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LABOURISM AND THE WELFARE STATE IN THE 1980s

by

‘Frank Field, M.P.

The Man '

| was not taught by Richard Titmuss. but | was aware of his‘name, in

the way undergraduates are aware of the big names in their field of

interest. As a young member of the Labour Party | would sometimes come

across the name Titmuss In the pages of the journals and weeklies which
) read. | didn't meet Titmuss until some time after i began .working for
the Child Poverty Action Group and that was not until 1969. To this day.
I have still not read most of his works, although the way | think, and |

what | have to say today, has been greatly influenced by what he wrote.

Anyone wishing to alert themselves to the fine qualities of this man,
to appreciate his range of interests, as well as to gain an outline of .
his ideas, is advised to seek out a copy of Margaret Gowing's tribute

published by the British Academy I. What is missing from this account

and, given the circumstances in which | was dealing with Titmuss, | saw,

was an element of human freilty mingled with the greatness. lndeed,

this fraiity threw into stark relief Richard's finer qualities;

A memorial lecture is no place to dwe!l upon a single side of
anyone's nature, particularly if the lecturer is in no position to
give a bslanced picture. In passing, though, it is worth registering

a disappeintment that the uncritically adﬁiatofy style of Victorian




biographies has left its mark on more modern appreciations. Yet what needs
to be said without reservation s that the world is a better place

bacause of Richard Titmuss's study of those institutions aimed at

increasing human happiness - and that can't be said of all that many people.
Central to his interests was the welfare state in Britain, although | know
it is a phrase of which he disapproved. This phrase does, however, have
the distinct advantage of being a form of words which most people in Great
Britain readily understand, and it is in this area of the welfare state
that marked changes have occurred since Richard's death in 1973, and

particularly since the advent of the Thatcher Government.

In this memorial lecture | want to touch upon three themes. The
first begins to look at the reasons for the fairly widespread unease
which the electorate is now expressing about 8ritain's welfare state.
This unease or disquiet helps to explain why the Thatcher Government
has been successful in cutting the real level of welfare without there
being any noticeable electoral backlash. The lecture's second theme
examines what has been caliled 'the strategy of equality'. Here |
ﬁuestion whether the establishment of a welfare state was or should
be primarily about gaining greater equality of income. Rather, 1 see =y
the gstablishing of a basic‘equality of citizenship as welfare's
central objecti#g; To finance the welfare state on much more in
progreséive lines is, howe#er, a deéirable goal and should be pursued
more‘actiQely and inteiligently than it has been hitherto. The third
themerof this'memorial lecture therefore illustrates those fiscal
changes which will do just this, while at the same time releasing the

resources to begin agaln the attempt to establish the social rights

of citizenship which | see to be the central objective of the welfare state
1. Disquiet

The years since 1979 have been remarkabie in a number of respects, not
least in the way the Government has broken a welfare consensﬁs which had
lasted for more than thirty yearé. Prior to the Thatcher Government the
last time benefits were cut in money terms In Bri£ain was way back in the
1930s. Some of you may remember that the then Labour Government in 1931
resigned rather than cut unemplayment beneflit. The ensuing National
Govefnment did just this, but a§ prices were also falling, and falling at
a faster rate than the cut in benefits, the real value of unemployment pay
was not only maintained but improved; That has net been the.story this time.
Unemployment and sickness benefit has been reduced In real germs, énd this
reduction was accompanied by the firgt eQer cut in old-age pension; - a cut
which was later restored. The earningé related suﬁplemeﬁts pai& to ,
national insurance benefits ha#e been abolished aithough the 6bvernment
continues to collect contributioné for this serles of non-exiétent benefits;
and plans are afoot to make employers pay the first we;ké of sickness
bengflt. The Thatcher Administration has also Jnt?oduced a formula whereby

it will almost certainly be able to raise the supplementary beneflt level -

which is tak ! i '
en as Britain's poverty line - at a slower rate than the general

rise in prices.

How is it thét the Government has been able to get away'wlth cutting
almost £3.5 billion from the social secufity budget? To begin answering
this questlon we need to go back and Took at the debate surrounding the

establlshment of the welfare state for it was then that the e}ectorate was




astablished and that the revenue to finance this breakthrough would be raised

in a progressive manner.

Nobody who has canvassed in Britain can be unaware of the resentment
many lower middle~class and working-class people feel at the amount the
Revenue takes from their often hard-eafned'wage packets or salary cheques.
}ndeed, the promise of tax cuts was for maﬁy voters the most attractive
part in Mrs; Thatcher's 1979 general election campaign. And the complaints
on the doorstep about the inhab!tanté' tax burden are not. wild and baseless.
In the post-war peiiod the tax burden has shifted in two directions: as the
years have gone by more and more people on lower and lower incomes have. been
brought into tax for the first time; simultaneously this vertical shift in
the burden of taxation has been accompanied by a horizontal one as those
taxpayers with children have found thelr tax bills rising faster than

childless taxpayers.

These two trends can be seen from the following information. Taking
tHe 1949 tax year as the base, a single person on average earnings has
seen the percentagé of his income taken in tax and natlonal insurance rise
b9 106 per ﬁent in the years up to the 1982 tax year. For a married couple
tﬁe increase is 132 per cent and for a couple with two children a
.staggering 712 per cent. The same, although less marked, trends can be

seen for similar groups right up the income scale.

Public unease about the welfare state also stems from the evidence
that it has failed to establ!éh a national minimum. You will recall that
the aim of the Beveridge reforms was to ellmjnate the five great social
evils of that time. These were Want, Disease, Ignorance, Squalor and

A e A 2 Bavaridrs halisved that Want is 'in some ways easiest to

The great evil of Want - or, as we would call it today, poverty -
was to be eliminated by the payment of non-means-tested benefits when
persop's earnings Bad been lost - during periods of sickness or
unemployment, and of courée in old age - together with the additionatl
payments of family allowances (noﬁ renamed as child benefit) to those

working parents with children.

What went wrong with the most ambitious of all attempts in
Britain to break the power of the market place in determining tiving
standards of working people is recalled elsewhere. The only issue of
importance to note here is that there was nothing fundamentally wrong
with the principles of the Beﬁeridge Scheme. Failure to eliminate
poverty stemmned frqm the less than ﬁniﬁeréal coverage of tﬁe natlanal

insurance benefits together with the payment of these benefits at too 

Tow a Ie#el.

The result has been not only the continuance of a sy;fem of
means-tested - or topping up - benefits, but an ever-increasing
number of people having to reéort to them. At the present time
8.5 million'people Ii#e in households claiming shpplementary benefits,

and, in add!;ion, over 1.1/4 milllon draw rent rebates or allowances.

An additional feeling of unease about Britain's welfare state
stems from the belief that It redistributes income in the wrong way -
from poorer to richer people. This is a view which has been officially

disputed until only very recently.

The official view comes from the antral”StatIstical Office

(CS0} which each year produces what is in effect a welfare balance




the payment of benefits and services on the other. Up until this year
this annual report on the redistributional effects of the welfare
state put forward the reassuring conclusion that the welfare state is

achieving its objective in lessening income inequalities.

These somewhat reassuring findings of the CS0 analysis have not

gone unchallenged. Some specialists have pointed out that the CSO
_analysjs should not be given toc much credence given the fact that

58 per cent of government revenue and 46 per cent of government
expenditure was uﬁaccounted for in this annual balance sheet. More
recent work has shown that the findings of the €S0 analysis varles
significantly depending on what assumptions are made about the very
large residual of unaccounted éoverément ekpenditure and revenue in

the analysié.

2. The Strategy for Equality

While the latest C30 analysis édmits for the first time to an
increase in inequality Setween 1976 and 1980 ’ this debate has been
taken onto an entirely different plane by the publication of a
substantial piece of work by Jullan Le Grand, In his The Strategy
for Egualfty “the author sets out to analyse who gains most from
public expenditure on health care, education, housing and transport,
But first Le Grand begins by examining why socialists attach aﬁ
importance to a high level of public expenditure; it is viewed,
he maintains, as the route to greater social and economic equality.
Le Grénd_telis hs that one of the cleareét exponents of this

'strategy for eqﬁality' was R.H. Tawney who explained it in the

following terms:

'if every individual were reared in conditions as
faﬁourable to health as science can make them, received

an equally thorough and stimulating education up to 16

and know on reaching manhood that .... he and his family
could face the risks of 1ife without being crushed by them,
the most shocking and existing inequalities would be on the
way to disappear’.

And Tawney optimistically added, 'Even inequalities in income
... would not continue in such circumstances to be, either in

magnitude or in kind, what they are at present'.

' But have things worked out like this? Le Grand finds that they

haven't and puts forward two main findingé; "The first is that:

'‘Almost all public expenditure in the social services
in Britain benefits the better off to a greater
extent than the poor. This is not only true for .
services such as roads where, due to the insignificant
role played by a concern for equality in determining
pelicy, such an outcome might be expected; it is'aiso
true for services whose aims are af Jeast In part
egalitarian, such as the National Health Service,
higher education, public transport and the aggregate
.complex of houéing policies'. 6

His second conclusion is equally challenging:

'As a result equality, in any éensé of the teEm, has not
been achieved. in all releﬁant areas, there persist
substantial inequalitfes in pdblic expenditure, In use,
in opportunity, in access and.in odtcomes. Moreover,

in some areas (tﬁoﬁgh by no means all) there is evidence
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to reduce inequality significantly’.

Le Grand locates the failure of the public expenditure strategy
to achieve equality in its inability ‘successfully to counteract the
infiuence of the more fundamental social and economic Inequalities
that still pervade British society', and.concludes, ‘a more promising

way .... of achie#ing equality cf’whétever kind would be through

equalising incomes'. Some will argue from Le Grand's analysis that
public expenditufe should be cut still further, if not abolished, and
the money incomes of the poor raised. While 1t is important to be
reminded of the crucial importance of redistributing income to

poorer groups, this is not the whole story.

in the first place it Is profoundly mistaken to suggest that the

public provision of services is bound up only with a 'strategy for

equality', the success of which is measured exclusively by its effect
on Inequalftfes in income as it s throughout Le Grand's book. For
it wﬁs Tawney and others who maintained that the provision of common
'serV|ces helps to ensure what is best called an equality of citizenship.
The most powarful exponent of this view has been T.H. Marshall who set
the debate in a wide historic context, and who shows that in some
important reépects an equality ofAcitizenéhip has been achieved.

notwithstanding the continuance of a wide measure of income inequality.

in examining the last three centuries Marshall categorises the

growth of citizen#hip into three phaéeﬁ.

'| shall call these three parts, or elements, civil,

. — s 44 W imena "o mansnemmseasd

of the rights necessary for individual freedom - liberty of

the person, freedom of speech, thoﬁght and faith, the right

to own property and to conclude valid contracts, and the

right to justice .... By the political element | mean the

right to participate in the exercise of political power,

as a member of a body invested with political authority or

as an elector of the members of such a body ....

By the

social element | mean the whole range from the right to

a modicum of economic welfare and security to the right

toe share to the full in the social heritage and to live

the life of a C|v:l|sed being according to the standards

prevalling in the society’.

Put in these terms the development of the welfare state is not

seen only or necessarily in terms of equalls!ng income. Again in

‘Marshall's words:

What matters is that there is a general enrichment of

the concrete substance of civiiised life, the general

reduction of risk and insecurity, and equalisation
between the more and lessfortunate at all levels ~

between the healthy and the sick, the employed and the

unemployed, the old and the active, the bachelor and

the father of the large family. Equal isation is not so

much between classes as between individuals within‘a

“population which is now treated for this purpose.as

though it were one class’'.

And Marshall adds Significantly, 'Equal ity of status s more
9

important than eqhallty of income'.

The welfare state should therefore be seéen in terms primarily

3

of guaranteeing a basic human eqdality of membefship of a society.

I ...



- 10 -

provided services and benefits. Moreo#sr, in this area of life people
would be providing for themsel@eé and for others in the spirit of

co-operation rather than competition.

3. Greater Equality of Income

This does not mean, however, that socialists shouldn't be
concerned about gaining a greater equality of income and the
opportunity the welfare state offers in this direction. Indeed,
earlier | commented on the growing'pubTIc disquiet about much of
the welfare staté and linked this to the ever-Increasing tax burden
now placed on working pesople. As one of Britain's most perceptive

political commentators has observed:

'Enthusiasm for the welfare state was understandable when
manual workers were paying less than 15 per cent of their
income for it; equally, it is not surprising when simitar
workers today feel - rightly - that they are paying too
much when 3C per cent of their pay goes straight to the
exchequer', {Peter Kellner, New Statesman)

Reform of the two main forms of contributions to the welfare state
- national insurance contributions and income tax - is therefore a
crucial step, both in gaining 2 more equal distribution of income but,
more Importanfly, in rebﬁild!ng public support for the idea of welfare

state itseif.

There Is no question. that Be#erldge was right to Insist that the
only way to make a break with the Poor Law tradition in Britain was to

establish a national Insurance system. And while an insurance scheme

than rarnnirad the navmant of contribhutinne From 211 those lYikelv to

-1]-

of financing the Insurance Fund from only flat-rate contributions. His
plan therefore envisaged that the employees' national insurance poll
tax would play only a modest part in the financing of the main cash
benefits. The scheme would become more progressive as time went on for
the Exchequer contribution - which it was thought would be collected
along progressive tax lines - would foot an ever-increasing proportion
of the National Insurance Fund; Beveridge‘é idea was for an Exchequer
contribution coﬁering almost 70 per cent of the cost of national
insurance benefité byl1975; In fact; the opposite has occurred.
Goﬁernment have drawn an eﬁer-increasing_reﬁenﬁe from the.poll tax
contributions imposed on employer and employee and by 1981 the
Exchequer contribution had fallen té 13 per cent of the total

insurance fund.

Since 1948 national insurance contributions have been remodelled
in two waQs. A graduated penéion Scheme was introduced in, 1961 and
workers earning between £9.00 and £15;00 a week were regquired to pay
a graduated contribution as well as a flat rate poll tax. In 1975
the entire basis of nati&nal inéurance contributions was remodelled
with contributions being baéed on a proport;on of income over certain
bands of income. At the present time contributions stand at 8.75 per

cent of all income between £29.50 and £222.00 a week.

The disadvantages of this new method of collection are
considerable. Contributions to the Fund become_payab]e on income way
below the official state poverty line, and the fact that there is
a cefling on the level of contributions?favours the highest paid.

Clearly anyone interested in reforming the national insurance scheme
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for two reforms: the removal of. the national insurance contributieons as

a basis for eligibility for benefits, and the remodelling of contributions

as part of a progressive system of direct taxation.

-This brings us to a discuséion of the income tax system anhd reforms
here will have to be far more reaching. .This yeét, less than 50 per cent

of personal income in the U.,K. will be taxed. The reason for this rather

surprising state of affairs Is due to the growth of the tax benefit
welfare state. At the present time there are over a hundred major tax

benefits, and as these benefits are of greater value to those on higher

incomes, the tax benefit welfare state helps to widen income differences.

And as the tax benefit welfare étate has become more generous - i.e.
exempting an ever-growing amoﬁnt of income from tax - it has resulted in
that, for a giQen level of reﬁenhe, income tax is being levied at a high
marginal rate and on lower and lower incomés. Three reforms need to be
pursued.if the income tax system is to be restructured along more

progressive lines.

The first is to allow all tax benefits at the standard rate of
tax only. At the present time tax benefits can be offset against the

taxpayer'é marginal rate of tax. They are therefore of greatest value

to hIghe#t i ncome groupé.

A second reform is to pﬁt a cash ceiling on all tax benefits
other than the peréona! allowancéﬁ {the main personal allowances are
the single péréoh'é;'the married coﬁple's and the wife's earned income
relfef): ‘How such a policy would work can be seen if we take Jjust

one of the main tax beqefité.' About £2 billlon is paid out in mortgage

-]3_

interest relief. It would be wrong to wipe out this benefit overnight,
but a cash ceiling could be applied at the current tevel and this sum

spread over a growing number of owner-occupiers In succeeding years.

The revenue gained from this particular reform is considerable,
Had it been implemented in 1975 the additional revenue from.applying
a cash ceiling policy to juﬁt four tax benefits - mortgage interest
relief, pension schemes, life aéshrance premiums and fetirement_annui;y
relief for the self employed - would have amounted to £3.8 billion

over a five year period and; in the last year alone, the Exchequer

would have collected an additional £1.8 biilion, This illustrates

just how fast the expenditure on tax benefits is growing.

A third reform must centre on redistributing income from men.to
women while at the same time pershading taxpayers to spread more
effectively the income earned from up-to forty years' work over the
two vulnerable periods of most people‘ﬁ'liQes - wﬁen they have children
and when they retlre; The lead-in to this reform centres on the

married man's tax allowanceé. _ . ]

Married women at present gain a tax benefit through the working
lives of their husbands, and the tax benefit }s paid to their husbands.
Some grbﬁps advocate the abolition of the married man's tax ailowance
but | do not think this can be justified. The peak period of working-
class affluence is when both parenté are working and'the.;hiidren have
grown up; Given the low level of family support in the past we shoutd

not penaliée those families fow just because their children have

reached maturity. - _ : !
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I do belleve it would be politically possible, however, to apply
& cash ceiling to the married man's tax allowance and for the money
to be channelled to households with children under 5. If this cash
ceiling approach had been applied to the married man's tax allowance
in 1975/76, then by. last year the cash payment for households with
chiltdren under 5 would have stood at £10.ﬁ0 a week. A reform along
these Jines would Initiate a.steady redistribution of income from men
to women and at the same time begin the proceés of matching pe&ple's

income to their lifetime's needé;

Part of the large increase in revenue resulting from reforming
the tax benefit welfare state should be earmarked to raise the tax
threshold (thg Starting point at which pecple pay tax) and to cut the
rates of tax. But by increasing the tax base in the way described,
funds will also become available for ensuring that greater equality
of citizenship is gained in respect to fhe social rights described

earlier by Marshall.

A key benefit in rgmode!ling the welfare state so fhat it acts as
a floor on which peopie can build by their own efforts Is the child
benefit scheme.  The larger the injection of funds into this scheme
the greater will be the decrease in the numbers of poor famiiles {.e.
the more effective the welfare state wiill become. Because child benefit
is deducted from soclal sacurity paymenté, the larger the child
benefit the greater the incentive to work is fér those iow wage earners
with children - althaﬁgh at the present time in Britain we have to be
more concernsd with people being offered jobé rather than a refusal

to take what work if anv ic zvailable. R2imilariv. a major child henafit

e
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families over the past twenty years or SO.

A fiourishing child benefit system has another advantage. It transfers
income from men te women and it increases the range of choices, and thereby
the freedom, enjoyed by families. The importance of child benefit in helping

to determine the type of society in Britain Is difficult to overestimate.

The goal of rediétributing cash should not forec]ose.tﬁe possibitity
of increasing the proQision_of services, and some of the funds resuiting
from the reform of the tax system should be earmarked for this very purpose.
But if our aim is fb proQIde services which benefit most those on_lowest
income, then it Is necessary to choose carefully the areas in which the
expansion should take place. Let me give one example. In his bobk Julian

Le Grand lecoks at who gainé most from the education system.  He conciudes
by saying:

‘when all the different sectors of education are taken together,
the top SEG (social economic group) received over one and a '

quarter times the mean public eXpenditure and about ofie and a

half times as much as the lowest SEG'. 10

This overall figﬁre, which Shows.how higher income groups benefit
most from the educational éyétem; occﬁré despite the fact that in réspécf
to primary and secondary education, the children of the top soclo-
economic groups receive Siightly.less edﬁcational expenditure than do the
children of othe} social groupél The overall aQerage comes out as.it does
because in the post-16 educational system the children of the richest
parents pick up the Tion's share bf the resources ayailable. Richer

children, as Le Grand comments:
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'received substantially more expenditure in all other
(educational) sectors, For secondary pupils over 16
they received over one and a half times the mean and
nearly twice that for the lowest SEG; for further
education, one and a half times the mean and three and
a half times that of the Towest; and for universities,
nearly two and three quarter times the mean, and over

five times that of the lowest!',

If egatitarians have been wrong in the past it is not because we have
championed the expansion of university education, but rather that this has
been done at the e;penselof increés?ng educational opportunities for the 16
to 19 year old age group. Egalitariéns believed that a policy of university
expansion would somehow of itself lead to greater educational opportunities
for working-class children. The lesson for egalitarians is clear. The'cry
should not be for an indiscriminate increase in the amount of public
egpenditure spent on public services, but rather for a bold expansion of

those public serQices which will benefit most lower income groups.

Conclusion

In this lectﬁre 1 haﬁe suggeﬁted that the decline in ﬁopular
support for the idea of a welfare state in Britain stems from two main
sources. In the first place the idea of guaranteeing a social equality
of citizenship, whereby people are granted certain basic rights which
are held in common, haé not been achieﬁed; At the same time the cost
of financing 2 less than succeésfﬁ! welfare state has grovn and the

burden has grown fastest for those on lowest incomes.

In Britain we have witnessed how the non-attendance to the two

grievances has left the welfare state wide open to attack and these
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attacks in the form of cutting benefits and reducing services will
continue until an effective redress is made. Indeed, | believe that the
future survival of the welfare state is bound up with an effective

redress of these two grievances. |t is necessary both to rebuild the

welfare state so that it does achieve its objective in guaranteeing

what Marshall described aé 'the right to share to the full in a social
heritage and to live the life of a civilised being according to the
standards prevailing in the society'. At the same time it is crucially

important to shift the burden of ?inancing the welfare onto those with

the broadest shoulderﬁl Both these objecti#es can be fuifilled if the

next radical goﬁernment iS pfepared for a root and.branch reform of both
the financing of the National Inﬁurance Fund and, more importantly,
the direct system of téxation. In this lecture | ha#e tried to suggest -

the lines along which this reform should take.



