Critic of UBI (CI) wins Nobel prize for Economics

Edmund Phelps, the newly created Nobel laureate in economics is clearly not a friend! As he explained (in the Boston Review in 2000) why he didn’t like UBI: 

“Philippe Van Parijs makes the strongest imaginable case for universal basic income. But I remain opposed. For me, there are two sticking points. 

1. The demogrant (Phelps somewhat obscurantist name for UBI) device has no monopoly on the beneficial effects that make us like it, whatever the balance of its total benefits and total cost. The alternative to it–a subsidy to employers for every low-wage worker in their full-time employ–would have some of those effects and some other benefits as well. The subsidy, in pulling up paychecks and the number employed at the low-wage end of the labor market, would mitigate serious disadvantages of talent and background; it would expand the jobs that low earners could afford to reject; and it would widen low earners’ latitude in meeting their needs.

2. The other sticking point is that the demogrant idea seems in an important respect to go against the grain of the traditional American conception of a liberal republic. This conception, I will argue, would cause many Americans to hesitate to embrace a universal basic income while being willing, at least in principle, to contemplate low-wage employment subsidies.”
So that is the nub of Phelps’ argument: The US public would never accept a ‘money-for-nothing scroungers’ charter’. And anyway Phelps believes that subsidizing wages would work better than UBI.  He had previously expounded his belief in wage-subsidy in an influential book  Rewarding Work: How to Restore Participation to Free Enterprise. There is somebody else who believes in wage-subsidies, and has had the power to do something about it—Gordon Brown. His WFTC – working families tax credit scheme has been developed over his nine-year tenure at the Treasury. (It has  now transmogrified into CTC and WTC)

The consequences of WFTC have been spelled out in many previous issues of  the CI Newsletter: The huge cost, the complex rules, the widespread blunders with over- and under-payments, the collusion between employers and workers to milk the system. Perhaps worst of all is the minefield of tax traps created for a large slice of the population who find increased wages lead to sharp withdrawals of WFTC or whatever it is now called.

Phelps’ view on labour market economics are summarised in a celebratory article in the Economist (Oct12, 2006): Having demolished the old Phillips curve mechanism, which says that there is a trade-off between inflation and unemployment, Phelps established that there is a ‘natural rate’ of unemployment for the economy. Sadly, this rate is below full employment, and unemployment – a manifest market failure to clear – will persist. A continuing level of unemployment is actually a god thing, according to Phelps, because unemployment produces cowed workers who are diligent and loyal. (No wonder Economics is known as the miserable science!)

Comment: At the heart of Phelps’ adherence to the virtues of wage-subsidisation is the widely held belief of jobs-as-welfare: that a job (paid employment) is the only way citizens can validate themselves and earn honest money. Perhaps the majority of the population agree with Phelps, but it’s high time they were told:  Even now (2006) at the height of the subsidised jobs boom, and with enormous public make-work  programmes, there are still five million UK citizens jobless in one form or another (see references). The long-hours low-productivity jobs culture is not doing much to improve the general well-being of the population either, as the economists such as Layard studying ‘happiness’ have discovered . As a palliative to raise the spirits of the population job-subsidisation is a flop.

Phelps’ second point, that the public won’t accept a ‘scroungers’ charter’ is valid, so long as most of the mainstream UBI advocates stick with the idea of income tax as the source of revenue to pay for it. If you believe in UBI as something which liberates us all from the tyranny of the job-system, then income tax is also obsolete. There are many other ways to raise the money, best of all resource-based taxation. Like the Alaska dividend, it collects the revenue (economic rent in economic jargon) that belongs to us all, and then distributes it equally to all the residents. UBI then becomes an entitlement income.   
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