-wesied
benefits, on the assumption that a social edifice built on scarcity of laboar,
conscquent full employment and minimum wages, guaranteod by compul-
sory conciliation and arbitration, required only & welfare safery net for thoss
outside the labour market Castles argues that outside the Aunstralasian
condext universalism has been seen as an expression of collectiviem and
scrved as the guiding notion of democratic socialiag thoughs, and selectivity
has been the individualist doctrine gusling Liberal conservative philosophy
in the wellare field.

New Zealand's policy of wage security (rather than social secunity ) was
based on full employment, minimum guarsnicod wage kevels (hased on the
quantity of income needed 10 supporn & wile and dependent children) and
some comgpeession of kill differcatinls. Having adopted mn extendive and
ambstious programme of economic liberal isation, the question arises o i the
likety future shape of the welfare state in New Zealand. While one possibility
might be for New Zealand 1o develop a stunce on social policy which is 2
mirror image of its sance on economic policy, it seems D me 1o be equally
likely thai New Zealanders could chooss 10 put rencwed emphasiz on social
policy ns a means of coping with the side-effects of the restructuring of the
economy. Some major challenges lie ahend as anempes are made 10 link
economic and social policies — and in purticular © work out new relation-
ships in the area of employment and wages policy and welfare raform.

Today's social wellare issues are part of a new enviroament in which
government has pssumed @ much mare circumscribed role i economic
management. In the apen economy the problems of inflation snd employ-
ment as seen as long -lerm structural issoes snd the solutions lie as muck with
the acthons of individuals and firms & they do with a government and the
conduct of its economic and social policies

In Mew Zealand the social securiry benefit system has been deveboped
wroand the ides thal there are cermin crises which ane worthy of stane inéer-
ventionism and support, But these — not unlike the concept of dependency
— require redefinition.  Along with Charles Murray and David Willeas, |
have cancerns about the potential of o wellare state o cresie dependency.
There must sorely be concem, therefore, when it becomes necessary o
Incrense the number of individuals who require income supplementation by
the stme becnuse their eamings are inadequase 1o provide themselves and
dependent family members with an adequaie level of coonomic suppon. Yet
this &8 what has happened in New Zealand in the area of family suppon .

I muest part company with the speakers in that | am somewhat sceptical
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about the merits of a family policy — which 1o me inevitably rons the risk of
giving kegitimacy io one family form over others. Morcover, | should like 1o
have the power of ensuring that the phrase 'unmarmied mother’' shoald,
wherever possible be replaced by the concepl of ‘disappearing fathen’.
Concerns shout excessive dependency on the state need not be solved by a
call for all potential mothers w be married (and by implication supporsd by
their hushands ). Rather a more spprogsriuste stanvce would be to undercore the
responsibulaties of parenthood, 0 provide good ecomomic and sockal incen-
Uves 1o ercourage work rather than early parenting and to design policies
which suppon the principle of both male and female adult independence and
child dependence. The challenge ahead ks not io develop a family policy but
to promote adult independence and a policy which defines the circum-
stances/fcrises in which the state will rocognise dependency and provide
nEnEnnee,

The New Zealand soctal wellare system is in urgent neesd of redefinition
in 8 very new climase i which dependency is no longer the responaibility of
the wage systesn b of the income mainienance and i systoms. Major
progres has been made on the integranion of the s and bencfii sysiems bug
peobloms remain in rytng w0 link 3 wage-tax sysiem based on individuals i
a social security sysiem hased on the concept of o family unie. [n this fiscal
climate 8 majoe question b how will the poor get themselves out of poverty
il there are few jobs availabie for those with limited mining, in 8 period when
the ooonomy is sluggish and the swue is under pressure 1o cut government
expenditre?
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Comments on Charles Murray &
David Willetts

James Cox

The papers by Charles Murray and Dravid Willeits raise invportant bswes that
need 1o be conssdered mos carcfully by those who are concerned about the
future of social policy in Australia. The papers are ensenlially complemen-
wry. Charles Murmay' s paper is concerned with the dingnosis.of the problems
af the welfare state while David Willeti s paper suggeits soine directions thus
the reform of social sscurity might mke. | woald like first 1o summarise very
briefly the arguments of the Murray prper and then make some points about
its relevance for Australia. Then | would like o do the suene for the Willeus

Human beings ofton divide history into three periods and Charles
Murray is no exception. The age of innocence i post-World War 11 US social
policy laswd up to the middle of the 1960s. Social programs were modest but
the olficial poverty rate marched steadily downwands, The persod from the
19608 o the end of the 1970 was the age of expangion, Social spending
incressed enormously during this period but the results weore curiously
mized Becsuse af the increase in unemployment among young men and in
sole parenthood among young women the poverty rate stabilised in the
19708, The third pericd is the Reagan period of the 19808, Not much i sid
shout this but | note that the upward march of birtha 10 wngle women has
continund (sce Murmay*s Figure 3, p.75).

Whiy did births w0 single women and unemployment increaseT Murray ‘s
answer i that the incentive stncture (acing many poople who have little o
offer by way of tabour marke skills has made i raonal for tem 1o act m thes
way. If,ns Murray and I would tend 10 agree, work and the two-parent Lamily
are good for you, it may not be kn people”s long-term interests o become (of

James €05 Aolds the pasition of Principal Economis_ Social Puiicy aad Guoves smand

Bramch. Office of EPAC. Hi ia the author of ‘Unemplrymens Benafics amd their
Comprguences in Now Zealand”, pubilished in this volums,
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remain} unemployed of sole parents. Bul many of us are nod very good a
pereiving our long-term intorests.

There are two important kessons w be leamed from Murray 's paper. The
(st i that the adverse incentive effects of weliare programs for work, family
stability and so on have wmed out o be greater than expocied by sensibie
peaple in the early 1970 The second s that the ability of governments ©
do good theough sctive social inervention is less than was thought preva-
ously. Whether one suppons or opposes redistribation through the wellane
:“hﬂumm“uw tha thess are the facts of

matter.

The maost interesting question is whether the Murmay story holds true also
of Australia. There are obvious parallels. The age of innocence in Austalian
sl policy Lined ap o the early 19708, Benefits were bow and relatively
few persans of working age received them. Poverty was so little considencd
to he an igsue thal po aliempt was made 10 measure i on & ndionwide basis
until the Commission of Inquiry into Poverty began its work in the early
19705, The age of expansion i Aosiralian social policy can be dated o the
McMahon snd Whitlam govermments. New beelids (such as the supponing
misther s benefit) were introduced, existing benefils became more genenms,
and eligibility conditions for recelving benefits were zased. The generomity
of the Australian social secunity sysem reachod its peak amund 1976 Since
then, benelits have tended to fall in terms of average carmangs and eligibiliy
comditions have ughiened. In particolar, the Labor government first elected
i 1983 has made the benelit system more closely targeted by making means
lests mode sringent, by covphasising payments dirocied a2 mreas of special
need rather than gencral pensions increases, and by paying greater snentsan
o the review of benoficiarkes t onsore their continuing eligibility for benefic

It resnaing the case, however, that social spending is much greater now
thun it wems i the early 1970s. And it has become increasingly apparent thas,
8t the very lesst, incroased soclal spending is not an easy snswer o the
problems of poverty, One result of the increased atiention given o social
problems from the carly 1970s is much better income statistics. 'We now
know that poverty among persons of working age has increased since the
carly |970s despite much greater levels of social spending. As in America,
this increase is largely due 1o higher numbers of unemployed people and sole
poecnis,

Why have unemployment and soke parenthood increased? The increase
in unceployment re flects both general oconomic developemnents and changes
in the relationship between wages and productivity. The weight of the
evidesce suggesss, however, that more gencrous unemployment benefits
have also played a part, and are cspecially impartant for young people. To
say thav is nol 10 suggest that Australians are bory or dishonest. 1f people are
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perssadod by unemployment benefits 1o tke gighily longer in searching for
joks than would otherwise be the case, the resull can be a significant incrense
in overall snemployment.

Growth in sole parenthood is a similarly complex mater, While ex-
nuptial births have increased in Australia, much of the prowth of sole
parenthood has been due to increased rates of scparmtion snd marrisge
breakdown. No douht snle parenthood would kave imcreased even if pension
provisions had remained unchanged. Andnodoubt the extensm of pernsions
eligibility was i moch 3 response o as # couse of changing social conditions
and reflected, in pan, a deteriorating labour market situation. However, it
secms very likely that the rise in sole parenthood has been assisied by the
exicnsion of pension eligibility in the 19705, Thus. in Australa as in the US,
it is nocessary o frame social policies in the knowledge that such policies are
likely o have serious disincentive effocts.  Social policy is inevitably a
compromise betwoen the objective ol providing an adequas level of assis-
tance 1o those in neod of i and the avoidance of disincentive effects.

Well, what can be done? Policics for the unemployed and sole parents
arc a most difficalt srea and | have lide encouragement 1o give cither 1o the
left or the nght. | think the evidence does suggest that unemployed people
(partcularly married persons with childmn ) and sole parents live in poverty,
at least if poverty is interpreiod as living at o standard of ving markedly
below that enjoyed by most Australions. And, as argued carlier, | think that
the disincentive effects of these benefits have 0 be taken seriously. | agroe
with Charles Murmay thai workfare schemes — schemes that make the
payment of benelit dependent on undertaking work — are in practice ldkely
1o do more harm than good.

1 am not sure whether Charles Muray would wish o sbolish the
payment for sole parents in the US but such proposls cause me sEme
concern, Alizmative methods of mecting the income needs of sole parents
would o doubt develop, perhaps a the Suie or local community level, in the
absence of pensions; bt such arrangements could wad 1o be patchy and could
take time 10 develop, snd, in the meantime thers would be hardship. Charles
Murray rightly points to the anintended and undesirable consequences of the
expunsion of sockal programa. It could well be that the contractions of such
programs would also have undesimble consequences. | suspec that the best
course of action may be 1o continue the moves that have been made in rocent
yeurs 1o make the wrgeting of welfare benefits more stringent both by
tightcning income iests and by removing the eligibility of some groups lor
benefit. These policics, while providing assistance to the poorost, o least
limit ihe numbers who are affecied by the adverse incentives that such
programs provide.

In his paper Davidd Willetts reviews the reforms that the British Conaer-
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vative governmen! has made to its socud secarity sysiem. He righdly siresses
that soctal security policy is a series of rade-offs — between turgoting nssis-
Lnce on the poor and aveiding poverty traps, between directing assistance o
pertular groups and simplicity, and between programs that assin the poor
and thoee hat are more likely 10 benefit marginal voters. | would like,
however, w consider his proposals for the practical reform of social security
and 1 discuss their relevance for Ausiralis. As | understand it, the proposals
are a3 follows;

»  abolish the aae camings-telued pensions and, for those in o
position io save for their retiremnent, replace state pensions by self-
provigon;

*  reinstate the distinction between contributory mmem ployment bose-
fits and social assistunce by increasing the former (and fimiting the
maximuin lenght of receipt i sin months);

*  reintroduce o mx allowance for those with dependent childnen;

*  reduce the generowity of reatment of sole parents by no looger
giving these [amalies prionty in housing allocation and imposing a
work requirement for mothers with children aged over six years,

It is arguable thal Willets's (irst proposal hes o 8 considerable extent
already been implemented in Aparalia. By contrast with many European snd
MNorth American countries Australia does not have an camnings-relsisd state
pensicins but pays fat-rate, means-tosted age ponsions. Al least in principle,
those with significant private msources would not draw the pension.  Of
coune, in practice things are more complicated since persons may have the
froedom 1o arrange their financial afTairs so as to qualify for the pension. 1n
particular, persons with b -aipponed occupational superannastion muy be
ﬂtnmﬂnuﬂnmhﬂhﬁnﬂhmﬂ—mwhﬂl
:ﬂumﬂﬂrhhmm‘pﬁn—hm

[Lin apparent that betier integration is required between the age pension
and private saving. This could in principle be achieved cither by paying
pensions fres of means test or by making changes o Uhe taxation and means
I8 aMmANgEments conceming private ving (and partcularly superanma-
ton } b ermanre that il is more effective than al present in replacing pensions
expenditure. The first of these approaches would require increases i @
rates and this may well be considerad undesirable on cconomic and general
social grounds. {Why should working (aenilies have 1o pay maore in tax 10 pay
pensions o the more prosperous aged”) Policy in recent years has been
following the second approach. Many issues require further aftention,
however, including the form in which superanauation benefits are taken
(whether as pension or lump sums ) and the terms on which supersnmastion
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benefits can be wken before age- pension age is reached.

Dovid Willetin's second proposal is that grester emphasis should be
placed on contributory unemployment benefits at the oxpense of socil
assistance benelits financed from general revenie. Al present the Australion
uncmployment benefits scheme is of this second type. But one could, in
principle, cnvisage a8 move I a sysem where (lal mee unemployment
benefits were financed by premiums relating o the nsk of anemployment. A
residual social nsurance scheme would remauin for those with msufficient of
exhausted insurance benefita. Although many difficull issues would have 10
be addressaid in the design of such & scheme it would offer @ number of
adtvantnges and hence deserves serious consideratson:

+  Unemployment benefits would be exiended o groups now ea-
cluded (roen them. (Al present the benefits moomes st prevents
members of most two-income families from receiving benefits.
While this is appropriate for 8 social assistance scheme hased on
redistribution, there ks o nead 1o exclhade cenmn classes of persmna
from schemes in which they are financing their own benefits on an
actunrially fair basis )

+  The cross-subsidies within the existing whemployment benefit
acheme womild be reduced. Persona and industries with an iniermat-
sent record of memployment would no bonger be subsidised by the
rest of the community. There might be o significont im provement
in the allocation of resparce.

«  There might be a favourshle effiect on work incentives and hence on
unemnployment sance persons would have 1o consider the effects of
becoming or remaining enemployed on future premiuma.

s There might also be scope for privale sector involvement in the
provision of unemployment henefits.

The thisd proposal s for the reintroduction of ti advantages for iamilies
with dependant children, This amounts o a reversal of the 1976 lamily
allpwance change when tan aliowances for childnen were replaced by duecy
expendimres. Such s change could be used w provide addiional assisiance
for families with children, were this destred (s could higher levels of famity
allowance). 11 is nol an unmined bicssing, however, since L sllowances for
children {or higher raies of family allowance) would need © be financed
through increases in marginal (ax raics on the general population. The
elficiency losses arising from higher mmation would need 0 be set against
any increases in equity that might reselt from higher kevels of assistance o
familics with dopendant children.

David Willetts's final proposal, w make sole parenthood less attractive
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by mo longer giving these familics priority in housing allocation, also rsises
some difficultics. T is true that many tenants of the Australisn state housing
authorities are sole parents and the expectation that inexpensive housing will
sihsequently become available may sometimes contribote to the bresk-up of
marriages. Bot, in practice, the sdministrators of such programs are unlikely
w0 demy housing o families with children that are in crisis. The ides that
bonefits should bo paid froe of work testing only w sole parsnts with young
children is a promising one which is consistent with the recent direction of
Australian social policy. Sach benefits would incressingly be seen asa shor-
term measure (o cope with & penod of crisis, and concerns that such benefits
may create long-term wellsre dependency would be diminished

In conclusion, then, the future development of social policy, both in
Auntralia and elsewhere, is likely 10 be 8 most difficult enterprise. Progress
will be made only if we face the difficultics that cxist in an honest and open-
minded manper. The Murmay and Willotis papers are most useful in this
respect m remanding ws of the problems we have o face and some of the
chasces before wa.
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Private versus Public Provision of
Social Welfare Services in New
Zealand

Alan Woodfield

L INTRODUCTION

Before reponting im April 1988, the Royal Commission on Social Policy
encoornged submissons (rom o very booad cross-section of New Zealand
society. including children, a5 10wt is peroeived as a “(uir and just® socicty.

Of particular interest was whether or not the provisions of the curront
& right o be financially protecied from misfortene beyond ther comrol mch
as il health, unemployment, widowhood, orphanhood, snd old age’. This s
s fairly standard justification for the emergence of the wellme state as
encapsulsied in the 1938 Social Socurity Act, and which represents prin-
ciples held o be confirmaod by the 1972 Royal Conmibssion s investigations.

Few would argue that “genernl hamanitarian convictons' are ot an
imzgral pan of a civilized society. What is less obvious, however, is why the
male is required o play 8 dominating and growing role in giving effect 1o
thess sentiments. My purpose i5 W0 mvestigaie aspecis of the interiace
beitwoen the public and privaie secion with regard 1o the (inencing and
production of welfare services in New Zealand.

IL. THE PRESENT SITUATION

This section provides some data on the changing cxteat of public and private
secior imvolvement in the delivery ol social wellare,

As for the public secior, in 1940 there were 115 279 social welfare
benefits in force, 69 per cend of which were age/superanmmtion benefits.
Ten years later, wotal benefits had increased 10473 324, of which 54 per cent
reprosented the universal family benefit. By 1560, benelis had reached

115



Tim Wiraxs Stame

3H1 969, the growth in henefit being dominased by the cumulative impact
of the post-war babry boom on family benefit.

The devclopments since 1960 are given in Table 1. Benefits reached a
matkmam of 1 220 341 in 1985, and declined 1o | 104 269 in 1987, This
docline, however, is more illusory than real, since o results from removing
faumily care payments (164 776 in 1985) and compensating low income
fumilies through the family suppon scheme administered by the Departmend
of Inland Hevenwe,

Benefits per head of adult population remained ncarly stationary wntil
the mid-1970s. Increases i supermnnuation benefit and their extension 1o
a younger age group, the introdoction of Domestic Purposes Benefits, and
the payment of unemployment bepefiis at hisworically high levels far offsey
the iendency for benefits 1o decling in response o falling nombery of family
benefits. Hetween 1976 and 1985 (when family care was introduced), there
wan a 12 per cent increase in benefits per adull. In 1976, 40 per cent of the
adull populatson receivesd o lcast one social welfare benefit. A docade lager,
48.2 per cent were on welfare,

The growih in beneflts per capita is also reflecied in growth in benefit
payments per capita, which arc also determined by the generosity of the
mmhmmquﬂum&um
during the periad 1960-72 (reflocting gradual erosion by inflation), jumped
in 1973, and then grew fairly sicadily until the mid 1980s. During 1960-72,
real beneffit payments per adult fedl by 14 per cent, but doubled during the
neat 15 yoars. Social welfare payments” share of GDP shows a similar rend,
{alling by 25 porcent during 1960- 72, and rixing by 116 per cent during 1972-
B&.

The changing composition of benefits can be seen by examining throe
time alices, for 1960, 1975, and 1987, as shown in Table 2. First, nose that
the age distribution of the pogilation changed significandy during 1960-87,
the per centage of adults in the population rising from 67 per cent © 76 per
cent 11 would be expecied that with lowes birth rates, the share of family
benefit payments would decline. The fall i the share of fxmily benefits,
however, was by a factor of more than seven. The growing proportion of
clderly people in the population would also have raised the share of
superannEion beoclits. The increase in this share, however, wasa huge 18
per cenl.

Shares for mvalidity, sckness, and maternity benefits remamod roughly
consant, while widows, medical, hospital, and supplementary medical
benefits foll somewhat. Increased shares are evident for pharmaceutscal,
unemploymend, snd domestic purposes benefits. The increase in unemiploy-
ment benefits has been especally dramatic in percentage terma, bat this is
mainly due 10 the extremely low base in the period 1 1975, The payment
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Table One: Social Weltare Benefits and Expenditures in New Zealand. 1960-87

por capital  Share in per cagata per capia  Share in por capita
2 Normundd flead Real

1960 364 1.5 13 1214 1974 373 6B 302 1360
1961 353 15 137 102 1975 3L7 7.l M0 1349
1962 362 1.5 13 1N 1976 373 15 417 1414
1963 3.1 1.0 136 1143 1977 405 FEL] 458 1487
1964 360 6.8 1% ¥ 1974 414 10.0 673 1753
1985 358 5.3 139 1978 418§ 10.7 87T 1827
Ie5E 351 6.2 142 1084 1880 421 1140 845 18R
1967 86 6.2 144 1081 1981 428 10.7 1121 1939
1968 374 6.4 153 1063 1982 42.7 109 1313 1060
1968 366 6.3 158 1039 1983 4356 11.3 1593 2110
1970 345 6.1 165 1063 1984 433 118 1652 2061
1971 368 59 185 1087 1985 492 11.3 1826 2061
1972 373 5.6 198 1042 1986 477 121 2011 2011
1973 371 6.5 254 1264 1987 439 2082 M98
Hatay
L. Telal sncial weilars benefiis = dvee of X1 Blarce,
2. Voiw Socil Wellers B @ o Grpws Derese Progers,
A Puyrenis made snder e Sooal At ip et gellary [nciotng hest erafiy pe head o st pepdaiee.
& Papress sade woie B Sonad Seordy At e comzent L9856 New Jesard Salier wiing O o gafaber, per hidd of 38 popateien,
Spurcen
Dwparyrant of oo Weles ; Anmusi Rleporls
Pemw [ralpne Do VearDack; warou mase
Moriiiy Mbslract of SlatioL vensa e
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Tabie 2: Monetary and Health Benefits Paid Under the
Social Security Act

Percentages of Tolal Value of

Benefds Pad
1960 1975 1987
CASH BENEFITS
Age,/Superannuation 423 498 545
Widows i EF| 1.5
Damestic Purpoies —_ ] 11.4
Farndy Beneft 314 208 44
irvalids ﬂ 1.'; ;.E
Linemplayrmant Q. A
Lechress 1.7 22 20
Other 52 16 2.2
TOTAL CASH BENEFITS B6A BAS 900
HEALTH BENEFITS
Maternity 0% 07 05
Madical a2 iz 1.5
Houpetal 12 14 10
Pharmaceutical Eg 17 71
Supplementary 24 21 09
TOTAL MEDICAL BENEFTTS 1Ay J41 1.0
Mates
| Aduisied 1 companasts ior realor stion of Gnoe after | G54
L Estirmusbed
Sources e
Deaparimeni of Heslify Annual Reports,

share of domestic purposes benefits has also incroased dramatically, by | 78
per cent since beginning operstions. Finally, the shares of cash and medical
benefits have Nuctusied considerably, thal of inedical benefits increasing by
14 per cont hetween 1960-75, and falling by 34 per cent in the later period.

In the year ended 31 March 1987, the siaie removed more than SNZ56.2
billicns from New Zealanders, representing $2482 per adult, and wransfemed
it 1o welfare beneficiarios as cither cash benefits or subsidized medical care.
These figures do not include the completely subsidized public hospial
Symem.
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The phcture so far is clear. During the 1960s md carly 1970s, the welfare
state had appeared 1o be in a long-run equilibriom, sowly evolving in
responss w long-run changes i the age dustribution of the population. The
subseguent period is clearly one of rapld growth of dependence and expen-
ditures, many of which are in non-troditional sreas. The exiernal eormomic
circumstances facing o small open economy since the carly 19708 have naot
always been easy, and the economy's growth record has been erratic and
unimpressive. Recent administrations emphasizing a desegulstory environ-
ment in certain secsors of the economy have lod i comsiderabie strocural
changes in the composition of output and employment, snd the welfore
system has had 1o respond w0 short-torm difficulties creased by this environ-
ment. But two questions immedisiely arse.  Firg, does the wellare stue
deliver henefits in 8 manner that exacerbates New Zealand's economic
difficulties in 2 significant wiy? Secondly, has the growth in dependence on
the swe really been i response i those *gencral himanianian convictions”
with which we so readily endow oursclves?

Mo comprehensive answer 10 these questions i aempacd here. Rather,
some Hght on the issucs is provided.

IMl. THE RECENT HIGH-GROWTH AREAS OF SOCIAL WEL-
FARE

The growth in social wellare expenditures over the past decade can be
auributed {in an sccounting sense) o four lacwon, namely, growth in (i) the
number of benefit applications. (1) the propartion of ssccessful applicants,
{141 the average bength of the payment period, and (iv) the value of the benefit
per poriod. In what follows, 1 consider growth i National S eperannuantion,
the Domestic Purposes Benefit, and the Unemiployment Benefit.

MNational Superannuation

Lintil 1975, New Zealand had 3 pary-as-you-go pension scheme, harking hack
as [ar a8 1898, There were twotypes of pension: & means- and income-lesied
age penssan payabie from age 60, and universal superannuanon payable a
age 65, In 1974, thess pensions were paid o the rate of & lale more than half
of the groas ondinary (ime sversge waps.

‘The third Laboor governmant intendad 10 replace tha with & fully
funded scheme financed by levies on employers and employees, and which
would construct # fund to pay pensions with imcome from the fund fully
supporting these pensions. The National Party proposed nanonal superan-
nuation ns an alternative. Pensions would be payabie 1w all persons agod 60
and over at the rate of B0 per cent of the average weekly wage. financed from
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genenal revenoe, According o Angus and Mannang (1986 1), it was *widely
beld that their pengion roposal was s dominant [acior in the (1975 election)
win. enahling them to capture & large share of the voues of the ciderly®.
Subsequently, two major changes have occurmed i the scheme_ First, in
Augast 1979, the pension was reduced by being linked 1o the net woekly
wage. Secondly, the fourth Labour Government quickly introduced s
surcharge of income grester thisn a conain exempt kevel. A3 ] March 1967,
the tax surcharge was at the rate of 18 per cent, while the income cxemption
was $7 202 annually for single superannuitants, and 56 006 for married
couples. National superanauation is taxable, but is not subject 10 an income
test except where some s paud in respect of & non-qualified spouse. At
present, many people appear 1o accepd tha national superannuation cannot

The following data illustrate the natare of the growth in national
superannuation (NS) over the past decade. !

National Superannuation Data

NS benafits in force 31 March 1987 473 401

NS benefits per adult [per cent change) 188
Percentage of tatal benefits 429

Totsl NS payments during 1987 £3650 miflions
NS payments per adult < 65 §1 BO2
Percentage of total cash welfare payments 65.7

Percentage of adult population recelving age-related benefit

1976 1985
M F Seim ] F Sum

103 163 1334 160 207 1484

Percentage of applications for NS declined

1877 1987
117 241

* Semroe o this dats incliide Cearsi ol Fopulstion sed Tresisgn, LF76, 1998, wed Anmas]
B of the Degustmens of Souial Waifare
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Mumber of NS benefits in force for at least?

10 yoars 15 years
1977 163 A%4 B9 471
1987 229 817 133 817
Percentage change 197787 402 496
Percentage change o
adult population 197787 128
Percentage of tolal NS benefits
1977 456 210
1987 485 282

* n 1976 " # NS had boen in torce for 10 yewrs.

The dam show clearly the dominating role of NS in the social welfane
pictsre. 1t accounts for nearly two thirds of cash welfare payments, and 43
per cent of all benefits, Botween 1976 and 1986, there was a 55 per cent
increase in the proporton of superannuasied males. If NS had been in
operation since 1962, then, ceteriy paribus, the number of NS benofits of s
leust 10 years durntion would have increased by more than three times thl
of the adub population, while the number of benefits of & least 15 years
durstion would have increased by nearly four tmes that of the adult
popalation. Further, the proporton of M5 benefils received by those who
would have been on NS for 5t least 15 years socounted for 28 per cemt of all
NS payments in 1986, sn increase of 23 per cent over the decade.

Unemployment Benelits

The growth in unemployment benefits (UR) over the past decade has been
spectacular. Only 3651 benefits were in force st 31 March, 1977, while
63 922 were in force 8 decade laer. Payments incressed from SNZ131.4
méllions o $459.7 millions over the period, and represented $183 per adult,
5.8 per cem of wowl benefits in force, and 8.3 per cont of wial cash welfare
payments in 1987,

Unemployment benefits are payable, i the descripeion of the Depart-
ment of Social Wellare, 10 persons over 16 years of age who wre ablo and
willing 10 undenake suinble work, who have engaged in reasomable job
scarch activity, or are in an approved imining program. A nocessary
condition for receipt of U'B is registration as unemployed with the Depart-
ment of Labour. At 31 March 1967, 78 166 persons were rogistornd as
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h weeks! 'I mnﬂu' Unemployed

6 months!
1977 86 43 0.33
1978 83 48 6.0 1.74
1979 140 15.1 10.0 1.92
1980 14.7 150 95 2.23
1981 137 128 13.0 in
1982 166 186 16.0 is
1983 155 154 17.5 5.61
1984 176 20.0 18.5 5.69
1985 181 19.4 140 449
1986 187 200 14.0 72
1587 212 215 5.058

onemployed, and R per cent of thess persons were in receipt of UR.
Registered unemployment has increased significanty in recent months, and
is in excess of 91 000 al the time of writing.

Tabk: 3 illustrates the changing paticrn of unemployment over the past
decade. There waa fmirty sieady growth i the unermployment rate from a
very low level in 1977 w 1983, &t which point the unemployment mite
stnbilized significantly,

The per centage of te labour force registered as umemployed for st least
sixmonths grew fairly steadily until 1984, then declined quite sharply during
1985-86. The average duration of UB paymenis followed u fairly weady
uprward trend over the entire period, showing no tendency o stabitize or (all
in the carly-mid 1980s. Similarly, although more volatile, the per centge of
LB recipeents whio had received the benefit for st least sin months behaved
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in u semilar manner.

The 1986 Censes of Population snd Dwellings reveals the following
nformation concemning the compositon of the unemployed. The Census
wsed @ widder-ranging delinition of ‘unemploved and secking work " than used
sbove, but under this definition the following pattern emerges. Unemploy-
menl i concentraied mnoog the young, and fulls continuously with age
except that the unemployment rue riscy somewha for males neaning retiring
age. In addition, there are significantdy different unemploymons mies o
every age by ethnic arigin.

For exsmple, among 15-17 year olds, the male and female reported
unernployrsent mies among the population exchustve of Maoris and Palyne-
sians in 23 and 26 per cenl respectively. These percentages are, respectively.
35 endd V8 per cent for Maoris, and 17 and 40 per cent for Polynesiane. The
overall enemployment ris among Maorisis 15 per cenl, smong Polynesiang
i 31 per cent, and among the remainder of the population is 5.5 per cent.

Unemployment is alsoconcentrased in the group current)y non -married.
Among males, those nol marmiod are 6 6 Limes more likely 10 be unemployed
ithan married males, while those scparsied are 4.3 umes a8 [eely to anem-
ployed.  Amaong females, those unimarriad are 2.6 times maore hikely o be
unemployed than murrioed females, while separated females are 28 tmes
imaare lkely o be unemployed.

Fusrther, for every age groap, between 30 and 70 per cent of unemployed
males have no formal school gualification, while between 4 5 and 63 per cent
of unemploved females are similarly ungualifisd. Owerall, 58 per cent of the
anemployed have ao formal school gualifications. Approximately one third
of the adult population eachuding Maoris and Polynesisns have annual
incomes under $10 000, while the respective population proportons for
Maoris and Polynesians are 74 snd T per cent

Domestic Purposes Benefid

The Domestic Purposes Benelii (DPB) is payable 1o thres calegories of
beneficiary. The first inclodes unsupporied solo parents over 16 yearsof age.
The sccond category consists of women, without dependent children, who
are docmed unable (o support thomselves and who have no other means of
support. The thind includes persons over 16 who are required 1o give full-
tme care wnd sitention 10 B person who would otherwise be hospitalined.

Prior o the inception of the DPB, persons i the shove calegories
received sate support, if st all, usder the provisions of the general category
of Emergency Benclita. The bonelits were awarded ai the dncretion of the
Social Security Commisgion. The 1972 Royal Commission, however,
recommended thal s new category of benelil involving statusory entidement

1
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be created. In the five years prior 1o the DPB coming inio force, emergency
benefits for *domestic purposes” were o8 follows.

1970 3092 1971: 4432 1972 GIB6 197X 9234 1974 12600

The 1973 Annual Report of the Deparment of Social Wellare contains
the following lacomic remark. 1t seems hikely that there will be a steady
increase in the number of benefits within this clssufication’(p.22). The
evidence han coruainly validaed this

Table 4 records the hissory of the DB since its inception. Apart from
1980, applications have increased in every year, and the proportion of
successiul applacations has been in the range B0-90 per cent apart from 1986,
Since 1975, numbers in force have grown by a facusr of four. The e of
increase of numbers of benefits in force slowed markedly five years afier the
scheme was introduced, bt accelerstad during the 1980s. Betweon 1980 and
1987, sz average durmtion of DPBx in force increased from 32 104 1 months,
an increase of 78 per cent.

In the decade to 1987, the number of DPB's i force increased by &
staggering 143 per cond in comparison 108 13 per cent increase in the adull
popmdation. During that period, 198 742 new benefits were granted, while
161 BSé ceamad.

IV. RATIONALISING THE WELFARE STATE

Given that cash welfare payouts excoed $NES.S billiona, representing over
2% per ceni of govemment spending (sboul one third of government
spending met of debt interest) and aboat 10 per cent of GDP, the “official’
view of the development of the welfare state makes for interesting reading.
Thus, in the 1 986-87 Mew Zealnnd Official Yearbook, the description of the
social wellare system includes the following excerpts:

Social services and the whole concept of stsle-sapported of state-
sabsidised social welfare are contimually evolving in maponse (o the
changing needs of sochety and the groater recognithon of the responsi-
hilities of that society towards all its members, but mone particularty
those who bave personal, Bsmily or Anancial ifficelties.

The present system cannol be characierned according 1o any single
principle, theory or formula.  For example, it looks like a form of
community insurance, but is not Minanced, funded or adminisicred on an
insurance basis. It is funded from genersl maation; buta person s benefit
bears no relation o his or her tax conribution. While basically incosme-
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tested and selective as o noed within classes of benefit, it is abso
universally applied without rogard to other income o means in 3 main
cases (mutional superannaation, family, and medical benefies)..... It
trunsfers income from the more 10 the less alTluens, mainly on the basis
of greatest help for those in gresest need. It reflects the radithonal
bumanstarian, cgalitanon and pragmatic approach of New Zealanden
and, most imponandy, rellocts an sccoptance of community responsi-
bility fior social welfare.(p,.197)

A description of the main loatisres of the sysiem chades the following.
Eligibility for almos all benefits i independent of tax paid and exsentiadly
involves mecting a residence requirement. For non-means-iested benefits,
" in assumied that for everybody over 60 years of age, and for all families
with depeadent chikdren. 8 community-financed income supplement is
necessary and desirable, irmespoctive of actual financial need of resources’,
Flai-rate beneflis financed under & progresuive personal income ta regime
‘distinguishes the New Zealand system [rom many of those in other coun-
tries’. Persons rocoiving benelis ‘are given incentives 10 help themselves
and 0 work. From the start, smounts payable from standard benefits have
beoen set below the awand wages of low-camer groups . *, while 'national
supcrannustion for people over 60 years, and the benefits for widows and
doimestic purposes beneficiaries with dependent children, or over » pre-
scribeod age. recognise these people’s right to stop working Al they wani 10"
Tasgmyers” right © contract out of their financing responsibilities on the
grounds that they may ol require asssstance is ‘denied b8 the
inberest, as I is with other Suse Services such as education, defence and
police”. Finally, standurd raies wilh supplements ‘relate benefits 10 need
ruther than case of nocd”.

In terms of a well-defined snd conssstent set of principles for defending
the involvement of the staie in the delivery of social welfare, the official view
is exceedingly disappointing. In particular, the official view does not seck 10
explain why the gencral principles of hamanity and equality are required w
be satisfied via a regime of compubory taxsnion and income rodistribation,
while the “principle’ of pragmatism could be wsed 10 justify almost anything.

The issues of the insuranco and incentive aspects of the system will be
discussed in the following section. There arc, however, cerain other
progeruces which deserve attention. First, implicit in the official view is the
notion that there exists & ‘society” responsible for the wellare of all its
members. A socwly, however, isa group of individuals and doss not, in my
view, exist independently of those individuals. The concepr of responsibility
then involves & relationshp hetween individual members of society. Many
moral responsibilities, such as the care of children, have also become legal
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respomashilities. B many elfoctively legal responsibilines srising throagh
MW'lwanMMMwimﬂ

The reason For this is one of distance amonrg individeak. People will be
more willing w0 sccept monal responsibilities when there is s personal Liaison
hetween giver and recetver. The vast amount of income redistribution tat
occers within families is consistent with this view, People will also be
willing (o sccept morul responaibilities when they can monnor the sctivities
of reckpeents in order that recipients can be encournged o become independ-
ent of income tranafers, w the cxiont that this s possible. People will ofien
be willing w accept shori-term responsibilities for groups of people un-
known Lo them but who require emergency reliel, or even long-torm relief.
But these manifestations of humanity snd equality cannot casily be extended
to a gencral willingness o support substintinl nambers of the population
who, if the government did not provide them with sccess o other people’s
income, could be reasonably expected o suppoet themselves dunng their
lifetimes.,

In parucular, it is misleading to claim that social welfare beneflits ame
“basscally means-tesied and selective” when 74 per cont of payments made
unider the Social Security Act are universal benefits. Moch of this expends-
e s unrelated o noed in any wacful senee of the word. Atage 20, cach malke
and female has a life expectancy of a forther 52 years and 57 years

, and markets exist whereby retirament funds related 10 coneri-
butinsns cam be accumulated, and where insurance against {xlure © stiiain 8
minimum ncome in old age. conditional wpon survival, can be purchassd.
As Angus and Manning (1986: 12) conclude, ‘there is no reason why people
cannot try 1o provide for thetr own retirement, although this may peed 1o be
buttressed by governmenl provision of penuons o those who fail o
otherwise cnsure an adequate income in old age’. As it sands, NS is a prime
New Zealand example of middle class encroachment of the wellare stae.

Similar remarks hold for the provicon of medical benefits. Madical
insurance has grown dramatically in New Zealand over the past 25 years,
with gver one third of the population cusrendly insred with priveie fonds.
Muoch of this growih can be attribuied 1o the unwillingness of the wellare
sinte o deliver non-acute hospital care al 3 rern price. 10 provide for choice
of surgoon, of &0 maintain the share of fees for primary cane puid by patients.
Maoreowver, the erosion of medical funiding and the growth of health msurance
o been closely associnled with growth in NS expenditures, suggesting a
crowding-out of medical benefis by supcrmnuation benelits a8 grrvem-
men= have moade some affempl o coniaia the growth of oial poblic

Fumily Benefit is also non-targeted, and its welfare siatn has suffered
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a major dacline from that of op dog in 1950 o bit pan in 1987. Al present,
the benefin i SNZA.00 per child per woek, which, sl the time of writing, buys
about 1517 grams of baked beans. Inflation has seriously eroded this benedin,
reducing ity real value by over 60 per cont since ita Lt adjnarment in Ociober
1979, It does very liale 1o suppont really needy families with children. I it
wese 3 really serons component of 8 welfsre system, i would be imdexed
against inflation ai the very least, as s NS, The failure 10 index universal
benefits other than NS (and, implicidy, pharmaceutical bencfits) is ex-
uemely curious given the saited objectives of the social wellere sysem:
perhaps this is an cxample of ‘pragmatism’. The mosi likely explanation is
that inclexation of the big spender among eniversal benclits, NS, has resulicd
in the crowding out of less competidon.

The major classes of benefits for which income-testing is applicable
inc lude those for invalids, sickness, widows, anemployed, and DPRs, At 31
March 1987, those beneliciaries with dependents could carn up o the
equivalent of SNZG0 weekly without abatement of the benefit, $60-580 with
an sbatcment raie of 30 per cent, and if income exceeded $80, the abatement
rate was 70 per cent. In nddition, widows and DFB beneficiaries could have
$20 weskly disreganded in assesving income. During the carly 19808,
however, no more than 525 weekly could be camed without shatement. For
income between §25 and 40, the shaternent rake was 40 per cenl, and shove
that income range, the shalement rate increased 1o B0 per cent. In 1987,
however, benefits became touble,

Income- e sted benelis are adjuated each sx months 10 account for CP1
miovemnents. National superannization i3 ailjusted on the basis of changes in
weekly wage rates, excepd when il is decided w0 do otherwise. For example,
durnng the wage freeze/price drip ol 1982-84, NS was indexed on the basis
of price changes rather than wage changes. During this peniod, idexed
benefits increased relative 10 camings,

V. MORAL HAZARD AND INDUCEMENT EFFECTS OF
WELFARE

The official view prgucs thal the social welfare system resembiles o form of
community insumnce (but without the financing and adminiarative wap
pings of insurance ). and that incentives o work are provided. In insurance
markets, the commaoditics raded involve contingent clama. For payment of
a premium, o poyout ks made if cortain prescribed mdverse events occur,
otherwize, 0o payment is made. Premiums are closely related 0 expected
payouts, and wial preminms paid by individuals s closcly related 1o the
valse of the relevant insurnble interests. Those who are uninsured receive
o compenation i sdverse events ooour.
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The social welfare sysiem resembles inmrance oaly it that payouts arc
made in response 1o adverse states of the workd; for exampie, widowhood,
invalidity, sickness, or desertion of the breadwinner. Compensation, hos-
ever, in indopendent of contributions and 18 unrelated © insarable interest
The system basically involves minimum poyouts, with dependent-relaed
supplemenis, (inanced by compulsory panicipation by axpayers. It is
clearty more of an income-transfer mechanism than a represenuon of the
insurance contracts which would be writen voluntarity in the absence of the
welfare e,

When sdverse events oocur entirely &5 & noauhl of random ovenis,
competitive insurance markets are officien. Where moral hazard ocours,
the probability of an adverse event is affociad by actions of insured mdividy-
als. The problem is cesentially one of incontives. If a person is compensaied
when a specific event occors, there is an incentive (o generde the evenl, of
al lenst make the event more likely w occar. 1 these actions could be
observed, say, by an insurance assessor, no payod would be made w0 the
exicod thai ihe adverss oveni is inducsd by the behavioar of the insured, The
real probiem of morml harard is that the contributions of the random event
und the beboviowrof the nswred cannod be descrmined by observation where
ithe actions of the insered are hdden {rom the insgror.

There are interesting properties of competitive insurance COMITaCIE
when moral hazard is present, snd which may be compared 1o the design of
social insgrance in New Zealand. Asauning exclutive consracts, competi-
tive nsurance comracis will not only specily the price of insurance (the ratk
of premimm o payoat ), but, i genernl, ihe quantity of insurance will nlso be
rationed, That la, there will genemlly be & positive mie of coinsurance
offering implicl incentives o eoMmomize on moral harard snd encourage
udverse-event prevention effort. The mie of coinsurance will generally be
linkad w0 the severity of the inducement cffects of inssrance, snd if induce-
ment elfects are very pronounced, people may be unwilling o buy insurance
m all because the price is 100 high for the amount of cover provided. Soch
Indiwiduals will engage in mone preventon effon and self-imsere by sving
ngamst adversty. Neverthelens, due 10 circumstances beyond thear control,
some individuals will experience adversity and handship, and most people
would agree that some form of relief from hese crcumatances i necessary.
In designing relicl machanisms, it s clearly imporan no o creale substang-
tial inducement effects.

Some aspects of inducement efTects created by the social wellare sysiem
in Mew Zealand will pow be lustrated with respect o National Supernnnus-
tion, Domextic Purposes Benelit, and other benefits.
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Natiosal Superannuation

At 31 March 1976, there were a lile over X0 (00 people on age/saperan-
nuation benefits, representing 9.6 per cem of the 1otal population. One year
lntor (here were over 371 000 on NS, or 11.8 per cond of the

Approgimately 70 000 New Zealunders were induced into hecoming old-
- g s e A S

Two mpects of behavioural changes induced by NS will now be
examined. The firs concerns the impactof NS on saving. His widely srgued
that the presence of NS leads 1o 4 reduction in the oconamy s aggregaie
saving rate. The ressons for this can be seen in a life-cycle comiext for saving
decisions. Afier NS came into operition, those already retired experienced
a windfall gain and would consume 2 2 higher rate than expected. Those in
the workforce had their lifctime resource constraint tightened by having o
pay additional current taxes, but relased due 1o the increase in the present
wale of future superannuation benefits. Among older worken there would
be & net relsaation; smong younger workers, a net tightening. Older mem-
bera would tend to incroase both their carrendt and future consumpition, while
younges members would End 10 redce both their curront and future
consumiption comparcd 1o that planned in the absence of NS. For the young,
the reduction in consumption essentially anises becanse of their increased ta
Habilities, 30 that iheir saving alwo doclines.

Mo suempt is made here 10 directly iedt this argument. A test of its
smplications, however, is as follows. If NS crowds out aavings, and if the
conmumy can be wsefully represenied s being on a balanced growth path
with a sieady growth of output per worker, a fall in saving should shift the
econmy on to & different growth path. mvolving a lower rmie of growth of
outpui per worker in the shon fun, an unchanged mie of growth in the long
run, and 8 lower level of output per worker at every point on the new path
relative w that which would have occured in the shsence of NS,

Figure | provides evidence in general suppont of the argument. Real
GDP per employee grew st o rate of 1.7 per cont per year during 1962-76.
N5 wins (kent paad i Felwuary 1977, und there s lide deviation of output per
worker from tead in the year ended March 1977, Therealier, output per
worker was persisently below its previous long run trend value, on average,
by 31370 in 1977-78 prices.

The sccond plece of evidence concerns the impacts of NS on Lisbour
force panicipation and working hours. Al the time of the 1976 Census of
Population and Dwellings, the labouwr force charactenstics of the older
secnon of the population were an follows. For males aged 55-59, there was
& 90 per cent probability of being in a job, while for the 60-64 age group, the
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empicyment rale was only 60 per cent, and only 19 per cent for the groop aver
65, For females, the compamble employment mies were 35, 18, and 4 per
cend, mxpectively, The official view i that NS recognises *people's dght to
sop working if they want 10°. Since NS is not a funded scheme, however,
this “righl’ was nol earned by the first generation of beseliciaries.

Further, there are good reasons © suppose thal the young gencration
wold not be willing 1o join a scheme invalving high contribution rates and
gencrous payouts beciuse of the kow ivdernal real rute of retur of the scheme
relative o the kigh me of ume preference of the young. (Angus and
Manning [1986] estimate s internal real rate of return of 231 per cent for
a |3 year old with average expocied lifetime earnings.) The 'right’ w retire
earty is only henelicial 1o the older soction of the working population, given
that s third party is puying the ball However, as Angus and Manning point
out, mikklle-aged and old people have an interest in the perpewuation of the
schome 80 that 8 person who would not purchase superannustion on NS
terms when young has no incentive o reject the scheme as hefshe ages. 1
the midclle-agod and elderly dominate the votng population. the permanence
of an mefficient scheme is nearly guaranteed.

By 1981, the pattern of employment amongst the elderly had changed
substantially, os is eviden from inspection of Table 5. The employment rate
among males nged 60-64 fell by 13 per cent, and that among females fell by
13 per cent. Although these reductions are quile prodounced, nevertheless,
in 1976, 40 per cent of males and B2 per cent of femakes aged 60-64 were not
in employment anyway, so that superannuation had no impact on their
employment stitus and st raised thesr incomes unexpecteely.

For the oldest age group, the proportion of employed males fell by 28
per cent, while the proportion of employed females fell by 21 per cent. NS
might here be thought of s making a significant contnibution o releasing the
old from the burdens of work. But 96 per cont of females and 81 per coni of
mmuﬁﬂﬂum“uhm“lmu—
transfer. As o means of inducing non-employment among the old (and,
presumably, poor), NS represents & sledge-hammer approach of great cose.

These trends clearly extend 1o 1986, In pary, shis is surprising. and can
be parily accounted for by incrased unemployment amaong the working
elderly. For example, the 60-64 male unemployment mic incressed from 0.1
per cent in 1981 to more than 3 per ceni in 1986, But the proportion of males
empioyed in thas age group fell from 4951 per centin 1981 1o 40.99 per cent
im 1986, 8 reduction of 17 per cent. Growing unemployment could account
fior only one third of this change. There is @ modest 7 per cent reduction in
the proportion of females employed, of which unemployment growth can
account for nearly hall of the change. But during the period, a surtax on
income above an exemp level was imposed.  Especially for beneficiaries
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who eamed income from capitsl, the surtas was & strong marginal disincen-
tive o earm income from working. Although the surtax claws back pant of
the cost of superannuation, i appears that it may be doing o at the expense
of considerable redactiong.

Very vimilar effects show up in average weckly hours of work. For
example, at each census, the modal range of working hours for 60-64 year
old males was 40-44 hours per week. In 1976, 27,594 per cont of such males
worked these howrs. Five years laler, only 22.39 per cent were working 40-
44 hours, and, by 1984, the figure had fallen w0 14.96 per cent.

Doubdess, changes in employment patierns are more comples than just
& minsple attribution 0 the presence of NS, But if warkforce participation
rates in 1986 had boen equal wo those of 1976 for people who became national
supersnnuitanty o that time, there would huve been ¥ 436 members of the
workforce aged 60 and over, which is 213 per cont higher than the actual
workforce in 1986, The addational kabowr foros numbers of 47 512 represemt
3,19 per cent of the economy s total 1986 workforce. And as Angus and
Manning { 1986) note, in the absence of NS since 1978, government spending
could have boen 14 per cent lower, and either legintatnd @xes could have
been lower by this amount, or, allernatively, there would bave been o fscal
deficit over the cight years unce the scheme was introduced.

Domestic Purposes Benefiis

As Tahle 2 makes evident, the DPB is o very mpid growth component of
social welfare spending in New Zealand. Here, | examine this benelil more
cloaely, First, note that the benefit i heavily female-orlenied, 54 per cont of
beneficiaries in 1987 baing females. In 1976, 1.8 per cent of adult females
were on the DB, and this increased to 4 2 per cont within one decade, New
benefits granted increased at an annual rale of 3.2 per cent between 1975-87,
whils numbers in fore grew it 10,1 per cent per year during the same period.

Figure 7 ilinstrates the raies of growih of DPB cash payouts in nominal
and real ierms over the period. Mominal payouts increased by o factor of 13,5
whils real payouts increased by a factor of over five. Between 1975-86, the
share of DPB payments in ODP increased from 0.3 per cent 10 1.3 per cent

The compaosition of current beneficiaries. A snapshot of the compo-
nition of current beneficiaries is provided in Table 6. Scvenry per cemi of
[¥*Bs mre paid w0 solo parents Tiving spart roem their legal or de facto spouses.
Twenty per cemt of DPBs are paid 10 wmarried wolo parents. These
propartions have been very stable over time.

The great majority on the DPB are, therefore, women desered by their
legal or de facto spouses, mlong with unmarried mothers. The benefit,
thersfore, maunly supports these women and their children, and conatitutes
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a very large proporion of wtal income for the typical beneficiary; in 1987,
only &7 per cent of DPBs were reduced on socount of earned income in
excess of 33120 snnually. Clearly, this group is highly dependent on
welfar. Purther, solo parents with children are over-represented in the lower
income manges. The 1986 Houschold Expenditure and Income Survey
reveals that 925 per cont of such persons had annual incomes of less than
SH000, 326 per cent had incomes in the range $R000-512 399, and 19,18 per
cent had incomes b the range $12 400-1% 999, These bosom three deciles

Table 6: Domestic Purposes Benefits in force st 31 March
1987 by Benefit Category

Percent of
Number in Force  Total DPE's
Solo Parents
Living Apart from Spouse 33 963 49.1
Living Apart from de facto 14 544 216
Divorced 1835 2.7
Unmarried 14076 204
Other Solo Parents 1227 18
Al Solo Parents 66 045 956
Care of Sick 441 06
Women Alone 2 660 as
Total DPBs 69 146 100.0

Source
Desartriord of Social Wellara, Beruial Meporl, 587

accounted for 30 per cont of all households, but 61 per cent of solo parent
houstholds. It is, however, necessary w be wary of these figures, since solo
parent households had, on average, only 2.7 members compared 1o 4.1
membery for hoaseholds of couples with chiliren. Houschold income per
famndly mernber is therefore much more equal than is household income when
comparing solo parent houscholds with other households

In addition 1w the 69 146 recipients of the DPR, there were 109 963
demmpﬁmmmluwmd
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persons less than 15 yean of age. ‘There are significant differences in the
distribusion of children by type of solo parent, s Figare 3 makees cloar. Orver
80 per cent of unmarrieds have one child, while 13.5 per cent have two
children. Only 41 per cent of those lving apan from their spouse have one
child; 37 per cent have two children. and 16 per cent have throe children. The
romaining categories of solo parents ocoupy a middle groand between these
W0 catogories,

Long-term dependence. Since those who live aparn from their spouse
have, on avernge, move children, it is expecied that these beneficiares will
receive wellare for & longer period than other groops. Their period of
specislized rearing of young children will be greater. But once their
youngest child reaches school age, there sre opportunities o enter the
workforce and get off welfare. Figure 4, however. demonstrates that solo
parents do nol secessarily get off welfare in these circumstances. For
example, the percentage of those living apart from their spouse and roced ving
the DR declines very slowly as the age of the youngest child increases from
one 10 16. OF these 33 963 beneficiaries, 64 per cend have a child aged five
of mare i their youngest child. For divorced beneficiaries, the per centage
of beneliciaries increases in the age of the youngest child until aged 14, and
then falls slightly. For thas group B3 per cent have tueir youngess child aged
five or more. For those living apan from their de facio, 17 per cent have a
school-aged child as their youngest. For the 14 076 unmamieds, the
percentage of bencliciares falls rapadly as the age of youngest child
incroases.  Mevertheless, 27 per cent of unmarrieds have families the
youngest of whom s st keast § yeassold. And there were 2534 in the " women
alone” category, most of whose children were adulis, and for whom public
welfare was aill

The issue of long-ierm dependence can be considered lurther by
cxamining data showing the relationship between benefits granted during a
given peniod and ihe number of subsoquent periods for which the benefit is
poid. Consider Table 7, Here, | have taken the cobort of beneliciaries who
were granted the DB in 1982 and continoed 10 receive the benefit for more
than six months, and estimated the probabilities of receiving the benefit for
year N+ 1 conditional on the benefit being received for year N.
the aggregae DPFB category, it s evident that a number of benefits expires
quite rapidly, grants made and ceased during 1982 accounting for 25 per cent
of all grants made. The likelihood of 8 beneficlary who Is on welfare
continuing W0 he on wollare in subsequent years increases rapidly afier the
first year, and there is still an 80 per cent chance that atypical beneficiary who
has reeeived wellwre for four years will reeeive it for a fifth. In addition, over
one quarier of all granizes in 1982 were still on the DPB five years later,

Sirnilar patterns emerge for each of the individual DPB female catego-
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nes cosidered, although there are some imeresting differences as well.
Those Living apart from their spouse were somewhat bews likely 1o be long-
lerm dependent than those Bving apan from their de facio, while divorcees
tend w got off welfare ruther more quickly than either. Unmarrieds have an
even higher likelihood of nger-term dependency, although less i for
women along, 36 per cent of whom sre still on the DPR sfier five years.

Although divorcees on average tend 10 be less dependent than other
proogs, 465 per cent are sull on welfare afier of least rwelve years have
clapsed. A surprisingly high 2.2 per cent of unmarncd mothers have boen
on wellure for pwelve years or more, while pearty 17 per cent of women alone
(whose children are of sulficient age 10 be in the labour force) are still on
wellre after twelve year or mone.

Labour forer behaviour of solo parents. [n o recent paper, Rochlond,
Domindck and Robb { 1986) cxamined the labowur force status of solo parents
{imcloding parcsnis on the DPR and Widows Benefit). The authors pont 1o
two dmtinguishing characteristics of employed and non-employed solo
maothers in difforent countries, namely, their educational qualifications and
wink experienice. In general, longer schooling, higher qualifications, and
praor work experience are all positively associated with higher employment
rates among solos. These resubla are also found im the New Zealund
EXPETIENCE.

Wylic (19800 found that, of those sodo parents who had never received
the DFB, moat were working st the time of scporition or pregnancy, while
40 per cent of those receiving the DPB had spent at least three years out of
the workioree prior w becoming a beneficiary, Few of these had any
speciatized qualifications. Shipley (1982) merviewed » small wmple of
recipacnis of the DFE who wanied pan-ime or full-time work. T was found
that shatement rates of the DPR significantly affecied the decision 1o seek
employment, especully since childcare imposed 8 limitstion om work
opponunites. Mos women interviewed were unakilled, and could nol cam
wuffickent to compensae for the loss of the benefit and the additional child-
care oosts thal full-time work would impose.

Rochiord et al examuned a 10 per cent sample of the 1981 Conveus Family
File, tividing solo parcnts inso Fall-time employed (o beast 30 hoors weekly )
and not full-time employed. For solo mothers, educational back ground was
strongly sssncisted with the probebility of being employed. For caample, 62
per cent had no secondary qualifications, and only 17 per cent of these were
employed The remaining 18 per cont had an employment rate of 42 percent,
soene 1.5 Limes is great as the ungualified. Both the age of the youngest child
and the number of dependent children influenced employment rmes, al-
though the former hud more striking effecis. Alihough the employment rale
Tor sodos with the youngess child aged three or less was anly & per cent, thia
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increased i 40 per cent when the youngest child was aged 13 ormaore. Thus,
there is litthe evidence that beang o sobo mother in the short run is & permanent
handicap i obtaining employment in the long run. Howewer, only 16 per
cend of solo mothers whose youngest chikd had recently reached schonl age
were tn full-time employment.

Az the time of the 1981 Census, the DPB plus family benefit for s solo
maocher plus one child was $MNZ.57 30 expreased ss an srnual mte. In addibion,
&6 per cent of beneficianes received an accommiodation benefil, worth, on

average, $500, A solo mother roceiving these benefin would get 5119.81
ﬂﬂt’- and would generally forgn these benefits if employed, What would
she have earned? If she was one of the majonity of solo mothers with no
secondary qualifications, and could have obtsined employment st zoro
search cost in the trade, restanrsnt, and hotels secuor (or simdlar), sho would
have camed § 1 5288 after tax (and family rehate). The net gain by becoming
employed would have boen a mere 27 per cent, oqual w $33.07 weekly, or
kess than 31 per hour. And from this income, the mother wobd have 10 cover
travel and other employment-relned expenses, child-care (osts, and lose 40
hours & week of leisure 1n favour of a rather todious job.  Evidently, the
opportunity cost of joiming the workforse would have been exremely high,
and higher still if the mother had addstional dependent chaldren. Even if she
could have camed the averape female wage, she would have only been 30 per
cent botier ofT, or 42 per cent betser ofT i she had not received assistance with
sccommaodation.  The labour market signals imphicit in the DPB payment
levels and abatement procedurcs ane chear. I you are a solo mother and are
propared wo work full-time o support yoursell, do nod expect any financial
suppon froen the state wnkeas your wage rate isextremely low, Thas, in 1981,
only 8 per ceni of solo mathers i full-time employment reoeived financial
support through the DPFB.

During 1976-81, the employment rate for sobo mothers fell. Yet mothers
in two parent families experienced increased employment rates. By 1984,
71 per cent of solo parents were on the DPB, compared to 66 per cent in 1981,
and 58 per cont im 1976, Rochlond ot ol estimate that if the solo parest
population grows at the same rate as the beneliciary solo parent population,
there would be 151 000 solo parent [mmilics by 1991, comprsing 33 per cent
of all families. They argue thal further education, aining, or low-cost
childcare will be nocersary 1o gvoud the conc lusion that 'the aliormative is 0
ncoepd that in the future the greal majority of solo mothen will always be
outside the laboar force” . They do not, however, discuts the case for relating
the benefit to the eamings capabilities of beneficianes, ths reinstating some
incentives o work or 1o avoid being & solo parent

Statistical analysis, A preliminary statistical analyais of the relation-
ship between beneficiary numbers und the rgio of the payment raie of the
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DB w wages did nod reveal any simple positive associations. Panty, this is
8 problem of choomng an approprizie measwre for the independent variable.
One serics used defined the bonefit rate a8 the rae for a solo parent with one
child plis the sum of the family benefit and the maximuom accommodation
beneld (mnd addidional benefit where applicable), while the wage variable
was the mie of grom of wx average ordinary tme weckly eamings for
females in the trade, restasrants, and hotels secior of the economy, Dielining
the ratio of benedit paymenits o wages as a replacement ratio, there was no
significant association between cither applications, grants, or numbers in

There was, however, a modorasely significant assoclasion betwoen the
change in benefics in force and the roplacement ratio, and which implied s
elasticity of change in benafits with respect 1o the roplacement ratio of 283,
An wnplication of tis result is that if the 1986 replacement ratio had been
(1. 70 instead of 0.77, the increase in numbers on the bencfit would have been
smaller by about 1700 beneficiaries.

I i3, however, extremely difficult 1o correctly identify the aliemative
income svailable o & “typical” beneficiary. For example, & woman with
young children may have litthe opportunity or incentive 1 join the labour
force expecially if she wants 1w be closely involved in ralsing her children.
Her sliernative income may be what she is allocated by her spouse. If there
b positive sssortive mating, low-income hushands and wives will be
associated with each other, and some women may nol have o level of
financzal support even equivalent 1o that offered by the benefie

Alurther contributing factor W inducement during the post 1981 period,
whet bencfil numbers again began w grow mpidly, ks the dilation of the
income st duc o inflation.  As noted in Section TV, daring 1980-86, the
sncame test was unchanged. Beneliciaries could eam up o the equivalent of
525 weekly without loss of benefit, after which the abstcment rate on xable
carings up 0 340 was 40 per cent, and abated a2 80 per cent once more than
$40 weekly was camod. Between 1980 and 1986, however, the CFI nearty
doubled, causing a 50 per cent reduction in the real value of the income
CREEPLAN,

In the Annual Report of the Doparunent of Social Welfare for 1984, it
was arpued thu "there 1 no doubl that the tghier employment simation has
been & major contributing factor resulting in solo parents finding continuing
dilfficulty in securing employment'{p23). As Figure § illustrates, however,
there 1 very litike associstion between the avernge duration of the benefit and
the wemployment raie as was clumed therein. The relationship appears
Clear until 1984, but thercaller, the unemployment mic has Muctusted
considerably (as has the vacancy rate, which wends to mirror the mmemploy-
menl rate) while the benefit duration contined ity seemingly inexarable
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climb.

Crowding-out adoptions. The DFR has enablod many children w
maintain their attachment 10 one (but not both) of their natural parents. As
2 consequence, many coaples who wish whave children and who are willing
0 support them withoo! cost o xpayers, have thesr perfectly reasonable
desires rwaned. In recenl times, it has not even been posaible for some
hapeful conples 0 even got on o waiting lisi for a child. Traditioaally, ex-
nuptial births have been a mujor source of such children. As Figare 6
illustrates, the mtio of ex-nuptal w iodal births increased drsmatically during
1974-88, by some T1 percent. The ratio of ea -nuptial adoptions ko cx-nuptial
births, however, fell dramatically during 1974-52, by a (actor of more than
three. While 40 per cont of ex-nuptial births were placed for adoption in
V968, oaly 21 per cent were so placed a decade later. By 1984, only 8§ per
cont of ex-naptial births resulted in adoptions. Adoption orders also fell from
u peak of 367 in 1971 1o 8 mere 1230 in 1986

The response of the state. In 1981, the st rexponded 1o the growth
in DPB numbers in two potentially significant ways, On 23 August of dnt
year, & Review Commitiee was estahlished w investigaie the ‘continped
rapid growih” reflocting *disturbing social vends’. The recommendations
accepied by povernment included the following. There would be no change
in sawiory entillement, and current rtes of payment would continue.
Counselling in preflerence wo the use of kegal sdversary procedures was 1o be
used © gpust couples 1o reach agreement, and 0 make onmarmed mothers
Tully aware of whether they wanied 10 keep a child or o adopt. While some
suggestion was made that the beoelit should be less linancially attractive in
the “imitial stagea’, neverthelesa, it was argued that handship should not be

Prioe o a DPB pilot counselling scheme, the National Marriage Guid-
ance Council reponed that they wene able w offer *positive belp® m 30 per
cent of cases. but this increased 1o &0 per cent during the pilot scheme.

As showm above, the rate of growth of benefin akewp did slow down mt
this time. Subscquent events, make it obvious that these effects have been

In addition, the Department of Social Welfare introduced the Liahle
Parem Contribution Scheme, intending it to eventmily supersode the older
mainienance payments lodged on account of beneficuries. The Department
assesses an amount thar the liable parent s expected o contribute towands the
cost of the DPB, acconfing 0 a quite complex shility w0 pay formula
However, the LPC scheme is designed 1o ensure thai liable parents are not
impoverished by their labilitiea.

How has this scheme performed in financing the DPB?  First, the
collection rate of the LPC scheme was only 36 per cent ol outsed, bul it has
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Nuciuated between 40 and 48 per cenl in subsequent years. However, the
combined maintenance and LPC recovery expressed as a fraction of henefil
payouts has fallen on 8 more or less continpous basia from 138 per cenl in
197% 10 & mere 5.3 per cent in 1987,

Ethnic aspecis of the DPB, ln Charles Murray's Losag Grownd
(1984), the US wellsre system is seen as substantislly o blame for causing
minsa dissobution of urban black families. 11 s an inkriguing question a5 0
whelher or not the New Zealand welfare system has aided or hindered Maor
and Polynesian families on balance. Bt g recent Cenis daa make evideont,
there is a substantial over representation of hese groups @ the Composibon
of recipients of the DPB. Given the differences in the age compositions of
different ethnic female populstions, [t might be expected that Maori and
Polynesian females would be larger rocipeents of the DPB than females of
Huropean arigin. Bl age distribation is unlikely i account for the (o1 that
13.5 per cent of New Zealand Maori, 13 por cont of Maori/Folynesian, 8.5
per cent of Egropean/Maori, and 6.9 per cont of Polynesian adull females
receive either the DPB or the DPB plus Family Beneli, while 2.4 per cent
of European-origin females are recipieots of similar welfare suppon.

V1. THE GOODMAN-STROUP PROPOSALS

In & recemt Mational Center for Policy Analysis Repon, Goodman and Seroup
analysed e poverty-wellare debate in the US and concluded with some
quite radical proposals. First, they acknowledge that public wellare docs
help some people who would otherwise be in dilficult financial clroum-
stancen, but also argue that ‘there is overwhelming evidence that the welfare
sate is creating dependenc y, the treakup of [amilics and the emergence of
the sing le-parent houschold'( 1986:1). Given this conclusion, they argue that
an ideal welfare sysem is one which helps people i penuine meed, without
al the same time encouraging anu-sockal behaviour. The point, howover, is
that in their view this idcal cannot be stmined by reform of existing peblic
instisutions: instead, “the solution o the U.S. welfane-poverty orisis is to
privatize the wellare s’

In what folkows, | deal with certain aspocts of both the conchusions and
the proposals in & New Zealand conbest.

Properties of a Good Welfare System
Goodman and Stroup (G5} pose the guestion of what most people want in

terms of an effective, responsible welfare system. and argue that the
following guidelines would command widespread suppor.
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1. Most people and should ke responsibility for supporting
m:.ﬁdrhﬂh

L Ald should be direcied wowand the most necdy.

3. Aud should be given in o manner thal encourages independence and
self-relisnce.

4. The welfare system shoubd not encourage [umily dissolution.

5.  Shor-term help shoald be available 1o the and lerm
should be reserved for n [ew. L o g

6. The goals of the wellare aystem should be achieved ul minimam
CO8L

Eu- people, especially long-term wellare benefliciarics, may find

these principles uncongenial; but let it be supposed that they are mkon as
ghven. G5 then proceed bry arguing a case for public sector (nibure and privaie
seclor sccess in the arca of welfare delivery according w0 these princgbes.
Fiest, they nole thal privaie charity plays an exremely imponani role,
althoagh linle is writien about it MNeat, they argue that there is a basic
philosoptucal difference between public and private scior entidement o
wellnre. The public secuor stroctures progrims in such a way that benelis
are assgned w people displaying cenain characieristics. Applicants may not
have o explain the corcumstances under which these characieriatics arise,
and may not be reuired 1w chunge their behavioar so thal the characteristics
dismppear, As we have seen, DIFH applicants basically need 1o demonstrase
the presence of dependent children. low income, and the shsence of a
breadwinner, Moreover, once on a programme, the beneficiary s usmally
entitled by statuie 1o stay on the program as loag 85 the charec teristics persist.

Private wellare, argue GS, is fundamentally different. They argoe that
the hest privaie charities do not view assistance as s right. Instead, aesistance
can he med 0 52 1o provide rellel, and o change behaviour, The level of
misistance is typically discretionary, and private sgencies reserve the right 10
reduce or remove asxisance il recipients do nol make some attempt ol self-
help, A major reason for this difference is clear. Unliks the state, privae
ngencies donot have the power o tax, and maust fund-radse in onder o provide
their services, so that mpporting long-term dependents is 8 lurury they
meither desire mor can afford.

In addition, G5 pose the question as tn whose preferences are 10 count
en the design of a welfsre symem. Pablic wellare i bonefictary-peared, with
the funding of the scheme 8 by -product. The preferences of beneliciaries
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implicily determine the behaviour of thise who pay the wxes. The
relationship between the inclividual xpayer and the ulimawe recipient of
hizher tix dollars is extremely ienuous. 1n contrast 1 the porchase of goods.
or the intra-family distribution of income . the individual Gixpeyer has no way
of monitoring the behaviour of (he recipients of hisher earnings. Privase
welfare agencics, argue GS, instead view the preferences of those who pay
the bills 25 the standard. so that recipicnty must adjust their behaviour o the
preferences of contribulor.

08 conclude that it isonly through s ‘hands-on” management spprosch,
rather than entitlement programs, that will allow the sdeal of welfare reliel
o the really needy 0 be satiafied without encouragoment of dependence
Private secior welfare generally mvolves support, counselling, and follow -
wp help which contrasts with public welfare that exists mamly 10 gansfer
cash. Further, they arguc thal the stite makes 8 generally poot pob of getung
suppon 1o those who need it most, so that the private seciof provides the real
soctal safety nei while the state continues to offer financial support withou
much concern whether the recipients could do well or hadly without it. In
addition, it is srgued that it is generally difficult i get on public welfare, but
eawy 10 say on, while the converse is trae for privale wellae.,

As for the cost of giving, GS argoe that the private sector makes (ar more
edficient use of resources than do pubbc programs, by requiring evidence of
need hefore long-term help o cash is provided, by checking alternative
sources of support, by avosding unnecessary spending ansing from errof of
welfure abuse, by uning goods-in-kind, and by using volunser labour. They
mote, harwever, that the choice of bencficiary may be thremened by growth
in government funding of private agencies; cumently, over 50 per cent of
revenoes of US privaies agencicd oome [rom govermment.

Competitive Markets for Welfare

GS accept tha government has a taxation robe with respect w welfare, but
not necessarily a provider role. The taxation role ks justificd on the basis of
the free-nding ansociated with public -good exsermalities. 1t argued that. i
left 1o themselves, people will contribute oo littke 10 wellare causes because
they ignore the benefit 10 third parties that their gifis o e noedy would
provide. They do not, hiwever, cxamine the properties of an efficient
scheme in these circamances

But even if governments are justifisd o taing 0 suppon the needy, G5
argue that it does not follow thit *government shoold natioeslize the charity
industry ... As it happens, however, government has nasumed the role of &
public manopoly in the wellare indusiry. It has put itsell in the position of
being exclusive recipient of charitable contributions taken by cocrcion
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(through the Lix sysicm) and of having sole discrethon over how these dollars
are spenl’(p.33). Further, they clearly do oot ncoept that many of these
trunsfers constituse o Parelo-preferred outcome:; thus “whoever hesrd of
anyone voluniasily giving money 1 the AFDC or food stamps
programa?'(p.34). Insead, many tranclers are seen s the resalt of powerful
polingal lobbying by ihe beneficianes of the spending of those asisied. The
Epproprase responee, srgue G5, is w denationalize publc wellare,

The process by which this could be achieved is 1ocontinue 1o require that
peaple give their *[air share” 10 welfare, but 1o permit individuals 8 degree of
chaice on how their ta dollars are allocated. Taxpayers could allocaie some
of their tax dollars currently used for governmend wellare projects o eliver
Fovemment projects of privade propects, depending on their preferences. In
this way, the principle of *gensral humanitarian convictions’ could be given
soime operational meaning ai the margin. S discuss various degrees of
denatonalisation, from 10 per cent of 1otal personal income @aes up o the
aanve thurd of sech taxes that woald have financed te entme U5 public welfare
PIOEIMmE,

There would be free competitive eniry inio the market for privae
charity, Individuals could contribute direcily, and claim equivalent
rebites, or clae instroct the Treasary via their income b retums © pay all
o part of their permited wx aflocation limits o heir chosen private weliare
agencies. If they didd nod want 10 use any or all of thedr allocation, the
dolban would be assigned o the publxc sector as s present. The effect would
be that, up w0 a limit, privaie charity would crowd out public charity on &
dollar- for- dollar basis.

A New Zrealand Reactiom: A Survey of Chrisichurch Private Wellars
Apenches

Do New Zealand private wellare agencies fit the GS mould? What bs thesr
reachan 1o proposals 1o incresse the parvcipation of the privaie secior in the
provision of welfare services? Ase there eager wellare entrepreneurs ready,
willing. and able 0 cogage in the scrumble for welfare dollars?

To ry and throw some light on these questions, | invited the privaie
wellare agencies listed un the yellow pages of the Chrisicharch wlephone
dircctory w0 answer a questionnaire. ﬁmmm'ﬂ-m
mately 50 per cent, and included almost all of the major agencies. The
general resulis are as follows.

First, it is evident that private agencies in Chrisichurch prodece »
remarkably wide range of wellare services, assisting the elderly, homeless,
sodo paronts, street kids, the sexually and physically abused, the phyuically
and mentally disabled, families who scck counselling, pregnant women,
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people with long-term disabling medical problems, people requiring fiman-
cial psmistance, emergency relief, gays, alcoholics, the poor, those lacking
sca ecucation, new mothers, and many more.  Some KS per cent of these
agencies receive government funding, mnging wp w 90 per cent of ol
funds, with a median funding rate of 30 per cent. These agencies hire over
SO0 full-time workers, over | 100 pan-time workers, and have well over 3000
volunteers — some of the larger agencies were unclear as 0 how many
voluntoers they used.

Second. it is evident that these agencies srongly cocoarage the promao-
vion of independence among their chents. Eighty five per cont seek w maodify
the behaviour of their clients in this direction. The procedures used include
counselling, education 1o develop problem-solving, vocationnl and social
skiills, rebubilitation, early intervention in medical diagnosis and treatment,
sell-management training, and the removal of children from vialent house-
holds as & deterreni o fsture similar behaviows by the children concemed.

Thind, somie 42 per cent of agencies ay cash bonelie o thedr clents, bot
of these, the majority malke payments rarcly of i emergency siluatsons only.
Some of those who make no payments appear vehemently opposed o the
principle of offering cash to their clionts. 1f offered more resources, only ane
agency would give any sway as cash benefiis.

Fourth, the Department of Social Welfare refiers clients i 73 per cent of
these agencies, although the rate of referral is generally small, mainly
between 2 and 10 per cont. The larges refermi mie is 31 percent, but 30 per
cent of the agenciea note that such refermis have been increasing. The
reasons for the increased referraly include the following: the movement of
the aged and psychiatric cases [rom hospitals o the commanity., incrensed
numnbers and dependency of the aged, the emergence of street kida, referrals
from the police and [amily courts, declining governmend residontial care,
medical cases, cases whern the government has no mechanom of assstance,
anid daose with benefit-related problema. A number of ageacies noked thal
a number of these cases were thase for which the welfare state might be
expecied 1o assist, but does nol. On the other hand, in respone o the question
“Would the people assisted by your organization be able w obtain similar
assiytance (rom o government wellare agency” . 65 por cent snywered in the
ncgative, and 31 per cont argued thar government could only deliver a few
of the services offered under present wringemends. In particular, it was
noted that government dealt with those things which it was obliged © by
wﬂ-mumumww#

Fillh, in response 10 8 question azking whether addinonal resources
would be preferred from the public of privaie secior, 50 per centl were
indifferent, 23 per cent preferred government support, and 19 per ceni
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preferred privale secior suppon (the remainder did not want more re-
sources!), The reasons givem were interesting. Those that prefesred
povermment suppont were gencrally recelving a substantial amount of
povermment suppor anyway. Rosuons [avouning government suppon in-
chuded arguments thal priviie secior grants are ‘1o thin', that government
granis “have no sirings atischod’, and ‘it's their responsibility’, Those
preferring privide support, omphasised that they wanied ‘no srings s
mched’. of wantad 8 diverse resource base, or regarded public invol vement
md ‘exsenitial’. One agency claimed that government funding would "preju-
dice independence”, while another claumed that there was no privise secior
resoasrce sulliciendy Lerge, of able 1o offer long-term {unding. The majority,
bowever, would sccept funding from anyone, although many were con-
corned that it not be lied 1o specific projects. One agency, for example, noted
that i currenaly had access 1o privase funds, bot no program in which the
Tunds could be wsed,

Sixth, in response 0 the goestion "Should a governmeni agency be
producing the services you provide?”, 54 per cont answered in the negative,
17 pex cent noted that the government might provide some of their services,
but no agency sccepted that the government had a roke in welfare delivery
equivalent w0 ks own. However, almosi every agency arguad thai the
govemment should be providing them with more funds, although ofien this
was o expand particular sreas of support for which the government was feli
w0 fail o provide the support itshould. These included nssistance i the aged.
hospizalization, preventson, educstion, legal assistance, reliel team egquip-
menl snd social worker service. One agency argued that if should get the
government funds going 1o its competitors, on the grounds that it provided
& more cosi-efTective service.

Seventh, the majoriy of agencies appear 1o requise some formal
assesament of need, wsually by 3 rained caseworker, before assistance of any
form s offered. But many agencies take their clients at face value, this being
sulficient evidence in many cases. An overwhelming impression is that
sastatnce s ollered o people whoss aliernati ve opportunities are extremely
limied, although this may be only a short-term state of affairs. For continued
assisaance, M per cent of agencics require s formal demonstration of
contimuing need, assewsed 00 @ case-by case basis. Ninety-two per cond of
agencies provide help o 8 relatively large mumber of peopie for & relatively
shori tme peniod, with few if any being denbod asistance, while only & per
cent specialize in long-lerm masistance. However, 46 per cent provide some
Torm of both types of assistance, and try not 1o refuse people they perceive
as peeding help, For those agencics not providing long run essistance, two
arguad that soch ssistance ‘crestes dependency’

The final two guestions relate w the tssoe of funding. The scarcity of
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funds, and the constant devotion of energy W fund rasang (peither of which
nmhhhﬂh the puldic secior) arc clesrly sofe points o privaic

Like the rest of pa, they foel that they could do some really
ﬂfﬂhilﬂjtﬂylﬂhm Each of the last two questions aks
the reactions i iwo mechanisms that could provide substangially more funids
for private agencies, bat not nocossarily o & 2or0 coml 0 them. The first is
a4 followsy,

A recent suggestion is that in onder 1 obtain best value for government
funds, privaie sector welfore agoncies should be reguired o condrsct
their services on the basis of competitive weadering. [s your ornganization
in fawour of this suggestion? Why or why not? Would your snswer be
different if public welfare agencies also had w compete for funds in this
manner, w0 that & much larger volume of funds wis poentially avadlable
0 your orgmniration?

Thirty-one per cent of the agencies provided no answer, or no useful
answer 1o this question. In some cases, the concepts secmed 100 alion for
comprechension.  Thiny-cight per cent were not i favowr of competitive
tendering. 19 per cent were in favour, and the remaining |2 per cont noted
{rather smugly) that they had » monopoly and would be bound o get the
contract. For the latier, presumably, there is lile conception of the
possitilicy of morket entry when new OJporTisuies wrse.

The reactions W0 competitive iendoring deserve some atiention.  The
following nre some examples from those hostile w the Suggcston.

A needless attempt to bring competition into social services.
Birarre. | don't belseve it will happen.
May not be workable or in the bes! interests of the clhent.

Mot in favour as we would be competing with associated groups.
Market forces don't apply in welfare.

Don't want 1o have {0 use resources to present & good case.
Ongoing needs may be sacrificed o fashion.

Makes peaple info marketable commodities. There are ricks of
private (extrema?) groups getting the tender.
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State is trymg 1o get things ‘on the cheap’ siready,

How do you tender for care of disability? .. The idea i 100 new 10
realy give a considered answer, Al the moment, most voluntary
organizations lack information and are frightened of the idea.

While mot favouring tendering. two agencies supporied the ability ©
conumct 0 provide specific services.  And fior those favouring tendering,
there was & general desive for o formal specification of the contract, its
evalmtion and accountahility for resulis, One agency already engaged in
contracting ¢laims the government is not honouring the contract® Another
naxtedd thart oaly accountable and efficiens agencics would servive, while one
agency supporied wendering if the full operating cost was fundad 5o & o
relicwe the necessity of

Given the generally negative reaction 10 this question, consider the
reapomse 10 the following, which posed the G5 suggeston.

Soppose wpoyers wene redquirsd iy allocale o public or privie secton
welfure ngencies of their own cholce, some of the money they camently
py o txes. Woold your organization suppon such & proposition?
Why or why not?

In this cuse, 23 per conl of respondents produced no uselisl snewer, 23
per cent were in (avour, and 54 per cent against. For the six agencies in
favoar, one *would consider it* while another believed it 1o be *hetter than
wendering”, not a wildly enthusiastic response. The remaining four agencies
were sroagly supportive. They argued themselves 1o be high-profile and
elficient producers of wellare services, and would expect good support. Cne
noied that agencies with good reputations would get more income, and
another expecied ko attract funds becawse of its "squesky -clean” mage. One
agency which had “no policy” on the issue, did note that donors would be in
2 "mare immediate, relevant and involved position, and they would feel &
greaser senss of control and hence satisfaction over the way their money was
being spent’, One agency was not in favour because ‘compulsory’ funding
wis contrery 1o their philosophy, alihough they were receiving 20 per cent
of their funds from government, and would be happy 0 feceive more
FOVERmEn suppon.

The over-niding concem of those who disfavour the GS proposition, and

one which even supponers of the scheme readily acknowledged, is thal
smaller, lews well- known agencies could be expectad 1o sufTer under such
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scheme, and the possibility that anybody could be worse-ofl is clearly
anathema 1o most welflare agencies, large or small. One agency claimed
there wimld be *discriminngion for fickle reasons’, snother believed it would
be “unfairly discriminated against becasse of the stigma sttached © 0ko
parents”, another claimed the scheme 1o be “unwarkahle, open 1o gross sbuse,
and inequitable”, while another claimed that national-bosed organications
would be (avoursd, presumably becanse of economies of scale in informa-
tion provision. Thore win a clear nd serious CONCem, nol that Lxpsyers
would fail 1o assign dollars o the privase secur, bui that in so doing they
might fail 1 supporn, either consciously or otherwise, whal one agency
described as the ‘unwarthy' among the curment recipients of privase welfare.
Finally, ove agency, while expocting the scheme 10 be 10 their own advan-
tage, dud not agree with the consequent breakdown of s universally available
publkc system of social services”,

While this “Three Musketeers” philosophy is not unworthy, & number of
points sbout the alleged Achilles heel of the (35 scheme should be noted.
Firsl, there are good arguments that can be sdvanced as 10 why a reduction
i government welfare spending should ke place and why an increase in
private sector gpending should occur. These are hased on te relative needs
of the marginal groups assisied by the two sectors. Secondly, the gains o the
high-profile privase agencies should not come st the expense of the low-
profile groups in an abulule sense. The low-profile groups may not stact
many sddithonal tax dollars under the scheme, bat it is no clear why they
should lose funding unless there is 8 massive switch in fasour of the high-
prafile groups caused by additonal sdvertising. This could only occar if
tpayers switch some of thear current funding of low-profile groups 1o kigh-
profile groups when the scheme begime [T this occurs, the high-peofile
groups could allocae some of their additional funds 1o the low-profile
groups, of government could tan them in afder that Ro BENCY iS made wnrme
off. Again, there i the prospect of mergers of agencies i deal with the sue.
MNevertheless, there mudl be concern for people who are unsble w0 suppon
themselven, and who are unknown or unloved. It may be that this is the
approprisie role for the public sector in its funding of privaie agencies.
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Unemployment Benefits and their
Consequences
in New Zealand

James Cox

L INTRODUCTION

Drwaring the first 3 years following the end of World War 11 unemployment
benefits were s relatively unimportant pan of twe New Zealand wellore
system. Asrecently as 1977 fewer than 4000 New Zealanden were receiving
unemployment benelita. During this period it was namrl t policy should
focus on providing an sdequale benefit to those few unfonanate enough o
be snemployed.

The msmber of anemployment beneficianes has increassd since 1977 Io
reach its present level of aroond 120 000 people.  As unemployment has
increased so has the average duration of spells of unemploymend. Morcower,
unemployment has increasingly bocome concentried among disadvantaged
groups such as Maoris and the young.

The performance of the labour market in New Zealand snd many other
countries has deterionted in recent years. Over the medium term, the rate of
snemployment dopends largely on the efficiency with which the labour
muirket works. 17 the Inbour market is functioning well, pay bscloscly related
1o differences in individuals® producuvity and howrs of work. Given labour
market fexibility, snd stability in macroeconomic policy, it should be
possible for most of thoss who want work 10 find it in normal circsmstances.
In these circumstances most pnemployment should be of clatively short
durntion and frcthonal in naiee. In the Now Zealand case, however, the
correction of past imbalances in the economy and a mpid reie of struciural
change has, combened with wage rigadity, bed 1o the emergence of persistent
urctural unemploymesnt. This, i e, has locesed sitention on anemplay-
ment benelil as a major policy concem.

It is imponant w0 sole here that labour marked and income suppon
reforms are linked. B minimum pward wages are sct st kevels that prevent
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ey chualts froem fenting work, and if the structure of wiges does not respond
ndequately wo changes in labour market conditions, there is listle altermative
bt 1o provide unemployed workers with income suppon on a long-term
hatia. By contrast with Morth Americs and Japan. European and Australasian
sxcictes with their inflexible labour markets tend also 0 have generous
unemployment compensabion s hemes

IL. THE OBJECTIVES OF UNEMPLOYMENT DENEFIT

There zre two ways of conudering unemployment benefit. In the flest place,
unemployment insarance 153 wrvice that at keast some people would, in the
absence of government action, wish 1o buy or sell. On the other hand,
unemploymen beneflit may also be regarded a2 8 mechanisn for governmen-
tal income redistribason.

Insurance

For those who are interewied i investigating allematives &0 government
aCU08, 1A inloresting question is tie extent W which a private market in
uncmployment inwirance would emerge in the absence of government
action. On the [ace of it, the prospects are ol especially promuising. Bocause
al the abiluy of both employers and emplovess 10 affect nake, the problems
of adverse seloction and moral hazard are likely o be particularly acute for
unemployment insurance. (" Adverse selection” refers w0 the wadency for
insurance policies 10 be atiractive to the wors risks. Those with least risk of
unemployment will, at any given prce, prefer o carry thelr own risk rather
than io purchase insursnce. This, in lum, may lead w further price increases.
"Moral harard” refers o the possibility that the decision 10 purchuse inser-
ance may subsequently infloence individuals’ behaviour. Those who have
purchased unemployinent insumnce may choose w indul ge inmare frequent,
ar loager. spells of unemployment than would otherwise have been the case.
[nsrance companios have open o them o number of siriegies o reduce, buat
nol elirminate, tese facior.)

It iy be that pnemploymcnt insurance is so costly ko provide thas many
indrvidusls woald not find it an attractive proposition. However, it o worth
noting thad, prior o the intmdection of government unemployment compen-
sation schemes, frade unions and friendly socicties in Britain, Australia med
New Zealund provided unemployment and sickness compensation.  Mar-
gage insurance schemes that are operated wday include clements analogous
to wemployment insurance. And individuals can and do provide for the
pomsibility of their unemployment Urough privaie saving. On balance, the
sope for seli-provision lor unesnployment is considerable, although not all
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individuals would be in a position 10 o this,
Redistribution

As 8 means of income distribution, unemployment benefit provides both
iNCOENE vapper (3 minimum income i snemployment ) and income masnie-
nance (an income in unemployment tat is commensurate with income when
employed). Flat-rate unemployment bencilit smangements of the New
Zealund type provide meome support and also 8 degree of moome masnie-
nance for low income workers. Social insurance schemes lollowing the
Morth Amencan or Europcan patsern thar pay esmings-related benefits are
fess successful than fai-rate schemes in providing income SUPPON {gince
they provide a small benefit for those with low eamings when i employ-
ment) but result in s higher degree of income mainenance for middle 1o upper
INCOME SAMETS.

It can be argued that income mainienance is not an appropoiade obpective
of government redistribution policy, which should be confined 10 ensuring
the provision of @ minimum income in wnemployment. First, as argued
previously, the scope for self-provision i unemployment appears o be
considerable.  Sccondly, in view of the accomulming evidence of the
seriousness of the disincentive elfects of margmal tax rates, o is undesirable
for governments o undermke tsks that mdividuals are perfectly capable of
performing (or themsclves shoald they so wish.

Fimally, the payment of substantial government benafits o individoals
enjoying high incomes when inemployment would not appear 1o be desarable
om thenbutional grounds.

It is frequently suggested that income suppon arangements should be
assessed in ierms of the following crtena

«  sdoquacy — the provision of an acceptable minimam income:;

«  incentives — the avoidance of adverse effects on the incentives of
reczpients W work, save oF chgage in education or Eraining,

* oMl — 0 minimise the cost 10 the mapayer (and hence permit
reductions in marginsl e miss);

«  aimplicity — ideally income suppon schemes should be casy 0
admimister and use, and should avoid sigmatitng e rocipients.

An inescapabie difTiculty with income support policy is thae simultane-
ous achiewement of all four objoctives i impossible.  Supposo that socicty
decides on & level of benefits that would be adeguate and, 1 avoid means
testing, also decides that this level should be paid 1 everyone in the defined
category, immespective of income. The cost 1o the taxpayer woald be Likely 1o
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give nse o conoern and the result, particularly in times when incomes in
general arc nod increasing rapidly, woulkd be the payment over time of less
generous benefits of this rype.

Aliermatively, the cost of psying a given level of benefits may be limited
through income-iesting, but they may discoursge the unemployed from
suppiernenuing thesr benelis Yaough pan-tume work. Moreover, the more
generous the hasic level of benefin (whether income- tested or not), the greser
1 the incentive to the mdividual w become of remain unemployed rather than
ke full-ume work, and the grester the cost o the axpayer i likely i be. For
amy level of benefit, the incentive o become of remain unemployed can be
redaced by more careful suenuon t such lestures as work-lesting, waiting
arstand-down periods and the detection of abuse. But these increase the costs
of complying with the sysem bogh for beneficiaries and the sdmenisration.

Incame suppon policies must therefore be & compromise berween
desirble bul competing objectives. But there are groands for arguing that
NTE COMpomises are w be prefered 0 others. In particular, closely
largeted income suppon schemes are hikely to provide a more procise balance
between equity and efficiency objectives than more universal schemes.
Targeting involves iwomain aspects: the wse of sdditional pryments direcied
towards beneficiaries with particular necds (such s the presence of depend-
ent children} and ncome of assets wsting. The gains from income esting,
in s of @ more precise diroction of assistance 0 the most neady and
reduced marginal wa rates, are in general hkely w outwelgh the coszs in terma
of the disincentive W take par-time work for those subject 10 the benefin
income est. (Some would argue. however, that for some groaps part-lime
work i8 the mane resalistic option. ) This is panicularly the case if cane ks tioen
w0 casure that the decisions of not oo many people are inflnenced by the high
effective tx rues generated by income iesting. Assistance should therefon
be withdrawn ot & rapid rate in an area of the income distribation that is nol
dense. Provided that tax rates in general can be kept low, the ‘short high
fence” may, for a given level of benefits, minimise the obstacles for the
curremly unemployed i secking full-time employment (for further discus-
tion. see Blinder and Rosen, 1985, and Con, 1986).

HI. THE SIDE EFFECTS OF UNEMPLOYMENT BRENEFIT
Work Incentives

Unemployment benefit provides an income 1o those who are not currently
working but who are looking for work. A benefis of this type i slmost hound
i give rise 10 disincengve effects: both the incentive 10 become unemployed
(if currently working) and that 1o remain unemployed are affecied. To say
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thus is not o imply ol Now Zealanders are lary or that they are making
frandulent claims for social welfare payments. Persons who are genuinely
looking for work may, by the cxistence of unemployment benefin, be induced
i search loager than would otherswise be the cisse. While some peniod of job
nogrch may be desirable in termi of schieving a better maich hetwoen workery
and jobs, periods of job search can clearly be longer than is weful

If workers who become unemployed have the sliemanve of receiving
unemployment benefin, then the lovel of benefits sets, in affect, a Moor 0
wages. Persons ame unlikely to provide labour 1o the markel unless they
receive & margin ahove unemployment henelits 1o compenate them fof the

from emypirical stodies of unemployment benefit. The first is that, te higher
benefits are bnonelation o eamings, the lomger is the average perod of duration
of unemployment. According w & roview of the US liseratore by Danziger,
Haveman and Plotnick (1981), ‘despite the problema, & positive relation
between unemployment insurance gnd dumion of uncmployment appears
robast’. A more recent Britieh study by Atkinson ad his collcagues (1984)
has concluded that the cvidence is nol st robust. Thiss, although it is probatbile
that a more generous level of penelits would increase the average duration of
uncmployment, the siss of this elfect s still subject 1o debume.

The second question, which has been studied in the US, is whether the
strocture of unemploymenl iNSurance iNCreases unEmMploymEnl, partici-
larty through ncompless experience ruting that subsidises indusiies and
worken with & patters of inermisen employment.  Feldsasin (197T8) and
Topel (1983, 1984) argue that this effect s important. In contrust with the
situation in the US, the New Zealand (and Austmlian) sysiem of unemploy-

Employoes know that the gresier the number and lengih of spells of
unemploymend that they experience, the higher will be the premiums they
would pay on regaining employment. Employers would have a groster
incendive o clanily separaliont accamitely into resignations and redundancies
since their experience rating would depend only on the lutier. This would
reinforce other aspects of the systom (such as waiting perinds and work tests)
that are intended 10 discourage volunary unempoymenL
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Incentives for Education and Training

In generul, unemployment benefits make Labour force partcution more
attractive than would otherwise be the case. 1f a person enters the labour foroe
and u unshle w find work, unemployment benefit is available. The
availability of uncmployment benelit both increases the expecied return o
entry into the labour force and reduces the risk from such entry, Unemploy-
mentbenelit s therefore likely 10 make labour force partcipation higher than
wonhd otherwise be the case.

These arguments are of partcule relevance for young people. At
present the only support avaiable for young people in the post compualsory
yean of sscondary education in New Zealsnd i throogh family suppon (and,
where rekevant, the gusranteed minim um fsmily income) and family benefit
By contrast, unemploymend benefit of sround SNZ100 & weck is availahle
regurdiess of labour force experience w16 and 17-year-olds should they
enter the labour foree and il wobtain work. As the imponance of
the skills and adaptbility of the New Zesland labowr force 1o enable
successful competition in world markets is increasingly realised, # s likely
that greater emphusis will be placed on the noed 10 move Wwwards a sysem
of income wuppon with fewer destortionary effects on the choice between
continuing education and entering the labour fome. The New Zealand
povernment has annognced its intention 1o introdoce a consistent, age related
system of income suppon for young people in educazion and trasning. of who
wre snemployed.

IV, THE NEW ZEALAND UNEMPLOYMENT BENEFIT SYSTEM

New Zrealand pays income-iesiod, lat-rate (i¢. not eamings-relatod) unem-
ployment benefits, the size of which depends on family composition but nod
camings. Benefits are financed by general mxation and not through specific
comributions. In comparison with the unemployment
inserance schemes thet oxin o mos Eeropoen and Norih American coun-
trics, benefits tend 1o be generous o employees with low eamings bt less
jenerous o employees at higher income levels. In this section the Mew
Lealand benefies sysiein is assexsed in terms of the objectives outlined shove

of adequacy. incentives, cost and simplicity.
Adequacy

One of the most difficalt issues in social palicy is the size of the minimum
income that the state should provide. Although many people would connider
adeqquacy #o be an absoluie concept — a minimum income necessary for
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subsistence — the historical recond has been for unemployment benefits o
be established st a level below (he comings of persons in low-paying
employment

Ia New Zealand the usnal method has been 0 assess the adoquacy of
benefits by relating them 10 8 measure of camings or pward wages. A benefin
standard was estsblished in terms of wages following the repont of the 1971
Royal Comunission on Social Security, B this standard has not heen
updated 0 reflect movements in wages. Roal wages increased in New
Zealand up w around 1975 but have since declined. The result has been a
iendency for benelits o mave upraards in relation 10 eamings, although this
has 1o some exient been afTsel by the taxation of benefias and the provison
ol sepplements w0 the incomes of low-w-middle-income families. This is
illustrated in Tahle 1.

Tt in of conasderable interest w compars the levels of benefit provided by
the Australian and New Zealand systems with the levels of eamings in each
country. This is done (for carly |1988) in Tsbic 2. In summary, Table 2 shaws
that benefits in New Zoaland are gencrally higher in relation w average
camings than in Australia. This is panicularly the case for single people and
married people with childron, and for single people under the age of 18 year.

The New Zealand, Australian snd British sysiem of Mai-rate benafins is
penerous 1o low income employees and partcularly o those with [amily
responsibilities. Figure | shows thal unemployment benefit replaces a higher
percentage of income in Australia and the UK than it does in Canada,
Germany and the US where unemployment benefits are related o carnings.

The New Zealand systom also includes extensive supplements for those
with special noeds or high housing costs.  Many beneficanes alw roceive
subsidised housing through the Housing Corporation of New Zealand.

It can be concluded that the New Zealand system mects the adeguacy
eriterion extremely well. The question for New Zealand policy makers is
whether these gains in sdeguac y have boen achieved m 100 high cost i erms
of disincontives for work and education participathon, and of high effective
marginal @a mdes.

Inventives
Two aspects of mcentive effocts require particular consdermion:
+  The replacement ratio — the rtio of income i emjployment 10 the
income the person could expect in full-time work: md
s  The effeciive wx rates thal beneliciaries and low iscome eament

face if they decide o incroase thekr work efTomn.
It has been estimated that 4 per cent of New Zealand wage and salary
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carnery presently face replacement rtios of more than 70 per cent while 21
per cent face replacement entios of over 30 per cent. Not surprisingly, young
single people snd familics with children are the groaps most likely 1o have
high replacement ratios. On the face of iL, these rutios 4o not appear 10 be
unduly alorming — four. fifths of New Zealanders Can expect i be monn than
twice a8 well-off in work as out of iL

As noted, an important reason why replacement macs m New Zealand
are mot higher is the extensive sysem of income suppon for kow income
persons in employment.  These armngements tend o reduce roplacement
rates (since they add 10 the incomes of low wage camaers) but resalt in high
effective tan rides a8 assistance 13 phased 0w over wide ranges of the income
diseribation. The phasing-oat of the {amily support payment implies tax raies
of ot least 48 per cent over (he range of SNZ2EE a week in privaie income 10
SNZSTT a woek (for a family with two children). These high rates are likety
w0 contribute 10 8 climate of Iack of enterprise and initiative in New Zealand.
In March 1986 some 116 000 familics were receiving family care, the
predecessor of family suppont. In contrast, the wniversal fumily benefit was
paid i 524 000 persoms.

Beocause of the concem o ensare that persons in work have incomes
similar o the unempliyed, the assisance schemes. for low ncome carmors
have been closely linked w0 unemployment bonefic I it were posaible w0
reuce unemployment benelit rae, for cxample, then it mijght be possible 10
reduce the guaraniced minimum (amily income. A mote rapid abaternent of
unemployment benefit would make it possible 10 reduce the level of income
wl which the family support scheme itsell begina 10 reduce.

Cost

As the number of unemployed persons has grown, expenditure on unemploy -
ment benefits has grown from almost nothing in the early 19708 0 5673
million in the year ended 31 March 1988, This increasing fscal burden
emphanses the imponance of improving laboor market performance W
reduce enemployment, and of achieving any available sconomiss in unem-
ployment benefit policy.

Simplicity

The government goes 1o considerable lengihs 10 ensurs that the unemgploy-
ment benelit and (amily support systems are convenicnt for the recipaents,
despite thetr seeming complexity, Although this activity is admimble from
many points of view, it thould be rocognised that the result i likely 10 be
higher levels of social welfure spending (and hence wa rates) than woukd
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Table Two: Benefits in Relation to Net Eamings in Australia and New Zealand

Australia MNew Tealand
SA (per week) : mhﬂfﬂﬂ;ﬁ

1987 268
50.00 (0.151)  50.00 (.140)

Single, Under 18
Single, 18 o 20 91.20 (02760 91.20 (255)
Sege s 1 chié. 138,70 10.39%) 15405 (406)
. I

Married Couple 77.10 (0.5100 200.10 L538)
Married Couple
{phrs two chikdren) 219.60 [0.603) 244.10 (628)
Auverage ordinary
time earmngs
gﬂtﬂ 427.00 466.00

of tax -
+ Single Persons 331.00 357.00
-Sngleplus | child ~ 351.00 377.00
- Married couple 347.00 372.00
Married couple
[phes two chidren) 363.00 389.00
Mota

99.86 (0.327)
99.86 (0.327)
123.20( 0.403)
234,08 (0.713)
185.52 (0..606)

278.08 10.794)
396.92
305.83
328.31
305.85%

350.3]

436.97
ERERLF.
348.36
33302

370.36

fﬁ;ﬁﬁm-mim- nal earnegs  amiy abowsnceamdy banatll and inwly suppert e nchuded whire nelevant.

age 70 n Mew femend
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otherwise be the case.

Changesl aftiindes wwands receipt of social welfar benefils have
mimﬂrmahnrhhwﬁﬂmuw“nhmhﬁ

T i adniaisrmion expensesof the DoparsmentofSocial Welfars for the
unemployment benefit are ahowt 2 per cond of i intal expendiure. The
Australion experience suggests thal here e FELEME D More vigoroos
administration in terms of reduced total expenditure even though such action
will iend o increase aiministative expenditure. New Zaland has also
begun o improve adminicration but much remains i be done.

V. POLICY AFFROACHES

The preceding analysis suggests that the New Zealand unemployment
benelit system mects the adequacy criterion well but in dong o may give rise
i significant incentive problems. This section of the paper reviews possible
refiorms of the MNew Zealand benelit syveem o achieve 8 mone precise balance
between equity and elficiency objectives, The find stage involves the
redesign of the minimum protection olfered by the stale 1o the unemployed
pid low-income femilies. In the second sage, this i combised with a shifi
in the financing of unemployment beneli from general revenue (O promiums
that invelve anelement of experience rating. Finally, the scope for increasing
privaic provision for onemployment 15 mscised,

The Staie Schemes

Young people. As noted shove, unemployment benefits for young people
are high in relation 1o the incomes they can expect in employment. This hagh
level of benefits i likely 10 have subsmniial disincentive effacts on incentives
o work and 10 engage in education and training.  The following straegics
should be carefully exnmined:

»  Introduce & lower mue of benefit for persons aged 16 and 17 {or,
ahermatively, rise the age of eligibility o 18 years n which case
{amily suppon would became payable w low-mcome families of
unemployed chikdren).

+  Pay benefits to porsons aged 16 and 17 years subjed o a parcntal
s well an 8 personal income Eest

+  [Introdoce longer waiting periods for those leaving secondary smd
tertiary education. (This would lessen any cffect thai the availabil-
ity of unemployment benefit might have on decisions o enier the
labour force rather than 1o continue in education of raining. )
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All unemployment beneliciarkes. The fallowing straiegics are avaul-
nhie:

»  Allow benefits o fall in terms of camings, for example, by freesing
certain beneli raies. Reduction of benefits in werms of earmings is
likely ko lead (o an increase b the number of persons experiencing
financial hardship, and provision would need w he made for
mecting their needs. One possibility would be 1o make increased use
of special benefit

+  Tighten income i2sis by reducing the free arcas, shating henefits
more rapicly and by introducing an mesels iest

#  Review the operstion of the work lesL

Assistance to bow -income persons in full-time employment. A majr
probiem in New Zealand 1s the wide range of incomes over which assistance
o low income families i withdrawn. The measures relating o unemploy -
meni benefit outlined sbove would reduce pressure i make the income
support sysiem for those in employment still more generows.  In addition
conssderation should be given to froczing of reducing both the smount of
assistmnce provided snd the range of income over which it is withdmwn. I
the abatermnent rate on fumily support was increased from 18 per centto 50 per
cent, the shatement range would be reduced from the present SNZ2BE a week
o SNZ577 a woek (two children) o the much shoner SNZ258 w SNZI92.
Effective ax rates would he ruised to B0 per cent over the abalement range
which would be shoner (and would affect fewer individaals) than st present.
Such a change is likely w have favoursble incentive effects panicularty in the
context of overall reductions in marginal s reles,

Financing the State Scheme Through Fremiums

A misre ambitious siep would be w replace the present system of financing
benefits from generml revenie by contributions levied explicitly on employ-
ers and employees. This would permit the introduction of experience maing.,
as proscnily ocours in the US.

A system of premisme combined with expenence rating would ofTer &
number of advantages. When malong hiring and redundasncy decisions,
employers would have 1 consider the éffect of redundancics an the peemi-
um that they would hove o pay in fature, while employoes would have o
conaider the effect of redundancy (or u loager spell of unemployment) on
fature premioms. To the extonl thst experience rating can be implemenied
on an actuarially fair basis, individual (such as semsonal workers) and
industries (such as construction) with a pagern of imermigent employment
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would no longer be subsidised. This would be fairer and would encourage
a besier allocation of resources. Topel (1984) argues that the United Staes
system of expenience rating is incompleie and that an imsportant reduction in
unemployment may be achicved by adjusting methods of financing unem-
ployment benefits withoot changing the bevel of benefits availabie o work-
e,

It would no losger be appropnate to limit e payment of benefit by
income or assets test of, rather than receiving tax (inanced benefita, individu-
als purchased unensphoyment bnsarance from the goverament.  Coverage
would therefore be extended to groups (such s most two-income Memilies)
wha are presently excluded from benefit. Through premiums, individusls

depend on the level of benofits offered and the risks (for each group) of
becoming and remaining unemployed. These premiums would not enter into
effective marginal mix rates unless the henefits offersd varied with income.
Replacement ol maes with premiums would therefore reduce marginal oo
raies overll Expericnce rating would discowrnge the employment of
woikers who are Likely i become unemployed but would reduce the costs of
employing persans with stahle smployment records, Ban, since some groups
with relatively high incomes 1end also 1o have unstable employment panerns,
inraduction of experience rating need not adversely affect average rme
progression in the wo and bene{it systems combined. although there are likely
0 be some low income persons with poor employment reconds who would
be disachantaged by the introduction of experience miting. The distributional
implications of the proposal would, therefore, require further exsmination
prioe o implementation.

Self-provision for Unemployment

It was suggesied above that there is 8 variety of routes through which
individuals can provide for unemployment and that the proper role of the stae
is 10 provide a minimuem level of protection.

A major question |s how private provision for unemployment rolates w
e minimuoem required by povernment. In general, two models are postible:

*  The supplement model, in which individuals who are not stksfiod

with the level of benefit provided by govermmeni are able w
purchase sdfivong o the market.
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s The opting-oul model in which individuals with unemployment
protection that meets standards set by the stste are not roguined ©
pay premiums or specific social security txes. (However, these
individuals may be permitied (o re-enior the government scheme il
their benefits from private sources hecome cxhansied. )

In a sense, a version of the firet model is already svailable in New
Zealand. Individuals who sre concerned about the risk of unemployment can
and do sve agnins this possibility. The re-caamination of the mintmuen
proiection offcred by the state would increase the scope for self -provision,
Beyond this, self-provision can but be encoursged through a gencrul climate
ol monetary stability and low marginal B mics.

The opting-out model offers the prospect of additional gains trough
competition in the supply of the minimem unemployment benefit required by
the stae. Because, for distributional reasona, the government is likety o
provide a minimum income in uncmployment, the danger of *free nding”
arcal onc. Inthe abscnce of restrictions some individuals wall choose to pay
prominms neither 1o the government scheme RO 10 privale maoers, Scure
in the nowledge that income support (rem the government would be
forthcoming shoukd the y neod it. To avoid these dangers the stue itself would
have 1 decide the circumstances in which people could opt out of its
unemployment insurance scheme. In doing so, officials may adopt an
unnecessanily cautious and restrictive sttitude. More serious. perhaps, is the
danger of political imterference i the premiums charged by insursnce
companies and i the redundancy provisions offered by perannuation
funds and employers. 1t is a matier for further consideration whether, in
practice, [he opting-oul model would be an advance over the mimpher
supplements model,

The feasihility of the opting-out approach, snd its strengths snd weak -
nesses, are luswated by the health insurance srrungements tae applied in
Australia during the first years of the Fraser government. (As with anem-
ployment insarance, maral harard and adverse selecuon have o be sddressed
in the provision of bealth insurance.) Under the Fraser wheme, individhals
who belonged o approved health funds were nol required 10 pay the
identified Madibank levy, This scheme was, withowt doubt, o rensonably
miccessful alernative 10 & government monopoly in health care financing.
But the development of innovative approaches o health nsurance was
impeded by the restriction of approval © usditional health funds of the
community-mled type.

Since health funds were alraady offering health insurance before the
opting-oul sysiem was introdoced in 1976, it could be argued that this
example differs importandly from the caample of unemployment insurance

m
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in New Zealand. Althoagh it is likely that the industry would develop
trmovati ve npprosches o unemployment inuEance were opting ool permit-
ted, this would certainly tke some time. Bor while competition may, for &
timne, be relatively limited it is unlikely 1o cause harm. There ts, theselore, no
reasan to probihit opting-out on these grounds.
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Family Allowance Benefits and
Possible Alternatives for Reform

Susan St John

L INTRODUCTION

The family unit provides s members with & measure of sccurity in an
unceraln world, 1tis really the dealised welfore staie in mmistere, where
the sharing of resources, cooperation and encourngement o sclf-help and
solf-discipline, support in times of adversity, enable its members 10 achicve
thetr full potential and mucimum independence.

If families porform therr tak well there should be 8 redoced noed for
other wellwe spending such as on the unemploymend benefit, sickness
benefii and the Domestic Purposes Benefit Insiablity and [smily failure oi
ihe ather hand, will be refllected i the wider arena as fadlure of the wellare
itate

Unformnaely, the sheer homility of the economic and socisl snviron-
miend is ool conducive o Tamilies doing teir mak well. Unemgployment, high
inflation, high imeress rates, ncreasing costs of health and sducation, pecr
pressure, (e foods, AIDS, VD, drogs and sleohiol, fast cars und secidents are
st & few oof the Tactors st make the rearing of childnen an srdsous snd often
fruitless task.

The best parents in the world will find it difTcale, ket slone those under
financisl pressres. Unwanied pregnancies, uncmpdloyabilizy, violen: and
criminal adolescents, poor education and poor health are sympems of family
fmilure. My view is that unless we mre prepared to do far mone in supporing

modem stressed families of all fypes we will face enormous social conse-
quences in the CoOMming yoar.

Trcalise that | am writing in the contexl of i subsantial spsck on the role
of the welfan mme, There i conainly peramuasivensis in the sgument thal
welfare herefits have undermined the traditional socialisation lanction of the
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famuy. There may well be o case for changes 1o the sickness, unemployment
andd domestic purpose benefits w0 that they give more appropriste signals 1o
young peopie. Fumily assistance too should be carefully designed. But | see
no shernative W incroased sate suppont i we are i tckle the hasic couses
of poverty. Only some aspects of [amily poventy, however, may be resoly-
able through mome generous financial assistance slone. What is neaded is
clear statement of the ultimate objoctives of family policy snd & willingness
i ensure that all policies are congistent with these sltimate objectives.

I. GOALS OF FAMILY FOLICY

T dom't think there would be much quarme] with the idea that the ultimate goal
of all family policy should be that children are reared o be fully coneributing.
socally responsible, well-educaed, healthy individuals that became part of
the soluthon of society’s problems rather than pan of the problems them-
selves.

Cioals of social policy in New Zealand are, however, not usually stated
in this way. The objectives are often expressed in terms of the intermediale
sim which i seen s the provition of sdequate income. Thus the 1972 Royal
Commission on Social Security emphasised the rights of all 10 enjoy an
income thal was sufTicient 1o enable participation in and belonging to society.,
Buut the counterpart 10 nights i responsibility. The obligutions of parents and
chikiren mre lefl unstated and unclear,

Focuting on the intermediate goal of ensaring an sdegquate income may
obscure the need (o be commitied 1o wide suppornt for (amilies of all kinds,
0 just the pocrest. For cxample, the unovailability of sdoquate counselling
and rebnbilitstion facilities for young drug abusers affects all income levels,
as do shonoomings in the education system.

All economic and social policies should be evaluated in terma of the
ﬂhﬁmﬂhﬂrpﬂrﬂuhh“dmm:

economic performance soch as low inflaton of balance of payments stability,
If this wers the case, recent policies such as a uscr-pays approach w
mwhmwwhﬁWH
families hefore implementstion mther than as an afterthoughi.

ML ROLE OF THE STATE

I suggest that there are three major roles for the state consistent with the
ulimute goals of family policy.

A suitable economic climate. First, the stse has a crectal role
crating o suitable economic climate. High inflation, unemployment and
high interest rates sre devastating 1o the security of the family unit and there
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mst be commitment 1o reducing these pressures even if if iv af the cxpense
of the achievement of some elficiency in the sconomy.

1 am aware thst there are dangers in makework programs and employer
subridies that retard the economy and thus impede the creation of permanent
joba. However, | suggest that one of the major impediments to job creation
i the notion tht new jobs must come from the private soctor rather than the
mate. Our future standard of living may well depend on an expansion of job
Oppormities @ arcas where il is unrealistic 10 expect profit-secking entre-
iprensirs io kave much interest

We noed more izachers of all yped, mare heahh workers, especully in
light of the impending AIDS disaster and the ageing population and more
NIETLON 0 conservation and environmental issues. The successfil govern-
ment of the future may be that one which can best persunde us that it s in our
own inteTests io contribute @aes 10 expand employment in these and other
community meas. 1t will be capensive and will require a new commitment
and a renewed confidence that state involvement can be saccessful.

Altiindes. Lester Thorow (1985) in & elling critiguee of modem
cconomics, argues tha economists place far 100 much emphasis on the costs
and benefits that arc involved th detenminang an individual s course of action
and 1o little emphasis on the formagion and moulding of preferences and
antitades. Thus the lilerisre on the economics of crisne streses the nead o
raise the coss w the individoal relative o the benefits 1 inhibsi criminal
behaviour, An efficiént sockety is nol, however, one tha devoles hage
resources o the detection, prevention and punishment of came. The truly
efficient society b one (hal enswres that valoes of socially accepiable
behaviour are incolcated at an early age. A society where the the strong
expectation is that children will be reared, mostly in non-eenage wo-parent
families, to become rosponkible, well-oducated, sell-supponting, is one in
which it is fur easler 10 operate a humane snd gencrous social wellare sysiem
without encoursging dependency and destroying incentive.

Lest all this soond utopion, the sucoess of Switrerland in minimising
welisre peoblems while dealing with the relied of poverty can be aiributed
in good part to the strong community support for the family. These in
considerable emphasis on the responsibility of the lumily 10 prodece produc.
tive, sable young peopls whio in i are also avwere of their responnibilicy w
become welul and producuve citieena, Early morrage and icenage pregnan-
cies are onusial snd one-parent {amilies are not common. Young people are
dependent on their [amilies for longer and the whole community takes an
interost in the job that the family does. For example, trusncy is rane, bt if
It does occur L becomes 8 matier of wide community concem.

Onher countries” solutions may be exnmincd but the environment at
home ia always different. Very low unemployment and knflazion in Switrer-
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land make i moch easicr 1o weonn dependent people from welfare as moch as
docs the very strong socialisation process provided by the home and the
church.

Bt what clear signals do we give our children that early marriage snd
teenage pregnancics me nol socislly destrable and tha child-mismg and
marriage tselfl are ofien onerous for parents who sre young? The Bourd of
Health Sanding Commitiee on Child Health suggesis that if currens trends
continue 25 per cent of New Zealand girls now aged ten will become pregnant
by the age of 200

In 1977, the Domestic Purposes Commitice set up by govemment
concerned at the escalation in this benefis, reported: “There is not much doubt
in O minds that the avadlshility and generoas natare of the DPH soucture
not oaly diminishes the fear of pregnancy but can also be very attractive
& young leenager and il is clear in many instances that the amount of money
that can be received from the benefin is higher than what the girl herself could
earn in normal employment. No one wishes 1o see 8 child deprived by reason
of toa limited & bencfit, but also 0o one wishes 1o see 1 child dissdvantaged
a litle bater in life by reason only of the mother™s ability &0 retain i’

The unfortenate fact, ten years on, is that the DPB may be soen as
preferble not i employment isell bt w life on the unemployment benefit
Fertups we do need 10 look o restricting the availsbility of the DPB in the
interests of dissuading wenage parenthood. | would ruher see the providaon
of realistic and meaningful aliematives 1o the dole, professional adutative
programs, and a chear statement o the young of their responsibilities and
oblipgstions o society.

If antimude formation w left 10 interested private sector groups, then | fear
like other "public guods’ such as AIDS prevention, snti-smoking campeigns
and environmental protection there will be far 0o linle done. There is also
the risk that opposing [actions will cancel each other out.

We need professional school programmes that teach iecnagen the
realities of coping with babies as opposed w0 the mechanics of sex and
reproduction.  Are we almid w0 introduce meaningful educative programs
that clearly stale community valucs because we are such a divided snd non-
homogeneous community?

Financial assistance. Critics of wellare may seriously debate whether
the mate should provide financial assistance o families. While | concade tha
the ready availshility of some benefits may encourage welfarisation prob-
lems, family assistance could be regarded in o different light. In principle it
recognises thal families of different sizc have different abilisies 1o pay ax. Tt
cannoe be the function of the wage system in 2 modern competitive economy
o ensure sufficient income for those with varying numbers of dependants on
minamum incomes. There are no realistic aliernatives 1o ta-funded support
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o ensare thad all families do have sufficient resources. 1o perform their
socially valushle wske Such suppon s not & diguity-sapping handout,
eroding the breadwinner’s function, bat a reflection of commumity involve-
ment in the socially important tak of rearing the next generation.

Telling criticisms of the welfare stute are that its mechamiams have
become institutionalised and inflexible, thal s programs reinforce out-
meded concepts of dependency and that the goal of poverty reducton s ofien
not achieved. | believe that we can take some prade that in New Zealand we
have been willing w0 adapt our family sszistance programs, when they
appeared to be failing, in often very far-sighted and innovative ways, The
sequence of reforma since the early 19708 reflects an incressing desine w
trget assistance more effectively w low income [amilies in a way that
emphasises the joint role of the two parens and de-emphasises the depend-
ency of women,

IV. EXISTING STATE SUPPORT SCHEMES

Early in the 1970s, tax exemyptions for children wers abandoned(thase oa
higher tax rates had gained the most in wa relied), and replaced by universal
payments of the family benefit. Those on benefits received supplements
related (o the number of children. Then, following the realissiion that family
poventy was not confined to thoss on benefits there was a period of intense
experimentation with ways 1o provide assistance o eamens through the
system. A varigty ol tax rebates was introdoced with differing aims snd
criteria, with the resull that assistance was nol particularty well focused.
Eventually, in 1982, the spouse rebate, young family, and low ncome family
rehates were amalgamated into one family rebate that was shated agming
total houschold income.  This, however, wis insengitive to the numbers of
children on the family, and, with the realisation that larger families were
imadequately catered for, family care, s benelin that did sdjust for Bamily wee,
wan introduced. Maore recently, (amily care and the family rchate were
combined o give s single, adjusting and abating family rebaie called family
support. In addition w family suppon, the family benefil, 8 universal
payment of SNZE per woek per child is still paid This has been allowed
steadily erode in value mnce i was Last adjusted & 1979 i Gavour of the more
selective approach,

In addition 10 family support and the family benefit, a ©p-up became
avidlabls for those on very kow incomes in e form of Fuamniesd minimom
tamily income (GMFT) payments.

The ruly innovative featres of family suppont and GMF] programs
inclade:
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L. The wreatment of the family concession as & @ credit © sugment
groms wages when the ma liability i insufficient 1o ensble the full
credit 1o be ofTset agninst ax due,

2. The determination of eligihility on grounds of household income
wisd ahatersent agains howschold ipcome while retaining individual
s the unil for positive L sssessment.

3. Thesplitting of the tax credit equally between both parents in a two

parent (amily and the adjustment of the family sappon for extra
children.

4. The equivalent treatment of beneficlary familics by making bene.
fias waxable snd this cnsaring the cligibility for family suppor
Paymeis.

Less exciting and innovative, as in olher countries where the general
expericnce ks that family assistance measures are not indexed, our new
support package was introdoced with no provision for formal satomatic
adjustments for inflatson

Family assistance includes the family benefit and the value of sny tax
rebates, Although different family groups have been affecied differently by
hm“ummmmwﬂwhm
has fallen,

The true casualty of the tax benefit reform package of | Ociober 1986
was the small family. Here there was litthe of no gain from the extension of
the rebade 1o allow for additional children and actual total family assstance
in real purchasing power iorms cominued 10 decline from the position of the
carly 1980s, as the sccompanying thle chows.

Innovative as we have been, then, in other areas of family assistance this
problem of insdequate prolection in times of high inflation remains. Adjus-
meni at the whim of grvermmendt are oo mfrequent and usually inadeguste,
reflocting a lack of commitment 1o the principle of (amily suppor.

The maximum level of suppon for families may appear quite generous,
bui families need w be on very low incomes © fully qualify. By the time
Lamily income i ai the level of average weekly carnings, carrently $23 000
per annam, total family assistance for the one-child family is oaly spproxi-
maicly 314 per week. This iz scarcely & generous level of support

The sow crosion of the family benefit as & oniversal measure could be
hasoned by its incompontion into 3 more generous, family support tax credil
— maybe one that recognises the extrasrdinary costs of teenagens, especially
if they prolong their education.
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Suggestions that the family benelit be abalished am resented by those
wha view it as thear source of independent income and mises ihe contontious
izsue of who would be the recipient of state support.  Should all family
assismnce be pakd o the carer parent, usuully the mother, a8 is the family
benefi? In many countries it is thought that the payment specifically w the
paerent 8t home s important in achieving intrafamily aquity.

InNew Lealand, we split the family suppon payment and all married rate
social security benelits oqually berween the couple. This quite radical
imnovation says male and female ane equal snd both parents have egual
respansibility for the care and upbringing of children. One partner may
choose 10 be primarily responsible for the day 1o day care while the other
earns family income; but the message shoubd be that the parent who carns the
moncy 1§ 0o more important than the parent that stays at home. Other social
policiea such as the Matrimondal Property Act are consistent with this view.
There is a fundamental hypocrisy in the idea that afier divorce, fxmily assen
are equally thared, but before divorce the esmer’s income i his or bers alone.

Should the state be involved in the payment of benefits i licu of fairness
in sharing? A carer’s benefil, as has recenily heen suggested, would be o
retrograde sicp. There are severe design problems which include targeting
the payment 1o contain the expense. More importand, the creative work or
pareating has a very high social value, and the sdea that an sugmenied family
benelit payment would in any sense reflect this valoe is absurd, In practice,
the payments would not be high enough 1o help the low income families that
really need the assistance . nor bigh encugh s reflect the real valueof the work
done. The dangerous social signal may well be that eamers rationalise
inadequate sharing of their income because of thess payments.

Why not an cducative program for those at school or for those intending
mamiage that spells out the dual ownership of family income and assets, not
just after divorce but a5 an accepted community practice within marringe?
The success of this sratey demands thai care givers value their contribution
encegh 1o belicve that they have an equal right w the disposition of family
income, and that there be recourse in the courts when {ais sharing does et
occur, such as is the practice now, through maintenance onders.

V. CONCLUSION

These who choose w0 have children should be requirsd 1o do 8 good job of
educating and caring for those children. Support from the stste hat i
cOouErpar in responsibility for contraception,, preventive health care meas-
ures andd adequate educational opporunities. 11 is time tat these were spell
out 88 clearly articulated famdly policy. Generous financial assistance mast
be maintained in real terms in an environment that is conducive W family
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stahility and supplemenied by stong soctal signals. Then and only then, |
believe, will we contam the problems of the modem welfare state.
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Relative Poverty and Welfare
Distribution

Susie Kerr

L INTRODUCTION

Poverty is usually defined in terms of a ‘poverty line’ income. This
income level is determined by the comideration of the needs of
individusls, In New Zealand the percentage of individaals who would fall
below an shsolute level of this type is probably fairly small (although
mtill socially significant).! Thesefore i seema sensible 1o define poverty
03 & relative concepl whene an individoal's wellore ia dependent on the level
of income of others in society as well as his or her own income. This
leads naturally w0 the measurement of relative poventy in lerms of
inegqquality indices (seo Yitrhakdi, 1979 and Berrehi & Silber, 1985). Brian
Enston {1983) measured Gini Coelficlents, an inequality index, for the
period 1953/54 w 1976/77. In this paper, however, we use four different
inequality indices over the period 1977/78 o 198586,

Section 11 of this paper considers the properties of the four indices.
Section 111 discusses the methodology of using “equivalence scalea” which
adjust household incoene for the namber of the people in the houschokd.
Results are presented in Section [V and are briefly discussed in Section V.
Section V1 offers some conc lusions,

[l. PROPERTIES OF THE WELFARE INDICES

The foar inequality measures used are: the Gini Coellicient, the
Coefficient of Variation, the Sundan] Deviation of Logs, nd Atkinson’s
Indices of Inequality.

| Mew Zealund mo sisdy w messwm shechuis poverty m this wey he heen done.
Bram Esssnn (1 05Y) defimed o mistive peerny lnn ol fosnil dal ugaelices mmnben
ol new Fealsnders foll badiw this.
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measures of the Gini

1. The Gini saisfies the Pigou-Dalton Condition which states:
*Any wansfer from a poorer person to 8 richer person, other things
remaming the same, always increases the value of the inequality
mesmre’ 19702499,

3. The Ginl is symmetric. m“;mu?mwm
individuals have ther situation inderchanged, the level

T
D'-I-!E,l Sy N | . [(y) /M)

'-"I‘!":i--- - PR, ¥Ya

vhew St1) = %y . 1o



Susie Kerr: Relative Poverty and Welfare Dinribution

The Coofficient of Varation is also symmetric, independent of mesn
income, and satisfies the Pigou Dalon Condition. Iy weights individuals’
miean income levels by the square of their distance from the mean. 1t has
the same senditivity 0 transfer of income st all i
distribution (Alkinson, 1970:255). Thus neither the
Coeffickent of Varistion weighis low income groops heavily. One other
disadvantage with the Coefficient of Variation is that it only compares
income levels with the mean income whereas the Oini compares all
incomes with every other incmome.

The formula for the CoelMicicnt of Vanation i

ca\f =

The Swandurd Devition of Logarithms is defined ax:

T (log u_- 10§ yj°
H-‘ [ ﬁ 1

income level is high it may not satisfy the Pigou Dalion Condition which
i a basic requirement for an incquality measure (Sea, 1971:32)

The last measure used was Atkinson's Inequality Index. This is
derived directly from a symmetric, sirictly concave (ie. it satislics the
Pigou Dalion Condition) sdditive social welfare fenction that is

ol mean income. Additivity is not necessarily a desirable
property because it implics that individual utilities are independent.

Atkinson's index is defined ax'

=

n 1
tean=t-t & & Proom
=1 B

n
(X log ) . Iy /N]
“p El e i

I (g=l) = 1-
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£ is & measure of society's aversion o inequality. I e is large,
sociely is very aversc o inoquality and heavy weights are pul on the
lowest income groups.. [T £ s small, the oppotite s e,

Thas differemt measures of inequality change the emphasis on the
income levels of different groups in society. Further, uhu:—lulu
differest properics and these must be considered when interpreting the

I, DATA AND METHODOLOGY

The dats comes from the Houschold Expendire and Income Survey 1977-
78 10 1985-86.2 Tho Household Income data were sdjusied 1o give u per
capits income distribution, It would be possibile W conven houschold
incoms W0 per capita income simply by dividing cach bousehold's income
by ihe family size. However this process docs not allow for economies of
scale i running a household. (For example, it does not cost three Limes
as much a8 3 one person houschold o provide o three person housshald
with an equivalent standard of living) Instead, equivalence clases are
construcied © show the income necessary 1o give a lurger houschold (ie.
H.‘dnwh“mﬂbﬁmmmm:"
In this paper we use a scale constructed by (1973), which is given
in Toble 1. We mmmmmuw
value This gives a per cupita income distribution from the Toar
micasres are estimated,

Table 1: Easton's Equivalence Scale
12 3 4 L] 3" 6 63"
1.0 1.371 170 203 223 2355 248 2689
® These values are constructed by interpolation,

| Hn-.-hﬁ-ﬂ-nﬂnbhhpﬁ“k-nhl“h--
wispplieed by tha Dvpavomeni of Sistisio.

V Maclibeuer (1974) discussn (e aas of squrvalemes scales snd thesr smpdications.
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IV. RESULTS

The estimated measures of the four insquality indices are given in Table 2.
The numbers in brackets are approaimate standard errors multiplied by
All the measures (except the Coefficient of Variation) rose
conssderably over the period 1977/78 w 1981/82. The first three méasuses
fell between 1981/82 and 1983/%4 and then began to rise
slowly. Atkinson's indices fell in 1982/83 and then began 1o rise slowly.
These results can be seen graphically in Figures 1 1044
In 2 the Coefficiont of Variation and the CGini CoefTicient

4 Ty givsubinn valos of the Coolfiiem of Varision shewn s CV. mine o

3
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Table 2 Resufts
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V. INTERPFRETATION OF RESULTS

Three possible for the changes in inequality will be
considered within this section, alihough many other faciors will clearly be

First, unemployment could be expecied w directly effect
inequality. Fmﬂrn!muﬂwmmﬂu
1977778 w 198081, and then falls undl 198283.° This festure relates
well 1o inequality messures. m.&mu-ma-ﬂh
enemployment do not correspond 10 changes in inequality and is

whe also tend 10 be in low-income groups (.. pensioners, beneficiaries,
waorkens with weak |or no] unions). Figure 6 graphs inflation over the
period being considered.® Inflation is very high in the first part of the
period when inequality was rising. From 1982/81 w0 1983/84 inflation is
much lower, while inequality was fa'ling. Thia was the period of the
wige and price freeze. Afier 1984 inflation rose considerably and then fell,
This suggests ot least 2 tentative relationship between inflation and

¥1. CONCLUSIONS

In this paper we extend the work of Easion {1983) in memuring hqﬂ
in New Zealand. We estimate fow different inequality indices wi

varying properties and apply a different methodology, aamely the use of
“equivalence scales’.

’ Dista come frm the Momably Abseract of Susinses aed somsine of snemployed

Hﬁ-ﬂhﬂ-ﬁw-ﬁ:ﬁwm Aeerage over Toar
qasrten ol [ecember

& D comes from ihe Monthly Abeinst of Stsidsiles. 1 comsbiis of ihe Conmmmer's
Price Indes, ol growps (19634) = 1000} Inflation W year W Jens
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In werms of ‘direction of '.MMWHEWE;
one Enother, an increase in incquality up 10 followed
-mﬁmﬂ and then a further rise. Howewer, the indices

differ in the size of proportionate changes. In paniculur, the difference
between the Gini Coefficient and the Standard Deviation of Logs suggests
thit most of the increases in inequality are caused by the poorest groups

relatively warse-off while middle income groups may be doing
needs 10 ke into account increasing ‘income inequality’ in ity palicy
making snd in particular social welfare reform.
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Possibilities for Lifecycle Health
Insurance

John Logan’

L GOVERNMENT INVOLVEMENT IN HEALTH CARE FUNDING

Healih services in Auastralia have, for many years, hoen funded from a
miixture of public and privaic sources. Until recently, the proportion fanded
from public (ie. tax-fanded) sources remained roughly constan at about
two-thirds of total bealth expenditure. This proportion has since expanded
with the ntroduction of our “universsl” health scheme, Madicare, and now
stands at about 74 per cent of a iotal expenditure of $A 19 billion (7. 2 per cent
of GDIM{ABS, 1987).

Unider Medicare, most of the costs of medical services wre shooldered by
the tanpayer, with the patient paying foes that range from nothing, up 1o | per
cent of MBS' lees for services rendered outside hospital (2 per cent for in-
hospical services). Patients pay more if the docior chooses i charge fees that
are abowve the MBS level, but competition amongst doctors can be predctod
o drive foes down wowards the scheduled lee for "expensive” services, and
down o the § per conl discounted level o which doctors bulk-hill, for
‘cheaper’ services (Le. with MBS fee st below $135). The evidence
smggests that the incidence of bulk-billing has growns over the Madicare

If a person ks able 1o find a bod in a public hospial and joins the other §
per cent of public hospiml paticnis who elect o remain ' Medicars " patients.
then he or she pays nothing in return for lorgoing the right o choose one's

* | mnald ke s Pasal ol of thae €24 foo assimasca wiith e i wnd caloulatemi
For gnim. pagerr, woad Juben W alih, sctaary, for valushin sonumests nd gy

* This s the Medical benefits Schedule, or “olficial’ price s which (s sl 1o deiemuns the
Solmdiian e

¥ Tha ecomsmmicn of marioe chearing fees inder Medices i salined s Logas, 1986 45-TR
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doctor for in-hospital services. Even a ‘private’ patient in a poblic hospital
Indirecily receives a subsidy of 350 per day from he mapayer,

People who prefer private accommodation in hospitals (poblic or
privute) must pay out of their own pockets either directly 1o the hospital of
their docior”s choice, or indirectly via private insarance, Currently, govern-
ment legisiation sustains s cartel of private health funds each of whach offers
8 limited vaniety of health polickes. Mo health insurer offers policies thas
mﬁ:jmtnpmwmhhu-m{fuuh]mh
retumn for premiems tad are lower than thoss w0 that are

applying ks julicses

Applying mized socialism ip health-care fimancing has three conse-
quences relevant 1o the theme of this paper. The firg consaguence is that
demand for health services expands because Medicare subsidies enable
patients 1o ignore the full costs of the services they consume. This
menns that either taxpayers are “sshed” w contribule more to the the funding
of health care for their fellow Ausiralians, or patients” non-maney costs rise
(e.g.. having 0 wail excessively for services), or both. The upshol is that
other people give up more in value than is delivered 1o patients in the form
of additional, or marginal services and %o resources become inefTiciently

The second consequuence is that Medicare, ingether with the regulations
imposed wpon the restricied set of official, registered health insurers, has
fesulied i an availsble portfolio of health policies that do not meet the
preferences. and incomes, of disparate individuals 1 the mame exient &
winuld be expected in a free (or less restricted) insurance markel.  Prioe 1o
Mmmmmpﬂmnhwp
mium, but with incentives for economising behaviour by patients built in
Hﬁmmm*maﬂﬂ Natu-

¥, sysiem of for-profit insurens (shockingly unregulated) trading
alongside the registered unds, who are required 1 practice community
“muum lunds became insuress of last reson for many
high-risk, costly, people. This adverse selection fariher inflated the premi-
ums from the regisiered funds. The non-negisiered msurers had 10 go, and in
Sepiember |95 they were precluded by law from writing any new business.
The higher premiums and lack of altermative policy options would, peedicta-
bly, have contributed 10 people wking oul less private inswance than
otherwise. In addition, people predicably opied out of costly privase
nsarance, anticipating access W the cheap alicrnmive — Modicare — o
prices of almost mero.

" Clhangan in dhe insus=d puymlstios wrs presesied, for cvsmgde, s Valuntary Heslth bssmne
Asoasium of Ausisadie, Liatliical Fuleiem, vanoo,
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The third consequence is that there 1§ & massive redistribution of income
{mnd hence wealth) 1o those who consume more health Services, of Services
that are relatively more expensive, than the average family consumes.
Although a proportion of the favoured recipienis are "poorer’, ui least in
income, than are those who fund the tranafer, there are no doubt many who
re not 50 disadvanaged. The richer person who chooses Medicare satus ol
o public hospital, and has managed & be sarly in the queue, crowds ot the
poorer person waiting (paticntly) fof a bed. Medicare is a sniversal club of
which everybody, rich and poor alike, are compulsory members, and 50
everybody, including the ultra-rich, receives the subuidy formedical services
consumed®, Finally, the elderly, who consume a far greater proportion of
health services, are nol necessarily poor in terms of wealth, poverty of cash
flow can be easily bundled with an sbundance of physical, of BoR-inoome-
caming assel.

This is cortainly not 10 argue bere that equality in the distribution of
income and wealth is, or is not, a ‘good tang’. 1t is w argue inaead that the
goals of redismributive policics are mot achieved through subsidising health
in the way that this is done in Australia, Even if the goals were met they would
be met inciTichently, as s the case with all redistributsons in kind. The bemt
way o redistribute income 4 simply to redistribute (cash ) income,

II. LIFECYCLE HEALTH COSTS

The average costs of health care vary sccording o age and 0 sex. The
sccompanying Figures | & 2 eahibit estimates of annual sverage lifacycle
costs for people within a member of ape cobors thal csch rnge from 0-4 years
up o BS plus. The estimates were devived from 4 number of sources and
compuied by making soeme assumptions aboul hospital costs and other
components of demand® The dollar amounts are therefore “what il
estimates only, and so the usual covent applics.

* Mcue thot Lee Mleddicum bewy (ufum ermmesanty regarded as sorne Lind of “seebomhip b
vhoms noi “pary” for healily serviceic @ |5 & s surdhargs endineby swlaed @ i ol
ol alh care, aed comaled juni s widl b called vy & ‘L mrchange .

* Hioapriml s Mugvang bloane bed iy ilinsnon by age s sy g for WEW {olher dats sas
ol pencilly wowibabbe], sl moedica) st are Do Sedecam des sdusid upmends fod the
Modican dacoums of the MBS for lor pbwis parposes, pius e e of e oo of medicsl
wrrvices el ie Medicire | paisn i paldic el (SSW gunictenal dais for § 984
arndly supylatst by e NEW Depariment of Healsh mesbual seevies dite fusn e | iadiy bn-
wrnnce Ciommassion Anawsl Keporr, 198586)  |oapital mon masdical cwis wem, for U

ot exercim, akan o be $250 pev OBD (occupeed bod-day), med o $%1 per ORD
allcwance for » peblic bogrisl et 's Mol or wes sl Order sssumrysemns can
wnaily b werporsted mio e muslel
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Within cach cohort, costs are further broken down min medical, hospi-
tal, and nursing home, costs. There sre, of course, other componenls 0f health
expenditure that are not included here, such as expenditure on pharmaceut-
cals, soctal workers, and community care; but these might not he expenses
againg which one would normally mswre if given the choice. We may also
node i this poini thet prediciable expemes of modersie amoants — such is
the costs of regular visits 10 one's OF — would not nomally constitue
insarable risks, in the same way that people do nol insure agmns regular
services for moior vehicles (Locs & Rice, 1965: 140-54). O the other hand,
the estimates for cxpenses within the model are probably greaier than those
that would emerge under free market conditions, This is potoaly because of
upward adjustments 1o the estimated figures but, mare importantly, because
a froe market in health care and tnswrance would resull i sconomies in the
otherwise lavish expenditures on marginal, bul perhaps cxpensive, proce-
dures, that are now fanded by the Lixpayer.

From Figures | & 2, it is readily observed that costs nise exponentually
owards old age, and thai these additional costs are intenmive in (CXpeENSive )
institutional care, 1t should be emphasised thal thess are sverages tiken over
the entire population within each cobort, and so do aot capture the varicty of
cosis for mny mngle age group. For example, whereas the average cost per
head of all females aged 85 or more s estimated at just under S8O0C, an
instmtionalised aged person might generaie uprwards of 330 (00 per year in
bealth costa. Since expenditures of this onder of magnitude would be difficull
o finance from family resources, were the Wxpayer given respiie from dils
particular burden, the question that then arnses is: are there other aliematives!

lIL. REDISTRIBUTING OUTLAYS OVER TIME

The model 1o which Figures | & 2 refer shows avernge headih cosis remuining
ai reasonably manageable bevels for many years over ane's working life, and
then rising from about age 55 onwards, The inlertemporal cost prafike fof te
average fomale shows a small and temporary rise in the 25- 3 age group This
appears o be largely the consoguence of reproduction, which is nowadays s
relatively controllable, and therefore prediciable, event. In fact, the praphs
understaie { picsorially) the length of time befone which average health costs
begin to rise significantly, since the mid-life age cobors are of 10 yean
duration as compared w 5 yoars both for the young and for the elderly.
The question then ke if one's expecied future life-steam of health
expenditres were converied 1o an annuily beginning al some polnst carly
enough in one’s working life, would the outlays be modest enough 1o remain
affordable? If =0, then an unregulated inserance market might be expected
o penerute policies that offered 10 ke on the risk that one may perhaps not

205



Tim Wielraxs STarm

Tollow the path of the average family, but that one's future health demanids
bocame wexpectedly large

To investigate this, we chose two crude methods of estimating the “fair’
premum. Our computations ignore the knadings lor the cost of producing
tnemrance sech as adminisration costs and loadings required o reduce the
probubility of inmerers” bankruptcy 1o 8 minimal scoeplable kevel® To this
exteni we understae the final cost o the consumer. The reader could,
haowever add abow 15 per cent (roughly) 1o our figures; the intertempaoral
time puths that we now develop are each ratsed uniformly by this percentage,
and o our basic conclusions are only marginally afTocted.

IV. THE FAMILY

The first method was w comprule the expecied presens viatue of average (utre
health costs for individuals and for families in slermutive circumstances,
wetighied by survival probabdlities derved from ABS monality whles, and
truncated at mge 99 (beyond which the survival probabilities is at, say age 20,
become extremely small)” The present values were then convenad W
CONSIAL-premmium annuites from eniry age (the age st which the person tkes
out a lifecycle policy), up 1o exit age; this is the period over which the person,
of family, must pay premisma. After exil age, the insurcd adalts are coverad
wene calculated by choosing & real (inflation-free) rte of discount of § per
cent for this exercise,

Some of the results for fanilics are shown in Figure 1, the dollar amounts
for which are presenied in Table 1. For Eamilies, it was sssumed that the male
and lemale ages were 24 snd 22 respectively at marrage (o equivalent), tha
thee first child e bormn three years later, and the socond child two years after
that Naturally, other atsumptions can easily be usad in the model, bui this
appears consdstent with data on what conatinues te ‘sverage” Australian
family * Children were nssumed to be supporied by their parents, at least in
s far as health expenditore is concemed, until the end of their 19t year, alier
which they ame on their own. The calculations are bisssed upwards in
assurning only mule childeen, s they are more costly on average than are

® Masbutancs s nanmm’ mem SEe moeised e e st in g Lieven S,
los enmemple, FL Seul (10607

" S wpre il wljisbmer moibe calonlm s o foklow w ol S seszaaary of i ol

* Sex for exwmpie, demopraphic dus presessed in ABS, Socil Indearoes, No. 4, 1984, i
1
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Table One: Premiums for Families

w Single Couple With:-
Fernale Couple 1 Chid 2 Children

Exit Ages

50 955 1383 2293 2647 2969

55 B75 1268 2114 2440 2736

&0 g22 1191 1992 2300 25719

65 785 1136 1906 2200 2467
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females, in terms of present valoe, i the age range 0 10 19 (55900 compared
with $5100 as i age 0, calcalaied ot § per cent e of discount).

Figure 3 and Table | show the annual outlayy assuming that, if smghe,
then the individuals in the examples take ol their palicies of the same age at
which they would have if maeried (iLe. 24 and 22 for him and her respec-
tively). The alernatives for the periods over which the payments might
cxtend e given as the exit ages. Al this point we are assuming thal insurers
discriminaie on the baais of sex in order to set rates. For cxample, & sngle
male would pay $TRS a year (313,10 per woek) if he contracts w0 continue

up 1o age 65, whereas a single fomale would pay $1136 & year
{$21.85 per week) from age 22 w0 age 65. Il each wok their policies ot at
age 20 and planned 0 pay premiums until age 45, the respective oullays
would be $716 per year ($11.77 per week) and $1078 per year (520.73 per
wroek) regpectively, as may be seen from inspecting the appropriate cells in
Table 2. The difference between the (two) soxes reflects the averaging
effects of pregnancies plus longer life expectancies, and hence higher
downstream costs, for females.

Quite probably, and cenuinly under the hostide atmosphere that inday
muromnds inter-sex differentials in Almost evorythung, imurers may be
expecied 10 charge the same premium independently of sex; in this case the
aciual ruies charged would lie somewhere between those specified above.
Mare seriously, since pan of the inter-sex comt differentials arise from
prognancies, there is the question of proportoneng the burden of tis cost it
takes [(wo 10 tango. A market solution might perhaps nclude mcentives in the
form of downstream discounts (or chilkdles females. Inany case, the problem
is solved. sl least in respect of child-bearing, when parents are united a5 &
family, in which case the premigms coakesoe indissolubly, "ull death do them
pant’,
The figures for familics with children are calculased by assuming that the
parents take cut a policy &t marriage (or its modern equivalent) o cover the
comts of health for the chikiren that they will eventually have. Agsin, other
assumplions about the costs of family cutlays may be incorpordad. snd the
numbery here are primarily for parpose of ilustration, A teo-child family
{males only) would entail a family outlay of $2467 per year (47.44 per week)
to age 63, or, aliernatively, $1906 per year (S36.65 per week) for just the
couple, with the parents covering the chikirena” health care costs as they
oocur. On average, this would amouwnt w snnoal payouts of between 5390
and $470 per snnum for each child over the course of his dependency, bul
parents would then be bearing the risks of scll-insaring the chiliren,
embedded In the frequency distributions of healih costs for each of the
younger-aged cobarts.

No doubt many two-child families would regard with dismay sny
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proposal that, bn the coment environment of croms-subsidised caring, asks
Mnmmmmumumu:ﬂdw
high Eamily health costa. In Australia, the maditional form of health insurance
im the private market has been lo-ofTer premismas for famalics that wene simply
doutle the rates for singles {rates being set independently of sex), regardless.
of family size. The namerical illustration here is indicative of the large cross-
subsidisation that favours (smilies with children. This is mnalogous &0 mowr
wohicle insurens offering one-car and multi-car family policies with the rates
Foe the laser sel i twice the rie for the former, tndependontly of how many
extra vehicles are owned by the multi-car family, I is instructive w
contemplaie the mtes for motor vehicle insrance that sould have w be sot
for single-cor families.

V. OUTLAYS FOR INDIVIDUALS: THE EFFECTS OF POSTPON.
ING ENTRY

FPremioms were compuied for individuals using the above methodology, with
the addizional assumption that people might opt for aliemative ages at which
they plan 1o enter a Lifecycle health insurance scheme. For purposes of this
exercise, alicrmative entry ages were chosen at five-year intervals from age
15 up to age &0 for policies equivalent 1o those that were assumed o be
avadable in the family examples given above, The premiums are shown m
the [irsi 4 rows of eachof Parts A and B of Table 2, and are depicied as grapha
in Figure 4 as the four uppermont lines. 1n aiddition we computed premibema
for a lifec yche contract under which premiums would continue o be paid paa
retirement age and, we assumed, would be paid up 10 te expecied life of the
individoal. Premiums [or thas last sot of cases, allowing people o enter the
scheme up 1o age 65, are listed in the botiom rows of each Part of Table 2,
below which are listed the life expoctancies s cach of the aliernative entry
ages The relevant graph for males is the lowest line in Figure 4. The profile
for fermales &8 similar, 0s can be scen from reading across the rows of Table
&

As b particular example, consider a young male who chooses alifocycle
policy at age 20, assuming for purposes of ilustration that the sexes are
distinguished for rate-sctting. He would pay S$828 per annum ($15.92 per
week) if be contracied o pay premiums only up 0 age 50, and, as for the
previous section, $716 per annum (313,77 per week) if he elected to pay wntil
age 65 (read down the sscond colmn of Pant A of Table 2). If he elecied ©
pay promiumes mil his expected age of almost 74 years, then he would pay
S688 per annum, or $13.23 per week, which is & minor swving of 54 centza
week over the cost of a contract under which premiums are paid only up o
age 65. That is, the option of not having @ pay for heahh insurance in one's
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Table Twe: Premiums for Alternative Entry Ages
A: MALES Entry Agos

Exk 1% 20 25 30 35 40 45 S50 55 B0 65
Agas

50 718 B28 970 1158 1484 2203 4426 0 0 0 0
5% GA6 777 890 1024 1236 1639 2481 4708 o 0 0
60 B62 741 B3% 939 1093 1365 1846 2640 5151 0 0
65 G644 716 797 BAZ 1002 1207 1538 1964 2888 5319 0
; 4 625 GBE 753 B17 905 1039 1246 1445 1739 2042 2526
“Fapected

Llel: 735 718 742 745 748 750 754 759 767 778 793
B: FEMALES Entry Ages

Exk 15 20 25 30 35 &0 45 S0 55 60 65
Ages

&0 1043 1246 1424 (614 1943 28BS 5540 1] 0 1] o
g 936 1170 1306 1427 1618 2101 3106 5979 0 0 0
60 961 1117 1226 1308 1431 1750 2311 3382 659% 0 0
£5 936 1078 1170 1228 1312 1548 1925 2494 3694 7109 0
T Bo4 1015 1081 1102 113% 1271 1465 1660 1986 2338 2913
*Eapected

Lite,T: 797 799 BOO 801 BO3 204 B80T 611 Bl16 823 832

mn



T Wintraxe Stare

ANNUITIES BASED ON SURVIVAL PROB.




John Logan- Possibilities for Lifecycle Health Inmwrance

post-reframent years can be purchassd ab the modew cont of 34 comta per
woek up until retirement, provided that one enders the scheme st age 20. For
a female entering the scheme at age 20, the equivalent amoents are: $12456
per anoum (520,96 per week ) payable up o age 30, 31078 per annugm (320,73
per week) payuble up o age 65, and $10135 per annum ($19.57) paysble op
0 an eapecied life of jus under 80 years of age (from the sscond column of
Part B of Table 7). That ix, she can buy the option of not prying health
insurance premdums past age 50 for an outlay of .44 per woek (52196
mins $19.57), or the option of not paying past age &3 for acost ol $1.21 per
week ($20.73 minus $19.52). In reality, the relntive cosis under nown-
discriminsiory pricing would lie somewhere between those computed for
males and those computed for females.

As we noted earficr, the relatively greater loading for a lemale m age 20
reflects ber Hkelibood of gresser respurce utillaation both because ol preg-
nancies and bacause of her longer expeciod survival s an elderly person. It
is inleresting 1o noke ai this junciure thut the premyioms for exit ages of 65 ane
51 per cend grester for females than they are for males entering af age 20, and
females endering in the "posi-pregnancy’ vears of 15 or older. A sscond
imeresting observation i that these relativites expone the cross-subsidiss-
L kemplic it en the present sysice of private health insurance ender which the
same premiums sre charged rogardless of the sex or age of the mswred person,
and regardicss of family size

In general, the effects on premuiums of posponing te age of enery are
dincerned by scanning across the varkous rows of figures in Toble 2. The 20-
year-old male of our previoas cxample, who now postpones entering antil
age 35, woulkd pay a premiun of $1002 perannum ($19.52 perweek), in order
o exit at age 635 with “[nee’ cover thercalter, and this woald rise w052 888 per
annum (535,54 per week) W he crterod at the Late age of 35, However, this
outlay would last only up wunthl age 635 in this cxample, On the other hand, if
be enters ot age 55, and clects o pay premiums ntil his expecied Life of
almost 77 years of age. then the promium would be $1.739 per annum, o
$33.44 per week, which is within the financial capacity of a (male) person

Fior males, ihe postponcmont effects are show in the graphs in Figure 4
by following any one of the lines from the carliess entry age of 15 years
onwards, The striking featore of these graphs is that the premium payouts
rempin remarkcably sieady st wround the 31 000-33000 (per anmam) level for
entry ages up 10 35, and are closely growped for exit apes from 65 down to
as low an 35, In partcular, the rise in the premiamy that sre paysble untl
one’s expecied life is not nearly as steep wwards rtroment o it is for the
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policies with earlier exit ages. Even for entrants an age 64, the premiums
reenain af $2526 per anoum (S48 58 por woek ) for mabes and 32937 (356 40
per woek) for females assuming scparation of premuums by sex). Whils
theso amoents are not within the ranges of the modest payments (or insurees
who are, lemporarnily, blessed with youth, they are not complesely beyoad the
means of all retired perwons. One aliemative, for example, would be for a
peorsan b0 spend it of his or her lusnp-sum superannuation encashment as
& hump-sum peorchase of 8 health policy for its present value.  Under the
mssumpianng of our presen model, g would amoent o 525 003 for s male
and 334 130 for 4 fomale, or somowhere in between under common premi-
150

VI IMPLICATIONS FOR IMPLEMENTATION

One implication of the shape of the Lime-profiles of premiums over varying
cniry ages s tmt it welully informs us aboul implementation strusegies.
Deregulation obviously harms those who are presently in receipt of net
submdies from the cument tm-Tunded vystem, but benefits others who are
currently paying oul smounts greater than they receive as health benefiin

A sudden msh of deregulstion snd privatimtion would especially harm
the elderly and inflirm whose linancial decizions had been taken within an
emvironment in which health policy had creawed expectations of the avails-
hility of continuing subsidies. A similar consideration obyviously applies o
w kesser extent W0 people who are now apprimching their retiroment ages.
With an almost certaln prospect of large subsidies for health, it makes sense
RO D ATINRE 00§ SCODMEC CEFCUMYLANGES w0 A8 1o adequately provide for
one's future, but instead 1o rely on the promise of we-fnding, When
Eovernments rencge on proen ises of the kand that profoundly slfects poopies”
forwhom isis oo ke ioalier course. The guaners ane those wheo, in the post-
regulation enviconment, pay less for health services now mare afficiently
delivered, and in sddition receive & Lighter tax burdan,

Given the relative stability of the lifecycle premismas up w entry age of
15, a posxible implementation strategy might be 10 snsounce 8 package t
b a long-term goal of complete privatizstion combined with short berm -
funded soppon for alder persons. For example, the policy might set a
threshald age for implementation of somewhere between 30 and 15 {with
warying tapers, the design of which can present & useful challenge o the
crestive geniot of bursaucrita). People who, ai the date of implementation,
were alder than the ihreshold age would have the night i receive exactly the
same subsidies us before, whereas these nghts would be densed to those who
were younger than (or of age equal W) the threshold age.
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These younger persons with o longer productive life shead would find
1 necesiary o dockde whether they wishad wo devole a pan of the fraits of their
productive sctivities 1 save and 1o hedpe aguinst bealth risks. Natorally,
these poople should be the ones o first moeive the benefits of we-savings
from the gadual unplementation of & privatised symem. A lunther variation
might be toenable older persons io opt oot of all future subsidbes in retam for
tax-gavings, bul this would reoain a voluntary choice, The subsidised
cohons who had been sbove the threshold at the doie of enplementation
would sheink over dme, as its members mevitably depart for alemathve
policy-covironments clsewhere, Full implementuthon would be almost
compleic in about 30 years, which is consistend wiih time horlaons that
politicians appear (o adops when they wax enthumiastic show roe- preserva-
thon programs of unnels under harbouwrs.

Finally, a feasible strategy that may enhance the marketing of fecycle
policies, would be ko incorporate the premiums with superansuathon comtr-
bations, perhaps as an oponal eara. One advantage of ths would be o
reduce the effect of anti-selection bias — thal young, temporarily low-risk,
persons do not choose 10 take up health insurance.® Given that superannua-
ton contributions are we-deductible (up 1o a fixed limit), e -deductibilicy
could be extended o loadings for lifecycle health cover, perbaps cven on op
of the lmits for normal superannuation deductions, As an exlension of &
policy of providing incentives throagh the wx system, & ma-deduction or s
rebale for insurance premiums could be made avallable o all apayers who
opted for a lifecyele policy, but who had not chosen 1o join a superannuntion
jplan,

VIL VARYING THE DISCOUNT RATES: THE IMPORTANCE OF
TAX POLICY

Bocarse the steams of expendituncs and payments exiend over long pervods,
the results are sensitive Lo discount rates that insarers might choose, of are
driven to adopt by the economic forces i work in the insarance markerplace.

As an cxample, we compuiod altermative premiums calculased for
different rates of discount mnging from | per cend &0 7 per cent in real terms
for u female who cvien into 8 lifecycle contract at age 20, The sene sot of
aliermative exil ages wero chosen s in the provicus examples. The resulis sre
listed im Table 3, with the effects of variations in the mic of discount discermad
from reading across the row for any particuler exit age. The present vahaes
of expecied health coms, again weighisd by srvival probahilities are also
shown, in the top row of the Table. The results are disployed gruphically in

* 1w irbebuend i Bohn Woaloh for ieis: poaine.

215



Thn WieLrisg STaTs

Table Three: Premiums for Various Discount Rates

Female: Entry Age of 20
Real Rates 1.00% 2.00% 3.00% 4.00%

Present
Values 66239 45117 32354 24360
Exit Ages

50 2567 2014 1651 1409
59 2252 1805 1506 1305
60 2017 1649 1400 1231
65 1835 1530 1320 1176
T 1492 1309 1176 1081

T8y

5.00%

19159

1246
1170
1117
1078

1015

6.00%

15639

1136
1079
1039
1012

969

7.00%

13161

1061
1016

967

216



Join Logan: Posdbiliries for Lifecycle Health [nsurance

Figure 5, froen whiach it s readily seen that the cffects of higher discouni ries
are more pronounced for contracts with kower exit ages. For exampie, a (all
in the mte of discount from 5 per com (our raie chosen for the proviou
computathons) 1o 1 perosot would result in an increase in the premdum of 47
per cend (Erom $101 5 0 $1492) for an exit age oqual o an expected life of B0
years of age. and an increase of 106 per cont (from 51246 10 52567) were this
person 10 choose 10 pay premiums only up w0 50 years of age.

Similar profiles resalt from applytng the same methodology o individu-
als i other age-sex cohorts, with the general resull that premiums are
sensitive to discount rates, and ane relutively more sensdiive the shortes s the
period over which payments are made,

In turn, real rues of discoant are sensdtive 10 marginal mtcs of Louation
on income-saming assets, expecially because the wa is generally applied w
nominal intcrest earmings mether than w real camings (capual guns tas
eacepied). For caample, if the nominal rate were 13 per cend and the rake of
inflation wers anticipased o be B3 per cent, o tax mibe of 20 per cent woukd
wield areal net regurn at 53,2 per cent, and a tax rate of 30 per comt would yiekd
a real return ot -0.92 per cent, in which case saving 5100 results in 8 loss of
92 cents. Thus negative, or at least very small, net real rates can apply for
quite realistic combinations of interest maites, inflation mies, and @ mios. Al
an anticipated inflation rate of B.5 per cont and & market interest rute of 123
per cent, anybody on marginal tax mies of more than 32 per cenl cams a
pegative rate of return on thelr savings, and people who pay o marginal tax
rate of 79 per cent eam the enommously aractive rate of (.35 per cent; less
if they also pay the Madicare levy. These three groups iogether acoount for
all income eamers with 2 txable income of more than 512600 ender current
tax scales, and 80 it is nod just ‘the rnch’ whose retum o mvings are
significanily affected under our inmquitous system of Wxing nominal eam-
imga.

Clearly, lower marginal uix ries tat conld feamibly be introdoced upon
frecing Australia’s o -prodecens from the burden of funding the many arcas
of welfare, healih, and edocation (o begin with) & is the case i present,
would enhance the feasibility of Lfecycie health funding af reasonabile cost
1o the individeal, provided that the policies were taken out prior 1o the (late)
e of around 15 o 40, As iz 5o olten the case, tax policy s not independent
o policy implementation in other arcas

VIIL. AGEING POPULATIONS: THE EFFECTS OF INCREASED
LIFE EXPECTANCIES

The life expectoncies for men and women have both increased remarknbly
over the last 15 years. Owver this sune period,, the general rend appesns 1o

217



T WL rake STars

O Th s e )

EFFECTS OF VARYING THE DISCOUNT RATE

e
Eh
i
ia
e
B
E
.
i.n
i.7
LA
1.8
.4
13
1.x
LA
i

oLy =
1.

FIMULEE: ENTHY AOE of B0

..r“ IH o R a.tne 00w

O o
i = pwwi o



John Logan: Possibilisies for Lifecycle Healih Insurance

have been wowards eartier retirement, particularty amongs males. That is,
there are increasing numbers of people in those age caicgories that, on
average, generate significantly higher health costs partcularty i regand w0
institstional care (see Figures | andt ). Demands for health resources have
arisen from this canse whila smaller proportions of the population s
devoted 10 producing the wealth necessary o maks availsble those exim
resources. Taking these fnctors wgether leads o the immediate conclhusion
rescwirees which, under our present sysiem, can only be met from placing
even beavier burdens upon the shoulders of the income- and o -producing
closses, Unbess there is significant imgeovemend in the morbidity characier-
istics of the elderly, a continuation of the current rends will mean, other
things equal, either increasing budget costs for health care or shortages that
place their own particular pon-monetury burdons upon the shoalders of the
elderly and infirm (such 08 queuing for a hospital or nursing home bed). or
 combiation of the two.

This ratses the question of the probable effects thal the sgeang phenome-
non might have upon premioms for lifecycle policies To address thas
question, rather than shift survival distributions, we wok the sismpler ap-
proach of recomputing lifecycle premioms by finding the presssi (un-
weighted) values of health conts from entry ages, taken up o & set of
alternsive life expecancies mnging from those presently obwrved up o 99
years of age. As before, these werne converied 1o anmuities (st 3 per cent in
this exgmple) o run from the sairy ige up i the usual i of exit ages,
including for companson the option of continging W pay preminms after
retirement, say op 1o one's life expectancy. As it tumas out, the premiums for
the currend life expectancics undér this methodology are not significandy
different from the presviums calculsed for the previous examples when
iurvivial probabilities were used.

As 4 sample, (he results for males and females entering al age 20 are
dusplayed i Figures 6 and 7. For cxample, an increase in the life expoctancy
of § years for both sexes would raise premiums by sbout 7.7 per cent for males
and 7 per cent for fomules under policies for which cach pay premiums up o
age 65. These ageing cffects are proportionately kess for premiums paid op
ioong" s expecied life, but proportionaiely abool the e (o prembusms padd
only 10 the sarlier retirement ages, ns i evideni lrom inspection of Figures
foand 7.

These increases naturally reflect, in torms of annuity -equivalents, the
efMocts thai increased life cxpeciancics have upon hcalih costs, under the
nimplilying assemption that more peopls move into the age calegories with
the same larger ntilisation of health services as we assumed for the previous
examples. These costs might be reduced if morbidity amongst the aged were
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redoced, or innovations in health care for the aged were successful in
reducing the costs of medical and inststutional core. W nobe thal here the
laties i more likcly &6 ocoar in a free and competitive markel coviromment.

IX. GAINS FROM ENHANCED COMPETITION

Deregulnting the health msurnnce market can be cxpected o have the
beneficial effect of reducing the cost of lifecycle, and other, health insurance
b the individual. 1F recent events in the US are any guide, msurers can be
expected 0 mnovate in the variety of policies on offer, and in methods for
monisoring medical and hospital costs.= For cxumple., the ‘moml harand® thar
is maxirnised under the current yystom of wx-funded health eaxpendiuere is
avoidable by making the correct choice of buili-in incentives, such as
indemnity insurance, s an alwmative W neserance thai is hesed solely upon
the cost of care. Secondly, s premium structure that woull emerge in 8 free
market would probebly discoumge poople from insuring against regular,
relatively small, outlays sachas o standard consultation with p GP, just as one
does not insure for mgular motor vehicle servicing (Loes & Rice, 1965),
Finally, many people would quite probably pot choose 1o insure agning s
number of the ‘elactive” expendinres, such as facial-clevation or wmmy-
tucks (the costs of which are incloded in our estimates tince these relats 1o
the presenl sy sem ).

The large gains that are possible, however, would come from privatis-
tion in the health secior isell,. With insurers and patients monitoring costs
directly, and doctors and hospitals competing for business, the actual
lifecycle premisms that might uhimately emerge would i all probabilicy be
below thode compuied above, even after allowing for londings for the costs
of production in the inasmnce industry,

¥ e D0 Comem, 1906 Seome of the e lisrsies o jeasibis nesrescs cutomes open
ks b olined in |, Logon & C Trengows. 1987,
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Support for Single Parents

Peter L. Swan
Mikhail S. Bernstam

LINTRODUCTION

We are all familiar with examples of regulstory actions that bave uniniended
comequence]. One canmple which might be amusng (if our lives were not
threatened by it) concerned U air trafTic controllen in the easly 19708 who
were rewarded with generous penwkons and carly retirement if they could
provide evadence that they wern suffermg the offects of stresa. S ysicms ermon
in which plancs came 0o close 10 cach other doe 0 controller *mistakes’
provided such evidence. As Siaten and Umbock (1981} point out, there was
& considerable increase i the numbor of woch viclatons when young
controllers were offerod the prospect of a generoas disability scheme.

Somcimes those pnintended conseguences e of soch monamental
importance and produce such catastrophic results that it is very difficult for
sociery b come 1 grips with the tssoe, snd perbiaps o recognase that society s
response to a perceived problem may be part of the problem isell. 1f the
conscquences of major public policy programs are counterproductive and
airimstely hurt those very people whom they are designed o benefit, it may
nonetheless be diflcult i convince palicy makers that thedr own actions may
be largely o blame. Acmdemics, public servants and politicisns who have
framed such programs 3o ot wish 1o be iold that te way thewr programs have
e net e andd managod haa inevitably led w ininadly serious problems being

many Limes over.

Charles Murray in his best-selling book. Losing Growsd: American
Social Policy 1950- 1980 (1984), has taken on the monwmental sk of ex-
plasning the failure of American social policy in these lerms asexsentially one
of self -destruction. He begins by pointing oot (p.8) how a foer-fold increase
in soctal welfare expenditure borween 1968 and 1980 produced no change in
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the propontion of poor Americans. In subseguent chapters, he depics in
graphic ierms the dimensions in which the position of gheto blacks, the poor,
the underprivileged, and uingle-parent families have deserionated.

Thus, he i not describing minor failures of regulation, bt wholesnle
failures of massive Great Society programs which go into the very fubric of
the Amecrican people snd expocially American families. The well-inten-
tianad solution 1o American social ills — largery welfare payments and more
financial and social ransfers — has not only added 0 the problem, but
become the problem, scoonding © Murmay, The magnitude of the disasier
suggests thal good intentions on the pan of policy makers should never be
allowed as an excuse 1o justify the promulgazion of programs that sltimately
deny a luture o the very groups thal society has deemed i be most in need.

What s required inadcad is a muoch more hard-aosed approach o social
programs in which anti-social behaviowr is not rewarded in the way it s wday
s an gnintended consegquence of atempts 1o bring about greater aquality of
outcomes. The adverse consequences of many social policies is by now
obwvious, yet very lile is done 10 correct the situanion. Musrray's proposed
solutkm, which is © remove income-maintenance for the working -aged
{Chapeer 17), is sufficiently radical and drastic w0 frighten most of day's
policy-makers. Yet the anthinkable m least deserves a hearing, and Murroy
provides the hasts for 8 reconsideration of welfare policies.

Il Murray®s gres vition of the self-destructive nature of social policies
ks the theme of his book, then his dramags personae b te farm of Harold and
Phyliia, who make chowces soas 10 matimise thewr shont-lerm advanlages. are
8 pood expository device, bat Line more. The [act that & *street sman’ couple
with pomeral qualms or other restraints would malke the chosces that they do
does nod etablish of itse lf that couples actually behaved 1n the way described
in Chapier 12, What is regquired is 8 broader economic framework in which
the regulatory fremework facing Harold and Phyllis can be seen more clearly,
There are a number of anomalies and inconsistencies with the simple story
vhai i e sophisticnied mnalysis can comect

IL A BROADER ECONOMIC FRAMEWORK

A twoader framework has been developed by Bernstam and Swan (198544,
19865) and Swan and Bernstam (1987, 1988), The innovative leature of the
approach is 10 inkgrae (he socisl weolfare opportunities of couples such as
Harcdd snd Phyllis with their labour murkel opportunities of the Lack of them.
A mquential docison-making approach could be applied (0 see whether
becoming a single parent could be a sensible career chowce. Even at this sarly
stage, nelorences w carcer choices will offend all those whio believe that ex.
nupeial hirths and marriage beeak -ups leading 10 tingle parenthood are either
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mridentsl in some sense or are emotionally based and thus separsted from
rational choices. In our frmmework we do nol have o believe that singls
parenthond is consciously planned; only ta ndividuals sci as if single
parenthond is 4 rational career choice,

Liet s put uarsclves in the position of an immatre toenage girl, lacking
educstion and work-skills, who may have bocome pregnant by sccident. We
will admit some socidental or random events. A nember of choices are
possible. Inthe 19508 of even 1960%, there would abmost cemainly kave heon
a shot-gun wedding o te father who, although poorly paid, st least had s job.
Since thal fime, an incressing proportion of young men have become
‘unmarriageable” in the sense that their prospective income is o low o
sippon & waditdonal family, The snemployment rue for young males i
cacosdingly high in Aupstralia, and for black ghetio youth in the US the
prospects are far worse again. Even if o job can bo obtained, the wages will
not generally be much above the mandated rrunsmom, and the probability of
Lay-off will remaim Bigh. Inthe Aostralun case st leaat, it i nof 0 moach the
unemployment rate per se that matters.  High unemployment but of short
duration, 48 in an unexpecied wmporry slomp of when schonl leavers are
engaged in job search before choosing a career, is nol really the problem. A
virtusl permanént inability o find & job, as with the increasing durathn of
unemployinent that has occurred in Australia in rooend tines, may be a betier
indicator of the long-term gnemployment prospects.

What have been the principal factom contributing © the decline in
employment, and particulurly youth employment, i both the US and
Agsiralia? Bernstam and Swan (19865) fnd that in (e US the employment
of black teenagers particularky is highly sensitive w bih the coverage and e
level of minimum wages Abthough Murray makes no refersnce 10 mandated
minimum wages, this makes his poini about the pervenie effects of sxial
wellare policy nicely. The ostensible reason for nising minimam wages and
incressed coverage has been 10 prevent “exploitation” of wnder-privileged
workers, particularky unskilled black ghetio wodkers, The presumably anin-
tended resull has been © deny these groups sccess 1o job markets g s
destroy their marriageability.’

In Australia, the Mory s depressangly similar, despile the fact thai we
have numerous minamuem wages rather than a single rate, A recent siudy of
the Aussralion youth labouwr markes by Miller and Volker (1987:215) con-

U K [1985:2Y) deseiilled o Coommany whine 00 pesenl of he childem we o o
luthetlen famibies, whes v fll persess of the popalaion i on welfum, whem the wodk siuc
“#ﬁh_ﬂhhu_"‘w I s
Dhsirict of Cobumbia ghatio, *gesiing puid” ia skang for misggme sorneiusdy’
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 hushes that *the pacture of the labour markel which emerges from this analysia
in o0 in which the institutionally determined wage strscture has boen set oo
high'. Evidence on the reservation wage of unemployed youth obiained by
the Bureas of Labour Market Research indicates that they would be prepared
o acoept 8 25 per cent lower rate of pay for the skifl class in order 1 oblain
employment

The seiting of excessive awand rates for youth workers protects the
incomes of older and mone expenenced warker, i the same time reducing
the amount of on-the-job training that employers are willing w provide.

We, & the enage girl, have boen thwared in our desire 1o marry and
have children, especially in US black ghettos. The neat most
of the sumber of poor alleratives (acing us s i werminste the pregnancy and
enter the job market The prospects are blcak here for the same reason that
a conventional marriage |s difficult. The neat stzp in Australia woald be o
hecome unemployed and thas receive benefits. In the US there would bo no
eligibality for benefini, even temporary benefits, without a work history .
Showtof living ol strect activities much o5 prostitution, the black US wenagor
may have linie option but w allow the pregnancy 1o go it full course and
qualily for Aid 1o Families with Dependent Children (AFDC), Marriage is
now oul of the questaon, & benelits would be threatened by Harold's
eccasional bouts of work. Nonetheless, Harold, the boyfriend, and Phyllis,
if that in the eenages's name, continue o live ingether. The lifestyle is far
mare comfonable than if the prognancy had been wrminated. The whole
cycle is set b0 repeat itseifl as only a minimal ivestment is made in the child's
education or wellbeing. Grandmothers m the age of 24 are by o means
unknown,

In Austrulia, the girl's decision whether or not o ierminate the preg-
nancy is more difficull.  Unemployment benefits are readily available,
alihough there may be hassles from tme W time over the so-called ' work-
test’ (Sydney Morning Herald, 26 October 1987). For the very young ieenage
girl, the May Statement of 1987 (Keating, 1987) will have reduced benefl
bewels toa minimum level (SA2S a week) in an offon 1o encourage her io stry
mischool. Perversely, she may be emptad o have the child and gain the full
benefits which go with ihe Supporting Parent Benefit (SPB). If she is over
1B years of age, she will sill expect 10 be able o improve her overall
disposable income before rent from $106 w $159 per woek or a higher

amowd if the child enables access w0 wbsidized housing (see
Swan and Bernsium, 1988),

When the SPB (at the time Supporting Mothers Beneflt) was firsg
ingroduced in 1973-74 under the Whitlam Government, there were some
“minor” drawbecks 10 entering the scheme. Yoo might be lierally raided by
fiekd officers of the Department of Social Secarity, and the slightest evidence
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ol the presence of & man could produce disquulification. In these more
enlightened times, for those other than wxpayers, disqualification s very
difficult since the determining officer of the Department of Social Security
hos o0 pssess your “sititede’ © the relationship mnd wheither of mot the
beeakdown is permanent (Sowyer, 1986:65), Naturally. the benefliciary is
given the benefii of the doubt. Cohabiting 15 no har o benefits so long s it
represents “atempeing & reconciliation’. There is mo limit to the number of
children you can conceive, or sdopt fior that matier, while on SPB. Each child
represents sdded benefits. Nor s there any bar o endering the workforce,
other than the 50 cent reduction in benelit for cach dollsr of carnings that you
reporL

We return bow 10 the predicament of the US wenager who has lide
option bul 1o go Tull erm with her pregrancy. In the 1950s and 1960s, the
ancial stigoan attached 1o welfare recipienss may have had a discournging
effect, Access 10 henefits was alao far more tightly controdled than if i uoday.
Peer-group pressure now goes the other way, Smoe most of the commuonity
is oni welfore and it is highly respoctable, there i no problem i joining the
milliors of other eenagers having babees on welfare. 1 i presumably also
in the imlerests of welfare worken o look after their clients and promote o
demand for their own services. Wellare workers and the sysiem are vigorous
in promoting the kdea thai benefils are a right, with no stigma afached.

The state she ks living in may, however, hea problem. Some of the poorer
Southern stales may provide oaly one-quanes of the AFDC benefits of New
York or the richer Northern states.  Since ex-nupiial birthe sre & higher
praporuon of the wensge population, snd a higher proportios of all barths, i
these how-benefii stsics, her decision 1o have the child may sem goestion-
able. Bernstam and Swan (19865), bowewer, podnt ool tat while benefii
bevels mre poor, labour market opportunities ane eves worse, given the
mmadequacy of her skills and those of her poiential mamiage pariners relative
i the minimum wage. High benefi levels indicate high rates of ex-nuptial
births once the confounding effeces of deill levels and the job marke s ken
kmto account. Her relagives in New York have already contacied her, offering
ko get her and her boyinend esablished thene on far higher benelit kevels once
the baby has arrived. In faci, she notices that in ber home wen with low
AFDC benelits, all the wellnrs mothers sl the local mothérs® club are the
fricnds she grew up with. In New York the story is quite different. Most of
the wellfare mothers have come from low ADFC -benefin maes as indeed she
has, While our siory has boen tald here in terms of the representative couple,
Harold and Phyllis, we have found strong satistkcal supporn for our hypothe-
(118

We relum mros ihe Pacific o Apstralis where an older vorzion of
Privllis maried and had two chdldren in the 15608 and early 19708 belfore e
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two wages explosions of 1974 and 1982 destroyed labour market prospecis
and put more than halfl a8 million on unemployment benefits. Her murriage
10 Harodd ts now on the rocks becawse of financial difficulties, despiae the fact
that be is carning reasonable money, given his limitod sills, although less
than average eamings. Heavy tixes, and especially high marginal tan rates,
have laken ther wll. Only those in work and not on welfare can fund the rise
in welfare expenditure in consmnt 1987-88 dollars from $AS.9 hillion in
1970-71 10 $22.7 billion in 1988-89,

She may be advised by her local welfure office thit the best way she can
asxist her suruggling family is w0 announce a permanent breakdown in the
relationship with her hushand, although she can continue o soe him, As
Swan and Bernstam ( 1988) show, if her hushand continues 10 be employed,
the combined family disposable income can effectively rise by shout $102
per woeek from $350, once she is in eceipt of benefits. The gain could be
greaier if accens is oblained o subsedired sccommodution. Her hushand will
officially give her litthe, if any, maintenance payments so as not o jecpandie
her henefits. Privately, she may share in some of the overall gain 1o the family
unit (Cabinet Sob-Commities on Mainienance, 1986:13),

If her hushand becomes unemployed, each may officially kook after one
child so that both parents can obuain SPB. Once again the overall benefits i
the family unit are quite sizeahle.

If Phyllis worked before the “murriage breakdown', she is for less
inclinod 0 pow that she is & single mother. Before SPH or SMB was
erstrcuce] there was no difference between the workforce participation rates
ol mamed and single mothers, However, by 1986 had single mothers the
sarme participation reie 1 married mothers, there would be the aquivalens of
an sdditional 17 000 women in the workforce (computed from Social
Security Review 1986:65), MNow her household responsibilities have in-
creased, she is effectively paid if she does not work and she is ‘laxed” twice
il che does work and does repon her eamings. Nat only does she pay regular
tax, bast her pension is redoced as her market camnings increase.  As yet
another perverse consequence of the SPB scheme, her work-related skills
will gradually disappear leaving her more valnerable once she is no longer
eligible for the benefit, or there is a change in policy and the benefit level is
reducod or abolished,

L. THE CONSEQUENCES OF SUPPORT FOR SINGLE PARENTS
The consequences of social welfare policies in the US, including the
minimum wage along with the AFDC program, have been quite stanling. An

incredible 56 per cent of black females will become single mothers by the age
of twenty-five. In 1979-80 nearly 37 per cent af black children lived on
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AFDC (Bemstam and Swan, 19866), Marriage breakdown as o result of
AFDC has not heen as severe a problem as the explosion in ex-nuptial bisths.

In Australia the success re, if one can call it 8 saccess rate., has been
even greater, ‘The number of SPB beneficiaries has grown from 13 000 in
1974, following the introduction of the benefit, 10 176 000 51 30th June 1986
and 182 007 at 30th June 1987, Expenditure on the SFB Program for 1567-
B8 ix 51,525 billion with an additional $1.001 billion on Widow"s Pensions.
While the number of female recipients e w ex-nuptial births has increased
160 per cem over the period 30th June 1975 w 3th June 1586, there has boen
a 450 per cent increase due W0 scparation and marriage breakdown, [f we
inchade afl single parent fanilies inclading those on Widows Pension
benefits or not in receipt of benefit st all, the number of such familics mose
by 73 per cent from 1&3 000 in 1974 10 316 000 i 1983. In the mid 1970s,
sobe parents made up 9 per cent of all families. In 1983 they made up 14 per
cent (Cabunct Sub-Comminee on Mainicrance, 1986:7).

While the severe downturn in the employmnent market as indicated by the
duration of uncenployment and the abolition of the six-month wait for
benefits in 1980 have been major (pcton mnfluencing the increased number
of beneficiaries, it may also be potsible 10 account for the preater prepondes-
ance of separations as the cause of single parenthood in the Australion case.
In the US the combination of 8 single minimum wage, which largely affeciad
toenagers and blacks, and the unavailshility of unemployment benefin for
young peoplc pat the mazimam pressure on leenagers, particularly black
teenagers, o create of retain hahdes, On the other hand, Ausralia®s far more
rigd labour market with award wages for thousands of occupations created
severe prossures over 8 wider range of age groups. The ready svadlabilaty of
unemployment benefits for wenagers relieved wome of this pressure, so that
particularly extablished families were more squeczad by aconomic pressure
than the LS.

For estahlished [amilies, the children are already there so that il is
relutively essior w0 become & bemeficiary. b s easier (and guicker) 1o
mnnounce 8 mamiage breakdown than o give binh. Since the oncrogs
controls on cobabitton regulaung this process guickly broke down. along
with the stigma, the repid incroase in separations is not that surprising. In
effect, two-parent families ane being heavily subsidised 1 bocome single-
parend familes.

IV, CAN ANYTHING BE DONE WITHOUT EXACERBATING THE
PROBLEM?

O enajor consequence of the mpid rise in the number of wellare benefici-
mited has been o redoction in ts work ethic, [ has been subject 40 twin
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simul@neous pressures. Finl, the easy availability of welfsre henefits o
virtually amyone who is prepared 0 claim them, and, second, the rapidly
rising level of mxation neceswary 1o fund these welfare benefits paid for by
those millions of workers who would currently be better-off if they, too,
became wellare rcipeents muher than low-paid workers in boring jobs.
These twin pressures could easily create further major falls in abowr force
participation, once agmn lowering ouw living standards. Given Australia's
already precarons position wath the deamatic falls in the siockmarker,
s ve overseas de bt snd halance of payments deficiis, further considerable
rises in welfare beneficianes w be funded by the wapayer and declines in the
numbers of employed workers would bardly be welcome. The sk of
undertaking decisive action has become far more urgent.

Tt cannot be saad thot the Hawke Labor Government has taken no action
at all. In the May 1987 Swatement, the Treasorer (Keating, 1987:36)
amnounced thal single parent benellciarics would no longer be able 10 go on
rexeiving benelits for children over e age of 15 and under the age of 24 who
are sull ancnding school. Nawrally, this snnouncement was groceed with a
great outcry from the affeciad single parents with many threatening w
withdraw their children from school should the measire be implomened.
Phasing-in measures were announced i e 1987-58 Bodget (Common-
wealih of Australia, 1987:157-161). Those advocaiing the preservistion of
the cxisting sysiem scemed 1o show Litle concern for the children of equally
poor bat inntact families whose chilidren may also be required 1o leave school
jprior 10 year twelve bocause of financial pressure,

The govemment also announced the phasing oot of so-called Class B
Widow Pensions which are provided o women 43 years of age of older. At
30 Jume 1988 there weee 86 A92 beneficiaries. The change has boen made
very cleverty so thal no woman who is in receipt of benefits will ever bose
them, and future eligibility & maintained for some. These benefits are paid
o women without dependent childeen 10 support when a male provider has
been lost. This lnas could also arise from death, divorce or desertion. 1o 1986
there wers 81 M1 beneficiaries, of which 57 percentare widows, 24 per cent
are divorcoes, 17 per cent are deseried and | per cont ars de facto. Given the
nume ol the benelit, o Lairly broad definision of widowhood has been adopeed.
Clearty, the justificanon for these benefits siemmed from a time in which it
wis considerod that married women should be protected from ever having o
enter of ne-cnier the workforce, Given high laboor force participstion mles
for marmed women, sech an sttinade serms archalc, not 1o sy sexis, woday,
Hoth men and women who have never married are discriminated against.

These measures are significant, not because there are cpormaon aivings
in sxcial security paymenis, bal because for the first ume an effort is being
minde W rein in 8 system which has generally grown virtually out of control.
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Monetheless, they are by no means sdequate considering the natuse of the
disaster witich has befallen the whaole social security area.

For soms: time now , the government has been atiempting to increase the
lewed of financial suppor from non-cusodial parents 10 cusndial parents and
their children, that s, generally from the former husband o the now separstsd
or divarced wife and children, These maintenance payments ane gencrally
either low or non-ex istent, leading o poverty fof the custodial parcnt, greater
disparity between the parent’s income and sdditional wellare payments
{Cabinet Sub-Committee on Mainienance, 1986). AL 30 June 1987, thero
were more than one guarter of 5 million sole parent femilics contmining
440 000 children who relied almost eaclimively on social security pay-
menis for support.

The key 1o proposed reforms in this area are:

# & legislative formula for the delermination of mainienance D
replace Family Court determinations. Such determinations ofien
repeesent the Count's collusion in maximising the avnilahility of
wellare payments, and

»  the uwse of tax mechanisms o ausomatically withhold e incomse of
non-custodinl parents o ensure hal munienance payments are
actually made.

The govertenent has fun inko sirung opposition io these refirma. Employes
loblbry groups oppose the plan 1o gemishee wages since these collection cosis
will largely fall on employers. The social welfare lobby, the Anstralian
Council of Soctal Service (ACOSS), essentially wants higher guarnnteed
income levels for custodial parents via higher than proposed welfare pay-
ments, where the poo-cusmiodial parent cannod be traced of is unemployed
{Svdnay Morning Herald, 6 Novemnber 1987),

Although there sre many arbitrary clements (o i, we must suppon the
efforts which are being made (0 incresse maintcnance payments snd ©
discournge default, on the principle that parents are responaible for their
olfspring. As of | June 1988 cusiodial parents in roceipt of pensions are
suppossd 10 receive suppon from the non-custodial parest via the Child
Support Agency established in the Taxstion office.  Fven if the scheme
obiding some Hmited swocess it will nol have & major eflfec on the problem
:ﬂm—ummwh mamage beeak -up and ex-nuptial

ldren.

In the Hawke Govemment's work leading up o the proposals for the
reform of child maintenance, aneaton i drawn 10 some of the reasons for the
increased reliance of sule purents on social secarnity (Cabinel Sub-Commiiise
on Maintenance, 1986:8).
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The increased rate of marital breakdown s one obvious contribul-
ing lactor. Another has been changes in social security policy,
including abolition of the six month waiting penod [in 1980],
extending benefits o pupponting mothers in 1977 and 1 Iathers in
1978.

1t is surprising to us that the government scems to see linte, if any, connection
between marital breakdown and the very policies that the government has
brought in 1o sbsidise single parenthood.

Our mntisticsl results (Swan and Bernsmtam, 1985) confirm thai the
abolition of the six-month wait for benefits has been a major contributing
Tz o increased wellare dependency along with the increased duration of
unemployment. Matisrally, the availability of subsiantis| benefits with the
qualifying factor being Little more than slatements about relatinaship break -
down has encouraged welfare dependency. Mo doubt there are strains,
particularly fnancial strains, i all relationships, and some of these relation-
ships would have ended (and other relationships re-emerped) without strong
finuncial inducements from the wxpayer/donors funding social secariry, It
would seem almos! inconceivable that relatonship breakdown could have
occurred on the same scale withowt the very governmental policies which
were supposed 10 deal with the problem, not exacerhate i

W governmental policies must wske w0 least some of the blame, hen
reform of those policies may help W comect some of the wone excesses and
pervene owicomes of the present sysiem.  For example, the six-month
gualifying peniod could be re-introduced. The real level of benefizs could he
reduced in recognition that it is the innocent victims of relationship break-ups
= the children — who need 10 be assisied, whorens cusiodial parents can
nowsdays be expected w be shie w enter the workforoe, s keast on s part -time
hasis,

The government recognises (Cabinet Sub-Commitses, 1986:8) that the
maost severe sacrifices are borme by female sole parents with young children,
since this group has the most Lmiwed laboor market opportunities, especially
for full-time participation. Temporary benelis could be reserved for
supparting mothers of young children only, or benefits could be limied 1o six
monile or & year for parents of older children 1o case the shock of adjustment
1o & new and difficult situation. The private secior could be encoursged 10
provide child-Care [ocilines for working parents, Al present, more and more
regulations are coming into forve which raise the cost of both privaic and
publicly provided child care.

Another possible avenue for meform which is receiving extensive discus-
faon in the LIS bat not in Australia is “workfare', that is the provision of jobs
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for single parents racher than welfare of some kind of commundty work in
retern for velfare. Kaus (1986) points out that the existing so-called
workiare programs in the US are litle more than voluniary job-training
programs which currently fail 10 address the real iswes. There may be line
option other than w begin to address the ways in which curent policies
promate the very conditions of poverty that the progran:s are supposed o
prevent.

Finally, oor work on single-paresting emphasises that reforms are
neaded in job markets st the same tme that changes are made 0 social
security programs. The number cme priority is s more flexible labouar market
without award and minimum wage provisions.  These are simply devices
usod o deny poorly-skilled workers sccess 0 jobs. A low-paid job that
encourages learming and productivity improvements ia besier than a notional
high-paid job that is out of reach of thoss most w need who lack job salls
Chreater use of bonus and profit-sharing schemes, as exemplified by the
Japancse sysiem, may also promote the sddssonal Mexsbilicy that is crucial
o mesisting familics and single parents in noed.
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Panel Discussion: Wellington

lan Calder: Afer this moming”s session [ felt overwhelmingly grateful |
live in New Zealand, not in the Unied Staes or Bratain. Ii's very important
to take account of the culture of the socicty in which we live, American and
Beitish culture are dilferent from, and almost alien o, that of New Zealand.
This ks most obviously so in the contrast between individiml and collective
responuibility. New Zealanders beliove that collective responsibility is
whereas Americans are wedded Lo individual responsibulity. This
menns that welfare policics in America are quite different from those of New
Zealund.
Take for instance the concept of property. If we were an & mame, we would
not be talking about my property: we would surely be niking about our
property, our resources, our responsibilities 10 others in our communitics.

In my view, we in New Zealand are gening things right and beginning o
lead the way in the delivery of wellare services. Deapite our mistakes, we sre
consulting the people as 8 whole, indeed 1o the point of comultation Extigue.

1 wan intrigued by the concept of cocrcion that was mentionad this
moming. The concept was applied in the case of tuation. But it wasn't
applicd in the case of the single woman with small chuldren, who s expecied
to go to work. 1f this conference had all women speakers, ceraim wopics —
such a8 individual responsibility — wouldn't have been brought up. TnMNew
I.uiﬂuhhmunudnih:ﬁuwltp and we have the right
10 choose how we want to excrcise tha

The state versus morked msoe is 3 lalse one. luﬂhlﬂuunlul'ﬂm
on which it"s impoasible 10 win. In New Zealand we have a mixture of st
and voluntary provision. All methods of delivery have problems: it isn't the
case that state provizion is all bad, snd private provision all good. We shoold
b looking (as some of the uer speakars were beginning 1o recognise) s how
we ciih improve welfare delivery methods, private and stale.

As for the issue of selactive benefits. | wouold sugpea that where
selectivity [uils, the fault does not lie in the fact that such benefits are state-
provided, but is intringic to the sclective approach, which can genersie
poverty traps. | woald like 1o propose thal services should be provided for all,
0 that those who are disadvantaged smomatically get access 1o them, My
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own area of work — the provicon of child cae and family day care services
— ia 8 good exmnple. Many people who are held back by the poverty trap but
whi wast 10 improve their situstion can be gremly assisied by such services,
which should therefore be universally available, In recent years a great deal
of child care has been made available 0 the Maor us 8 resubl of the Te
Kohanga Reo movement.  Kinderganens and play centres have perhaps
provided services for the privileged in New Zealand, since they come free or
st oaly a nominal charge. As for child care, you pay the full coxt. These are
the sorts of issves we nead 1o examing.

Allan Levett: An issue of great concern in New Zealand i3 dependence and
independence. Particularly when wo were 2 Britzsh larm, we didn'y have the
oconomic resources (o cnable us W be truly independent. Most of us have
been concerned that it's at the high ability end of the scale that we are
especially in need of independence and entreprencurship, We spend as moch
on the standard tertiary education bursary as on the Domestic Purposcs
Bepefi. We actually pay sman kids o qualily for the best paid jobs in the
comamanity, whereas kids who leave school st age 15 have to go out and leam
o live on theis owm. That"san example of dependency that we still encournge
in Mew Zealand: and its mare of 3 moral than a distributive issoe.

I'm lesa concerned about dependency i the poorer end of the income
distribution scale. In New Zealand we've been lucky enough in the past o
have full employment; and when there is full eaxployment, people will work
However, we now have an economy that doesn’t provide enough jobs; and
our problem now is nol so much dependenc y s how to live with Less than full
employment. Hence the great imporance of the education we give to the
people who create jobe.

lthink Alsn Woodlich!"s paper eaaggeraied the catent of dependency
the lower end of the scale. In my expericnce, divorced or separased people
don't stay for bong oa wellare benefits — no more than sbout throe years.
Problems arise not so mach from dependency as from general incompetence
and peychological disturhance. Insofar ns dependency is a problem, it i
much maore sorious at the higher end of the scale than ai the lower.

4. B. Munro: Speaking from the standpoini of a provider of services, it seems
o me that the job of the state is not necessarily o provide welfare sorvices
itself, but 1o ensure that wellare services get provided. | personally favouar
contracis between the government and service providers. These should be for
[ixed penods and should be very clear about such matters s sccountability,
evaluation and monitorng. For oo long we*ve tended 10 aasume that welfare
probiems could be solved just by throwing money st them. But it’s equally
important to pssess te necds ol individieal recipients in the effon o shift them
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from dependence 1o independence. Many of the submissions made o the
Royal Commission’s tusk forces clearly indicate that the recipients would
like a greater say in what should be availsble 10 them.

In the THC, we"ve found that the more independent people become, the
lexs costly they are. Bt we still tnke a national board figure for everybody
irrespective of their degree of dependency. As arewult some of the more shie
are subsidising the less able. So the more we can rgel monies from the
txpayers ownrds the gpocific needs of the individual, we will geta betier and
mowe agpeopriste distribution of funds.

1'd like 1o touch on the view tken in some of the papers tha wellare
reform should be conceived a3 1 cost -culling meaaure. Perhapa we should sk
the commanity W dosate voluntarily so that less is taken from the axpayer.
Bt we shouldn't Tor a single minute entertain the idea that welfare should be
reformed with a view 1o cutting costs. In [THC | have 1o find in 1987 SNZR
million by public fund-raising. It's almost impossibic bl it o g be done.
1 believe that public funds should finance direct, doy-io-day services. The
addiional money mised from voluntary donationg should be used for re-
search, for pionecring, and other things that don’t fall within everyiday
mainienance. 'Wecan 't expect cilizons 1o mike voluniary donniions towands
the cont of exsential services. It's hard enogh as it is io capuse the volintoes
and o keep up with inflation.

Ii's importsnt thal services should be available 1o people kocally, Butthis
mecans more than just goographical devolstion of service provision. Just now
the Maor communiry is pressing for funda to be given direcily iothe Ewi, the
tribes. 1'm mot sure whether that would mesn that the individual member of
the tribe receives moniey (by wiay of & benefit of &t rebate ) end then decides
o pay the Ewi, or whether the money goes 1o the E wiand they decide who gets
the money, This is one of the welfore debates tiking place st the momenL

Charles Murray: 1'd like 1o make o few comments sbout the ides of dignity
that has been mentioned in genorsl discussion wday. Dignity is not only

it's exsential to the pursust of happincss. But in the welfare debate
we tend (o lock ourselves inlo siercotypes, such that, if | am a critic of the
welfare state | must think in lerms of 8 social Dors inig competition betwesn
individuals, whercas if | am for the wellase stae | gm caring and compazsion -
ade.

Michoel Walzer draws a distinction between sell-esteem o self-
respect. (You can gay that someons has o much eurem for himsel, but
hasrdly that he has boo much respect for hamsell. ) W alrer says that self esteem
is something that comes from outslde; people can (el us that we're good ot
something, and that translsies into esteermn.  Bul self-respect s tniemal: i
comes [rom messuring up 1o bekng o citizen. Using sclf-respect a4 a stand-in
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for dignity. 1 can easily undorstand how & person snemployed through not
fuult of his own can continue (o feel self-respoct, even if he receives an
uncmployment beneli He does so by being internally commitied 1o getting
anew job a8 5008 as possible and becoming self-sufTicient again,

I find it dEilMcull 1o see bow one can “give' dignity o someone who,
though able-bodied, voluntnly remains oo the dole. Wit difference can i
make o suach a persen il 8 soclal stigma is sttached 10 the dole? Sell-respect
is acquired only n & community in which one gives as well as ikes. A solo
mother who can’t be expocied 1o work can foel slf-respect by mising her
chikiren as well us possible; but that means imparting values 1o them by
behaving in certuin winys, and that in urn means giving something back 1o the
COMFIENILY,

I would like to see 8 socisty in which the meeting of human noeds, an
importand part of the stufl of life, is boft in the community. That gives a solo
mother sometheng valuable w do. To the exient that meeting human needs is
remaved to a distant capdial and involves o divorce between taxpayers and
recipicnts, individusls are deprived of opportanities w scquire self-nespact,

Tun Calder: Rut New Zealand is a very small community, and if we decide
o aetend 10 wellare noeds in acollective manner, that*s our chodce. Nor does
that choice result in » serious dependency problem. For every case of
woluntury dependency on wellare, there are several cases of single mothers
working hand 10 avosd being dependent on the stale.

Charles Murray: New Zealand ms 5 smoll homogeneous community is
porhaps free from many of the probloms we have in the Unlled Stnes, where
many people aro lving mscrable hves for raasons that have linle 1o do with
the level of suue welfure spending.

I'd like 0 take up snother idea that came up in discussion, that of
coercion. There's a tendency to amsume that the oaly people who complain
that the welfare siale is coercive are the well-io-do who just want 1o pay less
s, But poor people are subjected 1o serious cocrcion. 1n the US the public
schiool system in the large citics is execrable. People with money eithér move
to allucnt suburbs whose public schools they can control, or they sy in the
city and send their children w private schools. The difference betwoen the
privase and the public schools is not deicrmined by the smount of resources
they have ot their disposal. Suale schools often have better facilities, and pay
their teachers more, than privaic oncs. Yet the private schools generally are
beiter mi teaching.

Poorer people, meanwhile, are trapped in roten state school sysizma
which they arecoenced into maintuining through tation. Why not give them
the discretionary use of thair money o buy the kind of education they want
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their children to receive? Some people are deeply unhappy about the way
their taxes are used, but have no choice bt © continue paying those ayes.
Why not bet them spend their moncy in the ways they soe fif? That wouldn'l
sop those who want to do things colloctively, through the tax sysiem, (rom
continuing i do s0.

David Willetis: The British experience ks relevant to this problem. The
Thatcher government has a reform agenda in public education and bouting
that takes us in the direction Charles Murray advocales. We've had cases of
poor, ofien black, communities in inner London trying 1o set up privase
schools o give thekr children the opporunitics they weren't geiting from the
state sysiem. The policy i w enable schools W opt out of local government
control and become independent while still recedving state funds. There are
similar ptans w cnable wnants in stale-owned howsing estates 0 opt oat of
tocal government landlordism and take over estate managemend themselves.
Another issoe I'd like 10 comment on 15 the division that some speakers
have invodpced between state collectivism and rampant individualom, Bul
this distinction overlooks medianng stroctures.  In the 19th cenwry the
emerjping welfare state supplatied, not individuabism. bul the various medi-
ating sructures wherchy people were already voluntarily comang together L
provide for themselves, By the end of the 19 cenury § million British
working men were members of friendly societies. The siate then collisded
with the large insurance comparies and medical doctors whodidn'y Lke being
employed directly by workang class men, und displaced these private and
voluntary eifons. The idea that the state is the poor man s friend becanse he
has no other resource in times of difficulty @5 historcally maccurate.
Finally, on the issue of dignity, a financial contrsct can digmify both
parties to it In my experience, peaple who consuli a state-financed medical
doctor behave humbly and apologetically, whereas those who pay for their
own medical care dont, regardiess of their social status. Similarly, people
queuing to collect supplementary wellfare benefi feel no dignity, unlike
recipients of comtribuory benefin (like the old-age pension), who are
conscious of collecting money they have already paid in during their working
lives. The contributory principle (s thus & source of financial reciprocity that
preserves the dignity of those who benefis from i

1an Calder: Muking wellare bonefits universally available helps o sustain
the dignity of recipients, since such benefits ane in effect contributory,

1 would like w stress once again that the debate over staie versus privale
provision misses the poknt, since both the public and the privaic secion do
some things well and other things badly. We should therefore concentrate on
trying 1o agree on the kinds of wellare policy we want 10 pursve.
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Alec Pemberton: | think Michsel James set the appropriale context when
he spoke about the contrest berween market [ailure and guvernment success,
wnd how that contrast has been taken for grantad in w0 much of the welfare
siate debate over the las 15 years of sa. What we've heard inday has
challenged that notion: it has put the possibility of government (ailure on the
agenda The issue is how decp that failure goes.

I want (o take up some remarks by David Band and Charies Murmay.
David Band argued that the welfare stuse rested on immoral foundagions. He
used terms such a8 “imposition” and ‘expropriation”, and he also said that the
effect of the wellare state had been 10 erode the bonds of fraternity and
community. Charles Murray said there had beon a revolution i sociad pobicy
that has caused some social rends that have had unhappy results.

| suggest that perhaps we've had a rather narrow and restncted diet of
examples; we've concentrated mostly on unemployment benefit and single
parents’ benefit. A different dict may have resulied in some different
conclusions. There is & great deal of community support for welfare
programs such as the widows' persion; it would be quite misleading to use
the 1rm ‘expropriation” in this case, since | believe that taxpayers are willing
o finance such programs. My own reading of the wellare siate is not that it
oaly creates dependency — which, it must be recognised, it doca — but tha
it ofien also empowers people: and tere 8 evidence that it bas acually
benefited them. 1 haven't beard very much moognition of that latier fact
inday. The welfare state has ofien helped W inculcate aninades [avouring
privale property, asthovity, sability, and the family, A more balanced pecture
of the welfare stue should include the ways i which it has increased people™s
life chances.

If it ks the casc that the welfare sate has eroded our sense of community,
then 1'd like o bear it sasd also that some people have deliberately wied W0
discredit the welfare stue by stigmatising wellane reciplents: 1o create social
divisiveneis and then io use this ns evidence agains the wellare sue. | think
thid is & pity

The sheer sizs and scope of the wellare smse suggests 1o me that there
mmmmhlrﬂ.ﬂlmmhp—ﬂhh
delivery of wellare services. State-guarmmeed wellare allows families 1o
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undertske the rational, long-term planning of their lives that wouldn't be
possible if they had wo rely on capmicious, non-government sources of welfare
such as charity.

Charles Murray is probably right 1o a large cxiznt 1o claim that stse
wellare creates chronic dependency as manifested in an “undercluss’ of
beneliciaries. Vet when my Marzist collcagues (21l me that the welfare stae
i3 there 10 mop up the problems caused by capatalism, | have i remnnd them
that poventy existed long before capimlism. Equally, dependency and the
underclass exisied long before the welfare state, and that fact peeds i be
acklressed in our debates. That is, w0 what extent (s dependency caused by the
wellare system itsell, over and above that dependency which one might
anyway eapect ko find in the lower stratum of any sociopolitical sysem?

Whereas Charles Murray and Peter Swan explain dependency by
reference to the incentive structure of the welfare stae, my own experience
of the underciass, ot least in Aastralia and the UK, suggests that it consists of
peogrde who know beast about the wellare sysiem: their problem is peocisely
that they underuse the system. The American underclass may be different,
of course, and we would be wise 1o listen 1o Professor Muormay on this score:
EMme comparniive sociology would help here,

Finally, it"s worth noting that markets and governments behave differ.
ently in the presence of one another than they might belave oa theirown. I'm
& fan of both markets and governments. There's value in having public and
privae schoolsand public and privase health care. We should recognise that
w's mix only governiments that produce distortions and harmful unintended
conscquences. In the lang pull Tthink we do best 1o have a balance, s mixture,
of both public and privaie activity.

Peter Saunders: | want 1o make u number of general points arizing from the
discussion oday. My first point reluies o the concept of the welfare st
which no one has really attempied 1o define. In my conception of it, the
welfare stnte consists first of all of a variety of programs — income suppory,
education, and so on; secondly, of 4 variety of forms of intervention —
concessions, regulatons, and the like; and thirdly, a variety of objectives.
These objectives are concerned with aspects of equality: equality of cutcome,
of opponunity, of access, wnd of treatment. The discussion a1 this conference
has been very much narrower than that, concentrating mostly on ancmiploy-
ment and gingle parents’ henefits for young people.

The second point | want 1o make concerns the idea of the "middle class
capaure’ of the welfare stase. “Capture’ means taking possession of some-
thing which is not yours by right. Bt if the welfare st is meant o promsots
equality of reatment, then the idea of "capture’ docsn’t apply, since the
benefits are supposed 10 go o everyone as of right.
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Third, the issue of whether state welliwe crowds out voluntary giving.
Let"y assume that the wellare stale docs crowd out an equavalent smount of
voluntary charty. Then, if we abalished the wellare stase, the viscuum wouk)
be fillad by voluninry action. But that means tat sll the problems that people
currently associale with the welfnre staie — the various perverse mcentive
effects and &0 on — woukd sull be there 1o cxactly the same degroe.
Funhermaore, on this crowding-out assumption. it can’l be maintined that
taxation ks coercive, iace Buation mmply replaces wian we would choose o
give anyway.

My fourth point relaies o evidence, and counterfnctuals in particalar. [
we are trying 1o assess the consequences of the wellare stae, wo must be
compuring observable outcomes with the outcomes tha would exist if the
world were dilTerent, Le. with counter{actuale. Suppose | were 10 mrgue that
the fact that employment is higher now than 30 years ago proved tha the
welfare staie has hod no effect on the incentive 1 work, Everyone would
reject such an argument, quite righlly, And yet it seems 1o me that some of
Charles Muwrray's comsparisnns are not wo dissimilar tothal. Evidence sboot
the incidence of powerty doesn’t provide 8 nseful basis for estimating the
effectivencss of the welfare stme.  The relevant coumerfuctual in the inci-
dence of poverty that would have emerged in the sbsence of increases in
wellare spending as compared 1o the actual incidence thal we can observe,

Finally, the impact oo the performance of the economy. We haven’t
really muceecded i unravelling the contribution that economic performance
has made as compared 1o the contribution that increased welfare spending
itsell has made in inflluencing final GDP indicators,

Betting Case: First of all, | wani o draw atentaon w the ressis of resesrch
undertaken by the Econdmic Planaing Advisory Counc] and the Australisn
Burcay of Siatistics.  This shows that the Australian x-tranafer cysiem
provides for & life-cycle redistribution ond also does redistribube income W
the lowest-income houscholde

Second, | want 10 explode one of the myths propagated shout the
relationship between economic growth and socil expendiiure.  Evidence
froem the OECD shows that thers is little or no inverse relatonship between
high levels ol social expeaditure (as a percentage of wotal govemment
spending and of GDH") and economic growth. Some of the countries with
high levels of social spending have had good reconds of ecomomic growih in
rocent years.

Third, we necd to be aware of what's been happening in Australia. The
recessions of 1974-75, 1978-9, and 1982-83 saw rises in the enemployment
raie, in the durtion of unemploymen, in the numbers of sobe parent Bamilics,
and in the proportion of the populstion of workforce age and capacity
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becoming dependent on social security. This happened also in the other
countries we "ve boen looking m today, the UK and the US, Since 1983 there
hirve boen signs of recovery in Australin: higher raies of employment growth,
decrensing ratss of unemployment, & stshilising of the numbers of sole
parens recelving ihe sole parents” benefit. The major probikemn is that long-
tenm unermployment has been concentrated, not among the groops identified
today as giving rise 1 moral outrage, but among prime-age and older paopie
sufforing from s serious mismatch of skills in demand by the employers and
the skills which they have acquired. | would like to see 3 conference devoted
o those problems.

Fourth, some facts need w0 he stated showt sole-parent families m
Ausiralin.  Only 4 per cent of sole parenis receiving social security are
tocmmpers who are parents aa a resull of ex-nuptial births. The vast majority
— BS per cemt — result from the end of a relationship (predominantly a
murriage relationship). The duration of recoipt of the solo parents’ pension
is very short.  The median duration is between two and throe years. The
youmnger the parenl, the shorter the dumtion. Older women find it mosi
difficult 1o get off wellare, which indicaies their lack of opportumities o
partaipate in the Labour market and 10 form new relaonships. As for the
clasm thai the sole parents’ benefit redoces the incentive 1o work, the fact is
that e pan-time labour force participation rate among sole parents ks
currently the sume as the pan-tme raie (or mamied mothers; and their
participation raes overall are increasing. The pension thus typically looks
afler women and theis children for arclatively shon penod during which they
are coping with economic and emotional crises in their lives snd prepanng
re-coary nio the workforoe, or entry imto & new family relationship,

Filth, some [acts about unemployment. Since 1983, memployment
raires have fallen, and fallen mostly among the young. The problem, as |
menzoned bolore, i with prime-age and older worker workers, many of
whom are looking afier families. Jim Cox hos identified the nub of the
probiem: the tragic choice between the adequacy of benefies, and the possible
disencentive effects of such benefits. The replacement rute of unemployment
benelit for single people in Australio is actually very low: they are far worse-
olf on unemployment bencfils than even in relatively low-paid work. As for
maried people with children, the new Family Allowance Supplement mesns
that a breadwinner with two children, even in the lowest-paid work, will be
30 per cent betier-off than on the unemployment benelit. So we do need o
bk at the facts when we start talking about the disincentive effects of social
security benefits.

Pavid Willetts: One problem with the welfare state is that it has become
bmvol ved inarcas where s nod clear that it any longer has a majorrole o play,
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Beitina Cass defended the welfare stale in Lerms of i provision of life-cycle
redistribytion; and I"'m happy with that idea of what transfer paymenis should
be doing. But some qualifications are in onder. Firm, i’ shoen o conventional
mistake 1o assume that there's linle the private sector can do 0 smooth oot
the uaditional life-cycle of rises and falls in income. In fact there's a gremt
deal the capital markets can do. Bt much of this i crowded out by exiensive
stake wellare provision. Second, in modem Western societies old people tend
io be quite well-off. In Britsin, old people have asets of 30 000 pounds
sterling on average. Yot halfl of all ransfer payments in Britain go o old

On lnbour market participation mbes, the British experience soems 1o
have differed from dse Apstralion. In recent years more and mone marricd
woimen i Britain have been participating. but fewer and fewer single-parent
farmilies.

Charles Murray: Many of the izsues involved in the Agstralian dobate on
the welf{are state are going to'be resofved empincally. Bettina Cass and [ have
been saying different things about the term of duration of welfare; but we're
working with the same data hase, and over time the truth will come out. In
the US there has been a great deal of convergence on such matters by people
starting from dafferent wicwysinis
However, some issoos ane nof so casily resolvod. Tho morming hMarin
referred 1o the role of the welfare stiie a5 enabling all people w
internct a5 “moml oquals’. | want 1o say s emphatically s possible the oor
central problem in the LS ks that we havea very large number of people whom
we hove decided not (o treat as moral equals. 1t°s not that the recipients of
welfare are likely W starve in the stroets, of that they pose & great magerial
protilem for the comfonable middle classes, or that they are likely wo not out
of fear that their benefits will be cut. It comes down to loaking at the nature
of the people affecied, and asking oursclves whether they have in effect
become Red Indians on o reservation: people whom we will ke care of as
wards of the state, leaving them 10 enjoy themsedves as best they may in that
condition, while the rost of us go about our business, My own view is thid
that seate of affairs will become unaccepable, and so it should.
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