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The Cost of Eliminating Poverty in Canada:
Basic Incomewith an Income Test Twist

I ntroduction

How much would it cost to completely diminate poverty in Canada? Thisisthe
much-maigned “bottom ling’ that inevitably turns polite discussion about anti- poverty
proposds into acrimonious disagreements about fisca posshilities. At the sametime, the
cost of diminating poverty is sendtive to the details of program design and
adminigretive ddivery. Would cash transfers be universa and unconditiona? Would
they be limited solely to citizens? Would landed immigrants be digible without a
residency requirement? What adjustments would be made for persons with disabilities?
Persons with pre-school children or specia family responghilities? Most important of
al, would there be awork requirement, with earnings subject to tax? The rdationship
between cash transfers to reduce poverty and the desire to foster work attachment in
labour marketsis aperennia concern, not only in order to contain program costs but dso
to promote what many see asamora duty for citizens.

Theideaof aBasic Income (BI) is quite smple --- that everyone should receive
from the state an adequate income on which to live “extremely modestly”, granted
unconditionally and tax-free as aright of citizenship (Lerner 2002:34). With this
formulation, there would be no work requirement, and the details of taxing income above
this Bl can be left unspecified. Assertions of rights often safely ignore the cogts of
financing.

The above notion of a Bl is viewed in Canada as wishful fantasy. After dl, no
modern indusirid country has anything closeto aBl in place. Further, the view thet

generous unconditiond transfers should be given to able-bodied persons who smply



choose not to work is too controversid in amarket economy that must il rely on labour
input to produce goods and services. Rather, amore moderate position might be the
guaranteed income (Gl) dternative in which some basic amount (G) is guaranteed
unconditiondly, but progress towards escaping poverty completely would be tied to the
individud’s labour market earnings. The G amount in the Gl isinvariably less than the

Bl levd envisioned by those who would wish to eradicate poverty with one single
transfer. Since the BI is unconditional, and requires no obligation to work, the Bl amount
must be set at society’ s sipulated “poverty ling” (PL) to accomplish this. At this generd
leve of formulation, what distinguishes a Bl from a Gl isamply: (1) the amount of cash
transfer given to the citizen, and whether the BI or G is sufficient to dlow the individua

to escape poverty? In other words, is Bl set equal to the poverty line standard? (2) Is
there awork incentive or earnings obligation, which, working in tandem with the
unconditiona grant portion, will dlow an individud to escgpe poverty through
participation in the labour market.

This essay provides cost estimates of a Bl and Gl that iminates poverty among
Canadians. The specification of cost etimates, dternatively in Bl and Gl terms, is
necessary for severa reasons. First, adoption of a“classcd” Bl isnot remotely
contemplated by Canada a the moment; consequently, an dternative Gl estimate is
helpful for policy discusson. Cogt cdculationsfor aBl are primarily for exercise
purposes and to satisfy curiogity at this point. Second, Canada has serioudy considered
Gl proposdsin the past and, some would argue, dready hasin place alimited Gl for
some population groups (e.g., the elderly), abeit with partia testing and delivered

through the personal income tax system. Third, theissue of work attachment remains



sdient in Canadian policy debates, and the current mechanism of refundable tax credits
(RTC) to combat poverty testifies to Canada s commitment to income-testing delivery.
Consequently, a cost estimate of diminating poverty through a Gl isingdructive. One
could even interpret current Canadian policy stance either in terms of an incomplete BI or
asatrangtiona towards afuture Gl.

The next section sketches various poverty measures employed in Canada. Thisis
followed by abrief outline of how Bl and Gl are related to the objective of diminating
poverty. We then examine the relationship between Bl and GlI, showing that Gl isaform
of Bl with an added income test and equivalent to aRTC. Cost estimates for various Bl
and Gl plans are then presented. We conclude with some limited remarks concerning
adminidrative desgn and ddivery issues.

Poverty in Canada and its M easures

Unlike the United States, Canada does not have an officid poverty line dthough
Statistics Canada regularly publishes a set of measures cdled the Low Income Cut Offs
(L1CO). Many non-governmentd organizations (NGO) regard the LICOs as an unofficid
poverty line in Canada. The L1COs represent levels of grassincome such that families
must spend a disproportionate amount on the basic necessities of food, clothing and
shelter. The LICOs vary by the Sze and composition of the family aswell asthe
population of the area of resdence. Understandably, alarger family will need more
income for necessities. For example, afamily of four living in acommunity with a
population less than 30,000 people has a LICO of $27,197 while afamily of two persons
hasaLICO of $18,017in 2000. Similarly, the cost of necessities, especidly housing,

will vary depending on the particular city or rurd community. For example, the LICO for



afamily of four living in a city with a population over 500,000 people is $34,226
annualy. The comparable figure for thisfamily living in arurd areaiis only $23,653.
Through often employed by NGO and socid policy advocates, the LICOs are typicdly
viewed as “unredidticaly high” by government program designers.

Without an officid line for policy purposes, and the lack of trangparency in
cdculating the LICO lines, Canada has recently introduced an dternative line based upon
the market basket approach (MBM). This gpproach smply caculates the actud cost to a
family of purchasng food, shdter, clothing and other items for comfort, usng actud
market prices and rents in that family's area of resdence. This “market basket” approach
is more intuitive then the gatisical cdculation of the LICO and, as wdl, avoids regiond
digortions. For example, high rents in cities such as Vancouver and Toronto no longer
affect housing cost cdculations in, say, Winnipeg or Regina. For example, the MBM for
a houschold in a city over 500,000 people is $26,901 in B.C. (Vancouver) but only
$23,218 in Manitoba (Winnipeg). This MBM will, of course, affect the determination of
poverty rates. Adopting the market basket approach instead of the LICOs reduces
Quebec's poverty rate from 21.2% to 10.8% in 1996, and Manitobas rate from 18.8% to
11.1%. On the other hand, Newfoundland's poverty rate increases dightly (Nationd
Council of Welfare, 1999).

Another popular indicator of poverty isthe Low Income Measure (LIM). The
LIM issmply one half the median income of Canadians, and a*head count” of persons
whose income fdl below the LIM isindicative of both income inequdity and low-income
prevaence. Nonethdess, a “low income’ measure in Canadais commonly employed

when discussing policy issuesin Canada The LIM is an attractive definition because of



its “ portability” across countries since, for international comparisons, al one needsis
households incomesin each country to caculate comparable LIMs.

Existence of poverty in acountry isindicative of socid inequdity. The poorest
20% of Canadians, or the bottom quintile, only receives about 4% of Canadas total
income. Canadals richest 20%, or top quintile, receives more than 40% of total income.
In other words, the top fifth has more than ten times as much money to spend asthe
bottom fifth. And there has been virtua constancy in these income shares for haf a
century. Because society is concerned with those who cannot purchase the basic
necessities, as well as those who cannot earn enough to live “ decently”, there is more
policy atention on diminating poverty. Low-income status can reasonably be associated
with inadequate housing, food and clothing, unstable employment, poor health care or
education opportunities, and even civic participation. Thus, the idea of a Basic Income or
a Guaranteed Income to eevate individuals above low-income status (or Smply, poverty)
isusudly dtractive,
Simple Algebra of Three Cash Transfers: Bl, Gl and RTC

It istedious, but necessary, to be precise about the programs designed to diminate
poverty. The Basic Income (BI) proposal is the easiest to describe. Cash transfers (%)
equad to the poverty line (PL) are granted to each citizen on an unconditiond tax-free
basis (see Lerner et a. 1999 for an interpretation of Bl within the Canadian context).

A Guaranteed Income typicdly grants an amount of unconditiona support, G, to
those with zero income. If G were set at the PL, than the Bl and GI plans would be
identicd in diminaing poverty. Typicdly, Gl plans st G below the PL while

smultaneoudy reducing $ payments by some tax rate on earnings (gtrictly income). The



tax rate iskept “low” 0 that individuas will dways be financidly better off working

than not working. At some income threshold (B), cash payments cease. There are many
ways to combine the G amount and the tax rate. One could set G such that the remaining
poverty gap (PL- G) could be iminated by working some number of hours and the
earnings taxed at the (negative) ratet-." In this case, the Gl assumesimplicitly that
poverty is diminated by a combination of unconditiona support (G) and the earnings
achieved by working some “socialy expected” leve.

A third plan concerns the Refundable Tax Credit (RTC), and is particularly useful
to consider because it relates both the Bl and Gl to positive income taxpayers (PIT) who
must finance the $ transfers to the poor. Further, the RTC has become the mgor
technique adopted in Canada to dleviate income poverty. The familiar postive income
tax (PIT) caculaestax liabilities (L) by applying atax rate (t*) to taxableincome (Y -
E); that is, income Y after alowable exemptions E, assuming Y exceedsE. Canada dso
grants avariety of tax credits (C) againg tax liabilities. Hence actud tax paid (R) is
determined by R=L - C=t*(Y - E) - C; in other words, after incluson of applicable
credits. Low income tax payers whose credits exceed their ligbilities (C exceeds L)
normally receive benefits only to the extent of their taxes owed. However, refundable
tax credits (RTC) actudly “refund’ a portion of the credit that is not exhausted by the tax
liability. Characterizing these amounts as “negative taxes’ (Snce$=N=-R=C- L)
highlights the symmetry with the postive tax system. The advantage of this portrayd is
twofold. Not only doesit illugtrate the relationship between different segments of the tax
regime, particularly the income-testing feature, but it also emphasizes the fiscal financid

aspect of proposalsto eiminate poverty; that is, connecting the “ generogity” of the



proposds to dleviate poverty with the “affordability” of the fiscd financing.

A summary of the payment formulas of the BI, Gl and RTC proposasis
given below. It demongtrates the close resemblance of these proposals if specific vaues
are chosen. In particular, aGl issmply a Bl with an income test twig, and isformally

equivaent to a RTC except for nomenclature (see Hum 1988 for forma detalls).

Basic Income: $=BI=PL (=G?) PL = Poverty Line
Guaranteed Income: $=G-tY B = G/t = Poverty Line
Refundable Tax Crediit: $=-R=C-L R=L-C=t*(Y-E)-C

Refundable Tax Creditsand the Income Testing Principle

Poverty may be dleviated by various means. Government could pay all
individuals an identica amount (universal demogrant) and raise the necessary funds by a
(progressive or flat) income tax. This demogrant could be paid on an unconditiona bas's,
subject perhaps only to arestriction on age, resdency duration or citizenship status, but
with “no requirement, no record keeping, no wondering whose shoes were under whose
bed, not anything likethat.” (Lerner in Clark, et d. 2002: 34). Thiswould condtitute the
“classic BI”. If the Bl were set equd to the poverty line, PL, dl citizenswould be
assured of acash transfer ($) sufficient to rise above poverty. On the other hand,
government might give different amounts to individuas based upon their pre-tax income.
Characterizing transfers as part of the persona income taxation system, the most generd
formulation is the refundable tax credit (RTC) method. Thisisakey ingredient of
Canada s present system. RTC/GI plans can be succinctly characterized by two
elements. an unconditiona basic support or refundable credit amount, G, that is given to

those with no taxable income; and some benefit reduction tax rate, t-, by which the cash



transfer ($) is reduced for each dollar of taxableincome. A RTC/GI plan is conveniently
represented by its combination of unconditiona support level, G, and benefit reduction
tax rate, t-. The “tax credit threshold” level, B, isthe income threshold, or breskeven
leve, a which cash payments cease. For a congtant reduction rate, B is smply G/t-.
Clearly, the higher the level of G sdlected and/or the lower the value of t- chosen, the
higher will be the threshold, B, and consequently, the greater the proportion of the
population that will receive payments.  Viewing B asthe program’s “taxable’ income
threshold, individuas with income exceeding B might be taxed at aflat rate of t+ percent
on the excess, amilarly, units with incomes below B pay no taxes but are instead given

refundable tax credit payments, again at afixed rate of t- percent.l If one were to set the

threshold B at the poverty line, PL, poverty would then be eiminated for those
individuas who work the (implicit) “socid norm” hours.

What implications for poverty (and inequaity reduction) can we draw concerning
this type of refundable tax credit plans? For our purposes the following two propositions
are stated without proof: (1) Given only the mild restriction that the credit threshold level
B exceeds the average income of the poor, the mean income of the poor will be ways
raised; in other words, these RTC/GI planswill dways reduce poverty; and (2) These

RTC/GI planswill dways result in amore equa distribution of income?

! The reduction rate (t-) below B need not be equal to the tax rate (t+) above B. Indeed,
equa tax and reduction rates will not guarantee a purely redistributive result in the sense
that post-tax aggregate income equass pre-tax aggregate income. (For further discusson
see Hum 1983).  There will dso be economic efficiency effects accompanying any
redistribution so that caculating tax and subsidy rate combinations which achieve pure
redigribution isabit artificid without afull modding of the output and incentive

changes brought about in the economy. Our intent hereisto illugtrate various RTC plans,
their costs to government, and their redistributive effects.

2 See Kakwani, 1980, for formal proofs.



Our discusson may be summarized asfollows: the Bl completdly eiminates
poverty if itisset at the PL. A RTC/GI with G lessthan PL can be viewed as a mini-BI
with an income test twist. It requires some work performance by individuasto escape
poverty completely. Findly, by restricting cash transfer plans to the refundable tax credit
design; poverty (and income inequality) will dways be unambiguoudy reduced. Itis
important to emphasize just what principle is at stake when we redtrict atention to the
RTC design. It involves the acceptance to scale benefitsin inverse relation to income;
that is, the lower the income, the higher the transfer payment.3 Thismay not be too
difficult to accept as a garting point.

Estimated Cost of Eliminating Poverty in Canada

Our caculations of the cost of diminating poverty are based on the latest publicly
avallable data from the Survey of Labour and Income Dynamics (SLI D).4 SLIDisa
pand survey that follows each enrolled household for Sx years, adding a new wave of
respondents every three years. Thus, each cross-section of SLID congsts of respondents
from two waves. Respondents are contacted in January to capture information on labour
market activity (wages, hours worked, etc.) and demographic details (e.g. changesin
marital status or location) in the previous year. They are contacted again in May to
gather information on incomes, transfers and earnings for the previous calendar (and

taxation) year, which isthe focus for our andysis. For most respondents, the income data

3 The term ‘income testing’ is used sSmply to mean that net benefits are inversely related
to pre-tax income. In other contexts, such as discussing the adminigtrative design of
programs, or the universdlity issue, the term income testing is often used interchangegbly
with ‘sdective . We retain the labd ‘incometesting’ to avoid the cumbersome phrase
‘net bendfitsinversdy rdated to income, bdieving that no confusion will arise.
* A good overview of SLID can be found at:

http://mvww.ssc.uwo.cal/soci ol ogy/l ongitudind/gil es.pdf
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is obtained by ng their tax records. Those who refuse permission to access their
tax records are asked equivaent questions about income sources and tax deductions.
There are 30,212 “economic family” respondentsin SLID for the calendar year 2000
which, when appropriately weighted, represent some 12,538,249 economic families
across Canada.”  Statistics Canada defines an economic fami ly asagroup of two or more
persons who live in the same dwelling and are related to each other by blood, marriage,
commontlaw or adoption. We adopt this definition of a household and use the terms
interchangeably in our discusson.

The top two rows of Table 1 show the state of poverty in Canadain 2000,
excluding and including exigting government trandfer payments to families (Child Tax
Benefits, Old Age Security/Guaranteed Income Supplement, Unemployment Insurance,
Socid Assistance, Goods and Services Tax Credits, Canada/Quebec Pension Plan, and
Workers Compensation). We employ two definitions of poverty: (1) the Low Income
Measure (LIM), and (2) the Market Basket Measure (MBM) developed recently by the
federal government. The first row portrays the Stuation without existing government
transfer payments. Our estimates indicate that 28.8% of families would have lived below
the poverty line established by the LIM in 2000, compared to 26.3% of families using the
MBM, in the absence of the government transfer programs now in place. The difference
in the poverty rates under the LIM and MBM definitions Smply reflects the generdly

lower poverty line thresholds of the MBM. The poverty gap is $40.2 hillion using the

®> Ninety respondents replied “don’t know” when asked about province of residence. Asa
result, aMBM measure of poverty could not be estimated for these families. The
remainder of the sample was reweighted to account for these 90 missing families when

the MBM measure of poverty isused. In practice, the reweighting makes little difference
to the results because 90 missing obsarvations is only a small percentage (0.3%) of the
totd.
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LIM and $31.5 hillion using the MBM. These figures can be used to establish an initid
benchmark for discussion; thet is, a perfectly targeted anti- poverty transfer program could
eliminate poverty for $40.2 billion under the LIM definition of poverty and $31.5 billion
under the MBM measure if there were no adverse behavioural consequences of the
transfers.”

[Table 1 about here]

The second row of Table 1 shows the effect on aleviating poverty of existing
government transfer payments, which amount to $75.8 billion according our estimates.
The current transfer payments leave 15.3% of families below the poverty line established
by the LIM in 2000 and 11.9% of families below the line established by the MBM.
Exigting transfers reduce the poverty gap to $11.6 hillion using the LIM and $7.7 billion
using the MBM. Therefore, a second benchmark can be what the current transfer system
accomplishes a a cost of $75.8 billion and what remains to be donein terms of poverty
reduction.

We now turn to the following question: what is the cost of a Bl program st at the
Canadian poverty line that would, by definition, diminate poverty entirdly? Thethird
row of Table 1 provides estimates of the cost of a Bl that replaces existing government
transfer payments to households. Since we are using the LIM and MBM definitions of
poverty, we adopt their equivaence scales as ones that would be used in the design of a
BI; that is, citizenswould receive a Bl that would vary according to their household size

inthe samefashion asthe LIM or MBM measure of poverty. At the poverty line

® That is, if the transfers did not induce some families with low incomes to reduce
earnings or other income components. We are neglecting the behavioura effects of
transfers throughout our discussion.
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established by the LIM, the Bl would cost an estimated $251.7 billion. At the lower
MBM poverty line, the cost would be $217.1 hillion. With current transfer savings of
$75.8 hillion, thisimplies that the net cost of a Bl would be $175.9 using the LIM and

$141.3 billion using the MBM. This represents an additional expenditure of 16.4% of

GDP under the LIM and 13.1% under the MBM ..7 Thisis acondgderable sum.

A BI plan would transfer income to families regardless of existing income. By
definition, the Bl plans above would eiminate poverty as currently defined, but would
not betargeted: Since the Bl is universd, it provides the same benefit to dl families with
incomes above the poverty line aswell asto dl poor families regardiess of the depth of
their poverty. Even among poor families, circumstances differ consderably between the
“working poor”, where the family may have significant earnings, and other poor families.
Taking advantage of SLID’ s labour market activity profiles, we find that the [abour force
participation rate for poor families is 50%; that is, hdf of dl poor families have some
income from employment to augment whatever tranfers they receive. These families
work an average of 814 hours per year using the LIM definition and earn an average of
$3,719; they work 783 hours using the MBM measure and earn $3,133.8 For afamily of
four, these earnings represent about 15% of the LIM.

More modest transfers to the poor are involved in a Guaranteed Income, which
alows the poor to retain only a portion of their earnings in determining the transfer they

ultimately receive. A Gl plan consgs of aguarantee (G) and a negative tax (or “claw

” The Canadian GDP on an expenditure basis was $1,075.6 billion in 2000 according to
Statigtics Canada s web site (http://www.statcan.calenglishyPgdb/econ04.htm).

8 Earnings include paid wages and salaries and any self-employed earnings where annua
hours worked are reported. Self-employed earnings are not subject to Canadian
minimum wage legidation and gppear to depress hourly earnings for this group.
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back”) rate (t), that determines the reduction in the amount transferred as incomerises (G
- tY). Familieswith incomes below the threshold, or breskeven leve, defined earlier as
B=Glt, recalve a benefit, that decreases as the family’ s non-transfer income approaches
B. Familieswith incomes a or above B receive no Gl benefit. From the Gl perspective,
aBl planissmply aspecid case of the Gl in which the negative tax rate is zero and the
tax credit threshold or breskeven leve isinfinite; everyone receives an untaxed benefit.

In our GI caculations, we again subtract exiging transfer payments from family income,
snce aGl comparable to the Bl would aso probably be designed to replace existing
transfer programs.

The find three row of Table 1 present very modest Gl plans which are perfectly
targeted at the poor by setting the Breakeven leve at the poverty ling; that is, B=G/t=PL
or G=t*PL. For the LIM and atax rate of 30%, the cost of aGl planis $12.1 billion; the
codt rises to $20.1 billion with atax rate of 50%, and with atax rate of 70% the cost rises
further to $28.2 hillion. All these cost estimates are well below the current transfer
budget of $75.8 billion because only the poor receive payments. As aresult, thereis no
reduction in poverty below the 28.8% leve of incidence established by pre-transfer
incomes. Note that the effect of a higher negative tax isto raise the guarantee relive to
the poverty level and tax back more of al income received: i.e,, to both raise and flatten
the income profile for the poor. This increases transfers to the poor and the cost of the Gl
plan, and reduces the poverty gap accordingly. Thus, for atax rate of 70% the poverty

gap isreduced to $12.1 hillion, only dightly higher than the poverty gap of $11.6 billion
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under exigting transfer payments9 For the MBM, the cost of the GI plansis more
modest, Since thereis less poverty to begin with: $9.4 billion for atax rate of 30%, $15.7
billion for atax rate of 50% and $22.0 billion for atax rate of 70%. Again, the 70% tax
rate provides a poverty gap of $9.4 hillion for acost of $22.0 hillion, only dightly higher
than the gap of $7.7 billion under the current transfer system that costs $75.8 hillion,
athough the incidence of poverty is 26.0% compared to 11.9% with existing transfers.
Thus, these plans provide a very modest level of expenditure from which to consider
improvementsin the circumstances of the poor.

We now look at aset of intermediate plans, that is, Bl plans that are less generous
than the plan in Table 1 that diminated poverty entirdly, aswell as Gl plans that are more
generous than those in Table 1 that were directed only &t poor families. In thisway we
examine plans that might be more palitically and socialy acceptable both in terms of cost
and poverty reduction. Although the LIM and MBM poverty lines are both now widdy
used, they are not controversid. More modest lines based on basic needs have been
suggested by Sarlo (1996). Theselines are about 70% of the MBM for afamily of four
(CCSD, 2003). Since working familieswho are poor generate, on average, earnings
equa to 15% of the poverty line, we might use 85% of the MBM or LIM poverty line as
yet another benchmark. These plans are presented in Table 2.

[Table 2 about here]

The Bl plans are presented in the top two rows of Table 2. Reducing the transfer

to 70% of the poverty line reduces costs accordingly (pro rata) to $176.2 billion using the

LIM and $152.0 billion using the MBM definition. The incidence of poverty is 14.2%

® That is, amuch larger proportion of families are poor under the Gl plan but the plan
ensures that no one is very far below the poverty line.
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using the LIM, and 13.4% using the MBM, while the poverty gap is $7.1 billion and $5.9
billion, ras;:)edively.10 Note that these results for poverty incidence are about as good as
is currently obtained by the existing transfer system, abeit at some additiond cost. A B
set at 85% of the poverty line would cost $213.9 under the LIM and result in poverty
incidence of 11.4% and a poverty gap of $3.1 hillion; the corresponding figures using the
MBM instead of LIM are $184.5, 11.0% and $2.6 billion. ThisBI clearly does a better
job of fighting poverty by these indicators than the existing transfer program, athough at
considerable additiona cost.

The Gl plans are presented at the bottom of Table 2. We again use planswith
guarantees of 70% and 85% of the adopted poverty line and a negative tax rate of 50%,
which is congstent with both the top postive tax rates in Canada and the flat tax rate that
we caculate would be necessary to harmonize negative and postive taxes (Hum and
Simpson, 1995, Table 2). These plans are more generous than those considered earlier
because they involve breskeven levels of 1.4 and 1.7 times the poverty line, repectively,
thereby transferring more income to both poor and non-poor families. Setting the income
guarantee at 70% of the poverty line with atax rate of 50% costs $35.2 hillion and results
in poverty incidence of 20.6% and a poverty gap $9.1 hillion using the LIM; the
corresponding figures using the MBM are $27.1 hillion, 18.9%, $7.3 billion. Thisplan
reduces the poverty gap compared to current transfer programs, but leaves poverty
incidence higher. At aguarantee set at 85% of the poverty line, however, poverty
incidence using the LIM definition is reduced to 14.2%, less than current poverty

incidence, and the poverty gap is reduced further to $3.6 hillion for atotal cost of $49.4

10 Of course, if the poverty line were redefined to 70% of the existing standard, as Sarlo
would suggest, the incidence of poverty and the poverty gap would be zero.
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billion. Under the MBM definition, poverty incidence is 13.4%, dightly above the leve
experienced under the current transfer system, athough the poverty gap is much lower at
only $2.9 billion under this plan a atota cost of $37.8 billion. Notice that this Gl plan
does better than the Bl plan a 70% of the poverty linein the first row of Table2. The Gl
plan generates the same poverty incidence but lower poverty gaps at less than one-third
the cost.

Onefinal plan might be considered to illugtrate the gains in cost reduction that can
be redlized by adopting a Gl plan with atax-back rate. Consider a plan with a guarantee
st at 100% of the poverty line and a negative tax rate of 50%. By definition, such aplan
will diminate poverty in Canada. The cogt of this plan would be $66.2 billion under the
LIM definition of poverty and $50.3 billion under the MBM definition. These represent
sgnificant savings, and a significantly improved chance of palitica acceptance,
compared to the Bl plan. At the same time, they represent a reduction in what Canadians
pay (and receive) under current transfer arrangements.

Difficulties of BI/GI Implementation

Whét is one to make of dl these cdculations? Undoubtedly, one may produce
many more caculaions, usng avariety of poverty line sandards and different
assumptions. We bdieve that the following conclusions are robugt to further smulations.
Firg, the“pure’ Bl congsting of atax free universd transfer set a the poverty level so as
to diminate poverty completely istoo expensive and politically unacceptable in Canada
The drawback of the Bl isitslack of sdectivity. Since the incidence of poverty isin the
order of 10-20%, universal mechanisms without clawback are highly target-inefficient.

An gpple-a-day program for every child when only one of possibly ten children cannot
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afford an apple would be a very costly method to ensure that poor children have an apple
for school lunch,

Second, if the Bl is et at any levd less than the poverty line, then some
indication of the tax or transfer system is necessary to determine the degree to which
poverty will be aleviated beyond the contribution of the BI. Thisis unavoidable, Snce
the Bl cannot exigt in avacuum, and while the Bl may be “zero tax rated”, amounts
above the BI will have to be taxed. So, at whét rate do we do this? Therate will have a
magor influence on the degree of poverty aleviation.

Third, we have demondtrated that the Bl and Gl are technicaly conformable; that
is, aBl may be viewed as a Gl with a zero tax back rate, or a Gl may be viewed as a Bl
coupled with anon-zero tax rate on income above the Bl (or guarantee, G) amount. The
demondration that Bl and GI are members of amore richly specified family of income
transfer mechanisms should help to darify language, diminate confusion about the
relative merits of partialy specified designs, and increase understanding about the
reasons why cost estimates often differ so widely among proposasaimed & dleviating
poverty.

Finally, as dated at the outset, these caculations have been an exercise, in
the sense that no concrete proposal for ether aBI or Gl is under active discussonin
Canada. Accordingly, there seemslittle point in fine tuning further cost estimates based
upon tax structure, accounting rules, and the like.

Our discussion has dso ignored a great many other important issues: the
behavioura responses in terms of work effort (Hum and Simpson, 1991, 1993), the

possibility of dterationsin family living arrangement (Hum, 1986), or marital ingtability
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(Hum and Choudhry, 1992) and the like. Also not considered are the technica
difficulties of integrating taxes and transfers (Hum, 1988), the problems of adminigrative
ddivery (Hum, 1981), the desirability and consequences of aflat rate tax, the degree of
inequdlity that is optima from the standpoint of economic efficiency (Hum and Smpson,
1995), the complications of combating poverty in afedera state (Hum, 1983), the
limitations of both the Bl and Gl to life course planning, the role of assets, and so forth.
Even s0, the crude estimates of costs done should give us cause to reflect more serioudy

about the best way to alleviate poverty.
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Table 1. Estimates of the Extent of Poverty and the Cost of Basic Income

and Guaranteed |ncome Plansfor Canada

Trandfer Low Income Measure of Poverty Market Basket Measure of Poverty
Program (L1M) (MBM)
Cost Poverty Poverty Cost Poverty Poverty
($hillion) Incidence | Gap($b) | ($billion) Incidence | Gap($h)
No $0 28.8% $40.2 $0 26.3 % $31.5
Transfers
Current $75.8 15.3% $11.6 $75.8 11.9% $7.7
Tranders
Bl=PL  [$251.7 | 0% | $0 | $2171 | 0% | $0
Gl: G=t*PL
t=30% $12.1 28.8% $28.2 $9.4 26.0% $22.0
t=50% $20.1 28.8% $20.1 $15.7 26.0% $15.7
t=70% $28.2 28.8% $12.1 $22.0 26.0% $9.4

Notes: (1) The Basic Income (BI) proposal gives every economic family in Canada an
amount equd to the poverty line (PL=LIM or MBM) to replace existing transfers to

families.

(2) The Guaranteed Income (GI) proposa provides a guaranteed income equal to
the negative tax rate times the poverty line (G=t*PL) and taxes earnings (only) at the
negative tax rate (30, 50, or 70%).

(3) All cost and poverty gap (poverty depth) estimates are in billions of Canadian

dollars.

Source: Survey of Labour and Income Dynamics Public File 2000. Cdculations by the
authors, weighted to reflect the population of economic familiesin Canada.
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Table2. Additional Estimates of the Extent of Poverty and the Cost of I ntermediate
Basic Income and Guaranteed Income Plansfor Canada

Trandfer Low Income Measure of Poverty Market Basket Measure of Poverty
Program (LIM) (MBM)
Cost Poverty Poverty Cost Poverty Poverty
($hillion) Incidence | Gap($b) | ($hillion) Incidence | Gap($h)
BI=0.7PL $176.2 14.2% $7.1 $152.0 13.4% $5.9
BI=0.85PL | $213.9 11.4% $3.1 $184.5 11.0% $2.6
Gl: t=50%
G=0.7PL $35.2 20.6% $9.1 $27.1 18.9% $7.3
G=0.85PL $49.4 14.2% $3.6 $37.8 13.4% $2.9

Notes: (1) The Basic Income (BI) proposa gives every economic family in Canada an

amount equa to the specified proportion of the poverty line to replace existing transfers

to families.

(2) The Guaranteed Income (GI) proposa provides a guaranteed income equal to

a specified proportion of the poverty line and taxes earnings a 50%.

(3) All cost and poverty gap (poverty depth) estimates are in billions of Canadian

dollars.

Source: Survey of Labour and Income Dynamics Public File 2000. Cdculations by the
authors, weighted to reflect the population of economic families in Canada.
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