“Universal basic income is not a solution in search of a problem”

— Andrew Yang!

Universal basic income (UBI) captures the idea that every adult should be provided with an
income to cover their basic needs. A government programme in which every adult citizen
receives a set amount of money regularly,? could replace means-tested benefits. In doing so,
current problems associated with bureaucracy would be largely erased, and many more would be
lifted out of poverty. The income security that UBI would provide improves wellbeing by
reducing stress, an additional merit which perhaps makes it a better policy than others for
tackling poverty. The recent resurgence of both poverty and income inequality in the UK has

drawn interest towards the introduction of UBI on the grounds of improving equity.®

Yet, the main concern associated with introducing UBI is the risk of adverse effects on labour
supply. If a liveable income is given without having to work, then would there be a drastic
reduction in the supply of labour? Proponents of this policy would argue that UBI allows the
unemployed to look for a more suitable job rather than taking the quickest one they can find.* By
reducing turnover, labour supply may actually be stabilised by the introduction of UBI. Recent
trials of UBI seem to support this idea, indicating that wellbeing is improved without any
significant reduction in unemployment. Still, it is difficult to conclude whether the effects on
labour supply would be positive or negative. Most UBI studies are relatively new, and only
provide the income for a fixed number of years. Thus, there is uncertainty in predicting the
results of UBI if it were to be introduced indefinitely: as the population adjusts to this change,

unintended consequences could arise as a result of changing expectations.



Alternatively, the effect on labour supply, positive or negative, may not be the most important
consequence of introducing such a programme. The recent acceleration of artificial intelligence
developments partly explains the resurfacing of the discussion around UBI, with the threat of Al-
driven unemployment making it a potential solution. If the demand for labour is displaced by Al,
then UBI could become vital in counteracting poverty caused by increased unemployment. In
this regard, the alleviation of poverty could be considered more important as a direct response to

the threats of automation.

The criteria used to determine the most important consequence of this policy therefore depends
on the reason for UBI being introduced. If introduced on the grounds of improving equity, and
tackling poverty and inequality, adverse effects on labour supply are risks, although not
insignificant, which are to be accounted for in pursuit of this goal. However, as a policy to adapt
to the potential developments of Al, the consequences should instead be evaluated against the

magnitude of the challenges which UBI helps to overcome.

While current discussion around the details and effects of introducing a UBI programme may
still be contentious, the origin of the concept itself dates back to the 1500s. Thomas More’s
Utopia, published in 1516, alluded to a minimum income in the form of public assistance. This
would introduce the proposition that the provision of means of livelihood to the poor, would be a
more astute way of fighting theft than sentencing thieves to death.®> The means-tested benefits
system of the present day can be seen as a manifestation of this idea, but the concept of UBI
builds upon this underlying notion that the state may have a role in alleviating poverty by

providing rather than punishing.

UBI has now risen to prominence within policy discussions once again. The pandemic has
undoubtedly contributed to the resurgence of this dialogue.® In the fragile economy it left
behind, many face income insecurity and poverty, worsened by the subsequent rise in the cost of
living in the UK caused by the war in Ukraine. Similarly, the salience of Al developments has
created an adjacent discussion around the use of UBI as an adaptive measure in the face of the
future of automation. Although previously seen as a radical policy, this acceleration in



technological developments has contributed to the rising popularity of UBI. It is clear that

understanding its consequences plays a crucial role in making this policy more acceptable.

In order to evaluate the potential effects of UBI, and determine which of its consequences is
most significant, the principles and details for a universal basic income programme must first be
outlined. Universal, can be defined as encompassing all adults, or in the case of a particular
country such as the UK, all adult citizens. Basic, implies that the amount should be sized to cover
one’s basic needs, creating a safety net against poverty. Finally, this income should be given at
regular intervals, rather than as a lump sum,” and be provided unconditionally in the form of
cash. Henceforth, a programme should be modelled under these principles and analysed for its

subsequent effects.

For the UK, one such model would be £7,540 a year,® paid each month, to all adult citizens. It is
indisputable that such a programme would be costly. Even replacing the current system of
means-tested benefits, new sources of funding would need to be introduced, of which there are
numerous options. For example, levying a wealth tax would reinforce the reduction of inequality
which is of primary concern to some proponents of UBI. However, wealth taxes themselves
come with many potential complications, such as the risk of capital flight,® as well as costs
associated with bureaucracy. It may be difficult to introduce an entirely new tax to fund this
programme. The most sensible source of funding seems to be an increase in income taxes, given
that UBI itself is a form of income; it seems logical that those with high incomes, who are in less
need of this unconditional income, are taxed to contribute to funding the programme. For this
intermediate level of payment, the personal tax allowance would fall from £12,570 to £750, and
the income tax rates would increase to 48.2p (basic), 68.2p (higher) and 78.2p (additional) in
England, Wales and Northern Ireland, whilst in Scotland the lowest rate of income tax increases
to 47.2p, rising to a top rate of 79.2p.1° While this may seem stark, this level of taxation also
offsets the abolition of National Insurance contributions taken into account by these calculations.
This moderate level of universal basic income is not completely implausible, as this level of
income may not be enough to disincentivise people from working entirely, but it is still
substantial enough to make a difference on poverty and wellbeing.



In theory, the consequences of such a UBI would be largely positive. Replacing means-tested
benefits with UBI may resolve many of the issues plaguing the current welfare state. Under the
current system, there are many who earn slightly too much to be eligible for universal credit.
Others on low income are simply not claiming the benefits they are entitled to.** Similarly, the
structural barriers of the current benefits system contribute to the unemployment trap: where the
effects of the welfare system in addition to extra work-related costs can make it financially
unattractive for someone to accept a job.'? For example, the additional costs of commuting
alongside the loss of benefit payments may discourage many from accepting a part-time or full-
time offer. In this scenario, the conditions attached to welfare payments may make it more
difficult for individuals to improve their own financial situation. The universal and unconditional
nature of UBI would prevent this, supporting those who may have previously been in danger of
falling into poverty. Furthermore, the income security which UBI provides can allow for more
time to be spent looking for a suitable job.*® Evidently, this improves staff retention for firms as
individuals no longer have to take the quickest job they can find. Productivity, as well as life
satisfaction are also likely to improve, thereby improving the allocative efficiency of the labour
market. This line of reasoning suggests that labour supply would not be significantly reduced at
all, in fact, many of the issues with means-tested benefits are mitigated through this policy

substitution.

Yet, the concern around labour supply is not unwarranted. Fundamentally, an individual’s labour
supply is influenced by the income and substitution effects. As wages rise, this can encourage
people to work more in order to reach their desired income, yet this comes at the increasing
opportunity cost of leisure time.** UBI may distort this model, as its income is disassociated
from working hours, reducing the potency of the income effect, and making leisure time more
appealing - strengthening the substitution effect. Although on an individual level this may only
lead to a slight reduction in working hours, aggregating this effect, market labour supply may

fall, eroding away at the very tax base from which the programme is funded.

Both sides of the argument are seemingly supported by economic theory. On the one hand
employment incentives may be improved, and many would be lifted out of poverty. On the other

hand, income unattached to labour fundamentally undermines the model of labour supply, posing



a significant threat on the aggregate labour market. Therefore, looking at the empirical evidence
from UBI studies is essential for dissecting this problem. The most prevalent of these studies is
in Finland, in which a nationwide randomised control trial of basic income was completed. A
modest €560 was given each month to 2000 initially unemployed people for a period of two
years. The study concluded that the basic income had a small positive impact on employment
explained by the mitigation of the unemployment trap.'® This implies that labour supply may not
be the primary factor of concern here. In fact, average life satisfaction was 0.5 higher (out of 10)
than the control group, improving aspects of people’s lives such as a reduction in stress for
example.'® Although wellbeing factors are less easily quantifiable (and therefore perhaps less
likely to be weighted as much within economic theory), these benefits illustrated by this study

should not be understated.

Yet, it is still difficult to make a decisive judgement. Due to the recency of many of these studies
and the time it takes to complete them, the lack of similar results makes extracting conclusions
on the effects of UBI from this study alone unreliable. As more results do emerge however, flaws
inherent in the nature of these studies must be taken into consideration. If a full UBI programme
were to be introduced indefinitely and nationally, behaviour may differ from if this income were
promised for two years for example. A study in Kenya is examining the difference in effects
between providing UBI for two years compared to twelve. The results two years into this study
seem to indicate that the longer-term UBI has been highly effective in encouraging savings and
investment, more so than the short-term UBI.%’ This posits the idea that the benefits of a UBI
programme may only be amplified following its full introduction, yet it does highlight the
importance of expectations when considering the evidence from these studies. Further
investigation must be done, given that these results from rural Kenya may not apply to high
income countries,® to determine if a UBI programme being introduced indefinitely in the UK

would experience similar benefits.

Overall, taking into account the empirical evidence available, the outlook is fairly positive.
Assuming that UBI is to be introduced in the UK and replace means-tested benefits, there does
not seem to be a significant risk that labour supply would decrease. Even considering the positive



impact on labour supply indicated by UBI studies, this would not necessarily be of significant

magnitude, because the potential to lift many out of poverty is more consequential.

However, as the criteria used to evaluate the importance of the effects of UBI differs depending
on the context in which it is introduced, this conclusion may change. If focus is placed on
poverty alleviation, then certainly, any success in doing so would be the most significant
consequence. Any adverse incentives on labour supply created as a result would then be taken
into consideration as a risk to mitigate. However, in the face of Al-driven automation, it would
be the impact labour market changes have on the people, rather than the effect of labour supply

on the market, which becomes more consequential.

As advancements in Al continue to accelerate, automation threatens a reduction in labour
demand. The downward pressure on wages in combination with a fall in employment could have
a devastating impact. If the market deems labour to be less valuable in the future, then
unconditional income becomes crucial in maintaining the standard of living in a country.
Although labour would not be entirely displaced immediately, despite the speed at which Al is
currently developing, many of the challenges created by this process can be overcome with the
introduction of UBI. In the short term, Al may push many white-collar workers into the gig
economy, and other short-term insecure work.'® UBI could prevent this by providing the income
security necessary to spend more time looking for a longer-term job. Similarly, more would be
encouraged to undertake training or education, allowing the labour market to better adapt to

these new technologies as a result.

The potential for UBI to balance out the potential drawbacks of Al has drawn interest from many
within the industry. Results from a study backed by OpenAI’s CEO Sam Altman were published
recently, where 3000 low-income residents in Texas and Illinois were given $1000 a month for
three years. Assessing both the quantitative and qualitative data, the study concluded that
recipients were more likely to want to advance their education,? which supports the
aforementioned argument. Yet, there was a slight decrease in labour market participation,?
which alludes towards the previous concern of a fall in labour supply following the introduction

of UBI. In spite of these mixed results, many of the merits of UBI are still valid. The income



security it provides allows individuals to adapt to rapidly changing times and thereby improves
the dynamic efficiency of the labour market. The second order consequence of this seems to be
the strengthening of labour supply in the face of future technological challenges. It may become
a vital policy for fully utilising the potential of Al without sacrificing standards of living. Despite
this, the proposition that UBI may need to be introduced as a result of this is still quite
speculative, perhaps making the results of UBI studies more relevant to the current discussion of
its risks on labour supply. Nevertheless, from the perspective of considering UBI as a
precautionary measure for the future, its potential to mitigate unemployment-driven poverty and

strengthen the labour market is significant.

In conclusion, the risk of a significant change in labour supply following the introduction of a
universal basic income is small. In turn, the most important consequence would be its potential
to alleviate poverty, and tackle many of the challenges faced by the current means-tested benefits
system. One must acknowledge that even a moderate level of universal basic income would be
costly, but in spite of this, the potential improvements in human welfare are substantial. While
wellbeing may be difficult to quantify, poverty can be measured, making UBI a viable policy to
be introduced on the grounds of improving equity. As results from more studies emerge, the
effects of UBI can be more reliably predicted, allowing the importance of its consequences to be
evaluated more thoroughly. Discussions around UBI and its effects must continue, especially
taking into account the developments of Al. In the face of these future challenges, introducing
UBI as an adaptive policy may become crucial in minimising automation-driven unemployment

and poverty.

Ultimately, if UBI were to be introduced indefinitely, we cannot dismiss the possibility of a
change in the way in which labour is supplied. However, largely it seems that this would not be
the most significant effect, and it may even come to strengthen the labour market. The problems
which universal basic income tackles are not just those of a dystopian future of automation.
Rather, it is a futuristic solution to the problem of poverty and inequality which has become ever

more present in the UK in recent times.
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