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Foreword

The publication by the RSA of this carefully researched and argued case for a
Basic Income in the UK is an important moment in a growing debate.

The RSA is an independent and respected organisation with a 260 year history
and a global Fellowship of more than 27,000 influential and motivated
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people. We are neither an interest group nor are we inspired by a particular
political ideology.

Our shared goal is to expand the scope for human agency and creativity; what
we call ‘The Power to Create’. It is because we have come to see the value of a

Basic Income in progressing this mission that we have prepared this report
and committed ourselves to working with a growing international movement
behind the principles of Basic Income.

“The time is right for an idea which has had powerful
advocates for centuries”

While we believe these principles are both progressive and suited to 21st
century challenges, the case for Basic Income will not win out without realism
and rigor. This report lays out an approach which is practical, affordable and
capable, we believe, of winning the support of people from different parts of
society and with different political perspectives.

We have not sought to address every question that would need to be answered
before Basic Income could be introduced, but we have explored the most
important issues and shown that there are no insurmountable barriers to
what would be a profoundly significant reform of our ailing welfare state.

As former head of policy for a political party and for a Prime Minister I am
acutely aware of how difficult it can be to win the case for a change as far
reaching and radical as a Basic Income. But I have also seen how ideas that
have been around for many years, restricted largely to the margins of debate,
can suddenly, in the right circumstances, acquire relevance and credibility. A
rapidly changing economy and labour market, growing public concern about
the workings of our welfare system, the aspirations of citizens, particularly
younger ones, for greater freedom, control and responsibility are all
contributing to a moment of inflection.

The time is right for an idea which has had powerful advocates for centuries to
move to the centre of the debate about the kind of country, the kind of
government and the kind of lives we want in the twenty first century.

I am confident that this RSA report will come to be seen as having made an
important contribution, not just to making, but to winning the argument for a

UK Basic Income.

Matthew Taylor, December 2015
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Introduction

This is a report of a year-long study by the RSA into the potential benefits of
each citizen being paid a ‘Basic Income’ by the Government. A Basic Income
would fundamentally restructure the relationship between the state and the
individual. The RSA values the creative life and sees a need to underpin
freedom with the right social, economic and institutional foundations. This is
called the Power to Create. A Basic Income is an essential support for the
power of people to reach their creative potential.

A Universal Basic (or Citizen’s) Income is a universal income paid on an
individual rather than household or means-tested basis. This report focuses
on the compelling case for introducing a Basic Income in the UK. It has
become increasingly clear that we are facing significant social change as we
age as a society, technology impacts our economy and social life, and our
welfare state is no longer fit-for-purpose.

“A Basic Income could provide a foundation to smooth
working-life transitions.”

Basic Income is one of the components of addressing this disjuncture. The
major concern is ultimately people: the lives we are able to lead, our ability to
have a sense of security so we can pursue our ambition, and our ability to
contribute to sup- porting one another, innovating, and developing the
creative potential of society. That is where Basic Income has the potential to
be so much stronger than our current welfare state.

The post-war welfare state was grounded in hierarchy and solidarity. Even at
its creation, many of its advocates were uncomfortable with a weaker
emphasis on individual and civic creativity. These strains have become greater
as the welfare state has become increasingly complex, bureaucratic, and
intrusive. This direction has been reinforced in the benefits system in recent
years by a coercive and arbitrary sanctioning system which leaves many of the
least fortunate in dire straits. These stresses are intrinsic to the post-war
settlement and they have become greater over time.

At the same time, two major forces are increasingly impacting our lives.
Firstly, there is technological change. Whether the new labour-saving
technological innovations gathering momentum will lead to quite the pace of
change in work that some have forecast is open to debate. What does seem
clear, however, is that there is very likely to be underemployment,
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unemployment or the need to transition careers with some frequency for
many. A Basic Income could provide a foundation to smooth working-life
transitions.

“A Basic Income is an idea whose time may well be coming.”

Developed world societies are also ageing. Whether funded by state resources
(ie the taxpayer) or through voluntary care that families and communities
provide, the caring economy will expand. A Basic Income would help people
care for their relatives, friends and neighbours without having to account for
their actions to the state.

In the course of our year-long investigation, our work has connected with a
growing, cross-spectrum movement behind Universal Basic Income. Trials
have begun in the Netherlands and are expected in Finland. In fact, the
Finnish Government is designing a national Basic Income system to replace
large parts of their current welfare system. There is a referendum to introduce
a Basic Income in Switzerland in 2016. Thinktanks on the right and left in the
UK and the US have begun to investigate Basic Income (or variants thereof)
further. From Silicon Valley entrepreneurs to German industrialists, support is
becoming ever more mainstream. A Basic Income is a particular idea whose
time may well be coming.

The Basic Income is underpinned by a strong ethos of creativity and
capability, but is it viable?

To assess viability, we set out a series of tests. The first is a moral test. In other
words, does Basic Income correspond with widely held moral precepts?
Secondly, is Basic Income achieva- ble within the parameters of the current
system of tax, ie could it be fiscally neutral or near neutral? Thirdly, are
distributional consequences of a Basic Income especially for the least well-off
acceptable politically and in terms of justice? Finally, would Basic Income
underpin widespread creativity when compared to current institutions?

In order to analyse properly these questions, we have interrogated the peer-
reviewed Citizen’s Income Trust model based on the 2012-13 tax and benefits
system. This essentially maps a Basic Income onto currently available
resources (albeit transferring higher rate pension relief received by a
relatively small number of taxpayers to the Basic Income of all tax- payers).
We have made some changes to this system.
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We have looked at how, by moving to a genuinely progressive tax system,
resources could be transferred to those with children under the age of five. We
also lay out options and costings for how children could be supported from
the age of five to 16 in line with the current level of support. There are also
some suggestions about how the small number of families who may still lose
out in the transition could be protected without undermining the logic of a
Basic Income system. A number of options for aligning housing benefits with a
Basic Income system are also suggested. This last set of ideas will require
further modelling.

“If you want to incentivise work at every level of income then
Basic Income is simply the best system.”

The RSA model of Basic Income has the advantage of replacing the current
system and its perverse incentives, intrusion and complexity entirely. It
mitigates or eliminates losses that particular groups might experience. We
provide this new scheme to inform debate. We do not claim it is the only way
of achieving change but it does maintain the benefits of Basic Income such as
simplicity and strong support for work whilst mitigating and eliminating some
of its downsides such as some significant distributional impacts.

The distributional changes outlined provide one answer to any challenges of
distributional fairness that may arise from transferring to a Basic Income
system. Basic Income already has significant moral and philosophical virtues
in that it underpins freedom and security. However, in the context of an often
abrasive moral discussion about welfare (‘benefit scroungers’ etc) how does
Basic Income fare? The answer is ‘well’.

If you want to incentivise work at every level of income then Basic Income is
simply the best system. Tax credits have marginal withdrawal rates near 80
percent at some (low) income levels. In the case of the Basic Income scheme
laid out here, no basic rate tax payer faces a marginal withdrawal rate above
32 percent (though housing costs do need separate consideration).
Individuals are guaranteed to earn significantly more in em- ployment than
out of it. This is a moral and political position that answers some current
concerns about welfare.

“If we value freedom, equity and creativity then a
fundamental recasting of the relationship between the
individual and the state in favour of the former is now
critical”
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Furthermore, there are design features that can be layered onto Basic Income
to ensure that it is framed in a publicly legitimate fashion. For example, on the
model of the pledge for new UK citizens there could be a ‘contribution
affirmation’. Those aged 16-25 years-old would be expected to declare
publicly how this income would be used to support them in learning, work,
caring, volunteering or establishing a business. A Basic Income could be used
to enable a more widespread system of citizenship service for late teens. A
group of family and friends would undertake to support them in making this
affirmed contribution over the course of a year. Basic Income would be
receivable only by virtue of being on the electoral register (for over 18 year-
olds) so would underpin citizenship.

On the fiscal test, the system we outline is not fiscally neutral. It would cost
approximately an additional 1 percent of GDP. We explain how this is far from
unprecedented a shift in taxation. Discretionary tax policies, even in a period
of auster- ity, have been greater than this shift.

The ‘creativity test —where welfare institutions underpin the abilities of
individuals and communities to turn their ideas into positive economic and
social impact—is more difficult to assess. However, it is clear that the current
system saps creativity through complexity, intrusion, and perverse incentives.
There is evidence from Basic Income pilots in the less-developed world that it
spurs entrepreneurship. In developed world pilots, it has been shown to
enhance wellbeing through better education and health and these are
important foundations for greater creativity. This remains a hypothesis but
with enough evidence to warrant further testing.

That is why we advocate a Basic Income pilot on the lines proposed in
Netherlands, Finland and Canada. This would involve a whole city or city-
region adopting a Basic Income to analyse its impacts over a reasonable
period of, say, five years.

If the results were positive then it could be rolled out before the five years is
up.

This paper aims to help the idea of a Basic Income reach a wider audience.
Every generation needs to think afresh and pursue essential reforms. If we
value freedom, equity and creativity then a fundamental recasting of the
relationship between the individual and the state in favour of the former is
now critical. The opportunity and possibility are both within reach.
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The case in favour: an RSA model of Basic Income

a. Why is Basic Income back on the agenda?

Despite radical changes to the welfare system, in-work poverty for working
age non-parents has vastly increased and there are still more than two million
working age parents in poverty. The poverty reduction measures of the past
decade and a half have barely dented working-age poverty—for non-parents
it has increased:

35
2.5

15

=S w1 W~ 000 d N M S W WS 0O N Mo N WS 0 O

1983
2012

Pensioners

Working age parents Working-age non parents

Figure 1: Poverty and inequality statistics, 1983-2012 (poverty, millions) Source: Institute of Fiscal Studies, 2014 cited in
John Curtice and Rachel Ormston, “British Social Attitudes 32” (London, 2015)

The interaction between the welfare system and the current labour market is
failing convincingly to shift poverty, indebtedness, dependency and insecurity.
These strains will become increasingly apparent over time and the
introduction of a highly complex Universal Credit system will only underscore
the tensions. Difficulty in rolling out the scheme to just 18,000 of the expected
seven million claimants, including the adoption of a costly but limited IT
system, underline just how problematic and complex the system is. The
administrative and potential political costs are likely to escalate further.

“Basic Income is more supportive of the family”

Basic Income has a number of advantages over the current system. Benefit
fraud is far less. It is not contingent on income and, therefore, the false
reporting of income offers no advantage. Furthermore, as it is based on
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individual earnings, there is no household disadvantage to cohabiting. In this
sense, it supports rather than potentially undermines strong relationships.

On a like for like basis, the Basic Income is, therefore, more supportive of the
family. It focuses people on their relationships directly rather than the impacts
of the welfare state on their relationships. These are strong messages in
comparison with the current system.

“Basic Income smoothes work transitions whilst providing
security in an age of potentially rapid technological change”

Secondly, the spread of intelligent machines and new technology will impact
the world of work considerably. Periods of retraining, entrepreneurship, lower
hours and periods of unemployment could become more common. Indeed, a
welfare system supportive of mobility across the life cycle will be critical. The
current system fails in this regard focused as it is on work at all costs when
workers might need periods of lower or no work to retrain. They may also
wish to experiment with setting up a business without having the state
breathing down their necks as they are claiming Tax Credits.

Nobody knows the impact of technological change on the workforce of
tomorrow. However, there are some signs that technology could be one of the
factors reducing hours. In the US in 1993 a total 194 bn hours of labour were
performed. By 2013, despite a 42 percent increase in labour and an increase
of 40 million in the workforce, the number of hours of labour was still 194 bn
hours.

We are not seeing mass unemployment. Rather we may be seeing mass
underemployment. To achieve the same income on fewer hours may well be a

good thing.

To struggle to meet your family’s needs because you can’t get enough hours
work is quite a different thing altogether.

It is well established that the impact of rapid technological change is skills-

biased. With up to 47 percent jobs ‘at risk’ as a result of their routine nature, a
strong and secure system of welfare support is necessary. Some, such as David
Autor, dispute this as a likely outcome. However, even if there are net
employment benefits of new technology, it is certain that we will see some
significant redistribution of work and at least possible that this could happen
rapidly.
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Assuming likely redistribution of work, a system that allows and even
encourages skills development, caring responsibilities, a decent safety net,
and pursuit of an individuals’ ideas such as setting up a business becomes
even more important. Some categories of work will become obsolete and
people need to be able to adapt whilst finding the best match for their skills.
Basic Income is an underpinning for such a system—smoothing work
transitions whilst providing security in an age of potentially rapid
technological change.

“Are we satisfied with the emergence of a privileged and self-
perpetuating ‘creative class’?”

Thirdly, there is the question of how creative capacities can be pursued. In an
age when set career paths are less frequent and the attractiveness of
traditional employers is diminished as seen through the expansion of creative
hubs such as London’s Tech City, the question of how access to creative
opportunity can be more widespread arises. We have a serious question to
confront as a society: are we satisfied with the emergence of a privileged and
self-perpetuating ‘creative class’ with concentrated social, financial and
human capital or do we favour a more democratic form of creativity?

The Power to Create perspective insists on the latter course. That requires a
stable underpinning of which a Basic Income is one element. The type of open
and spontaneous learning systems advocated in a previous Power to Create
paper, The New Digital Learning Age, further supports this expansion of
creative realisation.

“Basic Income allows people to more easily take time off,
reduce their hours, or take short career breaks”

Fourthly, we live in an ageing society. This will create new demands within
families and in communities. Carers currently receive financial support but it
is a very bureaucratic system. These allowances are means-tested and rules
bound (eg you have to care for at least 35 hours per week in order to receive
it). For this reason, the benefit is under-claimed by almost £1bn per annum.
Basic Income allows people to more easily take time off, reduce their hours, or
take short career breaks to care for an elderly, disabled or otherwise
vulnerable person. These needs will increase over coming decades so greater
flexibility will be necessary. Basic Income is very helpful in this regard.
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“There is a slowly gathering movement behind
Basic Income”

Finally, a genuinely global, cross-spectrum movement is gaining force. The
most surprising developments have been in the US. Free market thinktanks
such as the Cato Institute and conservative commentators such as Yuval Levin
have promoted and/or advocated a Basic Income. Meanwhile there are a
number of advocates emerging in Silicon Valley.

In Canada, the Mayors of both Calgary and Edmonton are behind the idea and
they are soliciting the views of Canada’s other mayors. The newly elected
Liberal Party has Basic Income and a Basic Income approved as party policy.
There is cross party support for a Basic Income in Prince Edward Island
Province. In Germany, the high-profile entrepreneur, Goetz Werner, has been
driving a campaign in favour of its adoption. A 2010 survey he ran showed
mild public support and that people were attracted by the idea of ‘financial

independence’ rather than the opportunity to reduce working hours. There is
a planned national referendum in Switzerland in 2016 following a powerful
movement supporting a Basic Income. A limited experiment is taking place in
Utrecht, Netherlands, which should provide some further data on its impact
there. The new Finnish Government is also committed to implementing a
Basic Income and will trial a scheme.

Taken together, these developments suggest a slowly gathering movement
behind Basic Income. It is an increasingly networked global movement.

b. A foundation for contribution—Basic Income versus
other welfare reform proposals

In Inequality: what is to be done, Tony Atkinson outlines the three fundamental
forms of welfare. The first is social insurance which is on the basis of
contribution (the original national insurance funded Beveridgean welfare
state), the second is social assistance which is funded out of general taxation
and directed towards the household (the Universal Credit), and the third is
Basic Income. Atkinson favours a hybrid system of social insurance and basic-
type income.

His alternative to a Basic Income is a ‘participation income’, so has
conditionality based on some socially useful activity within its design. The
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concern with this proposal is that it is the gap in the fence through which the
costly, coercive, sanctioning state could return.

“The issue of ‘making work pay’ is at the very heart of
Basic Income.”

There is a widespread concern with the popular legitimacy of the current
system. Many policy thinkers are trying to work out how the system can help a
greater number of people out of poverty while avoiding a significant increase
in the costs of the system. This explains a recent increase in interest in the
‘contributory-principle’. In common parlance, this means that as you put more
in you should get more out. This principle underpins the Atkinson proposals
but it is also at the centre of policy reform proposals from Clark and Heath,
Bell and Gaffney, Mulheirn and Masters and Lawton, Cooke and Pearce. This

is understandable given the deep flaws of the current system, the political
environment and fiscal pressures.

Bell and Gaffney propose a flat rate £30 increase in the Job Seekers’
Allowance (JSA) rate again based on previous contribution. Lawton, Cooke
and Pearce propose a similar contributory uplift for the JSA along with
automatic support with mortgage interest payments where needed. This uplift
would not be means-tested, would last for six months and would be funded by
savings elsewhere or income-contingent loans to be repaid on re-entering the
labour market.

Mulheirn and Masters propose a ‘lifecycle account’ to provide additional
income during a six-month period of unemployment. A compulsory charge on
income would be placed in a personal account. If funds were insufficient to
restore income to 80 percent of previous levels then funds could be borrowed
to be paid back from future earnings. This would be ensured by three
guarantors who would apply social pressure and support as they would be
liable for some proportion of any unpaid monies. This is the ‘Facebook’
element of the scheme. The accounts could be used for other purposes such as
financing retraining on the basis of a higher contribution rate.

Like all the schemes above, the lifecycle account would be grafted onto a
failing system. These ideas are worthwhile patches, motivated as a response
to a legitimation crisis but the foundation of the system is shaky and they
would provide fairly marginal support as a result. So these proposals could be
in addition to the fundamental reform that is needed rather than the major
reform that is needed itself. Indeed, they could all contribute an added
dimension, in time, to Basic Income to form a modern welfare system.
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The core of the system itself has to be addressed. Popular concerns about
welfare have led to a revival of thinking around contributory welfare.
However, the polling can be read in a number of ways. A poll by Greenberg,
Quinlan, and Rosner found the following:

+ Respondents thought it more important that benefits should ‘penalise
scroungers’ than reduce ‘poverty and inequality’ by a 49 percent to 44
percent margin;

+ But ‘making work pay’ was seen as more important than poverty and
inequality by ‘an emphatic margin’ of 57 percent to 33 percent.

The issue of ‘making work pay’ is at the very heart of Basic Income. This is why
the benefit cap has been popular as a policy. The demand is not for ‘more for
more’ as contributory systems offer. It is for ‘less for less’—a lower income for
less contribution.

More contributory forms of social support grafted onto the current system do
little to address the need for a strong work incentive in welfare. The benefits
are time-limited but the marginal rate of contribution increases—especially
after a period of unemployment.

It is Basic Income and Basic Income alone that sends out absolutely clear yet
non-coercive signals about the incentive to work. It also allows parents,
carers, and learners to have a basic level of security to pursue their lives
without interference. The income is a subsistence but so is the out-of-work
income received through Universal Credit and contributory systems when
someone is voluntarily out of the labour market. The point here is a critical
one. Basic Income is a foundation for contribution. It incentivises work but
supports other forms of contribution too. In this regard, it is the system of
income support that best rewards contribution — albeit contribution defined
beyond narrow cash terms.

Enhancements based on cash contributions over time could supplement Basic
Income in a hybrid system as Atkinson has proposed. However, if the

underlying systemic weakness is not addressed these will do little to re-
legitimise social security and could actually compound some popular anxiety.

c. Where we are
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Welfare systems are, in essence, moral institutions. Both the processes they
adhere to and the outcomes they achieve are designed to represent and
embody particular moral perspectives.

Expressed in the terms of Jonathan Haidt’s moral foundations theory, the UK’s
current needs-based system contains elements of care, reciprocal altruism,
loyalty (to expressed community virtue), authority and sanctity.18 It has
evolved over time to adapt to these moral imperatives. Recently, the fairness
versus cheating axis has become particularly prevalent, ie reciprocal altruism.
This expresses a notion of procedural justice—playing by the rules in law and
spirit. This has led to a system of complex incentives, conditions and
sanctions. It is very difficult for those who need support, which is a very
significant minority, to understand the signals of such as system.

“A system that recalibrates the citizen-state relationship has

i

the potential to provide a platform for enhancing creativity.

Over the course of many decades the welfare system has evolved enormously
beyond the original Beveridgean goals of providing insurance to those
(temporarily) out of work, to families or those in retirement. It has developed
some harmful attributes.19 Essentially, the system has faced a legitimacy
crisis of declining public support—and in many respects still does so. This has
led to series of incremental reforms under the banner of ‘conditionality’.

Over time conditionality meant welfare institutions developing an elaborate
set of rules applied in an often arbitrary manner. Claimants have increasingly
found themselves touching a sanctions trip-wire. Benefit sanctions have
trebled in the last few years and they have become more severe. Ninety
thousand people a month are now sanctioned. According to the UK Statistics
Authority, 18 percent of Job Seekers’ Allowance claimants received at least
one sanction in 2013-14 (which rises to 22 percent for the whole 2010-14
period).21 By contrast, there were just 220 convictions for tax evasion in

2014 which itself was an increase of 29 percent on the previous year.

These sanctions have led to demoralisation, deleterious mental health

impacts, indebtedness, poverty, learners being removed from vocational
courses close to their completion and an expansion of food banks. What began

as an exercise in reciprocal altruism — where benefits apply only to those who
‘contribute’ - has become inhumane.

Universal Credit is intended to improve the interaction of the benefits system
with the labour market. Originally, the rate of withdrawal of credits was
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slowed to create some small additional work incentives compared to the
system the current Government inherited in 2010. However, changes made in
the July Budget 2015 will mean individuals facing marginal withdrawal rates
of up to 80 percent. The introduction of these changes were delayed in the
Spending Review 2015 but they are still scheduled to proceed.

This is a highly complex and intrusive system. Once Universal Credit is in
place, the self-employed will have to report their activities to the local Job
Centre Plus. This is to close a loophole whereby people could declare self-
employment as a means of evading paid work and continue to receive full Tax
Credits. The logic of the system is for increasingly intrusive behaviour on
behalf the welfare state. In theory at least, the more it intervenes, the more it
saves.

The main alternative proposition is a return to a contributions-based system,

as we discussed above, aligned to the principles of the original welfare state as
proposed by William Beveridge in 1942. Such a system has political appeal.

However, there are problems here also. This is essentially the model of welfare
seen in much of Northern Europe, especially in Germany and Denmark. The
major issue is that such systems can become two-tier where those in relatively
well paid jobs are secure whilst those in the casual, flexible, low- paid labour
market are not. Indeed, the system could operate very much like the current
UK system with an enhanced contribution layer on top to benefit mainly those
on decent incomes. The other alternative is that the bar to contribution is set
very low but then the system becomes too costly. The aim of reducing costs,
along with the objective of enhancing work incentives, were reasons behind
Germany’s Hartz reforms in the 2000s. Contributory welfare does not provide
convincing answers other than as an additional element to the system.

A more fundamental rethink is necessary. The RSA’s preoccupation is the
Power to Create. A system that recalibrates the citizen-state relationship has

the potential to provide a platform for enhancing creativity. Security is a
foundation for creativity. As Gute et al have outlined, a clear foundation of
support including financial support, values and common goals underpin
creativity in a family setting. Shafir and Mullainathan argue that complexity
driven by scarcity of resources can impede sound decision-making. They term
this ‘bandwidth scarcity’. The perpetual insecurity that the current welfare
system creates is ‘costly’ in these terms.

There is a third approach to welfare: ‘basic’ or ‘citizens” income. The core

elements of such systems are universality (every individual unconditionally
receives an income as a right of citizenship), independence of labour-market
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status, and financed out of general taxation. But is such a system right in
principle and viable in practice?

We pose four key questions for any new welfare system to pass if it is to be
both desirable and viable:

1. Does the system accord with a widespread set of moral precepts?

2. Isit broadly fiscally achievable within the parameters of existing taxation
and expenditure?

3. Isitdistributionally just when compared to the current system?

4. Will greater individual (and civic) freedom and creativity be realised?

Our conclusion is that a Basic Income, based on the available evidence, has
the potential to be viable. As a moral and philosophical alternative to the
current system it also has enormous merits. And there is a great deal to
suggest that a Basic Income would better underpin human creativity than a
means-tested system.

Below, we outline a Basic Income system that removes the highly negative
effects of the current system and provides a basis for individual creative
development. There is already real-world case material that suggests what
these benefits may be. On this basis, there is now a case for a more serious
public debate about replacing our welfare system — and, as a consequence,
enhancing our societal creativity and freedom.

d. Basic Income: contribution and powerful freedom

Malcolm Torry of the Citizen’s Income Trust has a very simple definition:

“A Citizen’s Income is an unconditional and non- withdrawable income for every
individual. That definition never alters, and if an income does not fit that
definition then it is not a Citizen’s Income.”

Taxation and benefits are complex interlocking systems and can’t be seen in
isolation. One of the challenges in the current political discourse is that they
have become separate entities in the conversation. In fact, impacts on the
individual or household come about as a result of the interaction of tax and
benefits.
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Some have pointed to similarities between Negative Income Tax type systems
and Basic Income. A Negative Income Tax is paid on an individual basis and
Tax Credits are withdrawn as earnings increase. Universal Credit and Tax
Credits are sometimes confused with Negative Income Taxes. However, as
they are administered on a household basis they are in a different category.
For a Basic Income or Negative Income Tax to be effective the withdrawal
taper as earnings increase should not be too steep. In the case of Universal and
Tax Credits the taper can be as much as 80 percent or more.

“It is a system that provides a stronger underpinning for
contribution alongside powerful freedom.”

Our proposal is based on the Citizen’s Income Trust 2012-13 scheme with
some important fiscal adaptations. Housing and disability are not included in
the model as a consequence. It is referred to here as the ‘RSA Basic Income’.
We have chosen the term Basic Income as it is the term that has become part
of the international discourse around Citizen’s Income-style systems. We also
advocate a Basic Income rather than Negative Income Tax as a Basic Income is
more identifiable as an asset for the individual. It is a regular amount people
directly receive and it is clearly defined as opposed to being buried in a wage
slip as current Tax Credits can be.

The RSA Basic Income has the following key design features:

« Itis a payment made to every citizen on a universal basis. EU nationals
would receive it only after they had contributed to the system for a
number of years as per prevailing EU law, and other international
migrants would receive it in accordance with existing access to benefits
rules. Those serving custodial sentences would not receive it until that
sentence was concluded.

+ It has a redistributive element from higher earners to families with
children (some of whom are higher earners). We outline possible ways
this could be achieved for illustrative purposes. This achieves a genuinely
progressive tax system which is a prize in itself.

+ The weekly amount that any working age person receives is a ‘basic’
amount. In other words, if they are fit and able to work they would have
a very strong incentive to do so. And they would not get trapped at low or
no earning levels. This contrasts very heavily with the current system.

+ All recipients over the age of 18 could be required to be on the electoral
register as a reinforcement of citizenship.
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+ One possible design feature is that each 18-25 year- old would be
expected to sign a public ‘contribution contract’. This contract is not with
the Government but with their local community. Receipt of the income
will be dependent on this contract being signed. It will commit the
recipient to contribute to the extent they are able through earning,
learning, caring or setting up a business. Recipients will have to identify
five witnesses, including two non-immediate family members, to support
them. It will bring people together. Every individual’s contract will be
published so all can see. It is designed as a positive affirmation to
establish norms, provide social support and underpin the contribution
ethos. However, there should be no state monitoring of these contracts
and sanctions will not be imposed.

The normative features of the RSA Basic Income model are vital. Behavioural
science tells us that reciprocity is important but reciprocal relationships are
more likely where there is an initial act of generosity. We should try to avoid
Basic Income becoming simply an impersonal welfare institution. Tying its
receipt, particularly in early adulthood, to a socially embedded contribution
contract is, therefore, advantageous.

Behaviour insights can help develop the social aspect of the institution. The
contract is essentially a ‘commitment device’—a self-imposed way of
encouraging oneself to achieve a certain goal (albeit one that is a requirement
of the Basic Income). A strong reinforcement of this is necessary. A whole
series of social interventions can be innovated as part of the system.

The ‘peer’ support aspect of the system could be used to help one achieve
goals. It is even conceivable that where someone wanted a strong
commitment to achieve a certain goal (such as a learning goal) they could
voluntarily agree to route their Basic Income via a proxy individual or
organisation (such as a college or employer) who would release the funds as
goals were achieved. A whole series of articulated commitments and devices
such as ‘if-then plans’ (eg “If it is Monday evening, then I will volunteer at the
Walthamstow Library”) could be innovated to reinforce the contributory
element of the scheme. This can be delivered through smart apps. Other than
the published contribution commitment and the naming of five witnesses,
these ‘nudges’ would be voluntary.

One elegant proposal for a design feature of Basic Income comes from the
economist, Robert Frank. He proposes a system of supplementing Basic
Income cash payments with offers of sub-minimum wage employment in
publicly useful roles. The work would have to be new roles rather than
replacement of current roles. The logic behind this idea is that the state is
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providing a Basic Income so it is reasonable that it should be able to
supplement that to provide useful work that it wouldn’t otherwise be able to
fund at a higher level. The individual benefits, the community benefits, and
public agencies and local authorities benefit. As Frank states:

“Experiments have demonstrated the existence of many useful tasks that can be
performed by unskilled workers with proper supervision. (Some examples:
landscaping and maintenance in parks; transporting the elderly and
handicapped (sic); filling potholes in city streets; replacing burned out street
lamps; transplanting seedlings in erosion control projects; removing graffiti from
public places; painting government buildings; recycling newspapers and
aluminium and glass containers; and staffing day care centres). In combination,
the Basic Income grant and the sub- minimum wage of the public sponsored job
would be just enough to clear the poverty threshold.”

These various design features bring the system into even greater alignment
with prevailing moral and political norms. In fact, with the design features
above, there is little reason to see this system as any less affordable or morally
and politically aligned than the current system. And the strength of Basic
Income is the very strong work incentives it provides compared with the
current system. Furthermore, it either corrects or mitigates other defects of
the current system that we have identified: arbitrary punishment, state
interference, and perpetual insecurity. In other words, it is a system that
provides a stronger underpinning for contribution alongside powerful
freedom.

e. The RSA Basic Income model

We took the Citizen’s Income Trust model as our basis because it is fiscally
sound, peer-reviewed and practically achievable. The RSA Basic Income
model has the following illustrative technical design based on 2012-2013 tax
and benefits figures:

+ Basic Income of £3,692 for all qualifying citizens between 25 and 65.
+ Pension of £7,420 for all qualifying citizens over 65.

A Basic Income for children aged 0—4 of £4,290 for the first child and
£3,387 for other children aged 0-4:
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— This is comparable to the benefits available to low- income households
before the child begins school.

— The amount for children and young adults aged from 15 to 25 is less than
what low-income households receive under the current system.

— We justify this on the basis that once children are in full-time education
there is greater scope for parents to supplement their income.

— There would be a reduction in the Basic Income for a third child or more,
potentially to zero. This would reduce the cost of the system and would align
it even closer with prevailing political and moral expectations.

+ The above redistribution could be paid for by a charge on higher earners
beginning at £75,000 per annum, with complete withdrawal at
£150,000. This simply covers the cost of ensuring that those on low
income with young children do not lose out in a transition to this system
(and higher earners with young children benefit t00).32 We have also
sought to ensure that there are few tax losses for earners beneath this
£75,000 at a cost of £4.5bn to our model.

It should be noted this is an indicative model only. It establishes the core
technical design and estimates the likely fiscal model of funding. We have
confidence in the overall estimated amounts as they are based on the peer-
reviewed Citizen’s Income Trust model. The model is outlined below:

Age Income per person (£) | Population Annual cost
perweek | peryear |mid-2012(m) (£bn)

0-4

First child 89.50 4,290

Additional children 6513 3.387 4.0 13.5-17.2

5-15 56.25 2,925 8.0 234

16-24 56.25 2,925 75 21.9

25-64 71.00 3,692 33.4 123.3

65+ 142.70 7,420 10.8 801

TOTAL 63.7  262.2-265.9

State pension entitlements in excess of CP rate 15.0

Running costs 3.0

Total Cost of Citizen's Income 280.2-283.9

Table 1: RSA Basic Income model
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The scheme would be funded as per the Citizen’s Income Trust model. The
original Citizen’s Income proposal would make a payment to every individual,
with the values based on benefits rates in 2012-13. With the population
figures updated to 2012 (to match the 2012-13 rates), this has an estimated
cost of £279bn (see Table 2).

From removing benefits, tax reliefs and allowances (excluding those relating
to disability and housing), the Citizen’s Income Trust estimates total savings
of £272bn (see Table 3).

All of these savings are intrinsic to replacing the current system with a Basic
Income with the exception of the higher rate tax relief on pension
contributions. We retain this feature of the system on the basis that a subsidy
for a few could be redistributed to help all. There are other ways of achieving
these revenues, via general taxation for example, but this is a good one.

Age Income per person (£) Population | Annual cost | Description
per week | peryear mid-2012 (&bn)
(m)

0-15 56.25 2,925 12.0 23.4 | Current
income
support rates

16-24 56.25 2,925 7.5 21.9 | For 10-24
year olds

25-64 71.00 3,692 33.4 123.3 [ Current IS/
JSA/ESA rate

65+ 142.70 7420 10.8 80.1 | Pension
Credit rate

TOTAL 63.7 260.5

State pension entitlements in excess of CP rate 15.0

Running costs 3.0

Total Cost of Citizen's Income 278.5

Note(s): Income rates come directly from the original Citizen's Income Trust proposal and
are based on the 2012-13 benefits rates.
Population figures have been updated to mid-2012, to match the 2012-13 tax year.

Table 2: Citizen’s Income Trust Proposal
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Policy Cost (£bn)

Child Benefit and Child Tax Credits 34
Working age benefits (Income Support, ISA, etc) 27
Working Tax Credits 7
Administrative savings and Tax Credits written off 10
Student grants and loans written off 3
Personal allowances (income tax) 68
Primary threshold and self-employed reliefs (NI) 23
State Retirement Pension, SERPS, S2P, Pension Credit, and MIG a0
Higher rate tax relief on pension contributions 10
Total 272

Note(s): Savings based on 2012-13 rates.

Table 3: Savings from benefits, tax reliefs and allowances

f. Recent criticisms of the Citizen’s Income Trust proposal

The idea of a Citizen’s/Basic Income has attracted renewed attention in 2015.
One recent critique comes from the Joseph Rowntree Foundation. In that
paper, Hirsch raises concerns that the original Citizen’s Income Trust is not
revenue neutral. However, there are two aspects to neutrality:

« Revenue neutrality: the sum of all costs matches the sum of all savings in
public finances.

« Distributional neutrality by individual: no individual or household is
better or worse off.

In broad terms, the Citizen’s Income Trust (CIT) scheme claims the former,

but not the latter whereas Hirsch is simply pointing out that a distributional
neutral policy would lead to a net cost. The most significant aspect of this is
the £13bn extra it would take to ensure no losses for those households with
children.

The original CIT scheme would mean that 21.12 percent of households in the
lowest income decile would lose more than 10 percent compared with the
existing system. The CIT outlined two possible alternative schemes to lower
the losses in excess of 10 percent to somewhere between 1.09 percent and
5.38 percent of households. This is achieved by introducing a lower Citizen’s
Income of £50 per week and counting that against gross earnings (and against
the current means-tested benefits system).
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However, these alternatives require higher tax rates and/ or a considerably
lower Citizen’s Income and the retention of some Tax Credits. This
modification reintroduces some of the negative elements of the current
system (eg disincentive effects, complexity and state interference). This
adaptation to the original model might prove to be an attractive transitionary
scheme. If we want to see a genuine Basic Income system then these changes
would have to be time-limited.

g. The RSA Basic Income model—an illustration of how
losses to lower income families could be mitigated

We have outlined an alternative approach here as we consider it to be
necessary to modify the Citizen’s Income to provide support for one particular
group; that is for families who have children who are not yet of school age.
Childcare commitments mean the earning potential of that group is severely
curtailed so, just as is the case with pensioners, it is arguably right that they
receive additional assistance.

The model outlined above provides an income for each child aged 04 years-
old of £4,290 per annum for the first child and £3,387 per child thereafter
instead of the standard child rate of £2,925. In distributional terms, compared
to the original Citizen’s Income Trust scheme, the RSA model favours the
poorest households with young children and leaves the richest somewhat
worse off. The marginal rates of withdrawal (ie net taxes/benefits) are
illustrated in Figure 2 (on the basis of a single-earner, three child household
—based on an Institute of Economic Affairs model from 2012 so deduction
rates are an underestimate compared with the system that the Government is
currently proposing).

It can be seen that the RSA model means equal or much lower marginal
deduction rates for almost all tax-payers.

The RSA model serves as an illustration of a Basic Income- type scheme. There
is of course scope for modification. As an example, rather than provide a
higher amount of income for the first child while they are aged 04, all
children aged 0-15 could receive an enhanced Basic Income of £3,387 (equal
to the amount paid for children after the first, while aged 0-4). Such a scheme
would, however, cost a further £3.7bn on top of the existing shortfall we have
identified and is not included in the scheme above.
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Figure 2: Marginal deduction rates under the 2012-13 Tax Credit system versus the RSA Basic Income scheme

The changes to the tax system that we have modelled above with the
additional support for young children we propose would have a net cost in the
range of £6.3bn to £10bn. When added to the estimated initial shortfall of
£6.5bn under the Citizen’s Income Trust proposal, this would mean a total
additional cost of between £12.8bn and £16.5bn. This would be counter-
balanced by additional income for maintaining a 50 percent additional rate
above £150,000 which would raise between £100m and £3bn (depending on
difficult to quantify behavioural impacts). This means a best case shortfall of
£9.8bn and a worse case of £16.4bn. This sounds like a significant extra cost
but it is in the range of the discretionary tax decisions taken in the last five
years—and, indeed, over the course of the last generation.

In GDP terms, this change is likely to be in the region of 1 percent of GDP. Far
more significant changes have been made to our system of tax and benefits in

recent times.

Adam and Roantree point out that the Government had found scope for three
big tax cuts in 2015-16, totaling £19.5bn:

+ Increasing the income tax personal allowance to £10,600: £8.0bn.
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« Reducing the main rate of corporation tax from 28 percent to 20 percent:
£7.6bn.

« Real-terms cuts to fuel duties: £3.9bn.
Furthermore, other changes made since are significant also. In the July
Budget of 2015, changes to personal allowances, tax thresholds and

inheritance tax came at a cost of £2.45bn by 2020-21.41

Jolyon Maugham identifies further discretionary cuts to those quoted above

that add up to very significant sums:

« £310m for increases in the higher rate threshold.

« Anew marginal rate stamp duty system costs £785m per year by 2020.

It should be noted that these changes were in the midst of a period of
austerity. So the notion that policy decisions necessary to underpin a
generational change in the tax and benefits system somewhere in the order,
say, of £10bn are impossible is pretty risible. Indeed, the Tax Credits systems
expanded from £8bn in 1999-2000 to in excess of £25bn by 2010.43 There is
significant scope for flexibility.

Following the 2015 Spending Review, the Resolution Foundation calculated
the overall income of a variety of family types following the introduction of
Universal Credit and the National Living wage. There were three family types
who were not in receipt of housing benefit whose comparable income,
therefore, could be calculated. Below we compare the RSA’s Basic Income
model (with rates index-linked at the Office for Budget Responsibility quoted
CPI rate) to the system that is scheduled to be in place in 2019-20.
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2020/21
: New household | RSA Basic | Gain (£)
Family income -current | Income (£)
proposed
system (£)
1 Single, one child, under five, part-time (20 13,480 15,635 2,155
hours), wage floor
2 Single, one child, over five, part-time (20 13,480 14,090 610
hours), wage floor
3 Couple, two children (one under five), wage 25,840 34,469 8,629
floor (one partner 37.5 hours, one 20 hours)
4 Couple, two children (both over five), wage 25,840 33,046 8106
floor (one partner 37.5 hours, one 20 hours)
5 Single, one child (over five), low earning (37.5 18,930 22889 3,959
hours per week at £11.50 per hour)
6 Single, one child (under five), low eaming 18,930 24,435 5,505
(37.5 hours per week at £11.50 per hour)

Note(s): New household income in the current proposed system is as calculated by the Resolution
Foundation on the following assumptions: Hypothetical outcomes assuming a new claim on Universal
Credit. No behavioural impacts are assumed. Wage floors reflect OBR predictions for 2020 (a National
Minimum Wage of £8.10 and a National Living Wage of £9.30. Inflation and earnings projections are
taken from OBR assumptions published in Autumn Statement 2015.

Table 4: The RSA Basic Income model compared with the Resolution Foundation calculations of likely Universal Credit/
National Living Wage household income.

George Osborne has, inadvertently, made a Basic Income more rather than
less practically achievable as the burden is shifted from fiscal to labour market
measures such as the National Living Wage. These also enhance the positive
labour market incentives of a Basic Income.

h. Transitioning to a Basic Income system

Torry identifies two possible ways of implementing a Citizen’s Income:

+ One demographic group at a time.

+ Start with a small income for all and grow it to the intended rates over
time.

In the first case, this would likely begin with groups that benefit from policies
that most closely resemble a Basic Income: pensioners followed by children
(in place of Child Benefit and Child Tax Credits). Torry argues that a Basic
Income for those aged 55+ would reduce the stigma of no longer being in
full-time employment and make part-time employment more viable, making
time to care for older parents and grandchildren.

Administering a Basic Income to this group would sow the seeds of
community engagement and help to establish the norms for later recipients
(particularly in terms of community involvement). Young adults (under 25)
would follow to facilitate training and education and, from there, Basic
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Income could be extended up from 25 and down from 55 to complete the
rollout.

One group that could lose out in the transition to Basic Income in the RSA
model are low income, lone parents with children over the age of five. This is
not something that we would support. Therefore, there may be scope for a
transitionary measure whereby lone parents could continue to claim a Child
Benefit top-up (which retains the non-conditional, non-withdrawable aspect
of the Basic Income system, albeit introducing an element of household
calculation). This transitionary benefit could be withdrawn as (i) the National
Living Wage increased; or (ii) Basic Income rates increased.

The other main alternative to smooth the transition would be to introduce a
smaller Basic Income and gradually increase it while reducing benefits. This
would allow more gradual adjustment by the labour market and for an
evaluation of the transition. This is the model adopted for the Single-Tier
Pension. It should be stated that the new Single-Tier Pension to be introduced
in April 2016 is very similar to a Basic Income for pensioners. It requires 35
years of contribution to qualify for the full amount but, other than that, it is a
Basic Income for all intents and purposes. It has been achieved through
evolution from:

+ Basic state pension plus state second pension to;
+ Basic state pension plus pension credits plus state second pension to;
+ Minimum Income Guarantee and finally to;

+ Increasing basic state pension rates to the extent that it becomes a single
state payment (as of April 2016).

A similar process could be followed for the remainder of the state benefits
system: a Minimum Income Guarantee could be established for all qualifying
individuals set at the level of the proposed Basic Income. This could then be
gradually introduced to replace personal allowances, benefits, and credits
over the timeframe of five to ten years. This could also be facilitated by
moving the Universal Credit taper gradually along with the personal
allowance moving down the income scale.

It could make sense to model different approaches in sub- national pilots. This
would allow evaluation as the transition took place. A scheme could be
introduced in a city-region or devolved nation. It would be done with consent
of democratic representatives of the area so that it is freely entered into.
Anyone resident there on a certain date would receive the Basic Income
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instead of Universal Credit. HMRC would effectively operate a shadow tax
system for individuals in that area (as their personal allowances would be
withdrawn). Job Centre Plus would become a work support agency and not a
benefits administration agency in the area. The additional design features we
advocate here such as contribution commitments and mandatory electoral
registration would be assessed via a series of randomised control trials.
Overall, a picture of a Basic Income compared to the current welfare system
would be developed.

i. A Basic Rental Income

The other issue to be contended with is the interaction between Basic Income
and other means-tested benefits. As with the Citizen’s Income Trust47
proposal, the RSA Basic Income model outlined above excludes any reform of
housing or council tax benefits (and, for the record, disability payments). This
part of the system is an important source of support to those at the bottom of
the income distribution.

It will be important for these housing benefits to work with, rather than
against, the rest of the system. The problem is that these benefits are
withdrawn in accordance with a taper which will continue some of the
disincentive effects of the current system should these benefits not be
reformed. There needs to be modelling work on these proposals but three
possibilities are worth exploring:

+ The first is to devolve all housing capital and benefit budgets (housing
and council tax) to combined local authorities. They can then adapt to
local market conditions. This goes with the grain of the current HM

Treasury approach. It could increase the supply of lower rent housing
and ensure benefits matched local rents on a sub-area basis. National
minimum levels of support but also a maximum rate of tapering could be
established to prevent the positive incentive effect of Basic Income being
undermined.

« The adverse taper could be limited on a national level with housing
benefit and council tax credit combined with tax/national insurance
withdrawal rates limited to the maximum marginal rate of tax. This
would be 47 percent at the current time.

+ The third option which the RSA proposes for further exploration is the
introduction of a ‘Basic Rental Income’. The Basic Rental Income would
not be income-contingent and therefore does not have the same
disincentive or perverse incentive (eg family break-up) effects as housing
benefit and council tax credit. A Basic Rental Income based upon local
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market conditions (and this would vary from year to year) would be
granted to every individual who rented rather than owned a property. It
could be linked to continuous residency (three years minimum say) to
increase local cohesion. Local authorities would retain their statutory
duty to house the homeless and should be given freedom to borrow and
invest in new low-cost housing. The Support for Mortgage Interest
Scheme for house-owners who are out of work would continue as now.

A Basic Rental Income would have cost implications. The source of funding for
additional cost should be those who have gained the most from increases in
housing equity. Philosophically, the justification for this has roots in Thomas
Paine’s argument in favour of a ‘basic endowment’. The reason that there have
been large gains for some in the housing market whilst others struggle is
because our common institutions have failed to provide enough housing to
enable affordable rents and housing ownership to be even more widespread.
The introduction of a land value tax or similar to fund any shortfall in the
Basic Rental Income is therefore justified on the basis of gains received by a
few from the institutions of society and its collective action failures rather
than through the individual’s endeavour.

This is a means of redistributing the economic rents that have arisen from the
institutional structures of land and property. Some such as Adair Turner
argues that cooling the housing market should be a ‘primary policy objective’
from an economic stability perspective.50 This policy would help quell some
house price inflation as the demand for higher prices may be somewhat
quelled.

Furthermore, both a land value tax and the Basic Rental Income together
could provide for even more creative living spaces. Co-operatives could come
together by aggregating Basic Rental Incomes giving power to individuals
acting collectively to design these new creative living spaces. This opportunity
could be open to all. The beauty of this system, in principle, is that the
imposition of land value tax would release further land for development. The
Basic Rental Income therefore becomes empowering in a way that Housing
Benefit is not given its stigma and the lack of security it provides. This
proposal could revolutionise the way many people live further enhancing
freedom, creativity and security. A Basic Rental Income is for further
modelling and exploration that is beyond the scope of this paper.

j- Basic Income—the principled case
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The idea of a Basic Income is far from new. In fact, it has been around for
many centuries. It can be found in the ideas of Thomas Paine in his notion of
endowment funded by land rents. JS Mill articulated a similar idea though
funded from productive assets. The liberal peer Juilet Rhys-Williams proposed
a conditional Basic Income (conditional on availability to work) as an
alternative to the Beveridgean system in 1942. The economist James Meade
and the historian and political economist GDH Cole advocated a ‘social
dividend’. Cole may have coined the phrase ‘Basic Income’. Cole’s justification
relies on the social basis of current production as a common inheritance:

“Social heritage of inventiveness and skill incorporated in the stage of
advancement and education reached in the arts of production.”

The American writer and entrepreneur, Peter Barnes, deploys a similar
argument when he advocates taxing use of common assets such as the
environment (the air), financial infrastructure, intellectual property
protection, and electromagnetic spectrum to fund a US Basic Dividend.

In the post-war era, the idea of a Basic Income re-emerged across the political
spectrum. Liberal economists such as James Tobin and JK Galbraith
advocated it on the basis that it was less likely to create welfare dependency
than means-tested systems. Milton Friedman advocated a ‘negative income
tax’ which works, in theory, in a similar way to a Basic Income. Friedman
advocated a low level of income as did Friedrich Hayek. The socially
conservative right as opposed to the economic-focused free market right have
also supported the idea of a Basic Income. Charles Murray advocates a Basic
Income on the grounds that:

“It offers smaller government in terms of the state’s power to control people’s
lives.”

The Republican notion of liberty as based on non-domination is important in
Basic Income thinking. Republican liberty contrasts with natural liberty that,
in the arresting phrase of Phillip Pettit, constitutes a ‘freedom of the heath’, ie
it exists beyond society. Republican freedom instead is the ‘freedom of the
city’ and so is concerned with freedom in a complex, social setting. Basic
Income is one safeguard against domination.

As Stuart White argues, a Basic Income gives people the ability to act without

interference of others. The choices he or she makes are based on their own

agency rather than the state or, indeed, an employer. It is a wedge of freedom.
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This argument also has a Feminist dimension in that Basic Income frees
women to make choices about their lives in an independent fashion and
provides a greater degree of economic security for those in unwaged labour —
often women. So arguments from a Feminist perspective emphasise its equal
treatment of genders in the labour market and outside, its recognition of
unpaid work, economic independence within the family, and its potential to
encourage a more equal division of labour within the family.

Finally, there is the economic case for a Basic Income. On the macro-economic
front, it becomes a very efficient means of stimulating the economy at times of
heightened demand stress, ie deep recession. A simple way to increase
demand is to top up the Basic Income for a period of time. Rather than
quantitative easing supporting financial institutions, central banks can
increase the money supply by funding government bonds to finance an
increased Basic Income. So-called ‘overt monetary finance’ (OMF), which this
would be a form of, has been advocated by Adair Turner and others, albeit
with some provisos on management of banking credit to avoid unsustainable
credit multipliers. This policy could have been very useful in 2008-09 (and

something akin to it was attempted in the Australian ‘cash splash’).

On the micro-economic front, there are grounds to believe that Basic Income
could increase productivity. This mechanism would work in a number of
ways. Firstly, rather than workers being forced into the first job that comes
along as some conditional systems do, Basic Income enables a little more time
to search for the right job. As an evaluation of a highly conditional
Department for Work and Pensions scheme showed, hard conditionality does

little to increase medium term employment rates and only increases number
of days in work marginally in a two year period. So the benefits are minimal
yet the UK suffers from endemic skills mismatch and this impacts productivity.
For example, 58 percent of graduates are in non-graduate level jobs. The Basic
Income would not resolve this issue, as there are strong structural factors, but
could mitigate it somewhat by giving more secure breathing space to
individuals.

Secondly, if workers have the ability to withdraw their labour, it provides
more of an incentive for employers of low pay, low quality jobs to improve
those jobs either by increasing pay, providing better conditions or additional
support such as for training. Thirdly, there is a possible motivation effect.
Workers would be in a particular workplace because they want to be, not
simply because they feel coerced to be. This is a healthier basis on which to
develop intra-firm productivity. Finally, the Basic Income facilitates short-
term withdrawal from the labour market to improve formal skills and
qualifications. This could increase potential productivity. Basic Income is not
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an economic magic bullet but it is possible to see significant potential macro
and micro economic benefits.

Thus, many different perspectives provide support for considering the
introduction of a Basic Income. There is also a body of practical knowledge
which, whilst not complete, provides some useful pointers.

k. Basic Income in practice

Between 1968 and 1980, the US and Canadian Governments conducted five
experiments into negative income tax. These pilots have some significant
limitations. The data was not always of high quality. They were designed to

separate control and treatment groups in areas so the impact on demand for
labour is impossible to measure (if there was withdrawal of some labour,
economic theory suggests that wages may be increased). Finally, the pilots
were far more generous than the then existing Assistance for Families with
Dependent Children programme so its impact was to introduce an additional
scheme as opposed to a scheme that embodied a different set of principles.

“Where Basic Incomes or similar have been introduced they
have had notably positive social effects overall”

Evidence suggests the pilots had a generally positive impact on health, school
performance, home ownership, and low birthweight. However, there was
some reduction in employment hours. Marginal withdrawal rates of the
benefit were up to 80 percent which is likely to create a high disincentive to
earn at the margins (in this regard the impacts of many of the pilots were
more akin to Universal Credit than Basic Income). Despite this, there was
absolutely no evidence that individuals withdraw from the labour market
completely. The experiments found that men worked between 0.5 hours and
four hours less per week. However, given the system design and their limited
size (so negligible labour market impacts on the demand side through, for
example, increased wages), it’s impossible to draw any conclusion. Impacts on
wives and single mothers were larger, potentially up to 166 hours per year.
Some women were choosing to spend more time with their families or in a
period of maternity. Is that something that should greatly concern us?

The experiments compare the effects of having any system of social security
with no system rather than comparing one system with another. The data
should be treated with significant caveats though, nonetheless, it is still of
interest.
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There were positive results in the Canadian town of Dauphin in Manitoba
province. A guaranteed income was provided to those who had fallen out of
work with a 50 percent marginal withdrawal rate per C$1 earned on
returning to work. It ran from 1974 to 1979. A recent survey of the data as it
related to other services in Dauphin came to the conclusion:

“We found a significant reduction in hospitalization, especially for admissions
related to mental health and to accidents and injuries, relative to the matched
comparison group. Physician contacts for mental health diagnoses fell relative to
the comparison group. A greater proportion of high school students continued on
to grade 12. We found no increase in fertility, no increase in family dissolution

rates and no improvement in birth outcomes.”

A set of randomised control trials in Madhya Pradesh state in India from 2011
to 2013, also produced positive results. In the three year period 5,850
individuals received payments for more than a year. Whilst there are
limitations in reading across from the different institutional environment in
India, the outcomes are worth reporting nonetheless. Investment in housing
increased. There was improved nutrition, partly as purchases shifted from
ration shops to markets. School attendance and performance increased. There
were positive equity effects as marginalised people had improved their
bargaining position. The Basic Income grants led to small-scale investments—
more and better seeds, sewing machines, establishment of little shops, repairs
to equipment, and so on. This was associated with more production, and thus
higher incomes. The grants led to more labour and work. Women gained more
than men. Debt declined.

Similar results were seen in Namibia. The percentage of those falling below

the food poverty line (N$152 per month; the Basic Income Guarantee (BIG)
was N$100 per month) dropped from 76 percent to 37 percent. The
percentage of those being able to get a job or become successfully self-
employed increased from 44 percent to 55 percent, and the amount of non-
BIG income per capita rose from N$118 to N$152 indicating a virtuous
economic growth cycle.

Today, the US provides the most applicable Basic Income scheme in operation
—the Alaska Permanent Fund Dividend. It is funded from oil and gas returns
and pays out, on an annual basis, between $878 and $3,269 for each Alaskan.
There is no reason why the funding basis of a scheme has to be oil and gas—it
could equally be land or simply funded out of general taxation. Alaska is the
tenth wealthiest US state so it is not unusually wealthy. There are number of
notable impacts of the dividend. Firstly, it has enormous political support. It
has been described as the ‘third rail of Alaskan politics’—any politician who
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touches this electrified rail will die (it enjoys 80 percent support). Secondly,
Alaska has one of the lowest poverty rates in the US, it is one of the most equal
states and inequality actually decreased during the 1990s and 2000s (the
Fund was introduced in 1982) — the only state where this was the case.

What do these case studies tell us? Given institutional differences, data issues,
comparability factors, none of these case studies is conclusive. We can say that
where Basic Incomes or similar have been introduced they have had notably
positive social effects overall. The impact on work incentives is inconclusive.
Where some small negative labour market impacts have been observed, they
are counter-balanced by social benefits such as mothers taking slightly
extended periods of maternity leave. But neutral and positive work incentive
impacts have also been reported. The knock-on impact on entrepreneurial
activity in Madhya Pradesh is noteworthy from a freedom and creativity
perspective.

This is the best real world data we have available to us. It is all useful and
indeed suggests a social policy that is likely to be positive on balance. At least,
a robust and positive hypothesis can be formed on that basis. More
pertinently, as Karl Widerquist states, reflected on the US trials:

“Reichauer asked what would have happened if the introduction of Social
Security had been preceded by a similar experiment? It would certainly have
shown that people saved less for their retirement, retired sooner than they
otherwise would have, and relied less on traditional feelings of family
responsibility for elders. Such findings would have challenged prevailing norms
and would have given considerable ammunition to Social Security opponents.”

The point is that any major reform of welfare comes with some downsides.
Basic Income would be no exception. There is plenty of evidence to suggest,
however, that the benefits significantly outweigh the costs.

Concluding comments

Basic Income is an old idea, advocated across the philosophical spectrum
which could answer the needs of this time. Neither the current system nor a
‘contributory’ alternative meets today’s needs to the same extent: simplicity
and clarity; properly supporting the lives of people, communities and
families; enabling people to adapt to rapid technological change; and
spreading the ability of people to develop and realise their creativity.
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The negative distributional consequences of Basic Income can be heavily
mitigated and even eliminated. There are practical systems that have been
proposed—the RSA Basic Income model is one—and some in real world
operation, most particularly in Alaska. The strong moral underpinning of
providing basic support to all and ensuring work pays is also intrinsic to Basic
Income. In the context of our four tests—moral alignment, fiscal viability,
distributional fairness, and support for creativity—Basic Income is a system
that has strong merits in principle and sufficient evidence to suggest merits in
practice. This is why a Basic Income pilot in the UK at a city or city- region
level should be explored. At least then, we would have a better idea of how it
would work in practice.

Basic Income would be an important component of a new citizen-state
contract. This contract is one that would underpin securely the creative
capacities of each individual. It would be simple and could be as valued as it is
in Alaska—the ‘third rail’ of Alaskan politics. Compare that to the complex
and convoluted debate about tax credits, their impenetrability, and perverse
impacts. The RSA Basic Income model would reward contribution, caring,
and citizenship. Basic Income is worthy of much wider debate—one that is
led by citizens rather than HM Treasury. We hope you'll join in.

Read more about the RSA Basic Income

Download Creative citizen, creative state with full references and bibliography
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