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Abstract

The recent crisis in public finance that has charamed most Western countries has
stoked renewed interest in the possibility of redgcgovernment expenditure by
reforming the health-care system. After reviewirfie torigins of today's state
intervention in this field, the present paper agytleat policy-makers will certainly
strive to contain health-care of expenditure. Yitalso claims that unless the
ideological context that has favoured the birth dedelopment of the current systems
undergoes significant transformation, reform irsthrea is bound to remain elusive. In
particular, the myth of social justice and the aptcof human dignity need to be
reassessed. The outcome of this process will deternto which extent state
intervention in the health sector will lose itstrereking connotations, while increasing
attention will underscore critical phenomena to ckhithe principle of individual

responsibility offers only limited solutions.

| am grateful to Sergio Beraldo, Corinbeelkeskamp-Haye€hristine Henderson and
Gilberto Turati for having read previous versiorighos article and provided valuable
comments.



1 Introduction: three dilemmas for public finance

Most advanced economies are currently experiensigngre problems with public
finance. Their debt-to-GDP ratios frequently exceélee taxing 60% limit, and their

deficits-to-GDP ratios are well above the dread#dtBreshold- Moreover, it is widely

agreed that in many Western countries tax pressmaseeached the limit, in that further
increases would generate substantial tax evasiscourage entrepreneurial risk taking
and lead to loss of consensus for the incumbenitiqadl coalitions. As a result,

decision-makers are confronted with three dilemfrigisst, they must choose whether
to make an effort to stabilize their debt, or siymgéfault, possibly forcing creditors to
accept delayed reimbursement at reduced interees. r@nce choice falls on the first
option (stabilization), policy-makers must then idecwhether they want to increase
taxation and risk losing consensus, or rather takgon in order to decrease the
expenditure/GDP ratio. Not surprisingly, the fe&dtasing power tends to prevail. The
third dilemma, therefore, regards how to proceedrer to cut expenditure and/or
enhance real GDP growth. In both cases, the probtals down to reducing the weight

of the welfare state in modern societies, e.g. biting redistribution, removing

! The Debt/GDP variabley) stays constant when the ratio between new debefii= the budget deficit)
and new GDP (y-GDP) equals the old ratjcthat is when (d-Debt)/(y-GDP) & or 8/y = a, where
3=(d-Debt)/GDP. In this context, Buiter et al. (1992-63) suggested that the thresholds mentioned in
the text — the so-called Maastricht criteria — weetermined (1) by assuming a long-run average annu
nominal growth rate of 5% for the EMU area, (2) fojlowing the “golden rule of public finance”,
according to which current expenditure ought tdibanced by current revenue and (3) by observiag th
during 1974-91 public investment in the EC area alasut 3% of GDP. Thus, §&3% and y=5%, the
debt/GDP ratio does not explode as long as théalinitebt/GDP ratio ) remains within the 60%

boundary.

2 Surely, the dilemmas can be dissipated by infipéiway the denominator of theratio (nominal GDP),

a solution to which governments have frequentiynedrin the past by happily increasing the money
supply. Yet, this seemingly convenient way out may be viable when (1) creditors are voting citzen
aware of the disarray and losses brought abouiddyihflation and/or (2) governments are unableuto
large enough budget surpluses and are thus obi@sdrvice maturing debt (interest and principal) b

issuing new bonds and therefore asking lendersrtedo their rescue.



privileges and guarantees: in a word, by drastiddilininishing the role of government

as a producer of goods and services as well agudater?

Within this context, state-controlled and state-ra@alth services deserve special
consideration. On one hand, health care curremtpunts for a significant share of
public expenditure in the whole OECD area (aboWo)L4At first sight, therefore, it
might appear an attractive candidate for costiugtteforms. Yet, its appeal should not
be overestimated, especially — and paradoxicallyn -countries with problematic
accounts. Returning to our previous remarks on dbeditions for stabilization, an
increase in public expenditure on health that waiddse the budget deficit to jump
from 3% to 4% of GDP would require a nominal 6.7®R>growth rate in an economy
with tolerable public debtaE0.6), but a mere 4% GDP growth rate in a troubled
country (wherex>1). Furthermore, one should note that social mscd has been one
of the touchstones of the implicit social contréitat has gradually taken shape in
Western societies over the past one hundred y&aday, the presence of the state in
health matters is characterized by intense idecébgnd psychological elements that

enjoy worldwide recognitich and cannot be easily removed by technocratic

® The positive correlation between economic freed@neluding deregulation) and growth is not
discussed here. See for instance De Haan et &06)28s well as Czeglédi and Kapas (2009) for a

rigorous review of the literature.

* Following Shapiro (2007: 11), we define socialumce as an institutional arrangement run by
government. It aims at spreading across large graapindividuals the cost of harmful events and
features three elements: compulsion, personabporesbility (premiums are not connected with expdct

costs) and regulated supply.

® See for instance articles 22, 25 and 29 of thevétsal declaration of Human Rights. The declaration
was approved by the General Assembly of the Uriitations in December 1948. Article 22 guarantees
the right to social security and of all social andtural rights indispensable of the individual'gmity
and the development of his personality. Article é8ablishes the right of everyone to a standard of
leaving adequate for the health of himself and isffmily. Article 29 makes the individual subjeot
those rules that are deemed necessary for the ajemelfare of a democratic society. The emphasis on
health is not shared by many European constituti¥ies, most European constitutions emphasize that
individual freedom can be limited by the law or fgblic interest. For instance, while article 32tlodé

Italian Constitution explicitly declares that “tiepublic safeguards health as a fundamental rifgtiteo



prescriptions. These two elements — the weak badgetppeal in troubled countries
and the momentous presence of resilient ideologimalponents — explain why credible
reform in this area requires first and foremoststicachanges in how people regard
government intervention. Questioning the currentioms of compulsory solidarity,
shared liability and social justice — and possit@dglacing them with those of human
dignity, individual responsibility and natural righ— is more critical than impassive
accounting exercises carried out by ministeriaicafs. As will be explained in these
pages, coming to grips with these psychological ammtal components will play an
even bigger role when a third category of impeditweis considered, i.e. the
institutional costs of transition typical of a diged economy. In short, the key issues
are rent-seeking, inefficient judicial systems, igsbdensions, and they are easily

dispelled by technocratic wands.

In particular, we posit that unless the ideologicaintext undergoes significant
transformation, reform in the health industry isubd to remain elusive. The
downsizing of government in this area is surelyelfk to generate significant
improvements in economic performaric¥et, absent substantial ideological changes,
the destruction of the deeply-rooted sociologiaainponents inherited from the past
and of the current, pervasive rent-seeking mechaimight provoke substantial short-
run opposition, possibly shored up by pockets oérnuployment and magnified by
social unrest. Put differently, technocratic resige likely to generate institutional
stalemate and diffused conflict, rather than egficy-enhancing reform. The following

sections aim at analyzing the main questions raigetthese sets of issues and showing

individual and as a collective interest”, articld ©f the German Constitution states that the use of
property “shall also serve the public good” andt thmoperty and the right of inheritance ... shall be

defined by the laws”.

® Privatized health care is clearly more efficidmrt the state-run alternative (e.g., Le Grand 200y)
giving people the power to choose, competition cedushirking, leads to services of higher qualitgt a
also offers a powerful stimulus to the research dexklopment of new drugs and treatments. In truth
there is a reputed literature, according to whidhwelfare state can enhance efficiency. Yet, etrerge
authors emphasize that the state should redistribabme and wealth, and neglect the role of thte sts

a producer (Putterman et al. 1998).



that there can be no real solution, lest one aarithe moral ambiguities typical of
today’'s welfare states, health being no exceptigvith this vision in mind, section 2
examines the two original models that have inspstate intervention in the health-care
industry during the 2B century; section 3 draws on this distinction idesrto discuss
the prospects for reform; section 4 elaborates han rble and dynamics of moral

legitimacy. Section 5 briefly summarizes and codeki

2 Bismarck, Beveridge and the role of government

The history and patterns of public interventiontlire health system track two basic
models. One originated from the paternalistic appinathat characterized the legislation
on social security introduced in the 1880s by ckHac Otto von Bismarck in
Germany. According to this model, the state shoadure that all the working
members of the nation are provided with minimum ltheaervices. Given the
corporatist nature of society typical of the Sec&wadch, employers were thus required
to establish and contribute to satisfactory seatanisurance schemes, while the state
would have regulatory and supervisory functions, éxample with regard to the
amounts and quality of the services provided. Viggn does not exclude that the state
might also choose to produce health care. Yet,cthre of the Bismarck system is
dominated by the presence of a set of private @rswreated by — or connected with —
employers, financed by employees and employerssapdrvised by the government.
These insurers buy health services from privatevideos (e.g. doctors) and state
providers (e.g. state hospitals) in order to cdlkemeeds of workers and their families.

The second model is named after Lord William Bedgei, who formalized his
proposals for a British National Health Service 1842, although the system had
actually been conceived by Lloyd George and Wing@dmrchill in 1911 and made
operational by Aneurin Bevan in 1948 (Bartholome®@04). The essence of the
Beveridge system is fairly simple. The state presidomprehensive health insurance
and services to all citizens, with no intermedigri8upply must adapt to demand and

demand follows the patient’s perceptions and exiects about his own condition,



possibly filtered by the doctor’s judgment and imtdiness to accept responsibilities for
faulty diagnoses. Financing comes from generalti@xaWithin this context, private
providers are not generally outlawed, but they m@@ant to be ancillary, bridging
temporary government shortcomings and taking cagabents requiring high-quality

accommodation standards.

These models are still with us today, albeit ifestént versions. In the Bismarckian
context, for instance, sometimes the (paterna)istiate is no longer an intermediary
and simply enforces the creation of personal heattbounts. In other cases the
intermediary is a regional public authority, as the Swiss cantons; and in most
countries, insurance policies benefit from substhmgovernment subsidies, as in the
Netherlands. Everywhere, however, policy-makerpinesl by Beveridge and Bevan
had to back down from the universal ambitions effiiunders. Thus, health services no
longer cover all kinds of needs free of charge kmedl authorities might complement
intervention by the centre, as in Italy. Yet, thaimprinciples driving such two systems
have not been questioned. The common assumpttbatifiealth is too important to fall
victim to individuals’ irrationality and propensityp cheat (lack of foresight and free
riding on people’s charitable instincts, respedyiye to the budget constraints
characterizing vast layers of the population; ortlite vagaries of nature, for which
nobody can be held liable. In the end — this istthditional reasoning in favour of
government intervention — social action must replacdividual engagement and
responsibility, and compensate for dishonesty arlbak. In other words, state control
on the provision of health services seems to haore part and parcel of a social

" According to this approach, each individual wheeslmot subscribe to a life-time insurance plan is
required to put aside a set amount of money dumiegvorking life. This sum is credited to an acdoun
that remains his property, matures interest, cdy lom utilized to buy health services and is traredble

to other people if it is not fully utilized befoqrgassing away (see for instance Prewo 1996: chA 4).
similar scheme — Medisave, supplemented with dtatded insurance against catastrophic illness — has

characterized the Singapore health system sincenithd 980s (Ham 1996).



contract designed to obtain something desirAlslecontract that no person would turn

down other than for cheating, greed, sheer igneranigh transaction costs.

No matter one’s opinion about the explicit and ircipbrinciples mentioned above, it is
undeniable that when one observes reality, bothetsod Bismarck’s paternalism and
Beveridge’'s socialism — have performed rather wiluch as one might criticize
national health programs for their inefficiency, shof them have met with unmitigated
success in political terms. Certainly, there impfeof anecdotal evidence documenting
people’s discontent with the kind of health-careytlyet. Yet, public opinion remains
far from hostile to a health system controlled g staté® Citizens do want better care
(who wouldn't, if one has the illusion that it comat little or no extra charge?), but
most individuals do not advocate private serviceréplace state provision, and
straightforward deregulation is not even on thendge Again, that is hardly surprising,
since this attitude comes from a state of mind ating to which health is considered a
social right, rather than a service to be purchasadividuals should not be held
responsible when hit by disease or accident, easlhesvhen medical treatments are
available; society should devote more resources ctonpensate for people’s
vulnerability and biological weaknesses. In a wgrdor health has become perceived
as an unfair barrier to one’s legitimate effortetgoy satisfactory living standards and
maintain their social dignity. Thus, offsetting theatural unfairness” of illness and
physical incapacity has become a social duty (4ll4896, Fleurbaey and Schokkaert
2009). The upshot is that more drugs and medical @@ demanded and the socially-

conscientious decision-maker is expected to made tivailable.

8 Somewhat ironically, those advocating state irgetion in order to compensate for individual coigeit
failures and duplicity claim that they consideriinduals “as caring human beings and sharing aisze

rather than as self-interested consumer” (MacGrgob: 148).
® The nature of such costs will be clarified at¢mel of this section.

19 Brown and Khoury (2009) present a 2009 Gallup poNering OECD countries offering universal
health coverage: it appears that 79% of the populatere satisfied with the quality of healthcamdheir
city or area and 73% had confidence in their nafitvealthcare or medical system. These percenfaljes

to 66% and 60% when the survey moves to countngisdo not offer universal health coverage.



As we know, our elected representatives have ththest hands deep into taxpayers’
pockets and answered generously. Independent afrii@ of the system (Bismarck or
Beveridge), today’s Treasuries cover a significgtmdre of total expenditure on health.
But this munificence has come at a cost: overalhemic growth has been lower than
anticipated and the room for maneuvering has beaatuglly shrinking. Worries for the

future are thus well founded.

3 Grappling with budget constraints

To be fair, a purely Bismarckian context shouldspre no major problems. If the health
system is characterized by state paternalism, ekjpea amounts to what it takes to
define the content of the basic, compulsory headitkage that would do away with the
consequences of individual misbehaviour (deviousr@slamentable stupidity); and
enforce its purchase. The cost of defining a pagkagnitoring that people actually buy
it cannot amount to a very substantial sum. In, fatien Bismarck-related schemes face
financial troubles — as in Germany or in the Ndtreds in these years — their origins
relate to the socialist elements they have absadtiredgh time, rather than to the traits

of their initial scheme.

By contrast, the budget constraint features prontipen the system(s) created by
Beveridge. In these contexts, financial pressusmnst from demand- and supply-
induced causes. With regard to demand, it is appamrat a community characterized
by an increasingly idle population is likely to csume health services in ever greater
quantities, especially when technological progfesssts expectations about outcomes
and the role of the family as a care-taking intibtu weakens. More time is thus
devoted to medical testirfgwhile mishaps or diseases formerly considered fattne
past become the object of successful treatmengitakbmetimes at high costs.

1 In particular, testing grows rapidly in order &uce the probability of making mistakes and tdt sti
least part of the responsibility from humans to hiaes. This often leads to the higher costs typ¢ahe
so-called premium-medicine (Kling 2006). Moreovessting potentially multiplies the number of people
involved with a single patient, thereby makingardher to single out who is responsible for misjudgts

or catastrophic decisions. Of course, this phenamésn typical of all bureaucracies, especially whiss
judiciary tends to encourage patients’ complaints.



Gatekeepers may be put in place, but they are palially effective, since nobody
wants to be taken to court by unhappy or greedyodpnistic patients and their
relatives; or to be harassed by ambitious magesraaiger to make headlines. As far as
supply is concerned, the extensive rent-seekingyities carried out by overblown
administrative structures, the well-entrenched gsoof suppliers and the large numbers
of unqualified or sluggish medical and paramedstalff are just too eager to meet
demand, ask for additional resources, create newkgh® of inefficiency. Granted,
efforts to cut costs on the supply side have nenlatogether fruitless: the introduction
of competition among state providers, or betweertesand private providers, has
indeed allowed the central planner to obtain variabformation about production
costs and to avoid some wastage. But the gainsffinieacy related to these
experiments in “managed competition” are minoromparison with the booming costs

provoked by the increase in production driven byuailly unlimited demand.

In the end, first-come-first-serve rationing hagméntroduced to remedy the situation.
As a result, waiting lists have become common imyneountries, occasionally with

dramatic consequenc&sFurthermore, an increasing number of drugs andicakd

treatments are no longer free, even if subsidiggne significant. More generally, the
public has accepted that society cannot affordetepkits socialist promise: whether or
not health is considered a fundamental right oheadividual, it cannot be provided in

unlimited quantities to all members of the commynihstead, health (and welfare in
general) has become the instrument through whidmenwstrangled by budgetary
hardship, the political class offers individualsnaw deal, which could be named
“targeted redistribution”. It focuses on containipgblic expenditure by tweaking the
rules of the game in important areas, such as @essand education; and by
introducing new health-policy criteria. These aidgewould consist in targeting the

adverse circumstances that can hardly be influebgepersonal efforts, but seriously

12 Emergency-room doctors have discretion in allowragients to jump the queue, but they have no
power to hire new doctors. As a result, patienterokeep waiting their turn in emergency roomsheat
than at home. Not surprisingly, in order to avdid worst, significant numbers of patients ignowest
providers and flock to private health servicesmgage in medical tourism (Cortez 2008).
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affect one’s living standard, independent of theome class to which the individual

belongs; and in heavily subsidizing the cost ofrimggawith such mishaps.

3.1 Thestumbling blocks: three categories of transaction costs

So much for the efforts to contain expenditure. @rey wonder, however, why the
public generally stops short of advocating morecadhange in the health sector. Why
are state-managed charity and Rawlsian redistabutbt enough, despite their greater
transparency? Why has the state become engagedraiher inefficient) producer of
health services? And how can we account for the desistance to move from social
insurance to RawlS despite today’s disillusionment with Beveridgesithi in the
infinite wisdom and unfettered commitment of cidervants, the acknowledged
weakness of the traditional argument based onrsepce of market failursand the

increasing evidence about government dysfunctions?

As a matter of fact, the difficulties met by radicaform in this area come from the
production side. In brief, and especially in therimf Beveridge, much of the state
provision of health services has been powered éylétision-makers’ ability to exploit

people’s trust in bureaucratic planning. Policy-erak have thus succeeded in (1)
creating strong rent-seeking groups supporting lagiimizing further exercises in

policy-making and (2) establishing new areas inclipolitical élites gather consensus,
develop alliances and offer privileges to their mupers. These two elements are
critical, since when the social contract is frameduch a way that (1) and (2) are

tolerated and perhaps even welcomed for a long gim@eriod of time, Bismarck is

13 We refer here to Rawls’s initial proposal, accogdito which the state should equalize monetary

incomes across the population, without interfesiril the structures of consumption and production.

14 See for instance Scott (2001: 25-29) for a listhef traditional market failures that are assunted t
justify government intervention in the health sectéhe claim in favour of entrusting the state with
producing merit goods is also weak. Those advogaRiawlsian redistribution confined to such goods ca

simply hand out non-transferable vouchers, ratten tash.
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replaced by Beveridge and three categories of adimsm costs make backpedaling all
but impossible. These are the cost of agreeing onew and more transparent
redistributive covenant; the cost of dealing witle social tensions provoked by rent-
seeking groups whose privileges are threatenedftendost of interacting with a poor
judicial system. The first two points are obviods noted above, the state provision
and administration of health services is accompuhbie the rise of powerful interest

groups that gradually transform their status inébs sof privileges. Poor skills or

shirking are the most visible consequences, asagdtheir unwillingness to operate in a
competitive environment. Furthermore, this systdfars political élites opportunities

to consolidate and possibly expand their power, kBygexpanding the bureaucracy.
None of these groups will give in without a fighitith regard to the third component,
we argue that when choosing between a privatelyrabpe system (perhaps
complemented by transparent income transfers) asthta-operated system, citizens
face a rather simple alternative. Either they aati possibly sluggish state employees
under little pressure to economize on costs; oy tomfront private insurers that might
offer better care, but are also eager to contastscand likely to create conflicts to be
solved in court, which can often be expensive, tomesuming and frustrating.

Choosing between the two scenarios is not obvidusnail-paced counterpart who
eventually gives in to most your requests mightl Wwel preferable to a tough guy who
challenges you to go to court and for whom the maitgost of doing so is very low. In

other words, spending your time persuading a bereaus not necessarily inferior to

wasting your time and your money in court.

3.2 Fromtheillusion of bureaucratic wisdom to managed competition and targeted
redistribution

If our analysis is correct, the future of the ttamtial European welfare state is relatively

easy to characterize. On one hand, it is clear deapite much drum banging for

improving managed competition and absent fundarhehtmges in public views about

the scope of personal responsibility vis-a-vis tieabre, significant results will follow

only if demand is severely restrained by ratioramgl/or by mimicking market pricing.
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In fact, and rather ironically, in several casesatged competition has indeed become a
euphemism for these very measure€n the other hand, the core of the debate will
have to move from finding out how to manage contipetimore effectively, to defining
the kinds of treatments that deserve to be fundethé state (targeted redistribution).
Finally, the outcome will also depend on the sifetlee incumbent rent-seeking
coalitions, which are particularly burdensome wheceialist schemes prevail and
which can easily abort most reforms. For instamather than being a useful device to
keep expenditure under control (as in the Bismarckcontext), targeting under
Beveridge might well focus on ensuring that jobd arefficiencies in the public sector

are preserved.

To summarize, Bismarckian countries could moverthational health scheme towards
a “targeted redistribution” pattern with no greaduble. In their case privatization is
clearly a feasible option, since the rent-seekiegnents are neither too strong, nor too
harmful. True, public opinion can hardly see itgessity, but that is another story. By
contrast, in the world of Beveridge the real benafies of the system are first and
foremost the administrators of those programmes thedpoliticians, followed by a
significant portion of the providers and the suerdiinvolved, among whom shirking
and overpricing are widespread. These groups mmgitresist the introduction of
market pricing into the welfare system (managed petition or specific forms of
targeted redistribution), but in order to protdwtit privileges they are bound to oppose

privatization and competition vigorously.

Unfortunately, those who have an interest in gakiag against these coalitions

hesitate, and for good reason: they fear the tdcdiosacosts mentioned earlier and they

> A telling example has been provided by the proptsareform the British NHS put forward by
Cameron’s government in January 2011. Accordinthi® plan, health would still be supplied free of
charge, but it would be provided by consortiumsdottors. These consortiums would be allotted a
budget and a price list with which the buyers (he. doctors, on behalf of their patients) must glymOf
course, once the budget has been spent, patiemtfdstot get sick until the funding for the nexayés

approved and made accessible.
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sensibly mistrust politicians’ assurances aboutbireefits (lower tax rates or offsetting
income transfers). Certainly, people are no lortg&en by the socialist illusions of
happiness free of charge. Yet, they are still ped that they have struck a deal, in
that by paying taxes they have subscribed to asaafial contract which includes a set
health package more or less independent of thecshbss’ incomes. Politicians are
their counterparts. And politicians have an interasensuring that the package is as
generous as (financially) possible and in relievihg citizen of several irksome
incumbencies: deciding how much consumption shbaldacrificed in order to pay for
health; choosing an adequate provider; comparifgg®rengaging in preventive care;
taking doctors to court should one feel duped anthgythrough the pains of an
ineffective judiciary. In short, people have aceepthe premise that health is “too
important” to be decided by private individualsush they are focused on wanting to
reduce transaction costs — information gatherihgpsing and planning, enforcement —
and are convinced that their current arrangememtsméeir needs. As a consequence,
they are willing to consider changing the detaflshe current health-care system, and
possibly accept some restrictions, but they dowish to abandon it and incur the cost
of fighting daunting rent-seeking coalitions. Thegplains why there are plenty of

demands for reforms, improvements, rationalizatrooch less for drastic changes.

4 Justice and human dignity

Should we then conclude that economic hardshipnatlisuffice to induce politicians to

privatize our national health programs? As hintethe introductory section, we believe
that unless a radical change in attitudes is brbabbut, the answer is indeed in the
negative. Individuals in paternalistic contexts tl@ee the need for change, since in
those countries public finance is still under cohtOn the other hand, although people

in socialist contexts face much tighter constraitiiey do not believe that health-care
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reforms will offer adequate solutions to their padfinance problem and eventually

back down when confronting the risk of downsizihg tent-seeking structure. Public
opinion does seem to realize that stabilizing puisidebtedness without freezing public
expenditure is going to be difficult. Nonetheletf® economic incentives to intervene
on state health-care do not seem compelling: kegepurblic expenditure on health
under control will be important, but freezing it mevolutionizing the system is not
deemed essential. For instance, state pensionsoasiddered a much more promising

target for cost-cutting exercises.

Yet, the environment is not totally static. Thesiiof the welfare state is manifest and
its primary justification — the myth of social jist — begins to be the object of closer
scrutiny. The moral validation for public healthnis exception: in fact, the future of our
health-care systems will eventually depend on Hagexl assessment of two interrelated
issues: the concept of justice (which defines atyuand social fairness) and the
relationship between the concepts of justice amddrudignity. The remaining parts of
this section will address such two questions anploe® how individuals might alter

their perceptions in this regard.

'® The evidence in the UE15 area during the pastd#eshows that the ratio of public expenditure on
health to GDP in the two groups of countries isghdy the same, with Greece and Spain (both

Beveridge) at the low end, and Germany and Framngih Bismarck) at the top end.

7 Intervention in this area may also have positiffecés on growth (Eberstadt and Groth 2007). Not
surprisingly, as long as individuals retire at astant age, but their life gets longer, their barda social
care (including health care) increases. By contridghe “old” cohorts were allowed to stay active,
health-care could become a profitable social inaest, rather than a drag on collective consumpiuch

a burden to taxpayers.
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4.1 Justice, equality and the Aristotelian perspective

According to its most discriminating advocates, anpulsory, universal and state-
financed health-care system is legitimized by itsinsic morality’® Their point of
departure is Aristotle’s vision, according to whigbhst” means “consistent with and
enhancing human nature” and — in turn — “human reatis synonymous with
“flourishing”, i.e. with one’s inner drive and righto discover and realize his
personality. In this light, therefore, governmentervention is morally justified and
possibly imperative when it is designed to remdweimpediments along one’s path to
flourishing. It follows that justice and equalitpibdown to the same idea, the right to
engage in the flourishing process free from nomeatbarriers and violence. In
particular, a society is just if all its individgaare granted this condition. This is in fact

the essence of the Aristotelian notion of equality.

Now, the twist added to justify the environment eachted by Beveridge and Bevan
consists in identifying flourishing either as a knofinal state, or as a set of desirable
traits that the individual should enjoy when engagn flourishing. Thus, this kind of
flourishing — let us call it “social” flourishing s not the process through which the
individual discovers and possibly realizes his mmature. Instead, it defines the
specific features of the outcome that the indivicattins. Likewise, from this vantage
point, a just institutional context is not one imieh individual freedom is guaranteed,
but rather one that ensures that those outcomesbéaeed by all the members of the
community (Sen 1999). This is the essence of (Hopiatice and (social) equality.
Health and socialist health-care fall squarely imitihis perspective, since it is obvious
that sick people would find it hard (or harder)ftourish, both because their illness
restrains their actions and because absent st#ievention, the necessary treatments
would absorb resources that otherwise would betdevim pursuing the outcomes they
would like to secure (social flourishing). Not stsmgly, according to this view, state
intervention in health matters can thus be ineffitiand even disappointing, but its role

cannot be denied. Government regulation and pramuat this field might be subject

18 See for instance Ruger (2004 and 2007) for a cd&mement of this thesis and references to the

relevant literature.
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to changes and improvements, but they cannot beweanfrom the centre of the stage.
Yet, however simple and demagogically attractivenight appear, we posit that this

view is operationally ineffective and conceptudliwed.

Its operational weaknesses stem from the factdbaial actors in a world affected by
scarcity choose among different desirable waysnbfacing their intellectual budding
and growth. This is actually what flourishing isoab — the individual discovery of
one’s self. A person might focus on health, anotmer might want better education, a
third one might require a guaranteed income andigimdeisure to engage in a life of
meditation free from earthly worries and hasslesa lword, there are many ways of
flourishing and no clear criteria to rank the fimabults. By contrast, there are many
ways of discouraging flourishing, all of them deplole. For instance, denying an
individual his freedom to choose and depriving lofnhis earned income are surely
among such ways. Yet, these are the very essemeguation and taxation. Of course,
deferring to the political process — public reasgreind democratic decision-making, as
Ruger (2004) suggests to her readers — adds totifasion. As we have mentioned in
the earlier sections of this article, rather thahancing conscious choice and individual
responsibility, the enforcement of social justigeens the door to — and encourages —
discretion, opportunism and rent-seeking. Whatéerlegitimacy of policies inspired
by social flourishing, and whatever its moral foatidns (which we will discuss
shortly), the instruments to obtain social justiagour the birth of privileges, rather

than individual fulfillment.

From the conceptual vantage point, the Aristoteli#erpretation put forward by the
supporters of social flourishing overlooks that pelosophy of flourishing stems from
a natural-law approach, not from centrally-desigpedrities. In particular, the notion
of natural law underlying the process of Aristaaliflourishing is the principle of
freedom from coercion (ownership of one’s self aadredness of property rightS)it

does not consist of a set of positive rights, sat a list of desirable goods and services

19 See for instance Wright (2000), who offers a caitisurvey of the Aristotelian natural-law traditio

spanning Aristotle, Aquinas, Kant and Finnis.
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to which a society should grant free access. Sutlkeé/fact that such sets and lists are
prepared by enlightened elites or are agreed upomigh majority voting is not enough
to make them *“right” or “natural”. Likewise, it wdédl be mistaken to argue that
flourishing can only be social and that it can otake place within a context featuring
bundles of positive rights and their correspondahdjgations falling upon those who
must fund them. Instead, the Aristotelian meanihflourishing” refers to the purpose
of life as the individual perceives it. It is therpuit of virtue éudaimonia or self-
fulfillment) through a process characterized byicbpas well as by trial and error. Put
differently, the purpose of a society ruled by maklaw is to ensure that its members
can freely engage in their ongoing discovery preesspunctuated by luck and
accidents, driven by a subjective evaluation ofdbecomes, and characterized by the
material rewards and punishments produced by thekaharocess. Of course, the
discovery and realization of one’s self can be anbd by interacting with other
individuals (society). Nonetheless, the yardsti€Klaurishing remains the individual,
since eudaimonia is definitely an individual perception and the rmgoof arrival an
individual journey. Surely, the journey takes planea social environment. Yet, it
remains an individual experience. The so-calledasayood, therefore, is neither an
outcome nor an aggregate objective to be pursuedabgommunity (or its
representatives). Instead, it is an institutiomahrdgement within which agents are free
to choose, exchange, and interact in their attengptiscover their nature and realize

their potential.

4.2 Justice and human dignity

The upshot of the previous subsection is that énAhistotelian world the individual is

indeed a social and political animal, since intengcwith other human beings is a key
component of his flourishing. Yet, government hathing to say about outcomes and
relatively little about the way a person’s flouiisty unfolds. In fact, the Aristotelian

perspective suggests that the role of the state isnsure that men remain free to
choose, that they are not hampered in their sdarcknowledge and that the driving

(and self-correcting) mechanisms of individual wspbility are not tampered with. By
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and large, this amounts to the well-known negatie¢ion of justice: “just” is the

opposite of “unjust”, and “unjust” is what violatdse freedom-from-coercion principle.

In this light, the ideas of justice, equality anghian dignity are equivalent, for human
dignity is in fact the (natural) right of being whane is, of being the owner of himself,
of choosing according to one’s own inclination,matter whether other people believe
in priorities dictated by alleged meta-principlesg( religion or race), or by political
processes (e.g. majority or supermajority decisi@king). Men can benefit from
advice and guidance. But the decision to followt@reject guidance remains one’s
responsibility. Thus, there can be no justice wathouman dignity and there can be no
human dignity without personal responsibility. Bsnging the freedom to choose, state
intervention has then offended both justice and druwfignity. In particular, as a result
of taxation, regulation and production of merit gepflourishing has become a social
endeavor, rather an individual discovery; the mdethe rent-seeking coalitions has
emptied the notion of social equality; and compuisredistribution has violated the
principle of equality broadly understood, since paoisory redistribution implies that
human dignity is less and less important as onerbes richer. Put differently, state
intervention implies that choice has been remowvemnfthe individual and that
individual responsibility is necessarily crowdedt &y arbitrary social criteria. In the
end, individual decision-making has been replacgthk world of politics and all but

unaccountable bureaucracies.

The moral assessment of human nature and socedaation does not change its
features when one focuses on health. Good heatthdsurse desirable, but it comes at
a cost. As a consequence, it becomes the objechate, clearly more difficult and
painful for the poor than for the rich. Yet, if oaecepts the principles of flourishing
and human dignity (justice), one must also acdegt lourishing might not exhibit the
same features for everybody, and that the metaiptenof justice has nothing to do
with end states. Flourishing within a just insiibmial context does not identify a
specific and objective goal, unless one calls t\aftor eudaimonia a goal. Even less
can one identify flourishing with the attainment rofaterial targets, such as a given
living standard, a minimum GDP per capita or othierilar variables. The principles of
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justice and human dignity are end/goals in thessahat they are guarantees that
enhance our freedom to choose, protect us agdiaspdssibility of being forced to

serve somebody else’s goals and prevent others &ggnessing our right to pursue
virtue. Those advocating state intervention in tealm of health, therefore, cannot
appeal to the notions of justice or human digrsipce socialist health-care is in fact

manifestly inconsistent with those very notionsd ghus immoraf®

4.3 Wheredo we go from here?

As we pointed out earlier, it is unlikely that stamtervention in the health industry will
be downsized because of financial stringency. litlva capped and gradually reformed,
but the health budgeer se is unlikely to cause major turnarounds. Nonettgldss a
fact that people have lost faith in the bureautralslity to promote happiness and
create wealth. Disillusion has already turned imtistrust, as generalized resentment
against taxation and privileges mounts, and palitdisenchantment increases. For
present purposes, therefore, the challenge is sesaswhat it takes to transform
resentment into illegitimacy and whether this clewgr might be sparked in — or

perhaps by — the health industry.

A social arrangement loses legitimacy when it isggelly perceived as unjust and the
search for alternative, fairer solutions takes dfws, in order to answer the first
question, we should start from investigating howde perceive the notion of justice
and what drives its dynamics. The answer to therstquestion will follow as an

extension of those insights.

% The verdict is perhaps less harsh with regarchéopaternalist approach, whide facto denies the
principle of human dignity in the presence of garadly induced shortsightedness and thus admits tha
when it is apparent that shortsightedness leadsistakes that are systematically regretésdpost,
society might interfere with one’s flourishing. Tharden of proof remains however on the advocates o
paternalism, who would be required to show thatirfkhing is hampered by some kind of genetic bias
resilient to man’s evolutionary history and thaefgtic mistakes” are not just a way of asking for

subsidies after one has engaged in a gamble and los
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In their wide-ranging survey on the perception usdtice, Robinson et al. (2007) have
clearly and persuasively shown that individuals geretically programmed to develop
a sense of justice from the very early stagesaif tives. This could be defined as “core
justice”, according to which our sense of right amehng comes from our genes and
originates from an evolutionary process spannindemia. But there is also a second
layer of moral assessments, which is heavily imfagsl by the environment and gives
substance to “consequentialist justice”. Conseqaksttjustice identifies a mechanism
through which the individual understands and accaptinstitutional context which has
proven to be stable, diffuses social tensions affierso desirable opportunities for
interaction. For instance, physical aggression amched robbery are considered
violations of core justice. By contrast, some forafsopportunism (holding out, tax
evasion or some forms of free riding) are offerag@inst consequentialist justice. To be
fair, it is not always easy to draw the line. Or thne hand, when consequentialist
justice consolidates through hundreds of genersti@volution is most likely to
transform its principles into core justice: in thesases, successful routines cease to be
instruments and become moral principles. On therolland, it may well happen that
some elements of core justice are sidestepped Wiegnare manifestly conducive to
conflicts and economic decline: over time somecalhprinciples are thus shelved as
moral anachronisms. Likewise, some institutionah@gements may no longer satisfy
their original purpose or live up to expectatiolisso, they lose their legitimacy and

may decay, especially when their moral foundatimrgrast with core justice.

For our purposes, one may observe that the prexipl fairness and social justice that
have characterized widespread support for the Eamstyled welfare states over the
past decades are too recent to be part of conequstherefore, since these principles
are not embedded in our genetic pool, they couleebised or simply rejected relatively
rapidly. What about health? Does this apply towoews on the provision of health-care

as well?

From a historical perspective, charity directedthier members within the community

has usually been considered a moral duty of thiwichaal, especially when sick people
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are involved. Yet, we doubt that it has ever beeneement of core justice to be
enforced at all costs. Surely, mean behaviour hasjuéntly provoked moral
disapproval, but until the beginning of the™6entury it never justified the use of
violence. Governments were not legitimized in fogeiindividuals to be charitable
against their will. By contrast, and consistenthwihe rise of the doctrine of social
equality, in the second part of the past centumatzacy has rapidly been accepted as
the most desirable political structure. Sharinggbeamon wealth, therefore, has turned
up to be (consequentially) just, since it has bemgarded as part and parcel of the
democratic context and of the social contract iplied. Furthermore, compulsory
sharing did not create major tensions with our semfscore justice. Easy access to
health care was (and is) consistent with our sehseoral obligation; and it was made
bearable by adequate rates of economic growthhatoat high degree of redistribution
did not reduce the disposable incomes of those wlie supposed to foot the bill.
Today, however, the balance between the core anddhsequentialist components of
justice seems to have become more fragile. As lasgve agree that government
intervention in health matters is justified by cegsentialist justice, and once it
becomes apparent that such intervention does net people’s expectations, state-
managed health-care loses at least part of itsiregpgy. Thus, if the conflict with the
shared notion of core justice sharpens, the underiinstitutional context will be

perceived as obsolete and will eventually undeegiical reform.

We conjecture that nowadays the case for conseaqllgnust health care might
actually be facing a crisis. True, most people waut articulate their apprehension in
terms of justice and are rather inclined to frame terms of financial stringency. Yet,
one cannot deny that the debate about institutioredequacy is already under way.
The value of democracy as an effective device tmdaviolence by the autocrat is not
disputed; but it is also increasingly apparent ttsasubstitute — violence made legal by
majority consensus — is not always regarded as ijusthe term’s core sense.
Disenchantment and unease follow: people realiz¢ itcome redistribution is not
equivalent to wealth sharing and that rent-seekmegts neither consequentialist, nor

core justice. Put differently, the more the healtine system is perceived as a
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playground for rent-seeking activities and the bighs cost in a stagnant economic
environment, the more clearly its social(ist) comgats appear unjust. Should this
come to pass, looking for alternatives would ngkmbe understood as a betrayal of an
alleged social contract, but rather as the sedrdew ways of conceiving of legitimate
social arrangements and of reducing the gap betweanal relativism prompted by
expediency and our core sense of justice. Healttaires indeed a special area in the
assessment of one’s moral obligations towards theranembers of society, but the
justification for a socialist solution would defiely lose the appeal it had at its birth. In
short, social concerns for human flourishing migbtabout to backfire. Rather than
enhancing spiritual alertness and individual flshing, social concerns for flourishing
have generated rent-seeking structures, multiptieshsaction costs and more

importantly — created tensions with our (sleepsgy)se of core justice.

5 Summary and conclusions

In the recent past, much of the debate on the lognireakdown of government
finances in large parts of the Western world hasi$ed on finding acceptable ways of
containing public expenditure and possibly raigigation. The accepted strategies on
the expenditure side can be summarized in thress lof action: reforming the state-
pension system, freezing the budget for educatmal, containing health-care costs.
Yet, reality seems to be unfolding in a differeimedtion and the recent financial crisis
has helped to understand why: an overblown sotiahsironment leads to collapse
when the economy loses flexibility and fails tonstorm technological opportunities
into entrepreneurial ventures and thus groWthPublic expenditure is indeed
problematic. But low growth and stagnation are worss history confirms, when it
comes to reducing the expenditure/GDP ratio, exipgnthe denominator is more
important that squeezing the numerator. Put diffiéye hope of avoiding bankruptcy

rests with the ability to grow, which requires awneotion of fairness, extensive

2 In particular, the recent financial crisis has whothat the larger the welfare state, the lower the

chances of reacting to structural adversities Aadjteater the need to downsize it.
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deregulation, deep reform of most tax systems dved drastic downsizing of the
incumbent rent-seeking structures. Future redisioh will not have to reproduce
hypothetical choices made behind a veil of uncetyaibut instead make it easy for
people to bridge the gap between their startingitpoand a set of minimal socially
shared goals (the essence of targeted redistrifutidespite its weight, therefore, the
cost of government intervention in the health-cadustry is not the main source of
problems for our welfare systems. True, if it catoethe worse, gradual transition
would offer the obvious technical solution: as #&xe falls on subsidies, patients’ claims
to the right of choice among competing providersuldobe favoured, opting out of
mandatory health contracts encouraged and thetstate-managed health-case supply
downsized following the decline in demand. Yet, khave tried to show, all this is
unlikely to happen, for transition is barred by thgong and deep rent-seeking
structures that today characterize most healtresystgrown along Lord Beveridge’s
tradition or that have absorbed some of its elemélitese sizable and powerful groups
of privileged individuals ensure that privatizatimmains politically difficult to obtain,
while high transaction costs and limited trust I fudiciary keep the pressure for
transition low. That explains not only why the wbdf Beveridge is not sustainable, but
also why it won’t be abandoned unless people chémgje perception of the role of the
state and/or the most detrimental features of semking are deemed intrinsically

immoral and thus delegitimized.

This is actually the second element to which weshdnawn attention: transition to light
forms of paternalism or to an outright free-marg&ehception remains problematic as
long as it can rely on consequentialist justicetilWacently, generic claims in favour of
efficiency and public finance have not been compglenough to accept privatization.
Decade after decade, the rent-seeking game hasesientin producing large coalitions
of winners (political elites and civil servants)davery large groups of people who did
not really know whether radical reform will seerthen the winning or the losing side.
These large groups have now come to realize thasition would make society better
off in the medium and long run. Yet, as societiesagold, the relevant time horizon for
the median individual became shorter and the paisgfegaking a chance and suffering

the cost of transition less exciting: the temptatio free ride on the next generation



24

(that will inherit our debt) proved all but irreside. This was of course both rational
and hypocritical. Sadly enough, by arguing in favolusocial fairness and by preferring
rent-seeking to growth, we have actually obliged children to work for our creditors

or to declare bankruptcy. That very rent-seekingnga however, has seriously
hampered our prospects for growth, and today'shfire stringencies might change our
perspective once again. If that happens, the coesgi@list connotation of social

justice might crumble. Should this happen, largenéls of the welfare state — including
government production of health-care — might caé@nd the notions of human
dignity and individual responsibility might regatentre stage in the unfolding of our

civilization.
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