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Abstract
Current debates concerning the future of social security provision in advanced

capitalist states have raised a citizens’ basic income (CBI) as a possible reform package.
The proposal is based on the principles of individuality, universality and unconditionality
and ensures a minimum income guarantee for all members of society. Implementing a
CBI, thus, entails radical reform of existing patterns of welfare delivery and would bring
into question the institutionalized relationship between work and welfare, upon which
modern welfare states are premised. It follows that the practice of arguing for a CBI has
tended to concentrate on issues regarding the role of the state in providing income
security for all citizens and, in particular, to issues pertaining to the world of paid work.
However such a concentration indicates bias in the approach to study and serves to
confine the welfare reform agenda. The purpose of this thesis is to make a positive
contribution to the CBI literature by examining the proposal from a feminist economics
perspective. It is argued that a CBI has the potential to promote equal rights of freedom
for men and women and provides the basis for the development and sustainability of new
and liberating patterns of working and living. However, this particular aspect of the
proposal will never be fully considered as long as the analytical framework employed is
dominated by an adherence to neo-classical economic theory. Embracing a feminist
economics perspective allows for the identification of the androcentric bias inherent
within the neo-classical construct and further provides an alternative methodological
approach that serves to open up the debate to incorporate a more realistic vision of the

nature of modern socio-economic relationships.
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Chapter 1: Introduction: Social Security Reform — A Possible Strategy

Introduction
The provision of social security is considered a fundamental component of modern

welfare states. Income maintenance measures, which shield individuals from the most
adverse effects of economic depressions, can serve to promote economic efficiency.
Systems can be designed in such a way that they act in preserving existing economic
relationships. Although ultimately acting as a safety-net measure, benefits can also
indirectly influence patterns of behaviour, particularly those relating to labour market
activity and consumer spending. In addition state administered income maintenance
policy primarily impacts on patterns of income distribution and can therefore be viewed
as a tool for addressing income inequalities. Social security schemes can therefore also be
associated with the goal of promoting social justice, the degree to which depends largely
upon the actual design of the system. The payment of cash benefits, combined with the
provision of various benefits in kind, can most notably be perceived as a mechanism for
improving social welfare and promoting social citizenship rights in modern capitalist
societies.

The growing awareness amongst the academic community of the role social
security plays in the development of modern capitalism is accompanied by emerging
evidence of new social problems. Increasing levels of poverty, witnessed throughout the
European Union, are often associated with changing labour market structures. Mass long-
term unemployment, widespread youth unemployment, a general fall in demand for
skilled labour and the associated increasing demand for part-time, casual and unskilled

labour are all characteristics of modern labour market processes. The problems of



marginalisation within the labour force or long-term exclusion from the labour market are
affecting growing numbers of individuals with negative consequences in terms of their
welfare and the welfare of their families and communities. Ageing populations and fluid
family forms are well documented in the literature on the changing demographics of
modern society. Furthermore, gender imbalances continue to dominate the social agenda
both in the world of paid work and family life. The rights and obligations of the citizens
of an integrated Europe are not well served by social security measures institutionalised
in a radically different era. Conditions dictate that social security services are ‘needed
now more than ever before’ (Abel-Smith, 1985:34), but also that those services should be
designed in light of modern demands.

This thesis contributes to the debate on the future of state welfare provision by
examining the citizens’ basic income (CBI) proposal as a possible reform package from a
feminist economics perspective. The purpose is, firstly to show that the values and ideals
associated with mainstream economic theory thus far have dominated the debate, and
secondly to demonstrate how a CBI conforms with a feminist economics approach to the
policy process. A feminist economics perspective offers a new political economy
framework for analysing the relationships between men and women in modern market
economies. By critically examining the tools of analysis and the criteria used in policy
design and evaluation processes, feminist economics seeks to illuminate the bias inherent
within traditional approaches and to redress such. As a policy strategy for the reform of
social security, the CBI proposal is regarded as ‘gender neutral’ as opposed to ‘gender
blind’. That is, a CBI has the potential to promote equal rights of freedom for men and

women, and provides the basis for the development and sustainability of new and



liberating patterns of living and working. However, the full potential of a CBI in
achieving such a goal will never be realised, or even considered desirable, as long as the
analytical framework employed remains unaltered. Embracing a feminist economics
perspective is indicative of a move away from the status quo in that it represents an
alternative methodological approach to policy analysis. Analysing a CBI within such an
alternative framework is considered a necessary next step in the reform debate. By
illustrating how a CBI would unite the goals of social justice and economic efficiency in
contemporary society, the case is made that the application of feminist economic theory
is a positive contributing factor in the welfare reform debate. Similarly, in arguing that a
CBI promotes gender neutral social citizenship rights the belief is held that feminist
economists should applaud the proposal in that it corresponds with a vision of the world
in which women are afforded the same rights as men.

The CBI debate has been, and continues to be, dominated by a focus on the world
of paid work. This is not surprising given the effect a CBI might have on work
incentives/disincentives. That is, the granting of an unconditional minimum income to all
citizens can perceivably be associated with increased rates of non-participation in the
labour market. Conversely, the security provided by the minimum income guarantee
might actually improve work incentives in that it reduces the financial risks associated
with precarious forms of employment. However, the choice between work and leisure in
market based economies, although undoubtedly influenced by financial considerations, is
fundamentally a reflection of individual preferences. A whole range of factors, which are
just as, and in some instances more, important than issues concerning monetary gain,

informs such preferences. Stated preferences may be more a result of adherence to



societal norms than a matter of unconstrained individual choice. In societies where
formal employment remains the principle force in determining ‘social status’ many
individuals may find themselves in situations where they are ‘forced’ into jobs, regardless
of their level of ‘non-earned’ income. Furthermore, in societies where work undertaken in
the home remains outwith the confines of formal economic activity, what is perceived to
be a stated preference for ‘leisure’ may actually be evidence of an accepted responsibility
for ensuring the efficient functioning of the domestic economy. Thus, it is argued that in
considering the CBI proposal the incentives/disincentives dichotomy, with reference to
paid work, is a more complex matter than initially perceived. What is immediately
apparent though is that the CBI proposal is an option for state welfare reform that has the
potential to promote individual freedom, while simultaneously encouraging efficiency
gains.

Despite the attractiveness of a policy that reconciles freedom with efficiency, the
CBI concept remains a topic of debate. Furthermore, even when the desirability of a CBI
is accepted in principle, questions concerning actual implementation have been difficult
to resolve. Although the implementation process is a crucial element in the debate, it will
be argued that prior to addressing such issues a further case must be made for a CBI on
the grounds that it presents a valuable opportunity to reassess the way work is valued in
modern economies. Thinking about a CBI in this way involves a broadening of the
parameters, which are confining in current debates, and provides for a better
understanding of how the proposal would serve to promote gender neutral social
citizenship rights. Such a development will only be possible if the analytical process

draws upon a feminist economics discourse.



1.1. Arguing for A Citizens’ Basic Income
The current debate between advocates and opponents of the introduction of a

basic income, of a grant unconditionally paid to every adult citizen,
constitutes, in my view, one of the most important controversies about the
future of European welfare states.

(Van Parijs, 1992¢:215)

A CBIl is often viewed as an agenda for the reform of social security. However, the
radical nature of the proposal implies a new perspective on the role of the state as a
provider of welfare; a rethinking of the traditional work and pay relationship and a very
different position on the rights and obligations of citizenship in modern state welfare
regimes. For these reasons, a CBI should be viewed as a reform package that provides the
framework for developing a new conceptual basis for the modern welfare state, rather
than as an alternative proposal to existing social security measures. Understanding a CBI
within these terms allows for clear links to be made with the proposal and the various
‘crisis’ theories, which currently dominate debates on the future of the modern welfare
state. This in turn facilitates an understanding of how the CBI proposal impacts on the
numerous welfare functions of the state and how it indirectly promotes rights of
citizenship other than those related to income security.

A CBI will be clarified and distinguished from similar but distinct proposals. It will
become evident that the concept itself is simple and appeals to a wide range of very
different political and economic ideologies. Furthermore the idea has been proposed, in
many different guises, for a considerable number of years. The argument to be made is
that the introduction of a basic income for all would not only address the social problem
of poverty but would also satisfy the debate between the dual and often conflicting

objectives of economic efficiency and equity. A CBI would promote labour market



flexibility whilst at the same time erode the existing disincentives to work which
currently arise from the interaction of the tax and benefit system. Furthermore a CBI
would promote gender justice and is a policy option that does not discriminate in favour
of a predetermined set of normative values regarding living arrangements. Rather a CBI
would provide the foundations for a system of state welfare provision that allows
individuals to make independent choices about the way they live. For all of these reasons
a CBI should not be viewed as a proposal for the reform of social security but rather a
policy instrument which recognises the inability to divorce the economic from the
sociological and the political, and as a philosophy which serves to justify the modern
welfare state.

Within the current debate on the future of state supported income maintenance
schemes the CBI proposal regularly emerges as an extreme option involving a radical
transformation of existing social security and income tax arrangements (see for example
Hills, 1993). The introduction of a CBI would not merely imply tinkering with existing
systems in response to identified inadequacies or inefficiencies. The concept itself
involves the acceptance of a whole new range of justifying principles regarding the
nature of state supported income maintenance. The existing literature witnesses varied
and convincing attempts at identifying and analysing such justifying principles (see for
example Van Parijs, 1992). Despite these attempts the CBI proposal remains a theoretical
‘pipe-dream’ yet to be translated into reality. Powerful and convincing arguments are
postulated from both supporters and critics alike. The main objections raised are
expressed in terms of financial cost and the negative economic impact such a scheme

would have on work incentives. The common link emerging from these criticisms is that



the issue itself is misunderstood and the debate tends to centre on the idea of social
security reform. Implicit within the CBI proposal is the acceptance of the
interdependence of economic performance and social policy which in turn sets the stage
for the building of new political alliances regarding the function of modern welfare states.
A CBI is not merely an alternative to existing social security provision but rather a
philosophy aimed at enhancing individual freedom and promoting social justice.

It is difficult to escape the normative issues arising when attempting to justify such
a philosophy. Also, as the acceptance of a CBI would render any current system of state
income maintenance redundant it is attractive to view any such reform in terms of an
either/or scenario. However, by adhering to positive economic analysis, critics of a CBI
fail to recognise some of the more crucial long-term benefits to be gained. The
contribution made by applying the tools of economic analysis to the study of social
security policy is worthwhile in itself, but in terms of policy formation, it is a partial
analysis. To fully appreciate and understand the nature of social security measures the
debate must progress beyond the realms of determining an efficient allocation of
resources and incorporate questions of social justice, citizenship rights and individual
autonomy. Moreover, the process of resource allocation must recognise the influence of
institutions and the state rather than relying solely upon the analysis of market
interactions. It is claimed therefore that the theoretical basis for a CBI would be better
served by appealing to a feminist political economy framework.
1.2. A Feminist Political Economy

Analysing the CBI proposal within a feminist political economy framework

involves developing an approach to study which views the world in terms of its inherent



set of complex social and economic interactions. Furthermore these interactions should
be viewed with consideration to the dynamics of socio-economic conditions. Developing
such an approach allows for the recognition of the limitations of exclusive theorising
premised on a homogenous and universal particular. Models of the body politic and the
economy which are based on axioms determined by the theories, methods and institutions
associated with the capitalist development of the Western world dominate the realm of
social theorising. This ‘Western scientific world view or mind-set’ (Harding, 1991:3)
effectively acts in constraining new modes of thought. The generation of new theories,
which are both descriptive and prescriptive, becomes a technically difficult thing to do
when attempted within a community dominated by a monolithic or determinist discourse.
In considering the future dominance of the capitalist economy Gibson-Graham draws
attention to the ways in which the discourse of capitalist hegemony limits our ability to
articulate policy change;

For if capitalism’s identity is even partially immobile or fixed, ... if it is the
site of an inevitability like the logics of profitability or accumulation, then it
will necessarily be seen to operate as a constraint or a limit...We see this
today in both mainstream and left discussions of social and economic
policy, where we are told that we may have democracy, or a pared-down
welfare state, or prosperity, but only in the context of the [global capitalist]
economy and what it will permit.

(Gibson-Graham, 1996:14)

Analysing all social, political and economic processes within the specific boundaries of
capitalist relationships serves to distort our view of the world. By accepting the
immutable force of the capital accumulation process; the desire for profits; the supremacy

of market based interactions in determining the efficient allocation of resources and the



rational choice model of both individual and collective action, we effectively categorise
all human activity in an either/or scenario. That is, all interactions that can be explained
within the confines of the model of the capitalist economy are positive, simply because
they can be explained and therefore understood. This facilitates the descriptive and
prescriptive processes of social theorising. Those actions or relationships which do not fit
the model, and therefore are not understood, are subordinate to the norm and in a binary
sense become negative. This type of theorising not only limits our understanding of the
world but also informs our thinking on policy developments and limits the terms of
reference for conceptualising new, or even existing, human relationships.

The CBI concept is considered to be a radical approach to welfare reform in that it
implies a radical departure from existing institutional arrangements. The process of
developing theoretical justifications for such a policy will eventually hit a stumbling
block if this process takes place within the parameters outlined above. In order to get over
this hurdle, the constraints imposed by accepting a singular and closed conceptualisation
of the economy, must be removed. Capitalism has developed as a view of how modern
society does, and should operate, almost to the exclusion of all other views. However,
although capitalist structures of power, control and ownership could be identified as the
defining features of many social and economic interactions, they are not representative of
all forms of relationships. Attempts to offer new explanations must first recognise that the
dominance of the capitalist identity results from the social construction of ideas and it is
those ideas that effectively act as a constraining force.

It will be argued that the issue of welfare reform would be better understood if the

approach to study initiated a critique of the monolithic discourse of capitalist relations.



The privileging of a set of specific ideals over all others is a form of bias which
influences the research agenda and subsequent policy prescriptions. It is essential that this
bias be identified within the research process, which allows for the construction of a more
objective approach to study. In attempting to do so it is fruitful to draw upon a feminist
approach, particularly within the traditionally male dominated academic discipline of
economics. Feminist economists have criticised their discipline for focusing exclusively
on the analysis of choice, specifically the choices of independent rational economic
actors aiming to maximise their own welfare with reference to scarce resources. This
limiting definition of economics leads to the critique that;

...economists have not paid sufficient attention to relationships between men
and women or parents and children, and that as a result, they have failed to
provide a convincing analysis of economic development, political conflict, or
social welfare.

(Folbre, 1994:4)

Accepting this critique opens the door to a new more inclusive economics. Feminist
economists, faced with the task of incorporating what appear to be intangible factors,
such as human and social relationships, into an almost impenetrable academic discipline,
must first examine why and how the study of economics has come to be dominated by
such narrow and limiting assumptions.

In their critique of contemporary orthodox economics, feminist economists have
drawn upon feminist scholarship concerning the social construction of gender and the
social construction of academic disciplines. In exploring the hypothesis that
contemporary economics has been heavily influenced by preconceived notions about
what is considered worthy of study, and what is considered to be the most appropriate

method of study, feminist economists have concluded that there is a determining link
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between their discipline and socially constructed gender categories. By making this link,
feminist economists not only reinforce the claim that economics is socially constructed,
but also shed light on the bias inherent within the discipline by identifying the
polarisation of gender associations. The understanding of gender in terms of the
‘masculine’ (equals hard, strong, separate, scientific), and ‘feminine’ (equals soft, weak,
connected, intuitive or emotional) dualism has been applied to the study of economics. A
positive connection with all that is masculine and a negative connection with all that is
feminine have subsequently influenced how the discipline of economics is understood.

The privileging of the masculine model has not however occurred by accident. In
discussing the development of the discipline, Ferber and Nelson argue that if we begin by
rejecting the suggestion,;

...that the ideals and definition of economics have been given to humankind
through divine intervention...[and]... instead recognise that the discipline we
call economics has been developed by particular human actors, it is hard to
see how it could fail to be critically influenced by the limitations implicit in
human cognition and by the social, cultural, economic, and political milieu in
which it was created.

(1993:1)

Economics as an academic discipline has traditionally, and continues to be, dominated by
men (see for example Palmer, 1995). Accepting the claim made by Ferber and Nelson
regarding the influence on the discipline by the ‘limitations implicit in human cognition’,
it could be argued that male economists would define the discipline in terms of what they
understand;

The subject of the economist’s model world is an individual who is self-
interested, autonomous, rational, and whose active choices are the focus of

interest, as opposed to one who would be social, other-interested, dependent,
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emotional, and directed by an intrinsic nature. In many ways, this description
resonates with the economist’s self-image as well.

(Nelson, 1996:22-23)

Economics has at its core the study of human behaviour and therefore it is a social
science. However in their strive for accreditation in a hierarchical academic community
economists have persisted in applying the tools of rigorous scientific analysis to their
chosen fields of study, almost to the exclusion of all other methods. Quantitative
approaches are favoured over qualitative methods and formal mathematical models are
given supreme status over informal descriptive measures. This facilitates the economists
ability to abstract, simplify, measure, and subsequently analyse, a subject matter which
appears on the surface incredibly complex and difficult to predict. For Nelson;

Economics, as a human endeavour, reflects human limitations in
understanding a reality that is always beyond our grasp. Economics, as a
social endeavour, reflects some points of view, favoured by the group that

makes the rules for the discipline, and neglects others.
(1996:23)

Economics, then, as an academic discipline is socially constructed and dominated by a
particular, and limited, conception of human interactions. Furthermore this dominant
view is believed to incorporate a gender bias in that the discipline is constructed by men,
studied by men and presents policy prescriptions which benefit men. The absence of
women at all levels presents a particular problem for a discipline with such a wide social
remit. Feminist economists endeavour to remedy this problem and to reorient the
discipline in a more gender neutral direction.

This does not mean that feminist economists ‘seek to excise all of the values

traditionally associated with science’, but rather they wish to draw attention to, and
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remove ‘the biases that may arise from an unexamined emphasis on masculinity’ (Ferber
& Nelson, 1993:11). Their task, then, is not to refute all that is associated with a
‘masculine’ economics and to replace it with a new ‘feminine’ economics. Such an
approach would be criticised for illustrating a gender bias in favour of women, an equally
limiting and narrow approach to that which exists now. The goal is to practice a more
objective science. However, objective in this sense does not mean value or interest free,
since this would be almost impossible to achieve in a research community, and more
importantly, the promotion of certain values and interests is an integral component of the
research process. It is argued that a greater degree of objectivity would be achieved by
developing an approach to the discipline which incorporates a range of values and
interests representative of the population, rather than focusing on the particular at the
exclusion of alternatives. This would allow for the inclusion of methods and topics
previously ignored in the practice of economics, subsequently broadening the horizons of
the discipline and improving the tools of economic analysis. Feminist economics is
therefore not to be understood as ‘women doing economics’ but rather it should be
regarded as a method of inquiry serving to shape the discipline of economics into a more
useful and informative mechanism for understanding the complexities of human activity.
In an editorial written for the first issue of the journal ‘Feminist Economics’ launched in
1995, Diana Strassman confirms this as the strategy of feminist enquiry;

By challenging the merits of narrowly situated economic theories and
research agendas reinforcing the interests of adult men, feminists have
therefore sought to enhance the visibility and perceived importance of the
wide range of policy initiatives advocated and debated by feminists in
economics and elsewhere. Whether engaged in discussing welfare reform,

childcare, family planning, economic development, structural adjustment,
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domestic abuse, sexual harassment, discrimination, affirmative action, pay
equity, family leave, or the feminisation of poverty, feminists have initiated a
sweeping debate on economic policy issues vital to the economic well being
of the majority of humans. In so doing feminists have begun to challenge an
economic practice that for too long has served the interests of a restricted and

unrepresentative group of people.

(Strassman, 1995:4)

Drawing upon this strategy facilitates the development of a feminist political
economy. Traditional approaches to analysing, and explaining, structures of power,
ownership, control and collective identities are criticised from a feminist perspective for
being incomplete and inconsistent. The over-riding emphasis on rational self-interested
economic agents making informed, and free choices, and the uni-dimensional nature of
class struggle, which effectively form the basis of contemporary theories of political
economy are limited assumptions. That is, such assumptions fail to adequately account
for the life experiences of many individuals and women in particular. To paint a more
complete picture a new approach is required that accepts the insights to be gained from
traditional theories but also broadens the realms of inquiry to include the influence of
social institutions. Nancy Folbre, in stating a case for developing a feminist political
economy, draws attention to the omissions in traditional theories;

Feminist scholarship documents the ways in which groups based on gender,
age, and sexual preference have forged their collective identities and pursued
their collective interests. The evidence of persistent struggle is embedded in
the historical silt of formal rules that have denied women, children and
homosexuals rights over person and property and limited their ability to
accumulate assets. Less tangible, but no less central, has been the
reproduction of cultural norms and personal preferences that have

legitimated adult male heterosexual authority. None of these mechanisms of
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hierarchical constraint has ever been limited to the family, but they have
remained largely invisible to those who placed the family outside the domain
of political economy.

(1994:48)

Opening the doors to a new method of inquiry represents a starting point for
deconstructing particular ideals and beliefs regarding the functioning of modern capitalist
economies. Research which is premised on a set of given assumptions modelled in a
different era for the primary purpose of explaining, and indeed justifying, a particular
political and economic structure is criticised for illustrating a bias in favour of that
structure. A feminist political economy provides a theoretical framework for dismantling
the obstacle imposed by the capitalist identity and breaking from old traditions in creating
a new discourse of economic difference. Within this framework a central focus is the
analysis of socially constructed structures of constraint; how such constraints are
informed and influenced over time; and how they impact on both individual and
collective action. It is argued that this approach leads to a broader and richer
conceptualisation of socio-economic relationships. Consequently, applying this approach
to the area of welfare reform, and the CBI proposal in particular, results in a more
comprehensive understanding of the issues and opens the doors to new measures
representing radical departures from the past.

1.3. Outline

The thesis will begin by exploring the welfare reform agenda, with specific
reference to income maintenance policy. The focus of this introductory section therefore
is to identify the purpose, nature and structure of income transfers in modern welfare

states. An examination of the theoretical framework employed in justifying state
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supported benefit systems will demonstrate the relevance of mainstream economic
analysis. However, it will be argued that neo-classical economic theory has tended to
dominate the study of income maintenance policy and has resulted in benefit structures
designed to conform to a particular set of ideals regarding the function of income
transfers in a market based economy. This effectively serves to constrain reform debates
by prioritising the objective of economic efficiency. Chapter three will build on this
hypothesis by outlining the objectives and functions of income maintenance policy and
the relationship between such measures and other areas of public policy. The distinction
will be made between income maintenance policy and the concept of ‘social security’ for
the purpose of demonstrating the broad range of objectives that can be associated with
state action in the field of income redistribution. It will be argued that reform strategies
should be assessed with reference to such objectives. The first step in the reform process
should therefore involve an undertaking to explore the nature, and functions of, state
supported income transfer schemes. Such an undertaking will serve to illustrate the
prevalence of traditional economic theory in the policy design process, and subsequently,
in setting the reform agenda. To further substantiate this claim chapter four will provide
an overview of contemporary social security policy in Britain. Recent developments in
the operation and design of the British system can arguably be identified with an
approach to policy founded on assumptions akin to those central to neo-classical
economic theory. It will be argued that these influences are common to modern advanced
capitalist welfare regimes, albeit to lesser or greater degrees. Chapter five will introduce a
CBI as a policy response to the perceived crisis in state supported welfare systems. An

evaluation of the CBI proposal will be approached within a theoretical framework that
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draws upon a feminist political economy model. It will be argued that although gender
issues are central to any debate on social security reform, the potential benefits of a CBI
in terms of promoting gender justice have been sadly overlooked. It is claimed that this is
due to a continued acceptance of the governing principles associated with neo-classical
economic theory in the research process. Providing evidence of such serves to
demonstrate the inherent tensions in introducing a radical approach to reform within a
traditionalist and institutionalised approach to policy analysis. Chapters six and seven
will trace the historical development of minimum income guarantee proposals outlining
their relationship to traditional debates on economic efficiency, and more contemporary
debates on citizenship rights, particularly the issue of social exclusion. The purpose
behind tracing the development of the CBI concept is to provide evidence of the
continuing emphasis on preserving a traditional productivist work and pay relationship
within the literature. This focus is criticised for illustrating a gender bias in that the life
experiences of women are largely ignored. The CBI proposal remains firmly grounded in
theoretical discussion with little prospect of transformation into policy, despite evidence
tracing the variations of proposal as far back as the onset of modern capitalist
development. The remainder of the thesis will argue that this situation can only be
remedied by widening the parameters of analysis. Chapter seven will explore
contemporary arguments in favour of a CBI, which have been framed in response to the
crisis in welfare hypothesis. This will demonstrate the limitations in the debate thus far.
Gender issues have remained at the periphery and any attempts to include women have
been done without altering the analytical framework. Conjectures regarding individual

responses to a CBI have been hypothesised within a model based on assumptions applied
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exclusively to all members of society. It will be argued that such theorising follows the
same pattern as the development of economics as an academic discipline, and as such
fails to adequately address issues relating to gender inequalities. Chapter eight will
develop a feminist economics perspective on the CBI proposal. This will entail
deconstructing the traditional work/non-work polarisation in the same way that feminist
economists have attempted to deconstruct the masculine/feminine distinction that has
been applied in their discipline to the detriment of the understanding of economics. The
application of feminist economic theory in the analysis of income maintenance policy
serves to refine our understanding of the CBI proposal. Furthermore a feminist
economics perspective contributes positively to the debate on social security reform by
providing a further, convincing, theoretical justification for a CBI on the grounds of

promoting gender justice.
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Chapter 2: Justifying Income Transfers

2.1 Introduction
In the standard paradigm of orthodox economics resource endowments

determine personal wealth and personal income distribution. These
endowments are taken as “given” exogenous variables, at least to
economists. Consequently remedies for inequalities in the distribution of
wealth and income fall largely outside the purview of the positive science of
neo-classical economics and can only be justified on normative non-
economic grounds.

(Burkitt & Hutchison, 1994:19)

Income transfer programs are a fundamental component of the welfare state
in most, if not all, advanced western societies. We know this from the
proportion of government budgets devoted to such programs; from their
primary role in the establishment and subsequent development of the welfare
state; and from the universal impact which social security and taxation have
on the economic well-being of families and individuals.

(Mitchell, 1991:1)

Why are income transfer programs deemed necessary? What is the function of state
supported income maintenance programs and how do these programs interact with other
areas of state welfare provision? What types of programs can modern welfare states
continue to financially sustain given the changing nature of the economy and in particular
the structure of contemporary labour markets? Is there continued political will to support
the public provision of income maintenance programs and if so should these programs be
universal or selective? Have the problems that programs are designed to address been
adequately identified and is there a mechanism to ensure that effective monitoring and
evaluation takes place? Does existing income maintenance policy meet the conditions

implied by the current emphasis on mainstreaming gender in all areas of public policy?
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These questions are undeniably central to the reform debate on the future of income
maintenance policy. However, what appears to be missing from that debate is an
informed discussion focusing on what is understood by the concept of income
maintenance.

The provision of individual financial security is a principal function of the modern
welfare state. How such security is provided, the adequacy of coverage and the actual
levels of payments made, vary considerably from country to country. Diversity in design
is largely a result of variations in the perceived or even stated goals of income transfer
programs. In turn the goals or objectives of policy will be informed by ideological
dogma. However, differences in systems apart, state supported income maintenance
programs are an orthodox feature of the modern economy. Furthermore, the development
of such programs occurred within a climate of political consensus regarding the crucial
role of the state in securing and promoting social welfare. Throughout the post war era
interventionist policies were generally accepted as an integral feature of modern capitalist
development. As a consequence any talk of income maintenance policy reform was
undertaken against a background of the need to support and maintain existing capitalist
economic and social relations. Recent political, economic and social developments have
led to a breakdown in the ‘post war consensus’ and subsequent erosion of support for the
mixed economy of welfare. Current debates are therefore no longer dominated by the
overarching theme of ‘state welfare’ but rather are characterised by the search for
alternative structures believed to be more appropriate in meeting the exigencies of global,
competitive economies. The emphasis has switched from tinkering with the design of

systems to questioning the whole apparatus of modern welfare state activity and income
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maintenance policy has not escaped attention. However, it is argued that the reform
process itself has continued with the traditions of the past in that it has been prefaced, and
hence informed, by the practice of prioritising the needs of a specific set of capitalist
structures.

Current debates on the future of income maintenance policy have been maintained
within a framework of fixed parameters relating to the role of income transfer programs
in the overall functioning of the modern economy. This in itself is a value judgement and
serves to limit our understanding of income maintenance policy. What is required is an
approach to study which effectively recognises the inherent biases within current debates
and facilitates the development of a more inclusive framework for analysing policy. This
chapter will set out the research agenda by examining the purpose, nature and structure of
income transfers in modern welfare states. This will allow for criticism of the narrowly
conceived notion that publicly provided cash benefits exist primarily to relieve poverty.
Initially it will be argued that the theoretical framework employed to provide justification
for benefit systems will depend upon how those systems are defined. Restricted
definitions result in the adoption of limiting theoretical arguments. In turn this leads to
rigidity in the reform process.

The chapter begins by summarising the predominant theoretical arguments
employed in justifying income maintenance programs. The need for state intervention in
the transfer of incomes between individuals, or groups of individuals, has long been
argued for on the grounds of economic efficiency. Drawing upon traditional economic
theory, such arguments have proved convincing in justifying state supported benefit

systems and have benefited from a general level of consensus amongst the academic
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community and policy makers alike. However, the tendency for conventional economic
arguments to dominate the theoretical background has resulted in benefit structures
designed to conform to a particular set of ideals and beliefs regarding the nature of
human behaviour. It will also be argued that the practice of analysing income
maintenance policy has been dominated by adhering to a traditional political economy
framework, thereby emphasising preconceived notions about the direct relationship
between policy and overall economic performance. State financed, and delivered, income
maintenance programs will obviously impact on the functioning of both the macro and
micro economy. However, stressing the significance of such in the analytical framework
serves to overshadow the multiplicity of functions associated with income maintenance
policy. Identifying those functions allows for a broader conceptual understanding of the
nature of policy and provides the foundation for developing a more comprehensive
analytical framework. This process contributes positively to the reform debate by
illustrating that policy options remain constrained by narrowly defined objectives.
Removing those constraints would enable an expansion of the boundaries of the current
debate to include a broader range of choices for the future.

Despite the above noted observations, it is worth restating that the relevance of
economics in the study of income maintenance policy is not to be denied. What is in
question, however, is the merit bestowed upon a particular way of doing economics. A
continued, and virtually exclusive, attachment to the assumptions and models associated
with the neo-classical school of thought has meant that the practice of doing economics
has become synonymous with the application of neo-classical theory. Any attempt to

move the reform debate forward would therefore benefit from a process of identifying
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how neo-classical thought is applied in the field of income maintenance policy and thus
distinguishing such from alternative approaches. This will lay the foundations for
developing a feminist economics perspective in the study of income transfer programs, in
that it would provide evidence of the compelling influence of neo-classical economics in
the design of systems. Furthermore, this would confirm the accusations made by feminist
economists that their discipline has been effectively hijacked by the practice of
privileging a set of ideals and norms pertaining to human interactions, which in itself is
indicative of an approach constrained by value judgements. The reform of existing
structures of income maintenance systems must therefore begin with an undertaking to
investigate, and subsequently question, the leverage of traditional economic theory in the
design process.

2.2 Justifying the Benefit System - A Question of Economics?

As a component of public policy, income transfer programs are subject to scrutiny
with specific reference to economic efficiency, administrative feasibility and political
acceptability. Furthermore, due to the direct impact such programs have on individual
welfare, questions of social justice, gender equality and citizenship rights must also be
addressed. What is less clear is how these questions should be prioritised and this tends to
be where most of the controversy arises regarding future policy direction. Questions of
setting and prioritising objectives are essentially normative and therefore will be
informed by the value judgements of policy makers. It is difficult to escape such
judgements in any policy analysis. What is essential however is that they are identified
and recognised as potent contributory factors in the reform process. That is, value

positions should be made explicit, thereby ensuring the transparency of the influence of
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various institutional structures in the analytical process. Thus the positivist position,
upheld by mainstream economists, is brought into question. Claims to objectivity are
really more about value ‘blindness’ in the sense that an assumed set of ideals permeate
the research process unquestioned and invisible. Adopting a feminist economics approach
would serve to switch the focus from ‘blind’ to ‘neutral’ by ensuring that the influence of
value structures are identified at the outset, and adhered to where appropriate..

Historically, the development of income transfer programs has been associated with
high employment levels and sustained periods of economic growth;

Specifically, the welfare state was seen as strengthening economic
performance because of two widely shared perceptions: the stabilising effect
of social transfers on the economic cycle and the positive contribution of
social insurance to workers adjusting to economic change.

(Buti et al, 1998:17)
More recently the dynamics of the international economic environment have led to a
breakdown in the general consensus regarding the integral feature of income maintenance
policy in the efficient functioning of the modern economy. Persistent high rates of
unemployment, combined with various demographic changes, evident throughout the
economies of the advanced western world, have placed new pressures on the public
purse. Spiralling costs, coupled with a general slowing down in rates of economic
growth, have raised concerns in many industrialised countries over the future
sustainability of the modern welfare state. In response, most member states of the EU
have been forced to review their respective welfare systems. Reform packages have been
introduced within an atmosphere of caution and restraint. The emphasis has been on

curbing further expenditure growth and limiting the dependence on deficit funding. In
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turn, economists have increasingly found that the financing and delivery of publicly
provided welfare services is an area deserving of their attention;

The economics of the Welfare State is now centre stage, entering debates
about the macro-economy and the wealth of nations. Reform of the Welfare
State is seen as one of the key policy issues of the 1990s.

(Atkinson,1995:1)

Within the reform debate attention has primarily focused on the design and operation of
income transfer programs. This is in main due to the direct impact such programs have on
fiscal policy; the functioning of the labour market and costs to employers. Although
priority has mainly been given to measures designed to cut spending, or at least to reduce
the rate of growth in spending, questions of economic efficiency have come to
increasingly dominate the debate on the future of state supported income transfer
programs.
2.3 Markets, Efficiency and Income Transfers: The Neo-Classical Approach
Conventionally the study of economics has been dominated by the rational
justification of policy options with reference to the goal of efficiency. The process of
analysing and evaluating public policy within the economics profession generally focuses
on questions of economic efficiency and policy effectiveness. That is, a particular policy
is deemed acceptable if the social costs are minimised whilst the social benefits are
maximised and the subsequent reallocation of resources will contribute positively to the
overall welfare of society. Economists who study income transfer programs generally
start from the premise that state supported income maintenance schemes are justified in
terms of market failure. Simply put this means that where the market fails to provide

adequate incomes, or appropriate insurance against loss of income, there exists a rationale
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for state intervention to promote overall social welfare. For economists, the maximisation
of social welfare will depend upon achieving both allocative and distributive efficiency in
all sectors of the economy. Economists are therefore mainly concerned with analysing,
and subsequently setting out, the necessary conditions for efficiency. However, it is
important to note that this statement is a generalisation and should not be taken to imply
that the process of economic analysis is exclusively driven by efficiency considerations.
Nor is it to be assumed that all economists and indeed economics per se are to be
associated with a defining unified methodology. What is being argued is that modern
mainstream economics has come to be identified with a particular approach and within
this approach the efficiency/inefficiency dichotomy has dominated the domain of policy
analysis. Presenting a valid critique of this position requires a basic understanding of the
principal assumptions inherent within mainstream, or what is referred to in the profession
as ‘neo-classical’, economic thought. The following section, therefore, represents a
summary of the main elements of neo-classical economic analysis traditionally employed
in the study of state supported and/or regulated income transfer schemes.

The Theoretical Background: A Non-Technical Overview
The study of economics is primarily concerned with the problem of scarcity. The

resources available to society are limited in supply whereas our material wants are
unlimited. Hence the prevailing view of the human condition, within the discipline, is that
our wants are always outstripped by our desire to fulfil them. Both production and
consumption decisions have to be made as to which desires should be met and which
should be left unfilled. The consumption of various goods and services in order to satisfy
our wants yields positive economic benefits. Likewise, the more goods and services

produced and available for consumption increases the amount of benefits to be enjoyed
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overall. However any choice involves a cost in terms of the best alternative forgone and
economists refer to this as the opportunity cost. For example the cost of spending more
money on state provided income maintenance programs may involve sacrifices in terms
of increased spending on government funded retraining schemes, hence the opportunity
cost of employing more resources in the provision of income maintenance is the
reduction in resources available for retraining. The government in this situation could be
said to be making a trade off between investing in skills for the future and state financed
income security in the present. The outcome of such a decision will depend upon the
overall objectives of the government which will almost certainly be determined by
political ideology. However orthodox economists have been preoccupied with the
practice of building a theoretical framework, divorced from the influences of political
processes, with which to analyse, evaluate and predict the outcome of alternative uses of
our scarce resources;

The methodology of neo-classical economics rests on two basic building
blocks. The first is the idea that the economy is an analytically separate realm
of society that can be understood in terms of its own internal dynamics.
Economists are perfectly aware that economic behaviour is influenced by
politics and culture, but they see these as exogenous factors that can safely be
bracketed as one develops a framework that focuses on purely economic

factors.

(Block, 1990: 21)
By applying objective scientific analysis to the study of human behaviour, economics as a
social science attempts to build simplified models of the economy and in turn, through a
process of deductive methodology, provides us with a tool for predicting and evaluating

the outcome of various consumption and production decisions. Such a process is viewed
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as necessary in that divorcing themselves from the ‘normative’ issues arising in questions
of policy options, economists attempt to contribute in a ‘positive’ way only. The
overarching approach to economics then is the positive, or rather scientific, analysis of
choice in the resource allocation process for the purpose of providing direction as to the
optimal utilisation of scarce resources with reference to the objective of maximising
social welfare. If economics, as an academic discipline, is to be ascribed with a subject
matter, accepting this description of the dominant economic approach means that it can
be arguably identified as the scientific study of choice.

It follows that the methodological underpinnings of the neo-classical tradition
dictate that certain assumptions are made about the conduct of a wide variety of
economic agents. At this point the student of economic theory is introduced to the
concepts of rationality, self-interest, marginality and the overall objective of utility
maximisation in the study of individual decision making. The hypothesis on which the
conventional economic theory of human behaviour is based is that an individual, when
faced with competing choices, will choose that course of action yielding the most
economic benefit. The individual will gather all the necessary information required to
make the appropriate choice and will always and everywhere attempt to maximise
personal satisfaction or utility. Human behaviour, then, within the realms of economic
theory, is determined by rational utility maximising economic agents. However,
individuals do not only make choices as consumers but also as producers and as policy
makers. Subsequently the assumption of rational utility maximising behaviour is applied
to firms as well as to governments. It follows then, that if costs are incurred in the form of

opportunity costs and benefits are received, the appropriate course of action for any
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decision-maker is to weigh up all relevant costs and benefits, selecting the outcome
where benefits are maximised and costs are minimised.

Individual preferences aside, economists seek to ascertain how individuals reveal
the values they assign to the associated costs and benefits of their actions. The choices
made by rational utility maximising economic agents are, in practice, marginal choices.
That is, the majority of decisions are made on a ‘more or less’ as opposed to an ‘all or
nothing’ basis. Resources will be allocated to those activities with marginal values which
are greater than their respective marginal costs. The assertion is made that as
consumption of a particular commodity increases the marginal benefits accruing to the
individual will decrease. Subsequently the more an individual has of a certain item the
lower its marginal value will be to him or her and substitutions will be made for products
with a higher marginal value. Resources are therefore allocated on a marginal basis and
substitution will cease when the marginal value, or utility gained, is equal to the marginal
cost, or the price, for all goods or services consumed in any given time period.

This is a highly simplified version of utility theory. In reality the study of
consumption choices requires a more complex approach incorporating issues such as
influences other than price which inform consumer preferences; imperfect knowledge in
the market place; how prices are set and how values are assigned in the absence of any
market price. However, by following a path of wholly abstract and logical reasoning the
methodology of traditional economic theory facilitates the development of axioms or
rather ‘laws’ which govern the study of human behaviour. The approach is highly
individualistic and reduces the complex nature of a whole range of human interactions

into a few simple and unifying theories. For example;
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The implication that M}V equals price implies the so called ‘law of demand’:
The higher the personal cost of obtaining any entity , the less will be
acquired in any period of time. It also implies that the prices voluntarily paid
by individuals to gain an increment of a good, or receivable to compensate
for the loss of a good, provides an observable measure of MV.’

(Culyer, 1983:14)
Developing a theory, which explains the process of individual resource allocation, proves
invaluable in evaluating the impact of a whole range of public policies on individual
behaviour. For instance the use of government taxes or subsidies principally act to alter
the market determined prices of both consumption and production goods and services.
Any change in price will subsequently alter the marginal cost/marginal benefit ratio faced
by individuals in a given time period and will therefore result in a reallocation of
resources. Consider an increase in price brought about by the imposition of a tax. The
marginal cost to the consumer has increased and if no other factors have changed to
influence the subjective marginal value attributed to the good or service by the individual
then marginal cost is now greater than marginal benefit. The rational economic agent will
act to decrease consumption thereby ensuring that, given the law of diminishing marginal
utility, the marginal value increases. Changes in consumption patterns will cease when
the marginal cost to the individual is once again equated with the marginal benefit
gained. Accepting that consumer and producer choices are determined by appealing to
the theory of marginal utility provides economists with a hypothetical framework for
predicting the outcomes of policies that artificially distort market prices.

With reference to income transfer programs this abstract approach is utilised to

explain individual choices in allocating their time between work and leisure. Traditional

" MV represents marginal value.
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neo-classical labour supply theory is derived directly from marginal utility theory. It
seeks to explain the behaviour of individuals, with reference to their respective labour
supply decisions, given the constraints imposed by a fixed number of hours available for
allocation and market determined wage rates, which effectively allows for calculations to
be made about the prices of work and leisure. The theory assumes that individuals are
faced with an either/or scenario when allocating their time use, in that the only choice
open to them is to consume work time or leisure time. The work option provides material
benefits and is necessary in modern capitalist societies for economic survival and the
leisure option is pleasurable, yielding positive benefits other than those associated with
meeting basic economic needs. The theory implies that rational economic actors will;

...seek to find the combination of the two which gives them the greatest
overall satisfaction (or utility), and (once basic survival has been achieved)
yield leisure to work if, and only if, an increase in income results.

(Mclaughlin, 1994:146)
Premised on these few simple propositions, the traditional neo-classical theory of labour
supply provides economists with a framework to analyse any individual’s desire to work.
The process of logical reasoning leads to the conclusion that individuals will only be
prepared to work additional hours if the wage to be derived from that work is higher than
the value attributed to the associated sacrifice in leisure time. It follows that any income
derived from sources other than formal paid work will impact on labour supply decisions,
ceteris paribus. With a given level of desired income the need to enter into paid work is
diminished for any individual when income levels are maintained via state supported
income transfer programs. Such programs effectively alter the individuals budget

constraint by raising the price of work relative to leisure. Assuming stable utility
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functions, individuals will react to the availability of unearned income from the state by
choosing less work and more leisure, thereby generating entitlement to state benefits.

Although this is a very basic introduction to traditional neo-classical labour supply
theory it proves sufficient to demonstrate the point that the process of purely abstract
logical theorising, the dominating practice of traditional economists, results in the
development of ‘laws’ which are then employed to predict the outcomes of policy.
Furthermore these ‘laws’ are increasingly drawn upon to inform policy design in the area
of state welfare provision. This is mainly a product of the developing awareness of the
relevance of economic analysis in the study of social expenditure plans. However, it can
also be argued that the case for widening the remit of applied economic theory is
welcomed, and indeed strengthened, by the relative simplicity of the arguments. Abstract
and unifying theories of human behaviour benefit from ease of understanding and hence
translation. It follows that those charged with the responsibility of predicting the
outcomes of possible reform packages, and/or evaluating the effectiveness of existing
measures, are attracted by an analytical framework which presents a single integrative
theory for analysing an individuals decision making processes when faced with
competing choices.

Much of the contemporary discussion on future of income transfer programs has
found credence by appealing to orthodox economic theory. Debates on selectivity and
targeting, as opposed to universality, have primarily focused on questions of economic
efficiency with specific reference to the impact the benefit system has on individual work

incentives;
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The strength of the view that social security provision is inherently
problematic for reasons of disincentives...finds its rational appeal in, and
seeks legitimacy from, neo-classical economic theory.

(McLaughlin, 1994:145-146)
The incentive/disincentive question has plagued current debates on state supported
income transfer programs and the emphasis has been justified by appealing to the logic of
neo-classical labour supply theory. The central tenet is that any form of income support
on offer from the state carries with it the possibility that individual labour market activity
will alter for the purpose of eligibility for benefits. This in turn will have a negative
impact on overall economic welfare;

In orthodox economic theory benefits allow an unemployed person to choose
to enjoy leisure rather than return to work. While this might maximise that
individual’s well being, it lowers social output below what it might have
been in the absence of such benefits. A wedge is driven between individual
utility maximising outcomes and socially efficient outcomes. Incentive
problems may be created not just for the unemployed person but also for
their spouse if benefits depend on the income of the family. If one partner
works then the other may lose all rights to benefits.

(Johnson, 1994:164)

Thus, any form of cash benefit will diminish individual work effort with obvious
negative consequences for overall economic performance. The acceptance of this
hypothesis will inform the ultimate design of the benefit system. For example, generous
cash benefits will be argued to have unacceptable adverse incentive effects; income tested
programs should operate to ensure that the income gained from paid work is always
positive thereby avoiding the disincentive effects of high marginal income tax rates;

entitlement conditions for universal or contingent benefits should be set in such a way as
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to avoid impacting on an individuals willingness to earn and/or save; and the cost
effectiveness arguments for assessing benefit entitlement on a family income basis as
opposed to individual income should not be offset by the disincentive effects such
benefits have on all household members.

Designing the tax and benefit system with these factors in mind raises questions
about the trade off between the redistributional impact of income transfer programs in
alleviating individual economic insecurity and the overall impact on economic efficiency.
For economists the central concern is about net gains to society and accordingly any
policy which involves a reallocation of resources from one individual, or groups of
individuals, to another must be considered in terms of the potential contribution made to
social welfare as a whole. For these reasons income transfer programs are considered
with specific reference to the macro economic environment, alongside the micro
economic issues regarding the impact measures have on individual labour market
activity. For economists, then, the key aspect of any examination of state intervention in
the area of income redistribution is to determine the effect such activity has on the
functioning of capitalist economic structures, with particular reference to the world of
paid work.

This approach to policy analysis produces limiting arguments in determining the
actual design of systems. Furthermore, the acceptance and indeed privileging of the
capitalist model of economic organisation, inherent within the traditional economics
approach to social policy, produces equally limiting theoretical justifications for publicly
supported income redistribution schemes. An essential feature of traditional economic

theory is the acceptance of a range of correctable imperfections in the workings of a

34



market economy. That is, the belief is held that the operation of the free market will not
always lead to a socially optimal allocation and/or distribution of resources due to the
existence of unavoidable market failures. The prices assigned to good and services in the
market place will not always reflect their true respective values mainly due to the
imperfect knowledge of producers and consumers and imperfect competition amongst
both buyers and sellers. Natural tendencies towards monopoly production; powerful
forms of collective action and time lags in the market signalling mechanism are intrinsic
features of the free market and will lead to the distortion of market prices. Government
intervention can rectify such failures by providing information (legislating on specific
safety and quality standards); controlling and monitoring monopoly power (setting up
various regulatory bodies); and actively supporting the flexibility of markets (establishing
agencies that provide information on job availability).

However, in addition to these failures, the free market in certain situations proves
wholly ineffective in achieving the socially optimal price and output levels. The nature of
many goods and services make it difficult, if not impossible, for them to be traded in a
perfectly competitive market. Consider for example situations where the private
production/consumption calculations of individual economic agents do not account for
the social benefits to be derived, or the social costs incurred, as a result of their
independent activities. This will result in levels of production or consumption that are not
socially efficient therefore representing a welfare loss to society. The consumption of
vaccinations against infectious diseases is a frequently cited example demonstrating the
outcomes of the existence of ‘externalities’ in market transactions. Assuming that

individual consumption decisions are based on a utility maximising rule then the
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individual, in choosing the amount of vaccinations to consume, will settle at the level
where the marginal private costs incurred are equated with the marginal private benefits
gained. By accepting that the consumption of vaccinations by any individual yields
positive benefits for society as a whole and that the market determined price for any
particular vaccination does not incorporate this societal benefit it can be concluded that
there will be a disparity between rates of marginal private benefit and marginal social
benefit at any given level of consumption. It follows that the consumption patterns of
independent individual rational utility maximising agents will not realise these external
benefits to society, resulting in underconsumption. In order to raise consumption and
hence output levels some mechanism has to be found to internalise the social benefits of
vaccinations. In this instance state intervention is justified for the purposes of assisting
the market in reaching a socially efficient equilibrium level of output. The form of
intervention will depend upon the extent of the external benefits to be realised. Subsidies
will act to lower the market price for individuals, therefore increasing levels of demand.
However if the intention is to enforce a minimum level of consumption some form of
regulation could be employed, for example compulsory retirement insurance. In both
cases the desired outcome of increasing consumption levels, and therefore production
levels, is achieved whilst at the same time the fundamental principles of market allocation
are retained.

Closely related to the problems associated with externalities are those raised by
public goods. Such goods display certain characteristics, which render them inappropriate
for production and allocation in a free market. Economists distinguish between pure

public goods and semi-public goods with the difference being determined by the extent to
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which goods exhibit non-rivalry in consumption and non-excludability. Some goods
when produced make it impossible to exclude others from consumption, giving rise to the
free-rider problem, and in certain instances the consumption activities of some will not
impinge on the amount left for consumption by others. Very few ‘pure’ public goods
exist, but if the potential for non-excludability and/or non-rivalry exists the market will
generally not serve as an efficient means of production, and in many instances the good
or service will not be produced at all. In these cases the most appropriate form of
intervention is public production, thus ensuring the maximisation of social benefits and a
mechanism for imposing relevant charges on users.

State intervention is therefore justified in a number of instances and in a variety of
ways with the prime purpose of correcting market failures, thereby ensuring the survival
of the market mechanism as the primary means of allocating society’s scarce resources.
As previously stated, within traditional economic theory justification for state
intervention in the redistribution of incomes is founded on the principles of correctable
market failures, particularly those relating to externalities and information problems.
Individuals seeking to insure themselves against all possible contingent risks may find
that the insurance market fails to supply the product they demand. This is primarily the
result of asymmetric information, that is the consumer has more information than the
supplier. The market therefore fails to produce an efficient level of output which is
directly attributable to the problems of adverse selection and moral hazard,

The former arises where the purchaser is able to conceal from the carrier® the
fact that he is a high risk, e.g. in medical insurance, where it may be possible

for people to conceal facts about their health. Moral hazard (slightly to

? That is the supplier.
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oversimplify) occurs when the customer can costly manipulate the
probability of the insured event without the supplier’s knowledge.
(Barr, 1993:118)

These problems make it difficult, if not impossible, for insurance companies to
distinguish between high risk and low risk clients and therefore unable to calculate the
relevant premiums. If premiums are calculated on an average risk the tendency will be for
low-risk individuals to opt out with obvious negative consequences in terms of the
pooling of risks formula. Adverse selection means that private insurance markets will
either fail to provide insurance at all or will prove to be inefficient in meeting consumer
demand. Furthermore, if insured individuals can influence the probability of the risk they
are protected against there exists an incentive to capitalise on insurance and not to take
preventative action. The result is overconsumption of insurance;

...people might drive less carefully if they are insured, or buy fewer fire
extinguishers, since insurance reduces the cost to the insured individual of
those unwelcome events...moral hazard does not make insurance impossible
but causes inefficiency, in that people take less care than if they had to bear
the full loss themselves.

(Barr, 1993:121-122)

and, depending on the nature of the event or risk insured, may lead to overconsumption
of certain goods and services;

In the case of medical care, for instance, if an insurance company pays all
medical costs, neither patient nor doctor is constrained by the patient’s ability
to pay. The marginal private cost of health care is zero for both doctor and
patient, even though social cost is positive. The results of this form of moral
hazard are twofold: because of the divergence between private and social
costs, consumption of health care (and consequently the insurance payout) is

larger than is efficient; and there is an upward bias in insurance premiums.
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(ibid:122)

The suppliers of insurance companies can adopt various measures to counteract the
effects of asymmetric information. These include regulatory devices; for example the
employment of insurance inspectors to determine the validity of claims or requiring
medical examinations prior to accepting a potential client; or incentive mechanisms such
as rewarding infrequent claims through the offer of lower premiums. Although such
measures serve to reduce the effects of adverse selection and moral hazard in the market
for insurance they do not fully address the problem of information failures. Furthermore,
inefficiencies will persist due to the problems associated with externalities.

For an efficient equilibrium to be attained in the private market for insurance some
form of control mechanism is required on the demand side of the equation as well as the
supply side. The demand for insurance requires that the rational maximising individual
derive utility from the consumption of insurance. Assuming that the rational individual is
risk-averse then it follows that satisfaction is derived from the knowledge that risk itself
is abated. Thus the value assigned to certainty is equivalent to the price of insurance.
However, individuals may be unwilling to purchase insurance in certain circumstances
because the private costs outweigh the private benefits (consider the multiplicity of
effects of informational problems discussed above). The specific problem of externalities
can be identified when the process of adverse selection imposes external costs on low-
risk individuals, causing them to opt out or underinsure. Furthermore, non-insurance
gives rise to the ‘third-party payment problem which will generally create a divergence
between private costs and social costs’ (Barr, 1993:124). In such instances the costs

arising from an eventuality will be borne by the individual alone. In many situations this
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can be said to be an efficient outcome in that it is based on the rational choices of a utility
maximising economic agent who has independently calculated that the benefits of
certainty are not sufficient to merit the associated costs of the particular risk. Inefficiency,
however, arises when the costs of non-insurance on the part of any single individual are
borne by additional parties. An obvious example is the costs associated with car
accidents. Quite often costs are imposed on other road users in terms of damage and/or
personal injury. These costs are not included in the independent calculations of the non-
insured individual as they are external and the operation of the free market will provide
no mechanism for ensuring that they are fully met by the responsible party. Not all
external costs are readily identifiable when considering the unwillingness of individuals
to consume insurance;

The most obvious example of such a problem would be myopia when
considering pension provision. It may well be that 25-year-old individuals
would not make any voluntary provision for their retirement, but that they
would regret their failure to do so when they reached retirement age.

(Dilnot and Walker, 1989:5)
The costs to the individual in this scenario are clear in that they will be without a secured
income upon retiring from the formal labour market and, assuming that they have no
alternative resources to draw upon, the risk of poverty is subsequently heightened. Less
clear is how the independent actions of these 25-year-old individuals impose costs on
others. The sight of old people dying on the streets of starvation is an unpleasant one and
will cause disutility to those witnessing such scenes. Accepting then that the utility
functions of many individuals will determine that they are motivated to alleviate the

plight of the poor and their dependants (or at least to clean up the streets) demonstrates
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the existence of external costs. Voluntarism in insurance markets, then, implies that the
total costs to society of many eventualities will not be fully accounted for. This type of
inefficiency can be addressed by making insurance compulsory, in particular insurance to
cover the external costs imposed on third parties.

However, such regulation assumes efficiency in the supply of private insurance. As
previously argued the potential for informational problems with regard to some insurable
risks means that this is not always the case. The question then becomes one of finding an
appropriate mechanism for addressing simultaneous market failures on both the demand
and supply sides of the equation. Private markets for unemployment, sickness, maternity
and retirement insurance demonstrate the existence of both externalities and asymmetric
information (albeit to differing degrees) and as such will not achieve a socially optimal
equilibrium. Private insurance for these contingencies will not be provided in sufficient
quantities, and for some individuals will not be available at all, nor will all individuals
voluntarily consume it due to differences in independent assessments of risk. State
intervention is therefore justified by appealing to economic efficiency arguments.

The economic benefits of interventionist policies are best illustrated with the
example of unemployment insurance. Combining the practice of compulsory membership
with public provision forms the basis of national insurance schemes. With regard to
unemployment such schemes are designed to protect all individuals in a society from the
economic costs associated with job loss. The probability of unemployment is higher for
some individuals than others. Furthermore unemployment is an inherent feature of
modern capitalist economies and therefore, to a greater or lesser degree is often outwith

the individuals control. The exogenous nature of unemployment combined with its
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unpredictability renders the calculation of risk, both on the part of the supplier and the
purchaser subject to imperfect information. The private market thus fails, resulting in
efficiency arguments for state intervention.

Although equipped with an analytical framework for justifying state involvement in
the market for unemployment insurance little has been said about the actual nature of that
involvement beyond compulsory membership and public provision. Questions remain
regarding issues such as benefit levels, the conditions and duration of eligibility,
contribution rates and additional payments for those individuals experiencing extra costs.
Debates focusing on such issues will be determined by the stated objectives of policy and
are therefore mainly normative in nature. That is, the relative merits of the options
available will be judged in accordance with a range of possible social objectives,
economic efficiency being only one such consideration. For example, income transfer
programs may be supported by appealing to the potential they have for promoting equity.
An efficient allocation of resources does not guarantee an equitable distribution of
resources and in fact the efficient operation of a free market may actually require unequal
outcomes. Mechanisms which redistribute resources from the rich to the poor can be
viewed as a way of alleviating the worst aspects of free market allocation but whether or
not this is a desirable outcome will depend upon the impact such mechanisms have on the
primary goal of economic efficiency. In terms of justifying state involvement in income
transfer programs, policy does not have to be redistributive in order to promote efficiency
but it may be the case that equity is pursued as an indirect consequence of efficiency
considerations. In stating the theoretical case for social insurance schemes Barr raises

both efficiency and equity arguments;
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The efficiency arguments rest on externalities, justifying compulsion, and
technical (mainly information) failures on the supply side of the insurance
market, justifying provision of the major benefits...If we ignore consumption
externalities, the main equity arguments are (a) that the poor may feel less
stigmatised by insurance, and (b) that if insurance is publicly provided for
efficiency reasons, it can then be used as a redistributive device. These
arguments are compelling.

(Barr, 1993:200-201)
However he goes on to warn against confusion regarding the purpose of social insurance;

There are good reasons for thinking of it both as a technical instrument for
dealing with market failure and as a redistributive device. But the two cases
are argued on very different grounds and should be carefully distinguished.
(ibid:202)

Social insurance schemes can therefore be justified on the grounds of economic
efficiency but the extent to which they are redistributive will be a matter of policy design
and will depend upon how objectives are prioritised.

This distinction is crucial when considering the policy reform debate. The emphasis
within the traditional economics approach is on providing the theoretical justification for
state intervention of any kind and the overarching emphasis on efficiency will ultimately
influence the form policy takes. Although other objectives may be considered this will
take place within an efficiency/inefficiency dichotomy, with specific reference to the
operation of the market economy. In considering the design of income maintenance
policy, the application of mainstream economic analysis implies that state intervention is
justified in terms of particular market failures and should operate so as to alleviate the
worst aspects of unequal outcomes (only when such outcomes have -efficiency

implications) arising from the workings of the free market. However, equal attention

43



should be given to the potential state supported schemes have in creating perverse
incentives, discussed earlier. That is, systems should be designed so as not to adversely
impact on individual incentives to save and earn, thus not posing a threat to the continued
efficient workings of capitalist defined economic arrangements. In discussing the adverse
incentive effects of both income based, and contingent based benefits, Dilnot and Walker
identify some possible problems;

...financial support tested against income may cause a disincentive effect to
the extent that income may be under the recipient’s control via his or her
labour supply decisions...provision for the elderly may cause individuals to
save less during their working life. Similarly, income support for the
unemployed may cause unemployed individuals to search less intensively for
a new job and/or demand a higher paying new job; while employed
individuals may take less care over behaviour that may lead to their dismissal
- poor timekeeping for example. The same type of phenomenon may also be
associated with income support contingent on sickness: compulsory sickness
insurance may reduce self insuring behaviour such as eating a healthy diet.

(1989:7)
Thus supporters of the traditional economics approach to income maintenance systems
would favour systems which provide minimal amounts of support; target benefits to those
identified as being most in need over universal provision; and imposes restrictive
eligibility conditions designed to promote self help and lessen welfare dependency. In
their economic analysis of social insurance schemes, Creedy and Disney draw attention
to the relevance of theory in the design process;

...the problem of moral hazard has usually preoccupied the debates on state
support, whether in the form of the old Poor Law (which relied on ‘less
eligibility’ and on close monitoring by the use of the workhouse), or in more

modern forms of social insurance. Thus the payment of unemployment
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benefit has usually been linked with a ‘work test’, involving the use of labour
exchanges, and individuals are disqualified from receiving benefits for a
certain period if they are dismissed from their previous employment, leave
voluntarily, or are on strike.

(1985:17)

The application of traditional methods of economic analysis to the study of income
transfer programs, therefore, provides policy makers with powerful and convincing
theoretical justifications for state intervention, and an analytical framework for judging
the efficacy of different design packages.

Historically, design of income transfer systems, at least in Britain, has been
primarily influenced by the underlying philosophy of orthodox economic theory. It can
be argued that the emphasis on the individual, encapsulated within the traditional
economics approach, is clearly visible in the British system of income transfers. Although
other influences can be identified, the dominant legacy has been one of safety-net type
provision and self-help (Thane, 1996:279). This has been accompanied by an
overwhelming preference for supporting the role of the labour market in determining and
allocating incomes;

The Beveridge Plan was the culmination of measures to relieve temporarily
occurring poverty due to transitional ‘flaws’ in the economic system. From
the Elizabethan Poor Laws through the National Insurance Act of 1911 to the
measures advocated by Beveridge in 1942, the explicit assumption was that
incomes are chiefly derived from employment.

(Burkitt and Hutchison, 1994:19-20)
An examination of policy initiatives undertaken in recent decades provides evidence that
the reform process has been driven by a desire to eliminate adverse incentives from

income transfer programs, particularly those relating to labour supply (see for example

45



Hemming, 1984:ch5; Lister, 1991; McLaughlin, 1994; HM Treasury, 1995). Measures
introduced have resulted in the increased use of means-tested benefits; reductions in the
real levels of benefits and a diversion of resources from out of work benefits to programs
which supplement in work incomes. The over-riding purpose of such measures has been
to reduce the replacement ratios of incomes in and out of work and to promote the
efficient targeting of resources. The case for greater targeting is strengthened by the
current economic climate, and the consequential pressures experienced by national
governments to reduce public spending.

The British experience with income maintenance policy demonstrates the
fundamental influences of traditional economic theory. However, as previously argued,
not all economists adhere to the traditional approach and, although the British experience
is not unique, income transfer systems throughout the capitalist world are not
homogenous. Differences in tradition, culture and political processes all contribute to
diversity in design and the prioritising of objectives. The argument made at this point is
that applying the tools of economic analysis proves useful in the study of state
interventionist policies, particularly with regard to efficiency considerations. Common
financial constraints coupled with the problems of escalating unemployment rates have
led to an increasing emphasis on efficiency in all modern welfare states. Justifying real
reductions in expenditure and promoting active labour market participation are therefore
crucial elements in the policy reform debate. It then becomes obvious how increasing
deference is bestowed upon an analytical framework, which presents income transfers as
a function of capitalist models of organisation, particularly with reference to the world of

work.

46



However, it would be erroneous to accept this case scenario as implying that the
future for state supported income transfer schemes is bleak. The relevance of neo-
classical theory in explaining the nature of income maintenance policy is not to be
denied, but nor should it be assumed that it necessarily entails even greater targeting and
a move towards residual safety-net type provision. Consider for example the arguments
surrounding the adverse incentive effects of benefits. Assuming that an individual is
secure in the knowledge that they are insured against ill health does not automatically
lead to the conclusion that they will ‘enjoy’ poor health, and hence be lax in their actions
to promote good health. That is, certain behavioural assumptions can simply not be made
without first having prior knowledge of individual preferences. The process of traditional
economic theorising ignores these preferences, beyond the overarching principle of
rationality and utility maximising behaviour, thus the practice of simplification leads to
erroneous results.

Most of the research aimed at demonstrating the disincentive arguments contained
within the neo-classical model have tended to focus on labour supply issues;

Most economic work into the disincentive effects of benefits has not sought
to demonstrate the existence of this effect (which is already assumed and
intrinsic to subsequent modelling) but rather to estimate the size of the effect
of social security provision on unemployment levels and durations.

(McLaughlin, 1994:146)
However, as McLaughlin goes on to claim, despite substantial research in this area the
findings have proved inconclusive and therefore ‘some economists have questioned the
validity of the assumptions underlying this kind of modelling - that is, questioning the

existence, rather than the size of a benefit induced disincentive’ (op cit). In the varied
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criticisms attention has been drawn to a variety of factors, other than those associated
with benefit levels, such as prevailing labour market conditions and social norms, which
may influence individual choices with regard to formal labour market participation.
Furthermore;

...financial incentives for the unemployed to take a job should not be
summarized solely in terms of the nominal levels of income available in and
out of work. Also of potential significance is the income risk which arises
from making the transition into work, and which provides a disincentive to
labour force participation for risk-averse individuals. There is a possible
‘employment lottery’, not just an ‘employment trap’.

(Jenkins and Millar, 1989:149)

On aggregate, the results of a large number of empirical studies indicate that both
the level and structure of benefits combine to create possible disincentives to work, but
the extent to which such occurs is not as substantial as neo-classical theory would
suggest. The degree of generalisation assumed within the traditional model does not
account for possible divergences between groups, or even within groups of individuals, in
terms of their work behaviour. In fact Dilnot and Kell argue that the majority of research
into the disincentive effects of income transfers have focused solely on the labour market
decisions of men and they accurately state that the results should not be taken to imply
that the behaviour of women would follow the same path (1989:153). In their study of the
labour supply decisions of women married to unemployed men they found that the
observed work patterns of such women proved ‘consistent with the incentives implied by
the tax and benefit system’ (ibid). However they go on to state that;

We are at pains to emphasize that other factors may lie behind our results. In

particular, it seems highly plausible that women married to unemployed men
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will be less likely to work because they have low education and skill levels
(like their husbands), and because they live in areas of the country where
there is a low demand for all types of labour, male and female. Sorting out
the relevant importance of these and other explanations for the observed
work behaviour of married women requires a detailed and carefully
estimated econometric model of female labour supply, which is the longer

run aim of our research.

(ibid:153-4)

From the above quote it is clear that the traditional economists preference for making
simplified and generalised assertions based on limited observations is continued. The
assumption of ‘low levels of education and skills’ plus residence in unemployment
blackspots is taken to apply to all individuals who are out of work. However in this study
at least it is recognised that further research is required in order to assess the ‘relevant
importance’ of these factors and to identify any alternative explanations.

The case made then is that, even from within the discipline itself, the predicted
outcomes arising from the application of traditional economic theory to policy analysis
are to be treated with caution. Although it is recognised that the overall methodological
framework can provide valuable insights into the nature of economic transactions, the
potential for criticism arises when the traditional model is oversimplified and solely
applied. However, the relevance of neo-classical theory in analysing the relative
efficiencies of particular policy outcomes should not be dismissed. With a given set of
capitalist based structures and a concurrent need to economise on the use of public
resources, the tools of orthodox economic theory can be applied successfully in attempts
to define and promote overall economic efficiency. Furthermore, the influence such an

approach has had on both the formulation of objectives and the resulting policy design in
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the field of income maintenance cannot be denied, either in a historical or contemporary
sense.

Due to the implications state intervention in the transfer of incomes has for altering
the allocation and distribution of resources, it follows that the study of income transfer
programs is very much a question of economics. Income inequalities can pose a threat to
the goal of economic efficiency, particularly if they arise as a result of market failure.
Returning to the opening quote, it can thus be argued that ‘remedies for inequalities in the
distribution of wealth and income’ do indeed fall within ‘the positive science of neo-
classical economics’. The question then becomes is the positive science of neo-classical
economics an appropriate tool for explaining and predicting the outcomes of a range of
policy options? With regard to income maintenance policy this question would appear to
have a positive answer for those who adhere to the view that future policy direction
requires an even greater targeting of resources alongside active measures to promote
work incentives. As Hill argues;

...an important feature of the economics approach has been its strong
emphasis upon the targeting of social security policies. Advocates from this
school of thought have therefore become very involved in examining ways of
integrating taxation and benefits and ways of developing means-tests. By
contrast to those influenced by the social administration approach, who have
argued that general entitlements to benefit contribute to social solidarity,
minimize stigma and maximize take-up of help by poor people, this group of
students of the social security system have tended to emphasize what they
see as inefficiency of universal benefit systems.

(1990:8-9)
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He goes on to criticise the core assumptions of the traditional economics approach,
focusing on what he refers to as the ‘naivety’ in presupposing the superiority of
efficiency considerations in the policy making process;

The flaw in the approach to rationality used by this group of students of the
social security system lies in a belief that policies operate exactly in the way
in which they are intended to operate, and in the belief that citizens all
behave as ‘rational economic individuals’ fully informed about the options
available to them and able and willing to make calculations about the forms
of behaviour that will benefit them most efficiently.

(ibid:9)

Dissent can therefore be identified from both within and outwith the discipline.
This chapter has drawn attention, on a preliminary level, to the nature of that dissent.
However, the purpose of this thesis is not to provide a general critique of neo-classical
economic theory. Rather the arguments raised have sought to demonstrate the practical
relevance of the economics approach to the study of income transfer programs whilst at
the same time clarifying the problems associated with accepting the superiority of a
particular set of beliefs and ideals regarding the nature of economic organisation. That is,
by initially viewing the workings of the economy in terms of a capitalist framework, the
traditional economics approach lacks validity in the claim that it represents a positive
scientific approach. The starting point itself is normative in nature in that it incorporates a
vision of the ‘good society’. It follows that any policy analysis will be informed by this
vision and therefore undertaken within a framework of a given set of values regarding
what ‘ought’ to be.

Consequently any reform process will remain constrained by this approach.

Questions regarding the future of income maintenance policy must therefore begin with
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an explicit recognition of this constraining boundary. By illustrating that the objectives of
policy are implied within the traditional economics model, the limiting and constraining
nature of this approach has been identified. The implications for income maintenance
policy, in particular, are that with a fixed framework employed in the setting of objectives
the resulting debates on policy design are too narrow. Atkinson’s arguments, in his
examination of the theoretical case for targeting, exemplify the problems associated with
adopting a limiting framework;

...although politically fashionable, calls for greater targeting, need to be
treated with caution. The argument in favour has to be made explicit and
critically examined. Behind such policy recommendations lie views with
regard to (a) the objectives of policy, (b) the range of instruments available to
attain those objectives, and (c) the constraints under which policy has to
operate (economic, political and social). All too often policy debate is based
on implicit assumptions about the nature of objectives. It is tacitly assumed
that the sole objective of policy is the reduction of poverty, whereas the
typical social security programme in Western countries has a multiplicity of
objectives. Even if the alleviation of poverty were the over-riding concern,
the relative efficiency of different policies would depend on the precise way
in which poverty is measured and on the ‘sharpness’ with which the poverty
objective is defined.

(1995:223-4)

For traditional economists the debates surrounding policy objectives are essentially
normative and therefore not within their domain. However, it is evident that the
application of economic analysis to income maintenance policy is an important, if not
crucial, element of the reform process, not least because of the significant function state
supported income transfer programs perform in the modern economy. Furthermore,

scarcity in resources is given and therefore questions of efficiency can not be ignored.
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With regard to income transfer programs, on a macro level efficiency considerations
focus on the proportion of public spending dedicated to the welfare services and, on a
micro level, questions of efficiency involve examining the effectiveness of existing
and/or alternative programs, given the government’s overall objectives, alongside an
analysis of the distribution of total resources between programs (Barr, 1993:8). An
analysis of income transfer programs must therefore take account of the role such
programs play in the overall functioning of the welfare state; how programs evolve and
the various factors that inform the resulting design; the effects policies have on individual
behaviour and on the workings of the economy as a whole; and finally how efficient
(bearing in mind the dual aspect of the efficiency criteria) policies are in achieving the
range of predetermined objectives. However, the methods employed by the narrowly
defined traditional economics approach are limiting. The unrefutable focus on efficiency
tends to leave questions of equity unresolved and prioritising objectives within a
dominant framework of social welfare maximisation overshadows issues of social justice.

State supported income transfer schemes impact, both in a negative and positive
way on individual resource capabilities. As such the operation of such schemes have
important social as well as economic implications. In market based economies the
relative command over resources assumed by any one individual will in turn determine a
whole range of social interactions for that individual. For these reasons income
maintenance policy must be viewed in terms of the differences it makes to peoples lives
and not just those implied by the relief of absolute poverty. By assuming that state
intervention in the redistribution of incomes is primarily a response to identified market

failures these issues are ignored. As Dilnot and Walker argue;
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Far too often, social security policy is discussed without a serious
consideration of why we have a social security system and what we want it to
achieve.

(1989:5)
He goes on to claim that although all income transfers (at least in Britain) can, in
principle, be justified in terms of market failure in the resource allocation process, and/or
in terms of the related objective of achieving a socially optimal level of distribution;

What appears to be lacking is an adequate consideration of which objectives
should have priority, and of whether the current mix of benefit regimes is
likely to achieve these objectives most effectively.

(ibid:6)
2.4 Conclusion

The technical aspects of traditional economic theory prove enlightening when
applied to an examination of the relative successes of governments and/or the market in
achieving various goals. However, the overwhelming emphasis on economic efficiency is
in itself a value judgement and serves to diminish the importance of debates on
alternative goals. In a traditional sense, applying the tools of economic analysis to the
study of income maintenance policy means that questions of choice, efficiency and
optimality in the resource allocation process take precedence over questions of justice or
fairness. Allowing the reform debate to progress beyond the current confining parameters
requires an approach to study that incorporates a multiplicity of objectives and recognises
the multi-disciplinary nature of public policy analysis. Any serious consideration of the
range of policy options available must accept as a starting point that design is a function
of predetermined policy goals. It is crucial then that these goals are made explicit and

remain transparent throughout the reform process.
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Identifying the biases inherent within the traditional economics approach to income
maintenance policy has explained the rationale for concentrating on the direct
relationship between policy and the formal labour market. However, accepting this as a
criticism does not justify a full-scale rejection of this approach but rather indicates that
any future application of the theory should bear the reasons for such concentration in
mind. Whether it is considered desirable to remove this bias, thus opening up the debate
to other influences depends on the view taken regarding the purpose of income transfers.
Attempts at resolving this issue requires an inquiry into the actual nature of income
maintenance policy and an examination of the range of possible outcomes. This in turn
facilitates the development of a broader conceptual understanding of policy objectives
and thus paves the way for a more informed discussion on possible reform packages.
That is, understanding income maintenance measures in terms of their wider remit in
promoting ‘social security’ is considered an essential first step in the reform process.
However, as long as the superficial application of neo-classical economic theory
continues to dominate policy debates this step will be a difficult one to take. Overcoming
this hurdle can be viewed as part of a feminist economics agenda. The following chapter
therefore sets out to redress the criticism that social security policy is all too often
discussed without due consideration given to the questions of why we have a system and

what is it we want it to achieve.
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Chapter 3: Social Security or Income Maintenance Policy? A Question
of Definitions.

3.1 Introduction
Cash transfer programs are usually classified within the area of state welfare

provision known as ‘social security’. The purpose of this chapter is to explore the use of
the term ‘social security’ as it is used in relation to modern welfare state activity and to
set it apart from actual income maintenance policy. The rationale for doing so is to
demonstrate the relevance of differences in policy goals in setting the agenda for reform
debates. It has already been argued that the assumed objectives of policy serve to inform
the resulting policy design. It follows that limited conceptions of objectives will result in
equally limiting discussions regarding policy options. An attempt to open up the reform
debate to include a wider range of choices, therefore, requires that the nature of
objectives be fully understood.

Emphasising the part that assumed objectives have played in the forming of policy
is representative of initiating a feminist economics approach. That is, the purpose is to
demonstrate the dominant influence neo-classical theory has had, and continues to have,
in the design of income maintenance policy. As argued in the previous chapter, in any
traditional economic analysis, the orthodox approach is to initially assume the prevalence
of a particular set of structures which form the basis of all economic and social
interactions. Within neo-classical theory the structures assumed, and accepted as all
embracing, are those associated with a capitalist model of economic organisation. From
this starting point, the goal of economic efficiency emerges as superior over all other
possible policy objectives. This is not to say that objectives such as equity or justice are

considered irrelevant. Rather, within a given framework of scarce resources, freedom of
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choice and market based transactions, the strive for efficiency is considered essential in
ensuring economic prosperity. Thus, it is assumed that once efficiency in the production,
allocation and distribution processes is achieved, the focus can then turn to questions
relating to a range of further objectives. The practice of ranking objectives in this manner
serves to limit policy options

As indicated in the preceding chapter, the significance of efficiency considerations
in the design process should not be denied. However, what is in question, with regard to
the future direction of income maintenance measures, is the prioritising of efficiency
above all else. Furthermore, the concept of efficiency itself is a particular one in that it is
generally assumed to refer to the goal of maximising benefits and minimising costs in all
economic and social exchanges. It is argued that this practice will continue as long as the
analytical framework employed is that associated with an adherence to traditional
economic theorising. One way of reversing this trend is to begin by questioning the
validity of such a framework. This is what a feminist economics perspective sets out to
achieve. Rather than embarking on the reform process with a predefined set of objectives
in place, a more informative approach would involve examining the actual nature of
policy in terms of what it can and will do. Once this has been established decisions can
than be made on the relative merits of particular policy options on the basis of their
impact on stated objectives. Thus, the practice of making value judgements regarding
objectives is still very much a part of the process, but it is now more transparent in the
debate. That is, objectives do not dictate the terms of policy options but rather serve to

influence decisions regarding which policy to adopt. This is a turn around in terms of

57



approaches in that it involves starting from a base of examining what income transfers
actually do rather than setting out with an agenda of what we would like them to do.

It follows then that, adopting this different approach allows for a broader range of
policy options to be introduced to the analysis. In terms of the reform process this
represents an important move forward in that the debate is no longer constrained by an
unweilding attachment to particular and narrowly construed considerations of economic
efficiency. Applying this approach to the study of income maintenance reform, therefore,
requires that the various policy tools available and/or currently employed are initially
identified and subsequently examined in terms of their operating structures and possible
outcomes. By doing so it will become clear that income maintenance policy can promote
a wide range of objectives and serves as a potent feature in the operation of modern
capitalist economies. Furthermore, it will underpin the ensuing discussion on the
advantages of a CBI in that the focus on the variety of objectives indicates the merits of a
CBI when compared with existing schemes. That is, the analytical approach adopted
serves to refine our understanding of the operational nature of income maintenance
policy, which aids in the process of realising the full potential of a CBI. However, such
an investigation into the nature, purpose and outcomes of income transfers will also serve
to shed light on conventional practices regarding the design and implementation of
income maintenance policy, thereby providing evidence of a continual focus on narrowly
defined economic outcomes.

Are income transfers primarily a mechanism for maintaining the incomes of those
individuals deemed to have insufficient resources or are they to be considered as part of a

range of measures designed to promote the ‘social security’ of all citizens? Answers to
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this question will be largely informed by ideological considerations. However, drawing
the distinction and identifying the dual purpose of state intervention in this area allows
for a broader conceptual understanding of the multiplicity of policy objectives. This
chapter begins therefore by exploring the use of the term ‘social security’ in an attempt to
establish a working definition of the concept. The second section will examine the actual
design of social security policy, identifying the dominant factors influencing policy
formation within an historical context. A further section will outline the functions and
objectives of social security policy alongside illustrative examples of current policy. The
conclusion will be drawn that contemporary policy developments, and the subsequent
reform agenda, continue to be predominately informed by the governing principles
associated with a neo-classical approach to social welfare issues.

3.2 Defining Social Security
The concept of income maintenance refers to the provision of transfer

incomes by the central or local state, to a wide range of people, who are

unlikely to be able to obtain adequate incomes in other ways.
(Hill, 1996:61)

Social security is not only a form of income maintenance; it also constitutes a major
element of the provision of welfare within many countries, and, no less important, a
significant aspect of their economic structure.

(Spicker, 1993:103)

Attempting a definition of social security is problematic in that the expression itself
has come to be associated with various forms of state welfare policy and not just those
associated with direct cash transfers. In the British context the expression ‘social
security’ is used to refer to the ‘whole range of state income maintenance policies’ (Hill,

1990:1). However, in America ‘social security’ refers to the system of social insurance
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and the term ‘welfare’ is used to denote state supported means-tested benefits (Hill,
1996:61). Throughout the European Union the coverage and definition of what
constitutes ‘social security’ varies considerably, although when used it normally includes
the public provision of health care (see for example Keithley, 1991). Studies of social
security policy involving international comparisons normally make use of figures relating
to ‘social protection’ (see for example DSS, 1993). This term refers to the public
provision of contributory and means-tested benefits; health care; compulsory
occupational pensions and personal social services'. The International Labour
Organisation (ILO) have stated that the term ‘social security’ can,

...basically be taken to mean the protection which society provides for its
members, through a series of public measures, against the economic and
social distress that otherwise would be caused by the stoppage or substantial
reduction of earnings resulting from sickness, maternity, employment injury,
unemployment, invalidity, old age and death; the provision of medical care;
and the provision of subsidies for families with children.

(ILO, 1984:2)
This definition of social security includes benefits in kind as well as cash benefits and

therefore encompasses those public measures included in the category ‘social protection’

' ‘Social Protection in the sense of the State assuming ultimate responsibility for the health and welfare
of its citizens is very much a European invention...Beginning in Germany in the 1870s, governments
throughout Europe, accepting the principle - and indeed necessity - of state intervention to tackle these
problems, gradually took action to alleviate the poverty and hardship caused when workers, deprived of
access to the land, became incapable of working and earning a wage...All Member States provide their
citizens with income support during old-age, sickness, invalidity, maternity and unemployment, as well as

when caring for children, and provide access to free, or highly subsidised health care.” (EC,1993:15)
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mentioned above. However, the ILO appear to adopt an even wider concept of social
security when discussing the origins of the term itself;

The term “social security” was first officially used in the title of the United
States legislation - the Social Security Act of 1935 - even though this Act
initiated programs to meet the risks of old age, death, disability and
unemployment only. It appeared again in an Act passed in New Zealand in
1938 which brought together a number of existing and new social security
benefits. It was used in 1941 in the wartime document known as the Atlantic
Charter. The ILO was quick to adopt the term, impressed by its value as a
simple and arresting expression of one of the deepest and most widespread

aspirations of people all around the world. (own emphasis)

(ibid:3)
In this context the term ‘social security’ implies an ideological goal of ensuring and
maintaining the protection of all citizens from economic insecurity and recognising the
importance of the desire of all citizens to be secure in the knowledge that such public
protection exists. The term social security, therefore, can be associated with a set of
ideological objectives as opposed to the narrower definition which refers to actual income
maintenance policy.

Accepting this wider definition of social security has important implications when
analysing policy;

There are many policies that may be employed to improve the degree of such
(social) security, including asset redistribution, labour market interventions,
agricultural reform, food programs and public works.

(Atkinson, 1989:99)
Social security policy hence encompasses a whole range of public policies, which

contribute positively to social welfare, and any policy analysis would involve examining
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any form of government activity in the provision of welfare. Furthermore, policy
evaluation would entail reference to the overall objective of providing ‘social security’ in
an ideological sense and determining the success or otherwise of the particular policy,
which in turn would inform future reform proposals. The subject of analysis will
therefore be determined by how the concept of ‘social security’ is used.

For the purpose of this study the term ‘social security’ is viewed as distinct from
social security policy, which is used to refer to state supported schemes providing
financial assistance in times of need. The practical focus will be on social security policy.
That is, the definition accepted is the narrower concept, which is normally associated
with direct income maintenance policies or cash transfer schemes. Adopting this
definition allows for a thorough examination of one specific policy area, income
maintenance policy, which is the central focus of the thesis. Furthermore in the British
experience the term is normally used in this context. However the approach adopted in
this study draws upon the broader concept of ‘social security’. Direct cash transfer
programs do not operate in isolation but rather inter-relate with other areas of government
policy and have both direct and indirect effects on overall economic activity. For example
methods of financing will influence the government’s fiscal stance; levels of benefit will
influence patterns of consumer spending, and both the type and level of support may
influence work incentives which will have an impact on labour market activity. It follows
that any policy analysis must take these effects into account which implies that social
security policy should be viewed in terms of its impact on the structure of the economy as
a whole;

In particular, there is a wide range of ways in which social security interacts

with taxation policies. Policies which provide relief from taxation under
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certain circumstances - for example, relief from taxation of mortgage interest
payments or pension contributions - have an important impact on individual
incomes and therefore cannot be considered entirely separately from the
more direct income maintenance policies.

(Hill, 1990:2)
Considering these impacts and the role that they play in the functioning of both the social
security system and the economy in general requires an understanding of the objectives
of government policy. The transfer of incomes within groups is the main source of
finance for modern state welfare provision and has come to play an increasingly
important role in economic and social policy. The social security budget in Britain is the
Government’s largest expenditure programme, representing nearly 30% of all public
expenditure and over 11% of GDP in 1998/99 (DSS, 2000:1). Since the system was
introduced in 1948 spending on social security has risen continuously, both in real terms
and as a share of GDP, reaching a level in 1998/99 which was eight times the original
amount in 1949-50, the first full year of operation of the post war Beveridge scheme
(ibid:14). Reasons for this growth, particularly from 1978/79, have been attributed to
demographic and social factors, economic performance, and political policy
commitments (DSS, 1993a:9, DSS, 2000:ch2). Considering the significant amount of
public resources dedicated to programs and the central role social security plays in
modern welfare states evaluating state supported income maintenance schemes in
isolation is a partial analysis. This analysis will therefore focus on the operation, function
and design of social security policy in the narrow sense, that is income maintenance
policy, but will also incorporate the broader concept by examining the wider objectives of

such policies and how they interact with related areas of government policy.
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3.3 Defining Income Maintenance Policy
In practice, the welfare state of almost every industrialised country is based

on a mix of different kinds of benefit. Benefits can be classified according to
their purpose or according to the basis on which they are awarded. In terms
of purpose, some benefits are designed to provide an income during periods
of our life when we cannot rely on earnings. Others are designed to help meet
additional costs faced by some groups of people at every income level (eg
child benefit), while others are designed to relieve poverty (e.g. income
support). In terms of the basis of payment, some benefits are based on
national insurance contributions; others are means-tested; a third group are
neither means-tested nor contributions based.

(CSJ, 1993:1)

In addition to direct cash benefits provided by the state, income maintenance
programs also involve the employment of various tax allowances and or reliefs which
effectively act as a form of income supplement. Furthermore, various forms of private
schemes exist which contribute to individual income by either insuring individuals
against contingent risks such as ill-health or serving to ‘income smooth’ across the
lifecycle such as private or occupational pension schemes, employer based insurance
arrangements or private life insurance policies. Although provided within the private
sector such schemes are intrinsically linked to government policy. This can be either
through the support of public finance via subsidies or individual tax relief; through
government legislation which dictates the types of arrangements that can be entered into
and/or through the state’s role in regulating such schemes to prevent abuse by either
provider or beneficiary (Hill, 1990:3; CSJ, 1993:2). Finally individual incomes are
affected by government activity in the housing market; the public provision of free or

highly subsidised health care and education; and government policy in the field of
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employment. All of these factors along with the role of private provision and the
operation of the tax system are important considerations when examining the design of
income maintenance schemes. However, the purpose of this section is to identify the
principles of justification for income maintenance policy and how these principles
influence the type of policy adopted. The primary focus then is to identify the purpose
and basis of publicly operated direct cash transfer mechanisms.

Income maintenance offered by the private sector or related government policy in
the form of subsidies, benefits in kind and taxation measures primarily affect patterns of
income distribution which indirectly influences individual incomes. However, the
intrinsic purpose of the aforementioned activities is not direct income maintenance but
rather the outcomes of policy merge with the outcomes associated with the more direct
forms of cash transfer mechanisms, that is income redistribution. When examining the
effectiveness of direct income maintenance policies in relation to the goal of income
redistribution it is therefore essential that the affects of those indirect measures mentioned
above are taken into account. However, this section of the analysis is concerned with
identifying the justifying principles for the public provision of direct income
maintenance; explaining how such principles inform the basis of delivery and finance;
and outlining the various functions of income transfer programs.

The rationale for state supported income transfer payments covers a range of
objectives which can be categorised under four main headings:

1. Poor Relief
State supported income maintenance provides people with financial assistance in times of

need and therefore is often directly associated with the social problem of poverty (see for
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example Alcock, 1987; Brown and Payne, 1994:ch2; Atkinson, 1989; Deacon, 1995;
Spicker, 1993). However, cash transfer mechanisms can also be employed to enable
individuals to spread their income over the lifecycle and to insure against financially
risky situations such as unemployment or ill health. The actual design of policy will
determine whether the intention is to relieve poverty, defined in its narrowest sense as
being without an income, or to prevent poverty by influencing consumption behaviour.

2. Reductions in inequality

Both cash benefits and tax reliefs or allowances have redistributive effects and therefore
it is possible to associate such policy with the goal of equality, or rather with the goal of
reducing income inequalities (Barr and Coulter, 1995:274-275; Mitchell, 1991:11).

3. Promoting Social Solidarity

Beneficiaries of cash benefits may not be poor and likewise all of those who contribute to
the funding of those benefits may not be rich. State provision of benefits to the elderly
and those with young families acknowledge the fact that various stages in the lifecycle
are more financially demanding than others. This example of policies aimed at preventing
poverty and promoting economic security also reflect the ‘..way in which social security
systems enforce solidarity between generations’ (Spicker, 1993:106). Child Benefit (CB)
in Britain, which is tax-funded, exemplifies this notion of solidarity in that people in
work without children contribute to a scheme which provides guaranteed financial
support, regardless of other means, to families.

4. Supporting the Market Economy

The design and delivery of income maintenance measures can play a crucial role in

supporting, and thus preserving, the political and economic structures associated with
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advanced capitalism (see for example Hill, 1990:3; Piven and Cloward, 1993; Dean,
1991). Linking income maintenance policy with particular patterns of behaviour assumes
a set of social relationships compatible with market based economies and industrial
progress. Policies which emphasise labour market participation and encourage, or even
reinforce, particular family structures, typifies the function of social security in producing
behaviour which conforms to ‘dominant norms’ (Spicker,1 993:106).

The relative weightings attached to the aforementioned objectives will determine the
actual design of income maintenance policy. That is, the perceived purpose of the policy
will influence the actual basis of delivery and finance. However, before any analysis of
the link between the objectives and the design of policy can be made it is essential to lay
out the options currently available for the transfer of incomes from the state to
individuals. In developing a taxonomy of approaches to the public provision of income
maintenance Hill lists the following options;

1. Approaches involving entitlement if specific demographic, social or
health status criteria are fulfilled, without reference to contribution
conditions or means-tests.

2. Approaches involving previous contribution conditions, such as social
insurance.

3. Approaches involving means-tests, such as social assistance

4. Approaches providing relief from taxation - notably because of

commitments to dependants or contributions to private income
maintenance schemes.

(1996:75)
The first three approaches are associated with the award and payment of cash benefits.
Tax expenditures, such as specific tax reliefs or personal tax allowances, are implicit

transfers in that they do not involve an actual cash payment but rather a reduction in tax
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liability (Barr, 1993:170). This is reflected by the fact that in Britain, unlike cash benefits,
the proportion of public money allocated to these implicit transfers do not appear in the
government’s official figures on public spending. As with all tax expenditure, these forms
of transfer are an ‘invisible item in government accounts’ in that they are viewed as
negative revenue due to the reductions they make in income tax receipts (ibid:182).>
However this is not an indication that tax expenditures are an ‘invisible’ element of
income maintenance policy.

Income Tax reliefs or allowances play a crucial role in the operation of income
maintenance policy in two particular ways. The tax system is used to promote various
forms of savings with the intention of reducing overall government spending in the
future. The current practice in Britain of applying tax relief to interest payments on a
mortgage and contributions to ‘tax approved’ pension plans exemplify this function.
Income tax allowances, on the other hand, effectively complement cash benefits designed
to provide financial assistance to those on low incomes. Incomes in and out of work are
primarily determined by the structure of taxes and benefits. Individuals on the margins of
social security and income tax will experience high marginal tax rates (MTRs). That is,
the proportion of increased gross income that is lost through a combination of benefit
withdrawal and increased income tax liability. High rates of benefit withdrawal,
combined with low wages and low tax thresholds serve to effectively trap people in

situations of welfare dependency. Tax allowances or reliefs are therefore a fundamental

* This type of accounting practice is crucial when considering the political acceptability of reform
proposals, particularly the citizens basic income model, due to the implications such a policy has for
distorting the government’s accounts by showing an exorbitant increase in spending (see for example

Monkton, 1993).
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component of state supported income transfer measures and should be considered when
analysing the design and operation of explicit transfers, that is state funded and provided
cash benefits.

The three approaches to the payment of cash benefits, identified by Hill above,
form the basis of explicit transfer mechanisms within modern welfare states (see Eardley
et al, 1996:2; Brown and Payne, 1994:21-23; Atkinson, 1989:100). Payments can be
categorised as either universal or non-contributory contingency based benefits,
contributory benefits or means-tested benefits. In practice a social security program can
employ any single approach or any combination of the three. The actual design of policy
will be a direct result of policy makers’ relative preferences which will be indirectly
influenced by the prevailing political, economic and social environment. Decisions
regarding policy design will therefore be influenced predominately by normative issues
such as perceptions regarding which categories of individuals should or ought to be
supported and which life situations are more financially risky than others. Attempts to
form arguments of justification for state income maintenance policy must, however,
consider the rationale for claim as well as the rationale for payment. Before going on to
outline the actual structure of the three approaches it is essential that the claiming
rationale is understood. Accepting this duality of purpose allows for a more positive
approach to be applied in analysing policy.

Rainwater et al identify three principles of the modern welfare state upon which
individuals make income claims against the state and upon which the state in turn makes
the necessary claims on individuals and business in order to finance their social welfare

commitments (1986:126). They assert that;

69



...the history of the welfare state is a history of the differential reliance upon
the three principles of contribution for specific contingent-risks, universal
citizen rights, and need (with the endless subtleties of meaning in each
principle) in order to make the welfare state acceptable to different groups
in society.

(op cit)

They go on to claim that these three principles determine the nature of claims, which in
turn determine the patterns of delivery and the financing arrangements of actual cash
transfers. Table 3.1 establishes a framework of principle, basis and purpose of income
maintenance policy options, identifying examples of actual benefits operating in Britain
that conform to the typology.

The three approaches to cash payments can be readily identified within the table,
and within this framework, the actual purpose of policy is directly associated with the
claiming principle. Justifying policy in terms of recognising the responsibility of the state
to maintain the incomes of those citizens who find themselves experiencing financial
difficulties, is not only a partial analysis but can be criticised for relying too heavily on
value judgements regarding the role of the state. By explicitly linking the basis of benefit
structures with their purpose, a more comprehensive understanding of social security

policy evolves.

Table 3.1 A typology of approaches to income maintenance policy

| Principle Benefit Basis Purpose of Benefit |
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Contributory Social Insurance To compensate for
lost earnings
e.g. Job Seekers

Allowance-
contributory (JSA)
Individual Need Means-testing or To specifically relieve
Social Assistance poverty and provide a

safety net of provision
which no individual

should fall through
e.g. Income Support
aIs)
Universal Citizenship  Categorical, To promote common
Rights Conditional or citizenship by helping
Unconditional to meet additional
Benefits costs specific

categories of people
are faced with
e.g.CB

Contributory /Social Insurance

Social insurance is based on the principle that benefits are a form of return for
contributions paid whilst in paid work. Individuals insure themselves against loss of
income, which can be either temporary or permanent, by contributing to a state supported
insurance fund. The basis of entitlement is past contribution records, that is evidence of
paid social security contributions by both employee and employer, and benefits can be
either wage-related (Bismarkian)® or flat rate and uniform (Beveridgian). Social or
national insurance implies a pooling of risks and avoids the problems of adverse
selection. Workers are protected against contingencies, such as sickness, old age or

unemployment which might interrupt their income. The purpose of social insurance is to

> The Bismarkian model of social insurance refers to one of the earliest schemes of compulsory

insurance established in Germany by Chancellor Bismark between the years 1883 and 1889 (ILO, 1984:3).

Bismark’s scheme for social insurance was financed by contributions which were graduated with reference
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provide social protection and to aid economic stability for individuals when their capacity
to earn is threatened by either circumstances beyond their control or by a foreseeable
contingency such as retirement.

The main advantages of social insurance schemes are that they incorporate a
notion of 'rights' to benefits and in theory they can be designed to ensure that they are
largely self financing. However, social insurance is limited in its ability to provide social
protection for all citizens. The eligibility criteria involves a test of contributions and so a
test of previous work experience. This effectively excludes large numbers of individuals
who may require social protection but fail to meet the qualifying conditions, for example
young single mothers with limited work histories or earnings below the contribution
threshold (Spicker, 1993: 137). Consequently this approach to income maintenance
policy demonstrates the principle of universality only when the contribution condition is
satisfied. It does not aid those individuals who have never had an income to loose or
never will have an income from which they can make sufficient contributions. National
insurance is ‘essentially an approach geared to the average needs of the working
population as society interprets these at any given time’(Brown and Payne, 1994:23). In
this instance normative issues arise in the analysis in that the decision to implement social
insurance policies may be influenced by the opinions of policy makers on the structure of
society and their resulting interpretations of ‘need’. This is a crucial consideration when
discussing reform options and the effectiveness of social insurance measures. However
the point made at this juncture is simply that social insurance is based on the contributory

principle and the purpose is to deal positively with contingent risks.

to wage levels and likewise benefit payments were linked to previous earnings (Wilson and Wilson,
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Individual Need/ Means-testing or Social Assistance

The positive analytical framework of associating the claiming principle of
individual need with income tested benefits can be questioned in that conceptual
definitions of ‘human need’ is a highly controversial and subjective subject matter (see
for example Doyal and Gough, 1991). However by assuming that individual need is
‘individually determined’ (Rainwater et al, 1986:127), the rationale for claiming income
or means-tested benefits is expressly linked with the principle of need without having to
consider the various interpretations of what constitutes human need.

Means-tested benefits often exist alongside social insurance programs and serve
to fill the gaps in coverage. Benefits are conditional in that they are awarded on the basis
of a test of existing income or capital. Recipients are deemed to be lacking access to
sufficient economic resources. Entitlement criteria requires categorising individuals as
poor or being in need of assistance and therefore means-tested benefits are associated
with the principle of targeting resources. Mean-tested schemes represent a ‘safety-net’
income which theoretically no-one should fall through. Social assistance or means-tested
benefits are therefore often associated with the provision of a minimum income
guarantee. In practice systems differ in their level of generosity and qualifying
conditions. However, common to all means-tested schemes is the identification and
agreement of a minimum level of income guarantee and the requirement to categorise
individuals as poor or being in need of assistance. Benefits which involve a means-test

are therefore associated with the principle of vertical redistribution in that resources are

1993:358).
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targeted towards those identified as being most in need and if financed via a progressive
tax mechanism the result is a transfer of resources from the rich to the poor.

The main criticisms of means-tested benefits are that they stigmatise the poor;
they involve establishing an explicit poverty line and depending upon the system of
delivery, they can be complex and difficult to administer. Furthermore any system of aid
which is subject to a test of existing economic resources requires investigation into
individual circumstances in order to determine eligibility. Such necessary intrusion serves
to weaken any kind of notion of a ‘right’ to a minimum income and promotes further
stigmatisation of the needy. This can serve to put claimants off from applying, making
low take up rates an inherent feature of means-testing. Depending upon the nature of the
system and the specific rules governing receipt the distinction between actual resources
and access to resources can become blurred. Problems arise regarding the classification
of diverse individual circumstances and the dynamics of social living. Government
departments assigned the task of administering the means-test can interpret the rules at
their discretion which will inevitably result in inequalities in treatment. Means-testing can
therefore be criticised in terms of its ability to relieve poverty, reduce inequalities and
promote social cohesion. The minimum income guarantee is not a right within such
systems in that it 'is not based on either past contribution or universal entitlement, but on
political discretion' (Rainwater et al, 1986:131).

Universal Citizenship Rights/ Categorical Benefits

The third principle justifying state supported cash benefits is that which enshrines

the notion of universal citizenship rights. Social insurance is limited in coverage and

therefore will only promote the citizenship rights of those afforded access to the labour
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market. Means-testing does not advance the rights of citizenship in that systems are
discretionary, stigmatising and may not effectively reach the intended target group.
Reliance on either mechanism, or a combination of both, will not automatically ensure
comprehensive cover and hence will advance the citizenship rights of some whilst at the
same time deny those of others. Beneficiaries will not always be easily identified in that
different groups of individuals will benefit at different stages throughout their lifecycle.
These individuals will not benefit by way of being citizens but rather as members of a
predefined group, that is categorised as a worker or as poor. Claims for income assistance
from the state may legitimately be made by individuals outwith these categories.

When discussing social security policy, universalism implies universal
entitlement. That is, benefits are available to everyone with no qualifying test such as
paid contributions or the demonstration of need. A program of universal benefits would
involve the granting of benefit to every resident of the country, financed from general
taxation. The link between contribution and receipt is indirect in that although citizens
contribute to the program through their individual tax liability, payment of taxes is not a
condition of entitlement and subsequently there is no barrier to entitlement for non-
taxpayers. Universal programs are therefore based on the notion of common citizenship
and the principle of government responsibility in securing independent income
guarantees. Universalism is hence associated with comprehensive coverage and ease of

delivery.
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The rationale for universal entitlement is quite distinct from that for contributory
entitlement. The Beveridge model of social insurance® based on flat rate benefits, flat rate
contributions and universal coverage encapsulates a particular principle of universalism.
Such a scheme can be claimed to promote 'equality of status' in that all 'citizens are
endowed with similar rights, irrespective of class or market position' (Esping-Anderson,
1991:25). The principle of universal coverage was the principal reason the scheme
benefited from widespread public support.” The concept of universality, however, was in
essence a 'myth' as many people were excluded from the scheme due to insufficient
contributions or the fact that specific client groups were simply not eligible for benefits
(Ginsburg, 1992:144; Alcock, 1987:ch6). Benefit entitlement linked to contributions
meant that only those who participated in the formal labour market would be in a position
to contribute to the scheme and hence social insurance would be unavailable to
individuals not afforded access to the labour market. This included groups such as the
disabled, children, pensioners, the unemployable and married women dependent on the
financial support of their working husbands. The Beveridge model of social insurance
can thus be said to display the characteristic of selective egalitarian universalism in that
once the contribution condition was satisfied all recipients were treated equally.
Furthermore the universality inherent within the Beveridge scheme explicitly promoted

the citizenship rights of the male worker. Unpaid work was not recognised in terms of

* This model is generally identified as forming the basis of the post war scheme for social security
provision in Britain.
> For the Wilsons, the simplicity inherent within the Beverage proposals in terms of uniformity and

universal coverage is what distinguished the British system of social insurance from those of other
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access to social insurance and women were assumed to be financially dependent upon
their male partners. Women who did engage in paid work were deemed to relinquish their
rights to benefit upon marriage and to subsequently rely upon their husbands
contributions and hence entitlements.

Considering those schemes where the principle of universalism is adopted as a
justification for social security provision outwith the social insurance model, entitlement
is not based on citizenship alone. The payment of a universal grant (often referred to as a
demogrant) to every citizen of a society is not yet a reality but many current schemes
provide categorical universalism. That is, certain benefits are universal in the sense that
they are paid to all members of a particular demographic category with no other
qualifying test than belonging to the selected category. Benefits are paid regardless of
income or contribution but recipients must belong to the stipulated category.

Benefits illustrating a degree of universality are disability benefits which have no
qualifying test of eligibility other than satisfying the predefined disability criteria. British
examples include Attendance Allowance for people over the age of 65 and the Disability
Living Allowance Mobility Component. The principle of universalism witnessed by these
benefits is similar to that discussed above with regard to universal social insurance in that
it is a form of selective universalism. Qualifying criteria are determined by perceptions of
the needs associated with varying degrees of disability and therefore presuppose a
normative judgement on what constitutes 'disability’. Entitlement is not automatic but
must be supported by actual evidence of the specified disability. Subsequently, as with

means-tested benefits there is scope for discretion and benefits may not actually reach the

countries and the belief that a single contribution covering all risks would effectively prevent poverty is
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targeted group. Where ill health is concerned, individual circumstances are diverse and
volatile therefore delivery becomes complex and affects take-up rates. For these reasons
it can be concluded that non-contributory, non-means-tested benefits are universal in the
sense that once in receipt all claimants are treated equally but inequalities arise in
determining entitlement, undermining the principle of universality.

Benefits paid for children and to the elderly are currently the closest
approximation to a universal system of social security. However, arguments for these
benefits involve factors other than the advancement of universal citizenship rights.
Firstly, age based categorical universal benefits are easy to administer in that the target
group is readily identifiable and remains stable over a period of time. Secondly, both
benefits for children and the elderly are expressions of social solidarity, in that
recognition is made of the social responsibility for child-rearing and the care of the
elderly. No stigma is attached to receipt and benefits are financed via general taxation
therefore they are perceived as being redistributive over the lifecycle and from those
without children to those with. Implicit within such schemes is the acknowledgement of
the higher costs associated with children and old age and the responsibility of society to
meet part of those costs. Such benefits are associated with high take-up rates,
administrative simplicity and are deemed to be effective in reaching the intended
beneficiaries. However universal schemes are costly and as the primary redistributive
effects are horizontal, rather than vertical, universal tax financed benefits do not directly

address the problem of income inequalities.

what ‘attracted so much interest and support’ (1993:58).
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Income maintenance programs can be justified with reference to the three
claiming principles which will determine the actual structure of cash transfer
mechanisms. The main differences in structure are the financing and delivery
arrangements. Furthermore the purpose of these benefit structures is identified within a
framework of public provision of financial assistance. As previously stated all three
approaches can be adopted and are not mutually exclusive in implementation. However,
financial assistance may be considered the primary function of income maintenance
policy but, as stated above, social security policy performs a broader role in the workings

of the economy.

3.4 The Objectives of Social Security Policy
There is a sense in which, although they do not rhyme (like ‘love and

marriage’), poverty and social security go together like a ‘horse and
carriage’. Not only does one drive the other, but they are formed or designed
so as to fit one another. There is a peculiarly intimate relationship between
the kind of poverty that is still experienced in advanced western societies
and the social security systems through which we claim to relieve or prevent
such poverty.

(Dean, 1991:1)

Social security measures can be identified with a broad range of objectives. The
four broad categories, previously outlined, cover those objectives directly associated with
direct cash transfer mechanisms. However, when considering social security in its wider
context the objectives of policy are more extensive and less tangible in terms of definitive
categories. In order to develop a richer understanding of the role social security plays in
the overall functioning of the economy, the objectives and related functions of social

security measures must be analysed within a broader conceptual framework.
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In a study comparing the incidences and outcomes of social security transfers and
income tax in operation in ten countries, Mitchell, at the outset, makes the following
observation;

In the first instance, all the countries in this study have income transfer
policies which are aimed at ensuring that a minimum standard of income is
enjoyed by all. In this context it is reasonable to assume, as a first
approximation, that this indicates a desire to ensure that poverty is avoided

or alleviated.

(1991:11)
However, for Spicker;

Social security is not ‘about’ the relief of poverty, and it is difficult even to
claim that the relief of poverty is the primary objective; in some countries
the relief of poverty has had a relatively minor role and in general the claims
of social protection, compensation and provision for special needs seem at
least as strong. If poverty remains a major concern for social security
systems, it is not least that many kinds of objective associated with social
security systems are obstructed by its persistence.

(1993:116)

In common with Dean, Spicker sees an intrinsic relationship between poverty and
social security policy. He appears to be claiming that poverty, or rather the ‘persistence’
of poverty, serves to hinder the operation of social security measures in the goal of
promoting social welfare. Although incidences of poverty can be directly attributable to
insufficient money incomes, prolonged experiences of poverty can have as much to do
with lack of access to resources other than income. Inadequate housing, health care and
education facilities are all identifiable contributing factors to the spiralling effects of

poverty. Policy aimed at addressing these issues may indirectly impact positively on
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resolving the social problem of poverty. However, policies designed with the singular
aim of providing a ‘safety-net’ of income to alleviate poverty will effectively address one
issue at the exclusion of all others. Minimum income guarantees operating in isolation
will have a modest impact on improving the socio-economic conditions of those
individuals living in poverty. Income maintenance, may therefore be ‘about’ the relief of
poverty, understood in the narrow sense of being without a money income, but social
security policy has a wider remit. This important disitinction is exemplified in the
differing rationales for the French and British systems of social security;

The term ‘Social Security’ in Britain refers to all government transfers
provided by the Department of Social Security (DSS), no matter how they
are funded or delivered. In France, only those schemes funded by
hypothecated taxes - contributions paid by employers and employees are
called securité social ..the more precise use of the term in France
accompanies a stronger commitment to the contributory principle than in
Britain.

(Evans et al, 1995:3)
This stronger commitment is representative of differing perceptions regarding the
objectives of policy. In the British context, both in a historical and contemporary sense,
the alleviation of poverty is generally considered the main focus of social security policy
and thus the design of systems was based on providing a minimum subsistence level of
income. However, in France, social security policy is considered within a wider
framework:

Indeed discussion of poverty in France is currently seen as a
multidimensional phenomenon, a cumulative condition of social,
environmental, employment and familial handicaps. Policy therefore must

not only take into account the need for income for subsistence but also the
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social and economic and familial ties of all who are poor or who are
threatened with poverty. In place of a direct policy concern for poverty there
is an appreciation of social exclusion.

(ibid:16)
This demonstrable difference in policy objectives has important implications when
considering the CBI model for reform. The focus on poverty results in a emphasis on
economic issues, whereas the broader focus on exclusion allows for a simultaneous
widening of the debate relating to policy outcomes.

As stated in chapter one the objective of equity is a fundamental consideration in
justifying state intervention in the transfer of incomes. Variations in the design of social
security policy emerge partly as a result of differences in commitment to considerations
of equity. Social security schemes financed from insurance contributions or tax revenue
effectively redistribute resources form one sector of the population to another.
Theoretically all four approaches to income maintenance, previously identified, can
promote both vertical and horizontal equity. Vertical, in the sense that cash benefits may
redistribute income from rich to poor thereby reducing income inequalities, and
horizontal in that benefits paid should reflect relevant factors which contribute to
additional costs of living such as age, family size, or disability, but not irrelevant factors
such as gender or race (Barr, 1993:10). In practice the contribution made by social
security measures in reducing income inequalities will be determined by the actual
delivery and financing arrangements adopted. Inequality will only effectively be reduced
in a vertical sense if benefits are financed through a progressive tax system or a
progressive social insurance scheme. Claiming procedures and how the receipt of benefits

affects entitlement to other forms of public or private support will influence take-up rates.
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Policy directed at alleviating the worst aspects of poverty and targeted at those
individuals or households identified as being most in need may not actually reach the
predefined population group due to low take-up rates. Furthermore, the practice of
discretion in the award of benefits may actually contribute positively to inequality in that
certain categories of claimants may be treated more favourably than others.

Attempts to relieve poverty and reduce income inequalities are not the sole
functions of social security policy and these objectives can be tackled by measures other
than those relating to direct income maintenance. State policy in the fields of housing,
employment, health, education and transport all have a direct impact on resource
redistribution and overall relative standards of living. For Alcock;

Once the issue of inequality, rather than poverty, is addressed then the
question of the economic structure of power and resources becomes central
to analysis.

(1987:10)
The whole range of state activity in the economy which primarily relates to resource
allocation can in fact create or even preserve income inequalities and, in turn, indirectly
cause poverty. Measures intended to support the poor, designed with this principal
function in mind, which do not take account of the causes of income inequality may fail
in terms of the stated goal by not targeting the actual source of the problem. Although
incidences of poverty can be used as an indicator measuring the success or otherwise of
income maintenance policies, to singularly link social security policy with poverty is a
limited approach. Identifying the various functions social security policy can perform will
illustrate the role cash transfers play in the operation of modern welfare states and will

provide a framework with which to analyse the motivating factors influencing design.
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In his introductory observations on social security policy Hill states that;
Social security measures are generally perceived as required because
market-related economic processes generate inequalities, with consequences
in terms of individual deprivation which are deemed to be politically
unacceptable, either because of the threat they pose for social order or
because of political movements and ideologies which demand remedial
measures.

(1990:3)
For the purpose of this analysis the use of ‘perceived’ in Hill’s statement is of particular
interest. The question immediately posed is, ‘perceived’ by whom? For Hill it would
appear that the issue of ‘individual deprivation’, or poverty, is of concern to those who
wish to preserve the existing political and economic structures of society and also to
those who view poverty as an unacceptable feature of modern capitalist society because
of their particular ideological beliefs. The conclusion drawn is that justification for cash
transfer mechanisms can be sought within a twin pronged argument. That is, state
supported poor relief is acceptable to those who adhere to the principles of market based
economies as such policies are considered essential to the efficient workings of the
market. However, government action to remedy poverty is also viewed as a crucial
function of the modern state by those who not only recognise the inherent failings of
market structures but also question the priority given to existing economic structures.
Support from this viewpoint is derived from a desire to ‘remedy’ the situation, rather than
merely ‘supporting’ the existing capitalist order. The social problem of poverty, which
stems from the process of distribution in capitalist economies, provides both functional
and ideologically based justifications for state supported income maintenance schemes.

Divergence in schemes will result from conflicting desires to either alleviate poverty or to
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prevent it. The common motivating force for all income maintenance policy though is
recognition of the need for state involvement in supporting the less well off members of
society.

Poverty, although widely experienced in its harshest form throughout history,
only became a ‘public’ concern with the advent of capitalism;

Poverty in feudal society was not a ‘social problem’ in so far that it was an
ascribed status to which the greater part of the population was born and
from which it could neither in theory nor practice escape. With the collapse
of feudalism and the development of capitalism in its various stages,
poverty as a problem emerged, representing on the one hand the failure of
the labouring classes to give full effect to their economic emancipation, or
on the other hand the failure of the market economy to ensure the efficient
(and/or humane) reproduction of labour power.

(Dean, 1991:69)
The transition from feudal society to industrial society brought with it a whole new range
of social relations. The activities of subsistence economies were fundamentally altered by
the introduction of money and market exchanges. With the development of industrial
capitalism ‘commodity production and consumption came to gain precedence over
production for self® (Gorz, 1994:53). For Esping-Anderson this process of
‘commodification’ applied equally to individuals;

In pre-capitalist societies, few workers were properly commodities in the
sense that their survival was contingent upon the sale of their labour power.
It is as markets become universal and hegemonic that the welfare of
individuals comes to depend entirely on the cash nexus. Stripping society of
the institutional layers that guaranteed social reproduction outside the labour
contract meant that people were commodified.

(Esping-Anderson, 1990:21)
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In modern capitalist societies, then, money income is a primary source of individual
welfare and many individuals, for whole sets of reasons, may find themselves deprived of
access to such incomes at various points in time. As a consequence those individuals will
find themselves in poverty, unless of course they can rely upon financial support from
sources other than private markets. The existence of poverty is thus an inherent feature of
capitalist society;

In subsistence economies everyone works; the labour force is synonymous
with the population. But capitalism makes labour conditional on market
demand, with the result that some amount of unemployment becomes a
permanent feature of the economy.

(Piven and Cloward, 1993:5)
Commodified, then, individuals, or rather individual labour, becomes subject to the
workings of competitive markets. Fluctuations in demand and supply will determine
relative prices and resources will only be employed when demand and prices dictate. As
Alcock states this leads to a situation where;

...at any given time there may be many workers who are ill-suited to labour
because of age or disability or who are not required for labour because the
forces of production are already at full capacity or because the products
produced cannot be sold in a competitive market. These workers in effect
constitute a reserve army of labour, some more likely to be chosen than
others, who can be employed by capital if circumstances encourage profits
but who will otherwise remain outside the wage relationship.

(1987:11)

State provision of financial assistance to those individuals unable to secure a money
income via market exchanges is effectively a response to the problem of poverty, caused

by unemployment and the consequences of unequal distributions of power and wealth,
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essential features of capitalist development. The distribution of cash benefits
compensates individuals for a lack of financial resources and equips those individuals
with an income, which they can dispose of as they choose. This facilitates further rounds
of consumption and production and so the process of capital accumulation and
development continues. As previously stated, whether the distribution of cash benefits to
sustain incomes constitute measures to relieve poverty or to prevent it depends upon the
actual design of systems, which depends largely upon ideological considerations. At this
point in the analysis all that can be assumed is that state support for the poor, that is
minimal subsistence level relief, is an essential ingredient for the survival of capitalist
modes of production. Poor relief promotes the efficient workings of the market economy
and therefore is an identifiable function of income maintenance policy. In fact in listing
the aims of cash benefits, Barr indicates that the relief of poverty is an aim ‘about which
there is general agreement’ (1993:429).

Poor relief in itself serves the economic arrangements of capitalist systems but it is
arguable that financial aid targeted at the poor also performs an important role in serving
the broader political economy of capitalism. Concerned about the motives behind the
expansion of support for the poor in the USA throughout the 1960’s Piven and Cloward
undertook a study of relief programs in order to substantiate their argument that relief
was a ‘secondary and supportive institution’ within capitalist societies (Piven and
Cloward, 1993:xv). Their groundbreaking work Regulating the Poor, first published in
1971, argued that;

...expansive relief policies are designed to mute civil disorder, and

restrictive ones to reinforce work norms. In other words, relief policies are
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cyclical - liberal or restrictive depending on the problems of regulation in

the larger society with which government must contend.

(1993:xv)

For Piven and Cloward, poor relief programs have two main functions - ‘maintaining
civil order and enforcing work’ and their study draws upon historical evidence relating to
the development of poor relief, focusing mainly on the contemporary American public
welfare system to illustrate their theory (ibid:xvii). They conclude that expansive
programs are designed to maintain civil order and restrictive programs serve to enforce
work norms. Their insights as to the broader functions of public relief programs are
crucial to this analysis. They serve to reinforce the arguments made earlier about the role
social security policy plays as a fiscal tool applied in regulating the economy and how
patterns of development conform to the perceived needs of the development of capitalist
political and economic structures. Of significant interest, when discussing the overall
objectives of income maintenance policy, is their assertion that the giving of relief is a
means of controlling individual behaviour, particularly that related to formal labour
market participation. Piven and Cloward accept the argument that ‘all societies require
productive contributions from most of their members, and that all societies develop
mechanisms to ensure that those contributions will be made’ (ibid:xix). Although poor
relief is recognised as such a mechanism within market based economies, they go further
to argue that;

...much more should be understood of this mechanism than merely that it
reinforces work norms. It also goes far toward defining and enforcing the
terms on which different classes of people are made to do different kinds of
work; relief arrangements, in other words, have a great deal to do with

maintaining social and economic inequities.
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(op cit)
It can be concluded from Piven and Cloward’s observations that the actual design of poor
relief programs are intended to support existing social relations and hence serve the
political and economic base of capitalist society. Poor relief given in this sense is not
associated with a reduction in inequality but rather should be viewed as attempts to
alleviate poverty whilst at the same time promoting the economic relationships which
generate such inequalities. Poverty prevention or elimination would necessitate;

...a change in the relative position of the poor and thus an attack on
inequality via a fundamental shift in power and resources...And if that
inequality is to be reduced then intervention must be made into the
economic structures which produce it - the pattern of wages and
investment...

(Alcock, 1987:11)

This argument is of primary importance to the reform debate. Current income
maintenance measures are both expressly and tacitly, linked to traditional patterns of
work and pay operative within capitalist modes of production. Persistent poverty,
inequality in terms of access to resources and gender discrimination are associated
outcomes of this relationship and future social security reform measures, targeted at
altering any one, or a combination of these outcomes, must first question the economic
structures that existing policy, directly or indirectly, serves.

In an attempt to apply Piven and Cowards’ thesis to the British situation, Hartley
Dean builds on their work, primarily focusing on the role social security plays in
promoting what he refers to as ‘extra good’ behaviour (1991:1-2). For Dean;

The preoccupations of social security policy and the rules of the social

security system are quite divorced from the causes of material inequality in
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society, but they are highly effective in identifying and marginalising the
poor so that they appear as a ‘claiming class’ or ‘underclass’. Thus, social
security has a disciplinary effect. Not only does it place constraints on
claimants, but it structures the way in which claimants and non-claimants
are made to identify themselves, to act and to think about each other.

(1991:9)

Dean develops the argument that relief giving mutes civil disorder and enforces work
norms to include a further dimension, that of imposing ‘individual self discipline and
extra goodness’ (ibid:2). He argues that although the objective of poor relief has
remained a central focus of social security policy what has evolved since the fifteenth
century is a system of ‘social control’ (ibid:ch3). Dean describes the social security
system in Britain as ‘a vehicle for social control’ and identifies ‘the motive force or
‘engine’ which drives that vehicle with the fundamental antagonism between capital and
labour’ (ibid:35). Taking the view that the package of benefits and services provided by
the modern welfare state (the so-called ‘social wage’) have ‘a direct effect in containing
popular discontent and averting threats of social disorder’, Dean contends that the ‘social
wage was one of several measures intended to improve capital accumulation by
mitigating the hazards and excesses of an unplanned free market’ (ibid:11-12). He argues
that;

The social wage was to be paid, not as a ransom, nor even out of
beneficence, but with a view to regulating the potential of the working and

non-working population as both producers and consumers.
(ibid:13)

Dean goes on to assert that although the social wage serves the mutual interests of capital

and labour, it also directly benefits the recipients by making a ‘day to day contribution to
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real living standards’ (ibid:13-14). However he argues that the payment of the social
wage is also a mechanism the state can employ to ‘buy’ social order in that it transcends
the individual antagonistic relations between labour and capital by influencing the price
of labour, thereby serving to shift the focus from class struggle in the market place to
political struggle between citizen and state (ibid:17-18). He concludes;

The provision by the state of the social wage has the capacity to make the
relationship between the individual citizen and the state appear as a matter
of social policy, whereas the subjection of labour by capital cannot have that
capacity. What is argued here is that it is only through the state that the
domination of labour by capital may be translated into social control.

(ibid:18)
Dean applies a similar argument to the idea of the ‘social sanction’ (ibid:20). Through a
system of punishments and rewards the state can deter or enforce particular forms of
individual behaviour and so promote social discipline. Dean utilises Foucault’s account
of the reformatory prison as the ‘embodiment of disciplinary techniques’ to develop an
understanding of the significance of social sanctions to social control;

...according to Foucault, the reformatory prison may not merely be regarded
as the site of discrete forms of social sanction, since it has refined,
developed and continues to exemplify the techniques of power (such as
‘surveillance’ and ‘normalisation’) which Foucault calls the ‘disciplines’.
Such techniques are exercised throughout our social institutions - in
factories, schools and hospitals - as mechanisms of a continuous discipline
by which all individuals (whether they be delinquents, workers, pupils or
patients) may be distinguished and meticulously ordered.

(ibid:22-23)
Dean argues that state administered sanctions are effective in the exercise of social

control because the ‘disciplinary techniques’ they embody are of particular application in
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the ‘differentiation, accommodation and supervision of individual behaviour’ (ibid:23).
When considering the role the capitalist state plays in supporting and reproducing the
social and economic relations of capitalist modes of production these disciplinary
techniques become a powerful tool in institutionalising the whole process of subjection
and muting class struggle. This leads Dean to assert that in modern capitalist states;

What therefore passes as social policy must embody social control; not
because welfare reformers are necessarily cynical and manipulative; nor
even because they are gullible and naive (although some doubtless have
been); but because the fundamental terrain upon which reforms are fought
for, the discourses of debate and the inherent limits to state action are all
fashioned and constrained through the essential form of capitalist social
relations; and because that essential form is one of exploitation, not co-
operation.

(ibid:34)
Arrangements for the provision of financial assistance to the poor are therefore ancillary
to the preservation of the capitalist economic and political order. In this sense, a primary
function of poor relief is to institutionalise and maintain a particular set of social
relations. Evaluating the success or otherwise of policy may not therefore necessitate a
headcount of the poor but rather an assessment of how effective policy is in supporting
the structures of modern market based economies. Whilst the relief of poverty may be the
most indisputable objective of social security policy, it is apparent from the above
discussion that the motivation for relieving it may be driven by considerations other than
those relating to benevolence or promoting social justice. The primary objective of social
security policy is therefore less transparent than initially assumed. Further analysis is

required to identify more clearly the actual functions of social security instruments.
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Conceptualising social security arrangements solely in terms of cash transfers
from the rich to the poor is a limited approach. Micro-analysis of this sort results in
policy formation aimed at alleviating the worst aspects of poverty. The policy
instruments available to promote ‘social security’ must be viewed in a wider macro
environment;

Social security is an instrument for social transformation and progress, and
must be preserved, supported and developed as such. Furthermore, far from
being an obstacle to economic progress as is all too often said, social
security organised on firm and sound bases will promote such progress,
since once men and women benefit from increased security and are free
from anxiety for the morrow, they will naturally become more productive.

(Francis Blanchard in preface to ILO, 1984)

Social security arrangements play a pivotal role in the pursuit of economic growth and as
such constitute a primary element of any modern welfare state. Fiscal measures employed
to enhance income security in times of need, not only affect those in direct receipt, but
also contribute to the welfare of society in general. Social security must therefore be
considered in light of the impact policy has on social welfare. Individual welfare is
derived from many sources. The security of money income, either via the wage system,
occupational pensions or public relief measures is of little use when other needs remain
unmet. Access to adequate housing, health care, education, child-care facilities and the
labour market are all crucial determinants of welfare. If social security is to mean public
responsibility for the relief of need then the concept itself encompasses a whole range of
issues which interrelate and respectively contribute to social welfare in a positive way.

If this broader view is taken it follows that transferring cash from the rich to the

poor is but one outcome of social security policy. Minimal poor relief may be legitimised
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in terms of equity and economic efficiency arguments, however, in considering the
financing of relief it becomes apparent that it is not only those with abundant resources
who pay for security for the whole. Abel-Smith draws attention to the fact that the
welfare state in modern societies has;

...provided a minimum of security - a right of access to free or nearly free
health and welfare services, to a minimum number of years of free
education, to minimum income in defined contingencies, and in many
countries to subsidised housing. To a considerable extent all this is paid for
by the transfer of income within groups, using property taxes, indirect taxes
and social security contributions.

(1985:33)
He goes on to conclude that;

...to a large extent, the welfare state is a mechanism which redistributes
income over life. But it also redistributes from those with no children to
those with more than the average number, from those with secure
employment to those with insecure employment, from those with short lives
to those with long lives, from those with good health to those with poor
health. While the lower income groups may have large families and less
secure employment, it tends to be the higher income groups whose children
continue longest in education and who retire earliest and draw their pensions

for the greatest number of years.

(ibid:33)
Identifying social security with poor relief is too narrow an approach to adopt when
analysing policy. Beneficiaries of cash benefits may not be poor and likewise not all of
those who contribute to the funding of those benefits are rich. Social security is about
social protection. Consequently issues about delivery, finance and outcomes have more

wide ranging consequences than the mere relief of the plight of the poor. Spicker
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identifies six main functions of social security which illustrates more precisely the nature
of social security policy in terms of the state provision of welfare; 1) meeting needs, 2)
remedying disadvantage, 3) maintaining circumstances, 4) the production of
disadvantage, 5) changing behaviour, and 6) developing potential. (1993:105-109).
Examining each in turn provides a useful framework with which to appraise the social
welfare function of social security and to identify the problems social security policies
are intended to address.

The first three functions can be grouped under the heading ‘fostering living
standards and reducing inequality’. Establishing a minimum standard of living is a
prerequisite for any strategy of poverty relief. Cash benefits providing minimum
subsistence incomes can be viewed as a means of meeting the most basic needs of those
who find themselves unable to secure money incomes from any other source. The system
of IS in Britain provides such a safety net of provision which no-one should fall through.
Poverty, however, should not be considered the sole indicator that needs are not being
met. The need for economic security provides the rationale for benefits paid to
individuals who are not necessarily identified as poor. Insurance based benefits such as
unemployment, sickness and retirement pensions protect individuals from unexpected or
even unmanageable drops in income. Meeting needs is combined with the objective of
maintaining circumstances and in so doing the system operates to safeguard individuals
from those circumstances most likely to lead to poverty. The avoidance of poverty is
further advanced by those benefits which promote income smoothing. State provision of
benefits to the elderly and those with young families acknowledge the fact that various

stages in the lifecycle are financially more expensive than others. This example of
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policies aimed at preventing poverty and promoting economic security also reflect ‘the
way in which social security systems enforce solidarity between generations’ (Spicker,
1993:106). CB, which is tax-funded, exemplifies this notion of solidarity in that people in
work without children contribute to a scheme which provides guaranteed financial
support, regardless of other means, to families. Contributors are not necessarily direct
beneficiaries, and may never be throughout the course of their lifecycle providing they
remain childless.

With the exception of this intergenerational solidarity aspect of social security
provision, the arguments raised thus far, regarding the functions of social security, have
concentrated on issues of economic efficiency. Policies aimed at the relief of poverty;
income smoothing and insuring against the risk of economic insecurity impact upon
levels of economic activity. As such they act as important economic regulators which can
be manipulated to bolster or dampen demand as required. Social security payments,
however, are primarily redistributive and should be analysed with regard to equity.
Spicker views the function of ‘remedying disadvantage’ as focusing on compensation at
an individual level and at a social level it represents the promotion of equality (ibid:105).
Disadvantaged groups, such as the disabled or the poor, are identified and compensated
for their restricted access to resources. This compensation is met by those individuals
with greater resources. This transfer of resources illustrates elements of both vertical and
horizontal equity. Vertical in the sense that recipients of income-tested benefits do so at
the expense of those in work with proportionately greater incomes, and horizontal in that
benefits which take account of relevant factors, such as age, family size or disability,

recognise differing needs.
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The functions discussed above relate mainly to the clearly identified objectives of
efficiency and equity. The final three functions identified by Spicker are not so easily
compartmentalised. However, a common element is the function of promoting labour
market participation and flexibility which in itself is an important component of
economic efficiency. Historically systems of poor relief in Britain have been contingent
upon individuals conforming to social norms. The punitive nature of the work house test
of the Poor Laws; the assumption of the male breadwinner in the Beveridge model of
social insurance; and the ‘actively seeking work’ eligibility criteria for unemployment
benefits are all examples of the ‘production of disadvantage’. Systems are designed
within a framework of punishments and rewards. In fact Spicker maintains that of all the
welfare services;

Social security is probably most vulnerable to this criticism in its emphasis
on work and participation in the labour market and in its reinforcement of

familial norms.
(ibid:106)

Individual consumption behaviour can be altered by the provision of benefits
which follows logically on from the function of maintaining circumstances. Benefits not
only affect behaviour in the consumption of consumer goods and services but also
directly influence the choice between work and leisure. The disincentive effects of social
security payments have been discussed above and the topic will be revisited as it is a
central focus in the CBI debate. At this point it is sufficient to comment on the ability to
promote work incentives by manipulating benefit levels and or restricting receipt. On the

positive side, social security arrangements can indeed foster opportunity. Benefits which
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are linked to training schemes or education can develop individual potential and on a
social level serve to enhance social integration.
3.5 Conclusion

The purpose of this chapter has been to establish a working definition of income
maintenance policy and to set it apart from the concept of ‘social security’. This is
considered an essential first step in any undertaking to reform policy in light of modern
demands. Firstly, it is argued that it represents a turn around in terms of economic
analysis, and secondly it provides the basis for demonstrating the broad range of
objectives that can be associated with income transfer schemes. That is, the subject of
income maintenance policy is approached from a perspective which initially sets out to
examine what policy can actually achieve. This is viewed as distinct from more
traditional economic approaches where the analytical agenda is dominated by the practice
of evaluating existing policy, and/or options for the future, with almost exclusive
reference to considerations of economic efficiency.

Distinguishing between policy and the ideological concept of social security serves
to illustrate how the analytical process is shaped by assumed objectives regarding the role
of the state as a provider of welfare. If social security is understood to refer to the range
of measures adopted by the state to protect citizens against a set of specific economic and
social risks, associated with the operation of capitalist based structures, this will dictate
the terms of reference in evaluating policy. It follows that if economic efficiency is
assumed to be the ultimate aim, state intervention will be justified only if it renders
efficiency gains, or, at least, does not lead to any efficiency losses. However, if social

security is understood in a wider context, that is, in terms of an ideological objective to
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provide and/or promote an environment where each individual is afforded equal
protection against economic insecurity, policy interventions are then assessed with
reference to such a goal. The dominance of efficiency considerations in the evaluation
process has thus been replaced by the value placed on the provision of social security.
The point being made is that identifying, and defining the terms employed, is considered
necessary for demonstrating the relevance of stated objectives in the subsequent analysis.
It is argued that the transparency of objectives is an essential component in the policy
process. The predominant focus on efficiency, inherent within traditional economic
analysis, implies that policy will be primarily informed by such. However, this is not
always expressly stated, but rather tacitly assumed, and thus can be said to hinder the
reform process with a ‘hidden’ agenda. A more enlightened and informed approach
involves examining the nature of policy, assessing the overall implementation
consequences of such, and then deciding on suitability with reference to stated aims.
Such an approach conforms with the principles of feminist economics.

Discussing the functions of social security has served to clarify the range of social
problems that policy can be applied to, and the justifications for specific benefit
payments. The particular aims and objectives of any social security strategy will depend
largely upon the relative priorities given to the problems the system is designed to
address. Outcomes will be influenced by the effects of government policy on the wider
economic environment and therefore vigilance should be exercised in evaluating the
success or otherwise of a particular policy. Strategies for reform should therefore be
considered with these points in mind. However, much of the current debate on the future

of social security has focused on issues of affordability. It is argued that the emphasis
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placed on costs is indicative of a narrow and confining approach to the reform process.
Furthermore, it is an approach largely informed by the continued strive for economic
efficiency, defined in terms of its rather limited neo-classical sense. Talk of crisis has
been dominated by finance and a raised awareness of the economic and social
marginalisation experienced by ever increasing numbers of individuals and groups of
individuals in modern capitalist economies. Policy makers are faced with a constraining
economic environment, coupled with a need to reform in light of modern demands. The
trend has been to engage in cost cutting, while simultaneously putting in place measures
to restore faith in the labour market as the main source of economic and social welfare.
However, the efficacy of this particular reform strategy is questionable given the
continued concerns raised regarding increasing incidences of poverty and social
exclusion. Current trends do not represent any great departure from historical
developments, nor do they appear to be rendering policy more effective in meeting the
needs of those individuals that systems were designed to address. Furthermore, it is
argued that the reform of systems continues to be driven by the perceived needs of
capitalist based structures of economic organisation, particularly those related to work
and pay. This specific mind set is arguably the result of a lasting adherence to neo-
classical economic theorising and serves as a restrictive boundary in the reform process.
In support of such claims, the following chapter will provide an overview of
contemporary social security policy in Britain, alongside an analysis of the dominant
influences informing policy in recent decades. It will be argued that social security policy
is primarily viewed as a support structure in the operation of formal labour markets and

as such systems are designed with this purpose in mind. Thus policy outcomes are
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considered almost exclusively with reference to the world of paid work. From a feminist
economics viewpoint this demonstrates a failure to fully appreciate the causes and

consequences of material deprivation in modern society.
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Chapter 4: Social Security in Britain — A Micro Approach to Policy

4.1 Introduction
Social security arrangements in Britain encompass a wide range of measures with

varying delivery and entitlement structures. The system as a whole is incredibly complex
and can be criticised in terms of its effectiveness in meeting modern social problems.
Recent developments in the operation and design of the British system have witnessed
gradual erosion of the notion of ‘rights’ to benefits and a subsequent favouring of
schemes which serve to abate any tendency towards a culture of ‘welfare dependency’.
This has meant a shift in emphasis from insurance based benefits to public assistance type
means-tested forms of support, which are believed to be a more effective method of
targeting those most in need. Such developments have occurred within a climate of
caution and restraint regarding absolute levels of public expenditure. Fears about the
proportion of public monies dedicated to social security spending have been the principal
driving force behind recent reforms. However, expenditure on social security is largely
demand led which makes overall control of spending levels difficult. Furthermore, the
combined effects of increasing rates of long term unemployment; structural change in the
labour market; the dynamics of modern family forms; and various demographic changes
have contributed to growing levels of poverty and income inequalities. Thus, both the
type and scale of problems the social security system is designed to address have been
rapidly changing in recent decades.

The purpose of this chapter is to provide an overview of contemporary
developments in British social security policy and to identify the nature of the ‘new’

demands existing systems are struggling to meet. Particular attention will be drawn to the
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discriminatory nature of current social security policy, which is attributed to the explicit
relationship between income maintenance programs, both past and present, and the
formal labour market. Although the focus is on the British social security system, it will
be argued that the British experience is not entirely distinct from developments
elsewhere. However, the extent to which international comparisons are made is limited
for the purpose of illustrating convergence as opposed to difference. The chapter
concludes that policy developments in recent decades have been predominately informed
by the type of microeconomic analysis typical of that central to neo-classical economic
theory. That is, in terms of social security policy, the focus has been on adapting systems
in accordance with the needs of modern labour markets. Discriminatory changes in social
security legislation have occurred alongside active employment measures in attempts to
ensure that the world of paid work is commonly accepted as the main source of economic
and social welfare in modern capitalist economies. It is argued that this particular strategy
is founded on basic assumptions about consumption behaviour and individual choice. It is
in this sense that the approach can be criticised for its limiting and partial nature.
Understanding the nature of real world economic phenomena is a central feature of
feminist economic analysis. It follows therefore, that inequality is considered a topic
worthy of study. In fact the ‘remarkable development of feminist economics in recent
years is informed by the recognition of inequities’ (Sen, 1995:51). For feminists then,
economists should demonstrate a willingness to engage in poverty debates and, more
importantly, should view the analysis of the different distributional implications of
particular policy options as part of their mainstream agenda. Developing a feminist

economics perspective in the study of social security policy therefore necessitates an
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undertaking to analyse the causes and consequences of poverty in contemporary society.
In doing so it becomes apparent that there is a whole host of contributing factors in the
determination of individual income levels. Furthermore, individual income, either in
terms of amount or source, is not necessarily an accurate indication of an individual’s
welfare status or standard of living. It is clear then that an anti-poverty strategy, which is
largely based on promoting labour market participation, may indeed only be addressing
part of the problem. However, this is an unsurprising scenario, considering that such
strategies have been framed within a narrowly conceived microeconomic analytical
process.
4.2 The British Social Security System: Evolution and Design

The actual design of the present social security system in Britain draws upon the
three justifying principles, outlined in the previous chapter, with the resulting differences
in patterns of finance and methods of benefit delivery. Current British cash transfer
mechanisms involve the use of contributory benefits, means-tested benefits and
categorical universal benefits, albeit in varying degrees. In tracing the historical
development of social security provision in Britain it has been possible to identify
dominant strategies and clearly defined objectives, at least to the period following the
implementation of the Beveridge proposals. However, limitations and deficiencies
emerged within the Beveridge plan soon after implementation both in terms of adequacy
of benefit levels and comprehensiveness of coverage. Numerous additions and
modifications were made to the Beveridge design which ultimately rendered income

maintenance policy in Britain piecemeal in terms of development and highly complex in
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terms of structure. Consequently it ‘has become harder to describe it clearly and to
discern any coherence in its principles’ (Brown and Payne, 1994:24).
A Brief History

Most studies of contemporary social security policy in Britain accept the immediate
post war period as a starting point mainly because this period can be identified with the
implementation of a major piece of legislation that transformed and rationalised existing
social security measures. However, extensive state involvement in the provision of
income maintenance to citizens was evident in Britain prior to the Second World War.
The Poor Law, established in 1601, provided means-tested minimum subsistence local
poor relief and the reforms enacted in the 1834 Act reasserted the principles of minimum
relief, the means-test and local finance and administration. However, at the same time the
new Act introduced harsher tests of eligibility due to the increasing demands imposed
upon the system by the process of industrialisation and accompanying population
movements. A national system of means-tested pensions was introduced at the beginning
of this century with the 1908 Old Age Pensions Act. Anyone over the age of seventy was
eligible for a state pension, tax financed, if they could demonstrate to the authorities that
they were without sufficient income to meet their basic needs. This illustrates the first
major departure from the Poor Law in that a national non-contributory means-test was
introduced and furthermore the Act removed the statutory obligation on family members
to contribute in meeting the needs of their less fortunate relatives (Atkinson, 1991:123).
National Insurance was introduced in the early decades of this century with the enactment
of the 1911 National Insurance Act which provided sickness and unemployment benefit

for specific categories of workers. This piece of legislation built upon the activities of
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voluntary forms of group insurance for some workers that had evolved from the turn of
the century in the form of Friendly Societies. However, although benefits were time
limited, and strict insurance principles were applied, with regard to contributions paid and
benefits received, the system represented the first form of a state supported insurance
scheme to be implemented in Britain. The onset of mass unemployment in the inter-war
years resulted in high levels of public expenditure committed to meeting unemployment
benefit claims and evidence was emerging regarding the inefficiencies of locally
administered poor relief given the problems raised by wide scale geographical disparities
in levels of deprivation. Faced with the problem of escalating costs and a lack of control
in containing those costs the solution was to centralise the state system of poor relief. The
Unemployment Act of 1934 established the Unemployment Assistance Board, which
effectively replaced the Poor Law. The provision of a state supported ‘safety-net’ for the
unemployed and their families was now centrally administered and funded. Therefore, for
the first time in Britain there was a national scheme of means-tested benefits which
provided a uniform system of poor relief. By the end of the 1930’s a state system of
social security provision was well established in Britain.

The post war years witnessed a shift in policy direction with the implementation of
the proposals contained within the Beveridge Report, published in 1942. The basis of
social security provision was now firmly established in the form of a compulsory social
insurance scheme, which was believed to be the primary means by which to eliminate
poverty once and for all. Beveridge, therefore is ‘remembered, first and foremost as the
proponent of social insurance as the appropriate means of providing a defence against

Want’ (Wilson and Wilson, 1993:354). This belief was shared across the political
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spectrum and thus the immediate post war period is characterised by political consensus
with regard to the role of contributory based benefits within a model of state social
security provision.

Although the principle of social insurance was already evident in British social
security policy, the Beveridge model extended membership of the national insurance
scheme to the vast majority of the working population. A tripartite arrangement between
employees, employers and the State would secure regular weekly contributions from each
party, to be paid into a national insurance fund. Central to the scheme were the principles
of uniformity and comprehensiveness;

All would pay contributions, and all would be eligible for benefits that would
cover them against loss of earnings due to sickness, old age, unemployment
or any other anticipated contingency “from the cradle to the grave”.
Contributions would be flat rate, they would not vary with earnings. Benefits
would also be flat rate, but they would be sufficient for subsistence: they
would be enough to live on. More over, everyone who was receiving benefit
would have established a right to that benefit through the payment of
contributions, and so the amount they received would not depend upon their
other resources or those of their families.

(Deacon, 1995:74-75)
In practice, however, a social security scheme that encompassed a direct link with formal
labour market participation, necessitated by the contributory principle, could never be
truly comprehensive and more importantly relied upon the continued commitment to the
policy goal of full employment. Recognition of certain circumstances where access to
employment was either denied or limited for certain individuals led to the justification for
a policy of social assistance. Those individuals not covered by social insurance would be

provided for via a package of means-tested benefits. Thus a system of social assistance
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would provide a ‘safety net’ of provision which would supplement the social insurance
model and therefore ensure the principle of comprehensive coverage. Although the
Beveridge scheme was never implemented in it’s entirety', (the main omissions and
changes were due to financial considerations), the social security system established in
post war Britain was firmly based on the insurance principle with the subsequent
institutionalisation of the notion of ‘rights’ to benefit that such a principle implies.
Means-tested benefits were initially introduced to fill the gaps in coverage. However as
those gaps became more widespread the reliance on social assistance accelerated.

By the early 1960’s the use of means-testing within the social security system was
growing, as opposed to diminishing, in importance due to the identified inadequacies in
terms of eliminating ‘want’ inherent within the Beveridge design for social insurance.
Furthermore the Beveridge model was failing to meet the needs of modern society. The
‘rediscovery of poverty’; growing numbers of elderly depending on benefits; emerging
evidence of changing family structures away from the ‘male bread-winner, dependent
wife’ model and rising unemployment were all characteristic of the 1960°s through to the
late 1970’s. Such developments had profound effects on the development of social
security policy;

In this period, therefore, the increasing cost of social security tended to limit
government willingness to concede the comprehensive reforms demanded by
those who sought to build on the Beveridge model. Cost considerations
continually tempted governments to use ‘selective’ rather than ‘universal’
benefits to solve newly emergent problems-rent and rate rebates, the subsidy
of lower wages through family income supplements, and extension of

supplementary benefit to single-parent families.

! For a detailed discussion of social security in this period see for example Hill,1990.
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(Hill, 1990:51)

Thus cost considerations have dominated the debate at least since the time of Beveridge
and the resulting emphasis is on a set of social security measures which provide ‘value
for money’. The primacy of economic efficiency over social policy has served to focus
the debate around the relative efficacy of means-tested versus non-means-tested benefits.
In fact as Spicker indicates, since the implementation of the Beveridge proposals social
security policy in Britain ‘has been built around the tension between universality and
selectivity’ (1993:119).

However questions of affordability have not been the sole factor influencing British
social security policy in recent decades. Benefits distributed on a universal basis,
regardless of the existing resources available to the recipients of such benefits are
criticised in terms of the stated objective of poor relief by those who support the selective
targeting of benefits;

If the major aim of the benefit system is to keep incomes above some
minimum level, then it is rather ineffective in doing so. Not only does low
take-up mean that some people ‘slip through the net’, but a high proportion
of benefit expenditure provides income in excess of this minimum. If our
principle objective is to boost low incomes to an acceptable level, this could
be done much more cheaply, and/or we could afford to be considerably more
generous to the poor, if payment to those who do not strictly ‘need’ the
money were curtailed.

(Dilnot et al, 1984:55)
The logical argument which follows from such criticisms is that overall spending on

social security could be reduced if all universal benefits were replaced by benefits
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targeted specifically at those identified as poor, which out of necessity would be means-
tested. That is, if the aim of selective targeting is to relieve poverty then;

...poverty must be established under a means-test before benefit can be
received, and benefit is paid only at a subsistence level to meet presumed
absolute needs. To pay benefits beyond this level, or to those who are not

poor, would be ‘wasting’ state support on those who do not ‘need’ it.
(Alcock, 1987:141)

The savings made from increased use of means-testing could be used to enhance the
targeted benefits and go some way to improving the efficiency of the system in
addressing the social problem of poverty at neutral cost. Those who advocate the
increased use of targeting are therefore clearly driven by cost considerations and support
structural reforms to the benefit system in the name of economic efficiency.

The Thatcher administration, elected in 1979, formed a government committed to
cutting public expenditure overall. On considering the relative size of the social security
budget, representing 24.3% of General Government Expenditure in 1978/79 (DSS,
1993:10), it followed that the newly elected Conservative Government would seek ways
of reducing the costs to the public of the social security system. The Thatcher
Government was influenced by the arguments of the ‘targeters’ and therefore set about
replacing universalist principles with means-testing wherever possible. However the
desire to reduce costs was not the only motivating factor that led the Conservative
Government down the path of targeting. The Thatcher years have been identified as an
era which marked a radical shift in both social and economic policies adopted in Britain
(Deacon, 1995:87; McCarthy, 1989:4-6; Lister, 1989:104-106). Furthermore, social

policy was now relegated to the back seat with economic policy being the driving force
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behind any reform measures in the area of state welfare provision. In terms of social
security policy, the relief of poverty, or put in Beveridge’s terms ‘the abolition of want’,
was no longer identified as the prime objective. In fact;

One of the hallmarks of the Thatcher era was the fierce debate over the
nature of poverty. The more apparent poverty became the more strongly its
level and indeed its very existence were strongly denied...Margaret
Thatcher...argued that to call people living on income support ‘poor’ was to
denigrate them. Instead the poor were often described as ‘dependent’. Some
people argued that poverty was caused not by low wages or unemployment
but by long-term dependency on state support. Welfare itself generated
poverty.

(Oppenheim, 1993:11)

Thus the social problem of poverty, in so far as it existed, was believed to be a by-
product of the social security system itself. In terms of policy goals, then, income
maintenance measures should be redesigned so as to reduce the role of central
government as a provider of welfare; to promote an ethos of individualism and self-help;
to reverse the trend whereby generous social security benefits were acting to threaten
work incentives; and to simplify the system where possible with an emphasis on
curtailing incidences of fraud and abuse (see for example Lister, 1989). Policy
developments throughout the 1980’s and early 90’s were primarily informed by questions
of cost containment and an accompanying emphasis on building a structure that
encouraged the principle of self reliance.

Historically, therefore, the benefit system in Britain evolved as a means of relieving
poverty and policies were designed with this aim in mind (Spicker, 1993; Barr, 1993).

However, consideration of the role social security plays in promoting a desired
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behavioural response amongst both actual and potential recipients has proved equally
important. Although the actual design of systems has witnessed various changes in
emphasis since the seventeenth century, this overall objective of income maintenance has
remained unaltered. At different stages in history benefit payments have been viewed
either as a ‘gift’ from the state; as a form of reward dependent upon the individual
fulfilling a harsh work-test; as a return to the individual for investments made in a prior
period of economic activity; or as a right of citizenship. Legislation regarding conditions
of entitlement, rates of benefits and methods of payment has served to create a social
security system built around an ethos of ‘punishments and rewards’. Whatever the form
cash assistance has taken the ultimate purpose has always been to relieve the harsh
realities of poverty. In promoting this cause theoretical positions can be espoused as to
whether the intention was to maintain population growth in line with agricultural
production; to ensure a reserve army of labour to draw upon in boom periods; to prevent
social disorder; or to meet a contractual obligation on the part of the modern state in
terms of the rights of citizenship. The relative significance of such theoretical positions is
crucial when examining the actual mechanisms employed in providing state supported
income maintenance as well as the outcomes of social security policy. However, starting
from the premise that the relief of poverty has been the historical constant, (albeit
described in a modern context as the ‘effective targeting of those most in need’), and
remains the primary motivating force informing social security policy in Britain, provides

a foundation with which to critically evaluate the future of social security policy.
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4.3 Contemporary Developments and Current Design
The British social security programme currently comprises of over thirty separate

cash benefits, covering a wide range of circumstances. Overall responsibility for the
development and monitoring of the system rests with the Department of Social Security
(DSS). Responsibility for the implementation, delivery and administration of benefits is
devolved to the Department’s five executive agencies, launched in the late 1980s and
early 90s as part of the Department’s overall strategy to improve service delivery by
establishing clearly defined areas of responsibility and accountability. A number of other
organisations are involved with the administration and payment of certain benefits, for
example employers are responsible for the delivery of Statutory Sick Pay (SSP) and local
authorities or district councils deal with Housing Benefit (HB) and Council Tax Benefit
(CTB). Administration procedures can vary enormously, rules for assessing entitlement
are complicated and, in the case of discretionary benefits, are open to misinterpretation.
In addition to direct cash benefits, the structure of the tax system has a role to play
in the operation of income maintenance policy in Britain. As explained in chapter two,
tax expenditures are implicit transfers in that they do not involve an actual cash payment.
However they do represent an important component of overall income maintenance
policy in that they serve to subsidise, and therefore promote various forms of individual
saving, which will effectively reduce future public expenditure on welfare provision. In
addition, income tax allowances can be designed to indirectly enhance the incomes of the
low paid. The late 1980s and early 1990s witnessed major changes to the structure of
income taxes in Britain. Significant reductions in the basic rate for both low and high
earners was accompanied by an overall shift in the tax burden from direct income taxes to

other taxes, both direct and indirect. Subsequently there has been a gradual move towards
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a more regressive tax structure. Considering such a development in relation to the
adequacy and generosity of benefits involves examining how the tax and benefit system
interact in such a way as to impact on individual decisions about entering the labour
force. Incomes in and out of work are primarily determined by the structure of taxes and
benefits. Individuals on the margins of social security and income tax will experience
high MTRs. In 1994/95 over 700,000 individuals in Britain were faced with MTRs in
excess of 70% (Cm 3613, 1997, Fig34:57). High rates of benefit withdrawal, combined
with low wages and low tax thresholds serve to effectively trap people in situations of
welfare dependency. The poverty and associated unemployment traps are inevitable
consequences of a system heavily reliant on income tested benefits which interacts with a
tax structure skewed in favour of higher earners.

Turning to explicit cash transfers, from the early 1980’s the whole system has been
subject to series of wide ranging reforms. Repeated attempts at cutting costs, and a
greater use of selective targeting, have culminated in an undermining of the contributory
principle within the British system. The introduction of Incapacity Benefit (ICB) in 1995,
which replaced state sickness and invalidity benefits, and JSA in 1996, which replaced
UB (and IS for those required to look for work), exemplify this development. For both
new benefits the eligibility criteria is more stringent than with the previous systems. For
JSA, a condition of entitlement requires that claimants draw up a ‘Jobseeker’s
Agreement’ in co-operation with the benefit office which clearly defines the steps they
are willing to take to secure employment and the contributory based element of JSA is
only available for 6 months. Thereafter claimants are subject to a test of available

income. The primary intention of the new benefit was to reinforce the pre-requisite for
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entitlement, that is, active job search on behalf of the claimant, and to target available
resources to those identified as being most in need by introducing a means-test after 6
rather than 12 months. Furthermore, even if a claimant is otherwise entitled to JSA it may
not be paid due to the imposition of a ‘sanction’. Benefit can be suspended if a claimant
fails to carry out the tasks detailed in the jobseeker’s agreement or is deemed to be
‘voluntarily unemployed’. The practice of ‘sanctioning’ is harsher than the previous
voluntary unemployment deduction rules in that no benefit at all is paid for periods of up
to 26 weeks. The new ICB requires that claimants pass a medical test proving their
incapacity for work. For claims of up to 28 weeks individuals are assessed with reference
to their ‘own occupation’ where possible. Thereafter assessed in terms of their ability to
perform any kind of work. The introduction of this new benefit for people with a long-
term illness or disability proved successful in reducing expenditure in this area of social
security provision;

In the three years to 1994/5, spending on Invalidity Benefit rose by £2
billion. It was then replaced by Incapacity Benefit, several features of
which led spending to be cut. In 1996/7, after it had been in place for two
years, spending was £1.2 billion lower than in the last year of Invalidity
Benefit.

(DSS, 2000:40)

Concern regarding costs can arguably be identified as the main driving force behind the
benefit changes outlined above. However, by effectively restricting access to these
principle contributory benefits, the reforms have wider implications for social security
provision as a whole. That is, these particular reforms clearly indicate, that by the late
1990s in Britain, a more punitive system of social security was being favoured over the

‘rights’ based element of contributory benefits.
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Other developments contributing to the weakening of the insurance principle
included limiting coverage and reducing the level of benefits in a range of areas. From
April 1988 benefits for 16 and 17 year olds and most full-time students were abolished.
Only those demonstrating exceptional hardship are eligible for limited assistance. Their
limited access to the labour market effectively renders young people ineligible for
insurance based benefits, but the new legislation meant that many full-time students with
sufficient contribution records witnessed the removal of their rights to benefits altogether.
From 1980 benefits were uprated in line with inflation, rather than earnings, and in 1982
the earnings related additions to short term contributory benefits were abolished.
Moreover in the case of certain benefits the practice of uprating annually in line with
inflation was indeed ‘frozen (as was with CB in 1981 and 1988), delayed or only partially
implemented’ (Lowe, 1993:314). Such policies intended as cost cutting measures in
effect eroded the value of income maintenance benefits in real terms. For example the
value of the state retirement pension has ‘fallen from being more than 30 per cent of net
average male weekly earnings - not in itself a particularly generous figure - to some 20
per cent’ (Atkinson, 1995:293), and had it been linked to prices since it was introduced in
1948 its real worth in the early 1990s would be a mere £23 (CSJ, 1994:267). In a speech
delivered in 1993 Peter Lilley, the then Secretary of State for Social Security, stressed the
cost savings made from the uprating changes;

The most important single spending decision in recent decades was the
decision to link the basic retirement pension to prices rather than earnings.
To have retained the earnings link would have boosted spending by £8 billion
per annum already and set it heading remorselessly upwards.

(Lilley, 1993)
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In the case of long term incapacity benefits, earnings related supplements were abolished
for all new claims, and frozen at 1994/95 rates for existing claims.

Efforts to reduce spending did not just focus on reducing the real value of benefits
but affected pension provision as a whole. Measures were taken in the late 1980s to
encourage the growth of private pensions, which primarily involved giving rebates of
national insurance contributions to those opting out of the State Earnings Related Pension
Scheme (SERPS) and the granting of tax relief on approved private schemes. This has
had the effect of gradually shifting the overall burden for pensions from the public to the
private sector. As a result many pensioners have surrendered their rights to a guaranteed
income and as a consequence their living standards are now determined by the
performance of highly volatile private financial markets (Deacon,1 995:90).

Changes in benefits designed to meet child support costs further demonstrated the
emphasis on reducing costs to the public purse and the drive to replace public
responsibility with private dependency. The Child Support Act (CSA), introduced in
April 1993, was designed to ensure that both parents accepted and maintained financial
responsibility for their children. This piece of legislation is primarily aimed at forcing
absent fathers to pay child support and thereby reducing the public dependency of lone
mothers. The CSA serves as an example of how income maintenance policy can be
employed to encourage and promote a particular set of familial norms in that it has the
power ‘to regulate and enforce breadwinner obligations in a way which is impossible
within households’ (Hooper, 1996:158). However, the CSA has been highly criticised
since implementation for failing to meet its objectives. The closest approximation to a

universal system of social security currently in operation in Britain is CB, introduced in
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1976 to replace family allowance and income tax allowances for children. As a universal
benefit, it enjoys widespread public support; high take up rates; ease of administration in
that the target group is readily identifiable and remains stable over a period of time; and it
raises no problems of disincentive effects. However universal cash benefits financed from
general taxation are costly and as the primary redistributive effects are horizontal, rather
than vertical, they do not directly address the problem of income inequalities. It was for
these reasons that CB came under scrutiny in the 1980s. Attempts to introduce means-
testing were thwarted mainly due to the ‘strong support for child benefit from the
powerful Conservative Women’s lobby and many MPs on both sides of the Party’ (Lister,
1989:207). Instead the real value of the benefit was eroded when it was frozen and the
emphasis on child support was switched to the new means-tested benefit for working
families, Family Credit (FC). This benefit has since been replaced by the Working
Families Tax Credit (WFTC), introduced in 1999. The WFTC is similar in principle to its
predecessor in that the prime purpose is to provide additional income to families with
children who have low earnings. However under the new system, a social security benefit
is effectively being replaced by a tax credit and therefore claimants will normally be paid
via the wage system. The new credit is more generous than the previous benefit,
withdrawal rates are set at higher levels of earnings and an additional amount is included
to cover childcare costs. These changes are intended to address the situation whereby the
operation of FC, alongside the other main means-tested in work benefits (HB and CTB)
served to compound the problem of the poverty trap. That is, the new measure is
primarily targeted at those individuals who would otherwise face very strong

disincentives to engage in paid work. Alongside this change, the practice of uprating CB
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has been restored. Although the benefit was uprated in the first post-Thatcher
administration, it would appear that its role in promoting work incentives has been
enhanced, demonstrated by the more generous uprating policy implemented by the
present Labour administration.

The current structure of the principle means-tested benefits was largely determined
by the Social Security Act 1986, implemented in April 1988. This piece of legislation
was an attempt to simplify the system and to introduce a uniform structure of entitlements
common to the three main income related benefits (Dilnot and Webb, 1989:244-5, Hill,
1990:60). A necessary step in this process was the abolition of discretionary awards.
Additional payments were replaced by weekly ‘premiums’ added to standard IS
allowances, available only to certain groups, and the practice of making lump sum
payments to individuals in exceptional circumstances was abolished altogether. In its
place the Social Fund (SF) was introduced, a radical development in British social
security policy;

It was quite different from any previous type of British social security
provision in that it was cash-limited not demand-led; it could make grants,
but most payments were in the form of loans; claimants became applicants to
the social fund, as they had no rights to a social fund payment and all
decisions were discretionary; finally there was no independent right of
appeal.

(Walker, 1993:14)

The operation of the SF has proved highly controversial and has been heavily criticised
for contributing towards the poverty experienced by many claimants as opposed to
alleviating their situation (Deacon, 1995:90). As the majority of financial aid provided by

the fund is in the form of loans, (only 25% of the decisions made on Community Care
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Grant claims resulted in awards in 1995/96 (DSS, 1996, table A5.04:87)), individuals
already living on ‘safety net’ levels of income experience greater hardship in that
repayments are deducted from their benefit at source. Furthermore, many individuals
were no longer eligible for assistance, either because their personal circumstances did not
fall within the new stricter criteria or indeed their ‘special needs’ were no longer
identified. Therefore, those reliant on means-tested benefits as their main source of
income have witnessed a steady erosion of their ‘rights’ to benefits and a subsequent
reduction in their standard of living.

The 1986 Act represented a ‘further shift in the centre of gravity of social security
policy’ (Lister, 1989:117), by firmly placing ‘means-tested benefits at the heart of future
benefit provision’ (Walker, 1993:14.). The numbers of individuals claiming and receiving
only contributory based unemployment benefits fell from 555,000 in May 1991 to
314,000 in May 1995, a reduction of 43%. At the same time the numbers of individuals
claiming unemployment benefits and receiving either a combination of contributory and
income tested benefits, or IS only, has risen from 1,314,000 in May 1991 to 1,708,000 in
May 1995, an increase of 30% (DSS, 1996, derived from table C1.01:122). This trend
amongst unemployed claimants can only be assumed to continue with the introduction of
the JSA 6 month rule. The proportion of the overall population receiving means-tested
benefits rose from 17% in 1979 to 25% in 1992/93 (Oppenheim and Harker, 1996:25).
Means-testing, therefore performs a fundamental and ever increasing function within the
British social security system and this switch in emphasis forms the basis of much of the

political and economic debate on the future direction of social security policy.
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One reason for this shift is government policy direction. However, increased
unemployment, particularly amongst young people, rising incidences of lone parenthood
and an ageing population are all contributing factors to increases in dependency on social
security benefits. The contributory principle does not serve these individuals well due to
its explicit link with the formal labour market. Therefore the increased dependency on
means-testing is also the result of changing socio-economic structures which
demonstrates the point that efforts to cut costs must take account of the fact that spending
on social security is demand driven. For Oppenheim, the focus on financial
considerations in considering reform options is a narrow and limiting one;

While the problem of public finances must be taken seriously, it is essential
that any proposals for reforming the social security system be discussed

against a background of profound changes in our society.
(1994:3)

Furthermore,

...social security spending totals reflect changes and policies which lie
largely outside the benefits system. The social security system is in many

senses the ‘dustbin’ for policy changes or failure in other areas.
(ibid:10).

What is required is a fundamental reassessment of the whole system and how it interacts
with other areas of social policy and economic policy. This would necessitate a clear
statement of intent with regard to social security protection as well as an understanding of
the current causes and consequences of individual poverty.

4.4 Income Maintenance: The Reform Agenda
...the DSS budget is huge, has grown rapidly and is set to continue

outstripping national income in the future . This year we expect to spend over
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£80 billion. That is - twice as much as the next biggest department, Health;
more than 11 times as much as either Education or Transport; equivalent to
the turnover of British Telecom, Unilever and BP combined. It means that to
finance social security, every working person now effectively pays, on
average, over £13 every working day.

(Lilley, 1993:8)

Cost considerations have informed social security policy throughout its history in
Britain. However what characterises policy developments in recent decades is the explicit
departure from a commitment to the Beveridge design to a system based predominately
on the application of targeting benefits to those identified as being most in need.
Consequently the arrangements for social security provision currently in operation within
Britain are mainly dominated by a social insurance/social assistance dichotomy. The
system has evolved in response to economic crisis and variations in design have been
largely informed by the prevailing political ideology. However, the weaknesses inherent
in both the insurance model and the safety-net type approach to income maintenance
have been well documented. It is debatable, then, as to whether either of these approaches
prove adequate in meeting the needs of modern society. In considering possible reform
strategies, the case has to be made, initially, for a departure from the traditional focus on
insurance Vv’s assistance. Only then will room be made for serious consideration of
alternative and more radical approaches to social security policy. Thus the reform process
necessitates a full-scale review of existing measures and experiences from the past should
be drawn upon. Any future reform package must take into consideration all of the
relevant variables; make clear the objectives of policy from the outset and take account of
the interaction with related policy areas in order to ensure that past mistakes are not

repeated. It follows then that the starting point for designing a reform package should be
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an identification with the patterns of need emerging in Britain, both on a national level
and in relation to our European partners. However, as indicated in the introductory
section, any reference made to, either policy developments, or changing socio-economic
circumstances, occurring in other developed economies is for illustrative purposes only.
It should be noted that a theoretical focus is retained in favour of comparative analysis, as
this is considered the more relevant route for demonstrating the constraining nature of
current debates.

The British experience of escalating costs is not unique. Funding pressures are
common to all EU member states. The general attack on social security expenditure will
be explored further in chapter six, highlighting the limiting nature of the reform agenda.
The issue is being raised at this particular point in order to demonstrate the negative
consequences arising from an increased reliance on means-testing in terms of addressing
the social problem of poverty. The combined effects of competing demands on public
expenditure, low rates of economic activity and the imposition of political and economic
restraints on deficit financing have restricted the capacity of modern welfare states to
meet the needs of contemporary society. The perceived ‘crisis of social protection’ has
led to the emergence of a widespread political debate at an EU level on the future of state
welfare provision with a core focus being to contain the explosive growth of public
spending (see for example DSS, 1993b). With regard to social security policy, a number
of factors have led to an increasing interest in comparative research. On a national level,
countries wishing to embark upon a reform program may wish to look to alternative
schemes operating elsewhere. Additionally, with a given climate of resource restraint,

national governments may benefit from gathering information on their relative position in
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terms of expenditure as a proportion of total output. Interest at an international level has
been growing due to the ‘harmonisation of social arrangements’ agenda of the EU, and
due to macroeconomic considerations regarding the impact social expenditure has on
overall economic performance (Bradshaw, 1993:50-51). However, analysing comparative
statistics on social security expenditure is problematic. Definitions of what constitutes
social security vary across countries; national estimates of social security expenditure are
not always readily available nor accurate and absolute comparisons can be misleading
given the relative values of different currencies (Eardley et al, 1996:3; DSS, 1993:33). At
best comparative statistics perform a descriptive function and by their very nature are
normally out of date by the time they reach the public domain. However, comparative
research focusing on welfare provision in general, rather than social security expenditure
in particular, has proved useful, at least in a British context, in providing evidence to
counter the political attack waged on state welfare;

These types of comparison have been influential in demonstrating that the
UK does not have a particularly high proportion of GDP devoted to public
expenditure, that social expenditure as a proportion of public expenditure is
comparatively low, that expenditure on transfers as opposed to expenditure
on goods and services is very low, that a larger proportion of transfers are
means-tested rather than contributory, that a larger proportion of benefit
expenditure is funded from direct and particularly indirect tax as opposed to
contributions and that the UK faces a relatively more manageable
demographic outlook over the next 40 or 50 years than many other countries.

(Bradshaw, 1993:53)
Given this evidence it would seem that the zealous campaign to cut costs in Britain has

been informed more by political considerations than economic ones.
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Research aimed at comparing patterns in policy direction in recent years has
demonstrated common trends. A study commissioned in 1993 by DSS in Britain and the
OECD compared the structure and operating features of state provided minimum income
guarantees in the following OECD countries - Australia, Austria, Belgium, Canada,
Denmark, Finland, France, Germany, Greece, Iceland, Ireland, Italy, Japan, Luxembourg,
Netherlands, New Zealand, Norway, Portugal, Spain, Sweden, Switzerland, Turkey, UK
and USA. The authors concluded that the increased use of means-tested social assistance,
as a form of social security, was evident in most of the countries studied and a common
salient feature of reform debates was the issue of work incentives (Eardley at al, 1996). In
an analysis of the 1994 Australian social security reforms, Saunders argues that the
proposals were formulated broadly in response to the problem of growing unemployment
and as such one of the main intentions was to design a system which would actively
promote work incentives. He concludes that the move towards a tax-financed, targeted
social security system was considered necessary in the process of designing a flexible
approach to income maintenance which would ‘respond to, and facilitate, economic and
labour market changes’ (Saunders, 1995(b):67). Morris and Llewellyn, in their
descriptive account of social security provision for the unemployed in the US, Sweden,
the Netherlands, West Germany and the UK, found that a built-in feature of all the
systems was a concern for the maintenance of work incentives (1991:121). They further
argued that a growth in dependence on means-testing was common to all systems, except
for Sweden. Furthermore, in all of the countries studied, recent developments had been

driven by a desire to restrict public expenditure, which had subsequently led to a general
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limiting of coverage, either through absolute cuts in benefits or the imposition of tighter
eligibility criteria, and an erosion in the real value of rates of payment (1991:121).

Thus it can be argued that the salient feature of contemporary developments in
social security policy throughout developed economies is evidence of a common concern
with how policy interacts with the labour market. The focus on work incentives combined
with the issue of escalating costs and its effect on future economic growth have become
the primary factors influencing the reform debate. This has been accompanied by an
overall general favouring of means-testing as an approach to income maintenance policy;

Research has identified substantial levels of ‘new poverty’ in EU member
countries, partly related to limitations in insurance-based protection in the
context of long term unemployment and social change. The view that high
levels of social security expenditure damage economic effort has also
become more influential internationally, and financial institutions working in
the economies of Eastern Europe have been calling for the establishment of
means-tested safety nets as a key element in anti-poverty strategies.

(Eardley et al, 1996:2)
Thus, the selective targeting of benefits to those identified as being most in need is
generally believed to be an appropriate response to funding difficulties. The question

remains as to whether or not it is an appropriate response to identified modern needs.

4.5 Identifying Modern Demands
The post war social security system has been immensely successful in

helping people cope with periods when they cannot earn or they face extra
costs. But the system has changed enormously since it was established and
society has changed radically.

(Lilley, in foreword to DSS, 1993)
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Commenting on the ‘success’ of social security provision involves an awareness of
the stated aims of policy. As indicated in chapter two, social security has a multiplicity of
goals and thus the process of policy evaluation must at the outset determine which goals
have been given priority. If it is accepted that the primary purpose of social security
provision in Britain has been to protect individuals from poverty, it follows that debates
focusing on the future direction of policy should involve an assessment of its
redistributive function. This involves commenting on, not only the extent to which
poverty exists, but also the causes and consequences of poverty. Furthermore, as
previously argued, the international reform agenda has been predominantly influenced by
questions of work incentives, and concerns regarding the interplay between social
security policy and the operation of traditional labour market structures. Assessing the
effectiveness of such an approach entails exploring how social security measures impact
on individual patterns of behaviour, with particular reference to the world of paid work. It
is argued that part of the reason for emphasising the labour market stems from a desire to
combat the problems of ‘social exclusion’. One of the consequences of living in poverty
is that individuals find themselves excluded from participating in mainstream economic
and social interactions. In the 1990’s, particularly across continental Europe, recognition
of this negative aspect of being poor has resulted in the development of measures for
‘activating’ or ‘inserting’ those individuals excluded from the social and economic
systems which represent the basis for social inclusion in modern welfare states; the
labour market and the family (Jordan, 1996:3). A combination of targeting the ‘natural’
condition of poverty and tackling the problem of social exclusion through active

employment policies has therefore emerged, in recent years, as the dominant approach in
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the reform of social security. Examining the outcomes of policy in these two specific
areas allows for critical comment on the actual ‘success’ of policy and serves to
illuminate the nature of the changing environment in which social security measures
currently operate.
4.5.1 Understanding Poverty

Social security provision in Britain has indeed, at least since the time of Beveridge,
prevented some of the worst evils of poverty in that a minimum income has been secured
in times of need for the majority of citizens. Influenced by Rowntree’s poverty studies,
Beveridge assumed that his social insurance scheme would address the social problem of
poverty in that it protected against the main identified causes - the interruption, either
temporary or permanent, of earnings. However, in terms of ‘eliminating want’, the
system has to date not proved successful. Vast numbers of individuals in Britain live in
poverty. The absence of any official definition or universally accepted notion of what
constitutes poverty renders the immediately preceding statement as no more than political
sloganising. What is poverty? How many people live in poverty? What are the
experiences of those living in poverty? What role does social security play in resolving
the poverty issue? In attempting to provide answers to these questions some form of
positive methodological analysis must be adopted in order to avoid the problems
associated with the use of value judgements.

The practice of defining and measuring poverty has long been debated and
throughout this century various methods have evolved in the quest for reliable indicators
as to the numbers of individuals living in either absolute or relative poverty (see for

example Roll, 1992). No matter what method is employed the consensus appears to be
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that numbers are on the increase and not just in Britain, but the experience is similar
throughout the capitalist world. The economic growth witnessed in the 1980s was
characterised by the production of distinct sets of ‘winners’ and ‘losers’. This was largely
due to structural change in the labour market. At the same time as manufacturing jobs
were giving way to the service industries, government policy actively favoured
‘deregulation’ over highly regulated labour markets and the promotion of ‘flexible’
working practices and patterns. The winners were represented by those groups able to
‘monopolise’ well-paid non-manual jobs whilst the losers were either denied access to
employment, or were forced to accept low-paid, often part-time, insecure jobs and were
thus constrained in their individual ability to meet their respective needs. (Massey and
Allen, 1995:124; Green, 1996:265; Cross, 1993). While unskilled workers have
witnessed a deterioration in their labour market position, there has been a simultaneous
rise in the relative earnings of highly educated workers. Thus, in recent decades a
common trend of rising earnings dispersions has been in evidence throughout the
industrialised world (Hills, 1995). The widening employment gap between skilled and
unskilled workers has been accompanied by a general trend towards rising income
inequalities (see for example Hills, 1996). Hills attributes this to a number of factors,
including various demographic changes (the most crucial being ageing populations and
the trend towards smaller households arising mainly from increasing incidences of lone
parenthood); and general labour market trends (specifically the increased participation of
women in the labour market, particularly in part-time work, occurring alongside growing
rates of long term unemployment, ‘non-standard’ forms of work such as self

employment, and early retirement) (1993:30-35; 1995:71-72). In terms of this analysis,
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the most important contributing factor to increasing income inequalities can be associated
with the operation of income maintenance policies. In identifying differences in rates of
growth in inequality between countries, Hills distinguishes between the;

...automatic reaction of tax and benefits systems to changes in the inequality
of market incomes and the effect of discretionary policy changes which may

reinforce or counteract these automatic effects.

(1995:71)

He concluded that in some countries the combination of automatic and discretionary
changes served to slow down or even cancel out the effects of growing market income
inequality, whereas in others, most notably, Britain, Sweden, the Netherlands and the
USA, income transfer mechanisms actually contributed to the rise in inequality of
disposable incomes (ibid:72). In his attempt at developing a comprehensive economic
analysis of patterns of income distribution in Britain since 1979, Atkinson argues that for
the period studied;

...the major recorded redistribution in the UK budget is that associated with
cash transfers...The fact that the redistributive impact of transfers and direct
taxes appears to have fallen since the mid-1980s is circumstantial evidence
that discretionary policy changes have contributed to the rise in income
inequality.

(1996:42-3)
Atkinson supports his conclusion by referring to specific policy examples. The most
notable being those which served to erode the real value of social security payments, and
the numerous reforms enacted with regard to unemployment insurance up to 1988, ‘the

majority of which reduced the level or coverage of benefit’ (1996:43).
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Thus, a combination of general social and economic changes in recent decades have
resulted in growing numbers of individuals living on low incomes and this trend has been
accelerated in Britain by a variety of policy shifts in the area of income maintenance.
Unexpected or even anticipated interruptions in earnings represent only one of the many
factors contributing to the growing disparities in disposable incomes. This gives rise to
questions regarding the quality of existing social security schemes. Is it that levels of
benefit are inadequate; or that the system is too complex resulting in low rates of take-up;
or that the reliance on labour market participation is outdated and therefore current
systems fail to take account of social and economic change? The claim to be made is that
these are all valid criticisms of current state supported income maintenance mechanisms
and indeed the situation exists whereby receipt of state benefits can actually contribute to
and reinforce individual poverty rather than eliminate it. Any attempt at reversing this
situation necessitates an understanding of new forms of poverty.

The overall tradition in terms of preventing poverty within advanced capitalist
states has been a reliance on the goal of full employment coupled with state measures at
ensuring a national minimum living standard (Mishra, 1990:27). Such measures have
included the provision of universal services intended to meet basic needs in the areas of
housing, education and health care. Further policies have been directed at maintaining the
incomes of the low paid and the unemployed at minimum subsistence levels. However as
Roche points out the use of the term ‘poverty’ itself is a highly contentious matter and
leads to much debate surrounding the actual definition of poverty, the evolution of
various explanations accounting for the existence of poverty and controversy surrounding

the possible cures (1992:55). If the purpose is to examine the adequacy of state policies
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aimed at preventing poverty what is required is a workable definition of what constitutes
being poor along with an inquiry into the various contributing factors.

The issue of poverty has been a subject worthy of study within a variety of
academic disciplines and not just in recent years. However it has not always been a
subject worth similar attention on the political agenda. Within the EC the onset of
recession and the persistence of high unemployment in recent years has resulted in more
attention being directed at the development of anti-poverty policies (Brown, 1984).
Social policy had previously taken a back seat to economic policy and the emphasis
within social programs had tended to focus on labour market issues with the ultimate goal
being to promote the freedom of movement of workers between member states (Brown,
1984; Schulte, 1993). The recognition of the need for a constructive set of policy
prescriptions led to the development of various experimental programs (Community’s
Action Programme on Poverty) aimed at tackling poverty within the EC. The definition
set out during the course of these programs was that poverty was experienced by those;

...persons whose resources (material, cultural and social) are so limited as to
exclude them from the minimum acceptable way of life in the Member State
in which they live.

(Schulte, 1993:40-41)
This rather vague definition was subsequently translated into a tangible yardstick, used
by the European Commission in measuring poverty, in that households are to be
considered poor if their income falls below 50 percent of the average income prevailing
within the member state in which they live (Atkinson, 1992:4). The use of this criterion

directly led to the;
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...widely quoted estimate that there were some 50 million people living in
poverty in Europe in the 1980s, a statistic which played a powerful role in
mobilising public and political opinion in favour of extending the social
responsibilities of the European Community.

(1992:4)
It is worth noting that the utilisation of the European standard points to the actual severity
of the poverty issue in Britain. Schulte draws from the statistics to show that;

In the mid-1980s the proportion of persons with per capita disposable
incomes below 50 per cent of the national average was;
e particularly high (18-32 per cent) in Greece, Ireland, Portugal, Spain
and the United Kingdom;
e about average (15 per cent) in France and Italy; and

o relatively low (6-11 per cent) in Belgium, Denmark, Germany and the
Netherlands.
(Schulte, 1993:41)

Accepting the figures derived by the Commission provides policy makers with
information on the numbers of households living on low incomes but does little in the
way of accounting for the experiences of those households, nor does it furnish any
explanation as to the possible causes. Measuring income levels, although providing an
indicator as to the extent of the problem, is not a very socially useful tool in studying
poverty. However this is the approach utilised in most advanced countries (Atkinson,
1989:207).

The situation in Britain is a prime example of a country adopting the income
method, at least in official terms, as a mechanism by which to obtain statistics on the
poverty issue. The government publication in 1974 of the Low Income Families Tables

(LIF) was an official statistical series detailing the numbers of people living on, below or
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just above the current supplementary benefit level (now IS) with benefit levels used as a
means of measuring the poverty line. Measurements utilising benefit levels as the sole
terms of reference merely indicate the numbers living either on or below a decidedly low
level of income. The benefit standard was used until 1988 when the government replaced
LIF with the ‘Households Below Average Income’ (HBAI) statistics. This series
represents the official figures on low income and the 50% of average income (after
housing costs) figure is the yardstick most commonly used from these statistics to
measure poverty, which is in line with EC practice. Although widely accepted and
frequently cited as the ‘official figures’ on poverty, these figures are merely
measurements of low income (Roll, 1992). Income levels within a household provide
very little information on the actual living standards of that household and measurements
of this sort assume a particular concept of poverty. Income may indeed not be equally
shared within the household, perhaps going primarily to the wage earner and therefore
poverty within such a household remains invisible. Conversely income levels may be no
indication as to the resources available to a household and therefore the numbers living in
poverty are overestimated. Perhaps a more reliable indicator would be combination of
income and expenditure levels occurring within households. Atkinson distinguishes
between the two arguing that the emphasis on income relates to a particular notion of
poverty, that is the notion of ‘minimum rights to resources’, and concentration on
expenditure patterns presents an indication of ‘standards of living’ (Atkinson, 1989:207).
The problem hence becomes one of defining poverty and distinguishing between
absolute and relative concepts. Predetermining some absolute minimum level of income,

either by using current benefit levels or average earnings figures, is a highly objective
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approach. Furthermore it provides nothing more than information on the number of
households participating in the formal economy, either via the labour market or the
official social security system, who are barely able to meet their most basic needs. The
idea of relative poverty allows for more illustrative analysis as the concept encapsulates
the idea that individuals in society should not only have a right to a minimum income but
should also be economically able to participate in that society. Recognition of this fact
has led to the development and use of ‘consensual’ measures of poverty. In seeking an
alternative to the focus on establishing absolute poverty lines, Mack and Lansley (1985)
set out to investigate the views of the general population on what constitutes an
unacceptably low standard of living in Britain, how many fell below this standard and
how standards vary. The survey asked what necessities everyone in Britain should be able
to afford and went on to enquire if the respondents themselves had the items and if not,
whether it was because they didn’t want them or could not afford them. Poverty is
therefore conceptualised in terms of what is generally viewed by society to be minimum
acceptable standards of living. The claim is made that utilising public opinion surveys as
to what constitutes minimum acceptable living standards reflects the views of the general
population and hence is not influenced by the opinions or value judgements of academics,
policy makers or governments. A variation of this approach is the use of budget standard
methodology. Drawing upon research precedents set in North America, Australia, The
Netherlands and Scandinavia, the Family Budget Unit, established in Britain in 1987, has
engaged in extensive research into the economic needs and living costs of various family
compositions (Parker, 1998). The budget approach to measuring poverty brings together

a range of ‘expert’ normative judgements on recognised standards for nutrition, housing,
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warmth and exercise, and empirical data relating to consumer spending patterns (Parker,
1998:14). A budget standard is then set which serves as a benchmark representing the
costs associated with maintaining a predefined living standard. Approaches such as those
discussed above encompass the point made by Atkinson, referred to earlier, regarding the
distinction between income and expenditure in that both resource constraints and
consumption patterns are taken into account to provide a more demonstrative analysis of
the extent and nature of poverty.

Whatever the standards used, the evidence suggests that the numbers of people
living in relative poverty is rising;

...poverty has grown significantly over recent years and by 1992/3, between
13 and 14 million people in the United Kingdom - around a quarter of our
society - were living in poverty.

(Oppenheim and Harker, 1996:24)
Within Europe it is estimated that 57 million people live on incomes deemed below the
poverty level (European Commission, 1999). However, knowledge of the magnitude of
poverty among societies is not sufficient information with which to formulate policy
responses. If, for a large proportion of the populace, available resources are inadequate to
achieve socially acceptable living standards the solution may be to increase incomes.
However such a policy fails to address the reasons why sufficient resources are not being
accessed by a significant number of individuals, nor does it explain why for some the
actual incomes once secured are indeed inadequate. What is required is an understanding
of the individual and social conditions that create poverty. For Cross this understanding

has failed to materialise within the EC, because the term ‘poverty’ is considered;
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...an organic concept, similar to ‘ill health’, because it implies a ‘natural’
equilibrium state from which this ‘unnatural’ condition departs. Therefore the
focus tends to be on identifying the problem and a possible cure, rather than
identifying the cause of the problem.

(1993:6)

Consequently this myopic view of a social problem results in policy proposals being
targeted inefficiently.

One of the most obvious causes of poverty occurs when individuals suffer a loss in
earning power either through unemployment, sickness, old age or childbirth. Exclusion
from the labour market, whether temporary or on a permanent basis, can often be
accompanied by an associated increase in living expenses. For example, the costs of job
search or retraining; medical expenses; additional household expenses incurred when the
pattern of going to work is replaced with spending more time at home and the extra funds
required to provide for a new baby. Such causes of poverty are well documented and
were the main motivating factors leading to the design of modern welfare provision. The
post war social security system in Britain has indeed been successful in alleviating the
worst aspects of poverty arising out of temporary exclusion from the labour market. A
combination of social insurance; a comprehensive National Health Service; a system of
family allowances, and a scheme of social assistance proved to be an effective policy
package for the purposes of alleviating poverty in the post war era. Social security acted
as a tool for supplementing individual incomes whilst on the macro level the commitment
to maintaining full employment instituted the right to work and witnessed the departure
by post war administrations from laissez-faire type government to one of intervention.

The development of social security provision in Britain throughout the 1950s and 60s
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took place at a time of broad political consensus. Policies aimed at promoting a mixed
economy and expanding the scope of state public welfare provision received little
criticism. However, this was only to last as long as there was the guarantee of economic
expansion (ILO, 1984:3).

Although there was a marked development in social security provision in the
immediate post war years, poverty remained an inherent feature of British society.
Nearing the end of the 1950s ‘evidence began to emerge about the inadequacies of the
Welfare State, and specifically about the unsatisfactory character of parts of the social
security system’ (Hill, 1990:37). The 1960s marked the ‘rediscovery’ of poverty, at least
in the USA and Britain, with the publication of various academic studies indicating the
current extent of the problem and sparked renewed interest in the ‘paradox of poverty
amidst plenty’ theme (Jordan, 1996:93-94, Roll, 1992:26-27). Claims were made that
existing provision was inadequate in terms of levels of benefit but more importantly
studies pointed to the poverty experienced by those not covered by the system, either
because they were ineligible for benefit or were in work and earnings were actually
below the state benefit levels. This resulted in various enactments serving to provide
assistance to the working poor and patching up the Beveridge design for social insurance
to account for housing costs and vulnerable groups, such as those with children and the
elderly. Such measures were piecemeal and failed to adequately address the causes of
poverty.

A further development in the study of poverty occurred with the realisation, largely
a result of the EC run experimental poverty programs, of the ‘new poverty’ evident

throughout Europe. For Cross, acceptance of this term does not imply that the ‘old’ form
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of poverty has been eliminated, that is poverty amongst the elderly the unemployed and
the disabled, but rather permits analysis of the problem to go beyond these parameters
and ‘focus on the poverty experienced by the able-bodied of working age who are
themselves in the labour market’ (1993:6). Cross goes on to make a very useful
distinction between ‘exclusion’ and ‘marginality’ which allows the conceptualisation of
poverty to take account of changes in the structure of the labour market;

Exclusion is a process of separation from employment which exists over
sufficient time to force groups, communities and individuals into poverty and
welfare dependence. Marginalisation is a process of low-level and insecure
labour-market inclusion into employment, typically affecting identifiable

groups, with few chances for advancement or wealth accumulation.

(ibid:7)
In making this distinction Cross implies that;

...individuals or households may enter the ranks of the new poor either
because they are excluded from employment or because they are employed at

levels of income insufficient to sustain their families above the poverty line.

(op cit)
The decline of traditional manufacturing industries has rendered many individuals
unemployable in that they do not possess the skills necessary to enter new industries and
are therefore excluded from the labour market. Furthermore, the marginalisation that
Cross talks of results directly from new forms of employment. A concentration of job
availability in the service sector is characterised by a demand for casual, low skilled
labour which is subsequently low paid (Standing, 1992). Subsequently, the type of job
creation most evident in todays advanced economies often leaves individuals vulnerable

to poverty in that they are unable to secure, for sufficient periods of time, an income
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capable of meeting their own and the needs of their family. Such groups are therefore
marginalised and forced to rely on state support to supplement their incomes.
4.5.2 Women and Poverty

The feminisation of poverty is a well documented phenomenon (see for example
Millar & Glendinning, 1989; Glendinning & Millar 1990; Daly, 1992). However, official
statistics estimating incidences of poverty tend to be ‘gender blind’ in that they fail to
account for either women’s greater vulnerability to poverty or the ‘invisible’ poverty
experienced by women within the household (Lister, 1992:12). Although, as Pahl argues,
the feminisation of poverty idea is not a new one, but rather simply the product of better
documentation relating to women’s poverty and ‘their responsibility for managing scarce
resources’ (1989:178). It follows that the process of designing policies specifically
targeted at relieving poverty should incorporate a gender dimension. In considering the
gendered dimension of poverty it is evident that the different experiences of women from
men arise mainly from their role as wives and mothers. These roles impact on their
position in the labour market and the degree of control they are able to exercise over
resources within the family unit. In terms of their increased vulnerability to poverty,
recent trends in the labour market have served to exacerbate the relative disadvantaged
position of women. Furthermore, whilst the hidden poverty of women is more difficult to
quantify, recent developments in social security policy have done little in the way of
securing the actual economic independence of women nor have they served to address
the negative economic consequences for women arising from the sexual division of
labour within the household. These issues will be returned to in when discussing the

benefits of a CBI in terms of promoting gender equality. At this point, however, a
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summary of the main factors contributing to women's poverty is provided for the purpose
of illustrating their distinctive nature.

Changes in the structure of modern labour markets has resulted in marked
differences from the past in terms of the type of labour demanded. The model of full
time, permanent employment, viewed as the sole and sustainable source of income, is
being replaced by part-time, casual employment to be secured at different points
throughout the lifecycle. Consequently such jobs offer little in the way of employment
rights nor do they offer the opportunity to contribute on a long-term basis to some form
of occupational pension scheme and the rates of pay reflect this process of
deformalisation. The increased participation of women in the labour market throughout
the post war years has been characterised by this growing labour market segmentation,
both horizontally and vertically (Ginsburg, 1992:157; Harkness et al, 1996; Nixon and
Williamson, 1993; Lonsdale, 1992:97). That is, concentration occurs in specific
occupations which lend themselves to part-time or casual modes of employment and
these jobs are traditionally offered at low rates of pay. At the same time the rising
unemployment amongst men throughout the EC has resulted in the adoption of a range of
strategies intended to encourage women back into the domestic realm (Kofman and
Sales, 1996:37). This structural cause of the gendered nature of poverty is exacerbated by
the operation the Keynes/Beveridge design for welfare provision.

Women have long suffered in terms of economic disadvantage arising from their
treatment as ‘dependants’ within the social security system. The combination of social
insurance and a macro economic objective of full ‘male’ employment presents a socio-

economic structure which fails to promote the economic independence of women. Their

141



limited access to benefits, inherent within a social insurance model of welfare provision,
places women in an economically disadvantaged position, when compared with men,
throughout the course of their lifecycle (Lister, 1992; Walker, 1993:29-30). Women who
find themselves unable to secure an independent income are forced to rely on the
generosity of men, either directly through the wage packet or indirectly through their
contribution records. Subsequently the range of income sources available to women are
less secure than those available to men and in terms of the benefit structure they tend to
be over-represented as recipients of the ‘inferior non-contributory benefits’ or the less
generous means-tested forms of assistance (Lister, 1992:28). Furthermore, unpaid work
caring for other people remains the primary responsibility of women in the private
domestic economy. This serves to threaten their capacity to earn and limits their access to
benefits further, due to their perceived ‘unavailability’ for work in the formal economy
(Joshi, 1992; Gardiner, 1997). Thus, women’s dependence on either public means of
support or the financial contribution of their male partner; their limited access to the
labour market, and societies failure to adequately recognise and provide for the
traditional caring responsibilities normally assumed by women leaves them extremely
vulnerable to poverty.

In addition to these structural factors certain behavioural factors contribute to the
gendered nature of poverty. The traditional values and beliefs about the role of women
within the family unit and their corresponding responses to financial crisis limits even
further the opportunity for women to break free of their public or private dependence. It
is only when these factors are analysed can the feminisation of poverty hypothesis be

fully understood and addressed. Although the unpaid domestic labour of women is
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traditionally assigned no economic value, and subsequently their contribution is not
viewed as part of the households available resources, they are normally assigned the role
of domestic managers, specifically in low income households (Graham, 1992; Parker,
1992; Payne; 1991, Morris, 1990:110-111, Pahl, 1989). In this sense women are often
blamed for ‘causing’ poverty when managing a household in which another member,
usually the male partner, appears to be providing the financial means to support the
household due to their inability to adopt sound budgeting practices (Millar &
Glendinning, 1989; Parker, 1992). Men on the other hand are traditionally expected to
provide and when this is not possible they can fulfil their social responsibilities by
registering at the unemployment exchange as ‘actively seeking work’. Blame can be
attributed to the functioning of the labour market whereby the failure to ‘make ends meet’
usually lands wholly at the feet of women with no obvious scapegoat. It is the pressure of
such a social obligation that contributes to the situation whereby women often bear the
burden of making the necessary individual sacrifices to ensure that the needs of the
household are met (Pahl, 1989:178; Parker, 1992, Payne, 1991). The result is that when
poverty is experienced within a household it tends to be felt more severely by the women
acting as wives and mothers within that household. Thus, their structural location in work
and family life mean that not only are the periods when women are at risk of poverty
different from those for men, but also the ways in which men and women encounter
poverty and respond to it show a marked contrast (Williams, Popay and Oakley, 1999).
The above points have been made in order to illustrate the variety of issues arising
out of any attempt to conceptualise and understand the nature of the social problem of

poverty. On no account should it be viewed as an exhaustive analysis of the issue of
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poverty, which is a subject worthy of further research, but rather an introduction to the
questions raised regarding the efficiency of current anti-poverty policies. The aim is to
draw attention to the fact that the continued existence of poverty, and the failure to come
to any universally accepted conclusions as to the causes, is one of the main factors
contributing to the criticisms of the modern welfare state and in particular the role played

by social security.

4.5.3. The Consequences of Poverty; Understanding Social Exclusion
In debates about Social Europe, the terms poverty and social exclusion have

on occasion been used interchangeably. Cynics have suggested that the term
‘social exclusion’ has been adopted by Brussels to appease previous
Conservative governments of the United Kingdom, who believed neither that
there was poverty in Britain nor that poverty was a concern of the European
Commission.

(Atkinson, 1998:1)

The concept of social exclusion represents wider concerns than the direct economic
effects of poverty. That is, the term means more than the lack of income but rather
encompasses a range of problems experienced by individuals living in poverty, which
effectively serve to exclude them from the social, economic and political institutions of
mainstream society. Such problems are normally those associated with concepts of
multiple deprivation or social disadvantage, including, inadequate housing, poor health,
low educational and/or skills level, family breakdown and living in communities with
high unemployment and crime rates which act to limit the range of services on offer. The
most obvious include those services related directly to consumption, such as the location
of large supermarkets, leisure and recreational facilities or the provision of public

transport and public utilities. However, by way of their postal address, individuals
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normally residing in areas defined as demonstrating ‘multiple deprivation’ can often find
themselves excluded from a range of financial services which renders them more
susceptible to poverty. Lack of insurance, or the denied access to mainstream banking
facilities, contributes to the hardship experienced by low income households. In times of
financial crisis they are forced to rely upon the more expensive forms of credit which
more often than not transfers into unmanageable debt (see for example Ford, 1991;
Berthoud and Kempson, 1990; Parker, 1992).

Combating the problem of social exclusion has become a central feature of social
policy in the 1990s at an EU level. However, to date, no legally binding rights and
obligations have been set in place, rather the principle of subsidiarity continues to
dominate, whereby it is up to individual member states to decide upon and implement
policy within a supportive EU framework (Hantrais, 1995:ch8; Blake, 1996). For
Hantrais;

The growing recognition by the Union that poverty is a result of the
inadequacy of cultural and social as well as material resources may help to
explain why official documents emphasise the subsidiarity principle in
formulating measures to combat social exclusion.

(1995:160)
Furthermore, what has emerged in the latter half of this decade has been a shift in
direction from understanding and tackling social exclusion to a policy focus on
promoting social inclusion (Blake, 1996:7). On the surface the distinction may seem an
arbitrary one to make, but in terms of informing the kind of policies adopted it is crucial.
In practical terms it demonstrates a narrow and limiting perspective on the problem of

social exclusion, which fails to adequately account for its multi-dimensional nature. The
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continued reference made to the direct relationship between social exclusion and
unemployment within the European policy forum indicates a prioritising of job creation
strategies, combined with active labour market measures designed to promote work
incentives, as the main weapon against social exclusion (Hantrais, 1995:166, Atkinson,
1998:8). It would appear then that the problems associated with social exclusion are
perceived to be addressed through inclusion into the formal labour market. Although an
emphasis on employment-related rights has been a consistent feature of the European
social dimension, the current focus is increasingly directed at tackling the rights of the
unemployed rather than the rights of the worker citizen.

In Britain, there has been an explicit recognition of the need to find ‘new and more
integrated ways of tackling the worst problems’ associated with poverty and social
exclusion (Scottish Office, 1998), represented by the establishment of the Social
Exclusion Unit within the Cabinet Office in December 1997. The current Government’s
view on social exclusion appears to indicate a move towards a broad based approach to
tackling the problem in that a range of both social and economic factors have been
identified as contributing to exclusion;

...In particular poor housing, low incomes, lack of work experience in the
family, low educational attainment, ill health, family stress and the impact of
drugs misuse and crime. The path put of exclusion, for individuals, or
communities, is not therefore straightforward. Single interventions may be
insufficient to break the cycle - although it will be important to identify
where and when interventions can be most effective - and stand-alone polices
may be insufficient in themselves to end exclusion.

(Scottish Office, 1998:7)
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However, although a number of key policy initiatives have been taken in the area of child
care, housing, education and community safety, the emphasis mimics that adopted on a
European level in that the focus of policy is to promote, or in some instances even
enforce ‘inclusion’. This is best demonstrated by developments in social security and
employment policy. These developments are representative of the current Labour
Governments overall ‘welfare to work’ package of reform and comprise of three main
policy initiatives - the National Child Care Strategy, the National Minimum Wage and
the New Deal (Gardiner, 1997:55). In addition, the recently introduced WFTC is
primarily a measure intended to strengthen the incentives to work amongst those
individuals who find themselves caught in a ‘welfare dependency’ trap due to the
structure of current tax and benefit systems.

The combined effect of this program of policy reform is to purposefully promote
inclusion through active labour market participation, by making work financially
attractive and by implementing measures which assist individuals, or groups of
individuals, in becoming ‘employable’. Thus it is claimed that, ‘work and access to work’
is considered to be the main route out of poverty in contemporary British society (HM
Treasury, 1999) and, as both current joblessness, and the dynamics of unemployment and
poverty, are believed to be main contributing factors to the problem of social exclusion
(Atkinson, 1998:8), it follows that advocating inclusion through the formal labour market
is believed to be an appropriate policy response. However, it is argued that this response
can be criticised both in terms of its limited perspective on the causes and consequences

of social exclusion and in terms of its ‘individualistic’ focus. That is, policy is framed in
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line with a traditional economic perspective which views individuals in isolation and
assumes the supremacy of free rational choice in determining patterns of behaviour;

In Britain the promotion of employment has now been restored as an
objective of policy, but it is not included in the remit of the Monetary Policy
Committee, which is required to pursue an inflation objective. The
instruments adopted for the employment objective are not those of
macroeconomic policy. Rather they are those which concentrate on the
microeconomic circumstances facing individuals.

(Meadows, 1998:75)

This microeconomic approach to policy fails to account for the informing role played by
social and economic institutions; collective identities, and gender differentials in creating
social exclusion.

Exclusion may be directly linked to the behaviour of others which the individual
has no control over. For example, the conventional practice employed by financial
institutions, referred to earlier, of blacklisting specific postal areas serves to exclude
individuals who otherwise may meet all the necessary criteria for utilising the services on
offer. Another form of consumption exclusion which is collectively determined can be
identified as the effects of peer group pressure. This is particularly the case where
children are concerned, in that not possessing the necessary items, as dictated by the
latest fashion or recreational craze, effectively serves to set them apart from the social
norm (Atkinson, 1998:13). Families, and in particular mothers, struggling to meet their
children’s relative needs may prioritise expenditure in this area which can result in the
neglect of necessary expenditures, thus rendering them more vulnerable to further
exclusion (see for example McKay and Scott, 1999). With regard to intra-household

resource distribution, certain members of a family unit may be more excluded than others
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due to their lack of access or control over household income. Again the effects of such
are more likely to be felt by women due to their dependent status which is either enforced
by the operation of the benefit system or is a result of marked inequalities in earning
power. Furthermore, the relationship between employment and exclusion is not as
straightforward as ‘inclusionary’ type policy would suggest. Equalising opportunity is not
simply a matter of prioritising education and skills attainment. Discrimination in the
labour market, based on factors such as age, gender, ethnicity and disability is well
documented, therefore exclusion may be as much to do with belonging to a specific
group as it has to do with unemployment. Although the New Deal programme makes
explicit reference to the individual job search needs of lone parents, the young
unemployed and the disabled, it remains to be seen whether such will impact on the
attitudes and actions of employers, particularly in the long term. A related point when
examining current labour market structures refers to the nature of the jobs on offer.
Creating incentives to work via a restructuring of the benefit system, combined with a
concentration on improving the quality of labour supply, is believed to feed through into
the demand side of the equation by reducing replacement ratios thereby making labour
more affordable. However;

Critics of the American approach of labour market flexibility see it as
generating jobs which are less privileged in their remuneration or in their
security. The newly created jobs are seen as ‘marginal’ rather than ‘regular’
jobs, where the latter have the expectation of continuing employment, offer
training and prospects of internal promotion, and are covered by employment
protection. ‘Marginal’ jobs lack one or more of these attributes; they may
also be low paid. In this respect, the relativity of the concept of exclusion

becomes important. If the expansion of employment is obtained at the
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expense of a widening of the gap between those at the bottom of the earnings
scale and the overall average, then it may not end social exclusion.

(Atkinson, 1998:9)

Although the introduction of the National Minimum Wage may go some way in
addressing the remuneration aspect of the ‘junk job’ scenario, employment policy
targeted almost exclusively at altering the behaviour of the unemployed fails to account
for the totality of the social and economic environment in which those individuals
operate. This criticism is further demonstrated by the emphasis on a microeconomic
approach to employment policy. As well as considering the nature of the jobs available,
with regard to both their current status and long term sustainability, the impact of policy
aimed at getting people off the unemployment register and into work must be viewed in
light of overall economic performance. If individual workers feel ‘powerless in the face
of macro-economic forces’ this may result in disincentives to move from welfare into
work due to individual assessments of risk and uncertainty (Atkinson, 1998:9). This
possibility is more likely when the structure of the benefit system makes the transition
even more costly in that future job loss is accompanied by laborious and timeous
claiming procedures and a potential loss of entitlements based on ‘long-term’ receipt.

In conclusion, the concept of social exclusion is widely understood to be
representative of a multi-dimensional problem. However, policy to date has increasingly
focused on a uni-dimensional perspective on the relationship between the world of work
and exclusion. Furthermore, within that perspective traces of an adherence to neo-
classical assumptions regarding human behaviour are to be found. Policy has been
targeted at influencing the consumption patterns of individuals with reference to work

and leisure. It is argued that such policy has been formed within a framework bound by
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the constraining features of rational, individually determined, utility maximising choice.
Thus the outcome of social integration, or inclusion, is believed to be a function of
individual action, which is primarily informed by a realisation of the monetary benefits of
formal employment. Implied within this strategy is the notion that poverty and social
exclusion are inextricably linked and the solution to one provides an answer to the other.
Income from work relieves poverty, assures inclusion and thus effectively combats social
exclusion. However as indicated above, such a strategy only solves part of the problem
and therefore is only part of the answer. A more appropriate response would be to
identify the multiplicity of factors which impinge upon individual choice and to design
policy with those in mind.
4.6 Conclusion

This chapter has outlined the main changes made to social security policy in recent
years alongside an analysis of the principal social problems current measures have been
targeted at addressing. Throughout the chapter the emphasis has been on demonstrating
how policy developments have taken place within an environment where the perceived
needs of money driven market based economies are prioritised. In particular social
security policy has taken a back seat to the efforts devoted to supporting the operating
structures of formal labour markets. It has been argued that this approach is a direct
consequence of an almost exclusive application of neo-classical economic theory to the
study of poverty and social exclusion. Furthermore, the reform agenda is effectively
constrained by the dominance of this particular mind set. It follows that future reform
proposals will only be taken seriously if they too are presented within a similar analytical

framework. In order to move the reform debate beyond such limiting forces it is clear that
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the first step should involve an explicit recognition of the objectives of social security
policy, but also that such objectives should account for the actual nature of the whole
range of economic and social exchanges evident in modern society. This is not to say that
the formal work and pay relationship should be dismissed as a crucial foundation in the
design and operation of social security measures, but rather that it should not exist as the
sole factor, thus dominating the reform agenda.

What is required is a policy that is independent of traditional labour market
processes, but will operate in such a way that does not adversely affect the efficient
functioning of the waged economy. Furthermore, the policy should be flexible in
adapting to modern social problems and should serve to complement other forms of state
welfare provision. In the search for a reform package that would achieve such a goal a
CBI presents as a possible remedy to the related, but yet distinct, problems of poverty and
social exclusion and one that positively responds to the dynamics of modern living
conditions. The following chapter will provide an introduction to the CBI concept,
outlining its defining features and evaluating the main arguments posed for and against
its introduction. The claim will be made that a CBI can be viewed as a practical policy
option emerging within a tradition of alternative positions on the relationship between
work and pay. It is this feature of the proposal that makes it of interest in developing a
feminist economics perspective to social security reform. That is, arguing for a CBI
provides an opportunity for establishing a framework to critically examine commonly
held beliefs about the nature of work and sources of income in modern society. Such a
framework would allow for the deconstruction of institutionalised notions about the

function of formal paid work in the operation of market based economies, thus rendering
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the analytical process more transparent. By identifying the value judgements currently
dominating debates on the future of social security policy, the research process can move
beyond restrictive practices associated with narrow conceptions of economic efficiency
and set in place a framework for recognising the full potential benefits of a CBI.

The following chapter will therefore provide a working definition of a CBI,
alongside a summary of the main arguments both for and against the proposal. Attention
will be focused on how a CBI has been presented as a package for the reform of income
maintenance policy. In this sense it has been viewed traditionally as a measure which
would respond to modern demands without threatening the goal of economic efficiency.
Thus, it is claimed that the CBI debate has been effectively defined by similar confining

parameters to those associated with mainstream economic analysis.
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Chapter 5: Why a Citizens Basic Income?: The Story So Far

5.1 Introduction
Arguments for a CBI have been framed within a diverse range of perspectives,

ranging from the philosophical (see for example Van Parijs, 1995) to ecological
considerations (see for example Fitzpatrick, 1999). However, for the purpose of this
analysis the focus will be on the economic questions raised by the CBI proposal. Firstly,
it will be argued that such questions have persistently dominated debates on social
security reform and secondly, the intention is to demonstrate the limiting nature of the
application of mainstream economic thinking in the analysis of income maintenance
policy. By providing a critical evaluation of traditional economic arguments posed both
in favour of, and against, a CBI, the stage is set for incorporating a wider and more
inclusive economics perspective into current debates. Thus, in retaining the emphasis on
economics, the tendency to attract criticism based on the neglect of a crucial aspect of the
operating effects of income maintenance policy is abated, whilst at the same time the
truly ‘radical’ nature of a CBI can be appreciated.

In arguing for reform along the lines of a CBI it is generally assumed that the issues
being discussed relate exclusively to the reform of social security systems. This is mainly
the result of two associated assumptions regarding the nature of a CBI. Firstly, a CBI
involves a transfer of monies from the state to individuals and therefore by definition falls
within the realms of state income transfer schemes. Secondly, a CBI represents an
income source unrelated to earnings and as such is categorised as a social security
benefit, that is cash received outwith the formal labour market. A CBI will therefore be

introduced as a possible social security reform package. However, the wider remit of
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securing individual autonomy and allowing for the development of social and economic
relationships, negotiated outwith the confines of traditional market oriented transactions,
has resulted in support for a CBI as a strategy for overall reform of state welfare
provision (see for example Jordan, 1996; Purdy, 1994). This aspect of the debate will be
explored further in the process of developing a feminist economics perspective on a CBI.
For the purpose of this chapter a CBI will be examined with specific reference to the
direct association made with the reform of income maintenance policy. In this sense a
CBI is viewed as a feasible and desirable response to claims of crisis in modern social
security systems. That is, a CBI is considered a possible solution to a whole set of social
problems, identified in previous chapters.

The principal arguments in favour of a CBI point to the potential for promoting
fairness of treatment between men and women, the degree of freedom it offers to each
individual by removing the economic necessity of employment and the related effect of
supporting the requirements of a more flexible labour market. Initial observations
indicate that a CBI can arguably be presented as an effective anti-poverty strategy which
promotes both economic and social justice, whilst simultaneously responding positively
to modern labour market processes. However, arguments against involve the claimed
prohibitive costs and the adverse effects such a scheme may have on work incentives.
The validity of these specific negative viewpoints is not to be disputed and indeed such
are considered the principal influencing factors in determining whether or not a CBI is
implemented. The fact that a CBI is not yet a reality implies that questions of finance and
labour market behaviour continue to triumph over any perceived benefits the model may

realise.
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Outlining the main elements contained within the debate thus far will demonstrate
that the world of paid work is central to current discussions. Although the workings of the
formal labour market is accepted as an extremely relevant factor in the design of any state
supported income maintenance programme, the prioritising of such above all else is
indicative of a biased approach. Value judgements are being made with regard to the
worth of paid work, the role of the labour market as a provider of economic and social
welfare and the overall objectives of contemporary social security policy. As long as this
particular approach dominates, the full potential benefits, particularly those relating to
women, of a CBI will remain peripheral to the debate. It is argued that the continued
emphasis on labour market participation rates and the advancement of flexible working
patterns subordinates issues of gender justice to those concerning economic efficiency.
This is considered a direct result of a governing bias in favour of traditional economic
theorising.

The first section in this chapter will outline the defining characteristics of a CBI,
which is followed by an examination of the relationship between a CBI and the operation
of modern labour market processes. A further section identifies the specific benefits of a
CBI in furthering the citizenship rights of women. Arguments posed in favour of a CBI,
which contain a gender focus, have to date been limited in that the emphasis remains
centred on labour market effects. Evidence, therefore, of a bias in favour of a particular
model of economic and social organisation exists within contemporary debates and this in
turn serves to inform the reform process. This argument lays the foundation for the
analysis contained within the following two chapters which trace the evolution of the CBI

concept. It will be argued that, although the proposal appears within a tradition of
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establishing an alternative notion of work, income and citizenship rights within capitalist
economies, consistency in the analytical framework employed is evident. This
consistency represents the dominance of a set of socially constructed ideals regarding the
nature of social and economic exchange in market economies. Undertaking to identify,
and subsequently deconstruct such ideals, provides a basis for thinking about a CBI in
terms of gender justice, free from any preconceived notions about how the world should
operate.
5.2 Defining A Citizens’ Basic Income

The characteristics which distinguish a CBI from any existing mechanism of state
supported cash transfer are the principles of universal'and unconditional entitlement. In
brief, a CBI would involve the granting of a regular equal income to each adult member
of society. Grants for children would be paid to parents or guardians®. Considering the
level a CBI should be set at involves engaging in debates on the derivation of official

poverty lines and subsequent discussion on what constitutes a minimum subsistence

" It is worth noting that no system of state supported cash transfer scheme can be literally defined as
unconditional. With a CBI scheme eligibility would be based on the recipients citizenship status. This gives
rise to questions of ‘who is a citizen’ and ‘what are the establishing criteria’? Such questions imply
conditionality and therefore merit further investigation when examining the actual implementation of a CBI.
However, for the purpose of this analysis it is assumed that the unconditional and universal nature of a CBI
implies that eligibility is dependent upon residency and requires no further action by the individual

* There has been no detailed discussion on the treatment of children within the current literature.
However it is generally assumed that the actual amount payable for children would be less than that paid to
adults. Passing reference has been made to flat rate as opposed to age-related grants for children and the
possibility of granting supplements to expectant mothers (see Parker, 1993:22). These issues, alongside

related questions of additional supplements for the elderly, the disabled, and housing costs are all important
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income. Clearly these are important issues worthy of further analysis. However the focus
of this study is to show how a social security scheme, not intimately linked to the labour
market, can serve to support the workings of market based structures, whilst at the same
time act to promote alternative forms of economic and social organisation. A CBI,
therefore, by recognising and allowing for a range of economic activity is in direct
contrast to current social security schemes which serve to favour, and even enforce, a
particular activity — formal employment. The value placed on employment in modern
capitalist societies is indicative of patriarchal structures and acts in constraining the
choices of many individuals, women in particular. If freedom from such structures is to
be realised, the right to an independent income must be wholly separated from the labour
market. Thus a CBI must be paid at a level deemed sufficient to meet basic needs, so that
any additional income earned is an indication of individual preferences as opposed to
being borne out of economic necessity. The grant would be paid regardless of factors
such as work status, previous employment records, current levels of income or social
living arrangements. A CBI would replace all existing income maintenance benefits and
the amount paid would not be subject to tax. The scheme would be financed via general
taxation and would involve the abolition of all personal reliefs set against income tax, as
they would be classified as benefits.

A CBI would involve full scale integration of the tax and benefit systems, which is
one of the principal arguments made in favour of the proposal. Current tax and benefit
measures are criticised for their complex delivery structures and their failure to reach

predefined targeted client groups. A CBI model benefits from simplicity in

considerations when discussing the actual form policy should take and further analysis in these areas is
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administration. Information required to establish entitlement is clearly defined, simple to
collect and monitor, and is not readily open to misinterpretation. The advantages with
regard to take up rates are obvious because of the explicit and uncontroversial eligibility
criteria. Likewise, assuming the scheme adopted is financed by a tax levied on personal
earned income, contributors are easily identified as anyone in formal paid employment.
Mechanisms for the collection of pay-as-you-earn taxes are well established in modern
capitalist systems, with technological advances resulting in improved information flows
and subsequent administrative cost reductions. Although the implementation of a CBI
would involve major reorganisation of at least two large government departments (the
Benefits Agency and the Inland Revenue in Britain), the costs of such should be
considered alongside the future savings to be gained from reductions in the administrative
burden. In considering the desirability of a CBI approach to income maintenance policy
in Britain, Clinton et al identifies administrative ease as one of the main advantages;

...one agency would be responsible for collecting taxes (basic income
contributions) and could also administer the ‘benefit side’ - the claim,
assessment and payment of basic incomes, although this might be provided
via existing benefit agencies. The tax raising function could be operated on
similar lines to the current system of the Inland Revenue for collecting
income tax. Administration would be somewhat simplified since there would
be a single basic income contribution to replace the current dual taxes -
income tax and national insurance. Basic income paid to all individuals could
operate in a similar manner to child benefit. A few fundamental details
would be required to claim basic income i.e. age and residence/citizenship

details. These may, in most circumstances, be able to be collected

therefore essential prior to the implementation of a CBI.

159



automatically from other systems and hence the administration would be
simple and easily centralised.

(Clinton et al, 1994:34)

One of the main problems arising with regard to ease of administration refers to the
period of claim. That is, current tax systems are usually based on annual assessments
whereas the administration of benefits involves employing a whole range of time periods.
This difference in assessment procedures reflects the fact that the delivery of benefits
should be designed in such a way as to ensure that the system responds appropriately to
frequent changes in circumstances. The use of differing time periods however should not
be viewed as a disadvantage of integration but rather as a design flaw which could easily
be addressed in the implementation process.

Perhaps a more crucial positive feature of the integration of the tax and benefit
systems is the potential such an approach has to remove the worst aspects of what has
become known as the ‘poverty trap’. This situation arises when high MTRs render any
rise in gross income financially worthless. With a CBI model, administered by a single
government department, such anomalies would not arise. The gains to be made from paid
employment would always be positive. Whilst the operation of current tax and transfer
mechanisms creates disincentives to work, the CBI model promotes labour market
participation within a system that clearly delineates functions of receipt and provision.
An added attraction of a simplified tax-transfer system is that it provides a favourable
framework for promoting European wide implementation (Roche, 1992:189).

Arguments against a CBI primarily focus on the claimed prohibitive costs and the
adverse effects such a scheme may have on work incentives. The tax rates required to

finance the granting of an ‘adequate’ level of income to all citizens are assumed to be
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both politically unacceptable (Alcock, 1989:123) and damaging to economic effort
(Parker, 1989:135). In fact, Parker, a supporter of unconditional income guarantees,
argues that the tax rates required to finance a full basic income would ‘institutionalise’
the unemployment and poverty traps rather than remove them (1991:13). Given that a
CBI has not yet been tested these claims are based on theoretical assumptions which lack
supporting empirical evidence. However, it is safe to assume that a policy which
advocates paying people in exchange for, what is perceived to be, ‘doing nothing” would
not attract much electoral support given the value modern society attaches to work. For
this reason due consideration has been given to analysing the positive effects a CBI
would have on labour market participation rates. Consequently, much of the
contemporary debate has focused on the CBI and its relationship with formal labour
market processes.
5.3 The Citizens Basic Income and Paid Work

Much of the literature has been devoted to analysing the effects an unconditional
income grant would have on existing patterns of work. (see, for example, Atkinson,
1995(b); Standing, 1986, 1992; Van Parijs, 1992b). Van Parijs summarises the main
issues by outlining three processes he identifies as leading to a more flexible labour
market;

...basic income can be viewed as an employment subsidy given to the
potential worker rather than to the employer, with crucially distinctive
implications as to the type of low-productivity job that is thereby made
viable. Secondly because it is given irrespective of employment status, the
introduction of a basic income abolishes or reduces the unemployment
trap, not only making more room for a positive income differential between

total idleness and some work, but even more by providing the
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administrative security which will enable many people to take the risk of
accepting a job or creating their own. Thirdly, basic income can be viewed
as a soft strategy for job-sharing, by providing all with a small
unconditional sabbatical pay, and thereby making it more affordable for
many either to relinquish their job temporarily in order to get a break, go
self-employed, or to work durably on a more part-time basis.

(1996:65)
A CBI, therefore, should not be viewed as a proposal that threatens the policy goal of
encouraging active labour market participation but rather as one which meets the needs of
a labour market adapting to technological change, the phenomena of ‘jobless growth’ and
intensifying international competition.

In recent years modern labour markets have been characterised by an accelerated
growth in precarious and more flexible forms of employment. Corresponding increases in
income inequalities have been accentuated by the implementation of government policies
informed by supply-side economics. Furthermore in the wake of international stagflation
in the 1970s, the western world witnessed the onset of chronic mass unemployment.
Individuals may find themselves excluded from employment for extended periods which
forces them into situations of welfare dependency, or they may find that inclusion into
the labour market depends upon taking jobs which are insecure and low paid. Micro-
flexibility in labour markets is associated with labour force fragmentation between ‘core’
and ‘periphery’ employment effectively marginalising those individuals unable to secure
full-time, regular jobs. Such marginalisation has become one of the main sources of the
‘new’ poverty, outlined in the previous chapter, evident across Europe (Cross, 1993;
Standing, 1992:52). Furthermore, Cross identifies marginalisation as ‘typically affecting

identifiable groups, with few chances for advancement or wealth accumulation’ (1993:7).
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Successful anti-poverty policies must therefore take account of both marginalisation and
exclusion and identify those typically affected. Social security systems institutionalised at
a time of high and stable levels of employment, with full-time male jobs as the norm, are
no longer effective in meeting the needs of the ever expanding numbers of individuals
joining the ranks of the ‘new poor’ or the ‘socially excluded’.

The provision of income security would enhance an individual’s opportunity to
make real choices with reference to economic and non-economic activities throughout the
course of their lifecycle. Targeted income maintenance programs pre-define specific life
situations which render individuals, or groups of individuals vulnerable to poverty. An
alternative anti-poverty strategy such as a CBI, which does not involve the categorising
and continual re-categorising of eligible beneficiaries appears promising given the
volatile nature of modern labour markets and uncertainty regarding the future. A CBI
scheme would serve to meet the twin objectives of preventing poverty and enhancing
labour flexibility. Economic and social policy would once again be integrated into a
single simple coherent strategy. However, although attempts have been made to illustrate
both the social and economic gains to be made by severing the link between work and
income, the arguments thus far can be criticised for being too narrow in focus. For
instance, the focus within the literature on demonstrating how a CBI could serve to
enhance labour market flexibility assumes that formal labour market participation is the
desired end result. Furthermore, it is indicative of a perspective that is blinkered to the
possible advantages to be derived from alternative ‘end results’.

In considering a CBI, which she refers to as a basic income guarantee (BIG)

proposal, Orloff agrees with those who advocate the scheme on the grounds that it
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effectively decreases exit costs thereby allowing both men and women engaged in ‘nasty
wage-work’ to leave those jobs (1990:3). The subsequent reduction in the ‘pool of cheap
labour’ may indeed lead to an improvement in employment conditions with respect to
unpleasant and menial jobs. However, she is sceptical about the effects the scheme would
have on the character of women’s paid work. For Orloff the ‘freedom from toil” afforded
by the introduction of a universal cash grant, have very different implications for men
and women. Although the scheme has the potential to increase the relative value of ‘bad
jobs’ it does not offer the same potential in increasing the relative value of women’s
unpaid domestic work;

Are there technological innovations which will change the character of the
work of caring for people, including infants in diapers, sick toddlers, the
incontinent elderly, and those ailing in hospitals? And if not just who is
going to do this dirty work? It is possible that the BIG would function to
raise the pay for service sector jobs, but then who pays? The families who
rely on this care? Or will women be ‘encouraged’ to ‘specialise’ in doing
this work - unpaid, but with a BIG to cover their ‘basic’ need? [Orloff’s
own emphasis]

(ibid:3-4)
Although she argues that the BIG may ease the financial situation of those individuals
who opt to specialise in nurturing activities, she dismisses it as a stand alone welfare
reform proposal because it fails to directly address traditional gender-based divisions of
labour within the domestic economy. Her preference is for a package of reforms which
serve to challenge the;

...various ways in which the workforce is intransigently hostile to those
who want to combine wage work and nurturing (of children, parents,

whomever)
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(op cit)
Orloff considers the encouraging of paid-work to be an essential component of any future
welfare reform proposal;

...I would argue that jobs offer far more benefits than does unpaid labor in
the home (even with a BIG): in addition to material resources, they provide
networks of co-workers, self esteem, an arena for demonstrating
competence...The coming labor shortages in the United States offer an
unprecedented opportunity for the feminist movement to challenge the
character of workplace practices, since women are needed as workers; it
strikes me as myopic to ignore this potential in favor of arguing for a
(better-paid) return to the home. Workplace innovations already suggested
by various feminists and family policy reformers include sharing work
through a shorter work day and longer vacations. This would not only
spread the available work to more of those who desire it (thus parallelling
the goal of BIG to share the resources of work); it would make it far more
possible for people - men as well as women - to combine parenting and
wage work, without giving up the benefits of either - and without suffering
from the second-class work citizenship of part-time workers in a world run
by full-time workers.

(ibid:4-5)
For Orloff then the benefits afforded by a BIG in terms of promoting gender equality are
negative in that it merely serves to alter the balance between staying at home to undertake
unpaid caring activities and engaging in poorly paid work. The nature of women’s unpaid
work within the household is not explicitly recognised and it is unlikely that a BIG alone
would increase the value society places on such work. Whilst rates of remuneration and
conditions of service may improve in other sectors of the economy, due to the

introduction of a minimum income guarantee, the same would not be true of caring work.
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This leaves Orloff concerned about who will remain responsible for this type of work. If
the state is not willing to ‘absorb the costs of positive alternatives to private caregiving on
top of the cost of BIG’, Orloff concludes that the BIG may serve to institutionalise
womens’ position within the home rather than emancipate them (op cit). It is for this
reason that Orloff prefers a reform agenda that focuses on the world of paid work, rather
than a BIG. She believes that the goal of gender justice is best served through the
introduction of ‘family friendly’ policies which make it easier for those who wish to
combine paid work with their respective domestic responsibilities.

Although Orloff raises valid concerns regarding the nature and value of caring
work and how a minimum income guarantee would impact on such, her tendency to view
the BIG as compensation for non-access to the formal labour market is limiting. By
basing her concerns on the economic and social benefits to be derived from paid work,
Orloff appears to be considering a BIG solely in terms of how it will replace current
systems of social security provision. The introduction of a guaranteed subsistence income
is to be applauded in the sense that it addresses the basic financial needs of the
impoverished. However, on its own it has no, or very little impact, on those individuals
marginalised or excluded from the labour market and as such find themselves segregated
from the mainstream. In fact rather than easing social and economic deprivation ‘a grant
may be but a more generous pay-off to get the residents of the ghettos to stay where they
are’ (Orloff, 1990:5). This line of reasoning can be criticised for failing to recognise the
potential a CBI may have in shifting the sands of the world of work. It follows from an
undisbutable faith placed in the labour market as the primary source of both economic

and social well-being. The question remaining, given the contemporary character of
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poverty and social exclusion, identified in the preceding chapter, is whether or not the
labour market can perform such a fundamental role, but more importantly whether it is
desirable to expect it to do so?

Responding to this question allows for discussion around the wider benefits to be
derived from a CBI. In contrast to existing social security measures, a CBI does not
explicitly link income provision with work. In this sense it can be regarded as an
emancipatory measure in that it serves to free individuals from the necessity of toil.
Individual preferences are better served by a policy that allows for freedom of choice as
opposed to one which limits choice in favour of labour market participation. A family
policy agenda may indeed resolve the difficulties experienced by some in entering, or
sustaining, employment but does little for those individuals not constrained by family
responsibilities. What a CBI offers is real freedom for all individuals to choose between
work and non-work. Rather than being representative of a policy that responds to some
pre-determined individual situations, the CBI should be viewed as a measure which
adapts to a whole range of individually defined life choices. Some individuals may
indeed derive great pleasure from work, but any policy which has at its core an assumed
notion that work is a ‘good’ thing does not allow for freedom of expression for all in
terms of individual preferences. However, it is worth noting that adopting such a line of
reasoning does not imply an opposition to work intrinsically but rather takes into account
the fact that, for many individuals, the experience of work is not necessarily liberating.
For instance, some people may view the work that they are required to perform as
unpleasant, or;

..they see it as something which restricts opportunities for developing

themselves in ways they would most like to grow. People have different
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needs and desires vis-a-vis trade offs between income, work and leisure.
Presently, economic reality and public policies do not allow people who
define personal happiness and freedom more in terms of greater free time
than in terms of work and a high income sufficient avenues to fulfil their
desires.

(Needham, 1994:11)

Justifying a CBI along these lines is a challenging task given the relative worth
attributed to work in modern society, and when considering the institutionalised nature of
both the economic and social structures associated with the world of employment.
However, it is argued that any further attempt at moving the debate forward must
progress from a focus on the work/non-work dichotomy and instead focus on how a CBI
presents as a policy with potential benefits that go beyond the realms of the labour
market. It is with regard to this claim that the following analysis is premised on. In order
to strengthen the case made for a CBI, it is considered essential that an investigation is
initiated into how the proposal would promote the form of freedom Needham refers to.
That is, how would the CBI allow for a greater degree of autonomy in the pursuit of
individual preferences and indeed is this a desirable public policy goal. Given that the
promotion of gender equality is often cited as one of the main benefits of a CBI, and that
the issue of caring work remains a controversial topic within the debate, the following
section will outline the advantages of the proposal for women. However, it should be kept
in mind that the focus is to demonstrate the actual impact a CBI would have on individual
life experiences, and that the emphasis on women should not be viewed as limiting. On
the contrary, analysing the specific impact a guaranteed minimum income would have on
the nature of womens lives and work, serves to illustrate how a CBI can act in the

removal of constraints imposed on individual choices. A similar analysis could be applied
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to any identified disadvantaged group in society. However, if the underlying purpose is to
show how a CBI allows for greater freedom for all, the focus on women is indicative of
the nature of current institutionalised structures of constraint with regard to the world of
work and income.

5.4 Women and a Citizens Basic Income

The existing literature focusing on a CBI as a possible welfare reform strategy is
lacking in rigorous feminist analysis, which is disappointing considering the potential
such a proposal has for promoting gender justice. Attempts have been made to
incorporate the situation of women into the various competing arguments. However, with
objectives relating to the operation of formal labour market processes alone it is unclear
how the resulting analysis can do anything other than ‘add women and stir’. What is
meant by this criticism is that the current debate is characteristic of an approach which
simply adds ‘women as subjects without changing the tools of analysis’ (Ferber &
Nelson, 1993:6).

Formal social security arrangements have traditionally served men more favourably
than women. This is in part due to the direct relationship between insurance based
benefits and the labour market, but is also an indirect consequence of policies which fail
to recognize the diverse roles of women as wives, mothers, workers and carers. Women's
historically limited access to the labour market and their lower earnings relative to their
male counterparts are well documented. Consequently, women are disadvantaged in
terms of rights to benefits within a system based on contributions made whilst in paid
employment. Legislation promoting the removal of discriminatory policies has served to

enhance women’s formal position as claimants and to establish their rights to benefits.
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However various social and demographic factors, such as the increase in single parent
households (predominately female headed); women’s longer life expectancy and the
unpaid work undertaken primarily by women in providing welfare within the household,
further contribute to gender bias in the operation of social security systems. Ignoring such
factors when designing systems inevitably results in unequal outcomes. Social security
programs which continue to emphasise the role of the worker, alongside the traditional
male-breadwinner family model, implicitly promote male citizenship whilst
simultaneously denying womens’ full inclusion as citizens by assuming their dependency
on men.

References made to women within the CBI literature have primarily focused on the
advantages an unconditional income guarantee offers through promoting equal treatment
between the sexes; recognizing the value of unpaid work; providing income security
outwith the traditional labour market thereby strengthening family life; improving work
incentives and incentives to invest in human capital; securing financial independence
within families and providing the basis for a more equal sharing of domestic
responsibilities between men and women (see for example Jordan, 1988:118-119,
1992:171-172; Parker, 1993; Walter, 1989:116-127). All of these perceived outcomes can
be applied equally in an analysis of the benefits a CBI would have for men. Establishing
a right to a basic income independent of work would have major consequences for
women in determining their life choices and would provide the foundations for a
rethinking of the relationships between men and women in families. However the formal
establishment of equal rights does not necessarily lead to equal outcomes. Although

income security is a powerful tool by which to influence any individual’s choices it is not
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a unique factor in determining those choices. Therefore, although the advantages a CBI
would have for women, listed above, may indeed be realized, they follow from
generalized assumptions about patterns of mens’ behaviour.

It would seem then, that there is a major gap in the conventional case made for a
CBI which results from an androcentric preoccupation with paid work and the labour
market at the expense of provisioning/caregiving work performed outside the labour
market. More convincing arguments could be made for a CBI on the grounds of gender
justice by providing insights into the range of structures constraining women’s choices.
This claim will be examined in a later chapter. However, it is considered a necessary first
step, in the process of developing a feminist case for a CBI, that the assertion made
regarding evidence of a bias within the current debate is further investigated.
5.5 Providing Evidence of an Androcentric Bias

The preceding sections indicated that contemporary debates focusing on the CBI
proposal have been strongly influenced by an adherence to a traditional economics
framework. This is particularly apparent when considering the persistent explicit links
made between social security policy and the operation of the formal labour market. Thus
the arguments made so far, both for and against, a CBI remain constrained by narrow and
limiting assumptions about the purpose of state supported income guarantees. Tracing the
origins of the idea that the state should act to provide some form of universal, and
unconditional, income guarantee provides evidence of the historical nature of the
prevalence of such assumptions. However, the process of doing so also serves to verify
the existence of alternative and more radical approaches to social security policy. It is

argued that such approaches present the opportunity to visualise a wider range of policy
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options when considering the future of social security arrangements in modern capitalist
societies.

The bias, indicated in the literature, towards conceptualising social security policy
as a tool for remedying particular market failures, and thus promoting economic
efficiency, inevitably results in reform debates being constrained by a set of intractable
obstacles. These obstacles effectively serve to limit the consideration given to policy
options which focus on objectives other than those specifically related to supporting a
traditional work and pay relationship. Policy proposals not primarily directed at
promoting the efficient operation of the formal labour market remain at the margins of
the reform debate. It is for this reason that such proposals are viewed as ‘radical’. That is,
they represent a departure from the ‘norm’ by requiring a rethinking of the terms of
reference which have come to dominate the reform agenda.

As previously argued, a multiplicity of objectives can be associated with social
security policy and ranking the relative importance of such has obvious implications for
the resulting policy design. Evidence of the prioritising of objectives can be found in the
CBI literature and thus the design of the proposal has been presented in differing guises.
It will be argued that the principal modifications made to the concept of an unconditional,
and universal, minimum income guarantee follow from a desire to promote a CBI as a
reform package that conforms with the demands of modern capitalist structures. Given
the nature of present social and economic arrangements, it is necessary that this link be
made. However, what emerges from the literature, both historical and contemporary, is a
common thematic emphasis on assigning superiority to a particular model of capitalism.

That is, it is generally assumed that social security policy should be designed in
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accordance with the needs of a competitive, growth orientated, monetised market
economy.

The following two chapters will explore the development of the CBI proposal,
specifically in terms of its relationship to traditional debates on economic efficiency. The
argument will be made that the main body of literature provides evidence of a continuing
emphasis on preserving a traditional productivist work and pay relationship within the
debate. This focus is criticised, in general terms, for locating the CBI proposal within a
predefined reform program, and in particular, for illustrating a gender bias in that the life
experiences of women are largely ignored. Furthermore, providing an outline of the
evolution of the CBI concept will aid in clarifying what is actually understood by the
proposal and illustrate that concentration on social security reform as the main agenda is
misleading. However, for the purpose of identifying a bias this outline must be developed

within an appropriate analytical framework.

5.6 Developing an Analytical Framework

5.6.1 Identifying Bias in the Method of Approach
It 1s in the method of attack on its problems, that modern inductive science

offers such a striking lesson to politics and legislation; in recognising the
existence of certain forces in the universe which have real validity, and that
in consequence its triumphs must be achieved by ascertaining the nature of
these forces and, taking them as they are, employing and combining them
to achieve the desired result. But the whole of our modern civilisation is
hedged in, distorted, and confused by a number of limitations which have
no validity other than that which we choose to give them.

(Douglas, 1924:45)
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The concept of a basic income for all has attracted attention, on an academic level,
from a wide range of disciplines within the social sciences. Support for the proposal has
also been heralded by practitioners in the political arena, from both left and right wing
perspectives, and from those actively involved in campaigning for state action to improve
the living conditions of impoverished members of society. The wide and varied base of
support indicates that arguments in favour of a CBI originate from a diverse range of
viewpoints regarding the nature and purpose of state activity in the field of income
maintenance. However, it is possible to categorise these viewpoints in terms of two
general concerns regarding the outcomes associated with the free operation of market
economies. The process of economic exchange in an unregulated market generates
income inequalities, and in many cases, renders inefficient results due to the inherent
nature of identified market failures. Promoting the objectives of economic efficiency
and/or social justice are normally cited as the justifying principles for state intervention
within a predominately capitalist framework. It is not contentious to assert, then, that the
accepted starting point in arguing for social security policy involves a consideration of
the dual objectives of efficiency and equity.

With regard to economic efficiency, the theoretical framework, and policy
prescriptions, are made quite explicit within the neo-classical model of economic
analysis. By accepting the validity of certain behavioural assumptions the consequences
of a particular action, or even inaction, can be predicted. Commenting, and acting upon,
the objective of equity is not as straightforward, at least in a technical sense. The concept
of equity is essentially normative in nature in that it involves making judgements as to the

relative ‘fairness’ of differing patterns of income distribution. Thus, arguing for policy on
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the grounds of promoting equity implies that some notion of social justice has been
decreed, and subsequently employed, in the analysis. Policy recommendations, in this
instance, will be informed primarily by moral value judgements as to what constitutes a
socially just allocation and distribution of resources. Questions of social justice attract
attention from a wide and diverse range of interested parties. For example; politicians
seeking votes; environmentalists concerned about the continued depletion of the worlds
natural resources; womens movements motivated by their desire to promote gender
equality; and individuals, or groups of individuals, who act to protect and further their
own respective business interests, are indicative of the very different perspectives held on
issues of social justice. Given the myriad of interests represented in any discussion on
social justice it follows that a wide variety of policy recommendations will emerge from
the debate. Any useful analysis of social security policy must therefore account for
influences that are ‘political’ in nature;

Social Security measures are generally perceived as required because
market related economic processes generate inequalities, with
consequences in terms of individual deprivation which are deemed to be
politically unacceptable, either because of the threat they pose for social
order or because of political movements and ideologies which demand
remedial measures.

(Hill, 1990:3)
It would appear, then, that debates on social security reform could be broken down
into two distinct processes. Questions of economic efficiency are considered within a
framework of deductive reasoning, based on ‘factual’ propositions about human
behaviour. The practice of doing so gives rise to claims of positive scientific analysis in

that theories can be tested by appealing to the relevant empirical evidence. The focus on

175



equity, however, follows a more normative route in that discussions are largely informed
by the opinions of policy analysts. Particular values, and subsequent policy prescriptions,
will be ranked in accordance with perceived notions as to what constitutes a just society.
Ascribed values are therefore given as the justifying principles for state intervention,
which inevitably leads to a great deal of controversy regarding policy direction.

Making the distinction between positive and normative constructs in the analysis of
social security policy mimics the process adopted within traditional economic theory. By
emphasising the preserve of scientific methods, the traditional economics approach is
dominated by techniques believed to be wholly objective. The inherent preference for
‘positive economics’, displayed in neo-classical paradigms, is transferred to the social
security reform agenda. The process of categorising analytical frameworks is arguably a
mechanism for establishing a hierarchical structure in considering the objectives of
policy. Those which can be analysed within a model which employs logical methods of
scientific reasoning will be favoured in the research process over those which are subject
to scrutiny in terms of identifying and prioritising a particular set of subjective values.
Thus, in the ranking of objectives, superiority is assigned to achieving economic
efficiency. This is mainly because, as a concept, it is technically easier to quantify.
Furthermore, by appealing to theories, based on assumptions derived from observed
patterns of individual behaviour, the process of justifying policy prescriptions can claim
to be value free. This effectively reduces the potential for controversy by presenting
policy as an essential remedy to previously identified, and agreed upon, real world

phenomena.
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However, claims of objectivity are to be treated with caution. The basis of any
positive statement, that is one which can be validated or falsified by appealing to
empirical evidence, is in itself normative. To illustrate this point Culyer considers the
essentially positive statement, widely used in the economic analysis of social policy, that
the introduction of a subsidy on the price of a service will result in increased levels of
consumption of that service (1983:3). Although the statement itself can be categorised as
positive, in that it can be tested by examining the consumption patterns of individuals
before and after the subsidy is introduced, the fact that it is considered a proposition
worthy of study at all stems from a value judgement relating to desired consumption
levels. That is, explicit interest in the analysis of behavioural responses to subsidies
suggests an implicit interest in the outcomes of such a policy. Concern regarding
outcomes is inextricably linked with subjective notions of what is considered to be an
acceptable level of consumption, both at an individual and at a social level. This
acceptable level may be determined by appealing to a range of arguments such as those
relating to economic efficiency, equity or political expediency. Whatever the justifying
principles employed, the process of prioritising objectives and expressing an interest in a
desired outcome provides evidence of the existence of value judgements in any positive
analytical process.

However, as Culyer argues, this does not mean that the practice of distinguishing
between the positive and the normative in the analytical framework is meaningless;

the fact that a positive analysis may have a normative motive does not of
itself make that analysis normative. Nor does the fact that normative
analysis includes positive analysis make positive analysis normative.

(ibid:4)
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He goes on to argue that what is crucial is that the practice of making judgements is
identified and understood in the use of the normative and positive dichotomy;

Note that both involve judgement: one can never be perfectly sure either
that a behavioural prediction will actually be borne out (our theories are too
imperfect for that) or that others will interpret the evidence in the same way
as oneself (the evidence is rarely unambiguous enough for that), nor can
one be perfectly sure either that one’s values are shared by others or that
one’s own values are perfectly consistent with one another. There is
however, an important difference of principle between the two kinds of
judgement, for in the case of positive judgements concerning ‘what will
happen if..." it is possible to reduce arguments, where people differ in their
judgements, to questions concerning the relevant and valid use of logic and
the relevant and valid interpretation of the facts. In the case of value
judgements, argument ultimately boils down also to questions of logic and
fact but also - and herein lies a major difference - to differences in views
about equity, social justice, political values, and so on: in short to
differences in what may turn out to be fundamental views on what

constitute the good society.

(op cit)
Culyer, although a subscriber to the traditional economics framework of favouring
positive scientific analysis in the study of social policy, recognises that value judgements
are an inherent feature of such an approach. For Culyer, this recognition does not serve to
diminish the usefulness of positive economic analysis. Rather the principles of ‘logical
validity and empirical validity’ prove to be valuable tools provided they are not employed
in a limiting sense, that is with regard to a single set of values, but are drawn upon to

‘explore a variety of different values’ (ibid:5).
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Therefore, although most economists would accept that claims of objectivity in the
application of economic analysis to social policy are flawed, the practice of adhering to
the positive approach serves to counter this criticism. That is, by emphasising their
technical expertise in explaining the implications of policy, both existing and proposed,
economists assume the role of specialists in informing value judgements as to what
‘constitutes the good society’. However, it can be argued that the focus on achieving the
goal of social efficiency, both in the allocation and distribution of resources,
demonstrates a particular bias and thus policy will be directed in this area. Although the
methods practiced in the traditional economics approach approximate a scientific
impartial methodological framework, it is implicitly assumed that the principal goal of
policy is to maximise the fulfilment of individual preferences, which in turn will promote
the ultimate aim of achieving efficiency. Thus the normative content of the neo-classical
framework involves more than ‘questions concerning the relevant and valid use of logic
and the relevant and valid interpretation of the facts’. The generalised thesis of the
economics model is that scarcity implies choices. The maximisation of social welfare,
and so efficiency, will be the end result if resources are allocated in accordance with
individual preferences, which are in turn indicated by their individual choices. Thus;

The efficiency criterion can rank alternative situations by reference to their
ability to satisfy the preferences of consumers, given their money incomes,
but produces no agreed method for deciding what relative incomes should
be.

(Wiseman, 1991:60)

Intrinsic to this thesis is the assumption that individuals will always act to maximise their

own personal satisfaction and in doing so their choices are both freely made and
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expressed. Constraints on choice, other than those associated with money incomes, are
effectively ignored. Issues concerning the distribution of resources, therefore, remain
outwith the scope of the model. Commenting on equity is thus considered a matter
determined by the personal value judgements of the commentator, rather than a practice
which can be supported by appealing to a process of logical deductive reasoning. For
Wiseman, this illustrates the limitations of the welfare economics component of the neo-
classical framework;

The explanation of this situation lies in the fact that, although it purports to
be a genralised logic of choice, this welfare thesis is essentially concerned
with choice-through-markets.

(ibid:62)
Herein lies the most crucial value judgement contained within the traditional economics
approach to policy analysis, which tends to go unrecognised (at least in a formal sense) -
the accepted dominance of markets in determining social arrangements. As Wiseman
goes on to argue;

...the market operates in the context of a set of institutions and constraints
which are themselves in one way or another also the outcome of the
choices of citizens. The relationships between such institutions
(constitutions, governments, legal systems) and markets is intimate and
complex, and there is no obvious reason to evaluate the efficiency of social

arrangements by reference to the operation of only one of them.
(op cit)
The overarching emphasis on efficiency over equity; the unremitting attachment to
‘scientific’ methods of analysis, and the exclusive focus on the market constitute the

basic elements of the neo-classical construct. It is argued that these elements themselves

originate from statements of subjective value and thus the analytical framework is
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essentially normative in nature. The traditional economics approach to policy analysis
can in itself be described as comprising a set of generalised beliefs as to what constitutes
a ‘good society’. However, this is not always immediately apparent and as Wiseman
argues; ‘the neoclassical construct facilitates the introduction of personal value
judgements which then assume an unmerited ‘scientific’ status’ (ibid:64). It follows then
that the practice of making scientific conclusions based on empirical evidence, which
forms the basis of the neo-classical framework, is fundamentally premised on a set of
personal value statements regarding the ‘right’ way of doing things. To claim therefore
that this approach to policy analysis represents an unbiased methodological framework
for the purposes of explaining policy outcomes, and thus informing policy direction, is
erroneous. Furthermore a continued exclusive adherence to this approach represents a
particular bias, albeit disguised, with regard to the nature of social and economic
arrangements.

Any useful analysis of social security policy must account for this bias and attempts
should be made where possible to distinguish vested interests from fact. In examining the
CBI literature evidence emerges of a continual emphasis on preserving a traditional work
and pay relationship. It is argued that this emphasis represents a similar bias to that found
in the welfare thesis of neo-classical economic theory. That is, policy is considered in
terms of its intrinsic relationship to the workings of a market economy. Certain
assumptions are held regarding the behaviour of individuals, particularly with reference
to motivational issues; the role of government and the functioning of market determined

transactions. Following on from these assumptions, a process of logical deductive
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reasoning produces policy prescriptions that conform to the ideals associated with an
efficient market economy.

As indicated in the introductory chapter, the purpose of social security policy can
be directly associated with both economic efficiency and equity goals. That is, systems
are designed with specific reference to the goal of supporting the workings of the market
economy, but state administered income maintenance measures can also be considered in
terms of the role they play in promoting social citizenship rights. This dual, and often
conflicting, function of social security policy informs the analytical process in that
systems are assessed according to their impact on both efficiency and equity. More
specifically, the tendency in the practice of analysing state supported income
maintenance schemes has been to concentrate on three distinct but interrelated principles;
1) the advancement of the right to a minimum income; 2) the body of work devoted to
analysis of the traditional wage mechanism in an attempt to separate work from pay; and
3) the concern for the furtherance of the principles of individual freedom and personal
autonomy. Reference to these principles, with varying degrees of emphasis, is to be found
in the literature pertaining to the CBI concept. However, it is argued that common to the
various arguments is an underlying focus on the question of economic efficiency.
Although reference is made to the objective of equity and the promotion of citizenship
rights, such issues have been considered within the confines of market based economies.
In accounting for the evolution of the CBI concept it can be demonstrated that the
continued application of neo-classical methods and theories have resulted in ‘interests’

being subsumed in what has been presented as fact. Thus the constraining features of a

182



sociallly constructed academic discipline spill over into applied areas with equally
limiting consequences.

In order for the debate to progress beyond such a confining framework it is crucial
that these ‘interests’ are identified. It is in this sense that the analytical approach adopted
is similar in content to the methods employed in a feminist economics analysis. That is,
the intention is not to disregard or even exclude questions of economic efficiency from
the debate. The purpose is rather to engage in discussion which formally recognises the
inherent bias displayed in both historical and contemporary debates regarding the CBI
proposal, thus enabling the development of a broader discussion, incorporating a wider
range of ‘interests’.

The purpose of inquiring into the origins and development of the CBI concept is
therefore to demonstrate the limiting effects of adhering to a particular set of assumptions
regarding the nature of social and economic arrangements. However, in doing so it is
equally important to note the relevance of external influencing factors. An intellectual
history of the CBI idea which reads like a ‘list of who said what’ would merely provide a
chronology of ideas. The evolution of theories concerning minimum income guarantees
must be examined with regard to the prevailing political structure and socio-economic
organisation of the period. The task then becomes one of identifying the various social,
economic and/or political pressures and assessing their relative importance in the forming
of policy. The primary focus remains that of tracing a common, and dominant, practice of
prioritising the goal of economic efficiency, defined in accordance with a traditional neo-
classical model of the market economy. However, the analysis will also serve to identify

and dissect various attempts to wed philosophical ideals concerning social justice with
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the practical solutions advocated, giving due consideration to the influence of the existing
political and economic climate as well as to that of opposing doctrines. In this sense the
approach adopted can be described as a ‘political economy’ approach. That is, the
analysis combines questions of economic efficiency with the goal of promoting moral
and social justice and situates such within a framework that accounts for the numerous
factors which influence the policy process.
5.6.2 Identifying Bias in the Subject Matter: Incomes in a Market Economy

Individual incomes in modern market economies are primarily determined by the
degree of control or ownership an individual commands over the factors of production -
land, labour and capital. Subsequently, alterations in patterns of income distribution will
result from market transactions which effectively serve to alter patterns of resource
allocation. Within the neo-classical framework it is assumed that individuals, motivated
by a desire to maximise their own personal utility, will act independently and
autonomously when engaging in their respective market transactions. Thus, sources of
income are derived directly from individual action in the market place and the level of
such can be attributed to an individuals ability to accumulate resources. For Heilbroner, it
was this ‘idea of gain as a normal guide for daily life’ that marked the end of societies
organised around the principles of tradition and custom and the birth of the modern
capitalist economy (1980:24). Accepting the market as the guiding principle of economic
organisation gives rise to new forms of social and economic relationships which, as
Heibroner argues, are primarily informed by the actions of ‘economic man’;

The problem of survival was henceforth to be solved neither by custom nor
by command, but by the free action of profit-seeking men bound together

only by the market itself. The system was to be called capitalism. And the
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idea of gain which underlay it was to become so firmly rooted that men
would soon vigorously affirm that it was an eternal and omnipresent part of
human nature.

(ibid:35-36)
Setting aside inherited property and capital ownership, paid work is the main source of
income, or rather the main means of accumulating resources, for the majority of
individuals in market based economies. Paid work, therefore, is an essential feature of the
market economy;

...present-day market-oriented economics was conceived by Adam Smith
at the same time that markets for hiring labor were becoming more
widespread, suggesting an intrinsic link between the wage system and the
market economy. Not surprisingly, anyone who would dare to question the
wage system is automatically seen as either anti-capitalist or utopian, and
certainly as a most questionable economist.

(Lutz and Lux, 1988:154)
Furthermore, as Lutz and Lux argue, viewing paid work, or rather the operation of the
traditional wage system, as a necessary ingredient in the functioning of the modern
economy is an uncontroversial hypothesis across the political spectrum. They point out
that contemporary orthodox Marxists have a problem with paid work only when it results
in the generation of private profit;

Eliminate these ‘fruits of exploitation’ and there is not much that is wrong
with the paying of wages. There is, then, a strange common ground shared
by the two rival ideologies of today: they both are committed to the
institution of wage labor.

(ibid:155)
It can be argued then that, although the promotion of and adherence to the capitalist mode

of production and distribution resulted in a growing awareness of the ‘evils’ of such a

185



system in terms of wealth distribution, the traditional wage system has been accepted as
an unquestionable and immutable element of capitalist economies.

It follows that attempts to resolve questions of equity, economic efficiency and
citizenship rights within a capitalist market based framework have tended to focus on the
workings of the wage mechanism. The subject of work and pay has attracted the attention
of those with an interest in preserving existing capitalist institutions in their bids to ensure
greater efficiency. Similarly, attempts at promoting greater equity or advancing the rights
of citizenship, within the confines of a market economy, have generally targeted issues
such as low pay, employment rights, the role of the state as compensator for loss of
employment and actively securing adequate levels of work. Finally any proposal which
posits alternative forms of political and economic organisation must contain some
reference to issues pertaining to work and pay given the current prominent role such
plays in the functioning of modern socio-economic relationships. Thus the desire to re-
evaluate, or even restructure, the traditional relationship between work and pay, emerges
as a common doctrine amongst economists, social reformers and political analysts alike.

The CBI debate has not escaped this primary focus. Evident throughout the
literature is an overarching theme of questioning the existing wage system. As previously
argued, the emphasis may differ in terms of the motivating force in arguing for a CBI.
Concern regarding the income security of individuals operating in a market economy has
attracted many to the CBI concept with a view to instituting and preserving a notion of
citizenship rights within an economic system governed by market principles.
Furthermore, questions of wealth distribution and its impact on the efficient workings of

the market economy have resulted in attention being drawn to the threat widespread
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poverty poses for the functioning of capitalist structures. A CBI becomes relevant to such
questions in that it presents the opportunity to promote efficiency in the labour market.
Finally, a CBI has been viewed in terms of its potential for promoting individual
freedom. The free market holds no guarantees in terms of gender or racial equality,
personal autonomy and independence, as well as income security. A CBI can be
conceived of as a mechanism for promoting such goals without radically altering the
relationship between the state and the market, thus preserving the fundamental principles
of capitalist societies.

All of the above arguments have been employed in the literature supporting a CBI.
Differences in emphasis have resulted in a range of variations on the CBI model being
proposed. However, it is argued that common to all such proposals is an underlying
assumption that engaging in paid work in a market economy is continually viewed as the
main source of economic and social survival. This issue will be returned to in chapter
eight. For the moment the purpose is to demonstrate the bias inherent in the literature,
which is akin to that found in traditional economic theory. That is, the practice of
assuming the dominance of a particular framework in determining modern socio-
economic relations serves to limit the reform agenda with regard to state supported
income maintenance policy. Accepting, and indeed actively promoting, the principal role
of formal market oriented work in determining individual incomes, leads to the
subsequent assumption that any alternative source of income is either secondary,
temporary or compensatory. The implication for the CBI proposal is that it is placed
within a dualistic hierarchical structure with obvious negative consequences in terms of

implementation prospects. Policies aimed at promoting and preserving the traditional
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work and pay relationship will be favoured over those that can be construed as radically
opposed, or even independent to that relationship. Thus, the task for those who support a
CBI has been to make the glove fit. Arguing for a CBI on the grounds that it is a policy
proposal that conforms with the model of modern capitalist development proves to be the
favoured approach. In doing so the demands imposed by accepting the supremacy of the
market economy, along with the implicit assumptions relating to the behaviour of
‘economic man’, are met.
5.7 Conclusion

At first sight a CBI presents as a promising proposal for the reform of income
maintenance policy. On a macro level it has the potential to promote both overall
economic efficiency and social justice. While, on a micro level a CBI can arguably be
viewed as a measure that corresponds with, and indeed assists, in the functioning of
flexible labour markets. Conversely a CBI can be construed as damaging to economic
performance in that it threatens the incentive to engage in paid work. Assessing the
validity of such claims, both for and against a CBI, although considered a necessary
feature of the reform debate, was not the prime intention of this chapter. The purpose was
rather to show how thinking about a CBI in these terms, that is, with explicit reference to
the relationship between social security policy and the operation of the formal labour
market in capitalist economies, is indicative of a narrow and limiting approach. It follows
from a failure to fully appreciate the purpose and nature of social security policy in
modern economies and a subsequent limited understanding of the CBI proposal, which in
turn, results from a continued and exclusive adherence to neo-classical economic theory

in the analytical process.
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A CBI has the potential to promote real freedom for all but this aspect of the
proposal will never be fully recognised as long as it continues to be regarded within a
framework defined by the governing principles of mainstream economic thought. The
implicit faith bestowed upon a particular model of economic and social organisation,
inherent within neo-classical theory, occupies the policy agenda. Thus reform proposals
are considered with this agenda in mind. With reference to income maintenance policy in
particular this results in a privileging of the traditional work and pay relationship. That is,
policy is considered, first and foremost, with respect to the impact such will have on
formal labour market processes and any other possible outcomes are subsequently
neglected in the analytical process. Arguing for a CBI within this perspective indicates
that the whole range of potential benefits to be derived from the implementation of such a
proposal, particularly those relating to gender justice are overlooked. Rather, paid work is
emphasised as the main source of economic and social welfare therefore the efficient
functioning of modern labour market structures is assigned priority.

However, the idea of an unconditional minimum income guarantee is not unique to
contemporary debates on state welfare reform. Tracing the origins of the CBI concept
provides evidence that it appears in various guises as a fundamental component of
attempts to establish alternative notions of work, income and citizenship rights within
capitalist economies. Such attempts have produced convincing theoretical positions in
support of a CBI, and in the process of doing so have produced valuable insights in the
search for an alternative economics. However, a critical assessment of this literature
indicates that while the limitations of conventional economic theory may be recognised,

the focus remains firmly grounded within a view of the world that implicitly assumes the

189



dominance of capitalist based principles of social and economic organisation. Arguing for
a CBI, therefore displays a long established tradition of adherence to a socially
constructed analytical framework which favours a particular vision of how the economy
should operate. This continued practice serves to negate our understanding of the range of

possible outcomes associated with the CBI proposal.

190



Chapter 6: Arguing for a Universal Income Guarantee -The Reformist
Case

6.1 Introduction
The development of money based market economies brought with it a set of social

and economic problems to which the state was forced to respond. This was largely due to
the generally perceived notion that such problems posed a threat to future capitalist
development. However, increased state responsibility was also called for on moral
grounds. The poverty caused by economic and social dislocations associated with the
transition to capitalism was considered unjust during a period witnessing rapid and
substantial increases in national wealth. Arguments for state intervention in the field of
welfare provision were, therefore, premised on both national efficiency grounds and with
regard to social justice.

As previously argued, the problem of poverty amidst plenty has been the prime
motivating force behind the development of state supported income maintenance
schemes. Although differences in design can largely be attributed to the influence of
disparate ideological beliefs, the rationale for state involvement in the relief of poverty
can be presented in positive economic terms. A fundamental feature of traditional
economic theory is the formal recognition of particular market failures, not least of which
refers to the inability of the free market in securing sufficient incomes for all. However,
this does not imply that an alternative system of economic organisation is preferred.
Rather, the case is made that the operation of the free market remains the single, most
effective method of ensuring individual freedom, and that the process of both resource

allocation, and distribution, should take place within a market determined framework
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wherever possible. State intervention is deemed necessary only in those instances when
the market fails on either of these counts.

The purpose of this chapter is to trace the evolution of the minimum income
guarantee concept and to identify the arguments employed in justifying such a scheme.
The rationale for providing such an historical account is to demonstrate the relevance of
mainstream economic theory in arguing for a universal minimum income proposal. This
is not to say that all justifications have been framed within the market failure approach.
The idea of a minimum income guarantee appears within alternative views regarding the
actual structures of economic organisation. However, the claim is made that common to
all arguments is an accepted belief that the economy is governed exclusively by the
principles of free market capitalism. In this sense the universal minimum income
proposal is presented as a practical policy response to a particular set of problems
associated with capitalist development. State action is required to ensure a minimum
income for all citizens, however the nature of such action should be designed in
accordance with the needs of a market economy.

A number of schemes supporting an unconditional and universal minimum income
guarantee have been proposed under different names, such as, social dividend; social
credit; social wage and demogrant. Such schemes, although varying in detail, share a
common aim - the formalisation of the right to an income predicated by citizenship.
Furthermore, all such proposals have at their core an implicit assumption regarding the
responsibility of the state as a provider of welfare. That is, the state in capitalist society
has a duty to promote the freedom of all citizens and to act in ensuring that the process of

wealth accumulation benefits all members of society. With this in mind, proposals for a
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minimum income guarantee can be grouped within two main categories - those which
emphasise the rights of citizenship and those which appear within attempts at developing
an alternative view of the relationship between work, income and property in capitalist
economies. It is worth noting that these two categories are not mutually exclusive and
that justification for a minimum income guarantee is often sought by appealing to both
considerations. However, making the distinction serves to illustrate the relevance of
differing influences on the actual form policy should take.

This chapter will therefore begin by outlining the various proposals for a universal
minimum income which originate within a predominantly rights based theoretical
framework. A further section will introduce similar proposals which have emerged as a
fundamental feature of debates focused on rethinking the formal relationship between
work and pay, as it exists within capitalist society. A final section will examine proposals
for a universal minimum income guarantee that were presented as an alternative to the
social insurance model of provision, representative of an era which witnessed the
development of the modern welfare state. Such proposals are treated distinctly, not
because of any detraction from the past in terms of justifying principles, but rather
because they appear at a time of consensus regarding the role of the state in the economy.
That is, the notion of the ‘mixed economy’ bestowed upon the state a broader set of
responsibilities, particularly in the area of welfare provision. Thus, less attention is
devoted to justifying state intervention per se, but rather the focus is on the actual
mechanisms to be employed. The conclusion will be drawn that the evidence indicates a
well established and heterogeneous tradition of attempts at justifying some form of CBI.

Although such attempts provide useful insights into the potential economic and social
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benefits to be gained from a CBI, it is argued that they remain constrained by an implied
acceptance of an entrenched set of governing principles that dominate all spheres of
economic and social life. In this sense, proposals for a minimum income guarantee
present as practical policy solutions, responding to the needs of a dynamic capitalist
economy. It is not until the onset of the perceived ‘crisis in welfare’ theory that the CBI
proposal emerges as a radical alternative to existing provision. The extent to which it is
presented and understood as such will be explored in the following chapter.
6.2. Tracing the Origins: The Rights Based Justification for a Citizens Basic Income.

The idea of the right of every individual in society to a minimum of existence dates
back to the end of the eighteenth century when Thomas Paine in his attempt to explain
the widespread poverty evident in advanced civilised nations became one of the earliest
advocates of a social security system sponsored and regulated by the state. Van Parijs
refers to Paine as one of the ‘most outspoken forerunners of basic income’ and the author
of ‘what can plausibly be viewed as the first elaborate proposal of a genuine basic
income’ (1992: 9,11). Paine was born in England in 1737 and raised within a Quaker
community. The Quaker tradition of egalitarianism, hostility to authority, and the
emphasis on simplistic lifestyles are values found throughout Paine’s life and work.

Paine began his career as a writer espousing political causes with the publication in
1792 of The Case of the Olfficers of the Excise, which drew attention to the low wages
and mundane duties of the excisemen. Paine pointed out that such conditions resulted in
the existence of strong temptations for dishonesty on the part of excisemen that had
obvious negative consequences for government revenue. Although motivated by a

concern for the poor conditions suffered by his fellow workers, Paine took care to attempt
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to appeal to the authorities. Rather than justify his claims for improvement on
humanitarian grounds, he raised the issue of efficiency by pointing out the consequential
indirect effects on government revenue by implementing policies which would serve to
weaken the financial motives for participating in the underground economy. Higher
wages would not only ensure a better standard of living for the excisemen but would also
alleviate the temptation to engage in smuggling. This would further improve overall
efficiency as providing sufficient reward, in terms of adequate wages, may result in
workers being more diligent in their duties. It would appear then that Paine shows great
insight in his attempts to promote the cause of the low paid. Rather than relying solely on
an appeal for improving social justice he relates his demands to the objectives of both
macro and micro efficiency in the sense that his claims of higher productivity and the
curtailment of illegal activities will result in increased national wealth.'

Paine’s life history illustrates that he was a committed champion of political and
economic reform which served to promote the rights of the citizen and the preservation of
individual liberty (see for example Oser and Blanchfield, 1975:340 and Claeys, 1989:chs
2,3). He travelled to America and France in support of the revolutionary cause and wrote
extensively on the subject of republican government in the name of freedom and justice
for all citizens. An examination of Paine’s thesis on income distribution, to be found in a
text primarily concerned with the reform of agricultural society in the latter half of the

18th century, demonstrates that the rationale for his concept of the right to a guaranteed

'It is interesting to note that Paine himself was dismissed in 1765 from one of his earlier jobs in the

excise office for passing some goods without a full inspection.
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income was primarily motivated by a concern for the rights of citizenship and democratic
government.
In Agrarian Justice (1796) Paine started from the premise that;

It is a position not to be controverted that the earth, in its natural,
uncultivated state was, and ever would have continued to be, the common

property of the human race.

(Paine, 1796:611)

Paine is concerned with the fact that as society moves from a natural state to a civilised
state by means of essential and beneficial agricultural improvements, advances in
manufacturing technology and progress within the arts and science domain, poverty,
which does not exist in the ‘natural and primitive state of man’ becomes apparent
(ibid:610). He concludes that while the process of ‘civilisation’ leads to affluence for
some, it also exacerbates the deprivation suffered by others. Paine witnesses this poverty
to be ‘the condition of millions, in every country in Europe’ and that such individuals
would have been better off in the state of nature (op cit). The remainder of Paine’s essay
attempts to show how poverty occurs as a consequence of civilisation and indeed how
governments should intervene to ensure that each member of society is not robbed of
their natural rights, that is, the right to ‘natural property, or that which comes to us from
the Creator of the universe - such as the earth, air, water’ (ibid:606).

In doing so Paine distinguishes between natural property and what he refers to as
‘artificial or acquired property’ (ibid:606). He explains that as land is cultivated only the
value of the cultivation should become private property;

...as it is impossible to separate the improvement made by cultivation from
the earth itself, upon which that improvement is made, the idea of landed

property arose from that inseparable connection; but it is nevertheless true,
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that it is the value of the improvement, only, and not the earth itself, that is
individual property. Every proprietor, therefore, of cultivated lands, owes
to the community a ground-rent (for I know of no better term to express the
idea) for the land which he holds; and it is from this ground rent that the
fund proposed in this plan is to issue.

(ibid:611)

Paine recognised the fault in the system of accumulating personal property and present
possessors could rectify this fault by the means of redistribution. This then was how
Paine envisaged the financing of his system of social security and in the name of justice,
not charity, the funds so raised should be distributed as such;

...there shall be paid to every person, when arrived at the age of twenty one
years, the sum of fifteen pounds sterling, as a compensation in part for the
loss of his or her natural inheritance, by the introduction of the system of
landed property. And also, the sum of ten pounds per anum, during life, to
every person now living, of the age of fifty years, and to all others as they
should arrive at that age.

(ibid:612-3)
Paine goes on to emphasise the role of society in his plan for social security and thus
justifies taxation as a means of finance in the name of moral justice;

I have made the calculations stated in this plan, upon what is called
personal as well as upon landed property. The reason for making it upon
land is already explained; the reason for taking personal property into the
calculation is equally well founded though on a different
principle...Personal property is the effect of society; and it is impossible
for an individual to acquire personal property without the aid of society as
it is for him to make land originally...All accumulation, therefore, of
personal property, beyond what a man’s own hands produce, is derived to

him by living in society; and he owes on every principle of justice, of
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gratitude, and of civilisation, a part of that accumulation back again to
society from whence the whole came.

(ibid:614)

Although simplistic it would appear that Paine writing in the eighteenth century
provides us with a proposal for a genuine CBI, financed from a form of progressive
taxation, and further provides a powerful rights based justification for such a proposal in
that;

Every living human being is unambiguously entitled to an equal share of
the total value of natural resources.

(Van Parijs, 1992b:12)

Paine does not distinguish between rich and poor when calculating his payment plan but
places emphasis on the right to compensation for loss of natural inheritances. A system
which does not involve the direct transfer of funds from those in work to those out of
work but rather depends upon taxation justified in terms of an individuals debt to society
avoids the social evil of stigmatising the poor. For these reasons, that is the development
of the notions of compensation due and debt owed which were not explicitly linked to the
formal labour market, the Paine doctrine for social security is to be viewed as radical. It
can be argued that such radicalism would not be welcomed in 18th century Britain as it
involved a substantial transfer of funds from the prospering property owning classes, who
were emerging as an increasingly dominant force both politically and economically.

However transfer by taxation and the state provision of a minimum subsistence
level of income did in fact emerge in practical policy terms. The Speenhamland system of
poor relief administered in Britain in the late 18th century reflects these aspects of the

Paine philosophy. The system developed as a direct result of the following event;
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The justices of Berkshire, meeting at the Pelikan Inn, in Speenhamland,
near Newbury, on May 6, 1795, in a time of great distress, decided that
subsidies in aid of wages should be granted in accordance with a scale
dependent on the price of bread, so that a minimum income should be
assured to the poor irrespective of their earnings.

(Polanyi, 1968:78)
This system of relief, originally intended as an emergency measure was copied widely
throughout England in subsequent years, and although never became law ‘received the
stamp of common acceptance’ (Gregg, 1965:34). However as Polanyi points out;

...it introduced no less a social and economic innovation as the ‘right to
live’, and until abolished in 1834, it effectively prevented the establishment

of a competitive labour market.

(1968:78)
The problem of the free-rider emerged in that relief was now provided regardless of
whether an individual was in work or not. Relief payments were criticised specifically for
promoting idleness; encouraging the breeding of illegitimate children for the purposes of
maximising allowances; and for preventing individuals from assuming responsibility for
their own economic misfortunes (Gregg, 1965:180-81). Furthermore, the system created
disincentives in terms of labour productivity;

Hence, no labourer had any material interest in satisfying his employer, his
income being the same whatever wages he earned...however little he (the
employer) paid, the subsidy from the rates brought the workers’ income up
to scale.

(Polanyi, 1968 :79)
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As a direct consequence labour productivity began to decline and this in turn provided
employers with an added justification for reducing wages even further. However the
system proved to be universally popular, at least in the short term, in that;

...employers could reduce wages at will and labourers were safe from
hunger whether they were busy or slack; humanitarians applauded the
measure as an act of mercy even though not of justice and the selfish gladly
consoled themselves with the thought that though it was merciful at least it
was not liberal; and even ratepayers were slow to realize what would
happen to the rates under a system which proclaimed the ‘right to live’

whether a man earned a living or not.

(ibid:79-80)

It was clear, that in the longer term, the Speenhamland system of poor relief was
doomed to failure. Costs escalated beyond control as the price of labourers’ subsistence
was increasingly met by local taxpayers due to unscrupulous employers taking up the
incentive to reduce wages below subsistence levels;

Although it took some time till the self-respect of the common man sank to
the low point where he preferred poor relief to wages, his wages which
were subsidised from public funds were bound eventually to be bottomless,

and to force him upon the rates.

(ibid:80)
The Speenhamland system, in attempting to protect labour from the dangers of
competitive market mechanisms, actually resulted in the irony that individuals were
compelled to offer their labour in order to earn a living whilst at the same time that labour
was being deprived of its market value. Abolishing Speenhamland to make way for the
more stringent system implied by the Poor Law of 1834, can arguably be viewed as a

measure conducive to the needs of a competitive labour market. The principles of the
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‘Workhouse Test” and ‘Less Eligibility’ ensured that poor relief was targeted at the truly
needy and receipt of such was conditional upon individuals subjecting themselves to
harsh conditions of deprivation. The underlying philosophy of the 1834 Act followed a
Malthusian line in that it was believed that the condition of poverty itself would serve as
a natural check on population growth, thus curbing any further increase in overall poverty
levels. The assumption was that individuals experiencing destitution, in the absence of
poor relief, would alter their behaviour with regard to having children, thus ensuring a
sustainable, stable and natural level of poverty. Although primarily based on religious
doctrine and political philosophy regarding the natural order of society, such beliefs were
in accordance with the economic theories espoused by Adam Smith. The new system of
poor relief conformed to the ideas of individualism and the assumed inherent efficiency
of the operation of the free market. Poverty was believed to be a condition which an
individual could control by their own independent action and state support should only be
provided in the most extreme circumstances in order to avoid any damaging effects on
the structure and functioning of the market;

Far better was private charity, which of its goodness relieved necessitous
cases and had the discrimination to pass over the idle and dissolute. The
labouring population would thus be kept down to the level at which there
was work for all, and a sequence of work, wages and contentment would be
set in train, with the unavoidably needy relieved by the charitable rich.
...Each man had to work, not in the position to which God and birth had
called him, but in the place into which his own exertions had brought him.
Supervising his efforts and ensuring that the sum total of all such activity
in the community would result in the greatest possible good was an

‘Invisible Hand’. So, in place of God and birth, the economists substituted
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the invisible hand and competition, which, in the long run, came to the
same thing.

(Gregg,1965:184-85)

The Poor Law Act of 1834 therefore effectively removed any notion of rights to
income maintenance that had developed under the auspices of Speenhamland and served
to stigmatise the poor. The selective granting of relief was strongly favoured over the
previous universal system as experience had proved that such was detrimental to the
efficient workings of the market economy. This leads Green to conclude;

The failure of this first experiment with a guaranteed minimum income left
as a legacy to the future grave doubts about the workability of any plan that
provides a minimum income to all citizens.

(1967:51)
By driving wages down to levels below their natural market clearing rates the
Speenhamland experiment created disincentives to work, which took effect on a large-
scale basis, thus rendering the scheme prohibitively costly (Brittan, 1988:203). National
productivity suffered and the widespread dependency on public assistance led to an
increase in rates of poverty. Although supportive of a CBI, Brittan argues that in order to
avoid the pitfalls associated with the Speenhamland experiment, there should be a ‘fairly
large gap between national income per head and the basic income’ (ibid:299). Thus basic
income guarantees should be set at a level ‘well below the average or median wage if
they were not to be ruled out on ‘incentive’ grounds’ but the level should also be
sufficient to ensure at least a standard of living which is above subsistence levels
(1bid:202). For Brittan this scenario is possible in ‘affluent’” modern market economies

and represents a practical solution to the problems associated with work-induced poverty;
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Classical economists who rightly argue for market rewards to factors of
production usually fail to face the problems of those whose work has a low
market value. The challenge for economic and social policy is to find a
way of obtaining as much as we can of the benefits of an American-style
labour market, without incurring the cost of American-style poverty.

(ibid:301)

Although advocating a rights based minimum income guarantee, Brittan’s arguments are
primarily founded on economic efficiency grounds and the scheme he envisages is to be
designed in accordance with the requirements of modern capital and labour markets. That
is, the system should operate in such a way as to ensure sufficient profits are to be
realised from individual effort, thereby promoting continued economic growth, which in
turn would safeguard the nation’s ability to pay. The demise of the Speenhamland system
can arguably be attributed to its failure in meeting such conditions.

Thus, while Paine provides us with the theoretical justification for a state supported
minimum income guarantee the economics of such a scheme had not yet been well
thought out. Practical experience in the U.K. in the late eighteenth century demonstrated
that any proposal for the implementation of a system of state provided income
maintenance, which does not entail a work test, financed via general taxation would not
be politically expedient given the historical context in which it was proposed. During this
period the advancement of a capitalist system based on laissez-faire principles of socio-
economic organisation took precedence and the relief of poverty was mainly viewed as a
private concern. It is perhaps for these reasons that the concept of a CBI does not appear
again in the literature until the beginning of this century.

However utilising Paine’s terms of reference provides a powerful basis with which

to build upon in that a CBI can be supported within a theory of natural human rights. In
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seeking further justification the purpose is not to dismiss such a theory but to elaborate on
it, as will be demonstrated by an examination of the notion of ‘Cultural Heritage’ which
emerges in various forms in the subsequent literature. As capitalism develops in the
industrialised world the growing numbers of individuals experiencing the poverty that
Paine witnessed occurs simultaneously with a general increase in national wealth due to
economic growth. This pattern of events leads to concern among academics, politicians
and social reformers alike within the area of income distribution. Any attempt to resolve
widespread poverty involves investigation into the respective roles of the state and the
market in determining wealth distribution.

Accepting that great disparities in patterns of wealth distribution pose a threat to the
functioning of the liberal market economy gives rise to questions concerning the
appropriate mechanisms to be employed in addressing distributional imbalances. Whether
the emphasis is placed on achieving social justice or promoting a more efficient, in
strictly economic terms, allocation and distribution of resources, the poverty issue
provides justification for state intervention. Given the political and economic structures
associated with capitalist forms of organisation, the policy instrument most suited to
achieving such goals is the use of transfer payments. However the question remains as to
which method of transfer is indeed the most effective in securing continued economic
growth and addressing deficient demand; how are such transfers to be implemented
within the prevailing socio-economic structure and, how do transfer payments relate to
the dominant political philosophy? That is, the overall desire to preserve freedom whilst
maintaining limited state intervention in the workings of the economy. The concept of a

CBI has featured prominently in debates focused on resolving such issues. However it
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has also been presented, although at times somewhat modified, as part of a range of
measures intended to alter existing structures of resource allocation implied by adhering
to a strictly capitalist model of economic organisation. In this sense a CBI is viewed as an
alternative to the more traditional approach to income redistribution involving
straightforward transfer by taxation. The differences in emphasis result in differences in
design but the ultimate goal remains the same. That is, promoting a socially efficient
allocation and distribution of resources, whilst at the same time preserving individual
freedom in an economy which is largely governed by the operational principles of the
market place. If it is assumed that paid work, as previously argued, remains a primary
source of income, then it follows that debates focused on the relevance of a CBI to issues
of income distribution originate from concerns relating to perceived inadequacies of the
functioning of the labour market. Attempts to resolve such issues, taking into account the
lessons learned from past experiences with transfer payments, have resulted in a great
deal of attention being paid to the formal relationship between work and income in a

modern market economy.

6.3 Work and Pay
Transfer payments represent a shift in income from higher income groups

to lower, from taxpayers to non taxpayers, from younger to older workers,
from active, productive members of the economy to those no longer
contributing to output. Whatever the arguments about justice, and aside
from the effects on the direction and level of output, transfer payments
indicate a vital, growing area where ‘work’ and ‘pay’ are not closely
related.

(Lovenstein, 1966:113)
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Writing in the 1960°s Lovenstein, an economist, draws attention to the fact that
transfer payments are a logical solution to the problem of an unequal distribution of
income. Furthermore, as a policy measure, it conforms to the capitalist structure of
reliance on the market recognising the responsibility of the state to promote stability and
economic growth. For Lovenstein the granting of a ‘guaranteed income’ is such a transfer
payment and serves not only to fulfil the governments objective of ensuring sufficient
purchasing power within the economy to sustain growth, but also contributes to the
process of separating work and pay.

The separation of income and work has been the subject of many a political tract
and economic theory. However it is not the purpose of this chapter to examine such
literature but merely to demonstrate the strong link with the CBI proposal and the belief
that the employment of one’s labour is not the sole source to the means of subsistence. A
dual concern for the level of national output and the rights of the individual attracted
many contributors to the CBI debate, but it is argued that within such contributions there
is no concrete policy proposal for an unconditional minimum income to be paid as of a
right and on an individual basis. It is not until the emergence of the contemporary
literature, responding to the flaws and inadequacies of existing transfer payment systems,
that a CBI is more explicitly defined. However many of the proposals advocated during
this precursor phase contain some of the more radical elements of the CBI philosophy
and hence require attention in that they promote an understanding of the underlying

theoretical concepts.
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6.3.1 Guild Socialism and the Social Dividend
Guild Socialism, primarily a British movement, reached its height around the time

of World War One. The Guild Socialists were a moderate group advocating a type of
socialism that relied on gradualism and reform. Its leading exponents were a group of
middle class intellectuals dissatisfied with the performance of the Labour Party. The
Guild Socialists claimed to represent everybody’s interests with an emphasis on the needs
and interests of workers. The underlying philosophy was common amongst other
moderate socialist movements, moderate in the sense that they did not promote
revolutionary change nor did they advocate an all powerful state, such as the Utopians
(Robert Owen) and the Christian socialists (Charles Kingsley). The emergence of guild
socialism occurred at a time when the syndicalist approach to reform was gaining ground
over the collectivist philosophy. Competing demands regarding the role of trade unions in
the management and control of labour as opposed to the autonomy of a centralised
bureaucracy, which would be the consequence of an adherence to State Socialism, led to
a compromise being sought in the form of National Guilds which would involve a joint
partnership with workers, industry and government.

The economic basis of the Guild Socialist movement centred around an attack on
the traditional wage system. That is, utilising the Marxian analysis of ‘surplus value’ the
new movement criticised the appropriation of value from the efforts of workers in the
form of the capitalist’s profits. The traditional system of wages would hence be replaced
by a system that would more adequately reflect the value of labour and the contribution
made by that labour to the end product. The political question to be resolved was the lack
of control afforded the individual in a system relying upon the electoral process as the

only means of voicing discontent. Economic freedom and political freedom would be
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advanced in a new form of organisation. Each industry or craft guild would be
responsible not only for the management and control of production and distribution
within their own particular sphere of economic activity, but would also be responsible for
the care of those outwith the traditional labour market, such as the old, the disabled and
the unemployed within the relevant guild. The establishment of the Joint Council would
serve to promote the collective wishes of all guilds and hence a more democratic form of
government would ensue. The movement attracted widespread support due to its twin
pronged attack on the wage system and undemocratic government, in the sense that it
attracted those committed to the Marxist ideology regarding the role of labour and those
committed to devolved power. However events in Russia led to a focus of attention on
the Bolshevik revolution. The Guild Socialists found it increasingly difficult to retain
supporters influenced by the communists’ success and in an attempt to prevent mass
exodus of the more extreme socialists, the move towards the idea of revolutionary change
did in fact alienate the more moderate supporters whilst the extremists left to join the
newly formed Communist Party in Britain (Finlay, 1972:83). Despite the political demise
of the Guild Socialists the analysis contained within the philosophy regarding the
relationships between income and work provides a concrete link to the CBI proposal.
The Guild Socialists sought to;

...combine Syndicalism with the Ruskin-Morris belief that work should be
a creative, life enhancing experience, fearing that both Fabians and
Marxists gave too much power to the state.

(Burkitt, 1984:121)
Bertrand Russell, essentially a Fabian but attracted to the anarchist philosophy, wrote in

1918 that;
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Marxian Socialism would give too much power to the State, while
Syndicalism, which aims at abolishing the State, would, I believe, find
itself forced to reconstruct a central authority in order to put an end to the
rivalries of different groups of producers. The best practible system, to my
mind, is that of Guild Socialism.

(1918:13)

Russell, therefore is attracted by the movement and in common with the Guild Socialists
he develops a theory which contains elements of a CBI. However, Russell’s argument for
a form of minimum guaranteed income finds justification in the earlier work of Paine as
well as going further to examine the relationship between work and pay. In a chapter
entitled “Work and Pay’ Russell begins by stating that it is economic fact that ‘Nature
only yields commodities as the result of labour’ (ibid:99). For Russell, then, labour is an
essential ingredient for economic survival. However, he remains concerned about the
traditional means of rewarding productive activities which ‘yield commodities’, that is
the wage mechanism. He hence looks to alternative systems of political and economic
organisation for inspiration. He begins by drawing similarities with the Socialists and
Anarchists who propose the abolition of the wage system in the name of a more equitable
distribution of the nation’s resources;

Defenders of the existing system maintain that efficient work would be
impossible without the economic stimulus, and that if the wage system
were abolished men would cease to do enough work to keep the
community in tolerable comfort. Through the alleged necessity of the
economic motive, the problems of production and distribution become
intertwined. The desire for a more just distribution of the world’s goods is
the main inspiration of most Socialism and Anarchism.

(ibid:105)
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The primary concern of the Socialists is to retain the willingness to work, according to
Russell, as a condition of receipt of the minimum right to subsistence. Whilst the
Anarchists wish to provide everyone with as much as they can consume of necessities
with no corresponding conditions of entitlement. The ‘rarer commodities’ would be
rationed and subsequently divided equally amongst the population. For Russell, then,
both systems of redistribution are compatible with the common ownership of land and
capital but the difference is that socialists would impose an obligation to work whilst
anarchists would not. Two very distinct forms of economic organisation would hence
evolve. The problem for Russell is how to deal with the problem posed by work no
longer requiring the economic stimulus of income. If this is the case then how would
production be affected. If equal incomes are to be granted to all those workers willing to
work, under the more ‘thoroughgoing Socialist’ system, and an equal share of all
commodities is to be the result under Anarchism then how would society ensure that
enough of the necessary unattractive work would be done in a society where the ‘idler
received just as much of the produce of work’ (ibid:107). This is the problem that Russell
sets out to resolve;

Wages or Free Sharing? - ‘Abolition of the wages system’ is one of the

watchwords common to Anarchists and advanced Socialists.

(op cit)
However only the Anarchists plan can lay claims to this watchword. In a system of free-
sharing, with no work requirement, would work which brought no other utility than pay

be done? Russell points out that the main criticism of the Anarchist system is that as long

as work remained unpleasant no individual would engage in such employment for the
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mere fact that they were no longer forced to for reasons of economic survival. Russell
counters this criticism by pointing out that;

A certain amount of effort, and something in the nature of a continuous
career, are necessary to vigorous men if they are to preserve their mental
health and their zest for life.

(ibid:112)

Income is therefore not the only stimulus. There are other rewards and for Russell
these factors will outweigh the pay factor for the vast majority of citizens. There will
always be work which is disagreeable however and therefore ‘special privileges must be
accorded to those who undertake it if the anarchist system is ever to be made workable’
(op cit). Such privileges are not within the Anarchists terms of reference and hence
Russell concludes that inflexibility on the part of the Anarchists leads to their plan being
unfeasible. However, Russell remains attracted to Anarchism and finds great merits in a
system that grants all individuals the right to as much as is desired of free commodities
and an equal right to a share of rationed commodities. As long as flexibility was
incorporated, as to which commodities remained on the free list or were removed as
circumstances dictate, then the system contributes greatly to the enhancing of individual
freedom.

Russell remains concerned about the removal of the obligation to work. With this in
mind he turns to the Socialists and states, ‘Anarchism has the advantages as regards
liberty, Socialism as regards the inducements to work’ (ibid:118). In attempting to outline
the problem inherent within the Anarchists’ plan regarding the work requirement

Russell’s attraction to Guild Socialism can be traced;
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Anarchists always assume that if their schemes were put into operation
practically everyone would work; but although there is very much more to
be said for this view than most people would concede at first sight, yet it is
questionable whether there is enough to be said to make it true for practical
purposes. Perhaps, in a community where industry had become habitual
through economic pressure, public opinion might be sufficiently powerful
to compel most men to work; but it is always doubtful how far such a state
of things would be permanent. If public opinion is to be really effective, it
will be necessary to have some method of dividing the community into
small groups, and to allow each group to consume only the equivalent of
what it produces. This will make the economic motive of each operative
upon the group, which, since we are supposing it small, will feel that its

collective share is appreciably diminished by each idle individual.

(ibid:116)
Such a scheme is again not consistent with the Anarchist system. However it appears that
the organisation proposed by Russell is indeed compatible with the plan advocated by the
Guild Socialists.
In trying to combine the advantages of both the Socialist and the Anarchist systems
of distribution of society’s resources Russell advocates the following plan;

...that a certain small income, sufficient for necessaries, should be secured
to all, whether they work or not, and that a larger income - as much larger
as might be warranted by the total amount of commodities produced -
should be given to those who are willing to engage in some work which the

community regards as useful.
(ibid:119)

Continuing concern for the problem of choice in occupation, and the resulting effects on
levels of production if income is to be granted as of a right and with no obligation to enter

the labour market, leads Russell to further propose some sort of system which would
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enhance the incomes of those who engaged in disagreeable trades over those who are
employed in more pleasant or skilled jobs. It would seem then that Russell is advocating

a CBI scheme which for him;

...combines freedom with justice, and avoids those dangers to the
community which we have found to lurk both in the proposals of the

Anarchists and in those of orthodox Socialists.
(ibid: 120)

Russell’s plan fits the definition of a CBI and although primarily motivated by the
separation of income from work debate, he does find justification in the equal right to
freedom, therefore developing the rights based approach;

When education is finished, no one should be compelled to work and those
who choose not to work should receive a bare livelihood, and be left
completely free; but probably it would be desirable that there should be a
strong public opinion in favour of work, so that only comparatively few
should choose idleness.

(1bid:193)

In Roads to Freedom Russell also presents a powerful argument to counter those
who criticise universal minimum income guarantees on the grounds that the free-rider
problem would render such schemes economically inefficient;

There would, of course, be a certain proportion of the population who
would prefer idleness. Provided the proportion were small, this need not
matter. And among those who would be classed as idlers might be included
artists, writers of books, men devoted to abstract intellectual pursuits - in
short, all of those whom society despises while they are alive and honours
when they are dead. To such men, the possibility of pursuing their own

work regardless of any public recognition of its utility would be
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invaluable...Freedom for such men, few as they are, must be set against the
waste of the mere idlers.

(ibid:115)

Although Russell uses this argument to defend the criticisms of the Anarchist system,
which requires no work obligation, his observations prove relevant in arguing for a CBIL.
Russell raises the issue of ‘productive leisure activities’ which constitutes an important
element in contemporary debates. Such arguments will be elaborated on in chapter eight,
particularly with reference to how the process of categorising activities, traditionally
labelled ‘non-work’, in a dualistic productive/non-productive framework can be
construed as illustrating a gender bias. The negative consequences of employing such an
approach becomes apparent when attempts are made to justify a CBI on the grounds of its
potential in promoting gender neutral citizenship rights. However, at this stage the points
Russell makes are worthy of comment, due in part to their relevance in negating claims of
the economic inefficiency arising from the granting of a universal minimum income.

It would appear that by making the distinction between those engaged in
‘intellectual pursuits’ and ‘mere idlers’, Russell envisages a privileged CBI. That is a
minimum income would be secured to those individuals who spend all of their time
furthering the arts and sciences for no immediate financial gain, however the same
minimum income should not be paid to those who merely refuse to work. Such a system
is not in accordance with the CBI proposal in that it distinguishes between classes of
individuals in much the same way as means-test would. However it is not entirely clear
that this is what Russell is proposing as he does draw attention to the fact that the gains to
be made from granting a minimum income to the ‘intellectuals’ is to be set against the

waste incurred by the loss in productivity from allowing some individuals the opportunity
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to become free-riders. By referring to this ‘waste’ he seems to be advocating that the
minimum income is due to all and that in doing so the gains in terms of personal freedom
will offset any efficiency loss. The Russell doctrine therefore presents a case whereby the
question of economic efficiency is combined with the political concern of promoting
individual liberty.

Although it has been illustrated that Russell was attracted to the Guild Socialist
plan for reform, his basic income philosophy was distinct, though similar in aspects, to
the policy proposed by the movement itself. One of the major academic contributors to
the Guild Socialist doctrine was G.D.H. Cole, a professor of economics at Oxford
University. Cole although an adherent of the socialist cause, remained committed to the
idea of active as opposed to passive democracy and the avoidance of central control by
impersonal state bureaucracies, which become unresponsive to the needs of the citizens it
is elected to represent’. This is primarily what attracted him to the movement. His
thoughts on Guild Socialism appeared on a regular basis during the 1920’s in the New
Age, a publication edited by R.A. Orage, a fellow Guild Socialist. Cole’s association with
this publication is illustrative for the purposes of this analysis due to the journal’s strong

link with the Douglas Social Credit movement, to be discussed below. Given the

* Activism on his own part was demonstrated by his ability to organise fellow socialists, such as
Bertrand Russell, Sidney and Beartrice Webb and George Bernard Shaw, by encouraging them to engage
in regular debating sessions of which he was of course a central figure. One such debating session became
known within the academic community as the famous ‘Cole group’ where participants engaged in a form
of role playing where they took on the responsibilities of members of a future Labour government (Van
Trier, 1989). Cole, himself, was therefore an inspirational figure in that he engendered active debate and a
conducive atmosphere for the formation of new policy amongst a prominent community of middle class

intellectuals committed to social reform.
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academic environment in which Cole was operating and his contact with fellow
distinguished theorists advocating social reform, his role in the evolution of the political
economy of income redistribution is an influential one.

Cole draws an analogy with the political and economic system of capitalism and a
religious doctrine. He identifies those in control as the money makers and the economists,
whom he refers to as the ‘high priests’ and ‘lesser priests’ respectively, with the
economists being the servants of the high priests. In doing so Cole draws attention to the
supremacy of the role of money in the economy and to the dominant nature of those in
control of managing the money supply. His reference to religion also reveals the fact that
a great deal of mystification surrounds the present system but any criticism may be
viewed as heresy. This scenario results in a strong solidarity amongst those in control but
the problem remains as to how to address the growing unrest from the ‘flock’. For Cole,
capitalism is ‘the religion of economic inequality’ and in order to survive must find a
means of solving the issue of growing inequality (Cole, 1935:13).

Writing in 1935, Cole attempts to develop a practical analysis of the principles and
methods of economic planning within a society exercising a parliamentary system of
control and which would be institutionalised without revolutionary change but rather
through a process of constitutional reform of the existing economic and political
structure. Principles of Economic Planning is therefore an account of how planning could
be introduced taking into consideration that capitalism, despite suffering recent setbacks
in the form of being unable to adequately address the social problems of increasing levels
of unemployment and poverty, remains a omnipotent and positive force throughout the

Western world. Cole takes care to point out that he is not adverse to revolutionary change
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nor does he rule it out as a future option. However, given the existing dominant economic
and political order he is merely recognising that change is necessary, and operating
within this structure, he presents;

...an outline of the problem as it meets us here and now - compelled as we
are under the existing conditions to make a choice between working for the
revival of private enterprise on the old lines and attempting to substitute a
different economic system designed to unloose the chained up forces of
production and to give to the entire people a wider and more abundant life.
(Cole,1935:1x)

The stimulus for Cole and consequently the reason we need to ‘unloose the chained
up forces of production’ is his concern for underconsumption and the resulting effect of
widespread unemployment. He is scathing of the situation in the U.K. during the interwar
years whereby individuals are either left to starve or kept alive by means of government
handouts in the ‘midst of potential, or even of actual abundance’ (ibid:1). He further
distinguishes between unemployment and leisure and maintains that the present system
ensures that unemployment is degrading and shameful to those suffering it directly when
in fact the recent advances in productive capacity should allow us to experience more
leisure time without being financially worse off. He criticises the classical doctrine of
laissez-faire, with its emphasis on the supremacy of free markets in allocating resources
efficiently and lambasts the economists who attribute unemployment to high wages.
However, he recognises that there are a growing number of economists in favour of a
new order involving increased management in terms of preventing downturns in the
trade-cycle by encouraging investment as opposed to savings. Furthermore there is a
growing awareness amongst those controlling business that unemployment affects them

directly as the resulting lack of purchasing power within the economy leaves their
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machines idle and their warehouses full. However those exercising control over the
means of production are a powerful group and therefore the instinct is to opt for
‘planning’ and not socialism as this would mean relinquishing political and economic
power. Cole’s purpose then is to develop a planning mechanism ‘without a good deal of
socialism’ (ibid:16).

If, as illustrated above, Cole was motivated by a concern for underconsumption and
the realisation of the economic importance of leisure time, his analysis of economic
planning would obviously have something to say about the distribution of incomes. It is
in this area that he introduces the social dividend. Cole begins, in a chapter entitled
Planned Distribution of Incomes and Production, by acknowledging that the price
standard is insufficient as a measure of value. Prices reflect a willingness to pay and
therefore indicate the relative scarcity of a particular good or service. Such prices can
only be attached to purely economic goods and if the question at issue is how best to use
the productive resources available then some measure must be devised which takes into
account ‘considerations of justice and well being’ as well as the economists’ criterion of
‘preparedness to pay’ (ibid:220). Cole then goes on to determine what criteria of social
justice and social well being should be applied in a planned economy.

In his analysis Cole categorically states that need should take precedence over
demand;

..the need for a generally diffused supply of all things which can be
regarded as necessaries of civilised living will constitute the first
overriding claim upon the available resources of production. A satisfactory
minimum of food, fuel, clothing, housing, education and other common
services will come before anything else, as a social claim that a planned

economy must meet.
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(ibid:224)

In the resource allocation process the provision of necessaries for all citizens therefore
assumes the highest priority. Cole then outlines his notion of what constitutes a necessity
by taking into consideration individual tastes and developing a definition of relative as
opposed to absolute standards of living. Goods that are not believed to be absolute
necessaries in any civilised society, such as leisure goods or more than is essential for
survival of basic goods®, may be considered a necessity by some in order to achieve an
acceptable and tolerable standard of living. The individual must be afforded the
opportunity to consume such goods and hence the provision of a minimum income, with
which the individual is free to devote to the purchase of these ‘second class’ goods and
services, becomes the subsequent claim on available resources. This leads Cole to his
logical assumption that the planned economy must intervene in the area of income
distribution,;

In the field of primary necessaries there will be no doubt about what the
planned economy is to set out to produce, though there will be doubt about
the level at which the necessary universal minimum is to be set, and
therefore about the total size of the primary claim. But in the secondary
field of what we may call “substitutable necessaries”, there will be doubt. It
will be desirable for the most part to leave the individual citizen the widest
range of choice in deciding which of these secondary goods and services he
prefers, and is therefore prepared to pay for out of his limited income. But

as soon as this freedom of choice is assumed, it is at once apparent that the

? Cole specifically mentions, beer, tobacco , cinemas and theatre as goods which are viewed by some as
necessary to secure an acceptable standard of living and further maintains that as society benefits from
economic growth the range of such ‘second class’ necessaries grows (ibid: 224-5). Cole therefore shows

foresight in considering the dynamics of poverty.
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structure of demand for substitutable necessaries to which the planned
economy will have to respond will depend on the distribution of incomes,
and that no plan for their production can be made except with a definite
distribution of incomes in view.

(ibid:225)

Cole maintains that the planning of production on the basis of ‘social justice or
expediency’ will be extremely inefficient, at least at the micro level, unless it is preceded
by planned income redistribution. Utilising the economists tools of merit goods and
externalities he outlines how reliance on the operation of the price mechanism as a way
of influencing demand will fail in its ultimate purpose of correlating consumption
patterns with planned output. The planned economy, like the free market economy, must
match up what various producers are willing and able to sell with what consumers are
willing and able to purchase. In other words the aim is to ensure that supply in each
individual market is equal to the level of demand. It is assumed in the free market
economy that this equilibrium will occur through the automatic and unfettered operation
of the price mechanism. The planned economy has to find an alternative method of
responding to signals and allocating scarce resources.

Given the criteria of ‘social justice’ and ‘expediency’ the planning authorities can
readily determine the level of output required to provide everyone with the predefined
primary necessaries and select an efficient method of distribution, such as free provision,
without requiring any prior knowledge of income distribution, or indeed assuming
responsibility of any future control of income distribution. However, this is not the case

when considering the production and distribution of ‘substitutable’ necessaries given the
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objectives of social justice and well-being. After having provided ‘the minimum
requirements of decent and healthy living’ for all citizens it is assumed that individuals
are free to choose how to spend their incomes and society has no interest in determining
or indeed influencing these choices. However such an assumption fails to take account of
situations where there may be sound social and or economic reasons for wishing to
influence consumption patterns. The planning authorities can attempt to affect
consumption by the direct use of pricing policies. Goods that are considered meritorious
can be priced low to encourage consumption and likewise goods and services which are
considered harmful to society can be attributed high prices to discourage consumption.
However, as Cole points out, the actual effect of pricing policies will depend largely on
the distribution of incomes at any given time, and hence without prior knowledge of such
distribution the results may be inefficient.

Cole then goes on to explain how the planned economy may run into problems
when trying to account for changes in demand without first considering the distribution
of income. By anticipating how much of a particular good or service will be demanded at
the proposed price the planners will set output levels correspondingly. Mistakes in the
estimated amounts will be evident in the form of either surplus’ or gluts on the market.
The planned economy in attempting to rectify for such errors can attempt to mimic the
free market by fixing prices in the short run and altering production levels in the long run.
Fixing prices will serve to deplete existing stock-piles or to curtail demand until such
times as supply can be increased and the altering of output levels will reflect the change
in market conditions in the next time period. However, as the overall level of demand in

any economy is subject to regular fluctuations, any authority assuming the responsibility
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of planning the level of production in all productive sectors must remain extremely
flexible in order to emulate the market process. Such a degree of flexibility at the micro
level is administratively difficult and very costly to achieve. Planners, therefore can resort
to influencing demand in such a way that their decisions regarding output appear to be in
line with consumers tastes. In other words manipulating individual choice to suit the
planned output. Cole maintains that this monopoly power, accruing in the hands of a
large state bureaucracy, is indeed the principal danger of a planned economy in that it
serves, just as a large monopolistic industry in a free market, to severely curtail individual
choice (ibid:230-1). This leads Cole to his conclusion that the success of the planned
economy in responding to the frequent changes in demand conditions requires the
adoption of policies directed at income distribution;

If, however, consumers’ incomes can be so raised as to give everyone a
surplus to be spent on substitutable necessaries and cheap luxuries, the
consequent enlargement of freedom of choice is likely very much to
outbalance any tendency of the planning authority to persuade consumers
into buying what they do not want.

(ibid:231)

Cole does not rely on this justification alone, that is in terms of efficiency and
preserving individual freedom, but goes on to examine macro issues which affect the
level of demand. The planning authority requires information regarding the total level of
purchasing power in the economy and a general concept of the division of the national
income between geographical areas as well as between groups of individuals. Equipped
with this information the planned economy will be more successful in estimating the
level of demand for particular goods and services and the pattern of allocation of that

demand. Providing the analytical reasons why knowledge and control of the distribution
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of income is important, Cole then goes on to say how the planned economy should
operate in this area.

Cole starts by stating that incomes perform two roles in the economy. They provide
the means of financing the purchase of consumer goods by all individuals and they
contribute towards the accumulation of capital goods through the process of savings and
investment. The savings and investment function is not only represented by the actions of
‘businesses and other corporate bodies’ but also by individuals who choose not spend all
of their incomes in the immediate time period or by individuals who are forced, out of
necessity, to ‘put away resources to provide for a “rainy day”, for their old age, or for
giving their children a start in life’(ibid:232). He argues that;

The sum accruing as incomes to the members of the community is
therefore meant to be large enough to buy not only the current supply of
consumers’ goods and services, but a proportion of the investment goods as
well.

(ibid: 232-33)
In a planned economy this scenario will be replaced by a system that distributes incomes
sufficient for the consumption of all consumable goods and holds back an amount
deemed necessary for the supply and accumulation of capital goods. It will therefore no
longer be the responsibility of specific individuals to provide for the purchase of
investment goods. This is not to say that individuals should not save a part of their
incomes if they wish to do so but as this activity ‘will be of no economic service’ the
savings will not accrue any interest. The balance between consumption and the
accumulation of capital will be determined by the state in accordance with the national

plan in that preference for saving on the part of individuals will be met by a reduction in
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the amount held back by the authorites and an equivalent increase in the amount available
for distributing as incomes. Likewise, any shortfall in the savings level as determined by
the state will be rectified by decreasing the sum available for distribution and translating
this amount into collective savings. The planned economy will therefore operate in such a
way as to ensure that in any given time period the total level of income circulating within
the economy will be sufficient to purchase the total amount goods and services supplied.
What remains to be explained is how the national income will be distributed.

Reliance on a system that provides incomes either in the form of earnings or
payments from the public purse (which Cole refers to as ‘doles’ and includes payments of
interest on public debts, pensions, insurance and means-tested benefits) leads invariably
to long term deficiencies in disposable income. Any down turn in the economy will be
equalled by a reduction in available incomes, as ‘doles’ are currently financed by
taxation. An increased demand for ‘dole’ payments results in further reductions in
purchasing power and therefore unemployment becomes;

...self-perpetuating, because incomes cannot be increased until production
has been increased, but production will not be increased until incomes are
available to purchase the extra products.

(ibid:234)
For Cole, then, the under utilisation of productive resources could become a long term
phenomena in the planless economy and the market will not automatically return to
equilibrium. The issue becomes one of discovering some alternative means of distributing
incomes from that which depends upon payment for services to production and state
handouts financed via general taxation. Cole attempts to build a model which will ensure

continued full employment in that;
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A planned economy will seek to begin at the other end, by distributing
enough income to buy at the planned prices all the consumers’ goods and
services which can be produced with the available productive resources, so
as to leave adequate provision for the making of the requisite supply of
capital goods. There will be a planned total of incomes as well as of
products, and the aim of the plan will be to balance these two at the highest
practicable level.

(ibid:234)

It is at this point that Cole presents the ‘social dividend’. He wishes to replace
‘doles’ with a social dividend whereby income will no longer be derived from tax
financed state handouts or from payments of interest. Direct services to production will
be rewarded in the form of wages and further income will be due to each citizen directly
from the state as a ‘recognition of each citizen’s claim as a consumer to share in the
common heritage of productive power’ (ibid:235). Cole, therefore provides a mechanism
by which work is no longer deemed the sole source of income in that each citizen is due
from the state an income paid as a dividend representing their collective right to benefit
from the nations productive wealth. The dividend will be due as a ‘civic right’, paid
universally on an equal basis for each adult with appropriate allowances for children, and
from the very onset should be °...at least large enough to cover the bare necessities of
every family in the community’ (ibid:235). Earnings from work would no longer be the
means of economic survival but rather a means of securing an income over and above the
minimum. Cole answers the criticism that work incentives would thus be destroyed
within such a system by stating that the desire to obtain a degree of luxuries and a greater

supply of what he previously referred to as ‘substitutable necessaries’ is in fact ‘the
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keenest of all human demands’ (ibid:236). Cole’s socialist principles are evident in his
statement that;

The need for very high monetary incentives is a product of class inequality,
and not of human nature. It will be ended when men can no longer
accumulate property as a means to power, or hope to live at a standard far
beyond that of the great majority.

(ibid:236)

Cole is aware of the possible threat to work incentives within a scheme abolishing
the traditional wage system altogether and replacing it with equal incomes for all and
therefore is keen to ensure that an element of reward remains for participating in the
labour market. However, the price mechanism will no longer be the main method of
income distribution but will be complementary to a scheme of primarily distributing
incomes on the basis of need. Hence the main slice of national income will now be
accounted for by the priorities of the amount set aside to provide for the accumulation of
capital and the distribution of the social dividend. Any amount remaining will be
available for payment to individuals engaging in work. Cole actually emphasises the
growing importance of the social dividend when he refers to the primacy the payment of
the dividend will have over the wage mechanism;

I believe the tendency will be for a planned economy steadily to reduce the
proportion of total income distributed in the first of these ways, (rewards
for work) and steadily to enlarge the amount of the social dividend.

(ibid:235)
In adopting these policy measures in the field of income distribution, the planned
economy will be better equipped in forecasting the level of demand and in accounting for

fluctuations, the problem Cole set out to resolve. All that is now required is an estimate of
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the overall level of basic needs. This will now be an easier task as the demand for basic
necessities remains more stable than the demand for ‘substitutable necessaries’ and
luxury goods. Individual demands will indeed vary over time quite considerably, but a
knowledge of the average level of demand for the bare essentials of life can be much
more readily gained than the information required to establish the market conditions in
each industry. Uncertainty of demand will not be completely abolished but the move
towards equality will diminish the extent of this uncertainty at least in the short run. The
expenditure of incomes derived from sources other than the social dividend will be much
more difficult to anticipate. However in drawing up a plan of national consumption the
authorities will be aware of the supplies and output required to fulfil basic needs and, by
retaining flexibility in the ‘finishing trades’ in terms of capital structure, it will be easier
to switch resources from one area to another in response to fluctuating demand. Within
this chapter of Cole’s thesis on economic planning, the recurring theme of citizens rights
is coupled with an analytical illustration of the inadequacies of the current means of
distributing wealth (with its accent on the price mechanism leading to rewards and
ownership) to develop a justification for a guaranteed minimum income scheme. Cole is
therefore essentially utilising the economist’s tools of analysis to develop a more efficient
means of wealth distribution. He develops practical proposals for the planning of income
distribution within the realms of traditional economic theory. However his contribution to
the CBI debate contains a theoretical aspect which complements his practical analysis.

In an appendix to this chapter Cole goes on to provide a more theoretical
justification for his social dividend;

The power to produce wealth is a social power which arises out of the

entire development of the society in which it exists. This power can be
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increased by individual skill or effort; but the skill and effort of individuals
are exercised upon a situation which embodies the entire social heritage of
the community to which they belong. When economists speak of a man’s
‘productivity’, they really mean that part of the productivity of society
which is realised more or less effectively with his aid. It follows that no
man really ‘produces’ the full value which is attributed to him in economic
theory, and that no other factor of production really possesses a
‘productivity’ corresponding to that which it is credited. Most of the
product achieved by the employment of the factors of production is
attributable to society: the individual is responsible only for relatively
small variations in its value, according as he uses well or ill the available

resources of production.

(ibid: 251)
In 1936 Cole published a pamphlet titled Fifty Propositions about Money and
Production” in which he states;

14. The productive power of the community is a social power: it depends
on the accumulated capital resources and knowledge at the disposal of the
community as well as upon the current efforts of individuals. Wealth
creation is a social, as well as an individual, process.

15. Accordingly, the entire body of citizens has a social right to share in the
current product of industry, not only as a reward for current service
rendered, but as a right of citizenship.

(1947:360)
Witness the recurring theme of citizenship coupled with the separation of work and

income. Cole goes on to say:

* See Appendix B in Cole (1947) Money It’s Present and Future
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20. It is implied in the above proposition that the social dividend should be
equal for all citizens. Every citizen has an equal right to share in the social
heritage.

Note - This does not exclude decisions by the community to make
additional grants to certain citizens on grounds of special need, e.g. to the
sick or infirm, or decisions to vary the dividend in the case of children who
are receiving free services such as education, or of other persons receiving

special free services at the public expense.

(ibid:360)

Clearly then the social dividend envisaged by Cole in the 1930’s was one which
should be paid unconditionally to all citizens. There was to be no work test and the
amount paid would have no link to individual effort and therefore not viewed as a reward
for work. However, Cole does appear to develop a concept of debt to society in that he
assumes a preparedness to work on behalf of all citizens making a claim on the nations
cultural heritage. He is unclear how the system is to be policed in light of individuals
failing to ‘pull their weight’, but he is resolute that some form of provision should be
made for at least meeting the basic needs of those who ‘forfeit their claims’ (1935:264).
In making this claim Cole reinforces the important issues his thesis raises with regard to
the responsibility of modern civil society in providing for the needs of its citizens as
opposed to their individual wants. This point will be returned to in chapter eight in
examining the relevance of a CBI in the process of formally recognising the undertaking
of ‘non-work’ activities which serve to meet the ‘non-economic’ needs of others. This is
a crucial element in developing an argument for a CBI founded on its potential for
promoting gender equality. Cole further recognises the relationship between social

security and other forms of state welfare provision when discussing the criteria for
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determining the amount of dividend payable. The Cole doctrine, then, represents a
significant contribution to the CBI debate.

However, the arguments presented by Cole display limiting characteristics due to
his acceptance of the dominant and monopolising force of capitalism in determining the
socio-economic base of society. Although primarily motivated by his desire to
demonstrate the efficiency benefits of organising an economic system around the
principles of planning, in doing so he presents a logical and persuasive argument for a
CBI. He takes care to point out that his model does not imply the demise of capitalist
based structures, which would entail radical economic and political change. Rather, he
presents it as means of securing a more efficient use of a nation’s resources by exercising
a degree of carefully managed and democratically based control over the process of
market allocation. Inherent within his plan is a mechanism which ensures that the basic
needs of economic survival are met from a source alternative to the processes associated
with the traditional buying and selling of labour. By defining his ‘social dividend’ as a
claim on the nations common heritage, he further separates his plan for income
redistribution from the formal labour market. Furthermore, this aspect of his model
emphasises the notion of collective responsibility, which is distinctively opposed to a
focus on the individual, a fundamental feature of capitalist organisation. However, Cole’s
thesis is first and foremost an analysis of the economic planning of income distribution in
a capitalist economy. As such, his ‘social dividend’ is to be regarded as an income
maintenance measure that complements the traditional work and pay relationship. The
focus on an equitable distribution of wealth being a necessary condition for achieving

efficiency in the utilisation of productive resources implies that the direction of social
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policy is being driven by economic considerations. Although explicit links to the labour
market are effectively removed, the concept of the ‘social dividend’ remains implicitly a
function of production and consumption in a market-oriented economy. However, Cole’s
plan does represent a crucial turning point in the CBI debate in that for the first time the
relationship between the economic planning of income distribution and the formation of
social policy is defined and analysed.

Cole apparently historically coined the term ‘social dividend’ in his thesis on
economic planning in a capitalist economy (Van Trier, 1989). However the concept of a
guaranteed minimum income appears throughout the literature on how a socialist
economy could reach the equilibrium afforded by the market. An examination of this
literature provides further justification for a CBI in that it illustrates yet another area of
political economy, that is the idea of market socialism, attracted by the idea.

6.3.2 The Neo-Classical View

In 1938 Oscar Lange, an economist, attempted to deal with the objection from the
capitalist economists Von Mises and Hayek that a socialist economy was impracticable in
that it would fail to solve the problem of rational allocation of scarce resources. Lange,
utilising neo-classical analysis spoke of the social dividend;

...there must be some connection between the income of a consumer and
the services of labour performed by him. It seems therefore convenient to
regard the income of consumers as composed of two parts: one being the
receipts for the labour services performed and the other being part of a
social dividend constituting the individual’s share in the income derived
from the capital and the natural resources owned by society.

(Lange, 1964:74)
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Lange therefore envisages a system in which dividends are due to citizens from the state
in a planned economy in the same way that privately owned industries distribute
dividends to shareholders in a capitalist state. That is, by virtue of their ownership of the
means of production as a natural right. Again the rights based justification for state
supported schemes of income support is raised. However, Lange is not primarily
concerned with justifying a CBI on the basis of citizenship rights but is rather working
out a theory of distribution within state socialism that will resolve questions of allocative
efficiency. Work is no longer the sole source of income but the relationship between
labour provided and financial reward, in the form of pay, remains unaltered. Pay rates act
as signals to providers and purchasers indicating degrees of relative scarcity and ration
resources accordingly. Therefore, when discussing the distribution of this social dividend
Lange points out that it must be entirely independent of the choice of occupation so as not
to distort the price mechanism operating in the distribution of labour, hence ensuring that
‘a substitution of planning for the functions of the market is quite possible and workable’
(ibid:83). Lange addresses the distribution of the social dividend in practical terms using
neo-classical tools of marginalism;

Freedom of choice of occupation assumed, the distribution of the social
dividend may affect the amount of services of labour offered to different
industries. If certain occupations received a larger social dividend than
others, labour would be diverted into the occupations receiving a larger
dividend. Therefore, the distribution of the social dividend must be such as
not to interfere with the optimum distribution of labour services between
the different industries and occupations. The optimum distribution is that
which makes the differences of the value of the marginal product of the
services of labour in different industries and occupations equal to the

differences in the marginal disutility of working in those industries or
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occupations. Therefore, the social dividend must be distributed so as to
have no influence whatever on the choice of occupation. [Lange’s
emphasis] The social dividend paid to an individual must be entirely
independent of his choice of occupation. For instance, it can be divided
equally per head of population, or distributed according to age or size of
family or any other principle which does not affect the choice of

occupation.

(ibid:83-84)

Lange therefore is not proposing an unconditional guaranteed income payable to all, in
the CBI sense, as he points out that his scheme does not necessarily entail equal
distribution of the social dividend per head of population. His contribution to the debate
though can be viewed in the separation of income from work analysis in that he views
two sources of income in a planned economy, that is wages for work done and the social
dividend. Lange’s social dividend is hence merely a policy instrument to be adopted by
the planners of a socialist economy to ensure a more efficient distribution of income. The
price mechanism would remain as the primary economic force within labour markets.

Lerner, writing in 1944, utilises the same tools of analysis (later to become known
as the Lange-Lerner model of the price mechanism of a socialist society) to illustrate how
in a socialist economy governments can avoid the evils of inflation whilst attempting to
maintain full employment;

In the collectivist economy this can be done in two ways. The first is
through adjustments in the rate of interest. This affects both the rate of
investment and the rate of consumption. Second, and more important, is the
direct effect of government action on income and through income on
consumption.

The consumers receive part of their income from their work in payment for

their labour by the managers of production, who hire labour in accordance
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with the Rule. The rest of the income of consumers comes to them from the
government. This can be considered as the citizens share of the earnings of
the factors of production other than labour, but however it is considered,
the government must distribute just enough to induce consumers to spend
the right amount which, together with the investment demand for factors,

will provide full employment.

(Lerner, 1970:267)
Governments therefore have to be aware of the right amount of dividend due in
accordance with production plans and it would appear that flexibility is a part of the
Lerner model in that the dividend should be adjusted accordingly as production plans are
altered. Although using marginal analysis Lerner was essentially a Keynesian and to
describe him as a ‘neo-classical’ economist is ‘a bit misleading” (Van Trier, 1989:43).
Van Trier draws attention to the fact that;

Although studying and teaching at the LSE, being the ‘protege’ of Lionel
Robbins, very much influenced by Hayek and von Mises, and intellectually
committed to the elegant logic of marginalism, Lerner’s socialist values led
him to accept Keynes’s scheme. For Lerner the (allegedly small) losses in
efficiency from a Keynesian type of intervention did certainly not outweigh
the social costs of mass unemployment.

(ibid: 43)
For Lerner then the social dividend plays a very different role in guiding the allocation of
resources than it does for Lange. Justified in the same way, that is, as a means of
reimbursing citizens with their share of the social product, Lerner views the social
dividend as more than a policy instrument to redistribute income. It is also viewed as a
mechanism governments could and indeed should utilise to guarantee an effective level

of demand to ensure full employment;
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The only proviso that must be made in the interest of the optimum use of
resources is that the amount paid out to any individual should not in any
way be affected by the amount of work he does. This is because of the
desirability of having the wage equal to the vmp (value of marginal
product) of labour (which is what the manager will be paying the worker
quite apart from any “social dividend” ) so as to induce neither too much or
too little labour. In the name of the optimum division of income it can be
argued that the distribution of the social dividend should not be very
unequal. My personal inclination is for an equal share to be given to each
member of society as his right as a citizen, with no questions asked and no
exceptions. There could be no better safeguard of the freedom and
independence of the individual.

(Lerner, 1970:267)
Van Trier summarises the differences between the Lange and Lerner social
dividend schemes;

...for Lerner the social dividend is clearly a steering device, keeping the
economy on the right but narrow track between inflation and depression.
Lange’s view, on the contrary, put the social dividend in a more strictly
distributional framework. Secondly, whereas for Lange social dividends
should not correlate with the choice of occupation, Lerner stresses the
necessity of its being independent from the amount of work done. Thirdly,
for Lange the rate of equality of the distribution was optional; Lerner, on
the other hand, states his preference for an equal distribution, based on a
dual argument: citizenship rights on the one hand and a more utilitarian
argument in terms of the optimal income distribution on the other hand.

(1989:48)
The Lange-Lerner model therefore contributes to the CBI debate in an influential way.
Both develop a state scheme of income maintenance based on citizenship rights and fiscal

policy measures to ensure full employment. The right to work is linked with the right to
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an adequate income whilst at the same time developing a model which successfully
separates work from income. The use of neo-classical marginal analysis, combined with
Keynesian demand management type measures, illustrates the flexibility of the concept of
a minimum guaranteed income for all individuals across the political and economic
divide.
6.3.3 Poverty as a natural consequence of progress

Continuing with the theme of financial reward for work, strands of the CBI proposal
can be found in theories of poverty as a natural consequence of progress;

Where the conditions to which material progress every where tends are
most fully realised - that is to say, where population is densest, wealth
greatest, and the machinery of production and exchange most highly
developed - we find the deepest poverty, the sharpest struggle for
existence, and the most of enforced idleness.

(George, 1913:9)
Concern for the effect on the labour market of increased mechanisation has attracted
many individuals to a CBI. The need to uncouple income from work in view of
decreasing job supply, with simultaneous increases in demand for employment, is
necessary if the Malthusian argument is to be denied. Parker (1989) points out that two
former soldiers, Major C.H. Douglas and Jaques Duboin, at the time of World War One
were motivated by such concerns;

In France, Verdun veteran Jacques Duboin, who watched the newly
manufactured tanks succeed where echelon after echelon of men had died,
argued passionately for institutional change that would completely
uncouple income from work. In order to prevent mass unemployment and
to take advantage of the material abundance made possible by new

technologies, he proposed that each country’s national income should be
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shared out equally between it’s citizens, with a tax of 100 per cent on all
their other income.

(Parker, 1989:126)

When developing a historical sketch for his book Basic Income Freedom from Poverty,
Freedom to Work (1989) Tony Walter takes a similar starting point, that is the proposals
associated with the aforementioned Major Clifford Douglas. Douglas, an engineer by
profession was spurred by a concern for the effect of expanding industry during the war
and how was this to be consumed. The possible failure of society to fully appreciate and
benefit from ongoing advances in modern technology led Douglas to turn his attention to
the study of economics. He began to work out and subsequently advocate a plan that
would address the decline of traditional liberal orthodoxy within the economics discipline
(Finlay, 1972:1). Although the Douglas proposal can be criticised with regard to
providing a workable solution to deficient demand;

...the body of work published between 1918 and 1924 in collaboration
with Orage forms a coherent critique of the capitalist financial mechanisms
which regulate production and distribution in a technologically advanced
society.

(Burkitt, 1994:19)
The central issue for Douglas was how to address the scenario of overproduction
and unemployment and his remedy was the Social Credit. Douglas based his theory on

the idea that;

> Parker explains in a footnote on p420 that Jaques Duboin’s writing, which included La grande

revolution qui vient (1934); En route vers I’abondance (1935) and Liberation (1936) are now out of print.
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What backs the value of currency is not the banks but the productive
capacity of the people and therefore credit ultimately derives from and is
due to the people.
(Walter, 1989:23)

Douglas therefore became associated with the founding of the theory of Social Credit and
his work was expounded in The New Age throughout the 1920’s. The link with The New
Age 1s worthwhile noting for two reasons. Douglas was not an economist by profession
and as such was not afforded the academic credibility essential for ensuring his doctrine
was brought into the public domain. He was further handicapped by what Finlay refers to
as ‘his awkward style, a mixture of technical brevity and pedantic qualification such that
even his friends and admirers were forced to admit heavy going’ (1972:61). ® Douglas
hence required a public stage that would be sympathetic to his cause. The New Age
turned out to be that stage;

At length, at the end of 1918, a New Age editorial drew attention to ‘an
ingenious and convincing article’ by Major Douglas appearing in the
‘English Review’ of December that year. The article itself was reprinted in
the New Age’s first issue of the new year, and Orage and his paper were
launched upon a championing of Social Credit to which both were to
remain loyal to the death - that of Orage dramatically on the night after his
BBC talk on Social Credit, that of the New Age in 1938, when it faded out
unable to pay its way.

(Finlay, 1972:62)

6 Reference in the literature is again made to Douglas’ ‘convoluted writing style’ when Hutchison argues
that it directly led to confusion regarding the use of the terms ‘Social Credit’ and ‘National Dividend’ - the

former being used to denote the name of the movement and the latter represented their main demand

(1995:43).
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The journal itself served to promote both the political and economic aspects of
socialist beliefs and under the editorship of Alfred Richard Orage it commanded a certain
degree of literary and academic prestige. Although the paper never actually built up a
wide readership, nor a secure financial base, for ‘those who were active in journalism and
politics at this time, the New Age became something of a legend’ (ibid:64). An
association of this kind allowed the opportunity for the Douglas doctrine, essentially a
treatise on monetary reform, to become connected with and to incorporate, with the aid of
Orage’s editorial skills, the social and political values of a progressive liberal movement.
The second, related point to note regarding the link with the New Age regards the
audience Douglas’ Social Credit theory received. As mentioned earlier G.D.H. Cole was
a regular contributor and therefore it can safely be assumed that Cole was more than
familiar with the Douglas proposal. As an economist, it follows that he would be
interested in the function of money in the economy and therefore may have been
influenced by Douglas.

The main thrust of the Douglas proposal was that, in order to rectify any deficiency
in purchasing power within the economy, governments should distribute additional
money to consumers and grant subsidies to employers in order to divorce the production
process from the price mechanism. It remains to be explained how this was to be done
and if the Social Credit envisaged by Douglas bears any relation a CBI, which would
serve to separate work from income. Charles Sanderson, in a booklet published in 1936,
attempted to outline the pros and cons of the Douglas plan, pointing out that Douglas was
initially concerned with the problem of under-consumption. Consequently his proposal

set out to ensure sufficient purchasing power existed within the economy to buy what was
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being produced, that is, the central tenet of the scheme was demand management.
According to Sanderson;

...Social Credit offers a scheme which it believes will cure under-
consumption without interfering in any way whatsoever with the present
economic organisation. It leaves ownership untouched, it leaves
management untouched, it leaves profits untouched, it leaves interest
untouched; it leaves the present economic organisation just as it is. It
applies itself directly and entirely to the financial side.

(1936:5)

The scheme therefore offers a mechanism by which governments can control the amount
of financial credit available within the economy to ensure that total national consumption
would be equal to total national production. This mechanism was two pronged, involving
the National Discount affecting product prices and the National Dividend affecting
incomes. It would appear at first glance, then, that Douglas is an early Keynesian.
However further interpretation of the Douglas proposal is necessary to illustrate that this
1s not the case and that Social Credit did entail much more than, as Sanderson advocates,
reform of the financial sector. Douglas’s critique of the workings of capitalist economies
does provide useful insights into the relationship between social and economic policy,
previously viewed as separate. Furthermore, the Douglas doctrine contains strong
elements of the notion of rights of citizenship and the abolition of the work requirement,
albeit for a temporary five year period, as a condition of state supported income
maintenance schemes.

Douglas wrote in the preface to the revised edition of his original text, published in

1924, that his book Social Credit was issued;
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...in order to correlate the financial theories, which have since become
widely known under the same title, with the social, industrial, and
philosophic ideals to which they are appropriate.

(1935:v).

Douglas himself, hence recognises that his ideas on financial reform are to be viewed as a
new social order if his scheme is to be at all successful. Douglas is not prepared to accept
that the adoption of his Social Credit scheme should involve revolutionary change, nor
should it be a natural evolutionary process, but rather a combination of the two. The
scheme proposed is to address the growing awareness that present financial and social
arrangements throughout the industrialised world are unstable and that change is
inevitable. In fact he writes;

Nothing will stop it; ‘Back to 1914’ is sheer dreaming; the continuation of
taxation on the present scale, together with an unsolved employment
problem, is fantastic; the only point at issue in this respect is the length of
time which the break-up will take, and the tribulations we have to undergo
while the break-up is in progress. But while recognising this, it is also
necessary not to fall into the error which has its rise in Darwinism; that
change is evolution, and evolution is ascent. It may be; but equally it may
not be. That is where the necessity for the revolutionary element arises;

using of course, the word revolutionary in a constructive sense.

(ibid:197)
This provides some indication as to Douglas’ political motivations. He goes on to state
that;

There is, at the moment, no party, group, or individual possessing at once
the power, the knowledge and the will, which would transform the growing

social unrest and resentment (now chiefly marshalled under the crudities of
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Socialism and Communism) into a constructive effort for the regeneration
of Society.
(ibid:197)

The simple solution to the negative balance between potential supply and effective
demand, that is demand backed by a willingness and ability to pay was, for Douglas,
money (Douglas, 1924:27). In developing his scheme for financial reform Douglas
adopts the attitude that the individuals comprising a community rightfully own the
productive capacity of that community. His justification for this is based on his belief that
accrediting all wealth formation to the collective values of the three traditional factors of
production; land, labour and capital, is an erroneous assumption as it fails to recognise
the contribution made by individual enterprise;

Quite clearly no one person can be said to have a monopoly share in this; it
is the legacy of countless numbers of men and women, many of whose
names are forgotten and the majority of whom are dead. And since it is a
cultural legacy, it seems difficult to deny that the general community, as a
whole, and not by any qualification of land, labour, or capital, are the
proper legatees.

(1bid:56-57)

This process of deduction provides Douglas with a theoretical justification for
income redistribution based on the premise that individuals are naturally entitled to a
share of the nations wealth by way of their inherited ownership as citizens. The rights
based approach to an income guarantee is very much a part of the Douglas doctrine.
However Douglas does not rely solely on this justification and the concept of a ‘Cultural
Heritage’, that he refers to, is strengthened by his analysis of the role of credit. Douglas

tackles his analysis of deficient purchasing power by attempting to distinguish between
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financial credit and real credit. He begins by stating his concerns regarding the role of
money in the economy, which subsequently leads him to his plan for financial reform.
The emphasis on money as a measure of the value of a particular service or commodity is
fiercely criticised by Douglas and he himself views this criticism as fundamental to his
theory;

The proper function of a money system is to control and direct the
production and distribution of goods and services. [Douglas’s own
emphasis]. It is, or should be, an ‘order’ system, not a ‘reward’ system. It is
essentially a mechanism of administration, subservient to policy, and it is
because it is superior to all other mechanisms of administration, that the
money control of the world is so immensely important.

(ibid:72)

The financial organisation of an economy leads to the scenario of deficient
effective demand in light of increasing supply. Individuals within such an economy are
unable to purchase the goods they require or those goods and services which producers
are willing and indeed ‘anxious’ to supply, due to the lack of money necessary to make
such purchases. The Socialist retort to this theory would be that the problem stems from
an unequal distribution of wealth but for Douglas this is a misconception;

The point we have to make is not merely that financial purchasing power is
unsatisfactorily distributed, it is that, in its visible forms, [Douglas’s own
emphasis], it is collectively insufficient.

(ibid:95)
Douglas therefore builds his analysis around the theme of the role of money in the
economy. The fact that money is viewed as a tool for measuring value results in a
possible disequilibrium between supply and demand. If, as Douglas argues, the reason for

underconsumption is due to individuals not having enough money in their pockets to buy
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goods produced, and as money represents the value of these goods, then he must turn to
an examination of the price system. Prices represent money values and if money is
deficient in the hands of the consumer then this leads Douglas to the assumption that
prices are prohibitively high. If prices are determined by the need to cover costs of
production then what does this say of the behaviour of producers. The problem arises
when some of the costs being covered do not represent costs of final goods or services
offered for sale but rather contribute towards the financing of capital goods. Not all
money in the economy is spent on consumable goods but is saved in order to pay for
capital goods, which become the property of those doing the saving, that is the capitalists.
If the ultimate motivation is profit maximisation then the accumulation of capital goods is
viewed as a future investment which will ensure the production of new goods, which in
turn will be sold at a price sufficient to cover total costs, that is both ‘old’ and ‘new’
costs. If this process continues then it is ‘self-evident’ to Douglas that even if there were
sufficient money to purchase all goods produced at any one point in time, the filtering of
money into the production of ‘new’ goods results in a disparity between total costs and
current prices in the successive period;

The condition then is, that there are more goods in the world at each
successive interval of time, because of the financial saving, and its
application to fresh production, while the interest, depreciation, and
absolesence, on this financial saving has to be carried forward into the
prices of production during a succeeding period. Each pound saved would
be a pound withdrawn from consumption and put into production. Since
costs must be less than prices, it only requires a very simple examination of
this condition to see that the cycle becomes unworkable in a very short
period of time, since no one would be able to buy anything.

(ibid:98-99)
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The process of depreciation, then, is diminishing the purchasing power available in the
economy and requires intervention from the financial sector to prevent economic
collapse. Assuming that money, in the form of legal tender, is the only form of
purchasing power, then following Douglas’s argument there will never be enough
circulating to meet increases in production. This deficiency of purchasing power can be
met by the creation of ‘bank money’ (ibid:101). The granting of financial credit ensures
the survival of the production process, which as a consequence becomes debt driven. For
Douglas then, it is the banking system that controls and determines production and the
distribution of incomes. The creation of credit in the form of loans creates bank deposits
which individuals can draw upon in the form of money used to purchase goods and
services. However the repayment of these loans serves to reduce bank deposits and
thereby reducing effective demand. Due to what Douglas refers to as the existence of a
system of punishment and reward, the cost of providing producers with financial credit
must be recouped in monetary form. It is therefore passed on to consumers in the form of
higher prices and thus the cycle continues as these higher prices stifle the additional
demand the original creation of credit was intended to address. The financial system not
only controls the production process but also determines the distribution of incomes by
affecting prices;

...a policy of increasing issues of money or credit, in such a manner that it
can only reach the general public through the medium of costs, and must,
therefore be reflected in prices, has one thing and one thing only to be said
for it at this time; that it is absolutely and mathematically certain to reduce

any financial and economic system to ruins.

(ibid:118)
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Douglas is scathing of the financial system in that it has developed into a powerful
monopolistic organisation operating in such a way as to continually cream off purchasing
power from the individual. This is represented by higher prices, justified due to increased
costs of production arising from the repayment of debt, to reap the financial rewards of
providing the service of issuing money in the first place. Thus,

The capitalist financial system facilitates production and distribution of
goods only incidentally, as an adjunct to its primary raison d étre, to secure
a title of the share of those goods and services (the ‘real credit’ of the
community) through the agency of interest payments...The recurring
cycles of debt creation and repayment with interest require a constant
growth in the overall economy if it is to function effectively.

(Hutchinson, 1995:44)

Any attempt, given the current financial system, to reduce prices would subsequently lead
to a reduction in profit margins and if this was to fall below the amount needed to cover
costs, production would come to a halt and unemployment would occur. The current
system of financial organisation means that policies of deflation will be at the expense of
the producer. Bankruptcies will increase which will directly effect the consumer in terms
of unemployment and policies of inflation will negatively effect purchasing power,
therefore affecting the producer in the long run. This leads Douglas to his conclusion;

...the consumer cannot possibly obtain the advantage of improved process
in the form of correspondingly lower prices, nor can he expect stable prices
under stationary processes of production, nor can he obtain any control
over the programme of production, unless he is provided with a supply of
purchasing-power which is not included in the price of the goods produced.
If the producer or distributor sells at a loss, this loss forms such a supply of
purchasing-power to the consumer; but if the producer and distributor are

not to sell at a loss, this supply of purchasing-power must be derived from
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some other source. There is only one source from which it can be derived,
and that is the same source which enables a bank to lend more money than
it originally received. That is to say, the general credit.

(ibid:114)

Douglas therefore seeks a new method of income distribution. The ‘savings’ that
Douglas referred to earlier allowed the owners of factors of production to re-invest in
capital goods and to accumulate profits. These profits were realised in the form of
dividends payable on shares. However these savings were not the result of forgone
consumption but were created by the banks in the form of paper transactions therefore
such individuals were claiming a share of the national wealth to which they had not
directly contributed in the form of a personal sacrifice. That is, rewards were accruing to
those who had no claim in terms of individual effort other than their ability to secure the
financial credit from the banks. It would appear from this argument that Douglas is
accepting the Marxist principle of surplus value (Finlay, 1972:112). For Douglas, then,
there would never be enough purchasing power in the economy to buy back the total
products of industry. Under-consumption would persist, posing a threat to the process of
economic growth;

Economic growth requires a constant expansion not only of production but
more particularly of consumption, where “consumption” is defined as
“purchase on the market with the use of money”.

(Hutchinson, 1995:44)
What was required was some regulatory mechanism which served to increase the level of
purchasing power within the economy so ensuring that total national consumption was
equal to total national production. The Douglas social credit scheme proposed that

government should increase demand by paying everyone a National Dividend and that
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this dividend should be financed from increasing the money supply. Douglas justified this
dividend by referring to his concept of the ‘Cultural Heritage’ and in an earlier book
Credit Power and Democracy he referred to the dividend as ‘the natural successor to the
wage’ (1920:43). It is in this sense that the Douglas proposal is relevant to the separation
of income from work debate.

The National Dividend was to be granted as of right to every citizen and thus
‘established the principle of payment of an unearned income from the state, unrelated to
work record or to any other tangible contribution to the formal economy’ (Hutchinson,
1995:45). In his attempt to illustrate the specific benefits of his income distribution
scheme with regard to the labour market, Douglas contrasts his proposed National
Dividend with existing unemployment allowances, which he refers to as the ‘Dole’. He
regards the dole as the ‘Cinderella of Dividends’ and criticises it for stigmatising
recipients; creating unnecessary and damaging divisions within society between
contributors and beneficiaries; imposing harsh regulations which stifle work incentives,
and for being set at levels determined by concepts of absolute as opposed to relative
poverty (Douglas, 1924:126-128). Furthermore, he suggests that existing mechanisms of
income maintenance are designed, not only in accordance with the needs of a policy goal
of full employment, but that there is also a hidden agenda;

...it must be evident that the soundness of this stress on the prime necessity
for continuous and general employment, using that term in the narrow
sense of commercial employment for wages, rests on quite other grounds
than the use of employment as a means for distributing wages,- can, in fact
only rest on the premises of the Modernist, or Classical idea.

(Douglas, 1924:130)
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He goes on to argue that actively promoting full employment, defined in terms of ‘every
individual capable of employment were employed and paid according to the existing
canons of the financial system’ would prove disastrous, on both a political and economic
level, for any government. The result would be ‘fantastic’ inflationary pressures or ‘the
military consequences of an enhanced struggle for export markets’ (ibid:131-32). He
claims, therefore that the focus of attention directed at the formal labour market primarily
derives from;

...a widespread feeling on the part of executives of all descriptions that the
only method by which large masses of human beings can be kept in
agreement with dogmatic moral and social ideals, is by arranging that they
shall be kept so hard at work that they have not the leisure or even the
desire to think for themselves. The matter is rarely stated in so many
words. It is more generally suggested that leisure, meaning by that,
freedom from employment forced by economic necessity, is in itself
detrimental; a statement which is flagrantly contradicted by all the
evidence available on the subject.

(ibid:132-33)
In arguing that current welfare strategies reinforce the traditional work and pay
relationship, Douglas views such as barriers to individual enterprise and hence they serve
to stifle economic progress. Douglas regards this scenario as an inevitable consequence
of a society governed by the principles of ‘rewards and punishments’ which effectively
acts to subordinate the rights and interests of the individual to that of the community as a
collective. Determining the social and economic order of a society around such ideals
may have been expedient in the past, but for Douglas the whole process of industrial
progress has rendered the system ‘undesirable and actively and practically vicious’

(1924:80). In developing his line of reasoning, Douglas appears to be making similar
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observations to those made by the physchologist, Abraham Maslow concerning the
hierarchy of human needs. That is, once the basic physiological needs of any individual
are satisfied, that individual is then free to devote attention and energy to the securing of
a further category of needs, which are more social or moral in nature;

In other words, human needs manifest themselves in a series of stages and,
according to Maslow’s classic original conception, you have got to get
through one stage before you can go on to the next. These stages can be
seen as priorities, so that a more crucial priority must be heeded before
another priority can claim attention. This can be seen to define the process
of growth. It has been summarized by Maslow in the following phrase:
“Man does not live by bread alone- if he has enough bread”.

(Lutz and Lux, 1988:11)
In his efforts to demonstrate the outmoded nature of relying upon the sanctions imposed
by a system of punishments and rewards, Douglas refers to his own conception of a
hierarchy of human needs;

So far from the mere sustenance of life through the production of food,
clothing and shelter from the elements being, with reason, the prime
objective of human endeavour, it should now be possible to relegate it to
the position of a semi-automatic process. Biologists tell us that the earliest
known forms of life devoted practically the whole of their attention to the
business of breathing. Breathing is not less necessary now than it was then,
but only persons suffering from some lamentable disease pay very much
attention to the process.

(Douglas, 1924:83)
For Douglas the new direction of human energy, implied by reaping the benefits of
industrial progress, is being hindered by adherence to a system that was designed with the

old direction in mind.

250



The National Dividend scheme proposed by Douglas therefore represents a
mechanism capable of re-orientating society, in that an obsolete system of restraint is
replaced with one of co-operation and assistance. As a proposal for welfare reform, it
effectively severs the traditional link between work and pay by providing an income
guarantee for all citizens, explicitly detached from the processes associated with modern
labour markets. His form of a CBI would free individuals from the economic necessity of
employment and enable them to pursue a range of non-material needs. As a consequence
individuals are afforded the opportunity to ascend to a higher level of personal
development which in turn will benefit further economic progress. This particular aspect
of the Douglas doctrine represents an important contribution to contemporary debates
focusing on the efficacy of current income maintenance measures given the dynamics of
modern socio-economic conditions. Furthermore, his critical analysis of the role of
money in the economy, and his assessment of the motivations behind all human
endeavour prove relevant in developing a feminist economics perspective in support of a
CBI. The preceding discussion of the Social Credit movement, and in particular the
proposals advocated by Douglas, has therefore indicated the strength of the arguments,
central to both, in promoting a ‘new economics’.

The method of income distribution proposed by the Social Credit movement was
essentially premised on a critical appraisal of mainstream economic theory regarding the
relationship between ownership and control of the factors of production. Theories
advocating a ‘social dividend’ scheme as a fundamental element of a planned economy,
either capitalist or socialist determined, accept as a starting point that prices are not a true

reflection of value. This phenomena occurs when ownership is separated from control
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and the prices accruing to factors of production are not representative of actual economic
values, but rather are determined by the degree of power which can be exercised in the
market place. Deficient levels of aggregate demand may therefore be a natural, and
indeed permanent feature, of the capitalist system due to artificial distortions of market
equilibrium prices and output levels. The ‘social dividend’ represents a scheme for
income distribution that effectively serves to redress the unequal balance between
ownership and control arising from the economic processes associated with a free market
economy.

The Douglas analysis formally recognises the economic consequences of ownership
of the factors of production being divorced from the control of those factors. However,
rather than placing faith in the ability of a centralised planning authority to direct both
production and consumption patterns, Douglas focuses on the structure of the financial
system. For Douglas, control over production and distribution lay in the hands of
financiers, and thus the level of aggregate demand in the economy was nothing to do with
ownership of factors of production but a function of power with regard to access to
financial credit. Furthermore, the financial system was a human construct and therefore
any claims to legitimacy were political in nature (Burkitt and Hutchinson, 1994). To
illustrate this point Douglas draws upon the British experience in financing World War
One. The government effectively ‘created’ the money to pay for the war by employing
the mechanisms associated with the workings of the existing financial system. By
abandoning the gold standard, the government was able, ‘through a complicated series of
paper transactions’, to transfer the National Debt into a National Asset (Hutchinson,

1995:45; Burkitt and Hutchinson, 1994:24). The interest accruing to individual owners of
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Government War Securities did not represent direct payment for a current material
contribution to the formal economy but rather was a claim to be drawn against future
production. Thus, the government;

...established a precedent for the payment of dividends, a share of national
wealth, to individuals whose contribution to the creation of that wealth was
ephemeral. The National Debt is ‘clearly a distributing agent’.

(Burkitt and Hutchinson, 1994:24)

For Douglas then ‘financial credit’ was merely a convenient way of representing the ‘real
wealth’ of a community; and wealth should be a communal possession rather than reside
in the hands of the bankers (Finlay, 1972:112). His package of proposals was, he
believed, a way of reforming existing capitalist structures in order to restore power to the
individual, without at the same time incurring the need for large scale bureaucratic
planning authorities, which in essence posed a further threat to individual liberty.

The Douglas proposal is distinct from a CBI previously defined as it involves direct
transfer of funds from the state to the individual to be financed by increasing the money
supply, rather than via the tax mechanism. In addressing critics who pointed to the
inflationary pressures implied by such a system, Douglas again emphasised the
importance of the production and sound management of social credit. The price system
would be self-regulating in that consumption would match production, and vice versa,
provided the restraints imposed by the requirements of ‘financial credit” were eliminated.
Furthermore by removing the economic necessity to work, Douglas believed his model
for the future development of capitalism was better suited in meeting the demands of
technological development. Douglas foresaw that continuing advances in technology

meant that future work would give way to more leisure time but that current financial
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structures would not allow the individual this option. Industrial progress, combined with
the present system of income distribution, based primarily on the principle of financial
punishments and rewards, would serve to further subject the individual to wage slavery.
His belief in the intrinsic value of work, and the potential the capitalist model had for
stifling individual creativity and innovation, implied that he was radically opposed to
conceptions of ‘rational, self interested economic man’. As Burkitt and Hutchinson
argue;

This rejection of the inherent disutitlity of labour, with its denial of
necessary centrality of financial reward, was among the factors that
rendered Douglas’ writing uncongenial to mainstream economists of the
inter-war period.

(1994:25)

Douglas therefore presented a case for questioning the efficacy of traditional economic
theory in explaining economic practice. The laws of supply and demand did not provide a
framework for determining the value of commodities, in particular labour. Rather the
concept of scarcity was an artificially generated phenomenon emanating from the
practices of capitalist financial structures. Individuals, as consumers, are not free to
choose but remain servile to those with power over the whole production process - the
financiers. Given his heretical views on such fundamental concepts of orthodox
economics it is not surprising that mainstream economists would treat Douglas’ proposals
with caution.

However, it was not only the economics profession that questioned the validity of
the Social Credit movement. The blatant attack on financiers, not only disturbed the

bankers themselves, but was also viewed as being potentially anti-Semitic (Walter,
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1989:23; Finlay, 1972:176-79). Furthermore, Douglas’ outspoken disapproval of a
system dominated by the process of centralised economic planning and state ownership
gave rise to criticism from those espousing the socialist cause (Finlay, 1972:12-113). In
fact;

Throughout the inter-war years Social Credit aroused powerful negative
reactions in practically all established centers of male socio-economic
power - among mainstream economists, socialists, communists, trade
unionists, bankers and politicians of all parties.

(Hutchinson, 1995:39)
The movement witnessed some success when the Social Credit Party was founded in
Alberta, Canada in 1935 and dominated politics within the province until 1971. However
the Party more or less abandoned Douglas’ theories early on and went on to advocate
policies such as employee participation in profits and shareholding, more a workers co-
operative theory. The social credit theory was ultimately a political failure.

Despite this, the economics of Major Douglas and his contemporaries provides
some useful insights into the relationship between economic policy and social policy. As
a model for welfare reform, social credit established a principle whereby the economic
necessity of formal employment would no longer dictate the forming of both policy and
institutions aimed at promoting social justice. In this sense the social credit doctrine
proves relevant to contemporary debates on the future direction of income maintenance
policy. Given the dynamics of modern socio-economic conditions, social credit may
provide the mechanisms for minimising the negative consequences of the continual strive
for sustainable economic growth. That is, the maximising of economic conflict and the

associated problems of social exclusion and marginalistion. Specifically, the collective
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regulation of financial instruments, along with the payment of a national dividend, could
effectively act to promote the socio-economic status of those individuals who devote the
majority of their time engaging in ‘non-economic’ activities. Reform along this route,
would have obvious advantages for women, but could also prove conducive to an
economic system based on alternative ways of organising and doing work. This particular
point is of interest in developing a feminist case for a CBI and thus will be explored
further in chapter eight.

In analysing the Douglas plan, the purpose has been to illustrate the distinctiveness
of social credit as a proposal for a state supported minimum income guarantee. It is
argued that the innovative nature of the Douglas scheme rests in its explicit rejection of
the principles governing the traditional work and pay relationship. In doing so, Douglas
effectively presents a logical case for dismantling and restructuring the principal
organising features of an economy dominated by a strict adherence to the canons of
competitive free market economics. Although this would prove, in practice, to be
politically unacceptable, the insights to be gained relate to the contribution of the social
credit approach to economic reform in the process of developing a ‘new economics’.

However, both in practice and in theory the Douglas scheme was overtaken by
Keynesianism. The publication of The General Theory of Employment Interest and
Money by J.M. Keynes in 1936 brought about the dawning of a new age in economic and
political organisation. When criticising the classical economists assumption that supply
creates its own demand Keynes refers to his analysis as supplying ‘us with a explanation
of the paradox of poverty in the midst of plenty’ (Keynes, 1951:30). For Keynes the

problem lies with effective demand and he draws attention to the fact that this area has
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been sadly neglected within the economist’s discipline for ‘more than a century’
(ibid:32). Although the existence of deficient or excessive demand was observed and
recognised by some, the lack of positive economic analysis explaining why aggregate
demand could indeed be deficient, led to the widespread appeal of the classical model
with an emphasis on the supply side, free markets and flexible prices. In fact Keynes
points out that the inability to scientifically analyse the theory of aggregate demand and
its effects on the level of employment and national income meant that;

The great puzzle of Effective Demand with which Malthus had wrestled
vanished from economic literature. You will not find it mentioned even
once in the whole works of Marshall, Edgeworth and Professor Pigou, from
whose hands the classical theory has received its most mature embodiment.
It could only live on furtively, below the surface, in the underworlds of
Karl Marx, Silvio Gesell or Major Douglas.

(ibid:32)

Keynes, therefore was aware of the Douglas proposal but viewed the Major as somewhat
of a crank;

Since the war there has been a spate of heretical theories of under-
consumption, of those which Major Douglas are the most famous. The
strength of Major Douglas’s advocacy has, of course, largely depended on
orthodoxy having no valid reply to much of his destructive criticism. On
the other hand, the detail of his diagnosis, in particular the so-called A+B
theorem, includes much mere mystification. If Major Douglas had limited
his B-items to the financial provisions made by entrepreneurs to which no
current expenditure on replacements and renewals corresponds, he would
be nearer the truth. Major Douglas is entitled to claim, as against some of
his orthodox adversaries, that he at least has not been wholly oblivious of

the outstanding problem of our economic system.

(ibid:370-371)
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Keynes sets out to provide a ‘valid reply’ to Douglas’s ‘destructive criticism’ and,
through a process of positive macro-economic analysis, develops a model justifying state
intervention in the economy for the purposes of effective demand management.

The National Dividend proposed by Douglas, although unique in terms of its
criticism of traditional economic theory, should not be set apart from the arguments in
support of a universal minimum income guarantee discussed above. Common to all
proposals is a concern for the rights of the individual citizen within the confines of
capitalist based market economies. Questioning the traditional relationship between work
and pay is evident throughout the literature. Furthermore, taking into account the
historical perspective, the proposals discussed thus far were argued for at a time when
there was no established principle for state intervention in the field of income
maintenance. Mechanisms for the relief of absolute poverty, argued for on the basis of
religious, philosophical or moral grounds, had not managed to secure a concrete foothold
in the political or economic base of industrial society. Arguments for state intervention
based on economic considerations were equally marginalised in that they remained
subordinate to the demands imposed by the operation of competitive free markets.
Attempts, therefore, at justifying a form of CBI, prior to the development of the modern
welfare state, can be categorised as practical policy solutions responding to the perceived
social evils of capitalist development. In other words they were not presented as an
alternative to existing provision but rather as proposals for social and/or economic reform
which assumed a common starting point - the dominance of laissez-faire market

economics in forming the structural base of society.
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The development of the modern welfare state can arguably be pinpointed as
representing the break down of this dominance. The explicit political acceptance of
Keynesian economics in post war Britain demonstrated a departure from a sustained and
prolonged attachment to orthodox neo-classical economic theory in the design of social
policy. Future proposals for a universal minimum income guarantee would therefore have
to be framed as an alternative to the new orthodoxy. The following section therefore
traces evidence of proposals for a form of CBI, presented as practical policy options
conforming to the principles of demand management and a general consensus regarding
state responsibility for securing the welfare of those individuals and their families
excluded from the labour market.

6.4 A Practical Policy Alternative

The Beveridge Report of 1942 provided the British wartime Government with a
range of policy options designed to ensure the effective implementation and operation of
a state supported income maintenance program. The Beveridge plan, intended initially as
a mere tidying up of existing provision, was to replace the current system of social
security with a comprehensive, universal scheme providing freedom from ‘Want’ from
the cradle to the grave. Previous legislation was inadequate in coverage in that only
privileged client groups were entitled as of a right and the continued reliance on means-
testing did not address the stigmatisation and harsh conditions forced upon the poor. The
Report not only contained a list of policy proposals but also contained detailed analysis
on administrative procedures and the method of finance. Public support for the document
itself (Abel-Smith, 1992:13; Jacobs, 1992:6; Thane, 1996:237) coupled with the fact that

Beveridge had been thorough both in his consultation with the Treasury regarding
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affordability (Abel-Smith, 1992:12; Thane, 1996:228), and in laying out the specific
details of his plan, resulted in the Government being more or less forced to take it on
board.

The central tenet of the Beveridge scheme was social insurance. This in itself was
not a new idea as schemes similar were developing elsewhere in the world.” What was
new was the fact that the plan for social insurance entailed universal coverage, flat rate
contributions; flat rate benefits; centralised administration and a residual safety net
designed to meet the needs of those who were denied access to the labour market and
therefore unable to contribute. Furthermore, Beveridge outlined three related policy areas
necessary for the effective operation of his scheme. Firstly, to complement social
insurance a scheme of family allowances was proposed to cover low income families in
work. Secondly, a comprehensive health service should be established to provide access
to adequate health care free at the point of use based on the rationale that industry
requires a healthy work force. Thirdly, Beveridge assumed that in order for social
insurance to operate and continue effectively governments should be committed to
ensuring full employment within the economy, employment being the central concept in
a contributory based plan for social security. Thus Beveridge can be credited with
institutionalising the concept of the right to work. Furthermore, the emphasis on a
commitment to full employment, contained within the Beveridge doctrine, incorporated
Keynesian demand management techniques and hence provided a basis for a new
economic, political and social order. Government acceptance of the Keynes/Beveridge

model was made explicit with the publication of the Social Insurance White Paper and
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the Employment Policy White Paper in 1944. For the first time in U.K. history social
policy was inextricably linked to macro economic policy.

In the post war period social insurance, with its emphasis on employment, became
the prevailing doctrine with regard to income maintenance policy, not only in the U.K.
but also throughout Europe. As Parker so cogently puts it, ‘social insurance quickly
established itself as one of the institutions no self-respecting social democracy could be
without’ (1989:12). It would appear then that the uncoupling of income from work
concept within the realms of social security policy had drawn its last breath with the
overwhelming acceptance of variants of a system based on contributions from employer,
employee, and the state. However an alternative to the Beveridge plan was proposed
which did in fact contain elements of the CBI concept.

The idea of a CBI, or social dividend, has been proposed as an alternative to the
Beveridge plan for social security reform in recognition of the limitations of social
insurance (Atkinson, 1995:299). The ‘Social Contract’ advocated by Lady Juliet Rhys
Williams, an independent economist, was presented as such an alternative;

The basic idea of the Social Contract was originally put forward in August

1942, in a privately circulated® pamphlet under the title of Something to

7 For example, Bismarks pioneering scheme of social insurance implemented in Germany between
1883 and 1889 and in New Zealand non-contributory pensions were introduced in 1898 (Barr, 1993:19,22)
¥ Citizens income bulletin no 17, January 1994, p32, draws attention to the fact that an earlier version
of Something to Look Forward To was published and circulated privately three months prior to the
Beveridge Report of December 1942, but that this publication is not widely available. As Rhys Williams
states in the foreword to her 1943 publication she has ‘elaborated’ on the proposals contained within the

earlier publication in light of the Beveridge Report. However, when considering the Rhys Williams
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Look Forward To. A shorter booklet, bringing the proposals up to date in
light of the Beveridge Report, was published in January, 1943, under the
title of Some Suggestions for a New Social Contract. An Alternative to
the Beveridge Report Proposals. The present book is an elaboration of
the suggestions contained in these two publications.

(Rhys Williams,1943:vii)
Lady Rhys Williams was concerned, like Beveridge, with the problem of ensuring
‘freedom from want’ for the citizens of the U.K. in the post war years. Painfully aware of
the existence of poverty in light of progress she saw the greatest problem facing U.K.
society as the distribution of wealth question;

We have got to discover a means of distributing the wealth of which there
is, in peace time, such comparative abundance, to those who need it, and
we have got to do this without destroying the will to work of those
engaged in its whole production. [Rhys Williams’ own emphasis].
(ibid:10)

The work incentive is important for Rhys Williams. She explains that the existence of
poverty is not a direct product of the system of social and economic organisation.
Therefore in the U.K. the inability of a great number of individuals to purchase the
necessaries of life cannot be blamed on the capitalist system but rather is a function of the
‘peculiarity of human nature’ (ibid:11). Her conception of human nature leads Rhys
Williams to the assumption that individuals illustrate an unwillingness to engage in work
unless forced to do so, or are adequately rewarded. It would appear then that, unlike

Douglas, Rhys Williams favours the framework of punishment and reward, brought about

doctrine in terms of an alternative to the Beveridge plan the existence of this earlier publication is an

important factor.
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by the operation of existing financial systems. There would be no problem distributing
the abundance of goods in the economy to all citizens on an equal basis and thereby
eliminating want if it were not for the fact that such a method of allocation would result
in a drastic decline in the nation’s wealth. Rhys Williams comes to this conclusion by
adopting assumptions associated with mainstream economic theory. She asserts the view
that if goods are received with no work requirement then the incentive to free-ride would
be so strong that ‘the production of new wealth would come to an end, and the whole
community will starve together’ (ibid:11). No system of social, political or economic
organisation would be successful unless the current motives of reward and punishment
for working are replaced with an alternative motive. Rhys Williams goes on to develop a
plan which will solve the problem of distribution whilst addressing the effects of the
removal of work incentives in the form of fear of poverty and hope of gain;

The cause of the whole difficulty of distributing wealth and abolishing
poverty does not lie in the material sphere of economic and political
systems, of Governments and their policy, or of the laws of supply and
demand; it lies in the psychological sphere, and depends upon the
discovery of some motive for labour, other than the fear of want, which
does not involve resort to even more unsatisfactory and primitive motive
from which we have so recently escaped, and to which a Nazi victory
would have condemned us to return, namely the fear of punishment at the
hands of a Gestapo.

(ibid:11)

Aware of the apparent failure of the classical model to provide answers to the
problems of increasing unemployment and the humility suffered by those forced to claim
benefits from the state via Public Assistance, Rhys Williams recognised that the time was

ripe for political and economic reform. However, the preservation of individual freedom
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is paramount and any attempt to abolish poverty by instituting a ‘new order’ should not
be at the expense of such freedom. The dangers of Fascism are to be remembered and
lessons learned;

In our determination to abolish want and the fear of want, we must beware
of those panceas which promise these reliefs only at the cost of
surrendering the greater part of our hard-won political liberties, including
the right to withhold our labour and to select our employment.

(ibid:19)
Rhys Williams therefore seeks a system which will serve to uphold the supremacy of
individual liberty whilst at the same time institutionalising a program of social planning
which is fully democratic and does not necessitate coercion by the state in the name of
the National Plan. With the ultimate goal of ensuring freedom from want, that is the
complete abolition of poverty, any future reform must address the problem of distribution
in such a way;

...that no human being can ever be in such a condition, regardless of his
own actions or of external circumstances, since while poverty remains at

all, the fear of it can never be removed from the hearts of men.

(ibid:22)
The question remains as to how this is to be achieved without destroying the will to work,
which, for Rhys Williams, is the means of wealth creation. Given this assumption it
follows that her plan for state supported income maintenance would remain inextricably
linked to the labour market. It would appear from her initial statements that she wishes
only to propose a more socially just proposal for social security whilst operating within
the parameters of traditional economic liberal orthodoxy. That is, she is ultimately

concerned with economic efficiency and the creation of wealth although wishes to
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remedy the fact that a growing number of individuals are not afforded the opportunity to
participate in the labour market and are therefore unable to meet their most basic needs.
This scenario is unacceptable in a society committed to the principles of liberty for all
and state action is required and justified in these terms. Further examination of her
proposals will illustrate that her motivations were grounded in making a capitalist system
more economically efficient and therefore her particular proposal can be categorised as
displaying the limiting characteristics implied by adopting such an approach. However
her contribution is important given its historical context and her criticisms of the
Beveridge plan, which became the accepted policy option. This becomes more crucial
when discussing the crisis in welfare literature in that if the Rhys Williams plan had been
adopted instead of social insurance the idea of a CBI may appear less radical as a
contemporary reform package.

Rhys Williams illustrated great insight in her warning of the pitfalls of the dilemma
which has come to be known as the poverty and unemployment traps. She recognised that
if the Beveridge plan was to become law the social security scheme in Britain will serve
to seriously undermine the work incentive by ‘subsidising the idle and not the worker’
(ibid:144). The solution according to Rhys Williams is the adoption of a new social
contract where the State assumes responsibility for the welfare of all citizens and
therefore benefits should be paid on an equal basis to all regardless of employment or
health status. She categorically states that;

The prevention of want must be regarded as being the duty of the State
to all its citizens, and not merely to a favoured few. [Rhys Williams’
own emphasis] The notion that only the unemployed, the sick, the

improvident and the unfortunate should obtain the largesse of the State,
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and never the hard-working, the energetic, the thrifty and the successful
should be replaced by a fresh and insistent interpretation of the conception

that all men are equal in the eyes of the law.

(ibid:145)

This provides Rhys Williams with a theoretical framework in the acceptance of an
obligation on the part of the State to provide for all citizens in the form of the ‘Social
Contract’. In practical terms this contract would involve the payment of an ‘average
benefit’ from the public purse paid on an individual basis to every man, woman and
child, with actual benefits due taking into account rent levels ‘prevailing in the district
concerned and the children’s allowances could be graded in accordance with the age of
the child’ (ibid,p145). This benefit would replace all existing forms of public assistance
and render the means-test redundant. Evident in the Rhys Williams proposal is the
emergence of the concept of an unconditional income due to all citizens by the State.
However further analysis of the doctrine points in the direction of conditionality as the
use of the term contract implies some form of responsibility to be undertaken by both
parties. Rhys Williams views this responsibility as availability for work;

The payments would be made available immediately upon the signature of
the contract, and every week thereafter, provided that proof was supplied,
say, once a month, to the local Labour Exchange, that the signatory was
gainfully occupied, or if unable to find employment, then that he was
willing to accept suitable employment offered by the Exchange...at
standard rates of pay. In the event of refusal to accept such employment,
or to remain in it or in alternative employment, the benefits would cease, as
in the case of unemployment assistance today.

(ibid:145-6)
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Rhys Williams incorporated this conditional aspect into her plan as she was ultimately
concerned with the effects on the labour market of the receipt of state income
maintenance. Further evidence of this concern can be traced to her treatment of women
within the social contract. She makes a positive contribution to the feminist cause for a
CBI in that she appears to recognise the economic value of domestic work;

Married women and those acting as unpaid housekeepers, where no other
domestic assistance was provided to a worker, would receive the benefits

of the contract without being required to register for employment.

(ibid:146)
However, she does not fully accept the idea of complete economic independence for
women as she wishes to institutionalise the concept of male dominance in the labour
market when she states;

Single women and widows under sixty without dependent children,
although free to take up full-time work, would not be required to do so, but
only to do part-time work, if available, for eighteen hours a week, since the
labour market would otherwise be overcrowded.

(ibid:147)

Her opinions with regard to the productive capacity of labour operating within
traditional commercial labour markets is evident throughout her proposal. She believes
that the Social Contract will provide individuals with sufficient incentive to engage in
paid work as such activity will render financial gain and result in higher standards of
living. The Social Contract does not destroy this motivation nor does it require any form
of coercion to be exercised by the State. The work requirement test exists to prevent
abuse of the scheme from the ‘work shy’ and hence the Social Contract proposal leaves

individuals free to choose both with regard to where they want to work and whether they
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want to work part-time or full-time. Although this argument may not have proved critical
in the early 1940’s, given that the labour market was characterised by a full-time male
employment norm, it is frequently employed in the contemporary literature with
reference to meeting the requirements of modern ‘flexible’ labour markets.

An interesting point to note when examining the relevance of the Rhys Williams
scheme to the evolution of the CBI concept is that she advocates voluntary exclusion
from benefits by way of not signing the contract;

There would be no compulsion to enter into the contract. Those unwilling
to hold themselves out for employment on account of private means could
simply refrain from signing. They would thereby forfeit the benefits, but
would not be exempt from the Social Security tax which would be
necessary to finance the Scheme, and which would represent their
contribution to the resources of the country in lieu of personal service.

(ibid:146)
A scheme based on the weekly distribution of benefits, to be paid through the issuance of
order books redeemable at the post office, with receipt being conditional upon periodical
visits to the local labour exchange to illustrate willingness to work, is not to be viewed as
stigma free. The option of voluntary exclusion within such a scheme would be attractive
to those unwilling to accept the necessary State intrusion into their work patterns, or
those unhappy about weekly trips to the local post office to collect state benefits. Given
sufficient private means were available such individuals may see the costs of claiming
and collecting the social dividend as outweighing the financial benefits of receipt. Such a
proviso would ultimately lead to the stigmatisation of those individuals currently in

receipt which defeats the purpose of a guaranteed minimum income paid as a right.
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When discussing the method of financing her scheme Rhys Williams draws upon
the Douglas Social Credit plan. She, like Douglas, recognises the problem of deficient
demand and agrees that the state should assume responsibility for ensuring sufficient
purchasing power is maintained within the economy. However she remains concerned
about the effects a direct injection of new money of a predetermined amount would have
on the general price level. Rhys Williams draws attention to the fact that conditions of
production are regularly in flux and therefore a set weekly dividend which assumes a
corresponding set increase in national output is too rigid. Such a mechanism must be
counter balanced with taxation measures designed in such a way as to take account of the
amount of money currently in circulation. This would avoid the situation whereby too
much money would be chasing too few goods and resulting inflation (ibid:116). She
therefore goes on to describe a mechanism that does just this;

What is required, then, is some machinery for issuing money directly to the
individual consumer, which will be closely linked to the other machinery
for taking it away again, either up to the precisely similar amount, if no
increase in the amount of money in the hands of the public is required; or
up to a less amount, if some increase is permissible, owing to the expansion
in the quantity of goods available; or in the event of some catastrophe such
as war involving the sudden decline in the amount of purchasable goods,
then up to a greater amount, in order to produce a deflationary effect. It is
clear that if such machinery could be devised it would be of immense
assistance to those in whose hands the task of balancing our monetary
system with our productive power would lie after the war, since in this way
a stable price level could be maintained.

(1b1d:150)
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The Social Contract scheme is such a machine and whilst serving ultimately to abolish
want it provides the government with a mechanism by which to ensure and maintain a
stable price level. The proposed tax structure is to take the form of a single social security
tax. It is in this area that the Rhys Williams doctrine is to be viewed as important for the
purposes of examining the evolution of the CBI concept.

Complexity and costly administrative processes would be avoided with the
abolition of all personal tax reliefs to be replaced with a single social security tax,
payable by each individual. Justification for the abolition of personal allowances for
dependants is to be found in the fact that dividends would be paid directly to the
individuals concerned and therefore each individual would be secured a subsistence
income (ibid:151-2). The scheme would be entirely self-financing in that revenues raised
from taxation would fund the dividends due under the contract. This system, according to
Rhys Williams, would not only be simpler to understand and ensure the maintenance of a
stable price level but would also resolve the ‘old antagonism’ between taxpayers and
those in receipt of state benefits, ‘inasmuch as every individual would be a beneficiary as
well as a taxpayer’ (ibid:155). Obviously those with larger incomes would contribute
more to the scheme but for Rhys Williams the ‘justice of this is not in doubt’ (ibid:155).

The Rhys Williams plan is hence essentially a transfer by taxation scheme which
carries a work test and could ultimately lead to stigmatisation of the poor due to the
voluntary exclusion clause. However, the establishment of the right to a minimum
subsistence income in return for an obligation on the part of the individual to the state to
contribute to the creation of wealth within society by striving to engage in the traditional

labour market, is important in that it deletes the need for resort to a means-test. The only
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intrusion into individual’s lives is the monitoring by public officials regarding work
patterns. For these reasons it is not a CBI scheme. Nevertheless, given the resulting
system of social security, descending directly from the adoption of the Beveridge plan, in
Britain today, the Rhys Williams plan is viewed as constructive in that she does provide
useful insights into the benefits of integrating the tax and benefit systems. Considered in
an historical context she builds on previous doctrines, namely the Douglas Social Credit
plan, and provides a radical alternative to the Beveridge Report. However, she does not
develop any powerful justification other than the system would result in a more efficient
allocation of resources given the existing political and economic structure. The fact that
her plan was not politically successful, although widely referred to in the literature, can
perhaps be attributed to this neglect on her part. The Beveridge scheme was viewed a
more appropriate mechanism for achieving such a goal.

Some trace of the move to separate income from work is to be found in the Social
Contract, in that the dividend constitutes income paid whether in work or not and is not
removed as income increases. However, as explained, inherent within the Rhys Williams
plan is the explicit assumption that paid work remains the most important contributor to,
not only, individual welfare but the welfare of the community as a whole. Thus, the Rhys
Williams model for reform of tax and income maintenance measures conforms with a
traditional approach to social security policy. That is, the function of social security is,
first and foremost, to support the efficient operation of traditional labour market
structures. This subordination of social security policy in the overall workings of the
capitalist economy has, as previously argued, negative consequences for the reform

process. By acquiescing to a given set of assumptions regarding the nature of work and
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pay, debates on the future direction of social security will remain bound by the doctrine
of punishments and rewards. Reform of the tax and benefit systems along these lines can
arguably be viewed as a process of manipulating existing measures to meet newly
emerging demands, as and when they arise. A more comprehensive approach would
involve examining the justifying principle and basis of income transfers in light of the
dynamics of modern socio-economic conditions. In other words, an approach which is
more ‘radical’, rather than ‘reformist’, in nature.

The Rhys Williams plan for social security reform can arguably be viewed as a
radical alternative to the Beveridge scheme. However, as indicated the underlying
foundations of the Social Contract were dictated by the principles of Keynesian
economics. Subsequently, in terms of social policy reform it represented a continuance
with existing norms regarding the relationship between social security measures and
economic policy. Taken in this context any attempt at restructuring the relationship
between work and pay is to be considered in a strictly reformist sense. That is, it is
implicitly assumed that any restructuring will be either temporary or peripheral. The
ultimate result will be the permanence, and indeed predominance, of traditional market
oriented work and pay structures. In tracing the development of minimum income
guarantee proposals, post the institutionalisation of social insurance, it becomes apparent
that this assumption is a common feature. Although contemporary debates focus intensely
on the nature of modern labour markets, it is argued that the total separation of income
from work has not yet been envisaged. However, this is not to say that the reform agenda
has been lacking in originality. The process of justifying a minimum income guarantee

has produced a wide range of theoretical positions regarding the nature of citizenship
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rights in a predominately capitalist market economy. One such position is encountered in
the analysis of the role of social security policy within the writings of the New Right.
6.5 Tax and Benefit Integration - A New Right Agenda?

The classic statement of New Right economic philosophy is to be found in Milton
Friedman’s Capitalism and Freedom, originally published in 1962. The basic premise of
the Friedman doctrine was that laissez-faire capitalism was the only mechanism by which
individual political and economic freedom could be guaranteed. He therefore attacks the
growth of government throughout society and advocates a limited role in similar terms as
those expounded by Adam Smith in the 18th Century. He further argues that since limited
government intervention is justified in the name of preserving freedom, in order to
prevent the possible abuse of state control government power should be decentralised and
reduced to the local level wherever possible. Subsidiarity would allow for a more
democratic and responsive government in that individuals are more able to use their exit
option as a means of voicing protest at the local level than at the national level. The
central theme therefore of the Friedman school is to promote the;

...role of competitive capitalism - the organisation of the bulk of economic
activity through private enterprise operating in a free market - as a system
of economic freedom and a necessary condition for political freedom.

(Friedman, 1982:4)
Whilst doing this Friedman also finds it necessary to devote time to considering the role
of government in a society committed to the preservation of individual freedom, and the
dominance of free markets, as a means of organising economic activity. His proposals for
the role of government in the provision of social welfare are therefore determined by this

ideology. What remains to be examined is whether or not Friedman’s proposals for social
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security and tax reform represent a radical departure from an income transfer system
premised on employment based rewards and punishments, and if so how does his plan
relate to the CBI debate. The conclusion will be drawn that Friedman’s Negative Income
Tax (NIT) proposal attempts to depart from the model of work status benefits but does so
with the ultimate goal of developing a mechanism in which work and pay would
eventually not be uncoupled.

Friedman’s philosophical thesis was written at the height of the Keynesian Welfare
State consensus and hence was outwith the existing mainstream body of thought.
Friedman himself is aware of his marginal position when he notes in the preface to the
1982 edition of Capitalism and Freedom,;

Those of us who were deeply concerned about the danger to freedom and
prosperity from the growth of government, from the triumph of welfare-
state and Keynesian ideas, were a small beleaguered minority regarded as
eccentrics by the great majority of our fellow intellectuals.

(1982:vi)
However he draws the readers attention to the relevance of new radical ideas in times of
consensus for the purpose of aiding future policy reform. He is not perturbed by the fact
that upon first publication his philosophy was given the ‘silent treatment’ by the national
press as his book exists to;

...keep options open until circumstances make change necessary. There is
enormous inertia - a tyranny of the status quo - in private and especially
governmental arrangements. Only a crisis - actual or perceived - produces
real change. When that crisis occurs, the actions that are taken depend on
the ideas that are lying around. That, I believe, is our basic function: to
develop alternatives to existing policies, to keep them alive and available

until the politically impossible becomes politically inevitable.
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(ibid,1982:ix)

He is in no way a radical nor does he represent a philosophical departure from traditional
views. He is merely restating classical traditional economic thought in modern terms and
he believes his time will come. His ideas on social security reform should therefore
perhaps be viewed as stemming from concern over ‘crisis’ in current welfare provision.
Although writing at a time when the concept of the welfare state was enjoying much
public acclaim, he pre-empts its failure to address the problems of banishing want, whilst
at the same time holding the freedom of the individual as sacred, by providing policy
makers with a viable alternative which will preserve the capitalist system. He is not
worried that his proposal is not taken seriously at the time but is confident that the
‘Friedman’ philosophy will remain on the fringes until it becomes obvious that it is the
only way.

He develops his NIT proposal in a chapter entitled The Alleviation of Poverty. The
title in itself suggests that Friedman does not want to put an end to the existence of
poverty but merely wishes to alleviate its worst aspects. He does however recognise the
relative nature of poverty and admits that while the majority of individuals throughout the
Western world have escaped from poverty in an absolute sense, (which he attributes to
the benefits derived from the capitalist model of free enterprise), there are many who are
experiencing deprivation defined according to the acceptable standards set by the society
in which they live. These individuals are hence labelled as living in poverty. The most
consistent remedy to this condition, given the Friedman philosophy, is reliance on acts of
private charity. However, the increase in government intervention in the arena of social

welfare policy has resulted directly in a ‘corresponding decline in private charitable
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activities’ (ibid, 1982:191). Even if this turn of events had not taken place the assumption
of rational self-interest as the dominating motive for all human behaviour would
ultimately render private charity inefficient in alleviating poverty as communities grow in
size. This is due to the strong incentive to free-ride. That is, although the existence of
poverty causes distress on the part of those experiencing it, it also causes disutility for
those witnessing the hardship experienced by others. Such disutility can be overcome by
contributing to the relief of poverty either by donating to a charity dedicated to such a
worthwhile cause or by personally giving money to the beggar in the street. This type of
charitable activity may be sufficient in small, localised communities where individuals
are known to one another and public pressure limits the opportunity to rely on the
donations of others to solve the problem. No such pressure exists in larger communities,
hence the rational self interested actor will realise that benefits can be derived from the
charitable activities of others. There is, therefore, no reason to incur personal costs when
one can free-ride on the actions of others. If sufficiently numerous individuals adopted
this line of reasoning very few donations would be made to the social goal of alleviating
poverty and it is this line of reasoning which allows Friedman to justify government
action in the sphere of poor relief.

The primary objective of governments should be to establish and maintain a set
standard of living which no one individual in the community should fall below. This is to
be achieved through the direct targeting of resources to the poor and any policy aimed at
doing so should not interfere with the operation of the free market. That is, no attempt
should be made to distort the flexibility of the price mechanism through policies such as

minimum wage legislation or price subsidies. The answer for Friedman is the
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implementation of a ‘negative income tax’ (ibid:192). In summary the NIT proposal is a
combined system of tax and benefits which would involve setting a minimum level of
income to which every individual would be entitled. Any earnings above the fixed level
would be subject to tax, the amount paid depending on the tax rates charged on various
levels of income. If income received were below the set minimum, a subsidy would be
due from the government, which would represent payment of ‘unused tax allowances’.
For Friedman, the NIT has ‘enormous advantages’, but only if it replaces all current
income maintenance measures within existing welfare systems and does not simply
become ‘another rag in the ragbag of welfare programs’ (Friedman and Friedman,
1980:122). Such a comprehensive reform would not only cut down on direct
administration costs but would also lead to reductions in the overall welfare burden. By
emphasising that the role of the NIT is to alleviate poverty caused by low incomes, the
claim is made that although some individuals or families may need further assistance due
to specific circumstances, ‘that assistance could and would be provided by private
charitable activities’ (ibid:123). By operating in ways that stifles such activity, existing
welfare systems are imposing unacceptable costs upon both current and future taxpayers.
Thus for the Freedman's the NIT is ultimately a reform proposal which effectively serves
to redefine the role of the state, as provider of welfare, by promoting the notion of self-
help.

Variations of Friedman’s NIT scheme have emerged in the literature on tax and
benefit integration (see for example Brittan and Webb, 1990; Clinton et al, 1994; Parker,
1989). Exploring the relatively minor technical differences of such schemes is not

considered crucial in this analysis. What is important is the relevance of the results of the
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Friedman scheme and the role played by the NIT model in the CBI debate. The NIT does
allow for integration of the tax and benefit system, which is synonymous with a CBI, but
this is where the similarity ends. The continued emphasis on income testing is argued to
be more economically efficient in that it does not weaken the incentive to work in the
same way that universal non means-tested programs, such as a basic income grant, would
(Garfinkel and Kesselman, 1978; Clark, 1977). In the U.S. the NIT scheme received a
much more positive reception than in Britain’ following Freedman's publication in 1962,
and in fact ‘have been the subject of voluminous theoretical analyses, cost estimates, field
experiments, and legislative proposals’ '° (Garfinkel and Kesselman, 1978:180).

A possible reason for this difference across the Atlantic in terms of attraction to the
idea could be the fact that the concept of universal payments based on social insurance
and not income tested were already very much a part of the British welfare system by
1962. These institutionalised benefits would be almost politically impossible to remove
and replace with an income tested scheme. Furthermore, any reform package that implies
the integration of the tax and benefit system would involve a radical overhaul of the
administrative structures already in place in Britain. For Dilnot et al this serves as the
main stumbling block to implementing reform along the lines of an NIT (1984:2-4). In
arguing their case for replacing existing social security and tax structures with a single
payment mechanism they stress the point that their scheme does not necessarily entail
any distributional changes. Previous proposals for integration have failed in getting this

important message across and have ‘subsequently been tagged as right-wing proposals’

? Although a universal NIT has not been adopted in the UK the Family Income Supplement (FIS),
introduced in 1971, displayed characteristics similar to an NIT scheme (Creedy & Disney,1985:155)
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(ibid:70). Arguing that there is no necessary connection between tax credit schemes and
any particular income distribution allows Dilnot et al to go on and develop an approach to
reform which they believe to be a ‘simpler and more transparent mechanism’ (ibid:71).
The outcome of such is that the resulting system of income transfers is more flexible in
adapting to any subsequent stated policy goals regarding patterns of income distribution.
However;

There are too many historical instances, especially in the field of social
security, of desirable administrative changes being successfully blocked by
those who opposed the associated distributional consequences or distrusted
the political motives of those who put them forward. This is exactly what
happened to the 1972 tax credit scheme''.

(ibid:4)

Full scale integration of the tax and benefit system, at least in Britain, would therefore
prove costly and, on a practical level, difficult to achieve given the established nature and
the differing operating structures of the two large scale government departments
involved. This is a crucial consideration in the CBI debate. However, as discussed in
chapter five, the administrative difficulties could be overcome, and it can be argued that

the benefits in the long term outweigh the short term costs. For this to happen though it is

' The authors refer to the New Jersey Income Guarantee Experiments conducted in 1972.

""" This reference is to the Conservative Governments proposals for a partial integration of the tax and
benefit system made explicit in the 1972 Green Paper Proposals for a Tax-Credit System, Cmnd 5116,
HMSO. Although the scheme ‘represented adoption of some of the ideas emerging from the advocates both
of ‘negative income tax’ and ‘social credit’, involving the idea of guaranteed minimum income for the
earning poor and a state benefit which would taper off as earnings rose’, implementation would ultimately
prove to be too costly, at least in the short term, mainly due to the large scale administrative changes

required (Hill, 1990:42).
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essential that the association which has evolved, regarding integration proposals and a
right wing agenda of increased emphasis on means-testing, and a subsequent reduction in
the role of the state as a provider of welfare, is understood as an erroneous one. Such a
negative view is based on a particular proposal, rather than being applicable to the
principle of tax and benefit integration in general.

In conclusion, then, Friedman does provide policy makers with a scheme that
grants all individuals with a minimum income and hence represents a safety net.
However, the emphasis remains strongly on the centrality of the labour market in
providing individual welfare. The prime purpose of a Friedman style NIT scheme would
be to enforce labour market participation by redressing the balance between incomes in
work and incomes out of work. Targeting income transfers at those demonstrating actual
need as opposed to potential need is argued to be more efficient and such theorising
forms the basis of the main tensions surrounding contemporary social security reform
debates. In this respect the NIT model is often directly compared with a CBI (see for
example Brittan and Webb, 1990:9-11; Creedy and Disney, 1985:ch9; Commission on
Social Justice, 1994: 258-265: Parker, 1989). Brittan goes as far as to argue that when
considering the redistributional impact of the NIT model, compared with a CBI scheme,
the differences relate to the level of the basic payment and/or the rate of withdrawal. He
refers to such as ‘differences of degree within the same framework’ and thus the
‘differences are along a continuum rather than between incompatible proposals’
(1990:11). However, arguing along these lines fails to account for a fundamental
distinction between the NIT model for reform and a CBI, that is the primary motivational

aspect of promoting paid work. In this respect, any scheme which proffered the granting
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of a minimum income guarantee to all citizens would obviously raise suspicions
regarding the possible negative impact on work incentives. In fact it was this issue that
was used to undermine the whole idea of the NIT in America. Critics questioned the
results of the NIT experiments, claiming that such had ‘greatly underestimated the
potential reduction in work effort amongst low-income workers’ (Parker, 1989:97).
However, as Parker indicates, such criticisms were biased in that the focus was on
emphasising the negative impact on incentives as opposed to any possible positive
incentive effects. She thus concludes that opposition to the scheme was primarily driven
by political considerations and it was the unconditional nature of the Friedman NIT
scheme which ultimately led to its political demise (ibid:97). The practical experience of
the NIT model therefore serves to demonstrate the limiting nature of the welfare reform
agenda. By adopting an uncomprising position with regard to the relationship between
income transfers and the labour market, policy makers are loathed to consider any
scheme that may be construed as threatening to that relationship. This position proves
hostile to the conditions necessary for any serious consideration of reform along the lines
of a CBL

Friedman himself recognised that, given the political and economic climate of the
late 1970’s, the political will necessary to implement his plan for welfare reform was not
evident;

Too many vested interests - ideological, political, and financial - stand in
the way...The political obstacles to an acceptable negative income tax are
of two related kinds. The more obvious is the vested interests in present
programs: the recipients of benefits, state and local officials who regard
themselves as benefiting from the programs, and above all, the welfare

bureaucracy that administers them. The less obvious obstacle is the conflict
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among the objectives that advocates of welfare reform, including existing
vested interests, seek to achieve.

(1980: 120, 124-25)

Friedman thus draws attention to the institutionalised nature of modern welfare state
policies and the subsequent difficulties associated with attempts made at replacing them.
He further indicates that for reform of any kind to take place there must be a broad base
of political consensus. Given the radical nature of his plan and the right-wing label
attached to the NIT model, ‘enactment of such a program seems a utopian dream at
present’ (ibid:120). Friedman, however is prepared to be patient and considers his plan as
a guide for a future time period when it is evident that the ‘tide of opinion’ has turned in
favour of limited government and greater economic freedom. The election of
governments committed to such a philosophy, on both sides of the Atlantic in 1979 and
1980, is perhaps indicative of the ‘tuning tide’ Friedman hoped for. Such developments,
coupled with the associated perceived ‘crisis in welfare’ debates gave rise to a whole new
way of thinking about social security reform, and in effect meant that arguing for a CBI
could take place on a different stage. The extent to which this shifting environment has
been embraced by advocates of a CBI proposal, and how it has informed the justifying
principles employed in arguing for such a reform package, will be examined in the
following chapter.
6.6 Conclusion

Support for variations of a CBI can be traced to, at least, the beginnings of modern
welfare state development. Advocates have either presented the idea of an unconditional
minimum income as a necessary component in the process of capitalist development, or

have argued that the proposal presents as a more effective and indeed efficient alternative
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to existing schemes of social security provision. Either way, during this period, the CBI
has been framed as a reform proposal that conforms with, and supports, the needs of
ongoing capitalist development. Presenting the proposal as such is arguably a necessary
precondition in the reform debate given that the policy process is determined by the
acceptance, and strict adherence to, a set of unifying political and economic structures
associated with capitalism. Thus the reform agenda is hindered from the outset in that it is
bound by the continued dominance of a particular mind set. The truly radical nature of
the CBI proposal is not fully appreciated until the validity and sustainability of those
structures and processes are questioned. The following chapter will outline contemporary
developments in the CBI debate, with the purpose of demonstrating the extent to which

the hurdle of ‘reformist’ to ‘radical’ has been overcome.
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Chapter 7: Arguing for a CBI - A Radical Policy Response?

7.1 Introduction
Despite substantial reform in recent decades, income maintenance measures in

Britain are perceived to be economically inefficient and inadequate in terms of achieving
the primary objective of poor relief. As discussed in chapter four, the attack on social
security policy has been consistent and policy developments have contributed to a
withering of employment related insurance based benefits in favour of income targeted
benefits. Furthermore the emphasis on supporting the labour market has remained a firm
focus with policy primarily aimed at promoting ‘welfare through work’ rather than via
the mechanisms of state income transfers. However, although economic pressures have
remained a constant feature in reform debates, the perceived crisis has been fuelled by
concerns regarding policy outcomes. Persistent and high levels of poverty, evident
throughout the advanced capitalist economies, has served as a stimulus for evaluating the
overall structure of income maintenance programs. The evolution of the reform process
has therefore involved taking account of the nature of modern social problems in addition
to the crucial question of finance.

With this agenda in mind the ideal opportunity exists for widespread discussion of
alternative mechanisms for delivery and administration. That is, given the current ‘crisis’
environment, it can be argued that the reform debate provides a more welcoming stage
for radical ideas. Social security reform is a policy arena commanding much political
attention, not only in Britain, but throughout Europe, which has subsequently led to a
resurgence of interest in the principles elementary to the CBI concept. The issues of

social justice; gender equality; the separation of work from income; the future of
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capitalist economic and political structures and the sustainability of the environment in
view of limited resources have all been raised within the contemporary CBI literature,
albeit in varying degrees. The purpose of this chapter is to identify and provide an
overview of the main contributions to the current debate, setting both the theories and
their respective proposers in an economic, political and social context. It will be
concluded, however that although it may be presented as a radical policy option,
contemporary debates display a characteristic bias towards emphasising how a CBI
conforms to the demands imposed by modern labour market structures. Thus the radical
element is superseded by what is argued to be a productivist reform approach.

This chapter will begin by expanding on the claim made in earlier chapters
regarding the perceived ‘crisis’ in modern arrangements for social security provision. The
intention is not to revisit the already well rehearsed ‘crisis in welfare hypothesis’. Rather
the purpose is to emphasise that renewed interest in the CBI proposal results from an
increased awareness regarding the inadequacies of current social security provision in
addressing modern needs. Thus, it is argued that contemporary debates have tended to
focus on the potential benefits of a CBI in sustaining the capitalist system, in view of the
dynamics of modern socio-economic conditions. The remainder of the chapter will
examine the various attempts made at justifying reform along the lines of a CBI, which
have been presented in response to concerns regarding the future of modern welfare
provision. Such attempts will be categorised in terms of their ‘perceived’ radical nature.
The conclusion will be drawn that contemporary debates demonstrate limited evidence of
‘radicalism’. It will be argued that this end result is ultimately due to a continued and

unyielding attachment to the principles of mainstream economic theory, in particular
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those related to the world of work and income. It is claimed that such a process
subordinates issues of gender justice to a predefined, implicitly assumed, and
unquestioned conception of economic efficiency. The CBI debate thus remains exclusive
in that, similar to the economics discipline itself, it has been determined by its approach
rather than its subject matter. That is, recognition of the totality of benefits to be derived
from a CBI will only come about once the constraining features which continue to

dominate the approach to study have been identified and removed.

7.2 The Turning Tide: Collapse of the Keynesian Welfare State Consensus and the end
of Full Employment.

In Britain, as in many other parts of Western Europe, the post-1945 era was
marked by a broad social consensus based on the general commitment to ‘full
employment in a free society’ and the creation of a comprehensive welfare
state. Since the late 1970s that social consensus has been shattered, and
nothing has yet been put in its place. Unless a new basis for consensus does
emerge, there are reasons enough to fear a steady drift towards
authoritarianism, superimposed on widening inequalities and mass
unemployment.

(Standing, 1992: 47)

The erosion of the post war Keynesian welfare state consensus coupled with the
onset of supply side economics, and the electoral success of a government committed to
new right ideology resulted in increasing attention being paid to the operation of state
welfare policy in Britain. The new right ideologues, convinced by the philosophies of
Hayek and Friedman, expounded the notions of ‘rolling back the frontiers of the state’
and wherever possible replacing state intervention with the more economically efficient
free market mechanism. The role of the individual is supreme and states should merely

act in situations where there is a threat to individual freedom. Consequently income
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security is to be achieved by promoting the role of the labour market and ensuring that
individuals are afforded the opportunity to provide for themselves and not to depend on
the state as a source of income. State provision is justified to prevent the most extreme
cases of hardship but benefits should be kept to a minimum to encourage individual
saving and earning.

As outlined in chapter three, recent developments in British social security policy
have encapsulated this ideology. Universal benefits have been eroded in favour of
selectivity; private pensions have been encouraged in place of state pensions; the real
value of benefits have diminished over the years by abolishing earning related
supplements and replacing the uprating of benefits indexed to wages with an index to
prices, and more stringent rules have been implemented as qualifying conditions. The
inadequacies of the British social security system are patently obvious whenever
evidence is presented regarding incidences of poverty and social exclusion. In
considering contemporary arguments for a CBI, the most pressing question to be
answered is would such a policy fare any better in addressing those problems? In other
words, why a CBI now?

An examination of the various cases made for a CBI indicates that, just as earlier
proposals were viewed as alternatives to existing measures, topical debates have tended
to focus on the proposal as a possible reform option in response to the continued attack
on the system of income maintenance;

With the apparent ineffectiveness of traditional macroeconomic policies, and
with the general assault on the welfare state and big government (particularly
in the United States and the United Kingdom), it may be time to consider

alternative policies to address the problems of unemployment and income
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inequality...A Basic Income policy (also known as Citizen’s Income or Social
Dividend) is a policy response to the economic maladies the developed world
currently faces.

(Clark and Kavanagh, 1996:400)

As illustrated in the preceding chapter, the notion of an unconditional income due to all
from the public purse is not by any means a new idea nor should it be viewed as merely a
response to the war waged on social security by the New Right. However the result of the
said war has indeed allowed the CBI debate to reach the public arena far quicker than
perhaps would have been possible if the consensus, referred to by Standing above, had
not come under threat. Current proposals should thus be examined with due regard to the
political, social and economic environment in which they were framed. For this purpose,
before going on to critically assess the various proposals for some form of CBI that have
been promoted as a means of resolving the ‘crisis’, it is considered essential that claims
of crisis are understood in context.

7.2.1 The Welfare State in Crisis: Rethinking Social Security Policy
Contemporary social security policy has attracted a vast amount of attention

since the current depression shook the complacency with which most people
viewed the future during the steady growth period of the 1960s. It would
seem however that the sudden concentration of attention on social security,
and in particular on the legitimacy of state protection, is above all a reaction
to current economic difficulties (increasing unemployment, declining
industries, monetary chaos and so forth); and, on these grounds, many people
have not hesitated to accuse social security of aggravating the world-wide
€Conomic crisis.

(Francis Blanchard in preface to ILO, 1984)
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Blanchard, the then Director General of the International Labour Office,
commissioned a study in 1983, involving a group of ten independent experts on social
security policy, to analyse and report on the future development of social security in
advanced industrialised countries (ILO, 1984). The call for such a study is clear from
Blanchard’s opening statement (quoted above) to the final report. Social security
provision was generally believed to be a main contributor to the fiscal crisis evident
throughout modern welfare states and thus came under attack. The agenda became one of
reforming systems in light of new demands, but more importantly, with specific reference
to resource constraints. This resulted in a concentrated effort to reduce costs and to
encourage, wherever possible, dependence on private means of support as opposed to
reliance on the state. Although periodic attention was given to questions regarding the
basis of finance and delivery, the ‘so-called crisis of welfare which ensued from the
international economic problems of the 1970s’ resulted in an almost exclusive focus on
an ‘opposition between ‘universal’ and ‘targeted’ benefits’ (Eardley et al, 1996:21). In
general terms, the decades following the 1970s have witnessed a universal trend amongst
welfare state governments towards absolute reductions in social policy, or at least the
enactment of measures which serve to restrain the future growth of state supported
welfare provision (Hill, 1996:293). Within this environment of restraint income transfer
systems have undergone considerable changes and in particular social security policy has
been characterised by a shift away from universal benefits to a greater reliance on means-
testing or income targeted benefits.

The increased emphasis on selectivity has undoubtedly been driven by concerns

regarding a shrinking resource base. However, it has been the question of work incentives
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that has tended to dominate international debates on the reform of tax and social security
systems (Eardley et al, 1996:21). In fact;

While the European Commission and many of the EU governments have
resisted any wholesale reduction of insurance-based social protection, and
indeed have recently emphasised the importance of the social dimension, the
White Paper on Growth, Competitiveness and Employment, nevertheless
recommends a range of measures aimed at increasing employment, which
include reductions or restructuring of employers’ non-wage costs and

boosting of work incentives through income-related supplements to earnings.

(Eardley et al, 1996:21)
Thus the principal objective behind many of the tax and social security changes occurring
throughout the 1980s and 1990s has been to encourage work effort; reduce levels of
welfare dependency and to cut the social costs of labour experienced by employers. This
focus indicates that, on an international level, developments in social policy are being
driven primarily by the perceived needs of the economy, with particular reference to
changing labour markets. Although specific reforms have been directed at altering the
relationship between the market, the state and the family, thus promoting the ‘mixed
economy of welfare’, or have been premised on redistributional goals, the underlying
emphasis has remained strongly fixed on curbing any future growth in public
expenditure. Set against this background, income maintenance measures have been
subject to reforms characterised by revenue neutrality and a shift in emphasis from
‘security’, through employment-related insurance based benefits to ‘subsistence’ through
targeted income-related benefits. The trend has therefore been to view social security
reform as an economic policy response to the dynamics of modern capitalist

development.
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Throughout the 1980s the degree to which modern welfare states followed this
trend illustrated marked differences. Some countries were slower than others in
responding to economic pressures, however by the 1990s the tensions between economic
and social policy became universally apparent, resulting in a levelling out of the division
between ‘welfare leaders’ and ‘welfare laggards’ (Hill, 1996:293). The differences in
response can be attributed to a combination of factors. The varying cultural, political and
economic influences which have informed the evolution of welfare systems have resulted
in differences in design. Thus the direct relationship between social security policy and
the labour market has assumed greater importance in some countries than in others.
Furthermore, historical experiences of unemployment levels have not been universal and
thus the prioritising of questions of work incentives has not been a consistent common
feature. Notwithstanding the effects of these factors, perhaps the most influential has
been the existence of a firm political will in favour of rolling back the frontiers of the
state and promoting the mixed economy of welfare. Such a political will was made
explicit in Britain with the election of the Thatcher government 1979. Subsequently there
was a definite and sustained attack on public expenditure in Britain throughout the period
in question. Furthermore, the trends towards casualisation in the labour market have been
particularly strong in Britain (Hill, 1996:312), which has had negative consequences for
the effective operation of a Beveridge type social insurance model. Thus the attack on
social security policy, originating from the economic crisis of the 1970s, has been
particularly marked in Britain.

Although the British experience of concern regarding the future sustainability of

income maintenance programs is not unique, the emphasis on reducing public
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expenditure and adapting income transfer schemes to conform with the perceived needs
of modern labour markets, can arguably be viewed as a typical British response.
Primarily driven by the underlying philosophy of New Right politics, the prolonged
period of Conservative government in Britain witnessed dramatic changes in social
security policy. Hill writes of the influential nature of the work of Friedman with regard
to the purpose of social security in that benefits should be maintained at a minimum level,
‘so that they serve only to prevent the more extreme cases of destitution and operate in
such a way that they enforce labour market participation’ (1990:55). Hence, the actions
of individuals operating freely in the labour market should be left unhindered by the
effects of state income maintenance measures. Implicit in this ideological stance is the
notion that the labour market remains the primary source of individual welfare. This is a
crucial point when discussing the criticisms of a CBI proposal waged by the New Right
and explains the predisposition of right wing thinkers towards a form of NIT. A further
related concept is the overarching aim of the New Right to reduce the role of the state in
all spheres of economic, social and political life. What is advocated is the return to a
‘laissez-faire’ style of government with a corresponding confidence in the role of the
market place to efficiently allocate resources. Individuals should be encouraged to
provide for their own income security in times of need and state supported provision
should be viewed as a ‘last resort’ when circumstances prevented access to the private
sector. The principle of self-reliance emerged victorious over the notion of welfare
dependency. Social security systems based principally on the concept of universality and
the idea of institutionalised ‘rights’ to benefits were, for the New Right, over generous;

inefficient; administratively costly and led ultimately to a dependency culture which
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would be difficult, if not impossible, to ideologically reverse. This is not to mention the
negative consequences such systems create in terms of resources available to the private
sector.

The Thatcher administration proved, therefore, to be quite a significant period for
social security in Britain. (Lister, 1991; Hill, 1990; Hill, 1993; Lowe, 1993). Prior to
1979 there had been moves to contain costs, spurred mainly by the economic crisis of
1976, which resulted in arguments relating to the goal of ‘targeting’ those most in need
(Lowe, 1993:314; Lister, 1991). There seemed to be a clear economic agenda for
reassessing methods of income redistribution in an attempt to improve overall efficiency,
defined in terms of resource allocation. The shift in emphasis from social insurance to
means-testing was to be justified by appealing to the fact that available resources were
not in abundant supply and hence benefit payments to rich and poor alike were
unaffordable luxuries. Social policy once again was destined to take a back seat to the
goals of economic policy. This is a primary indication of the end of the post war
consensus where the adoption of the Keynes/Beveridge model of the mixed economy of
welfare had ensured that social and economic policy were inextricably linked.

However, the Conservatives added momentum to the process by incorporating the
aforementioned political considerations. The policy of favouring selective benefits over
the principal of universality as a means of promoting a more efficient allocation of scarce
resources was to be complemented by reductions in the real level of benefits; the
implementation of harsher qualifying conditions; the replacing of grants with loans
wherever possible and a rigorous campaign to encourage individuals to appreciate the

benefits of provision available within the private sector. Not only would this combination
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of policy proposals reduce the financial burden for the state but would also foster the
notion of self reliance as opposed to welfare dependency. The slogan of ‘targeting those
in most need’, then, is most readily associated with the 18 year period of Conservative
rule in Britain. A fundamental shift occurred in policy objectives for social security and
incremental reforms were designed primarily to improve the efficiency of the system by
specifically addressing the problem of work incentives as opposed to the goal of reducing
inequality (Barr and Coulter, 1990). The use of the term poverty disappeared altogether
from government rhetoric. Preference was given to the use of ‘the sanitised language of
‘the most vulnerable’, ‘low income’, ‘those in greatest need’ and implicit assumptions are
made about the relative deservingness of different groups’ (Lister, 1989:105). In fact the
over-riding purpose of social security provision was considered to be that of relieving the
worst poverty and the targeting of benefits became the central theme of state income
maintenance policies. This was a marked departure from the original and more ambitious
goal of eliminating ‘want’, and as such served to stigmatise those eligible for receipt by
labelling them the worst off in society. Furthermore the continued emphasis on
promoting the supremacy of the role of the family and community as providers of
welfare, with the stated aim of promoting self reliance, merely serves to shift the realm of
dependency from the public to the private sector for many individuals.

However, as indicated in chapter four, contemporary debates on the future of
income transfers in Britain have not demonstrated any radical departure from the past.
The early 1990s witnessed the onset of widespread political debate on future reform
options. The Government embarked upon its Long Term Review and in a speech,

delivered in 1993, Lilley appeared to be indicating that the reform agenda should not only
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consider the ‘economic consequences’ of social security policy but should also refer to its
‘social purpose’ (Lilley, 1993:2). He announced that;

Reforms of our welfare state are essential. They are essential above all in the
interests of those who most depend upon the welfare state. Beveridge largely
destroyed the ‘evil giant of want’. The only thing which would bring it back
to life would be a system which both outstripped and undermined the nation’s
ability to pay.

(Lilley, 1993:22)

Although the emphasis on cost remained, he also indicated that there was scope for
political consensus regarding the objectives of policy and in recognising the need to
modernise the system he welcomed the possibility of debate centred on ‘radical’
solutions;

We all want to make the system better. We all want to safeguard, in
particular, the position of the most vulnerable. We all want to ensure the
system does not outstrip the nation’s ability to pay. And we all agree a system
designed for yesterday requires updating to reflect contemporary human
needs...So it ought to be possible to go beyond party political point scoring.
And we must certainly not allow scaremongering to choke off any radical
thinking. Radical ideas will often prove impractical or unattractive in
themselves. But they are worth voicing since they often highlight strengths or
weaknesses of the system and so help generate more modest but practical
proposals.

(ibid:15)
The potential for political agreement on objectives may exist but the question of policy
outcomes is another issue. For the political right, generous social security benefits
promote welfare dependency and the high levels of resources devoted to programs

negatively impact on overall economic performance. Those on the political left tend to
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argue from a user’s point of view, claiming that means-testing traps people in poverty
and exacerbates the problem of social exclusion. The Commission on Social Justice
(CSJ), set up by the Labour Party in 1992, examined current social security measures
employed in Britain in an attempt to develop a reform package which would modernise
the system. The Commission reported the following objectives for any system of benefits,
tax allowances and private provision;

1. To prevent poverty where possible and relieve it where necessary.

2. To protect people against risks, especially those that arise in the labour
market and from family change.

3. To redistribute resources from richer to poorer members of society.

4. To redistribute resources of time and money over people’s lifecycles.

5. To encourage personal independence.

6. To promote social cohesion.

(CSJ, 1994:224)

Thus it would seem that in Britain, by the early 1990s, the terms of reference for the
reform debate had moved beyond the limiting parameters of cost containment to
encompass a broader range of social issues relating to the dynamics of modern socio-
economic conditions. Furthermore there appeared to be political commitment to at least
consider policy options which represented a departure from the traditional universal v’s
targeting dichotomy.

As indicated in chapter four, recent policy developments in the area of income
maintenance have served to stigmatise the poor further, curtail the coverage and level of
benefits, and rather than promote independence, has substituted public with various forms
of private dependence. The focus of social security policy in Britain has altered from a

rights based insurance scheme to a residual system of safety-net provision that has had a
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negative impact on individual welfare. Given the evidence it is obvious that the system of
social security, in operation in Britain in the early 1990s, was failing to relieve the
poverty of many individuals. JSA, paid at a weekly rate of £52.20 in 2000 represents
11.7% of full time average earnings (the average full time wage rate, April 1999, is
£442.50; source: New Earnings Survey). These figures indicate that the objective of
maintaining living standards is clearly not being met and, when considering the issue of
insuring against risks, or even promoting economic security, levels of benefit dictate that
this is at the most basic level.

In addition to the specific comments regarding the contradictory outcomes of recent
changes in social security policy further criticisms point to the fact that the system is
historically structured in such a way that it suffers from gender bias. Gender inequalities
are exacerbated within the current British social security framework. The direct
relationship between insurance based benefits and paid work directly disadvantages
women due to their historically limited access to the labour market and their lower
earnings relative to their male counterparts. Means-tested benefits in Britain are
calculated on family income therefore women married to employed men are denied
access to IS regardless of their own levels of income. Also evidence suggests that those
most affected by the poverty trap are women married to unemployed men who find that
the loss in benefits does not financially compensate them for going out to work (see for
example Dilnot and Kell, 1989). Furthermore, recent reforms, particularly in the area of
child care provision and support for child care costs, indicate that the focus is clearly on
improving work incentives. Social security programs, which are linked to the formal

labour market and continue to assume the traditional male-breadwinner family model,
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implicitly promote the citizenship rights of workers whilst denying the full inclusion of
many individuals, primarily women and children, by assuming their dependency on men.

Future reform of the British tax and social security system must take all of the
above quoted factors into account. In considering a CBI, the question now becomes one
about whether or not such a reform proposal presents as a possible policy option which
addresses all of the identified failings of current measures. However, equally important is
an emphasis on establishing political acceptance for a proposal which entails a radical
overhaul of existing claiming principles, methods of finance and delivery mechanisms.
With this in mind, the remainder of this chapter will review the contemporary literature
arguing for some form of CBI. The conclusion will be drawn that implementation
remains blocked largely by questions of political expediency, as opposed to critiques
regarding what a CBI can actually achieve. It is argued that not only has this served to
temper the debate, but also that the focus on political will is a product of a limiting and
constraining vision regarding the welfare function of modern labour markets.
7.3 First Principles - Integration as a Radical Agenda

The starting premise of any model for reform based on the CBI proposal involves
full scale integration of the present systems of tax and benefits. In the early 1990s in
Britain there did not appear to be the political will to support a process of integration.
Opposition on the part of the Government appeared to be based on financial
considerations;

The fact is the benefit and tax systems each do essentially different things, in
different ways, over different timescales. The benefit system is designed to
alleviate need. Of necessity it works on a weekly or even daily basis, it

assesses needs and it takes into account other household income and savings.
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The tax system looks at income on an annual basis, assesses individuals,
usually ignores savings and relies on the co-operation of employers. Few
benefit claimants have employers. So there is far less scope for administrative
synergy than many suppose. To the extent that benefits are replaced by tax
credits they would need to ignore savings and short term variations in need.
So they would be less well targeted and therefore more expensive than the
benefits they replace. Tax credits may be a good or bad thing - but they are
not a potential source of savings.

(Lilley, 1993:17)
For the Conservatives then the focus in terms of social security reform remained firmly
grounded in measures that would generate cost savings and increased targeting. In their
search for an ‘intelligent welfare state that works with rather than against the grain of
change’ the Labour Party considered integration of the tax and benefit systems as a
possible reform strategy (CSJ, 1994:ch6). Again the perceived cost implications of such
an approach proved to be the main stumbling block. The CSJ employed a team of
independent consultants to investigate the feasibility of full scale integration who
concluded that such a structural change would not solve the current problems. Rather,
what was required was a more strategic approach to ensure that that the tax and benefit
systems worked in unison and reforms should centre around addressing the problems of
the poverty and unemployment traps arising from the interaction of current schemes
(Clinton et al, 1994). The Commission subsequently reported that employing tax-benefit
integration ‘to try to solve the problems of the minority would be like using a

sledgehammer to crack a nut’' (CSJ, 1994:260).

! Reference to the ‘minority’ is worthy of note when considering gender issues in arguing for a CBI.

The practice of examining the impact a particular policy has on women is often identified within an
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Arguing in a similar vein to Lilley, quoted above, the Commission drew attention
to the differences in timescales used by the two systems, differences in units of
assessment and the enormous administrative costs implied by such a large scale process
of government reorganisation (ibid:260). However in considering a CBI package, as
opposed to a NIT scheme, the Commission added weight to their objections by
emphasising the political unacceptability of the ‘free-rider’ implications of such a policy;

A change of this magnitude would have to be backed by a broad-based
consensus, of which there is, as yet, no sign. In a society with a strong work
ethic many people would oppose, as giving ‘something for nothing’, a scheme
deliberately designed to offer unconditional benefits to all. Citizen’s Income
does not require any act of citizenship; it would be paid regardless of whether
someone was in a job or looking for one, caring for children or other
dependants, engaged in voluntary work or not.

(ibid:262)

In dismissing the proposal for these reasons the Commission was keen to point out that
their position is not a static one;

It would be unwise to, however, to rule out a move towards a Citizen’s
Income in future: if it turns out to be the case that earnings simply cannot
provide a stable income for a growing proportion of people, then the notion of
some guaranteed income, outside the labour market, could become

increasingly attractive. Work incentives might matter less and those who

‘equality’ agenda and as such is presented as a positive step in addressing the needs of ‘minorities’.
Considering the policy evaluation process in these terms is misleading as women are clearly not a
minority group. More importantly, engaging in a gender impact assessment should not be viewed as
‘doing women’ but rather, more accurately as an approach which takes account of any possible

differential effects a policy has for men and women. The point being made is that if the ‘minority’
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happened to be in employment, knowing that they probably would not remain
so throughout their ‘working’ lives, might be more willing to finance an
unconditional payment.

(ibid:263-64)

In seeking a resolution to the problems associated with unconditionality, the Commission
considered integration in the form of a Participation Income, but rejected such on the
basis of its distributional impact, arguing that ‘it would mean somewhat higher tax bills
for those already paying income tax’ (ibid:265). Furthermore, assuming it was set at a
level equivalent to current personal tax allowances the Participation Income would
involve extra expenditure. Thus cost considerations proved again to be a decisive factor.
However, the Commission did indicate that if it were not for the presence of necessary
resource restraints, there was much to commend in the idea of a Participation Income;

If it could be afforded, particularly at a higher level than that available
through abolishing tax allowances, it could go a long way towards eliminating
means-testing, recognising the value of parents’ and carers’ unpaid work and
encouraging people to take up employment, education and training.

(ibid:265)

Thus the CBI proposal, for the Labour Party, proved to be unacceptable, at least in
the short term, due to questions of affordability and the perceived negative impact such a
reform package would have on work incentives. Although the benefits in terms of
promoting social justice were implicitly recognised, the case against was premised
primarily on economic considerations. The third main political party in Britain, the

Liberal Democrats, raised their concerns regarding a CBI in a consultation paper

position is dominant in the literature arguing for a CBI, it serves to hinder the development of debates

focusing on the potential the proposal has for promoting gender equality.
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published in January 1994, which recommended that their previous commitment to the
proposal be scrapped. (CI Bulletin, 1994: 9). The paper made clear that a full CBI had
never been supported due to the excessive increase in income tax levies required to
finance such a scheme. The favoured Partial Basic Income was now considered
unworkable for reasons of poor targeting and expense. Furthermore, as the Partial Basic
Income implied retaining some income-tested benefits to meet special needs, the benefits
of integration, in terms of administrative simplicity, would not be fully realised.

Thus, in Britain in the early 1990s there appeared to be a broad based political
consensus with regard to tax-benefit integration. Common across the political spectrum
was a rejection of the proposal on the grounds of costs in the short run and a clear
indication that approaches involving greater targeting were to be given priority. The
landslide victory of New Labour in the May 1997 General Election indicated the
possibility of a fresh approach to social security policy. However, their election promises
contained very little about social security policy specifically, but it was clear that there
was a firm pledge to enact measures which would improve access to the formal labour
market, thereby tackling poverty and reducing the future fiscal demands made by the
social security budget. Gordon Brown, now Chancellor of the Exchequer, reaffirmed this
commitment in an election address;

The unemployed men and women I meet in my constituency don’t want to
settle for an extra pound and a life on benefit... They don’t demand the right
to benefit they demand the right to work...Therefore our first priority - the
purpose of our windfall tax - will be to cut unemployment, modernise the
Welfare State, reduce social security bills and get our people back to work...A
tax system for work, and the reform of the Welfare State to encourage work,

that will be our first priority.
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(The Scottish Labour Party 1997 Annual Conference, 8th March)

The current Labour Government came into office stressing their commitment to reducing
social security bills and addressing the social problems of poverty and exclusion through
active employment measures, thereby reversing the trend in welfare dependency. The
promotion of employment is now understood to be a fundamental goal of both social and
economic policy and thus future social security reform in Britain will undoubtedly be
informed, first and foremost, by the impact measures will have on the efficient
functioning of the labour market. Given the negative view expressed by the Labour Party,
whilst in opposition, to integration proposals with respect to work incentives it seems
highly unlikely that serious consideration will be given to a CBI in the near future.

In the first few years of office, policy developments undertaken by the Blair
administration in the area of welfare reform have demonstrated a clear preference for
favouring work over welfare. Measures taken have mainly focused on implementing an
active welfare to work strategy through the New Deal program. In the field of income
maintenance specifically, the introduction of the WFTC, could be construed as a move
towards partial integration. The WFTC is assessed and paid by the Inland Revenue and is
normally paid via employers through the wage packet. As indicated in chapter four the
switch from benefit to tax credit is part of a package intended to strengthen the incentive
to take up paid employment. Thus the prime motivation behind reform is to restructure
the relationship between the tax and benefit systems and the world of work in such a way
as to ensure that labour force participation rates are maximised.

In considering the integrational aspect of the proposal, the main difference between

Family Credit and the WFTC is their treatment under standard public accounting rules.
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The former is treated as a social security benefit and as such appears as a component of
public expenditure. Tax credits however appear as negative revenues and therefore
expenditure on the WFTC will be represented as income tax foregone;

In fact it appears that its treatment will fall outside the rules as they have
normally been interpreted in the past. Instead of being treated partly as public
expenditure and partly as income tax forgone, as the US Earned Income Tax
Credit is, it will be treated wholly as income tax foregone.

(Meadows, 1998:74)

This is a crucial point of distinction when considering the political feasibility of a CBI. In
Britain the accounting practice of showing tax expenditure as negative revenue, means
that the introduction of a new cash benefit, to replace all tax relief and allowances would
distort the government's accounts by showing an exorbitant increase in spending. This
leads Monkton to the conclusion that ‘unless the Treasury if forced to mend its ways, it
will always block the consideration of any universal benefit scheme, erroneously
believing it to be in all circumstances unaffordable’ (1993:6). With a focus on reducing
public expenditure and improving work incentives it seems a model of tax-benefit
integration such as that implied by a CBI will be embraced during the lifetime of the
current political administration in Britain.

7.4 Welfare to Work or a Welfare System that Works?
The obligation to do paid work is central to Labour’s approach to social

security reform. In the words of the Secretary of State for Social Security,
Harriet Harman, we are reforming the welfare state around the work
ethic...Benefits for the unemployed have always been under-pinned by the
obligation to be available for paid work, but we are now witnessing a clear

shift towards the prioritising of paid work obligations over social citizenship
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rights. Such a shift is in the opposite direction to the principles that underpin
Basic Income or Citizen’s Income more generally.

(Lister, 1998:3)

In Britain, as is the case elsewhere in Europe, social security reform has principally
been driven by the need to reduce expenditure and the general belief that accessing the
labour market is the main route out of poverty. Thus the general direction of income
maintenance policy has been towards an ever increasing reliance on income related
benefits. This has been combined with an overall shift in approach from one that assumes
the primary responsibility of the state in securing welfare, to one which now focuses on
the role of the individual and the market. The dominant view emerging, therefore, is one
that places social security policy within a framework of obligations and achievements
relating to the labour market (Plant, 1997:3). That is, the main driving force behind
income maintenance reform can be identified as the need to conform with the policy
goals of promoting employability and supporting the operation of flexible labour markets.
Social security policy thus assumes a subsidiary role in relation to employment policy
and serves as a tool for furthering the principles of self-help and the work ethic.

It can be argued this particular approach to social security policy is informed by a
general acceptance of the assumptions regarding human behaviour inherent within
mainstream economic theory. The impact of such on the formation of social security
policy was discussed at length in earlier chapters. However, it is worth reinforcing at this
point the arguments as they relate to work incentives. Arguments favouring income
related benefits over universal benefits are normally presented in terms of resource
savings. It is true that with a given budget constraint the targeting of benefits to those

identified as ‘needy’ is, in principle, cheaper than paying benefits to all regardless of
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need. However, in practice this may not be the case due to the very different operating
structures required to administer both types of benefit. Problems arise with regard to
identifying, and continually monitoring, the conditions of receipt, which in turn can prove
costly. Furthermore the impact on economic activity arising from a switch to targeting
may have exactly the opposite effect from that intended, thereby effectively reducing the
available resource base. Aside from the financial considerations, targeted benefits tend to
be promoted by those who adhere to a rather cynical view of human nature. Operating
within an environment of unconditional universal benefits the self interested utility
maximising individual will behave in such a way as to secure receipt of those benefits.
Thus the concept of moral hazard is employed to demonstrate the inevitability of
overconcunsumption and how the benefit system creates perverse incentives for
individuals to engage in activities, which they would otherwise avoid, in order to meet
eligibility conditions. A related argument draws upon the notion of the free-rider. Tax
funded unconditional universal benefits will result in situations where the working poor
are effectively subsidising those who freely choose not to work. Thus the benefit system
creates disincentives to work and has negative distributional consequences. This scenario
is not only considered unfair, and economically inefficient, but in the long term
politically unfeasible. Tax payers will eventually object to funding benefits at a level
deemed sufficient to meet the needs of the unemployed, placing further pressures on an
ever shrinking resource base. Accepting these arguments leads to a convincing case for
preferring targeted benefits to universal schemes.

However, what is implied is a particular form of targeting. As previously discussed,

contemporary debates on social security reform have been dominated by a targeting v’s

306



universal framework, but caution should be exercised in the use of terminology. The
choice is not essentially an either/or scenario but rather involves a range of policy options
(Atkinson, 1995:224). As indicated in chapter three, the concept of universalism, in its
true sense, is not evident in any existing benefit structure;

In practice virtually all existing benefits involve some degree of
conditionality or are targeted in some way, either towards certain categories
of people, such as those with children in the case of child benefit, by
contingency in the case of disability benefits, or on the basis of contribution
records for social insurance benefits.

(Eardley et al, 1996:21)

What is referred to when discussing current trends towards the increased use of targeting
is the practice of means-testing. The operational nature of means-tested benefits was
previously outlined and it has been argued that social security systems are evolving, on
an ever increasing level, in line with a means-tested approach. Social security provision
of this kind is that which is most commonly associated with the current use of the terms
targeting or selectivity.

The question remaining, is does means-testing work? Accepting that the objectives
of policy have somewhat altered in recent decades in favour of prioritising labour market
policy, evaluating the practice of means-testing involves examining the impact such has
individual work patterns. One of the negative consequences of the increased use of
means-tested benefits is indeed the effect on work incentives arising from the rapid
reductions in benefits as income rises. This is compounded by increases in tax liability.
The anomaly arises when individuals find themselves both in receipt of income tested
benefits and liable for income tax and national insurance deductions. A system which

pays out from one government department only to recover the same via an other
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department does not make economic sense, given the emphasis on reducing
administrative costs. Furthermore creating a situation whereby individuals find
themselves no better off in financial terms by entering the labour market, or moving to a
higher paid job, is at worst immoral and at best inefficient with regard to promoting
future economic growth.

It is now generally accepted that the numbers of individuals affected are indeed low
and that recent reforms to the social security system have eliminated the worst aspects of
the poverty trap. That is, no individual now faces MTRs in excess of 100% and the
system has been redesigned to ensure sufficient penalties exist for those unwilling to take
up ‘suitable’ offers of employment. However, the ramifications for women in poverty are
widely felt. The behaviour of women with regard to the labour market is notably sensitive
to disincentive effects (Oppenheim, 1994:28). Particularly affected are wives of
unemployed men in that the new rules regarding full time work means that a woman
employed for 16 hours per week or more disqualifies her family from receipt of IS and all
of the associated passported benefits such as access to the SF. Furthermore the actively
seeking work test serves to discourage those women, who are eligible by way of paid
contributions and who wish to return to some form of employment after childbirth, from
claiming JSA and instead depending on the incomes of their partners or IS.

Whilst these criticisms are worth detailed analysis in their own right, for the
purposes of this discussion they merely add to the list of identified problems previously
mentioned. Any model for reform that fails to recognise the totality of the situation and
simply targets a specific issue illustrates a very narrow perception of the role public

policies aimed at income redistribution play in the macro economy. It further
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demonstrates a desire to continue with existing models, adapting as the need may arise.
Within this context a CBI emerges as a radical policy response. Although the
contemporary literature is extensive and diverse, arguing from a range of philosophical,
economic, social and environmental perspectives, the following sections will outline the
main contributions as they relate to the concerns raised thus far regarding social security
systems in ‘crisis’. That is, the focus is directed at those arguments where issues of cost
reduction, addressing poverty and social exclusion, and the functioning of modern labour
markets are highlighted. The intention is to demonstrate that a CBI can be argued for
convincingly on the basis that it is a system that has the potential to ‘work’ given the
existing dominant framework, as opposed to systems that deny welfare and promote
work.
7.5 The Second Marriage of Justice and Efficiency - The Proactive Approach

Perhaps the most prominent of theorists within the contemporary CBI literature is
Phillippe Van Parijs, academic economist and co-founder of the Basic Income European
Network. For Van Parijs the;

...Introduction of a basic income is not just a feasible structural improvement
in the functioning of the welfare state, it is a profound reform that belongs in
the same league as the abolition of slavery or the introduction of universal
suffrage.

(Van Parijs, 1992:7)
Whilst he has made various influential contributions to the debate in a primarily
philosophical sense, the analysis he develops in chapter thirteen of his edited volume
Arguing for Basic Income: Ethical Foundations for a Radical Reform is most useful for

the purposes of this particular study.

309



Van Parijs draws upon the historical development of the CBI concept to illustrate
that the concern for economic growth and the simultaneous preservation of individual
rights has led many theorists in the past to make demands for an unconditional minimum
income (1992¢:215). However, he begins his attempt at justifying a CBI by referring to
the difficulties experienced within capitalist states in determining the criteria with which
to evaluate and design redistributive social reform. Judging the political acceptability of
any change in current resource allocation by estimating the amount of gainers compared
to losers and implementing only those policies that are positive is flawed. This is due to
ignorance on the part of voters as to whether they are, or will be, better off or not, and
because of the persuasive influence of political beliefs and ideology. Likewise attempts to
formulate social policy with reference to the legitimate functions of the capitalist state are
highly subject to fluctuations in overall economic performance. Hence there is no direct
relationship between political acceptability and the functional requirements of the
capitalist state but rather social policy takes a back seat to the priority of capital
accumulation. Van Parijs argues;

...the presence of a plausible case on the grounds of both justice and
efficiency constitutes a necessary condition for any major reform in the field
of social policy.

(ibid:216)
The introduction of a CBI, for Van Parijs, can indeed meet the challenge of presenting
such a plausible case in that it is a policy for reform that can be argued for convincingly
in terms of promoting both social justice and economic efficiency. The caveat being,
however, that the understanding of what constitutes justice and efficiency must first be

re-examined, taking into account the changing socio-economic structure of modern
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capitalist societies. Van Parijs rather poignantly refers to the mixed economy of welfare
as representing the ‘first marriage of justice and efficiency’ and goes on to stress that the
marriage is under immense strain due to the increasing concerns regarding the damaging
effects of state activity in the area of income redistribution during periods of slow or even
negative economic growth (ibid:215-233). Utilising tools of economic analysis, and
ethical theorising, Van Parijs develops an abstract framework from which he traces the
relevance of the traditional considerations of ‘economic value’ (efficiency) and ‘ethical
value’ (justice) to the social consensus afforded the development of the modern welfare
state. Social policy was generally considered an essential ingredient in the pursuit of
economic growth. However, by relating the arguments about trade off between efficiency
and equality to a variant of the Laffer curve, Van Parijs illustrates the economist’s case
for arguing that too much social policy actually prohibits further economic growth. This
is in main due to the disincentive effects high levels of taxation, required to finance social
policy, and over generous levels of transfer payments have on the supply of capital and
the supply of labour respectively;

If a rise in t (defined as the average tax rate”) makes people both less willing
to get a job and work hard, and less willing to save and invest, how could it
possibly generate a rise in average income, especially in the long run?

(ibid:222)
This is precisely the case made by supply side economists for reducing the average tax

rates for those with a higher marginal propensity to save and reducing the real level of

* Van Parijs actually defines t as ‘an average rate, as the ratio of what is collected for the sake of

transfers to disposable income’ (1992c:219). He further distinguishes between different levels of
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transfer payments for those who are highly responsive to the price of labour. Thus
effectively reducing the replacement ratios of income in work and income received when
out of work. Such analysis was extremely influential in determining recent reforms to the
social security system in Britain, particularly with regard to the unemployment trap, as
well as the changes made to the tax base and reforms in the area of pension provision.

However, as Van Parijs points out the situation in the 1930s was very different
from that of today. Hence the same analysis could be utilised to argue for expansionary
fiscal policy in that increasing the overall level of transfers would;

...prevent minor fluctuations degenerating into full-scale slumps by stabilizing
effective demand, both directly through the income guarantee and indirectly
by setting a floor to wages.

(ibid:222).
Keynes made such arguments in his General Theory and therefore the stage was set for
the positive interaction of social and economic policy within advanced capitalist systems.
Income redistribution would prove to be an effective policy instrument in enhancing total
output and therefore social policy was attributed an economic value. Crucial to this
change in policy thinking was the fact that the analysis assumes a relatively low level of t
to begin with, which indeed was the case in the period of modern welfare state formation.
A continued commitment to demand management techniques and expansions in social
policy throughout the immediate post war decades has led to quite considerable increases
in the average rate of taxation. As national output continues to grow though the belief is

that everyone is benefiting, or at least there exists the potential for all citizens to become

responsiveness of Y (national income) depending on how the tax is levied. The effects will be determined

by the degrees of elasticity illustrated by the supply of labour and the supply of capital.

312



better off as the size of the ‘cake’ has increased. However, this belief can easily be
disputed. As the growth of the ‘cake’ is directly attributable to the increase in average
transfers, some individuals will indeed be worse off as they experience more and more of
their disposable income being creamed off by the state in order to finance the expansion
in social policy. This means that a further condition is necessary in proving the economic
value of social policy. That is, not only must the national output grow but it must grow at
a faster rate than that of t. Only then will the ‘enlightened self interest’ of those bearing
most of the financial burden be served, at least in the long run. This leads Van Parijs to
the conclusion that decisions regarding the economic value of social policy will be taken
when due consideration has been given to the long run effects on average income, where
this is positive the policy is said to have economic value and where this is negative the
policy creates economic damage and hence will be abandoned (ibid:224).

Social policy formation is, therefore, traditionally determined by appealing to
classical welfare economic analysis. The political will and electoral support for any
reform will only ensue if long run potential Pareto improvements can be made. That is,
any redistribution of current resources can only be justified if it eventually improves the
welfare of all citizens. Such criteria merely provide the analytical process by which social
policy is judged. The impetus for reform, however, comes from arguments concerning
distributive injustice and hence the concepts of efficiency and justice become intertwined.

Questions regarding the ‘ethical value’ of social policy are difficult to resolve given
the normative nature of the issue. The use of value judgements is extremely evident
within theories of social justice. Those beholding to the libertarian view condemn any

violation of the individual right to accumulate economic resources and retain ownership
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of such. Excessive levels of taxation threaten individual freedom therefore social policy
should not cross the boundary between what is required to ensure that at least basic needs
are met and what is believed to be necessary to reduce inequality. Tax rates should hence
be kept to a minimum. Conversely, egalitarian arguments promote social justice in terms
of the maximum level of transfers required to ensure a more equitable distribution of
resources. The average rate of taxation should be set at the maximum level determined by
the financial requirements of social policy aimed at ensuring every citizen receives an
income adequate to cover basic needs (ibid:224). Van Parijs adds two further ethical
considerations. He refers to the ‘Rawlsian’ position, being the average rate of taxation
required to maximise the level of replacement income (defined as the average expected
income when income is no longer secured by employment), and the “utilitarian’ position,
being the average rate of taxation which maximises total national income. The labels are
used to refer to the ‘boundary between economically valuable and economically
damaging social policy (U) and the boundary between the normal and prohibitive range
of t (R)’ (ibid:226). The use of terminology is slightly misleading, as Van Parijs himself
indicates. Rawls’s maximin criteria does not apply to income alone and likewise it is the
maximisation of welfare as opposed to the mere maximising of income that utilitarians
are concerned with (ibid:225-6). These considerations are important when examining the
reconceptualisation of the efficiency and justice criteria when evaluating proposals for
social policy reform. However, when discussing the current criteria, social policy is said
to be promoting justice when the ‘Rawlsian’ position is reached. That is, the level of

taxation remains stable at the point where replacement incomes are maximised in terms
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of meeting basic needs. This is a sort of middle ground between the libertarian position
and the egalitarian position;

The conjecture is then that deliberate changes in the field of social policy can
occur only if they bring us nearer to a situation in which all inequalities which
do not benefit their victims, and only those have been abolished.

(ibid:226)
Van Parijs, therefore concludes that expansionary policy, which he qualifies as ‘social
democratic’ reform, will be promoted when increases in national income can be assured,
that is the policy is deemed to be economically valuable. Contractionary policy, which he
qualifies as ‘neo-liberal’ reform, will involve deliberate reductions in the average tax rate
when existing mechanisms are creating replacement incomes in excess of what is deemed
socially just (op cit). The problems facing contemporary capitalist societies is when the
actual average rate of taxation is believed to be somewhere between these two points.
Any future reform implies a trade off between justice and efficiency, that is economic
growth or increasing replacement incomes. However lack of confidence in the ability to
secure future economic growth will inhibit expansionary reform whilst the absence of
sufficient political pressure to address the unfair distribution of wealth will prevent
contractionary reform. Given this impasse any future developments in the field of social
policy will require an appeal to alternative modes of justification. For Van Parijs, the
current political, social and economic climate demands a second marriage of the
principles of social justice and economic efficiency. The CBI concept, according to Van
Parijs ‘provides the foundation for a new and more progressive union by

reconceptualising both of the partners to the marriage’ (Manza, 1995:887).
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Considering the argument that a CBI would foster justice, Van Parijs draws on an
earlier statement made that emphasis so far has been on maximising incomes. In his
ensuing analysis he illustrates the often contradictory nature of anti-poverty policies.
Traditionally it has been argued that the main weapon against poverty is paid
employment, and as discussed earlier this view has dominated contemporary debates on
the future of social security policy. As previously stated the commitment to full
employment institutionalised the right to work and as such was an effective policy
instrument in combating individual poverty. Macroeconomic policy was thus perceived
to be securing access to jobs for the majority of citizens hence the justice criteria should
logically focus on the income side of the equation, for those individuals suffering a
temporary or indeed permanent loss of such access. Further policy developments
therefore secured a minimum income for the jobless poor but recent criticism has been
directed at the actual level of this minimum income. The poverty lobby argues that
average replacement incomes are woefully inadequate. However, by drawing on his
earlier discussion Van Parijs reminds us that;

For reasons of both justice and efficiency...the lowest net wages should
noticeably exceed the replacement income paid to the jobless. But the higher
these wages, the harder it is for the poorly skilled people to find a job. It
follows, it seems, that there is a fundamental conflict between the two
objectives of an effective strategy against poverty. The better it does on the
income side, the worse it seems bound to do on the job side.

(1bid:228)
By stipulating a criteria of justice which solely concentrates on maximum replacement
incomes the practice of judging the desirability or otherwise of a particular social policy

is far too narrowly focused. Much more useful criteria would encapsulate not only the

316



justice perceived to be achieved by granting a minimum income but also the questions of
justice arising from individual labour market activity. With the onset of mass long term
unemployment, the right to work can no longer be claimed as a product of modern
capitalist development. As such any consideration of the improvements in social justice
said to result from social policy reform can no longer ignore the work element. It is in
this area that Van Parijs provides a strong case for a CBI along the lines of separating
work from income, whilst also demonstrating the advances to be gained from a CBI in
terms of individual freedom.

The right to an income, the right to work and the right not to work are all factors
worth serious consideration when appraising the fairness of social policy. All individuals
by nature have different preferences for work and leisure derived mainly from their desire
to consume. The ability to consume is currently determined largely by income earned or
income received from state benefits. The conditional nature of those benefits means that
recipients must at least demonstrate a willingness to work. Hence income is directly
linked to work. Anti-poverty policies aimed at increasing the incomes of those at the
lower end of the income scale, within the current economic climate, has necessitated the
switch in emphasis from universal benefits to means-testing. The results being that those
with access to limited economic resources are categorised by society as being
disadvantaged and hence deserving of public assistance. Justifying income redistribution
in this manner puts pressure on recipients to make all possible efforts to secure income
from alternative sources, the most obvious being the labour market. However, this
becomes increasingly difficult in light of rising replacement incomes for those

individuals only afforded access to traditionally low paid jobs. Correspondingly pressure
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is put on tax-payers to argue for value for money. The result is that only those who are
willing to earn their income are viewed as deserving, whereas those individuals wishing
to forgo income for more leisure time are penalised. Surely such a system is unjust in that
it discriminates ‘against those with a lesser taste for consumption’ (ibid:229). The right to
work combined with maximising replacement incomes can no longer be considered the
appropriate criteria with which to measure justice. Income must be separated from work
in order to justify the provision of economic resources to those individuals not afforded
access to jobs suitable to their personal lifestyles or skill level. In doing so account will
be taken of the marginalisation within the labour market of vast numbers of individuals.

Freedom on the part of the individual to choose not to engage in paid work, or
indeed to refuse the offer of paid work as personal circumstances dictate, should be
incorporated into any discussion of social justice. A CBI would allow for such freedom to
be exercised. Those with preferences for paid work would be more able to participate in
activities with little financial gain and those with preferences for leisure would not be
forced into ‘junk jobs’. Hence, with respect to justice, a CBI enhances both access to
jobs, therefore fulfilling the primary objective of anti-poverty policies, and access to
activities other than paid work, a new and more appropriate objective;

Although it does make sense to formulate justice in terms of a maximin
criterion, what is to be maximined cannot be income alone. It must, rather, be
something like the real freedom (as opposed to the sheer right) to do whatever
one might like to do with one’s life, including consume, get a job and perform
enjoyable activities. Introducing a basic income and pitching it at the highest
feasible absolute level...would precisely maximin such real freedom, and

hence provide what justice demands.
(ibid:229)
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Turning to the question of the efficiency criteria, Van Parijs provides a theoretical
explanation as to how a CBI could promote economic growth. If, as previously
suggested, the CBI is to be pitched at the highest possible level to answer the justice
criteria then the prohibitive MTRs required to finance such a policy could arguably lead
to a reduction in factor supply and hence reduce the national product’. Any policy which
permits the freedom to choose between those activities assumed to be economically
productive and those activities attributed no economic value, at least within the capitalist
structure, will be perceived to threaten the very survival of capitalism itself. Similar to the
existing economic criticisms of minimum wage proposals arguments against a CBI would
point to the inflationary effect on wages and the subsequent effects on demand for labour.
National productivity would decline and as economic profits were subject to higher and
higher rates of taxation the negative impact on investment activity would ultimately result
in contractions in national output.

Focusing on the negative impact on overall economic performance of high MTRs is
an indication of partial analysis. A more useful approach would be to examine the results
of a CBI in terms of labour market flexibility and the resolution of economic conflict
within capitalist systems (ibid :232). The arguments for a CBI with regard to the fostering
of overall flexibility have been well documented (Standing, 1986; Van Parijs, 1996;

Stroeken, 1996; Meade, 1989:part I1I). The granting of unconditional income guarantees

? This is of course in relation to declared factor supply and taxable national product as Van Parijs
points out. Many critics of a CBI scheme point to the effects such a policy would have on activity in the
‘underground economy’, thereby seriously eroding public revenue from taxation. Such arguments are

grounded in a belief in the disincentive effects of high MTRs and therefore demonstrate an analytical bias.
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provides the pre-requisite financial security required in taking ‘economic risks’. Hence, a
favourable environment is created for engaging in entrepreneurial activity. The
opportunity costs of re-training and/or periods of study are significantly reduced hence
making them more economically attractive. In addition, the introduction of a CBI would
free up labour market practices in general as individuals would be ultimately protected by
a secure, unconditional income. For Van Parijs, this would diminish the need for
regulations ‘such as restrictions on patterns of working time or even minimum wage
legislation’ (ibid:232). In his economic analysis of a how a CBI scheme could serve to
transform the nature of paid work, Purdy demonstrates how ‘a BI system promotes the
elusive double objective of reducing job time and redistributing waged labour’
(1988:223). Utilising indifference curve analysis, Purdy argues that the introduction of a
CBI will alter the budget constraints faced by individuals and subsequently, assuming
both the gross hourly wage rate and preferences between free time and income remain the
same, they will now opt for shorter working hours. Purdy demonstrates that although this
may lead to a welfare loss for some individual workers, it is not a necessary outcome
when the overall impact on household income and attitudes to working time are
considered. In arguing his case he differentiates between ‘masculine’ and ‘feminine’
preferences with regard to relative valuations of free time and income. Those workers
illustrating ‘feminine’ preferences ‘reveal a greater willingness to give up income in
return for marginal gains of free time’ (Purdy, 1988:224). For these workers, the

intoduction of a CBI would create the same inducement to opt for shorter working hours

That is, no account is taken of the balancing effect of incentives to participate in the labour market arising

from the institutionalisation of a minimum income guarantee.
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as for the traditional ‘masculine’ defined category of workers. However as this ‘feminine’
group display different preferences they start from an equilibrium position where they;

...were overemployed: they experience the gain from shorter working hours as
outweighing the loss from reduced income. Thus even if labour supply
preferences are taken as given, BI may still yield static welfare gains by
loosening institutional constraints on possible patterns of job time and
enabling some workers to achieve a more preferred balance of their time - and
income - budgets.

(ibid:225)
Purdy adds weight to his analysis by indicating that preference orderings do not remain
static and in, what he refers to as, ‘the transition from welfare state capitalism to basic
income capitalism’ it is highly likely that attitudes to working patterns will be affected by
the transitional process;

Before BI could be introduced major changes in society’s political and
ideological balances would have to occur, and these would be consolidated
and perhaps augmented once the new system was in place. As the work ethic
retreated, ‘feminine’ time values would gain ground over ‘masculine’
priorities.

(ibid:226)
Purdy, however does point out that his case for a CBI, based on the potential such a
package has for promoting shorter worker hours and more jobs, depends on the gross
hourly wage remaining unchanged. Reductions in the labour surplus combined with the
temptation faced by workers to ‘claw back’ any income loss suffered as a result of
reductions in working time will lead to an upward pressure on wages. For Purdy three
circumstances will enhance the risk of wage inflation (ibid:228). Firstly, organised labour

will find their bargaining position strengthened due to the overall increase in employment
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levels. Secondly, the introduction of a CBI will serve to restructure existing wage
relationships by automatically favouring forms of ‘toil reduction’. That is, in addition to
promoting reductions in work time the existence of a CBI in a free market economy will
result in situations where ‘workers will tend to shun intrinsically unrewarding tasks, and
seek out those with lower toil ratings’ (ibid:236). Thus the CBI serves to distort
equilibrium positions with regard to relative wages reflecting the relative disutilities of
different jobs. In theory, wages will be forced upwards, but in the presence of segmented
labour markets the converse may be true;

For it has to be remembered that the starting level of BI provides only the
barest subsistence living: the purely material incentives to labour market
activity remain strong. In addition the removal of the poverty, unemployment
and idleness traps releases on to the market a fresh stream of workers whose
endowments of skill, work experience and character are generally poor. If the
labour market is segmented, and if entry into desirable, but inaccessible core
jobs 1is denied, this increased supply of low quality labour flows into the
periphery. There is, therefore, a risk that sectoral labour gluts will actually
worsen pay and conditions in high toil jobs.

(ibid:237)
Thirdly, due to the restructuring of existing tax and benefit transfers, necessitated by the
introduction of a CBI, some individual workers may find that their actual net weekly
income will fall. The likelihood of such is more probable in the case of ‘higher paid, and
in general better organised workers’ (ibid:228). Thus the introduction of a CBI is directly
associated with the risk of wage inflation and abating such a negative effect ‘depends
upon the willingness of organised workers to under-utilise their bargaining power in the

interests of society as a whole’ (ibid:229).
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It is this very consideration that would explain reluctance on behalf of the trade
union movement to embrace the CBI concept. That is, it serves to erode their respective
bargaining power and transfers such directly to the individual. This is not to say that there
is no longer a role, and indeed a very important one at that, for organised labour but
rather as Van Parijs states;

The sort of flexibility which modern technology increasingly requires could
therefore acceptably be traded by the labour movement against the income

security provided by basic income.

(1992:232)
Working conditions, health and safety practices and wage differentials remain on the
agenda and the labour movement could readily afford to concentrate efforts in these areas
as they would no longer have to expend resources fighting for their members’ right to a
minimum acceptable income. In arguing that basic social rights may be subsumed, and
unjustifiably neglected, by the emphasis on income rights implied by a CBI, Deakin and
Wilkinson draw attention to the importance of work-related rights;

Rights to work which are additional to the right to income involve the right to
engage in productive work which improves the living standards of the
community, and to have such work valued according to its worth. This raises
a number of issues which have been highlighted by the European
Community’s Social Action initiatives - the widening of access to training
and education, the right to a basic income within work through minimum
wage and comparable worth legislation, the use of parental rights legislation
to achieve a more even balance between the demands of paid work and non-
wage caring, and the harmonisation of basic terms and conditions between the
full time and ‘flexible” workforces.

(1992:59)

323



Consideration of these factors demonstrates the continued and crucial role for organised
labour in a CBI society and points to the benefits of viewing a CBI proposal as part of a
package of social reform measures, rather than a policy to be implemented in isolation.

The second component, that is the reduction of conflict, of Van Parijs’s argument
regarding the economic value of the CBI is not as well documented and is more
speculative in nature. The assignment of property rights in advanced capitalist economies
is becoming increasingly difficult due to the ‘spread of significant environmental
externalities and the increase in the share of wealth held in the form of information, rather
than material goods’ (ibid:232). The inability to rely on the market mechanism to ensure
that the market price reflects the true value of a particular activity results in economic
uncertainty and sharp conflicts of interest. If this trend is allowed to persist unregulated
then economic chaos will ensue and the survival of market economies will be seriously
questioned. For Van Parijs;

...the only option open to forestall economically damaging chaos consists in
reducing what is at stake in the market game - that is, in making an increasing
part of material welfare depend on society’s overall productivity, rather than
on their individual contribution. A basic income is the most natural way of
institutionalising this solution.

(1bid:233)
Although Van Parijs indicates in a foot note that he derives this argument mainly from a
suggestion made to him by Samuel Bowles, the prominent U.S. economist, it would
appear that his line of reasoning resembles that of the some of the earlier supporters of
minimum income guarantees. Those who argued for social dividends, set at rates
compatible with economic growth, and justified in terms of the dividend being a

reflection of each individuals contribution to the national wealth.
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The potential for increased flexibility and the ability to establish a direct economic
link between individual welfare and the overall productivity of the economy provides a
powerful rebuttal to the criticisms of a CBI based on the negative consequences of
increasing MTRs. Considerations of economic efficiency have thus been redefined taking
into account the changing nature of capitalist societies. In adopting this panoramic
approach a case could be made for the potential of a CBI to reduce the actual tax burden.
A more flexible and less conflict ridden market economy would be more readily
equipped to efficiently deal with the demands of post-industrial development and as such
economic growth is a more likely case scenario than it is today. Output growth would
increase the total income available for taxation and hence the CBI could be financed with
no changes in the overall tax rate.

The second marriage of justice and efficiency becomes a distinct possibility.
However, Van Parijs, whilst providing the theoretical tools, does not imply, if his
arguments are accepted, that the introduction of a CBI scheme will be secured. On the
contrary, he argues that he has merely stated the case for a CBI within the traditional
parameters of social policy evaluation, reworking these parameters to bring them up to
date. Success will depend ultimately on political will. The confidence to implement such
a radical reform can, Van Parijs believes, be gained with due regard to the economic
advantages but this confidence ‘is very sensitive to whether a basic income is perceived
as a fair way of distributing part of the social product’ (ibid:234). There is bound to be
controversy surrounding the implementation of a policy which distributes income to
individuals who are perceived to be making no contribution to the national product

whatsoever. This is a crucial point and is the subject of many a discourse on what

325



constitutes productive activity. Within this debate the attraction to the CBI concept is
evident and will be explored in the following section. However, in summing up, this
particular contribution made by Van Parijs serves to illustrate that the tradition of
attempting to justify social policy in terms of both ethical and economic value can be
applied to the CBI policy proposal with positive results. He adds to his analysis though
by explaining that the questions of justice and efficiency are inextricably linked when it
comes to practical policy making.

7.6 The Full Employment Fallacy: The Reactive Approach
Apparently, the politico-economic system can live with mass unemployment,

but it is rather more doubtful whether it can live with a social security crisis

as well.

(Standing, 1992:55)

The explicit rejection of full employment and the adoption of economic policies
aimed at promoting the micro-flexibility of the labour market has attracted many theorists
to the CBI proposal, viewed as a mechanism of protecting individual income security in
the midst of ‘supply-side’ economics (Standing, 1986,1992, Gray, 1988; Deakin &
Wilkinson, 1991; Meade, 1989,1990; Manza, 1992; Block, 1990). In recent decades
advances in technology and changes in consumption patterns have had quite significant
effects on the level and quality of employment in all modern capitalist states. The notion
of a ‘post-industrial’ society, emerging in the 1960s;

..portrays a new world where technicians, professionals, and managers
predominate; where old-fashioned manual labour disappears; where
consumers’ appetites are driven towards services.

(Esping-Andersen, 1990:191)
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In this new world concern regarding the ability of the economy to adapt at a micro level
has resulted in a revival of economic doctrines devoted to improving the efficiency of
individual markets. Whilst there is surplus labour in the traditional manufacturing sector,
the demand for labour in the low-productivity service industries is increasing. These jobs
however, tend to be low paid with little in the way of employment rights. Rigidities
existing within individual markets such as minimum wage legislation have been blamed
for the failure in securing an aggregate equilibrium. The excess supply of labour in the
declining trades has not been allowed to move freely into the newly expanding industries
and hence emphasis has switched from aggregate demand to the supply side of the
equation. Arguments favouring less government regulation in all areas of the economy
and the supremacy of the free market have gained considerable ground, particularly in the
U.S. and Britain. The result being a range of policies aimed at promoting the flexibility of
both labour supply and wages. However, as Standing indicates, the trend towards greater
labour flexibility has in fact served to accentuate income inequality and labour market
fragmentation (Standing, 1992:54). The decline in manufacturing in recent decades has
meant that not only have some individuals witnessed a marked reduction in demand for
their services, but also efforts to retain income security for those still in work has often
involved a trade off between job security and pay rises. The limiting of the power of trade
unions in the name of enhancing flexibility has served to further erode the employment
rights of those already suffering from the adverse effects of market fluctuations. On the
other hand, those believed to be benefiting from the shift in demand from manufactured

goods to the services have been hindered both in terms of employment rights and income
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security as employment protection mechanisms disappear at precisely the same time as
market forces place downward pressure on wage rates.

Hence, the free operation of the labour market, whilst providing income and job
security for professionals and those with the skills appropriate to new technology, has
resulted in increased experiences of joblessness and limited access to employment which
is full time, regular, and pays sufficient to achieve an acceptable standard of living for
many individuals. The effects of such developments would not be quite so dramatic if
existing systems of social security were not so heavily dependent upon the principles of
full employment and social insurance;

The industrial proletariat were the backbone on which the social security
system was erected, yet as industrial manual workers have been displaced
form full-time jobs they have been most prone to labour-force marginalization
and exposure to the ‘unemployment trap’.

(Standing, 1992:54)
Furthermore, as Deakin and Wilkinson argue;

With deregulation, the social insurance system has come under pressure from
two directions: in the first place from legislation which has undermined the
contributory principle; and in the second place, form the related decline in
full-time, regular work, a phenomenon described by Miickenberger (1989) as
the ‘erosion’ of the standard employment relationship as the basis for wage
regulation and social reproduction.

(1992:52)

The fact that throughout Europe increasing numbers of individuals are dependent
upon transfer payments, either as a sole source of income or as a means of raising their
income from work to a level deemed essential for economic survival, raises questions as

to the efficiency of supply side policies when combined with an outdated system of social
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security. Bearing in mind the points made earlier regarding the emergence of the ‘new
poor’ and the distinction made between exclusion and marginalisation when studying the
causes of poverty it becomes clear that future anti-poverty measures must account for the
inter-dependence of labour market policy and the benefit structure;

...with chronic labour market surplus conditions and the spread of non-
regular, non-full-time forms of employment, the contributions base has been
eroded at the top (by undeclared income, by high-income earners taking pay
in non-monetary terms, etc.) and at the bottom (by the loss of regular full time
jobs etc.). Selective, means-tested benefits have created ‘poverty traps’ and
‘unemployment traps’ that have acted as disincentives to regular wage
employment and contributed, almost certainly, to the growth of the ‘black

economy’ - which could be described as a perverse form of labour flexibility.

(Standing, 1992:55)

The labour market can no longer be considered the primary source of welfare and
likewise existing social security mechanisms are fundamentally flawed in that they
operate as safety nets when the income from work exchange fails. Given this comment
any future reform must operate outwith the parameters of full-time paid work,
supplemented by transfer payments when necessary, and rather must first redefine the
relationship between social security and employment.

Acceptance of neo-classical arguments regarding the negative impact government
intervention has on the operation of the labour market and the threat this entails for the
future of the capitalist mode of production has been illustrated by the fervent drive to
deregulate the economy. The answer to mass unemployment and resulting poverty rests

within the framework of traditional micro-economic analysis. The primary rationale
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behind deregulation policy was to free up the workings of the market by purposefully
removing any artificial obstacles;

In practice, the fulfilment of this strategy has required the state to intervene to
bring even greater coercion to bear upon the low paid and unemployed, in an
attempt to make them subject to the ‘disciplines’ of the labour market which
the welfare state was said to have mitigated. In the process neo-liberal
policies have in fact intensified some of the central weaknesses of the welfare
state; the incomplete coverage of employment protection and social insurance
legislation, and its gender bias; the over dependence on means-testing,
resulting in intrusion by the state into the privacy and autonomy of benefit
recipients; the inability of welfare regulation and the tax system to cope with
deep structural inequalities and forms of social discrimination.

(Deakin and Wilkinson,1992:56)
It would appear that the advances made in the immediate post war years in terms of
recognising the inter-relationship of social and economic policy were overlooked.
Economic policy has since re-emerged as dominant over social policy. However, with
evidence pointing to the fact that the free market does not operate as efficiently as
traditional economists would lead us to believe, at least where the labour market is
concerned, prospects for reform along the lines of harmonising social policy with claims
for economic efficiency, in particular a ‘rejection of the disjunction between equity and
efficiency which underlies deregulation policies’ (Deakin & Wilkinson, 1992:57), and
reassessing the role of the state become more fashionable.

The recurring theme of separating income from work is to be found in the
contemporary literature arguing for a CBI;

...if the labour market cannot generate income security, as presumed in the

creation of the post war social consensus, then to allow the ‘labour market’ to
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operate efficiently social policy should decouple income security from the
labour market

(Standing, 1992:57)

Standing is attracted to a CBI as it allows for genuine income security as a right of
citizenship. He argues that the implementation of a CBI, which he likens to the ‘social
dividend’ in that it represents a share of the national product, would encourage labour
flexibility. Secure in the knowledge that an adequate income will be provided, individuals
will be more willing to enter into co-operative, work and profit sharing ventures. This he
argues could prove to be the basis of a new ‘social consensus’ in the making, in that
income security is guaranteed whilst at the same time creating a favourable environment
for wealth creation. Thus the basis for promoting a CBI rests on claims of promoting a
more ‘active society’. Although a decoupling of income from work is envisaged,
citizenship rights remain inextricably linked to the traditional wage-employment
relationship;

..the new argument for BI rests on its ability to better respond to and
facilitate structural economic changes which have affected both the nature of
work and the labour market within a social context in which (paid) work
plays an increasingly important role in people’s lives, individually and as
members of society - as citizens.

(Saunders,1995:15)
The CBI therefore forms the basis of a new approach to labour market policy. If it is
generally agreed that deregulation is insufficient to meet the demands imposed by
modern labour market processes, an alternative approach would involve returning to the

full employment model of the post war consensus era. However;
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Within this model, social protection was linked to functions of selection and
integration in the labour market; selection in the sense that only those
(predominantly male) workers who satisfied the dual criteria of length and
regularity of employment were protected against social and economic risks:
and integration, in the sense that the standard model provided a set of hidden
incentives or ‘constraints’ to pursue continuous waged employment at the
expense of (under-valued) non-waged work. Apparently full employment co-
existed with deep segmentation of the labour market according to satus, with

particular reference to gender and marital status, age and race.

(Deakin and Wilkinson, 1992:57)
Furthermore, the scope of governments to engage in a macro-economic approach to
managing employment levels has been diminished by the imposition of various external
fiscal constraints, and even if this was not the case, it seems highly unlikely that such an
approach would yield positive results due to structural change in labour markets. As Gray
indicates;

Even to the extent that the state sector could expand, textile mill workers
cannot necessarily become construction workers nor miners become nurses;
there is a very real problem about re-training, gender bound occupational
categories and geographical mobility.

(Gray, 1988:122)
Gray, therefore, argues for work-sharing and in so doing advocates a form of CBI as a
tool for ensuring income does not suffer drastically as a consequence of new working
arrangements. Again calling for the ‘need to break with the wage relation as the main
source of income’ (ibid:122).

Neo-liberal arguments regarding the role social security plays in distorting the
operation of the labour market have found reasons to celebrate the CBI proposal (see for

example Brittan, 1988; Brittan and Webb,1990). Brittan states in the opening chapter to
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Beyond the Welfare State: An Examination of Basic Incomes in a Market Economy that
the argument he makes, which is supported by Webb’s statistical analysis, is essentially a
‘pro-market and pro-capitalist’ one (1990:1). Concerns regarding the disincentive effects
of current social security provision, increasing incidences of poverty and the mass
unemployment evident since the 1980s are recurring themes which are voiced by Brittan
in his attempt to illustrate the economic desirability of a CBI (1988,1990). The need to
re-examine the relationship between income and work is believed to be crucial to any
discussion regarding the future direction of economic and social policy in all advanced
capitalist countries. Brittan points out that so far, at least in the social security and income
guarantee debate, little attention has been paid to the various sources of income other
than that derived from wages and salaries;

In 1988 income derived from work, including self-employment and
employers’ contributions, accounted for 75 per cent of personal incomes.
This still leaves a large remainder, of which 11 percent was accounted for by
rents, dividends and interest, i.e. property incomes, and 14 per cent by social
security and related grants. Moreover there is very important income in kind
from property, whether the value of owner occupied housing or the amenity
value of land, as well as income from household and other unpaid work, not
included in the personal income statistics.

(1990:6)
Furthermore, concentration on supplementing income from work does not recognise the
fact that in many instances poverty is indeed not caused by low pay. Reference is made to
the fact that minimum wage measures, by way of being work related, merely serve to
increase the income of the wage earner within a particular household and therefore do not

address the composition of individual households and the consequent differing demands
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for economic resources (ibid:7)*. The provision of a minimum guaranteed income
independent of any work test provides the pro-marketeers with a policy instrument by
which to separate pay from work and ensure that the market can operate unhindered by
the necessity for jobs to provide at least sufficient income to meet individual needs. Put
another way, the market clearing rate of pay may, in some cases, actually fall below what
is considered essential for even the most minimalistic lifestyle. A CBI would allow
workers the opportunity to ‘price themselves into jobs’ and ‘such mass ownership would
also make tolerable the distributional effects of the less drastic shift in the relative
rewards of labour and capital’, which is believed to be a necessary condition in the
endeavour to restore full employment (ibid:5). The switch from contingent benefits to a
CBI would result in a system that supplements the incomes of the working poor and the
unemployed alike. Therefore, those who are currently marginalised in the trajectory of
post-industrial employment will be able to take up offers of employment without losing
benefits and subsequently being forced into abject poverty.

A CBI is justified in that it recognises the inefficiency of both the labour market
and the social security system in securing incomes that are above the conventional
minimum for large numbers of the populace. By removing the relationship between

employment and income security a CBI acts to provide room for activities essential to the

* On a similar note a case could be argued for a CBI in terms of addressing individual poverty which
arises from an unequal distribution of resources within households. This issue is of particular relevance
when discussing the potential a CBI has in promoting gender equality. However, it is unlikely that Brittan
is referring specifically to this, nor would he be concerned with such issues given his explicit emphasis on

market mechanisms and promoting the efficiency of the capitalist system. He merely wants to ensure that
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survival of capitalism; such as engaging in low paid work, entering a retraining scheme
or full time education and engaging in ventures with no guarantee of immediate financial
success. Brittan argues that;

Classical economists who rightly argue for market rewards to factors of
production usually fail to face the problems of those whose work has a low
market value. The challenge for economic and social policy is to find a way
of obtaining as much as we can of the benefits of an American-style labour
market, without incurring the cost of American-style poverty...The case for it
(a basic income) is increased manifold by the practical need to find a way of
re-establishing a fully functioning labour market with a market-clearing rate
of pay, on a humane base which will improve the position of Rawls’s ‘least
advantaged representative person’ rather than driving him or her to the wall.

(Brittan, 1988:301)
A further justification is that a CBI conforms to the ideology of the New Right in that it
represents minimal state commitment to social welfare. There would no longer be the
need for legislation determining minimum wage levels as the labour market would be
allowed to operate freely and the administrative burden of current social security
structures could be considerably reduced. Brittan & Webb find little to distinguish the
CBI proposal from an NIT model, which is mainly due to their emphasis on markets and
questions of efficiency. Arguing in a similar vein to Friedman, the authors illustrate their
primary motivations for reform and their failure to consider issues of social justice.
Minimum income guarantees are praised for their ability to guide the economy towards
full employment and hence reinstating the traditional relationship between work and

income. Although providing insight into the ability of a CBI to appeal to a diverse

families receive a means of subsistence equivalent to their particular needs. How that income is then
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political audience, the limited analysis serves to present the concept in such a way that
benefits to be achieved in terms of promoting individual autonomy are denied.

In conclusion then, the separation of income from work is an inherent feature of the
arguments in support of a CBI discussed above. In this sense such a strategy can arguably
be viewed as representing a radical approach to social security policy, but it is
worthwhile noting that the separation envisaged is assumed to be a limited one. The aim
is, ultimately to provide individuals with an alternative source of income to paid
employment. However, although this will serve to offset the damaging economic effects
witnessed by the decline in traditional forms of employment, in terms of both equity and
efficiency, an equally, if not more important purpose is to promote a wider range of
options for forms of work (Deakin and Wilkinson, 1992:58). Thus the emphasis is on
addressing structural change in the labour market and the CBI proposal emerges as an
appropriate policy tool.

7.7 Independence versus Dependence: The Radical Approach
The intriguing consequence of the basic income is that it would put the

worker in the same position as the capitalist: it gives him/her independent
means.

(Walter, 1989:108)

Given the ‘new world’ of post-industrial production and the resulting changes in
patterns of employment it follows that systems of income distribution are radically
altered from that which existed in the post war era of mass production and mass
consumption. With the returns to capital outweighing the returns to labour owners of

capital profit at the expense of owners of labour. The gap between rich and poor widens

distributed is another matter.
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to a point that threatens the very survival of the capitalist structure. Attempts to redesign
modern capitalist societies in light of this change have followed two main courses of
action (Jordan, 1986:265). The first is that adopted by the social democratic governments
of the industrial world. Efforts to sustain full employment and industrial production have
been pursued with the traditional relationship between work and incomes in mind.
Economic policy has largely been concerned with controlling wages (both in work and
out of work), investment and prices so as to protect the real levels of income and
investment from the effects of worldwide reductions in demand and increased
competition from abroad. Social policy on the other hand has served to expand the state
sector as an employer and provider of services in order to counteract the effects of tight
monetary controls on private sector incomes and investment;

Those societies in turn have experienced difficulties associated with the
attempt to maintain full employment and industrial production, resulting in
wasteful investment and declining productivity, falling rates of growth per
capita disposable incomes, and in some cases (e.g. Poland) an actual fall in
real standards of living.

(ibid:265)
In terms of income distribution, then, as there is less to distribute, modern capitalist states
slide further into recession and citizens suffer correspondingly from reduced access to
economic resources. The second strategy has been to go down the market-oriented route.
Prices and incomes would be determined by the unfettered operation of the free market
wherever possible whereas the public sector was characterised by low wages, minimal
benefits and policies directed at promoting the work ethic and traditional ‘family
lifestyles’. The interaction of economic and social policy serves to contradict the overall

goals of free market ideology in that low wages coupled with means-tested benefits erode
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work incentives whilst emphasis on the role of the family as a provider of welfare
promotes private dependency rather than individual liberty. Distribution of national
income remains highly unequal and in fact the growing divide is exacerbated by free
market policies. For Jordan, neither system of distribution can claim to adequately secure
individual freedom in an era witnessing significant changes in employment patterns and
individual lifestyles. He is thus drawn to a CBI, arguing;

...that there is a third alternative to these two strategies, and one which could
be tried under either major economic system. It rests on the notion of
distributing the basic income which individuals need for subsistence, and a
new definition of the rights and duties of citizenship. It, thus, transcends both
the market and central planning as fundamental distributive principles, and
substitutes a notion of individual autonomy, around which designs for both
market-orientated and planned societies could be developed.

(Jordan, 1986:266)
Although Jordan is driven by the notion that post-industrial society will not provide
sufficient jobs for those who want them and that flexibility in the labour market is
paramount to the objective of economic efficiency, he views a CBI as a mechanism by
which ‘free and equal citizenship for all’ can be secured (ibid:226). Free choice about
whether to work or not would be granted to all citizens. More importantly the provision
of an independent income for all would allow for free and equal choices in terms of living
arrangements and the division of domestic duties. A CBI would ‘thus abolish both the
dependence of women on men, and also the conditions surrounding dependence of
citizens on the state’ (ibid:226). Jordan reiterates the theme of economic efficiency
combined with the rights of citizenship throughout his work when discussing the CBI

proposal (1987;1988). However he is not alone in his claims.
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The prospects for a CBI to fulfil the dual objective of economic efficiency and the
preservation of individual freedom in a rapidly changing socio-economic climate has
been expressed by many social theorists in recent years (Galbraith, 1994; Purdy,
1988,1989; Walter, 1989; Parker, 1993; Miller, 1983). Advocates of a CBI who stress
the potential of unconditional, universal income guarantees in securing individual
autonomy raise, not only the issue of crisis in current social security systems, but also the
need to reconceptualise the relationship between individual and society to meet the
demands of substantial social, political and economic change. Modern democratic states
claim equal freedom for all citizens but such claims are open to criticism when many
individuals are denied the economic means with which to enjoy their ‘equal freedom’.
Furthermore, the concentration on paid employment as the primary source of independent
economic resources has led to policies aimed at promoting the right to work and
subsequently has placed emphasis on the route to freedom being secured through formal
labour markets. This has denied the right of citizens to determine and shape the course of
their own lives particularly those normally occupied in unpaid activities. The welfare of
vast numbers of citizens depends to a large extent on the care provided informally by
relatives or friends within the domestic domain. Such caring activities are normally
undertaken by women. By providing freedom from want for all citizens and further
ensuring financial independence throughout the lifecycle, a CBI secures the equal
freedom for all but also recognises unpaid caring work as economically valuable. This
not only addresses the ‘wages for housework’ debate but more importantly provides all
men and women with the financial independence crucial to the goal of promoting gender

justice. The role of women and a CBI has been raised in the contemporary literature and
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attention drawn to the positive advantages in terms of recognising the duties and
responsibilities of women as mothers, wives and carers (Parker, 1993; Miller, 1983;
Walter, 1989; Jordan, 1988; Withorn, 1990). Thus, the CBI proposal has an important
part to play in discussing a feminist critique of social policy. In particular the
disadvantaged position women currently experience in the labour market and in existing
social security arrangements has provided the spur for renewed interested in the
minimum income guarantee proposal.

However, the need to formulate social policy which explicitly recognises the value
of unpaid work, and provides for a more flexible approach to be taken towards
participation in the labour market, can undoubtedly be perceived as representative of a
continuum. That is, arguing for a CBI on the basis that it provides a framework for
formally recognising non-waged work is reflective of a view that citizenship rights
remain tied to participation in, rather than independence from, the labour market. For
Shaver, the emphasis on participation in the reform process is indicative of ‘social policy
developments adapting citizenship to its post-industrial context’ (1995:8). Although the
boundaries may be extended to include non-traditional forms of employment, such as
unpaid caring or voluntary work, which are now recognised as important contributory
factors in the promotion of social welfare, the obligations and rights of citizenship are
still determined by individual demonstrations of productive capacity. An indication of the
implicit focus on active participation is given when Chamberlayne talks of the
Green/SDP response in West Germany to the perceived crisis in welfare;

In the Green/SDP debate it was argued that a generous social wage would
promote flexibility and human creativity and further gender equality by

providing a secure economic base for all, including home carers. It would
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facilitate the end of ‘work for work’s sake’ and ‘dead jobs’, freeing more
human resources for caring activities and linking citizenship with social
usefulness rather than paid employment. Not that social usefulness would be a
condition of the social wage; advocates of the social wage argued that it was
‘natural’ to be socially useful, as was shown by the performance of

housework by women, without the external discipline of the labour market.

(Chamberlayne, 1992:10)

Thus, social security policy in the post-industrial welfare state serves to promote a wider
range of work options, and although explicit forms of conditionality may be removed, the
basis of receipt does not represent a radical rethinking of the rights of citizenship
whereby the right to an independent income would be based on community membership
alone. The implied notion that provision of income security is based on the ‘natural’
obligation of citizens to pursue ‘socially useful activities’ merely serves to transform the
conditional basis of benefits from one based on paid employment to one based on
legitimate participation.

Arguing for a CBI within this framework serves to detract from one of the principal
defining features of the proposal, the notion of unconditionality, and fails to recognise the
moral and ethical benefits to be gained from such a proposal in promoting real freedom
of choice in how people live their lives. Whilst there are gains to be made in terms of
social policy development by formally recognising the social welfare value of unpaid
work, the practice of equating citizenship with participation is limiting in that it ;

..still defines worth through work. Citizenship is supposed to mean something
more than this, to signal the social and moral equality of all persons as
members of the social community. It is not meant to be conditional upon
performance. Citizenship is meant to be more than simply welfare rights. It is

also supposed to be a foundation for participation in democratic government,
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in parents’ and citizens’ associations, in local council affairs, in parliamentary
politics and in social movements, including the women’s and environmental

movements.

(Shaver, 1995:11)
Furthermore, as Shaver indicates, basing entitlement to income maintenance payments on
‘participation, defined as work, whether for love or money, involves an intensification of
social control exercised by the welfare state’ (ibid:10). The practice of having to
categorise and continually reassess those activities deemed to be ‘socially useful’ would
bestow a great deal of power, not to mention administrative difficulties, on the state. It
would also entail a degree of intrusion into the private lives of individuals for the
purposes of determining eligibility thus acting to threaten the respective levels of
personal autonomy individuals are able to exercise in their life choices. The CBI is cited
precisely for its potential in minimising these factors. However, the contemporary debate
has increasingly focused on the issue of participation, alongside questions concerning the
actual levels of payment, for purposes of political expediency. Thus the radical nature of
the policy becomes subsumed by the practice of appealing to the rational taxpayer.
7.8 Modified Versions: The Practical Approach

As discussed earlier, the main objections to the CBI proposal are the prohibitive
costs involved of implementing the scheme and the negative effects on work incentives
within the traditional labour market. In an attempt to address these concerns supporters
have advocated various modified schemes that incorporate either work tests or cost
controls. It is argued that in the process of doing so the proposal becomes neither a
‘citizens’ nor a ‘basic’ income and thus the focus on reform switches from a progressive

radical approach to a conformist practical one.
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Hermione Parker (1989), after conducting extensive research into the costing of a
full CBI scheme in Britain, concluded that the costs involved were too expensive both
politically and financially. Parker proceeded to cost a modified scheme which entailed a
partial CBI (half the current IS rate) due unconditionally to each adult, supplemented
with various income tested benefits to provide for special needs and housing costs.
Further envisaged in the Parker scheme is a reformed SF which would pay grants instead
of loans and would be viewed as a ‘safety net of last resort’ (Parker, 1994). For Parker
the only condition for receipt of the partial CBI would be legal residence but a work test
would be incorporated into the scheme for housing benefit and the new Social Fund. The
Parker proposal, therefore in attempting to make a CBI more politically and financially
feasible given the current political and economic climate departs from the main
advantages of a true CBI. The amount paid would have to be supplemented by means-
tested benefits for the majority and receipt is not granted as of a right of citizenship due
to the fact that a work test still prevails. Within such a scheme complexity of
administration, the stigmatization of those in receipt of the necessary supplements and an
increasing reliance on mean-tested benefits could not be avoided, thus departing from the
main advantages of a CBL

Professor Tony Atkinson of the London School of Economics is an active supporter
of a CBI scheme (Atkinson, 1988;1989;1993). However, like Parker, he too remains
concerned about the cost and in particular the high tax rates required in financing a full
CBI. In a paper jointly written with Holly Sutherland, Atkinson, using TAXMOD,
analysed the distributional consequences of the tax-benefit integration with a partial CBI

(Atkinson & Sutherland,1988). They conclude that the results from the TAXMOD
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analysis illustrate that a partial CBI could be introduced in Britain without having major
distributional consequences. That is there would be ‘relatively few families who would
experience a large gain or loss, and for a quarter there would be no change’ (ibid,
1988:17). This is obviously an advantage for purposes of electoral support given that
appeal to as wide a base as possible is essential and wide scale redistribution would lose
many votes from the middle and upper income voters. Atkinson and Sutherland argue
that a partial CBI;

...may be seen as a compromise solution or as the first stage along the route to
a full basic income. The latter takes account of the important consideration,
that, in terms of practical policy making, what is relevant is not just the
destination of reform but the process of transition by which a full scheme
could be approached.

(ibid:7)

Atkinson & Sutherland therefore provide justification for a partial CBI in terms of a
necessary precursor to a full CBL In his later work Atkinson goes on to examine the
unconditional nature of a CBI and the possibility of gaining political support for such a
scheme given the institutionalisation of social insurance in Britain (Atkinson, 1993a,
1995a:ch15). Atkinson maintains that the reason a full CBI has not yet been seriously
considered by policy makers as a workable solution for the reform of social security is
due to the widespread public support for social insurance and the absence of any work
test as a condition for receipt. He goes on to draw comparisons with the political support
gained in France for the Revenue Minimum d’Insertion (RMI). This scheme, intended as
form of safety net provision, involves targeting benefits to those claimants eligible and
who enter into negotiation with the state in establishing a contract, which will ensure the

claimants obligation and efforts to re-enter the labour market (Whitton, 1993). For
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Atkinson, then, the necessary political support could be achieved by compromising on the
issue of unconditional entitlement and by developing a two-tier system in the sense that
the CBI would supplement rather than replace existing social insurance schemes. His
proposed solution is a Participation Income that would replace means-tested social
assistance. Payment would be dependent upon acknowledgement by the beneficiary that
receipt bestows upon the individual a duty to make all possible efforts to contribute to the
production of the nations wealth. Atkinson does not limit the obligation to ‘contribute to
wealth creation’ to paid work but rather speaks of a ‘social contribution’ (1993a). It is in
this sense that he borrows from the Social Contract as proposed by Rhys Williams.
However, as discussed earlier, the Social Contract gave way to the widely acclaimed
Beveridge plan, which set the agenda for social security provision in post war Britain.
Atkinson may believe his scheme, perhaps, would be more attractive in today's political
climate and indeed he refers to the importance of continuity throughout Europe (1993a).
However, as Euzéby (1994) points out, the French experience with this form of contract
has not been at all successful. For Euzéby, prevailing socio-economic conditions have
rendered the RMI inefficient, in that, the right to work can no longer be guaranteed in a
labour market witnessing the growth of computerisation and the ‘transfer of labour
intensive activities overseas’ (1994:16).

Furthermore, Atkinson’s proposed Participation Income is subject to similar
criticisms as those identified above. That is, the scheme implies an administrative burden
being imposed upon the state, and the operation of such represents a strong element of
social control creeping back into the system. As previously indicated one of the main

purposes of a CBI is to avoid such characteristics of state income maintenance schemes.
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Therefore, viewing Atkinson’s Participation Income as an acceptable route to a full CBI
is problematic in that it represents a policy proposal which institutionalises some of the
worst aspects of existing systems, particularly those with a gender bias. That is, the types
of activities that would be subject to examination for purposes of determining their social
usefulness, such as informal unpaid work, are primarily conducted by women. (Jordan,
1988:119; Hantrais and Letablier, 1996:110-111; Lewenhak, 1992, Human Development
Report, 1995; Lister, 1997:130-33).

Anne Gray views her modified version of a full CBI, mentioned above, to be an
appropriate mechanism for defending the introduction of workfare and for securing an
acceptable level of income for the majority in light of mass unemployment and the
weakened power of the trade unions (Gray, 1988). The unconditional universal benefit
(UUB) proposed by Gray is to be paid to each individual over the age of 16 ‘regardless of
employment status or position within a household’ at a rate sufficient to ensure that no
individual is financially worse off than under existing income maintenance measures
(1988:130). In arguing for a UUB Gray’s analysis relies heavily on the potential of an
increased monetary social wage to empower labour in the sense that low paid work could
be more readily refused. However, she does make reference to the effects her proposal
would have on the position of women in the household by stating that a ‘UUB facilitates
the re-appropriation of non-wage labour as useful time, in place of the wasted and
stigmatised time of unemployment’ (1988:132). This valuable insight into how a CBI
could serve to promote gender equality is disappointingly overlooked in the search for a
model which would safeguard against unscrupulous employers taking advantage of the

CBI to reduce wage levels. Gray advocates a gradual implementation process by

346



introducing what she refers to as a Universal Hourly Benefit (UHB) (Gray, 1993). This
benefit would represent a retainer in that a certain percentage of social security
entitlement would not be lost when an individual took up employment and would be paid
alongside wages. Gray argues that this amount could be increased over the years,
eventually becoming a full CBI. The UHB, therefore, acts on the supply side by building
‘incentives to seek high hourly wages into the income maintenance system, rather than
accept low wages backed up by benefits’ (ibid:15). This type of reasoning reflects an
awareness of the dangers inherent with any form of state support which effectively
subsidies low wages and hence draws upon the historical experience of schemes such as
the Speenhamland system of poor relief. This is a crucial point when considering the
actual operation of a CBI scheme. It demonstrates the need to view the reform process as
encompassing a range of complementary measures, such as national minimum wage
legislation, rather than accepting the CBI as an isolated tool for remedying all of the
perceived problems of existing income maintenance schemes. However, Gray’s
arguments follow from an exclusive focus on the impact a CBI would have on the
operation of traditional labour markets and as such represents a partial analysis.

The contributions to the contemporary debate made by Bill Jordan, a sociologist
and long time advocate of the CBI proposal, are particularly enlightening for the purpose
of this study in that he vocalises issue relating to gender and emphasises social
citizenship rights (Jordan, 1986;1987;1998). However, in discussing the implementation
of a CBI he draws upon Hermione Parker’s work in analysing the costs involved, and
agrees with her conclusions. That is, he argues that the high tax rates required to finance a

full CBI ‘would not be considered a politically feasible level of taxation in a strongly
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liberal and market-orientated society like Britain’ (Jordan, 1987:163). He further points
to the problem of predicting the effects on work incentives and the subsequent
consequences for labour supply if a full CBI were to be implemented immediately
(ibid:163). Jordan therefore supports Parker’s compromise solution and regards such as a
‘practical proposal for transitional reform, which introduces a radical new principle but
stays within the parameters of traditional policy constraints’ (ibid:164). He reiterates his
position on transitional schemes by referring to attempts that have been made to cost an
adequate CBI. In doing so he specifies the possible positive distributional aspects of a
transitional scheme;

The most careful and responsible calculations have been made by Hermoine
Parker and Holly Sutherland,’ based on detailed study of household budgets
and the real costs of various needs (unlike actual social welfare provision) and
the attempt to minimise sudden gains and losses in a transitional period
between the final provision of basic incomes and the present system. Parker
and Sutherland aim to set out various options for transition to a basic income
scheme that improve incentives for those at present excluded from labour
markets, but do not leave individuals and households suddenly exposed to
new risks, or significantly worse off than they are at present. Their proposals
are broadly revenue-neutral in the short to medium term, though obviously
there are gainers (single-earner households with children, and women
generally) and losers (mainly higher-income households, and men)...These
distributive consequences stem from their assumptions (for instance, about
the need to retain a means-tested housing benefit as a residual feature of the
system, for a small minority of households with low earnings and high
housing costs) rather than from intrinsic features of the basic income principle

itself.
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(Jordan, 1998:179-181)
It would appear then that Jordan is advocating a process of reform which would draw on
variations of the CBI model in accordance with the relative weightings attached to
meeting the demands of different groups of gainers or losers. The type of scheme
introduced would therefore depend upon how policy makers prioritise the distributional
impact on taxpayers and beneficiaries. However, the problems associated with means-
testing, contingency based entitlement and inadequate levels of benefit remain inherent
within such transitional schemes and as such the broader range of benefits associated
with a CBI model are not realised. For Jordan, though, the plan offers real scope for
moving towards a society in which the social rights of citizenship could be granted to
each individual and is one that does not radically conflict with existing attitudes towards
work nor does it require a profound transformation of traditional economic orthodoxies.

In considering the prospect of a CBI society, Jordan maintains that, as a proposal
for income maintenance reform a CBI can be justified by appealing to its capacity for
promoting equal autonomy for all citizens. Whether or not the policy is desirable when
work incentives are considered is another question. In fact Jordan agrees with the
criticism that a CBI, operating in isolation;

...cannot supply the motivating factors that would lead them [citizens] to do
the work that is necessary for social reproduction, or provide them with the
opportunities to contribute to the common good in the ways required for
human flourishing.

(1998:181)

* Jordan refers to their article in Citizen's Income Bulletin No 19, 1995, ‘Why a £20 CI is better

than Lowering Income Tax to 20%”
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This does not imply a rejection of the CBI proposal. Firstly, as a means of promoting
distributional justice it is to be applauded, and as indicated, the implementation process
can de designed to ensure flexibility in terms of redistributional impacts. Furthermore,
any negative views expressed with regard to costs, framed in terms of the prohibitive
burdens being imposed on the taxpayer, are based on restricted perceptions and thus
prove misleading;

The basic income is a pure transfer, and involves less expenditure of
resources - staff time, buildings, material - than any other conceivable system
of income transfers. It is not like a redistribution of goods and services, or a
collective infrastuctural good. Hence it does not reduce the total volume of
resources available for the production of goods and services, as taxes raised
for those kinds of public expenditures, do.

(ibid:179)
Secondly, although a CBI may not be a ‘sufficient’ condition for social justice, it is a
‘necessary’ one (ibid:181). In this sense Jordan appears to continue with the tradition of
emphasising the operational effects on the labour market by arguing that complementary
measures are needed to ‘motivate active contribution and participation, and provide
opportunities for fulfilling work.” (ibid:179). However, upon further reading of Jordan it
is apparent that he adopts a much broader view of ‘active contribution and participation’
than that associated with the more traditional method of defining ‘worth through work’.
In developing his ‘radical’ agenda for a policy programme directed at addressing social
exclusion, Jordan identifies the CBI as a crucial component. In doing so, Jordan stresses
the relevance of economic activity in the ‘social economy’ and provides a valuable
insight into how a CBI could form an integral part of localised economic regeneration

strategies (ibid:181-188). It is with respect to this particular line of argument that
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Jordan’s analysis proves conducive in developing a feminist economics perspective on
the CBI concept, which is the subject of the following chapter.
7.9 Conclusion

The exploration of the literature contained within this chapter, and chapter six has
demonstrated the wide range of support voiced in favour of a CBI and the diverse range
of perspectives employed in justifying the proposal. Whilst the aforementioned analysis
should not be considered an exhaustive review of the existing literature, the main
components of both historical and contemporary debates, focusing on a minimum income
guarantee, have been discussed with a view to demonstrating the prevalence of a biased
and limiting analytical framework. Whether the policy has been proposed as an
alternative to existing strategies, or as a response to demands imposed by the onset of
capitalist development, or indeed the future sustainability of capitalist structures given the
dynamics of modern socio-economic conditions, the case has been made that ‘radicalism’
has given way to ‘reformism’. Furthermore, the concern for political acceptability and the
tendency to operate within the limits of traditional models of full-time male waged
labour, with the subsequent emphasis on the superiority of the labour market in providing
welfare for the majority, has resulted in a situation whereby the real benefits of a CBI are
being sadly overlooked. It would appear that the current political and economic climate
dictates a continued emphasis on reducing expenditure with a renewed commitment to
enacting social security reforms that act to support contemporary labour market
processes. This narrow approach to the reform agenda can only be assumed to bring with
it more of the same rather than embracing a radical rethinking of income maintenance

policy overall.
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Purdy in his ‘radical approach to labour economics’ provides a comprehensive
account of the benefits to be gained from a CBI;

Specifically basic income would help nudge society gently along four new
evolutionary paths; 1) personal income would be decoupled from
employment; 2) the total amount of time the collective labourer devotes to
waged work would be reduced and redivided; 3) the economy would be re-
organised around the concept of ecological sustainability; and 4) dependent
and alienated forms of production and consumption would be phased out in

favour of independent and emancipated patterns of working and living.

(Purdy, 1988:201)
Repeated reference to paths one and two are to be found in the existing literature and
although path three is relegated to the periphery in terms of mainstream debates
(Fitzpatrick, 1999:ch9), increasing interest in environmental and green issues may serve
to redress this imbalance. However, path four has not yet been fully appreciated and it is
in this area that questions of gender inequality are most relevant. It follows then that for

the debate to progress it is essential that these issues are explored.
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Chapter 8 Commodification v’s Non-Commodification - A Feminist
Economics Perspective in Support of a Citizens Basic Income

8.1 Introduction
The preceding chapter provided evidence of how a CBI proposal has emerged in

recent decades as a radical proposal for state welfare reform. However, despite the wide
and varied base of support for the proposal, which has produced a range of convincing
arguments in favour a CBI, to date no government has yet adopted it. The apparent lack
of political will to implement a CBI has been considered against a background of ‘crisis’
in state welfare provision, in particular the perceived problems associated with the
funding and operation of social security systems. Implementing a CBI entails radical
reform of existing patterns of welfare delivery. The institutionalized relationship between
work and welfare, upon which modern welfare states are premised, is brought into
question. Thus, a central focus amongst the most prominent CBI theorists has been
identified as a need to reassess the foundations of modern welfare capitalism in light of
the apparent unsustainabilty of full employment. Evidence has been presented of the
ineffectiveness of existing social security measures designed in accordance with the
functioning of traditional labour markets. A CBI is proposed as a model for reform of
income maintenance policy that effectively dissolves the formal relationship between
work and income. Thus the model, it is claimed, provides policy makers with a tool to
support contemporary labour market structures as well as fulfilling a necessary welfare
function of the state. This crucial integration of economic and social policy is one of the
main attractions of a CBI scheme leading advocates to commend it as a means of

promoting both social justice and economic efficiency.
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However, the tendency to emphasise the effects on labour markets following the
introduction of a CBI, evident within the existing literature, is indicative of an
androcentric bias. Although the role of women in society is central to social policy
reform the existing literature is disturbingly void of any comprehensive treatment of
women. No genuine discussion has taken place regarding the valuing and nature of
women’s lives and work. It is argued that the neglect of this crucial aspect of the reform
agenda follows from a tacit acceptance of the leverage of traditional economic practices
in the research process. Social policy reform must take account of gender inequalities and
not just those relating to the traditional labour market. However, as long as the principles
associated with conventional economic theory dominate the method of approach the
nature of such inequalities will never be fully understood. The analytical framework must
therefore be adapted to ensure that, rather than focusing on a predetermined set of issues,
welfare reform debates are deemed to be more inclusive in that all relevant issues are
incorporated.

The purpose of this chapter then is to draw further attention to the bias inherent
within the current debate and to subsequently develop a feminist economics perspective
on the CBI proposal. It is argued that such a perspective makes a positive contribution to
the literature and debates on a CBI in two ways. Firstly, the case is made that issues of
gender justice are subordinated to those concerning economic efficiency. Providing
evidence of this fact serves to negate the arguments made thus far with regard to social
citizenship rights and the CBI. That is, the process of prioritising efficiency goals, which
are based on a particular concept of economic efficiency, leads to an exclusive notion of

social citizenship rights. Within that context, arguing for a CBI on the grounds of its
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potential to promote social justice is misleading in that it is the citizenship rights of a
specific category of individuals, those who are considered in terms of their quantifiable
productive outputs, which are promoted. Secondly, in developing a feminist economics
perspective attention is drawn to the opportunity provided by a CBI to redefine work. It is
argued that attempts at justifying a state supported unconditional minimum income
guarantee can follow one of two possible routes. Paying people in exchange for nothing
can be justified on the grounds that much economic activity remains invisible, and
therefore what appears to be ‘free-riding’ may actually turn out to be examples of
productive activity. Overcoming this problem normally involves assigning appropriate
market values in cases where they are not immediately apparent. This can be referred to
as the ‘commodification’ route. Much of the literature so far can be classified in terms of
this approach. This further demonstrates the prevalence of an androcentric bias akin to
that found in neo-classical economic theory. An alternative approach would be to justify
the CBI as a mechanism for formally recognising those activities with a welfare
enhancing function, but which are not produced or consumed within a market determined
framework. Rather than attempting to indicate the worth of such activities by computing
their respective market values, the practice associated with the application of mainstream
economic analysis, this approach allows for the inclusion of all socially valuable
activities without having to categorise them in terms of a work/non-work dichotomy.
This route can be referred to as the ‘non-commodification’ route and it is claimed that it
strengthens existing arguments in support of a CBI by allowing for a better understanding

of the nature of womens lives and work.
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In developing a ‘non-commodification’ argument in favour of a CBI scheme the
purpose is not to engage in further debate on the possible advantages and disadvantages
of the proposal as a tool for social security reform. The intention is rather to contribute to
existing debates in a positive way by reconceptualising notions of work in modern
capitalist societies and demonstrating how this could impact on gender roles within the
economy. It is claimed that adopting this particular perspective facilitates a richer
awareness of the potential a CBI has for promoting both economic efficiency and gender
neutral social citizenship rights. Although economic considerations remain a crucial
feature, by shifting the focus away from narrowly defined concepts of efficiency, as
defined by traditional economic theorising, a more realistic vision of the nature of
economic and social interaction emerges. Furthermore, the role a CBI could play in
‘nudging society gently along’ Purdy’s fourth evolutionary path is demonstrated in
practical terms. That is, reforming state welfare systems in accordance with a CBI
scheme creates a favourable environment for the future development, and sustainability,
of ‘independent and emancipated patterns of working and living’. This would have
particular advantages for women and therefore a CBI is to be applauded for the
contribution it makes in the promotion of gender equality. However, the creation of such
an environment is also considered to be a crucial feature of effective strategies designed
to combat the problem of social exclusion. It is therefore argued that a CBI scheme
presents as a welfare reform strategy which is appropriate in addressing a range of
modern social problems. Thus, the insights to be gained from developing a feminist
economics perspective, in the study of the CBI proposal, serves to reinforce existing

supporting arguments.
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This chapter will begin by setting out a feminist perspective on the relationship
between work and income in societies where production and consumption exchanges are
predominately determined by market based structures. Attention will be drawn to the
nature of ‘work’ in such societies and how, traditionally, there has been a tendency to
attach ‘value’ to those activities demonstrating a productive and tangible output.
Subsequently, activities producing output that is not easily measurable are assigned a
lesser value. Categorising work in this way leads indirectly to gender inequalities in that
much of the work women perform falls within the ‘lesser value’ category. This will lead
to discussion focusing on the nature of womens’ lives and work and the structures of
constraint that serve to inform their choices. A further section will outline, in practical
policy terms, drawing upon an exemplary local economic regeneration strategy, how
current restrictive definitions of ‘work’ could be broadened to include a wider range of
activities. It will be argued that the Intermediate Labour Market (ILM) model presents as
an opportunity to engage in debate on the reconceptualisation of work in modern
capitalist society. A further section will link the experience of the ILM model in
operation with the CBI proposal, claiming that a common framework can be identified
for separating work from income. That is, the ILM model could serve as a mechanism for
supporting the case made for a CBI in that it provides real evidence of the economic and
social value of work undertaken outwith the confines of traditional market based
exchanges. Thus, there exists a practical strategy that demonstrates the relevance of the
non-commodification route in tackling the problem of social exclusion. However, a final
section will indicate that similar to the debate focusing on the a CBI proposal, the ILM

model has been subsumed by an approach which emphasises the formal labour market.
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That is the ILM model has been viewed first and foremost as an active labour market
strategy rather than a radical approach to local economic regeneration. The conclusion
will be drawn that the separation of income from work envisaged within the literature on
both CBI and the ILM model is a temporary one and thus the full advantages to be gained
from either strategy in promoting gender justice are not realised.
8.2 Reconceptualizing Work and Income - A Feminist Perspective

Conceptually work is usually distinguished from leisure. The implication is that the
cost of time spent engaging in activities clearly defined as work can be measured in terms
of the associated sacrifice of leisure time. This is not to say that all of those activities we
deem enjoyable are categorised as leisure and activities involving pain, toil or a sacrifice
of enjoyment as work. Work may be something we enjoy but it is distinct from leisure in
that it is not done solely for its own sake but must also be purposeful. Any activity which
displays ‘the characteristic of using up time and energy for an extrinsic purpose’ can be
defined as work, in that desirable end results are created through a process of working
which involves an opportunity cost of lost leisure time (Himmelweit, 1995:3). These end
results are not only produced for the enjoyment or satisfaction of the individual carrying
out the activity but also have a use value which can be shared by others. It is therefore the
productive purposeful aspect of any activity that defines it as work.

For André Gorz, conceptualizing work in this way is a feature of modern industrial
capitalism;

So long as commodity production remained marginal and the great majority
of needs were covered by domestic production and the village economy, the
notion of ‘work’ as such...could not take hold. People ‘produced’,

‘constructed’ and ‘prepared’ things; they ‘laboured’, ‘toiled’, ‘drudged’ and
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‘attended to’ a wide variety of specific ‘occupations’ which had no common
measure between them within the framework of the domestic community.
And responsibility for the various activities was assumed by the husband, the
wife, the children or the older members of the family according to an
immutable division of labour. These activities were gendered...and thus there
was no common denominator between them. They were not interchangeable,
and could not be compared and evaluated in terms of a single yardstick. The
term ‘work’ referred not to a creative or productive act but to the activity in
so far as it entailed pain, annoyance and fatigue.

(1994:53)
The dominance of commodity production and consumption over subsistence production
brought about by the development of capitalist modes of production results in the
depersonalization of work activities. This leads Gorz to assert that the modern notion of
work refers to;

..the name of an activity fundamentally different from the activities of
subsistence, reproduction, maintenance and care performed within the
household. This is not so much because ‘work’ is a paid activity, but because
it is done in the public domain and appears there as a measurable,
exchangeable and interchangeable performance; as a performance which
possesses a use-value for others, not simply for the members of the household
community carrying it out; for others in general, without distinction or
restriction, not for a particular, private person.
(ibid:53)
This socialization of productive activities means that the worker becomes separable from
the resulting output. Producing goods and services for exchange in the public domain
renders the direct relationship between the person carrying out the task and the actual

output irrelevant. Activities are interchangeable between workers, and outputs become

measurable in terms of their use value to others. In modern terms the concept of work is
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associated with any impersonal activity which results in output that can be measured and
presented as a commodity for sale or exchange in an impersonal public market place.
Many of the activities frequently performed by women are ‘invisible’, in the sense
that there is no tangible output. Consequently these activities do not meet the criteria
which would allow them to be labelled ‘work’. Although much progress has been made
in the valuing of domestic work which subsequently illustrates the significance of
women's’ productive contribution to the economy (see for example, the Human
Development Report, 1995) little has been done to quantify ‘provisioning’ functions
within the family. Many non-physical exchanges or services performed in the household
contribute positively to individual welfare. Examples include the transfer of knowledge
or skills; providing a safe and loving environment; expressing and acting on concern for
the health and emotional needs of other family members and organising the distribution
and allocation of resources within the family unit. Many of these activities are essential
for human survival, particularly when considering the care of children (Nelson, 1993:32).
Non-material sources of human satisfaction influence intra-family power structures and
directly impact on the economic position of women. The fact that they remain in the
periphery of the economics discipline is possibly because quantifying them would be a
technically difficult thing to do. However, it is more likely due to the fact that such
activities are not viewed as ‘important’ simply because they are performed by women;

Humans are born of women, nurtured and cared for as dependent children,
socialized into family and community groups, and are perpetually dependent
on nourishment and shelter to sustain their lives. These aspects of human life,
whose neglect is often justified by the argument that they are unimportant or
intellectually uninteresting or merely ‘natural’, are, not just coincidentally, the

areas of life thought of as ‘women’s work’.

360



(Nelson, 1996:31)

The ‘provisioning’ aspects of human life that Nelson talks of are fundamental in
influencing the behaviour of women. Furthermore, the dichotomy of work/non work has
had detrimental effects on inequalities within households.

Market based economies have an inherent tendency to value productive activities
by the notion of opportunity cost. The increased participation of women in the formal
labour market has resulted in attempts to measure lost production in the home in terms of
the equivalent market wage and vice versa. The process of commodifying domestic work
has resulted in the production of substitute goods which can be purchased in the market
place. This can be achieved with relative ease when the producer and consumer are
impersonal agents, performing their respective roles separately and autonomously. The
same can not be said about provisioning activities. This fact is further demonstrated when
considering the needs that are satisfied by work/non-work activities;

As marketed substitutes become available for more and more of those
domestic activities that count as ‘work’, the apparent importance of the needs
they satisfy increase relative to those remaining needs which are not
perceived to be so readily met by the market. These tend to be the needs
whose satisfaction requires activities which are inseparable from the person
performing them, including caring and self-fulfilling activities. These are the
needs that remain invisible, of apparent marginal significance to the economy,
and thus their importance to the actors within it easily ignored.

(Himmelweit, 1996:10)
The redistribution of work from the domestic realm to the market has indirectly
resulted in the devaluing of the time and efforts women spend fulfilling both their own

and others affiliation needs, that is, ‘the need of human beings to belong and to be loved’
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(Nelson, 1996:73). Individual needs and desires are therefore socially constructed via the
process of commodification. The principles of production and consumption dominate and
those activities which do not fit neatly into the model become undervalued by society in
general. Individuals who exhibit a preference for pursuing non-marketable provisioning
activities are labelled as non-workers or ‘idlers’ suffering from the negative connotations
this implies. A witty but illustrative retort would draw upon the old adage ‘relationships
are hard work’!

As Nelson suggests in her observations on the provisioning aspects of human life,
quoted above, it is clear that the undervaluing of ‘un-commodifiable’ needs does not
render them less important in terms of their contribution to individual welfare. However
in a male/work dominated society women continue to shoulder a disproportionate share
of these ‘non-work’ activities and the process of commodification has undermined their
position. The choices that women make are influenced by this process and hence the
preference is to perform ‘work’ that is socially valued. This social construction of needs
has obvious consequences in terms of the sharing of domestic responsibilities between
men and women. Policies aimed at promoting equal sharing which ignore the social
constraints imposed on choice will ultimately fail.

A CBI scheme which incorporates the recognition of equal rights of citizenship has
the potential to re-orientate socially constructed preferences. This potential, however, will
remain latent unless the scheme is accompanied by a reconceptualisation of work and a
better understanding of the sexual division of labour in determining the distribution of

family duties. Insights can be gained from the current work of feminist economists to
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incorporate theories of the social construction of gender into their, traditionally male
dominated and defined, discipline;

Feminist theory suggests that the definition focusing on choice, which looks
at human decisions as radically separated from physical and social
constraints, and the definition stressing material well-being, which ignores
non-physical sources of satisfaction, are not the only alternatives. What is
needed is a definition of economics that considers humans in relation to the
world.

(Nelson, 1993:32)

By considering humans in relation to the world and not just the world of work gender
specific constraints, that inform and influence choice, can be identified. The tendency to
polarize the analysis between work and ‘non-work’ results in a failure to fully understand
and recognize the contributions women make to family life.

Nancy Folbre, a prominent feminist economist, defines constraint as the ‘assets,
rules, norms and preference that delimit what people want and how they can go about
getting what they want’ (1994:54). She goes further to explain that distinctive sets of
constraints can help shape collective identities and subsequent collective action. Women,
a group defined by gender;

...have some similar assets (their reproductive and sexual endowments), are
subject to similar rules (many rights and responsibilities are gender specific),
are governed by similar norms (such as ideals of femininity), and express
some similar preferences (such as enjoyment of caring relationships).

(ibid:55)
This is not to say that all women share these similarities. The point Folbre makes is that
socially constructed collective structures of constraint fosters ‘group identity and creates

common group interests’ which in turn provide natural allegiances conducive to powerful

363



forms of collective action (ibid:57-8). All four categories of constraint work together to
form this collective action. Therefore, the removal of one would not necessarily eliminate
the constraints imposed by the others on a particular group. Granting a CBI to men and
women effectively removes basic economic constraints. However to assume that the
removal of asset constraints would result in equal outcomes ignores the influence of
rules, norms and preferences in the processes of co-operation and conflict between
genders.

The emphasis on viewing a CBI as a tool for supporting more flexible forms of
working implicitly encourages women to enter the realm of paid work. Constraints on
choice in this area are effectively removed by providing independent income security. As
women gain in terms of rights and increasingly enter the labour market their jobs become
an important source of identity. Furthermore, the continual process of substituting unpaid
work, normally performed by women in the home, with goods and services which can
now be purchased externally suggests that cultural identifications associated with family
labour diminish in importance. The existence in the market place of relatively cheap
substitute goods, produced and consumed impersonally, further devalues the work that
women continue to do within the family. All of this assumes that women have suddenly
switched from a preference for affiliation, that is, the need to be part of a collective
loving family unit and to take on all of the rights and obligations that entails, to one for
promoting their own autonomous self interested needs. This begs the question of who
now should shoulder the responsibilities of caring for children and families?

Much research (e.g., reviewed in Bergman, 1986) suggests the stylized fact

that wives’ increased agency has been permitted, not so much by husbands
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taking on affiliative work, but by decreases in wives standards of living,
particularly in regard to time for rest and recreation.

(Nelson, 1996:74)

If work is associated with productive outputs then surely affiliative work is
productive, measurable by the positive contributions it makes to individual welfare.
However the personal nature of such activities renders them difficult if not impossible to
measure. If such activities are continually devalued within market based economies it is
unrealistic to assume that by removing or altering one aspect of the social constraints
imposed upon women, that is access to economic resources, the result will automatically
be equal sharing between men and women of affiliative work. Individual preferences
within market based economies will be influenced directly by the value attached to
activities producing identifiable and exchangeable output. Individuals may therefore
demonstrate a preference for ‘valued work’ over ‘non-work’ activities. There is therefore
no reason to assume that men will alter their preferences and whilst women may be
influenced to pursue ‘socially valued’ activities there is no reason to assume that they will
do so at the expense of sacrificing their existing preference for affiliation. Men will
continue to engage in ‘valued work’ and women will now engage in both work and ‘non-
work’ activities. The tendency to commodity and subsequently value all human activity
results in unduly restrictive social citizenship rights, particularly those related to income
security. Thus policies aiming to achieve gender equality must take account of gender
based social structures of constraint and explicitly recognise the positive welfare
contribution of ‘non-work’ activities. The question remaining is how can this technically

be achieved.
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8.3 A Possible Solution: Intermediate Labour Markets
Attempts to resolve this question may benefit from examining a particular local

economic development strategy, the ‘intermediate labour market” model. The creation of
ILM programs provides useful insights into the value of ‘non-work’ activities in
sustaining local economies. Broadly defined these programs provide temporary jobs,
offering a combination of training and employment, for long-term unemployed people.
Participants are remunerated at a level between state benefits and the current market
determined rate for the job. The main purpose of such programs is to combat social
exclusion by providing the long-term unemployed with a link to the formal labour
market. However, an equal emphasis is placed on the nature of the work. It is this aspect
of the ILM model that proves interesting in developing a gender sensitive case for a CBI,
in that it provides a framework for reconceptualizing work.

Within the ILM model the product of the work undertaken must have ‘either a
direct social purpose or is trading for a social purpose where that work or trading would
not normally be undertaken’ (Finn, 1996:25). ILMs are related to the notion of a ‘social
economy’ by attempting to;

...build capacity and stimulate the activities of not for profit organisations
(community businesses; voluntary organisations; co-ops; friendly societies) to
help them identify and organise jobs with a social purpose as well as develop
new markets in which the private sector would not invest.

(Finn, 1996:26)
Local economic activity which is organised around principles of community ownership
and control; production and exchange for social gain; and the promotion of social
entrepreneurship is an important, if not the main source, of job creation in deprived

neighbourhoods. Defining such activity as part of a ‘social economy’ takes account of the
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fact that the economic relationships evolving in this sector are very different in nature
from those which exist in the mainstream economy. It follows that the nature of work in
the social economy is distinct from traditional employment patterns as it is organised and
structured within a different economic system,;

Work within the social economy is varied and should not be idealised, but can
serve to illustrate work for a social gain, through more inclusive and
participative models of organisation, greater recognition of the contribution of
volunteering, explicit value-led motivation, and beneficial social or
environmental impact.

(Mayo, 1996:151)

The distinguishing features of work created and organised at a local level, in
communities where the market economy has failed to produce sufficient jobs, are made
explicit within the ILM model. ILMs should therefore not be confused with compulsory
‘work-fare’ programs where participants are required to work for their benefits. Although
entry into employment is a desired end result, equal emphasis is placed on creating
quality jobs, which promote self-reliance and have a community-based function. The
ILM is primarily a model for encouraging local economic activity and contributing to the
urban regeneration process. Furthermore it is a model which demonstrates the personal
and social benefits to be derived from alternative ways of organising and doing work.

The principle of ILMs has been put into practice by the Wise Group of companies
in Glasgow, a city in Scotland recognised by European funding bodies as experiencing
widespread areas of multiple urban deprivation, and more recently the ‘Glasgow Works’
programme. Both organisations, through a series of local partnerships and the creative
use of existing resources, have acted to promote and support job creation projects which

meet community needs (Finn, 1996:25). The Wise Group initially provided training and
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employment for unemployed people in insulating the homes of elderly, disabled and low
income households within Glasgow. Projects now include local environmental
improvements, the provision of energy conservation advice and the installation of home
security devices. Glasgow Works, a pilot scheme which builds on the ILM model,
supports a number of projects which have been identified as significant in improving the
quality of life in Glasgow. Projects supported fall within the following broad themes;

...working in a beautiful city; growing up in safety - ‘a child friendly city’;
health and well being - ‘promoting healthy lifestyles’; and culture and
heritage - ‘a City with a great past and a great future’.

(ibid:31)

Many of the project activities are non-marketable, mainly because people are too poor to
pay for them, and can be categorised within the provisioning functions, discussed above,
primarily undertaken by women in the household economy. Examples include the
provision of after school childcare; the employment of community health workers to
advise on diet and fitness; and a theatre group developing productions for schools on
young peoples issues, such as sex education and drugs.

The experience of these projects indicates that goods and services previously
provided in the ‘invisible’ household or community economy are crucial elements in the
urban regeneration process. Many ‘non-work’ activities, not normally associated with
monetary gain, can be identified as fundamental ingredients in the daily functioning of
local economies. The motivation to engage in these activities must therefore be driven by
considerations other than financial reward. In this instance Folbre’s argument, detailed
above, regarding the role played by distinctive sets of constraints in determining

collective identities and collective action, are pertinent. Individuals, or groups of
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individuals, living in areas deprived of economic resources experience a set of common
constraints which are determined by the environment in which they live. Communities
where most, if not all, individuals are experiencing poverty can become united by a sense
of shared deprivation. This is particularly the case if that poverty has been the result of a
common experience such as the closure of a factory, coal mine or steel works which
represents the removal of the major employer in the area. When the economic base of a
community is dominated by a particular industrial production process residents sharing
daily work and life experiences, which are similar, become bound by a common
‘occupational culture’. This common culture in turn forms the basis for collective
identities. The removal of that economic base does not necessarily imply that collective
identities are also removed. Rather, it can be argued that the structural unemployment
associated with the demise of traditional industries, occurring in concentrated local areas,
can reinforce the collective identities experienced by individuals residing in those areas.
Similar to the case made by Folbre about women, these individuals find themselves
governed by a set of similar assets (limited economic resources and employment
opportunities); rules (the rights and responsibilities associated with the traditional ‘male
bread-winner model’ of family forms); norms (ideals of community and working class
‘solidarity’) and preferences (the enjoyment of ‘belonging’ to an area with a shared
cultural heritage) which ‘delimits’ what they want and influences how they go about
getting what they want. As previously argued, these socially constructed collective
structures of constraint promote common group interests which in turn form the basis for
collective action. Many ‘non-work’ activities may therefore be the result of this collective

action in operation.

369



What the ILM model does then is provide a valuable insight into the role played by
community and family relationships in sustaining the welfare of individuals living in
areas deprived of economic resources. Shared experience as members of a community
leads people to engage in activities which are certainly productive, even though their
output is not easy to measure, and which offer rewards not associated with traditional
forms of work and pay. The ILM framework provides a basis for formally recognising
these activities and taking account of the contribution they make in promoting economic
and social welfare. It therefore proves a useful tool in developing a more inclusive
definition of work which includes voluntary and community based activities. It is for this
reason that the ILM model supports the case for a CBI. Linking arguments for a CBI with
the experience of ILMs could be a mechanism for curbing the tendency to commodify
wherever possible. However, in practice this has not been the case in that the focus has
been on assigning ‘non-work’ activities with market values.

8.4 Work and Income Separated - A Reprieve?

The process of commodifying ‘non-work’ activities means transforming these
functions into activities which are directly associated with the receipt of payment,
commensurate with the task undertaken. These activities then become a ‘means to an
end’ rather than being undertaken for the utility value to be derived from performing the
activity itself. The values attached to ‘non-work’ activities are now determined by the
amount of spending power allowed by the rate of payment. By re-emphasising the value
of paid work, the commodification process means that the receipt and spending of money
becomes the prominent factor informing daily activities. This effectively serves to

transform social relations in communities where prolonged periods of limited access to
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the formal labour market has led to the emergence of alternative patterns of production,
consumption, and distribution. The balance between different modes of production and
distribution is tipped in favour of the traditional work and pay relationship. Thus the
focus switches from issues of promoting a sense of belonging, caring, and collective
responsibility, to issues of market based values and transactions in the resource allocation
process. Commodification, therefore, forces alternative forms of social formation into an
inferior position relative to modern capitalist relationships. This is similar to the
processes inherent within neo-classical economic theory. That is, the practice of
analysing, and understanding, issues is primarily determined by a process of exploring
how such are located within the dominant theoretical framework. If necessary, the
analytical process then evolves to ensure that that this direct link can be made. The
Glasgow experience with the ILM model has illustrated that this would appear to be the
desired result, in that the focus is on formalising ‘non-work’ activities within a traditional
labour market framework.

The Glasgow ILM model was analysed by the Commission on Social Justice (CSJ),
an independent review body set up by the British Labour Party in 1992. The task of the
Commission was to examine the dynamics of socio-economic relationships in Britain in
an attempt to develop a package of public policy reforms which would ‘enable every
individual to live free from want and to enjoy the fullest possible social and economic
opportunities’ (Commission on Social Justice, 1994:412). The CSJ reported that the
Government should actively encourage the development of ILMs in areas of urban
deprivation as part of a ‘new strategy to help the long-term unemployed earn their way

out of poverty’ (ibid:172). For the CSJ, the ILM model is first and foremost an active
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labour market measure, which effectively provides a stepping stone to the formal labour
market for unemployed people living in areas with very few jobs. However, the CSJ also
reported that organisations like the Wise Group can;

...overcome a real market failure where the private sector cannot translate
needs into economic demand or where potential customers simply cannot

afford to pay for private services.

(ibid:179)

Therefore, ILMs provide ‘enormous potential for the creation of new markets in
which social economy organisations are the main participants’ (op cit). The emphasis is
on encouraging market based transactions for previously non-marketed goods and
services. This will provide direct access to paid work in disadvantaged areas and
indirectly contribute to a ‘multiplier’ effect by increasing the spending power of
previously unemployed people. The process of commodifying and imposing market
values on ‘non-work’ activities continues. With regard to the ILM experience, the bias in
favour of commodification also serves the purpose of ensuring that the formal labour
market and paid work command supreme, and indeed almost exclusive, positions within
the urban regeneration process.

A similar process of privileging paid work has taken place within the current
confines of the CBI debate. Paid work remains the prominent source of income for most
individuals in a market economy. Income is derived either directly from employment or
indirectly from state welfare payments representing compensation for loss of income via
the formal labour market. As discussed in chapters two and three, contemporary social
security schemes have been designed with the primary purpose of supporting the labour

market by remedying market failure. The analysis of formal labour market processes is
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therefore essential to any debate centred on social security reform. However, radical
shifts in socio-economic conditions call for radical redirections in policy. The dynamics
of modern labour markets have served to limit the effectiveness of benefit structures that
act to support, and indeed encourage paid work.

The success of employment strategies based on a policy goal of full employment,
or rather the goal of ensuring equal rights for every citizen to a meaningful ‘paid’ job,
will largely depend on the degree of control national governments can demonstrate in
managing the macro economy. The process of economic globalisation has curtailed this
level of control. Combating unemployment requires a rethinking of policies premised on
the traditional model of market determined work and pay arrangements and a belief in the
positive relationship between economic growth and employment. Attempts to transform
social and economic relationships in deprived neighbourhoods by imposing a set of
market based values on those relationships effectively serves to privilege the worker with
a ‘job’ over the unpaid worker. Regeneration strategies which emphasise the benefits of
employment fail to take account of the social benefits to be derived from community
based initiatives which promote, both alternative approaches to work and alternative
mechanisms for rewarding socially valued activities. Rather than acting exclusively as a
prescription for remedying particular market failures policy should be directed at
supporting and promoting a diverse range of community based economic activities which
could operate alongside traditional employment arrangements. An opportunity exists to
reconceptualise work in view of modern socio-economic conditions. A CBI is a radical
policy option in that it provides the framework to do so by challenging the traditional

relationship between work and income.
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8.5 Work and Income - A Possible Divorce?
A CBI would effectively displace the economic necessity to enter into employment

for many individuals. The question of work incentives has therefore been a central focus
amongst CBI theorists. However, the debate thus far can be criticized for remaining
firmly grounded within a traditional productivist model. Although within the existing
CBI literature reference is frequently made to the potential the policy has for separating
work from income, the implication is that such a separation is partial or indeed temporary
(Van Parijs, 1996:64). As indicated in chapter five, to justify a CBI solely or mainly by
reference to the need for a flexible labour market is to ignore or discount the
characteristic social experience of women. The introduction of a CBI may or may not
improve work incentives but this issue becomes less crucial in attempts to justify the
policy if the focus was switched to issues of recognizing and valuing ‘non-work’
activities.

In addressing the criticisms of a CBI for exacerbating the ‘free-rider’ problem,
attempts have been made to justify the policy by recognizing the value of productive
leisure activities;

...a society in which those living quietly on their citizen’s income included
not only those who would find it difficult to get a paid job, but also a lot of
people who have the ability to get such a job but choose not to - the budding
poet, the passionate bonsai-grower, the hyper-political activist.

(Dore, 1996:62)
Such arguments draw attention to the implicit distinction drawn between ‘idleness’ and
leisure in modern capitalist society. The activities Dore mentions can be classed as leisure
activities in that they are not paid and it is assumed that those engaging in such activities

do so because they derive enjoyment from the activity. However such activities are also
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productive, both for those who perform them and for the wider community. They are not
undertaken for pecuniary gain, but they nevertheless contribute to individual and social
well-being. The point is that leisure activities themselves have been categorised to ‘fit’
with the modern notion of ‘work’;

One can be said to be working in a garden or on a piece of knitting or on a
painting or perhaps even on a stamp-collection or an ant farm. But we can
almost never work at taking a stroll or carousing with friends in a bar (as
Oscar Wilde observed, ‘Work is the curse of the drinking classes’). American
society has perhaps internalized the productivist ethic of political economy
more fully than any other, and hence to the extent that these latter activities
are describable as exercises in idleness, they are more or less deplored.

(Gagnier and Dupré, 1995:106-107)
Personal leisure activities which are not related to others and display a tangible output are
being ‘socially valued’ in the same way as paid work. Whilst a separation is made
between income and traditional employment, justifying a CBI within this framework
serves to reinforce the notion that all sources of income derive from engaging in
‘productive’ activities. Idleness per se is condemned and it would prove extremely
difficult to justify any policy that promoted idleness given the importance modern society
attaches to the ‘work ethic’. Thus, the influence of neo-classical economic analysis in the
research process is further demonstrated in that leisure activities are considered in terms
of their possible economic value and thus are understood with reference to how they ‘fit’
within a model of market based exchange.

Justifying a CBI as recognition of ‘socially valued’ activities is limited in the sense
that many activities normally performed by women are invisible. Furthermore the

continued emphasis on commodification and computing market values for many ‘non-
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work’ activities serves to inform future income maintenance policy within the traditional
confines of work and pay. For policy to address gender bias inherent within current
income maintenance mechanisms it is essential that the rationale for implementation
divorces itself from the polarization of work-non/work activities. Any future social policy
reform that accepts and recognizes the worth of those invisible activities predominantly
performed by women, without requiring the formal measurement of outcomes, will
facilitate a gender neutral conception of citizenship.
8.6 Conclusion

It has long been recognized that the source of independent income in a market
economy is an important if not crucial role of the formal labour market. The continued
reliance on paid employment as the predominant source of individual welfare narrows the
range of policy options and produces restrictive definitions of justice and efficiency. State
supported income maintenance schemes are based upon a framework of rewards and
punishments and carry an obligation to work, or at least to engage in activities deemed to
be socially valuable. By pursuing their affiliative needs, which are intangible and often
invisible to even the most direct beneficiaries, women are forced into the realms of ‘non-
workers’ with negative consequences for their rights to an independent income. In
support of his vision of a society which ‘provides access to income and to meaningful
work, paid or unpaid for all citizens’, Mayo argues that;

...there is a pressing social and economic need to reverse the low status and
conditions of unpaid work, given the increasing stress and personal cost to
those doing it. Unpaid work is an essential base on which the rest of our lives
rest.

(1996:146-7)
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A fuller understanding of the effects of gender division, both in constraining
women’s options and in shaping their preferences, reinforces the case for a CBI as a right
of social citizenship and strengthens the case for decoupling income from work, however
defined. At the same time, it counters the androcentric bias of conventional arguments for
a CBI and offers a more balanced and attractive vision of the prospective marriage
between justice and efficiency in which flourishing households and resilient communities

are safeguarded from the capitalist commodification process.
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Chapter 9: Conclusion - The Way Forward?

9.1 Introduction: Challenging the Existing Analytical Framework

Sorry, who is this ‘Market’ bloke? Who elected him then? Listen the market
is something we have created for our own purposes, not some law of physics
as unchangeable as the ebbing of the tides or the waning of the moon...The
market is our servant, something we have created - if it is causing poverty and

destitution then we must interfere to stop it doing those things.

(O’Farrell, 1998:78)

A CBI scheme is often perceived of as a panacea for the failings of current social
security systems. However, arguments in favour of a CBI have traditionally been contrived
within a fixed set of parameters associated with a particular view of the principles of
economic organisation. That is, a CBI is considered a model for social security reform that
conforms to market based structures of exchange and as such contributes positively to the
efficient functioning of capitalist economies. Accepting the supremacy of the market in
determining the nature of modern socio-economic relationships has resulted in convincing
theoretical arguments in support of a CBI. However, such arguments are limited in that the
emphasis remains centred on possible labour market effects following the introduction of a
CBI. The first purpose of this thesis was to demonstrate the confining nature of the current
debate. The second purpose was to examine the CBI proposal from a different perspective.
This involved initially identifying, and subsequently questioning, the existing dominant
approach employed in the analysis of income maintenance policy. The process of doing so
has provided the background for the development of a feminist economics perspective on
the CBI proposal. By casting doubt on the notion that a// interactions can be explained,

and thus predicted, by appealing to a model of the economy which is premised on the
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dominance of market based structures, a feminist economics perspective allows for a more
inclusive conception of human relationships. Thus, the capitalist model of economic
organisation is identified as comprising part, albeit an important one, of a bigger picture.
However, the tendency to privilege the economic structures associated with capitalism, in
the analytical process, is central to neo-classical economic theory. It has been argued that
this particular and limiting view of the world serves to constrain policy debates. In order to
break free from such constraints, and thus move the welfare reform debate forward it is
essential that existing barriers are identified and deconstructed. That is, rather than accept
the dominant analytical framework ‘as unchangeable as the ebbing of the tides or the
waning of the moon’, a more informative approach would be to accept that it is ‘something
we have created’ and thus can be ‘interfered’ with. The challenge therefore, in arguing for
a CBI, is to identify the limiting nature of traditional approaches in the study of income
maintenance policy, and to present an alternative approach that incorporates more

inclusive and realistic observations on the nature of human relationships.

9.2 Understanding Income Maintenance Policy
The relevance of neo-classical economic theory in the study of income transfer

schemes is undeniable. Based on the notion of competitive markets, populated by rational,
autonomous, utility maximising actors, neo-classical theory provides a positive analytical
framework for justifying the transfer of income between individuals, and within groups of
individuals. Within this framework, income maintenance policy is viewed as a necessary
component of state activity in the promotion of economic efficiency. However, while the
application of this particular theoretical stance provides a rationale for income

maintenance policy, it also serves to inform the actual design of policy. That is, income
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maintenance measures are understood in terms of the impact they have on the workings of
the market economy, in particular the world of paid work. It has been argued that the focus
on neo-classical theory leads to limited conceptions of the nature and functions of income

maintenance policy.

The emphasis placed on the strive for economic efficiency and the subsequent
prioritisng of this objective above all else is an inherent feature of the neo-classical
approach to policy analysis. It is claimed that this represents a biased and exclusive
theoretical perspective and, when applied, results in policy designed in accordance with a
view of how the world should operate. Following from this critique of the subjective
nature of the neo-classical approach, the treatment of income maintenance policy within
this framework is exposed to the influence of value judgements. Policy is therefore
understood, and evaluated, in terms of the role it performs in an asuumed economic world,
rather than in the real economy. This approach to policy is restrictive in that it fails to
adequately account for the multiplicity of objectives associated with the provision of
income maintenance in modern capitalist economies. Thus, the orthodox economic
approach to the study of income maintenance policy tends to obscure our vision of the
broader picture. In order to develop a more inclusive understanding of income
maintenance policy it is considered essential that statndard economic practice embraces a

feminist economic perspective.

Feminist economics seeks to identify the prejudices central to neo-classical theory
and to remove them where possible or desirable. This leads feminist economists to
question the basic features of economic method and to re-evaluate the models and tools of

analysis employed in the application of neo-classical theory. The first step, therefore, in
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developing a feminist economics perspective in the study of income transfer systems is to
provide evidence of how inherent biases, entrenched in mainstream economics, act in
determining the nature of policy. This is not always immediately obvious in that the
assumptions and axioms which form the basis of neo-classical economic theory ‘seem so
obvious and natural to most economists that they are not considered values’ (Kuiper and
Sap, 1995:5). That is, the existence of bias is rendered invisible by the dominant value
structure. Therefore, the claim made by traditional economists that their discipline is a
positive value free science is to be treated with caution. The mainstream economic
approach is itself defined by a set of value positions on what is worthy of study and on the
methods to be employed. Subsequently these positions inform policy debates which
implies a ‘hidden’ agenda. Understanding policy within this framework means that there
will be a continual privileging of the ideals associated with neo-classical economic theory.
It follows that the process of opening up debates, to include a more representative range of
perspectives on the purpose and design of policy, involves separating the dominant
theoretical framework from real world phenomena. Thus, it is argued that the approach to
study should begin by exploring the actual nature of policy, alongside an examination of
the problems such policy is intended to address. Equipped with a better understanding of
the functions, and range of objectives, associated with income maintence measure, policy
makers are better served by theoretical perspectives as opposed to being dominated by

such

In order to distinguish theory from policy, the initial chapters provided an outline of
the prevailing influence of neo-classical economics in the design of income maintenance

policy, combined with an inquiry into the modern social problems of poverty and social
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exclusion. This served to illustrate the ineffectiveness of current measures in meeting modern
demand. The case was made that the reform agenda continues to be driven by an assumed
acceptance of the neo-classical construct. That is, income maintenance policy, both in a
historical and contemporary sense, is understood primarily in terms of its direct relationship
to the workings of a market-oriented economic system. Such a specific and limited
understanding subsequently influences the understanding of possible reform options. The
contribution of theory to the understanding of the purpose and nature of policy is not denied.
However, what is in question is the appropriateness, and indeed usefulness, of the continued
and exclusive application of a particular theory, which in itself is representative of a value
based paradigm.

Introducing a CBI within this exclusive theroetical framework points to the possible
benefits to be derived from such a reform proposal. However, it only provides part of the
picture in that the issues traditionally ignored within mainstream economic theory are
subsequently neglected in the policy analysis process. Situating the position of women in
society within a neo-classical analytical framework fails to account for the significant role
played by gender differences in determining the outcomes of policy. Thus, gender as a
variable is effectively discounted and policy is considered with regard to is impact on what is
assumed to be an homogenous population. It is claimed that as long as this particular
approach dominates in the process of understanding income maintenance policy, the full
potential benefits, particularly those relating to women, of a CBI will remain peripheral to the
debate. Thus, in demonstrating an androcentric bias the favoured analytical framework
imposes on reform debates. A particular set of ideals and beliefs regarding the purpose of

policy are implicitly assumed and thus reform proposals are considered with specific
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reference to such. Moving the debate beyond such confining parameters necessitates that an
alternative approach to study is adopted.
9.3 Why Feminist Economics and the CBI Proposal?

The changing nature of socio-economic relationships is a crucial feature of welfare
reform debates. Poverty and the related concept of social exclusion can no longer be
explained, if indeed they ever could be, in terms of limited incomes. The causes and
consequences of material deprivation in advanced capitalist societies are varied and wide-
ranging. The process of analysing such draws attention to the prevalence of gender
inequalities. Men and women have very different experiences of deprivation, which can
largely be attributed to gender divisions of labour both within the household and the
workplace. A central focus of feminist economic theory has been to comprehend and to
subsequently promote an awareness of the causes and consequence of gender inequalities.
It follows then that adopting a feminist economics approach in the analysis of social
security provision will aid in understanding the functions and outcomes associated with
any particular policy. That is, the approach to study does not set out with a predetermined
set of objectives in mind, but rather the focus is on exploring real world economic

phenomena and then assessing policy in terms of its impact on such.

It 1s argued that unless we can adapt the theory, policy will remain static and thus
ineffective in adapting to the changing needs of modern capitalist society. That is, if the
way we interpret and understand the world remains driven by an attachment to neo-
classical economic theory, we will never fully understand the true nature of deprivation. In
considering the CBI proposal much can be gained from employing a a feminist economics

perspective. Feminist economists criticise those traditional economists who attempt to
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research the family without changing the tools of analysis. Within such attempts it is
generally assumed that gender divisions are somehow ‘natural’ rather than socially
constructed. Such assumptions stem from an unyielding attachment to the principles of self
interested, rational, utility maximising individuals, which serve to define the neo-classical
approach. In analysing the CBI debate the feminist economists critique proves relevant.
Arguments in favour of a CBI have been dominated by an exclusive focus on the
operational nature of modern labour markets. Similar to neo-classical approaches in
analysing the family, assumptions are being made about the nature of social and economic
exchange in contemporary society. The welfare function of paid work is emphasised and
thus any policy which may be construed as representing a possible threat to that function
will be implicitly rejected. It is argued that by assuming that choices made with regard to
the world of work are somehow °‘natural’, in that they are primarily determined by
financial considerations follows from an adherence to the neo-classical construct.
Considering that such choices may be ‘socially constructed’ gives way to a broader
conceptual understanding of the role income maintenance performs in a modern socio-

economic environment.

Feminist economic theory encompasses the notion of socially constructed
preferences. In terms of welfare reform it is therefore considered crucial that feminist
economics is embraced as much of what policy is trying to address results from socially
constructed inequalities. Considering a CBI in terms of its wider remit, that is the
provision of social security rather than income maintenance is indicative of an approach
which moves beyond traditional economic analysis regarding the role of policy. Thus, the

application of feminist economic theory in this particular area proves enlightening in that
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allows for a richer awareness of both the function of policy and the true nature of the
problems policy is designed to address. Developing a feminist economic perspective on
the CBI proposal makes a positive contribution to the debate in that serves to demonstrate

the potential a CBI has in promoting gender neutral citizenship rights.

9.4 Gender Blind or Gender Neutral - The Relevance of A CBI to the Welfare Reform
Agenda

This purpose of this thesis was not to contribute to debates about implementation.
Questions regarding the actual level the CBI should be set at and the corresponding levels
of tax required to finance such a proposal alongside questions of how ‘citizenship is
determined remain unresolved. However in terms of dissemination it is worth noting an
important point regarding the current policy agenda. The mainstreaming agenda, which
refers to the systematic integration of gender equality into all areas of public policy, is now
considered a defining feature of the policy making process. The future operation of
European Structural Funds will be strongly influenced by the EU's policy of
mainstreaming and the UK government have on several occasions stated their firm
commitment to mainstreaming, specifically with reference to spending decisions (Rees,
2000: Rake, 2000). The political will to promote gender equality has thus been
demonstrated on both an international and national level but the issue yet to be resolved is

how best to put this will into practice.

A CBI presents as a policy that promotes gender neutral rights of citizenship.
However, it has been argued that this potential will never be fully realised as long as
reform debates remain constrained by traditional notions regarding the relationship
between work and pay. That is by continually assuming that income should derive from

work, however that work be defined, the reform agenda will remain focused on the
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operation of capitalist determined labour market structures. A CBI explicitly incorporates
the notion that income should be derived from rights of citizenship. Such an approach to
policy provides for an account of the different social experiences of men and women in a
market based economy. A CBI therefore, has the potential to shift the focus away from a
‘gender blind’ approach to social security provision and to promote real freedom for all.
Rather than ‘add CBI and stir’ the above analysis has set out to adapt the analytical
framework employed in the policy process to incorporate a feminist economics
perspective. In doing so it is argued that the stage is now set for an informed discussion on

the feasibility of a CBI in modern welfare states.
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