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In the second edition of the Bulletin we
appealed for sponsorship from all
organisations and individuals who share our
belief that there must be far-reaching changes
in social security and personal taxation
policies.

We are delighted that literally hundreds of
individuals and voluntary organisations have
agreed to sponsor the Group. If you have not
yet become a sponsor, we hope that you will
consider joining us by completing and
returning the form on the back page.

Sponsors are not committing themselves to
support a Basic Income scheme. Rather, they
are committing themselves to encouraging
Fublic debate about the desirability and
easibility of Basic Incomes.

The Research Group urgently needs financial
assistance, and some contribution from
sponsors would be appreciated. All sponsors
will automatically receive this Bulletin and
will be invited to attend a national conference
in 1986 to consider the progress of the
research programme.



BIRG BULLETIN

BIRG EDITORIAL, Spring 1985

“A Basic Income scheme would aim to guarantee to

each man, woman and child the unconditional right to

an independent income sufficient to meet basic living
costs. Its main purpose would be the prevention of
poverty, as opposed to mere poverty relief.”

These are the opening sentences of the Constitution of the Basic Income
Research Group or BIRG. They define a Basic Income scheme.

The main purpose of the research group is to find out whether such a scheme
is feasible, and if not, whether modifications can be devised which would
make it feasible.

The possibility of reform along these lines deserves serious consideration, as
was recognised in 1983 by an all-party Sub Committee of the House of
Commons Treasury and Civil Service Committee. It rejected schemes which
involve high rates of tax on people with low incomes, and recommended that
Government put work in hand to examine the feasibility of the basic income
approach to reform of personal income taxation and income support. And it
also recommended that “changes to the present system should be compatible
with an eventual move to an integrated structure of tax and social security.”)

BIRG is not aligned to any political party. As its name implies it is concerned
primarily with research. Future editions of the Bulletin will report on the
progress of the research programme. But the Bulletin will also serve as a
forum for ideas and discussion. In this edition we publish an article by
Hermione Parker, who questions the economic feasibility of full-blown Basic
Income schemes, and outlines two costed options for modified “Basic Income
Guarantee” or “BIG” schemes. We also publish an article by Douglas Smith
which demonstrates the relevance of the basic income concept to reform of
income support for students and trainees.

Hermione Parker’s article shows that a modified Basic Income scheme could
be introduced by a government prepared to treat social security benefits and
income tax reliefs together. But the case is still not fully proven, because the
costings take no account of the likely future effects of basic incomes on the
labour market and on the tax base. In a future issue we shall investigate these
effects, and we shall also raise the question of rights and responsibilities.
Would basic incomes encourage or discourage paid work? Would the black
economy increase or diminish?

These are difficult questions, but they must be confronted. They are moreover
the same questions which the Government should be asking about the
existing tax and benefit systems. Instead we have a series of social security
reviews which merely nibble at the edges of benefit reform, and from which
tax reform is excluded. One of BIRG's objectives is to hasten the day when
income security (benefits and tax reliefs) become the responsibility of a single
government agency.

(1) House of Commons: Third Special Report from the Treasury and Civil Service Committee, Session 1982-83:
The Structure of Personal Income Taxation and Income Support. May 1983, HMSO 386. £7.60
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VIEWPOINT

A NEW DEAL FOR ALL

KEITH ROBERTS

The Basic Income is designed to have far-reaching
advantages for everyone in the country, and indeed
for the country as a whole. It combines the compassion
of the Welfare State with the efficiency of the free
market.

Year by year there has grown up an elaborate, untidy
and discriminatory tangle of Social Security benefits
and income tax allowances that few people can fully
understand and fewer still can justify. The present
system is most unjust to those who are in most need of
help, especially the poor and the unemployed. A Basic
Income scheme would replace virtually the whole of
this complex muddle by one single basic subsistence
income, payable as of right to all individual citizens,
young and old, male and female, married and un-
married, just so long as they reside within the country.
The Basic Income would be enough to live on in a
modest way and fulfil most of the functions of the
Welfare State. There would need to be special prov-
isions for the sick, the handicapped and the disabled.
But beyond this basic level, anyone will be at liberty to
receive whatever earned or unearned income they can
in the free market: such income will be taxable, but
there will be no means tests, no poverty trap — and no
snoopers. The cost of the scheme, which need be no
more than that of the present system, could be met by
income tax and VAT, National Insurance contributions
by workers and employers alike should be abolished.

With modern technology the Basic Income could be
paid automatically each week by computer into per-
sonal Giro accounts. No cheques need be sent out and
no one need queue for payment. Most adults would
receive the same standard amount, about equal to the
present unemployment benefit or retirement pension
for a single person; young children should get less
according to age and the very elderly a little more.
Because the amount would depend only on age the
scheme would need much less administration than the
present DHSS. Everyone would be assessed in-
dividually for income tax instead of by family unit as at
present — an advantage in these days of changing
family relationships. Those with nothing but their
Basic Income would pay no tax, and beyond this level
the tax rate could be organised to increase smoothly
and progressively from zero without discrete tax
bands.

Such administrative reform would greatly relieve and
might well eliminate the unemployment problem; it
would discourage the black economy because people
keep their basic wage when they start earning, instead
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of giving it up as at present; it would provide an
incentive and a possiblity for the modernisation of
British manufacturing and service industries and for
the introduction of new technology; and it would have
particular social benefits for young people, for women
and families, and for the old.

Let us consider unemployment. Every individual or
family needs a certain minimum subsistence income in
order to live. Ideally this, and more, is provided by an
employer. But it may happen that no employer can
afford to pay even the minimum level, either because
of shortage of demand for his products, or because of
competition from abroad or from machines, or because
potential employees lack training or need re-training in
the necessary skills — or for many other reasons, all of
which become more critical durmg a time of rapid
technological advance like the present.

Now, when people in modern societies lose their
jobs, we do not allow them and their families to starve,
as early economists like Adam Smith, Ricardo and
Malthus assumed; a subsistence income is in fact
provided by the State. Unfortunately the social
security system, originated and extended with the best
intentions, has by now become extremely complex and
expensive — not only in Britain, but in other European
countries and in the USA. It requires means tests and
investigation of private family circumstances and re-
lationships — such as the cohabitation rule — and it
gives rise to the poverty trap — whereby a family man
earning £100 a week may actually be worse off than if
he earned £50 — thus discouraging or preventing
people from working, even though there is much work
that needs to be done.

We can see the result all about us: an increasing
polarisation between the unemployed or otherwise
deprived who live on hand-outs, and the employed,
who tend to guard their jobs at the expense of indus-
trial efficiency. Further, there is an elaborate and not
very efficient pattern of subsidies to depressed regions
and industries as well as job-creation schemes.

The great advantage of a Basic Income scheme is that it
would make the employment market more flexible: the
distinction between the employed and the unem-
ployed would largely disappear. Although for most
employers and most workers the situation would no
doubt remain much the same as now, the marginal
employer need no longer pay the subsistence compon-
ent of income, which is a major proportion of his costs
in low-wage industries. This would benefit depressed
regions and firms and many public services as well as
new small industries. Those who are now unemployed
should always be able to find some work to sup-
plement their Basic Income, possibly only part-time or
at relatively low wages, but nevetheless without the
discouragement of the poverty trap with its effective




tax rate of virtually 100 per cent. Just as important, it
would also enable many more people to take on
voluntary rather than paid work if they so wish.

In return for the guaranteed income, we should be
prepared to give up statutory, ie government-backed,
controls covering minimum wages, employment
protection and compulsory redundancy payments.
These things can be counter-productive, for they tend
to increase unemployment by discouraging employers
from hiring new staff: they defend the jobs of the
haves against the possible jobs of the have-nots. In fact
the protection afforded by Basic Income should make
such controls unnecessary.

The Basic Income should replace the present re-
tirement pensions, and the concept of a fixed national
retirement age would no longer be relevant. Since
peple age at different rates some will wish to retire
early, while others who feel active may carry on
working for many years, possibly part-time or in new
occupations. Indeed people are living longer and alth-
ough earlier retirement is sometimes advocated in
order to mitigate the unemployment caused by
automation, in the USA an increase in the retirement
age is being sought.

What are the other advantages? There is space to
mention only two. First, a simple and credible version
of the free market system, one that will work in the
exciting years of new technology which lie ahead.
Because everyone would receive the basic subsistence
component of income from the State, the labour
market could operate freely as the classical economists
assumed and as their modern disciples advocate.
There would be a positive incentive and opportunity to
anyone to work for additional income who wished to
do so, without the stigma of the black economy. There
would be less reason to resist automation. The govern-
ment would be relieved of the need to operate a
complex, unpopular and increasingly expensive social
security system, to subsidise ailing industries and
regions or introduce job-creation schemes, and could
concentrate on strategic industrial issues, on the
balance of payments, and on regulatory aspects such
as health, safety and the environment. Firms could
compete more freely with their overseas rivals.

Second, an important advantage for families, par-
ticularly for children, young people, women and the
elderly. Mothers with small children would have
several choices. They could either decide to stay at
home and rely on the Basic Income, or work part-time
or full-time, using their Basic Income to pay someone
to look after the children. Many would probably
decide to work part-time mornings or afternoons, and
to mind each other’s children. Young people should be
able to find work more readily, and the elderly could
take on part-time work if they wished to do so.

Some may say that the country cannot afford a Basic
Income for everyone, and certamly the amount to be
distributed by the government is large. However, this
need not be a net cost to the country. Everyone
receives at least a basic subsistence already; few starve.
All that would be changed is the route by which the
money is distributed. Nor need there be any net
increase in personal taxation. The average family
would pay somewhat more in actual tax, partly due to
the removal of personal and marriage allowances and
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mortgage interest relief, but all its members, young
and old, male and female, would receive a Basic
Income to balance this. National Insurance contribu-
tions by employers and employees would also be
removed. Since many people would be able to work
who now cannot do so, and since the administrative
machinery would be simplified, the Gross National
Product should rise.

The Basic Income cannot be brought in at its full level
immediately; this would be impracticable. But it could
be implemented progressively over a period of 10
years, during which the present social security system
could be gradually wound down and the tax system
simplified. Other controls and restrictions on employ-
ment and wages could be removed once it is seen that
they are no longer needed.

Keith Roberts is the author of ” Automation, Unemployment
and the Income Distribution Problem”, available from book-
sellers or direct from the European Centre for Work and
Society, P.O. Box 3073, 6202 Maastricht, The Netherlands,
£2.25 including postage.
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COSTING BASIC
INCOMES

HERMIONE PARKER

1. ARE BASIC INCOMES A VIABLE
OPTION?

By far the most important research project which the
Basic Income Research Group must undertake is to
establish whether it is possible to fund adequate levels
of basic income at acceptable rates of tax. Without
detailed costings there is a credibility gap.

It is important to emphasise and re-emphasise that the
basic income approach to tax/benefit reform is no
panacea. A basic income system is subject to all the
constraints and limitations which characterise income
maintenance systems worldwide. There is no magic
wand which will suddenly turn poverty into plenty.
Nor is there any way to get two pints out of a one pint
pot. Formulating an income maintenance strategy is
like walking a tight-rope, trying to balance the twin
aims of adequate benefit levels and economic
efficiency. Inadequate benefits produce immediate
poverty. Too little emphasis on economic efficiency
produces poverty later on.

The formula for costing a basic income or Bl system is
conceptually quite simple. Add together the costs of
the proposed basic incomes (BI), the estimated costs of
administering the new system (A), and the costs of
abolishing existing income tax, Advance Corporation
Tax and national insurance contributions (IT, ACT and
NIC); then deduct the anticipated savings on existing
public expenditure (S),'", divide the balance by the
estimated new income tax base, and multiply by 100:-

Taxrate = Bl + A + IT, ACT & NIC — S x 100
New IT base

It is necessary to include the cost of abolishing existing
income tax and national insurance contribution be-
cause the revenues are used to fund expenditure
programmes other than social security, for instance the
health service and education. Thus in 1982-83 receipts
from income tax, advance corporation tax and national
insurance contributions came to over £51 billion,
whereas expenditure on cash benefits was about £35
billion.

The new income tax base is an estimate of the total of
personal incomes, calculated using the Inland Re-
venue Survey of Personal Incomes. It is often assumed
that the income tax base is equal to income based

Gross Domestic Product, or National Income. But this
is not the case. For 1982-83 the Inland Revenue has
estimated an income tax base (assuming taxation of all

ersonal income except the Basic Incomes), of about
£163 billion, whereas income based GDP (which in-
cludes employers’ contributions, trading profits of
companies, trading surplus of public corporations etc,
as well as income from employment, self employment
and rent) in the national statistics was about £244
billion.®,

A full-blown Basic Income scheme without any means-
tested benefit (as described by Keith Roberts), would
be extremely expensive and would almost certainly fail
to achieve BIRG’s main objective, which is the preven-
tion of poverty. Using financial year 1982-83 [ have
calculated the tax rates necessary to finance four possi-
ble versions of a full-blown Basic Income system. Even
the most expensive, which would require a tax rate of
86% on all other income, would not provide 100%
protection against individual poverty, and would
almost certainly lead to national poverty because it
would undermine work incentives. There is in-
adequate protection against housing costs above £20,
and no allowance is made for the special needs of
disabled and handicapped people. Some people would
end up worse off than under the present system,
whilst others would receive more in basic income than
they require.

OPTION 1: TAX RATE 86%

Each adult receives a BI of £29.70 which is the Novem-
ber 1982 longterm supplementary benefit rate for a
single householder, plus £20 to cover housing costs.
The total is £49.60 (say £50).

Each child receives £15.
Annual cost of the Bls is:~

£ billion
44 million adults X £50 per week X 114.4
52 weeks
12.3 million children X £15 per week 9.6
X 52 weeks
TOTAL COST 124.00

Using the formula described above, with adminis-
trative costs estimated to be £0.2 billion, costs of
abolishing income tax, ACT and NIC £51.52 billion,
savings on existing expenditure £36 billion'", and a tax

(1) Sodal security benefits (including administration costs); Manpower
Services Commission grants and allowances; maintenance element of
student grants; free school meals; costs of administering income tax; cost
of rate rebates.

(2) Central Statistical Office Monthly Digest of Statistics Dec 1984 Table 1.2
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base of £163 billion, the tax rate on all income other
than the Bls is 86%:
Taxrate =£bn 124.00 + 0.2 + 51.52 — 36.00 x 100 = 86%

£bn 163.00

OPTION 2: TAX RATE 70%

Here there is an attempt to economise by restricting
the £20 for housing costs to householders. This in-
troduces administrative difficulties but is theoretically
more cost-effective. In the UK there are about 44
million adults (age 16 and over), but only about 20
million households. Assuming no other changes the
annual cost of the basic incomes would be:—

£ billion

44 million adults X £29.60 per week 67.7
x 52 weeks

20 million householders x £20 per 20.8
week X 52 weeks

12.3 million children X £15 per week 9.6
x 52 weeks o
TOTAL COST 98.1

Using the same formula as before, but allowing an
extra £100 million for administration, the tax rate
becomes 70%:—

Taxrate =£bn 98.1 +0.3(?) +51.52 — 36.00 x 100 =70%

£bn 163.00

OPTION 3: TAX RATE 60%

Further economies can be made by cutting the adult
basic income to the November 1982 ordinary sup-
plementary benefit rate for a single householder, and
by cutting the rate for children to £13. This option is
considerably cheaper, but it would leave retirement
and invalidity pensioners worse off than at present.
Assuming no other changes the annual cost of the
basic incomes is:—

£ billion
44 million adults X £23.25 per week 53.2
X 52 weeks
20 million householders x £20 per 20.8
week X 52 weeks
12.3 million children X £13 per week 8.3
X 52 weeks _
TOTAL COST 82.3
The tax rate is 60%:—
Taxrate =£bn 82.3 +0.3(?) + 51.52 — 36.00 % 100 = 60%

£bn 163.00

OPTION 4: TAXRATE 57%

A still cheaper option would involve cutting the adult
basic income to £18.60, which was the November 1982
SB rate for a single non-householder, and increasing
the householder basic income by £4.65, which was the
November 1982 difference between the SB rates for
single householders and non-householders. Each £1
by which the adult basic income is reduced saves over
£2Y4 billion a year, whereas each £ of householder
basic income costs about £1 billion, so there is a net
saving of £6 billion. The annual cost of the basic
incomes becomes:-
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£ billion

44 million adults X £18.60 per week 42.6
x 52 weeks

20 million householders X £24.65 per 25.6
week X 52 weeks

12.3 million children x £13 per week 8.3
X 52 weeks o
TOTAL COST 76.5

The tax rate is 57%:—
Taxrate =£bn 76.5 +0.3(?) + 51.52 — 36.00 x 100 =57%

£bn 163.00

In 1982-83 the total cost to the Exchequer of income tax
reliefs (tax expenditures) and cash benefits (cash ex-
penditures)" was less than £70 billion. So even Option
4 involves a big increase. Yet it comes nowhere near to
preventing poverty. Pensioners (including invalidity
pensioners) would in many cases be worse off than at
present, and so would an unknown number of house-
holders, because supplementary benefit pays rent and
rates in full in addition to the scale rates. Nor do any of
these options tackle the extra costs of disability. Since
the new tax rates assume abolition of employers’
national insurance contributions some of the new
income tax could be funded by an employers’ payroll
tax. A 10% payroll tax would cost employers about the
same as the total of 1982-83 employers’ NI contribu-
tions plus contributions to contracted-out earnings-re-
lated pensions. Even so the new tax rate on employees
(at least 47%) seems unacceptable.

2. UNIVERSALITY VERSUS
SELECTIVITY

Within integrated tax/benefit reform there are two
main alternatives:—

(1) Basic Income (or social dividend).
(2) Negative or reverse income tax.

Basic income is universalist whereas negative income
tax (NIT) is selectivist. It is commonly supposed that
selective systems are more efficient than universal
systems, because they concentrate maximum assis-
tance where the need is greatest, whereas universal
benefits are “given to everyone”. This is an oversim-
plification. Universal systems look more expensive
because they claw back benefit from the better off
through the tax system, using taxes which are either
flat rate or gently progressive, whereas NIT withdraws
benefit from the lower paid at rates which are far in
excess of even the highest income tax rates charged on
the well-to-do. Consequently tax break-even points
(where benefit received equals tax paid) are much
lower down the income scale with a negative income
tax than with a basic income system. And this is why a
negative income tax system is less expensive, or looks
so in year one. More people are subject to very high
marginal tax rates®, but the standard rate of tax for the
rest of the population can be lower than with a basic
income system.

(1) All cash benefits, not just DHSS benefits

(2) The marginal tax rate is defined as the amount of income forfeited by the
wage earner from each extra £ earned, on account of tax or benefit
withdrawal.
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system certainly looks more efficient in year one,
taking a static view of the economy. The difficulty is
that no one can calculate the longterm effects on
growth, and the tax base, of subjecting large numbers
of lower paid wage earners to very high marginal tax
rates.

Take for example the tax/benefit reform proposals put
forward by the Social Democrats'"’ and the Institute for
Fiscal Studies'”’. These would subject more than a third
of families with children to marginal tax rates of 85%
and 84% respectively. No attempt has been made to
calculate the labour market effects of such very high
tax rates. Yet it would be astonishing if they did not
erode the tax base as families sought refuge in the
black economy. A full blown Basic Income scheme
with high benefit levels financed by a high rate of tax
would almost certainly have a similar effect.”® The best
solution, in my view, is a judicious combination of
both universality and selectivity:—

“The exact mix can only be discovered by comparing
tax rates required under each system, assuming given
benefit levels, and working out the numbers of people
likely to be affected by high marginal tax rates. In the
long term the crucial factor is the effect of any system
on the tax base. Shared prosperity requires a growing
tax base. It is incompatible with a system which
imposes high marginal tax rates on large numbers of
people. Therefore means-tested benefit ceilings
should be kept as near as possible to the bottom end
of the income range (half to twice the average) where
most incomes are concentrated.” )
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In this section I shall describe just two of many
possible options for a modified or partial basic income
system, using a mixture of universality and selectivity.
These two options, which are generally referred to as
Basic Income Guarantee or BIG schemes, revise and
up-date the evidence submitted to the House of Com-
mons Treasury and Civil Service Committee Sub-Com-
mittee Enquiry into The Structure of Personal Income
Taxation and Income Support™ by Sir Brandon Rhys
Williams in July 1982. They have been costed using tax
base figures supplied by the Inland Revenue for finan-
cial year 1982-83. Revenue neutrality in this instance is
rather narrowly defined. It permits abolition of income
tax reliefs and social security benefits (in order to
finance the basic incomes), but it does not take into
account possible savings from abolition of other sub-
sidies (for instance agricultural subsidies), nor changes
from direct to indirect taxation. At this stage it seems
preferable to limit the field in order to increase
credibility.

(1) Attacking Poverty, SDP Green Paper No. 11. 1981
Poverty, Taxation and Social Security, SDP Policy Document, No. 8. 1983

(2) The Reform of Social Security A.W. Dilnot, ].A. Kay, C.N. Morris, Claren-
don Press, Oxford, 1984

{3) For information on the labour market effects of negative income tax see
the Final Report of the Seattle-Denver Income Maintenance Experiment US
Department of Health and Human Services, May 1983. And the results of
other U.S. negative income tax experiments.

{4) Quoted from “Action on Welfare” Hermione Parker, Social Affairs Unit, 2
Lord North Street, London SW1P 3LB. 1984. Page 24.

(5) Volume “Minutes of Evidence” page 420




Tables 1 and 4 show the proposed basic incomes at
both 1982-83 and 1984-85 prices. But the latter are a
straightforward uprating of the earlier figures in line
with supplementary benefit upratings over the same
period. They have not been recosted. Note also that
“BIG” is intended to operate from April to April,
therefore the basic incomes are not increased in
November. In year one of the scheme this might mean
some loss of spending power over the November to
April period. But in most cases the proposed basic
incomes provide spending power, once the new hous-
ing benefit is taken into account, which is above the
November 1984 levels.

The sine qua non of both these “BIG” options is to mop
up existing benefits and tax reliefs into a single in-
tegrated tax/benefit system, which makes no distinc-
tions on grounds of work or marital status, and which
treats each man, woman and child as an equal citizen.
But the system is made more efficient by introducing
elements of selectivity. In BIG 1(a), for example, no
attempt is made to cater for the housing needs of able-
bodied, working age adults through basic incomes,
except perhaps in the case of lone parents. Instead
there is a new means-tested housing benefit. On the
other hand much higher rates of basic income are
provided for those with higher basic needs and low
earnings potential (the old and the longterm sick and
disabled). This helps to limit the number of people
who would need to claim the new housing benefit,
and who would be at risk from high marginal tax rates.

The new income tax replaces existing income tax,
advance corporation tax and employees’ national in-
surance contribution. It would start at 40%, payable on
all income except the basic incomes. Progressive tax
rates, as shown below, are necessary in order to
prevent net income gains for people in the middle and
upper reaches of the income distribution. The extra
revenue from the higher rate tax bands is estimated to
be £4 billion.

Proposed income tax rates

0 to average earnings 40%
Average to twice average earnings  45%
Twice to three times average earnings 50%
Three to four times average earnings 55%
Four times and above 60%

Employers would pay a 10% payroll tax. The sum
raised would be about £12.8 billion, which is approx-
imately equivalent to 1982-83 employers’ national in-
surance contribution plus contracted-out earnings re-
lated pension contributions. A payroll tax has the
advantage that it would remove the incentive for
employers to take on workers part-time for earnings
below the national insurance lower earnings level, as
they frequently do now, in order to escape liability for
paying the contribution.

The new “BIG” housing benefit would comprise:

rent

local authority rates
water rates

householder component
heating

but NOT mortgage interest.
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“BIG” housing benefit would be phased out by 33
pence in the £, giving maximum marginal tax rates of
73%. It is therefore essential to restrict the number
needing housing benefit. We should aim at housing
benefit ceilings below two thirds average earnings.
Another “BIG” option is costed to include abolition of
domestic rates. This would greatly reduce dependence
on housing benefit, but would raise the starting rate of
income tax to 45%.

Pensioners and the longterm sick and disabled
Everybody over age 64, and anyone below age 65 with
a registered handicap or disability, would be entitled
to an old age supplement or an invalidity supplement
on top of their basic incomes. For instance every
person aged over 64 would recieve £21.50 + £27.50 =
£49.00, which would be tax-free and without any
earnings restriction or test of means. There would also
be a new disability costs allowance, to replace and
augment existing supplementary benefit additional
payments, mobility allowance, attendance allowance
and so forth.

All supplements in TABLE 1 are added to the
appropriate basic incomes. For instance a man, preg-
nant woman and two children would receive:—

k
First adult 21.50
Second adult 21.50
Expectant mother’s supplement 15.00
First child 15.00
Second child 15.00
TOTAL basic incomes 88.00 + housing

benefit

And a man with a registered invalid wife and two
children would receive:—

First adult 21.50

Second adult 21.50

Invalidity supplement 27.50

First child. 15.00

Second child 15.00

Disability costs allowance Variable

TOTAL basic incomes 100.50 + disability costs

allowance
+ housing benefit

The wife’s invalidity supplement and her entitlement
to a disability costs allowance would depend solely on
the degree of her disability and the extra costs result-
ing from it. Age, sex, marital status and employment
status become irrelevant, except that nobody could
draw both an old age supplement and an invalidity
supplement. But they could draw an old age sup-
plement and a disability costs allowance, to cover the
costs of attendance and so forth.

“BIG” 1(a) is a radical reform option, with the
emphasis on simplicity. All available resources are
concentrated on the basic incomes, in order to reduce
dependence on means-tested housing benefit, and
thus make lower paid work and voluntary savings
worthwhile. All income tax reliefs are abolished, and
so is State earnings related pension. There is no
householder basic income. Looking at the figures in
TABLE 1 there seems to be a case for re-structuring the
age and invalidity supplements to include a househol-
der element. This would reduce the gains from the
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scheme for two person households and increase the  where:

gain for single householders. But there are also dis- A = cost of basic incomes

advantages. The scheme would be more difficult to B = cost of BIG housing benefit

administer, and it might discourage pensioners and C = administration costs

disabled people from moving in with friends or re- D = cost of abolishing income tax, ACT and NIC

latives. E = savings on existing expenditure (see Note (1)
page 1
BIG 1(a) COSTINGS F = employers’ payroll tax

The 1982-83 costings produced a starting rate of g ki o fron: nel;v higher eate taxhands
income tax of 40%, made up as follows: = TEW INOOIE by nane
T=A+B+C+D—-E—-F-Gx100 £bn 65.13 + 1.25 + 0.5 + 51.52 — 36.00 — 12.8 — 4.00 X 100 = 40.24%

H £bn 163.00

TABLE 1: Basic Income Guarantee 1(a) PROPOSED BASIC INCOMES

State earnings related pension and all income tax reliefs abolished. Starting rate of new income tax is 40%.
National insurance contributions are abolished. New 10% employers’ payroll tax.

CATEGORY POPULATION | 1982-83 BASIC INCOMES | 1984-85 BASIC INCOMES
NUMBERS | Weekly rates Annual cost Weekly rates
m £ £b £
1. BASIC INCOMES
Each adult 44.0 18.60 42.56 21.50
Each child (0-15) years 12.3 13.00 8.31 15.00
2. BASIC INCOME SUPPLEMENTS
Each householder 19.9 - — —
Each expectant mother 0.7 13.00% 0.24 15.00*
Each widow/widower 0.3 18.60* 0.15 21.50*
Each lone parent 0.93 11.00(7) 0.53 12.50(?)
Each person aged:-
65-84 7.8 23.65 9.59 27.50
85 and over 0.6 28.65 0.89 32.50
Each invalid or handicapped
person under 65 0.9(7) 23.65 1.11 27.50
3. DISABILITY COSTS ALLOWANCE
? variable 1.75 variable
65.13

PLUS MEANS-TESTED HOUSING BENEFIT
At nil earnings a working age claimant gets: £5.35 householder element (1984-85 rate)
+£2.05 heating
+rent
+rates
+water rates

For people in receipt of age or invalidity supplements the housing benefit formula is: housing costs — (basic
income — November 1983 SB including heating addition)

Taper is 33%

No mortgage interest would be payable with housing benefit. ") New mortgagees would be expected to take out
insurance against loss of earnings as part of the Building Society contract. During the transitional period existing
mortgagees could receive mortgage interest payments, but only as a loan, which would be repayable on sale of

the property.

*for six months only

(1) Mortgage interest is currently payable in full with supplementary benefit.

I




GAINERS AND LOSERS

There are two ways to calculate the effects of tax and
benefit changes on individual living standards. First by
examining the effects on net incomes and net spending
power of hypothetical families. Secondly through
analysis of actual families in the Family Expenditure
Survey (FES). At LSE the International Centre for
Economics and Related Disciplines (ICERD) is at
present working on a programme to make possible a
study of the full FES sample. In the meantime, the
following tables show the effects of the proposed BIG
1(a) changes on hypothetical families.

Net spending power is defined as earnings PLUS
benefits and/or basic incomes LESS income tax, NI
contribution, rent and rates. Net income is defined as
earnings PLUS benefits or basic incomes LESS income
tax and NI contribution.

“BIG” 2(c) is a less radical option than BIG 1(a). State
earnings related pension (SERPS) is retained, and so
are tax reliefs for superannuation and self-employed
retirement annuities. Since a part of each person’s
income tax would go towards his/her earnings related
pension, this should encourage people to pay their tax.
The introduction of a householder basic income makes
the scheme very economical, by concentrating resour-
ces where costs are highest. But this also adds to
administrative costs, and might encourage the forma-
tion of more households.

The main disadvantage of this option is the low level of
the adult basic income. This is made necessary by the
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inclusion of SERPS, which costs an estimated £6.4
billion'”, and by the retention of private pension tax
reliefs, which costs a further £4.0 billion.

All is not lost however, because a negative income tax
would top up incomes at nil earnings, and be withdr-
awn along with the new housing benefit, using a
combined 33% taper. Thus an unemployed person
would qualify for basic income of £12, plus negative
income tax of £9.50, total £21.50, plus housing benefit.
Moreover because of the householder basic income
there is less reliance on housing benefit than under
BIG 1(a).

NOTE that BIG 2(c), like BIG 1(a) includes a guaran-
teed basic income for all students and vocational
trainees. With BIG 2(c) each young person aged 16 or
over in a recognised course of vocational or academic
training would receive £21.50 if living at home and
£35.50 if required for educational reasons to live away
from home

Higher rates of BI are also introduced for men and
women at age 63. This is in line with the recommenda-
tions of the House of Commons Select Committee on
Social Services “Age of Retirement” enquiry. (HC 26-1,
27 Oct 82).

(1) The figure of £6.4 billion (equal to 5% of estimated incomes from
employment) assumes that the State Earnings-Related Pension Scheme
(SERPS) is fully mature, and is derived from the Government Actuary's
estimates in Appendix H and Table 13 of the National Insurance Fund Long
Term Financial Estimates (First Quinguennial Review), published in July 1982,

TABLE 2: Basic Income Guarantee 1(a) NET SPENDING POWER AT NIL

EARNINGS 1984-85
After taking into account housing costs” and housing benefits, free school meals**, free welfare milk** and
‘ heating addition.
\
Existing system “BIG” 1(a)
Nov "84 1984-85
E £
Single non-householder (18 & over) 22.45%* 21.50
(16-17) 17.30 21.50
Single householder 28.05 28.90
Married or “cohabiting” couple 45.55 Any two adults sharing
accommodation 50.40
Any other 2 adults sharing
accommodation 50.50
Couple + 2 children: Any 2 adults + 2 children:
aged4and6 70.99 aged4and 6 80.40
11and 15 79.45 11 and 15 80.40
Lone parent (longterm SB) +
2 children aged 4 & 6 61.14 ‘ 58.90/64.00(?y*
Single pensioner householder 36.80 36.15
Married or “cohabiting” pensioner Any 2 pensioners sharing
couple 56.10 accommodation 78.75
Any other 2 pensioners sharing
accommodation 66.46

Assuming rent £12.95 and rates £6.30 for people without children
Assuming rent £15.45 and rates £7.30 for families with children
**  Abolished for BIG 1(a)

*** Amount depends on whether or not there is a lone parent basic income supplement

****Plus £3.30 non-householder’s rent addition for claimants aged 21 and over
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TABLE 3: Basic Income Guarantee 1(a) NET SPENDING POWER, Families with 2
children
Rent £15.45; rates £5.30; water rates £1.50
GROSS WEEKLY EXISTING SYSTEM BIG 1(a)
EARNINGS MAY 1984 1984-85
E £ £
* CB/BI 13.00 73.00
+ SB etc 54.92 —
+ HB 22.75 30.15
=HC 22.75 22.75
= NSP 67.92 80.40
40 + CB/BI 13.00 73.00
+ FIS, FSM, FWM 28.07 —
+ HB 21.15 16.95
—=IT —_ 16.00
— NIC 3.60 —
—HC 22,75 2275
= NSP 75.87 91.20
60 + CB/BI 13.00 73.00
+ FIS etc 21.57 =
+ HB 17.45 10.34
=TT — 24.00
— NIC 5.40 —
—HC 2275 22.75
= NSP 83.87 96.59
80 +F CB/BI 13.00 73.00
+ FIS etc 11,57 —
+ HB 14.15 4.74
=T, 5.80 32.00
— INIC 7.20 —
=HC 22.75 22.75
= NSP 82.97 102.99
100 + CB/BI 13.00 73.00
+ HB 9.87 —_—
—1IT 11.80 40.00
— NIC 9.00 —
— HC 2275 22.75
= NSP 79.32 110.25
125 + CB/BI 13.00 73.00
+ HB 1.12 —
—AT 19.30 50.00
— NIC 13:25 —
—HC 22:75 22.75
= NSP 85.82 125:25
150 + CB/BI 13.00 73.00
=IT 26.80 60.00
— NIC 13.50 —
—HC 22.75 22.75
= NSP 99.95 140.25
(SZ];SFBI = child benefit/basic income
e
HC = housing costs
NSP = net spending power
FIS, FSM, FWM = ily income supplement, free school meals, free welfare milk
IT = income tax
NIC = national insurance contribution

I
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TABLE 3: Basic Income Guarantee 1(a) NET INCOMES, Families with 2 children

GROSS WEEKLY EXISTING SYSTEM BIG 1(a)
EARNINGS May 1984 1984-85
£ £ £
200 +  BI/CB 13.00 73.00
(£15,000 mortgage) = 33.00 82.00
— NIC 18.00 —
= netincome 162.00 190.00
400 + BI/CB 13.00 73.00
(£30,000 mortgage) =I1I" 85.00 176.00
—NIC 22.50 -
= net income 305.50 297.00
600 + BI/CB 13.00 73.00
(£30,000 mortgage) ==IT 171.00 282.00
f — NIC 22.50 —
= net income 419.50 391.00
800 +  BI/CB 13.00 73.00
(£30,000 mortgage = 1T 244.00 400.00
& £3000 superannuation) =NIC 22.50 —
= netincome 546.50 473.00
1000 + BI/CB 13.00 73.00
(£30,000 mortgage —IT 335.00 520.00
& £5000 superannuation) — NIC 22.50 —
= net income 655.50 553.00

Mortgage interest assumed to be 10%

These figures illustrate the amount of vertical redis-
tribution (from rich to poor) which can be obtained
through basic incomes. The contention that only a
selective system is capable of concentrating resources
on the poor is NOT supported by the figures. Thus the
IFS proposals'" are very much less redistributive than
those above. Indeed many people would argue that
my higher rates of tax when coupled with abolition of
tax relief for mortgage interest and for private pensions
are TOO high. This would be a decision for the
government of the day.

@ Dilnot, Kay and Morris op cit.

BIG 2(c) COSTINGS

' The 1982-83 costings produced a starting rate of
' income tax of 40%, made up as follows:
T=A+B+C+D+E+F-G-H-]

K-L

where:
A = cost of basic incomes
B = cost of BIG housing benefit and residual SB
C = costs of administration
D = cost of State earnings related pension
= cost of retaining life assurance relief at 15%
F = costs of abolishing income tax, ACT and NIC
G = savings in existing expenditure!”
H = revenue from employers’ 10% payroll tax
= revenue from new higher rate tax bands
K = Inland Revenue estimated new income tax base
L = taxreliefs retained

T=155.41+2.00+0.75 + 6.40 + 0.60 + 51.52 — 36.00 — 12.8 — 4.00 x 100 = 40.17%

163.00 — 4.00

(1) Seenote (1) page4

R
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TABLE 4: Basic Income Guarantee 2(c) PROPOSED BASIC INCOMES

Retains State earnings related pension, and tax reliefs for private pensions. All other income tax reliefs abolished.
Starting rate of new income tax is 40%. National insurance contributions abolished. New 10% employers’ payroll

tax.
CATEGORY POPULATION | 1982-83 BASIC INCOMES | 1984-85 BASIC INCOMES
NUMBERS Weekly rates  Annual cost Weekly rates
m £ £b £

1. BASIC INCOMES
Each adult 44.0 9.00* 20.59 12.00%*
Each child (0-15) years 12.3 13.00 8.31 15.00
2. BASIC INCOME SUPPLEMENTS
Each householder 19.9 12.00 12.42 14.00
Each expectant mother 0.7 13.00%** 0.24 15.00™**
Each widow/widower 0.3 9.00*** 0.07 12,00
Each lone parent 0.93 8.60(7) 0.42 8.10(?)
Each full-time school student,
student or trainee (age over 15) 21 9.60 1.05 9.50
Each person aged:-

63-64 1.0 8.60 0.45 8.10

65-84 7.8 20.60 8.36 22.30

85 and over 0.6 25.60 0.80 27.30
Each invalid or handicapped
person under 65 1.0(?) 20.60 1.07 22.30
3. DISABILITY COSTS ALLOWANCE

? variable 1.75 variable
55.41

PLUS NEGATIVE INCOME TAX
For able bodied working age adults (other than students and lone parents (?)). The negative income tax at nil
earnings is £9.50 (1984-85 rate), to bring total entitlement up to at least supplementary benefit levels.

PLUS MEANS-TESTED HOUSING BENEFIT
At nil earnings a working age claimant gets: £5.35 householder element (1984-85 rate)
+ £2,05 heating
+ rent
+ rates
+ water rates
LESS householder BL

For people in receipt of old age or invalidity supplements, the housing benefit formula is: housing costs — (BI -
Nov 83 SB including heating)

Combined 33% taper with negative income tax.

* Equals value, at 30% tax, of 1982-83 single person’s tax allowance
** Equals value, at 30% tax, of 1984-85 single person’s tax allowance
*** For six months only

I
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1984-85

TABLE 5: Basic Income Guarantee 2(c) NET SPENDING POWER, at nil earnings

After taking into account housing costs* and housing benefits, free school meals*”, free welfare milk** and

heating addition.
Existing system “BIG” 2(c)
Nov "84 rates 1984-85
£ £
Single non-householder (18 & over) 22. 45t 21.50
(16-17) 17.30 21.50
Single householder 28.05 28.90
Married or “cohabiting” couple 45.55 Any two adults sharing
accommodation 50.40
Any other 2 adults sharing
accommodation 50.50
Couple + 2 children: Any 2 adults + 2 children:
aged 4 and 6 70.99 aged4and 6 80.40
11and 15 79.45 11and 15 80.40
Lone parent (longterm SB) =
2 children aged 4 & 6 61.14 58.90/64.00***
Single pensioner householder 36.80 36.15
non-householder 35.80(NI) 34.30
31.85(SB)
Married or “cohabiting” pensioner Any 2 pensioners sharing
couple 56.10 accommodation 63.35
Any other 2 pensioners sharing
accommodation 66.46

*

Assuming rent £15.45 and rates £7.30 for families with children
i Abohshec% for “BIG 2(c)"

Assuming rent £12.95 and rates £6.30 for single people and married couples

*** Amount depends on whether or not there is a lone parent basic income supplement
****Plus £3.30 non-householder’s rent addition for claimants aged 21 and over

4. CONCLUSION

BIG 1(a) and BIG 2(c) are only two examples of many
options already costed. But further research on
modified basic income options is necessary in order to
establish which are the most acceptable. This will
involve a great deal more work on costings, both to
bring them up to date, and to improve the meth-
odology. It will also involve a detailed analysis (using
data from the Family Expenditure Survey) of gainers
and losers. Considerable work is needed, for instance,
to establish the effects of abolishing mortgage interest
and private pension tax reliefs. Almost certainly exist-
ing rights would need to be protected. This protection
of acquired rights would also be necessary if State
earnings related pensions were abolished. All this adds
to the cost of the scheme. It also means that the sooner
we move into the transitional period the better.

The figures in TABLES 3 and 6 show net income losses
at the top which many people might find unaccepta-
ble. These can be reduced by changing the structure of
the higher rate tax bands. The revenue loss would not
be excessive. But to adjust the proposed higher rate tax
bands in this way will require detailed analysis of
figures from the Survey of Personal Incomes (SPI).

In my view the Basic Income Research Group should
give top priority to work of this sort.

Further Reading;

— House of Commons Treasury and Civil Service
Committee Sub-Committee Session 1982-83 “The Struc-
ture of Personal Income Taxation and Income Support”, 3
volumes, May 1983. HMSO 20-1 and 20-11

— Hermione Parker “Action on Welfare” 1984 Social
Affairs Unit, 2 Lord North Street, London SW1

— AB Atkinson, MA King, M Sutherland, The Analysis
of Personal Taxation and Social Security October 1983
SSRC Programme on Taxation, Incentives and the
Distribution of Income Discussion Paper No.51

— AB Atkinson The Cost of Social Dividend and Tax
Credit Schemes April 1984 ESRC Programme on Taxa-

tion, Incentives and the Distribution of Income Discus-
sion Paper No.63
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TABLE 6: Basic Income Guarantee 2(c) NET WEEKLY SPENDING POWER, Families
with 2 children
Rent £15.45, rates £5.80, water rates £1.50
GROSS WEEKLY EXISTING SYSTEM BIG 2(c)
EARNINGS MAY 1984 1984-85
£ £ £
0 + CB/BI 13.00 68.00
+ SB (incl. FSM, FWM & heating)  54.92 NIT 19.00
+ HB 22.75 16.15
- HC 2.75 22.75
= NWSP 67.92 80.40
40 + CB/BI 13.00 68.00
+ FIS (incl. FSM, FWM) 28.07 —
+ HB/NIT 21.15 21.95
=1IT = 16.00
— NIC 3.60 -
=HC 22.75 2.75
= NWSP 75.87 91.20
60 + CB/BI 13.00 68.00
+ FIS etc 21.57 -
+ HB/NIT 17.45 15.35
=TT — 24.00
- NIC 5.40 —
- HC 22.75 22.75
= NWSP 83.87 96.60
80 + CB/BI 13.00 68.00
+ FIS etc 11.57 -
+ HB/NIT 14.15 8.75
= 1T 5.80 32.00
— NIC 7.20 —
= HC 22.75 22.75
= NWSP 82.97 102.00
100 + CB/BI 13.00 68.00
+ HB/NIT 9.87 215
=11 11.80 40.00
— NIC 9.00 —
—HC 22.75 22.75
= NWSP 79.32 107.40
125 + CB/BI 13.00 68.00
+ HB 1.12 -
—IT 19.30 50.00
— NIC 11.25 —
—HE 22.75 22.75
= NWSP 85.82 120.25
150 + CB/BI 13.00 68.00
a5 26.80 60.00
— NIC 13.50 --
=HC 22.75 22.75
= NWSP 99.95 135.25
CB/BI = child benefit/basic income
SB = supplementary benefit
HB = housing benefit
HC = housing costs
gg%ﬁ,nme:%?n&uﬁ?ggme supplement, free school meals, free welfare milk
IT = income tax
NIC = national insurance contribution
NIT = negative income tax
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TABLE 6: Basic Income Guarantee 2(c) NET INCOMES, Families with 2 children
GROSS WEEKLY EXISTING SYSTEM BIG 2(1:)7
EARNINGS May 1984 1984-85
£ £ £
200 + CB/BI 13.00 68.00
(£15,000 mortgage) =T 33.00 82.00
— NIC 18.00 —
= netincome 162.00 185.00
400 + CB/BI 13.00 68.00
: (£30,000 mortgage) el 85.00 176.00
— NIC 22.50 -
= netincome 305.50 292.00
600 + CB/BI 13.00 68.00
(£30,000 mortgage) —IT 171.00 282.00
— NIC 22.50 —
= netincome 419.50 386.00
800 + CB/BI 13.00 68.00
(£30,000 mortgage =TI 244.00 365.00
— NIC 22.50 —
= netincome 546.50 503.00
1000 + CB/BI 13.00 68.00
(£30,000 mortgage =TT 335.00 462.00
— NIC 22.50 -
= netincome 655.50 606.00
CB/BI = chuld benefit/basic income
SB = supplementary benefit
HB = housing benefit
HC = housing costs
NWSP = net spending power
FIS, FSM, - fiurufv income supplement, free school meals, free welfare milk
IT = income tax
NIC = national insurance contribution
rate of interest for mortgages assumed to be 10%
Higher rate BIG income tax as for BIG 1(a).
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GOING, GOING...GONE

THE VANISHING RIGHTS OF YOUNG PEOPLETO

SUPPLEMENTARY BENEFIT
DOUGLAS SMITH

The past four or five years have seen the progressive
imposition of restrictions on the entitlement of school-
leavers and young people to the right to claim sup-
plementary benefit. The completion of this process is
expected shortly in a government announcement
which will remove from 16 and 17 years olds the right
to claim supplementary benefit. The official view of
this initiative is that if work, education or training is
available then it is wrong to allow young people to be
unemployed. In the words of Mrs. Thatcher, “Young
people ought not to be idle. It is very bad for them.”

What is bad, or good, for young people is more
complex than ‘idleness’ or its absence. And it is
difficult to see how the removal of the right to claim
benefit is good for young people or in their interests.
In fact, it is clear that a number of far-reaching and
undesirable consequences may follow on from this
proposal.

The first and more obvious consequence is that the
Youth Training Scheme would shift further towards
being a compulsory scheme - certainly for those young
people who wish to have an income of their own of
some sort. Yet the Youth Task Group in 1982 agreed
that voluntary participation was essential to the
scheme’s success, and whenever proposals for coerc-
ing young people into the scheme have surfaced they
have been vigorously resisted.

A second consequence of the removal of benefit would
be an increase in the number of young people entering
some sector of the informal economy. Already young
people are obliged to work on the margins of the
formal economy, and often on the margins of legality,
in order to make do and get by. To push larger
numbers of young people into having to adopt mar-
ginal roles and marginal survival techniques is hardly
consistent with creating the circumstances under
which young people can secure a more stable and
rewarding future for themselves — which is surely
what is good for them.

A third consequence, and one which is entirely consis-
tent with government policy to date, is a further
downward pressure on the wages or other income that
young people can expect to receive. The continual
erosion of the ability to secure an independent income
is pushing more and more young people into a re-
lationship of i increasing dependency on the family at a
time when the family is least well-equipped to be able
to offer the required support. The result is not the
consolidation of the family structure but rather the
reverse — there is increasing evidence of family tension

M

and disintegration due to the stresses of unemploy-
ment and financial dependency.

The major point at issue, though, is one of principle.
What is being proposed by the government is the
withdrawal of a basic right of citizenship for those
aged 16 and 17. In this respect the proposal potentially
affects all young people, not just a few, but it makes no
positive contribution to their position or the dilemmas
they face. The withdrawal of supplementary benefit
will not help resolve the dilemmas surrounding entry
to employment, training or further education nor will
it remove any of the inconsistencies of youth incomes
in these different statuses — quite the reverse.

What is really required at this time is not piece-meal
changes which penalise young people but a thorough
examination of the incomes they receive. There is now
an urgent need to restructure financial support for
young people by setting the whole issue of their
education and training into the context of a review of
the income, taxation and benefits systems. For only in
this way will it be possible to arrive at any form of
unified income system for young people which gives
them the financial support they need.

This issue should figure prominently in the work of
the Basic Income Research Group in the coming mon-
ths.

We hope to publish a reply to this article in the next
edition of the bulletin. — Ed.
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Sick sheep, fit goats

S

Age-old concerns

12 January 1985

Dear Editor

RADAR is obviously pleased that a disability costs
allowance is described in Bulletin No.2 as an essential
component of a Basic Income scheme. We shall be
happy to contribute to discussion on the details.

I 'am less happy, however, about the paragraph:
“additional benefits would be paid to cover invalidity
and sickness”. On what basis?

All welfare rights workers are aware of the
incentive for the DHSS to classify disabled people as
capable of work. In the USA, this issue has hit the
headlines with the legislature and judiciary forcing the
executive to modify its practices. In the UK the
executive has more power and usually manages to do
its harm by stealth.

The fundamental question is this. Does someone

“incapable of work” need a higher basic income than
someone unemployed? All medical expenses should,
of course, be met by the state and the extra costs of
disability through a disability costs allowance. In our
experience the separation of non-employed disabled
people into sick sheep and fit goats is arbitrary and
unconnected to their needs. We should be most
unhappy if the present system was incorporated in a
Basic Income scheme without question.

My impression is that the paragraph is included
because it is accepted that a BI will always be too low to
meet the needs of the longterm non-employed without
supplementation. Yet if it cannot do this it is doomed
from the start.

Yours sincerely,

Peter Mitchell
Royal Association for Disability and Rehabilitation

Hermione Parker writes:

The modified Basic Income scheme on which [ am working
pays the same basic income to every adult, plus basic income
supplements for people with special needs. Thus a disabled
person would receive the same basic income as everybody else
plus an invalidity supplement, plus a disability costs
allowance. Ideally there would be no work test and there
would certainly be no earnings restrictions. This would
surely overcome the problems raised by Peter Mitchell.

17 January 1985
Dear Editor

Below are some thoughts on Basic Income schemes
and elderly people, based on the views that come
through to us from elderly people themselves and the
pensioner lobby.

® Retirement income should be protected Itis
quite common among elderly people to believe that
retirement should bring ‘special favours’ in relation to
public finance, that is, that concessions should be
available and that income and assets should be
excluded from tax or treated favourably. Thus
retirement income should be related to the treatment
of income during working life since presently some
savings from retirement are taxed and others not, i.e.
NI and contracted-in pensions are, and contracted-out
and above guaranteed minimum contracted-in
pensions are not. There is a view that having paid tax
on income it is wrong to have to pay it twice — of
course, this argument also relates to all forms of
savings on investment income from work. Therefore
consideration should be given to tax reliefs on
retirement income.

® Contributions mean rights The contributory
National Insurance system has led to the notion that ‘I
have paid for it, therefore it is my right’. The strength
of this attitude and its importance in maintaining the
level of state retirement pensions should be examined.
It is important to consider whether politicians would
feel less committed to maintaining a Basic Income
scheme.

® Basic State Retirement Pension There is now
considerable confusion in the pensioner lobby about
the components of retirement pensions. It will
therefore be important to determine whether the basic
income should be seen as a replacement for the basic
pension only or for the total state package. The amount
of money available if the same level of contribution is
required for tax would obviously make a considerable
difference to the level of the basic income. In both
cases, what would be the position of employer
contributions?

® Earnings-Related (Additional) Pension
Keeping this pension accepts that the state may be
buttressing income inequality, and it is important to
discuss this issue. But there could be advantages in
seeing the basic income as synonymous with the basic
state pension and leaving the additional pension as a
component of retirement income. This would then
permit occupational/additional pensions to remain
apart from the basic income and thus allow elderly
people to be treated no differently from the rest of the
population. Any scheme which maintains the
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additional pension would need to look at its cost and at
the anomalies, both present and future. If this is not
done a package of basic income plus additional
pension would not guarantee an adequate retirement
income for all.

® A basic income for all adults If the additional
pension is seen as a major component of the
retirement package, then the basic income and
additional pension together could be sufficient to form
replacement income. This could then obliterate
pensioner status in the basic income.

® Age or Need The present system, although
designated ‘insurance’, is seen by most people as
‘assurance’ which they have paid for and collect in
certain situations no matter what the need. Thus there
is resentment about the withdrawal of pension
through the ‘earnings rule” and unemployment benefit
for men over 60 who have an occupational pension in
excess of £35 a week. The Basic Income Research
Group should discuss whether there should be an age
or retirement condition.

® Extra credit for the very old Itis often
suggested that very old people should have a higher
level of credit because they have greater needs. The
truth of this assertion would need to be investigated
and whether credit should be related to age or
disability. If the latter, the administrative costs of
distinguishing the disabled could be an important cost
and take-up problem. Any research would need to
look at the support system, including home helps,
attendance allowance etc, and cunsider whether any of
these should be integrated into a ‘package’ basic
income.

® Administration Many pensioners have no
contact with the tax system. Would a Basic Income
scheme bring far more people into the group of ‘form
fillers’? How could such changes be implemented
without the mammoth problems which tend to
disfigure major changes, e.g. housing benefit? Smooth
implementation should be part of any Basic Income
proposal.

Yours sincerely,

Evelyn McEwen
Age Concern

A major stumbling block?

28 January 1985
Dear Editor

One of the major problems that will face a Basic
Income scheme will be: how to deal with housing
costs? As your note on Basic Incomes and Housing
(BIRG Bulletin Nov/Dec 1984) observed: “even

Beveridge found housing a major stumbling block,
partly because housing prices are so variable and also
because people often have little choice over where they
live.”

The problems of a flat-rate payment for housing
are easy to see: some people, whose housing costs are
below the level of payment, would make a financial
gain, while others with higher rents would find
themselves unable to meet their housing costs —
perhaps leading to eviction and homelessness. It is not
surprising that schemes to help people with their
housing costs should be drawn towards the idea of a
means-tested benefit, based on income and actual
housing costs.

A Basic Income scheme faces an immediate
problem here: should the benefit be paid to
individuals (like basic incomes) or should it be paid on
the basis of households — the way housing benefits are
currently assessed? But there are also other difficulties.
How, for example, would housing costs be defined?
Rents would obviously be a housing cost — but would
rates be seen as a cost of accommodation, as they are
under the present housing benefit scheme? For people
buying a house with a mortgage, how would a
housing benefit take account of the fact that part at
least of the mortgage payment could be considered a
financial investment rather than a housing cost? And
where people have bought a home outright, do they
have no housing costs — or should some allowance be
made for the costs of maintenance and repair?

Such questions also need to take account of the
problem of hidden subsidies. For example, the latest
estimated cost of mortgage interest relief is £3.5 billion,
while the exemption of owner-occupied property from
capital gains tax resulted in a loss to the Exchequer of
£2.5 billion in 1983-4. Some economists have also
argued that council tenants benefit from hidden
subsidies through historic cost accounting and rent
pooling, while private tenants are said to be subsidised
by their landlord when their rent is set below market
levels.

Clearly a system of benefits to help people with
their housing costs cannot be properly worked out
without looking at the general question of housing
subsidies, whether these are paid through the tax
system or by other means. And housing is so
expensive relative to average incomes that subsidy of
some form or other is essential if people are going to
afford a decent standard of accommodation.

But schemes for subsidising housing can have a
number of economic and social objectives. What
standards of housing are we aiming at? What can be
done to make mobility easier or to encourage the best
use of accommodation? What effects will changes have
on prices — and hence on the provision of new homes
and investment in the repair and maintenance of
existing ones? Can all these objectives be met by a
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system of housing benefit payments? Or should a
housing benefit scheme complement a subsidy system
based on other criteria, as the old rent rebate scheme
was supposed to supplement general subsidies to
council housing?

A lot of questions are posed by housing finance.
But unless a Basic Income scheme can start supplying
some answers, it may find housing costs as big a
stumbling block as Beveridge found them to be.

Yours sincerely

Roger Matthews
Shelter

A partial Basic Income scheme in the
Netherlands?

One of the bodies sponsoring the Basic Income
Research Group is the Netherlands Scientific Council
for Government Policy. The Council is currently
examining the advantages and disadvantages of
different schemes for income maintenance in the
Netherlands in future years.

Below we publish an extract from a recent letter by the
Council to BIRG:

“We have developed a preliminary concept for a future
system of social income transfers. This concept
contains four elements:

— A partial basic income to be paid by the
government unconditionally and to each individual
citizen. The level is below the officially guaranteed
social minimum. The width of the gap between these
two depends on the situation in the labour market.

— In addition to the partial basic income, a
general insurance scheme will be proposed against the
loss of earnings. This is a compulsory insurance for all
workers, including the self-employed and the civil
servants. The benefits of this insurance will not be
higher than the officially guaranteed social minimum.

— There should also be a general assistance
provision for people who cannot reach the social
minimum as wage-earners or by drawing from the two
former elements.

— Finally, there should be a voluntary insurance
scheme against the loss of earnings above the level of
the social minimum.

So, we are investigating the partial basic income as one
of the structural elements of a system of social income
transfers, rather than a full basic income as a substitute
for the present system of social income transfers.

The research programme of the Basic Income Research
Group contains many elements of importance for our

probject. Let me sum up a few of the elements that
need careful attention also in our view:

— Basic Incomes and Informal Economy.
There is more and more concern about the growth of
the informal economy. The introduction of a basic
income makes it easier for people to look for additiznal
income outside the official economy. Hence, the
taxable national income becomes smaller and, as a
consequence, the financing of the basic incomes
becomes more problematic.

— Introducing Basic Income schemes.
The introduction of Basic Income schemes will take
many years and will have a huge influence on our
societal institutions. Politics usually have a short time
scope; is a slow introduction of a basic income
politically attainable? Not only politics will be affected,
but also the system of collective bargaining.”

Encouraging new jobs

10 January 1985
Dear Editor

[ write to you as head of a firm with 30 employees
which provides design services to the manufacturing
and construction industries.

Our office is on the outskirts of Glasgow, with its
large pool of unemployed workers from the steel,
shipbuilding and motor industries.

It does seem to me that our situation represents a
model of what industrial life will be towards the end of
the twentieth century when the wealth is being
produced by a small group of technologists and many,
perhaps the majority, of manual workers are
unemployed.

In this context, the integration of tax and social
security systems seems to offer a practical way
forward. Our firm, for example, could support a
number of ancillary jobs provided that we were not
required to pick up the whole of the social cost of
providing that employment. I believe that many
employers, in a situation similar to ours, would open
up a number of jobs at a sensible market value, i.e. the
marginal value. This would help us to compete in the
national and international market places in which we
have to operate.

The economic, social and practical issues all
appear to point in the same direction. Within the
integrated tax and benefit systems, the Basic Income
scheme has much to commend it.

Yours sincerely

Graham Roxburgh
Roxburgh and Partners, Consulting Engineers, Glasgow
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Please fill in one or both of the forms below
and return to:

Peter Ashby, Secretary, Basic Income
Research Group, 26 Bedford Square, London
WCI.

All cheques should be made payable to the
National Council for Voluntary
Organisations.

I wish to become a personal sponsor of the Basic
Income Research Group / wish to receive regular

copies of the Bulletin*
Name
Address
Telephone No
Occupation

Contribution (minimum subscription £5 p.a. for
Bulletin only)

Signature

Date

My organisation wishes to become a sponsor of the
Basic Income Research GrouE / wishes to receive
regular copies of the Bulletin

Name

Organisation

Position in organisation

Address

Contribution (minimum subscription £5 p.a. for
Bulletin only)

Signature

Date

*please delete as appropriate
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