Welfare Economics and the Welfare State

BY THOMAS WILSON*

This paper discusses the role of the economist in making normative statements about the welfare state. The
Jamiliar difficulties of interpersonal comparisons and value judgement are examined. It is argued that the
economist’s role, though limited, is an important one not only in discussing the general economic implications
of welfare expenditures but in analysing the scope that is permitted for the expression of individual preferences.

I

It would be only natural if those unfamiliar with
economic literature were to suppose that there is
an intimate association between ’welfare econ-
omics™ and “’the welfare state”. For such an as-
sociation might be suggested by the repetition of
the word "welfare”, first in a technical and then
in a colloquial sense. Indeed the welfare state
might even be regarded as an institutional ap-
plication of welfare theory! Some surprise might
then be occasioned by their being told that this
is by no means the case and that the links between
welfare theory and the welfare services have been
unsystematic and weak. Of course it is true that
economists have not only embarked upon em-
pirical investigations of the welfare state but have
attempted to reach normative conclusions. The
fact remains that the public provision of benefits,
in cash and in kind, has been regarded by econ-
omists rather as a topic for specialised study that
lies on the periphery of professional interest and
has not been subjected to rigorous economic ana-
lysis as fully or as frequently as its quantitative
importance would appear to warrant. At all events,
this has been the position in Britain.

The explanation must be sought partly in the
limited scope of welfare economics as it has evol-
ved in modern times. ”The welfare state” may
be broadly definéd as a group of official policies
designed to provide certain categories of people
with incomes, in cash and kind, in excess of the
current contributions to production. Thus the
study of the welfare state — unless so conducted
as to be strictly empirical without normative con-
clusions - would seem to confront economists with
precisely those problems of interpersonal compar-
isons of utility and of value judgements which

Paretian welfare economics has been designed to
avoid. When cardinal utility was thought to be
a respectable concept and its maximisation in a
community was regarded as an objective that no-
one could reasonably question, economists were
prepared to commit themselves to recommendat-
ions about tax policies that were based on the
distributional effects these policies could be ex-
pected to have. Admittedly not so much was said
about expenditure — not, at least, in the Anglo-
Saxon literature. But benefits to identifiable in-
dividuals - that is to say, benefits other than those
derived from pure public goods — can be regarded
as taxes with a change of algebraic sign. The earlier
cardinalist literature could therefore be said to
cover modern welfare benefits as well as taxes.
When, however, this whole theoretical structure
was blasted and flattened by the positivist wind
that blew so strongly for so long a period, it be-
came difficult to maintain that economists could
make relevant recommendations without going
beyond what appeared to be their legitimate do-
main. With interpersonal comparisons of utility
ruled out and with moral value judgement
avoided, the welfare analysis still deemed to be
permissible had, naturally, much less to say that
was relevant to the assessment of welfare policies
of a redistributive nature. It is true that the res-
trictions thus imposed have not affected in the
same way all the different aspects of policy with
which economists are concerned. Thus the rec-
ommendations made about macro-economic pol-
icy do not seem to be much inhibited by the fact
that interpersonal comparisons of utility and ethi-
cal value judgements are often embodied in them.
For, though present, these difficult matters are
decently concealed. It is a different matter when
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distribution is a central issue, as in the case of
the welfare state.

It is scarcely necessary to add that the difficulty
of handling distributional issues is, indeed, so
great that economic analysis can yield only pro-
visional and qualified recommendations. Interper-
sonal comparisons of utility can, of course, be
made; the difficulty is to apply some objective
test and to achieve agreement. The basic value
judgements embodied in distributional recom-
mendations may also be conflicting. A conflict
of basic value judgements may be said to occur
when different recommendations would be made
by different people even if they were in complete
agreement about the facts of the situation. Of
course it is the case that such difficulties limit
the scope of welfare economics. The question that
remains is whether these obstacles are so central
and so immovable as to justify the extent to which
the welfare services in general, and cash benefits
in particular, have been neglected in welfare
€CoNnomics.

First, it may be asked whether the Paretian an-
alysis itself, when amended to allow for interde-
pendent utility functions, may be so extended as
to permit relevant recommendations to be made.
Secondly, it may be suggested that economists
should be prepared to break out of the Paretian
confines altogether, to commit themselves more
boldly to expressions of opinion about justice or
even to claim that cardinal utility is, after all, a
meaningful and a useful concept.

Whether or not such explorations prove to be
successful, it remains true that there is scope for
the fuller and more persistent application of the
economist’s more traditional skills, After all, the
basic questions about the allocation of resources
need to be asked in this context as in others. How
is the allocation to the welfare services as a whole
determined? What determines the allocation be-
tween different parts of the total welfare budget?
Is the use of resources reasonably efficient, given
the preference patterns? Are people in a position
to express rational preferences between different
alternatives? What is the justification for the com-
pulsion that underlies all these schemes and for
the uniformity of provision which they often im-
pose? And so on. There is no need to add to the
list at this stage. Nor is there any need to say
that such far-reaching questions cannot be satis-
factorily pursued within the scope of a single pa-
per. It must suffice to develop some of the more
general points a little further in the next part, in
the following one to provide some illustrations,

and then, finally, to put forward some conclu=
sions. )

II

Analytical welfare economics is firmly individua-
listic. It is so, first of all, in the anti-metaphysical
sense that social welfare is identified with the wel-
fare of the individuals who comprise society, not
with that of some mystical entity such as the
Nation, the People or the Proletariat. Individua-
lism carried only to this extent would impose no
obstacle to the analysis of the welfare state; but it
may be pushed much further. Thus, in the stan-
dard version of Paretian welfare economics, utility
functions are independent so that each person
“exists in an isolated cell connected with the rest
of the world only through the exchange of goods
and services.” See Vickery (1973, p 37). At first’
glance this would not appear to provide a pro-
mising basis for the study of the welfare state,
but it is necessary to reflect upon the reasons why
an assumption of "isolated cells”, may be made.
First of all, it should be noted that the reference
to the exchange of goods and services is crucial.
With an elaborate division of labour, everyone
has a particular area of responsibility as producer .
or consumer which must be his or her own par-
ticular concern. Special circumstances apart, you
are under no obligation to accept a bad bargain
from me as though you were assuming my re-.
sponsibilities as well as your own. On the contrary,
you should try to get as good a bargain as you
can and you can feel that, in doing so, you will
usually be enhancing social welfare. For this is
how information about preferences and costs is
conveyed; this is how efficiency is rewarded and
inefficiency penalised. (We may note in passing
that much the same can be said about the Socialist
economies as well as the Western ones.) In short
we must distinguish between non-tuism, C. C.
Wickstead (1833) called it, and selfishness. One
may be behaving in a non-tuistic way but one’s ob-
jectives may be selfish or altruistic or a combin-
ation of both. See MacKean (1975) and Wilson
(1976). It was entirely proper to base welfare
economics on the assumption of independent util-
ity functions in the sense of non-tuism in so far as
this welfare analysis was concerned with produc-
tion and exchange. Public finance, including the
welfare services, raises other issues.

Secondly, the assumption that people occupy
isolated cells may be based on the quite different
Hobbesian assumption of egoism over the whole



range of personal activity. This is a much stronger
assurnption but is by no means inherently incon-
sistent with support for any form of welfare state.
In giving such support people might only be re-
sorting to what they regarded as one of the avail-
able methods for advancing their self-interest. In
doing so they would, it is true, be endorsing the
use of compulsion and accepting some measure
of uniformity in the provision of services which
might conflict with their own preferences; but
they might feel that, on balance, the package was
worthwhile. It might be so regarded even by those
who expected that their income class would be
made to pay more than its proportionate share
because, as individuals, they would have protec-
tion against risks. Those who believed - rightly
or wrongly — that other classes would have to
meéet proportionately more of the cost would have
a still stronger egotistical reason for giving their
support. Given this starting point in egoism, the
economist would have the role of assessing how
far the pursuit of self-interest in the case of par-
ticular welfare services was really enlightened; for
people might, of course, be mistaken about the
means they had chosen to advance their objec-
tives. ' '
Although, for the purposes of an exercise of
this kind, economists might accept the assump-
tion of completely egotistical behaviour, they
would be going beyond their professional compe-
tence if they themselves were to assert that such
an assumption is a fully realistic statement of hu-
man motivation. For it could be objected, whether
on the basis of psychological enquiry or simply
of ordinary experience, that people do not live
in isolated cells, that interpersonal comparisons
of utility can be made and are, in fact, made and,
therefore, that utility functions are not indepen-
dent. To recognise that this is so does not preclude
acceptance of the Paretian proposition that situa-
tion A is better than situation B if individual i
is better off and no one else is worse off, but
“better off” and “worse off” must be taken to
refer not only to supplies of goods and services
but, in the most comprehensive sense, to all con-
ceivable considerations: The latter must include
any feelings of guilt on the part of the more pro-
sperous — the "middle class conscience” — and
feelings of resentment on the part of those who
believe themselves to be relatively deprived.
Interdependence in utility functions provides
an adequate explanation of altruism, a point that
was made moreelegantly by Adam Smith himself.
It has been maintained, however, that interde-
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pendence also provides an explanation of com-
pulsory fiscal transfers. See Hochman and Rogers
(1969). There are various reasons why compulsion
might be introduced. Thus, it might be held that
in this way the total sum to be transferred could
be better assessed and determined beforehand and
the burden more fairly distributed. We could there-
fore envisage donors expressing their preferen-
ces by agreeing voluntarily to a social contract
that would provide for compulsory transfers. The
practical difficulties would, of course, be immense
with voting in the form of referenda on specific
issues and with the franchise.confined to potential
donors. Moreover, if the contract were to be gen-
uinely voluntary so that it could be defended
to a Paretian welfare economist as an expression
of what were basically unforced preferences, no- -
one should be obliged to give more than he wished
to give. An important conclusion follows. It is
that even if we were to'relax Wicksell’s unanimity
rule a little, as he himself was prepared to do,
it is scarcely conceivable that transfers would take
place on the large scale to which we have become
accustomed. It should be observed that, in this
situation; those who were potential donors would
not be making their decisions behind a Rawlsian
"veil of ignorance” and might feel, in many cases,
that there was not much likelihood that they
themselves would have to rely significantly upon
the receipt of transfers. Though moved to some
extent by sympathy, benevolence or a sense of
guilt, they could also be expected to accord heavy
weighting to their own self-interest or to the wel-
fare of those who were close dependents.

The method of approach we have just described
is in any case open to the objection that it is too
conservative in that excessive stress is placed on
voluntary modifications of an initial income dis-
tribution which may have been a far from sa-
tisfactory one. Adam Smith’s >’Impartial Spectat
or” would surely have expected more than this!
It can be pointed out that this particular distri-
bution is, in principle, only one of many possible
distributions. If movement from it is only to be
made to the extent that this is sanctioned by those
who will voluntarily surrender some goods and
services, then the whole welfare system is still
only partially ordered. The optimum optimorum
has not yet been reached. In reply it may be said
that one must always start from some historical
situation and that, in any case, it is foolish to
talk ‘about an optimum optimorum which will not
be attained and could not even be defined without
embarking upon an ethical investigation into so-
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cial justice. It does not follow, however, that the
initial distribution is in some sense superior to
all others.

Some economists, in their impatience with Pa-
retian inhibitions, appear to have been quite pre-
pared to direct their attention to questions of social
justice. The interest aroused by Rawls’ Theory of
Justice (1971) was evidence of this dissatisfaction
and readiness to consider new approaches. Un-
fortunately the difficulties have remained. Rawls’
views were widely welcomed; they were also wide-
ly criticised. This outcome was scarcely surprising.
This is not a field of speculation where agreement
is likely to be reached. An economist who decides
nevertheless to explore this field must be fully
explicit about what he is doing and careful not

to represent as conclusions of economic science, -

recommendations that are substantially derived
from non-economic considerations.

HI

The welfare state, as defined above, includes a
wide range of measures. This range is sometimes
limited by convention. For example, the EEC in-
cludes cash benefits and health benefits in kind;
but educational benefits in cash and kind could
also be included and so could housing subsidies
in so far as these are not covered by the cash
benefits. Rather than attempt to comment on so
wide a range of provisions within the compass
of a short paper, it may be more illuminating to
take an example and the one I shall choose will
be the provision of benefits to the elderly which
account for much the larger part of cash benefits
in nearly all countries.

Why should such assistance be thought to be
necessary? Why should people in rich developed
countries not be left to make provision for them-
selves? The number likely to be destitute could
be expected to be quite substantially less than the
present number of pensioners if people were taxed
less and left to look after themselves. But some
would be in trouble as a consequence of invalidity
or ill-luck in the management of their affairs or
simply from improvidence. We can reasonably as-
sert that there would be almost universal support
for the view that no elderly person should be left
totally destitute partly because utility functions
are interdependent and partly because self-interest
may lead people to endorse the provision of ben-
efits which, in the unforeseeable future, they
might need. It is true that the families of the needy
could be expected to come to the rescue as do

the extended families in less developed countries,
but family responsibility has been undermined in
developed countries — though it is fair to add that
this is a consequence as well as a cause of ass-
istance from the state. .

The assistance thus deemed to be necessary could
be provided only subject to means-test. Total
expenditure would then be substantially less than
it is under an official pension scheme because as-
sistance would not be provided to those who did
not need it — apart from errors in administration.
The possibility of relying upon means-tested as-
sistance may seem rather academic in Europe and
North America but it should be noted that this
has been a real issue in Australia. Does welfare
economics help in making a choice? There are the
obvious points that means-tests weaken the in-
centive to help oneself by working and saving.
On these points at least the economist should be
able to give clear advice of a quantitative nature
but, in fact, finds it hard to do so. Empirical mat-
ters of this kind which are within our competence
in principle are not always so in practice! Then
there is a more basic philosophical point. Means-
tests may undermine self-respect with the result
that some people will be tempted to be free-riders
and others will feel a sense of stigma.

Economists must be careful at this point. Wel-
fare economics is still basically utilitarian even
although cardinalism has been abandoned and
“the greatest welfare of the greatest number” is
seen to be not only vague but to embody a value
judgement. It should not be forgotten, however,
that in assessing any public policy, account can
also be taken of its effect on personality, on the
sense of duty and the sense of obligation. It is
not, of course, the job of the economist to decide
what weighting should be given to deontological
considerations of this kind but he must be careful
not to adopt, implicitly, a particular philosophical
position by leaving them out of account.

If it were, indeed, possible to devise a social
insurance scheme under which everyone paid for
what he got, then the distributional issues which
cause so much difficulty in welfare economics
would appear, at least at first glance, to be by-
passed. This, of course, is what Beveridge (1942)
recommended. There should be flat-rate benefits
for flat-rate contributions with the need for means-.
tested assistance — “’public charity” - reduced to a
small number of difficult cases. It is true that each
person’s benefits would not correspond precisely to
his contributions for this was to be an insurance



scheme. Moreover, it was to be a national scheme
which did not allow, as private insurance would do,
for the fact that certain categories of people were
more subject to risk than others. Some distribution-
al changes would take place but, given all the as-
sumptions of the proposal, their quantitative im-
portance would be limited and also justified if the
basis of the scheme were generally accepted. Bever-
idge, however, was in various ways inconsistent in
applying this recommendation that people should
pay for what they got. Thus, he proposed that
there should be benefits for the dependents of
the insured and this implied transfers. In practice,
nearly all schemes do, in fact, provide for depen-
dents aithough the German pension was for some
time an exception. This issue has been taken up
recently in the USA, notably by Derthick (1979)
who maintains that dependents should be ex-
cluded from social insurance and provided for by
means-tested assistance. Does welfare economics
help at this point? Only, perhaps, to the extent
of endorsing the general case for the consistent
application of concepts. That is to say, if we are
talking about social insurance we should not
smuggle in something else. But “’social insurance”
may now be so muddied a concept for quite a
number of reasons that it is pointless to try to
purify it.

If it is assumed that some national minimum
is to be provided, as of right or subject to means-
tests, it is still necessary to determine the level
at which it should be set. There is no definite
scientific way of making an assessment and judge-
ment is always involved. What can be said with
some confidence is that the higher the level that
is being considered, the greater the likelihood of
disagreement. The Hochman-Rogers (1969) ap-
proach would no doubt yield nearly unanimous
support for protection against the desperate ex-
tremities of total destitution; but views will differ
more, compulsion will matter more and political
weight will become more important when the mi-
nimum is far above what would be needed as
protection against destitution and provides for at
least some conventional luxuries. There is the
imum, once fixed, should be altered. Interdep-
endence in utility standards helps to explain the
fact that poverty” is a relative concept. But how
relative? How often should the standard be chang-
ed? Should it rise with rising real wages as was
the case until recently in Britain — which is one
of the reasons why neither growth nor the welfare
state has seemed to be successful in abolishing
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poverty! The economist can give no definite
answers to these questions but he, for this part,
can ask some empirical questions. How has the
minimum been determined at a particular point
in time? By whose authority? With what attempt
to test public preferences? With what allowance
for wider consequences in the economy? He may
also perform the more humble but exceedingly
important role of combating the misunderstand-
ing caused by ambiguous statements about "’pov-
erty”.

Flat-rate benefits are now the exception for pen-
sioners and, in the countries where such benefits
still survive — as in Sweden and Britain — there
are also supplementary pensions which are gra-
duated. See Wilson (1974). Graduation clearly rai-
ses important issues. What is the justification for
official arrangements, backed by compulsion, for
carrying over into retirement some of the in-
equality of working life? It is true that this trans-
mission of inequality takes place only within
limits, for the benefits normally have maxima and
minima and, furthermore, a graduated scheme
may be kinked in such a way as to favour the
poorer pensioners — as in the USA. But it is still
necessary to ask why there should be graduation
at all. If one is prepared to adopt a bold utilitarian
attitude, the beginnings of an answer can be given.
For it can be held that what should concern us
is the distribution of welfare, not the means to
welfare. That is to say, allowance should be made
for the fact that the capacity for enjoyment differs
from person to person. For example, Sen (1973,
p 87) has argued that an invalid can be expected
to derive less utility from a given income than
a normal healthy person and should, in fairness,
be given more for this reason. When the appli-
cation of this argument is extended it becomes
apparent that it has strong conservative implica-
tions, for the satisfaction a person can obtain from
a given income will depend partly upon the stan-
dard of living to which he has been accustomed.
Habit is far wider in its relevance than the special
case of invalidity to which Sen refers.

There is, however, no real need for economists
to become quite so deeply involved in interper-
sonal comparisons of utility. Such comparisons
can, of course, be made but are hard to check.
As has been suggested, there appears to be a suffic-
ient consensus to warrant support for providing
some minimum standard, some floorbelow which
no one should fall; but we should be plunged into
controversy and baffled by uncertainty about psy-
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chological states if we were to attempt to devise
a distribution of income that allowed for diffe-
rences in the capacity to enjoy. Of course, it is
to be expected that people with higher incomes
at work will want to have higher incomes in re-
tirement, but it is up to them to make provision
accordingly. Compulsory contributions for official
benefits impose a degree of uniformity in life-cycle
provision which.is not easily justified in principle.

There is an analogy here with the debate about

the case for providing benefits in cash or in kind.

Welfare theory would seem to support the former

because preferences differ. and satisfaction will be.
greater if this is recognised - the utilitarian point. .

To do otherwise is to subject people to dubious
interpersonal comparisons of utility made by some
outside authority on their behalf. Moreover the
exercise of freedom of choice may also be pre-
ferred on deontological grounds. It is true that
a strong case can be made for a more paternalistic
and a moreegalitarian approach in the case of health
services or, at all events, of that part of the health
service which is crucial to the preservation of life
or the mitigation of serious suffering, but it be-
comes a lot less plausible in less desperate cases.
The extension of this line of reasoning to grad-
uated pensions fails, however, to carry the same
conviction.

The benefits provided in some countries to the .

elderly are now so large as to impose a heavy
burden on the working population which is be-
ginning to be resented. This would appear to be
the case in Sweden. See Wilson (1979). The aim
in some countries is to provide about three-
quarters in income from work of the average wage-
earner which, when allowance is made for lower
costs after retirement and for tax, would permit
something like the standard of living of working
life to be maintained from state and occupational
pensions apart from any dissaving of previous pri-
vate accumulations. Those with less than average
earnings may even be better off in retirement than
they were when working and perhaps supporting
a family. It is true that we have not moved so
far along this path in Britain and it is not planned

to do so; but a number of continental countries -

have gone a long way, or will go a long way when
existing schemes are fully mature. Moreover, the
elderly make a heavy claim on health services.
It is quite reasonable to ask whether those still

at work, especially those with children to support, .

are not being expected to do too much.
It may be objected that the economist, what-
ever views he may hold as a citizen, has no basis

for appraising this scale of provision for the el-
derly, either favourably or unfavourably, so long
as he confines himself to his own subject. If ’so-
ciety” has chosen such a policy, why should he
object? In fact, however, he has still. something .
of importance to say. First, he can point out. that
large unfunded schemes may have.a bad effect-
on saving with damaging consequences for
growth. It does not follow that a return to funding
should . be recommended for this would not be
realistic. No working population can be expected
to provide both for those who are currently bene-
ficiaries on a pay-as-you-go basis (because there
is no fund on which to call) and also to contribute
to a fund for their own future. Funding for official
schemes is now relevant only when new schemes
are introduced. Even if this were not so and all
benefits could be funded, the size of the fund
required would be enormous and the rate of return
on capital would then be low — a fact which, in
itself, shows that beneficiaries may often be get-
ting more than they paid for in the sense that .
the implicit return on their contributions is above
the probable market rate that could be expected
on a fund. The managers of so large a fund would
also be in a position to exercise immense control -
over industry. Even the funded private schemes
convey a great deal of power to the financial in-
stitutions which control them. This is now an is-
sue in Britain, Is it really desirable-to reduce so
drastically the role of the private investor?
“Secondly, the economist can ask whether the
citizens of a country have been offered a clear
and fair choice between the forced saving implied
by both public and private schemes on the one
hand and voluritary personal saving on the other .
~ above what would be needed for some reason-
able minimum. The fact that employers make
large contributions confuses the issue. For people
must often suppose that they are getting benefits
at the expense of profits. But the sums involved
are so large that the levy, whether for official or
private schemes, must be passed on almost en-
tirely as higher prices. Thus, the burden falls on
the population at large as an indirect tax of un-
certain incidence with no regard to equity. More-
over in so far as profits are sometimes squeezed,
investment and output may suffer. Finally,.the
tax on labour warps the choice between factors.
There can be no doubt that the employers’ payroll
tax is a bad tax and ought, if this were politically
possible, to be scrapped. Hypothecated taxes are,,
supposed to convey more clearly the sense that
there is a budget .constraint but this tax does



not do so and is inferior for this reason, and for
the other reasons just mentioned, to finance from
general revenue.

The fact remains that it would be foolish for
any individual acting in isolation to opt out of
these schemes, if the choice were given, unless
compensated to the extent of all the payments
that would otherwise be made on his behalf in-
cluding the tax concessions. The only choice ever
offered, as far as[ am aware, is that between public
and private schemes, and this is not enough. It
cannot be said, therefore, that the present system
reflects preferences freely expressed between fairly
presented alternatives. We have spent much time
discussing the imperfections of the market, but
must not neglect the imperfections of the political
process.

There is, of course, another reason why, in most
countries, it would be foolish for any individual
to opt out of an official pension scheme. This
is the fact the such schemes are usually indexed
and provide a measure of security against inflation
that could not be obtained from holding a financial
asset. To test preferences by offering the oppor-
tunity to opt out would be a pointless exercise
unless some inflation-proofed asset were provided
as an alternative.

It may seem somewhat academic and fanciful
even to consider the possibility of allowing people
to opt out of all but the basic benefits. Yet in
practical terms, this could be done subject to the
condition that there could be no opting out and
in and out again with changes of mind! The other
reason for reflecting on this possibility is that, by
doing so, one perceives quite clearly how warped
the welfare state has become. There has been no
question of allowing people to express their pre-
ferences as between different fairly balanced and
fairly presented alternatives. In traditional welfare
economics great stress is placed on the need to
respect individual preferences and to bring them
into the ’right” relationship to costs; but in public
provision, preferences receive too little attention.
Graduated pensions are, of course, only one ex-
ample.

Iv

Assar Lindbeck (1975) has observed that a large
part of welfare expenditure in Sweden involves
no vertical redistribution. This is also true of other
countries, and the time has surely come to con-
sider again the purposes that these vast program-
mes are meant to serve. Protection against ’’po-
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verty”’ was once the central objective but it is
now only one of several. When account is taken
of the whole range of services provided by the
welfare state, both in cash and in kind, it becamgs,
obvious enough that large sums are paid over,for
benefits that the recipients are, in effect, paying
for but have not freely chosen. Moreover, the pat-
ernalism which has accompanied and partly in-
spired the empire-building of politicians and bur-
eaucrats can be regarded as unattractive from a
deontological as well as a utilitarian point of view.

The stagflation with which the nineteen eighties
have begun, together with ominous demographic
movements in some countries, has led to growing
concern about the current scale and possible ex-
pansion of welfare expenditure. In some countries
(e.g., in Britain), certain changes have already been
made that would have been considered politically
impossible a few years ago. In particular, the rules
for automatic indexation have been changed for
some benefits or abandoned for others which
means that the scope for dicretionary action in
the future has been widened, notably discretion-
ary action with regard to replacement ratios where
this term means the ratio between benefits and
previous income. Of course, there can never be any
question of scrapping existing welfare structures
and substituting something completely new. It is
never possible to start building again on a cleared
site. The fact remains that there is now some room
for manoeuvre and the general economic situation
requires that possibilities should not be neglected.
The task before each country is therefore to assess
the scope for change and to decide where change
is practicable and could most usefully be made.

Footnotes

* Adam Smith Professor of Political Economy. Univer-
sity of Glasgow.
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