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A NEW SHAPE FOR THE WELFARE STATE

JOSE T. RAGA GIL

Only five years before the publication of Keynes' “The General theo-
ry of employment, interest and money”,* Pius XI warned that “... Free
competition, however, though justified and quite useful within certain
limits, cannot be an adequate controlling principle in economic affairs.
This has been abundantly proved by the consequences that have fol-
lowed from the free rein given to these dangerous individualistic ideals...
More lofty and noble principles must therefore be sought in order to reg-
ulate this supremacy firmly and honestly: to wit, social justice and social
charity”.2 With these words, and at a time when humanity was being par-
ticularly badly crippled by the Great Depression, Pius Xl laid down the
foundations for the construction some years later of what we now know
as the welfare state.

The welfare state involves the state using its power to modify the free
play of market forces, particularly in three areas. First, guaranteeing indi-
viduals and families a minimum level of income - one that would allow
them to lead a decent life — regardless of the market rate for wages and
the market value of their property. Secondly, insuring against those risks
that exist throughout one’s working and personal life; that is, limiting
insecurity that is caused by uncertainty that, could otherwise cause fam-
ilies and individuals to suffer crises and depressions, both economic and
psychological. Examples include making provision for the sick, the unem-
ployed, the elderly, the disabled, the widowed or the orphaned. Finally,
guaranteeing full access of all citizens, whatever their economic or social

1 See John M. Keynes, “The General Theory of Employment, Interest and Money”.
McMillan , London, February 1936 (first edition).
2 Pius XI, “Encyclical Letter ‘Quadragesimo Anno’”. Rome, 15.05.1931, num. 88.
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circumstances, to those services that are considered essential for a har-
monious life in society, as is desirable for a developing community.?

The period of approximately one hundred years, between the mid-nine-
teenth and the mid-twentieth century, was notable for its relative intellec-
tual stability although it was also not free of social upheaval. Throughout
the industrialised world — with the exception of those countries that had
fallen victim to the Marxist revolution — a balanced view of the economic
system arose. While this view recognised the market’s superiority in allo-
cating scarce resources, it also saw that the market had defects. Thus, cer-
tain objectives did not come within the free market’s scope, nor was the free
market capable of achieving them. These objectives related to the common
good, and they must be satisfied with the same guarantees with which the
market provides goods and resources, channelling them towards the satis-
faction of needs, in a free and competitive manner.

An historical outline

Concern for those problems that would eventually lead to the establish-
ment of the welfare state was not new at the end of the nineteenth century,
and still less so during the years following the Second World War, as fre-
guent theoretical references to these issues show. In addition, governments
attempted occasionally to deal — albeit on a piecemeal basis — with such
problems during particularly difficult times.

In fact, two schools of thought laid down the philosophical foundations
on which the welfare state was built. On the one hand there was the school
of thought influenced by liberalism, with its roots in the individual materi-
alism of Hobbes. This school would acquire, with important qualifications,
the nature of an economic theory in the Classical School. On the other,
there was the socialist school of thought, particularly that of Bernstein and
Lasalle, that began to gain ground in political circles as well as have greater
economic importance. In this context, it is worth mentioning the Fabian
Society, Herman Heller or the creation of political parties concerned with
social issues, such as the British Labour Party.

In the case of Bentham, much more than in the case of Smith, every
subject’s aspirations are manifested through the incessant search for per-
sonal pleasure and therefore the avoidance of everything that may involve

3 A. Briggs, “The Welfare State in Historical Perspective”. European Journal of
Sociology (Archives Européennes de Sociologie), 1961 (11)2, p. 228.
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sacrifice, dissatisfaction or pain. This hedonistic function of existence is an
inherent part of all individuals and shapes their rational behaviour
throughout their development. At the beginning of his first book, Bentham
stated what he considers to be the ultimate goal in the shaping of the social
and legal order “... it is the greatest happiness of the greatest number that
is the measure of right and wrong...”™

The happiness that Bentham referred to as a human objective, or, what
is the same thing, that quantity of pleasure to be obtained or pain to be
avoided, is capable of being estimated, calculated or measured, particularly
because it is possible to deduce from the empirical evidence that there are
different factors influencing such feelings of pleasure or dissatisfaction.®

This hedonism, satisfied through the consumption of useful goods,
becomes utilitarianism: a formulation of an individual’s rational action in
making a choice, both as regards economic and political and social mat-
ters. These factors can still be identified today in those decisions taken
according to pragmatic reasoning, whether on the basis of opportunity or
convenience.

Indeed, John Stuart Mill himself was not free of that influence,
although in his case we find it clothed in a certain degree of moral and
social concern; the social concern that, within the limits of the overall lib-
eralism in which it is set out, is present throughout his work. This social
concern would lead him to intend the reform of society in the interests of a
very rudimentary concept of what we could loosely call “social justice”.

Three objectives are present in Mill’s idea. First, he wished to defend eth-
ical rationalism against intuitive theories of ethics. Secondly, he wished to
defend utilitarianism from those attacks made against it because it does not
allow an independent assessment of virtuous actions to be made, nor can it
explain why each individual has to do what he has to do. Finally, he wished
to show that utilitarianism can explain the reason for justice; in other words,
that utilitarianism can justify our belief that the rules of justice take priori-
ty over any other rules, and can form the basis of moral laws.®

4 Jeremy Bentham, “Fragment on Government”. T. Payne, London, 1776. Revised
and Edited by J.H. Burns and H.L.A. Hart. London, Athlone Press, 1977, p. 393.

5 Jeremy Bentham, “An Introduction to the Principle of Morals and Legislation”. T.
Payne & Son. London, 1789. Reedited by J.H. Burns & H.L.A. Hart; Athlone Press,
London, 1970. See particularly ch. 4 ‘Value of a lot of pleasure or pain: how to be meas-
ured’, p. 38.

6 John Stuart Mill, “Utilitarianism”. Parker son and Bourn, London 1863, published
for the first time in Fraser’'s Magazine, Oct-Dec 1861, vol. 64, 383-4.
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Mill's objectives would have a fundamental influence on later liberal
thought, as regards his proposal for a free and egalitarian society and how
it is possible to move form a calculation of individual happiness to one of
collective happiness. This collective dimension was already present in Adam
Smith: “Every individual is continually exerting himself to find out the most
advantageous employment for whatever capital he can command. It is his
own advantage, indeed, and not that of the society, which he has in view. But
the study of his own advantage naturally, or rather necessarily leads him to
prefer that employment which is most advantageous to the society”.”

Adam Smith gave form to the liberal viewpoint. According to Smith, the
state would have a role to play — see book V of An Inquiry into the Nature
and Causes of the Wealth of Nations — but in general it should let the "invis-
ible hand" of the market operate, with its supreme capacity to allocate
scarce resources in the most efficient manner possible, in accordance with
human intelligence. The state should do no more than offer a legal frame-
work that provides economic agents with the necessary certainty to con-
duct their business.

However, certain liberals considered the state to be an essential ele-
ment for the functioning of the economic model that they put forward.
Bentham argued that the state was necessary for the administration of
justice and to redistribute wealth and income between citizens. Mill went
somewhat further, considering that in order to achieve maximum utility,
the intervention of the state was necessary. Accordingly it is not unusual
that even in periods dominated by liberal ideas, states start to intervene
more and more in economic affairs, correcting, replacing and even com-
peting with private operators, when in previous times, the free play of
market forces had been preferred.

At the same time as this process was taking place, the influence of
socialism, the second school of thought was gaining ground as regards eco-
nomic, political and social affairs. If for liberalism the individual was the
essential nucleus upon which society is constructed, society simply being
the total of all the individuals that compose it, for early socialism, society is
what gives sense to the individual, in such a way that the existence of the
latter is secondary to the shape that the former takes.

7 Adam Smith, “An Inquiry into the Nature and Causes of the Wealth of Nations”.
First Edition in W. Strahan and T. Cadell in the Strand. London 1776. The reference is
from the edition of R.H. Campbell and A.S. Skinner. Liberty Classics, Indianapolis 1981,
as an exact photographic reproduction of the edition published by Oxford University
Press in 1976; vol. 1, book 1V, chap. Il, p. 454 [4].
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While liberals saw the common good as the sum of individual good,
there being no divergence of interests between the two, socialists believed
that there was a natural divergence of interests; human beings, driven by
their conflicting interests, would make their version of well-being prevail
over those who attempted to stop them. It is society, embodied by the state,
and not a union of the specific interests of individuals, that defines the
objective good of the community. It is even possible that this objective good
is not desired by any of the subjects that make up society. The possible
divergence of interests between the individual and the collective good is,
therefore, simply part of the natural state of things.

Putting the social nature of man before his existence as an individual
subject, his needs are shaped in the context of the society in which he lives.
Such rights can only be properly satisfied when they are recognised by soci-
ety as a whole. Once they are so recognised, social rights of man will arise
that guarantee the satisfaction of those needs in the context of assured
equality, effective not only in the political field but also in the economic
sphere. The existing inequalities would generate violence and lead to the
class struggle as an expression of rebellion against social injustice.

Some of the revolutionary changes of a theoretical nature were put into
practice, above all in the nineteenth century, for example, the revolutions of
1830 and 1838. Then, following a century of frequent upheaval, a different
type of revolution would make its presence felt even more decisively: the
Industrial Revolution.

The discovery of new productive procedures, technical advances, more
efficient and sophisticated means of production, as well as certain very
important raw materials, both in the USA and the most advanced parts of
Europe, led to the development of industrialisation that would have an
impact on practically all economic sectors of those countries.

Attracted by this new situation but also the prospect of — theoretically
at least — greater remuneration of work, the commencement of industriali-
sation would be accompanied by internal migration from the countryside
to urban or industrial communities. In the short term, these communities
were unable to give a decent reception to those who came looking for work,
housing and, in general, the means to survive.

In this way, initially, the Industrial Revolution dashed many hopes, and
meant misery for many human beings and despair for those who only wished
for a decent life and a fair wage, capable of satisfying the most basic needs.

The labour issue had become the main social issue. At the end of the
century, Pope Leo XIII would say that “But all agree, and there can be no
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guestion whatever, that some remedy must be found, and quickly found, for
the misery and wretchedness which press so heavily at this moment on the
large majority of the very poor... Hence by degrees it has come to pass that
workingmen have been given over, isolated and defenceless, to callousness
of employers and the greed of unrestrained competition”.?

Logically, such a scenario could only lead to situations of intense gen-
eral discontent, a breeding ground for conflict: the violence of the needy
was directed at the society that had failed to provide for them. As Leo XIlII
also said: “It is not surprising that the spirit of revolutionary change,
which has long been predominant in the nations of the world, should
have passed beyond politics and made its influence felt in the cognate
field of practical economy. The elements of a conflict are unmistakable:
the growth of industry, and the surprising discoveries of science; the
changed relations of masters and workmen; the enormous fortunes of
individuals and the poverty of the masses; the increased self-reliance and
the closer mutual combination of the working population; and, finally, a
general moral deterioration”.?

Twenty years after these Leo XllI's pronouncements, in Germany a
debate was beginning that called into question the liberal approach to
meeting the needs that had been created as a result of the Industrial
Revolution.

In 1872, in Eisenach, a small group of university intellectuals, sociol-
ogists and individuals active in economic affairs, published a Manifesto
setting out the model of the state that they believed could resolve the
urgent problems that were facing the German people. Rejecting liberal
theories, they proposed the intervention of the state in order to protect
the working-class, favouring its incorporation into the political and social
establishment, and where possible, protecting workers from the abuses of
capitalists or businessmen.

Two members of the historicism school, Adolph Wagner and Gustav
von Schmoller, created an association called the Verein fur Sozialpolitik, or
Association in favour of Social Policy. Its goal was to raise societal aware-
ness of the idea of a strong interventionist state, capable of guaranteeing
economic success and the well-being of the whole nation as well as its indi-
vidual members, and of controlling the effects of industrialisation and
attending to the needs of the poorest through aid.

8 Leo XIII, “Encyclical Letter ‘Rerum Novarum’”. Rome, 15.05.1891, num. 2.
9 Leo XIII, “Encyclical Letter ‘Rerum Novarum’”. Rome, 15.05.1891, num. 1.
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From the outset, the Association gave particular attention to work in its
social context. Wage levels and wage improvements, the training of
employees (the improvement of human capital), the working time, social
security and social services and so on were the areas where the Association
promoted by these two economist above mentioned was most active.

It should not be forgotten that social reform and justice are the funda-
mental issues addressed in Schmoller's thought. Schmoller supported a
degree of paternalism in social policy in order to increase the education of
the working-class, as well as to satisfy them materially as a means of
achieving social peace. He considered this to be the best way, if not the only
way, to avoid revolutionary uprisings and even contemplated the possibili-
ty of a degree of closeness — even an alliance - in the relationship between
the monarchy and the working-class.*

The strong state advocated by the promoters of the Verein, which was
present in the Eisenach Manifesto, would come to fruition in Chancellor
Bismarck’s government. It would be more difficult to claim that the objective
of the state under Bismarck was the well-being of everyone, as Ludwig
Erhard,’* another Chancellor and former Minister of Germany, would claim
some years later. Nevertheless, Bismarck’s efforts were appreciated by Kaiser
Wilhelm I, who, on the 17 November 1881, made the following statement to
the German Reichstag: “In February of this year, we expressed our conviction
that the solution to the social problems is to be found not only in the repres-
sion of social democratic abuses, but more importantly in improving the wel-
fare of the workers. We consider this to be our imperial duty and fervently
urge once more that the Reichstag attends to this task...”.*?

There were, without doubt, measures to protect workers and the least
favoured classes. Nevertheless, it is difficult to be sure whether such meas-
ures came within the objective of the welfare state or, by contrast, they were
simply a means by which a more satisfied working class would increase its
contribution to the national economy. If the goal was simply to increase
workers’ productivity, the Iron Chancellor’s forerunner of the welfare state
was a poor one, even though social measures were implemented.

At that time, however, Bismarck was held in great esteem and his influ-
ence felt in other countries, such as the United Kingdom, where concern for

10 Gustav von Schmoller, “Die Soziale Frage: Klassenbildung, Arbeiterfrage,
Klassenkampf”. Ed. L. Schmoller, Duncker & Humblot, 1918, p. 648.

11 SeeLudwig Erhard, “Wohlstand fur alle”. Econ-Verlag GMBH. Dusseldorf, 1957.

2 Wilhelm I, “Kaiser Wilhelms des Grossen, Briefe, Reden und Schriften. 1l Band:
1861-1888”. Ernst Siegfried Mittler und Sohn. Berlin, 1906, 3 edn, p. 383.
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the most needy — the poor — had existed since the beginning of the seven-
teenth century. Thus, the Poor Laws, under which the parishes of each area
provided various forms of public aid, had existed since 1601. Malthus'’s
attacks on these measures aimed at providing relief for the destitute should
not be forgotten. However, the Bismarckian approach flourished in Great
Britain, resulting in a fruitful exchange of information about such meas-
ures and their results which undoubtedly brought the experience of the two
countries closer together.

With the existence of such theories and the resulting introduction of
public social measures, the end of the nineteenth century and the beginning
of the twentieth century provided the setting for the development of what
we now call the welfare state. If we contemplate what took place during the
first half of the twentieth century, we could not find a better justification for
the welfare state’s existence: two world wars and, sandwiched between
them, the Great Depression, which spread desolation, unemployment and
hunger throughout a large part of humanity, perhaps with greatest intensi-
ty in the most industrialised countries.

The desire for a strong and interventionist state, capable of correcting
the deficiencies of market economies and of allocating resources and
achieving the well-being of the nation and its citizens, appeared to be
more than justified.

A society was therefore contemplated in which the central role of the
individual was absent. This model could be called a society without indi-
viduals, in contrast with the domination that individuals had enjoyed in
previous times. So much so that, for a time, not only the liberal princi-
ples against which this reaction took place seemed to be forgotten but
also the statements of the person who would become the architect of a
new economic model: John Maynard Keynes. Keynes stated “Government
is not to do thing, which individuals are doing already, and to do them a
little better or a little worse; but to do those things which at the present
are not done at all”.=3

State intervention, which eradicated the individual as solely responsible
for his own acts, created as many problems as it solved. Therefore it is not
surprising that at a time when the Great Depression of 1929-1930 was at its
height and therefore when the way seemed clear for this model of the state
as a substitute for the individual to triumph, the voice of Pope Pius XI was

¥ John Maynard Keynes, “The End of Laissez-faire”. In Laissez-faire and
Communism. New Republic, Inc. New York, 1926, p. 67.
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heard, arguing that the state should play a secondary role with respect to
the individual in decision making.

“The State authorities should leave to other bodies the care and expe-
diting of business and activities of lesser moment, which otherwise become
for it a source of great distraction. It then will perform with greater free-
dom, vigour and effectiveness, the task belonging properly to it, and which
it alone can accomplish, directing, supervising, encouraging, restraining, as
circumstances suggest or necessity demands. Let those in power, therefore,
be convinced that the more faithfully this principle of ‘subsidiarity’ is fol-
lowed and a hierarchical order prevails among the various organizations,
the more excellent will be the authority and efficiency of society, and the
happier and more prosperous the condition of the commonwealth”.14

Structure of the welfare state

On the basis of theories that, from very different sources and different
geographic origins, led to the existence of a coherent body of theory, the
welfare state came into being. This process, started in the second half of the
nineteenth century, has been part of political, economic and social affairs
to the present day, with the mutations and adaptations that have proved
necessary at any given time, according to social requirements on the one
hand and economic conditions on the other.

In its first phase, from 1870-1920, the welfare state tried to establish
itself through defining its fundamental principles, including the specific
shape of the state. Legal provisions aimed at organising the employment
market, protecting the worker from possible abuses by employers and the
introduction of obligatory insurance, were the two main features during
this initial period. Thus the substitution of UK-style “Poor Laws™® by oblig-
atory insurance not only meant a quantitative difference but, particularly, a
qualitative difference. The objective was to attempt to change from a char-
ity-based system to one based on the recognition of the workers'’ rights to
subsidies or other state benefits.

Between 1920-1950, that is, from before the First World War until after
the Second World War, was a period of consolidation and coordination of

¥ Pius XI, “Encyclical Letter ‘Quadragesimo Anno’”. Rome, 15.05.1931, num. 80.

15 See Raymond G. Cowherd, “Political Economist and the English Poor Laws: A
Historical Study of the Influence of Classical Economics on the Formation of Social
Welfare Policy”. Ohio State University. Ohio — Athens, 1977.
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the plans put into effect in the previous stage. What is perhaps more impor-
tant, the social policy that had been developed through various initiatives,
in which spontaneous mutual insurance activity played a fundamental role,
became a state activity that would provide the basis for a social security sys-
tem with wide coverage, as opposed to the system of unemployment insur-
ance that existed in the previous period.

The two Reports published by William Beveridge during the Second
World War in 1942 and 1944 were a decisive step in building on the expe-
riences of the previous period. These reports set out the starting point of a
welfare state model together with its means and ends.

The 1950's and 1960's was a period of economic recovery. The rhythm
and intensity of this recovery varied greatly from country to country, but
the sustained economic and social growth during this period was capable
of supporting a great expansion in the social security system and the pro-
vision of social goods.

This was a period in which, according to many, we were all
Keynesians. As will be recalled, Keynes' General Theory, which appeared
in 1936, was extraordinary influential throughout the whole of the
Western world — with the obvious exception of those countries with
Marxist economic systems. It was hoped that the model of the Keynesian
state would guarantee economic growth, stability and redistribution of
wealth; this latter objective to be achieved fundamentally through a social
policies funded by fiscal policy.

In the 1970, the world economy suffered severe crises, set off by the
energy crisis at the end of 1973. These crises had two equally alarming
effects, which, moreover, occurred at the same time: an increase in unem-
ployment, at a rate not seen since 1929-30, coupled with inflationary pres-
sures, that, in turn, caused interest rates to rise.

Given this situation, it was not surprising that there was a substantial
increase in social spending, in order to meet the new needs that, without
widening the coverage, caused by the economic recession that the devel-
oped world was experiencing. The level of public revenue at equal fiscal
pressure fell in absolute terms which led to the introduction of two new
measures: on the one hand tax reforms that could lead to greater tax col-
lection and on the other the public debt that, by being placed on the finan-
cial markets, encouraged interest rates to rise even more.'®

16 See Mancur Olson, “The Rise and Decline of Nations: Economic Growth,
Stagflation, and Social Rigidities”. Yale University Press. New Haven, Conn. 1982.
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The crisis of the welfare state: unforeseen difficulties

The problem was complicated and public finance theorists and econo-
mists in general started to view the situation as a crisis in the model of the
welfare state that had existed until that moment.*’

The reason for this crisis was not only the scarcity of resources. While
this was an important problem, it was not the only one, nor the most diffi-
cult. Together with the scarcity of financial resources at that time to deal
with the problems caused by economic contraction, the very nature of the
welfare state model was called into question. It was necessary to revise the
model in order to evaluate its capacity to deal with the difficult moments
that it would have to be able to deal with. At the same time, over the medi-
um or long term its reform was necessary in order to, on the one hand, give
it a new identity and legitimacy and, on the other, ensure that there was a
balance in the income-social spending relationship in the public budget.

The reforms were soon noticeable. Their diverse nature and their wide
ranging effect depended on the scale of the problem caused by the insuffi-
ciency, which, unsurprisingly, was different in each country. Most states
rushed to rid themselves of their productive activities of goods and servic-
es. This task had little to do with the functions of welfare that normally
meant market intervention and distortion and, in most cases, a significant
public budget burden.

Thus the privatisation process was commenced, most aggressively in
Great Britain, less so in France, Germany, Spain, Italy and so on; the USA
hardly suffered from this problem. The result of this process was twofold.
First, funds from the sale of assets provided the state with a financial
injection and, secondly the ending of heavy losses, generally suffered by
state-owned companies, meant the need for resources to finance them no
longer existed.

In turn, a reform of the system of benefits began in many countries —
perhaps practically all those with a system based on redistribution — main-
ly the pensions system — in the method of distribution as opposed to capi-
talisation. The effect of these reforms, whatever the technicalities, was

17 See, inter alia, Géram Therborn, “Why Some People are more Unemployed than
Others”. Ed. Verso. London, 1987; James O’Connor, “The Fiscal Crisis of the State”. St
Martin's Press, New York, 1973; Peter Taylor-Gooby, “Public Opinion, Ideology and
Welfare State”. Routlege and Keagan, 1985; Ramesh Mishra, “The Welfare State in
Crisis”. Harvester Press, 1984; W.J. Momsen (ed.), “The Emergence of the Welfare State
in Britain and Germany”. Croom Helm, London, 1981.
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clear: a reduction in the rights of future pensioners, with the consequent
decrease in benefits and their move towards sufficiency at a time of budg-
etary constrain that did not appear to be transitory.

It was clear that the welfare state had become a mistaken application of
Keynsian theory, characterised by a continuous increase in competences
and activity that had led it into a serious financial crisis. Many academics
agreed with this diagnosis and in the need for reform.

Pope John Paul Il himself stated at the beginning of the 1990’s that “...
excesses and abuses, specially in recent years, have provoked very harsh
criticisms of the welfare state, dubbed the ‘social assistance state'.
Malfunctions and defects in the social assistance state are the result of an
inadequate understanding of the task proper to the state. Here again the
principle of subsidiarity must be respected: a community of higher order
should not interfere in the internal life of a community of a lower order,
depriving the latter of its functions...”.:

Some began to question the raison d’étre of the welfare state in the mod-
ern world. In fact, there was some movement back towards a micro-eco-
nomic approach to the concept of welfare. In this approach, welfare is sim-
ply the result of an economic action based on the choice between alterna-
tives in the context of freedom and diversity of choice, something that is not
reflected in the structure of the welfare state.

From this perspective, man is seen as an actor, who, through his action,
“... is eager to substitute a more satisfactory state of affairs for a less satis-
factory”.®® Alternatively, “Strictly speaking the end, goal, or aim of any
action is always the relief from a felt uneasiness”.?

This involved a return to liberalism, with a clear reduction of the social
functions of the state, reduced, at best, to the provision of welfare for cases
of destitution; recalling, perhaps, the circumstances that gave rise to the
Poor Laws in Great Britain.

In a very different context, the warnings of Pope Pius XI fifty years ear-
lier were still relevant: “Just as the unity of human society cannot be build
upon ‘class’ conflict, so the proper ordering of economic affairs cannot be
left to the free play of rugged competition. From this source as from a pol-

18 John Paul 11, “Encyclical Letter ‘Centesimus Annus’'”. Rome, 01.05.1991, num. 48.

1 Ludwig von Mises, “Human Action. A Treatise on Economics”. William Hodge
and Company Limited. London-Edinburgh-Glasgow, 1949, p. 13.

20 Ludwig von Mises, “Human Action. A Treatise on Economics”. William Hodge
and Company Limited. London-Edinburgh-Glasgow, 1949, p. 92.
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luted spring have proceeded all the errors of the ‘individualistic’ school.
This school, forgetful or ignorant of the social and moral aspect of eco-
nomic activities, regarded these as completely free and immune from any
intervention by public authority, for they would have in the market place
and in unregulated competition a principle of self-direction more suitable
for guiding them than any created intellect which might intervene”.?* From
a state that, in 1931 it was hoped capable of providing for the common
good of society and which, at the height of the economic recession, was
considered to be the only possible solution as an instrument regulating the
economy, capable of guaranteeing stability and full employment.

Pius XI was correct in his comments about the dangers of individual-
ism, with its egoism and its exclusive utilitarianism. A society based upon
such notions disintegrates, becoming a conglomerate of individuals inca-
pable of living together, far removed from the idea of a community that
shares in all forms of human activity, of which economic activity is only one
—and not the most important — part.

Man is, by his very nature, a social being and therefore sociable. From
this it can be deduced that he has a natural commitment towards other
members of the community. This commitment is only endangered when
man makes the mistake of feeling himself to be worth more, which leads to
his desire to dominate others.

The community is simply an extension of the most restricted unit: the
family. In the same way that everybody is born, grows up and develops
within the family, from which he receives and gives up different talents,
the family and its members are, in turn, simply units of a greater being
that we call the human family. That family, as the smallest unit, is a living
example of what society needs, of the type of person capable of uplifting
himself and society, to which he sacrifices himself and from which he
obtains great benefits.

The family is the mirror in which its members must examine themselves
in order to be able to give social life a meaning and to give their full support
to the welfare state. “In order to overcome today's widespread individualis-
tic mentality, what is required is a concrete commitment to solidarity and
charity, beginning in the family with the mutual support of husband and
wife and the care which the different generations give to one another. In this
sense the family too can be called a community of work and solidarity”.?

21 pjus XI, “Encyclical Letter ‘Quadragesimo Anno’”. Rome, 15.05.1931, num. 88.
22 John Paul 11, “Encyclical Letter ‘Centesimus Annus’”. Rome, 01.05.1991, num. 49.
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The family is the school par excellence where the individual learns to
distinguish the permanent from the temporary, the significant from the
ephemeral, the important from the superfluous. The family is where the
occasion exists to cultivate the spirit and to make the key distinction
between material and spiritual, a distinction without which man chooses
the wrong path, wrapped up in a consumerist spiral.

Mises pointed out the importance for the individual as an economic
agent of not only material possessions. “It is arbitrary to consider only the
satisfaction of the body’s physiological needs as ‘natural’ and therefore
‘rational’ and everything else as ‘artificial’ and therefore ‘irrational’. It is the
characteristic feature of the human nature that man seeks not only food,
shelter, and cohabitation like all other animals, but that he aims also at
other kind of satisfaction. Man has specifically human desires and needs
which we may call ‘*higher’ than those which he has in common with the
other mammals”.??

Following this statement, there is nothing unusual about the lament of
the Pope Juan XXIII, in the Mater et Magistra, when observed “... we note
with sorrow that in some nations economic life indeed progresses, but that
not a few men are there to be found who have no concern at all for the just
ordering of goods. No doubt, these men either completely ignore spiritual
values, or put these out of their minds, or else deny they exist. Nevertheless,
while they pursue progress in science, technology, and economic life, they
make so much of external benefits that for the most part they regard these
as the highest goods of life”.>

From the criticism of the welfare state to the need for the welfare state

In the previous section reference has been made to the general criticisms
of those theorists of public spending — some more radically than others -
directed fundamentally at the welfare state as it existed at the end of the
1970s. In spite of the radical position adopted, always present in times of
revision, it was clear that the solution to a possibly overstretched public sec-
tor could not be the ending of those functions that, for reasons of justice,
equity and solidarity could and must be exercised by the state, without of
course destroying similar functions that may be carried out by individuals.

2 Ludwig von Mises, “Human Action. A Treatise on Economics”. William Hodge
and Company Limited. London-Edinburgh-Glasgow, 1949, p. 19-20
24 John XXIII, “Encyclical Letter ‘Mater et Magistra’”. Rome, 15.05.1961, num. 176.
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One well-measured criticism was made by John Paul 11, who said as fol-
lows: “... in exceptional circumstances the state can also exercise a substi-
tute function, when social sectors or business systems are too weak or are
just getting under way, and are not equal to the task at hand. Such supple-
mentary interventions, which are justified by urgent reasons touching the
common good, must be as brief as possible, so as to avoid removing per-
manently from society and business systems the functions which are prop-
erly theirs, and so to avoid enlarging excessively the sphere of state inter-
vention to the detriment of both economic and civil freedom.

In recent years the range of such intervention has vastly expanded, to
the point of creating a new type of state, the so-called ‘welfare state’”.%

This is the basis of the criticism and of the correct degree of state inter-
vention in the economy. Man is the focal point of economic activity, as with
any social activity. Everything in the universe is at man’s service. Technical
instruments and advances, scientific knowledge, all the goods that nature,
in conjunction with the work of man and the availability of capital, are
capable of meeting a single objective: to serve man and the whole of
mankind. Accordingly, state intervention must never stifle the potential of
the community’s members.

The warning is therefore appropriate, particularly when most recent
events have shown how real this conflict is. “It should be noted that in
today’s world, among other rights, the right of economic initiative is often
suppressed. Yet it is a right which is important not only for the individual
but also for the common good. Experiences show us that the denial of this
right, or its limitation in the name of an alleged ‘equality’ of every one in
society, diminishes, or in practice absolutely destroys the spirit of initiative,
that is to say the creative subjectivity of the citizen”.?

This right of economic initiative was not only repressed but actually
destroyed in the past in countries with central planning systems. However,
it must also be recognised that it has been notably restricted in those sys-
tems where, with the intention of guaranteeing welfare for all through the
public sector, the state has competed with the private sector on unfair
terms. In this way, it has restricted the creativity of individuals, which
should be one of a community’s main assets.

However, it is not only private creativity that is reduced, with the dam-
age that this entails; personal solidarity is also diminished, as experience

25 John Paul 11, “Encyclical Letter ‘Centesimus Annus’”. Rome, 01.05.1991, num. 48.
26 John Paul 11, “Encyclical Letter ‘Sollicitudo Rei Socialis' ”. Rome, 30.12.1987, num. 15.
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has clearly shown us, in favour of the “institutional solidarity” of the state.
Avoiding calling solidarity a personal responsibility in society has been the
general rule that has found favour and justification in the institutions
established by the welfare state.

Faced with this phenomenon, it should not be forgotten that “Although
in our day, the role assigned the State and public bodies has increased more
and more... it is quite clear that there always be a wide range of difficult sit-
uations, as well as hidden and grave needs, which the manifold providence
of the State leaves untouched, and of which it can in no way take account.
Wherefore, there is always wide scope for humane action by private citizens
and for Christian charity. Finally, it is evident that in stimulating efforts
relating to spiritual welfare, the work done by individual men or by private
civic groups has more value than what is done by public authorities”.?’

The truth of this statement could not be clearer. The state cannot pro-
vide assistance in all situations, particularly if what is needed is proximity
and acceptance. Yet at the beginning of the twenty first century we cannot
rely on the spontaneous reaction of individual solidarity to provide such
assistance.

Nowadays, it must be recognised that “It is also quite clear that today
the number of persons is increasing who, because of recent advances in
insurance programs and various systems of social security, are able to look
to the future with tranquillity. This sort of tranquillity once was rooted in
the ownership of property, albeit modest”.? And contemplation the future
peacefully is an essential part of all welfare states.

Solidarity is the inspiration for and an essential part of the system, act-
ing as a means of communication and transferral of wealth and goods
between different subjects and families in a community. However, this point
needs emphasising. Solidarity is based on commitment and in turn creates
commitment. Otherwise, the bankruptcy of the system is guaranteed: who-
ever has most resources will avoid his obligations towards those who have
least; he who has least and has his needs covered may opt for idleness. A
warning to this effect was given by the Second Vatican Council: “... in high-
ly developed nations a body of social institutions dealing with insurance and
security can, for its part, make the common purpose of earthly goods effec-
tive. Family and social services, especially those which provide for culture
and education, should be further promoted. Still, care must be taken lest, as

27 John XXII1, “Encyclical Letter ‘Mater et Magistra’ ”. Rome, 15.05.1961, num. 120.
28 John XXIII, “Encyclical Letter ‘Mater et Magistra’ ”. Rome, 15.05.1961, num. 105.
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a result of these provisions, the citizenry fall into a kind of sluggishness
toward society, and reject the burdens of office and of public service”.?

These are all dangers of which the naivety of the public sector may
make the system in which citizens have put their trust to cover their future
needs into risky and insecure. A failure to appreciate the true situation or
clumsy regulation should not be allowed, otherwise the system’s survival
will be endangered.

Towards a new welfare state

As has been said, the welfare state has evolved through history, taking
on a new dimension, new objectives and new methods in accordance with
the circumstances both as regards time and place. At the same time, it has
adapted to the requirements of a society which largely accepts its existence
and essential function, even though different views may exist as regards its
definitive shape.

In the twenty first century that has just commenced, the welfare state
will need to be equally capable of adapting and meeting the challenges that
it will undoubtedly face. The social function, which constitutes the essence
of state intervention to achieve what we call “welfare” takes a very different
form today than it did in the past. The welfare state is today built on the
foundations of a free and efficient market, in other words one that is com-
petitive, which should not be distorted by public action; in fact the opposite
is true, the role of the state being to guarantee the exercise of freedom of
choice within a legal context that is ordered and fair.

An ordered world, without which a free economy is impossible, was a
requirement of Adam Smith’s economic model. It is the essential difference
between freedom of action and chaos and forms part of the Church’s social
doctrine. “Economic activity, specially the activity of a market economy,
cannot be conducted in an institutional, juridical or political vacuum. On
the contrary, it presupposes sure guarantees of individual freedom and pri-
vate property, as well as stable currency and efficient public services.
Hence, the principal task of the state is to guarantee this security...”.*°

The state has been deprived of its productive function, which it carried
out under the erroneous presumption of encouraging employment in a

2 Second Vatican Council, “Pastoral Constitution ‘Gaudium et Spes'”. Rome,
07.12.1965, num. 69.
30 John Paul 11, “Encyclical Letter ‘Centesimus Annus’”. Rome, 01.05.1991, num. 48.
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society that, in all probability, needed to reduce levels of unemployment. As
a result, state action has now been reduced on the one hand to the regula-
tory action guaranteeing the principal objectives of the human community
and on the other to satisfying public needs, essential for co-existence in
society on the basis of fraternity and solidarity, through instruments of fis-
cal policy, both sides, revenues and expenditures.

This function is not altered by the fact that the production of public
goods is carried out by the public sector itself or such production is con-
tracted out to the private sector where the public service is reserved for the
task of assigning and distributing such goods.

These two instruments of regulation and social policy without doubt
constitute specific areas within which the welfare state may operate.
Through the first, the state tries to ensure that society progresses towards
the goal of the common good; through the second, it remedies shortages
and covers needs. However, analysing with a critical eye the present struc-
ture of the welfare state, certain tendencies exist. While these are obvious it
is worth stating them expressly in order to consider the chances of the sys-
tem surviving, and if so the chances of modifying its scope.

Recalling the title of the book written by L. Erhard, “Welfare for all”
cited above, at the beginning of this third millennium of Christianity we
must ask ourselves the question: “to whom does the word all refer?”. It is
honest to recognise that all refers exclusively to those who live in a given
place — a nation - at a given time. However, within this restriction it is nec-
essary to break the information down further, differentiating between those
who vote and those who do not, nationals and foreigners, old people and
young people and so on.

In fact, the welfare state is a long way from having incorporated the
meaning of interdependence and universal mutuality. “Every day human
interdependence grows more tightly drawn and spreads by degrees over the
whole world. As a result the common good, that is, the sum of those con-
ditions of social life which allow social groups and their individual mem-
bers relatively thorough and ready access to their own fulfilment, today
takes on an increasingly universal complexion and consequently involves
rights and duties with respect to the whole human race. Every social group
must take account of the needs and legitimate aspirations of other groups,
and even of the general welfare of the entire human family”.3

31 Second Vatican Council, “Pastoral Constitution ‘Gaudium et Spes”. Rome,
07.12.1965, num. 26.
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Nevertheless, the model of the welfare state hardly takes into account
the needs and the objective of welfare of those who live outside a given
territory — the objective of the 0.7% of GDP, to be reduced to 0.35 %, fol-
lowing the Barcelona Summit, March 2002 - to which certain public
spending applies.

In addition, the nature of welfare even in the most developed nations
has become reduced to welfare in a material sense, based on comfort, the
lack of worry and an easy life; in other words, what has come to be known
erroneously as ‘quality of life’, robbing society of the values that make it
grow in stature, make it more human and, above all, commit it to a com-
mon objective.

“... the confusing concept of ‘quality of life’ in the context of a welfare
state cannot be accepted without criticism as a valid point of reference for
the promotion of the life of all. Its materialistic and utilitarian connotations
make it difficult to understand and put into practice as a true stimulus for
the development of man, and mankind, as a whole...

There will be no true quality of life if the religious and human dimen-
sion of new generations and also of the elder members of society is not
looked after. There will be no true quality of life for anyone as long as there
are families affected by poverty, young people without access to a decent
home, old people alone, handicapped people badly cared for, immigrants
discriminated against, the arms trade, drugs and ‘human flesh’ available for
prostitution”®? [Author’s translation].

However, it is not only the territorial jurisdiction that sets the limits of
application of the welfare state; time is also a factor that defines its benefi-
ciaries. Only those that live at the time in question can, in general, be con-
sidered subjects, contributors or beneficiaries vis-a-vis the programmes
that make up the welfare state. Further, under the system of redistribution,
the method most generally applied, the beneficiaries and more particularly
the benefits depend on the contributions made by those paying into the sys-
tem at the time.

All of the above leads to the first question for the new shape of the wel-
fare state: can it continue to be based on the same principles, that is, is it
viable? If it is viable, should other considerations be incorporated? If not,
how should it be amended?

82 LXXVI Plenary Assembly of the Spanish Bishops Conference, “Instruccién
Pastoral ‘La familia, santuario de la vida y esperanza de la sociedad’”. Madrid,
27.04.2001, no. 119.
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A changing scenario: the population

One of the presumptions on which the current model of the social secu-
rity system — the most significant part of which is the welfare state — was
based and a possible condition for its viability was that the population
structure would remain largely the same. It is clear today, however, that the
population structure has changed markedly and will change even further
throughout the first half of this new century. This is so both as regards the
growth of the total population and as regards the dependent population
with respect to the total population. Even more importantly, the change in
the proportions of those contributing to and benefiting from the system is
substantial, which will only increase in the years to come.

The situation provides food for thought.® The first question that is a mat-
ter of concern is the survival of the population as such. The birth rates, which
are currently extremely low in comparison to previous periods, cast doubt on
the ability to sustain in the future the volume and composition of the exist-
ing population, or rather it ensures that such an objective is impossible.

The average birth rate in the European Union was 1.5 children per
woman in 2000 and it is predicted that this figure may rise to 1.7 by 2050.
At this rate, it is impossible to maintain the population level (see Table I,
Figure I, page X at the end of this volume). These low birth rates reflect soci-
ety’s attitude towards procreation that involves certain ordering of social val-
ues. The welfare state itself may have some influence on the establishment
and possible modification of such values, through the education system.

Comparing the demographic trends existing in countries in the north
and south, John Paul Il stated that, “One cannot deny the existence, espe-
cially in the southern hemisphere, of a demographic problem which creates
difficulties for development. One must immediately add that in the north-
ern hemisphere the nature of this problem is reversed: here, the cause for
concern is the drop in the birth rate, with repercussions on the ageing of the
population, unable even to renew itself biologically. In itself, this is a phe-
nomenon capable of hindering development”.?* On this point the Second

33 To consider this problem and in support of the arguments put forward, apologies
are made for only using the statistical data published or to be published by the European
Union. There are, however, two good reasons for this: first, the Member States of the EU
have gone further in establishing universal welfare states more than anywhere else, and
secondly, as regards the quality of the information, there is an advantage in using a sin-
gle statistical — and therefore homogeneous — source.

34 John Paul 11, “Encyclical Letter ‘Sollicitudo Rei Socialis' . Rome, 30.12.1987, num. 25.
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Vatican Council would have said that, “Within the limits of their own com-
petence, government officials have rights and duties with regard to the pop-
ulation problems of their own nation, for instance, in the matter of the
social legislation as it affects families... of information relative to the con-
dition and needs of the nation...

For in view of the inalienable human right to marry and beget children,
the question of how many children should be born belongs to the honest
judgement of parents. The question can in no way be committed to the
decision of government. Now since the judgement of the parents supposes
a rightly formed conscience. It is highly important that everyone be given
de opportunity to practice upright and truly human responsibility. This
responsibility respects the divine law and takes account of circumstances
and the time”.®

It is worth noting that while society is hypersensitive about the conser-
vation of animal species that are in danger of extinction, which has led the
state to produce a great deal of protective legislation on this point, there is ho
similar commitment to protect humanity from its tendency to reduce in size.

Having children has become a problem about which the welfare state
appears to take no action. “In the social sphere, individualism also influ-
ences the value given to human life. It can be observed that when the sub-
ject of human life is discussed in a social context, the terms of reference are
almost always utilitarian; the calculation of goods. Human life, in a con-
sumerist society, is evaluated by the way in which it contributes to an
increase in general welfare and not as a gift to develop in accordance with
one’s personal vocation.

The birth of a child is seen as a social problem, as an economic bur-
den that will give rise to a series of difficulties in the future, particularly
as regards education. The child is no longer seen as a source of hope for
the rejuvenation of society and as a precious gift for the family”
[Author’s translation].

Faced with this justifiable desire to protect flora and fauna, above all
plants and animals in danger of extinction, man (and the welfare state)
has overlooked the most important conservation project of all: the con-
servation of humanity itself. “The first and fundamental structure for

% Second Vatican Council, “Pastoral Constitution ‘Gaudium et Spes'”. Rome,
07.12.1965, num. 87.

36 LXXVI Plenary Assembly of the Spanish Bishops Conference, “Instruccion Pastoral
‘La familia, santuario de la vida y esperanza de la sociedad’ ”. Madrid, 27.04.2001, no. 40.
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‘human ecology’ is the family, in which man receives his first formative
ideas about truth and goodness, end learns what it means to love and to
be loved, and thus what it actually means to be a person. Here we mean
the family founded on marriage, in which the mutual gift of self by hus-
band and wife creates an environment in which children can be born and
develop their potentialities, become aware of their dignity and prepare to
face their unique and individual destiny”.3

This failure to attend to human ecology will result in the population of
the European Union, which in 2000 totalled 375 million inhabitants, being
reduced to 265 million inhabitants in 2050 (see Table I, Figure 11, page XI).
This will entail a reduction in the working population, those people that
create income for the benefit of society, through their participation in the
process of production of goods and services. The working population -
those aged between 15-64 years — which in the European Union is estimat-
ed at 251.7 million people, is expected to fall to 210.3 million by 2050; a fall
of more than sixteen per cent in a period of fifty years.

At the same time as the birth rate and the working population are
falling, the proportion of the population aged at least 65 years old will
increase from 61.3 million in 2000 to 102.7 million in 2050 for the countries
of the European Union. Among this number, it should be noted that the
most spectacular growth is of people aged at least 80 years old, which will
increase from 13.9 million in 2000 to 38.1 million in 2050 (see Table 111 and
Figure 111, page XII). This is a consequence of the advances that have taken
place in medicine and health, food, customs and general way of life whose
overall effect will be to increase life expectancy to 85.5 years for women and
80 years for men in 2050.

It is very clear that what we have just described goes beyond mere statis-
tics. The change in the nature of the population, the reduction in fertility and
the consequent fall in the birth rate, together with increased life expectancy,
will cause a complete transformation in the demographic pyramid. This will
have clear effects on the possibility of sustaining the welfare state.

The change in the relationship existing between those contributing to
and those directly or indirectly benefiting from the system underlines the
need to readjust the balance between the two aspects of the programme so
that the security that the system aims to give those relying on it does not
become risk and insecurity. This is particularly so in those systems whose
financial model is based on redistribution rather than capitalisation.

37 John Paul 11, “Encyclical Letter ‘Centesimus Annus’”. Rome, 01.05.1991, num. 39.
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In this sense, the dependence of those aged 65 years old or more of the
working population is a cause for concern. The situation in the European
Union is worrying, where the proportion of those depending on the work-
ing population will rise from 24% in 2000 to 49% in 2050. This means that
for each two people aged between 15 and 64 there will be one person aged
65 or more by the year 2050.

While the statistics are revealing, the situation is even more alarming if
the figures are broken down on a country by country basis. Thus, in Spain
the respective figures are 25% in 2000 and 60% in 2050. (For more infor-
mation see Table IV and Figure 1V, page XI11).

Even more enlightening is the relation of dependence if the unem-
ployed are included within the dependent population and as beneficiaries
of the social security system or welfare state. Table V and Figure V, page
X1V, clearly shows this relationship of effective economic dependence; by
2050 the number of dependants will be greater than those in employment.
The figures for Italy, Spain and Greece are particularly striking, since all
three countries already have, and will continue to have throughout the next
50 years, more dependants than employed. In the case of Italy, this per-
centage will rise from 134% in 2000 to 142% in 2050.

Initial economic consequences of these changes

As has been stated time and again the figures that have been supplied,
are more than just bare statistics. They represent a different world to that
imagined at the time of the construction of the welfare systems that are
now with us and that make up what we call the welfare state. These differ-
ences mean that we must revise concepts, objectives, categories and forms
to restructure, where necessary, such systems.

From the above it is easy to reach certain economic conclusions that
should be taken into account if and when the time comes to redesign this
model.

It has been seen that a fall in the fertility rate leads to a reduction in the
youngest part of the population which, within the next ten to fifteen years,
will result in a significant reduction in the working population. A lower
working population will lead, ceteris paribus, to a reduction in economic
growth and, also, a reduction in the Gross Domestic Product, unless the
decrease in labour supply is compensated by an increase in the level of
employment or occupation, or by an increase in levels of productivity, nei-
ther factor being mutually exclusive.
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It is worth making an additional observation. As regards the reduction
in the level of unemployment — equivalent to the increase in the level of
employment or occupation, as we have just called it — may clearly be an
objective, although there is little margin for its effects to be appreciable.
With the exception of certain cases, such as Spain, where the level of unem-
ployment is still very high (approximately 14 per cent), or Greece, Italy and
Belgium, (around 11 per cent) the majority of the remaining countries in
the European Union have levels of unemployment that, given the legal
structure of the European labour market, could be considered as having
natural unemployment.

In fact, it would not be surprising if total unemployment in the
European Union increased slightly over the next 50 years. Breaking down
the figures, we find that in certain countries it is more than likely that
unemployment will increase — for example in the Netherlands — or remain
stationary — for example, in the Republic of Ireland and Portugal.

As regards increases in productivity, these require improvements in
either of the following two circumstances, or in both: the quality of
human capital, since the quantity of this factor is greatly restricted, or
technical progress.

It is difficult to improve significantly the level of human capital within
developed countries and in particular within the European Union, even
supposing that lifetime training became the general norm. This is because
human capital is already highly educated and therefore while improve-
ments are possible they are likely to be incremental rather than dramatic.

As regards technical progress, this is the result of research directed at
productive efficiency and not simply at technological sophistication
aimed at segmenting the market, thus facilitating the existence of monop-
olistic competition or, at best, imperfect competition. However, technical
progress does not just mean research. Technical progress requires that
the results of research be reflected in productive terms, either through
transferral to capital equipment or changes in management structures
and information procedures that improve the employment of resources
used in the production of goods and services.

Improvements in production through research obviously require there
to be a sufficient volume of savings to provide the necessary financial
resources. Yet given the foreseeable reduction in the growth of the Gross
Domestic Product, even in absolute terms, savings are likely to fall. This in
turn will slow down the possibilities of increasing technical progress asso-
ciated with the means of production.
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These economic factors have an effect on public spending. The greater
number of people of 65 years old or more results in a higher demand for
pensions and all those goods and services associated with a prolonged life.
This is the case of the greater need for medical assistance, particularly pro-
longed medical assistance, both at home and in hospitals, connected to the
exponential growth of people aged 80 years old or more, as can be seen in
Table 111 and the corresponding graph.

In addition, other goods which old people benefit from and which are
present in many situations are not taken into consideration, such as cen-
tral heating, public transport, telephone, even holidays, with transport
and lodging included. In the first place, because of their relative impor-
tance compared with other spending patterns and also because, in the
case of important budgetary constrains, the cost of supplying them could
noticeably improved.

The financial needs arising from this situation and disregarding for
opportunity reasons other alternatives, would show in the basic case the need
to increase expenditure within the European Union from 10.4 per cent of
GDP in 2000 to 13.3 per cent of GDP in 2050. The case of Greece is particu-
larly striking, with 12.6 per cent of GDP being spent in 2000, rising to 24.8
per cent in 2050. See Table VI and Figure VI page XIV for more information.

It should be added that in 2000, the weighted average of spending on all
types of health care within the European Union amounted to 6.6 per cent
of GDP. This percentage will increase, as a result of the increased age of the
beneficiaries, by 2.2 per cent over the next fifty years.

Looking to the future

The objective of the foregoing is to highlight the possible conflict
between ends and means and the similar conflict that can arise from the
competition itself between ends to choose, subject to a greater restriction,
as a result of the greater relative scarcity of available resources.

As a footnote to the above, it is worth mentioning that it is highly like-
ly that the extraordinary increase in public spending that the pensions sys-
tem will require in the next few years, as an immediate consequence of the
increase in the beneficiary population, will make it necessary to carry out a
revision of the current system as a whole, to the extent that their structures
are not viable. Reform of the system could take many forms. Thus, it could
range from a change in the method of calculating the pension, by including
all contributing years in the basis of the calculation, to putting back the age
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at which full rights to the maximum pension under the scheme are
obtained. This second measure would undoubtedly be the most effective
way of saving resources.

The first measure has been gradually introduced in most EU coun-
tries. The second measure has met with more resistance, on the one hand
from the forces of tradition and on the other, and equally important, the
trade unions.

This second possibility has started to appear in countries where the con-
flict is most critical. It has taken the form of a voluntary increase in the
retirement age, through incentives to companies providing employment — by
reducing their contributions — and to workers themselves by increasing by a
certain number of percentage points the level of pension that would be paid
if retirement took place at the age established to receive the full pension.

As has been said, there are no grounds for optimism that the system will
establish and guarantee economic expansion, with increasing employment
and a significant increase in employment productivity. If, in the best case
scenario, these two variables do improve, this would help, although it
would not be sufficient to solve the financial problem facing us.

The impact of an ageing population will be felt on public spending,
which will have to rise by between 4 and 8% of GDP in most countries with-
in the European Union. This figure does not take into account other
expenses, such as education, child care, which, as more women join the
workforce, will become increasingly necessary, and expenses relating to the
increased demand for conservation of the environment, which is not cur-
rently a major concern.

In turn, while public pressure for further tax reductions may not be suc-
cessful, it will at least prevent tax increases, with an impossible increase in
real terms of public revenue. In fact, some taxes, such as those on employ-
ment, will have to be reduced if the objective is to boost the labour market.

Action on the basis of solidarity as part of the human family

Appealing to the responsibility of each and everyone, the first point that
must be made clear is that we are not alone. Before us, at least one gener-
ation exists and we will be followed by many future generations. In addi-
tion to this inter-relationship of generations over time, there is the equally
important spatial relationship: we form part of humanity as a whole, the
human family, in whose life nobody can avoid their responsibilities. “In his
desire to have and to enjoy rather than to be and to grow, man consumes
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the resources of the earth and his own life in an excessive and disordered
way... In this regard, humanity today must be conscious of its duties and
obligations toward future generations”.® “Not only is the material environ-
ment becoming a permanent menace — pollution and refuse, new illnesses
and absolute destructive capacity — but the human framework is no longer
under the man’s control, thus creating an environment for tomorrow which
may well be intolerable”.®

What Paul VI called the human consortium is, as we have just said,
simply the feeling of belonging to the human family, so that any prob-
lem that affects it affects us too and we must commit ourselves fully in
order to find a solution. This is not only for reasons of justice or mutu-
al correspondence but, above all, for reasons of solidarity. This is based
on “... a question of interdependence, sensed as a system determining
relationships in the contemporary world, in its economic, cultural,
political, and religious elements, and accepted as a moral category.
When interdependence becomes recognised in this way, the correlative
response as a moral and social attitude, as a ‘virtue’, is solidarity. This
then is not a feeling of vague compassion or shallow distress at the mis-
fortunes of so many people, both near and far. On the contrary, it is a
firm and persevering determination to commit oneself to the common
good; that is to say to the good of all and of each individual, because we
are all really responsible for all”.*

For gifts received, not only of a physical or material nature, but funda-
mentally of an intellectual nature, we assume the responsibility for their
correct administration, of their fruits and that these fruits are enjoyed by
everybody, both in the present and in the future. “Thus the attempt to pro-
vide for the satisfaction of our needs is synonymous with the attempt to
provide for our lives and well-being...

But men in civilised societies alone among economising individuals
plan for the satisfaction of their needs, not for a short period only, but
for much longer periods of time... Indeed, they not only plan for their
entire lives, but as a rule, extend their plans still further in their concern
that even their descendants shall not lack means for the satisfaction of
their needs”.#

38 John Paul 11, “Encyclical Letter ‘Centesimus Annus’”. Rome, 01.05.1991, num. 37.

39 Paul VI, “Apostolical Letter ‘Octogesima Adveniens'”. Vatican, 14.05.1971, num. 21.

40 John Paul 11, “Encyclical Letter ‘Sollicitudo Rei Socialis’'”. Rome, 30.12.1987, num. 38.

41 Carl Menger, “Principles of Economics”. The Free Press. Glencoe, lllinois, 1950,
p. 77-79.
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This concern for future generations is what defines a committed socie-
ty: one that uses the gifts that it has received in a responsible way and
shares the common destiny of them.

This sense of mutual responsibility, of a task shared among generations, of
the desire to share requires, above all, generosity and a clear vision of the
human being and his function in society. The place where this solidarity is par-
ticularly evident is in the basic building blocks of society: the family. The fam-
ily is the unit that provides the best defence against the temptations of indi-
vidualism, accompanied by egoism. For this reason, being the mirror in which
society sees itself, both at a personal and social level, both as regards the
action of the individual economic agent and that of the state, the family, the
cradle of the community, must be preserved and defended in its true nature,
so that it can be seen as the image of a society based on greater solidarity.

“It is urgent therefore to promote not only family policies, but also
those social policies which have the family as their principle object, policies
which assist the family by providing adequate resources and efficient
means of support, both for bringing up children and for looking after the
elderly, so as to avoid distancing the latter from the family unit and in order
to strengthen relations between generations”.*

It is the breakdown of the family and of its social sense and responsibil-
ity which takes man down a blind alley. Robbed of his sense of dedication
and solidarity, materialism and its various allies — economism, con-
sumerism, hedonism and utilitarianism — take over the human being, filling
him with egoism and blinkering his vision of existence so that he can only
see what is most comfortable or convenient over a very short period of time.
Neither the future nor the present generation fit into his scheme of things.

The future generation — children — is seen as a problem, as an econom-
ic and personal burden. Children represent hope for society, they are nec-
essary to sustain society, yet they are now seen in terms of a series of diffi-
culties, of conditioning factors, of risks, of uncertainty, of lack of comfort,
so much so that the idea of having children is abandoned in favour of liv-
ing a comfortable existence.® Nevertheless, “No country on earth, no polit-

42 John Paul 11, “Encyclical Letter ‘Centesimus Annus’”. Rome, 01.05.1991, num. 49.

43 See, inter alia, David M. Blau, “Child care subsidy programs”. NBER. Cambridge,
Mass. 2000. Working Paper 7806; Anne C. Case, I-Fen Lin and Sara MacLanahan,
“Understanding child support trends: economic, demographic and political contribu-
tion”. NBER. Cambridge, Mass. 2000. Working Paper 8056; Robert I. Lerman and Elaine
Sorensen, “Child support: interaction between private and public transfers”. NBER.
Cambridge, Mass. 2001. Working Paper 8199.



A NEW SHAPE FOR THE WELFARE STATE 237

ical system can think of its own future otherwise than through the image of
these new generations that will receive from their parents the manifold her-
itage of values, duties and aspirations of the nation to which they belong
and of the whole human family”.*

At the same time, from a materialistic point of view an old person is of
limited use and therefore fits with difficulty into family and social life. Old
people, like handicapped people or those that require more intense dedica-
tion and care, are seen as being a cost component. Far removed from the
productive utility that they once represented, today they are considered to
be a burden on both the family and society, on a personal and economic
level, since caring for them requires time and money. Here also, in favour
of an apparently freer and, naturally, easier life, they are confined to insti-
tutions to be looked after away from the family where they belong. In this
way, the value of life in old age, at least as a rich reference point for the next
generation, is given up.*

From an exclusively individualistic view of society in which each person
lives by himself and for himself, without any social responsibility at all,
such considerations are devoid of meaning. However, even from an egotis-
tical perspective, a man who is only concerned about himself, without any
commitment to society, sees, with alarm, that his very egoism is in fact his
main enemy. It is this which makes him consider the insufficiency and lack
of viability of a world created by himself, based on the exclusion of the val-
ues of brotherhood and solidarity.

By acting in an exclusively egotistical manner man ends up creating a
rod for his own back. It is the concern for and commitment to the common
good that is capable of alleviating the problems facing humanity.
“Individual citizens and intermediate groups are obliged to make their spe-
cific contribution to the common welfare. One of the chief consequences of
this is that they must bring their own interests into harmony with the needs
of the community...”.*

44 John Paul 11, “Apostolic Exhortation ‘Familiaris Consortio’' ”. Rome, 22.11.1981, num. 26.

4 See, inter alia, Laurence J. Kotlikoff and John Morris, “How much care do the
aged receive from their children?: a bimodal picture of contact and assistance”. NBER.
Cambridge, Mass. 1987. Working Paper, 2391; Laurence J. Kotlikoff and John Morris,
“Why don't the elderly live with their children?: a new look”. NBER. Cambridge, Mass.
1988. Working Paper 2734; Pat Thane, “Economic burden or benefit?: a positive view of
old age”. Centre for Economic Policy Research. London 1987. Discussion Paper 197
Nicholas Wells (ed) and Charles Freer (coed), “The ageing population: burden or chal-
lenge?”. McMillan. Hounmills, 1987.

46 John XXII11, “Encyclical Letter ‘Pacem in Terris’”. Rome, 11.04.1963, num. 53.
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The immediate task of a new welfare state is to inculcate into man and
society the values of brotherhood and solidarity in order to foster a spirit of
inter-generational commitment, in which everybody participates and is
responsible for the welfare of each other. “There can be no progress toward
the complete development of man without the simultaneous development
of all humanity... we must... begin to work together to build the common
future of the human race”.*’

Moderation: an ingredient of the new welfare state

In the Holy Scriptures, the idea of waste was considered to be con-
trary to the natural destiny of man. Abusive spending, the submission of
the human being to the eager enjoyment of possessions is a form of slav-
ery we now call consumerism. Long before the general consumerist atti-
tudes that are prevalent nowadays, the voice of Leo XIlI sounded loud:
“Christian morality, when it is adequately and completely practised, con-
duces of itself to temporal prosperity... it powerfully restrains the lust of
possession and the lust of pleasure — twin plagues, which too often make
a man without self-restrain miserable in the midst of abundance; it makes
men supply by economy for the want of means, teaching them to be con-
tent with frugal living, and keeping them out of the reach of those vices
which eat up not merely small incomes, but large fortunes, and dissipate
many a goodly inheritance”.*

In the Church’s teachings saving has constantly been seen as the
result of the virtues of austerity and generosity, and also as a guarantee
of the ordered development of all the present and future needs of the
human family, above all of the less fortunate members. “Every effort,
therefore, must be made that at least in future only a fair share of the
fruits of production be permitted to accumulate in the hands of the
wealthy, and that an ample sufficiency be supplied to the workingmen.
The purpose is not that these become slack at their work... but by thrift
they may increase their possessions and by the prudent management of
the same may be enabled to bear the family burden with greater ease and
security, being freed from that hand-to-mouth uncertainty which is the
lot of the proletarian. Thus they will not only be in a position to support
life's changing fortunes, but will also have the reassuring confidence that

47 paul VI, “Encyclical Letter ‘Populorum Progressio’”. Rome, 26.03.1969, num. 43.
48 Leo XIII, “Encyclical Letter ‘Rerum Novarum'”, Rome, 15.05.1891, num. 23.
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when their lives are ended, some little provisions will remain for those
whom they leave behind them”.*

This aspect of saving as a virtue must, in a universal welfare state, be
added to the strictly economic aspect of saving as the means of financing
investment. If the need to save has always been necessary, it becomes even
more so before a period when hours worked will tend to fall because the
working population has fallen, inter alia to provide sufficient funds for
investment. Investment that should be made not only for the present gen-
eration but for future generations as well.

The Second Vatican Council stated that, “The distribution of goods should
be directed toward providing employment and sufficient income for the peo-
ple of today and for the future. Whether individuals, groups, or public author-
ities make the decisions concerning this distribution and the planing of the
economy, they are bound to keep these objectives in mind. They must realise
their serious obligation of seeking to it that provision is made for the necessi-
ties of a decent life on the part of individuals and of the whole community.
They must also look out for the future and establish a proper balance between
the needs of present-day consumption, both individual and collective, and the
necessity of distributing goods on behalf of the coming generations”.>

Public and private savings, at the service of the present and future needs
of humanity, in the right balance between the present and the future as rec-
ommended by the Council’s Apostolic Constitution. In the same way as the
welfare state has — justly — been able to create the present culture of respon-
sibility as regards the rational use of non-renewable resources as an atti-
tude based on solidarity towards humanity and, particularly, towards
future generations, the new welfare state should be drawn up with the
capacity to introduce this same culture of solidarity, more widely applied.
On the one hand, solidarity with the actual human existence manifested
with the generosity and greatness of the family function of procreation and
caring for children and old people. On the other hand, solidarity with future
generations, manifested through moderation, austerity and the gowth of
productive resources, increased through savings, in order to ensure a future
without anxiety and full of humanity.

There is an urgent need for straight thinking, to have clear in our minds
the terms of reference and the concepts with which we are dealing. It is our

4 Pius XI, “Encyclical Letter ‘Quadragesimo Anno’”. Rome, 15.05.1931, num. 61.
5 Second Vatican Council, “Pastoral Constitution ‘Gaudium et Spes”. Rome,
07.12.1965, num. 70.
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obligation not to pass on to the next generation a world that is worse than
the one we have received from the previous generation and, for better or
worse, this means not only the provision of material goods but also spiri-
tual matters, whose values are based on the capacity of survival of the uni-
versal community itself. This obligation is fair, given the previous genera-
tion’s commitment to us. In fact, we need to go beyond fairness, since soli-
darity with the next generation requires us to deliver to them a world that
is better than the one that we received, offering them, as the good and faith-
ful servant did, proof of our good administration.s

Solidarity in the administration of public resources

It is perhaps unnecessary to add that what has just been said relates
both to the personal sphere of activities of the individual as member of
society and the whole human family, and to institutions, both national
and international, and in particular the state. Only the state has the
capacity to meet certain social needs, both as regards present and future
generations.

Nevertheless, it is worth establishing what specific action and which
objectives need to be carried out. The principle of solidarity that is built
into the concept of savings described above is crucial. Satisfying the needs
of life, even with certain generosity, is an unavoidable obligation; consum-
ing beyond this point has more to do with squandering than satisfaction.

The classic principles of public finance, whereby a balanced budget was
a sign of good administration and practices that led to a deficit were con-
demned, are a distant memory. It is clear that a deficit, as an instrument of
fiscal and economic policy in Keynsian economic theory, is a burden that
is shifted from the present to the future generation. This is so except in
those cases where the deficit is a simple financial result as a consequence
of the investment in real assets of which future generations will benefit.

Apart from a deficit, financed immediately by the same generation that
produces it by new money creation, and avoiding at this moment consid-
ering the inflationary consequences that it will produce, a public-sector
budget that is in deficit will be financed through indebtedness — strictly
speaking public debt, bonds or treasury bills. The generation that has to pay
back this borrowing is saddled with an extra burden. Thus, over consump-
tion in the present — almost certainly of goods that are superfluous or petty

51 See Mat. 25%%,
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— forces the reduced consumption of future generations and, in this case,
perhaps, of essential material or spiritual goods.*

Finally, the public pensions system, set up in a large number of coun-
tries on the basis of distributive “Pay As You Go” principle and not of cap-
italisation, provides a particularly acute example of the constitution of a
pool of savings: The deficit created by such pensions system, passed from
generation to generation, becomes particularly complicated when, as at
present, the degree of dependence of the elder generation of the younger
generation is increasing.

A different approach is necessary. For reasons of solidarity, the present
generation must start to combine in a transitory fashion the move from a
system based on distribution to one based on capitalisation. An effort to
save that is imposed in order to, on the one hand, cover the social obliga-
tions contracted with the generation that is no longer working or is on the
point of retirement and on the other to accumulate capital that will guar-
antee the payment of a pension when the time to give up productive activ-
ity is reached.

In addition, the generation which is about to retire must understand the
need to postpone retirement in order to reduce to the financial burden of
pensions within the social security system.

These, and all the other spheres of activity, where the state enters into
future obligations on the basis of present information, must be the object
of accounting and provision must be made. If not, there is a great risk that
the burden will be shifted from the present generation to future generations
or, quite simply, the system will go bankrupt.

The need for generational accounting arises as a consequence of the
budget restrictions established in values discounted to the base year, year
(t). The principle that the obligation assumed in year (t), regardless of when
it takes effect and its duration, must be equal to the net taxation effort — dis-
counting positive transfers — that the beneficiaries of the payment will have
to realise throughout their life, is a principle that cannot be challenged if

52 See, inter alia, William G. Bowen, Richard G. Davis and David H. Kopf, “The pub-
lic debt: a burden of future generations?”. The American Economic Review, v.50, n.4,
Sept. 1960; Toshihiro lhori, “Debt burden and intergeneration equity”. Osaka University.
Tayonaka, Osaka 1986; Douglas H. Joines, “How bad is federal budget deficit?”. Federal
Reserve Bank. Kansas City 1989. Research Working Paper 89-12; Peter G. Peterson,
“Deficits, debts, and demographics: three fundamentals affecting our long term eco-
nomic future”. Institute of Southeast Asian Studies. Singapore 1986; Nicola Rossi,
“Demographic and debt service”. Public Finance, vol. 48 supplement, 1993.
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the objective is not to shift the burden to future generations. A present debt,
discounted as of today, is either financed through taxation that the present
generation satisfies throughout its working life — discounted to the present
value - or has to be covered by taxation raised from future generations that
have yet to be born, in terms of actual value as well.

Gt

_ 1
PD, = NT
' Z (1+i)!

Where (PD)) is the public debt assumed by the state in year (t) that, in
order for there not to be any shift in the burden between generations, will
have to equal total net revenue from taxation (NT) — that is, net of transfers
— for the generation that benefits from the payment, (Gt), discounted to the
year (t) of reference.

If the present generation, which is the one that has caused this public
debt to exist in the first place, is not capable of financing the total amount,
this will have to be paid back, at least partially, by future generations. This
can be represented in the following manner:

Gt Goo

— 1 1
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The second term on the right hand of the equation expresses the bur-
den that future generations will have to debt through net taxation (NT), dis-
counted to year (t), showing in this way the present generation’s lack of sol-
idarity, unless this burden was to finance investments of which the future
generation would benefit.

Conclusions

The current demographic situation is of cause for concern and casts
doubt on the ability to sustain the welfare state, of which a significant part
is the social security system, in its present form. Health care, the care of old
people and children, contributory and non-contributory pensions and a
good number of other examples of social spending require a large number
of contributors. Within the next fifty years it is not expected that such a
large number of contributors will exist.
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This means that less emphasis should be placed on legal obligations and
more on solidarity and generosity between people, not only those living at
a given moment and in a given place, but rather those that may form part
of the human family over time.

The model of the welfare state is implicitly based on the presumption
that the composition of the working and non-working population, of con-
tributors and beneficiaries, would not change significantly. Social prefer-
ences have shown us that this is not the case. As a result, the welfare state
that is needed is one that can meet the challenge of providing a new social,
individual, family and community education, so that a plan for society’s
survival can be drawn up. Solidarity, in the form of a commitment towards
future generations, is an element that must be taken into account when
decisions are made. Future generations also have the right to share in the
goods offered to humanity, goods that must conserved and, if possible,
increased by the previous generation.

The financial needs that will exist in the very near future require the
problem to be addressed now. The welfare state, to which society’s hopes
have been entrusted, has to introduce the necessary adjustments to ensure
it can satisfy needs, while introducing procedures of generational account-
ing to ensure the maximum viability of the system by not shifting the pres-
ent burden to future generations.
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Table I. FERTILITY RATES (number of born children per woman)

E.U. Countries 1980 2000 2025 2050
B 1.7 15 1.8 1.8
DK 15 1.8 1.8 1.8
D 14 14 15 15
EL 2.2 1.3 1.6 1.6
E 2.2 1.2 15 15
F 19 1.7 1.8 1.8
IRL 3.2 1.9 1.8 1.8
| 1.6 1.2 15 15
L * 1.7 1.8 1.8
NL 1.6 1.7 1.8 1.8
A 1.6 1.3 15 15
P 2.2 15 1.7 1.7
FIN 1.6 1.7 1.7 1.7
S 17 15 17 1.8
UK 1.9 1.7 1.8 1.8
EU * 1.5 1.6 1.7

Source: José T. Raga on the data bases of “Informe sobre el Desarrollo Mundial 2000/2001.
Lucha contra la pobreza”. Banco Mundial. Washington, D.C. 2001, for year 1980; For other
years, “Budgetary challenges posed by ageing populations...”. European Community —
Economic Policy Committee. Brussels, 24 October 2001.

Figure I. FERTILITY RATES (number of born children per woman)
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Table 1. TOTAL POPULATION (millions of persons)

E.U. Countries 2000 2025 2050
B 10.2 10.5 10.1
DK 5.4 5.6 5.5
D 82.3 82.7 75.6
EL 10.5 10.8 10.2
E 39.4 39.1 35.1
F 59.2 63.3 62.2
IRL 3.8 4.5 4.8
| 57.6 55.1 48.1
L 0.4 0.5 0.6
NL 15.9 17.5 17.7
A 8.1 8.1 7.6
P 10.0 10.8 10.9
FIN 5.2 5.3 5.0
S 8.9 9.2 9.2
UK 59.5 62.8 61.8
EU 376.4 385.9 364.2

Source: José T. Raga, on the data bases of “Budgetary challenges posed by ageing popula-

tions...”. European Union-Economic Policy Committee. Brussels, 24 October 2001.
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Table I11. ELDERLY (65+) AND VERY ELDERLY (80+) POPULATION (millions)

E.U. Countries 2000 2025 2050

65 + 80 + 65 + 80 + 65 + 80 +

B 1.7 0.4 2.4 0.6 2.7 1.0
DK 0.8 0.2 1.2 0.3 1.2 0.4
D 13.6 3.0 19.8 5.7 21.6 8.5
EL 1.8 0.4 2.4 0.7 3.1 1.0
E 6.6 1.5 8.6 2.4 11.6 3.9
F 9.4 2.1 14.1 3.7 16.6 6.2
IRL 0.4 0.1 0.7 0.2 1.1 0.3
| 10.3 2.2 13.8 4.2 16.1 6.3
L 0.1 0.0 0.1 0.0 0.1 0.0
NL 2.2 0.5 3.7 0.9 4.3 1.6
A 1.3 0.3 1.9 0.5 2.3 1.0
P 1.5 0.3 2.1 0.6 29 0.9
FIN 0.8 0.2 1.3 0.3 1.3 0.5
S 1.5 0.5 2.1 0.6 2.3 0.8
UK 9.3 2.3 12.7 3.3 15.4 5.7
EU 61.3 13.9 87.0 239 102.7 38.1

Source: José T. Raga, on the data bases of “Budgetary challenges posed by ageing popula-
tions...”. European Union —Economic Policy Committee—. Brussels, 24 October 2001.

Figure I1l. ELDERLY (65+) AND VERY ELDERLY (80+) POPULATION (millions of persons)
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Table IV. OLD-AGE DEPENDECY RATIO (aged 65+ / 15-64 per %)

E.U. Countries 2000 2025 2050
B 26 37 45
DK 22 34 36
D 24 38 49
EL 26 35 54
E 25 34 60
F 24 36 46
IRL 17 25 40
| 27 40 61
L 21 32 38
NL 20 33 41
A 23 37 54
P 23 31 46
FIN 22 39 44
S 27 37 42
UK 24 32 42
EU 24 36 49

Source: José T. Raga on the data bases of “Budgetary challenges posed by ageing popula-
tions...”. European Union-Economic Policy Committee Brussels, 24 October 2001.

Figure IV. OLD-AGE DEPENDECY RATIO (aged 65+ / 15-64 per %)
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