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Disclaimer

This report has been commissioned from Pragmatix Advisory Limited and funded by the Jersey
Community Relations Trust.

The views expressed herein are those of Pragmatix Advisory Limited. They are not necessarily shared by
the Jersey Community Relations Trust,

While every effort has been made to ensure that the data quoted and used for the research behind
this document is reliable, there is no guarantee that it is correct, and Pragmatix Advisory Limited can
accept no liability whatsoever in respect of any errors or omissions. This document is a piece of
socioeconomic research and is not infended to constitute investrent advice, nor to solicit dealing in
securities or investments,

Please note numbers in tables may not add due o rounding.
Cover photo by Henry Barnes on Unsplash.
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Foreword by Jersey Community Relations Trust

While we await further details of the new Government’s longer-term
priorities, reducing inequality and improving inclusion across the island
look set to be significant areas of focus.

These values were included in several of the campaign manifestos of members of the
new Government and are implicit in many of the action points stated in its 100 Day Plan.

We know that an ageing population, rapidly rising costs of living and a housing
affordability crisis that is only just beginning to bite are significant and challenging
priorities for our island—and that equity and inclusion must lie at the heart of our solutions
fo them. If left ineffectively addressed, these issues will quickly have a lasting impact on
our economy and society.

So, what does “equality and inclusion” practically look like for our community, especially
its poorest members? And, relatedly, what are Government’s priorities for reducing
disadvantage among our population? Based on the research set out in this report, and
that contained in our Social Mobility and Education report, Jersey Community Relations
Trust believes these priorities should be:

1. Reducing pensioner poverty in an ageing population;
2. Improving living standards and ensuring a humane experience of living and working
in Jersey for our middle to lowest earning migrant workers, including temporary and

seasonal workers on whom much of our economy is dependent; and

3. Improving equality of opportunity for all children and young people in our education
system, in a world in which future skills requirements look very different.
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We have three questions for government:

1.

How will the Government guarantee that it has the resources (people,
data and funding) to define a readlistic vision and evidenced-based
strategy for improving equality and inclusion in Jersey in the long term;
and ensure that Government Ministries and civil service departments
are taking a holistic, joined up approach to defining, implementing
and engaging the community around its strategy?

How will the Government determine if the current tax and welfare
system is fit for purpose for those individuals and households of our
community on the lowest incomes, when it comes o supporting a more
progressive system that limits disadvantage and in terms of creating
operational efficiencies?

Is the social contract with Jersey’s finance and other professional
services sectors balanced and fit for purpose both in terms of corporate
tfaxation and the faimess, and in some cases humaneness, of its
employment practices? If not, what would we need to do to engage
and ready the sector for a shift in this social contract towards a more
equitable approach?

o Jersey Community Relations
Trust Committee
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I I I I I I Relations Trust held any preconceived views as to what the conclusion to this report
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This report is designed to prompt discussion
regarding the prospects of introducing a universal
basic income in Jersey.

It does not aim to provide all the answers, but simply to help
determine whether a universal basic income for Jersey is worth
further consideration. With this in mind, we have included
recommendations for further research, deliberation and
debate throughout the report.

The idea of a universal basic income is becoming increasingly
popular amongst policy-makers, academics and the generall
public alike. Early experiments, particularly in North America
and Europe look promising, but there are limited real-world
applications to learn from.

We found that there may be an opportunity to use a
universal basic income to remedy several
challenges on the island.

This includes reducing inequadlity, helping low-middle income
households feeling the squeeze of the cost-of-living crisis and
improving quality of life across the island. It could also offer a
means to simplify the current tax and welfare system, leading
to potential administrative cost savings and a policy that better
incentivises work at all income levels.

But the viability of a universal basic income in Jersey will
depend most critically on its cost, and by extension on the
political appetite to adjust taxation 1o ensure the policy
remains fiscally neutral to avoid being inflationary. We have
developed a series of indicative scenarios to explore what a
universal basic income might look like in practice.
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Our cenftral scenario, based primarily on the policy judgements
built into the current system—including basic income rafes in
line with payments currently made to households enfirely
dependent on income support—would require a personal tax
rate of 42 per cent. This could be reduced to 39 per cent if
corporate tax receipts are doubled or 36 per cent if the basic
income goes only to adults.

While some increase in tax rates might be viewed as
an acceptable price to pay for the social and
economic benefits promised by a basic income, a
Jersey-wide universal scheme is likely to be too
expensive.

However, there remains much that can be learned from the
rationale for and trials of universal basic incomes in other
economies when it comes to Jersey’s tax and benefits regime.
After covid and facing widespread hikes in living costs, it is fime
for Jersey to reconsider its social and economic priorities.

There should be an active choice of the appropriate
balance between growth and distribution on the
island.

If those in employment are paid wages or salaries that are
sufficient to afford a decent standard of living on the island
and seemingly ever-rising housing costs are brought under
control, then the benefits and taxation regimes can be
simplified to focus on incentivising work whilst providing support
to those unable to do so.

This would allow Jersey to take advantage of a well-established
social safety net guaranteed by a basic income, without the
hefty price tag associated with making the scheme universal.
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SR 0 A umversol basic income is a regular payment from the state to every citizen or
’R’I"Ve rsa I bq s I C resident, regardless of their circumstances. This concept is becoming increasingly
' popular amongst policy-makers, academics and the general public alike with
I n C O m e? proponents suggesting a host of social and fiscal benefits. But with limited reakworld
. application to date, it is not yet well understood how well it works in practice.
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The idea of a universal basic income is popular

At first sight, a universal basic income is a remarkably To what extend do you agree or disagree that EU
simple policy: a regular payment from the state to member states should pay all citizens a basic

- " . income, regardless of their employment status?
eYe’Y citizen or resident, regardless of their European Union and the United Kingdom, March
circumstances.

2020, per cent of respondents (n=12,859)

In its purest form, it would represent a radical simplification of 45
both the social security and tax systems and has the potential to
provide a host of other benefits. 40

Interest in universal basic income has been growing recently
and is linked to debate about the future world of work,

especially greater job insecurity and the impact on technology
on employment, and more recently in the context of the cost- 30
of-living crisis.

25
More than two thirds of Europeans support the introduction of a
universal basic income. This support is equally strong across age 20
groups: 71 per cent of Europeans aged sixteen to 29 strongly or
somewhat support the infroduction of a basic income, while 71 15
per cent of those aged 30 to 49 and 70 per cent of those aged
50 fo 69 do.

10
Polling in the United Kingdom has revealed a similar result, with
the majority of people reporting to Gallup in 2019 a willingness to
pay higher taxes to fund a universal basic income, as would be

0

35

5
required. A 2020 Demos poll found that adults in the United
Kingdom supported by a 40-point margin “raising Income Tax on Strongly agree Somewhat Somewhat Strongly
earnings over £50,000 per year by five pence in the pound.” agree disagree disagree

Source: Eupinions and Europe’s Stories research project at the University of Oxford



There are several potential pros and cons of a
universal basic income policy.

With a diverse set of potential advantages and disadvantages,
the idea has been promoted by voices on both the left and
right sides of the political spectrum.

The relative significance of these advantages and
disadvantages is likely to vary depending on both the context
and values of the state in which the policy is deployed.

The system is too costly, requiring an increase in government
revenues for the policy to remain fiscally neutral.

Potentially reduces labour force participation and/or productivity
rates if basic needs are already met,

Requires a shiff away from established principles of confribution,
tfargeting and lifecycle distribution in the existing social security
system.

Targets need inefficiently when money spent on a universal basic
income could be more effectively spent elsewhere.

Disadvantages
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Rewards valuable non-wage labour such as caring and
domestic work, helping to support vulnerable and
disadvantaged groups.

Simplifies the tax and benefits system thereby reducing
administrative costs associated with often labour-intensive
means-testing processes.

Removes the high withdrawal rates that claimants of means-
tested benefits can face if they start working, thus incentivizing
greater labour force participation for these households.

Provides workers with the freedom to choose other opftions, take
entrepreneurial risks and bargain from a position of power with
employers.

Offers a quickly accessible infrastructure for comprehensive
financial support during crises, such as the covid pandemic.

Advantages
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Empirical evidence is limited, but so far positive

Only a small number of universal
basic income studies have been
conducted around the world, but
their results have generally been
positive.

Many of these studies have been
concentrated in developing countries,
partficularly in Africa and Asia with the aim
of eradicating absolute poverty, often
funded through foreign aid or development
bank monies.

Finland remains the only country to have
completed a nationwide randomised
conftrol frial. Annual basic incomes have
also been provided in Iran, Alaska and the
Cherokee Nation, however, the sums of
money paid annually and relatively small
amounts,

In the remainder of this section, we fake a
closer look at some of these trials—their
structure and their experimental findings. In
each case, it was a lack of funding
availability and/or political support, as
opposed to poor study results, that
prevented the policy from being more
widely adopted on a permanent basis.

Canada

A Mincome experiment in
Manitoba

A 2017 trial in Ontario

United States

First wave of policies in the 1968-82
under President Nixon

More recent small-scale trials in
Cadlifornia and Massachusetts

Ongoing annual payments to citizens
in Alaska and the Cherokee Nation

European Union

A Finland completed a
randomised control trial in 2017

A Social assistance experiments
in the Netherlands

United Kingdom

y A Simulations in United Kingdom

A Future plans for pilots in Wales
and Scotland

Selection of relevant experiments with
universal basic income policy around

the world

North America and Europe, 1960-1920



pragmatiu

advisory

Average disposable income by household type
Finland, 2017, € thousands per month

A basic income trial was run in Finland for 2,000
unemployed people between 2017 and 2018.

Entrepreneur

Employed
Ploy The programme was run for two years, whereby participants

aged between 25 and 58 years old received €560 per month.,
They were measured against a control group of 173,000 people
who received the standard unemployment benefit,

Reftired

Unemployed

The trial tested whether it increased employment among

Student - unemployed people compared to the existing benefit. However,
m Basic income changes to unemployment benefits were also infroduced in
Experimental basic income - ® Housing allowance 2018 which may have skewed the final months’ results.
0 1 2 3

Outcomes of the trial on health and wellbeing for the
Trial participants completed three to nine per cent frial participants and control group
h Finland, 2018, per cent of group
more working days per year than the control group.
100

Motivation and ability to work also both improved slightly. There ETricl mControl
was a greater increase in employment for people with children 80
and individuals whose first language wasn’t Finnish or Swedish.

60

Participants experienced improved well-being, including life
satisfaction and self-esteem. Life satisfaction increased so much 40
as to close gap between unemployed and employed people.

20
There was increased trust in institutions, improved mental and
physical health and less stress around paying bills and affording 0
food. Average life Free from mental Excellent or very
satisfaction health problems good health

Source: Social Insurance Institution of Finland
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A1968-72
A1,357 families
AUrban areas of New Jersey and Pennsylvania

Universal basic income first gained prominent policy New Jersey
attention in the 1960s in the United States. Experiment

A negative income tax, which functions much like a universal
basic income, was proposed by President Richard Nixon as @
solution to the poverty and job losses sparked by widespread
industrial change in the second half of the twentieth century.

A1969-73
A809 families
ARural areas of lowa and North Carolina

Rural
Experiment

Between 1968 and 1982, the United States Government funded

. . A1971-74
four separate experiments across six states at a cost of more Gary 59 7306 fo e
than £525 million in today’s money. The purpose of these Experiment ACI"r PPN ndi
experiments was o test the effect of the policy on the supply of Iy ot ‘=ary, Indidna
labour among its recipients.
Seattle- A1971-82
Nixon later changed his mind regarding the pursuit of such a Denver A4,800 families

policy idea, but his initial advocacy inspired more recent studies. Experiment, ACities of Seattle and Denver

Reduction in labour supply per person

Unifed States, 1968-1982, weeks peryear  paductions in labour supply were substantial, but not

5 obviously detrimental to the economy or society.

4 The results were found to be remarkably consistent across the
experiments. With married men reducing their labour supply by

3 the equivalent of two weeks of full-time employment, wives and
female heads of households by three weeks, and young workers

’ by four weeks.
While the experiment showed recipients worked fewer hours,

1 commentators have argued that this allowed for higher long-
term productivity, greater level of artistic and cultural

0 development, and even more time spent at home with children

Husbands Wives and single- Youth bringing clear benefits.
female heads

Source: Philip Robbins from the University of Miami in the Journal of Human Resources
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Proportion of students enrolling in Grade 12

, , Between 1974 and 1978, the Canadian Government
Manitoba, per cent of previous Grade 11 enrolment

trialed ‘Mincome’: an experimental basic income in

120 Manitoba.
100 The experiment was administered in the cities of Dauphin,
Winnipeg and other rural areas in Manitoba to examine the
80 potential of using a guaranteed annual income to reduce
\ v J poverty and stimulate economic growth.
60
Basic income trial period Depending on which random trial group they were in,
40 participating low-income households were guaranteed an
income of up to £19,000 in foday’s money, with a tax rate in
20 some cases of 35 per cent.
e THQI| e CONPON
0 However, the experiment was discontinued after a change in
1971 1972 1973 1974 1975 1976 1977 1978 1979 government and the budget ran out amidst austerity pressure.
Results from this trial found that family working hours Difference in hospital separation rates in frial site

versus control site
Manitobaq, difference in hospitalisations per
thousand residents

decreased slightly, but welfare indicators improved.

Among all the participants, only two key groups were found to 30
be meaningfully discouraged from working by their receipt
of Mincome. These were new mothers who took more time off 25
on maternity leave, and teenage boys, who, instead of entering 20
the workforce at an early age, decided to complete high 15
school. Moreover, students who belonged to families taking part
in the experiment received higher test scores, had lower 10
dropout rates and were more likely to continue education into 5
adulthood.
: ' -
More recent research has also found evidence to suggest a -5 X
significant reduction in hospitalisations, specifically in case of 10 Basic income trial period

mental health diagnoses. 1972 1973 1974 1975 1976 1977 1978 1979 1980

Source: Evelyn Forget from the University of Manitolba in Canadian Public Policy



Increase in income
for 80 per cent of
Wales’ population

50 per cent Reduction in

income inequality

reduction in overall
poverty rate

Simulated impacts of a universal basic income in Wales
Wales, 2021

But this scheme would require substantial changes to
the taxation system to ensure fiscal neutrality.

At the basic incomes described above, the scheme would have
a gross financial cost of £13 billion, and a net cost of £6.8 billion
once the now redundant benefits and the state pension are
removed. To fund the remaining gap, the researchers proposed
widespread increases 1o personal income tax which saw alll
income over £25,000, £42,500 and £120,000 taxed at 36, 45 and
55 per cent respectively. This was in addifion fo large increases
in national insurance conftributions and a new wealth tax.

Despite these concerns over costs, a pilot to provide monthly
payments of £1,600 (£19,200 per year) to around 500 young
people leaving care has been commissioned. The pilot is set to
run for two years with results due thereafter,

Note: * Gini coefficients measure the extent to which the income distribution in an economy deviates from perfect equality,
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A recent simulation found that a modest universal
basic income could reduce poverty in Wales.

It modelled the impacts on households that would result from
providing a faxable basic income equivalent to £€2,080 per year
to children, £€3,120 per year to working age adults, and £9,100
per year to pensioners.

And found that the poverty rate could be more than halved,
from 23 per cent to eleven per cent. Poverty among both
children and pensioners could be reduced by nearly two-thirds.
With 80 per cent of Wales’ population likely to see an increase in
their income, this would also lead to greater economic equality
and a decrease in the Gini coefficient™ from 0.33 to 0.25.

Recommendations

1. Ensure that the advantages and disadvantages presented
by proponents and opponents of universal basic income
policies are considered in context,

2. Remember that there are several different and offen
competing models of universal basic income. Changes to
the magnitude and/or eligibility requirements for the basic
income might have improved the policy in practice.

&, Recognise that this is a policy that will tfake

experimentation to determine its impacts in different
cultures and contexts.

16

with higher numbers indicating less equality. Source: Future Generations Commissioner for Wales and Autonomy



A place for
niversal basic
~ income in

Jersey
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While m’rerno’rlonol exper‘ces can and should k ed o provide a gene
for the potential of a universal basic income in Jersey the success of any such pohcy
will depend importantly on the Jersey-specific context and design. =% 5

Jersey is a prosperous place, that produces great wealth which is partially
redistributed. There is an opportunity to use a universal basic income to remedy
several challenges in Jersey including reducing inequality, helping low-middle
income households feeling the squeeze of the cost-of-living crisis and lmprovmg
quality of life across the island. :
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UBI could support economic and social reform

At a high level, a universal basic income aligns with
the economic and political strategy of Jersey’s
previous government.

And these themes are likely to not just remain relevant but
infensify in coming years as Jersey recovers from the covid
pandemic lockdowns and grapples with the ongoing cost-of-
living crisis and new world challenges.

In 2020, Jersey’s Economic Council released a report on
achieving sustainable economic growth on the island. This
report consists of five themes which are deemed to be the most
significant drivers of Jersey’s future economic prosperity. Two
themes relate to innovation and opportunities for residents to
take risks and reskill.

A universal basic income might offer the potential to achieve
some of these goals by providing a safety net to encourage
more enfrepreneurial activity and further educational
attainment. There is also evidence to suggest that a universal
basic income has the potential to improve quality of life more
broadly.

Reducing income inequality and improving living standards has
been a political priority for Jersey according the Plan adopted
by the previous government. If this is fo remain a priority going
forwards, a universal basic income could help to achieve this.

“Jersey should stimulate growth by encouraging a more vibrant
entrepreneurial culture and enhancing local innovation”

“For Jersey’s economy to flourish, the island needs regeneration
from an infrastructure and quality of life perspective”

“Unless Jersey innovates and aspires to the highest levels in
education and skills development across our entire population,

our economy will not prosper”

Strategic themes highlighted by the Economic Council in its
independent report on prosperity
Jersey, 2020

Source: The Economic Council for Jersey
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Few disenfranchised workers but poverty exists

Jersey is a prosperous place, with
high levels of employment, but there
are households struggling to make
ends meet.

Gross average earnings for a full-tfime
equivalent employee stand slightly above
the average for Organisation for ECconomic
Co-operation and Development countries.
However, this wealth is only redistributed up
to a point, and significant inequality persists
despite a mature social security scheme.,

In early 2020, after taxes, benefits and
housing costs, more than a quarter of all
households had an income below 60 per
cent of the median equivalised household
income. This threshold is defined in official
statistics as ‘relative low income,” and is
widely used in European economies
including Jersey as a measure of poverty.

In early 2020, the relative low income
threshold was £480 per week before
housing costs and €410 per week after
housing costs. Households below this
threshold are much more likely to
experience material deprivation.

Distribution of net household income after housing costs
Jersey, 2014/15, thousands of households

Relative low income*: £17,500
10
Mean income: £37,000
:
1
1
1
1
1
]
1

Note: * Relative low income is defined by Jersey Statistics as 60 per cent of the median household income. Source: Jersey Household Income Distribution 2014/15



Number of income support claims by household

type
Jersey, 2019

Single adult with
children

Pensioner(s)

Couple with
children

Adult(s) without
children

The benefits and tax system improve income
inequality, but inequality persists.

Benefits provide more than half of the earnings received by
households with incomes in the lowest decile take home. At the
same time, households at the upper end of the income
spectrum pay more in taxes.

One of the priorities of the previous government was to reduce
inequality in Jersey. Before benefits and other deductions were
taken into account, incomes in the highest decile were nearly
eight times greater than those in the lowest decile. This is
reduced to five times after benefits, and to just four fimes after
benefits and other deductions are accounted for.
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Jersey has an extensive system of social benefits,
including social security, health insurance and
income support.

Income support is a means-tested benefit available to
individuals who have a low household income, pass a residence
test, and are working, looking for work, or exempt from looking
for work. The benefit supports households to pay for housing,
health needs, childcare and living costs. At the end of 2019,
there were 5,600 income support claims being paid, supporting
more than 7,000 adults and 3,000 children.

Many residents are dependent on this welfare. Across Jersey,
benefits offer four pence of every £1 household income. For
one-parent families with dependent children, income support
and other benefits made up 37 per cent of their household
income.,

Mean annual gross household income by decile
before housing costs
Jersey, equivalised households®, 2014/15, £

th
175 ousands
150 B Taxes and other deductions
H Pre-benefit income net of deductions
125 .
B Benefits
100

75

. III
: Ill
=HB
] 2 3 4 5 6 7 8 Q 10

o o

Note: * Household incomes have been adjusted for their size and makeup such that they represent the equivalent
household income of an adult couple. Source: Jersey Household Income Distribution 2014/15

20
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Percentage of net household income spent on

. . . housing costs by income decile
But housing costs almost remove the improvement in Jersey, equivalised households, 2014/15, per cent

equality provided by the welfare system.

60
Housing costs include mortgage interest payments, gross rent,
service charges, buildings insurance and parish rates. Spending 50
on energy and utilities are additional 1o this. 40
Households in the lowest income decile in Jersey spend 56 per 30
cent of theirincome after benefits and deductions on housing
costs, compared with less than six per cent by the those in the 20
top decile. This is likely since most of these costs are inflexible
with little competition in the market and therefore limited 10 I . . .
altemnatives available. 0 [
1 2 3 4 5 6 7 9 10

Share of households in relative low income after
housing costs Household income inequality after housing costs is

2019/20, equivalised households, per cent worse in Jersey than in the United Kingdom.

30 In early 2020, equivalised median incomes were 44 per cent
o5 higher in Jersey than in the United Kingdom, both before and
after housing costs. But the proportion of households in relative
20 low income was similar, with Jersey marginally better off with
seventeen per cent of households in relative low income versus
15 eighteen per cent.
10 Once housing costs are factored in, 27 per cent of Jersey’s
households live in relative low income, compared with just 22 per
5 cent of households in the United Kingdom. This suggests that the
0 costs of housing plays a bigger role in pushing households

towards poverty in Jersey than it does in the United Kingdom.

Jersey United Kingdom

Source: Jersey Household Income Distribution 2014/15 (top); Jersey Household Income Distribution 2019/20 (bottom)
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Poor households most affected by cost hikes
Relative poverty is particularly a Indexes of retail prices (RPI) faced by different household groups :;vme;

problem in the face of the cost-of-

orouem ! " : Jersey, indexed 2008 Q1 = 100
living crisis and rising housing costs. ereey. inaexe

160
Throughout the covid pandemic, those

who were dlready living in poor health, Low-income
poverty or in marginalised communities 150 households are
were the hardest hit, and the same is frue } disproportionately
for during the ongoing recovery. affected by

140 inflation
How households choose 1o spend their
incomes depends on several different
factors. One important factor is their 130
income level. In Jersey, inflation is
measured for all households as well as for
low-income households in isolation. These
measures show that since the 2008 global
financial crisis, prices faced by households
with low incomes have increased by 50 per
cent, compared with 43 per cent for all
households. 100

120

110

Recently, pensioner households have felt —RPIY* RPI low income
the squeeze when it comes to cost-of-living 90

increases more than others. While other

households have seen prices rise by 5.2 per

cent, these households have been faced 80

with 6.2 per cent rises over the past twelve 2008 2010 2012 2014 2016 2018 2020 2022
months,

22

Note: * RPIY tracks the average change in prices of all goods and services purchased by households except mortgage interest payments and indirect taxes. Source: Statistics Jersey
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Percentage of average weekly household

Lower earning households spend more on food and expenditure in selected categories by gross income
energy. quintile
Jersey, 2014/15, per cent
As well as differences in the capacity that households have to 35
adjust how much of their income they spend each week rather 30 m Lowest quintile
than saving it for later, households with lower incomes spend a , .
greater share of the income they do have on essentials rather 25 = Highest quiintile
than “nice-to-haves’. 20

For households in the bottom quintile of earnings in Jersey, 15
nearly fiffteen per cent of household income goes towards food, 10
nearly a third towards housing and energy and more than five

per cent fowards health related goods and services. Together, ° L
these three categories of spending account for over half of their 0
average weekly expenditure. Food & non- Housing, fuel & Health

alcoholic drinks power

Citizens Advice Bureau enquiries
Jersey, thousands per year ] ] )
4 Russia’s war and covid have had an impact, but the

longer term trend existed even before this.

In 2017, Jersey’s Citizen’s Advice Bureau has fielded over three

- - - thousand enquiries concerning housing, employment, benefits,
- money or tax alone. Since then, annual enquiries have
increased year-on-year with this frend interrupted only by a
particularly large spike of enquiries during the early covid
lockdowns.

Often these queries come from low-middle income working
0 households that are ineligible for income support, but struggling
2017 2018 2019 2020 2021 to make ends meet without state-funded welfare support.

EHousing EEmployment  mBenefits Money Tax

23

Source: Statistics Jersey (top); Jersey Citizens Advice Bureau (bottom)



Propottion of households with income below
thresholds after housing costs
Jersey, 2014/15, per cent

50 per cent of median
m 60 per cent of median
m Median

Other

coupic NI
Couple with kids
Pensioners

Working-age adult

Single parent

0 20 40 60 80 100

Migrant workers are often ineligible for income
support due to five-year residence requirement.

Seasonal tourism workers have high accommodation costs, poor
job security and often work multiple jobs. Similarly, seasonall
agricultural workers are often required to live in substandard
accommodation with multiple occupancy. Despite often being
on the lowest incomes, these households have limited access to
state-sponsored support and are aft risk of being taken
advantage of by employers.

In general, these workers are economic migrants who choose to
work in Jersey because the opportunity offered is greater than
that offered elsewhere. However, some argue that since
Jersey’s economy relies on their labour for prosperity, more
should be done to protect new migrant workers while on the
island from a humanitarian perspective.
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A third of all households in relative low income after
housing costs were pensioner households.

And more than one in five pensioner households live on less than
half the median equivalised income after housing costs even
with the help of income support. Some pensioners benefit from
property wealth that has increased in value over the course of
decades, but many do not have access to this and have limited
walys 1o increase their income.

But the granularity of the statistics collected obscures other
vulnerable groups in Jersey.

Recommendations

1. Decide whether reducing income inequality remains a
priority for this government, and quantify the level of
inequality that is deemed acceptable. Ideally this should
make reference to a particular Gini coefficient,

2. Explore ways to support pensioner households, and in
particular those without access to property income.

&, Invite debate regarding what obligation (if any) the States
of Jersey has to recent migrants—including temporary and
seasonal workers—currently ineligible for income support
and other welfare benefits.

Source: Jersey Household Income Distribution 2014/15
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A umversol basic income could offer a means to simplify the current foxxond welfare

*@a h d be neflts system, leading to potential administrative cost savings and a policy that better

incentivises work at all income levels. #

system today
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Scope for simplification of the current system

Compared with many tax and
benefits systems, Jersey’s system is
relatively streamlined.

However, there remains scope for further
simplification where the components of tax
are seemingly unnecessarily duplicated and
the functions between the tax and benefits
system are blurred.

Personal income tax is based on total annual
income but it also considers exemption
thresholds, allowances and reliefs. This means
that despite a simple maximum rate of
twenty per cent, just over 5,000 people pay
tax at this rate. For the remainder of the
population, allowances in Jersey’s tax system
create an additional layer of complexity not
often seen in personal income tax systems.

Households are liable for two additional
contributions that are calculated separately
but are dependent on income: Long Term
Care conftributions and Social Security
contributions. Each of these additional taxes
have their own set of rules and criteria.

Other
benefits

Income

support

Goods and
services
faxes

Personal tfax
dllowances

Components
of household
tax and
benefits
system

Local rates

Personal fax
reliefs

Long ferm
care
contribution

Social
security
contribution
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Current system is regressive for lowest incomes

The current tax system in Jersey is
heavily regressive for the lowest
incomes when sales taxes are
included.

Low-income households who benefit from
income support are affected by the drop
off in benefits that is provided as they earn.

Goods and services tax is relatively low at
just five per cent and charged on the
majority of goods and services supplied in
Jersey for local use, including imports.
However, its impact disproportionately
affects lowest earners, who have higher
propensity to spend their money rather
than save it or spend abroad.

For a household with tfwo adults and two
children, where one adult is employed,
there is little to no financial benefit for them
to take on more when they earn £35,000
per year until their annual earnings exceed
£55,000. If the second adult normally has
caring duties but wants to start work, even
on a part-time basis, they could lose more
money than they earn from this additionall
work.

Take home pay versus earned income after all taxes and

benefits* for a family of four with one working adult

Jersey, 2021, £ thousands
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Source: Statistics Jersey model



For the typical household in Jersey, the employment-
related system is progressive.

However, the combination of personal income tax, contributions
and income support deliver poor incentives to work for low-
middle income households. This is because the ratio of take-
home pay to earned income increases sharply at around
£30,000 per year.

Incremental gross earned income retained by a
single adult household
Jersey, 2021, per cent
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Take home income post-taxes and benefits by
earned income

Jersey, average household excluding pensioner
households, 2021, £ thousands

80
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For some households there is a disincentive to earn at
low income levels even excluding any changes in
sales tax.

A model produced by Statistics Jersey suggests that a single-
person household eligible for income support with an income of
£17,000, none of additional money earned is not retained until
this income exceeds £28,000. This is because within this range,
more than €1 is lost for every pound earned.

It is not until this household earns £90,000 that they retain more
than three quarters of every additional pound earned.

28

Source: Statistics Jersey model
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Number of enquiries to Citizens Advice Bureau . .
Jersey, 2021, number of enquiries The system can be confusing and at times

unpredictable.

Income tax I
[ofelolpel-NNlolelolil | In 2021, Jersey’s Citizens Advice Bureau received nearly 500
Tenant's rights I enquiries regording the income tax system or income lsuppor’rl
Neiahb ] alone. A common issue faced by those households with queries
. €9 . ours regarding their income support were requests from government
Private rental issues [ I RREEEE to return payments made to them in error. This issue generally
Employment entitlements |1  NRNNRNRNGE arose where a claimant’s circumstances changed in a way that
Terms of employment [N affected their Income Support eligibility, but this change was
Ploy , only identfified affer it had already been paid out and spent.
MyDeposits | I NRNEE
Ending alease [ NN Though potentially rare, these problems, when faced by those
Housing conditions | N already struggling financially cause undue stress and risk

undermining the far-reaching benefits of the system.

(@)

50 100 150 200 250 300

There are costs to complexity in a smaill jurisdiction. Recommendations

The work and family hub within the Customer and Local Services

Department (previously Social Security Department) is 1. Examine the role of tax allowances and reliefs and identify
responsible for administering the social security contributory what behaviour they are frying to incentivise and whether
schemes. This includes Income Support and some other working these values are still relevant today.

age benefits. In any given year, Customer and Local Services

(previously Social Security Department) sfaffing costs for the 2. Cadlculate the current combined costs of administrating
work and family hub are around £5 million. Of this about £1.8 the tax and benefits system where this applies to

million is for the Back to Work teams who support job-seekers into households.

employment.
&, Collect data on the incidence of repayments required

This does not factor in the costs associated with administering from those on income support, and cases where the loss of
the personal tax system complete with allowances and reliefs, payments was a disincentive to participate in the labour
as well as additional contributions that need to be assessed market.

separately.
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Source: Jersey Citizens Advice Bureau (top); Customer and Local Services Department (bottom)
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The V|ob|lr’ry of a umverscﬂmc income in Jer. -7:-

cost, and the political appetite to adjust taxation to ensure the pohc remoms flscolly =

neutral to avoid being inflationary. R -l

We have developed a series of indicative scenarios to explore what a universal basic
income might look like in practice. Our central scenario, based primarily on the
policy judgements build intfo the current system—including basic income rates in line
with payments currently made to households entirely dependent on income
support—would require a personal tax rate of 42 per cent,
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Fiscal neutral UBI policies don’t come cheap

To better understand the potential benefits and costs of Total income retained after income taxes™ and
introducing a universal basic income in Jersey, we have universal basic income for single adult

developed an indicative simulation model. Jorsey, 2021 S?ﬁg‘j‘fgﬁé‘i’
This model assesses the financial impacts of introducing a universal

basic income of different scales on households with different 120

structures and income levels. We compare the basic income that

households would receive, against estimates of their increased tax

liabilities and income support lost. 100
For a universal basic income policy to be viable in Jersey, it has to be

fiscally neutral at a minimum. This is particularly important in the 80
current climate where inflation is already a major concern. This

means that rather than presenting the total cost of the system in 60

terms of pounds spent, our primary metric of evaluating the cost is to
assess how tax rates—in particular, personal income tax rates in the

first instance—would need to change to ensure fiscal neutrality. 40 UBl

We start with a central scenario that unconditionally provides alll Current system

working-age eligible households with the amount that they would 20

receive if they had no income. This successfully removes the kink in

the current system and ensures that households on the lowest

incomes are not faced with high withdrawal rates upon starting work. 0 6O 606060 0000O0O0060o06o06o0
®88888888888888S8

However, our model is merely a static model, and does not factor in O 00000000 Q0 o000 o0 o o

dynamic impacts. See the next session for a discussion of the likely addd IR/

£
<
£
£
£
g

impact of these possible dynamic changes.

Note: * Income taxes refers to all income related deductions paid to the government, including Long Term Care, Social Security and
Health Insurance Fund contributions. Source: Pragmatix Advisory analysis based on Stafistics Jersey model



Our central scenario would require a 42 per cent
personal tax rate on all household income earned in
addition to the basic income.

The basic income is set at the rate that is currently received by
households on income support with no other source of income.

As per the current system, migrants who have lived in Jersey for
less than five years (estimated to account for fiffeen per cent of
all households) are ineligible to receive the basic income, but
are liable for the increased tax rate.

For simplicity, pensioners have been excluded from our model
across all the scenarios. Instead they remain on the current
system and the state pension continues to provide for those
eligible households. Taxes for pensioners remain unchanged.

Median impact on household earned income before
taxes and benefits by income decile
Jersey, 2021, £ thousands per year
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-£30

pragmatiu

advisory

Annual rate Funding model

Scope

First adult:
£19,200

42 per cent

Migrants
personal taix

ineligible

Additional
adult; £5,200

No change to

Kids eligible corporate taxes

Pensioners No change to

Child: 59,500 sales taxes

remain on
current system

Central scenario parameters
Jersey, 2021

Under this model, the universal basic income will be
funded by those in the top quartile of household
incomes.

The median household in the top decile will be required to pay
around £17,.500 more per year.

In turn, households on the lowest incomes will benefit very
slightly, with those in the middle of the bottom decile receiving
an additional €1,700 per year. But it middle-income earners who
will benefit most, with the median household receiving more
than £8,000 per year.

Source: Pragmatix Advisory analysis based on Stafistics Jersey model
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Impact on household earned income before taxes
and benefits by earned income
Jersey, 2021, € thousands per year
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-10 Couple without children
m Couple with children
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The optimal model for a universal basic income will
balance cost and effectiveness.

Money could be saved by lowering the rate paid out to
households. But if this drops below what households need to live
on, then this limits the possibility of simplifying the benefits system
or risks the most vulnerable residents being worse-off.

In the pages that follow, we examine the impact of slightly
altering this model in terms of its scope, the level of the basic
income on offer and the funding model. A selection of these
indicative changes could feasibly be made in conjunction with
one another in order to reduce the cost of the policy.
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On this system, families benefit until total household
incomes exceed £200,000.

Single adults and working-age couples without children lose out
under this system at £100,000 and £110,000 of household income
respectively.

Single-parent households are not included here, but are
expected to receive positive impacts only slightly below those of
other households with children.

Recommendations

1. Consider the extent to which the personal income tax rate
can and should be increased in Jersey.

2. Calculate the true cost of living today and establish what
the appropriate level of payment is fo meet basic
requirements.

&, Conduct more detailed modelling of the impacts of a
universal basic income on different groups. This should
include, but not be limited to, pensioners, migrants and
children.

33
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Alternative models of UBI are possible

Central Income support 42 per cent

A Adults: £7,700

Less generous rate A Children: £3,900 - Yes 27 per cent
Children ineligible Income support - - 36 per cent
Lower child rate ﬁ igLﬁgﬂ;?SS:;:zgggosquorf - Yes 39 per cent
Migrants eligible Income support Yes Yes 47 per cent
Corporate and sales tfaxes doubled  Income support - Yes 32 per cent
Doubled sales taxes Income support - Yes 35 per cent
Doubled corporate taxes Income support - Yes 39 per cent

Alternative models for a universal basic income policy in Jersey
Jersey, 2021
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Source: Pragmatix Advisory analysis based on Stafistics Jersey model



Median impact on household earned income before
taxes and benefits by income decile
Jersey, 2021, € thousands per year

— Centfral scenario
—\igrants eligible

Lower child rate
-20 ——Children ineligible
= | £35S generous rate

Reducing or removing the payment to children
presents a potentially better alternative.

If the basic income per child is reduced from £9,500 to £5,200
per year in line with the rate paid for any additional adult, the
personal fax rate could be reduced to 39 per cent. And if it is
removed altogether then personal income taxes could be
further lowered to 36 per cent.

However, each of these proposdals risk disproportionately
exposing single-parent households, and additional benefits may
be required to specifically target these households.
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Whilst remaining fiscally neutral by changing only the
rates of personal income taxes, other models of
universal basic income are possible.

Allowing migrants to receive a basic income would substantially
increase the cost of the policy, leaving those in the top income
decile with more than £30,000 of additional annual costs on
average.

A substantially less generous rate will not sufficiently redistribute
incomes from the richest households to the poorest, and if the
universal basic income is to replace the current income support
programme these households will lose out.

Personal income tax rate required for fiscal neutrality
Jersey, 2021, per cent
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Source: Pragmatix Advisory analysis based on Stafistics Jersey model
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Median impact on household earned income before
taxes and benefits by income decile

Raising other taxes may also help to make a universal Jersey, 2021, £ thousands per year

basic income more affordable. 20

For example, doubling goods and services taxes from five fo fen 10

per cent would mean that personal income tax need not rise

above 35 per cent, 0

However, the impact of increasing sales taxes across the board

will disproportionately impact lower income households and this -10 ——Central scenario

has not been captured here. A potential alternative would be Doubled corporate taxes

to infroduce new taxes on ‘luxury’ items, or fo increase the rate 20

of goods and services tax but exclude it from a group of Doubled sales taxes

essential items such as food. - Corporate and sales taxes doubled
-30
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Personal income tax rate required for fiscal neutrality
Jersey, 2021, per cent
Raising corporate taxes, particularly in the finance

45 sector may be possible.
40

35
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0

Corporate Doubled sales  Doubled Central
and sales taxes corporate scenario
taxes doubled tfaxes

After all, the financial services sector makes a positive decision
to be in Jersey, and the reasoning behind this decision often
goes beyond the tax incentives offered. In making this decision,
many in the sector understand that they have subscribed to an
implicit social contract which may require them to contribute
more to the prosperity of the island in which their businesses
develop and their employees live.

(&)

Doubling corporate taxes would likely help to lower the personal
tax rate by around three percentage points.
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Dynamic impacts heed consideration

We have identified six possible dynamic impacts tied to the
implementation of a universal basic income that have not
been modelled here.

There are likely to be some administrative cost savings from the
simplification of the tax and benefits system. But depending on the
mechanism used, there are potentially some increased administrative
costs associated with regular tfransfers to all households on the island.
The overall impact that this has on the viability of the system is unclear.

It is unclear what the overall impact will be on labour force
parficipation. After all, an unconditional income does not necessarily
mean less work. This is particularly so, given Jersey’s entrepreneurial and
engaged culture. Where a universal basic income might dissuade large
swathes of unengaged workers from labour force participation in some
countries, Jersey is different. Despite high average earnings, the
employment rate for Jersey in 2020 was greater than or equal to all
Organisation for Economic Co-operation and Development member
and partner countries except for Switzerland, Iceland and the
Netherlands.

In addifion to these dynamic impacts for which the direction of the
impact is unclear, there are other impacts that are likely to be either
generally positive or generally negative, but it is not clear the
magnitude of such an impact or how much Jersey would value these
changes. For example, even a fiscally neutral policy may not go far
enough to prevent inflation. By fransferring income from higher income
households to those with a higher marginal propensity 1o consume,
inflationary risks may persist.

1. Increased wellbeing of recipients

2. Improved economic productivity
rates supported by greater risk taking
with a safety net

3. Changes to administrative costs from
simplification of the welfare system and
more recipients

4. Incentives for labour force
parficipation or not

5. Risk of unwanted migration

6. Inflationary risks tied to income
fransfers to households with a higher
propensity to spend

Indicative dynamic impacts by their likely direction of

impact on total costs
Jersey, 2021
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It may be more viable to reorganise the current tax
and benefits system.

Doing so could help to reduce the administrative costs created
by complexity and means-tested criteria. If desired, the current
system could also be easily tweaked to reduce income
inequality and the drop off in benefits could be made smoother

Universal tfo better incentivise work.
basic income

Unconditional
basic income
for some
households

Retain the
current
system

Adjust the
current
system

This offers an intermediate step between retaining the current
system and adopting what is sfill considered by many to be a
relatively radical policy. Offering an unconditional basic income
to certain individuals, such as those who grew up in relatively low

Recommendations

But there may be benefits that only a universal basic
income can deliver efficiently.

p—

Engage the international financial sector and other

As defailed in the first section of this report, a universal basic professional organisations in discussions surrounding their
income promises a variety of widespread economic and social contribution to Jersey’s economic and social prosperity.
benefits that go beyond what might be achieved by reform of

the tax and benefits system alone. 2. Commission further research to test and/or model the

magnitude of dynamic impacts.
We have not gone beyond a high-level survey of these possible

benefits, but international experience to date suggests that they 3, Examine to what extent the tax and benefits system can
could be substantial. Provided there is some scope to reform the be reorganised to reap some of the benefits promised by a
current tax system and a desire to reduce income inequality, universal basic income. Any proposed universal basic
Jersey should consider exploring the possibility of a universal income should be evaluated against any possible

basic income in more detail. modifications identified here.
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