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FOREWORD

Every twenty years or so, there is a fashion for big government
and a fresh optimism that public spending will banish social and
economic ills. In some countries, this fashion never passes. In the
UK, the fashion has recently returned. Without adopting the posi-
tion of the cynic, who believes that nothing good ever came of
government, it is necessary to revisit the chronicles of British eco-
nomic failure that have so often resulted from misguided public-
sector intervention in the past. Our hope is that this volume will
help to illuminate these past failures and rare successes sufficiently
to penetrate the rosy glow with which thoughts of grander govern-
ment are currently entertained.

At the beginning of the 21st century, we have a much better
perspective on the effectiveness of government intervention than
ever before. We have more and better data for the developed coun-
tries of the OECD, together with basic economic and social
datasets for almost every other country of any size in the world.
This wealth and diversity of information is a powerful weapon in
discriminating between rival hypotheses and in exploding com-
fortable myths about the necessary size and activities of govern-
ment in the Western world.

It is not our purpose to project a dreamy vision in which the
free market is a panacea, nor to side with the anarchist, who
denies the importance of externalities. The objective of this
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Yearbook is to set out the substantial case for the restraint and
diminution of public-sector activity and intervention, using
updated information. The case is presented in the form of
evidence and argument. The evidence spans macroeconomic
performance, the tax and welfare systems, the delivery of
healthcare, education services, criminal justice and public safety,
and draws attention to the contrasting outcomes between the UK
regions. In six introductory essays on selected topics, detailed
arguments are advanced in support of the superiority of personal
over collective choice.

The charts and commentary in the second section undertake
an informal audit of the scale and success of UK public-sector
activity. Each part contains measures of the scale or scope of
government, over time and in comparison to other countries,
followed by indicators of absolute or relative UK performance. If
there is a simple message to be gleaned from all the evidence, it is
that an increase in public-sector resources is no substitute for
excellence in resource allocation. Where poor resource allocation
is delivering inferior or disappointing outcomes, there can be
little confidence that higher spending allocations will produce a
different result.

This is not to suggest that the better outcomes that are being
achieved elsewhere can be instantly or painlessly replicated in the
UK. However, it is important to understand more clearly the rea-
sons why some other countries’ systems are more successful than
our own and to identify the true obstacles and constraints to bet-
ter performance in the UK, not least in the spheres of health and
education. It is facile to imagine that a quantum leap in UK public-
resource provision to match spending-to-GDP ratios in other EU
countries will automatically deliver the desired results. Moreover,
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prevailing levels of public apathy towards the political process do
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1 HOW HIGH IS TAX?
HOW BIG IS SPEND?
David B. Smith

Introduction

Parliament’s control of the purse has been one of the main ways in
which the legislature has controlled the executive — and hence one
of the main foundation stones of British democracy at least since
Tudor times. Moreover, a central peacetime debate in British pol-
itics, ever since David Lloyd George was Chancellor of the Exche-
quer in the early 1900s, has been over how large a share of national
resources should be controlled by the state and which sectors of
society should provide the corresponding tax revenues. The gov-
ernment is by far the biggest single player in the British economy:
general government expenditure in total currently accounts for
42.8 per cent of the ‘basic price’ measure of national output, which
is more than twice the share of manufacturing industry, for exam-
ple. Economists and many others also need to be able to measure
accurately private activity free of public spending, which behaves
quite differently and is often deliberately altered to offset the busi-
ness cycles in private economic activity. These considerations sug-
gest that there is both a strong need for well-documented and
internally consistent figures for public-sector activity and also that
providing such data should be one of the main concerns of official
statistical offices, such as Britain’s National Statistics (NS).
Unfortunately, it is surprisingly difficult for independent
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economists to measure both the scale of government activity and
how it has changed over the years in Britain, despite the central
importance of this issue. These problems arise, in part, because
governments have organised the delivery of ‘public services’ in dif-
ferent ways in recent years. However, the adoption of the 1995 ver-
sion of the European Standard Accounts (ESA-95) for UK national
accounting purposes in the autumn of 1998 also seems to have left
many independent users of the figures confused, because the new
accounting conventions are so different from their predecessors.
This essay considers some of the conceptual and practical prob-
lems involved in measuring the UK tax and public spending bur-
dens and how these have changed over time. There are two main
conclusions.

First, that the differences between different potentially valid
measures of the shares of taxes and spending in national output
are so great that no one should regard the figures given in the Bud-
get Red Book’, for example, as more than the crudest of approxi-
mations. As Table 1 shows, the range of those shares is from just
over 37.5 per cent to 43.5 per cent of GDP (including oil) for gov-
ernment spending, and from about 38 per cent to about 44 per
cent for taxes and national insurance contributions. In other
words, the range is about 6 per cent for both spending and taxes.

Second, that the House of Commons Treasury Select Commit-
tee, the Conservative opposition and financial journalists should
all pay more attention to the measurement problems involved, in
order to reassure the citizenry that the statistics are not being
gerrymandered by unscrupulous politicians and bureaucrats in
their own interests.
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Measurement problems, old and new

This section discusses some of the conceptual problems that have
bedevilled attempts to measure the tax and spending burdens ever
since the pioneering studies of the 1950s, while the next section
concentrates on the recent dramatic changes to the figures associ-
ated with the phased introduction of the new ESA-95 national ac-
counts in two stages in the autumns of 1998 and 2001. In general,
there are two main reasons why competing measures of the public
spending and tax burdens may not be consistent with each other:

The first is that definitions of the public sector can vary widely,
particularly once allowance is made for the existence of quasi-gov-
ernment bodies and public corporations. It used to be possible to
limit these problems by using the concept of ‘general government’,
which consists of central government plus local authorities. This
approach helped minimise the breaks associated with the privati-
sation programmes of the Thatcher years, for example, which took
industries that had previously charged for their services, such as
gas, electricity and water supply, out of public corporations and
into the private sector. Unfortunately, the distinction between
general government and other sectors has become rather blurred
in recent years because important publicly funded activities — such
as NHS trusts — have been defined as public corporations since
they first appeared in 1991, although the cost of buying in their ser-
vices does appear as a procurement item in general government
current expenditure.

The second problem concerns the definition of national output
with which government spending or tax revenues are compared. For
most of the early postwar period, it was accepted that the correct
measure of gross domestic product (GDP) to use was the “factor
cost measure’, which excludes indirect taxes and subsidies. This
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was for three main reasons: first, that GDP at factor cost provided
a more accurate measure of the national output available to sup-
port public consumption; second, that public expenditure paid al-
most no indirect tax and that a more accurate measure of the
spending burden could be achieved if factor cost GDP was used as
the divisor; and finally, that the alternative market price measure
of GDP, which is gross of indirect taxes, would rise if there was a
switch from direct to indirect taxation, even if nothing else had
changed.

Political memoirs reveal that the market price measure of GDP
was adopted by the mid-1970s Labour government, in place of the
established factor cost measure, simply to massage down the pub-
lic spending, tax and borrowing burdens, in the face of Cabinet
concern that these were becoming unsupportable. Margaret
Thatcher’s switch from direct to indirect taxes in the 1979 Budget
also made her record as an allegedly tight-fisted guardian of the
public purse look noticeably better, when compared with the pre-
vious Labour administration, than it would have done if the more
consistent factor cost measure of national output had been em-
ployed in its place.

The present Chancellor’s policy of raising extra revenue
through higher specific duties has also had the politically conve-
nient effect of pushing up the market price measure of GDP, with-
out adding one iota to national output, and correspondingly
pushing down the reported tax and spending burdens. However,
this is relatively small beer when compared to some of the other
Maxwellian accounting practices — such as trying to treat tax cred-
its as negative income tax — that the present Chancellor has em-
ployed, arguably to try to cook the books, and which have rightly
been resisted by NS.
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The measure of national output used as an indicator of the bur-
den of public spending and taxes is not a trivial accounting point.
In the 2000/01 fiscal year, the market price measure of national
output, at £955 billion, was over £130 billion (15.8 per cent) higher
than the £825 billion factor cost measure (see Table 1). This means
that the share of total general government expenditure in money
GDP wasjust over 37.5 per cent in 2000/01 if the market price mea-
sure is used, and 43.5 per cent if the arguably superior factor cost
measure is employed instead —a massive difference of 6 percentage
points. Similarly, the share of non-oil taxes in GDP was about 37.5
per cent using the market price measure, and 43.5 per cent using
factor cost — again a difference of 6 percentage points, the equiva-
lent of three weeks in the calculation of the much-publicised ‘tax-
free day’, when the average citizen ceases to work for the state and
starts working for him or herself. Furthermore, all these ratios
would be between 0.9 and 1.2 percentage points higher if North
Sea oil production, which reached £22 billion in the 2000/01 fiscal
year, is deducted from GDP, as some would argue it should be.

The new ESA-95 national accounts

Accurate measurement of government spending and tax burdens
was difficult enough a few years ago. However, the massive — and
still little-understood — changes in the national accounts associ-
ated with the phased introduction of European Standard Ac-
counts (ESA-95) in the autumns of 1998 and 2001 have acted
rather like a gigantic mudslide sweeping down an alpine valley,
and have erased what had previously appeared as many of the
most established features of the UK economic landscape. It can be
argued that the new ESA-95 accounts are more logical than their
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predecessors — at least, for those who do not have to ‘unlearn’ their
knowledge of the UK accounting conventions established between
the late 1940s and 1998 — and have the added benefit that they are
more comparable with the methods used by other countries. How-
ever, it is also clear from the debates between the Prime Minister
and the then Leader of the Opposition in the last Parliament that
even the most senior politicians are unaware that the post-ESA-95
data are so different from their predecessors that it is meaningless
to compare the tax and spending burdens projected in the last
Conservative Budget Report, for example, with today’s figures.

Among the more immediately relevant of the ESA-95 changes
introduced in late 1998 was that the European Union now appears
as a separate — but somewhat under-reported — fourth arm of gov-
ernment, in addition to UK central government, local authorities
and public corporations. This means that measures of the general
government tax burden, for example, now exclude VAT and other
government revenues raised on behalf of the EU, an amount equal
to some 0.8 per cent of national output. Annual figures for UK
transactions with the EU can be found in Table 11.1 of the National
Statistics National Accounts ‘Blue Book’, and quarterly figures for
the taxes paid to the EU are in the NS balance of payments press re-
lease. However, it is also clear that the Conservative opposition did
not wake up to this significant change in the definition of the tax
burden during the course of the last Parliament.

Another major change that followed the introduction of ESA-
95, already mentioned, is that certain elements of general govern-
ment consumption, such as universities and some colleges of
higher education, now appear in different national account cate-
gories, such as non-profit-making institutions serving households.
The corresponding funding costs now appear as one element in
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the new ESA-95 financial accounts item ‘Other Current Grants by
General Government’, which amounted to no less than £19.4 bil-
lion in fiscal 2000/01, or 2 per cent of national output. It is impor-
tant to include this item when attempting to measure the public
spending burden because almost all the other, more traditional
spending items have been redefined down. The post-ESA-95 ac-
counts also added tens of billions to money GDP, through defini-
tional changes and technical improvements such as new sampling
methods.

Thus, if the measure of GDP at current market prices in 1997,
which was the last year before the changeover, is taken as an ex-
ample, then it can be seen that the pre-ESA-95 estimate was £786.6
billion; the figure given on 22 August 2001, before the latest
change, was £805.4 billion. And the latest figure for the same item
is £811.1 billion or £24.4 billion more than the starting estimate.
This upward revision to national output is enough on its own to re-
duce the apparent tax and public spending burdens by not quite
1.5 percentage points of GDP, other things being equal. Finally, the
new ESA-95 accounts attempted for the first time to incorporate
explicit measures of government productivity in measuring gen-
eral government current expenditure in volume terms — the value
figures were not affected by this change. Unfortunately, it has only
been possible to implement this change from 1994 onwards, so
making it hard to know how comparable the earlier data are with
today’s figures.

As indicated earlier, NS brought in a second set of major
changes on 25 September 2001. The new accounts further
reduced the reported size of the public sector through the
exclusion of many municipal activities such as regional airports
and municipally funded housing associations. The net effect of
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all the changes to both the numerator and the denominator since
the autumn of 1998 has been to reduce the widest measure of the
share of government spending in national output by around 1.2
percentage points, and the share of taxes by 1.6 percentage
points, if the calculations are performed for the overlap year of
1997/98, when compared with the pre-ESA-95 definitions used
under the previous Conservative government, for example.

The post-25 September 2001 national accounts also took far-
ther the attempt, pioneered when ESA-95 was first introduced in
1998, to measure general government output directly — for exam-
ple, by measuring the number of fires attended by the fire brigade
and the number of cats rescued from trees. The uncertainty at-
tached to all attempts to measure government output, however, is
shown by the fact that the national accounts published on 25 Sep-
tember 2001 cut the volume growth in general government con-
sumption in the year to second quarter 2001 from 3.2 per cent to
1.8 per cent, when compared with the figures released on 22 Au-
gust, but also indicated a far worse cost increase, of 4.9 per cent,
than the 3.1 per cent previously reported for the same period. It is
surprising that no political commentators have realised the impli-
cations of this for the effectiveness of the government’s spending
policies.

General government measured on a national accounts
basis and by economic category

The problems involved in quantifying and tracking the size of the
public sector mean that there is no unambiguously correct way to
approach the problem, the demands of the EU for internationally
comparable data for administrative purposes, for example, being
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quite different from the needs of econometric modellers for long
runs of consistent and seasonally adjusted quarterly data. How-
ever, for many economic purposes it is best to employ measures of
general government expenditure compiled by economic cate-
gories on a national accounts basis. These national accounts mea-
sures of the main tax and spending categories make most
economic sense and are easier to relate to other national accounts
magnitudes, even if they do not correspond to any of the ‘control
totals’ currently utilised by HM Treasury. A full set of such ac-
counts is not published in paper form, although Table 6.4 in the
NS publication ‘Economic Trends’ (October 2001 edition) pro-
vides a summary table using unadjusted data." However, it is pos-
sible to put together a detailed set of general government accounts
using seasonally adjusted quarterly series from the NS databank,
provided one knows the code names of the series concerned. NS
are most helpful in this respect and will provide the code names
for both the calendar- and financial-year seasonally adjusted series
to anyone who has access to their databank.

GDP includes public spending

A final important point is that GDP on any measure is defined to
include public current and capital expenditure and also consump-
tion financed out of welfare benefits. It can be argued that the state
cannot fund itself, and that a more relevant measure of the tax and
spending burdens is their ratio to the non-socialised element of
national output. This was some 57.2 per cent of the basic price

1 Table C22 in the official ‘Budget 2001" Red Book also corresponds to these fig-
ures, but shows only financial year totals, as do Tables 2.3C and 2.3D in NS ‘Fi-
nancial Statistics’ and Table B21 in the November 2001 ‘Pre-Budget Report’.

33



IEA YEARBOOK OF GOVERNMENT PERFORMANCE 2002/2003

34

measure of GDP, which has partly replaced, and is broadly equiv-
alent to, the factor cost measure in the new ESA-95 national ac-
counts in 2000/01. Put this way, the state and its beneficiaries
were spending in total 74.8p for every pound spent in the private
sector and extracting 73.6p in non-oil taxes.

This is a highly controversial and unconventional way to esti-
mate the public spending and tax burdens. Essentially, the argu-
ment is that, if a taxpayer carries one bureaucrat on his or her
back, the ratio is one to one, not one to one plus one, and that if the
taxpayer carries two bureaucrats, the ratio is two to one, not two
over three, and so on. That may explain why the tax burden some-
times feels much more onerous to individual taxpayers than the
published figures suggest.

Conclusions

1. The existence of consistent good-quality figures for public
spending and taxation is an essential precondition for an in-
formed political debate, especially given the importance of Parlia-
ment’s control of the purse in the evolution of British democracy.
The easily accessible NS data fall somewhat short of what is desir-
able in this respect, though it is possible for the expert to put to-
gether rather better information from the NS databank.

2. The ESA-95 changes introduced in 1998 and 2001, and new ways
of delivering public services, have complicated attempts to mea-
sure the size of the public sector, both at any point in time and
over time. Shortly after ESA-95 was introduced in late 1998, one of
the NS statisticians who compiled the government accounts was
asked whether it was still possible to know whether the public
spending and tax burdens were higher or lower than when Lady
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Thatcher took office in 1979 or left it in 1990, for example. The
reply was that the discontinuities in the data were such that it was
now extremely difficult to make such comparisons with any great
confidence.

3. It is not only the NS figures which have lost much of their use-
fulness in recent years but also the data provided in other official
sources, most notably the Budget ‘Red Book’. This has exploded in
size since Gordon Brown became Chancellor but has lost much of
the simple factual information — such as the overall impact of the
Budget measures on the various income bands — that charac-
terised earlier Financial Statements. Another serious loss is that
the regular annual articles in the NS publication ‘Economic
Trends’, showing how the tax and social security burdens in
Britain compare with those in other leading countries, have not
been published since March 1999. It is still possible for the expert
to put some of this information together from OECD publications.
However, that is not nearly so convenient and clearly does not
have the media impact of a press-released article in NS’s flagship
publication, an impact that could prove embarrassing for a gov-
ernment that is already presiding over a record level of, and record
increase in, the non-oil tax burden and whose spending plans
imply further rises.

Nothing in this paper proves that the government’s spin doctors
are suppressing articles and figures that used to be published but
are now regarded as being ‘off message’. However, the issues
involved are so important to democratic accountability that the
House of Commons Treasury Select Committee should
investigate them thoroughly. Measurement and accounting
issues are inherently boring, which is why they attract so little
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political and media attention. However, they are the first and
best defence against misrepresentation by interested parties and
what might be regarded, in a corporate setting, as financial
fraud.

For further statistics on government taxation and spending, see
the Charts section of this Yearbook, parts 1 and 7.

Table 1 Alternative measures of the shares of government spending
and taxes in UK national output in fiscal year 2000-01

Value Share of Share of Share of
(£bn) GGEin  total TNIC in non-oil TNIC
GDP (%) GDP (%)  in GDP (%)

General government

expenditure (GGE) 361.7
Total taxes & National

Insurance contributions

(TNIC) 363.7
Non-oil taxes & National
Insurance contributions* 359.4
GDP at current market prices 956.6 37.8 38.0 37.6
GDP at basic prices 844.4 42.8 43.1 42.6
GDP at factor cost 826.3 43.8 44.0 43.5
Non-oil GDP

at current market prices  934.6 38.7 38.9 38.5
Non-oil GDP

at basic prices 822.4 44.0 44.2 43.7
Non-oil GDP

at factor cost 804.3 45.0 45.2 44.7

*Includes taxes paid directly to European Union. These totalled £6.3bn in 2000-01.
Sources include National Statistics ‘Financial Statistics’, National Accounts press
release 21 December 2001 and Williams de Broé calculations.



2 TRANSPARENCY AND CHOICE: A
GREATER ROLE FOR PRIVATE
FUNDING IN HEALTHCARE?
Edward Bramley-Harker

Introduction

For many years, the NHS has been credited with providing mostly
equitable access to a comprehensive and high-quality health ser-
vice. The system, based on strong principles of ‘social solidarity’,
results in a significant redistribution of resources away from the
better-off towards the poor and from the healthy towards the sick.
This provides a health service where access to services should de-
pend on ‘need’ for healthcare rather than on ability to pay. The
NHS is also credited with providing a strong framework for cost
control —tax funding (or rather the NHS’s allocation from the Trea-
sury) acts as a ceiling above which NHS spending should not go.
These features are often seen as positives. Few would argue
with the objectives of equity in access to treatment and social
solidarity (although some may argue about how well the NHS
actually meets these objectives, given geographic differences in
waiting lists and the stark contrast in access between those with
private medical insurance and those without), and the govern-
ment frequently emphasises the value for money provided by the
NHS. But there are also weaknesses and problems. The media
regularly highlight examples where things have gone wrong.
Waiting lists are a constant high-profile issue for the NHS, as are
staff workloads, recruitment, pay and morale. Less well publicised
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are the low levels of satisfaction expressed by the UK population,
particularly when compared with other countries. Set this against
a background of patients becoming increasingly willing to
challenge the judgement of medical staff (complaints about NHS
staff account for a growing proportion of total complaints) and the
NHS appears to be going through a critical period.

The question, then, becomes one of whether a tax-financed
NHS will be able to meet the rising demands and expectations of
the population, or whether alternative funding regimes should be
considered. This essay explores some of the possibilities, including
continuing with the NHS in its current guise, or introducing
greater flexibility to make use of private funds. The trick with al-
ternatives, of course, is to retain the things the NHS does well
whilst addressing the weaknesses.

Some basic statistics

The data section of this Yearbook contains a variety of statistics
about the UK health sector. It is well known that UK spending on
healthcare is low by international standards. Spending measured
as a proportion of GDP falls well below the EU average and the dis-
crepancy is even starker when the southern European countries
are excluded from the comparison. Whether this is detrimental to
the overall health status of UK citizens is hard to say given the dif-
ficulties of measuring health outcomes and quality. Measures such
as life expectancy and infant mortality are crude indicators and de-
pend on much more than just the health system.

But a simple look at other statistics suggests that the system is
under-resourced. The Charts section (part 3) contains figures illus-
trating that staff resources per capita are low. Other tables sug-
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gests that the uptake of new technologies in the UK lags well be-
hind that seen in many other EU countries, and intervention rates
for ‘sophisticated’ procedures are relatively low. Table 1 at the end
of this essay shows the availability of different high-tech medical
equipment per capita of population across a number of countries,
including the US and some western European countries. Similarly,
Table 2 shows intervention rates for some relatively high-tech, but
common, interventions. Naturally there are data problems with
comparisons of this type, but it is the consistency of the UK’s posi-
tion which is compelling. We regularly lag behind other countries.

More noticeably from the patient’s perspective, waiting lists
are high and satisfaction levels are low by international standards.
The UK does not compare favourably to satisfaction levels ob-
served in other countries. According to a 1997 study, over 40 per
cent of UK citizens were dissatisfied with health services in the UK,
compared to 29 per cent in Spain, 17 per cent in the Netherlands
and only about 11 per cent in Germany (see Figure 30b in the
Charts section of this Yearbook).

Again, in comparison with other countries, flows of private
funding into the health system are low. Figures show that the UK is
much more reliant on public funding in healthcare than is seen
elsewhere. Undoubtedly this is in part due to the poor incentives
for individuals to purchase private medical insurance (PMI) and
other forms of private care. For example, those with PMI effectively
pay twice for their healthcare — once to the NHS and once for PMI.
It benefits the NHS because PMI holders make less use of NHS
services (they take their acute conditions to the private sector) but
they receive no form of rebate. Of course, whether a rebate or tax
incentive is appropriate is, to a degree, a political decision, and the
lack of a rebate contributes overall to resource redistribution (it
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tends to be the wealthy who have PMI and so forgo their NHS
usage). But as those with PMI pay the full price for only a marginal
benefit, it is hardly surprising that private funding is low.

Continuing with the status quo

Against this background, there are a number of ways the NHS
could evolve. The government’s own plans are centred on a con-
tinuation of the NHS in its current form but with more resources.
In 2000, the government set out commitments to increase signifi-
cantly levels of staffing and funding in the NHS Plan, including an
aspiration to raise overall health expenditure to the European av-
erage. There are goals to improve and expand facilities, targets for
additional staff, and national standards to promote geographic
consistency. These are all to be welcomed, and it is not the inten-
tion of this essay to detract from the significance of these goals (al-
though in some cases they were not particularly ambitious, often
relying on current trends continuing until 2004). But then reality
intrudes. Since the Plan, there has been a degree of scepticism
about whether the targets can be met. For example, the staffing
targets rely on significant recruitment from overseas which is
probably not sustainable in the long term.

The Plan also contained much talk of devolving responsibility
and increasing accountability. Many would support this, but at
the same time it contained a variety of measures for increasing cen-
tral control. For example, the Plan reaffirms the role of the
National Institute for Clinical Excellence (NICE) to disseminate
high-quality information on cost effectiveness. There is a Mod-
ernisation Agency with a brief to spread best practice and National
Service Frameworks that build on the work of NICE, setting out
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national standards of care based on good evidence of the quality
and effectiveness of interventions. The Commission for Health Im-
provement should ensure that national standards are being met
and undertake regular inspections of local health bodies. These are
all worthy aims (although one wonders how these bodies will work
together in a co-ordinated way), but they hardly reinforce the ob-
jective of devolved responsibility or local accountability.

Where the NHS Plan disappoints is that it does nothing to ad-
dress some of the fundamental weaknesses of the NHS. True, it re-
states a commitment to increases in spending, but it is unclear
how long substantial increases in expenditure can be sustained
through tax funding. Looking backward, significant resource in-
creases are not without precedent, but these have not proved
enough to stem the flow of crises and long waits. Also significant is
that the Plan (and previous reform efforts) do little to address the
lack of responsiveness in the system, which is still perceived
largely as looking inward and upward to the NHS Executive rather
than outward towards the needs of patients. In addition to the
poor incentives for private funding, the system is largely unre-
sponsive to the views of patients and citizens, and offers little
choice or flexibility for those who want to spend more — even
though surveys indicate that people want to see greater funding.

One conclusion is that prospects for the success of the Plan are
not particularly high. In political terms, success may well be
assessed on the basis of changes in waiting lists and whether the
government is seen to have done enough to turn around the
fortunes of the NHS. At a more fundamental level, the question
should be whether spending more within the current structure
will give us an NHS on a par with other western European
countries. Or should we consider alternatives?
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Where do we go from here?

There are a number of ways in which the system of health financ-
ing in the UK could be amended. They range from tinkering with
the current system to more fundamental reform, perhaps drawing
on lessons from other countries.

As described above, health spending in the UK is derived pre-
dominantly from public funds — much more so than in other coun-
tries. This creates an inherent inflexibility, and such a centralised
system removes accountability from patients. In many other coun-
tries there is more flexibility and more local accountability. This is
achieved within a redistributive framework (the better-off con-
tribute more than the poor), preserving equity in access to treat-
ment. In many social insurance-based health systems (common in
Europe) there is flexibility for individuals to choose their social in-
surer, which then becomes responsible for commissioning care on
behalf of its enrolees. There is often choice regarding the amount
contributed (premiums can differ across social insurers). Some
systems allow individuals to opt out of the public system (often
mandating that they must arrange some form of insurance else-
where, but exempting them from contributions to the social sys-
tem). In the other tax-based systems, responsibility is devolved to
a much lower level than in the UK. Funding responsibility in Swe-
den, for example, falls to the local councils, which also have the
ability to vary local tax rates. This places accountability much
closer to the end users of the service.

So how could the UK begin to introduce this sort of flexibility
and accountability? In this respect, choice can be seen as an im-
portant mechanism. It is not immediately clear that patients and
citizens are demanding choice per se, but choice acts as a mecha-
nism for encouraging improvements in service structure and de-
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livery. Put simply, if people can shop around, there is a strong in-
centive first to attract and then to retain customers. The logic is
that this encourages downstream improvements in service deliv-
ery, be it better customer service, lower prices or a higher quality
of service. In the health sector, the potential for benefits is large.

One way to introduce more choice is to address the poor in-
centives for private funding to flow into the system — to change the
duplicate nature of private funding. Voucher schemes have been
suggested, whereby patients receive a voucher to cover the value of
NHS care. The voucher can be used either within the NHS or can
be topped up with private medical insurance (or by patients them-
selves paying for the full cost of top-up services) to access other
types of care.

A more radical option would be to move towards a ‘stake-
holder’ healthcare system. Individuals would be mandated to
enrol with a stakeholder insurer which becomes responsible for
commissioning care on behalf of enrolees. Insurers would be re-
quired to accept all applicants and would have to offer a minimum
guaranteed package of care that would be common to all insurers.
This could be done within the current redistributive framework of
the NHS (for example, by setting premiums as a proportion of in-
come, ensuring that the better-off subsidise the poor, and by using
risk adjustment mechanisms to prevent insurers from risk select-
ing). It would introduce elements of choice and competition. It
would also increase flexibility, with the potential for individuals to
contribute more towards their healthcare (in return for higher lev-
els of service from their insurer or more comprehensive coverage).

An interim measure would be to tinker with the system, per-
haps considering tax breaks for those with private medical insur-
ance. In practice this would draw criticism because of the
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deadweight loss (the cost of tax breaks for people who would have
purchased insurance anyway) and the lack of evidence that breaks
would actually stimulate demand for PMI. Nevertheless, it ought
to be possible to structure tax breaks so that they target new PMI
enrolees. For example, employers’ national insurance and income
tax on the benefit in kind are both levied on corporate PMI. Ex-
emptions from these could be provided for those earning below a
certain income threshold, thereby reducing the deadweight loss
(most of those who currently have PMI would earn above the
threshold) and targeting a new pool of demand.

There are various other possibilities. In Spain, for example,
central government civil servants are allowed to take the equiva-
lent of their NHS allocation and place it with a private insurer. The
scheme is popular with those eligible — the majority take advan-
tage of the opt-out. In Holland, individuals earning above an in-
come threshold cannot join the social insurance system to cover
their health risks. Instead, they have to obtain private insurance or
self-pay, but they do not pay twice (through the tax system and
through the private insurance system). Germany allows individu-
als to opt out of the social insurance system and take private in-
surance instead, but it is not a compulsory opt-out.

The theme common to all these ideas is choice. They
strengthen the link between what individuals pay for their health-
care and the level of service they receive. Surveys in Britain regu-
larly report that individuals want more money spent on health.
But when it comes to tax rises they are more reluctant, probably
because of the lack of transparency — people see their taxes go up,
but do not necessarily see this feeding through into additional
health expenditure and service improvements. Strengthen the link
between what people spend and what they receive and the chances
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of tapping into people’s willingness to contribute more towards
their healthcare look far higher. Hypothecation would be another
route towards establishing a more explicit link, and evidence sug-
gests that people would support tax rises if they knew the money
would go towards healthcare. But hypothecation would not be
popular with the Treasury, and it does not address the lack of flex-
ibility inherent in the current system. It does not provide strong
incentives for individuals to spend more if they want to.

This therefore brings us back to whether private funds could
play a bigger role in the system. If pursued, this proposal would
undoubtedly raise criticisms of inequity, with the wealthy better
able to contribute more in private funds and hence receive more
comprehensive levels of care, higher levels of service, or faster ac-
cess. But this criticism ignores the fact that there are inequalities in
the provision of services at the moment: those with PMI receive
faster treatment in private facilities than those without. By im-
proving the incentives for private money to flow into the system, it
makes these higher levels of care more accessible to all. Flexibility
and choice should encourage improvements in service delivery
and quality of care across the board, benefiting rich and poor
alike. Funding mechanisms can still be structured to ensure that
the better-off pay more than the poor, and that access to good-
quality care is not dependent on ability to pay. It need not chal-
lenge the fundamental equity of the NHS. Rather, it could improve
equity in the delivery of care, making better levels of service avail-
able to more.

Concluding remarks

Most commentators agree that the NHS is going through a critical
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time. Opinion is split about whether the resources and expendi-
ture outlined in the NHS Plan will deliver real and sustainable im-
provements in the UK’s health system. A comparison with other
countries suggests that even if the targets in the Plan are met, the
UK will still be significantly out of line with other countries in
terms of overall expenditure and the mix of expenditure (public vs
private).

There is no instant solution to the difficulties facing the NHS,
but that is not a reason to prevent the consideration of alterna-
tives. A tax-funded system is constrained, and it is not clear how
long significant resource increases in the NHS’s budget can be sus-
tained (depending on the state of the economy, competing pres-
sures on tax revenues and the willingness of the electorate to
support tax rises). What is clearer is that the UK system does not
best tap into people’s willingness to spend more on their health-
care. Levels of private spending are low. A more flexible and trans-
parent approach towards financing seems an obvious way to
address this, encouraging individuals to contribute more towards
their healthcare. Many options are on the table. All tend to sup-
port greater choice and a greater role for private expenditure.

Citizens are clearly concerned about the state of the NHS. Cat-
egorically proving that one way of funding care is ‘better’ than the
other is not possible, and proponents of the status quo may see
this as a reason for ignoring alternatives. Yet if satisfaction levels
expressed by citizens are anything to go by, it is clear that we could
learn a lot from other countries.

The Charts section of this Yearbook (part 3) contains statistics on
health.
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Table 1 Per capita availability of different high-tech medical
equipment in 1997 (units per million population, relative to

the US)
Countries CT scanners MRI units Mammographs
Austria 182 1 NA
Canada 60 24 NA
Czech Rep. 53 14 79
Finland 91 1142 291
France 71 33 NA
Germany 125 82 NA
Hungary 34 18 53
Iceland 108 97 141
Italy 108 54 NA
Korea 153 67 NA
Mexico 92 12 8
New Zealand 66 36 132
Poland 3 5 NA
Portugal 920 37 27
Spain 68 43 NA
Switzerland 134 163 NA
Turkey 32 NA 19
UK 422 61° 43
USA 100 100 100

USA (units per million
population in 1997) 13.70 7.60 13.10

Source: OECD Health Data 2000
NA = Data not available

a 1998

b 1999

See also Table 35a in the Charts section of this Yearbook.
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Table 2 Per capita number of selected surgical procedures performed
(units per 100,000 population relative to the US)

Country Coronary Operations on Operations on the
Bypass, 1996  the Eye, 1990 Musculoskeletal System, 1990
Australia 39 6032 1592
Belgium 63 5782 1942
Canada 26 180 70
Finland 36 299 136
Greece 27° NA NA
Iceland 31 222 97
Norway 33 NA NA
Poland 7 NA NA
Portugal 14 99 31
UK 18 30 8
USA 100 100 100

USA (units per
100,000 pop.) 222 138 1199

Source: OECD Health Data 2000
NA = Data not available

a 1996

b 1995

See also Table 35b in the Charts section of this Yearbook.
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3 HOW NOT TO ENCOURAGE
ENTERPRISE
THE POVERTY TRAP: 1971-2001
Hermione Parker

Background

This study updates from 1982 and 1994 to June 2001 the main find-
ings of two IEA Research Monographs' which analysed the disin-
centive effects of Britain’s tax and benefit systems on the living
standards and work incentives of working families with children.

As before, the analysis starts from the premise that most peo-
ple work to earn a living. It accuses nobody of being ‘work shy’ or
‘scrounging’. It does not question the desirability of a social secu-
rity safety net that is adequate, nor does it make judgements about
lone parents. Its purpose is to demonstrate the extent to which
Britain’s regressive tax system (income tax, National Insurance
contributions and council tax), compounded by increasing re-
liance on means-tested benefits, is pauperising working families
with children.

Given that New Labour’s plans for modernisation of Britain’s
tax and benefit systems are not yet fully in place, this is an interim
assessment. From the information available, it seems likely that
New Labour’s changes will reduce the scale of the unemployment
trap by increasing the rewards for lower-paid work, but will

1 Hermione Parker, The Moral Hazard of Social Benefits, Research Monograph 37,
IEA, London, 1982, p. 109; Hermione Parker, Taxes, Benefits and Family Life: The
Seven Deadly Traps, Research Monograph 50, IEA, London, 1995.
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increase the scale of the poverty trap by raising the entitlement
ceilings for Working Families Tax Credit (WFTC) to above average
manual earnings. Assuming no other changes, WFTC is likely to
set in motion a vicious circle of increasing public expenditures, fi-
nanced in part by taxpayers who are themselves hard pressed. For
alasting solution, policy-makers need to switch from poverty relief
to poverty prevention, for instance by raising income tax thresh-
olds, by linking council tax liabilities to incomes instead of prop-
erty values and by making National Insurance contribution less
regressive. The case for convertible Tax Credits/Basic Incomes
should also be reconsidered.

There is also the question: How much does it cost households of
different composition, across the life cycle, to avoid poverty? In most
developed countries (including the United States*) such informa-
tion is provided by government, or under government auspices.
This is not the case in the UK and never has been, yet without it
successive British governments are targeting blindfold.?

Another facet of the debate, seldom aired in public, is the dis-
parity between those who perceive children as the responsibility of
their parents and those who also perceive them as tomorrow’s
wealth creators. New Labour’s proposed reintroduction of child
tax allowances is a move in the right direction, but reintroduction
of the Married Couple’s Allowance (or something similar) for cou-

2 National Research Council, Measuring Poverty: A New Approach, National Acad-
emy Press, Washington, DC, 1995.

3 John Veit-Wilson, Setting Adequacy Standards: How governments define minimum
incomes, The Policy Press, 1998; Low Pay Commission, Third Report on the Na-
tional Minimum Wage, Evidence from the Family Budget Unit, Living Costs at the
Poverty Line, Families with Two Children, April 2000; House of Commons, Social
Security Committee, Second Report, Integrated Child Credit, March 2001, Memo-
randum submitted by the Family Budget Unit (ICC16), p. 148.
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ples dependent on a single income is also necessary. Without it,
single-wage couples are taxed on the same basis as single people,
although their taxable capacity is lower.

On the facts behind the spin

A succession of balancing acts

Many of the problems discussed here go back to the introduction
of means-tested Family Income Supplement (FIS)* in 1971, and re-
quire balancing acts between three objectives: poverty avoidance,
improved work incentives, and control of public expenditure.
Though FIS and its successor benefits Family Credit and Working
Families Tax Credit are ostensibly more cost-effective ways of
boosting the incomes of lower-paid families with children than in-
creasing income-tax allowances and Child Benefit,* that argument
overlooks the long-term effects of means-tested benefits on work
incentives and public expenditure. Without WFTC the poverty
trap would not exist.

The scale of today’s poverty trap would be smaller if Sir Ed-
ward Heath’s government had succeeded in replacing income tax
allowances and Family Allowances by Tax Credits/Basic Incomes,’
convertible into cash for households with insufficient income to
set against them. Instead, the closing decades of twentieth-century

4 For a contemporary critique by the former Deputy Secretary of the Ministry of
Social Security, see Sir John Walley, Social Security — Another British Failure?,
Charles Knight & Co. Ltd, London, 1972.

5 Proposals for a Tax-Credit System, Cmnd 5116, HMSO, October 1972. The pro-
posed Tax Credits, like Basic Incomes, would have converted automatically into
cash for households without the income to set against them. See Hermione
Parker, Instead of the Dole, Routledge, 1989, Part 2.
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Britain were marked by the falling away of non-means-tested fam-
ily income support (Child Benefit, Child Tax Allowances, Married
Man’s Allowance) plus a bias in favour of means-tested benefits,
the latter heavily influenced by the output of computer programs
which take no account of behavioural change.

One result has been a surge in the gross earnings required by
households with children to escape the poverty trap and become
financially independent.

The poverty trap, April 2001

Since 1994, due mainly to the introduction of WFTC, the unem-
ployment trap has been overtaken in importance by the poverty
trap. For households with children, receiving all the means-tested
benefits to which they are entitled, the gross earnings required to
escape the poverty trap have risen to above average manual earn-
ings. Table 1 shows the gross earnings required to escape the
poverty trap. Table 2 shows the ‘escape points’ from the poverty
trap as percentages of average male and average female manual
earnings.

WETC is a means-tested benefit payable to families with chil-
dren where one or both parents work at least sixteen hours a week.
The amounts payable depend on the number and ages of the chil-
dren; the net incomes, savings and capital of their parents;
whether the parents work full time (thirty hours or more a week)
or part time (16—29 hours a week); and the costs of childcare. Par-
ents with savings or capital in excess of £8,000 are ineligible.
WFTC s payable for six months at a time, during all but the last six
weeks of which there is no upper limit on a claimant’s earnings.
The cost to taxpayers of this perk, though generally unknown, is
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likely to be large, as is the incentive to ‘play’ the system.
The main reasons for ‘poverty’ in working families with chil-
dren include:

e Low earnings

» Taxation beyond ability to pay

* High travel-to-work and childcare costs
 High rents and council tax

Low earnings correlate with part-time working as well as low
wages. Either way, the situation is aggravated by taxation regard-
less of ability to pay (TRAP). In June 2001, at the then minimum
wage of £4 an hour, a typical two-parent family in the circum-
stances described below paid £1.68 income tax, £7.30 NI contribu-
tion and £15.50 council tax — nearly £25 a week in all — which it
clearly could not afford. On earnings of £260 a week, they paid
£23.68 income tax, £17.39 NI contribution and £15.50 council tax —
nearly £57 a week in all — compared with WFTC entitlement of £53
in return. But for the tax they would not require WFTC.

Example 1: Two-parent household

In June 2001, a two-parent, single-wage family with two children
under eleven, rent of £49.86, council tax of £15.50 and no child-
care, needed gross earnings of £410 a week (£21,320 a year) to es-
cape the poverty trap, compared with average male manual
earnings in April 2001 of £360 a week (£18,715 a year).® Assuming
a working week of forty hours, the family’s implied marginal tax

6  New Earnings Survey 2001.
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rate (income tax + NI contribution + WFTC withdrawal) was 69.4
pence out of each additional £ earned between earnings of £155
and £410 a week.”

Example 2: Lone mother

In June 2001, a lone mother with two children under eleven, local
authority rent of £49.86, council tax of £11.40 and childcare of
£150 needed gross earnings of £650 a week (£33,800) a year to es-
cape the poverty trap® (Table 1) compared with average female
manual earnings in April 2001 of £242 a week (£12,574) ayear.” To
earn £650 in forty hours he required an hourly wage of £16.25.

In October 2001, the minimum wage for workers aged twenty-two
and over was increased to £4.10 an hour. Assuming a working
week of forty hours, the increase adds £4 to gross weekly earnings,
but a paltry £1.20 to the net weekly incomes of households with
children receiving WFTC.

So what went wrong?
Key ingredients of the problem are:

 Ignorance of and indifference to the incomes required to
avoid poverty.

7 Tax Benefit Model Tables, June 2001, Department for Work and Pensions, Infor-
mation Centre, Analytical Services Division, 2001, Table 1.6b.

8  Ibid., Table 1.3d.

9  New Earnings Survey 2001.
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* Taxation regardless of ability to pay (TRAP)
» Excessive dependence on means-tested benefits.

Given that nobody in government knows how much money
households need to avoid poverty, it is par for the course that those
with children are taxed beyond their ability to pay and expected to
top up their net incomes by claiming WFTC, gaining at most 30.6
pence for each extra £ earned. Those who also claim Housing Ben-
efit and Council Tax Benefit gain 6 pence for each extra £ earned.

Since the early 1980s, despite much talk about the need to im-
prove work incentives, successive governments (first Conserva-
tive, now New Labour) have added to the poverty trap by
condoning tax-induced poverty. Year after year of computer-simu-
lated policy initiatives have put a wedge between government and
the grass roots, which New Labour’s spin doctors are busy knock-
ing more firmly in place. To be a fully fledged citizen, so the doc-
trine goes, you must pay tax. Income tax — potentially the most
progressive but also the most headline-catching tax — is cut back
while VAT, council tax and NI contributions take the strain. Yet
council tax and NI contributions are singularly regressive. For gov-
ernment, their attraction is that they do not hit the headlines.

Summary of findings

Five findings stand out:

1. Since 1994, the unemployment trap has improved but the
poverty trap has worsened.

2. Most at risk of the poverty trap are working families with chil-
dren, especially lone mothers.
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3.

To escape the poverty trap, two-parent, single-earner house-
holds with two children, living in local authority rented hous-
ing, need above average male manual earnings.

To escape the poverty trap, lone mothers in similar circum-
stances, but with childcare costs of £150 a week, need gross
weekly earnings of £650, which is close to three times average
female manual earnings.

The savings motive is being eroded by the exclusion from
WETC of working families with capital over £8,000; and ex-
clusion from Income Support of retirement pensioners with
capital over £12,000."°

Solutions

In IEA Research Monograph 50, I made three main policy recom-
mendations:

First, that decisions which impact on household living
standards, self-reliance and family solidarity be taken
together, not separately, in order to ensure consistency.
Second, that all such decisions be based on careful
examination of household living costs.

Third, that income tax allowances, income tax reliefs and
child benefit should be replaced by ‘unisex’ Basic
Incomes/Tax Credits, which would convert into cash for
people without the incomes to set against them. Most other
income to be taxable.

10

See Hermione Parker (ed.), Low Cost but Acceptable Incomes for Older People: A
minimum income standard for households aged 65-74 years in the UK, The Policy
Press, 2000.
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With the exception of council tax, New Labour government
has made considerable progress with my first recommendation,
but no progress concerning research into household living costs,
to which it remains hostile, despite recommendations by the
House of Commons Social Security Committee that such research
be undertaken." Nor are Basic Incomes/Convertible Tax Credits
on New Labour’s agenda. Yet Child Benefit, which replaced Child
Tax Allowances and taxable Family Allowances, is a de facto Basic
Income for children. Basic Incomes for adults would replace adult
tax allowances and reliefs and most existing social security bene-
fits. They would also reduce administrative costs. Given the bil-
lions of pounds being spent on changes to the tax and benefit
systems, updated costings of Basic Income proposals appear over-
due.

The Charts section of this Yearbook, part 2, contains statistics on
income redistribution.

11 House of Commons, Social Security Committee, Second Report, Integrated Child
Credit, HC 72, paras 24, 25, House of Commons, 14 March 2001.
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Table 1T Gross earnings to escape poverty trap, June 2001

Childcare costs Required earnings

£ week £ week £ year
Single person 0 135 7,020
Lone parent + 1 child 0 310 16,120
Lone parent + 1 child 70 440 22,880
Lone parent + 1 child 100 490 25,480
Lone parent + 2 children 0 370 19,240
Lone parent + 2 children 100 560 29,120
Lone parent + 2 children 150 650 33,800
Married couple 0 185 9,620
Married couple + 1 child 0 340 17,680
Married couple + 2 children 0 410 21,320
Married couple + 3 children 0 480 24,960

Assumptions: (1) Children under 11, except eldest in three-child family, who is
11-15

(2) Single people aged 25 or over

(3) Rent and council tax, £ week:

Rent Council tax
Single: 41.52 9.40
Single + 1 or 2 children: 45.60 10.40
Couple: 41.52 12.80
Couple + 1 child: 45.60 13.70
Couple + 2 children: 49.86 15.50
Couple + 3 children: 49.86 15.50

Source: Department for Work and Pensions, Analytical Services Division, Tax Benefit
Model Tables, June 2001.
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Table 2 Poverty trap escape points as %s of average manual earnings,
local authority tenants April 1982, April 1994, June 2001

%s average manual earnings
1982 1994 2001

Single man — 25 or over 72 41 38
Married couple* 85 54 51*
Married couple + 1 child 93 66 94*
Married couple + 2 children 99 75 114*
Married couple + 3 children 102 89 133*
Single woman, 25 or over 120 63 56
Lone mother + 1 child (childcare £70) 152 102 182**
Lone mother + 2 chlldren (childcare £150) 161 115 269***
— Average manual earnings (£ week) —
Apr 1982 Apr 1994 Apr 2001
Average male manual earnings 134 281 360
Average female manual earnings 80 182 242

* Single-wage, no childcare costs, wage-earner is husband

** Lone mother, has childcare costs, £70 per week

*** | one mother, has childcare costs, £150 per week

Sources: Tax Benefit Model Tables, April 1982, DHSS, 1982; Tax Benefit Model Tables,
April 1994, DSS, 1994; Tax Benefit Model Tables, June 2001, DWP, 2001.
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4 THE GLOBAL EDUCATION
INDUSTRY
James Tooley

A quiet revolution is taking place in education in developing
countries. It has been sparked off neither by governments nor by
international agencies. Nor is it lauded in the media. But it is im-
pacting on the lives of millions worldwide. The revolution chal-
lenges the assumption that the public sector should be responsible
for all aspects of education — for three main reasons. First, doubts
are emerging about the effectiveness and efficiency of public edu-
cation. Second, there are doubts about the equity, or fairness, of
public education, and its accountability, especially to the poor.
Third, there is an increasing awareness of initiatives by educa-
tional entrepreneurs, and evidence to suggest that competitive
pressures can lead to significant educational improvements.

Standards and efficiency

As far as the first reason is concerned, while in many countries
doubts have arisen about standards in state schools, it is not until
comparisons are made with private schools in the same countries
that the role of government is significantly questioned. Numerous
studies have been carried out across a wide range of developing
countries, all of which have found that private schools not only are
more effective educationally, when controlled for socio-economic
factors, but are also more efficient.
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For instance, studies from the World Bank began by looking at
achievement in verbal ability in Thailand," following up with stud-
ies of achievement in language and mathematics in Colombia, the
Dominican Republic, the Philippines, Tanzania and Thailand
again.” The studies explored the proportional gain in achievement
score if a randomly selected student, with the characteristics of an
average public school student, were to attend a private rather than
a public school, holding constant the student’s socio-economic
background. While there was a large range, the studies all showed
the superiority of private education in terms of raising these cog-
nitive abilities: for Colombia, the results showed that private
schools were 1.13 times more effective than public schools, averag-
ing for verbal and mathematical achievement. For the Dominican
Republic, private schools were about one and a half times more ef-
fective in raising achievement in mathematics; and in Thailand,
again for mathematics, private schools were 2.63 times more effec-
tive than the public schools.

One obvious objection was that private schools can succeed
where public schools cannot because of increased resources. How-
ever, when the same researchers probed this issue, they found the
opposite to be the case. Comparing the cost per student in a pri-
vate and a public school gave results ranging from a low of 39 per
cent in Thailand to a high of 83 per cent in the Philippines. Com-
bining these two sources of information, the researchers were then
able to gain an answer to the question: ‘For the same per pupil

1 Emmanuel Jimenez, Marlaine E. Lockheed, Nongnuch Wattanawaha, ‘The Rela-
tive Efficency of Private and Public Schools: the Case of Thailand’, The World
Bank Economic Review, vol. 2, no. 2, 1988, Pp- 139-64.

2 Emmanuel Jimenez, Marlaine E. Lockheed, and Vicente Paqueo, ‘The Relative Ef-
ficiency of Private and Public Schools in Developing Countries’, World Bank Re-
search Observer, vol. 6, no. 2, July 1991, pp. 205-18.
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cost, how much more achievement would we get in private than in
public schools?’ The answer ranged from 1.2 times (Philippines) to
a massive 6.74 times (Thailand) more achievement in the private
than in the public schools.

Geeta Kingdon'’s evidence from India reveals similar findings.?
Kingdon controlled for twenty-one potentially confounding vari-
ables, including parental and family income, number of years of
mother’s education, number of books in the home, and student
aptitude, for her study of a stratified random sample of schools in
urban Lucknow, Uttar Pradesh. She found that the (unaided) pri-
vate schools were 27 per cent more effective at teaching maths and
slightly more effective at teaching language than the public
schools. But when per pupil costs are brought into the equation,
the results become quite striking. In the (unaided) private schools
the per pupil cost came out at less than half that in the public
schools (38 Rupees compared to 8o Rupees).

Equity and accountability

Doubts about state education that inform the debate about the
role of government in education also focus on the fairness of pub-
lic provision. In many countries, however, it has been observed
that, despite public expansion of funding and provision, the ex-
pansion has not reached all members of society equally. Particu-
larly acute is the wide gap in terms of educational provision
offered to urban and rural populations. In Indonesia, for instance,
only 3 per cent of urban children of primary school age did not

3 GeetaKingdon, ‘The quality and efficiency of private and public education: a case
study of urban India’, Oxford Bulletin of Economics and Statistics, 58.1, 1996,
pp. 57-81.
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receive any schooling; in the rural areas it is over three times more,
at 10 per cent. These comparison figures also obscure the fact that
gender disparities in rural areas are even more severe. In Pakistan,
for instance, while 73 per cent of urban females aged between
seven and fourteen have attended school at some time, this figure
plunges to 40 per cent for rural females in the same age group.*

In the poorest countries, it might be thought that spending on
basic education would be a government priority, since these have
yet to achieve universal primary school enrolment. However, this
often does not happen. In Africa, for instance, per student spend-
ing on higher education is about forty-four times higher than on
primary education.> Almost always it is found that the poorest 20
per cent of the population get significantly less than 20 per cent of
public education subsidy, while the richest 20 per cent gain signif-
icantly greater than 20 per cent. Most dramatically in Nepal, the
richest quintile gets almost half of total public spending on educa-
tion.

Some of the most dramatic evidence of the inequity of public
provision, which also raises the issue of accountability, comes
from India. The Public Report on Basic Education in India® looked at
primary education in four states, where it surveyed a random sam-
ple of villages, in which there were a total of 195 government and 41
private schools. The report outlines some of the ‘malfunctioning’
taking place in government schools for the poor in these four
states. The schools suffered from poor physical facilities and high

4 World Bank, Priorities and Strategies for Education. A World Bank Review, Develop-
ment in Practice series, World Bank, Washington, DC, 1995.

5 Ibid.

6  The Probe Team, Public Report on Basic Education in India, Oxford University
Press, Oxford, 1999.
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pupil-teacher ratios, but what was most disturbing was the low
level of teaching activity taking place in them. When researchers
called unannounced on their random sample, only in 53 per cent
of the schools was there any teaching activity going on. In fully 33
per cent, the headteacher was absent. The Probe survey reported
many instances of ‘plain negligence’, including ‘irresponsible
teachers keeping a school closed or non-functional for months at a
time’ and a school where ‘only one-sixth of the children enrolled
were present’.” Significantly, the low level of teaching activity oc-
curred even in those schools with relatively good infrastructure,
teaching aids and pupil-teacher ratio. Even in such schools, ‘teach-
ing activity has been reduced to a minimum, in terms of both time
and effort. And this pattern is not confined to a minority of irre-
sponsible teachers — it has become a way of life in the profession.’®

These problems highlight the ‘deep lack of accountability’ in
the public schools. For these problems were ot found in the pri-
vate schools. The Probe team found a considerably higher level of
teaching activity taking place in the private schools, even though
the work environment was not better in these. For the researchers,
this ‘brings out the key role of accountability in the schooling sys-
tem. In a private school, the teachers are accountable to the man-
ager (who can fire them), and, through him or her, to the parents
(who can withdraw their children). In a government school, the
chain of accountability is much weaker, as teachers have a perma-
nent job with salaries and promotions unrelated to performance.
This contrast is perceived with crystal clarity by the vast majority
of parents.”

7 Ibid., p. 63.
8 Ibid.
9 Ibid., p. 64.

65



IEA YEARBOOK OF GOVERNMENT PERFORMANCE 2002/2003

66

All of this evidence is leading some governments and interna-
tional agencies to wonder whether or not public education can
reach the poorest in society, or whether some form of public-pri-
vate partnership — perhaps with publicly funded vouchers being
available for use at any school, public or private — would be a bet-
ter role for government to play if reaching the poor is its aim.

Private-sector alternatives

But can private schools really reach the poor? In fact, the presence
of private schools serving low-income families is a growing phe-
nomenon throughout the developing world, and relates to the
third major reason for the growing questioning of the role of gov-
ernment in education — the emergence of viable private-sector al-
ternatives. In India, for instance, recent research has revealed a
whole range of schools charging about $10 to $20 per year per stu-
dent, run on commercial principles and not dependent on any
government subsidy or philanthropy. These fees are affordable by
families headed by rickshaw-pullers and market-stall traders. Even
so, many of these schools also offer a significant number of free
places — up to 20 per cent — for even poorer students, allocated on
the basis of claims of need checked informally in the community.
Similar schools have been reported in many African countries
too."

The emergence of private education alternatives is not only
about the poor, of course. Recent research has uncovered a whole
range of interesting examples of educational entrepreneurs who

10 Igor Kitaev, Private education in sub-Saharan Africa: a re-examination of theories
and concepts related to its development and finance, International Institute for Edu-
cational Planning/UNESCO, Paris, 1999.
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are creating innovative and effective private alternatives. The In-
ternational Finance Corporation found education for-profit com-
panies in developing countries that had created ‘chains’ of schools
and colleges, often operated on a franchise basis, with strict qual-
ity control procedures in place (including using the international
standards of the ISO 9000 series) and investing in research and
development to explore new ideas in pedagogy and curriculum.
Examples include Objetivo/UNIP in Brazil, which has over half a
million students from kindergarten to university level across its
five hundred campuses around Brazil; and NIIT based in New
Delhi, which offers computer education and training in its forty
owned centres in the metropolitan areas, and about a thousand
franchised centres across India. It also has a global reach, with cen-
tres in the USA, Asia-Pacific, Europe, Japan, Central Asia and
Africa.”

Companies like NIIT are also developing student loan pro-
grammes to help the less advantaged access their courses. NIIT
has links with Citibank, giving all its advanced students the op-
portunity to take out a seven-year study loan towards repayment
of the programme fees. The loan covers up to 9o per cent of the
course fee and is repayable over the next sixty months. Signifi-
cantly, the loan does not require any collateral — so it is open to
students from any socio-economic background, provided they can
pass the entrance test. The theory behind this is that any student
who gains the advanced qualification will be more than able to
repay the loan, given the demand for young people with Internet-
related skills, in India and beyond.

11 James Tooley, The Global Education Industry, Hobart Paper 141, IEA, London, 2nd
ed., 2001.
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Notably, private entrepreneurs have harnessed information
technology to the learning process. There has been a rapid growth
of for-profit private-sector providers in education at all levels — in-
cluding primary and secondary schooling as well as higher educa-
tion — creating e-learning opportunities, in developed as well as
developing countries. Many of these are in direct competition with
traditional public-sector providers, such as the University of
Phoenix, with 90,000 students across 32 campuses and 71 learning
centres. However, many traditional universities have also re-
sponded to the challenge by either creating for-profit subsidiaries
themselves —with New York University, for instance, setting up its
NYOnline arm, and Columbia University creating a for-profit arm,
Fathom Knowledge Network Inc., in partnership with Cambridge
University Press, the New York Public Library and the University
of Chicago." Other for-profit companies are emerging to provide
e-learning for the primary and secondary school market, includ-
ing the appropriately named ki2.com, led by William ]. Bennett,
Secretary of State for Education under the Reagan administration,
aimed especially at home-schooling families and disaffected chil-
dren, providing opportunities to study in ‘virtual charter schools’.

The emergence and strength of these private-sector alterna-
tives have impressed many governments, looking to improve the
quality and efficiency of public schooling. The British government
is currently engaged in a process of contracting out failing schools
and local education authorities to the private sector, to find best-
value service wherever it can be found. But this process is not con-
fined to developed countries: one notable example comes from

12 Commonwealth of Learning, The Development of Virtual Education: A global per-
spective, London, 1999.
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India, where the state governments of Tamil Nadu, Karnataka and
Andhra Pradesh want to bring computer education into all high
schools. Significantly, although allocating extra funds to this en-
deavour —about US $22 million over five years in Tamil Nadu - the
states have not looked to the public sector to provide this, but in-
stead have developed a model to contract out the delivery to pri-
vate companies, which provide the software and hardware while
the government provides an electricity supply and the classroom.
Companies that have won these contracts can also use the class-
room as a franchised centre, open to the schoolchildren and teach-
ers during the day, and to the general public in the evenings and at
weekends. The contracting out of curriculum areas such as this
represents an important step forward in relationships between the
public and private sectors, and provides an interesting model
worth watching and emulating.

The Charts section of this Yearbook, part 4, contains statistics on
education.
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5 THE SCANDAL OF STATE
‘PARENTAGE’: CAN ‘SOCIAL WORK’
BE ABOLISHED?
Patricia Morgan

The outcomes for children in public care are a national scandal.
Thestateisaterrible parent. Massively over-represented among the
disadvantaged, 75 per cent of care children leave school without
qualifications — a rate twelve times higher than for children in gen-
eral. They are sixty times more likely to be homeless and fifty times
more likely to be imprisoned.! Any time spent in care runs risks of
social and mental problems nearly threefold the rate in the general
population of comparable age, and over fourfold in those reared by
both natural parents.* This record is a damning indictment of the
notion, constantly reasserted in the collectivist twentieth century,
that the state would be a far better parent compared to the bungling
amateurs customarily left with the task. Yet the worth of the com-
mitted parent is illustrated by the outcomes for adopted peoples
from the very worst possible backgrounds which are significantly
better than those of institutionally reared or fostered people. They

1 A.Heath, M. Colton and ]. Aldgate, ‘Failure to Escape: a longitudinal study of fos-
ter children’s educational attainment’, British Journal of Social Work, vol. 24,1989,
pp. 241-60; L. Garnett, Leaving Care and After, National Children’s Bureau, Lon-
don, 1992; Prison Reform Trust, The Identikit Prisoner, 1991; also The National
Prison Survey, Home Office, 1991.

2 A. Buchanan and J. Ten Brinke, What Happened When They Were Grown Up?,
Joseph Rowntree Foundation, York, 1997; A. C. Rutter, D. Quinton and J. Hill,
‘Adult outcome of institution reared children: males and females compared’, in
L. N. Robins and M. Rutter, Straight and Devious Pathways from Childhood to Ado-
lescence, Cambridge University Press, Cambridge, 1990.
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also fare betterin every way, at all times of life, compared to thosere-
stored to natural parents or relatives, or to those reared in similar
socio-economic conditions to the ones into which the adopted were
born.?

While adoption is a childcare option much in the child’s best
interests, it has been on a downward trajectory since the 1970s:
adoption orders reached a peak of 25,000 in 1968, falling to 11,000
in 1980 and 4,100 in 1999. Around a half are step-parent adop-
tions. With the collapse of baby adoptions, stigma has passed
from the unwed mother to the woman who relinquishes her child.
No matter how dire her conditions or capacity for parenthood, she
will be pressurised to keep the baby. However, while the percent-
age of adoptions involving children from local authority care has
continued to grow, from 7 per cent of all adoptions in 1975 to 40
per cent in 1996, the overall decline in adoption also hides a recent
fall in children adopted from care (reaching the low level of 1,900
in 1997).

With the history of child welfare one of a choice between grow-
ing up in public care or returning to the family that abandoned, ill-
treated or could not cope with the child, so statutory social
services developed along with the premise that children would
seldom, if ever, need alternative homes. Even at the high tide of
baby adoption in the 1960s, adoption was more or less unthink-
able for ‘welfare’ children. Older or handicapped children were
considered unadoptable anyway. In the 1970s, several develop-
ments came together to suggest the possibility of families for chil-
dren growing up in care. There were the deaths of children left
with or sent back to their original families and research (often with

3 Rutteretal, op. cit.
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war orphans) showing that late adoptions were successful. This co-
incided with evidence of thousands of children stockpiled in care,
waiting for the elusive family reunion that never came. Legislation
made it possible to obtain a court ruling ‘freeing’ a child for adop-
tion. The trickle of care children out into adoption was engineered
by children’s advocates and organisations. But as local authorities
were unavoidably becoming involved with adoption, the Adop-
tion Act 1976 gave this movement a concerted push. This was
hardly separable from the Seebohm reorganisation and its associ-
ated ideology. Creating large ‘generic’ social work departments
out of little groups of welfare specialists, it greatly extended the
powers and scope of social services. The Act required each local
authority to have in place, by itself or in co-operation with other
agencies, a comprehensive adoption service by 1988.

While it rose slowly until the early 1990s, the percentage of
children who left care through adoption then began to fall — and
was under 4 per cent by 1997. Hopes that ‘special needs’ adoption
would reduce the public care population, or become a mainline
childcare option, were disappointed. Attitudes became increas-
ingly hostile as the numbers involved fell. The ‘partnership with
parents’ principle, attributed to the Children Act 1989, became
deeply embedded in the culture of social work.

In a reaction against the intrusion of the ‘permanence’ princi-
ple into children’s services, goals were reaffirmed as family preser-
vation, rehabilitation and restoration. Yet, when the court
determines any questions regarding the upbringing of a child, the
Children Act insists that ‘the child’s welfare shall be the court’s
paramount consideration’ — pointing as much in the direction of
adoption as away. The same applies to the general duty of local au-
thorities to ‘safeguard and promote the welfare of children within
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their area who are in need” and ‘so far as is consistent with that
duty, to promote the upbringing of such children by their fami-
lies’. But, given the emphasis on ‘partnership’, the promotion of
the welfare of children and their upbringing by their original fam-
ilies were equated, whether or not this was consistent with chil-
dren’s best interests. The result was the revitalisation and
reassertion of naive claims that, even in cases of extreme abuse and
neglect, it had been made possible for all children to remain with
their birth parent(s) or, if they were looked after by the local au-
thority, to return home or stay in care with the hope of eventual
contact. At best, adoption was a last resort.

It might seem that local authorities had plenty of time between
1976 and 1988 to set up their ‘comprehensive” adoption services,
but many had not complied twenty years on.* A half of social ser-
vices did not produce any publicly available information about
adoption in the mid-1990s. There were ‘clear and unacceptable
delays’,> and most did not have sustained partnerships or agree-
ments with other adoption agencies, whether voluntary bodies or
other local authorities. There is a regulatory requirement to review
adoption policies, procedures and work not less than every three
years. An inspection found that this was a developed process in
only one authority, while ‘[iln some, it was hard to find any evi-
dence of such reviews being done’.® Given deeply held reservations
about the validity of adoption, it is not surprising that authorities
have been so poorly equipped to provide something to which they
have given such low priority. Nothing addresses ‘from the outset

4 For Children’s Sake: An SSI Inspection of Local Authorities Adoption Services, Social
Services Inspectorate, Department of Health, 1996.

5  Ibid., p. 19.

6 Ibid.
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all the options for achieving a permanent home for the child and
what that plan will be if rehabilitation with the birth family cannot
be achieved’.” While the Department of Health has recently en-
couraged the use of contingency planning, ‘there is confusion in
the field as to what precisely is required’. With everybody unclear
as to what is expected of them, everything drifts.®

Local authorities have little grip on the passage of children
through the care system, whether ‘adoptable’ or not. Once a child is
in care or a Care Order has been obtained, the case is ‘safe’ and the
issue settled. All the other pressures mean that it is high-priority or
crisis work which gets done. Despite the shortfall in suitable
adopters, those that are approved face a significant wait. One study
found 2,400 children for whom no adopters had been identified,
whiletherewere1,300adopterswhohadnochild placed with them.?

Functionaries dislike making waves. The temptation is always
to play safe, procrastinate, and do nothing. No steps may be taken
to place a child for adoption until ‘freed’ by the courts, while the
courts will not approve freeing or care plans with adoption as the
aim where there are no prospective adopters on the horizon. In
courts as in social work, children’s cases must compete with the
great mass of other business. Courts have (not unjustifiably) a low
opinion of social work. They may insist that further assessments
and attempts at rehabilitation be made — not just to give the birth
parents every chance, but to observe these efforts themselves.*

7 Adoption: The Prime Minister’s Review, Performance and Innovation Unit Report,
Cabinet Office, 2000, p. 25.

8  Ibid., p. 26.

9  Findings from the ‘Survey into the Implementation of Department of Health
Adoption Circular LAC(98)20’. Quoted in Adoption: The Prime Minister’s Review,
op. cit.

10  Adoption: The Prime Minister’s Review, op. cit., p. 27.
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The Adoption Agencies Regulations 1983 require agencies to
ensure that staff have adequate experience and qualifications to
undertake adoption work. But managements are poorly informed,
little time is spent on adoption by social workers ‘active’ in this
area, and expertise has diminished. Social work education ‘has be-
come ever more generic, meaning that social workers entering
children and families work have limited specialist skills and are
likely to have received little training on fostering and adoption is-
sues’." This has meant increased preoccupation with politically
correct jargon and issues like sexism and racism. There is no body
of knowledge or good practice, and social work is not research
guided.

However, the late 1990s saw a repeat of developments in the
early 1970s. Advocacy for comparatively successful adoption out-
comes accompanied adverse publicity for a care system beset by
scandals, in which Adoption and the Care of Children," from the In-
stitute of Economic Affairs, made a significant contribution to the
debate. The negative approach of the social services to prospective
adopters was repeatedly in the public eye, along with adherence to
bizarre and discriminatory policies, like precise racial matching.
The proportion of care children involved in adoption began to rise
again. By the end of March 2001, 3,067 were adopted out of care,
or 5.5 per cent (this was over 40 per cent more than in 1998/89)."
By 2002 there may be 4,050 adoptions. The length of time before

1 Ibid,, p.16.

12 Patricia Morgan, Adoption and the Care of Children: The British and American Ex-
perience, Choice in Welfare 42, IEA, London, 1998.

13 After the downturn of the 1980s and 1990s there were 58,900 in care as at March
2001 with an annual increase of 4.4 per cent in the previous three years. ‘Children
adopted from care in England: 2000/2007’, Statistical Bulletin, Department of
Health Bulletin 2001/25, October 2001.
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approval for adoption was on average two years and ten months in
1999, while it was three years and five months in 1995. The length
of time before placement for adoption dropped from one year and
eleven months to one year and eight months — although a half
waited more than two years and around 20 per cent more than
four. Possibly under the impact of criticism that too great a toler-
ance was shown for unacceptable parental behaviour, with place-
ment reduction put before child safety, the numbers in care itself
also began to rise, with a concomitant fall in leavers.* The trend
towards ‘voluntary’ placements gave way to an expansion in Care
Orders (rising by a quarter after 1997).

Although governments had hitherto shown little or no inter-
est in adoption, the Quality Protects Programme (involving an
investment of £375 million over three years), together with Local
Authority Circular LAC (1998) 20, ‘Achieving the Right Balance’,
positively endorsed adoption as part of mainstream children’s
services, and encouraged endeavours to achieve greater stability
and better outcomes for looked-after children. The report re-
quested by the Prime Minister was enthusiastic about transform-
ing expectations and creating a positive culture for adoption. It
underlined how adoption was not considered early enough, and
not delivered quickly enough, for not enough children. In Adop-
tion and the Care of Children, 1 emphasised how, after safety, per-
manence should be the overriding objective of children’s services
and how proper permanency planning needed systemic change.
Even with the best of intentions, permanence is not achieved
within open-ended ‘family preservation’ guidelines, despite any
amount of reviews, individual ‘care plans’ and monitoring (where

14 Ibid.
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paperwork takes precedence over outcomes for children). The
Prime Minister’s Review emphasised how the ‘problems and bar-
riers ... are deep seated, in some cases structural, and extend be-
yond social services’. Thus, there should be:

... aclearly articulated policy on promoting permanence
for looked-after children — providing a safe, stable and
secure family which will give them lifelong support.
Securing permanence should be the basis for Care Planning.
Adoption should be seen as a key means of providing
permanence within a full spectrum of options that starts
with return to the birth family, as the clear first choice, but
moves swiftly to delivering genuinely permanent
alternatives when this is clearly not in prospect . .. the
whole process of planning, decision making and
implementation should be driven and shaped by the needs
of the child and progress made according to timescales that
reflect these needs.”

A new Children and Adoption Bill has had its second reading
and is now being examined by a Special Standing Committee
(heavily packed with social workers). It will make the child’s wel-
fare the paramount consideration in any decision relating to adop-
tion, although an amendment states that there must also be or
have been ‘significant harm’ to the child before one of the new
adoption Placement Orders can be made against the wishes of the
birth parent(s). It remains to be seen how this will be interpreted
(does it cover neglect or abandonment, or does the child have to be
dead?). Again, a duty is imposed upon local authorities to ‘prepare
and publish a plan for the provision of adoption services in their
area’. As the present law (of 1976) has been widely ignored, this

15 Adoption: The Prime Minister’s Review, op. cit., p. 53.
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raises the question of the point of new legislation. There is no pro-
vision for tracking children through the care system; no limits that
might ‘drive and monitor social workers in planning for perma-
nence’, or none of those ‘clear benchmark timescales for the key
stages of the process of planning for and delivering permanence
and adoption’.'® These could have meant, for example, a much
firmer grasp by the courts on what work is to be done, by whom
and when.

There is scope, however, for the voluminous reports that social
workers spend interminable time constructing, given that they
must undertake ‘assessments’ of the need for post-adoption sup-
port services. Adopters want a ‘normal’ family life, not one that is
to be supervised by ‘the welfare’. As for help with the upbringing
of what are often handicapped or disturbed children, they would
be better off getting it direct from medical and educational
sources."”

If the Prime Minister’s Review concluded that the government
should promote a substantial increase in successful adoptions for
looked-after children,™ the question arises of by how much, or
how many? With 3,067 looked-after children adopted in England
to the year ending March 2001, it looks as if the target already set
for the increase in adoptions by 2004/05 is easily being met. Much
of the actual and proposed increase may be due to ‘tail gunning’
the children already destined for adoption, by placing more of
them more rapidly, or hurrying on the foster parents interested in
adopting their charges. This is likely to produce an increased level

16 Ibid., pp. 54, 63.
17 N.Lowe et al., Supporting Adoption, BAAF, 1999, p. 40.
18  Adoption: The Prime Minister’s Review, op. cit.
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over a number of years, but may do very little to increase the pro-
portion of children for whom adoption is the plan.’ Taking the US
target and doubling adoptions could bring the level to 4,400, or
around 8 per cent of looked-after children. As the level of adoption
from care ranges from 1 to 14 per cent for local authorities, bring-
ing them all up to the level of the most successful would bring the
total up to 5,100, or 9.25 per cent of looked-after children.>°

But then we are still told how adoption can only be considered
for a tiny proportion of children in the care system. Claims are that
‘90% of children who are taken into care are returned home within
the first six months’, or that around 70 per cent of children are un-
likely to require adoption, not least because they are in care on a
voluntary basis.* This suggests that the care system is an efficient,
fast-moving conveyor belt, where children come in, get sorted and
are quickly sent home to open arms. It involves a duplicitous use of
statistics. Over a half of children who cease to be looked after in a
year have been in care for less than six months, as the most com-
mon reason for admission is because the parent(s) need relief. But
there is a distinction between the throughput and the stockpile.

The numbers in care at any point reflect the accumulation of
children over time whereby, if they do not leave fairly fast, they
stay for a very long time. After six months the flow of discharges
slows to a trickle and a substantial minority stays indefinitely, with
around a quarter having entered care five or more years before.
Many children who come into care under ‘voluntary’ agreements

19  The planned increase in looked-after children with adoption as their goal is ‘very
modest’ and more likely about 1 per cent overall for England. Adoption: The Prime
Minister’s Review, op. cit., p. 88.

20 Ibid.

21 Families and Adoption Family Briefing Paper 14, Family Policy Study Centre,
2000, p. 2.
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end up in compulsory care with court orders. In 1999, 28,700 chil-
dren had been looked after for over two years (9,490 were under
ten and 2,790 were under five). Is this a ‘tiny proportion’? Nearly
30 per cent have three or four moves in their first year. A child who
has been in care for six months or more has a 60 per cent chance of
remaining in care for four years or more — most likely until the age
of sixteen. By fifteen to eighteen months this is 8o per cent.

Moreover, as at 31 March 2001, an estimated 36,600 (or 62 per
cent of the stockpile) had a need category of ‘abuse or neglect’. The
second-most prominent category was ‘family dysfunction’ (cases
where parents may be drug users or rearranging their ‘partner-
ships’) at 5,900, or 10 per cent. If adoption is likely to be a solution
for abused, neglected or effectively homeless children, then this is
between a half and three-quarters of those in care.

Here we are still warned that adoption may prove difficult - so
it is perhaps best not to try, since those ‘who stay in care and need
new families are usually those who have experienced the most se-
rious neglect, emotional, physical or sexual abuse . .. 39% of these
children require on-going therapeutic support even after joining
their new family’.** In turn, many looked-after children ‘have ex-
perienced early disruption and a number of placements, even after
coming into care’.?3 All this argues for intervening earlier and de-
cisively before too much time is lost and damage is done, given
that age at placement has a crucial influence on disruption rates.>
Around a third of children are in care for more than three years be-
fore being placed. They often start as infants, not ‘difficult to place’

22 Ibid.

23 Ibid.

24 J.Fratter et al., Permanent Family Placement: a decade of experience, BAAF, London,
1991.
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teenagers, since the average age of entry into care for a child who
was subsequently adopted was eighteen months or less in
2000/01.%> Those adopted in 1998/89 were on average one year
and two months on coming into care, but were two and a half
years old before the decision was even made that adoption was in
their best interests. While 38 per cent had one placement before
their adoptive placement, 18 per cent had two, 15 per cent had
three, and 14 per cent had six or more.?®

The history of adoption is one of constant invention of reasons
why it is not possible, or will not work, or of ways to deny, divert,
frustrate and sabotage the process. Some reasons are well worn
and constantly recycled. Should we not spend the resources pre-
serving the original family? says an old perennial,*’ as if this had
not been repeatedly tried, and had not repeatedly failed.?® The
British Agencies for Adoption and Fostering claim that around 26
per cent of its referrals involve black and mixed-race children, and
that there are not enough adoptive families for them — it being
‘particularly hard to find families for sibling groups of these chil-
dren’.* But BAAF hardly approves of transracial adoption.

Considering the discouragement they received, it is little short
of a miracle that there are any prospective adopters at all. Misun-
derstandings, at least, might be reduced if the promised ‘New Na-

25 ‘Children adopted from care in England: 2000/2001’, op. cit.

26 G. Ivaldi, Children adopted from care: an examination of agency adoptions, BAAF,
1998.

27 See C. Roberts, A. Warman, ‘Adoption and looked-after children; international
comparisons’, Family Policy Briefing 1, Department of Social Policy and Social
Work, University of Oxford, 2001.

28  Seereview of evidence in P. Morgan, Adoption and the Care of Children, IEA Health
and Welfare Unit Choice in Welfare Series No. 42, 1998.

29 Families and Adoption Family Briefing Paper 14, op. cit., p. 2.
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tional Standards’ emerge with ‘appropriate evidence-based crite-
ria for assessment of adopters’.3° It can hardly encourage adopters
to come forward if they must take on the birth parent(s) and all
their problems as well, given the emphasis on maintaining the
child’s ‘identity’ with contact — even where a natural father has
murdered the mother.3* Prospective adopters can always be
avoided by looking in the wrong places. Great hopes are vested in
‘gay men and women’ as an ‘under-used resource who could meet
the needs of particular children’.3* Just how many might be found
may be gauged from the facts that all of 0.1 per cent (or is it 0.2 per
cent?) of households are headed by a same-sex couple, and that a
large majority of homosexuals do not want children at all, with
‘gay culture’ being decidedly singles oriented.

The inclusion of Special Guardianship in the new Adoption
Bill promises to make child placement more gay friendly and,
more widely, provides another way of avoiding adoption. This has
been urged by those who want to firm up ‘permanent fostering’ in
order to give children more stability, without causing conflict or a
more decisive break with the original family.3* It lets children out
of care, and foster carers make decisions without ‘back-seat’

30 Ibid., p. 56.

31 Loweetal., op. cit.

32 Families and Adoption Family Briefing Paper 14, op. cit., p. 8.

33 K. Wellings et al., Sexual behaviour in Britain — the National Survey of Sexual Atti-
tudes and Lifestyles, Penguin, 1994; Hansard, House of Commons, 11 November
1997, col. 507 wa; Hansard, House of Commons, 11 May 2000, col. 471 wa; P.
Cameron and K. Cameron, ‘Homosexual Parents’, Adolescence, 31, 124, winter
1996;].]. Bigner and F. W. Bozett, ‘Parenting by Gay Fathers’, in F. W. Bozett and
M. B. Sussman (eds), Homosexuality and Family Relations, Haworth Press, New
York, 1990.

34 Foraprominent exponent of this view, see J. Thoburn, Review of Research Relating
to Adoption, Interdepartmental Review of Adoption Law: Background Paper No.
2, Department of Health, 1990.
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driving by social workers. But no formal ties are established with
other members of the family. It ceases at majority and the court
that grants guardianship can take it away. The essence of
guardianship is that it is not lifelong or permanent, so that
children here, and in other modes of long-term fostering, remain,
in important ways, outsiders. There may be some children —older,
with handicapped or sick parents, for example — for whom it is
appropriate. But this does not make it as generally desirable as
adoption or justify using it to replace adoption.

Antipathy to adoption, and its rarity, in Europe have now be-
come an element in the debate. The suggestion is that we must cut
back in order not to be out of step. It is difficult to extrapolate from
one culture to another, and the social differences between us and
our neighbours extend much farther than adoption. Moreover,
other countries may still place emphasis on other measures for un-
wanted children, such as institutions, which we should not emu-
late. In turn, citation of the Human Rights Act may become as
great an obstacle to adoption as the Children Act 1989. It is already
given as the reason why there cannot be circumstances, such as
gross physical or sexual abuse, identified in statute as situations in
which children’s restoration to the birth parent(s) need not be at-
tempted.

Since the question of whether we have gone too far is already
being raised, the slightly increased impetus towards adoption may
not be maintained. As there seemed no good reason for social ser-
vices to continue to handle adoption, when they are so uninter-
ested or even antagonistic, as well as ill equipped for the task, I
have suggested that responsibility be transferred to specialist
agencies. An argument against this is that adoption is just part of
the provision for the placement of children away from home,
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which includes fostering and residential care. In turn, this is re-
lated to the child protection function. I realise that I was not radi-
cal enough. The record of adoption, and children’s services
generally, as one of massive incompetence and shortcomings
raises the question of whether we need social work at all. Much
work is already being duplicated, and there is more that could be
done by policing, health and education agencies, as well as special-
ist bodies dealing with child placement. At most, this justified
little more than local children’s departments in the pre-Seebohm
mode.

Note: The statistics in the text relate to England only.
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6 IS IMPRISONMENT THE ANSWER?
Peter Wynarczyk

Introduction

Economists have been interested in crime and punishment issues
for more than two hundred years. Nevertheless, only in the last
three decades or so, following the seminal work of Becker," has the
literature blossomed. Attention has been focused on rationalising
and modelling criminal participation rates, measuring the social
costs of crime, exploring the appropriate and optimal choice of
punishment, examining the effectiveness of different law enforce-
ment agencies, and evaluating the feasibility of alternative crime
fighting strategies. On the punishment front, economists’ con-
cerns have largely been directed towards identifying deterrence
and incapacitation effects and calculating the costs, benefits and
welfare implications of different sanctions.

The dominant economic perspective on crime and law en-
forcement emanates from Chicago,” which advances a deterrence
model where criminals weigh up the benefits and costs of criminal

1 G.S. Becker, ‘Crime and Punishment: An Economic Approach’, Journal of Politi-
cal Econamy, 76,1968, pp. 169—217.

2 See P. Wynarczyk, ‘The Economics of Criminal Participation: Radical Subjec-
tivist and Intersubjectivist Critiques’, in E. Fulbrook (ed.), Intersubjectivity in Eco-
nomics: Agents and Structures, Routledge, London, 2002.
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participation. This economic approach explains much of the rise
in crime experienced in the US, England and Wales, and other ad-
vanced industrial economies since World War II. While the
eleven-fold increase in recorded crime in England and Wales be-
tween 1955 and 1992 (from less than half a million per year to 5.6
million) is understandable in terms of hoth a decline in deterrence
and a weakening of morality and social norms, related noteworthy
explanatory factors were the decline in the chances of detection, a
reduction in expected punishments, and the increasing opportu-
nities and gains to be had from crime. Evidence on police clear-up
rates, for example, suggests that they fell steadily during the pe-
riod in question, from well over 50 per cent in the 1950s, to around
40 per cent in the 1970s, to 25 per cent by 1992.3 As Murray* has re-
minded us, it became both much safer and more acceptable to par-
ticipate in crime in Britain post-1955.

If one of the key duties of the state is to protect its citizenry
from internal harm, as Adam Smith long ago realised, then the
record of the UK government on this front for most of the second
half of the twentieth century was one of failure. The degree of fail-
ure is illustrated by the rise in the early 1990s of both the fear of
crime within the community and the placing of crime at the top of
the political agenda. This led Dennis and Erdos® to conclude that
‘in the lifetime of a 77-year-old the average citizen has become 47

3 D.J.Pyle, Cutting the Costs of Crime, Hobart Paper 129, Institute of Economic Af-
fairs, London, pp. 18-19.

4 C.Murray, Does Prison Work?, Choice in Welfare 38, IEA, London, 1997.

5 N. Dennis and G. Erdos, Families without Fatherhood, IEA Health and Welfare
Unit, Choice in Welfare no. 12, London, 1993, p. 79.
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times more likely to be the victim of a crime against his or her per-
son or property’.

Post-1992 there has been a sea change in the willingness to
tolerate increasing crime and incivility. This transformation stems
partly from US experience and theory from the 1980s onwards, in-
cluding the growth in economic literature related to penal policy,
which often found itself at odds with the established conventional
wisdom within criminology. There has been a movement towards
a more punitive approach to criminal justice following what
Fukuyama® called ‘The Great Disruption’ of the 1960s to the early
1990s —a period characterised by rising crime and social disorder,
the decline of the family, and the erosion of trust.

Between 1980 and 2000 the US experienced a large growth in
the number of persons under correctional supervision (probation,
parole, jail and prison) from just over 1.8 million to almost 6.5 mil-
lion. By 1993 one man was incarcerated for every 50 in the work-
force, while another 2.6 men were on probation or parole (with
around 7 per cent of the male workforce under the supervision of
the US criminal justice system). The incarceration rate (for in-
mates under state and federal jurisdiction) has more than tripled
since 1980, up from 139 to 478 per 100,000. This represents an in-
crease in the US prison/jail population from just over 500,000 in
1980 to almost 2 million in 2000. For those who believe in deter-
rence and incapacitation effects, the results have been salutory.
For example, according to the BJS National Crime Victimisation
Survey (NCVYS), property crime rates in the US have fallen steadily
and significantly during the period under discussion (from an

6  F.Fukuyama, The Great Disruption, Profile Books, London, 1999.
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adjusted victimisation rate of above 500 per 1,000 households to
below 200). At the same time, violent crime rates remained flat for
most of the period (an adjusted victimisation rate of between 40
and 50 per 1,000 persons aged twelve and over) until followed by
a sustained fall post-1994 to below 30 per 1,000. American econo-
mists have been keen to highlight not only the deterrence and in-
capacitation effects from the increased likelihood and length of
imprisonment but also to calculate the social net benefits accruing
from imprisonment.

In England and Wales, as in the United States, there has also
been a noticeable increase in the prison population. In addition,
the dominant mood here echoes North American sentiment in
favour of the deterrent, incapacity, net social benefit and retribu-
tion aspects of prisons: there is less concern than there used to be
with the rehabilitation and reform of criminals. As Avio’ correctly
argues, while ‘in-prison investments in human capital and their
impact on recidivism remain unanalysed’, research over several
decades on the returns from inmate rehabilitation has produced
only inconclusive results, insufficient to overcome the Martinson
doctrine that scant evidence exists to support the supposed bene-
fits of rehabilitation programmes.

On the political front, an increasing emphasis was placed by
both Conservative and Labour governments on the need to lock
persistent criminals away in order to ‘give communities a break’.
In comparison with the United States, the prison population of
England and Wales grew more slowly, but nevertheless substan-
tially — from almost 44,000 in 1980 to just over 64,500 in 2000. In

7 K.L. Avio, ‘The Economics of Prisons’, European Journal of Law and Economics, 6,
1998, pp. 143-75.
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Great Britain as a whole, there was a sustained rise in the prison
population between 1993 and 1998, when it peaked at 71,000.

As in the US, supporters of the increased use of the prison op-
tion were able to point to an impact on crime. Between 1977 and
1992 the rate of recorded offences in England and Wales more
than doubled to reach 109 per 1,000 population. This was fol-
lowed by a steady decline to 86 in 1998/99. Under the same count-
ing rules, the total number of recorded offences fell from a peak of
5.6 million in 1992 to 4.5 million. After 1998/99 the counting rules
were changed to broaden the coverage of offences — resulting in
crime rates of 98 for 1998/99 and 101 in 1999/2000, with 5.1 mil-
lion offences now recorded for 1998/99 and 5.3 million for
1999/2000. By 2000 the incarceration rate for England and Wales
was 124 per 100,000 population, making it the second largest in
the European Community, closely following Portugal (127). Pyle®
suggested that a cost-effective crime reduction strategy might in-
volve increasing the likelihood and length of imprisonment rather
than increasing police numbers or improving labour market con-
ditions. Between 1993 and 2000 the average sentence length for
adults for indictable offences in England and Wales at the crown
court increased from 21.6 months to 24 months; in addition, in
2000 41 per cent of male sentenced prisoners were serving over
four years compared with 36 per cent a decade earlier.

Benefits and costs of imprisonment: does prison pay?

James Q. Wilson, in his classic Thinking about Crime,® argued that

8  D.J.Pyle, ‘The economics of crime in Britain’, Economic Affairs, 9, 1989, pp. 6—9.
9 J.Q. Wilson, Thinking about Crime, Vintage Books, New York, 1985.

91



IEA YEARBOOK OF GOVERNMENT PERFORMANCE 2002/2003

92

incapacitation works to reduce crime if three conditions are met;
namely: a significant number of offenders are repeat or persistent
offenders (which they are); a vacuum is left when offenders are
taken off the streets (usually true, except in such cases as drug turf
wars and prostitution); and offenders’ experience of prison does
not significantly enhance their future criminal productivity or
post-release activity (so prisons are not ‘universities of crime’).

Regarding the first condition, recidivist rates in England and
Wales remain stubbornly high (as they do in the US), with a re-
conviction rate of around 58 per cent within two years of dis-
charge, rising to 70 per cent plus within five to seven years.
Regarding the second, Wilson suggests, with good cause, that im-
prisoning one criminal does not usually lead to other free crimi-
nals committing more crimes. Finally, empirical evidence from the
US'™ points to a significant ‘criminogenic effect from imprison-
ment’ where negative training and negative labour-signalling
harm the future legitimate lifetime earnings and employment
prospects of offenders. This suggests that the consequences of any
substantial growth in the prison population will extend far into
the future. In addition, the long-run social capital of certain com-
munities may be severely damaged where imprisonment is ‘nor-
malised’ and the stigma associated with prison disappears.

Given that these conditions are met, Wilson" is led to con-
clude that ‘what remains is to find out how much crime is reduced
by sending offenders to prison and then to ask whether these gains
in crime reduction are worth the cost in prison space and (possi-
bly) in justice’. This question and its solution are principally mat-
ters of economic analysis.

10  Avio, op. cit.
11 Wilson, op. cit., p. 147.
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There are several key elements in examining the benefits and
costs from imprisonment. The first of these — estimating the num-
ber of offences an average criminal commits per year free on the
streets (the so-called ‘individual offence rate’, usually termed \) —
remains contestable in the criminology literature, although there
is an emerging consensus within the economics literature on crim-
inal participation rates. Individual offence rates vary significantly
for different kinds of offenders, with the distribution of offences
being highly skewed — so that a large number of offenders commit
a small number of offences and a small number of offenders com-
mit a large number of offences (‘super-baddies’). As Tarling"
showed for the UK, around 6 per cent of criminals account for
about half of crime (convictions). Early evidence from the US®
suggested that the top 10 per cent of offenders had individual of-
fence rates up to eighteen times larger than those at or below the
median figure. Among economists the present consensus is that
the average offence rate is between fifteen and twenty-one crimes
per year.'

12 R. Tarling, Analysing Offending: Data, Models and Interpretations, HMSO, Lon-
don, 1993.

13 P. Greenwood, Selective Incarceration, Rand Corporation, Santa Monica, 1982.

14 J.]. Dilulio, ‘Help Wanted: Economists, Crime and Public Policy’, Journal of Eco-
nomic Perspectives, 10, 1996, pp. 3-24; S. D. Levitt, ‘The Effect of Prison Popula-
tion Size on Crime Rates: Evidence from Prison Overcrowding Litigation’,
Quarterly Journal of Economics, 107, 1996, pp. 319-51; S. D. Levitt, ‘Using Electoral
Cycles in Police Hiring to Estimate the Effect of Police on Crime’, American Eco-
nomic Review, 87,1997, pp. 270—90; T. B. Marvell and C. E. Moody, ‘Prison Popu-
lation Growth and Crime Reduction’, Journal of Quantitative Criminology, 10,
1994, pp- 109—40; R. B. Freeman, ‘Why Do So Many Young American Men Com-
mit Crimes and What Might We Do about It?", Journal of Economic Perspectives,
10, 1996, pp. 25—42.
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The second factor to explore is the average cost per crime com-
mitted. Evidence drawn from the US, from the work of Dilulio and
Piehl, Levitt and Freeman," suggests a figure between $2,300 and
$3,000. Taking the upper bound of $3,000 and a mid-point of-
fence rate of 18 as a rough guide to the average cost of crime to so-
ciety per criminal per year gives a figure of $54,000. When we
compare this figure to the average annual cost of maintaining a
prisoner of around $24,000 in the US' we find that there are at
present significant net social gains to be made from incarceration
of the order of $30,000 per prisoner per annum.

Such average measures should be taken with care, since econo-
mists are more rightly concerned with the marginal benefits and
costs of incarceration. However, they do provide some support for
the expansion ofthe US prison population that has taken place. This
hasled Levitt'”to conclude that ‘In the absence of strong alternatives
to imprisonment at the present time, however, increased reliance
on incarceration appears to have been, and continues to be, an ef-
fective approach to reducing crime.” Without such rises, it is sug-
gested, both property crime and violent crime would have been
significantly higher in the US than is currently being experienced.
There are, of course, greater gains to be made from imprisoning
‘super-baddies’since the costs theyimpose on society are far higher,
with A in many cases above 200, leading to net social gains in excess
of $500,000. There is an opportunity here to lower crime dramati-
cally without the need to increase prison demands significantly.

15 J.J. Dilulio and A. M. Piehl, ‘Does Prison Pay?’, Brookings Review, 4, 1991, pp.
28-35; Levitt, 1996, op. cit.; Freeman, op. cit.

16 In1996 the average state inmate cost per year was $20,100 and the federal inmate
cost was $23,500.

17 Levitt, 1996, op. cit., p. 348.
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The evidence for England and Wales appears less strong and
less reliable (compared with the amount of research carried out in
this area by economists in the US). Tarling™® suggests a A of around
11.4 for 1990, which raises the question of why criminals in the US
should be more engaged in criminal activity than their UK coun-
terparts. Given that US estimates of A\ have tended to rise during
the last decade, there seems no adequate reason to assume that UK
criminals should be so much more ‘unproductive’ than their Amer-
ican counterparts. Assuming a \ at the bottom end of the US range
of 15, and accepting an average cost per crime of around £1,900
(the mid-point of the original US estimates), gives an average cost
to society per criminal per year of around £28,500. This is close to
the average annual cost per offender in prison of around £27,500
in 2000/01, suggesting that the prison population is tending to-
wards its most appropriate size (with regard to average net social
benefits). Of course, captured in these quite different average net
social benefits for the US and UK is the wide disparity in average
cost of incapacitation per prisoner per year, reflecting, in part, the
vintage and type of prisons used.

On deterrence and incapacitation

Recent work by Levitt' and Kessler and Levitt*® lends further

18 op. cit.

19 S. D. Levitt, ‘Why Do Increased Arrest Rates Appear to Reduce Crime: Deter-
rence, Incapacitation, or Measurement Error?, Economic Inquiry, 36, 1998,
pp. 353-72.

20 D. Kessler and S. D. Levitt, ‘Using Sentence Enhancements to Distinguish be-
tween Deterrence and Incapacitation’, Journal of Law and Economics, 42, 1999,
pp- 343-63.
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support to economists’ empirical evidence on the significant im-
pact of deterrence and incapacitation on criminal activity; it en-
deavours to distinguish between deterrence and incapacitation
effects in order to ascertain their respective contributions to
crime reduction. In the earlier piece, Levitt" examines the im-
pact of increased arrest rates on crime and accepts that ‘deter-
rence appears to be empirically more important than
incapacitation in reducing crime, particularly in the case of prop-
erty crimes’. With regard to property crime, he suggests that de-
terrence effects account for more than 75 per cent of the
observed effect of arrest rates on crime. This has an important
public policy spin-off: an over-reliance on incapacitation effects
would lead to a rising prison population composed of increas-
ingly ageing, low-risk inmates, posing little threat; whereas
strong deterrence effects can lead to a reduction in total time
served by reducing the number of criminal acts by far more than
the increased periods served in prison.

Incapacitation is at its most effective when it occurs during
an offender’s active criminal career. According to UK data, the
average length of a male criminal career is around 4.3 years and
for females 1.3 years. The peak age for offending is the same for
males and females, at eighteen years. About 60 per cent of male
offenders and 8o per cent of female offenders have criminal ca-
reers of less than one year. Criminal activity declines steeply
with age. But 20 per cent of male offenders have a criminal ca-
reer of at least ten years’ duration, and it is they who should be
targeted most.

21 Levitt, 1998, op. cit., p. 370.



IS IMPRISONMENT THE ANSWER?

Kessler and Levitt** also examined the impact of sentence en-
hancements, such as the three-strike laws, in the US. They found
evidence of both significant deterrence and incapacitation effects
resulting from the recent use of sentence enhancements (these im-
pose ‘mandatory, statutory increases in prison sentences on indi-
viduals who were already going to be incarcerated’), and they go
on to suggest that an increasing reliance on sentence enhance-
ments may represent ‘an effective means of reducing crime’ and an
attractive public policy option. This is because such measures tar-
get the ‘most frequent and dangerous offenders’, who are likely to
impose the greatest crime-related costs if free and provide the
greatest net social gains if imprisoned. Not only is there an identi-
fiable deterrence effect but also a pronounced incapacitation effect
in relation to persistent and serious offenders.

Conclusions

A large body of empirical evidence exists to support economists’
arguments that crimes are deterred by both the likelihood and
severity of punishment. Increased incidence and length of impris-
onment serve to increase the costs that potential criminals face
and affect criminal activity by reducing crime.

The answer to the question ‘Does prison work?" depends
largely upon what one wants prison to achieve. Economists tend to
be more positive about it because they concern themselves less
with issues of rehabilitation and retribution than with deterrence
and incapacitation effects: they are concerned also to evaluate the

22 op.cit.
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costs, benefits and welfare implications of imprisonment com-
pared with alternative crime reduction strategies. Evidence ad-
vanced here, and the pronounced lack of viable policy alternatives,
suggest that the increased use of prison sentences, at present and
in the recent past, makes a great deal of sense.

Useful Internet sites

National Statistics www.statistics.gov.uk

Home Office (Criminal Justice System) www.criminal-justice-
system.gov.uk

Prison Service www.hmprisonservice.gov.uk

Bureau of Justice Statistics www.ojp.usdoj.gov/bjs

The Charts section of this Yearbook, part 5, contains statistics on
law, order and public safety.
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UK public expenditure as a share of gross domestic
product (GDP)

The UK is torn between the challenge of further economic liberali-
sation and the deceptive lure of a tax-financed boost to public ser-
vices. The striking reforms and ownership changes of the 1980s
and early 1990s have set the UK apart from the majority of its EU
partners, briefly tempting a comparison with the leanness of pub-
lic provision in the US (Figure 1a). Yet the opportunities for further
extension of consumer choice, afforded by robust economic
growth over the past four years, have been spurned. While tradi-
tional fiscal reprobates such as Sweden, Italy and Belgium have
taken impressive strides to slim down their public sectors (Figure
1b), the UK’s agenda has been shifting in the opposite direction.
The government’s Comprehensive Spending Review of July 2000
and subsequent Budget statements have set a course for real pub-
lic spending to grow more rapidly than the typical growth of GDP
for the next three years, based on the apparent belief that health
and education are public goods.

Figure Ta: General government expenditure as a percentage of nominal
GDP

Sources: OECD Economic Outlook, various issues (US and EU-15). National Statistics
Statbase, www.statistics.gov.uk/statbase/, and HM Treasury Budget 2001, HC 279
(UK). UK data codes: QYXI and YBHA.

Figure Tb: Change in government spending as a percentage of nominal
GDP between 1997 and 2001, percentage points
Source: OECD Economic Outlook 69, June 2001, Annex table 28.



UK PUBLIC EXPENDITURE AS A SHARE OF GDP

Figure 1a UK turns its back on small government
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International comparisons of the public-sector share of
GDP

Each nation’s public expenditure commitments have been accu-
mulated at different times and as a result of particular crises and
political events. Italy, for example, still suffers the burden of heavy
debt service costs which are a legacy of excessive public spending
and poor fiscal management in the 1970s and 1980s. The UK’s
main obstacle to a slimmer state is its large and immensely com-
plex social security system (Figure 2a). Perceived shortcomings in
public commitments to health and education in an EU context are
trivial by comparison. A broader and more significant issue con-
cerns the optimum size of government in a mature developed
economy during peacetime. The extent of the divergence shown in
Figure 2b should allay concerns that the UK public sector has even
approached the lower limits of viability. Among newly industri-
alised nations with respectable standards of education and health-
care (and lower crime rates) there are examples of even smaller
public sectors.

Figure 2a: Composition of OECD general government total outlays in 1997
Source: OECD Economic Outlook 69, June 2001, Annex tables 28 and 33 (total outlays
and net debt interest). OECD Social Expenditure (SOCX) Database, 2000 ed. (health
and social security). OECD Education at a Glance, 2001 ed., table B2.1a (education).

Figure 2b: General government expenditures as a percentage of nominal
GDP: OECD projections for 2001
Source: OECD Economic Outlook 69, June 2001, Annex table 28.



COMPARISONS OF THE PUBLIC-SECTOR SHARE OF GDP

Figure 2a How UK public spending stacks up internationally
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Evolution of UK public spending as a share of GDP

A lasting reduction in the size of government is achieved when the
ownership of assets and proprietary control of an economic activ-
ity are transferred into the private sector. By contrast, Figure 3a
demonstrates how little of the steep ascent in the share of UK pub-
lic sector expenditure on consumption has been reversed over the
past 20 years. The trough of 35.9 per cent of GDP in 2000 was mar-
ginally higher than that of 1989, and government plans are ex-
pected to raise the proportion to 37.5 per cent by 2003. There is a
great temptation to relax public expenditure constraints when the
economy is buoyant and entitlement to benefits is correspond-
ingly low. However, public spending on social security and social
services is surprisingly responsive to private-sector economic ac-
tivity. The experiences of 1952, 1973—4, 1980-1 and 19901 (Figure
3b) give ample evidence of the way in which the current spending
share can ratchet upwards by 4 percentage points or more during
a recession. Should the global economic downturn prove to be se-
vere, the UK could soon be faced with a much higher public spend-
ing ratio than 37.5 per cent.

Figure 3a: Share of UK general government total outlays and current
expenditures in nominal GDP, percentages

Sources: National Statistics Statbase, www.statistics.gov.uk/statbase/, UK data codes
EBFT, ANLT and YBHA, and United Kingdom National Accounts 2001, table 11.3.

Figure 3b: Share of UK general government current expenditure in GDP
versus real annual percentage growth of private sector expenditure
Sources: National Statistics Statbase, www.statistics.gov.uk/statbase/, UK data codes
ANLT, YBHA, YBIK and NMRU.



EVOLUTION OF UK PUBLIC SPENDING AS A SHARE OF GDP

Figure 3a  How high would UK current spending be in a recession?
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How the composition of UK public spending has
changed

Beneath the surface of UK public spending, there have been a num-
ber of large compositional shifts since the late 1980s. The greatest
of all has been the extension of social security and social services
expenditure, denoted in Figure 4a as social protection. No govern-
ment has set out to boost the share of social protection, yet none
has restrained it successfully. By contrast, health has been a consis-
tently high priority for all governments. Another beneficiary of the
shuffling process has been the growth in the administration of gov-
ernment, including the costs of establishing regional assemblies,
gathered under the heading ‘general public services’. Surprisingly,
education has captured a very small addition to its share since
1987, smaller even than the reallocation to public order and safety.

The largest reduction in public spending has arisen as the UK
has claimed a share of the global peace dividend by effectively
freezing the defence budget in real terms. This is reflected in Fig-
ure 4b. Successive governments have also achieved significant sav-
ings in property management costs and as a result of the transfer
of local authority housing into private hands. The abandonment
of overt regional policy and the shrivelling of the trade and indus-
try ministry is a fourth area of significant saving.

Figure 4a: Change in the composition of UK public expenditure by
classification of function between 1987 and 2000

Sources: National Statistics Statbase, www.statistics.gov.uk/statbase/, and United
Kingdom National Accounts 2001, table 11.2. UK data codes: QYWW, QYWX,
QYWY, GVEU, QYXE, QYXD, QYXA, QYXC, QYXZ, QYXB, NMYX and QYXI.

Figure 4b: Percentages shares of defence and health in general
government expenditure excluding debt interest
Source: National Statistics United Kingdom National Accounts, various years.



HOW THE COMPOSITION OF UK PUBLIC SPENDING HAS CHANGED

Figure 4a Winners and losers in the UK public spending stakes
in 2000 versus 1987
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How UK taxes are raised and where the money goes

The financing of public expenditure is predominantly through
taxation. After netting off the £6.3bn of UK taxes paid direct to the
EU, domestic tax revenues formed 93.7% of government receipts in
2000. Most types of tax revenue are blended together in the gov-
ernment’s accounts. Non-domestic (i.e. business) rates and coun-
cil tax are exceptional in that they are collected and spent by local
authorities rather than central government. While the UK does
not earmark particular tax revenues for particular spending pur-
poses, it is useful to consider the relative magnitudes of taxes and
expenditures, shown in Figures 5a and 5b.

The social protection budget, at £143.9bn in 2000, was notion-
ally financed by household income tax and National Insurance
contributions (£131.6bn) plus council tax (£13.8bn). VAT revenues
would pay for the health, housing and environmental protection
budgets, while receipts of Customs and Excise duties would almost
exactly cover the education budget.

Figure 5a: Composition of taxes paid by UK residents in 2000
Source: National Statistics United Kingdom National Accounts 2001, table 11.1.

Figure 5b: Composition of UK public expenditure by classification of
function in 2000
Source: As for Figure 4a.



HOW UK TAXES ARE RAISED AND SPENT

Figure 5a Taxes in 2000: every which way but loose
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International comparisons of the overall tax burden

Whereas the UK government expenditure ratio in 2001 was
around 9 per cent of GDP lower than in 1981, this is not true of the
aggregate measure of the tax burden. Using data provided by Na-
tional Statistics, rather than that reported in the Treasury’s Red
Book, the ratio of total taxes and compulsory social security (Na-
tional Insurance) contributions to GDP reached about 38 per cent
in 2001, less than 1 per cent shy of the record 38.8 per cent in 1982.
Government projections of the tax burden (Figure 6a) use a defin-
ition that nets off the new-style income tax credits (such as Work-
ing Families Tax Credit), treating these in-work benefits as
negative taxation. The 2001 Red Book projects a fall in the net tax
ratio of 0.5 per cent to 37 per cent by 2005/06. In conjunction with
the rising spending trend, this implies a steadily worsening fiscal
balance and a return to deficit finance. The magnitude of the chal-
lenge is evident from the fact that tax burdens have risen in most
other OECD countries since 1996 (Figure 6b), including the US,
Germany, France and Canada.

Figure 6a: Total tax revenues and compulsory social contributions as a
percentage of GDP

Source: OECD Revenue Statistics, 1965-2000 (US, Sweden and EU-15), National Statis-
tics Statbase, www.statistics.gov.uk/statbase/, and HM Treasury Budget 2001, HC
279 (UK). UK data codes: GDWM (annual) or GCSU, YBHA (quarterly).

Figure 6b: Change in total tax burdens between 1996 and 2000, expressed
in percentage points
Sources: As Figure 6a.



INTERNATIONAL COMPARISONS OF THE OVERALL TAX BURDEN

Figure 6a Tax burdens are rising almost everywhere
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International composition of the tax burden

Figure 7a UK poised to enter the tax-gatherers’ Top 10

Tax revenue, excluding social Compulsory social security

security, as % of GDP in 1999 payments as % of GDP in 1999
Denmark 48.3 Czech Republic 17.6
Sweden 39.0 Netherlands 16.8
New Zealand 35.6 France 16.6
Finland 34.4 Austria 15.1
Canada 33.0 Germany 14.8
Norway 31.4 Belgium 14.5
Belgium 31.2 Hungary 13.2
Italy 30.9 Sweden 13.2
Australia 30.6 Italy 12.3
United Kingdom 30.1 Spain 12.2
France 29.3 Switzerland 12.2
Austria 28.9 Finland 11.8
Ireland 28.1 Greece 11.5
Hungary 26.0 Norway 10.2
Greece 25.6 Poland 9.9
Portugal 25.6 Japan 9.7
Netherlands 25.3 Portugal 8.7
Poland 253 United States 6.9
Germany 229 United Kingdom 6.2
Spain 22.9 Canada 5.2
Czech Republic 22.7 Ireland 4.2
Switzerland 22.2 South Korea 4.1
United States 22.0 Mexico 3.0
South Korea 19.5 Denmark 2.1
Japan 16.4 Australia 0.0
Mexico 13.8 New Zealand 0.0

The UK already gathers an amount of tax comparable to that
levied in France, Italy and Belgium, but sets a much lower rate of
compulsory social security payments. Despite the deliberate
switch towards indirect taxation in the early 1980s, the UK exche-
quer remains heavily dependent on income, profits and property
taxation, as is the case in the US, Canada and Sweden (Figure 7b).

112



INTERNATIONAL COMPOSITION OF THE TAX BURDEN

Figure 7b UK combines American direct tax take with European
indirect tax burden

Taxes on income, profits and property Taxes on goods and services as

as % of GDP in 1999 % of GDP in 1999

Denmark 31.4 Denmark 16.3
Sweden 23.6 Hungary 15.8
Canada 22.6 Norway 15.5
New Zealand 22.5 Finland 14.3
Australia 21.0 Portugal 14.2
Finland 20.1 Greece 13.6
Belgium 19.1 Poland 13.2
United Kingdom 18.1 Czech Republic 13.1
United States 17.3 New Zealand 12.9
Italy 16.7 Ireland 12.4
Norway 15.9 Austria 12.4
Ireland 15.4 France 12.3
Switzerland 15.4 Italy 11.9
France 14.2 Netherlands 11.8
Austria 13.2 United Kingdom 11.7
Netherlands 12.8 Belgium 11.6
Germany 12.1 Sweden 11.2
Spain 12.1 Germany 10.6
Poland 11.8 Spain 10.5
Greece 1.7 South Korea 9.5
Japan 1.1 Canada 9.4
Portugal 11.0 Mexico 8.6
Hungary 9.7 Australia 7.6
Czech Republic 9.6 Switzerland 6.8
South Korea 9.0 Japan 53
Mexico 5.1 United States 4.7

Figure 7a: Total tax revenue and compulsory social security payments as a
percentage of GDP for OECD countries in 1999
Source: OECD Revenue Statistics, 19652000, tables 4 and 14.

Figure 7b: Direct and indirect tax revenues as a percentage of GDP for
OECD countries in 1999
Source: OECD Revenue Statistics, 1965—2000, tables 8, 22 and 25.
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Alternative measures of the UK tax burden over time

While international comparisons of the aggregate tax burden are
most commonly made using total revenues to GDP at market
prices, there are plenty of other plausible definitions. David
Smith’s essay in the first section discusses some of the other con-
tenders in the UK context. Figure 8a illustrates the effect of ex-
changing GDP at market prices for Gross Value Added (GVA) at
basic prices. The argument for using basic rather than market
prices is that market prices include the net influence of indirect
taxes and subsidies. Hence, a supposedly neutral switch from di-
rect to indirect taxation would inflate GDP at market prices and
deflate the tax burden on this measure. In the interests of neutral-
ity between income- and expenditure-based taxes, many commen-
tators prefer to use GVA at basic prices as the denominator. This
leads not only to a higher estimate of the tax burden but, for the
UK, to a record tax burden in 2000.

Figure 8b repeats the exercise using measures of taxation, GDP
and GVA that exclude the UK’s offshore oil production sector,
sometimes referred to as the North Sea oil sector or the UK Conti-
nental Shelf. During the late 1970s and early 1980s, the contribu-
tion of the offshore oil industry increased sharply and distorted
macroeconomic aggregates.

Figure 8a: Measures of the total UK tax burden in terms of GDP at market
prices and GVA at basic prices

Source: National Statistics Statbase, www.statistics.gov.uk/statbase/. UK data codes:
GCSU, YBHA and ABML.

Figure 8b: Measures of the non-UKCS tax burden in terms of GDP at
market prices and GVA at basic prices

Sources: National Statistics Statbase, www.statistics.gov.uk/statbase/, Williams de
Broé calculations of historical UKCS tax revenues. UK data codes: GCSU, YBHA,
ABML and AHWL.



ALTERNATIVE MEASURES OF THE UK TAX BURDEN OVER TIME

Figure 8a UK tax burden heading for higher highs
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Figure 8b Offshore oil activities do not change the picture
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The evolving composition of the UK tax burden

The composition of UK taxation tilted strongly towards direct
taxes between the late 1940s and the early 1970s, owing mainly to
the sharp rise in the share of National Insurance contributions.
The cyclicality of income tax explains some of the irregularity
shown in Figure 9a. At strong cyclical peaks in GDP, income tax re-
ceipts tend to rise more rapidly than nominal GDP and overall tax
revenues. Subsequently, the addition of household income taxes,
council tax, corporate taxes (including Petroleum Revenue Tax
and the windfall tax on privatised utilities) accounted for a declin-
ing share of total taxation until the early 1990s. However, a rever-
sal is under way which has restored the overall direct tax take —
income and wealth taxes plus social security contributions — to
more than 60 per cent of the total.

Value Added Tax and Customs and Excise duties form the
backbone of taxes on production and imports, and their share has
stabilised at around 37 per cent since the VAT rate was lifted to 17.5
per cent. Capital taxes, mostly inheritance tax (Figure 9b), have
dwindled to insignificance while taxes paid direct to the EU ac-
count for the final 2 per cent of the total. The UK has resisted at-
tempts to forgo the partial rebate of its contributions, which was
negotiated by Margaret Thatcher in the 1980s, but the gathering
pressures on the EU’s budget may demand a larger UK propor-
tionate contribution in the coming decade.

Figure 9a: Principal sources of UK tax revenue as a percentage of the total
Source: National Statistics Statbase, www.statistics.gov.uk/statbase/. UK data codes:
NMBY, NMYH and NMZL.

Figure 9b: Subsidiary sources of UK tax revenue as a percentage of the total
Source: National Statistics Statbase, www.statistics.gov.uk/statbase/. UK data codes:
AIIH, FJWB and NMGI.



THE EVOLVING COMPOSITION OF THE UK TAX BURDEN

Figure 9a UK income and property taxes have made a comeback
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Figure 9b Burden of UK taxes paid to EU is stable, but for how long?
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How the UK'’s public debt burden compares

Figure 10a shows that the UK is an extremely rare example of a
large developed country with a lower public debt burden in 2001
than in the mid-1980s. Nevertheless, the US has shown a much
more impressive record since the early 1990s recession, as rapid
economic growth and buoyant tax revenues have carried the over-
all public-sector budget into surplus and created the opportunity
for significant debt repayment. The impact of stronger GDP
growth in the second half of the 1990s enabled EU governments to
reduce their proportionate debt burdens almost everywhere, in
stark contrast to Japan, where liabilities have escalated sharply to
130 per cent of GDP in 2001. The recent reduction in the UK pub-
lic-sector debt burden is unexceptional.

Four years on from the deadline for the evaluation of the Maas-
tricht criteria for government deficits and debt, Italy and Belgium
have converged little towards the 60 per cent ‘qualifiying’ upper
limit. Greece, joining in 2001, is the third member of the centenary
club. With so many countries still very close to 60 per cent debt ra-
tios after four years of consistent, if unspectacular, economic
growth, there is scope for concern that an economic downturn
would inflict widespread breaches of fiscal discipline. The UK is in
a much more secure fiscal position, but has little capacity to raise
revenue from future asset sales, in contrast to other EU countries.

Figure 10a: Government gross financial liabilities as a percentage of
nominal GDP
Source: OECD Economic Outlook 69, June 2001, Annex table 31.

Figure 10b: General government gross public debt as a percentage of
nominal GDP using the Maastricht definition
Source: OECD Economic Outlook 69, June 2001, Annex table 61.



HOW THE UK’S PUBLIC DEBT BURDEN COMPARES

Figure 10a UK public debt burden has eased little in buoyant 1990s
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Figure 10b Centenary club still years away from Maastricht criteria
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UK public-sector and national balance sheets

In 1976, the UK public sector owned 30 per cent of the tangible as-
sets on the national balance sheet and accounted for about one-
sixth of national net worth. The difference between the two
measures is represented mainly by the outstanding stock of gilt-
edged securities and National Savings instruments. The extensive
privatisation programme and discounted residential property
sales eroded the tangible share significantly during the 1980s, but
the decline in the public-sector share of national net worth ratio is
a more recent development. After the recession of 1990-2, the
public finances fell into disrepair and heavy government borrow-
ing drove an increasing wedge between the two measures.

In 1997, the Labour government adopted a new fiscal frame-
work that included a commitment to a golden rule whereby public
borrowing is used only for investment and not to fund current
spending. Since 1997, there has been a gradual increase in the pub-
lic-sector share of national net worth. Additional taxation, notably
on the privatised utilities and the pension funds, contributed to
the strengthening of the public-sector balance sheet (Figure 11a).
However, this improvement in the public sector’s net financial as-
sets (Figure 11b) has been largely at the expense of the UK private
sector, leaving net international assets at 12 per cent of GDP by
end 2000.

Figure 11a: Public-sector shares of national tangible wealth and national
net worth expressed as percentages

Source: National Statistics Statbase, www.statistics.gov.uk/statbase/. UK data codes:
CGXE, CGTY, CGRE and CGDA.

Figure 11b: Sectoral composition of UK net financial assets, expressed as a
percentage of nominal GDP

Source: National Statistics Statbase, www.statistics.gov.uk/statbase/. UK data codes:
CGSA and NQFT.



UK PUBLIC-SECTOR AND NATIONAL BALANCE SHEETS

Figure 11a UK public-sector asset ownership turns the corner
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Figure 11b UK public-sector balance sheet improves at
expense of the private sector
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UK economic freedom on an international comparison

The Heritage Foundation in Washington, DC, and the Fraser In-
stitute in Vancouver, BC, publish annual compendium volumes
containing composite measures of economic freedom. Both the in-
gredients and the methods used are slightly different, but Hong
Kong, Singapore and New Zealand occupy the top three rankings
in the latest edition of both publications. Figures 12a and 12b use
the Fraser Institute’s publication Economic Freedom of the World be-
cause of its historical dimension and the addition of a more com-
prehensive index for 58 countries. The main index, reported in
Figure 12a, combines objective indicators of the consistency of in-
stitutional arrangements and policies with economic freedom in
seven key areas. These include: size of government, economic
structure and use of markets, monetary policy and price stability,
legal structure and security of private ownership.

Figure 12a demonstrates the UK’s significant progress between
1980 and 1990 and the further gradual improvement in the follow-
ing decade. The Fraser Institute ranks the UK fourth in the world,
while the Heritage Foundation’s 2002 index places the UK ninth
equal, alongside Chile and Australia. The Fraser Institute’s more
comprehensive index, incorporating survey data to fill some of the
information gaps, lifts the US above the UK (Figure 12b) and as-
signs the UK fifth place in the world ranking. Declines in scores
among large developed nations are rare, but Japan is one example.

Figure 12a: Fraser Institute Index of Economic Freedom, scores out of 10
Source: J. Gwartney, C. Skipton and R. Lawson, Economic Freedom of the World, 2001
Annual Report, Fraser Institute, Canada, 2001.

Figure 12b: Fraser Institute’s More Comprehensive Index of Economic
Freedom, scores out of ten
Source: As Figure 12a.



UK ECONOMIC FREEDOM ON AN INTERNATIONAL COMPARISON

Figure 12a UK has an excellent score ... for now
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Figure 12b Leaders of the free world
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The UK'’s international creditworthiness ranking

Institutional Investor magazine has conducted a biannual survey of
the creditworthiness of sovereign nations since 1983. Those sur-
veyed are senior economists and sovereign risk analysts at leading
global banks, money management and securities firms. Respon-
dents grade each country on a scale of zero to 100, with top marks
awarded to countries that have the lowest probability of default.
Participants are not allowed to rate their home countries. The re-
sponses are weighted to give prominence to the opinions of insti-
tutions with greater worldwide exposure and sophisticated
country analysis systems.

Figure 13a describes the progress of the credit rating index
since 1995, in order to highlight the impact of recent financial mar-
ket turbulence. Since September 2000, global creditworthiness
has drifted lower, but the UK has resisted this trend. The UK
recorded its best score in the September 2001 survey, and occupies
a commendable seventh place (Figure 13b) in the world rankings.
The most notable change in recent years is the demotion of Japan
from among the élite rankings to a dismal thirteenth. Switzerland
and Germany are still regarded as the standard bearers of credit-
worthiness.

Figure 13a: Recent development of the Institutional Investor global
creditworthiness rating index, based on the lowest probability of default =
100

Source: Institutional Investor, various issues.

Figure 13b: Ranking of the Institutional Investor global creditworthiness
rating index at September 2001, based on the lowest probability of
default = 100

Source: Institutional Investor, September 2001, pp. 131-6.



THE UK’S INTERNATIONAL CREDITWORTHINESS RANKING

Figure 13a UK creditworthiness still among the best in the world ...
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Figure 13b ... but the continentals lead the way
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UK competitiveness on an international comparison

The International Institute for Management Development (IMD)
produces an annual ranking of international competitiveness
under the title World Competitiveness Scoreboard. As with the
Index of Economic Freedom, IMD has a rival in the World Eco-
nomic Forum, which has published a Global Competitiveness Re-
port each year since 1979. IMD’s Yearbook measures and
compares the extent to which a country provides an environment
that fosters the domestic and global competitiveness of the com-
panies operating within its borders. The IMD scores are con-
structed as a synthesis of objective and survey indicators, drawn
from a panel of more than 3,500 executives. Figure 14a sets out the
recent evolution of the overall competitiveness rankings, with the
US gaining top spot in each of the past five years. Finland and Swe-
den have made impressive progress, but the UK’s placing has dete-
riorated to ninteteenth in 2001 from ninth in 1997. The leading
placings on the IMD’s 2001 scoreboard are shown in Figure 14b.

The World Economic Forum looks more kindly on the UK,
awarding a world rank of seventh for current competitiveness in
2001 and twelfth for growth competitiveness, as against eighth in
2000. The UK'’s loss of status in the competitiveness rankings
clearly has something to do with currency valuation, but the regu-
latory environment and the costs of doing business have also con-
tributed to a weaker showing.

Figure 14a: IMD World Competitiveness rankings, 1997-2001
Source: www.imd.ch/wcy/ranking/pastresults.html.

Figure 14b: IMD World Competitiveness Scoreboard, 2001
Source: www.imd.ch/wcy/ranking/ranking.html.
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INTERNATIONAL COMPARISON

Figure 14a UK begins to lose its competitive advantage
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The long view of UK GDP per capita

Figure 15 UK income per head fails to keep pace with the world’s best

1870 1913 1950

1 Australia 100 1 Australia 100 1 USA 100
2 UK 88 2 USA 93 2 Switzerland 95
3 Netherlands 76 3 New Zealand 90 3 New Zealand 88
4 New Zealand 74 4 UK 86 4 Australia 78
5 Belgium 74 5 Canada 78 5 Canada 78
6 USA 67 6 Switzerland 75 6 Denmark 73
7 Switzerland 60 7 Belgium 74 7 UK 72
8 Denmark 55 8 Netherlands 71 8 Sweden 70
9 Germany 52 9 Denmark 68 9 Netherlands 63
10 France 51 10 Germany 67 10 Norway 57
11 Austria 51 11 France 61 11 Belgium 57
12 lIreland 49 12 Austria 61 12 France 55
13 Canada 47 13 Sweden 54 13 Germany 45
14 Sweden 46 14 lreland 48 14 Finland 44
15 ltaly 41 15 ltaly 45 15 Austria 39
16 Norway 39 16 Norway 44 16 ltaly 37
17 Spain 38 17 Spain 39 17 lreland 36
18 Finland 31 18 Finland 37 18 Spain 25
19 Portugal 27 19 Greece 28 19 Singapore 23
20 Greece 25 20 Japan 24 20 HongKong 23
21 Japan 20 21 Singapore 22 21 Portugal 22
22 22 Portugal 22 22 Japan 20
23 23 South Korea 16 23 Greece 20
24 24 Taiwan 13 24 Taiwan 10
25 25 25 South Korea 8

The UK’s relative economic decline has been under way for a very
long time, as Figure 15 confirms. The basis of comparison is real

GDP per person, scaled each year to the best performance. UK real

income per capita in 1999 was almost six times the 1870 level, and

yet its ranking slipped from second to seventeenth over this pe-
riod. Prior to 1950, the UK retained an advantage over the other
large European countries, but in the 1970s seven western Euro-
pean nations overtook the UK. Ireland, Austria, Norway, Hong



THE LONG VIEW OF UK GDP PER CAPITA

1973 1999

1 Switzerland 100 1 USA 100
2 USA 92 2 Norway 85
3 Canada 76 3 Singapore 84
4 Denmark 77 4 Denmark 80
5 Sweden 74 5 Switzerland 77
6 Germany 72 6 Canada 76
7 France 72 7 Australia 75
8 Netherlands 72 8 Netherlands 74
9 Australia 70 9 Japan 73
10 New Zealand 69 10 Germany 73
11 Belgium 67 11 HongKong 73
12 UK 66 12 France 72
13 Japan 63 13 Belgium 71
14 Norway 62 14 Ireland 71
15 Austria 62 15 Sweden 69
16 Finland 61 16 Austria 69
17 ltaly 58 17 UK 68
18 Spain 48 18 Finland 68
19 Greece 42 19 ltaly 64
20 Portugal 40 20 Taiwan 56
21 HongKong 39 21 New Zealand 55
22 Ireland 38 22 Spain 53
23 Singapore 33 23 South Korea 48
24 Taiwan 23 24 Portugal 48
25 South Korea 16 25 Greece 42

Kong, Japan and Singapore had all leapfrogged the UK by 1999. In
every sub-period, the UK has had a below-average GDP growth
rate, but the growth deficit was the smallest for the most recent pe-

riod, 1973-99.

Figure 15: Rankings of real GDP per capita at various dates. The highest
value at each date forms the basis of the index, highest = 100
Source: N. Crafts, Britain’s Relative Economic Decline, 1870-1999, London School of Eco-

nomics mimeo, September 2001.
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UK productivity growth on an international comparison

Figure 16 UK productivity gap has been closing

1870 1913 1950
1 Australia 100 1 Australia 100 1 USA 100
2 UK 80 2 USA 93 2 Canada 77
3 Netherlands 76 3 Canada 81 3 Australia 67
4 USA 70 4 UK 78 4 Switzerland 66
5 Belgium 68 5 Netherlands 75 5 Netherlands 53
6 Switzerland 56 6 Belgium 67 6 Sweden 53
7 Canada 53 7 Denmark 64 7 UK 51
8 Germany 50 8 Germany 64 8 Belgium 46
9 Denmark 49 9 Switzerland 60 9 Denmark 45
10 Austria 43 10 Austria 53 10 Norway 41
11 France 43 11 France 53 11 France 41
12 Sweden 38 12 Sweden 47 12 Germany 37
13 Norway 35 13 Norway 40 13 Finland 31
14 ltaly 33 14 ltaly 39 14 ltaly 30
15 Finland 27 15 Finland 34 15 Austria 30
16 Japan 14 16 Japan 20 16 lIreland 24
17 Japan 21
18 Singapore 20
19 Greece 19
20 Portugal 19
21 Spain 18
22 HongKong 12
23 South Korea 10
24 Taiwan 8

Professor Crafts notes that, in considering relative levels of eco-

nomic welfare, it is important to examine how much work effort is
needed to produce GDP. Crafts estimates that annual hours
worked per person employed in the UK fell from 2,984 in 1870 to
2,2241in 1950 and 1,732 in 1996. By contrast, in South Korea, the av-
erage work year increased from 2,200 hours in 1950 to 2,453 in

1996. Using hours worked rather than population head count as
the denominator, the overall growth rate of UK productivity per
hour is greater than for GDP per person. While Britain’s relative



UK PRODUCTIVITY GROWTH ON AN

INTERNATIONAL COMPARISON

1973 1996

1 USA 100 1 Norway 100
2 Netherlands 81 2 Netherlands 98
3 Canada 79 3 Belgium 93
4 Switzerland 79 4 France 91
5 Sweden 77 5 Germany 89
6 Australia 74 6 USA 84
7 Belgium 72 7 ltaly 82
8 Germany 71 8 Denmark 79
9 Denmark 71 9 Sweden 77
10 France 69 10 Ireland 76
11 Austria 65 11 Australia 76
12 Norway 61 12 Austria 75
13 UK 60 13 Canada 74
14 ltaly 58 14 Spain 72
15 Finland 53 15 Switzerland 72
16 Spain 46 16 UK 69
17 Greece 45 17 Finland 68
18 Japan 44 18 Japan 62
19 Portugal 41 19 Hong Kong 57
20 lIreland 38 20 Singapore 53
21 Singapore 29 21 Greece 51
22 HongKong 29 22 Taiwan 49
23 Taiwan 19 23 Portugal 42
24 South Korea 15 24 South Korea 36

economic decline is no less marked, the multiple of productivity
between the two dates is 8.9 rather than 6. The UK improves from
achieving only 51 per cent of the world’s best performance in 1950
to 60 per cent in 1973 and 69 per cent in 1996, and remains ahead

of Japan, Hong Kong and Singapore.

Figure 16: Rankings of real GDP per hour worked at selected dates. The
highest value at each date forms the basis of the index, highest = 100
Source: N. Crafts, Britain’s Relative Economic Decline, 1870-1999, London School of Eco-

nomics mimeo, September 2001.
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International comparison of working-age benefits

Professor Frank Castles of Edinburgh University has used the
SOCX database to distinguish three distinct models of state wel-
fare provision. First, a western European social security model that
devotes around 60 per cent of combined public health and social
security spending to income replacement (i.e. state pensions and
out-of-work benefits), 35 per cent to poverty alleviation and
healthcare, and a residual amount to the newer special needs cate-
gories. Second, an English-speaking poverty alleviation model, in
which income replacement takes about 45 per cent, poverty allevi-
ation between 50 per cent and 55 per cent. Third, a Scandinavian
state services model, in which contingency-based spending ex-
ceeds income-replacing expenditure, but where personal care for
the aged and disabled etc. commands a 20 per cent share. Surpris-
ingly, the UK’s spending patterns come closest to the latter.

It is obvious from Figure 17a that there is also great disparity in
the scale of commitment to social security expenditure. Once old
age benefits are excluded, neither the US nor Japan finds a worth-
while role for income replacement programmes. Germany is far
from convinced of the merits of income replacement, but the UK
has been drifting towards a sizable commitment. Figure 17b shows
the complete spectrum as at 1997.

Figure 17a: Public expenditure on income-replacing social security benefits
(including unemployment benefit but excluding old age and survivors’
benefits) as a percentage of GDP

Source: OECD SOCX Social Expenditure database (1999).

Figure 17b: Ranking of countries on the basis of public expenditure on
income-replacing social security benefits (including unemployment benefit
but excluding old age and survivors’ benefits) as a percentage of GDP in
1997

Source: As Figure 17a.



INTERNATIONAL COMPARISON OF WORKING-AGE BENEFITS

Figure 17a Income replacement is big business in the EU
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Figure 17b Income redistribution: rich nations beg to differ
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International comparison of underfunded public-sector
pensions

A second significant area of disagreement between OECD coun-
tries lies in the generosity of state provision of income-related old
age pensions. Most countries make a distinction between a uni-
versal flat-rate payment, contingent on reaching a certain age,
which is intended to alleviate poverty among the aged, and a pen-
sion related to the previous level of earned income. The ageing of
the population, and the corresponding maturity of state pension
promises, presuppose that additional funds will be available to
meet these escalating commitments. In general, this is untrue.

Figure 18a gives some broad indications of the magnitude of
the implied public expenditures for five members of the G-7. Italy
faces the sternest challenge, but the problem does not really mate-
rialise until after 2010. By 2040, it is acute for almost all EU coun-
tries with the exception of the UK and Ireland. Like the UK, the US
has made comparatively modest state pension promises and the
implied spending profile appears manageable. Taking into ac-
count all sources of retirement income (public and private), Figure
18b provides estimates of the degree of old age income replace-
ment in each OECD country.

Figure 18a: Projections of public-sector pension expenditures as a
percentage of nominal GDP

Source: D. Roseveare, W. Liebfritz, D. Fore and E. Wurzel, Ageing populations, pension
systems and government budgets: simulation for 20 OECD countries, Economics Working
Paper No. 168, OECD, Paris, 1996.

Figure 18b: Expected old age replacement rates in OECD countries in 1995,
expressed as percentages

Source: Blondal and Scarpetta, The retirement decision in OECD countries, OECD Eco-
nomics Department Working Paper No. 202, OECD, Paris, 1998.
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Figure 18a UK'’s modest promises avoid the unfunded liabilities trap
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Figure 18b The bigger the promise, the bigger the bill
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UK public expenditure on social security as a share of GDP

UK public spending on social security is mostly financed out of
general taxation, but there is a significant earmarked element in
the form of National Insurance contributions made by employees
and by employers on their behalf. The 50-year profile traced in Fig-
ure 19a reveals a clear upward trend in the spending-to-GDP ratio.
As a generalisation, there are three main factors supporting this
upward trend. First, a political desire to mitigate the adverse social
consequences of economic and other structural changes; second,
governments’ desire to gain popularity by raising the level of ben-
efit entitlements; and third, the automatic effects of an economic
downturn on contingency-based social security spending. Both
Labour and Conservative governments have been responsible for
reinforcing this upward trend by their actions.

Modest declines in the social security spending ratio since
1995, consistent with falling jobless numbers, could easily be
transformed into another steep increase in the event of a stagnant
or recessionary UK economy. The supposed slack in the public fi-
nances for 1999 and 2000 has already been used to finance addi-
tional health and education spending commitments. Meanwhile,
the enhanced generosity of in-work benefits could become unex-
pectedly costly in a downturn. Figure 19b gives a detailed break-
down of UK social security spending.

Figure 19a: UK general government spending on social security payments
as a percentage of GDP

Source: Department of Social Security, The Abstract of Statistics for Social Security Bene-
fits and Contributions, and Indices of Prices and Earnings, various eds. National Statis-
tics Statbase, www.statistics.gov.uk/statbase/. UK data codes: NMRY and YBIM.

Figure 19b: Composition of UK general government spending on social
security payments in 1999/2000
Source: National Statistics, Annual Abstract of Statistics 2001, Table 10.21.



UK PUBLIC EXPENDITURE ON SOCIAL SECURITY

Figure 19a Is a rising trend in benefit spending inevitable?
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Figure 19b The UK benefits merry-go-round, 1999-2000
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How UK social security benefits are distributed

The conflict between the welfare objectives of contingency-based

poverty alleviation and income replacement in the UK is clearly

illustrated by Figure 20a. A system that was focused on redistribut-
ing resources to the very poorest, regardless of their age, gender or
state of health, would use original income as the basis of its assess-

ment. Infact, the UK social security system fails to award the largest

transfer to the poorest decile of households, even for income-
related benefits. The distribution of other types of benefit is even
less discriminatory. The use of ‘need’ categories, such as single-

parent families, incapacitated, unemployed and so on, creates arti-

ficial boundaries between similarly needy households and rewards
them differently. The surprising result is that the lower half of the
income distribution receives only 70 per cent of total benefit ex-

penditure, rather than the 8o or 9o per cent that one might expect.
Another consequence of a highly complex benefit system that
interacts with income, taxation, capital resources, housing tenure

and many aspects of household composition is that benefit entitle-

ments are not always claimed. Figure 20b gives estimated percent-
age ranges of take-up for five income-related benefits in 1998/99,
based on benefit expenditures rather than case-loads. Low take-up
is a symptom of excessive complexity and general confusion re-

garding the benefit system.

Figure 20a: Percentage of UK social security benefit expenditure received

by individuals according to deciles of gross income (before housing costs)

in 1998/99

Source: (Derived from) Department for Social Security, Social Security Statistics, 2000,

p- 186.

Figure 20b: Expenditure-based percentage take-up rates of income-related

benefits, 1998/99
Source: Department for Social Security, Social Security Statistics, 2000, pp. 189-91.
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HOW UK SOCIAL SECURITY BENEFITS ARE DISTRIBUTED

Figure 20a Only 70% of social security benefits reach
UK'’s poorer households
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Figure 20b Not all UK means-tested benefits are claimed

Housing benefit |

Income Support [

Range
Council Tax benefit i | D ;igh
L

|

Jobseekers allowance |

[N N N N R
0O 10 20 30 40 50 60 70 80 90 100

% take-up rates of benefits, 1998-99

Family Credit I

141



IEA YEARBOOK OF GOVERNMENT PERFORMANCE 2002/2003

142

How UK income tax liabilities are distributed

During the 1980s and 1990s, the industrial structure of the UK econ-
omy skewed towards the private services sectors, partly under the
influence of the capital markets revolution. Freed from the restric-
tive practices of the commercial banks, businesses were able to ex-
pand much more rapidly. The sectors most affected by the funding
transformation were commercial property services, computer and
related services, telecommunication services, recruitment services,
advertising and media services, and financial services. These busi-
nesses introduced more flexible, meritocratic remuneration struc-
tures, which were necessary to attract dynamic 20-35-year-olds.
The decentralisation of pay determination fostered much greater
dispersion of pay inflation among the workforce, as a significant
minorityreceived regular double-digitannual percentageincreases.

This gradual widening of income differentials, in combination
with a progressive income tax system and incomplete indexation
of the income tax thresholds, has brought about significant
changes in the dispersion of income tax liabilities. Figure 21a re-
veals that the top decile of income taxpayers now accounts for
more than 50 per cent of the total tax liability, up from 36 per cent
in 1978/79. At the bottom end of the pay distribution scale, the in-
troduction of the National Minimum Wage has drawn many more
individuals (see Figure 21b) into the system, such that 60 per cent
of adults aged over eighteen are income taxpayers.

Figure 21a: Percentage shares of total UK income tax liability represented
by the top tiers of taxpayers

Source: National Statistics, UK Inland Revenue Statistics 2000, table 2.4, updated from
www.inlandrevenue.org.uk.

Figure 21b: Estimated number of individual UK income taxpayers in
millions
Source: National Statistics, UK Inland Revenue Statistics 2000, table 1.4.



HOW UK INCOME TAX LIABILITIES ARE DISTRIBUTED

Figure 21a The growth of the taxpaying meritocracy
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Figure 21b More and more are becoming enmeshed
in the UK’s income tax net
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The interaction of overall taxes and benefits in UK
households

The complex interaction of UK taxes and benefits is summarised
in Figure 22a for working-age households. In this presentation,
households are ranked according to the distribution of their origi-
nal incomes (excluding state-administered benefits and pensions),
adjusted for the number of household members, their ages and
other relevant characteristics to recognise differing demands on
resources. The actual monetary values are shown for each decile of
the equivalised income distribution. The results show that, while
the income tax system is progressive, the indirect system is suffi-
ciently regressive as to leave most deciles with a virtually identical
total tax burden. Indeed, the lowest decile bears an overall tax bur-
den of 50 per cent of gross income (original income plus cash ben-
efits). See also Figure 25b on page 151.

Figure 22b displays the same information for retired house-
holds, where all but the top 10 per cent of the income distribution
scale receive more in state-administered pensions and benefits
than is paid as income tax. The indirect tax burden remains a re-
gressive influence, leading to a total tax burden of 50 per cent for
the poorest decile of retirees, identical to that for the population of
working age. Other deciles have an average tax rate of just under
30 per cent. While the overall tax and benefit system is redistribu-
tive, the tax system in isolation is not.

Figure 22a: Aggregate taxes and benefits in £bn for working-age
households by decile of equivalised original income, 1999/2000
Source: National Statistics, Economic Trends, no. 569, April 2001.

Figure 22b: Aggregate taxes and benefits in £bn for retired households by
decile of equivalised original income, 1999/2000
Source: As Figure 22a.



THE INTERACTION OF TAXES AND BENEFITS IN UK HOUSEHOLDS

Figure 22a Give and take for UK working-age households
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Figure 22b Take and give for UK retired households
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Costs of UK tax collection and benefit administration

In a second-best world (in a ideal world there would be no taxes)
all taxes would be levied at a flat percentage rate with no exemp-
tions. Evasion would be impossible and avoidance futile. These
taxes would be easy and almost costless to collect. In practice,
there are dozens of UK taxes with multiple rates and bands, ex-
emptions, allowances and reliefs. Evasion is widespread and
avoidance is extremely worthwhile for the privileged. Very few
taxes are cheap to collect and the Inland Revenue writes off hun-
dreds of millions of pounds of old liabilities each year. Hundreds
of thousands of self-assessed income taxpayers fail to deliver their
annual returns on time and suffer fines and penalties as a result.
These are the frictional costs of the tax system.

Figure 23a details the collection costs of Inland Revenue taxes
and the administration costs of, if anything, an even more com-
plex benefit system. More than £6 billion per annum is spent on
processing direct taxes and benefits. Figure 23b reveals that the
costs of benefit administration have been edging lower, but re-
main expensive. In addition, the Department for Work and Pen-
sions estimates that 7.4 per cent of Income Support and Job
Seekers Allowance payments for 2000/01 were either fraudulent
OI erroneous.

Figure 23a: Costs of Inland Revenue tax collection and tax write-offs and of
social security benefit administration in £bn

Sources: Board of Inland Revenue Annual Reports, various years. These can be found
at www.inlandrevenue.org.uk; National Statistics, Annual Abstract of Statistics, table
10.21.

Figure 23b: Inland Revenue tax collection and tax write-offs and social
security benefit administration expressed as percentages of the total tax
yield or benefit cost

Sources: As Figure 23a.



COSTS OF UK TAX COLLECTION AND BENEFIT ADMINISTRATION

Figure 23a Frictional costs of UK’s over-complex transfer system
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Figure 23b Cost ratios are falling, but remain unacceptably high
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International comparison of Gini coefficients of income
inequality

The supreme purpose of the UK’s elaborate transfer system of
taxes and benefits is surely to soften the rough edges of the raw in-
come distribution. On this criterion, it is failing miserably. De-
spite the transfer system’s increasing sophistication and
bewildering complexity, Figure 24a shows that inequalities in dis-
posable income have continued to widen. Ranking households
according to their equivalised original incomes (as in Figure 21a),
the ratios of the ninetieth to the tenth percentiles of actual dispos-
able incomes have risen from a multiple of 3.4 in 1981 to 4.6 in
1999/2000.

The standard measure of income inequality is the Gini coeffi-
cient. This calibrates the extent to which an actual income distribu-
tion differs from a perfectly equal income distribution using the
cumulative density function. A Gini coefficient of zero represents
perfect equality and of 100 per cent indicates complete inequality.
Figure 24b places the UK income distribution among the least
equitable of the 26 industrialised and emerging nations covered,
alongside Ireland and the US, although these estimates have not
been gathered on acommon definition of income or for an identical
year. Arguably, a significant degree of income inequality is neces-
sary to induce individuals to take entrepreneurial risks. However,
too much inequality stirs up civil unrest and the risk of revolution.

Figure 24a: Interdecile and interquartile ratios for UK households’
disposable income, ranked according to equivalised original incomes
Source: National Statistics, Economic Trends, no. 569, April 2001.

Figure 24b: Gini coefficients for OECD countries
Sources: The World Bank, World Development Report 2002, Oxford University Press,
New York; National Statistics, Economic Trends, no. 569, April 2001.
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Figure 24a Opening a wider divide
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Net effects of income redistribution on UK households

Gini coefficients are properly applied only to actual incomes,
preferably after the inclusion of all benefits and the deduction of
all taxes and compulsory social security contributions. However,
there is an extra layer of redistribution which is the notional allo-
cation of benefits in kind, such as education and health services,
housing and travel subsidies, free school meals, etc. Figure 25a
shows how these benefits augment the lower quintiles to a greater
extent than the upper quintiles, particularly those who purchase
private education and healthcare.

However, the redistributive tendencies of the benefit system,
in cash and kind, have been eroded since 1996/97 by the over-
indexation of duties on road fuel and tobacco and the greater use
of regressive indirect taxes such as the air passenger tax and the in-
surance premium tax. Figure 25b shows the heavy impact of these
taxes, particularly on the lowest decile of household income.

Figure 25a: Effects of all taxes and benefits in £bn on UK household
incomes by quintile groups in 1999/2000, ranked by equivalised income
Source: National Statistics, Economic Trends, no. 569, April 2001.

Figure 25b: Total tax burdens of working-age households, ranked by decile
of equivalised income, expressed as a percentage of gross income, for
1996/97 and 1999/2000

Source: As Figure 25a.
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Figure 25a How the UK cookie crumbles
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International comparison of public-health spending as a
share of GDP

The performance of the UK public-health sector, more commonly
known as the National Health Service (NHS), was one of the most
contentious issues at the 2001 general election. Prime Minister
Tony Blair’s avowed intent to raise total UK health spending to the
EU average within the lifetime of the new parliament can be con-
sidered the foremost pledge of the Labour government in its sec-
ond term. Figures 26a and 26b confirm that NHS spending has
tracked the OECD average very closely since the 1970s. The UK
ratio was very close to the OECD average of 6.1 per cent in 1998 and
not far behind the EU (excluding the UK) average of 6.5 per cent.
However, in terms of overall health spending to GDP there was a
sizable gulf between the UK’s 6.8 per cent and the 8.9 per cent av-
erage of the other fourteen EU member countries.

While NHS spending is set to rise by more than a third in real
terms between 2000 and 2004, this would be sufficient only to
reach a total health share of around 8 per cent. Ironically, Ger-
many, with significantly higher public and total spending ratios,
often ranks below the UK in measures of health system perfor-
mance. The absence of a simple linkage between health spending
levels and outcomes calls into question the wisdom of setting a tar-
get for the spending ratio, however it is achieved.

Figure 26a: Public expenditure on healthcare as a percentage of nominal GDP
Sources: OECD Health Data 2001; Office of Health Economics Compendium of Health
Statistics, 13th ed., 2001.

Figure 26b: Public expenditure on healthcare as a percentage of nominal
GDP, latest observation (1998-2000)
Source: OECD Health Data 2001.
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Figure 26a UK health share set to resume its secular increase
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International comparison of public-sector share in total
health spending

At around 84 per cent of total UK health spending, the NHS is al-
ready one of the most dominant public healthcare sectors in the
developed world (see Figures 27a and 27b). The implications of ex-
isting public spending plans would raise this still further. Given
that the EU average public-sector health share is about 74 per cent
and the US share is only 45 per cent, there are plenty of working ex-
amples of more diverse systems of healthcare delivery and fund-
ing. The special status of the NHS as a universal system, virtually
free at the point of use, is perceived increasingly as an obstacle to
progress, forcing additional resources to be applied through tradi-
tional, but ineffective, channels. Edward Bramley-Harker’s essay
in the first section advocates greater choice as a mechanism for en-
couraging improvements in service structure and delivery.

In most other countries, there is more flexibility and more
local accountability, and this is achieved without sacrificing the
principle of access to services according to need. Even the UK’s pri-
vate health insurance industry is lacking in market responsiveness
owing to the fact that many of the existing beneficiaries receive
this as a taxable employment benefit and are therefore insensitive
to its cost. Those who purchase the insurance directly baulk at the
sizable annual premiums and the knowledge that they receive no
compensation for helping to relieve the pressures on the NHS.

Figure 27a: Public expenditure on healthcare as a percentage of total
healthcare expenditure
Source: OECD Health Data 2001.

Figure 27b: Public expenditure on healthcare as a percentage of total
healthcare expenditure, latest observation (1998-2000)
Source: As Figure 27a.
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Figure 27a UK has one of the smallest private health sectors
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Figure 27b Greater diversity of health provision works elsewhere
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Growth of UK public-sector health spending over time

Most government departments have unit costs that rise at a simi-
lar, if not identical, rate to the local consumer price index. For ex-
ample, the index value of UK central and local government pay
and procurement unit costs in October 2001 was 126.9 (January
1992 = 100) as against 126.2 for the index of consumer prices. But
the price index for NHS pay and procurement has been rising
much more rapidly in recent years, and will probably have passed
140 by October 2001. The index for local government is 132.1, re-
flecting the substantial exposure to health spending.

Figure 28a presents the annual growth rate of NHS spending in
real terms using the GDP deflator, but also using the Hospital and
Community Health Services (HCHS) Pay and Price series com-
piled by the Public Expenditure Team at the Department of
Health. The conventional method gives a picture of volatile year-
to-year real growth, ranging from 1 per cent to almost 10 per cent
per annum. When the HCHS deflator is used, much of this volatil-
ity disappears and the range of real growth shrinks to between 0.5
and 3.8 per cent. Figure 28b shows the evolution of the pay and ser-
vice cost inflation elements of the HCHS series since 1984. Rising
labour cost inflation in the later years reflects the acute manpower
shortages.

Figure 28a: Annual percentage growth rates of nominal real expenditures
on the NHS

Sources: Office of Health Economics Compendium of Health Statistics, 13th ed., 2001;
Department of Health Public Expenditure Team.

Figure 28b: NHS Hospital and Community Health Services (HCHS) pay and
price inflation, % per annum
Source: Department of Health Public Expenditure Team.
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Figure 28a Real growth of UK health spending has been overstated
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Composition of UK public-health spending by category

In 1973, hospital services accounted for two-thirds of NHS gross
spending, but this proportion has since fallen to less than half.
Part of the explanation lies in the reorganisation of the NHS in
1974, but the dramatic reduction in the average length of patient
stay has also played a part. The average stay in a UK hospital was
45 daysin 1951, 23 days in 1973, and just 5 days in 1999/2000. Med-
ical advances have speeded up recovery times and medical atti-
tudes have become much more supportive of the early discharge of
patients. A corresponding increase in community health services
has occurred as general practitioners and local surgeries have
borne a greater responsible for patient aftercare.

However, Figure 29a also reveals a substantial increase in the
importance of other services in NHS expenditures. These com-
prise central and headquarters administration, ambulance ser-
vices, mass radiography services, and centrally financed items
such as laboratory, vaccine and some research and development
costs. From 1991/92, the figures also include capital charges, de-
preciation and some other, formerly excluded, expenditures. Fig-
ure 29b analyses the cost composition of NHS expenditures and
shows how contracted-out services have been utilised much more
intensively since 1995.

Figure 29a: Composition of NHS gross spending by service, expressed as
percentages

Source: Office of Health Economics Compendium of Health Statistics, 13th ed., 2001,
table 2.16.

Figure 29b: Distribution of current expenditure of health authorities and
NHS trusts in England, expressed as percentages

Source: Office of Health Economics Compendium of Health Statistics, 13th ed., 2001,
table 2.13.
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Figure 29a UK community health care takes large strides
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Distribution of employment in the UK public healthcare
sector

Despite the reduction in the numbers of hospitals and hospital
beds, the NHS has more than doubled the number of employees
working in its hospitals since 1951. (See Figure 30a.) The apparent
reductions in nursing and midwifery staft after 1990 are partly due
tothe exclusion of nurses on Project 2000 training courses. More re-
cently, another definition change hasled to the exclusion of student
nurses from the nursing totals. The contracting-out of domesticand
ancillary services explains the much larger falls in the numbers of di-
rectly employed domestic and ancillary staff since 1982.

The 1991 NHS reform was instrumental in boosting the head
count for administrative and clerical staff, which includes general
and senior managers. On a full-time equivalent basis, the comple-
ment of hospital managers in England grew from just over 4,000
in 1989 to almost 19,000 in 1993 and over 24,000 in 2000. Non-
medical, non-nursing professional and technical staff have en-
joyed the fastest expansion in staff numbers as medical equipment
and technology have become more sophisticated. However, the
advent of hi-tech healthcare clearly leaves something to be desired:
Figure 30b reveals that over 40 per cent of UK citizens were dissat-
isfied with the NHS in 1997.

Figure 30a: Numbers of staff employed in NHS hospitals by category, in
thousands

Source: Office of Health Economics Compendium of Health Statistics, 13th ed., 2001,
table 3.3.

Figure 30b: Comparison of citizens’ satisfaction with health services in four
European countries

Source: E. Mossialos, ‘Citizens’ views on health care systems in the 15 member states of
the EU’, Health Economics, 6, 1997, pp. 109-16.
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Figure 30a UK NHS has a growing army of clerical staff
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Figure 30b Efficiency gains have not impressed UK patients
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Public- and private-sector contributions to health
spending

Despite the acute cost pressures in the NHS, few patients pay for
prescribed drugs and, for those who do, the prescription charge
(currently £6.10) remains well below the average prescription cost
(£10.55 in 2000). NHS patients who are not too young, too old, too
infirm or unemployed are required to pay for dental treatment,
medical prescriptions and some hospital charges, although these
latter payments are collected locally by NHS trusts and are ex-
cluded from the data. Figure 31a shows that patient charges, so de-
fined, currently represent only 2 per cent of total NHS spending.

The 16 per cent of UK healthcare spending that is outside the
NHS is divided almost equally (Figure 31b) between private health-
care subscriptions and treatment charges and other consumer
spending on health. Roughly 11.5 per cent of the UK population is
covered by private medical insurance, virtually unchanged from
1990. Other consumer spending on health consists of drugs and
medication, other than those purchased on NHS prescription, and
spending on prescription spectacles and contact lenses at retail
prices.

Figure 31a: NHS patient charges as a percentage of total NHS funding
Source: Office of Health Economics Compendium of Health Statistics, 13th ed., 2001,
table 2.18.

Figure 31b: Composition of UK healthcare spending, 2000
Source: Office of Health Economics Compendium of Health Statistics, 13th ed., 2001,
tables 2.1 and 2.22.
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Figure 31a UK patients are blissfully unaware of the
true costs of healthcare
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International rankings of health systems and health
attainment

The World Health Organisation (WHO) publishes an annual
World Health Report, containing composite measures of overall
health system attainment (Figure 32a) and health system perfor-
mance (Figure 32b), respectively. The attainment measure, based
on 100 for the highest attainment in each dimension, weights to-
gether indicators of achievement in the level and distribution of
health, the level and distribution of responsiveness, and fairness of
financial contribution. The UK ranked a respectable ninth overall,
ahead of Germany, the Netherlands, Italy and the US.

Overall health system performance depends on the efficiency
of health systems in translating expenditures into positive health
outcomes, as measured by, say, disability-adjusted life expectancy
(DALE). Performance on the level of health is defined as the ratio
between achieved levels of health and those that could be achieved
by the most efficient health system. On this efficiency measure,
France displaces Japan at the head of the table and the UK falls to a
distant 18th in the world rankings, with Germany 25th and the US
37th. By this assessment, in 1997, the UK had ample capacity to
raise its attainment levels without raising its health expenditure in
relation to GDP. It is highly probable that the same remains true
in 2002.

Figure 32a: WHO index of overall health system attainment in 1997
Source: WHO, World Health Report 2000, Annex table 9, found at:
www.who.int/whr/2000/en/statistics.htm.

Figure 32b: WHO index of overall health system performance in 1997
Source: WHO, World Health Report 2000, Annex table 10, found at:
www.who.int/whr/2000/en/statistics.htm.

NB: Countries with populations of under 500,000 have been omitted from the rank-
ings shown in Figures 32a and 32b.



RANKINGS OF HEALTH SYSTEMS AND HEALTH ATTAINMENT

Figure 32a UK attainment is high, despite having a
lower spending ratio ...
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Figure 32b ... but the NHS does not rank among the best
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International comparisons of life expectancy

Life expectancy at birth is one of the mostly commonly quoted com-
parative indicators of health system attainment. However, while an
excellent healthcare system can minimise infant mortality and
sometimes add a few extra years to the end of alife, it is probably the
healthy habits of a lifetime which most impinge on life expectancy.
For men, the incidence of coronary heart disease is one of the key in-
dicators of life expectancy. In Japan, the death rate from this cause,
per 100,000 population under 75, is 36; in England and Wales it is
159 and in Scotland 207. For other prominent causes of male death,
cerebrovascular disease and lung cancer, England and Wales have
typical readings for the OECD countries, but Scotland’s death rates
are consistently higher. Overall, the UK ranks sixteenth for male life
expectancy, ahead of the US and Germany and yet behind Greece.

For women, life expectancy is greater, and the United Nations
World Population Prospects looks to an expected lifespan of al-
most 85 years of life, in several countries, for a woman born in
2020. Japan is very close to this expectation already. Japan’s signif-
icant advantage derives in part from a very low death rate from
breast cancer, just 13 per 100,000 against the OECD average of 26
and a UK reading of 34. The incidence of death from lung cancer
among women in Japan is also about one-third of that in the UK.
The UK’s world ranking for female life expectancy is nineteenth,
virtually identical to that of the US. The potential for extending UK
life expectancy by copying good practice from elsewhere appears
to be significant for both males and females.

Figure 33a: Male life expectancy at birth for 1999 in years
Source: OECD Health Data 2001.

Figure 33b: Female life expectancy at birth for 1999 in years
Source: As Figure 33a.
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Figure 33a Tobacco, poor diet and obesity still take
their toll on UK men

Japan 1
Swegen 1
Australia 1
Canada 1

Israel 1

Switzerland 1
Greece 1
Italy 1

Spain 1

_Jamaica 1
Singapore 1

OI'W?/
Netherlands 1
France 1

Cyprus
United Kin y(gljom 1
Belgium |——
AUstria | —————
New Zealand ———
United States ———1
Germany |———
Cuba |——m
Chile F—=

‘ | | | | |
73 74 75 76 77 78

Male life expectancy at birth, 1999, years

Figure 33b British women are 5 years adrift
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International comparisons of infant mortality

The UK has traditionally had one of the lowest infant mortality
rates in the world, but this reputation has been lost. Other coun-
tries have achieved much greater reductions in infant mortality
during the past 40 years (Figure 34a) and the UK’s death rate of
just under 6 per 1,000 live births during the first year of life is only
slightly lower than the OECD average. The speed of convergence
of Hungary, Greece and Portugal on European norms for infant
mortality is extremely impressive.

Iceland’s extraordinary success in lowering the death rate for
1998 and 1999 may contain an erratic element, based on a small
population, but it is clear that an infant mortality rate of around 4
per 1,000 is an attainable national objective. The UK’s regional di-
vergences (from 4.6 in the East and South-West to 6.9 in the West
Midlands) are also a source of great concern in a country where
ease of transport for medical emergencies surely does not pose as
great a problem as in Sweden.

Figure 34a: Infant mortality in the first year: deaths per thousand live
births
Source: OECD Health Data 2001.

Figure 34b: Infant mortality in the first year: deaths per thousand live
births in 1999
Sources: OECD Health Data 2001; National Statistics Regional Trends no. 36, 2001 ed.
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Figure 34a The tremendous performance of the past 40 years
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Figure 34b Six per thousand is still six too many
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International comparisons of access to health
equipment and operations

In an age of sky-high public expectations in the realm of health,
one of the biggest indictments of the UK health service is its failure
to invest in high-tech, potentially life-saving equipment to a com-
parable degree to other advanced industrialised economies. Figure
35a documents the deficit, in terms of the availability per million
population, for three standard items of high-tech medical equip-
ment. The deficit of access is most pronounced for CT scanners,
but is significant in each case.

Whether as a by-product of lower and slower rates of detection
of cancers and other irregularities, costly cancer and heart disease
drugs are less widely used than in comparable countries and fewer
surgical procedures are carried out. Figure 35b takes the admit-
tedly extravagant US health system as the base of its indices, but
finds that the UK performed only 18 per cent as many coronary by-
passes as the US per head of population in 1996. There is room for
hope that some of these deficits have been closed since the report-
ing date, but also scope for concern that some of the most effica-
cious uses of resources in terms of disease prevention and
detection are being spurned.

Figure 35a: Per capita availability of high-technology medical equipment,
in units per million population
Source: OECD Health Data 2001.

Figure 35b: Per capita number of surgical procedures performed, in units
per 100,000 population indexed to US values
Source: OECD Health Data 2000.



COMPARISONS OF ACCESS TO HEALTH EQUIPMENT AND OPERATIONS

Figure 35a UK patients have less access to hi-tech equipment ...
Per capita availability of high technology medical equipment
in units per million population

MRI units Radiation therapy equipment  CT scanners

Japan 23.2 n/a 84.4
Switzerland 13.2 11.7 19.0
Austria 10.9 4.2 25.8
Finland 9.5 14.3 13.5
United States 7.6 4.0 13.2
Italy 6.7 3.8 19.6
Denmark 6.6 5.2 10.9
Germany 6.5 4.6 171
Australia 4.7 4.9 n/a
Spain 4.6 3.6 11.6
United Kingdom 4.5 33 6.1
South Korea 4.3 4.9 22.9
Canada 2.5 7.0 7.3
France 2.5 7.8 9.7

Observations refer to the most recent data in the range 1997-2000

Figure 35b ... and to common surgical procedures

Coronary Operations on  Operations on the
bypass, the eye (eg musculoskeletal
1996 cataract), 1990 system, 1990

United States (value) 222 138 1199
United States (index) 100 100 100
Belgium 63 578 194
Australia 39 603 159
Finland 36 299 136
Canada 26 180 70
United Kingdom 18 30 8
Portugal 14 99 31
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International comparisons of occupancy rates for
hospital beds

According to the Office of Health Economics, the ratio of beds per
thousand population has dropped from 10.8 in 1959 to 4.1 in
1999/2000, leaving the UK with fewer in-patient beds per capita
than most other developed countries. However, part of the differ-
ence can be explained by the exclusion of private hospitals and
nursing homes from the UK figures. Most of the secular reduction
in NHS hospital beds has occurred in psychiatric wards owing to
changing attitudes towards the treatment of mental illness, and
better medication. The ratio for acute-sector (surgical and non-
surgical) beds has fallen much more slowly, from 3.6 per 1,000 in
1959 to 2.2 in 1999/2000. Meanwhile, the intensity of use of in-pa-
tient beds has increased eightfold over the same period.

Average in-patient occupancy rates in OECD countries have
been edging lower in recent years, particularly in the US and Ger-
many. The UK’s occupancy rate has been very consistent in the
1990s (Figure 36a), and the current reading of 83 per cent com-
pares favourably with that of other developed countries (Figure
36b). Nevertheless, Germany in the 1960s and the Netherlands in
the 1970s achieved occupancy rates of more than 9o per cent. Con-
sidering the large fixed costs of hospital beds and the sizable wait-
ing lists for surgical operations, it is surprising that occupancy
rates are not higher.

Figure 36a: In-patient occupancy rate as a percentage of available hospital
beds

Sources: OECD Health Data 2001; Office of Health Economics Compendium of Health
Statistics, 13th ed., 2001, table 3.13.

Figure 36b: In-patient occupancy rate as a percentage of available hospital
beds, latest observation (1997-99)
Source: OECD Health Data 2001.
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Figure 36a Room for improvement in hospitals' resource allocation
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Figure 36b Utilisation rates often exceeded 90% in the 1960s
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NHS waiting times and numbers waiting for hospital
treatment

Waiting lists are a practical, yet inelegant, necessity in a universal
health system that is almost free at the point of use. In the UK, the
waiting game for non-emergency treatment can be divided into two
stages: first, the wait for an appointment to see a consultant, and
second, the time spent on the formal waitinglist for an operation. At
the first stage, 8o per cent of patients had a consultation within
three months and 96 per cent within six months in the quarter
ended June 2001. At the second stage, 74 per cent were admitted to
hospital within six months and 95 per cent within twelve months.
Figure 37a shows the average time spent on the waiting list for
avariety of common procedures. Knee replacements suffer a mean
waiting time of more than nine months, hip replacements almost
eight months, and coronary bypass operations just over six
months. The alternative to waiting is to pay to have the procedure
privately. There are no intermediate options whereby patients can
express their individual preferences. In November 2001, the num-
ber of patients awaiting elective hospital admission was still above
a million and virtually unchanged over the previous two years.
However, the proportion of patients who have been waiting for
more than a year fell to 3.2 per cent in the latter months of 2001.

Figure 37a: Mean waiting time for hospital admission by Health Resource
Group in England, 1998/99

Source: Office of Health Economics Compendium of Health Statistics, 13th ed., 2001,
table 3.34.

Figure 37b: Numbers of patients awaiting elective hospital admission in
England and length of wait

Sources: Office of Health Economics Compendium of Health Statistics, 13th ed., 2001,
figure 3.10; Department of Health, Health and Personal Social Services Statistics, 2001;
Department of Health Statistical Press Release reference 2002/0017.
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Figure 37a Rationing by waiting: the heart of NHS economics
Mean waiting time for hospital admission by Health Resource
Group in England, 1998-99

Mean  Number of Reference
waiting  admissions cost,
time ('000) 1999-2000
(days) (£)
Primary knee replacement 285 27.9 4390
Varicose vein procedures 251 52.0 557
Primary hip replacement 237 353 3899
Other cataract extraction with lens implant 236 323 577
Phakoemulsification cataract extraction
with lens implant 227 156.6 568
Nose procedures (category 3) 205 47.2 757
Coronary bypass 198 16.7 4956
Ear procedures (category 4) 180 17.6 1135
Inguinal hernia repairs (over 69s) 179 25.6 961
Soft tissue or other bone procedures
(category 2, under 70s) 176 38.2 1421
Inguinal hernia repairs (under 70s) 175 60.0 533
Arthroscopies 173 94.9 575
Figure 37b 1997 election promise awaits fulfilment
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International comparisons of access to physicians and
family doctors

There is a wide dispersion in the ratios of physicians to population
in OECD countries, aggravated once again by classification issues.
Although steadily increasing, the UK ratio of 1.8 doctors per 1,000
(that is, a physician per 550 people) is low by OECD standards
(Figure 38a) and the deficit has widened appreciably since the
early 1980s. Since the majority of doctors work in hospitals, the
UK’s international deficit is partly a reflection of lower hospital ca-
pacity per head of population. Also, UK doctors work extraordi-
narily long hours, which compensates in part for a smaller
head-count ratio.

The comparison is equally disadvantageous for general med-
ical practitioners (GPs) per head of population. Figure 38b gives
examples of countries with twice the density of GPs working in the
community than in the UK. While Finland’s high ratio is related to
its low population density, this does not explain the disparity with
Belgium or Germany. In 1999, the average UK family doctor
looked after 1,779 patients, of whom 312 were aged over 65. It has
been estimated that, in the UK, GPs see approximately 7 per cent
of the population each week. The average cost of a GP consultation
in Great Britain was £12.60 in 1998/99.

Figure 38a: Number of physicians per 1,000 population
Source: OECD Health Data 2001.

Figure 38b: General practitioners per 1,000 population, latest observation
(1997-99)

Sources: OECD Health Data 2001; Office of Health Economics Compendium of Health
Statistics, 13th ed., 2001, table 4.11.
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Figure 38a UK lags well behind in access to physicians
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Figure 38b Differing population density is not the whole explanation
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International comparison of public-sector education as
a share of GDP

Figure 39a, relating to 1998, reveals a remarkable consensus
among developed countries that public expenditure on education
should amount to about 5 per cent of GDP. A dissenting minority
in Scandinavia and New Zealand opted to spend considerably
more. This contrasts with the situation in 1960, when Spain allo-
cated 1.3 per cent of GDP to public education, Australia 1.4 per
cent, and France 2.4 per cent. Tanzi and Schuknecht trace public
education expenditures even farther back in time to reveal that, in
1937, the UK was a world leader with a 4 per cent ratio.

In Figure 39b, the separation of tertiary (further and higher, in
UK terminology) education from primary and secondary educa-
tion transforms the comparison. Public education spending in the
tertiary sector averages just over 1 per cent of GDP in OECD coun-
tries, with few significant departures, while primary and sec-
ondary spending is arranged as a continuum from Japan’s 2.8 per
cent of GDP to New Zealand’s 4.6 per cent. The UK, at 3.4 per cent,
occupies a position very close to the OECD average.

Figure 39a: Public expenditure on education as a percentage of GDP at
selected dates

Source: OECD, Education at a Glance: OECD indicators, 2001, table B2.1a; V. Tanzi and
L. Schuknecht, Public spending in the 20th century, Cambridge University Press, Cam-
bridge, 2000.

Figure 39b: Breakdown of public expenditure on education as a percentage
of GDP in 1998
Source: OECD, Education at a Glance: OECD indicators, 2001, table B2.1b.
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Figure 39a UK public spending on education is comparatively modest
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International comparison of public-sector share in total
education spending

The education industry, especially in the primary and secondary
sectors, is very close to a public monopoly in most European coun-
tries. Figure 40a confirms that the public sector accounts for 94
per cent of UK education spending. Typically, the government fi-
nances the education system from general taxation, supervises
and partly finances teacher training, determines the secondary
school curriculum and examination system, and compels all chil-
dren to attend school up to a certain age. The average termination
age of compulsory education is sixteen in OECD countries, includ-
ing the UK, but seventeen in the US and eighteen in Germany, the
Netherlands and Belgium.

Professor James Tooley’s essay in the first section demonstrates
that, in the developing world, private education has produced some
remarkable comparative results in terms of standards and effi-
ciency. In OECD countries, the arguments in favour of greater con-
sumer choice assert themselves more powerfully in the older age
groups. Figure 4ob reveals that South Korea, Japan and the US have
dominant private tertiary sectors and the UK is among the leaders
of the chasing pack. UK further education institutions are diverse in
their organisation and orientation. They are rigorously monitored
and their performanceis reviewed annually on such criteria as fund-
ing targets, change in student numbers, in-year retention rates,
achievement rates and contribution to national learning targets.

Figure 40a: Percentage share of public expenditure in total education in 1998
Source: OECD, Education at a Glance: OECD indicators, 2001, table B2.1b.

Figure 40b: Percentage share of private expenditure in total tertiary
education in 1998
Source: OECD, Education at a Glance: OECD indicators, 2001, table B2.1b.
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Figure 40a Private education finance barely has a foothold
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Figure 40b UK is part of the private revolution in the tertiary sector
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Growth of UK public-sector education spending over time

Since 1987, UK public spending priorities have slightly favoured
education, but not to the extent that would be imagined from the
pronouncements of successive governments. However, there was a
substantial increase in education spending in fiscal year 2000, rep-
resenting the strongest real growth rate since the 1970s. The
Labour government’s plans, reaffirmed in the 2001 Budget, pro-
ject a nominal spending growth rate of 8 per cent per annum for
fiscal years 2001 to 2003. On the basis of these plans, the public
spending ratio would rise to 5.35 per cent of GDP in 2003, imply-
ing about 5.6 per cent for total education.

The projected real growth rates shown in Figure 41a are de-
rived using the standard GDP deflator, but there are grounds for
believing that true volume increases will fall well short of these lev-
els. As with the public-health sector, the departure of significant
numbers of senior professionals has created a severe staffing
shortage that can only be remedied by offering financial incentives
or by paying agency rates for supply teachers. These extra costs
will absorb some of the additional resources. Figure 41b highlights
the increased centralisation of public expenditure on education as
a proportion of the total. The outcome of this burgeoning bureau-
cracy has been a proliferation of administrative tasks for teachers:
this is partly responsible for the exodus of experienced staff.

Figure 41a: Annual nominal and real percentage growth rates of UK public
expenditure on education

Sources: HM Treasury, Public Expenditure Statistical Analyses, 2001/02 and earlier
years (at www.hm-treasury.gov.uk); HM Treasury, Budget 2001, HC279.

Figure 41b: Central government percentage share of UK public-sector
education spending

Source: National Statistics, Annual Abstract of Statistics, 2001 ed., table 10.18. UK data
codes: KJCB and KJAA.
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Figure 41a UK public spending plans face a credibility gap
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International comparison of resource allocation in
education

The allocation of education budgets among the various competing
claims — teachers, support staff, administration, materials and
equipment and capital items — differs widely within OECD coun-
tries. Figure 42a shows the breakdown of spending in primary and
secondary schools. It is understandable that high-spending coun-
tries, such as the US, Sweden and Denmark, should allocate rela-
tively low percentages to teacher remuneration, preferring to
spend additional resources on materials, equipment and other
staff. However, it is odd to see a similar distribution of spending in
the UK, which spent 45 per cent less per primary pupil than the US
and 33 per cent less per secondary student in 1998. Less than 50 per
cent of UK primary and secondary spending is used to pay the
teaching staff.

The big spenders in tertiary education are the US (again),
Switzerland, Canada and Sweden. The UK allocates proportion-
ately fewer resources to the teaching staff than any of these coun-
tries, despite spending less than half the US amount per student.
The UK tertiary sector combines the lowest capital allocation of
any OECD country with one of the largest slices of administration
and running costs. Classroom teachers in UK tertiary education
constitute 0.3 per cent of the total labour force, as compared to 0.6
per cent in the OECD on average and 0.8 per cent in Canada.

Figure 42a: Resource allocation in primary and secondary education in
1998, expressed as percentages of the total
Source: OECD, Education at a Glance: OECD indicators, 2001, table B6.1.

Figure 42b: Resource allocation in tertiary education in 1998, expressed as
percentages of the total
Source: As Figure 42a.
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Figure 42a Teachers receive less than half of UK education spending
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Composition of employment in the UK education sector

Total UK education employment has risen rapidly in recent years
to reach 2.15 million by June 2001, or 7.3 per cent of total work-
force jobs. This figure is an overstatement to the extent that part-
time working is much more prevalent in the education industry
than in the economy as a whole. What is noticeable from Figure
43a is the growth of head-count employment outside local govern-
ment. Structural changes, such as the transfer of the polytechnics
to the private sector in 1989 and the further education and sixth-
form school employees from April 1993, form part of the explana-
tion, but an increase in central government positions and the
expansion of private-sector colleges are also responsible.

Figure 43b shows that part-time staff account for a half of all
employment in the UK education sector, with females filling over
72 per cent of posts. In the local government sector, this has the ef-
fect of reducing the full-time equivalent teaching complement to
65 per cent of the head-count total. Full-time equivalent teacher
numbers in England and Wales rose by 2.5 per cent between Janu-
ary 1998 and January 2000, but the increase was just 1 per cent for
full-time teachers in regular service. Occasional teacher numbers
rose by 22 per cent over the same period, illustrating the difficulty
of filling full-time teaching vacancies.

Figure 43a: UK workforce jobs in education in millions
Source: National Statistics Statbase, www.statistics.gov.uk/statbase/. UK data codes:
CGYP, FHBU and CULZ.

Figure 43b: Composition of UK workforce jobs in education at mid-year 2000
Source: National Statistics, Economic Trends, no. 571, June 2001.



COMPOSITION OF EMPLOYMENT IN THE UK EDUCATION SECTOR

Figure 43a Private-sector employment in UK education is soaring
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Figure 43b Full-time staff accounted for only half of total
UK employment in education, June 2000
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Composition of UK public education spending by
category

These two pie charts present alternative breakdowns of the use of
resources in the UK education sector. Figure 44a is drawn from the
OECD database and offers a glimpse of the contributions of public
subsidies and the allocation to research and development spend-
ing. Subsidies to the private sector amounted to 8 per cent of UK
public expenditure on education in 1998, or about 0.4 per cent of
GDP. Direct expenditure for private institutions accounts for 65
per cent of the transfer, with scholarships and other grants taking
25 per cent and subsidies to the student loan programme the
remainder. The allocation of tertiary education resources to re-
search and development is close to the OECD average, at 0.37 per
cent of GDP.

Figure 44b, whose source is the UK’s Department for Educa-
tion and Employment (DfEE), provides further information on the
division of public resources between educational establishments.
The percentage share of continuing education has increased
sharply since 1994/95, from 0.8 per cent of public education
spending to 5 per cent in 1997/98. Over the same period, expendi-
ture on student maintenance grants fell from 6.2 per cent to 3.3 per
cent as greater numbers of students were transferred to the loan
scheme. It is more than a little frustrating that the 2001 edition of
the Annual Abstract does not provide a more up-to-date analysis of
education spending than 1997/98.

Figure 44a: Distribution of resources in the UK education industry in 1998
Source: OECD, Education at a Glance: OECD indicators, 2001, tables Bs.2 and B6.2.

Figure 44b: Composition of UK government expenditure on education by
sector, 1997/98
Source: National Statistics, Annual Abstract of Statistics, 2001 ed., table 10.18.
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Figure 44a Private funds supply less than 9% of UK education resources
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International comparison of participation in education
by over-fourteens

Despite the broadening of the spectrum of educational opportu-
nity for fifteen-to-nineteen-year-olds, the UK has been relatively
unsuccessful in enrolling students beyond age seventeen. Taking
secondary and tertiary education combined, participation rates in
1999 fell from 84 per cent for sixteen-year-olds to 73 per cent for
seventeen-year-olds, 53 per cent for eighteen-year-olds and 49 per
cent for nineteen-year-olds. Figure 45a demonstrates that most
other OECD countries keep their older teenagers involved in full-
time or part-time education for longer. Indeed, countries such as
Brazil and Peru have as much success as does the UK.

The UK shortfall lies in the satisfactory completion of sec-
ondary education and participation in vocational training, rather
than in university and college enrolment. In fact, 33 per cent of UK
nineteen-year-olds were enrolled in tertiary education in 1999 as
compared to an OECD average of 26 per cent. On average, a UK
student enrolling in tertiary education in 1999 was expected to
spend 2.6 years of study at this level, comprising 1.7 years full time
and 0.9 years part time. The UK ranks in the middle of the OECD
distribution on total years (Figure 45b), but lower down in terms
of the expected years of full-time study.

Figure 45a: Net enrolment rates for full-time and part-time students aged
fifteen to nineteen in public and private education institutions
Source: OECD, Education at a Glance: OECD indicators, 2001, tables C1.2 and C1.3.

Figure 45b: Expected years of study under current conditions in public and
private tertiary education institutions
Source: OECD, Education at a Glance: OECD indicators, 2001, table C3.2.
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Figure 45a Not enough UK secondary students staying the course
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Ratios of students to teaching staff by international
comparison

In public education, as in public health, one of the key debates
concerns resource ratios. Whereas healthcare services are deliv-
ered at a personal level, most education services are delivered in
classes or groups. In a hospital with under-utilised beds, few doubt
that the application of more doctors and nurses would enable
more patients to be treated and health outputs to increase. In edu-
cation, the effect of adding more teachers is much less clear cut.
Eric Hanushek at the University of Rochester concludes that ‘the
most noticeable feature of policies to reduce overall class sizes will
be a dramatic increase in the costs of schooling, an increase un-
accompanied by achievement gains’.

Figure 46a presents data on pupil-staff ratios for the UK,
OECD and other selected countries. The UK’s ratios are unexcep-
tional among developed countries, with the largest discrepancy at
primary level. Far from being an impediment, South Korea’s much
larger class sizes at all stages of schooling have yielded some im-
pressive results. At tertiary level, Figure 46b shows that the UK has
one of the highest student—staff ratios as a consequence of rapid
expansion of higher education places in the 1990s. This expansion
coincided with a substantial shift towards students financing their
own education through part-time working and loans.

Figure 46a: Ratio of students to teaching staff based on full-time
equivalents in 1999
Source: OECD, Education at a Glance: OECD indicators, 2001, table Ds.1.

Figure 46b: Ratio of students to teaching staff in tertiary education, based
on full-time equivalents in 1999
Source: OECD, Education at a Glance: OECD indicators, 2001, table Ds5.1.
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Figure 46a UK pupil-staff ratios are little higher than OECD average
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Average mathematics and science achievement in the
eighth grade

Comparative measures of achievement in education leave much to
be desired, since the most significant test of education comes
when it is applied in the context of worthwhile employment. Nev-
ertheless, governments have participated willingly in standard as-
sessment exercises, such as that described in Figure 47a.
Achievements in mathematics and science lend themselves to in-
ternational comparison more readily than tests of literacy, lan-
guage and creative skills, but this should not be taken to imply that
these are less important. Figure 47a ranks countries by pupil
scores in maths at eighth grade. While English children performed
disappointingly in maths, the science scores were close to the av-
erage.

The focus on maths and science clearly favours South Korea
and Japan in the country rankings. Not only are their scores im-
pressive, the consistency of pupil performance is also remarkable.
Figure 47b examines the ratio of the standard deviation of scores
to their respective means as a measure of the variability of student
performance. The lack of standardisation in the English and
American education systems, which in other contexts can be re-
garded as a sign of strength, shows through as a failure to commu-
nicate basic skills in maths and science to a sizable minority of
students.

Figure 47a: Mean achievement scores in eighth grade (aged twelve to
thirteen years) for mathematics and science in 1999
Source: OECD, Education at a Glance: OECD indicators, 2001, table F1.1.

Figure 47b: Coefficient of variation, expressed as a percentage, for
achievement scores at eighth grade in 1999
Source: OECD, Education at a Glance: OECD indicators, 2001, table F2.1.
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Figure 47a English schools lag a long way behind in maths attainment
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Figure 47b Glaring divergences in pupil performance at 8th grade
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International comparisons of income and literacy
inequality

Figure 48a considers the relationship between literacy skills in the
population from ages 16 to 65 and total education spending. The
lack of a close relationship is hardly a surprise, since current edu-
cation spending is only a proxy for the accumulated stock of in-
vestment in human capital and the allocation of instruction time
to literacy skills varies considerably between countries. Sweden,
Norway and Denmark place a high priority on literacy in the cur-
riculum of twelve-to-fourteen-year-olds, reserving at least 30 per
cent of instruction time to reading and writing in the mother
tongue and modern foreign languages. Low allocations for reading
and writing in the mother tongue in the Netherlands (10 per cent),
England, Scotland and Australia (each 12 per cent) contribute to
their unimpressive literacy scores.

The scatter in Figure 48b traces the relationship between in-
equality in prose literacy scores in the population of working age
and income inequality. There is a clear positive association across
all developed countries, but the US observation is distinctive.
While the dispersion of literacy skills between the top and bottom
of the US distribution scale is much greater than elsewhere, this
does not translate into a proportionate income advantage. The
Gini coefficient of income inequality tends to be higher in an en-
trepreneurial economy than in a social market economy.

Figure 48a: Comparison of literacy prose scores in the population aged
16-65 at various dates (1994-8) with total education spending as a
percentage of GDP in 1998

Source: OECD, Education at a Glance: OECD indicators, 2001, tables B2.1b and F3.1.

Figure 48b: Comparison of inequalities in the distribution of adult literacy
and the distribution of income at various dates, 1994-8
Source: OECD, Education at a Glance: OECD indicators, 2001, table F3.1.
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Figure 48a No simple link between spending and literacy
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Comparison of UK student examination performance
over time

In the English education system, pupils aged fifteen at the begin-
ning of the academic year sit GCSE examinations in a range of sub-
jects, some of which are elective and some compulsory, namely
English, maths and science. Prior to 1988/89, the data was col-
lected on a school leaver basis, regardless of age. The pass grades
extend from A* to G, but there is a particular focus on passes at
grade C and above. Figure 49a reveals a notable improvement in
pupil achievement since the mid-1980s. The gains in the 1990s
have been primarily at the higher grades. The encouragement
from these statistics rests heavily on the assumption that the strin-
gency of the examinations remains constant.

A pleasing feature of the UK statistics is the much better per-
formance of children of parents from lower socio-economic
groups. Children of unskilled manual workers achieved A* to C
grades in 30 per cent of cases in 2000, as compared to 12 per cent
in 1989. Figure 49b reveals that, while there is a general improve-
ment in all subjects, girls outperform boys in all featured subjects
except geography. Achievements by boys and girls in 1992/93 in
maths and science were very similar, but girls have opened up a
clear lead in recent years.

Figure 49a: Achievements at GCSE level of pupils aged fifteen at the start
of the academic year in all schools in England, expressed as percentages of
all examination entrants

Source: Department for Education and Skills, Statistics of Education: Public examina-
tions GCSE/GNVQ and GCE/AGNVQ in England 2000, table 1.

Figure 49b: Pupils scoring grade C or above in GCSE during final year of
compulsory schooling in selected subjects and by gender
Source: National Statistics, Social Trends 2001, table 3.18.
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Figure 49a A notable improvement in results at GCSE level
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International comparison of attainment at upper
secondary level

What the OECD terms ‘upper secondary’ education corresponds
closely to the A-level system in the UK. Figure 50a is based on the
success of students aged seventeen at the beginning of the acade-
mic year. As with the GCSE system, there is a parallel skill-based
qualification known as the Advanced GNVQ that represents a
comparable level of achievement. Assuming, as before, that A-
levels are still on the gold standard, there has been a distinct and
sustained improvement in performance since 1988. This improve-
ment is least evident in the proportion of males with two or more
A-level passes and most evident for females with at least one A-
level. The figures for Scotland, which has its own examinations,
are included on the basis of one A-level being equivalent to two
Highers and two or more A-levels to three or more Highers.

Figure 50b compares the proportion of the population by age
cohort attaining upper secondary education. The countries are
ranked according to the average proportion of the population of
working age reaching this attainment. Most developed economies
have managed a successive decadal improvement in the incidence
of upper secondary education. South Korea has raised its upper
secondary education percentage from 28 to 93 per cent in 30 years.
The UK, at 66 per cent for the attainment of 25-to-34-year-olds, is
well down the pecking order and below the OECD average.

Figure 50a: Percentages of UK students (aged seventeen at the start of the
academic year) at GCE A-level or equivalent achieving passes, by gender
Source: National Statistics, Social Trends 2001, table 3.20.

Figure 50b: Percentage of the population aged 25-64 that had attained at
least upper secondary education in 1999
Source: OECD, Education at a Glance: OECD indicators, 2001, table A2.2a.
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Figure 50a UK A-level attainments have risen,
but boys much less than girls
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Highest attainment of working-age population in OECD
countries

The assimilation of education and skills by the population of
working age is a laborious operation, not unlike the distillation
process for whisky. From Figure 51a it can be inferred that the
labour forces of the UK and South Korea have very similar levels of
educational attainment. However, as Figure 50b shows, the ma-
turing generation of Korean students has a much higher concen-
tration of upper secondary achievement than that in the UK,
which soon will lift the average attainment of the Korean labour
force well above that of the UK. The ranking of the UK in terms of
upper secondary attainment (or above) has fallen from twelfth for
ages 55-64, to fourteenth for ages 4554, to sixteenth for ages
35—44, to eighteenth for the 25-34 age cohort. Regardless of the
improved success rates in the 1990s, in the short term the UK is
destined to slide in the OECD human capital rankings.

In terms of capital deepening, Figure 51b indicates that Canada
and Japan have the best record. The share of the population of 25-
to-34-year-olds who have a tertiary education qualification is 47
per cent in Canada and 45 per cent in Japan. These heady heights
have been scaled gradually, with the previous ten-year cohorts
achieving 40 per cent and 42 per cent success rates, respectively.
The UK ratio of 24 per cent for those aged 45-54 is commendable,
but the 27 per cent ratio for 25-34s is no better than average.

Figure 51a: Percentage distribution of the population aged 25-64 by
highest educational attainment, 1999
Source: OECD, Education at a Glance: OECD indicators, 2001, table A2.1b.

Figure 51b: Percentage of the population aged 25-34 attaining a tertiary
qualification, 1999
Source: OECD, Education at a Glance: OECD indicators, 2001, table A2.2b.
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Figure 51a UK adults can hold their heads high for the moment
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International labour force participation by level of
attainment

Figures 52a and 52b examine the labour force participation rates
for men and women according to their highest level of educational
attainment. Among OECD countries, 90 per cent or more of male
graduates are economically active, but participation rates are
widely dispersed for those failing to reach an upper secondary
standard. Of Switzerland’s less-qualified males, 91 per cent are ac-
tive in the labour market as opposed to only 67 per cent in the UK,
the lowest quotient in the OECD. The UK’s low participation rate
cannot be blamed on the nearly retired 55-64-year-olds. It is diffi-
cult to avoid the conclusion that a significant proportion of UK
males under age 55 are excluded from employment by their low ed-
ucation or skill attainments.

The comparable statistics for women encompass much wider
ranges of labour market participation owing to the added dimen-
sion of child rearing and the variable provision of childcare facili-
ties for working mothers. While Japan has the highest percentage
of economically active male graduates, it has the lowest female
graduate proportion. UK women graduates are heavily repre-
sented in the workforce, with an 88 per cent participation rate. At
basic secondary education level, slightly more UK women are eco-
nomically active than the average in OECD countries, in sharp
contrast to UK men.

Figure 52a: Labour force participation rates (as percentages) by level of
educational attainment for males aged 25-64 in 1999
Source: OECD, Education at a Glance: OECD indicators, 2001, table E1.1.

Figure 52b: Labour force participation rates (as percentages) by level of
educational attainment for females aged 25-64 in 1999
Source: As Figure 52a.
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Figure 52a UK labour participation for men differs hugely
according to educational attainment
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Figure 52b UK labour participation for women graduates is
highest outside Scandinavia
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UK public spending on law, order and public safety as a
share of GDP

UK public expenditure on law, order and public safety has tripled
its proportion of GDP since 1951. The spending imperative has
been driven by an inexorable upward trend in the overall crime
rate, as shown in Figure 53a. In terms of macroeconomic factors,
recessions and especially periods of high unemployment tend to
be associated with a higher incidence of domestic and personal
property crime. However, the overall crime rate tends to rise less
rapidly when economic times are good, and sometimes falls as it
did between 1992 and 1997. This improvement has stalled in the
more recent past, using the old recording basis, and has begun to
reverse on the new basis. New reporting procedures were intro-
duced in 1998 to place greater emphasis on counting crimes, wher-
ever possible, in terms of the number of victims.

Publication of the breakdown of public spending in terms of
the police force, prisons and law courts and the fire service in a
consistent format was suspended in 1997 (but see Figure 54b). The
story up to that point was of a systematic increase in the allocation
of resources to the administration of justice and the detention of
criminals, with a particular step change between 1985 and 1990.

Figure 53a: UK public expenditure on law, order and public safety as a
percentage of GDP versus the crime rate per 1,000 population on the old
reporting basis

Sources: National Statistics, UK National Income and Expenditure Blue Books (various
issues); analysis of general government total expenditure; National Statistics, Crimi-
nal Statistics England and Wales, 1999, table 2.2.

Figure 53b: Composition of UK public spending on law, order and public
safety, expressed as percentages
Sources: As Figure 53a.
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Figure 53a Keeping in step with criminal intent
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Composition of UK public expenditure on law, order
and public safety

Reflecting what seems to be a recurring theme, the share of UK
public expenditure on law, order and public safety committed to
employee compensation is about 8 percentage points lower than
in the mid-1980s. Figure 54a reveals that capital spending has ac-
counted for a stable 5-10 per cent share of the budget. Other cur-
rent spending under headings such as equipment, materials, and
administrative and accommodation services has muscled its way
into the cost structure. A more detailed breakdown is available for
prisons in England and Wales, showing that staff costs declined
from almost 54 per cent of the total in 1994/95 to less than 49 per
cent in 1999/2000. Prison accommodation and other operating
costs rose at an average rate of over 10 per cent per annum over the
same period.

Figure 54b updates the information in Figure 53b in a different
format and using fiscal years. There have been few changes in the
pattern of resource allocation in recent years, except for the phe-
nomenal increase in spending on immigration and citizenship.
This increase can be explained by the need for much greater secu-
rity connected to the opening of the Channel Tunnel, a substantial
increase in the number of asylum-seekers, and the response to a
backlog of crisis proportions at the UK Passport Office.

Figure 53a: Composition of UK public expenditure on law, order and public
safety by category of expenditure, expressed as percentages

Source: National Statistics, UK National Income and Expenditure Blue Books (various
issues); analysis of general government total expenditure.

Figure 53b: Composition of UK public expenditure on law, order and public
safety by function, expressed as percentages
Source: HM Treasury, Public Expenditure Statistical Analyses 2001-02, table 3.5.
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Figure 54a Capital spending takes a low priority in UK's
law and order budget
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Composition of UK public employment in law, order
and public safety

One of the paradoxes of the past ten years or so has been the grad-
ual depletion of police strength at a time of increasing personal in-
security in most regions of the UK. While the overall crime rate in
England and Wales for 1999/2000 was very similar to that in 1990,
this conceals a fall in the rate for non-violent crimes involving
property of about 5 per cent and a 59 per cent rise in violent crime,
drug and other offences. Between 1989 and 1999, regular male po-
lice strength fell by 6.7 per cent. The erosion of the male force
seems an inappropriate response to a sharp rise in violent crime.
Over the same period, the number of police officers seconded to
special units or granted a career break or lent out to other organi-
sations increased by 64 per cent.

The increasing numbers of civilian employees in the police
force have shouldered more of the administrative load, but the
total number of police and civilian full-time equivalents has stag-
nated since 1992 (Figure 55a). The capacity to devolve and subcon-
tract functions to the private sector is more limited in the law and
order industry than elsewhere in the public sector. England and
Wales can claim just 103,100 male police officers out of a law,
order and public-safety workforce (Figure 55b) of 277,600.

Figure 55a: UK police employment (including the civilian workforce) as a
percentage of total public-sector employment

Source: National Statistics, Economic Trends, no.571, June 2001. UK data codes: FHBX
and CGY]J.

Figure 55b: Composition of the law, order and public-safety workforce in
England and Wales, average full-time equivalents in thousands, 2000/01
Sources: National Statistics, Social Trends 2001, table 9.23; HM Treasury, Public Expen-
diture Statistical Analyses 2001-02, table 5.2.
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Figure 55a Expansion of police personnel has resisted the
UK public-sector trend
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Evolution of UK crime rate and composition of recorded
crime by type

The upward trend in the recorded crime rate for England and
Wales (Figure 56a) has been reinstated in the past two years, using
data on the new reporting basis. The true extent of crimes com-
mitted is unknown, but the 2000 British Crime Survey sheds some
light on the degree of under-recording of different categories of
crime. Whereas it is estimated that 84 per cent of all car thefts are
notified to the police (presumably in connection with insurance
claims), only 8 per cent of common assaults and 14 per cent of rob-
beries and thefts from the person are recorded. Roughly a third of
instances of burglary in a dwelling are notified to the police. The
low level of notification suggests that there is still a great deal of
disillusionment with the criminal justice system.

Recorded crime in England and Wales is composed mainly of
property crime (Figure 56b). Theft of and from vehicles accounts
for a fifth of the total, with other theft responsible for a further 22
per cent. Criminal damage weighs in with 18 per cent, and the
most usual motive for burglary (17 per cent) is property theft.
Fraud and forgery (6 per cent) complete the picture. While rob-
bery (1.6 per cent) involves property, the use or threat of force
causes it to be classified as part of violent crime (13 per cent), along
with violence against the person and sexual offences. Drug of-
fences and a miscellany of other offences make up the remaining 3
per cent.

Figure 56a: Incidence of recorded crime per 1,000 population in England
and Wales
Source: National Statistics, Criminal Statistics England and Wales, 1999, table 2.2.

Figure 56b: Composition of crime in England and Wales, 1999/2000
Source: National Statistics, Criminal Statistics England and Wales, 1999, table 2.3.
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Figure 56a Rising trend has yet to be broken
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Figure 56b Violent crime and drug offences are more prominent
under new recording basis
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Detection rates for offence groups in England and
Wales over time

Even after taking account of the expanded coverage of the new
recording basis from 1 April 1998, there has been a recent and sud-
den decline in the percentage of crimes cleared up by the police.
Figure 57a reveals that the clear-up rate for violent crimes has
fallen 10 percentage points in two years, to 59 per cent, and for
burglary by the same margin, to an abysmal 13 per cent. The police
resolved two-thirds of fraud and forgery offences ten years ago,
but only 30 per cent in 1999/2000. Nevertheless, despite the rapid
growth of drug offences, the clear-up rate is 97 per cent.

In addition to the large variation in the percentage of crimes
cleared up, regional variations are also highly significant. Figure
57b gives the Scottish police force credit for a consistently better
rate of detection and resolution of crimes, particularly violent
crimes, than that recorded in England and Wales combined or
Northern Ireland. Within the police force areas of England and
Wales, the average clear-up rate for all recorded crime ranged
from 16 per cent for the Metropolitan Police to 65 per cent for
Dyfed-Powys in 1999/2000. In general, the lower the clear-up rate,
the lesser the deterrent to criminal activity and the greater the po-
tential pay-off to the criminal.

Figure 57a: Percentage clear-up rates for recorded crime in England and
Wales
Source: National Statistics, Criminal Statistics England and Wales, 1999, table 2.8.

Figure 57b: Percentage of crimes cleared up by offence group and region,
1999/2000
Source: National Statistics, Social Trends 2001, table 9.13.



DETECTION RATES FOR OFFENCE GROUPS OVER TIME

Figure 57a Missing a beat?

Crime clear-up rates, %

Violent CW\

Fraud and forgery

All crimes

Burglary

91 93 95 97-98 99-2000

Figure 57b Scotland’s yards ahead in crime detection

N
S
|

Crime clear-up rates, %

_.

=)

S
|

A o ®
S S o
|

Northern

- England and Wales - Scotland Ireland

. £
%, L’O/ KA %, s, 7 )’3@ % %, C\’/),‘O&ﬁ 7///;
90& oo(‘ Qi'(/ © O:9 6@ 6@/} 4‘0 /5‘/; éﬁ, //)(9/ @»/) O,}/.;.
% %, 0 o, Yo g, 2 %, s,
. O, U %, o, % 7L Uy, Yoy, B
Ny ’/;J‘ o/)(\ % 6@ % @6/ . ?9 % O
({ & Qf}, 2, & (04 ® O
2 (S 75
© S,
'OG, DA %
T, o, >
% 7
%,
5

221



IEA YEARBOOK OF GOVERNMENT PERFORMANCE 2002/2003

222

Incidence of immediate custodial sentencing in the UK
over time

The Criminal Justice Act 1991 was implemented on 1 October 1992
and amendments made by the 1993 Act of the same name had a
visible impact on sentencing procedures and practice in the UK. In
between these two Acts, the murder of a two-year-old child, Jamie
Bulger, by two young teenage boys in 1993 shocked the nation.
Since 1993, a higher and still rising proportion of convicted crimi-
nals are sentenced to immediate custody, largely at the expense of
suspended sentences. Figure 58a shows that the increases are most
pronounced for males and females aged over 21.

The Bulger murder highlighted a disturbing trend towards se-
rious offences by younger juveniles. Figure 58b indexes the num-
ber of males in various age groups sentenced for indictable
offences to 1989 = 100. While the numbers of 18-to-20-year-olds
sentenced has fallen over the past decade, for all the younger age
groups there has been an increase since 1993. Alarmingly, there
has been close to a tripling of male offenders aged ten or eleven
over this period. A total of 555 boys and 47 girls aged ten or eleven
were sentenced in 1999, triggering fears of a sharp rise in the pop-
ulation of active juvenile criminals in the UK over the next few
years.

Figure 58a: Percentage of male and female offenders in England and Wales
sentenced to immediate custody

Source: National Statistics, Criminal Statistics England and Wales, 1999, tables 7.8, 7.9
and 7.10.

Figure 58b: Index of males in various age groups in England and Wales
sentenced for indictable offences, 1989 = 100

Source: National Statistics, Criminal Statistics England and Wales, 1999, tables 7.6 to
7.10.
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Figure 58a Increasing proportion of UK offenders go straight to jail
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Severity of UK sentencing for indictable offences over
time

The 1991 and 1993 Acts also had an impact on the typical length of
sentences, but this was less obvious than their effect on the inci-
dence of immediate custodial sentences. Excluding life sentences,
the average length of Crown Court sentences increased by 14 per
cent between 1992 and 1999, with steeper increases for burglary
(39 per cent) and criminal damage (22 per cent). Strangely, the av-
erage length of sentence for violent crimes rose only slightly, and
for robbery it fell over the same period, as Figure 59a reports.

A paper by Tarling (1993) found that about 6 per cent of crim-
inals are responsible for half of all convictions in the UK. Most UK
criminal careers are short, but there is a hard core of repeat of-
fenders who are mostly males. Figure 59b reveals that 36 per cent
of males and 54 per cent of females are virgin offenders. Males
aged 35-54 have the highest density of multiple convictions, fol-
lowed by males aged 18—34. Hardened criminality is much less
common in women, but is persistent across adult age groups.

Figure 59a: Average length of Crown Court sentence for male principal
offenders, excluding lifers, in months

Source: National Statistics, Criminal Statistics England and Wales, 1999, tables 7.6 to
7.12.

Figure 59b: Analysis of convicted persons by age, gender and number of
previous convictions in England and Wales, 1998
Source: National Statistics, Social Trends 2001, table 9.12.
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Figure 59a Sentences lengthening for male principal offenders

50 - Robbery ,/\

Drug offences

N
o

All indictable offences

_—

s 8
\l\\\\l\\\\l\\\\

- Burglary

Length of sentence in months

—_
o
[ | |

1989 90 91 92 93 94 95 96 97 98 99

Figure 59b Repeat offenders are mostly males
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International comparison of prison populations

Dr Peter Wynarcyk’s essay in the first section addresses the issue
of the effectiveness of imprisonment from an economic viewpoint.
He concludes that there is persuasive evidence that criminal activ-
ity is deterred by both the likelihood of apprehension and the
severity of the punishment. Nevertheless, a sizable expansion of
the prison population in England and Wales since 1945 has not yet
had the desired effect on the crime rate. Figure 60a reports a 44 per
cent rise in prisoners between 1991 and 2000, with female prisoner
numbers rising 114 per cent. Females still represent only 5.2 per
cent of the prison population.

International comparisons are hard to come by in the field of
criminal justice, but an exception is the relative size of the prison
population in various countries. The US, with almost two million
prisoners, is far and away the most disciplinarian country with a
prisoner rate of 0.7 per cent of the population. Russia reduced its
prison population drastically in 2000 to 673,000 but remains the
second-strictest country. England and Wales incarcerate only 0.12
per cent of the population, and yet other countries have prison
rates less than half of this. Japan’s criminal activities are highly
concentrated among gangs, leaving the majority of the population
relatively untroubled by crime.

Figure 60a: The prison population of England and Wales, by gender of
prisoner
Source: National Statistics, Prison Statistics England and Wales 2000, table 1 (a).

Figure 60b: Number of prisoners per 100,000 population in various
countries in 2000
Source: National Statistics, Prison Statistics England and Wales 2000, table 1.21.
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Figure 60a Prison has become more socially inclusive
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Figure 60b International rates of incarceration:
different views of life behind bars
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Dispersion of crime among UK communities

Neither of the measures of economic freedom quoted on p. 122
contains an assessment of personal safety from crime. The Fraser
Institute’s More Comprehensive Index uses six indicators to repre-
sent legal structure and security of property rights, but their focus
is on legal entitlement rather than physical security. The British
Crime Survey 2000 finds a high level of personal insecurity across
a broad range of crimes. Figure 61a reports the percentages of re-
spondents who were ‘very worried” about becoming victims of var-
ious crimes. While women, especially young women, fear physical
attack most, men are more worried about car theft than their per-
sonal safety. Generally, fear of crime diminishes in the older age
groups, but the obvious exception is ‘walking alone after dark’.

It appears that the best strategy to minimise the risk of victim-
isation, whether for household property crime or personal crime,
is to live as far apart from proven offenders as possible. Figure 61b
indicates that affluent 50-to-64-year-olds living in rural communi-
ties and prosperous pensioners in designated retirement areas suf-
fer the lowest incidence of crime in the UK. In contrast,
high-earning executives living in the inner cities are unable to pro-
tect their property or themselves effectively despite taking expen-
sive security precautions.

Figure 61a: Percentage of survey respondents expressing fear of various
crimes or personal insecurity in the 2000 British Crime Survey, by age and
gender

Source: National Statistics, Social Trends 2001, table 9.8.

Figure 61b: Incidence of crime per 100 households or 100 adults for
various socio-economic types and habitations reported in the 2000 British
Crime Survey

Source: Home Office Department, Criminal Justice: The Way Ahead, Cm 5074, February
2001, P. 24.
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Figure 61a Fear of crime reduces personal freedom

Rape

Physical attack

- Females, 60+
- Females, 30-59

I - Females, 16-29
—_ [ Mates, 6o+

Mugging

Burglary I

Theft from car
(among motorists)

|:| Males, 30-59
Theft of car _—

(among motorists) Males 16-29

I
i T \ I
0 5 10 15 20 25 30 35 40

% expressing fear or insecurity

Figure 61b Crime rates are highest in proximity to the offenders
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Evolution of drug seizures and illegal migration in the
UK over time

Ifthe number of seizures of illegal drugs can be taken as broadly rep-
resentative of the extent of drug use, then there can be little doubt
that the UK authoritiesarefightingatoughbattle. Onthe newrepor-
ting basis, there were around 122,000 drug offences in 19999/2000.
While seizures of cannabis still dominate the statistics, their share
of the total has fallen from over 88 per cent in 1981 to 75 per cent in
1998. In Figure 624, the seizures of each type of drug are indexed to
1991. Heroin shows by far the most rapidincreasein the seizurerate,
followed by crack and methadone. Seizures of LSD have dropped
more than 70 per cent since 1994 as drug fashions have moved on.

Another boom industry is attempted illegal entry to the UK,
shown in Figure 62b. In 2000, enforcement action was initiated
against more than 50,000 illegal entrants, of which over 86 per
cent were asylum-seekers. This was more than double the 1999
tally. It is estimated by the Home Office that 75 per cent of those
entering the UK illegally have had their entry facilitated by organ-
ised criminal groups. Organised criminals are also responsible for
much of the supply of drugs to the UK. Addicts of heroin and crack
have average annual incomes from crime of £13,000 and account
for between a third and a fifth of all acquisitive crime.

Figure 62a: Seizures by the police and HM Customs of selected drugs,
indexed to 1991 = 100
Source: National Statistics, Social Trends 2001, table 9.6.

Figure 62b: Net legal immigration to the UK and illegal entry detections in
thousands

Sources: National Statistics, International migration 1999, table A2, and press no-
tice dated 1 November 2001; National Statistics, Control of immigration: Statis-
tics United Kingdom 2000, Cm 5315, November 2001, table 7.1 (available at:
www.official-documents.co.uk/cms53/5315-i/5315_i.pdf).



EVOLUTION OF DRUG SEIZURES AND ILLEGAL MIGRATION

Figure 62a UK drug seizures indicate dramatic growth in drug use
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Total public spending as a share of GDP by UK region

Regional accounts have been available for the UK economy for a
number of years, but as yet they do not include a fully articulated ex-
penditure breakdown. However, a separate Treasury analysis ap-
portions roughly 87 per cent of all UK general government
expenditure according to the regions. Defence spending is the
largest unallocated item. By combining these two authoritative
sources, it is straightforward to derive the data presented in Figure
63a.Itsstarkmessageisthatthe South-Eastand Easternregionshave
asimilar government contributionto GDP as South Koreaor the US,
while Wales and the North-East are more directly comparable to
Sweden, Denmark and France. NorthernIreland, for its own special
reasons, lies even farther down the road toacommand economy.
While the UK does not have an explicit regional policy, the un-
equal distribution of general government expenditure has a signif-
icant impact on regional consumption. Figure 63b shows how
government expenditure smooths out the differences in per capita
personal consumption between the regions. The effect of the ad-
justments is to lift consumption per head in Northern Ireland from
third bottom in the league table to fourth, and Wales from second
bottom to fourth bottom. The biggest loser is the South-West,
which drops from fourth to eighth place in the spending table.

Figure 63a: Territorially identifiable public spending as a percentage of
regional GDP, 1999/2000

Sources: HM Treasury, Public Expenditure Statistical Analyses 2001-02, tables 8.6a and
8.11; National Statistics, Regional Trends 2001, table 12.1; National Statistics, Economic
Trends, March and August 2001.

Figure 63b: Aggregate per capita consumption in the UK regions in
1999/2000, in thousands of pounds

Sources: HM Treasury, Public Expenditure Statistical Analyses 2001-02, tables 8.6b and
8.12; National Statistics, Regional Trends 2001, table 12.1; National Statistics, Economic
Trends, March and August 2001.
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Figure 63a UK regions span the free world and the command economy
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Figure 63b UK government spending fills in the holes
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Public health expenditure as a share of GDP by UK region

The Treasury’s regional analysis of public expenditure combines
health and personal social services, but health spending is the over-
whelmingly dominant component. Huge disparities are evident
from Figure 64a, with the ratio for Northern Ireland reaching al-
most double that for the South-East. By this account, the top six re-
gionsin the table have already achieved the EU average ratio that is
the government’s stated target. The distribution of private health
expenditures favours the more prosperous regions, but not to a de-
gree that is sufficient to compensate for the disparities in public
spending. A significant part of the explanation for these wide differ-
ences must lie in the physical wellbeing of the regional populations.

Figure 64b uses the public’s self-perception of health as a use-
ful barometer of demand for public health and personal social ser-
vices. The regions are ordered according to the average reported
state of health across the adult population, but only the responses
for the 45-to-64-year-olds and the over-65s are shown in the figure.
The rank correlation between Figures 64a and 64b is quite high,
but Scotland is a glaring exception. On the basis that the over-65s
incur the highest health expenditures, the inter-region differences
in reported wellbeing do not seem large enough to justify the wide
dispersion of public health expenditure ratios.

Figure 64a: Identified general government expenditure on public health
and personal social services as a percentage of GDP in 1999/2000 by UK
region

Source: HM Treasury, Public Expenditure Statistical Analyses 2001-02, tables 8.6a and
8.11; National Statistics, Regional Trends 2001, table 12.1; National Statistics, Economic
Trends, March and August 2001.

Figure 64b: Percentage of population reporting ‘good’ state of general
health by gender and age, 1998/99
Source: National Statistics, Regional Trends 2001, table 7.4.
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Figure 64a Strong regional bias in UK public health and
personal social services expenditure
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Public education expenditure as a share of GDP by UK
region

Leaving aside the extraordinarily high ratio for Northern Ireland,
public spending on education is more evenly distributed across
the regions than for health and personal social services. Pupil-
teacher ratios are broadly similar in all UK regions except Scotland
and Northern Ireland, where they are noticeably lower. Public ed-
ucation spending per capita was 31 per cent higher in Scotland
than in England. Among the English regions and Wales, per capita
spending is very similar, although it almost 15 per cent below aver-
age in the South-East. Overall, Figure 65a reflects differences in per
capita GDP rather than per capita public education spending.
Scotland, which has a separate examination system, scores
highest in terms of education performance, with 58 per cent of the
working-age population attaining the equivalent of atleast one GCE
A-level. This advantage has built up over many years, duein part to
a higher public spending allocation. Although the North-East has a
similar public spending ratio to Scotland now, this has not always
been the case over the past 40 years. Hence, the markedly lower level
of attainment in the working-age population for the North-East
(less than 20 per cent of the working-age population has any ter-
tiary-level qualifications) should not be taken to imply that the cur-
rentlevel of public expenditure would not raise standards in future.

Figure 65a: Identified general government expenditure on public
education as a percentage of GDP in 1999/2000 by UK region

Source: HM Treasury, Public Expenditure Statistical Analyses 2001-02, tables 8.6a and
8.11; National Statistics, Regional Trends 2001, table 12.1; National Statistics, Economic
Trends, March and August 2001.

Figure 65b: Population of working age in UK regions by highest
qualification at spring 2001
Source: National Statistics, Regional Trends 2001, table 4.12.
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Figure 65a North-East has same public spending ratio as Scotland ...
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Public spending on law and order as a share of GDP by
UK region

In broad terms, the allocation of public spending on law, order
and public safety as a proportion of regional GDP fits well with the
public’s perceptions of insecurity. Figure 66a recognises the par-
ticular threat to personal safety posed by the sectarian tensions in
Northern Ireland, which seem not to have diminished a great deal
even after the Good Friday agreement of 1998. Government spend-
ing per capita in Northern Ireland, at £649 in 1999/2000, is more
than double the UK average. London’s spending, at £454 per head,
reflects the threat and occasional reality of terrorism in the major
cities. The Eastern region has the lowest crime rate on most mea-
sures and receives a per capita allocation that is 25 per cent lower
than the national average.

The 2000 British Crime Survey, and the corresponding sur-
veys for Scotland and Northern Ireland, highlight a three-tier pat-
tern of insecurity. Figure 66b portrays the survey responses for
females only, as those for males were generally very low. Northern
Ireland is out on a limb with very serious levels of personal insecu-
rity; regions containing large conurbations form an intermediate
group and more dispersed, rural regions are clustered around
slightly lower survey responses.

Figure 66a: UK public spending on law, order and public safety as a
percentage of GDP by region in 1999/2000

Sources: HM Treasury, Public Expenditure Statistical Analyses 2001-02, tables 8.6a and
8.11; National Statistics, Regional Trends 2001, table 12.1; National Statistics, Economic
Trends, March and August 2001.

Figure 66b: Percentage of women feeling ‘very unsafe’ at night when
walking alone or alone at home by UK region, 2000
Source: National Statistics, Regional Trends 2001, table 9.14.
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Figure 66a Eastern region has lowest public spending
on law and order ...
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Public spending on social security as a share of GDP by
UK region

Even greater than the regional disparity in government health and
personal social services spending is the gulf in social security pay-
ments between regions, expressed as a percentage of GDP. Per
capita social security payments were more than £2,000 in North-
ern Ireland and the North-East and only slightly lower in Wales in
1999/2000. The lowest average payment, of £1,453, was in the
South-East. Because a significant element of social security pay-
ments constitutes income redistribution, the variation in the GDP
ratios (Figure 67a) is accentuated.

In August 2000, when unemployment represented only 5.4
per cent of the overall labour force, and only 3.6 per cent on the
claimant count basis, it is little short of fantastic that 20 per cent of
the working-age population should be benefit claimants in Wales
and the North-East. Admittedly, these figures represent a sizable
reduction from the 25 per cent in the North-East and 24 per cent in
Wales in February 1996, when unemployment was much higher.
Geographical variations in health cannot support such large dif-
ferences in the entitlement to incapacity benefit. More likely, this
is a source of disguised long-term male unemployment for the top
four regions of Figure 67b.

Figure 67a: UK public spending on social security as a percentage of GDP
by region in 1999/2000

Sources: HM Treasury, Public Expenditure Statistical Analyses 2001-02, tables 8.6a and
8.11; National Statistics, Regional Trends 2001, table 12.1; National Statistics, Economic
Trends, March and August 2001.

Figure 67b: Percentage of working-age population claiming key benefits by
statistical group and by region, August 2000
Source: National Statistics, Client Group Analysis: Quarterly Bulletin on the Population of
Working Age on Key Benefits, August 2000, table 8.2.



PUBLIC SPENDING ON SOCIAL SECURITY AS A SHARE OF GDP

Figure 67a Degree of UK benefit dependency is staggering
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Figure 67b Incredible regional disparity in UK benefit claimants
among working-age population
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Deductions as a proportion of household income by UK
region

Deductions, primarily of income tax and employees’ National In-
surance contributions, averaged 31.3 per cent of UK household in-
come in 1999, the highest figure since 1991. The regional
distribution of taxation has varied little in recent years, with the
highest burdens to be found in London and the South-East and the
lowest in Wales and Northern Ireland. The ranking in Figure 68a
places the South-West in an unusually low position, given that the
region has the fourth-highest per capita household income. The
low average deduction rate arises from a composition of income
that contains proportionately more pensions and net property in-
come and less employee compensation than the UK average.

The regional concentration of high individual earners in Lon-
don and the South-East is confirmed in Figure 68b. Overall, almost
36 per cent of net income tax receipts in 1999/2000 were con-
tributed by individuals with annual incomes above £50,000 and
only 13 per cent by those receiving less than £15,000 per annum.

Figure 68a: Deductions as a percentage of gross household income by
region in 1999
Source: National Statistics, Economic Trends, August 2001.

Figure 68b: Percentage share of UK net income tax receipts by band of
individual gross income in 1999/2000
Source: National Statistics, Inland Revenue Statistics 2001, table 3.11.



DEDUCTIONS AS A PROPORTION OF HOUSEHOLD INCOME

Figure 68a London
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Figure 68b Top earners heavily concentrated in the capital
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Regional comparisons of infant and adult mortality rates

Theregional dispersion of the infant mortality rate in the UK is com-
paratively wide, considering that the vast majority of the population
live within fifteen miles of a hospital maternity unit. While regional
variations in the quality of maternity services must bear some re-
sponsibility for the variation in the mortality rate of infants, the so-
cial context of the parents is probably more important. London has
the strongest socio-economic characteristics of any region, which
would normally be associated with alow mortality rate, asis evident
forthe South-East. However, London also has thelargest proportion
of legally aborted conceptions, 53.4 per cent, and one of the highest
pregnancy rates for women under eighteen, which may help to ex-
plain the low ranking in Figure 69a. Most UK regions have infant
mortality rates typical of southern, rather than northern, Europe.

Contrary to regional myth, Figure 69b indicates that the
warmer climates of the south coast are more conducive to
longevity in the human population than the rugged climes of Scot-
land or the North-West. Once again, the variability of healthcare
provision and socio-economic factors contribute to the explana-
tion of the different mortality rates. The average proportion of the
population in non-manual occupations, for which age-standard-
ised mortality rates are typically lower, was 61.9 per cent for the
top four regions in spring 2000, as against 57.5 per cent in the av-
erage of the four lowest ranks.

Figure 69a: Numbers of deaths in the first year of life per 1,000 live births
in UK regions and selected EU countries, 1998
Source: National Statistics, Regional Trends 2001, table 2.1.

Figure 69b: Age-standardised mortality rates for males and females by NHS
region
Source: National Statistics, Regional Trends 2001, table 7.3.
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Figure 69a UK infant mortality rate is similar to southern Europe
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Figure 69b UK southerners are the most resilient
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Regional variations in NHS hospital usage and waiting
times

Usage of health services based at NHS hospitals comprises in-
patient episodes lasting more than a day, day cases, accident and
emergency attendances, and out-patient attendances to visit a
consultant. Figure 70a summarises this information by adding to-
gether the number of in-patient hospital days with the other three
categories. By this measure, the occupants of the South-East and
Eastern NHS regions use public hospital services the least, and
Scots and Londoners use them the most. On average, Scots spend
almost 1.5 days in hospital each year, almost twice the occupancy
rate of the South-East.

A benefit, one might imagine, of a national health service is
that it would distribute resources so that waiting times for hospi-
tal admission would be approximately equal in each region. Figure
70b illustrates the reality for the NHS, which is that the heavy
users in London and Scotland also live in the regions with the
shortest waiting times.

Moreover, twice the proportion of citizens of Northern Ireland
are awaiting hospital admission as in the West Midlands, and al-
most five times as many have been waiting six months or more for
treatment as in Scotland. (It should be noted, however, that the
data for Northern Ireland include all patients waiting for treat-
ment at Northern Ireland trusts.)

Figure 70a: In-patient and out-patient hospital attendances per 1,000
population for NHS regions in 1999/2000
Source: National Statistics, Regional Trends 2001, table 7.16.

Figure 70b: Percentage of the population awaiting hospital admission at 31
March 2001, by NHS region
Source: National Statistics, Regional Trends 2001, table 7.15.
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Figure 70a Scots and Londoners use NHS hospitals the most
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Figure 70b NHS resource allocation does not even out waiting lists
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Class sizes and student performance by UK region

The UK government’s 1997 pledge to reduce class sizes has
strengthened the expectation that smaller class sizes will deliver
higher student attainments, although there is scant empirical sup-
port for this proposition. As described in Figure 46a, the UK has
higher average pupil-teacher ratios than the OECD average at pri-
mary (22.5 versus 18) and lower secondary (17.4 versus 15.2) levels.
Behind these averages lie some wide regional variations as re-
vealed in the proportions of large Key Stage 2 classes (more than
30 pupils) shown in Figure 71a. Key Stage 2 refers to the ‘upper pri-
mary’ age group.

The North-West, South-West and East Midlands regions have
the highest incidences of large class sizes, and yet their perfor-
mances at Key Stages 2 and 3 are at least as good as the average for
England. London schools have proportionately fewer large classes
but perform below average at all stages. Figure 71b, which reports
the attainments in English only, is also notable for the widening
dispersion of student performances between Key Stages 2 and 3.
Excluding Northern Ireland, there is a range of only 5 percentage
points between the regions at Key Stage 2, but 13 percentage
points by Key Stage 3.

Figure 71a: Percentage of UK school classes with 31 or more pupils in
2000/01
Source: National Statistics, Regional Trends 2001, table 4.3.

Figure 71b: Percentage of pupils reaching or exceeding expected standards
in English in summer 2000
Source: National Statistics, Regional Trends 2001, table 4.7.
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Figure 71a Large class sizes matter less than good teachers
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Figure 71b Achievements diverge as pupils develop
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Pupils achieving GCSE grades A*~C by UK region

Pupils in their last year of compulsory education in England,
Wales and Northern Ireland take three core subjects: English,
mathematics and science. The closest comparable equivalents in
Scotland are the SCE Standard Grade awards. The differential per-
formance of girls over boys (Figure 72a) has been widening for a
decade at GCSE level. For the UK as a whole, the margin stands
currently at 10 percentage points for pupils attaining the upper
grades, A* to C, in all core subjects. The gap between the best and
worst regions has also increased to 15 percentage points for boys
and 18 points for girls. Education spending as a share of GDP is
above the national average in the North-East, Yorkshire and Hum-
ber and West Midlands, yet their GCSE attainment levels are the
lowest.

Figure 72b shows a high degree of correlation between mathe-
matics and science attainments for every region except Wales and
Scotland. Looking at the results for core subjects, Scotland scores
best in each, but excels by the greatest margin in English. In addi-
tion, Scottish students typically take pole position in modern lan-
guages. Only in geography (South-West), history (South-East) and
craft, design and technology (South-West) is Scotland’s domi-
nance broken.

Figure 72a: Percentage of UK pupils achieving GCSE grades A* to C in all
core subjects in 1999/2000
Source: National Statistics, Regional Trends 2001, table 4.6.

Figure 72b: Percentage of UK pupils achieving GCSE grades A* to C in each
core subject in 1999/2000
Source: As Figure 72a.
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Figure 72a Girls outscore boys easily in every UK region
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Density of policing by UK region

The presentation of Figure 73a presupposes a negative correlation
of the two series, the density of policing by ordinary officers
among the population and the frequency of household victimisa-
tion, but the reality is otherwise. Excluding the special circum-
stances of Northern Ireland, there is virtually no correlation. The
troughs in the line for three regions — North-West, Yorkshire and
Humber and London — can be explained by the significantly
higher incidence of vehicle crime in these regions than elsewhere.
Taken together, these observations suggest that denser policing
may be associated with a lower frequency of vehicle crime. For all
other forms of property crime, the number of police officers per
head of population seems not to make a great deal of difference.

Neither does a greater intensity of policing appear to improve
the clear-up rate for recorded crimes (Figure 73b). The percentage
of crimes resolved by the police across the regions is virtually iden-
tical, except for London’s low clear-up rate and the significantly
better outcomes in Scotland and Wales. The differences are at
their widest for violence against the person and sexual offences
and at their narrowest for drug offences, criminal damage, theft
and handling stolen goods.

Figure 73a: Density of policing versus the average frequency of offence per
household in 1999/2000
Source: National Statistics, Regional Trends 2001, tables 9.4 and 9.8.

Figure 73b: Density of policing versus the clear-up rate for all crimes,
1999/2000
Source: National Statistics, Regional Trends 2001, tables 9.5 and 9.8.
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Figure 73a Would more police officers reduce the frequency
of household crime?
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Incidence of recorded crime by UK region

The regional allocation of public resources devoted to law, order
and public safety strongly favours London (Figure 74a), but it
would not be difficult to argue that London should be given a
weighting twice as high as the UK average. London has a popula-
tion density of more than 4,500 people per square kilometre,
which is nine times greater than any other region, and far greater
ethnic diversity than any other region. Ethnic minorities consti-
tute 28 per cent of the London population, which is four times the
national average. Even in a tolerant and predominantly law-abid-
ing society, the threats and obstacles to peaceful coexistence are
far greater in large cosmopolitan cities than elsewhere.

Areas of high population density, predominantly cities, are
also renowned for organised criminal gangs. Gangs spawn a
disproportionate level of criminal activity and merit a correspond-
ingly determined response from law enforcers. Whereas London
has a violent crime rate that is about 40 per cent higher than the
average for England and Wales, it has 70 per cent more firearms
offences and more than double the incidence of Class A (e.g.
heroin, cocaine, crack, etc.) drug seizures. The same arguments for
amore concentrated application of resources in large cities can be
applied, but with less intensity, to Manchester, Birmingham,
Leeds, Glasgow and Liverpool.

Figure 74a: Comparison of public spending on law, order and public safety
per head and the incidence of acquisitive and violent crime in the regions
of Great Britain, 1999/2000

Sources: HM Treasury, Public Expenditure Statistical Analyses 2001-02, tables 8.6b and
8.12; National Statistics, Regional Trends 2001, table 9.1.

Figure 74b: Seizures of Class A drugs and recorded firearms offences per
100,000 population in UK regions, 1999/2000
Source: National Statistics, Regional Trends 2001, tables 9.6 and 9.7.
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Figure 74a Incidence of crime appears to drive UK public spending
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Recorded crimes cleared up by the police by UK region

Dr Peter Wynarcyk’s essay in the first section makes explicit refer-
ence to the economic desirability of a balance between the costs of
criminal activity and the costs of incarceration. Whereas the simi-
larities of crime rates between the other regions suggest that a rea-
sonable balance has been struck in terms of crime deterrence, the
apparent economic and social costs of crime in London greatly
outweigh the costs of custodial sentences. The concentration in
the capital of ‘super-baddies’, whose cost to society per annum ex-
ceeds the estimated average of £28,500 by a factor of ten (based on
US studies), makes a strong case for a greater relative application
of resources and a larger prison population. Indeed, the dissolu-
tion of criminal gangs may offer the only viable strategy for restor-
ing the likelihood of prosecution for violent offences in London to
the national average.

The significantly lower rates of crime detection in London
(Figures 75a and 75b) suggest that this acts as an encouragement to
criminal activity and reinforces the adverse comparisons evident
in Figures 74a and 74b. The relative success of the Welsh police in
clearing up all types of offences, but robberies in particular, pro-
vides a glimmer of hope that this success will one day be replicated
by other regions.

Figure 75a: Percentage of violent crimes against the person and sexual
offences cleared up by the police in England and Wales, 1999/2000
Source: National Statistics, Regional Trends 2001, table 9.5.

Figure 75b: Percentage of robberies, burglaries and thefts cleared up by
the police in England and Wales, 1999/2000
Source: National Statistics, Regional Trends 2001, table 9.5.
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Figure 75a London'’s clear-up rate for violent crimes is pitiful
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Figure 75b What do the Welsh police know that the rest do not?
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The changing composition of the UK Civil Service

The army of civil servants that is charged with implementing gov-
ernment policy numbered 482,560 in April 2001, which is 3 per
cent more than when the Labour government took office in 1997.
However, its composition (Figure 76a) has altered significantly. In
terms of numbers, rather than percentages, three departments or
ministries have added 5,000 or more full-time equivalent staff
since 1997. The Home Office heads the list, with massive propor-
tionate expansion in the areas of immigration control and the
passport agency. Education and Employment has gained over
5,000 civil servants, as has the Inland Revenue (after adjusting for
the transfer of the Contributions Agency from the Department of
Social Security). Other beneficiaries of the shuffle have been the re-
gional bureaucracies as a result of the establishment of devolved
assemblies in Scotland, Wales and Northern Ireland.

The two largest Civil Service battalions suffered staff reduc-
tions in Labour’s first term: the Ministry of Defence shed more
than 8,600 civil servants and the Department of Social Security a
further 3,000. The net gain since July 1997, of 14,375 posts, is cal-
culated exclusive of the Department of National Savings. Figure
76b shows a detailed breakdown of the deployment of civil ser-
vants throughout government.

Figure 76a: Percentage changes in UK Civil Service staffing between July
1997 and April 2001, measured in full-time equivalents
Source: www.civil.service.gov.uk/statistics/documents.

Figure 76b: Composition of UK Civil Service staffing at 1 April 2001
Source: As Figure 76a.



THE CHANGING COMPOSITION OF THE UK CIVIL SERVICE

Figure 76a Winners and losers in Labour’s Civil Service reshuffle
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Cumulative costs of UK tax and regulation changes
since 1997

Nicholas Boys Smith, in a research paper for Politeia, has com-
piled a comprehensive account of the additional costs to UK busi-
nesses of tax and regulatory changes implemented by the Labour
government since 1997. In particular, there have been three signif-
icant new business taxes: the windfall tax, the abolition of divi-
dend tax credits for pension funds, and the replacement of
Advanced Corporation Tax with advance payments for Corpora-
tion Tax. These have been partly offset by reductions in the rates of
corporation tax and employers’ National Insurance contributions,
and other business tax cuts. Figure 77a emphasises the recurring
impact of the pension fund tax change.

A vast array of new regulations (see Figure 77b) has come into
force since 1997, whose impact is much more difficult to cost with
precision. Some may object that the introduction of the National
Minimum Wage (NMW) was merely a rectification of a previous
injustice, but in comparative terms it still counts as an additional
business cost. Taken together, the cumulative costs of labour mar-
ket regulation, the NMW, changes to the operation of the welfare
system, European and other regulations are estimated at £12.7 bil-
lion to May 2001. An updated estimate of the combined cumula-
tive net costs to businesses of tax and regulation amounts to more
than £50 billion by January 2002.

Figure 77a: Cumulative costs of UK business tax changes in the 1997-2000
Budgets

Source: N. Boys Smith, No Third Way: Interfering government and its cost to business, Po-
liteia, 2001.

Figure 77b: Cumulative employer costs resulting from government
regulation, May 1997-May 2001
Source: As Figure 77a.
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Figure 77a Cumulative effect on business of tax changes
in the 1997-2000 Budgets
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Figure 77b Estimated employer costs resulting from
government regulation, May 1997-May 2001
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Rules, regulations and the end of UK privatisation

Some regulations have a profound influence on economic behav-
iour and may impose huge additional costs by adding to the ad-
ministrative burden or through the act of compliance. UK
adoption of the EU Working Time Directive, limiting the maxi-
mum weekly hours of employees, will suffice as an example. How-
ever, there are also regulations that are individually trivial in their
impact or cost, and yet in aggregate they also constitute a heavy
burden. A quick trawl through the list of Statutory Instruments for
2001 reveals examples such as the Countryside Access (Draft
Maps) Regulations, the Maternity and Parental Leave (Amend-
ment) Regulations, the Electricity and Gas (Energy Efficiency
Obligations) Order, and the Amusements with Prizes (Variation
of Monetary Limits) Order. While these are seemingly innocuous,
their numbers have been soaring, as Figure 78a attests.

On the other side of the account, the systematic transfer of
public-sector corporations and other commercial assets to private
ownership has virtually ceased. This is explained partly by the fact
that the stock of commercial assets remaining under public-sector
control is rather depleted and partly by a lack of enthusiasm for
privatisation in government. Between 1984 and 1997 inclusive, UK
privatisation proceeds totalled almost £68 billion. Since 1997, the
total is £1.4 billion. Figure 78b documents the receding signifi-
cance of UK privatisations in a global context.

Figure 78a: Annual UK totals for new rules and regulations (Statutory
Instruments only) for selected years

Sources: D. Moller, ‘Is Britain Being Strangled by Red Tape?’, Reader’s Digest, Novem-
ber 2001; www.hmso.gov.uk/si/.

Figure 78b: The UK's percentage share in global privatisation proceeds
since 1990
Source: OECD, Financial Market Trends, no. 79, June 2001, p. 44.
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Figure 78a Annual UK totals for new rules and regulations
(statutory instruments only)
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Three centuries of UK central government taxation

Therichness of UK historical data enables the present debate about
the size of government to be set in a much broader context. Figure
79a combines ten-year snapshots of the ratio of central government
tax revenues to GDP for the 19th century with annual data for the
20th century. Aside from the obvious war-induced spikes in the
ratio, the most salient feature remains the upward ratchet of the tax
burden from 1900 to the 1960s. Whereas the tax ratio was unwound
after the Napoleonic wars in the early 19th century, in the aftermath
of the two world wars UK governments consolidated the increased
taxratio to some extent. In 2001, the central government tax ratio is
poised to break above the boundaries of its 30-year range.

In Figure 79b, the most striking feature of the annual composi-
tion of taxation since 1692 is the demise of land-based taxation.
Land ownership constituted the basis for half of all central govern-
ment taxation in the late 17th century, but land and assessed taxes
were phased out in the 19th century. The one ever-present form of
taxation has been customs and excise duties, representing 56 per
cent of the total in 1692 and 40 per cent (if VAT is included) in
2001. Personal income taxes were introduced in the early 19th cen-
tury, but did not come into their own until the early 20th century.
Corporate income taxes are newer still, arriving only at the outset
of World War II.

Figure 79a: UK central government tax revenues as a percentage of GDP
since 1801

Sources: B. R. Mitchell, Abstract of British Historical Statistics, Cambridge University
Press, New York, 1976; National Statistics Statbase, www.statistics.gov.uk/statbase/.
UK data codes from Financial Statistics, tables 2.1C and 2.1D.

Figure 79b: Composition of UK central government taxation by broad
category since 1692
Sources: As Figure 79a.
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Figure 79a The UK tax ratchet in action over two centuries
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The long perspective on UK public spending and
employment

It is a sobering thought for today’s politicians that the prevailing
size and scope of government activity in the economy are similar
to those at the height of World War I (Figure 8oa). The Conserva-
tive government that took office in 1979 was the first successful at-
tempt of the 20th century to dismantle public-sector influence in
the aggregate. Nevertheless, there is still a deeply ingrained expec-
tation among large sections of the UK population that government
should operate as the primary problem-solving agency. This pre-
disposes governments to accept new roles and responsibilities, to
provide subsidies and reliefs to injured parties and to mitigate
every form of disaster regardless of whether private insurance is
available. Without a determination to resist the rising tide of ex-
pectation among the general public for greater powers of regula-
tion and intervention, the share of government spending in GDP
is likely to resume its long-standing upward trend. Another perti-
nent indicator of public-sector economic influence is the share of
public-sector jobs (Figure 8ob). After a sustained 20-year decline,
a modest increase in the employment share is probable.

Figure 80a: General government expenditure as a percentage of GDP
Source: National ~Statistics Statbase, www.statistics.gov.uk/statbase/, dataset
ST30531.

Figure 80b: Share of UK public-sector jobs in total workforce jobs,
percentage

Sources: National Statistics Statbase, www.statistics.gov.uk/statbase/, and Economic
Trends no. 571, June 2001, pp. 35-50. UK data codes: FHCE, FHCB, FHBW and CGYL.
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Figure 80a The long upward drift of UK public spending
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A long international comparison of the public
employment share

Must government always get bigger? Is it the ambition, or even
destiny, of all governments to become all embracing, comprehen-
sive, prescriptive and directive? Figure 81 provides some frighten-
ing illustrations of overgrown government. When the government
becomes such a significant source of personal income, as employer
or as provider of benefits and pensions, as in Norway and Sweden
today, there is a risk that local private entrepreneurs will give up
and move out, leaving behind a command economy. Remarkably,
the comparatively low public-sector employment ratios for 1913
and 1937 included sizable proportions of military personnel.

The UK story has been one of the more encouraging in western
Europe. The effect of privatisation and the transfer of elements of
the public-sector workforce into the private sector (e.g. local coun-
cil services, health trusts and the former polytechnics) have re-
duced the public employment share from 21 per cent in 1980 to 13
per cent in 1999. Indeed, the UK now boasts a smaller direct pub-
lic employment share than the US, on account of the much larger
complement of US military personnel. (The Department of De-
fense had a head count of over 644,000 in 2000.) On the other
hand, Japan seems able to manage with a public employment
share of only 7 per cent.

Figure 81: Public-sector employment as a percentage of total employment
since 1870

Sources: V. Tanzi and L. Schuknecht, Public Spending in the 20th Century: A global per-
spective, Cambridge University Press, New York, 2000, table II.2; OECD, Public Man-
agement Service, 2001.



A LONG COMPARISON OF THE PUBLIC EMPLOYMENT SHARE

Figure 81 The very long perspective on public employment share
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