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Analysis of the Relationship Between the Health Insurance Premium and the Coefficient
of Market Concentration by Using Panel Data to MMC in NY State
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Kohei NISHIKAWA, Graduate School of Economics, Osaka Prefecture University
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Abstract
This paper is examined the relationship between the health insurance premium and the
coefficient of market concentration in the county, by using panel data on MMC in NY state.
It is found that the market size impacts the health insurance premium, and health insurance
premium is sold at low-price in the county where MMC suppliers are concentrated in large
market size.
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The Effect of Unbalanced Technological Progress on Wage Differential:
A Two-sector Model Approach
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Abstract

In the context of developing economies, we develop a two-sector model, which consists of an
advanced manufacturing sector and a perfect competitive agricultural sector. The manufactur-
ing sector has a duopolistic structure where a high-tech domestic firm competes with a foreign
firm, while only domestic low-tech firms operate in the agricultural sector. The manufacturing
sector is skilled-labor intensive, and the agricultural sector is unskilled-labor intensive. We
examine the effect of technological progress on the domestic economy. As the main result, we
show that an improvement in product efficiency by the domestic manufacturing firm increases
the wage differential between the skilled and unskilled workers.
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Optimal Allocation of Social Infrastructures based on Capitalization Hypothesis:
Estimation of Time-varying Parameters by the Kalman Filter
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Abstract
While capitalization hypothesis have been widely used in empirical analyses on efficiency of
social infrastructures, the past literature implicitly assumed that level of efficiency was
constant. In this paper, we examine dynamic aspects of the capitalization applying Kalman
Filter.
According to our empirical results, regions with insufficient social infrastructure have been
decreasing since 1960s, which indicates that its accumulation has progressed in Japan.
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Abstract

Based on published evidence, this study investigates the limits to the privatization of the
welfare state in the recent history of Britain and the United States with a particular reference
to the areas of public and social services provision. A theoretical analysis related to the
Keynesian welfare state, Fordism, welfare/workfare debates and a historical overview of
socio-economic/political changes since the 1970s are given, leading to case studies of various
privatization endeavors in the two countries. The analysis suggests that successful privatiza-
tion is possible in certain fields of services whose quality is easy to evaluate. However,
privatization does not always improve economic efficiency, and tends to sacrifice the quality of
services in some areas and exclude the most disadvantaged social groups, therefore jeopardiz-
ing the equity and universality of welfare provision.
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1. Introduction

Since the Second World War, the state has
become the prominent provider of social
welfare in many capitalist democracies, in-
cluding Europe, the United States and Japan.
Over the past few decades, however, such
welfare provisions have begun to change
dramatically in the direction of privatization
with the increased involvement of private
corporations and organizations. People have
started to recognize that the ‘cradle to grave’
welfare model is becoming a thing of the past
and the social contract between citizens and
the state is being renegotiated in a changing
economic and political environment.

This closer public/private collaboration is
sometimes called public-private partnership
(PPP) and many governments, especially in
European countries, actively promote the
expansion of such partnerships. The British
government, for instance, places PPP at the
heart of the government’s policy to revive
public services. Bringing together the public
and private sectors is believed to contribute
to increased efficiency, slashed costs and
streamlined government administration
{Cabinet Office, UK. Government Website]. Im-
proved economic efficiency appears to be one
of the central benefits claimed for privatiza-
tion in many countries. Megginson and Net-
ter [2001] report that the movement to
privatize welfare services is not confined to
developed nations but is now a worldwide
phenomenon with more than 100 countries
attempting to use the markets to allocate
public resources.

This new modality of service provision
requires careful examination since it presents

grave implications for the future prospects of
public/private relationships and the welfare
regime. Is the proposition that the privatiza-
tion can bring about economic efficiency,
wider choices for citizens and better adminis-
tration true in practice? Does any area of
welfare service face constraints in the proc-
ess of privatization? If so, what sorts of
constraints? Are they political, ideological or
economic constraints? What is the reality of
changing relationships among the state, the
market and citizens? To what extent, and to
what magnitude, is privatization possible?
This paper will focus on identifying some
limits to the privatization of the welfare state
particularly in the arena of public help, social
benefits and care services by reviewing the
development of the welfare state and related
theories about welfare, and examining empir-
ical evidence. For the purpose of this review,
the welfare state in this paper is defined as
state capacities of industrialized economies
created explicitly to safeguard social security
and to enforce national standards of social
rights through the provision of public and
social services [Cox, 1998]. Thus, the ambit
of this review of the transition of the welfare
state in the process of privatization is narr-
ower than conventional state and society
relationships in configuring social phenom-
ena of the contemporary states.

The paper will explore the following prob-
lem areas in particular: the development of
the welfare state, the aim of the welfare
state, the development of debates on privat-
ization, and public/private configurations.
The next section will review the development
of the welfare state whilst the third section
will deal with the political and economic
background of privatization. Section Four
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will clarify the different types of privatiza-
tion and synthesize the major debates. Sec-
tion Five will look into some cases in Britain
and the U.S,, followed by two sections which
will conclude the discussion and serve the
answer to the question: “What are the limits,
if any, to the privatization of the welfare
state in public and social services provision?”

2. Development of the welfare state

While the pre-Second World War social
welfare programs of most Western countries
were limited to minimal assistance for the
most underprivileged populations, the post-
war period has seen a considerable increase
in state provision of comprehensive and uni-
versal welfare programs that ensure a basic
standard of living for working class families
[Quadagno, 1987). Buttressed by the
Keynesian argument that “social expendi-
tures for public welfare could stimulate
aggregate demand and even out the instabil-
ities and fluctuations of the business cycle”
[ibid., p.110], many wealthy capitalist nations
expanded their welfare provisions in line with
the development of Fordism as well as the
creation and mobilization of the manual
working class, especially after the War
[Giddens, 1998]. The growth of the Keynesian
welfare state, the policies of which included
regulations on the minimum wage, working
hours, child labor, and provisions of accident
insurance and training, was an essential part
of statecraft in humanizing capitalism,
minimizing the class conflict between capital
and labor, encouraging organized labor, and
integrating the working class, all of which
benefited the advancement of Fordism [Jes-
sop, 1994; Knuttila and Kubik, 2000]. Indeed,

these initiatives contributed to the reduction
of primary poverty’ as a result of full
employment in the unified wage system [Jes-
sop, 1994].

After the energy crisis of the mid-1970s,
however, economies slowed down and the
system of mass-production and mass-
consumption under Fordism underwent a
gradual transformation, entering the era of
Post-Fordism. Post-Fordism is typified by
fragmented markets, flexible production,
higher quality end-products, flexibility within
the organization of labor, and a decentralized
system of management [Williams, 1994].
These fundamental changes of production
and consumption patterns no longer fit the
logic of the pre-existing Keynesian welfare
framework, which was strongly based on the
producer-led universal welfare service provi-
sion for unskilled workers. The growing criti-
cism subsequently led to a halt in welfare
expansion [Jessop, 1994; Williams, 1994; Gid-
dens, 1998]. Giddens [1998] is adamant that
the welfare state “today creates almost as
many problems as it resolves” [p. 16] and
points to the various mismatches between the
welfare state and the present society built on
the modern mode of production of Post-
Fordism. He asserts that the Keynesian wel-
fare state does not cover new-style risks and
protects the wrong groups of people [ibid.].
Many critics such as Giddens [ibid.] and Jes-
sop [op. cit.] insist that the welfare state
should be reconstructed in a way that accom-
modates social and economic changes with-
out damaging structural competitiveness.

1) Rowntree (1901, p.86) defines “primary poverty” as
“families whose total earnings are insufficient to
obtain the minimum necessaries for the maintenance of
merely physical efficiency".
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In addition to the industrial changes and
technological advances since 1970s, growing
post-modernist discourse, together with in-
creased debates over state and society rela-
tionships such as pluralism and various elite
theories, substantially influenced govern-
ments’ perception of the welfare state. The
implications of these debates about the rela-
tionship between state and society are that
social life is becoming increasingly fragment-
ed, individuals' preferences and social needs
are becoming more diverse and sophisticated,
state power and influence are becoming more
decentralized, and the authority and legiti-
macy of elites and professionals are decreas-
ing [Quadagno, 1987; Taylor-Gooby, 1994; Desai,
2003). The welfare regime, which inevitably
reflects the nature of the demarcation
between state and society, may need to
acknowledge the increasing denial of univer-
salism, putting more emphasis on individual-
ism and particular interests, and start to
search for a new social contract between
state and citizens. At the same time, the
importance of governance, instead of govern-
ment [Rosenau, 1992], and the state’s alleged
declining authority as seen in the arguments
of Jessop’s [1997] “hollowing out”, Rhodes’
[1997] “reduced” and Strange's [1996]
“retreating” state began to draw attention as
globalization increased [Merrien, 1998]. It is
against this backdrop that the proposal to
privatize aspects of the welfare state, that is,
attempts to reform the welfare system to
better fit the current socio-economic situa-
tion, began to garner wider support from
politicians and economists in the last few
decades.

3. Political and economic contexts of privatization

Significant political momentum for welfare
reform was created during the 1970s and
1980s, both in the U.S. and UK., when the
Reagan and Thatcher governments put for-
ward neo-liberal positions and declared “war
on welfare” in support of ‘small government’
[Peck, 2001, p.91]. Reagan introduced the
Omnibus Budget Reconciliation Act (OBRA)
in 1981, which promoted values of self-
reliance and individual responsibility, and in
the end resulted in the removal of approxi-
mately half a million families from the wel-
fare rolls. This implementation of the
welfare-to-work program was a significant
change from the conventional Keynesian
welfare state to “workfare”, which encour-
aged welfare recipients into participating in
the labor market or enrolling in formal job
training programs “with a view to enforcing
work while residualizing welfare” [ibid., p.
10]. Reagan’s position on the conventional
welfare programs was that they “encourag
(ed] dependency and entrenchled] the very
poverty they were intended to alleviate”
[Reagan quoted by Peck, ibid., p.92). Those who
supported the idea of workfare thought that
the welfare system created rather than al-
leviated poverty as a result of individuals’
dependency on and exploitative abuse of the
system.

In Britain, the Conservative Government
elected in 1979 was focused on reducing the
size of the state by downsizing a large num-
ber of public employees [Farmnham and Hor-
ton, 1992; Giddens, 1998]. Both U.S. and UK.
governments encouraged the private sector
to ‘shed load’ of public service production,
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delivery and financing. The neo-liberal
approach to public service reform was
strongly antagonistic towards the welfare
state [Giddens, 1998] since the expansion of
social spending was believed to bring about
problems of governments’ “inflexibility, unre-
sponsiveness, self-interest, and rigidity” [0’
Higgins, 1989, p.161]. Increased involvement of
the private sector, under the initiative of the
neo-liberals, meant that the welfare system
now offered market-based incentives rather
than guaranteeing entitlement to social
safety benefits. Therefore, citizens no longer
possessed a right to welfare entitlement but
were given a choice to buy it as ‘consumers’
in the ‘welfare market'.

Another issue relevant to debates about the
welfare state is the challenge of globalized
capitalism. The escalating international com-
petition in the global market since the 1980s
is something that the Keynesian welfare state
proponents underestimated. Maintaining and
strengthening the domestic economy took
more importance than external trades and
services in Fordist policy planning [Giddens,
1998] as at that time the impact of interna-
tional trade on national economies was still
minimal. However, in the past twenty years,
the world has become increasingly interde-
pendent resulting in intensified political and
economic competition for hegemony among
states. This fierce environment is leading to
“the new social morphology”, where patterns
of power and culture are subject to substan-
tial modifications in accordance with capital-
ist globalization [Castells, 1936, p.76]. Accord-
ingly, states need to respond to such modifi-
cations in order to survive, reproduce, and
perpetuate their existence in a globalizing
world; this ‘new social morphology’ provides

a good reason to prioritize market-based
policy making over Keynesian-based policy
making with regards to welfare.

4, Aims and types of privatization and key debates

Although the term ‘privatization’ is com-
monly used to describe the introduction of the
private sector involvement in public services,
the mode and degree of the involvement
varies widely depending on the area of ser-
vices and surrounding social and political
environments. It is undeniable that the vision
and goals of the welfare state hinge strongly
on the political ideology of its respective
state. Esping-Anderson [1990] analyzed the
different ambitions of the welfare state
according to political positions; liberal wel-
fare states such as the US. and Australia
provide modest universal transfer of money
mainly targeting low-income working classes
and have a strong reliance on the market,
whereas conservative and corporatist wel-
fare states including Germany and Italy try
to preserve traditional family-hood and con-
servative family values shaped by the Church.
The Scandinavian countries, which adopt a
social democratic approach, generally are
considered to extend universal and high qual-
ity welfare services to the middle classes.
Therefore, it is naturally assumed that the
direction of privatization also differs substan-
tially depending on a state’s political ideology
and framework.

Starr [1989] defined privatization as a
shift of activities or functions of the state to
the private sector. Kamerman and Kahn
[1989b]) further stated that such public to
private shifts can be categorized in three
ways: (1) production, (2) delivery of services,
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and (3) financing. In practice, the various
modes of privatization can include: the trans-
fer of public asset ownership (land, infras-
tructure and enterprises) to the private sec-
tor?, contracting out, subsidies, vouchers,
Private Finance Initiative (PFI), Compulsory
Competitive Tendering (CCT), and deregula-
tions [Starr, 1989]. The public/private part-
nership is believed to contribute to enhanced
management skills and the improvement of
public services, hence creating better value
for money (VFM) for taxpayers [Cabinet
Office, U.K. Government Website]. Specifically,
it is expected that private sector participa-
tion will bring about expanded competition,
economic efficiency, retrenchment of overall
public expenditure, enlargement of the pri-
vate sector economy, elimination of public
sector inefficiencies, reduction of monopoly,
and upgraded service quality [Bendick, 1989;
Painter, 1991; Pierson, 1996; Haque, 2001, Meggin-
son and Netter, 2001].

Moreover, since the early to mid-1990s, the
UK and US governments have sought engage-
ment with civic associations such as non-
profit and voluntary organizations, as well as
local communities for jointly implementing
public and social policies in certain areas. In
the UK, for example, the Home Office and
voluntary sector formulated a Code of Good
Practice to be used when the governments
consult with non-profit organizations in
contracting out public services [Ling, 2002].
Today, involvement of non-profit organiza-
tions and community support networks in
delivering social services range from services

2) For example, the sales of the sate-owned enterprises
such as British Telecom and British Gas in 1980s
{Megginson and Netter, 2001).

at kindergartens and community centers to
locally-based consultancy services for special
groups, gaining wide currency as a means of
reform of the monolithic public sector [Evers,
1995].

Those who advocate the partnership
between public and civic organizations
believe that public services produced or
delivered by these civil society organizations
ensure synergetic mixes of resources of the
public and private and overcome the inward-
looking public sector mind-set which often
neglects the real needs of service users
[Evers, 1995; Ling, 2002] The public-nonprofit
partnerships, they argue, can provide small-
scale, non-bureaucratic, and specialized ser-
vices which make assimilation to the culture
of specific clientele, build personalized rela-
tionships with difficult-to-serve populations,
and are acceptable to local and individual
needs, all of which are not readily achieved
by the public sector alone [Bendick, 1989;
Gurin, 1989; Evers, 1995; Rosenau, 2000]. Public-
civil society partnerships are also expected to
secure ‘greater value for money’ by both
more efficient and more compassionate deliv-
ery of services [Bendick, 1989; Rosnau, 2000].

Economic theories and pragmatic litera-
ture emphasize that “the net benefits of col-
laboration exceed those of independent, pure-
ly private activity” [Bazzoli et al. 1997: 537],
hence giving this approach of public service
delivery a greater chance of more efficiency
and effectiveness in reaching objectives [Sel-
sky and Parker, 2005] From a more normative
point of view also, redefined service needs
through citizen participation is hoped to real-
ize democratic accountability and improved
understanding of perceived needs [Bazzoli et
al. 1997; Brinkerhoff, 2002]. The political sci-
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ence discourse on the other hand argues that
such partnerships are beneficial in negotiat-
ing political conflicts [Bazzoli et al. 1997].

However, as Megginson and Netter [2001]
argue, there is still little evidence to prove
that all these positive outcomes of privatiza-
tion actually materialize in practice. The
particularly contentious, and also less explor-
ed, area is how privatization affects citizens
as recipients of privatized social services.
The current reality of mixed public and pri-
vate involvement in welfare provision
requires analysis drawn on empirical evi-
dence from ideological as well as pragmatic
perspectives.

5. Case Studies

It is true that there is a range of benefits
that privatization can bring about as is shown
by the cases of the successful privatization of
British Telecom (BT), the cost-reduction
through the contracting out of California
state administration services in the 1980s®,
and the privatization of the water industry in
the UK. in 1989% [Bendick, 1989; Saunders,
1995]. However, Bendick [1989] argues that
these privatization success stories may only
be applicable to services which are “straight-
forward, immediate, measurable, amenable
to monitoring, and technical in nature” [p.
107]. It is thus essential to investigate areas
where more complicated dynamics of pro-

3) A survey showed that 69 percent of local govern-
ments in California reduced the costs of refuse collec-
tion by the contracting arrangement and 41 percent felt
that the service quality improved [Bendick, 1989, p.
107].

4) Saunders [1995) reported that the water and envi-
ronmental quality had improved after the privatiza-
tion.

viders’ and beneficiaries’ interests are at
work and where the measurement of impact
and service quality is more problematic.

First, it is useful to refer to Morgan's
[1995] claim that although the reduction of
costs by privatization has been accepted as a
truism by many, the efficiency issue has not
been rigorously examined. As he points out,
the analysis of economic efficiency tends to
focus only on cost reduction without looking
at broader economic consequences such as
long-term loss of revenue from the sales of
the most profitable state-owned enterprises.
He argues that “it is easier to sell public
assets and more popular than cutting public
expenditure” {p.11] and asserts that politi-
cians promote privatization as a panacea for
economic sluggishness; hence political advan-
tages are gained via a mere action of privat-
ization without careful scrutiny of its effec-
tiveness.

A study which compared public and private
operation costs in the social service sector in
the U.S. found that if all the administrative
costs of agencies in the process of contracting
out were included, the contracted services
turned out to be slightly more costly [Gurin,
1989]. In addition, many cases of contracting
arrangements witness that cost reduction
often happens at the expense of service qual-
ity [Bendick, 1985; Morgan, 1995; Saunders,
1995]. One example is the privatized cor-
rectional services in the U.S. Although there
was a ten percent cost decrease after privat-
ization, the privatized jail staff had many less
hours of training (160 hours on the job)
compared with 240 hours of formal full-time
training for staff at federal jails, suggesting
the service quality the inmates receive may
be negatively affected [Bendick, 1986).
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Another case is the voucher system, a sub-
sidy to the demand side. The American
voucher systems of housing for low-income
families and food stamps of the Special Sup-
plementary Food Program for Women,
Infants and Children (WIC), to take two
examples, have become very popular and
now cover a large population in need of low-
cost housing and nutritional foods. It may be
true in these cases that fewer funds are
required when the service provider makes use
of the existing market rather than directly
building and managing public houses or dis-
tributing foods at public facilities. However,
the voucher mechanism has less control as to
how the recipient actually uses the vouchers
as it gives the recipient greater power of
choice as a ‘consumer’ [Bendick, 1989]. For
instance, the choice of foods at a super-
market is up to the recipients; they might end
up choosing less nutritious foods against the
aim of the WIC program, which is to safe-
guard the health of the low-income household
members [Food and Nutrition Service Web-
site]. Thus, it can be argued here that the
welfare programs’ ultimate goals and effec-
tiveness are compromised for the benefits of
economic efficiency.

Another important issue to examine is the
universality and equality of welfare provi-
sion. Some critics argue that the most vulner-
able groups of people are left out as privat-
ization takes effect [for example, Haque,
2001], suggesting that the universality and
equality the welfare state promises may be
eroded through the process of privatization.
This situation is observed in the UK. and U.
S. healthcare and day care industries and
involves three issues: access, choice and qual-
ity.

In 2002, the White House's attempt to
change the prescription drug coverage for
senior citizens from public to private (from
Medicare to Health Maintenance Organiza-
tion, HMOs) aroused opposition from rural
residents who did not have access to HMOs
[Galbraith, 2003). In the end, the stiff resis-
tance defeated the government mainly
because the advocates of the opposition
groups were powerful local politicians (often,
robust individualist Republicans), who were
afraid of losing support in their rural constit-
uencies [ibid.). This case clearly shows the
political limitations to privatization, prompt-
ed by the issue of universality.

The subsidized health care services in the
U.S. are not able to attract private physicians
in medically underserved areas and therefore
fail to offer people living in Pural areas
access to health care. The government physi-
cians, on the other hand, are successfully
placed in such disadvantageous places [Ben-
dick, 1989). Similarly, in the area of childcare,
even with the supply-side subsidies, most
private providers of day care centers refused
to locate their services in low-income or
minority communities because of the loca-
tions’ unprofitable outlook (Kamerman and
Kahn, 1989a]. Families in those communities
were left with no access to day-care facilities.
Likewise, such families benefit least from the
state’s Dependent Care Tax Credit scheme, a
demand-side subsidy system for childcare.
‘While middle and upper-income families may
have a wider variety of services to choose
from under the flexible scheme (as services
include: in-home care, kindergartens, nursery
schools and family day-care, etc), lower-
income households have a limited choice due
to their low purchasing power [ibid.].

— 55—



BFREOr—Fr BSEBLS

The last aspect of the problem is service
quality. Riley [1992) argues that the recent
managerialist model introduced in the
National Health Service (NHS), the publicly-
funded healthcare system of the UK, has
created a situation where expensive drugs
are rationed. Covert criteria of patient’s
social usefulness (preferably professional or
middle/upper class patients) were applied in
medical decisions despite the fact that ail-
ments and ill-health conditions were more
likely to be found in those with low incomes
{Le Grand, 1982].

Another concern is the threat of public
accountability in connection with govern-
ment/contractor relations. Part of the driv-
ing force for the privatization of welfare
services is concern about the state’s monop-
oly, too much interference with the economy,
and inefficiency stemming from its bureau-
cratic nature. However, labeling public as
bureaucratic and private as non-bureaucratic
no longer holds true in today’s mixed econ-
omy, where the distinction between public
and private is increasingly blurred. Privatiza-
tion is often associated with decentralization
of the state’s power to smaller, flexible, and
local ‘people-sized’ community organizations
(Starr, 1989]) which are adaptable enough to
meet the specific needs of local citizens. Yet,
the reality is that local governments prefer
large, well-established, well-resourced and
experienced vendors who can ensure stability
and continuity of the service provision
[Gurin, 1989; Evers, 1995]. While smaller and
less formalized organizations, both nonprofit
and for-profit, often get crowded out by com-
petitive tender arrangements, successful ven-
dors are often large, well-established chains
as seen in the case of WIC in the U.S., whose

providers are comprised of lobby members of
the food production and distribution industry
[Bendick, 1989]. Such mega-structured ven-
dors tend to be just as bureaucratic as public
agencies [Gurin, 1989]. As Doogan [1997]
argues, the privatization of social services
based on the belief in scale economy is unlike-
ly to lead to a shift from large to small
organizations. Rather, privatization may
repeat the problem of bureaucracy and allow
the dominance of a few powerful private
organizations, which may in turn end up
jeopardizing the state’s accountability for the
use of taxpayer’s money.

The participation of voluntary sectors and
community networks in the process of public
sector reform further poses a different set of
advantages and disadvantages. It seems un-
deniable that state-led services with their
uniform and inflexible character have serious
limitations in responding to specific needs of
subgroups and special-needs clientele in a
timely manner. With the help of civic net-
works with local knowledge and personal
contacts, however, such difficult tasks can be
undertaken without calling for so many addi-
tional resources from outside the community.
In fact, such active partnerships and in-
novative activities as the result of the part-
nerships are observable in the service areas
which require a substantial level of commu-
nity involvement, such as the case reported
by Bazzoli et al. [1997] in their analysis of
Community Care Network (CCN) in the U.S..
CCN attempts to establish a partnership rela-
tion between the public and community for
the purpose of promoting locally-based health
care services around the US.. The study
findings based on the survey and interviews
of 172 respondents in 1995 reveal that the
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synergetic activities are particularly evident
in the fields of health education, child immu-
nization, and injury prevention. In addition,
actions to identify and evaluate the needs of
the community in health care are widely
taken throughout the U.S. {Bazzoli et al.
1997). While these educational activities,
research and preventive health programs are
the most popular areas of activities, the sur-
vey at the same time has discovered a ten-
dency that activities which involve disrup-
tions of existing power and control, such as
reducing redundancy and increasing cost-
efficiency, are hardly taken up in the partner-
ship arrangements. The tendency is widely
seen despite CCN’s principal goal of partner-
ship building which includes the improvement
of cost-efficiency, service efficiency, and
management.

Another intriguing finding of public-
community partnership cases is that commu-
nities with high social capital (close-knit
social networks, shared norms, mutual obli-
gation, advanced self-help systems, strong
solidarity, etc.) are likely to make the most of
the public-civil society partnerships, leading
to the improvement of local conditions, be
they activities such as education, public
health, or neighborhood security. To the con-
trary, communities lacking in social capital
are proved to be susceptible to failures in
such citizen-oriented service delivery of pub-
lic help® because the low-trust environment
of such communities makes it difficult to
have many citizens take part in civic affairs

5) Lovrich’s research findings are based on the synthe.
sis of several different empirical studies which look at
K-12 public school performance, public health district
successes, and the Community-Oriented Policing pro-
gram in the U.S..

in a collective way [Lovrich, 2000]. This dif-
ference between communities gives rise to
questions about standardized policy applica-
tion of privatization to civil society in an
effort to deliver public services, suggesting
regional socio-economic differences may
restrict introduction of the partnership.

On an operational level also, concerns are
expressed on the side of local governments. A
piece of research undertaken with a cross-
section of 30 U.K. local authorities has found
that while they recognize the importance of
working in partnership for gaining access to
resources and ensuring democratic accounta-
bility, local councilors feel there are substan-
tial gaps between local authorities and their
partner communities and voluntary sectors in
culture, language, and power sharing norms
[Martin, 1997]. They also acknowledge inade-
quacies in their ability to speak “community
languages” for effective communication and
to represent the interests of the community
people - particularly young people and ethnic
minorities [Martin, 1997, p.543). More serious
is the civil society side. By way of illustration
of nonprofit organizations’ uneasiness about
their involvement in public services, Bovaird
(2004, p. 1991 quotes a director of a British
non-governmental organization (NGO) as say-
ing the following:

We have found that when the public
sector proposes a ‘partnership’, what
they generally mean is that they want to
transfer the responsibility for a particu-
larly difficult service or issue to us, and
give us lower budget to deal with it than
they were previously spending them-
selves.

It is not uncommon for NGOs and commu-
nity groups to express similar concerns. Age
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Concern, a voluntary organization for caring
the elderly in U.K., for example, laments that
balancing the dual tasks of public service
provision in the contracted situation and
channeling the interests of elderly people by
lobbying activities is often a “difficult and
conflict-laden issue” [Evers, 1995, p, 171].
NGOs' agendas as lobbying entities can some-
times be jeopardized by their position as
contracted public service providers; pursuit
for popular participation may be compromis-
ed because of the government’s incentives for
efficiency of service delivery, or pushing their
priorities in the policy decision-making may
be discouraged due to the discrepancy
between government’s and the NGO’s agen-
das. Tensions over controls and power, there-
fore, anxiety of NGO's loss of identity and
independency as a critical advocate for better
policy making and policy practice, seem to
exist in many of the partnership cases
(Evers, 1995; Bovaird, 2004; Selsky and Parker,
2005] Ling [2002, p.63] contends in examin-
ing cases such as Sure Start® in England that
local involvement blurs the lines of accounta-
bility because “those who are formally
accountable will lose the capacity to deter-
mine policy”, thus, problems are often made
worse.

The final point is the case of public versus
private pensions. Public pensions play an
important role in actualizing the intergener-
ational contract of transfer by redistributing
resources between working and retired peo-
ple [Sigg, 2002]. However, recent demo-

6) Sure Start, along with other activities for improved
child care, health and education, attempts to combat
child poverty and social exclusion by developing some
500 local initiatives in disad
England.

d areas thr

graphic changes, such as an aging society, are
rendering such pension schemes inadequate
and inappropriate [Hoskins, 2002]. In retro-
spect, the introduction of private pensions
was a point of dispute in the collective bar-
gaining of labor unions in the 1960s and 1970s
and their endeavors paid off in later years
[Esping-Andersen, 1990]. In line with this, some
neo-liberalists feel that states should dis-
engage themselves completely from public
pension schemes and leave it to the private
sector. However, the evidence suggests that if
the private sector capacity is inadequate,
high administrative costs and additional costs
the government has to bear during the transi-
tional period will be an enormous obstacle for
privatization [Barr, 2002]. Moreover, Barr
[ibid.] argues that apart from common risks
associated with public pensions, such as
macroeconomic, demographic and political
risks, private pensions are susceptible to fur-
ther risks and uncertainties such as manage-
ment risk (i.e. private companies incompe-
tence or fraud), investment risk arising from
stock market fluctuations, and annuity mar-
ket risk which is vulnerable to the variables
of life expectancy and the rate of return for
insurance companies [p.5]. Considering these
adverse elements, the shift from public to
private pensions does not seem to be a viable
option in solving the fiscal problems of public
pensions in terms of both finance and risk
management.

6. Discussion: constraints on privatization

The above-described case studies have il-
luminated various drawbacks and constraints
in the privatization of the welfare state. It is
clear that the shift from public to private
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management via various marketization tech-
niques is not only transforming the economic
dynamics of welfare services, but also in-
fluencing the less tangible but nevertheless
fundamental structures of polity and organ-
izational culture. The changes in the produc-
tion, delivery and financing of welfare pro-
grams are undoubtedly leading to a recon-
figured state and society relationship; moving
away from the past Keynesian welfare frame-
work of the producer-led, universal service
provision to the more workfare-oriented
social contract, where citizens are not auto-
matically endowed with entitlements to wel-
fare, but are given a choice to purchase spe-
cific and more personalized services avail-
able on the market.

Economic efficiency, advocated and
promised by neo-liberals without critical
examination, has turned out to be a myth in
some areas of welfare, such as pension
schemes. Social services, where the issue of
quality is the most important concern for
staff and recipients, face difficulties in the
privatization process. Competitive bidding
for social services, for example, may turn out
to be useless because it is extremely difficult
to determine service specifications in a way
that satisfies prospective recipients since
service quality is not necessarily explicit.
Providing mental health care, for instance, is
considered to be difficult because it requires
special expertise [Gurin, 1989] and it is diffi-
cult to find a sufficient number of suitable
private providers. Rural areas and commu-
nities with low-income families and ethnic
groups tend to be excluded from private
service provision since the free market often
deems such areas unprofitable.

One of the significant effects of the privat-

ization is the ethos of ‘citizens as consumers’,
which on one hand contributes to the creation
of a wider variety of services, but on the
other hand leads to compromise on equity. As
universal provision of welfare is undermined
in the context of the “customer model”
[Haque, 2001, p.69] where access to services is
determined by the consumer’s level of afflu-
ence, only those consumers who can afford to
buy services benefit from an increased choice
of services and possible reduced costs. Conse-
quently, the concern is for the most vulner-
able and socio-economically poorest seg-
ments of the population: such as those who
are chronically ill, fragile elderly, un-
employed, single parents, abused children,
and those who live in a low-income household
or minority community. These people are the
difficult-to-reach even with generous finan-
cial incentives to the supply or demand side
because providing services for them is consid-
ered expensive and economically unfeasible.
Privatization which involves nonprofit and
community sectors in partnership agreements
may to some extent be able to ameliorate
such a bipolar situation because local knowl-
edge and target-specific expertise are more
likely to be mobilized to meet the needs of
disadvantaged clientele. However, examina-
tion of several cases has indicated that con-
cerns about inadequate personal and commu-
nication skills (the government side), fear for
‘colonization’ and loss of organizational iden-
tity and independence (the nonprofit side) are
commonly felt in such partrership situations.
At the policy level also, innovative programs
in terms of financial and managerial stream-
lining are most likely to be avoided so as not
to produce discord or power frictions within
the organization. This may give a serious
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doubt to the public reformist’s allegation of
bringing ‘greater value for money’ and sus-
tainability of new service delivery based on
partnership arrangements. It is, however, not
fair to make a definite conclusion about the
future of privatization to the nonprofit sector
at this stage because the public-nonprofit
partnership attempts began only a decade
ago and the academic analysis on this subject
is still in its infancy.

Privatization may be able to reduce “mis-
matches” between the conventional welfare
state and modern society and to Dbetter
address the “new-style risks” [Giddens, 1998,
p.116] of modern society by increasing the
diversity of services produced and delivered,
but it fails to solve the long-standing chal-
lenges of poverty and social exclusion, which
were better addressed through the conven-
tional Keynesian welfare regime. Further-
more, as analyzed in the previous section,
each state has its own ideologically motivat-
ed political agenda, which shapes the frame-
work of its own ‘ideal’ welfare regime. Such
a framework, along with the particular
state’s historical and socio-cultural back-
ground, will definitely challenge the recon-
figuration of public/private division of social
roles in the accelerating privatization. It is
naive to assume that the neo-liberal claims
about closer partnerships and collaboration
between public and private entities ensures a
prioritizing of market development over
vested political interests. Political ambition
and ideology will persist and continue to
influence blueprints for future welfare pol-
icies, which will unavoidably require compro-
mise as to the extent and magnitude of
privatization.

7. Conclusion

The historical overview of the development
of the welfare state in this paper has made it
clear that the conventional social contract
between state and society in the provision of
public help was designed for a relatively
homogenous and industrializing society in
which risk-sharing was desirable and pos-
sible. The public sector reform that came
hand-in-hand with the endeavors to slim
down the welfare state in the 1970s and
onward was the indication that the present-
day social realities no longer sat comfortably
with the prescribed universal risk-sharing
formula the Keynesian welfare regime strove
to follow. Fiscal constraints which arise from
diverse interests and priorities of different
stakeholders in the policy making arena, the
creation of new-style risks in the Post-
Fordism era, and globalizing market compe-
titions all seem to have contributed to the
new conceptualization and operation of the
welfare state in modern society [Prince,
2001). Privatization of the welfare state
which tries to make social policy fit with new
economic order and social needs has gained
wide currency over the past three decades
and the mixed public/private governance
networks, including civic associations such as
nonprofit and community groups, have given
rise to commercialization, marketization,
contracting-out, collaborative and partner-
ship arrangements at various stages of
producing, delivering and financing of public
services.

Although some of the problems have been
overcome successfully by this public sector
reform, privatization by no means works as a
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panacea. In fact, the limits to privatization of
the welfare state involve multiple layers of
political, ideological and pragmatic (mainly
economic) issues. The most disadvantaged
social groups often appear to be excluded in
the new welfare regime, losing access to
services in some cases. The public-nonprofit
partnership tends to give rise to questions of
organizational identity/independence and ide-
ological conformity. The mind-set of both
governments and civic associations in the
partnership network needs to transform from
an institutionally-focused one to multi-
governance-oriented one. The quality of ser-
vices is often sacrificed for the sake of eco-
nomic benefit particularly in areas such as
social services where rigorous measuring of
quality is hard to achieve. Lack of competi-
tion among private service providers may
result in deterioration of service quality and
monopolistic behavior or increased power for
a few powerful corporations may prevail in
some areas of welfare production and deliv-
ery. In such cases, the accountability and
responsibility of the state will be significantly
undermined.

It is also clear that it is not always true
that privatized welfare services can bring
about enhanced economic efficiency. Some
services, such as pensions, may incur a huge
increase in administrative costs as well as
enlarged social and economic risks when
totally privatized and individualized. This
scenario gives rise to the question of whether
or not privatization really achieves appropri-
ate and efficient burden and risk-sharing
among states, markets and individuals.

Ultimately, how welfare should be allocat-
ed is a highly political question, not an arbi-
trary economic decision. The case studies

suggest that political ambitions, rather than
citizens’ needs, were used in the decision-
making for the formulation of a new welfare
regime. The state will continue to be the
main actor in achieving the democratic
ideals, political obligations and economic
competitiveness of welfare service provi-
sions. Arguments about the state’s eroding
power may be true in some aspects especially
in price setting and market competition, but
welfare policy will always require economic,
political and ideological decisions by the
state as a regulator of marketized service
provision. A typical example of this is the U.
S. government'’s strong interference with the
expansion of private pensions since the 1970s
[Esping-Andersen, 1990]. The state will have a
much more important role to play than it did
under the old welfare system; assuming more
responsibility and securing accountability for
the whole process of production, delivery and
finance of the services, whoever the actual
operator may be. Successful privatization of
the welfare state may be possible to a certain
degree and in certain fields of services, such
as straightforward and measurable adminis-
trative or technical works. However, there
exist definite structural obstacles that
impede the progress of neo-liberal welfare
reform in the field of social services which
are politically problematic, ideologically
unacceptable (e.g., issues of universality,
equity and service quality), inherently ineffi-
cient and inappropriate in terms of risk and
burden sharing, and economically unviable
under the market mechanism and competi-
tive global market.
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Abstract
This paper analyzes the problems associated with marketing durable goods through leases
and sales. In a model, consumers purchase durable goods repeatedly where the depreciation rate
of goods depends on frequency of use. Results are following: (1) There exits the case that
consumer’s willingness to pay for goods declines with their preference. (2) In this case, selling
is better than leasing for a monopolist and furthermore, the optimal strategy involves a
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Abstract
In this study, we tested the presence of free riding using a hypothetical best-shot game
experiment. Since this game is simple, subjects easily understand the structure of this game.
The subjects are undergraduates of Keio and Meiji Universities. In this game, the opportunity
of free riding arises. We defined the index of free riding which ranges between 0 and 1 and
showed each subject’s degree of free riding numerically. Since we asked the subjects about the
reason for their response, we could examine the reason of their free riding behavior.
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