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Thank you very much, Mr. Chairman, and thank ydweaty much for inviting
me here and enabling me to learn about the Lombawaiyel. | must say | have
been very impressed with what | have heard. | thinks something very
interesting and worth further development. And,eied, | think we have a great
deal to learn from you, perhaps more than you tavearn from us. So, | look
forward very much to the discussion and the debhtait what we are going to
talk about.

Now, as | have understood in my talk with Alessandhere are really three
aspects on which you would like to focus duringstheseminars: the first is a
discussion of the philosophical underpinning of tlenbardy model; you would
like to better understand its fundamentals, thdopbphy that underlies the
model. The second are the problems with the maldeldifficulties it arises, what
are the unintended consequences of some of theunasagu have put in place.
The third aspect are the new ideas that are censistith the underlying
philosophy of the Lombardy model. And | want to saynething about all three
of those. | am going to change my presentatiorhligso you can ignore some
of the slides that | have brought.

I will talk first of all about the quasi-market asy, which is part of your
Lombardy model, and talk a little bit about sometteé problems that we have
encountered in some of the measures for dealinig #vit shall then talk about
one new idea which has been mentioned already éyPtlesident and by the
Chairman, the idea of capital endowment, what ¢ li& call “bambini bonds".
Finally | shall close with a few words about thelpsophic issues underlying the
Lombardy model as best | understand it. | would leasfze of course that you are
the experts on the Lombardy model, not me. Theeefalthough | have read some
of the things you are doing, | look forward to ydelting me where | get it wrong.



Let us now go straight into the quasi-markets dismn. Like Lombardy, we in
the United Kingdom have been moving towards a goaskets philosophy, both
in terms of health and health care delivery anthendelivery of education. As in
many countries in Western Europe, we started wahis$ public service, where
the State finances services - such as health odreducation - provides them free
at the point of use, employs the staff (the doctthrs nurses, the teachers and so
on), and gives the budget directly to the hospitald the schools. The State also
allocates users to providers, and basically decdesgets what, that is who gets
the services (the State allocates children to theds, patients to the hospitals).
Therefore the users have very little freedom of i@ho and very little
responsibility for those choices.

Now, that was the kind of history of the Britishlfaee state, and many welfare
states: throughout Western Europe the systemsatrerrsimilar to that. What we
and you in Lombardy have moved towards (in someswenu further than us, |
think) is quasi-markets. We did that because ofpgtablems encountered with
these statist systems. One of the problems werficieacy: there were few
incentives in the system and even fewer for innowatlots of resistance to
innovation. These systems were inequitable, in thay tended to favour the
better off. In fact, the better off were bettereabd manipulate the system, they
were better able to talk to the bureaucrats, @lthe professionals to make sure
that they got their services. Let me give you aanegle of this. The British
National Health Service actually favoured the betti# in the way the services
were provided. The unemployed individuals and laeeme individuals got less
health care relative to their need than the employeyou looked at specific
diseases, specific treatments with - forgive metéicanical term - coronary artery
by-pass crafts or angiography — again, it was #téeb off who got more of the
service than the less well off, despite the lesB ofé having greater need. The
same with hip replacements and even with familytalksc Family doctors spent
more time with the middle-class, with the bettefrtbin they did with the poor.
And this was under a system where the users hadhoaes, they had no
freedoms to choose. So, it was inefficient and uitedle. It was also
unresponsive to the needs of the users, organised m the interests of the
people providing the service than those using tleevice, and it was
fundamentally paternalistic. The doctor, the teactie civil servant knows best,
the individual user has little choice and littlspensibility for those choices.

So, from here comes the idea of the quasi-market: Will be very familiar
with this idea, as it is very similar to what yoavie done in health care and, to
some extent, in education in Lombardy. In a quaaiket the State finances the
services and still retains the power. The servaresstill free at the point of use,
but the providers — the hospitals, the schoolse-imdependent. There may be
private hospitals or private schools, they may iemathin the public sector but
have a measure of independence, and they are furaddny money just given to
them by the State, but according to how many udeey can attract. So the
hospitals are funded according to the number ofeptst they get, the schools
according to the number of pupils they get, andusers make choices between



the providers, with the money following the choid&erefore, if a hospital does
not attract users and a school does not attradlspitpdoes not get any money.

This has many advantages. It provides very stronagritives to increase
efficiency and promote innovation, because the gishand the hospitals that are
not efficient and do not innovate will tend to fédehind and will lose their
position. It also provides a more equitable systemen though people often
believe that introducing choice will favour the teetoff. In fact it equalizes the
power, and the poor actually prefer choice. Somdiss that we did in a hospital,
about who actually wanted choice, showed thateks Well off, the poor, wanted
choice more than the better off. Right across thardy, women wanted choice
more than men. The less educated wanted choice tinanethe more educated.
The lower social classes wanted choice more tharigfher social classes. Also,
| may say, this is not just true in England: thkeere been studies in the United
States that show that black and ethnic minorityuggowant choice more than
white groups; in New Zealand it is also true tlnat poorer groups wanted choice
more than the better off groups; even in Finlandjctv is the home of social
democracy, the younger, poorer groups want choiceerthan the better off do.
And in a way this is quite understandable from whhaave been saying earlier:
the better off can do all right in the present sgstthey can manipulate the
system quite successfully without choice, they tadk to the bureaucrats, they
can talk to the professionals, the poorer do nethhat option open to them.
Giving them choice means giving them power, ands trecognize that. It is
interesting that the same it is true with men adnen; in the whole it is the less
advantaged, the less powerful who want this kincthe€hanism to make sure they
get a good service. Therefore the quasi-marketeasas equity and provides
obviously incentives for increased responsivenessigers, makes the system
more responsive to users and it is not paternalistie users have powering
control. Right, now, you will be familiar with muabf that, although It would be
interested to know whether you have evidence atheupoor or the less well off
and what their attitude towards the new systemamuintroducing in Lombardy
is and whether it is the same as our experience.

However of course there are problems, it is noeregpt system, no system is
perfect. | do not know if this phrase translatds italian, but you are not looking
for the best system, you are looking for the leastse system, and we are
looking for the least worse system. In order toehguasi-markets work properly,
there must be competition — you must not have moleg since handing over
things to a private monopoly is worse than havirgtae monopoly — and there
must be the possibility of entry and exit. Now,énéunderstand one of the issues
about your system in Lombardy about hospitals. deustand — you will correct
me if | am wrong — that the public hospitals do netessarily lose money if they
lose patients. Under your scheme, the public halspdtill receive money from
the Government even if many of the patients choogm to the private hospitals:
if that is true, that is not a very good systentause it gives no incentive to the
public hospitals to improve. They know that whatetveey do, they will be bailed
out by the Government. We have had this problend, @ soon as you start
helping the hospitals that are in trouble, bailithgm out with Government



money, all the incentives in the system disappaadl, the changing in behaviour
stop. They stop improving, they just say: “oh, wigldoesn’'t matter”.

Of course, in order to have quasi-markets work ergpthere must also be
good information for users. We are developing &lsmputer-assisted sources of
information, by which users can find out their olwformation about the hospitals
they are using, even about the surgeons. We hopemtbrtality rate of the
different surgeons will be available soon so thatigmts can choose which
surgeon they prefer to go. And there must be litgjgortunity for cream-
scheming: this is a real problem, especially incation. It is when schools
choose the pupils rather than the pupils choogiegsthools, and the temptation
is always to choose the easiest and the cheapgsiep@o cope with this problem
| like the idea of what we call a disadvantage puamor discriminating voucher,
which imply giving to the children from poor fangh a larger sum of money, a
larger voucher than to the children from betterfaffilies. This way the schools
would have an incentive to accept children fromrpodamilies because they get
more resources. This might be an idea we can disduknow that in Italy
education is a national competency, but | undedstariombardy you do have a
system of adding a little extra-money for privatueation. It would be very
interesting to discuss how that is working in tlebate, and whether you do get
this cream-scheming problem. So, that is the quasket.

Now, let me move on to the second theme, whichas af investing in youth, the
question of assistance, and the Lombard model wwghect to this. Here is where
| want to talk about essentially a new idea whielerss consistent with your
model. It comes from the idea of asset-based vegl@welfare that is directed at
increasing people’s assets, their capital, as naschssisting them by providing
them with income. This is an area that has beereaegl by many welfare
systems: they do not bother with people savingir thgsets, they think about
human capital, they think about education, but tdeynot think so much about
physical capital or financial capital. And yet, thas a lot of evidence that this
matters a great deal, there is evidence that iddals and families who have
assets compared to families who do not have be#elth, lower mortality, stay
longer together, have a higher marital stabilityere is even less domestic
violence, better educational outcomes for the caildand higher savings. And
this remains even when you control for all the otlfectors (incomes and
education above all); even when you take accourdllathat, you still get this
asset effect, where assets make a difference. iStparticularly true for young
people: we have done studies that show that ifhad assets at the age of 23, it
means that over the next decade you are more likelybe in full-time
employment (both men and women), have higher egsnihave better health.
Even when you control for the other factors likeame, social class, and even
personality type, even when you control for alldbddactors, you still observe the
fact that people who own assets do better in alenesty field.

Therefore, what is the new idea in this respectatW¢an we do about this?
Well, there have been various ideas. There wasrghdh revolutionary — who
actually worked very heavily in the American Revadn of 1776 and was a big



supporter of the French Revolution — who had tlea ith give 15 pounds to every
21 year old who paid enough inheritance tax. | hasimilar idea: | think of
10,000 pounds at the age of 18, again funded beritaimce stock. The Institute
for Public Policy Research also had a similar ided published it about the same
time as mine: its plan was to give 1,000 pound tgatrbirth, funded by general
taxation. In the United States too, | think, theyeg80,000 dollars — which is a lot
of money — at the age of 21, funded from the wetalh | know that in Italy you
have been thinking about this — Maurizio has bedimgg me about some of the
ideas that you have here —. Finally, also Hungkrgnce, and other countries
have all considered or have introduced somewhailasirechemes. Perhaps we
will talk about the philosophic difference betwetre countries: in the French
system, for instance, they have a very differaatvwof this idea than, say, the
British do. It is interesting to think about theilpsophical differences, and
perhaps we will come to that later on. Anyhow | goge that the country that has
gone furthest has been the United Kingdom, by apieg this idea called the
Child Trust Fund.

Let me tell you a little bit about it. Every chilebrn in the U.K. receives a grant
equivalent to 375 euros to set up a trust fund @achildren from poor families
receive a little more: they receive 750 euros. mareggrand-parents, friends and
children can save into the account up to 150 eanm®nth, and the income from
the account is tax-free. The Government pays urthdér 375 euros at the age of 7
(750 euros again for poorer families). The moneg ba invested in savings
account or in shares: there are number of finanogtitutions that have offered
accounts that they will manage. If the parents dbdo anything about it, the
Government will do it for the parents. The accosnavailable for use when the
child reaches 18. There are no restrictions fouss, the child can use it as he
likes. Nobody else can touch the account, not élverparents. Moreover there is
financial help in education available in schoolse thildren receive a statement
about their account, and they will bring the acdoumo the school, and the
classroom then will receive advice and understandm how it might be used. It
can create a lot of money. If you take the firselof this table, 375 euros, if it is
invested in shares, that tends to increase on geerabout 9% per year. And if
the parents or the grand-parents save 150 euranquah into the account, at 18
that will have accumulated 75,000 euros, a lot ohay. Let us see the poor. He
earns 750 euros. At lowest interest rate of 5%, lapanly saving 15 euros a
month into the account, that will accumulate 8,@00s, a substantial sum of
money.

We were worried, when we introduced this, that gberer would not like it.
We thought the poorer would say: “why did they yot just give us the money?
We are starving children and you are locking awayg tmoney into an account.
Why not give it to us so we can spend it properliit we did some surveys
looking at parents in deprived areas and discovéred liked it, they liked the
idea, they preferred it to be spent this way irgteibeing spent on education,
they liked the idea that it was locked away ang #euld not touch it. They liked
the fact that it was universal and went to everyb&yen the poor parents did not
like the fact that the poor got more. They did kiat that, they preferred the idea



that it was equal, they felt that it did providedaBncourage them to save.
Furthermore they said interestingly that it re@hcourages the grand-parents and
the friends to save into the account. In fact presly the grand-parents had been
reluctant to give money for the child to the pasesihce they thought the parents
would just spend it. But with this account the ggorarents could know that the
money went to the child and stay for the child. Bimy thing they were not sure
of was whether there should be restrictions on wéether they really ought to
allow the child to do whatever they liked.

It is the kind of thing that you could do in Lombgr if you so wished. A fair
amount could be 500 euros, say; the money couldinkested in shares,
government bonds, savings accounts; the child caattess the account when
they were 18, maybe at 21 if you are a little angiabout giving all that money —
| have 18 years olds and am little anxious —; theepts could save into the
account but not take the money from it.

Now — of course there are problems. A first questitat arises is: do you give
it at birth or at majority? The Institute of PubRolicy Research recommended
giving it at birth, | recommended giving at majgrit think the Institute of Public
Policy Research was right. It allows time for tlaeiags to develop. Should it be
universal or means tested? | like it universal. @thohere be restrictions on use?
Should it be only for, e.g., higher education, lymirchase, small business,
pension fund? We considered all this in the U.Kd ave decided it would be
unpractical to pose restrictions on the use, periveg can talk about that later.
Finally, there is the issue of the cost. | have dobe any cost for Lombardy
because | do not have the relevant data as to haet mh would cost to you to do
it, 1 did do some cost for the European Union aghale, and it does not come to
come across as very expensive: about 0. to 0.2@&D#. | imagine it would be
rather similar for Lombardy as a proportion sinai yhave a very high GDP.
Therefore it would probably not cost an enormousam, | think. As far as the
European Union is concerned, it was about 2% ofbilndget. [...] Savings on
higher education [...]. So I think it would be qudensistent with your model: it
would be a way of investing in youth that promatégher earnings, employment
and health; it helps savings habits, helps thewedkoff as well as the better off
unlike much of education that tend to favour thedveoff. It is a noble enterprise.
It is universal across citizens and may contriltatpeople’s notion of citizenship.
There is a real question as to what you call dalled it demogrant, but | think it
was a bad idea, | think again, the idea of the IRRR cleverer. They called it a
baby bond, and | think baby bond was a better idaa demogrant, as | say, the
name | really like is bambini bond. | think bambloand is the really good title for
it.

Let me finish on the philosophical issues. Both sijmaarkets and asset-based
welfare share a philosophy with the Lombardy modekeems to me, which
focuses on individuals and families, and it emp@wtdrem, by giving them
freedom of choice, and responsibility for thoseiceés (because they can make
mistakes for those choices, of course, and thelynsil necessarily be helped if
they do mistakes, they have to take responsikiditythe decisions they made).



And it changes the role of the State: the Statstead of being a provider or
paternalist, becomes an enabler. The Presidemdakout investment: if you do
not like the word ‘enabler’, maybe the word invessoa better word. The State
becomes an investor. At a fundamental level it dosstell the individuals what
to do, it provides the resources to enable indizisliand families to achieve their
own ends. That — it seems to me — is exactly tsere® of the Lombardy model
that you are developing here, and it is the essehttee kind of model that we are
trying to develop in the U.K. And, | have to sayhink it is the essence of the
least worse kind of model for providing welfare autial services. Thank you.

Answering to questions:

Thank you for your very interesting comments. Toany) though, and very
difficult to answer. However, | will try.

Tax relief and incentives to save — | am nevereaigenthusiast for tax relief
because it favours the rich, it is a regressivéesysthose who pay the highest tax
rate get the greatest benefit from it. | would pred system, if we want to have
incentives to save, of matching grants, so thatefery euro that is saved, the
state provides a euro or provides 50 cents, cigatimatching system. We have
experimented with that in U.K. in fact, and it wedk especially for the poor; it
encourages the poor to save, quite effectivelyis I simple matching grant
system where the State saves and which parallelsatings that the individuals
make. | also quite like to see that combined wiid baby bond idea, therefore if
parents — particularly poor parents — save intcatteunt, the State might match
some of the savings. | will come back to that m@ment.

The migration question — This is one of the difficones. Of course it applies
in the sense of any nation within the European binend indeed any region
within the European Union has this problem, wheih@rovides better benefits
than its neighbours of whatever kind. This is olglg an issue. In the specific
case of the baby bond, there are ways you can tffickping with the problem:
one would be the one we use in the U.K,, i.e. ithiat confined to those who are
born within the nation and State, or within theioeg In Lombardy, particularly if
you have got good hospitals, you have got a dophdelem because it would
mean the people would flock into the hospitals rideo to be born in Lombardy.
This way the children benefit from the baby bondvadl as getting good care. |
suppose the answer would have to be some sorgafreenent, so that a family
would have to live for 10 years, say, in Lombaidgfore they became eligible for
the programme. | think you probably need to havaeething like that, otherwise,
as you say, | think the migration problem will bery acute.

The involvement of voluntary sector and privateamigations — In our quasi-
market in health we are encouraging private segtoviders and not-for-profit
voluntary organisations to provide services. Incation, we have been more
anxious: | do not know quite well why, but the Gowvaent is not allowing at the



moment private corporations to provide schoolingjolv is bizarre because we
already have private schools for the rich. Anywalydome reason at the moment
the Government is reluctant to allow the State npdonebe used to directly fund
private schools. There are some halfway solutitias have been used, such as
sponsorships, but not a lot, and reluctantly, tdowever, in general | think the
principle of using private sector organisations antifor-profit organisations in a
quasi-market is a good one. Particularly, not fafips are particularly interesting
because one of the problems for quasi-marketsyrantioned, is information for
users, having users able to monitor the qualitwladit is being provided. Now, if
it is difficult to monitor quality, you need to hawsome elements of trust, you
have to trust the organisation with whom you aretraxting; and sometimes a
not-for-profit organisation might be perceived lhe tGovernment to be more
trustworthy, in that sense, than a for-profit ofiderefore, there are some
advantages to using that.

Lessons from other countries — | believe one hdmetoery careful because taking
one model from one country and try to move it totaer usually does not work. |
think there are two ways of using the lessons father countries: one is just
simply to get ideas (other countries that may hew@e ideas you never thought
of, and it is worth thinking what could be appliedthis context). The other is to
use them while dealing with opposition. Sometinteis very easy to develop a
list of objections to any policy: for any new pglicsomebody will come along
with a list of problems; and it can often be verstidcting. In this situation you
can refer to the good things about other countieg., Sweden tried it, and the
world has not collapsed, it was not a disaster. Amdand has done this, and
actually. | have patrticularly picked Scandinaviaddgse Scandinavia models are
usually very useful in this respect : they haveeofbeen the most progressive,
including quasi-markets: Sweden has been quiteradraus in quasi-markets for
education. And it is useful to look at those modé&lse world does not end when
you try this; these objections may be real objectjdut they are not absolutely
catastrophic, they do not destroy the policy.

The impact on the generations — it is too earlgap, we have only introduced
it in 2005, there has been some backdating to 20@2as yet we do not know.
But | quite agree with you, | think there will bevary interesting question about
how and what this will do about the relation betwegnerations, including the
grand-parents of the children. I think it will bevary interesting development to
observe, and | plan to put in lot of applicatiosgarch projects to observe it as it
develops.

About informal transfers — There can be a littlenaifrry that the baby bond
idea will displace informal transfers, that it widduce them, that people will not
do other kinds of giving. | think that this will napply to the better off, | think it
will probably divert some of the savings that thedtér off would have made in
other ways into the baby bond or into the childstréund account. Which
generally relates to another interesting point.entioned that France, both the
Chirac Government and the Sarkozy Government an@lRoteam talked to us
about the idea of the child trust fund: their wonwgs they would not like to allow
parents or grand-parents to save into the accaurthéir children, only the State



could save into the account. In fact, one of treagdwas that the State, only the
State would save every year into the account, whelkes it of course a very
expensive scheme for the public funds. They felt thwas too inegalitarian to
allow parents to save into the account. It is aeresting difference: | do not think
it will be all that inegalitarian, because, asitis&think for the better off it would
simply divert other forms of savings, | do not thibhwould lead to a net increase
in their savings. So, it will leave things muchthasy were in that sense. But it is
interesting to see the philosophical differenceMeen the French and the U.K,,
and other countries as well.

Inheritance tax — I like the idea of tying it intivithe inheritance tax. The nice
thing about taking the inheritance tax and usirgrioney for baby bond is that
you take the wealth of one generation and you spitet® fertilize the growth of
the next generation, so it is a way of transfernmgney from the generations.
However | also think inheritance tax tends to b#eswely unpopular. | have been
on radio programmes, where the public have phoneafter | had talked about
the inheritance tax and | have never encounterel bastility as when you say
“inheritance tax”. It is extraordinary the exteatwhich people dislike it. It seems
extraordinary to me because to me it seems toéomust classic, the fairest of all
taxes. Anyway if you tied it in with a more populaolicy, like the baby bond
policy, you might be able to overcome some of ticatility.

Constraints on use — | can see your idea of ssemldices, of giving money to
elderly people or to their carers, to allow themnrtake their own decisions about
whether they spend the money or go into residentad or try and care for at
home or whatever. We have introduced a schemevofggmoney to the disabled
people directly to allow them to purchase their @envices that were preciously
provided by the State; now we give them the monetead and they are allowed
to purchase them. We have had the problem thatot® government refused
guite often to take off the scheme to allow thithéppen, because they have been
worried about their own employment, the employmeinthe people providing
services. | understand you have exactly the sawidem with your [...] reluctant
to undertake this current of ideas, and you feehetomes that you are waiting
through [...] to try to get these things in actionf it's a sort of idea you have,
and | think it would be very interesting to swappesences about how this is
done. You are constraining the use of your moneyeftucation purposes, for
instance; we did it for the baby bond (you did khabout that). As | say, we look
quite keen that some of the money could be usedsrioall businesses. We
discovered that you only need a very small amofichpital to start a successful
business, about 7,000 euros; the difference inngard money and having 7,000
euros for the success of the start of a small legsinvas enormous. The success
rate was 5 or 6 times higher. So we wanted the barbbnd to be spent on small
businesses, somebody wanted to, and we just thaugbuld be very difficult to
police: if we compelled them to spend that money thay, or compelled them to
spent that money in another way, we felt it woutdviery difficult to police. also,
there was a principal question: if you are givindividual choices then you give
them responsibility. For example, in Britain we lIssubsidise University
education, we subsidise the development of humaitatabut we do not tell



people what to do with that human capital, we db gamstraint their decisions
about jobs and how they use it, so why should westtaint their decisions of
physical capital? | think that is it for the momelnam sure there are other points,
but there is no time left.



