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At some point in our lives, we are put in a position where we must help another person in need, and yet, what of those who have nobody to lean on?  In any size society, certain products must be provided, publicly, privately, or with a combination of the two.  However, it is for the individual society to choose and implement the appropriate structure that fits their needs.  The United States and the United Kingdom are two societies that have chosen to implement their social policy in different ways; nevertheless, by examining the benefits provided by each system, and their respective funding structures, one is able to look at the living standards of each country to determine the success of the specific policy with respect to the other.  In this way, we can understand the complexities of social policy and the funding structures necessary to implement them.

Societies are complex entities, and as populations grow, the more complex they become.  However, despite the changing complexities of society, the moral obligation to assist those in need remains constant.  Originally, local communities bore this social responsibility, usually with a faith-based approach (church being central to the community); but as communities slowly began to fall away from centers of faith, and communities grew too large and complex for the faith-based approach to be successful, the burden of social responsibility shifted to the central government.  What allowed the shift of responsibility was that most government structures were evolving from a monarchy to a more representative form of government such as a democracy and socialism; and as such, the health and prosperity of the individual became its fundamental concern for the sole reason that if every individual was healthy and prosperous, so followed the society.


Out of this marriage of central government and its expected obligation to serve the society was born social policy.  Because a society is most prosperous and happy when all of its citizens are healthy and productive, it is in the government’s best interest to provide policies that assure social stability; policies such as: education, health care, pensions, and income guarantees, along with many more.  However, these policies are costly and require each citizen to pay their share of services they use themselves, as well as services others require but cannot afford (by moral obligation).  Each society must determine at what level to provide certain services based on their citizenry’s willingness to bare the burden of financing such policies.  Both the United States (U.S.) and the United Kingdom (U.K.) offer radically different levels of services to their residents, however, as to be expected, the burden on taxpayers of financing the levels of service differs drastically.


The social policy in the U.K. is wide ranging with extensive coverage, and yet suffers from a low level of benefits and services.
  Although there are many elements to the U.K. welfare system, retirement pensions, and health care, play a key role in the protection of society.  Government retirement pensions are considered to be part of social security (National Insurance) and account for half of its expense in the U.K.
  The retirement age for men in the U.K. is 65 and 60 for women (rising to 65 in 2020); at retirement, the retiree receives a weekly pension from the government, of which the total amount is 20-25% (dependant on year of retirement) of the retirees lifetime earnings (maximum being 131.22 pounds = $78.72 weekly), for the remaining years of the pensioner’s life.
  Even though all industrialized countries, and most other countries have established an old-age pension program, they also recognize that a pay-as-you-go system (where workers today pay the retirees of today) is not feasible over the long-term because eventually the number of retirees will outnumber the employees paying for the policy and government debt will be the only solution.  Therefore, as of 2000, the United Kingdom and 20 other countries have provided private retirement accounts managed by the central government, which pay a greater interest rate, to supplement the current system and address the problem of a pay-as-you-go system.


Unlike the pension program, though, current users of the system strictly finance the U.K. health care program.  Yet, like many other European countries, universal health care is seen as a right for each individual to possess.  Beginning in 1949, the National Health Service (NHS) was created to provide all tax-paying residents with full-access to any necessary medical service; these services were: hospital care, primary care, and public health services.  Interestingly, although only 3% of reported illness are treated by hospitals, almost 70% of the funding is directed there; and yet while 95% of cases are treated by the primary care wing, it accounts for only 10% of NHS spending, the rest funding public health concerns.
  The entire NHS system is separated into eight regions, each responsible for the health care system in their respective geographies.
  However, a general criticism of the NHS is that the quality of health care differs in each region, with the wealthiest of regions retaining the best care.
  Nonetheless, while every taxpayer (those who opt out are exempt) funds the NHS and has access to its services, a growing portion of the population holds private health insurance.


It is calculated that approximately 14% of all health care spending in the U.K. goes towards private health care (in 1998).
  As more citizens move away from socialized medicine to privatized care, a number of effects are noted.  The first is that demand drops for NHS services because people receiving those services elsewhere, this is positive because it increases the quality of care for all those utilizing the NHS.  Secondly, it could be an indicator that NHS consumers are becoming increasingly disenchanted with the quality of service of the NHS, or the sizeable waiting list for in-patient physician visits.
  Third, and lastly, those who are utilizing private health care are less likely willing to vote for and fund NHS, which would have drastic effects on revenue if enough consumers privatized.
  These are important events for economists studying the U.K. because the health care market, given time, will eventually find the equilibrium between public and private services; and that final equilibrium may show other countries the best (most natural) form of health care.


All of this social policy is fine-and-dandy, but how does the United Kingdom finance their immense health care system and old-age pension?  The U.K. uses three methods to finance these social programs: income tax, payroll tax, and treasury grants. Every week an employee receives a check from their employer in the U.K., they will see many deductions from their gross pay, one of which is a straight 10% income tax, this tax goes directly to funding for health care and pension benefits and is calculated on weekly pay.  For every check an employer signs, they must also sign a check for 12.2% of the employee’s weekly earnings; this is the payroll tax.  However, if the 10% income taxes and the 12.2% payroll taxes are not enough to cover the budget for health care and old-age pensions, the government has one last resort; if necessary, they may grant up to 17% of budgeted funding to the programs to cover any shortfalls.  Of this total revenue, the NHS receives 15%, while the old-age pension program receive the remaining 85%.
  In total, the U.K. spends about 5.8% of Gross Domestic Product (GDP) on public health care, while an additional 1% of GDP goes towards private health care (the lowest of G7 countries).


While the U.K. is worried about its tax burden, across the pond, the United States is worried about its insurance premiums and 401k’s.  Categorized as ‘pluralistic,’ the United State’s social policy relies on both the private and public sector to provide the same services as socialized governments such as the U.K. or Sweden do.
  Because of the federalist structure of government in the U.S., the individual states, instead of the federal government provide many programs that most countries relegate to the federal branch.  The federal government implements few programs itself, these include the Veterans’ Administration, social security, housing (HUD), federal health insurance (Medicare/Medicaid), and a some others; yet, the central government’s primary role is to redistribute tax revenue to the states which are then responsible for other programs like state schooling, unemployment, state health care, and quite a few others.


Of the few programs, that the federal government administrates itself, social security (old-age pensions) is one of them; it is also the most similar to the social security policy of the United Kingdom.  The U.S. policy states that at the age of 65 (rising to age 67), a retiree will begin to receive their lifetime average yearly earnings (minus the worst 5 years) distributed monthly for a period of 40 quarters (maximum of $2,404/month).
  Moreover, the same problem of the pay-as-you-go system that plagued the U.K. also pertains to the U.S. policy as well; at some point, there will not be enough wage earners to support the retirees.  However, the U.S. differs from the U.K. on its approach to a solution.  While the U.K. allows for private retirement accounts managed by the central government, the U.S. allows for private retirement accounts managed by the individual or a private firm.  Contributions for such accounts in the U.S. originate from the individual, and, usually, their employers as well; the federal government encourages this by providing potential tax benefits to those who begin their own account.


Although the U.S. pension policy may be similar to the U.K. policy, their respective health care policies are radically different.  While in the U.K. policy individuals primarily utilize the public health system, and only rely on the private sector when necessary, instead, the U.S. policy is such that, individuals are to rely chiefly on the private sector and only when necessary use public insurance.  Public insurance is necessary in the U.S. system because there are those households with low or fixed incomes, which require health care of some sort.  The public insurance comes in two forms: state insurance for low-income families, and federal Medicare/Medicaid for retirees (costs of Medicaid is shared with states).  However, to keep health care costs and quality reasonable, the federal government performs some oversight on private health care; this is necessary because health care is an essential service for a society to function and is therefore critical to the well being of the community.  Yet, similar to the U.K. policy, the federal and state governments provide the administration of public health, which is also vital to a community’s well being.


To generate revenue for these services, the U.S. taxes in the same way the U.K. policy does, in the form of income and payroll taxes.  To fund social security, the United States government levies a 6.2% income tax on monthly earnings, while also charging employers the same 6.2% on their payroll.  To fund health care programs, the federal government simply adds another 1.45% monthly income tax to the bill. 
  However, unlike the U.K., the U.S. does not have a provision of the government to grant the pension program money from the treasury.  However, these numbers can be misleading because they do not take into account the private medical insurance Americans must purchase.  Therefore, lets give the numbers compared to GDP.


The U.S. spends 7.4% of GDP on private health care, compared to the U.K.’s 1%.  The U.S. also spends 6.5% of GDP on public health care, compared to the U.K.’s 5.8%.  In fact, the U.K. spends less money on health care than the U.S. or any other European Union (EU) member.
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