A new model of

Basic Income for Ireland



Presenter Notes
Presentation Notes
Thank you all for coming and thanks to the Nevin Institute for inviting us to present to you today. My name is Dave Quinn and I’m delighted to be here. Together with my colleague John Baker, we want to present a summary of our paper entitled “a new model of Basic Income for Ireland”. 

John . . .



Intfroduction

Aims More equal distribution of nett income | Relatively high level of basic income
Progressive rates of effective tax Transparent, intelligible central
funding mechanism
Irish Income | [ncome Tax Employee PRSI
Tax
Universal Social Charge, or USC Employer PRSI
Central Use USC as its primary funding mechanism, and in doing so, re-label it as
Proposal ‘Universal Basic Income Contribution’, or UBIC

Apply a high rate of UBIC on first band of income to help deliver our aims
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Our paper is an exercise in seeing how, if Basic Income were to be fully funded by taxes on personal income, it could do so in a way that meets four key objectives: [read]

It’s widely assumed that these aims can only be met at a prohibitive level of taxation, and by a schedule of tax rates that are low on the first band of income and higher on higher bands. But we propose a different analysis.

By way of background, you’ll need to know that the Irish tax system on personal incomes has four components. Three of these are deductions from gross income [read]... The fourth, Employer PRSI, is paid by employers.

Our central proposal: [read]


Our model in more detail

Basic income paid at existing core social protection rate (€203/week in 2018)

Keep the same Income Tax and Employee PRSI rates

Apply 30% USC/UBIC on first band of income and smaller increases for higher bands
Apply higher rates of Employer PRSI on a rising scale

Remove most (but not all) tax credits, reliefs and allowances

Apply new form of pension relief — similar to the proposed Auto-Enrolment rules

Replace core Social Protection transfers with UBI

o 0O 0 0 0 0 0O O

Maintain Social Protection’s means-testing and qualifying criteria for all premiums
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Just to put a bit more detail on this, here are the central elements of our model:
[read with little elaboration, then add]

In our model, we define the first band of income as income up to twice the level of Basic Income itself. And we re-define the primary transparent, intelligible central funding mechanism for Basic Income as this re-named UBIC.

As we will see, the marginal tax rate is V-shaped: it starts high on the first income band, goes lower in the middle, and rises again for higher bands.

Under this conceptualisation, and with the specific rates that we propose, a person with a market income of two times what they’re getting in Basic Income (or €21,186) will have paid 60% of that amount back to the State through their UBIC. And a person with a market income of seven times the level of Basic Income (or just over €74,000) will have paid a UBIC deduction equivalent in value to their full Basic Income receipt.

I’ll hand you back over to Dave . . .




Marginal Rates of Tax by Income Band
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I’m going to run through some of the numbers in our model. All of these figures are in our presentation handout, and this presentation is merely a summary of the more detailed analysis that is in our paper, which is also available to download from the Basic Income Ireland website. 

As you can see from this bar chart, we’ve divided up the various tax rates into 4 different income bands. From zero to €21,000, from €21 to €35,000, from there to €70,000 and then over €70,000. We also have a special case for those who earn less than €21,000 who won’t pay PRSI. This graph shows the different rates of Income Tax, PRSI Insurance and UBIC in each income band and the aggregate totals. Normally, you would expect to see a rising set of marginal rates, from low to high. But our model presents a “V” shape , where the initial marginal rate starts off high at 54%, then drop to 32% for the second income band and then return to higher levels beyond €35,000. The top marginal rate is 54% for income above €70,000. 

Some may see this as odd, even regressive. We acknowledge that it may be counter-intuitive, and unusual yes, but the fact is that this is progressive, as will become clear . . .




Core 2018 Data used in our Model
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https://www.revenue.ie/en/corporate/documents/statistics/income-distributors/individualised-gross-income.pdf



Presenter Notes
Presentation Notes
In order to build our model, we need to have raw data, and in this case, these are provided by our Revenue Commissioners’ Statistics department with a table showing the number of individuals within specific income bands and the total gross income earned by those individuals. This core data is what allows us to carry out our parallel calculations of tax deductions on all of those 3 million and 94 thousand individuals, across each income band.

But before leaving this screen, you won’t be surprised to see that the bottom 38% of income earners earn less than €20,000, whilst the top 8% of individuals earn over €70,000, and in fact, the top 1% earn over €200,000.

So let’s see what happens when we put those 3 million + individuals through our revised schedule of tax rates . . .
 

https://www.revenue.ie/en/corporate/documents/statistics/income-distributors/individualised-gross-income.pdf

Basic Income Model Outcome

Money In Money Out Money In Money Out
UBI Payments to All Adults €39,311m
Income Tax, with existing credits and reliefs €16,235m
Income Tax, with no credits and reliefs €25,409m
Provision for revised pension relief €888m
Provision for selected other reliefs €-1,168m
USC / UBIC €3,738m €19,546m
PRSI (Employee and Employer) €11,155m €13,220m
Social Protection Payments €19,676m €5,840m
Reduction in Student Grant payments €-169m

Nett State Income €11,452m €11,137m
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We now look at the calculated outcome of our proposed model and compare it with the published outcomes in 2018.

[invite participants to read the table contents]

The biggest item to calculate is the €39bn paid out to all 3.5m adults that was based on the 2016 census. As John has said, we are providing for a Basic Income rate of €203 per week for all adults. We are also allowing for additional premiums being paid to all those aged 66+ and a further premium for those aged 80+.

Income tax receipts in 2018 came to €16bn, but this figure was arrived at after a schedule of tax credits, allowances and reliefs that amounted to costing somewhere between €14bn and €21bn. In our case, our UBI model is collecting over €25bn in income tax. 

Separately, we include a  provision for reformed pension relief so that the income tax system continues to promote savings into personal occupational pension funds – but in a more fair and balanced way, similar to that proposed in the Auto-Enrolment plan. We also provide for a carry-over of a selection of the existing tax reliefs, and taken together our model includes over €2bn in tax reliefs.

Our revised UBIC generates almost €20bn being deducted out of the €105bn Gross Income in 2018. The high rate of 30% on the first income band plays a key role in achieving this sum. 

PRSI receipts are planned to increase by just over €2bn due to small increases to Employer PRSI rates but we are still leaving them well below the EU average.

But the other major contribution to meeting the cost of Basic Income is to measure the extent to which our unconditional Basic Income payments will replace many existing conditional social protection payments (and indeed any other similar transfer payments or grants). We have provided for all premiums to existing Social Protection payments above €203 per week to remain in place. 

As you can see, the bottom line is that based on our model’s revised set of tax rates, this mode is effectively cost-neutral, the difference being a mere €315m. 

Indeed, we expect the 2019 data to show a surplus from our UBI model, due to a higher Gross Income figure on which income taxes would be calculated – and we plan to publish that updated analysis shortly, later this year.




Differences between Actual and UB| Model

45
40
35
30
25
20
15
10

[N

23.35

16.24

Income Tax

19.55

3.74

USC/UBIC

€ bn
19.68
13.22
11.16
I 567
PRSI Social Protection

m 2018 Data mUBI Model

11.4511.14

Nett State
Income

39.31

0.00
uBl



Presenter Notes
Presentation Notes
Before moving from the macro to the micro analysis, this graph shows the changes across each of the Exchequer headings, with the €39bn UBI payments being funded by increased income tax, our renamed and revised UBIC – and reduced Social Protection transfers.



Funding our €39.31bn UBI Payment

Balancing State Cost, €0.315

€bn
Reduction in Tax
Credits and .
A Allowances; Increase in USC / UBIC
CAUceC €7.118 Reduced Core Social Transfers
Core Social
Transfers, Reduction on Tax Credits & Allowances
€14.005 Increase in Increase in Employer PRSI
USC / UBIC, Balancing State Cost
€15.508 Total Cost of UBI Payment
Increas
ein
PRSI, See Table 12 on Page 16

€2.065
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€0.315
€39.311


Presenter Notes
Presentation Notes
This is another way of representing the calculated nett changes arising from the implementation of our UBI model. 


Effective Tax Rates
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Our paper shows how we apply our proposed UBI model to the different range of income. This allows us to compare our model’s outcomes with the actual calculations of income earners in 2018. 

Apart from the €10 to €40,000 range, it’s hard to see any significant difference. In fact, above €40,000, all of the differences in effective tax rates are less than 2%. 

So nothing radical here. Contrary to nearly all of the papers on UBI, there are no significant tax increases here for the higher–earners. 

Now, let’s look at the change in nett pay for individuals – in actual money terms, rather then percentages . . . 


Changes in Nett Pay — Lower and High Earners
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As expected, all those with incomes between €10 and €40,000 – and that means over 56% of income earners in 2018 – all benefit by between €5,600 and €800 respectively . . . which would be a very desirable outcome. 

And as expected, for those on incomes over €100,000, these earners are worse off by amounts increasing from just under €1,000 to just under €5,000 as shown here – an increase of a mere 1.65% in their 2018 effective tax rate, certainly not a significant increase as suggested by others elsewhere.

But it is nonetheless a desirable outcome . . . because we want our UBI model to deliver a more positive income re-distribution than our existing tax system. 



Changes in Nett Pay for Upper-Middle Earners
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For the upper-middle income-earners, this graph shows that for income-earners between €40,000 and €90,000, we can see that the break-even point in our model is €60,000. 

Within this income range, which makes up 24% of income earners in 2018, the change in nett pay is relatively small, less than €750 either way . . . with nearly twice as many “winners” than “losers” in this upper-middle income bracket.


lllustration of payslip for employees through
the existing tax system

Old 2018 Calculations New UBI Model Calculations
Salary 691.74 Salary 691.74
PAYE Tax 80.34 PAYE Tax 143.81
PRSI Employee 27.67 PRSI Employee 27.67
PRSI Employer 75.05 PRSI Employer 86.47
USC 19.15 UBIC 144.98

UBI Payment 203.00

Nett Pay 564.58 Nett Pay 578.28


Presenter Notes
Presentation Notes
In our model, basic income would be paid to employees through the existing tax scheme, and they would end up with payslips very similar to those they receive at the moment. Here's an example of existing and proposed payslips for the median earner in Ireland. Basic Income is paid through the employer and it's easy to see that nett income has gone up, in this case by €13.71 per week or €715 per annum.

For non-employees, basic income would be paid by Revenue directly into their bank accounts.

I’m handing you back to John here . . .



Higher Level of Basic Income Payment

How our model could apply to weekly rate of €250

Q Cost of increased payments is ~€7bn

O Continue to define first income band as 2 x Bl rate: Yield ~€2bn
QO Raise all USC rates by 5% in every income band: Yield ~€5bn

Q Overall, the highest marginal rate would be 59%.
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Thanks, Dave.

It’s widely agreed in Ireland that €203 a week is not enough to provide an adequate income to everyone. What would be adequate is debatable, but research by the Vincentian Partnership for Social Justice suggests that it’s more like €250.

We have not made a full proposal for how that might be funded, but we did some simple calculations.

Broadly speaking, [read]

Now, 59% is a high marginal rate of tax by Irish standards, but it’s not astronomical, and far from the high rates that have shown up in more conventional models.


A question on which we ask for feedback

Is the proposed tax on low incomes too high?

Q All low earners are better off
0 Reduced labour supply of low-paid workers isn’t necessarily bad
Q Existing system withdraws benefits at more than 50% of earnings.
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Before concluding, we’d like to address one possible objection to our scheme, namely that it subjects low income-earners to a marginal rate of tax of 50%. Is that acceptable?

In reply, there’s a lot to be said, but I’ll only say three things:

Everyone at the bottom of the income distribution is better off under our model. So it’s hard to see that it is unfair to low earners.
Since our model subjects low incomes to a higher aggregate marginal rate of tax, we guess that you labour economists would predict that it would lead to a reduced supply of low-paid labour. Is that a bad thing? If a viable basic income system means that people with low incomes could preserve or improve their nett incomes while working fewer hours, that seems to us a good thing.
In the current Irish system, the effective marginal tax rate on a low earner transitioning from unemployment benefit to paid work is higher than 50%. So perhaps the disincentive effects are worse now than under our scheme.


Concluding Remarks

A New Model of Basic Income for Ireland

O More equal distribution of nett income

QO Progressive rates of effective tax

QO Relatively high level of Basic Income

O Transparent, intelligible central funding mechanism.
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So, to conclude, we reckon our model has met our four main aims: [read]

Finally, nothing we have said should be construed as a commitment to securing all of the extra funding for basic
income from taxes on personal income. Our intentions are more modest: to show that if we wanted to fund basic
income from such taxes, it could be done, using the existing tax architecture, in an egalitarian, progressive,
economically feasible and politically intelligible way.

If our presentation has piqued your interest, I hope you’ll read our full paper – which is available on www.basicincome.ie.


A New Model of Basic Income for Ireland

Presented by:
* Prof John Baker, UCD and Basic Income Ireland

e ClIr Dave Quinn, DLRCoCo, Social Democrats and Basic Income Ireland

Available at: www.basicincome.ie

Thank you


http://www.basicincome.ie/
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