Study: a universal basic income would grow the economy
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A universal basic income could make the US economy ftrillions of dollars larger, permanently, according to a new
study by the left-leaning Roosevelt Institute.

Basic income, a proposal in which every American would be given a basic stipend from the government no
strings attached, is often brought up as a potential solution to widespread automation reducing demand for labor
in the future. But in the meantime, its critics typically allege that it is far too expensive to be practical, or else that
it would spur millions of Americans to drop out of the labor force, wrecking the economy and depriving the
government of a tax base for funding the plan.

The Roosevelt study, written by Roosevelt research director Marshall Steinbaum, Michalis Nikiforos at Bard
College's Levy Institute, and Gennaro Zezza at the University of Cassino and Southern Lazio in Italy, comes to a
dramatically different conclusion. And it does so using some notably rosy assumptions about the effects of large-
scale increases to government spending, taxes, and deficits, assumptions that other analysts would dispute
vociferously.

Their paper analyzes three different models for a universal basic income:

1. Afull universal basic income, in which every adult gets $1,000 a month ($12,000 a year)
2. Apartial basic income, in which every adult gets $500 a month ($6,000 a year)
3. Achild allowance, in which every child gets $250 a month ($3,000 a year)

They find that enacting any of these policies by growing the federal debt — that is, without raising taxes to pay
for it — would substantially grow the economy. The effect fades away within eight years, but GDP is left
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permanently higher. The big, $12,000 per year per adult policy, they find, would permanently grow the economy
by 12.56 to 13.10 percent — or about $2.5 trillion come 2025. It would also, they find, increase the percentage of
Americans with jobs by about 2 percent, and expand the labor force to the tune of 4.5 to 4.7 million people.

They also model the impact of the plan if it's paid for with taxes. That amounts to large-scale income
redistribution, which, the authors argue, would stimulate the economy, because lower-income people are likelier
to spend their money in the near-term than rich people are. Thus, they find that a full $12,000 a year per adult
basic income, paid for with progressive income taxes, would grow the economy by about 2.62 percent ($515
billion) and expand the labor force by about 1.1 million people.

These are extremely contentious estimates, borne of controversial assumptions about the way the economy
works and the effects that a basic income would have on it. Many, if not most, economic modelers would come to
very different conclusions: that a basic income discourages work, that raising taxes to pay for it could have
profound negative economic impacts, and that not paying for it and exploding the deficit is a recipe for fiscal and
economic ruin.

But the authors argue that the economic model they're using, run by the Bard College Levy Economics Institute,
uses more realistic assumptions than alternative models, and is particularly well-suited for predicting a UBI’s
impact.

If nothing else, the paper should provoke other analysts with less rosy models to come up with their own
predictions of what a large-scale basic income would do.

The predictions driving the model

Predicting how policies will change the economy is difficult, and requires making tricky and contestable
assumptions about the way the economy current works. And the Levy Institute model and Roosevelt Institute
researchers make some big assumptions that many macroeconomists and public finance economists are likely
to disagree with.

Perhaps the single most important assumption is that the economy is suffering from a lack of demand —
consumers and businesses aren’t buying enough stuff. This is traditionally the problem in recessions, and it's
typically addressed through monetary or fiscal policies meant to boost demand. Governments can spend a
bunch of money on infrastructure or tax breaks, which juices demand by having the government buy more or
giving consumers more money to spend; this was the approach of the 2009 stimulus package. Or central banks
can print a bunch of money and bring down interest rates, which makes it easier for businesses and individuals
to borrow and spend money.

But in recent years there’s been growing concern that this might be a “secular” problem — one that persists
even after the economy has seemingly recovered from a downturn. Larry Summers, the former Obama adviser,
Harvard president, Treasury secretary, and eminent economist, has since 2013 warned of an ongoing “secular
stagnation,” borrowing the term from the early 20th century economist Alvin Hansen, who coined it in the 1930s.
Thomas Piketty’s book Capital in the 21st Century has prompted research tying this decline in aggregate
demand to the surge in high-end inequality; if the rich control more and more money, and aren’t spending it, that
helps explain sluggish demand.

The Roosevelt Institute has done a bunch of work on this theme, arguing that a shortfall in aggregate demand,
tied to inequality, is strangling the economy. Roosevelt's JW Mason argued in a June 2017 paper that the US
economy is still quite far from full employment, and GDP is falling below its potential level, largely because of low
demand; he argues for more aggressive Federal Reserve policy to correct the problem. Roosevelt's Steinbaum
and Mike Konczal argued in 2016 that low levels of demand have led to less labor mobility (fewer people
switching jobs and moving for work), less entrepreneurship, and more concentration of profits in a handful of
companies at the expense of competitors and potential new challengers.

So the Levy model used in the basic income paper, building off this research, assumes that demand is well
below where it could be. That helps explain why big, unfunded increases in spending, like a basic income not
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funded by taxes, could be stimulative. Many economists would agree that in, say, 2009, when unemployment is
surging and the economy’s in recession, it makes sense to do big deficit spending to get demand up again. The
Levy model is arguing that a demand shortfall is still a problem, and similar measures would thus be effective in
2017 just as they were in 2009.

Plenty of other models would come to different conclusions. The Penn Wharton Budget Model, a widely used
economic forecasting model used by politically unaligned groups like the Tax Policy Center, tends to project that
policies that increase the deficit dramatically will have significant economic downsides. For instance, when the
Tax Policy Center looked at Donald Trump’s likely tax plan, it used the Penn Wharton model and found that over
two decades the tax plan would reduce GDP by 4 percent, mostly because the increased deficit would lead to a
surge in interest rates on government debt, and then on small business loans, mortgages, and credit cards as
well.

The Roosevelt-Levy model, by contrast, finds that any negative effect due to the deficit would be swamped by
the positive economic impacts of increased demand.

The Roosevelt-Levy model also makes two other significant assumptions:

1. Abasic income does not discourage work at all

2. Households don’t respond to changes in their tax burden

These are both contentious, but reflective of Roosevelt's broader view of how the economy works. University of
Pennsylvania economist loana Marinescu recently conducted a wide-ranging review of the literature on
unconditional cash programs for Roosevelt, focusing on programs in the US and Canada. She examined
experiments in the 1970s and '80s that evaluated “negative income taxes” (NITs, essentially basic incomes that
phase out as you earn more), Alaska’s Permanent Fund (which taxes oil extraction and returns the money
directly to every man, woman, and child through an annual check), and a dividend the Eastern Band of
Cherokees issued to members of the tribe from casino revenues.

All of these cases find reductions in work that are, at most, modest. In the Cherokee case (where members got
about $4,000 to $6,000 a year) there was no effect on work; in the Alaska case, where checks are generally
$800 to $2,000 per person (so up to $8,000 for a family of four), there's a small increase in the share of people
working part time, but no overall effect on the share of the population working. Indeed, the part-time work boost
could come from people entering the workforce anew. The negative income tax experiments are more
complicated. Most of the studies found no statistically significant reduction in work; only one, the Seattle/Denver
experiment, found a reduction, and it saw the employment rate fall by 4 percentage points

In any case, Marinescu concluded that the effects on work are small but minimal. “Our fear that people will quit
their jobs en masse if provided with cash for free is false and misguided,” Marinescu writes.

The new Roosevelt paper cites Marinescu’s finding as support for its assumption that there’d be no decline in
work. But even if there’s a modest decline in work — or a socially salutary decline, due to new mothers taking
more leave or kids staying in school longer or people choosing to retire earlier because they want to — that
could have significant economic effects, which the model will not pick up.

The assumption of no household response to changes in taxes is also sure to be contentious. It cuts two ways.
On the one hand, most conservative/libertarian leaning economists would argue that taxes, especially corporate
and investment taxes and high individual income tax rates, have a tremendous impact on business decisions
and individual decisions about work. This is the whole idea behind supply-side economics as practiced by the
Reagan, Bush, and most recently Brownback administration in Kansas: that lowering taxes on economic activity
will lead to more of it, which grows the economy. Correspondingly, enacting big tax increases to pay for a basic
income would be predicted to hurt the economy.

The right-leaning Tax Foundation, for instance, has an economic model that predicts huge positive impacts from
cutting taxes on corporations and high-income individuals, and significant negative impacts from raising them.
For instance, the Tax Foundation found that the House Republican plan to cut individual and business taxes

3/4


http://www.budgetmodel.wharton.upenn.edu/
http://rooseveltinstitute.org/no-strings-attached/
https://www.vox.com/2014/7/23/5925041/guaranteed-income-basic-poverty-gobry-labor-supply
http://rooseveltinstitute.org/what-happens-when-people-get-cash-no-strings-attached/
https://www.vox.com/policy-and-politics/2017/6/7/15753510/kansas-brownback-tax-reform

would lead to a 9.1 percent boost in GDP and a 7.7 percent boost in wages, and that Bernie Sanders’s tax plan
would cut GDP by 9.5 percent and would lower the average American’s income by nearly 13 percent.

On the other hand, some left-leaning economists have argued that raising taxes on high earners has positive
effects on household behavior. Berkeley’s Emmanuel Saez, Piketty, and Harvard economist Stefanie Stantcheva
have argued that very high marginal tax rates (the top rate on wages was 91 percent for most of the 1950s)
discourage the rich from making very large salaries. In particular, it prevented them from bargaining with their
employers to divert money from shareholders or lower-ranked staffers into higher executive compensation.

Think of it this way. In 2017, the top federal income tax rate is 39.6 percent. So if a CEO convinces his company
to raise his pay from $5 million to $6 million, he’ll get to keep $604,000 of that raise (I’'m ignoring state and payroll
taxes for the sake of simplicity). That’s a really healthy after-tax raise, so that CEO has a very big incentive to
lobby for pay hikes like that. But in 1955, the top federal income tax rate was 91 percent. So that same pay raise
would only net him $90,000. Not nothing, but a way, way smaller windfall. So back then, executives had less
reason to try to fight to earn more, which kept down inequality.

The Roosevelt paper predicts that the super-negative Tax Foundation story, where big tax increases translate
into economic calamity, would not come to pass, nor would the rosy Saez/Piketty/Stantcheva story, in which big
tax increases translate into a quite big reduction in inequality, which in turn could alleviate secular stagnation by
putting more money in the hands of the middle-class to spend.

This is predicting a huge, huge policy change
It's worth being clear about just how significant some of the policies envisioned in this paper are.

Some of them are relatively modest in cost. A $3,000 per child per year child allowance is well in line with what
other rich countries do; Canada gives family with children under 6 about US$5,000 a year, and families with
older children about US$4,250 (the benefit phases out for the rich). That plan would be totally affordable for the
US with relatively small tax increases, especially if we replaced other income support programs for children. A
group of influential US poverty experts have recently recommended a $3,000 to $3,600 a year child benefit, and
the Child Tax Credit Improvement Act from Congress member Rosa DelLauro, legislation backed by Nancy
Pelosi and John Lewis, would create a new $3,600 fully refundable tax credit for kids under 6. This is well within
the American political mainstream, and it could cut child poverty by a quarter, a third, or even in half.

But a $12,000 a year per adult basic income is another matter. The Roosevelt paper finds that paying for it would
require increasing household tax revenue by 120 percent — a more than doubling. To do that, it assumes that all
but the poorest 40 percent pay more in taxes. The middle quintile (households with an income between $48,300
and $85,600, per the Tax Policy Center) would see their average tax rate go from 14 percent to 25 percent; the
top one percent would see its average tax rate go from 32.9 percent to 67.9 percent.

This would be historically unprecedented. Note that even in 1979, when the top marginal tax rate was 70 percent,
the top one percent only paid 35.2 percent of their income in federal taxes on average. To nearly double that
number, we’'d need much, much higher income tax rates, and likely a few other new measures to tax the rich.

Of course, implementing a basic income and not paying for it would not have these problems. But it would
explode the deficit so dramatically that even many left of center economists would consider it dangerous.

All of which is to say, the most ambitious proposals that the Roosevelt paper considers would need to be refined

considerably to be ready for implementation. There are big tradeoffs between growing the deficit and forcing big

tax increases on the rich and middle class alike, and it may be that the child allowance, which Roosevelt predicts
would do the least for the economy, is the most fiscally viable option.
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