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Executive summary

(1) Poverty and inequality are two different things and it is fundamentally important that the Senate Inquiry does not confuse them
(2) The poverty debate in Australia is highly politicised.  Pursuit of greater equality is often disguised as an attempt to reduce poverty
(3) Poverty should not be defined or measured in a way that makes it indistinguishable from inequality.  This precludes mean and median income-based measures.
(4) The best-known measure of poverty in Australia – the Henderson poverty line – has become hopelessly inflated because of the way it has been adjusted for cost of living increases over the years.
(5) Any definition of poverty is arbitrary and reflects the value judgements of those who develop it.  Most estimates are almost certainly exaggerated.

(6) It is crucial to distinguish long-term (chronic) poverty from short-term hardship associated with lifecycle changes.
(7) Data on low incomes are unreliable and any recent poverty estimate which is based on ABS income data should be regarded as unreliable.

(8) Poverty is about living standards and is not necessarily to be equated with a ‘low income’.  Income statistics are only one indicator of living standards, and where possible, other indicators should also be used.  

(9) Few poverty estimates take account of the value of non-cash benefits and services, yet these are crucial in boosting the relative living standards of less prosperous households.

(10) There are compelling grounds for suggesting that long-term chronic poverty in Australia affects no more than 5 per cent of the population – probably fewer.  

(11) Poverty is largely a function of lack of paid work over a sustained period.

(12) Estimates of the number of children in ‘poverty’ will depend crucially on the assumptions built into the equivalence scales used to standardise living standards across different kinds of households.  Most equivalence scales are arbitrary.

(13) Poverty is best tackled by increasing paid employment in jobless households.  Given that most people in jobless households are low-skilled, this means increasing the supply of low-skilled jobs.  This in turn means restraining increases in minimum wage rates. 

(14) Calls for increased training opportunities are more likely to end up avoiding the issue of getting jobless people into work than resolving it.
(15) We will not improve employment participation rates by making it difficult for employers to shed surplus labour or to dismiss incompetent employees. 

(16) The value of Australian allowances and pensions is high by international standards.  There is no case for further increasing the welfare budget.
(17) Evidence indicates that welfare benefits are already set at a level sufficient to guarantee that nobody who is reliant on welfare payments need be living in poverty (even when the poverty line is drawn at a very high level).  There is no case for increasing the value of benefits.

(18) Given the centrality of paid work as the key route out of poverty, long-term welfare dependency among working-age able-bodied adults is not a protection from poverty, but is a risk factor increasing its likelihood.  For all who can work, welfare support should be seen as a temporary solution to a transitional problem.  
(19) Welfare reform in the USA has achieved remarkable success in reducing welfare dependency, reducing poverty, enhancing wellbeing and restoring claimants to economic self-reliance.  There are lessons here for Australia – notably in the imposition of time limits on welfare eligibility – although the American failure to provide ‘jobs of last resort’ needs to be rectified.
(20) The welfare state evolved at a time when few ordinary people could afford to provide for themselves.  Economic growth means this is no longer true.  Much of what people receive from the welfare state they now pay for themselves in their taxes (so-called “churning”).  

(21) Instead of taxing with one hand and handing back welfare services and benefits with the other, we could learn from Singapore, Chile and experiments in the USA and UK and move towards a system of personal savings and insurance to replace mass government welfare.

Preamble

The Centre for Independent Studies (CIS): 

The Centre for Independent Studies is the leading independent public policy ‘think tank’ within Australasia.  Founded in 1976, our work is informed by a commitment to the principles underpinning a free and open society:

· Individual liberty and choice, including freedom of association, religion, speech and the right to property; 
· An economy based on free markets;  
· Democratic government under the rule of law;   
· An autonomous and free civil society.
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The CIS submission to the Poverty Inquiry

CIS has played a key role in recent debates in Australia regarding the definition, measurement and alleviation of poverty.  In particular, we have drawn attention to

· the way poverty estimates have often been exaggerated, intentionally or unintentionally, as a result of using inadequate definitions and/or unreliable survey-based income statistics;

· the egalitarian political agenda which often drives, and gets confused with, research and advocacy on the problem of poverty;

· the importance of paid employment as a safeguard against poverty and as the basis for personal independence and self-reliance;

· the opportunity which is now open to us to reshape our welfare system so as to massively reduce dependency on state benefits and to enhance the quality of life of many of those who currently rely on welfare payments.  

Our work on the definition and measurement of poverty culminated in the publication in November 2002 of Poverty in Australia: Beyond the Rhetoric by Peter Saunders and Kayoko Tsumori.  This book can be consulted for a more detailed analysis of some of the points covered in this submission.

This submission was prepared by Peter Saunders and Kayoko Tsumori and is made on behalf of the Centre by the Executive Director, Greg Lindsay.

Terms of Reference: 1,a,i: The extent, nature and financial cost of poverty and inequality in Australia

(1) Poverty and inequality are two different things and it is fundamentally important that the Senate Inquiry does not confuse them
The question of ‘poverty’ is quite distinct from the question of ‘inequality’, and it is unfortunate that the terms of reference for this Inquiry run the two terms together as if they were the same (or different but complementary) phenomena. 

The journalist Lyle Dunne pithily summarises the difference: “Poverty is about not having enough, and inequality is about not having as much as others” (Adelaide Review, February 2002, p.14).  Thus:

· Poverty has to do with people lacking access to the resources required to maintain a socially-defined ‘acceptable’ standard of life.  

· Inequality is about some people having more resources than others.  

Theoretically, logically, morally and empirically, ‘poverty’ and ‘inequality’ are different things, and they raise completely different issues as regards social policy.  

· It is possible for poverty to increase even as inequality narrows.  Indeed, this is quite likely to happen if reductions in income inequality are brought about by increasing taxation to a point where it undermines economic incentives.  

· Equally, it is possible for poverty to reduce even as inequality widens.  This has been the case in recent years in the USA, for example, where child poverty rates are now at their lowest since 1979 even though tax cuts have almost certainly widened income differentials (see Rector and Fagan 2003).

Politically and morally, poverty is recognised by almost everybody as a ‘bad’ thing.  Nobody would deny that in principle, reduction, or even elimination, of poverty is an important and worthwhile policy objective.

The same cannot be said for inequality.  There are strong moral arguments for and against greater economic equality.  

· Egalitarian policies, such as income redistribution brought about by increased taxation on higher earners, are supported on ethical grounds by those who believe in end-state equality;

· But such policies are also opposed on ethical grounds by those who believe that people who work hard should be entitled to benefit from their own efforts.  

There is therefore no consensus about equality in the way that there is about poverty.  Inequality can be a ‘good’ thing; poverty never can.

(2) The poverty debate in Australia is highly politicised.  Pursuit of greater equality is often disguised as an attempt to reduce poverty

Those who want government to pursue greater equality often confuse matters by linking their demands to the issue of poverty.  It is easy to understand why, for nobody likes poverty.  

Tell people that Australia has a major problem of poverty (especially a major problem of child poverty), and you can expect to attract widespread support for any policies claimed to be necessary to sort the problem out.  For those seeking radical change, it is therefore tempting to make the poverty statistics look as bleak as possible, for the worse the problem appears to be, the more radical the proposals the public is likely to accept in order to solve it.  
It is crucial that this Senate Inquiry remains alert to this problem and retains a clear focus on poverty without getting side-tracked into the different question of inequality.  

(3) Poverty should not be defined or measured in a way that makes it indistinguishable from inequality.  This precludes mean and median income-based measures.

Some ways of measuring poverty are really measures of inequality.  This is particularly the case when a ‘poverty line’ is drawn at a level of income corresponding to some proportion of the mean income in the population as a whole.

An example of this was the Smith Family’s recent report on poverty, prepared by the National Centre for Social and Economic Modelling (NATSEM) and published in late 2001 (Harding et al 2001).  This report (which received widespread press coverage) claimed that 13% of Australians are ‘poor’ and that this number had increased from 11.3% ten years earlier.  

The report’s findings depended crucially on its definition of the poverty line as 50 per cent of mean income.  Using a poverty line based on half the mean income, estimates were inevitably skewed by the dramatic increase in earnings at the very top of the distribution that occurred through the 1990s.  The top five per cent of income earners in Australia saw their after-tax incomes rise by an average of $172 per week in real terms over that decade.  This dragged the average income up, thereby raising the ‘poverty line’ and increasing the number of people falling below it.  Even though the lower income earners had improved their situation in absolute terms, and had kept up in relative terms with the middle earners above them, the percentage of the population defined as being ‘in poverty’ rose.
Estimating a poverty line as a proportion of mean income can generate some paradoxical consequences.  
· We could reduce the number of ‘poor’ people simply by making richer people less affluent, for cutting their incomes reduces the mean and therefore lowers the poverty line.  
· Even more remarkably, if we increased the incomes of everybody below the poverty line so as to lift them all out of poverty, many of them would immediately fall straight back into it again!  This is because raising their incomes would increase the overall mean income in the population, thereby lifting the poverty line above the newly raised incomes of those at the lower end of the distribution. 
Median-based measures are not as bad, for the median is not distorted by extreme values at either end of an income distribution, but defining poverty as 50% or 60% of median income still confuses poverty with inequality (in this case, the comparison is between low income and middle income earners).   
(4) The best-known measure of poverty in Australia – the Henderson poverty line – has become hopelessly inflated because of the way it has been adjusted for cost of living increases over the years.

An alternative way of measuring poverty is to identify the income necessary to sustain an acceptable living standard and draw a poverty line at that point.  This is the basis of the well-known Henderson poverty line, and in principle it is a better method, but it encounters enormous problems when it comes to standardising the measure over time.

In his original study of poverty in Melbourne in the 1970s, Ronald Henderson fixed a minimum income poverty line on the basic wage prevailing at that time.  He thought this defined a standard of living “so austere as to make it unchallengeable.”  

The Henderson line subsequently gained widespread acceptance in the policy community, and it has regularly been updated to take account of inflation.   The method of updating has, however, resulted in a massive inflation in the value of the line itself.  
Updating was initially done by pegging its value to rises in average weekly earnings, but later it was linked to per capita household disposable incomes, and this has substantially raised its value in terms of spending power as time has gone on.  During the course of the 1990s, for example, the Consumer Price Index rose by just 18%, average incomes rose by 28%, but household disposable income per capita – the index on which the Henderson line is now updated – rose by 36% (Greenwell et al. 2001).   This means that the Henderson poverty line has been inflating at twice the rate of the CPI.  

Poverty estimates based on the updated Henderson line suggest that over twenty per cent of Australian households were living in ‘poverty’ by the year 2000 (up from just 12 per cent in 1990).  This, however, clearly tells us less about any increase in ‘poverty’ that may have occurred than it does about the growing generosity of the line used to measure it.  

Recently, researchers at SPRC have developed an alternative to the Henderson line called a low cost ‘indicative budget standard’ for Australia (Saunders 1999).  It is intended to define an income level “below which it becomes increasingly difficult to maintain an acceptable living standard because of the increased risk of deprivation and disadvantage.”  
This low cost standard was derived by compiling a list of thousands of items which most people buy or are deemed to need.  Having compiled the list, the price of every item was ascertained, and the total income which households of varying compositions require in order to pay for all of these items was calculated.  
But defining a poverty line in this way depends crucially on the criteria for including or excluding items on the budget list.  The fact that the poverty estimates work out in most instances to be even higher than those generated by the updated Henderson line suggests that the SPRC team may have been over-generous (e.g. ‘poverty’ among households with children comes out as much as 40 per cent higher than on the Henderson measure).  The SPRC authors believe that this demonstrates just how extensive the problem of deprivation in Australia really is; the alternative interpretation is that it demonstrates just how inflated their low cost budget standard has turned out to be.  

(5) Any definition of poverty is arbitrary and reflects the value judgements of those who develop it.  Most estimates are almost certainly exaggerated.

Poverty is an ‘essentially contested’ social science concept.  There is no agreement over how to define it or how to measure it.  There is therefore no authoritative answer to the question: How many Australians are poor?

We can, however, bear certain guidelines in mind when assessing the various estimates that get published.  In particular:

· We should be aware of the importance of change over time (for most surveys are one-off snapshots and many of the people who appear to be in poverty at one time are simply in transition between periods of greater affluence);

· We should keep in mind that evidence is only as good as the surveys that generated it – and we are now becoming increasingly aware of problems of survey validity in research on people’s incomes;

· We should take care to include the value of government services when estimating the living standards of lower income groups.

We elaborate on these three points below.

(6) It is crucial to distinguish long-term (chronic) poverty from short-term hardship associated with lifecycle changes.

Australia has only recently established a panel survey (HILDA) so we do not have good data on how people’s circumstances change over time.  However, research findings from eleven western European countries which do have household panel surveys show that between half (in Greece) and two-thirds (in Holland) of people falling under the poverty line in one year escape from poverty at some point in the next two years (Whelan et al, 2001).  And in Australia, the Sydney Morning Herald reports (13 August 2002) research by Deborah Mitchell and Trevor Breusch who followed 1,662 people of working age and found that most of those in the bottom quintile of incomes in 1997 had moved up within three years (most rose to the second or third quintiles, but 14 per cent of them made it to the richest fifth).

This suggests that many of those who are ‘poor’ at any one time will over a lifetime average incomes comfortably above poverty levels.   Most of us experience variations in our incomes as we go through life, and many of us experience temporary periods of ‘relative poverty’.  But this does not generally prevent us from ‘participating’ effectively in our society, nor does it ‘exclude’ us from maintaining access to ‘normal’ activities over an extended period.  

If  we are to take seriously a definition of ‘relative poverty’ as the inability to participate in the normal activities of our society, then many of the people below the poverty line at any one time should not be considered ‘poor’.  Their hardship is fleeting and their lives are following a normal path.  
While many people may experience incomes below the poverty line at some point in their lives, relatively few do so for an extended period.  Many of us experience ‘poverty’ at some point in our lives, but few of us are blighted by it.  There is little or no need for policy-makers to fret about people who find themselves in transitional hardship, for they are on a trajectory of affluence - yet these people make up a large proportion of those included in poverty surveys.

 (7) Data on low incomes are unreliable and any recent poverty estimate which is based on ABS income data should be regarded as unreliable.

Virtually all attempts to estimate the size of the poverty problem in Australia depend on information about incomes which is volunteered in surveys undertaken by the ABS.  But we now know that this information is seriously distorted – what people say they receive often bears little resemblance to what they actually get.

ABS income surveys have repeatedly found significant numbers of respondents reporting that they have no income at all – or even that they receive negative incomes.   These surveys also include significant numbers of respondents claiming to have incomes below the minimum level they could receive from welfare benefits, and on average, those in the bottom decile of reported incomes spend more than twice what they say they receive.
Some of these findings could be genuine, but overall, there is clearly something wrong.
This conclusion is reinforced when we look at evidence of the living standards being experienced by those reporting the lowest incomes.  Bray (2001) finds that 7% of those in the bottom two income deciles report a lifestyle indicating that they suffer ‘multiple hardship’, but this accounts for less than half of all those reporting hardship of this magnitude.  None of those people who report zero or negative incomes suffers multiple hardship. 
The unreliability of data on incomes at the lower end of the distribution has led the ABS to drop the bottom decile altogether from its analysis of economic deprivation.  It warns that including households with very low recorded incomes in an analysis will give “a misleading impression of the economic wellbeing of the most disadvantaged households” (ABS 2002c, p.52n).  

Any poverty estimate which is based on ABS income data should therefore be regarded as unreliable.  This covers most of the major reports released by academics and poverty pressure groups in recent years.    

(8) Poverty is about living standards and is not necessarily to be equated with a ‘low income’.  Income statistics are only one indicator of living standards, and where possible, other indicators should also be used.  

Eurostat (the EU statistical agency) believes that information on household expenditure is a “more satisfactory” indicator of “permanent income” than reported income data (see Green 1998).  In Australia, Barrett, Crossley and Worswick have suggested that patterns of consumption, as revealed by ABS expenditure surveys, are a more reliable guide to long-term household living standards than are income data, which fluctuate much more widely.

Income data and expenditure data seem to tell us very different stories, and the ‘poor’ who are identified by an income measure are not the same people as the ‘poor’ who are identified by an expenditure measure.  Rob Bray’s analysis has found that three-quarters of those who get defined as ‘poor’ on the basis of their reported incomes do not get defined as ‘poor’ on the basis of their patterns of spending – and vice versa.  
Using data on what people say they spend, rather than what they say they earn, also produces a very different picture of what has been happening to inequality over time.  Harding and Greenwell (2002) report that expenditure data show no increase in inequality in Australia during the 1990s:  “If we look just at trends from 1984 to 1998-99, then the share of total current expenditure for each decile is almost exactly the same – and this is reflected in the Gini coefficient, which shows a statistically insignificant increase from 0.298 to 0.302.” Relying solely on ABS income data, however, this same NATSEM research team suggested in its report for the Smith Family that inequalities rose significantly during the last decade.

It is reasonable to require of any serious poverty estimate that it should take account of spending as well as income data.  Few do.
(9) Few poverty estimates take account of the value of non-cash benefits and services, yet these are crucial in boosting the relative living standards of less prosperous households.

It is also reasonable to expect that any poverty estimate should include the value of all income when computing people’s living standards.  This includes government services.

Government services like schooling and health care are worth relatively more to those on lower incomes than to those on higher ones.  Government services supplemented the final incomes of the top decile of income earners in 1995 by just 5%, but at the other end of the distribution, these services added a 48% top-up for those in the bottom decile.  
· Ann Harding (1995) reports that the Gini coefficient falls from 0.376 to 0.342 – “an appreciable decline” – when government services are included in the calculation of people’s incomes.

· David Johnson and colleagues (1995) found that between 1982 and 1994, the ‘social wage income’ (disposable income plus the imputed value of government services) “was more equally distributed than disposable income.”  They found in 1993-94 a Gini coefficient of 0.315 for the distribution of disposable income and 0.244 for the distribution of social wage income. 

Ann Harding has calculated that non-cash government services added an average of $125 per week (in 1995 prices) to the incomes of individuals in the lowest income decile.  Given that their average declared net cash income (their ‘disposable income’) was only $260 in 1995, this means that the poorest group’s final income was increased by forty-eight per cent when the value of government housing, education and health care was included.  
Few poverty estimates make any attempt to take account of the value of government services.
 (10) There are compelling grounds for suggesting that long-term chronic poverty in Australia affects no more than 5 per cent of the population – probably fewer.  
Research estimating poverty levels in the Australian population of ten, twenty, even twenty-five per cent are common.  In nearly every case, these estimates (a) include transitional (lifecycle) hardship and elide it with long-term poverty; (b) rely on unreliable data on reported incomes; (c) depend on income as an indicator of living standards while ignoring expenditure; and (d) ignore the value of government-funded services in kind.

Half to two-thirds of those below the ‘poverty line’ at any one time are transitional; perhaps half or more are under-reporting their true incomes; and including the value of government services raises the final incomes of lower income groups by around 50 per cent.  Taking all these factors into account, it is reasonable to suggest that chronic, long-term poverty blights the lives of no more than 5 per cent of the population – probably less.  

This 5 per cent guesstimate is supported by research which has attempted to combine different kinds of indicators of deprivation (e.g. by identifying people with low income and low expenditure levels, or those who feel subjectively deprived and register highly on more ‘objective’ measures of deprivation too).  Such studies generally come up with very low poverty figures.  For example:
· Bray (2001) finds that just 2.2 per cent of the population reports both income and expenditure levels that are lower than 50 per cent of the respective median values in the whole population;

· Bray (2003) also finds that just 3.1% of the population suffers ‘multiple hardship’, defined as financial stress on at least two of three core lifestyle dimensions;

· The SPRC’s Peter Saunders (2002) identifies 5.9 per cent of people who claim to have insufficient income and who appear ‘poor’ based on community norms.

This five per cent or so of ‘chronically poor’ or long-term deprived households should constitute the key target group for social policy interventions and support.  

Terms of Reference: 1,a,ii: The extent, nature and financial cost of poverty amongst working Australians

(11) Poverty is largely a function of lack of paid work over a sustained period.
Despite claims to the contrary (see, for example, Eardley 1998: 32, 33), the ‘working poor’, for the most part, remains a contradiction in terms. No matter how poverty is defined and measured, full-time workers are least likely to be found among the ‘poor’. Unemployment continues to be the major cause of poverty.

· We have seen that the Smith Family poverty report (Harding, Lloyd and Greenwell 2001) claims that, between 1990 and 2000, poverty among all Australians grew from 11.3% to 13.0%—a 1.7 percentage point increase. Yet for those working full-time, the chance of being poor was considerably lower—4.2% in 1990 and 4.6% in 2000 (Harding, Lloyd and Greenwell 2001: Table 4). 
· According to another estimate 19.6% of all ‘income units’ were in ‘poverty’ in 1995-96, but the corresponding figure for income units containing at least one full-time worker was only 5.3% (Eardley 1998: Table 9).

Importantly, both estimates are based on ‘poverty lines’ that tend to result in inflated poverty figures. The poverty line in Harding, Lloyd and Greenwell (2001: 3) is set at half the average income;  that of Eardley is based on the Henderson poverty line. Yet even with those inflated poverty lines, the incidence of poverty among full-time workers comes out remarkably low.

The problem of poverty is therefore largely a problem of unemployment and non-employment, and it follows that poverty should be reduced by getting more people in jobless households into paid work.  

As discussed in section (1)-(b), labour market deregulation is of paramount importance for that purpose. Living standards for the minority of the working poor need to be lifted, not by further increases in an already high minimum wage level, but by tax concessions designed to take low-paid households out of the tax system.  Pay rises for low-wage earners forced on employers by increases in award wage rates will in the long-term raise the cost of low-skilled labour, destroy jobs for the working poor as well as the unemployed, and consequently exacerbate poverty.

Terms of Reference: 1,a,iii: The extent, nature and financial cost of child poverty in Australia
 
(12) Estimates of the number of children in ‘poverty’ will depend crucially on the assumptions built into the equivalence scales used to standardise living standards across different kinds of households.  Most equivalence scales are arbitrary.
 

Estimates of the extent of child poverty in Australia suffer from all the same weaknesses and problems that were laid out in section 1,a,i.  We would, however, draw the Inquiry’s attention to one further, specific, issue, namely, the question of equivalence scales.

Households differ in size and composition. Their needs vary accordingly. A single-person household may be able to lead a decent life on a weekly income of $500, but a couple household containing three children would probably struggle on the same money.  Equivalence scales attempt to allow for this by standardising incomes across households taking account of their varying expenditure needs.

There are different kinds of equivalent scales in common use (see Harding et al 2001):

· Some studies make an almost entirely arbitrary calculation.  The so-called ‘international scale’, for example, weights incomes by the square root of the number of people in each household, taking a couple with 2 children as the base comparison point (the ‘reference household’);

· Many international studies use an equivalence scale developed by the OECD which allows for different income needs in accordance with the numbers of adults and children in a household (the first adult is assigned a point of 1, additional adults get 0.5 each, and all children are assigned a point of 0.3);

· Some Australian studies have used the ‘simplified Henderson scale’, which assumes that the needs of families vary with the employment status of adults as well as the numbers of adults and children.  A version developed by the National Centre for Social and Economic Modelling (NATSEM) further allows children’s needs to vary with their ages. 

The incidence of child poverty will vary depending upon which of these equivalence scales we use.  In particular, if children are assumed to cost a lot, then the equalivalised incomes of households with children will be lower than if children are assumed to cost a little, in which case the number of children ‘in poverty’ will be greater.

Setting their poverty line at half the median income of all Australians, for example, Harding and her colleagues found that estimates of the extent of child poverty vary by as much as 2.4 percentage points according to the choice of equivalence scale.  There is a very real sense, therefore, that the techniques of poverty measurement are influencing the results.

Terms of Reference: 1,a,iv: The extent, nature and financial cost of poverty in Australian communities and regions

We have nothing specific to add under this heading.

Terms of Reference: 1,b: The social and economic impact of changes in the distribution of work, the level of remuneration from work, and the impact of under-employment and unemployment

(13) Poverty is best tackled by increasing paid employment in jobless households.  Given that most people in jobless households are low-skilled, this means increasing the supply of low-skilled jobs.  This in turn means restraining increases in minimum wage rates. 
The number of jobless households—households where no member is gainfully employed—has been growing.  In 1997-98, the proportion of jobless households was 16.3%—a 3.6 percentage increase from 1982. The incidence of dependent children in these households rose from 10.2% in 1982 to 15.0% in 1997-98 (Dawkins, Gregg and Scutella 2002: Table 1).

There is evidence that the growth of jobless households is due largely to ‘assortive mating’—that is, a tendency for couples to have similar characteristics. Over the past few decades, an increasing number of women have entered the labour market, and educated women often have gained employment at the expense of less educated men. Educated women are likely to be married to educated men who are also in work. On the other hand, less educated men are likely to be married or partnered to less educated women who are also out of work—hence the growth of jobless households (Dawkins, Gregg and Scutella 2002: 20-29).

The incidence of jobless households, therefore, could be significantly reduced by boosting employment opportunities for less educated, low-skilled workers (male or female). 
One important way to achieve this is to restrain the growth of wages for low-skilled labour, which means restraining the minimum wage in one way or another (see, for example, Dawkins et al. 1998). A minimum wage restraint would prevent the cost of low-skilled labour from rising too high and would thus increase the number of available low-skilled jobs.

Advocates of a high minimum wage (see, for example, ACTU 2002) claim that minimum wage restraint would simply exacerbate poverty. But low pay does not necessarily mean a low income: many low-paid individuals live in households that enjoy a relatively high standards of living. Richardson and Harding (1998: 14-16) estimate that, in 1994-95, approximately 40% of adults receiving the minimum wage or less were found in the top half of the family income distribution. They are, for instance, adults who did not earn much themselves but had other people in their families—typically their spouses—bringing a fair amount of money home. 
It is true that a high proportion of young low-wage earners can be found in low-income families.  But again this is somewhat misleading, for ABS surveys often record young low-wage earners as constituting an independent unit even when they actually live with their parents. Young low-wage earners living with their parents most likely have no rent to pay, receive financial support, have access to their parents’ cars, and so forth. The livings standards of young low-wage earners are, therefore, often higher than appears in the statistics.

(14) Calls for increased training opportunities are more likely to end up avoiding the issue of getting jobless people into work than resolving it.

It is often suggested that, rather than expecting low-skilled unemployed people to find low-paid work, it would be better to provide them with publicly funded training so that they enhance their earnings potential.  Indeed, under the ‘mutual obligation’ requirements in the Australian welfare system, training is currently an acceptable alternative to finding a job.  

But international as well as Australian evidence clearly shows that public training programmes have little effect in improving unemployed people’s chances of finding employment, and in most cases they are a waste of money.  The best way of getting people into work is to insist that they take a job.
A review conducted by the OECD concludes that, in Canada, Sweden and the United States, the cost of administering training programmes in some cases exceeded estimated gains for their participants (Martin 1998: 17).  A US study finds that training programmes are often positive for adult women looking to return to the labour force after a period raising children, but they are less effective for adult men and almost always negative for youth (Friedlander, Greenberg and Robins 1997: 1846-47). 
In Australia, Elizabeth Webster (2000: 250) argues: “While enhancing the skill level and career flexibility of the labour force may provide complementary conditions for sustainable full employment, it is not clear that labour-market programs designated for those out of work are the best or most efficient way to achieve this.”
A more efficient and effective way of reducing unemployment is to increase the number of available low-skilled jobs.  This does not mean that we simply consign low-skilled people to a lifetime of menial and low-waged employment, for evidence suggests that about half of those in low-skilled employment eventually gain on-the-job skills and move into higher-skilled, better-paid jobs (Dunlop 2001).  

(15) We will not improve employment participation rates by making it difficult for employers to shed surplus labour or to dismiss incompetent employees.
Concern has often been expressed about the growing incidence of ‘precarious’ jobs (for example, part-time and casual jobs) and its implications for income distribution. Between 1970 and 2002, the proportion of part-time workers increased by approximately five percentage points each decade (Rodgers 2002: 1). It stood at 27.9% in December 2002 (ABS 2002b: Table 16). Thus, part-time employment has certainly become more common; but this has not contributed to an increase in poverty.

Using the Henderson poverty line, Rodgers estimates poverty rates among differing labour force groups in 1996-97.  According to her findings, the poverty rate among part-time workers (6.8%) was slightly higher than that of full-time workers (4.0%); it was, however, slightly lower than that of all adults (7.0%) and moreover, significantly lower than that of the unemployed (20.4%).  This appears to have arisen from the fact that a large proportion of part-time workers live in families containing one or more full-time workers: in 1997-98, 70.34% of all part-time workers lived with at least one full-time worker (Rodgers 2002: Table 3).

Underemployment (part-time and/or casual workers wanting to work more hours but unable to find any such opportunities) may be more of a problem.  Between September 1999 and September 2001, the proportion of underemployed persons to all employed persons increased by one percentage point to 6.1% (ABS 2002a: Tables 1 and 2).  But this again suggests that we need to investigate the impediments to creating more full-time and/or permanent jobs.

The prevalence of jobless households, the shortage of low-skilled jobs and the increase of underemployment all point to an ever-growing need for labour market deregulation. Apart from a minimum wage restraint, various other measures would help.  These include reform of the unfair dismissal laws, for these deter hiring as well as firing.  Relaxing them would encourage employers to try out inexperienced and/or low-skilled workers (Tsumori 2002). 
Terms of Reference: 1,c: The effectiveness of income support payments in protecting individuals and households from poverty

(16) The value of Australian allowances and pensions is high by international standards.  There is no case for further increasing the welfare budget.

Australia’s welfare support system is unique among western countries (see Whiteford and Angenent 2001):

· It is tightly means-tested.  This results in a system which is highly efficient in targeting those most in need of support, although the down-side is that, like any means-tested system, it creates significant disincentive effects.  For those in receipt of benefits, the value of payments is high by international standards

· It is non-contributory and available on an indefinite basis.  Support therefore bears no relation to prior contributions – benefits are flat-rate and funded out of general taxation.  

Our system is generous by international standards.  Whiteford and Angenent (2001) find that:

· the proportion of the Australian  population receiving benefits in 1992 was nearly 2½ times the OECD average (because the system is non-contributory), 

· the value of net cash transfers to the poorest 30 per cent of the population is third highest in the OECD (behind Norway and Finland but above Sweden).  

Although total welfare spending appears relatively low on international comparisons, this is because Australia’s means-tested, non-contributory system is much more targeted than the systems in other countries where relatively affluent people end up getting support they do not need.

We should therefore ignore the welfare lobby when it cites international comparisons on total expenditure to argue for increased welfare budgets.  Australia is already one of the most generous welfare states in the world.
(17) Evidence indicates that welfare benefits are already set at a level sufficient to guarantee that nobody who is reliant on welfare need be living in poverty (even when the poverty line is drawn at a very high level).  There is no case for increasing the value of benefits.
Every quarter, the Melbourne Institute of Applied Economic and Social Research publishes the updated values of the Henderson poverty line as it applies to different household types, and compares the results with the total value of welfare benefits which different types of households are eligible to claim if they have no other source of income.  The results show that, for almost every kind of household, the total value of welfare entitlements exceeds the value of the Henderson poverty line.  For example, for the June Quarter 2002:

· A married couple with 2 children is eligible to receive a total of $508.85 in welfare payments; the Henderson poverty line for such a household is $495.76;

· A single parent with two children is eligible to receive a total of $423.77 in welfare payments; the Henderson poverty line for such a household is $400.55;

· A single person living alone on a pension is eligible to receive a total of $256.20 in welfare payments; the Henderson poverty line for such a household is $237.98.

This same pattern is found for single people and for couples, for households with no children and for households with one, two, three or four children, for people on allowances and for people on pensions.  The only case where welfare entitlements fall below the Henderson poverty line is a single person household on an allowance (as against a pension) where the total income of $229.80 is $8.18 below the Henderson line.

These are quite remarkable results – especially when we remember just how inflated and exaggerated the Henderson poverty line has become (see point 4 above).  Furthermore, the calculations ignore the value of fringe benefits available to welfare recipients – things like health and transport concessions.  And this is a pattern which has been reproduced by the Melbourne Institute over a period of years – it is not a freak result.

It is difficult to reconcile these findings with the results from surveys based on reported incomes which claim to find over 20 per cent of the population below the Henderson poverty line (Harding, Lloyd and Greenwell, 2001).  The only sensible explanations are, either, that survey respondents are under-reporting their incomes (see point 7, above), or that people are not claiming the welfare benefits to which they are entitled.  Either way, it is clear that the value of the benefits themselves is more than adequate.    
(18) Given the centrality of paid work as the key route out of poverty, long-term welfare dependency among working-age able-bodied adults is not a protection from poverty, but is a risk factor increasing its likelihood.  For all who can work, welfare support should be seen as a temporary solution to a transitional problem. 
Too many people in the welfare lobby see their goal as increasing total government welfare spending when the opposite should really be our aim.  High welfare spending is a sign of failure, not success.

The proportion of working-age adults receiving social security payments has mushroomed from 11 per cent in the mid-sixties to 27 per cent today.  Some of this increase is accounted for by new and more generous supplements to low and part-time earners, but around 14 per cent of working-age adults are almost wholly dependent on welfare payments today as compared with just 3 per cent forty years ago (ABS 1999, Bond and Whiteford, 2000).  Spending on cash transfers has also risen from 3% of GDP in the 1960s to 8% by 2000 (Whiteford and Angenent 2001).
Inevitably, as the proportion of recipients has risen, so the proportion of payers has dropped.  In the mid-1960s, there were 22 workers for every working-age adult dependent on welfare; today there are five.  The inevitable result has been an extension of the income tax burden further and further down the income ladder, thereby eroding work incentives and increasing the risk of poverty for those in employment.    
The McLure Report (Reference Group on Welfare Reform, 2000) was right in identifying the need to reduce welfare dependency by getting as many people as possible into some form of active ‘participation’.  Where feasible, we believe ‘participation’ should mean paid employment, for only a wage can bring economic self-sufficiency.

McLure recognises that the current welfare pensions system in some ways encourages long-term dependency:

· The number of people on Disability Pension has more than doubled in the last twenty years, but rates of mental and physical disability in the population have not have increased.  It is clear that unemployed people have been getting themselves transferred from the NewStart Allowance (which is less generous and carries ‘mutual obligation’ requirements) onto the Disability Pension (which is more generous and has no requirements).

· The number of Parenting Payment (Single) claimants has also escalated, and recent work by Bob Gregory (2003) finds that many single mothers remain welfare dependent for ten years or more without ever finding employment.  Again, a pension which places little or no obligation on the recipient, and which has no time limit, ends up making recipients almost unemployable.

Unlike McClure, we do not believe that the answer lies in abolishing the distinction between Allowances and Pensions:

· Blending pensions and allowances into a single payment would massively increase welfare spending, for allowances are currently less generous than pensions and the government’s commitment is to level up.  

· Removing the distinction between people deemed capable of supporting themselves and those who are not also sends out the wrong signals, for we need to emphasise that support for the former group is strictly temporary.   When the Americans reformed their welfare system in 1996 they named their new, time-limited, benefit ‘Temporary Assistance for Needy Families’ precisely for this reason.  

Some working-age people cannot earn an income, and they should receive generous, and unconditional, pensions.  They include people with severe disabilities and those with full-time caring responsibilities.  This group must be distinguished from claimants who are capable of supporting themselves and whose situation is therefore transitional.

The problem with the present system is that we define incapacity too broadly.  Twenty years ago, there were 230,000 Disability Pensioners; today there are over 600,000.  This number should be halved.  Similarly, single parents with very young children should not be expected to work (surveys find that most Australians are willing to support them until their children start school – see Eardley et al 2000), but under current arrangements, they can stay on a Pension until their children reach fifteen.  Again, we need to tighten up rather than abolish the Pension altogether.

Terms of Reference: 1,d: The effectiveness of other programmes and supports in reducing cost pressures on individual and household budgets, and building their capacity to be financially self-sufficient

We have nothing specific to add under this heading.

Terms of Reference: 2,a: The impact of changing industrial conditions on the availability, quality and reward for work

We have nothing specific to add under this heading.

Terms of Reference: 2,b: Current efforts and new ideas, in both Australia and other countries, to identify and address poverty amongst working and non-working individuals and households

(19) Welfare reform in the USA has achieved remarkable success in reducing welfare dependency, reducing poverty, enhancing wellbeing  and restoring claimants to economic self-reliance.  There are lessons here for Australia – notably in the imposition of time limits on welfare eligibility – although the American failure to provide ‘jobs of last resort’ needs to be rectified.

In 1996, Congress passed President Clinton’s bill which aimed to ‘abolish welfare as we know it’.  The bill set each state a target for reducing its welfare numbers – not marginally, but dramatically, by fifty per cent.  It also limited people’s eligibility for welfare – no more than two years in any one period, no more than five years over a whole lifetime.

Critics in and outside America were horrified.  They forecast chaos and misery.  There would not be enough jobs for all those people currently on welfare to do.  Women and children would starve; millions would suffer.  A group calling itself the Children’s Defense Fund forecast that child poverty would go up by 12 per cent, and Senator Daniel Patrick Moynihan called the welfare reform a “brutal act of social policy” and warned that those responsible “will take this disgrace to their graves.”

But as things turned out, the critics were wrong.  
· Nationally, the number of Americans on welfare fell by 58 per cent between 1996 and 2000 (New 2002).  This is an extraordinary result following forty years in which welfare dependency rates have inexorably risen; 

· Most former claimants have found jobs, and although they were often low-paid, they ended up better-off than before (single mothers who moved off welfare improved their incomes by an average of 60 per cent - Danziger et al 2002);

· Follow-up surveys found that most former-claimants were positive about what had happened – they were pleased to be off welfare, and they reported that their lives were better for it (Loprest and Brauner 1999, Mead 2000); 
· The children of former claimants also seem to have benefited, at least as regards child poverty indicators.  The poverty rate among black children and single parents is today at its lowest in recorded US history (Wall Street Journal 13 May 2002; Riedl and Rector 2001) and behavioural and educational outcomes for younger children seem to have improved (Butler 2000);  
· The fifty states have saved so much money on welfare payments that they have been able to increase spending on things like child care and one-to-one job counselling to support people as they moved from welfare to work.  Federally-funded child care spending by states has increased from $2.1 billion in 1997 to $7.4 billion in 2000 (Gray and Stanton, 2002); 
· Nor does ‘social cohesion’ seem to have been damaged by the welfare roll-back, for American crime rates fell significantly during the nineties, and rates of single parenthood began to stabilise (Phillips 2001). 
Fair-minded critics have had to swallow hard and admit they were wrong (“Many progressives, ourselves included, fought hard against the program that passed in 1996…So far, the evidence reveals that many of our fears have not been borne out”  - Bernstein and Greenberg, 2001, pp.10-11).  Welfare reform in America worked, and nobody there is any longer even debating whether to reinstate the old system.  Indeed, the states’ targets are being tightened to get 70 per cent of welfare caseloads into work in the future.
Sceptics claim that America’s success is due to the 1990s economic boom rather than the welfare reform, but evidence suggests that the reform itself has had major and significant effects.  New claims that economic growth during the nineties contributed little to the fall in the welfare rolls, although Besharov and Germanis estimate that only between 30% and 45% of the reduction in welfare rolls was caused by the welfare reforms while the rest was due to favourable economic conditions (15% to 25%) and to enhanced support for low paid workers in the form of tax credits and a higher minimum wage (30% to 50%).  The most judicious conclusion is that the reforms had an effect, but that recession may erode some of the gains that have been made. 

The secret of America’s success was the imposition of time limits.  We believe that Australia should set clear time limits on receipt of various categories of welfare benefits in order to reinforce the understanding that, for those who are capable of working and supporting themselves, welfare is only a temporary crutch and not a lifetime entitlement.  In particular:

· There should be a requirement that single parents work part-time once their youngest child enters school or pre-school, and commences full-time work once the youngest child turns 11 years of age (this would appear to be broadly consistent with public expectations and judgements of fairness – see Eardley et al 2001)

· New Start Allowance claimants should be expected to find paid employment within a specified period (perhaps 1 year) and there should be a lifetime limit of, say, 5 years on eligibility.  Half of all jobseekers currently find work within 8 weeks, but about one-third of the total have been out of work for a year or more, and they risk becoming unemployable.
Introduction of these limits would need to go hand-in-hand with intensive one-to-one help in job search.  And for those claimants who fail to find employment in the specified time period, there probably needs to be some provision for government-funded or government-provided jobs at welfare rates of pay (in order to maintain the incentive to move into a genuine job when the opportunity arises).  

This provision for a back-up form of employment would be a departure from the American model.  It is in line with the recommendation of former Clinton adviser, David Ellwood who told an Australian conference recently: “It is hard to see how a time-limited work-oriented reform strategy can work without some form of long-term aid or last-resort subsidised jobs in cases where people cannot find work-based on his review of the US system and its weaknesses (Ellwood 2002).    
(20) The welfare state evolved at a time when few ordinary people could afford to provide for themselves.  Economic growth means this is no longer true.  Much of what people receive from the welfare state they now pay for themselves in their taxes (so-called “churning”).  

A modest rate of economic growth (say 3 per cent per annum) sustained over an extended period doubles the real purchasing power of ordinary working people every thirty years or so.  This is what has been happening in Australia, and it means that the widespread deprivation that brought the welfare state into existence has vanished.  With it has gone the rationale for direct government provision on a mass scale.

Some provision will always have to be made for that section of the working-age population who cannot or will not support themselves by working.  But we have seen that their numbers are small (it was only 3 per cent in the 1960s).  For everybody else, the possibility now exists of genuine lifetime self-reliance.

As welfare spending has grown, so it has been funded increasingly by taking money from all sections of society, not just the wealthy or high income earners.  This means many people now pay with one hand and receive the money back with the other, and that most beneficiaries end up paying for most or all of what they receive.  
The heavy reliance on targeting and means-testing in the Australian income support system means that direct, cash benefits are steeply progressive (while the lowest income quintile receives 27 per cent, the highest receives only 5 per cent), but the distribution of benefits in kind, such as government education and health services, is much flatter and somewhat regressive (the lowest income quintile receives 15 per cent by value as compared with 21 per cent going to the highest quintile – ABS 2001).   Putting direct and indirect benefits together, Des Moore (Australian Financial Review 22 January 2003) calculates that the top quintile of income earners receives 14 per cent of total government expenditure on health, education, housing and cash benefits – barely less than the 18 per cent received by the lowest income quintile – and the ABS confirms that the highest gross income quintile receives almost as much on average each week in government payments and services as the lowest (A$221 against A$286).   

Of course, even if higher earners take almost as much out of the system as lower earners do, it is still true that they pay more in, so the system overall does redistribute money between them.  Nevertheless, it is clear that much of the money that goes into the welfare system is effectively returned to the same people.  This is particularly true if we look at the flow of benefits and taxes over people’s entire lifetimes.

Taking 1986 as her base year, Ann Harding calculates the total lifetime value of direct federal taxes (but not indirect taxes) that people pay into the welfare state, and compares this with the total value of cash and education services (but not, initially, health services) that they receive back.  She finds that: “A significant proportion of income taxes paid during the lifetime are returned to the same individuals in the form of cash transfers during some other period of their lifecycle.  Over the lifetime there is thus significant ‘churning’ as taxes paid to government at some point in the lifecycle are returned to the same individuals at some other point.” (1993, p.168). 

Taking men and women together, Harding calculates that the bottom income decile receives 21 per cent of its entire lifetime income as welfare cash transfers.  This poorest section of the population is therefore remarkably self-reliant, receiving only one-fifth of its lifetime income from government pensions and allowances.  Even more surprising is the fact that this same group also pays 12 per cent of its lifetime income to the government in income taxes.

Even at the very bottom of the lifetime income distribution, therefore, cash benefits account for only one-fifth of lifetime income, and half of this is cancelled out by income tax paid.
When we turn from cash benefits to welfare services in kind, Harding finds that lifetime churning is even more marked, and that richer individuals often end up taking more value out of government-funded services than poorer ones do.  For example, the highest decile of lifetime income earners receives $45,000 of taxpayer-funded schooling at 1986 prices, while the lowest decile takes only $38,600.  Similarly in health care (Harding, Percival, Schofield and Walker, 2000), even the bottom decile still pays for $30,000 of its $86,000 lifetime health benefits, and on average, Australians end up paying in their taxes for 73 per cent of the government health care they receive.        
What all this means is that the welfare system for most people today functions mainly as a ‘piggy bank’.  By taking taxes away from us during the more prosperous periods of our lives and returning the money to us during the leaner years, the government is ensuring that we save enough to cover our lifetime needs.  However, we exert precious little control over this process and the administrative cost of all this churning is very high.  

It is important, of course, that individuals should ‘smooth out’ their lifetime income flows, but using the welfare state to achieve this is a cumbersome solution to what is really a very simple problem.  As developments around the world have been demonstrating, the same outcome can be achieved more efficiently and equitably by developing instruments like Personal Savings or Investment Accounts which allow people to accumulate funds in their own personalised accounts and to play an active role in how they are managed.
(21) Instead of taxing with one hand and handing back welfare services and benefits with the other, we could learn from Singapore, Chile and experiments in the USA and UK and move towards a system of personal savings and insurance to replace mass government welfare.

In 1955 Singapore established a compulsory retirement savings scheme under which workers and their employers were obliged to deposit a set percentage of earnings into individually-earmarked accounts run by a government-managed Central Provident Fund (CPF).  Today, workers have to deposit 20 per cent of their gross earnings in the CPF (up to a monthly ceiling) and employers a further 12.5 per cent (there is no direct government contribution).  As time has gone on, the permitted uses of these individual accounts have been expanded beyond retirement pensions to include medical care and illness insurance, house purchase, education and even purchase of equities (McCarthy, Mitchell and Piggott 2001).  Funds administered by the CPF now amount to S$8.5 billion – 60% of Singapore’s GDP – and the scheme covers some 2.5 million wage and salary earners.      

In 1981 Chile privatised its social security system, which was threatening to collapse into insolvency.  As in Singapore, workers were compelled to pay a proportion of their earnings (minimum 10%) into a private account, but unlike Singapore, they could choose between as many as twenty competing fund management organizations (known as AFPs).  As in Singapore, the government does not contribute to these funds, but – unlike Singapore – it does use general tax revenue to make up any shortfall in people’s accounts when they reach retirement age.  Today, total assets in these schemes have grown to US$34 billion – 42% of Chile’s GDP – and they are claimed to cover 95% of full-time workers (Rodriguez 1999).   These personal funds have recently been extended to provide unemployment insurance as well as retirement annuities (Conerley 2002). 

The principle of personal savings accounts has attracted increasing attention around the world.  

· In America, the 1996 welfare reform allowed states to set up ‘Individual Development Accounts’ (IDAs) using federal welfare funding.  IDAs are personal savings accounts aimed at poor families.  Individuals are encouraged to save by matching their own contributions with government contributions, and savings can be used for certain specified purposes such as house purchase, funding a small business, post-secondary education or a retirement annuity.  So far, only about ten states have established IDAs under the 1996 Act, but another 20 or 30 have developed other IDA initiatives outside of their TANF programs (Friedman and Sherraden 2001).  Most have been fairly small-scale, but a current federal initiative aims to provide lenders with up to $12 billion in tax credits and thereby to cover fully half of the American population.  
· In Britain, a universal ‘Child Trust Fund’ has been established which will provide every new-born child with a taxpayer-funded lump sum as well as offering further, means-tested matching payments for children of poor parents.  There will also be a ‘Saving Gateway’ (a new system of family savings accounts in which the payments made by poor households will be matched pound-for-pound by government contributions).  In both cases, the proceeds can only be spent on approved purchases such as the deposit for a house, an adult education course, or the establishment of a small business.  

There are two different debates taking place today in the welfare field.  
· One is prompted by the American reforms and has to do with transferring people from welfare dependency into work; 
· The other reflects initiatives in asset-based welfare in a number of different countries and has to do with reducing the long-term insolvency of state retirement pension schemes as well as extending the capacity of the poor for taking control of their own lives.  
These two debates need to be brought together.  The long-term solution to our existing problems of poverty and welfare dependency is likely to lie first, in ensuring that everybody who can work does so (the American welfare reform solution), and secondly, in ensuring that everybody then sets aside a certain proportion of their earnings to enable them to provide for their own housing, health care, unemployment and sickness insurance and eventual retirement needs (the asset-based welfare solution).  
Australia is already committed to policies which seek to encourage welfare claimants to find employment, and its compulsory superannuation scheme is already in place as the foundation for what could become a much wider system of personal savings accounts.  We are therefore well positioned to break out of the spiral of ever-increasing social expenditure and ever-worsening rates of welfare dependency by making the transition to a more modern and appropriate welfare system based on the principle of personal responsibility and self-reliance.
Appendix: Summary of policy recommendations

To summarise, policy needs to address five key areas:
· Support for a needy minority: We have seen that the ‘mass’ problem of meeting people’s basic consumption needs which brought the welfare state into existence at the start of the twentieth century has now dwindled to become a minority, targetable problem.  Despite the current size of our welfare rolls, probably no more than 5 per cent of working-age adults should need long-term government aid and support, and they are people who for one reason or another cannot work.  Poverty surveys exaggerate the size of the problem by including transitional periods of low income with chronic long-term hardship.  The latter is today almost entirely caused by lack of full-time paid employment, and the solution to it lies not in expanding welfare, but in getting more people who currently rely on welfare into the labour force.  This in turn means we have to ensure there are jobs for them to do – particularly lower-skilled, lower-paid jobs.  The supply of lower-skilled jobs can only be expanded by further labour market reform (in particular, changing the award system and reforming the unfair dismissal laws).

· Reducing the number of welfare claimants: Although it is sometimes forgotten, expanding welfare rolls indicate social policy failure, not success.  Reducing the number of people depending on welfare will require tighter eligibility rules.  The number of Disability Pensioners has almost trebled in 30 years to 6 per cent of the working age population, suggesting that ‘disability’ needs redefining.  Numbers of single parent claimants have also escalated, and it would be in line with community expectations to reduce this number by expecting claimants to re-enter the labour force once their dependent children start school.  Welfare rolls can also be cut by setting time-limits on temporary assistance for unemployed claimants.  American experience suggests that time limits, coupled with intensive one-to-one counselling, can dramatically reduce long-term welfare dependency rates, although there is also a strong case for government to be the job-provider of last resort for those who exceed their welfare time limits. 

· Ending middle class welfare: Welfare services, such as public education and health care, benefit high and middle income earners almost as much (and sometimes more than) low earners.  Yet many recipients do not need this help from government.  Even under current arrangements, most ‘middle income households’ could afford to purchase their health care, education and retirement annuities from outside the State system, and many more could do so if government stopped taxing them in order to fund its own alternatives.  
· Saving instead of churning:  A large part of welfare expenditure involves intra- rather than inter-personal transfers as money is taken away at one point in the life cycle and returned at another.  A more sensible and less costly alternative which is consistent with the principles of the ‘enabling state’ would be to require or encourage wage earners to save and invest in their own personal accounts (which might be supplemented where necessary by means of ‘matched savings’, as in the UK and various experimental US schemes).  The Australian compulsory superannuation scheme is a first step down this road, although this system needs reforming as well as expanding.  
The transition from a twentieth century mass welfare system to a twenty-first century system emphasising personal responsibility and self-reliance will involve linked innovations across five areas of public policy: 
· labour market reform (so people who are capable of working can find jobs); 
· reform of the income support system (to reverse the forty-year trend to increasing dependency); 
· change in the funding of universal services (to enable consumers to purchase the services of their choice); 
· tax reform (so that even low-paid workers retain enough of their own earnings not to require government top-ups); 
· savings reform (so that workers build up their own resources to fund their retirement and out-of-work insurance needs in place of the welfare system’s lifetime churning of people’s incomes).
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