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SOCIAL WELFARE IN CANADA
The Case for Selectivity
Walter Block
UNIVERSALITY AND SELECTIVITY are amenable to a rather
straightforward and non-value-laden definition. For our purposes,
universality may be described as pertaining to aid programs where the
benefits go to all persons, regardless of income. The amount of the
benefits, moreover, is invariant with respect to income (or wealth). In
contrast, selectivity may be defined as an aid program with a means
test: whether a person is eligible or not and the amount of benefits to be
received are determined by financial status.]
A paradigm case of a universal welfare program is family and youth
allowances (the “baby bonus”). All Canadians, regardless of wealth or
income, are eligible to receive these payments, and the payments are
invariant with respect to income.? An example of a selective program
would be the guaranteed income supplements. Here, eligibility and the
level of benefits vary with income. I recommend that, whenever
possible and feasible, selectivity be the criteria utilized by welfare
programs,3 and that universality be eschewed. There are a number of
reasons which support this contention.4
Arguments in favour of selectivity andl or opposed to universality
include the following.

Inefficiency and Waste
In a selective income transfer, such as guaranteed income
supplements, money is taken from the entire tax-paying population,
and distributed to those presumably in “need.” In a universal income
transfer. such as baby bonus or unemployment insurance, funds are
collected in the same manner, but given out to the entire population. In
the latter case there are three separate and distinct categories of
income transfer: (a) the recipients are poorer than the donors; (b) the
recipients have the same income as the donors; (c) the recipients are
richer than the donors. In the former case, there is only the first
category, (a). If the purpose of social welfare programs is to transfer
money from rich to poor, than categories (b) and (c) are beside the
point. It would appear to be completely without effect on the income
distribution to transfer funds within an income category, (b). And it
would appear to be downright counter-productive to transfer spending
~ (b) and (c) are not costless. O n the
power from poor to rich, ( c ) . But
contrary, they use up real resources, which might be better spent by
the initial owners themselves and/or in the form of increased transfers
of type (a). Therefore, universal programs are inefficient and wasteful
compared to selective ones.
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Misallocation

Deception

A universal program such as medicare has two main economic
effects: interpersonal income transfer, and allocation of additional
funds toward health care. We can reject the first effect; in principle (and
in practice), it could be more readily and easily accomplished through
explicit income transfers. Why transfer income in the form o f medical
services, when it would be of greater benefit to the recipients to allow
them to determine for themselves how this money is to be spent?
Paternalism apart, it is only when the recipients have spent the money
on the identical medical services they receive that they would be no
worse off.In all other cases, their welfare can be improved by allowing
them to determine how these funds should be spent.
Let us assume that society has finally reached the ideal income
distribution - whatever that is - and ask whether a system of
universal health care would be desirable. I submit that under these
conditions, it would be inappropriate.’O Due to the phenomenon of
“moral hazard,”:: universal coercive socialized medicine would result
in an overoptimal use of health care services. The reason for this is the
economic law of downward sloping demand: a s the price falls, other
things being equal, the more of a good will be demanded. At a price
which reflects the true costs of health care, we will demand a certain
amount (call it x). But if we are forced to pay this amount through taxes,
and then told we can have as much a s we want at a zero price
(socialized medicine), we will demand far more than x. This has put
great pressures on medical facilities, and has led to long delays in
receiving many procedures. In Great Britain the medicare scheme has
been in operation for a longer time and has thus had a chance to
unravel to a greater degree. There, the shortages are so serious that a
senior union in the British Trades Union Congress has made it one of
its bargaining demands that the employer pay for private health care
insurance,I2 this, despite their ideological commitment to socialized
medicine.
It is desirable to have the optimal amount, not the maximum
amount, of health care (and of all other desirable goods and services).
At the extreme, society could devote 100 per cent of the GNP to
medicine. But then we would all die of starvation and exposure, due to
lack of food and clothing. Yes, we want adequate medical care. But not
at the cost of alternatives we value even more highly than medical care.
The goal is to have just that (optimal) amount of health service such
that if even one additional dollar was spent on medical care, it would be
inefficient, because people would more highly value the expenditure of
that single dollar for other items. Universal health care schemes
pervert this goal. Selective programs, if only because of their lessened
coverage, would be less misallocative, and thus a step in the right
direction.

Most people think that universal programs are “free” or “costless.”
Unfortunately, their proponents do little to disabuse the public of this
false notion.6 Take medicare, for example. The imposition of hospital
user fees, or “extra billing’’by doctors, is resented in large part because
ot t h e widespread impression that these are attacks on an otherwise
“free” system of medical care. Nothing could be further from the truth.
If the government did not first collect taxes sufficient to run medicare,
there could be no such program. True, once the taxes are raised and
earmarked for this purpose, without extra billing or user fees a
universal medicare program would be “free” to all. But this is hardly the
same thing. No matter how you slice it, the brute fact is that
government cannot create benefits out of thin air. These universal
programs are enormously expensive, and giving out already-paid-for
services “for free” can only disguise this truth.
In an era when increasing attention is being paid to truth-inadvertising; when departments of consumer and corporate affairs at
federal and provinicial levels are supposedly on the lookout for
deceptive practices; when cigarette cartons are forced to bear signs
warning of dangers to health; at such a time it would be the height of
hypocrisy to continue operating such “free” programs.; In contrast,
selective medicare programs, open only to the poor, ;youid not be
fraudulent in this sense. No one would conclude from the fact that poor
people receive medical care without payment that the government can
create such services costlessly, or that “we all” benefit from medicare.
Thus on grounds of honesty, selectivity is to be preferred to
universality.

Coercion
There are ultimately only two ways to deal with our fellow human
beings: coercively and voluntarily.8 The pre-eminent and paradigm
case of coercive interaction is the tax system. If a person refuses to pay
taxes, he or she is liable to a jail sentence - and there can be few more
coercive sanctions than lack of freedom. In contrast, a voluntary trade
between two consenting adults, would be an example of voluntaristic
interaction. Canadians generally agree that coercive taxation is
necessary for some purposes.9 If so, then at least let it be resolved that
such practices be minimized. For coercion -pubiic, private, of
whatever sort - tends to rend the social fabric. Eventually, those who
are subject to it have a way of resenting it, ever! rebelling in extreme
cases. Once past a certain point, chaos ensues. So every use of the
coercive apparatus should be scrutinized to see if it is really necessary.
Universality, as a more all-encompassing program than selectivity, is
more costly in terms of the utilization of coercive taxation. Selectivity is
preferrable to universality on grounds of minimizing taxes, minimizing
coercion, and thus reducing the chances of a breakdown in society.
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Politicization
When a program is selective and limited to the poor, it affects only
the few. The rest of us can obtain the service through the marketplace.
In contrast, a universal program affects us all. There can be no market
alternative. Government programs, of course, can be handled only
through the political process. Thus, every move from selectivity to
universality is a move which leads to greater reliance on the political
process. The difficulty with this is that the political process - whatever
may be its advantages in other spheres - is vastly inefficient compared
to the market process in the provision of most consumer goods and
services.I3
For example, consider the contrast between the political vote and
the dollar vote. First, we may utilize the ballot box only every few years
or so; but we exercise the dollar vote every day, or at least whenever we
make a purchase. Our control over the business community is thus far
more continuous than over the politician. Second, in the political arena
we are forced into a package deal. We can vote only for one MP, one
MLA, one mayor, or one city councillor. And each of these people will
exercise power on hundreds or thousands of issues. For example, we
cannot express approval of foreign policy and tariffs or disapproval of
the Post Office and taxation. In the economic sphere, we can register
approval (or by refusing to buy, disapproval) in tiny discrete units. We
can vote for peas and against carrots; for a certain movie, book or play,
and against others. Third, in politics the majority wins, the minority
loses. In economics, we can all be satisfied.14 If shirt colours ever
became a political issue, and 60 per cent voted for green and 40 per cent
for yellow, the greens would have it. In the marketplace, there is room
for both, and for all other colours of the rainbow as well. Fourth, the
businessman is much more amenable to consumer desires than is the
politician or bureaucrat. The department store owner, for example, will
move heaven and earth to satisfy the customer: the consumer boycott
is his death-knell. But poll after poll has shown that the Canadian public
favours the death penalty for first degree murder. Yet the politicians
have been able to resist this impulse, and instead impose their will on
the country. Things are worse with bureaucrats and “public servants.”
They cannot lose their jobs except under the most extreme of
circumstances. Their incentive to satisfy the public is thus reduced
even more. Fifth, when a person votes unwisely with his dollars, and
gambles, or buys an unnecessary piece of junk, he alone suffers the
consequences. But when someone votes unwisely, we all suffer. The
individual in question bears only a miniscule cost of this decision.
People thus have a better and greater incentive to vote wisely in the
economic sphere than they d o in the political.

Unemployment
The Canadian program of universal coverage for unemployment
insurance is responsible for increased unemployment. According to
one calculation, the liberalization of this program in 1971 was alone
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responsible for an increase of 18.2 per cent in what would otherwise
have been our unemployment rate.15The reason for this is simple. Just
a s lowering the demand price of an item increases the amount sought,
so increasing the payment for a service o r condition (in this case,
unemployment) calls forth an increased supply. T o be sure, a selective
program which limited unemployment insurance payments to the poor
would have a similar effect.But, as it would only apply to one segment
of society, its incidence would be lessened. so yet another mark against
universality is that it increases the unemployment rate, compared to
the identical program on a selective basis.

The Means Test
One objection to selectivity is that it imposes a means test. This is
often seen a s intrusive and in violation of privacy. Yet we each have to
complete what is, in effect, a means test to determine taxes owed to
government. Without assuming that this is perfectly legitimate, we can
at least say that a means test for welfare beneficiaries would be less
objectionable. This is because while grant recipients are making a
request of the public treasury, and might reasonably be asked
something in return, taxpayers are not.
So far, we have considered certain advantages of selective welfare
programs over universal ones. But we d o not want to leave the
mistaken impression that our “value base” supports either. Here we
explore a political philosphy which is critical o f income redistribution of whatever variety. In the field of distributive justice, there are only two
types of theory. All others are variants of these. The first set may be
called “end state” theoriesL6According to this view, the justice of an
economic distribution is to be determined at a given point in time. We
ignore how the distribution came about, and ask only if it meets certain
criteria; usually some variant of egalitarianism. The second may be
called process theories, because they do not look at the economic
distribution at any point in time, but ask only if the distribution,
whatever it is, came about as the result of a just process.17
The difficulty with end state theories, no matter what version, is that
they are incompatible with human freedom. “Capitalist acts between
consenting adults” must strictly speaking be forbidden, lest they
disturb the “proper” economic distribution. Gambling, for example,
cannot take place, since there is no reason to expect the pattern of
gains and losses to conform to that required by the end state theory.18
All trade between consenting adults would also have to be prohibited
on these grounds. The case against coerced transfers of wealth from
rich to poor (selective welfare programs) is further strengthened by the
fact that in a modern mixed economy such as Canada’s, the just
economic process called for by philosophers such as Nozick is greatly
perverted. There are numerous examples19 in which governmental
interferences with the free marketplace subsidize the (relatively) rich at
the expense of the (relatively) poor. If these interferences are
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eliminated, there would be far less felt need for selective welfare
programs.
It would appear a foregone conclusion by the title of this debate that
a welfare state is in the interest of Canada, and that the only worthwhile
question is whether a universal or selective format is best. In contrast, I
have not accepted the implicit premise that the welfare state is in the
best interest of Canadians. A major argument for selectivity is that it is
better able to reduce the overall scope of welfarism. But selectivity can
be defended against universality on other important grounds as well: 1)
it reduces waste and inefficiency; 2) it is less fraudulent and deceptive;
3) it minimizes coercion; 4) it is a better allocator of resources; 5) it
makes fewer demands on an already overburdened political system;
and 6) it reduces unemployment.
Walter Block is a research director at the Fraser Institute in
Vancouver.
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