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state system and its schools: generally lower standards of
performance, unruly behaviour including assault of
teachers, and truancy. The difficulty remains of building
advice services from private organisations. Moderate in-
vestors must be persuaded to risk their savings with
schools sanctioned by central government and run by
local officials with little knowledge of and less sympathy
with the commercia skills required for the high effi-
ciency demanded in competitive private schooling.

The Secretary of Sate for Health sees no flaws in a state
system that has chronicaly failed to raise as much fund-
ing as healthcare systems in dl other western countries in
Europe, and even more in North America, where combi-
nations of tax financing with optional private insurance
raise far more — 35 percent more in Europe, 50 per cent
in Australasia, 60 per cent in the USA — than in the Brit-
ish Nationa Hedth Service (NHS). He is prepared to
continue a fifty-year-old system unchanged on the same
principles — no knowledge of costs — for a further fifty
years. A century of the NHS which learns nothing from
other countries would look sadly out of place in the likely
world of the twenty-first century.

The government has no fundamenta solution for improv-
ing the conditions in which five million elderly couples
live out their years in council housing or high-rise blocks.
These long-outdated structures cannot be adapted to the
much higher standards of private owners or tenants, not
least among their own children. Government expedients
include short-term increases in yet more subsidies to
patch up council homes which will be of little interest to
younger people as their new homes in 2010 or 2020;
alongside this stands the latest drastic and desperate ex-
pedient of demolishing large numbers of council homes
in the slums.

The fourth service, the unfunded ‘pay-as-you-go’ Na-
tional Insurance pension, has finally been acknowledged
as a failure that will not produce the higher incomes in
retirement that most people have come to expect. The
new proposal for a compulsorily funded private pension
paid by insurance and invested to yield the income to pay
the pensions is a confession of failure of statesmanship.
It comes too late to save enough for the incomes that will
be required in old age by those already over the age of
fifty-five.

All these state services are destined to be perpetually
short of the tax funds necessary to raise their standards.
The only long-term solution is to recognise that they
were created when tax revenue seemed secure. The ulti-
mate solution in the twenty-first century is for the state to
accept the necessity to retreat in good order by returning
taxes to the parents, patients, tenants and pensioners to
enable them to buy schoals, hospitals, homes and pen-
sions of their own choice on the open market. The
sooner this ultimate retreat is arranged the more the state
can help it to be orderly. If not, democracy will be seen
to have no policies for an advancing society. Much of
current revenue is required to repair existing socia wel-
fare buildings — schools, hospitals, housing, and offices.
The essential flaw of contemporary democratic govern-
ment is that it requires frequent but increasingly reluctant

voter approval to maintain the good order of structures
inherited from the past. Much the same is true of schools
and hospitals, social ‘homes’ for the unruly young and
the uncomfortable old, and the clerical offices that dis-
figure our towns, not least when they are newly built for
the thousands of public officids who may not require
them for much longer.

Most of these structures were built by government in the
twentieth century; they now plague the government of
today. It need not have been the fate of our children, the
sick, working-class families, or the aging if government
had retreated from socia welfare in the last hundred
years as people built preferred services by paying fees,
charges or prices. That is what they had been doing since
the early nineteenth century until well into the twentieth.
Little of that is taught in our school history books or dis-
cussed currently by sociologists. In 1860, the Newcastle
Commission reported that three out of four working-class
children were at schools charging fees paid for by their
parents, sometimes aided by charities or the church.®
After the establishment by Gladstone of local board
schools in 1870, direct spending by families was increas-
ingly replaced by indirect spending by the same people in
their taxes on their purchases, but with much less in-
fluence on their schools.

Towards the last third of the nineteenth century, working
men were insuring privately for medical care with
friendly societies and similar working-class organisa-
tions® In 1911 when the Liberals, Lloyd George and
Winston Churchill, introduced compulsory socia insur-
ance for 11.5 million male employees no fewer than 9
million had been covered for some time by private insur-
ance. Long before, in the 1870s and 1880s, working
people in the industrial north were buying their homes
with the help of the early building societies. And, in
1946 to 1948, when post-war Labour, sadly encumbered
by pre-war thinking, introduced the enlarged pensions
schemes, Attlee and his colleagues must have known that
the occupational pensions begun in the 1930s were
spreading and would have spread further. This was a
failure of democratic government, not least in its short-
term myopia induced by the anxiety to win voter grati-
tude by dealing with urgent, pressing, short-term
‘problems’ that build complex distortions of policies in
the longer run. With the best of intentions, but the worst
of democratic foresight, governments down the decades
have expanded social welfare too soon, too far, and too
long, and their retreat is now too slow.

Admirers of Beveridge have persevered with the socid
schemes he outlined in 1942, some of which he had him-
self abandoned in his last years of disillusion with politi-
cians. Meeting with him as early as 1947, as a fellow
member of the Liberal Party, to discuss aspects of state
pensions on which the Liberal Party had asked me to
chair an enquiry, | found he was busy writing a book,
Voluntary Action.” In this he warned uninformed enthusi-
asts that the ‘social welfare’ being prepared by the politi-
cians would endanger the very ingtitutions that had been
built by ‘the peopl€e, that is, by the lower-income work-
ing classes. In 1962, when two former Fabian econo-



mists, the renowned Cohn Clark and the sage Graham
Hutton, joined me and my Institute of Economic Affairs
colleague, Ralph (later Lord) Harris, to dine with Beve-
ridge at the Reform Club, he lamented the fate of his na-
tional pension scheme. His saddest regret seemed to be
the failure of perhaps the most upright academic-politi-
cian of the day, Hugh Gaitskell, to follow his advice and
build the National Insurance Fund over twenty years, be-
fore paying the new retirement pensions. The political
excuse was that the higher benefit could not be paid to
other beneficiaries without including pensioners — an-
other excuse for a short-term expedient that created long-
term tensions aprés le déluge. The Nationa Insurance
Fund was for only a few years a ‘Fund’ invested to yield
income for the pensioners. For most of the years since
then it has been not a fund, but rather a tank with a pipe
of National Insurance contributions leading in and a large
pipe of pensions leading out. That is still true in 1998,
with the added burden for people approaching pension-
able age that they must — by government decree — per-
sonally accumulate a second pension. One other
academically-responsible palitician, Sir Keith Joseph, saw
the coming dilemmain the 1970s, but his politica friends
did not share or support his anxious vision.

THE HISTORIC DELUSION

Talk of ‘the retreat of the state’ creates apprehension
among the many who have regarded it as the saviour of
the sick and the poor. A dominant anxiety is that democ-
racy has taught the doctrine of Thomas Hobbes that its
creation of ‘sovereignty’ (government power over econ-
omic life) is essentia for the maintenance of good order
and civilized life. The dternative to the padlitical state
with the power to regulate economic life and to coerce
the people to conform to it, warned Hobbes, was ‘a state
of nature’ that would create perpetual ‘war of all against
al’ in which life would be ‘nasty, brutish and short’.
This dire prospect has habituated the Western world into
accepting and tolerating the political state with its over-
government. Yet from the start of the twentieth century
or earlier over-government has been an obstruction to the
liberties that democracy was supposed to protect.

Hobbes wrote in the seventeenth century. His warning
has long been overtaken by the technological advances of
the nineteenth century with its massive rises in living
standards. A century after Hobbes, at the end of the
eighteenth century, it was still plausible for Tom Paine to
urge, in his classic The Rights of Man, an early structure
of Beveridge Plan benefits from maternity grants through
a form of cash school vouchers all the way to funerd
expenses. In the introduction to the 1958 edition of The
Rights of Man | wrote of Paine's proposals:

In his day this was advanced thinking. In our day
we have no sooner erected a structure of state provi-
sion for the needy than it has in some respects
become out of date with rising persona incomes.
The welfare state is, or in a free society should be, a
passing phase; but there is a danger that it will be
erected into a permanent appendage: the crutch will
be beaten into a shackle.8

So it has been for forty years since 1958, and indeed for
over a century and a half. The recent reforms in state
welfare call out of us a reassessment of Hobbes' flawed
warning. This was rejected by the inter-war Labour-in-
clined scholar, A. D. Lindsay, the Master of Baliol. In
his introduction to Hobbes' Leviathan: he argued that law
is not obeyed soldy because it is created by the state;
rather it is respected essentially because it is wanted by
the people. This truth is still overlooked by the politi-
cians of our day.

.. if Hobbes is right [said Lindsay] in maintaining
that without some authority there can be no state ...
he forgets that the power of the sovereign, even
though legally unlimited, depends upon the skill
with which it gives expression to the general will; if
it disregards the general will there will come a point
at which no amount of legal or constitutional ma-
chinery will avert disaster.®

The legal and constitutional machinery of the twentieth
century has not prevented the emerging revolt of the
masses or the remonstrances of the bourgeois.

Hobbes was earlier refuted by the seventeenth-century
philosopher, Benedict de Spinoza, whose Portuguese fam-
ily fled from persecution to Holland. Lindsay repeats
Spinoza’'s magisteria dictum:

A sovereign has right insofar as he has might, and
he has might only insofar as he rules in such a way
that his subjects regard rebellion as a greater evil
than obedience.1°

The sovereign state is now having to retreat from social
welfare and other superfluous functions. But it is retreat-
ing too slowly. The subjects are rebelling. And they will
continue to rebel until government retreats sufficiently to
liberate the freedoms created by economic advance.
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