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We Nisga’a have always organized our lives and society around a concept
called Saytk’ilh Wo’osim, which means “Our Common Bowl.” Under this
principle, it is understood that since everyone relies on the same
resources and community, all must contribute. It's about sharing energy,
wisdom, spirit, joy, and sadness and it touches all aspects of life. It means
no one gets left behind. Nisga’a government uses this principle to guide
the delivery of healthcare, education, and social services.

—Chief Joseph Gosnell, “A First Nation, Again: The Return of Self-Government
and Self-Reliance in Canada’s Nisga’a Nation,” 2003

All the members of human society stand in need of each others [sic]
assistance, and are likewise exposed to mutual injuries. Where the
necessary assistance is reciprocally afforded from love, from gratitude,
from friendship, and esteem, the society flourishes and is happy. All the
different members of it are bound together by the agreeable bands of love
and affection, and are, as it were, drawn to one common centre of mutual
good offices.

—Adam Smith, The Theory of Moral Sentiments, 1759
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Glossary

basic income: a policy that guarantees all members of a society a minimum amount of
income in a given period

basic services: a set of publicly provided in-kind benefits that ensure that people can
meet important basic needs, which generally include services associated with
health, housing, education, security of people and property, transportation, and
others

benefit: a payment or service provided by the income and social support system

benefit reduction rate (BRR): the rate by which the guarantee amount is reduced by
other income

break-even income (BE): for a basic income (refundable tax credit or negative income
tax), the level of income above which basic income payments are no longer
received

Canada Emergency Response Benefit (CERB): a benefit available to those affected
by the COVID-19 pandemic

Canada Revenue Agency (CRA): the federal tax collection authority

cash transfers: payments that provide people with additional financial resources to
meet their basic needs

Current Population Survey (CPS): U.S. survey roughly equivalent to the Canadian
Labour Force Survey

Disability Assistance: the component of Income Assistance that provides assistance
to those who have been designated as a Person with Disabilities (PWD) as
defined by the program and who meet other eligibility criteria

fissured workplaces: workplaces owned by firms that focus on their core business and
leave other tasks (such as food preparation, security guards, care home
services, and janitorial services) to subcontractors

generally applicable basic income: a basic income that applies to the entire
population

guarantee (G): the minimum income guaranteed by the basic income, or in the case of
an income-tested cash transfer other than a basic income, the maximum benefit
payable
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Gini coefficient: a measure of inequality that falls in a range between 0 (perfect
equality in which everyone has the same income) and 1 (perfect inequality in
which all income goes to one person)

goods and services tax (GST): the federal value-added tax on most goods and
services

harmonized sales tax (HST): a provincial value-added tax on most goods and services
harmonized with the GST and collected on behalf of the province by the Canada
Revenue Agency

home owner grant: property tax reduction program for B.C. primary residences

income and social support system: the set of cash-transfer programs (income
support programs) and in-kind benefit programs intended to benefit those in need
because of limited resources (social supports)

Income Assistance: the core of B.C.’s income and social support system, providing a
mix of cash-transfer and basic service supports to eligible people

in-kind benefits: goods and services, often referred to as basic services, that help
people meet specific needs

Labour Force Survey: a monthly Statistics Canada survey that measures the current
state of the Canadian labour market

marginal effective tax rate (METR): measures the tax loss from earning one more
dollar of income, beginning at some initial level of income.

Market Basket Measure (MBM): the approach taken by Statistics Canada to
measuring poverty by setting the poverty line in relation to the cost of a basket of
basic needs in a particular location for a particular type of household

negative income tax (NIT): a form of basic income that adjusts benefits on the basis of
income data collected periodically within the year

participation tax rate (PTR): the total tax loss and benefit reduction at given levels of
income compared with not working (the loss from moving from not working to
taking a job with a given income)

Persons with Disabilities (PWD): the Income Assistance designation for people who
are eligible for Disability Assistance (Note: Throughout this report, PWD is used
only for those eligible for DA; no abbreviation is used when people who have
disabilities are referred to without reference to DA)
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Persons with Persistent Multiple Barriers (PPMB): the Income Assistance
designation for people who have a persistent medical condition as well as at
least one other barrier to employment that seriously impedes their ability to work
and who meet other eligibility criteria

refundable tax credits (RTC): tax credits that provide a set level of benefits for a year
at a time based on income earned in the previous year; a form of targeted basic
income

rent geared to income (RGI): a subsidized housing program in which eligible families
pay no more than an established proportion of their family income in rent and
direct housing costs, usually 30%; eligibility is determined by residency status
and family income, which varies by location within the province

targeted basic income: a basic income design that limits benefits to people who meet
defined eligibility criteria

Tax Collection Agreement (TCA): an agreement between British Columbia and
Canada under which Canada collects income taxes on behalf of the province
(other provinces have similar agreements)

Temporary Assistance: the component of Income Assistance that provides cash
transfers and in-kind benefits to those in need who meet eligibility requirements

universal basic income (UBI): a basic income in which everyone receives a cash
transfer in every period, with no conditions, no eligibility requirements except
residency in the jurisdiction, and as a result, everyone is guaranteed a minimum
amount of income

welfare wall: a notional barrier created by various features of traditional income
support programs that both limit access to the program as the funder of last
resort and discourage recipients from exiting the program for work, particularly
high rates of benefit clawback due to earned income
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Part 1: Introduction and Summary

1. The task

On July 3, 2018, the Government of British Columbia announced the creation of an
expert committee to “test the feasibility of a basic income in BC and help find ways to
make life better for British Columbians.” This is the report of that committee, the Expert
Panel on Basic Income, which is composed of:

e David A. Green (Chair), Professor, Vancouver School of Economics, University
of British Columbia

e Jonathan Rhys Kesselman, Professor Emeritus, School of Public Policy, Simon
Fraser University

e Lindsay M. Tedds, Associate Professor, School of Public Policy, University of
Calgary

The report is authored by the panel members and Daniel Perrin, Principal,
Perrin, Thorau and Associates Ltd.

1.1 Terms of reference

The Expert Panel on Basic Income was established in response to a commitment in the
2017 Confidence and Supply Agreement between the BC Green Caucus and the BC
New Democrat Caucus. Among the policy initiatives that the two parties agreed to
pursue under the agreement was the following:

4. Making life more affordable

a. Design and implement a province wide poverty reduction strategy
that includes addressing the real causes of homelessness,
including affordable accommodation, support for mental health and
addictions and income security.

I. One aspect of the poverty reduction strategy is to design and
implement a basic income pilot to test whether giving people a
basic income is an effective way to reduce poverty, improve
health, housing and employment.

! Terms of Reference: BC Basic Income Pilot Assessment (see Appendix 1-A).
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Part 1: Introduction and Summary

In March 2019, the Minister of Social Development and Poverty Reduction introduced a
provincial poverty reduction strategy that served as an overarching framework for the
panel.

The terms of reference for the panel, included in Appendix 1-A, stated that we had two
broad tasks, which were to:

1. “consider the viability of a basic income in BC and support the simulation of
various basic income models in BC to identify impacts and financial implications,”
and

2. “look at BC’s existing income and social support system and how elements and
principles of a basic income could be used to transform and enhance it”

The panel was also expected to “outline any areas that could be explored further
through a basic income pilot, as well as pilot design.”

The tasks set out for us were both a daunting challenge and a rare opportunity to make
recommendations for reshaping the current system to make life better for British
Columbians.

1.2 Our approach

Our work has been guided by a vision of British Columbia becoming a more just society.
A society where, in Adam Smith’s words, quoted at the outset of our report, the
assistance we need from each other is “reciprocally afforded from love, from gratitude,
from friendship, and esteem.” A society where the recognition of the richness of life so
eloquently described by Chief Joseph Gosnell leads us to the conclusion that we must
act so that “no one gets left behind.” While there are almost as many visions of what a
just society looks like as there are people in this province, we believe that the shared
vision of these expressions of hope and principle coming from such different cultures
and times points to a way forward. All notions of justice arise from the ideas that we owe
each other the bases self-respect and dignity and that we should treat each other as
equals deserving of our respect.

The American philosopher Elizabeth Anderson (2017) frames the bases of self- and
social respect in terms of what we owe each other as fellow citizens: “We owe each
other the rights, institutions, social norms, public goods, and private resources that
people need to avoid oppression (social exclusion, violence, exploitation, and so forth)
and to exercise the capabilities necessary for functioning as equal citizens in a
democratic state.”
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Part 1: Introduction and Summary

Clearly, government policy on its own cannot deliver everything on this list of what we
owe each other. But we believe that making positive changes in government policy can
help in moving B.C. toward being a more just society. Our charge was to think about
both whether a basic income in and of itself is the most positive change B.C. can make,
and how the principles that underlie basic income concept can be used to guide other
changes in policy.

We were guided by notions of what constitutes a just society, comparing existing and
potential policies against a list of (always competing) characteristics that must be
balanced to achieve just policies and programs: adequacy, accessibility, security,
responsiveness, opportunity, social connection, policy stability, and reciprocity.

A central theme in our approach is that changes should be made not from the top down
but in close consultation with groups who are affected by those changes: a consultation
ultimately rooted in the human rights recognized in the Charter of Rights and Freedoms
and through Canada’s signature on international agreements. Indeed, this is what it
means to consider policy from the perspective of creating a more just society. It means
a shift from seeing the most vulnerable as others in need of help, to seeing them as
equal participants in creating a better society. In practical terms, it means that we see
our recommendations not as a menu of fully developed and immediately implementable
policies but as a starting point for the conversations we see as part of the definition of a
just society.

We approached our task through consultations and discussions with affected groups,
with citizens in general, and with the people in government who would be charged with
making changes real and effective. A wide set of groups with interests ranging from
poverty reduction to the dignity and well-being of vulnerable women, from assistance for
people with disabilities to business competitiveness, have provided input through a
variety of means. We also solicited submissions from the general public to inform our
work and undertook a survey of British Columbians to gauge their opinions on specific
forms of a basic income. We were greatly heartened by those conversations and the
way they reflected the spirit of the words of Adam Smith, Chief Joseph Gosnell, and
Elizabeth Anderson.

Key to our approach is an extensive program of research consisting of over 40 studies
produced by a multidisciplinary team of researchers associated with universities and
research organizations throughout Canada and beyond. This research has not only
provided the evidentiary basis to support our work but also represents a significant
contribution to the knowledge base for many topics related to social supports and basic
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Part 1: Introduction and Summary

income. An important innovation underlying the quantitative part of the research agenda
was the use of linked, de-identified comprehensive public sector databases. All of the
research papers are available in a companion website along with other materials
supporting this report,2 and much of the knowledge contained in them will also be used
to support further publications authored by members of the research team.

The research program has produced papers related to several themes, including:
e a description of the current system

e the gaps in the current system and their impacts on the lives of British
Columbians

e design and implementation considerations for a basic income in the B.C. context

e the programs and system reforms that could or should be considered to move
B.C. toward a more just society

Further information on the papers is provided in Part 3, Section 6 (Panel Engagement).

We have authored or co-authored several of the papers, acting in our capacity as
individual researchers rather than as members of the panel. These papers are not
always fully consistent with the conclusions and recommendations presented in Part 6
of the report, or with the analysis presented throughout the report. That should not be
interpreted as a difference of opinion among us; we are all fully in agreement with and
have signed off on the report. Rather, the differences should be taken as evidence of
our evolving thought process on this complex issue, to which there are no absolute right
answers. In many cases, the papers were prepared over several months before we
began to deliberate, or were prepared as the basis for further discussion that led to our
ultimate consensus.

Just as the COVID-19 pandemic has significantly affected virtually all aspects of daily
life, so too has it affected our work. It has limited some of the quantitative research that
was in progress when the facilities being used to access data were closed. It has raised
the public profile of a basic income as a policy option, with several commentators
proposing it as a mitigation measure. The pandemic has also altered the policy
landscape in fundamental ways, creating a new starting point from which to consider
adding a basic income. It has raised the issue of how best to provide social support
when financial crises hit. And it has served to reinforce many of the observations and

2 See https://www.bcbasicincomepanel.ca/
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conclusions that we had already reached, all of which are addressed in the report.
Nevertheless, the report remains focused on the tasks set out for us.

1.3 Indigenous people and communities

When planning our work, one of the issues we grappled with was how best to approach
guestions related to a basic income and current system reforms within an Indigenous
context, acknowledging our lack of expertise and experience in this area. We quickly
recognized the importance of including a research study focused on income and social
support issues unique to Indigenous Peoples.

To ensure that this critical element of work was undertaken in an effective, respectful,
and inclusive manner, ministry staff engaged with B.C.’s First Nations Leadership
Council (FNLC). In consultation with the FNLC, a collaborative partnership was
established between the FNLC and Dr. Anke Kessler of Simon Fraser University.
Additional academic support was also provided by Dr. Fernando Aragon (Simon Fraser
University) and Dr. Jacqueline Quinless (University of Victoria). The main goal of this
project is to gather data on the incomes of Indigenous people.

This partnership model ensured that First Nations leadership was at the forefront of all
aspects of the project, including developing the research questions and methodologies,
and involving First Nations communities across the province.

Initially, the project gained traction and momentum; we proceeded with collecting and
analyzing the data, and, in collaboration with the FNLC, reached out to all B.C. First
Nations communities, inviting them to participate in the project through community-
based research surveys. However, much of this work was either precluded or hindered
by the COVID-19 pandemic.

It is critical that this work be done in a way that is respectful and inclusive of the people
and communities who will be affected by any recommendations and resulting changes.
That means taking the time necessary to include the input and perspectives of those
impacted.

From our efforts to date, and from studying publicly available secondary data and
existing literature, some key themes are beginning to emerge. However, given the
limitations we faced due to the pandemic, we recommend postponing any discussions
or decisions until this aspect of the research can be fully completed through a process
that includes respectful and inclusive consultation with Indigenous Peoples.
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We understand that both the Ministry of Social Development and Poverty Reduction and

FLNC are committed to continuing this process and that Anke Kessler will continue to
lead the team undertaking this important work.
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2. Report summary

Through this report, we endeavour to present comprehensive, consistent, and evidence-
based advice to the B.C. government in response to the tasks set out in the terms of
reference. We do this in six parts, which:

e introduce our task and provide a summary of the report (Part 1)

e present a justice-based framework within which we can analyze the alternatives
(Part 2)

e provide background information used throughout the report (Part 3)
e describe and analyze the current system (Part 4)
e describe and analyze potential basic income programs (Part 5)

e present our vision for the future and a set of recommendations that will move
B.C. on the path toward that vision (Part 6)

The following sections summarize the topics addressed, and the main insights and
conclusions we came to, in Parts 2 to 6 of the report.

2.1 Part 2: Analytical Framework

Our mandate included the directives to both consider a basic income as a policy tool on
its own and examine “how elements and principles of a basic income could be used to
transform and enhance” the existing support systems. We quickly realized that focusing
on the principles of a basic income tended to steer us back toward choosing a basic
income and that we needed a broader perspective from which to compare different
policies. We found that perspective by framing our evaluations in terms of the impacts of
policies in making British Columbia a more just society. Admittedly, though, the
standard of justice is potentially vague. Moreover, we were keenly aware that British
Columbians hold many different ideas of what constitutes a just society, and we wanted
a standard that is commensurate with as many of those ideas as possible. In Part 2 of
the report, we specify an analytical framework for evaluating how well alternatives are
aligned with a goal of justice, broadly defined. In this section of the report, we attempt to
make the justice theme concrete enough to be practically applied as the basis for
analysis.

In an attempt to find a common basis from which to discuss what constitutes justice, we
start Part 2 with a discussion of the fundamentals of human nature. As Aristotle
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famously stated, humans are social animals in need of each other’'s support both for
productive reasons and as the source of our feelings of well-being. This is the sentiment
described in the quote from Adam Smith at the beginning of our report. The most
effective societal institutions recognize and enhance our social nature as well as our
individual nature. Smith himself argues that while one can construct a functioning
society based only on self-interest, it will not be as good as one that also acknowledges
our mutual sympathy.

At the same time, we are individuals with very heterogeneous notions not only of our
own goals and preferences, but also, often, of what makes a fair society. In practical
terms, that means public policy choices should support individual liberties, including
people’s right to hold their own notion of justice rather than imposing a specific theory or
emphasizing a certain notion of fairness.

Recent liberal thinkers, including John Rawls, argue that the central problem of justice is
how to balance our social nature with individual rights. Rawls also argues that just
institutions are equilibrium constructs: they should embody notions of justice but also
engender support for those notions of justice among citizens, who are free to exercise
their rights. That implies a need to build trust both in the institutions and in fellow
citizens. A key question concerning a big policy tool like a basic income, or alternatively
a fundamental reform of the existing income and social support system, is whether it
supports that trust. Is it something that both the beneficiaries and those who ultimately
pay for it see as part of a just society? Searching for policies that form an equilibrium in
this sense is of central importance if we want the policies to last and to help in creating
a society in which “assistance is reciprocally afforded.”

How, then, does one find a basis for standards that would be recognized as just by wide
sets of people with differing views? We argue that virtually all discussions of justice—
from the Nisga’a notion of the Common Bowl to Adam Smith to those of modern
philosophers such as John Rawls or Elizabeth Anderson—are rooted in providing the
means of self-respect and social respect (the respect we get from others in our
community). The bases of self-respect and social respect are found in the very structure
of society. They are founded, in part, on family arrangements and social arrangements
in a community. For that reason, it is important to consider how any policy affects
people’s ability to make social connections and children’s ability to form key
attachments that support their future ability to feel like they have autonomy, control, and
social connection. Self- and social respect are also founded on the roles that people
play in the productive process, broadly defined. This does not have to be limited to roles
as employees in public or private enterprises—though that is certainly a key element—
but also roles such as caring for others, helping to construct community projects,
building human capital, and creating new enterprises. Public policy and institutions alter
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people’s roles in society and, with them, their sense of self- and social respect. In this
sense, notions of justice cannot be separated from the functioning of the economy.

Focusing on respect reveals an immediate, practical implication: this focus is
inconsistent with the idea of social support as charity rather than as an element of a just
society. Charity, historically often the impetus behind traditional income and social
support programs, is laden with moral judgment about who deserves support, and that
very judgment saps self- and social respect. By underpinning our principles with the
idea of justice, from the outset we reject the use of distinctions between the “deserving”
and “undeserving” as a basis for the design of support systems.

Self- and social respect are concepts that are tightly tied to what psychologists describe
as the needs we all must have fulfilled in order to have a sense of living a good life: the
need for a sense of autonomy; the need for a sense of efficacy or competence; and the
need for social connection. We use the insights from these descriptions of human needs
to form a list of characteristics that a policy would have to exhibit to fit with our notion of
justice based in self- and social respect. We can divide that list of characteristics into
groupings based on the three psychological needs: autonomy, efficacy, and social
connection.

Autonomy

1. Adequacy. True autonomy means that a person’s resources must be adequate to
raise them above destitution, which would instead require them to adopt positions of
subservience in order to survive. The term “resources” is used here advisedly
because, as will be seen throughout the report, access to both cash and services
respectfully provided can support autonomy.

2. Accessibility. Supports that are adequate on paper provide no support at all if they
are not accessible in practice. To be accessible, policies must be simple and
understandable from the user’s perspective, supporting rather than challenging
people’s notions of dignity.

3. Security. To be effective, and to promote dignity, policies should aim to provide
people with a clear and reliable sense of being supported through difficulties. The
ability to plan for the future and to play a full role in your community is only possible
if you don’t feel it could all be taken away in an instant. In part, this is a component
of building strong communities—communities that engender people’s capacity to
support each other in hard times.
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4. Responsiveness. Policies must be responsive both to differences in needs between
different people and to changes in circumstances for individuals, households, and
communities. Responsiveness requires flexible programs, allowing evolution in
directions needed to address changing circumstances at the community level, with
input from and influence of both those who need support and those who will pay for
the support to be provided. Responsiveness also means that those using the
program have some sense of autonomy—the ability to make decisions rather than
simply being directed to particular outcomes.

Efficacy

5. Opportunity. A lack of genuine opportunity means that the person cannot truly
exercise their autonomy and competence, even if the right to do so exists in a
formal, on-paper sense. A movement toward a more just society means providing
more people with the opportunity to pursue what they value—in their family, mental,
physical, emotional, and work lives. This is not a guarantee of success in their
endeavours but support for the central human desire to try. Opportunity links directly
with breaking the cycle of poverty and preventing poverty, and with the goal of
ending systemic racism and gender-based inequities.

Social connection

6. Social connection. Policies should provide the material basis for making supporting
and loving attachments, but they should also take into account impacts on building
and supporting communities.

Public trust

In addition to these characteristics of just policies that are grounded in an attempt to
support self- and social respect, we also set out two characteristics that fit with the idea
of justice set out by being an equilibrium construct in which the policies themselves
engender public trust and support.

7. Policy stability. By this we mean that the policies have sufficiently broad support
that they will not simply be undone in the next political cycle and that they are
economically sustainable. It incorporates giving due consideration to economic and
fiscal impacts. The economic impacts of policies and their finance relate directly to
the incentives they create for paid employment, training, and investment, as well as
for caregiving, volunteering, and community building. Transparency of costs and
expenditures is a key feature of building public trust and, therefore, policy stability.
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8. Reciprocity. By this we mean that the policies have the quality of generating a
society of mutual respect. For those who need support, this is respect for their needs
and for the contributions they make. For those who are mainly paying to fund
supports, it is the respect shown by not treating the funds as coming from some
nameless source that can be drawn from at will.

These eight characteristics are often in conflict with each other, requiring policy
decisions that balance the considerations and acknowledge their inherent trade-offs.
Where that happens, we point it out in our deliberations. We do not view this list as
providing a checklist of answers but rather as a basis for discussion about the justness
of policies and for comparing alternatives—discussions that are part of the process of
creating a more just society and that will never end.

In the last section of Part 2, we compare our set of characteristics of just policies to the
list of principles provided in the terms of reference in order to tie our analysis directly
back to our charge.

2.2 Part 3: Background—Information Applicable Throughout the Report

Part 3 provides key background information that supports our conclusions and
recommendations, especially in the areas of:

e understanding poverty in B.C. and the groups most significantly affected

¢ the fiscal context and potential funding sources for increased expenditures due to
basic income or reforms of the current system

¢ what technological change means for the future of work, among other labour
market-related observations

e how income testing works, whether for a basic income or for other social
programs, and the disincentive effects of income testing

e how we engaged with the public, interested parties, and academic researchers to
gather the information and evidence that provide the foundation for our work

Poverty in British Columbia

While poverty is a difficult and contentious concept to measure accurately, both B.C.
and Canada use the Market Basket Measure (MBM). Under MBM, thresholds equal to
the cost of goods and services required to satisfy basic needs are estimated annually
for many specific locations and family configurations. Those MBM thresholds are the
official poverty line.
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Figure 1-1: MBM poverty rates, Canada, B.C., and Vancouver
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Breaking that down by age group shows that the biggest decrease has been for
children, where the poverty rate fell from almost 30% in 2006 to 8.9% in 2018. Seniors
have the lowest poverty rate in B.C., at 5.1%. But working-age adults experience a
higher poverty rate, at 10.5%. B.C. has set legislative targets to reduce the overall
poverty rate by 25% from 2015 levels by 2024 (a 9% target), and the poverty rate for
children by 50% from 2016 levels by 2024 (a 6% target). B.C. met its legislative target
for overall poverty in 2018 and is very close to meeting its child poverty target.

Child and senior poverty rates have fallen significantly, reflecting the success of federal
government programs targeting these groups—the Canada Child Benefit for children
and Old Age Security/Guaranteed Income Supplement for seniors—both targeted basic
incomes. Our task of considering whether B.C. should undertake a basic income is
really about the working-age population.
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Figure 1-2: MBM poverty rates for ages 18-64 by family type
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Poverty reduction is not only about reducing the poverty rate. For us, it also includes
reducing the depth of poverty (how far those living in poverty are below the poverty line)
as well as preventing poverty and breaking the intergenerational poverty cycle. Of
these, depth of poverty is the most easily measured, using the average gap between
income and poverty line for those living in poverty. A lower gap ratio is better.

As with poverty rates, it is the working-age population that has the greatest depth of
poverty, at about 41%, compared with children (26%) and seniors (22%). Within the
working-age group, the depth of poverty is greatest for single adults, and even greater
for the subgroup of single adults aged 18—24, making both groups policy targets for us.

Fiscal context

Introducing a basic income or reforming the existing system would almost certainly have
significant fiscal implications, and public acceptance of increased government spending
is a significant factor in our considerations. While we have not been asked to
recommend how any changes we propose should be funded, some context about B.C.’s
capacity to do so is important.

Ouir first question is whether B.C. has the capacity to fund additional spending
commitments. Our analysis of B.C. fiscal sustainability concludes that, due to an aging
population, rising health-care costs, and the likelihood of declining real estate activity,
B.C. faces important fiscal pressures over the medium to long term. The estimated long-
term fiscal gap is about 3% of GDP, or about $7.5 billion, without taking COVID-19
emergency measures spending into account. That gap is expected to be addressed
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over time but suggests that significant increases in expenditure will require new sources
of funding.

After examining potential funding sources, we have concluded that there are some
significant limitations. Revenues from existing B.C. taxes could be increased, but there
is more potential from increasing tax rates than from expanding existing tax bases,® and
there would be competitiveness and other economic implications associated with almost
any of these changes. For example, an $8 billion cost funded equally by B.C. income
tax and sales tax increases would generate the highest rates in Canada for each.

New revenue sources are possible, and the best options are those related to economic
rents and negative externalities—excess profits from monopolies or resource extraction
and activities that damage society as a whole, such as pollution. In B.C. the greatest
source of economic rents is the value of land in urban areas. Steps have been taken
recently to capture some of these rents, but there may be ways to capture additional
economic rents from land.

Labour market trends

Labour market trends over the past few decades provide important background
information for this report for two reasons.

The first is the claim by some basic income advocates that technological disruption is
fundamentally changing work, justifying a basic income. The more that happens, the
less we can rely on work and work-related transfers such as Employment Insurance to
distribute what society produces. A basic income, it is argued, could fill that gap. To
evaluate this argument, we need to know whether jobs are becoming increasingly
precarious, with a widening skills gap, and whether demand for labour is falling, as
would be expected if work is coming to an end.

Second, and just as important, is understanding the structure and trends in the current
labour market as the basis for improving working conditions and wages, especially for
low-income workers. For all that we can do to support people with money and services,
improving their lives by making jobs better is perhaps the most direct approach to
creating a more just society based on self- and social respect, our goal.

3 An exception is the personal income tax, which has numerous omissions from its base and where B.C.’s upper tax
rates are close to the highest in Canada. However, in order for B.C. to expand its base for that tax, it would have to
abandon its tax collection agreement with the federal government, and competitiveness issues could still arise.
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Figure 1-3: Standard and unstable employment
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Precarious work is work that is not standard, full-time, permanent employment, and is
often associated with the “gig” economy. Four types of employment are associated with
precarity: self-employment, contract work, part-time jobs, and short-term jobs, all of
which can be measured using Canadian Labour Force Survey data.

Figure 1-3 charts, in three panels, standard employment and the four non-standard
employment types for females and males in Canada from 1997 to 2019. The stability of
standard and precarious employment over the past two decades is striking. There was a
big shift toward precarity in the 1990s that coincided with a weak labour market,
deregulation, and reductions in Unemployment Insurance coverage (pre—Employment
Insurance). Since then, the proportions of employees in each of the four types of
precarious work have also been generally flat, though there are more males than
females in standard employment and more females than males in part-time jobs.

While precarity in general is not on the rise, there is some evidence of an increase in
the number of “fissured workplaces”—a term referring to the practice of firms focusing
on their core business and leaving other tasks (such as food preparation, security
guards, care home services, and janitorial services) to subcontractors. Several studies
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have shown that this domestic outsourcing of work reduces wages and worker
protections. The proportion of workers in low-wage industries with large concentrations
of fissured workplaces increased substantially prior to the 2009 recession and has
remained flat since then.

This evidence supports two conclusions. First, there is limited evidence of the shift
toward more precarious work patterns predicted by basic income advocates over the
last two decades in Canada or B.C. We also believe that a future shift to increased
precarity because of technological change is possible—but not inevitable. Second, the
level of precarious work should be of concern, and the shift to fissured workplaces has
reduced the proportion of low-skill jobs that can be considered “good” jobs in terms of
working conditions and wages.

The obvious question is whether a basic income is the right policy response to
persistent precarity and increased fissuring of work. Proponents argue that a basic
income would allow workers to turn down these work arrangements, ultimately
bargaining for better wages and working conditions on the basis that they don’t need the
work to survive. But the opposite might happen: workers may be less concerned about
precarious work arrangements because of the basic income, resulting in even greater
fissuring. The much more direct policy response is greater support for workers in
precarious jobs through enhanced employment standards and labour relations
regulation.

Income testing and effective tax rate implications

Much of the analysis in this report revolves around the use of income testing in the
delivery of benefits. Almost every program in the current income and social support
system is income-tested, as are many basic income variants. Although it may seem like
there is a lot of diversity in these arrangements, there is a general approach that can
help describe all of the income-testing schemes and make them easier to compare. The
main parameters in all income-tested benefits are:

e the maximum benefit amount

e the benefit reduction rate (BRR)—the proportion of income earned that is
deducted from the benefit to phase it out as income increases

¢ the break-even point, the level of income at which the benefit is fully phased out

Another common feature is an income exemption threshold, below which the maximum
benefit applies without deduction based on income earned.
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These parameters are important because the BRR is effectively a tax related to income.
Taxes, whether direct or “effective” taxes, affect the behaviour of the people subject to
them. Those effects are cumulative, with income tax rates combining with BRRs
associated with benefits and other effective taxes to generate an overall effective tax
rate. Higher average and marginal effective tax rates act as disincentives to work, either
at all or in terms of the number of hours worked. They can also affect various other
incentives, such as whether to work off the books and income-reporting decisions.
While the evidence shows that the various incentive effects are not large, very big
changes in effective tax rates can have material effects on the overall supply of labour,
as well as the cost of benefit programs.

By applying this approach, we are able to show that when examined in the context of
the whole tax and benefit system, basic incomes have disincentive effects due to
income testing that are similar to those of the current Income Assistance program. A
basic income would also newly impose disincentives on larger numbers of workers
earning above poverty levels. Those outcomes contradict one of the claims of basic
income advocates—that basic income would be a significant improvement on traditional
welfare programs in this respect—which falls apart when considered in the broader
context.

Panel engagement

The foundation of our work is engagement with the public, community groups, and other
interested parties, together with an extensive array of research that we commissioned
and a public survey. The extensive consultations undertaken by the B.C. government in
developing its poverty reduction strategy were also important in our work.

There is one key conclusion from Part 3 that affects the ability to develop, implement,
and evaluate improvements to the existing system: improved mechanisms are needed
for combining administrative data from various program areas to facilitate the analysis
needed to support evidence-based policy-making across government. We were given
effective assistance in accessing combined (anonymized) administrative data through
the Data Innovation Program in the Ministry of Citizens’ Services, with the direct access
and support coming from Population Data BC. We are very grateful for all of their work;
much of this report would not have been possible without it. We were also given able
assistance by Statistics Canada in combining some provincial datasets with data under
their control.

However, there are two data-access issues that need to be addressed to make the
system an effective support for the kind of ongoing policy evaluation we are calling for.
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The first is timeliness. The data in the Data Innovation Program ends with a lag of
several years. This was not a problem for us since we were examining longstanding
elements of the existing support systems but would be a problem for analyses
supporting ongoing policy change. Each ministry, of course, has up-to-date data, but full
evaluations require bringing that data together, and that requires prompt data
contributions to the B.C. government’s Data Innovation Program. Second, tax data
needs to be included in the data linkages, since it has much-needed information on
earnings as well as income supports and taxes. Including income tax data will require
federal government co-operation and potentially federal legislative change.

2.3 Part 4: The Current System

System description

We define the income and social support system as the set of cash-transfer programs
(income support programs) and in-kind benefit programs intended to benefit those in
need because of limited resources (social supports). Cash transfers provide financial
resources for meeting basic needs, and in-kind benefits provide goods and services,
often referred to as basic services, that more directly help people meet specific needs.
The income and social support system is focused on those with unmet needs, but it
exists within the context of a broad set of federally funded and largely provincially
delivered social programs, most of which apply universally, such as medicare,
education, security of people and property, and others.

The system comprises 120 provincial programs scattered across 12 ministries through
23 different points of access. Additionally, the federal government provides 72 programs
through eight different departments or agencies and 12 different points of access.

In order to make sense of this extensive and complex set of programs, we have created
a set of seven sunburst visualizations that enable users to view the system from several
perspectives. Figure 1-4 shows the full set of programs divided by federal and
provincial, ministry responsible, delivery agency, and specific program. Readers are
encouraged to use the web version of the figures to explore the programs further by
hovering over program names, and by examining each of the different sunburst
perspectives (https://bcbasicincomepanel.ca/charts).
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Figurel-4: Income and social support system in B.C.

The system is wide-ranging and complex. Although B.C. has more programs, federal
spending on income and social support in B.C.# significantly outweighs provincial
spending. Most of the federal programs are fully or mostly automatic, without need for

4 Primarily the Canada Pension Plan, Employment Insurance, Old Age Security, Guaranteed Income Supplement,
and the Canada Child Benefit, which are all cash transfers.
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clients to interact with program administrators for eligibility or ongoing benefit calculation
purposes. Most B.C. programs other than Income Assistance cash transfers and tax
credits are in-kind benefits directed at specific needs, with eligibility assessment and
benefit calculations that require ongoing contact with programs because they are
income-tested and specifically targeted. It would be difficult to replace these in-kind
benefits with cash transfers and continue to meet people’s needs.

There is considerable inconsistency across the system, especially in the definition of
income used for income-testing purposes and, for programs targeting people with
disabilities, the disability eligibility criteria, adding to the complexity of the system and
unintended interactions among programs.

With the notable exception of Income Assistance, all of the major cash-transfer
programs and almost all of the income-tested benefits, whether cash or in-kind, make
use of the income tax system, at least to determine the level of income, if not to actually
deliver benefits. However, there is no requirement to file an income tax return if taxes
are not owed, and there are significant barriers to filing, including distrust of the tax
system, years of unfiled required returns, amounts owing from previous years, lack of
access to tax slips, and the complexity of completing a tax return. This significantly
limits program access for vulnerable populations.

Analysis of the system

Using our analytical framework, we analyze the overall system, largely focusing on the
trade-offs associated with three of the framework’s characteristics: adequacy,
accessibility, and opportunity (as realized through transition support).

In terms of adequacy, our question is whether the scope the system addresses all of the
basic needs. Our conclusion is that there are two gaps in programming for the single
working-age population, the group most requiring additional help: supporting vulnerable
youth transitioning to adulthood and addressing the dignity and accessibility of work.

The system is a complex set of programs focused on specific needs, which has
significant advantages and disadvantages when compared with our analytical
framework. Its advantages are in its diversity of programming, addressing many specific
needs with specific customized solutions and with the responsiveness to changes in
people’s circumstances inherent in that approach and in the design of many of the
programs. For example, Income Assistance responds rapidly to changes in income,
compared to refundable tax credits delivered by the tax system. But disadvantages
arise from the same features, in terms of barriers to access associated with complexity
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and lack of respectfulness associated with the eligibility testing inherent in focused
supports.

Our analysis concludes that there are systemic issues that could be addressed to
improve the system. Addressing the gap due to a lack of a mandate within government
to address intergenerational poverty among youth aging out of care would extend
existing programs and build on recent improvements. There is also a gap related to
“good” jobs in terms of wages and working conditions for low-wage, low-skill workers,
high barriers to work, and the lack of jobs for those unsuited to standard employment,
which should also be addressed. Consistency in program design features and better
system coordination could reduce complexity and other barriers to access. Transition
support for groups facing life changes could be improved by linking cash income
support with wraparound basic service support.

Analysis of specific programs

Income Assistance

Income Assistance is at the core of the income and social support system, providing a
mix of cash-transfer and basic service supports to two broad groups, people with
impairments that limit work and people without those barriers to work. It is a complex
system with many features, many of which have changed over time, with significant
caseload effects. Large caseload increases in the 1990s led to significant tightening of
eligibility rules in 1996, which were tightened again in 2002. The result was a change in
emphasis from short-term support for those temporarily without work to a steadily
growing long-term caseload mostly associated with disabilities. The changes made
Temporary Assistance less accessible, and its caseload also became more long-term in
nature. Changes since 2017 have significantly relaxed some of the tight eligibility
requirements imposed earlier.

Income Assistance’s design principle is that it is the funder of last resort, intended to
provide benefits only to those who have no other options or resources. That principle
underlies several features, including the eligibility tests for Disability Assistance and
Temporary Assistance, the relatively low rate structure for cash transfers, and the high,
100% benefit reduction rate by which income above the exemption level reduces cash
benefits dollar for dollar. These features are intended to limit access. In practice, they
also create a “welfare wall’—a barrier for those on Income Assistance to exiting the
program. Recent eligibility changes have made a positive difference and could be built
on to further improve the program.
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In terms of our analytical framework, the adequacy and accessibility of Income
Assistance are limited by the welfare wall features, but it is these features that have
traditionally enhanced public trust because they limit cost and require reciprocity. They
create a paradoxical structure in which Income Assistance recipients are required to
search for work (partly in order to support public trust) but are faced with 100% taxes on
earnings when they find work. On the other hand, the monthly reporting framework
ensures that Income Assistance is responsive to changes in personal circumstances,
and the supplements, especially the health supplements, provide a stable and valuable
benefit, especially for those on Disability Assistance. Feedback from recipients has
suggested that more intensive work assistance would enhance future opportunity for
them.

Other programs

Other programs analyzed in Part 4, Section 5, include health-care programs, housing
programs, the home owner grant, child-care programs, provincial refundable tax credits,
programs for youth aging out of care, labour market regulation, and earnings
supplements. The main conclusions by program are as follows.

Health care

PharmaCare is a basic service program that is quite consistent with our framework, and
it could provide a model for other generally applicable health services. The Healthy Kids
Program is also consistent with the framework, but the Medical Services Plan
supplementary benefits program is narrow and inadequate.

Housing programs

These programs represent a targeted approach to increasing low-income housing
coupled with rent subsidy programs that have limited accessibility due to eligibility
criteria and linkage to provincially funded low-income housing. Consistency with our
framework could be improved with a rental assistance benefit that is easier to access
and that applies more generally to all who meet income-based eligibility tests and
whose benefit phases out as income increases.

Home owner grant

These grants reduce the property tax on principal residences for most homeowners.
Our conclusion is that this is a costly program that does not target any group clearly in
need or achieve any evident public policy objective.
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Child-care programs

Support for child care has increased significantly since 2017 with the introduction of new
programs and reform of other programs, to create a suite of basic service programs that
help meet an important need, supporting participation in work and other socially
beneficial activities. The suite of programs is quite consistent with our analytical
framework, representing a reasonable set of trade-offs.

Refundable tax credits

The climate action tax credit, sales tax credit, and Child Opportunity Benefit are cash-
transfer programs delivered through the income tax system, which would all benefit from
reforms to the tax system to make it a more accessible and responsive benefit delivery
mechanism. Both the climate action and sales tax credits were introduced as part of
broader tax policy measures. The Child Opportunity Benefit augments the much larger
federal Canada Child Benefit. We conclude that it could be redesigned in a revenue-
neutral fashion to focus benefits more precisely on the group most in need, low-income
parents.

Youth aging out of care

This group has traditionally been targeted by few specific programs, but that has
changed in the past few years, with enhanced education funding and Agreements with
Young Adults to support specific needs for some former youth in care. Progress has
been inhibited by the fact that no ministry or agency has a specific mandate to serve
this group. Beyond establishing that mandate, there is room for additional improvement,
through more accessible and adequate support, both financial and social, to enable a
successful transition to adulthood, a transition that can be challenging even for those
with much less difficult childhoods.

Labour market regulation

The conclusion in Part 3, Section 4 (Labour Market Trends), is that precarious work and
fissured work imply that there are not enough “good” low-wage jobs. Our subsequent
review of labour market regulation under the Employment Standards Act and Labour
Relations Code has suggested that there is an opportunity to address that by building
on recent changes to the legislation. We conclude that there is room for improvement,
through expanding employment standards coverage for workers in precarious jobs,
increasing consistency in the definition of “employee” across government programs that
benefit workers, providing added protections for fissured workers, enhancing the ability
and capacity to enforce labour regulation, strengthening continuity of work provisions for
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fissured workers, and accelerating the adoption of newly enabled industry advisory
councils.

Earnings supplements

Earnings supplements are effectively wage subsidies provided to low-income workers,
usually limited to those whose income exceeds a minimum threshold (indicating some
labour force attachment) and phased out as income increases above an income
exception level. In other words, they supplement wages over a low-income earnings
range, supporting workers living in poverty or near the poverty line and encouraging
them to work by lifting the hourly wage. The Canada Workers Benefit is the prime
example, together with three earnings supplement programs in other provinces. B.C.
does not currently have such a program, but we have identified low-income workers as
a group particularly in need. COVID-19 has revealed the economic importance and
vulnerability of this group, consisting predominantly of women and Indigenous and
racialized people.

Conclusion

From this analysis, we conclude that the B.C. income and social support system is not a
system per se. Nevertheless, it is a set of programs that provides a wide range of
important supports through a combination of cash transfers and goods and services,
together with worker protections provided through labour market regulation. We believe
that such a hybrid system is the best way to achieve our justice-based objective, and
that by applying the framework significant improvements can be made to the current
program mix.

2.4 Part 5: Basic Income

What is a basic income?

A basic income is shorthand for programs that embody the idea that society would be
better off if everyone could count on receiving at least a minimum amount of cash on a
regular basis. Specifically, we define basic income as a policy that guarantees all
members of a society a minimum amount of income in a period. An idea that has been
around for well over 200 years, it is simple to understand but in practice would be
neither simple to design nor simple to implement.

The most well-known type of basic income is a universal basic income (UBI), which
provides periodic cash payments to everyone in a group. This is the simplest basic
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income design, but there are also many alternative designs. The alternatives can be
viewed from two perspectives, related to placing conditions on the payments.

The first type of conditionality is related to whether the basic income applies to everyone
(in practice, all residents of a jurisdiction) or to a specific group of people. We use the
term “generally applicable basic income” for designs that don’t require recipients be part
of a group and “targeted basic income” for designs that limit benefits to people who
meet defined eligibility criteria.

The second type of conditionality is related to whether the basic income is income-
tested (i.e., the benefit is conditional on other income received). UBIs are, by definition,
not income-tested, but they could be either generally applicable or targeted.

There are two types of income-tested basic incomes, both of which also could be either
generally applicable or targeted: the refundable tax credit (RTC) and the negative
income tax (NIT). The difference between these two approaches is in their
responsiveness to changes in income. RTCs delivered through the income tax system
generally provide a set level of benefits for a year at a time based on income earned in
the previous year, just like the current set of RTCs. In fact, some, like the Canada Child
Benefit, are targeted RTC basic incomes. NITs are defined by the fact that they require
income data to be collected periodically within the year, with basic income benefits
adjusted on the basis of reported income.

Why a basic income?

Many advocates for a basic income believe that it is a policy panacea that can help
address many of the issues facing society. Reasons put forward for adopting a
generally applicable basic income include:

e eliminating or at least reducing poverty and the intergenerational cycle of poverty

e transforming society and the economy in response to disruptions such as artificial
intelligence and other technological changes that are fundamentally changing
work or even eliminating it for most people

e responding to other disruptions, such as climate change—and now pandemics

e reducing stress for many people, which contributes to several of the subsequent
claims

e improving health outcomes for recipients

e improving health and educational outcomes for children
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e providing a stable basis for investing in human capital and finding a better job

e raising low-end wages (and thereby reducing wage inequality) by allowing
workers to reject bad jobs

e providing a stable basis for pursuing an entrepreneurial idea and thereby
encouraging innovation

¢ building community by allowing people to participate in unpaid work beneficial to
society, such as caregiving and volunteering

Many advocates see a basic income, especially a UBI, as a simple and powerful tool
that can be applied to several important social issues, like poverty, and that will have
collateral benefits, such as improving health and community development.

A basic income is seen as such a powerful tool because of the philosophy and
principles underlying the concept. The philosophical basis of a basic income is the
improvement of society, with the following four principles as defining characteristics:
simplicity, respect, economic security, and social inclusion. These principles are often
used to claim that a basic income is intrinsically preferable to traditional income and
social support systems, such as B.C.’s existing system, which has significant shortfalls
in terms of these patrticular principles.

The basic income philosophy is conceptually consistent with our stated goal of moving
to a more just society, and the principles align particularly well with our characteristics of
accessibility, adequacy, security, opportunity, and social inclusion. However, there are
two major differences between these and our broader social justice-based framework.

The first is that basic income principles place considerable weight on the individual’s
freedom of choice inherent in cash support. While autonomy is an important component
of our framework, we believe that true autonomy is only possible when basic needs like
heath care, education, and housing have been addressed by the kinds of basic services
that form part of the current system. In some ways, this difference is a matter of
degree—basic income proponents are typically supportive of some basic services—but
their emphasis on individual choice often casts in-kind goods and services as
interventionist and paternalistic. We view our approach as putting the emphasis in the
opposite order and being more balanced.

The second difference is our emphasis on two elements of public trust that are
sometimes overlooked by basic income advocates: policy stability and reciprocity.
Specifically, this relates to the cost of a program, how it would be financed, how those
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costs would be distributed, and the overall economic effects. Reciprocity refers to
mutual respect between those who are beneficiaries and those who are mainly paying
to fund the supports. This second difference is partly a reflection of the first: by
emphasizing individualism and downplaying the collective interest, important
considerations related to public trust—cost, economic implications, and reciprocity—are
also downplayed in the basic income principles.

Policy trade-offs in basic income design

Despite advocates’ claims of simplicity, we have identified a long list of policy choices
that must be made in the detailed design of a basic income, and the specifications
chosen all represent policy trade-offs that need to be carefully considered.

The most fundamental choice is whether a basic income should be universal or income-
tested. Based on our background discussion of income testing and effective tax rates,
the trade-off here is between cost and economic impact. A UBI has little direct work
disincentive but has a high cost because benefits are paid to everyone, not just those
most in need. The large distortions for a UBI arise through its heavy financing
requirements. Income testing targets those most in need, reducing the cost significantly,
but introduces an economic distortion associated with the effective tax rate (the benefit
reduction rate—BRR) used to phase out benefits.

For the two types of income-tested basic incomes, the trade-off is between
responsiveness to changes in personal circumstances and significant compliance costs
across the economy, together with significant administrative costs. An RTC would be
simple and quick to implement using the income tax system to deliver a basic income,
just as it delivers many other benefit programs, but it can take up to 18 months to
respond to a sudden significant change in income, positive or negative. An NIT, in
contrast, would require a new administrative structure with frequent reporting of income
from all sources, separate from income tax reporting, but would provide benefits that
adjust quickly to income changes.

Other significant trade-offs arise in defining the benefit structure (the benefit amount,
BRR, and break-even point), which pits adequacy against cost and, for income-tested
basic incomes, work disincentive impacts. The choice between generally applicable and
targeted basic income again requires a trade-off between cost and accessibility in terms
of serving particular groups facing higher costs for basic needs, such as people with
disabilities. Giving everyone enough to address the costs would be prohibitively
expensive, but focusing on particular groups requires eligibility criteria that, no matter
how well designed, affect the dignity of those being served.
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Every design element represents some trade-offs: how it is administered, how
responsive it is to income changes, whether it is applied on an individual or family basis,
and so on. And how well a particular basic income conforms with the ideal represented
by basic income principles depends on those difficult choices. This is what we mean
when we say that a basic income is not simple to design or to implement.

Simulation results

To estimate the budgetary cost of alternative basic income designs and their poverty
impacts for B.C., we commissioned 1,640 basic income simulations using Statistics
Canada’s Social Policy Simulation Database and Model (SPSD/M). We used these
simulations to compare UBI and RTC types of basic income applied to working-age
adults, varying several design parameters: the maximum amount of the benefit, the
BRR, whether income testing is based on individual or family income, and whether
couples receive double the benefit for singles or a lower, scaled amount. For each
simulation we calculated the number of recipients, the cost, the poverty rate, and the
depth of poverty. We also calculated a measure of how cost-efficient each simulated
design would be in reducing poverty per billion dollars of incremental cost.®

To get a sense of the costs and impacts involved, consider basic incomes with
guaranteed income amounts at about the poverty line, $20,000 for singles. A UBI would
cost $51 billion, almost doubling the provincial budget and effectively eliminating poverty
as expected, but only lifting about 8,000 people out of poverty for every billion dollars
spent. In contrast, an RTC with the same maximum benefit but phased out with a 75%
BRR® would cost $7.5 billion, reduce the poverty rate by 68%, and lift over 44,000
people out of poverty for every billion dollars spent.

The simulations lead to three important observations:

e UBIs are orders of magnitude more expensive than income-tested basic incomes
that provide similar poverty reduction.

e Asthe BRR increases, the cost decreases.

e Higher BRRs are generally more efficient in reducing poverty.

5 See https://bcbasicincomepanel.ca/simulation for an interactive visualization of representative simulation results.
6 The RTC would be calculated based on family income, and benefits for couples would be scaled by 1.41 times the
benefit for a single person.
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We also conducted an optimization exercise to seek the best design option at every
level of budget spending and found that the optimal design suggests that as spending
on a basic income increases, the BRR should increase as well, from an optimal rate of
10% at $1 billion in spending to 80% at $7 billion in spending.

Our conclusion is that if our goal is to reduce poverty, an RTC is the preferred basic
income approach. But any significant poverty reduction would require a high BRR—and
the work disincentives that entails. Any feasible basic income that also seeks to sharply
reduce poverty simply would not reduce the welfare wall in the way many basic income
advocates claim it would.

Other basic income claims

Simulation results show why a basic income may not be the best choice for reducing or
eliminating poverty. Our examination of labour trends in Part 3 shows that, at best, it is
premature to consider a basic income as the solution to a technologically induced end
of work, since there is no evidence of recent changes that would indicate that this is
happening, at least not yet.

The other claims made for a basic income listed above receive varying amounts of
support from empirical investigations done for our panel, as well as work by other
researchers.

e The claim that a basic income would be easier to implement than other
approaches because it can be provided as a tax credit does not hold up. The
proportion of individuals not in the tax system is substantial, and solving that
problem would be costly for a basic income or any other approach.

e There is some evidence that a basic income would lead to a shift from market
work to child caregiving, though not on a large scale. Potential impacts on
volunteering are uncertain, but we note that a basic income could lead to a
monetizing of services that may be detrimental to communities.

e Existing evidence points to substantial returns in terms of child outcomes from
providing transfers to low-income households, but there is no clear case that
such transfers achieve better outcomes if they are delivered via a basic income
rather than another form.

e A basic income is likely not effective in increasing entrepreneurial activity. In part,
it may serve to increase own-account self-employment, which is often a poor
labour market state that we would want to help people leave, not attract them
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into. For that group of firm owners, the best approach is probably to give them
access to training programs to help them leave self-employment. For
incorporated firm owners, part of what may be needed is reductions in
bureaucratic, licensing, health, and tax-related barriers to opening a firm, and
income insurance options for owners. But the best solution to that problem lies
with improved insurance, not a basic income, which is an imperfect substitute for
insurance.

e The claim that transfer income can help in reducing stress and improving self-
perceived mental health is supported in the data. However, new assessments of
the data on health-care system usage point to a conclusion of no effect or even
possibly increases in hospital usage when transfer income access is provided. A
basic income therefore seems to help with health but not in a way that will
provide health-care cost savings.

e There is evidence that a basic income will reduce crime rates, though other
measures may be more effective in this.

e There is some hope that a basic income could result in higher wages and,
possibly, better working conditions, though the extent of this effect is currently
uncertain. And, of course, a basic income would not be the most direct approach
to achieving these goals. That would be accomplished through labour regulation
and supporting union bargaining.

Overall, we found that a basic income would likely have some of the beneficial effects
claimed by its proponents, but there are often more direct ways to achieve those effects.
We believe that it would be more effective in general to address these issues directly,
and that a combination of cash transfers and basic services reformed to better align with
our justice-based objective would be the better approach.

Financing a basic income

It is not enough, in applying our justice-based framework, to consider a basic income in
isolation. While a basic income can be designed to fit within a given budget constraint,
it's clear that even the most efficient basic income in terms of reducing poverty would
impose significant costs, which would need to be financed, and the policy measures
chosen to do so would combine with the basic income to amplify the incentive and
behavioural implications.

Examining financing options leads to several observations. First, when financing is
taken into account, the trade-off between the low work disincentives of a UBI and the
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lower cost of an income-tested basic income disappears. Financing a UBI would
inevitably have significant implications that would eliminate many of the advantages
typically suggested by advocates of this form of a basic income.

Many Canadian basic income proposals suggest eliminating most or all tax credits,
including the basic personal amount, to create a “self-financing” RTC basic income. This
would be a fundamental reform of the tax system that would mean tax becomes payable
with the first dollar earned, increasing disincentives to work for low-income earners not
on Income Assistance. More fundamentally, this approach to financing would generate
only limited funds for B.C. on account of the province’s low tax rate for the bottom
income bracket, and would put the funding burden disproportionately on middle earners
while sparing those with the highest incomes. These factors imply that B.C. would need
joint federal funding along with much broader tax increases for an equitable outcome.

Financing a basic income with income tax rate increases is also problematic.
Simulations show that feasible basic income designs rival the welfare wall of Income
Assistance in terms of effective tax rates. Even financing a $10,000 RTC basic income
with a low BRR would require about a 50% increase in B.C. income tax rates, pushing
some effective tax rates well over the levels associated with Income Assistance and
creating economic distortions at every level of income.

Eliminating programs could be another alternative, but we believe that the many
services provided by existing programs aimed at meeting basic needs—in combination
with cash transfers—are essential to a just society. We conclude that there is little or no
scope to fund a basic income by eliminating some of these programs without doing
significant harm. We are concerned that, even if basic service and targeted cash
transfers are not eliminated to finance a basic income, the budget pressure imposed by
the basic income would preclude needed reforms to these programs and result in
erosion of the programs over time.

A basic income pilot

We were specifically asked to consider whether undertaking a B.C. basic income pilot
would be useful. We have concluded that it would not be useful. Our reasons include
the following:

e Extensive evidence from past pilot projects and other studies is available, and
there are few important gaps to be filled.

December 28, 2020 Final Report of the Expert Panel on Basic Income 33



Part 1: Introduction and Summary

e One key outstanding information gap relates to long-term effects in the form of
changes in habits and practices. Pilots are by their nature temporary and cannot
provide evidence on these long-term impacts.

e A basic income must be considered in the context of how it is financed and how
other requisite policy changes interact with it, elements that are not feasible in a
pilot project.

e ltis difficult for governments to maintain a pilot for long enough to provide useful
results without intervening policy changes or cancellation of the pilot.

e The ethical considerations involved in setting up winners and losers to measure
basic income effects are not justified.

Rather, we favour making the best possible evidence-based policy decisions and then
collecting the data needed to rigorously evaluate the results in order to make continuous
improvements.

2.5 Part 6: Vision and Recommendations

Our work has been guided by a vision of British Columbia becoming a more just society.
A place of mutual concern and mutual respect, where each person is supported to make
the fullest contribution they can. Where no one is left behind. It was in light of that
vision, expressed more concretely in our set of characteristics of just policies, that we
examined a basic income as a key policy goal for B.C. We based that examination on
extensive consultations and a considerable body of new research.

Taking a justice-based approach is more than simply forming a list of evaluative
characteristics. It requires a specific approach to the process of policy-making and
implementation. It means asking not “How do we help the most vulnerable among us?”
but “How do we create a more just society together?” It means a shift from seeing the
most vulnerable among us as others in need of our help, to seeing them as equal
participants in creating a better society.

We have woven throughout our recommendations the theme that these proposals
should be the first step in a consultation with affected groups as well as with people who
can bring useful evidence and data to the table. These consultations should be ongoing.
We recommend mechanisms that involve continuing adjustments accompanied by
continuing consultations—mechanisms ultimately rooted in human rights recognized by
Canada in its signature on international agreements. We therefore see our
recommendations not as a final set of proposals but as the starting point for dialogue.
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The result will be a messier process than simply defining and implementing a pre-
specified efficient solution to a narrow issue, but it will be more just. It will also, likely, be
more effective and have fewer unintended consequences.

Specific conclusions and recommendations

1. The first question put to the panel was whether British Columbia should adopt a
basic income as the central element of its transfer system. Our answer is no. Moving
to a system constructed around a basic income is not the most just policy change we
can consider. The needs of people in this society are too diverse to be effectively
answered simply with a cheque from the government.

Effectiveness, in fact, is key to our conclusions. Questions of effectiveness are
reflected in the fact that a basic income is a very costly approach to addressing any
specific goal, such as poverty reduction. Further, in our assessment of claims made
for the benefits of a basic income, we found that for many of the claims there are
other policies that would provide more effective approaches. Other claims, such as
that a basic income would be easy to implement through the tax system, or that a
basic income is needed because we are facing the end of work as we know it, or
that a basic income would pay for itself through reduced health-care costs, appear to
us not to be true.

We are also concerned about the implications of a basic income for the society we
will share in the future. A basic income emphasizes individual autonomy—an
important characteristic of a just society. However, in doing so it de-emphasizes
other crucial characteristics of justice that must be, in our view, balanced:
community, social interactions, reciprocity, and dignity. The basic income approach
seems to us to be more individualistic than the way we believe British Columbians
see themselves.

2. We propose, instead, a mixed system that applies different approaches in different
circumstances:

e basic services, such as extended health supplements and a new, extensive
rental assistance benefit, both addressing needs common to all low-income
households

e targeted supports for groups like youth aging out of care and women fleeing
violence, who have more specific needs
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e targeted basic incomes where they are most helpful, such as for people with
disabilities
e an overhaul of the Disability Assistance system, including for those with mental

health and addiction issues, that emphasizes dignity and support for work for
those who want it

e areformed Temporary Assistance program, providing monetary benefits with
more dignity

e an improved earnings supplement for low-income earners

e a more just labour market, to improve wages and job conditions for low-skill, low-
income workers, changes that will be particularly beneficial for people whose
often precarious situations have been highlighted by COVID-19: women, people
with limited education and work skills, and Indigenous and racialized people

We see our recommended policy changes as a complete system that would help
move B.C. toward being a more just society.

Our recommendations are closely aligned with the government’s poverty reduction
targets, though our goals extend beyond simply reducing the poverty rate. One
important issue that we do not address directly is food insecurity. This is clearly a
serious and important issue, but we believe it is best addressed by relieving people
of the other pressures that lead them to have to cut back on food—housing, health,
and income being among the most central.

3. While we do not see a system centred on a basic income as a good approach for
B.C., we recognize that others—including this or future governments—might. We
believe that many of the reforms we propose would be needed even if a basic
income were adopted. As many proponents of a basic income recognize, true
autonomy is found only partly in monetary resources. It is built on a base of
supportive communities and families, on a fair labour market, and on specific
services such as health care and education. In the most extreme versions of a basic
income, those services are expected to be bought in the market using, in part, the
money distributed through the basic income. We see this as misguided.

A prime example is youth aging out of government care—perhaps the strongest
example of a longstanding failure of the existing system to meet the standards of
justice. For these young adults, financial security is part of the way forward, but
providing cash transfers without also helping them form supportive attachments is
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simply not enough. Some steps have been taken to address the needs of this group
with significant recent improvements to existing programs, but there is much more to
be done.

Another example is labour market reform. Labour regulation changes aimed at
finding a better balance between the interests of workers and firms could provide the
underpinning for a basic income or other cash-transfer programs, since people are
more likely to choose work over receiving cash when the jobs on offer are good jobs.

4. Building the basis for a basic income would also involve a major overhaul of the tax
and transfer system—another reform that we recommend as an important part of
increasing the effectiveness of, and improving access to, the current system. Of
course, this is something that needs to be implemented primarily at the federal
government level, and we recommend that B.C. add its voice to calls for reform.

5. Work incentives and disincentives are an important theme running throughout this
report. We believe that the dignity and self-respect that comes from voluntarily
chosen work (not the forced work of “workfare”) is important. That means that
addressing the disincentive effects cash transfers can have on work would be
justified by reasons related to dignity alone. But beyond that, there are economic
and fiscal consequences of reduced labour force attachment that further support the
need for reform. Minimizing these effects is an important consideration for us.

The redesigned system we are suggesting provides support for work in several
forms. Our proposed Income Assistance reforms and a generally available extended
health benefits program for those with low incomes will reduce the welfare wall to
reduce work disincentives. Intense work assistance will lower barriers to
employment and bring people the hope of accessing new work opportunities. Labour
regulatory reform will improve wages and working conditions for low-wage, low-skill
jobs, improving the attractiveness of work relative to receiving benefit. Enhanced
earnings supplement benefits will provide direct benefits to an important group, low-
income earners, which consists predominantly of women and Indigenous and
racialized people, whose importance and vulnerability have been revealed by the
COVID-19 pandemic.

6. We were also asked whether there should be a basic income pilot. To this, too, our
answer is no. Many of the proposed benefits of a basic income are associated with
changes people might make because they have a long-term, stable income
source—changes such as investing in an education or starting a business. A pilot
will not allow us to assess these claims. Even the longest basic income pilots last
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only five years, and that is not a long enough commitment for people to make
substantial changes. We already have evidence on shorter-term impacts from other
research and pilots.

However, we do believe strongly in the need for policy evaluation to guide effective
policy-making. Our preferred approach is to implement new policies incrementally,
assessing them carefully and, very importantly, consulting thoroughly with affected
groups, then making adjustments. A just policy change process does not involve one
policy proposal, tested then implemented. It is a never-ending quest.

Our specific recommendations are listed below. We provide more detail on each of
them in Part 6, where we also provide cost estimates and an indication of how the
recommendations would be implemented—both developed with the help of staff in the
relevant ministries.

The total of the estimated annual costs for all the proposals combined is $3.3 to $5.0
billion, a substantial portion of which could be offset by eliminating the home owner
grant, with a current annual cost of over $800 million. We divide the recommendations
between those we believe could be implemented in the short term (the total cost of
which is about $1.4 billion) and those that would take longer to develop (with a total cost
of $1.9 to $3.6 billion).

In comparison, according to simulations presented in Part 5, an income-tested basic
income with a similar budget would have a maximum benefit amount of less than
$10,000 if applied to family income, with a benefit reduction rate of 30%. Such a basic
income would reduce the poverty rate by nearly two percentage points, a tangible
amount. However, the recommended targeted basic income approaches and targeted
basic services, together with significant improvements to existing programs that we are
recommending, would direct those tax dollars much more effectively to address unmet
basic needs.

We see these recommendations as a cohesive whole that embodies a vision of a
province that continually strives to use the power of government and the full set of tools
at its disposal to balance citizens’ desires for individual autonomy and their need for
community. It is a place where evidence, outcomes, and the lived experiences of those
most affected drive changes. It is a place where no one is left behind. And it is a place
where the reciprocity needed to build and maintain public trust is at the core of public
discourse. In short, it is a vision of a society that always seeks the elusive balance
inherent in a just society, knowing that is a never-ending quest.
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3. Summary of recommendations

Reform Disability Assistance (DA) into a targeted basic income

1
2
3
4
5.
6
7
8
9

10.
11.
12.
13.

Replace disability-related designations

Reform application process

Revise application forms

Eliminate DA asset test

Relax DA income test

Reform adjudication process

Eliminate reassessment

Convert DA to a targeted basic income

Increase DA benefit to the poverty line

Lower DA benefit reduction rate and maintain income exemption
Create public and community employment
Integrate support for addiction and mental health

Review addiction support

Reform Temporary Assistance (TA) to reduce the “welfare wall”

14.
15.
16.
17.
18.
19.

20.

21.
22.
23.

Eliminate work-search requirement

Engage federal government on COVID-19 recovery benefit rationalization
Initially maintain current TA income test

Increase TA income test threshold in medium term

Eliminate TA asset test

Extend TA streamlined reapplication

Increase TA benefit levels by making COVID-19 emergency $300 supplement
permanent

Lower TA benefit reduction rate and maintain income exemption
Evaluate training support

Expand earnings supplement
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Provide extended health-care benefits to all low-income individuals

24. Convert extended health supplements to a basic service

Provide housing support to all low-income renters

25. Combine Income Assistance support and shelter allowances
26. Expand targeted supportive housing

27. Institute a B.C. Rent Assist refundable tax credit

Provide intensive work support to targeted groups

28. Establish Assisted to Work basic service

29. Establish a joint rehabilitation and work support agency

Enhance support for low-income families with children

30. Refocus the Child Opportunity Benefit

Enhance financial and support services for young adults

31. Increase Ministry of Children and Family Development resources

32. Enhance transition planning and community support capacity

33. Extend Agreements with Young Adults education and training duration
34. Enhance Agreements with Young Adults life-skills support

35. Extend Assisted to Work eligibility to former youth in care

36. Create targeted basic income for former youth in care

37. Initiate basic income with community support engagement

38. Mandate a ministry to support former youth in care

39. Establish a B.C. Learning Bond

40. Contribute to B.C. Learning Bond for children in care

41. Create a B.C. Career Trek program
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Enhance financial and support services for people fleeing violence

42.
43.

Enhance housing for people fleeing violence

Create a three-tiered domestic violence program

Improve precarious employment through labour regulation reform

44,
45.
46.
47.
48.
49.
50.
51.

Develop gig work employment standards

Review Employment Standards Act exclusions

Enhance proactive Employment Standards Act enforcement
Improve employment standards for fissured work

Review Labour Relations Code unionization provisions
Proactively facilitate industry advisory councils

Extend Labour Relations Code successor rights

Rationalize employee definitions across programs

Improve the way benefit delivery platforms function

52.
53.
54.
55.
56.

57.

58.
59.
60.
61.
62.
63.
64.

Combine refundable tax credits into Dogwood Benefit

Rationalize income definition for income-testing purposes

Engage federal government to reduce tax-filing barriers

Engage federal government to increase tax and benefit delivery responsiveness

Engage federal government to streamline administrative tax data—sharing

Develop an identification and verification platform for non—tax filers to increase
benefits access

Automate informing applicants of eligibility for other programs
Enhance cross-program system navigation

Establish system governance

Index Income Assistance rates to changes in the poverty line
Increase Income Assistance staff resources

Rigorously evaluate major reforms

Create linked administrative data for policy development

December 28, 2020 Final Report of the Expert Panel on Basic Income 41



Part 1: Introduction and Summary

Make ongoing engagement a permanent part of all policies

65. Set up a human rights—based approach to engagement with those affected
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Appendix 1-A: Terms of Reference—BC Basic Income Pilot
Assessment

To support work government is doing to reduce poverty, the Province will look at
whether a basic income is an effective way to improve income security, reduce poverty
and address the impact of technological change. Budget 2018 will provide $4m over two
years to test the feasibility of a basic income in BC and help find ways to make life
better for British Columbians. To help guide this work, the province will convene a panel
of experts and consult with stakeholders for input and advice to help address the gaps
that exist in the critical income and social supports that British Columbians rely on.

The committee would consider the viability of a basic income in BC and support the
simulation of various basic income models in BC to identify impacts and financial
implications. The committee would also look at BC’s existing income and social support
system and how elements and principles of a basic income could be used to transform
and enhance it. The committee will also outline any areas that could be explored further
through a basic income pilot, as well as pilot design.

The work of the committee would include consideration of the impact that advances in
technology and automation and other shifts are predicted to have on the labour market
over the next several decades. Technological advancements are expected to result in
the elimination of tens of thousands of jobs, particularly lower-skilled jobs in the service
sector but also in manufacturing and production. The rise in unemployment and
precarious employment will put additional stress on existing income support systems,
which were not designed for these situations. The committee will consider both current
labour market and future labour market conditions.

The work of the committee would also consider additional social, economic, and health-
related trends and drivers that are anticipated to impact BC’s population and the income
and social support system for low income people in BC in the coming years including
changes in disability prevalence and conditions, advancements in medical treatment
and assistive technology, demographic shifts including changing family composition and
an ageing population, and shifting public expectations.

The committee will consider the following principles when evaluating the viability of a
basic income in BC and the potential for improvements to BC’s income and social
support system:

e reduces poverty
e enhances income security
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improves accessibility to supports for people in need of assistance and people
with disabilities

iImproves accessibility, effectiveness and cultural appropriateness of supports for
Indigenous people

reduces the unnecessary complexity associated with income and disability
supports

promotes social inclusion and socially beneficial activities

improves mental wellbeing and quality of life

increases program administration efficiency

promotes labour market attachment

eases work transitions

facilitates the pursuit of education and training

eases transitions between different income support programs and between
income support and employment as applicable

supports early intervention to mitigate impacts of life on long-term economic
security

reduces associated social costs of poverty (e.g., on the health-care and criminal
justice systems)

considers impact on government’s fiscal plan

This approach is similar to the one recently undertaken in Quebec, which led to a
detailed impact assessment of the potential for basic income through simulations of
basic income and a report with 23 recommendations on how to improve their income
and social support system to incorporate some of the benefits of a basic income.

Specific Mandate

More specifically, the committee’s mandate is to:

oversee simulations of basic income in BC;
analyze the components of BC’s current income and social support system;
identify gaps in the current income and social support system;
identify and analyze the impacts of changing trends outlined above on BC'’s
population and income and social support system,;
provide recommendations for improving income security in BC through
implementing elements of basic income;

o For each of these recommendations, analyze the impacts; assess

feasibility; identify issues
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e provide recommendations on any areas that could be further explored through
pilot programs, as well as pilot design.

Committee Members

The expert committee will be comprised of the following:

Chair:

e David Green Vancouver School of Economics (UBC)
Members:

e Jonathan Rhys Kesselman School of Public Policy — SFU

e Lindsay Tedds School of Public Policy — U Calgary
Timelines

The expert committee will start meeting in summer 2018. The committee’s findings and
recommendations are proposed to be released in several reports over an approximate

two-year period.
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1. Introduction

Our terms of reference include an expansive list of principles that we were directed to
consider. While we agree with the importance of the listed principles, they do not form a
cohesive whole because they are not organized around an overarching goal for the
income and social support system.

We believe that the ultimate standard against which policy proposals should be
measured is whether those proposals move B.C. toward being a more just society—one
that improves lives by providing a basis of dignity for all and respect for each other and
for society.

Simply stating that we want policies to move B.C. toward being a more just society is,
admittedly, providing a vague standard. A necessary first step in devising
recommendations for policy reforms that are both effective and implementable is to
specify an analytical framework for evaluating how well alternatives are aligned with our
broad goal. Part 2 of our report attempts to make the justice theme concrete enough to
be practically applied as the basis for analysis. We accomplish that by discussing the
ideals that underpin a just society. Those ideals suggest specific characteristics that we
would expect just policies to embody. In the remainder of the report, we use those
characteristics as benchmarks against which we assess policy options for achieving our
ultimate goal—moving B.C. toward a more just society.
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2. ldeals of a just society

To put our practical considerations on a firm footing, we start at a deep level by
considering the nature of human interactions in society and their implications for what
might constitute just policies and institutions. We find the argument of Adam Smith, in
his treatise The Theory of Moral Sentiments (Smith, 1759), instructive, even though its
language usage sometimes differs from current norms:

It is thus that man, who can subsist only in society, was fitted by nature to
that situation for which he was made. All the members of human society
stand in need of each others [sic] assistance, and are likewise exposed to
mutual injuries. Where the necessary assistance is reciprocally afforded
from love, from gratitude, from friendship, and esteem, the society
flourishes and is happy. All the different members of it are bound together
by the agreeable bands of love and affection, and are, as it were, drawn to
one common centre of mutual good offices.

But though the necessary assistance should not be afforded from such
generous and disinterested motives, though among the members of the
society there should be no mutual love and affection, the society, though
less happy and agreeable, will not necessarily be dissolved. Society may
subsist among different men, as among different merchants, from a sense
of its utility, without any mutual love or affection; and though no man in it
should owe any obligation, or be bound in gratitude to any others, it may
still be upheld by a mercenary exchange of good offices according to an
agreed valuation.

We are, in part, social animals with a fundamental need for societal connection. This is
the natural “sympathy” that Adam Smith sets out in his treatise, the quality with which
we were “fitted by nature.” We are most successful in interacting with the physical world
and creating the means to survival when we work together. The most effective societal
institutions recognize and enhance our social nature as well as our individual nature.
Smith himself argues in the passage above that while one can construct a functioning
society based only on self-interest, it will not be as good as one that also acknowledges
our mutual sympathy. Moreover, we believe that true freedom requires social support.
Markets, for example, may emphasize individual decision-making, but they are
fundamentally a means of societal coordination.
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We are also individuals with very heterogeneous notions of our own goals and
preferences, but also, often, of what makes a fair society. Small-I liberal theories of
justice emphasize liberty, especially individual rights—respect for individual
preferences, and providing people with the liberty to pursue their own legitimate notions
of what is good. Most people in Canadian society share this sentiment, even if we might
not all give it the primacy it attains in many liberal theories of justice. In practical terms,
that means public policy choices should support individual liberties, including the right of
people to hold their own notion of justice rather than imposing a specific theory or
emphasizing a certain notion of fairness.

In other words, we are searching for a general notion of justice in society that can be
widely accepted without requiring agreement on the specific details of what is good.
Two people could agree, for example, that policies that do not treat people with respect
are unjust while disagreeing on whether that conclusion is ultimately rooted in a
religious or a secular humanist conception of what is good.

Recent liberal thinkers, including John Rawils, argue that the central problem of justice is
how to balance our social nature with individual rights. Just institutions are equilibrium
constructs—they should embody notions of justice but also engender support for those
notions of justice among the citizens in society, who are free to exercise their rights.
That implies a need to build trust both in the institutions and in fellow citizens. A key
guestion concerning a big policy tool like a basic income, or alternatively a fundamental
reform of the existing income and social support system, is whether it supports that
trust. Is it something that both the beneficiaries and those who ultimately pay for it see
as part of a just society? Searching for policies that form an equilibrium in this sense is
of central importance if we want the policies to last and to help in creating a society in
which “assistance is reciprocally afforded.”

This latter consideration is intimately linked with the way that social policies interact with
and impact the functioning of the economy. Too often, discussions of public policy
separate justice considerations from economic considerations, focusing on one or the
other. Proposals to enhance justice are often put forward without considering public or
private costs, while fiscally driven changes or changes directed toward creating a
particular economic incentive often give too little consideration to justice. A
comprehensive analysis of ideas like basic income must consider questions about the
functioning of the economy—such as impacts on behaviour and how the market assigns
shares of output—at the same time as thinking about just distributions and how a basic
income relates to them.
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The idea of wanting to construct institutions that reflect both economic and justice
considerations and that engender mutual trust may, at first blush, suggest that we
should focus on a specific notion of justice in order to form a practical solution. If that
were true, though, it would be problematic, since it is inconsistent with the ideal of
respecting the rights of individuals to hold different notions of what is good and just. We
argue, however, that such a stance is not necessary and that there are enough
commonalities in concepts of justice to direct us toward a more just society (as defined
under most notions of justice) without having to decide on the exact destination (which
theory of justice is best).

Virtually all theories of justice share an emphasis on both self-respect and the respect
we get from others in our community—social respect. John Rawls defined a key part of
his set of primary social goods as the means underlying such respect (Rawls, 1999).
Martha Nussbaum (2011, p. 34) defines as one of 10 key capabilities that we want for
our fellow citizens as “having the social bases of self-respect and non-humiliation; being
able to be treated as a dignified being whose worth is equal to that of others.” Even
libertarian theories, as reflected in the work of Robert Nozick (1974), emphasize
respecting individual autonomy, which is a key input to self-respect. Thus, a move in the
direction of greater justice is a move toward greater support for the concepts of self- and
social respect, both of which derive from widely held societal values.

The two notions of respect are intertwined. Most people’s self-respect is conditioned by
values held widely in society and thus is also a basis for social respect. For example, in
societies where work and earnings are assigned a high social value, many individuals
will derive self-respect from success in working and earning.

Support for self- and social respect is also inconsistent with the idea of social support as
charity rather than as an element of a just society. Charity, historically often the impetus
behind traditional income and social support programs, is laden with moral judgment
about who deserves support, and that very judgment saps self- and social respect. By
underpinning our principles with the idea of justice, from the outset we reject the use of
distinctions between the “deserving” and “undeserving” as a basis for the design of
support systems. We recognize that individual needs can differ widely, so fairness
implies that certain attributes will command an entitlement to greater cash or in-kind
benefits or services. Such differential treatment is a matter of justice and not charity.

In these respects, and many others, self- and social respect are inherent in the very
structure of society. They are founded, in part, on family arrangements and social
arrangements in a community. For that reason, it is important to consider how any
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policy affects people’s ability to make social connections and children’s ability to form
key attachments that support their future ability to feel like they have autonomy, control,
and social connection. Self- and social respect are also founded on the roles that
people play in the productive process, broadly defined. This does not have to be limited
to roles as employees in public or private enterprises—though that is certainly a key
element—but also roles such as caring for others, helping to construct community
projects, building human capital, and creating new enterprises. Public policy and
institutions alter people’s roles in society and, with them, their sense of self- and social
respect. This is the key sense in which we cannot separate notions of justice from the
functioning of the economy.

To summarize, moving toward a more just society depends on recognizing some
fundamental ideals. Humans are social animals that need social connection, leading to
the ideal of social respect. Humans are also all unique individuals who need the
autonomy to exercise their individual preferences and maintain the ideal of self-respect.
Creating a just society must balance social interest and self-interest, a balancing act
that is and always has been fundamentally at the heart of public policy decision-making.
Achieving that balance requires building institutions and policies based on justice rather
than charity. It also requires that those institutions and policies are perceived to be just
by all those involved, including both beneficiaries and funders. In short, the overarching
ideal is to treat all people with dignity.

Moving forward also requires us to keep in mind how interconnected notions of justice
are with the functioning of the economy, and generally to take a broad, system-wide
approach to analysis. Partial analysis that respects only justice implications without
including economic and financial considerations, or that focuses primarily on financial
considerations or economic objectives to the exclusion of justice, cannot provide
satisfactory results.
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3. Meeting key psychological needs

While these ideals and observations outline what we mean by our stated goal of
“‘moving toward a more just society,” to be useful as a framework for analyzing
proposals and recommendations it is important to distill them into more concrete,
practical criteria that can be used directly for comparative analysis.

We can take a step toward more concrete guideposts by noting the overlap between
elements of self-respect discussed in the philosophical literature and what psychologists
have determined are the basis of a “good life.” Key psychological needs are being
whole and healthy individuals, which involves a sense of autonomy, a sense of efficacy
or competence, and social connection. This list points back to the argument that we are
complicated animals with both central social tendencies and strong individual interests.

As described in psychologists Ryan and Deci’'s (2000) summary of self-determination
theory, providing people with the means to fulfill the three needs of autonomy, efficacy,
and social connection makes both the individuals and the communities in which they
live better able to adapt to changes in their environment. People with an integrated
sense of themselves and their freedom to make choices will be able to adapt, filling
niches that are to the benefit of all. Those who feel that they are effective will use that
feeling as a basis for taking productive actions. And a feeling of social connection leads
to co-operation in working toward the achievement of common goals. Not having these
needs met pushes people into negative spirals where they are de-motivated or worse.
Thus, to build a society where people can individually withstand negative shocks and
collectively help each other to weather storms and rebuild afterwards, we must provide
as many people as possible with the means to meet their underlying psychological
needs.

In a world beset not only by the COVID-19 pandemic and a racial reckoning but also by
extreme events related to climate change, which are expected to increase, it is at least
as important to meet basic psychological needs as it is to, say, build higher dikes to
prepare for rising sea levels. That is, even if one were not to root policies in justice (as
we believe should be done), practicalities point in the same direction. If we ground our
policy choices not in the fear-based justifications that are sometimes raised (feed the
poor or they will break down your gate) but in the positive and more hopeful practicality
of a more resilient and adaptive society, we can better weather storms together.

The three psychological needs of autonomy, a sense of efficacy, and social connection,
then, can serve as touchstones against which we can compare proposed policies.
Policies that do not provide significant weight to one or more of these are to be
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distrusted. We set out each of these needs and their practical implications in turn. As we
will see, this helps reveal characteristics that policies must have if they are to fit with our
goal of making society more just, in the sense of wider access to the bases of self- and
social respect. It is those characteristics that we will use as the specific benchmarks in
our analyses of a basic income and other policies in the remainder of our report. In the
discussion here, we highlight the characteristics in bold when they arise.

3.1 Autonomy

A just system will enhance, or at the very least not encroach on, a person’s need to
make independent choices and feel that they have an integrated sense of self that can
initiate actions. This is necessary if people are to feel a sense of self-respect and
motivation. A just system will also afford them input into the form and content of policies
that affect them, including some freedom of choice within certain boundaries. And it will
provide both social and financial security, since one cannot make effective, autonomous
decisions without a feeling of underlying support.

In practical terms, supporting autonomy means, first, that a person’s resources must be
adequate to raise them above destitution, which would instead require them to adopt
positions of subservience in order to survive. The term “resources” is used here
advisedly because, as will be seen throughout the report, access to both cash and
services respectfully provided can support autonomy. The adequacy of resources can
be measured most directly by examining whether policies reduce poverty.

By “reducing poverty” we mean not just the narrow concept of reducing the number of
people below a poverty line but also broader considerations of the depth of their poverty
and the need to prevent poverty, break the intergenerational cycle of poverty, and
reduce the disparity in rates and depth of poverty across demographic cohorts.” The
use of this broad definition aligns poverty reduction much more closely with the justice-
based underpinnings of our thought process than a sole focus on reducing the poverty
rate.

Having support that is adequate on paper without being accessible in practice, though,
is no support at all. To be accessible, policies must be simple and understandable from
the user’s perspective. Complex programs that are not well understood or that not

7 The poverty rate is the proportion of people falling below the poverty line, however measured, and the depth of
poverty is the average gap between the income of those in poverty and the poverty line. There are alternative
statistical measures of the poverty line but, consistent with the approach in the Poverty Reduction Strategy, we use
the Market Basket Measure (MBM), as published by Statistics Canada, as the poverty line.
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everyone knows about create barriers to access and compromise adequacy. They also
directly challenge people’s notions of dignity—feeling effective and respected. Whether
a proposed program is accessible ultimately depends not only on the program concept
but also on its design and operational and administrative details. Systemic racism and
sexism hidden within programs and systems are important aspects that compromise
accessibility and dignity, and our analyses must join with other reassessments of our
society’s institutions to take frank account of the sources of systemic racism and
patriarchy.

Supporting autonomy also means providing security, in the sense that the
underpinnings of both quotidian basics and future opportunity are stable and can be
counted on. To be effective and to promote dignity, policies should aim to provide
people with a clear and reliable sense of being supported through difficulties. The ability
to plan for the future and to play a full role in your community is only possible if you
don'’t feel it could all be taken away in an instant. In part, this is a component of building
strong communities—ones that engender people’s capacity to support each other in
hard times. Security goes beyond security of income to include security from adverse
events and circumstances that can destroy lives without adequate protection. As we
discuss throughout the report, adequate and secure ongoing income is not enough to
provide that security in every case; assured access to appropriate services is required
as well. Security is a key element of preventing poverty and breaking the cycle of
poverty.

At the same time as providing a secure and stable basis for decision-making, policies
must also be responsive to both differences in needs between different people and
changes in circumstances for individuals, households, and communities. That is,
programs must be designed to enable different individuals and households to respond
to their particular circumstances. It must also be capable of changing and evolving to
respond to society-wide changes, and thus must be responsive to input from both
beneficiaries—and potential beneficiaries—and those whose primary role is likely to be
as funders.

Responsiveness requires flexible programs, allowing evolution in directions needed to
address changing circumstances at the community level, with input from and influence
of both those who need support and those who will pay for the support to be provided.
Responsiveness also means that those using the program have some sense of
autonomy—the ability to make decisions rather than simply being directed to particular
outcomes. Without that, there will never be true buy-in of the principles of the program,
and there will be a constant battle, trying to get recipients to conform to principles to
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which they never agreed at the outset or gaining the level of public acceptance needed
to maintain the program. This means treating people not as optimizing subjects to be
incentivized to actions deemed by some program as “right” but as partners in
developing the means to meet their needs.®

Public policies can support a sense of autonomy in this direct way—being responsive to
those most directly affected by them. They should also support individuals and
communities in controlling other elements of their social and economic environment. For
example, workers should have some control over work arrangements, such as
scheduling of work time, and a just set of institutions will support such control.

3.2 Efficacy

To have a meaningful, dignified life people need not only an ability to exercise
autonomy but also a sense that they are competent and capable—a sense of efficacy.
This is clearly at the heart of feeling self-respect and of acquiring social respect.

In practical terms, this relates partly to programs being responsive, since
responsiveness pays users respect by assuming that they are competent people who
can make effective choices. There will certainly be failures—we all fail in our choices at
times. Systems should be built to support people through bad initial decisions, imposing
sanctions only after repeated bad decisions. That is, they should start from a position of
assumed trust and capability, but with the underlying notion that recipients have an
obligation to hold up their side in trying to make effective decisions and move toward
less dependence on transfer systems to the extent that they are able.

Efficacy is also closely related to the concept of providing opportunity. A lack of
genuine opportunity means that the person cannot truly exercise their autonomy and
competence, even if the right to do so exists in a formal, on-paper sense. A movement
toward a more just society means providing more people with the opportunity to pursue
what they value—in their family, mental, physical, emotional, and work lives. This is not
a guarantee of success in their endeavours but support for the central human desire to
try. The opposite of this is a sense of hopelessness born out of fear that failure in an
attempt will lead to destitution, or out of a belief that doors that are supposed to be open
are not actually open to them—the kind of closed doors created by systemic racism and

8 Amartya Sen (1999) expresses this idea as needing to treat people as “agents” who take an active role in what
happens to them rather than as “patients” who are merely the recipients of targeted policies designed by cunning
policy-makers.
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sexism. Enabling self-respect begins early in life with opportunities for children to form
successful and supportive attachments. It continues into adulthood with opportunities for
all to play a respected role in society. Opportunity links directly with breaking the cycle
of poverty and preventing poverty.

It is through the attribute of personal efficacy that systemic racism fundamentally
damages societal justice. Systemic racism and the patriarchy reduce or eliminate
opportunity, limit autonomy, and sap self- and social respect. This, in turn, leads to
observed adverse outcomes in terms of health, income and wealth, education, and the
justice system.

3.3 Social connection

We all have a need for social connection—"to seek attachments and experience
feelings of security, belongingness, and intimacy with others” (Ryan & Deci, 2000, p.
252). Policies should provide the material basis for making those attachments—which
takes us back to the point of adequacy and meeting poverty goals. But they should also
take account of impacts on building and supporting communities. This is true for the
direct reason that people need social connection. But it is also true because one cannot
exercise autonomy or be effective without social support.

3.4 Transition support

A system that incorporates the characteristics enumerated above—adequacy,
accessibility, security, responsiveness, opportunity, and social connection—is one that
will provide effective transition support. This, indeed, is another practical way to judge
policies: how they respond to and help in transitions. It includes addressing transitions
caused by the changing nature of work, but it extends well beyond that to addressing
transitions in the lives of individuals resulting from circumstances as diverse as
structural economic changes, climate change, and personal events related to health,
legal, and family circumstances. It means providing not just insurance to backstop
people but also a secure basis from which to make personal transitions. As we noted
earlier, the more people in society who can adapt to and take advantage of transitions,
the better off we all will be.

One way to view support through transitions is as social insurance against negative
events. This is the way Leonard Marsh (1943) framed his template for Canada’s welfare
state in the landmark 1943 Report on Social Security for Canada. It is possible, though,
that the insurance frame is too narrow and too focused on negative events—losses of
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employment, the effects of prolonged iliness, and the like. Focusing on providing the
means to a broad equality of self- and social respect may provide a broader and more
positive framing. Throughout the report, we will mainly rely on this latter framing, but we
will also continue to use the language of social insurance when it seems most relevant.
That tends to occur when we are considering large negative events that require
substantial short-term supports.
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4. Public trust

In our initial discussion about justice, we argued for two key features beyond what might
constitute notions of fairness: that the nature of just institutions and the functioning of
the economy are intrinsically linked; and that a truly just set of institutions must be seen
as just by all involved, including those who are more likely to pay into the system than
draw benefits from it. Together, these considerations point to two further characteristics
of just policies that address the issue of gaining and maintaining public trust and
support.

The first is policy stability, by which we mean that the policies have sufficiently broad
support that they will not simply be undone in the next political cycle and that they are
economically sustainable.

The second is reciprocity, by which we mean that the policies have the quality of
generating a society of mutual respect. For those who need support, this is respect for
their needs and for the contributions they make. For those who are mainly paying to
fund supports, it is respect shown by not treating the funds as coming from some
nameless source that can be drawn from at will. This goal is achieved most directly by
the recipients using the supports to engage as fully and actively in the society and
economy as they can. Of course, there will be disagreements on what it means to take
an active role and to respect the needs of others, but the policies should be created and
implemented in such a way that they encourage respectful discussion on these points.

Reciprocity is a necessary condition for policy stability, but policy stability also
incorporates economic and fiscal impacts. Policies will not be stable if the implications
for the provincial budget or tax burdens are perceived to be negative by a large portion
of society. They will not be stable if perceived as inducing perverse or inefficient
responses by beneficiaries. They will also not be stable if they are not efficiently and
effectively administered, since such waste will be seen by taxpayers as not properly
respecting what is being asked of them. For similar reasons, the expenditures and
overall costs must be presented in as transparent a manner as possible. The economic
impacts of policies and their finance relate very directly to the incentives they create for
paid employment, training, and investment, as well as for caregiving, volunteering, and
community building.

Ultimately, how we view stability and reciprocity is based in how we see the functioning
of the economy. This brings us back to our statement that society and economic
production are reflections of our being social animals, very much in need of each other's
co-operation. The COVID-19 pandemic crisis, with its revelations about the essential
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nature of work done in grocery stores and delivery vans as much as the work done in
hospitals, has shone a bright light on that joint need. Related to this is the notion put
forward by some proponents of a basic income that the proceeds of production should
really be seen as a common good able to be redistributed. It is certainly the case that
we are all the beneficiaries of the stable democratic system and economy built by those
who came before us. In that sense, as proponents of a basic income sometimes argue,
we all have some claim to the proceeds of the economy’s productivity. The most original
innovator stands on the shoulders not just of earlier innovators in their area but of a
society that provides an educated population, infrastructure, and a political system that
can be trusted not to arbitrarily abscond with the proceeds of work and investment.

But we are also individuals with heterogeneous aims and desires, and we generally
share an agreement that each of us has substantial rights over our labour efforts,
cumulative savings, and tangible and intellectual property and proceeds from them. Our
economy solves the problem of the need for co-operation by coordination accomplished
through individual choices and actions determining market prices and wages in the
economy. We are seeking policies that balance this dichotomy—the rights of all to a
share in the production that is made possible by our joint co-operation and the rights of
individuals to their property and proceeds from the ethical use of that property. Finding
that balance point is needed for policies to be stable and to acknowledge our reciprocal
relations with each other.
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5. Comparison with terms of reference principles

The terms of reference for this project set out specific considerations (labelled as
principles) that we are expected to take into account in our work. Table 2-1 compares
the characteristics we have identified in our discussion with the terms of reference
principles, showing how we are addressing all of the principles, together with additional
considerations that flow from the social justice perspective underlying our work.

Table 2-1: Comparison of characteristics with terms of reference principles

Characteristics Terms of reference principles

Adequate resources provided, focused on:

e poverty reduction, including Reduces poverty
o reducing the poverty rate . _ N _
Ie) reducing the depth Of poverty SUppOI‘tS early Intervention to m|t|gate |mpaCtS
o preventing poverty of life on long-term economic security
o breaking the poverty cycle
o reducing disparities across

defined groups

Accessible programs:

e are simple and understandable Improves accessibility for people in need,
* have low barriers to access, low stigma | persons with disabilities, Indigenous people

Reduces the unnecessary complexity
associated with income and disability supports

Security enhancing programs:

e provide stable, reliable support Enhances income security

o offer future opportunit
PP Y Facilitates the pursuit of education and training

Responsive programs:

¢ enable people to respond to their Eases transitions between different income
particular circumstances support programs and between income support
and employment as applicable

Opportunity-creating programs:

e enable people to exercise autonomy and | Facilitates the pursuit of education and training
competence
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Characteristics

Terms of reference principles

Socially inclusive programs:

e act to build community

Promotes social inclusion and socially beneficial
activities

Response to transitions through:

e creating resiliency to respond to crises,
personal and societal
e broad equality of self- and social respect

Eases work transitions

Policy stability requires consideration of:

o fiscal implications
o efficient administration
e economic incentives and impacts

Increases program administration efficiency

Reduces associated social costs of poverty
(e.g., on the health-care and criminal justice
systems)

Considers impact on government’s fiscal plan

Promotes labour market attachment

Reciprocity requires:

e beneficiaries to take responsibility for
playing the fullest and most active role in
society and the economy that they can
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6. Conclusion

We began our discussion by defining the ideals of a just society and economy, arguing
that they are built on providing the means of self- and social respect to the broadest
possible set of members of the society. That is not limited to material means but
includes the bases of social connection and strong communities. We also argued that
the justice of a society cannot be disentangled from the functioning of its economy, and
that in a truly just society all of its members will recognize the justness of its institutions,
even if to varying degrees. From this broad set of considerations we derived a list of
specific characteristics of just policies: adequacy, accessibility, security,
responsiveness, opportunity, social connection, policy stability, and reciprocity. In the
remainder of this report, we will continually refer back to these characteristics, asking
whether specific policy options—both basic incomes and others—contain these
features.

But setting out the characteristics is far from the end of the story, as those
characteristics are not infrequently in conflict with one another. Thus, any policy
prescription will of necessity implicitly or explicitly set out a balance that reflects choices
based on values and relative priorities—which of course is true of every public policy
choice.

Differences between characteristics related to individual choice (autonomy and, to some
extent, efficacy) and those related to social goals (social inclusion, policy stability, and
reciprocity) reveal a key tension that arises frequently when considering public policy
choices. Freedom of choice is viewed as being of paramount importance in the
libertarian framing of the optimal state, pointing toward a minimalist state. Social
considerations are given more weight in collectivist views in which the state is seen as
an effective reflection of communal goals. In policy terms, as we will see, a basic
income fits with a view putting more weight on autonomy and individual choice. The
core idea is to give people the monetary resources to make the choices that are best for
them. This potentially includes decisions to use these monetary resources as the basis
for taking pro-social actions such as volunteering, but those are ultimately a matter of
individual choice.

In a different, though related, dimension, policies can vary in their paternalism—how
much is determined by the government without providing real agency to recipients.
Even benefits delivered indirectly through community-based charitable organizations,
including religious organizations are, at least at times, quite paternalistic. A basic
income is the opposite: individual based and delivered in a way that involves a minimum
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of paternalism. Our current system is a mixture — focused mainly on delivering benefits
to the individual rather than being concerned about community building, but with
intrusive, paternalistic elements.

We believe that it is possible to find a mid-point where the advantages of social support
approaches (such as their potential to help in building resilient communities and using
the more social part of our nature to deliver more effective supports) are balanced with
providing as much autonomy and sense of self-efficacy as possible. Our discussion—
starting from our dual human natures as both individuals and social beings and working
to a list of desirable policy characteristics—reflects such a balance. Our goal is to
present a set of policies that strike this balance. In practical terms, we see potential in
an approach based on human rights, in which access to supports and services are
viewed from the perspective of meeting international human rights accords to which
Canada is a signatory. Taking this perspective means that recipients can interact with
social programs from a basis of strength rooted in their acknowledged rights. The recent
federal National Housing Strategy is built on such a human rights approach, leading to
the development of elements such as an ombudsperson and stakeholder advisory
councils.

An important implication of using that approach is that, while one can apply it to specific
programs and policy alternatives, it is fundamentally a systemic approach that forces
one to put specific proposals into a broad system context, something that all too rarely
happens. What matters is not only what services are delivered and that they are part of
a coordinated system but also how policy change is made and implemented—it must be
done in a way that includes those affected as equals whose opinion matters.
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1. Introduction

Part 3 provides background information that is used throughout our analysis of the
current system (Part 4) and basic income options (Part 5), and in developing our
recommendations (Part 6).

Here we address five topics. In Section 2, we provide an overview of poverty in B.C.
Although reducing poverty is not our sole concern in this report, understanding how
poverty is measured, how the rate and depth of poverty have changed over time and
why, and examining poverty in different demographic groups is an important foundation
for our work. Among other things, it helps us understand what policies have been
effective and to identify some of the groups that have been left behind and need
particular attention.

In Section 3 we review the B.C. fiscal situation and potential sources of additional
revenue. Enhancements to the B.C. income and social support system are likely to
impose additional costs, whether these come in the form of a generally available basic
income or through reforms to the current system. An understanding of B.C.’s fiscal
situation and the opportunities to raise additional revenues are important context for
determining what might be fiscally feasible.

Section 4 provides a review of labour market trends in B.C. It is useful for two reasons.
First, one of the reasons commonly put forward for implementing a basic income is that
work is being changed radically because of technological innovation, leading to a need
for a policy response. This section tests the assertion that work is already changing. In
addition, the functioning of the labour market is important in ensuring that workers have
the opportunity for stable, satisfying jobs where they are respected. The degree to
which that is the case is a factor in how many people find themselves in need of income
and social supports.

In Section 5 we set out an approach for analyzing income-tested programs and their
economic implications in terms of labour supply, explaining, in part, why giving people
income-tested resources tends in some cases to affect the amount they work. Most
income and social support programs are income-tested, and so are the majority of basic
income proposals. This section helps us analyze these programs throughout the report
and to design recommended changes to existing programs.

In Section 6 we outline the basis for our work. We describe the research that we
commissioned to help answer some of the important questions associated with basic
income and our current system. It highlights the results of consultations we conducted
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with interested groups and individuals, which provided us with guidance that was
instrumental in addressing this challenging topic. We also commissioned a public
survey to help us better understand public attitudes toward not only the basic income
concept but also how it might be designed.

Taken collectively, these five disparate topics all contributed to the approach and
content of the report, and support our conclusions and recommendations.
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2. Poverty in British Columbia

This section is an abridged version of a paper prepared for the panel as part of our
research program (Petit & Tedds, 2020e). It provides the basic context for what poverty
is, how it is measured, and the situation in British Columbia. While our goal of moving
toward a more just society is not limited to poverty reduction, the discussion in Part 1
and the panel’s terms of reference make it clear that poverty reduction is a key element.
It is therefore important to start with a clear understanding of what we mean by poverty,
what the rate and depth of poverty are in B.C. at present, and how different groups
within the population are affected.

As discussed in Part 1, we take a broad approach in considering poverty reduction.
Poverty reduction is often conceptually limited to reducing the proportion of people
below a poverty line—the poverty rate. Our concept expands that to include reducing
the depth of poverty—how far people in poverty are below the poverty line—as well as
preventing poverty, breaking the intergenerational cycle of poverty, and ensuring that
specific groups in society are not disproportionately affected by poverty. However, the
parts of poverty reduction that can be most easily measured are the poverty rate and, to
a lesser extent, the depth of poverty; this section focuses on these statistics. It
discusses the poverty rates for various demographic groups and the depth of poverty for
each of the groups, after first discussing what poverty is and how it can be measured. It
also discusses the results of using the Gini coefficient to measure distributional effects.

It should be kept in mind that most of the statistics on poverty presented here span
2006-2018. (Unless otherwise noted, all of the figures in this section present data for
Vancouver,® B.C., and Canada, 2006—-2018 sourced from Statistics Canada data related
to the 2008 Market Basket Measure base.) The COVID-19 pandemic, which began late
in the panel’s work, will have a significant impact on poverty in B.C. However, as this
report is being prepared, the pandemic is far from over and the statistics that will make
the effects of the pandemic clear will not be available until well after our work has been
completed.

2.1 Defining poverty

Defining poverty is not an easy task; regardless of how one defines it, the definition will
be contested, disputed, and debated. There is wide variation in understandings of what

9 Specifically, the Vancouver Census Metropolitan Area.
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poverty is. Some poverty scholars focus on (the lack of) economic well-being—that is,
they measure deficiencies in quantifiable factors such as income, wealth, or
consumption. Other scholars focus on capability poverty, as advocated by Nobel
Laureate Amartya Sen, defined as the actual opportunities a person has and their
capability to achieve the various things a person has reason to value, such as good
health and participation in society. In Sen’s definition, poverty is complex and multi-
faceted and moves beyond a simple lack of income, with elements that resonate with
our goal of moving toward a just society set out in Part 2 (Sen, 1999).

We also recognize that poverty is complex. And while income is only a single aspect of
poverty, it is the most easily measured indicator. The Government of British Columbia
has therefore chosen to examine poverty by looking at income (or the lack of it) and has
set its poverty targets accordingly. As such, this report follows suit and defines the
poverty rate as the fraction of the population living with low income (i.e., income below a
specified threshold).

Statistics Canada has developed three measures of low income for Canada: the low
income measure (LIM), the low income cut-off (LICO), and the Market Basket Measure
(MBM) (Statistics Canada, 2015). Both the LIM and the LICO compare a family’s
income with a predefined income threshold—LIM threshold is one-half of the median
income in that year; LICO threshold is the income level at which a family is likely to
spend 20 percentage points more of their income than the average family on food,
shelter, and clothing. LICO is based on spending patterns measured by the 1992 Family
Expenditures Survey, adjusted for inflation.

Until the mid-1990s, the LIM and LICO were relatively consistent, but by 2018 the
overall Canadian LIM poverty rate was 12.3% and the LICO poverty rate was 7.3%.
Those arguing that poverty had fallen would point to the LICO, while those arguing that
poverty had not changed would point to the LIM.

To address this divergence and issues with both measures, Statistics Canada devised
the Market Basket Measure (MBM) of poverty in the early 2000s (Statistics Canada,
2016b). Calculating the MBM threshold involves costing out a basket of goods and
services associated with a modest standard of consumption adjusted for family size and
geographical region. The MBM poverty rate compares family disposable income (total
income less income taxes and non-discretionary spending) with the MBM threshold.
The use of disposable income is important because it better reflects income available to
purchase goods and services.
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The Government of Canada chose MBM as Canada’s official poverty line in 2018; it
also developed a national poverty reduction strategy and set poverty reduction targets
in An Act Respecting the Reduction of Poverty (Government of Canada, 2018). B.C.
has likewise chosen the MBM as its official legislated poverty measure. As a result, the
MBM is the measure of poverty used throughout this report. It is not a perfect measure
of poverty, but no measure is.

In September 2020 Statistics Canada released updated MBM threshold estimates. The
previously available information was known as the “2008 base,” which is what is
reported in this paper. The new information is the “2018 base.” The two bases and their
differences are discussed below. We have chosen to continue to use the 2008 base
because the 2018 base is only available for the years 2015-2018 and the trends
evident in the longer 2006—2018 time series available for the 2008 base are important to
our analysis.

2.2 Using MBM to measure poverty
The following MBM statistical measures are available for 2006—2018:

¢ Income thresholds—defined as the disposable income below which someone
would be considered living in poverty

e Low-income rates—defined as the proportion of people living with disposable
income below the MBM threshold

e Depths of low income (average gap ratio)—defined as the gap between the MBM
income thresholds and the average income of those whose income is below the
MBM; the bigger the gap, the further below the MBM income threshold the group
IS on average

Before describing these poverty measures further and providing recent data, it's
important to mention some caveats. First, the poverty statistics examined here do not
provide a complete picture of the circumstances of those living in poverty. Income
poverty is but one aspect of poverty. In particular they do not provide any information
about the cycle of poverty—the extent to which a child born into poverty is more likely to
live in poverty as an adult, or an adult’s likelihood of living in poverty for the rest of their
life once they become impoverished. Addressing the cycle of poverty is essential to
ensuring that, once lifted out of poverty, an individual or family remains out of poverty
forever, the true objective of poverty reduction.
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Consideration of the various components that lead to the cycle of poverty are the focus
of several of the papers commissioned by the panel, as are the reasons for poverty,
along with wage, consumption, and wealth inequality, particularly ownership of assets,
financial literacy and access to financial services.

Finally, the MBM framework generally does not include the value of in-kind public
supports, such as subsidized housing or child care. To the extent that a family can
access such support, the income they need to be above poverty is lower than these
statistics show. This measurement issue is important to the extent that future expanded
benefits mainly take the in-kind format, as recommended by this panel.

2.3 MBM poverty thresholds

MBM poverty statistics are calculated by comparing family income with the MBM
income threshold and aggregating the results across the population to determine the
poverty rate and average gap ratio for the population. The calculation is complex
because the applicable MBM income threshold for a given family depends on the size of
the family and where it resides.

The MBM is based on an “economic family,” which is a different concept than is used for
income tax and census purposes. The economic family refers to a group of two or more
persons living in the same dwelling who are related by blood, marriage, common-law
marriage, or adoption, including foster children. There is no age limit associated with
children or other blood relatives included in the economic family group. The census
family definition treats adult children in the same manner as the economic family
definition, including adult children living with parents in the census family.

In contrast, the concept used for income tax purposes is the “nuclear family,” which
treats each adult child who lives with their parents as their own separate nuclear family.
That matters because an adult child living with their parents may qualify for income-
tested benefits even though they are not actually living in poverty because of parental
support, which the tax system does not capture. Many such adult children are engaged
in post-secondary education or other labour force training, a further complication. For
poverty policy purposes it would be useful to be able to distinguish in tax data between
those not being supported, those engaged in education, and those not participating in
work or education.

The MBM approach applies a scaling factor of the square root of the family size to
increase the threshold as family size increases. That is, the threshold for a couple is the
square root of 2 times the amount for a single person (scaling factor of about 1.41), and
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for a family of four the scaling factor is 2. For example, if the MBM poverty threshold for
a single person living alone is $20,000, the corresponding threshold for an adult couple
residing together is about 1.41 times that amount or $28,200. This reflects the
economies achieved by living together and is used in Part 5 when we consider basic
income designs.

As mentioned above, thresholds also vary with geography. Specific threshold levels are
estimated for major cities across Canada, as well as for urban areas with different
population ranges and rural areas for each province. That reflects differences in the cost
of living experienced in different areas, enabling poverty statistics to more accurately
reflect the diversity of living costs across Canada. Geographic differences in the MBM
threshold will be important considerations as the province considers how to devise
appropriate poverty policies.

Figure 3-1: MBM 2008 base income thresholds, B.C.

Panel A: MBM Income Thresholds, by CMA Type, 2006-2018
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Figure 3-1 displays the MBM 2008 base income thresholds for a representative family of
four (two adults and two children) in B.C. for Vancouver, and regions in three population
categories. As noted above, the level for a family of four is twice the level for a single
adult. For different family sizes, divide the amount for representative family by two and
multiply by the square root of the number of family members. Panel A shows how MBM
thresholds have changed over time, and how those trends vary with population size.
Unsurprisingly, Vancouver is the most expensive area to live in B.C., but closely
followed by other major urban areas. It is also interesting that communities of less than
30,000 people and rural areas (not shown but with very similar trends) are more
expensive than mid-sized areas with population up to 100,000 primarily due to
transportation costs.

Figure 3-2: MBM 2008 base and 2018 base income thresholds, B.C.

Panel A: MBM Income Thresholds in B.C, By CMA Type, 2006-2018
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Panel B: MBM Thresholds, by Cost Category and CMA Type, 2018
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Figure 3-2 compares the MBM 2008 base to the MBM 2018 base for Vancouver and
CMAs with less than 30,000 population. The bases changed because the methodology
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used to calculate the thresholds has changed to better reflect the needs of a
representative family and patterns of spending shown in the 2016 census data.

Panel A indicates that the thresholds have increased significantly, by 19.8% and 10.5%
respectively for 2018. That means that the number of people considered to be in
poverty has increased significantly as a result of adjusting the threshold base. For
British Columbia as a whole, changing the base has increased the measured poverty
rate from 8.9% to 12.1%. Panel A also shows that the trend over the past four years (all
that is available for the 2018 base) has been similar for the two bases. That suggests
that in terms of longer trends, the 2008 base can still provide useful insights.

Panel B compares the 2018 threshold components for the two areas under the two
bases. It shows that there have been no material changes for food and clothing.
Transportation shows a small decrease in small communities (15%) and a significant
increase in Vancouver (40%). The major increases in both areas comes in shelter, up
by 33% and 40% respectively. Other expenses are up by about 12% in both areas.

The increase in the shelter component has policy implications for B.C. and reinforces
the ongoing concerns about the impact of rising shelter costs generally, but especially
on low-income families.

2.4 Poverty rates in B.C.

B.C.’s poverty rates have historically been high compared with Canada as a whole, with
Vancouver being higher than the rest of the province, as shown in Figure 3-3. In 2006,
poverty rates in B.C. and Vancouver were much higher than the overall rate for Canada.
Since then, all three poverty rates have declined. The trend has been for the gaps both
between the Vancouver and B.C. rates and between the B.C. rates and the rate for
Canada to close. In 2018, the poverty rate was 9.4% in Vancouver, 8.9% in B.C., and
8.7% in Canada.
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Figure 3-3: MBM overall poverty rates, Canada, B.C., Vancouver
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Poverty rates by age group

The convergence of the poverty rates for Vancouver, B.C., and Canada, especially
since 2017, is noteworthy. Yet it leaves unanswered the question as to why poverty
rates have been and continue to be higher in B.C. than in Canada.
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Figure 3-4: MBM poverty rates by age, Canada, B.C., and Vancouver
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Klein et al. (2017) had previously argued that B.C. had a much higher poverty rate than
Canada for five reasons:

e the lack of a provincial poverty reduction strategy, until very recently

e high child poverty rates
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e alarger senior population, particularly single senior women with limited work-
related pension income

e wage rates that do not keep pace with costs, especially housing costs

e income and disability assistance rates far below the income thresholds needed to
lift people above the poverty line.

In 2016 the federal government introduced the Canada child benefit and in 2017 the
B.C. government introduced a poverty reduction strategy, increased the minimum wage,
brought in measures to tame housing costs, and raised income and disability assistance
rates. It may be that these measures contributed to the reduction in poverty seen since
2017.

We can explore some of these considerations by breaking down poverty rates by age,
as shown in Figure 3-4. Panel A shows that in 2006, poverty rates for children'®
(persons under 18 years) in B.C. were substantially higher than for Canada, but that
gap had closed substantially by 2012. Since then, child poverty rates have continued to
fall and converge, until in 2018, child poverty rates in Vancouver were 6.1% compared
with 6.9% in B.C., and the child poverty rate for Canada was higher, at 8.2%.

Panel B shows poverty rates for working-age adults! (ages 18-64), which exhibit
similar trends to child poverty rates. Poverty rates start high in 2006 and since then
have trended downward and converged substantially. By 2018, poverty rates for
working-age adults had dropped to 10.7% in Vancouver, 10.5% for all of B.C., and
10.3% for Canada.

Panel C shows a different story for poverty rates among seniors (age 65+). Poverty
rates for seniors in Vancouver and B.C. are and always have been significantly higher
than for Canada. By 2018, all three rates had dropped to the point where seniors had
the lowest poverty rates of all age groups, but the geographical differences are
noteworthy. While only 3.5% of seniors were living in poverty in Canada in 2017, 5.1%
of seniors in B.C. and 7.6% of seniors in Vancouver were living in poverty.

10 For the child poverty measure, the disposable income of the economic family in which the child resides is
compared with the relevant MBM threshold.

11 Working-age adults include both working-age adults in economic families (i.e., couples with and without children
and singles with children) and persons not in economic families (i.e., working-age single adults with no children). For
each working-age adult, the disposable income of the economic family (or single without children) is compared with
the relevant MBM threshold.
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In summary, poverty rates for all three age groups in B.C. have fallen since 2006, with
the largest decline in child poverty, which has now fallen below the national average.
The age group with the lowest poverty rate is seniors, at 5.1%, but this is higher than
the national average. Working-age adults are close to the national average but have the
highest poverty rates among the three groups. Note that senior and working-age
poverty rates have decreased over the period, while the proportion of the population in
B.C. that is senior and working-age has risen (Statistics Canada, 1996, 2019a).

Poverty targets and trends in B.C.

B.C. has set legislative targets for the overall poverty rate and the poverty rate for
children (there are no specific targets set for Vancouver or other jurisdictions in B.C.).
Using the 2016 MBM poverty rate of 12% for both overall poverty and child poverty, the
poverty reduction target is set to reduce overall poverty rates in B.C. by 25% by 2024,
yielding a target of 9%, and to reduce child poverty by 50% by 2024, yielding a target of
6%. The dashed lines in Figure 3-5 show that B.C. met its legislative target for overall
poverty in 2018 and is very close to meeting its child poverty target. Note that these
targets were established in reference to the MBM 2008 base and it is, as yet, unknown
whether the targets will be updated as a consequence of the MBM 2018 base being
introduced.

Figure 3-5: Poverty rates and legislative targets, B.C.
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It is also unknown how the COVID-19 pandemic has affected measured poverty rates to
this point and how those rates will change as the pandemic continues and eventually
abates, but it is likely the effects will be felt for a considerable period of time.
Government will be faced with decisions about how best to manage those
consequences of the pandemic, and to prepare for future widespread disruptive events
whether related to financial, pandemic, climate change or some other type of crisis.

Figure 3-6: MBM poverty rates for families with children, Canada and B.C.
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Poverty rates by family type

It is also important to consider poverty rates by family type. Figure 3-6 shows poverty
rates for families with children. This includes single-parent families and two-parent
families.
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Figure 3-7: MBM poverty rates for family types without children
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Poverty rates for single-parent families are, unsurprisingly, higher than for two-parent
families, but they have dropped substantially. 1> As for child poverty rates, single-parent
family poverty rates in B.C. have fallen from one and half times the national average to
below the national average over the 12-year period. A similar result occurred for two-

12 Due to poor data quality related to poverty rates in Vancouver by family type, only data for B.C. and Canada is
presented here. However, the trends noted above suggest that poverty rates are regularly higher in Vancouver than
in either B.C. or Canada, a fact for the province to keep in mind in designing its anti-poverty policies.
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parent families, but the result is a two-parent poverty rate of only 5.2% and a single-
parent rate over three times as high, at 18.6%.

Turning to working-age adults (ages 18—64) without children, Figure 3-7 shows that the
gap between the B.C. and Canada poverty rates has been relatively small, and while
there has been some reduction in rates since 2015 it has not been as dramatic as the
reductions seen in the previous figures.

The key observation is that the poverty rates for single adults are very high compared
with couples with or without children and single parent families. One in three single
working-age adults lives in poverty. This is an important fact for the province to keep in
mind, as the proportion of single working-age adults is increasing in Canada and in B.C.
If the poverty rate for this group remains high, as the proportion of single adults
increases it will be increasingly difficult for the B.C. government to continue to meet its
target for the overall poverty rate in B.C.

Single working-age adults have historically has not been well served by income and
social support programs. These observations support considering policies that focus on
reducing poverty for this group in any policy reform initiative.

Given the differences between poverty rates for working-age singles and for couples, it
is worth revisiting poverty rates for seniors. Panel C presents poverty rates for single
seniors: they are over twice as high as for seniors overall (Figure 3-3, Panel C). Also,
compared with other groups, the single senior poverty rate has not converged as much
with the national rate, leaving B.C. with relatively high rates. This shows that the low
overall senior poverty rate is driven by low poverty rates among seniors in couples.

Poverty rates by sex

One final categorization to consider is that related to sex. Figure 3-8 tells a familiar
story, which is remarkably consistent for the two sexes. While women historically had a
marginally higher poverty rate than men, their poverty rates have converged. By 2018
both sexes had similar poverty rates across the jurisdictions, but with women now
having slightly lower poverty rates than men. Overall, poverty rates in Vancouver and
B.C. are higher than for Canada for both sexes, but they have converged significantly.
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Figure 3-8: MBM poverty rates by sex
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Figure 3-9 breaks down the poverty rates by sex for single parents, working-age
singles, and single seniors for 2018.13 Most striking are the rates for single parents and
seniors. Single childless working-age adults have similarly high rates for men and
women, although women are somewhat higher for B.C. and Canada. For single parents,
the surprise is that fathers have a higher poverty rate than single mothers in B.C., and a
much higher rate than the national rate. Similarly, for seniors, men have a substantially
higher poverty rate than women.

 Due to poor data quality related to poverty rates in Vancouver by sex and family type, only data for B.C. and
Canada are presented here.
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Figure 3-9: MBM poverty rates by sex and family type, B.C. and Canada, 2018
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Poverty rates by Aboriginal identity and visible minority

Finally, we examine poverty rates for those identifying as Aboriginal'* and those with
visible minority status in the 2016 census, shown on Figure 3-10. MBM poverty rates
are not available for these groups in the census data, so the low income measure, after
tax (LIM-AT) is used to measure the poverty rate. While not directly comparable to the
MBM poverty rates shown earlier, the relative poverty rates are of interest.

14 Note that low-income concepts are not applied on Indian Reserves by the census because of substantial in-kind
transfers and barter economies that make interpretation of low-income statists difficult.
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Figure 3-10: Low income measure after tax poverty rates, Aboriginal identity and visible
minority, 2016
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For both Canada and B.C., poverty rates for those with Aboriginal identity and with
visible minority status are similar. These reported poverty rates for those with Aboriginal
identity and visible minorities are about 60% and 40% higher respectively than those for
the general population. Poverty rates for visible minorities vary considerably across
visible minority groups.

This reinforces the need for Indigenous people as a group to be given careful and
inclusive consideration, as we recognized when planning our work. As indicated in Part
1 of the report, the pandemic crisis prevented the collaborative process that had begun
from being completed, and we have recommended that it continue as a separate
process.

In addition, the data suggests that visible minorities also require public policy
consideration in the income and social support policy area, as well as other social policy
spheres, including health, justice, education, and advanced education, in order to
address historic and ongoing systemic racism. Income and social support programs can
be both sources of systemic racism and tools of redress.

Summary: Poverty rates

The poverty trends presented here clearly show that single persons have very high
rates of poverty. The family type with the highest rate of poverty in B.C. (and Canada) in
2018 is working-age single adults, with working-age single females being the highest
overall at 32.7%. Policies targeting child poverty reduction have evidently had a
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discernible impact on poverty rates for both children and their parents. No longer are
single parents the family type experiencing the highest rates of poverty; however, their
poverty rates are still high, at 22.3%. It is also clear that couples experience the lowest
rates of poverty, while singles experience the highest rate of poverty. While this finding
is not surprising, it is an important fact for the province to note, given that singles are a
growing form of family type (Statistics Canada, 2017; Tang et al., 2019).

2.5 Depth of poverty in B.C.

The next set of statistics considers the depth of poverty, defined as the gap between the
MBM income thresholds and the average income of those whose income is below the
MBM. Depth of poverty is measured by the “average gap ratio”—the bigger the gap, the
greater the depth of poverty.’® The average gap ratio is expressed as a percentage of
the MBM income thresholds. For example, a family of four living in Vancouver with an
income of $30,000 and an MBM income threshold of $40,644 would have a gap ratio of
26.2%. The average gap ratio for a given population (e.g., all families of four) is the
average of these values as calculated for each family.

Examining depth of poverty over time is potentially problematic, as interpretation of the
movement over time is difficult. Consider this example: Suppose there are only two
families. Family A has an income of $19,000/year and family B has an income of
$15,000/year. Otherwise, both families are exactly the same. Suppose as well that the
poverty line is $20,000. Given these incomes, the average gap ratio is 15%. Suppose
that due to some policy change, both families receive an extra $1,000 of income. Family
A is moved out of poverty to an income of $20,000 and family B remains in poverty with
an income of $16,000. After this policy change, the average gap ratio is 20%—the
average gap ratio has gotten worse even though both families have a higher income.
Thus, as the average poverty gap increases, it is possible that all families are better off.
This occurs because as there is an improvement in poverty reduction—that is, there are
fewer families with income below the income threshold, and the number of
persons/families over which the average gap ratio is measured decreases.

Regardless of the fact that care must be taken in interpreting the average gap ratio, it is
useful in assessing how many resources are needed at a given point in time to
eradicate poverty through a perfectly targeted cash transfer. For example, an average

15 More specifically, the average gap ratio is computed as follows: AGR = %2?:1@ where z is the income

threshold, yi is individual i’'s income, and n is the number of persons/families under the poverty line.
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gap ratio of 15% means that a perfectly targeted cash transfer that is 15% of the poverty
line is needed to eradicate poverty. This provides a sense of the intensity of poverty.

Additionally, adding consideration of the average gap ratio to the traditional focus on the
poverty rate has implications for policy decision-making related to meeting defined
poverty reduction targets because there is a trade-off between an improved poverty rate
and an improved average gap ratio. On one hand, the government could focus on
moving those persons/families just below the poverty line to the poverty line (or above).
This would decrease the poverty rate but could potentially increase the average gap
ratio. On the other hand, focusing on those persons/families in the greatest depths of
poverty and helping them move closer to or above the poverty line would decrease the
average gap ratio but may have less impact on the poverty rate.

Figure 3-11: MBM average gap ratio, Canada, B.C. and Vancouver
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Figure 3-11 presents the average gap ratio overall in Canada, B.C., and Vancouver. It
shows that the trend for B.C. has been generally flat, although it has increased
somewhat for Canada over the period, while the MBM poverty rate has been falling, as
shown earlier. That demonstrates the point made above and suggests that reductions in
poverty rates have affected those at all levels of poverty about equally. Those changes
have benefited both those just below the poverty threshold and those at the very
bottom.
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Figure 3-12: MBM average gap ratio by age, Canada, B.C., and Vancouver
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Depth of poverty by age group

The panels in Figure 3-1

2 present the depth of poverty by age group. What stands out

is the drop in the depth of poverty for children in B.C. and Vancouver between 2016 and

2018. The fact that child

poverty rates have also declined significantly over this period is

good news. It will be important to track how the introduction of the new B.C. Child
Opportunity Benefit in October 2020 affects these trends.
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In 2018 working-age adults had the largest average gap ratios, while seniors and
children had relatively similar average gap ratios. It is also noteworthy that for all
children and working-age adults, the average gap ratios in B.C. and Vancouver are
consistent with Canada’s. Overall, this tells us that working-age persons who were in
poverty were the deepest in poverty in 2018, and it will take a larger cash transfer to
eradicate poverty for this group.

Depth of poverty by family type

Figure 3-13: MBM average gap ratio for families with children, Canada and B.C.
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Figures 3-13 and 3-14 present the average gap ratio for families with children and
without children respectively.'® The results over time reveal little, although the
improvement for two-parent families since 2016 contrasts with the lack of change for
single-parent families.

Figure 3-14: MBM average gap ratio for families without children, Canada and B.C.
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'8 vancouver is omitted here due to poor data quality. Depth of poverty in Vancouver is likely to be slightly higher than

in B.C.
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As a result of that drop, in 2018 the average gap ratio for single-parent families is much
higher than for two-parent families. Comparatively, non-elderly persons/families with no
children have an even higher average gap ratio than families with children. Working-age
single adults with no children have the highest average gap ratio across all family types.
As we saw with poverty rates, this supports two observations made earlier:

¢ Child benefits are helping families with children in terms of both the rate and
depth of poverty.

e Single working-age adults without children are currently the worst-off
demographic group we have identified, with higher poverty rates and higher
average gap ratios.

Figure 3-15: Income relative to MBM by family type, B.C., 2016
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Seniors have the lowest depth of poverty of any age group. While only single seniors
are shown (because of data quality), their average gap ratio was much lower than for
seniors overall in 2018—16.8% compared with 21.3%. This means that the average
income of single seniors in poverty is closer to the MBM thresholds than that of seniors
in couples. While the poverty rate for seniors in couples is much lower than for single
seniors, it means that seniors in couples who are in poverty have much lower average
income relative to their MBMs than single seniors, who have a much higher poverty
rate.
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Finally, Figures 3-15 and 3-16 provide a different perspective on the depth of poverty by
taking a more in-depth look at the distribution of income levels relative to the MBM by
family type.l” Figure 3-15 shows, for different family types of all ages in B.C., the
distribution of disposable income relative to the MBM in 2016 with the proportions
adding to 100% for each for each panel. Families with income below the black dashed
line are considered to be living in poverty. Single parents and single adults are the most
likely to have incomes of less than 60% of the MBM (<0.6 on the horizontal axis)
whereas couples (both with and without children) are the most likely to have incomes
greater than three times the MBM (>3.0 on the horizontal axis).

Figure 3-16: Income relative to MBM by family type and age, B.C., 2016
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Figure 3-16 presents the distribution of income compared with the MBM by family type
and age group. For each age cluster in each of the panels, the proportions add to
100%. For single parents and single adults, persons aged 18-25 are the most likely to
have an income of less than 60% of the MBM.

The poverty rates for single persons aged 18-25 should be treated cautiously. While the
MBM framework uses an economic family definition, these proportions were calculated
using income tax data. In the tax data, those aged 18-25 are considered an

7 This data analysis uses the T1 Final tax statistics for 2016, and the results were provided by the B.C. Ministry of
Finance.
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independent economic unit even if they live in the same dwelling as their parents. In
addition, it makes no adjustment if they are in education, employment, training, or none
of these categories. That is, these figures include both those aged 18-25 who are being
supported by their parents, some living in their family’s home, and may not be truly
experiencing poverty and other singles of the same age who are not supported by their
parents and may be truly experiencing poverty.

The high poverty rates and depths persist for single adults aged 18-25 and single
parents as they get older (i.e., 26-55). At age 65, poverty rates and depths diminish for
single adults. At age 36, poverty rates and depths appear to diminish for single parents;
however, it should be noted that there are very few single parents over the age of 65.
Regardless, some older single adults (ages 66—75 and 75+) still have incomes less than
the MBM, though in the 80-100% of the MBM range, indicating that they are not as
deep in poverty as those who are under 65 years of age. Age 65 is a turning point in the
breadth and depth of poverty for single adults, likely due to their eligibility for more
generous public benefits, such as Old Age Security/Guaranteed Income Supplement
and Canada Pension Plan.

Also, as shown in Figure 3-16, the breadth and depth of poverty for couples improves
as they age, and they are best off over age 36-55 in terms of income levels relative to
the MBM. Beginning around age 56, a couple’s income relative to the MBM begins to

decline. This trend is opposite to that seen for single adults and single parents.

Depth of poverty by sex

The final depth of poverty categorization to consider is related to sex. Figure 3-17
shows the average gap ratio for males (Panel A) and females (Panel B) for Vancouver,
B.C., and Canada. While females historically had a marginally higher poverty rate than
males, females have had a lower average gap ratio than men, and this gap has not
narrowed at all over the period. Unfortunately, the average gap ratio by sex and family
type data are of poor quality over the entire period covered, so it will not be analyzed
here.
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Figure 3-17: MBM average gap ratio by sex
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Source: Statistics Canada Table 11-10-0135-01

2.6 Income inequality

Poverty is closely associated with income inequality and reducing both poverty and
inequality contributes to moving toward a more just society. Two measures of income
inequality are briefly examined here: the Gini coefficient and the share of income going
to different groups of income earners.

The Gini coefficient is a measure of inequality which falls in a range between 0 (perfect

equality in which everyone has the same income) and 1 (perfect inequality in which all
income goes to one person).
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Figure 3-18: Adjusted after tax income Gini coefficient, Canada and B.C.
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Figure 3-18 shows that the Gini coefficients for Canada and B.C. track each other
closely, with B.C. being slightly more volatile. The Gini coefficients decreased in the
1980s but increased again in the mid-1990s, and they have stayed fairly flat since,
ending in 2018 almost exactly where they began, at 0.3. Fortin et al. (2012) provide a
discussion of the path of the Gini coefficient in Canada, noting:

One possible conclusion from these patterns is that while taxes and
transfers can work to reduce inequality, the political will to address
persistent increases in earnings inequality through these policy tools alone
may not exist. The real solution must have to do with addressing earnings
inequality directly. (p. 124)

One such measure of earnings inequality is the share of income going to various
earners. Figure 3-19 presents various income shares for the top 1%, 5%, and 10%, and
bottom 50% of income earners in B.C. While income shares among the top earners
declined during and after the financial collapse in 2009, the graphs show that the
income shares of all three of the higher-income groups rose significantly in 2017. On the
other hand, while the bottom 50% made some modest gains in their income shares after
2010, more recently there have been no gains and there was a drop in 2017. It is noted
that the B.C. government has recently planned or implemented policies that may help
reduce inequality, including a plan to raise the minimum wage to above $15,
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consideration of policies that support living wages, and an increase in the top income
tax rate.

Figure 3-19: Income shares for the top 1%, 5%, and 10%, and bottom 50%, B.C.,
1982-2017
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2.6 Conclusion

Section 2 has explored the rate of poverty, depth of poverty, and income inequality in
B.C. Poverty rates fell significantly, by over 50% overall, between 2006 and 2018 while
the depth of poverty has remained relatively steady overall.

Figure 3-20 provides a comparison of poverty rates for various groups with the overall
poverty rate, expressed as a percentage difference. The striking feature of the figure is
the degree to which the poverty rate for single adults exceeds the poverty rate for all
other groups. Not only are single working-age adults in B.C. the most likely to
experience poverty (over three in 10), but they also experience the deepest level of
poverty. Single parents, especially those who are younger (i.e., ages 18-24) are also
relatively more likely to be in poverty and deeper in poverty. People identifying as
Aboriginal and visible minorities are also more likely to be in poverty. All of these groups
will often be the focus in the remainder of this report.

The groups less likely to be in poverty are couples (with and without children), children,
and seniors, especially elderly couples. Seniors and children both benefit from basic
income-like federal programs that contribute to their relatively low rates of poverty. That

December 28, 2020 Final Report of the Expert Panel on Basic Income 98



Part 3: Background

is why when considering basic income design in Part 5 we focus on the working-age
population.

Figure 3-20: Poverty rate comparative summary, B.C., 2017
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Note: Labels on the bars in the graph are MBM poverty rates for the groups. Red bars represent groups with poverty
rates below the overall rate, the lower the rate, the larger the bar. The overall B.C. MBM poverty rate in 2017 was
8.9%, represented by the zero line on the graph. For Aboriginal identity and visible minority, the comparison is with
LIM-AT rather than MBM poverty rate.

Source: Compiled from earlier figures

An important group that is not covered above is people with disabilities, a group for
which Statistics Canada does not provide poverty statistics. This report will also focus
more on people with disabilities, an important target group for income assistance, but
for whom aggregate poverty statistics are not readily available.
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3. Fiscal context

Providing income and social support has significant fiscal implications, regardless of
whether that refers to maintaining the current system of programs, using a broadly
available basic income as the backbone of a reformed system, or finding ways to reform
the current system based on basic income and other principles. We have not been
asked specifically to explain how our recommendations would be financed, but we have
been asked to take fiscal considerations into account in our work.

This section provides general fiscal context, discussing the B.C. government’s capacity
to fund substantial incremental spending for any purpose. We start by considering the
capacity to fund additional spending in the context of B.C.’s long-term fiscal
sustainability, and go on to discuss both existing revenue sources, and whether and
how they could be used to generate incremental revenue, and potential revenue
sources. Finally, we discuss the Canadian fiscal federalism context within which any
funding would need to be placed.

This section does not address reducing spending on existing programs as a funding
source. Rather, cost savings that either are consequential to making changes to the
system—such as introduction of a basic income or reforming current programs—or
could be made for the purpose of funding a specific proposal, are discussed in Part 5 for
basic income and Part 4 for the existing income and social support system. In addition,
because income-tested basic income approaches interact directly with the personal
income tax system, combined incentive effects associated with changing the rate
structure or eliminating deductions and tax credits are discussed in detail in Part 5.

3.1 B.C. fiscal sustainability and capacity

One way to address a government’s capacity to fund significant future incremental
spending is to ask what, assuming no major policy changes, the government’s fiscal
balance would look like in the long term. That is a hypothetical question, of course,
since policy decisions are made on an ongoing basis that will affect the future fiscal
balance.

B.C.’s fiscal sustainability has been addressed by Tombe (2020) in a paper
commissioned as part the panel’s research program and summarized here. Because
governments can be expected to continue to exist indefinitely, and because they have
the power to tax and to borrow directly on financial markets, future sustainability does
not require budgets to be balanced, only that debt service costs can be paid or that debt
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does not grow faster than GDP in the long-run. The sustainability question Tombe
addresses is whether debt can be serviced in the long run without tax increases or
spending cuts—that is, on a status quo basis.

Figure 3-21, excerpted from the paper, is a useful visualization of the starting point,
showing the major revenue sources and spending categories for the 2019/20 fiscal
year. It is notable that taxes account for over 57% of revenue and that health accounts
for over 40% of spending.

Figure 3-21: Fiscal flows, B.C., 2019/20
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As the figure shows, B.C. had a modest budgetary surplus in 2019/20. The budget has
been in surplus since 2013/14. As a result, at the end of 2019/20 B.C. had no debt
related to current or previous deficits. However, like all senior governments in Canada,
B.C. does have debt used to fund capital spending, which is not included in the
surplus/deficit calculation. Capital spending is largely related to government
infrastructure projects, such as roads and bridges.

Tombe developed a model that provides long-term forecasts for several revenue
sources and spending programs based on their demographic and economic drivers, to
ultimately forecast the budgetary balance and capital spending. Together these provide
a status quo forecast of net debt and debt service costs over time.
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Tombe’s conclusion is that, because of an aging population and the likelihood of
declining real estate activity, B.C. may face significant fiscal pressures over the medium
to long term. If no policy changes were made, the fiscal balance would deteriorate over
time, debt would rise, and the resulting debt service costs would create increasing fiscal
pressure. The estimated long-term fiscal gap is about 3% of GDP, or about $7.5 billion
annually at present. By comparison, many of the basic income scenarios reported in
Part 5, Section 4 (Simulation Results) have costs that are greater than that fiscal gap.

This is not a prediction; it is a hypothetical analysis based on the assumption that there
will be no policy changes. Many changes in policy and external events will inevitably
result in B.C.’s actual long-term fiscal course differing significantly from this result.
However, it does provide compelling evidence that there is no significant available
capacity to fund incremental ongoing spending associated with new or reformed
programs without reallocating expenditure from other purposes. In fact, ongoing fiscal
pressures are likely to induce the B.C. government to increase revenues and/or reduce
spending over time. That may make it more difficult to find feasible financing
mechanisms for incremental costs above a couple of billion dollars annually.

3.2 Financing incremental spending with existing revenue sources

To finance significant new programs costs, B.C. could increase its reliance on existing
revenue sources, seek new sources of revenue, or reduce program spending. Let’s first
consider existing taxes.

Table 3-1 shows B.C.’s projected revenues from each major provincial source as well
as from federal transfers to the province. Total provincial revenues from taxation
sources are just over $35 billion and constitute about 58% of all revenues. Provincial
revenues from non-tax sources—such as natural resource royalties, net returns from
Crown corporations, other revenues (largely miscellaneous fees), and federal
transfers—are less amenable to increases than taxes because of jurisdictional or
market factors.'®

18 One exception is that provincial excise taxes on alcoholic beverages are subsumed within the net proceeds from
the Liquor Distribution Branch, a Crown corporation.
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Table 3-1: Revenue sources and capacity to generate revenue using rate increases,

B.C., 2020/21
Reven Increase $1 billion Increase $5 billion
Current
Revenue source ue "
($ taX rate . New rate % increase New rate

biIIions) INncrease
Taxation (total) 35.3
Personal income 11.8 5.1-20.5% 8.5 5.5-22.3% 42.5 7.2-29.2%
Sales 7.9 7.0% 12.6 8.3% 63.2 11.4%
Corporate income 4.7 12.0% 21.1 14.6% 105.5 24.7%
Property 3.0 varies 33.0 varies 165.0 varies
Carbon 1.9 $40/tonne 51.3 $61/tonne 256.4 $142/tonne
Employer payroll 1.9 1.95% 51.3 2.95% 260.4 7.03%
Property transfer 1.6 1.0-5.0% 63.1 1.6-8.2% 315.3 4.2-20.8%
Fuel 1.0 varies 98.0 varies
Tobacco 0.8 $5.90/20 131.6 $13.66/20
Insurance premium 0.7 2.0-4.4% 151.5 5.0-11.1%
Natural resource 29 _
revenue
Other revenue 9.7 -
Federal transfers 10.0 -
Crown corporation 34 _
net
Total revenue 60.6

Note: Revenue increases calculated from information on annual revenue and tax rates; all assume no changes in
taxable bases due to behavioural responses to higher tax rates.
Source: British Columbia, Budget and Fiscal Plan: 2020/21-2022/23
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Table 3-1 also displays the rate increases that would be needed to generate an
incremental $1 billion or $5 billion in annual revenue from each of the tax bases. These
calculations assume that the rate increases would not induce behavioural changes that
affected the size of the respective tax base.

Expanding tax bases

In general, taxes can be adjusted to increase revenues by increasing their rates or
expanding their bases. However, B.C. is constrained in its ability to make major reforms
to the bases of the four largest sources of tax revenue shown in the table—personal
income tax, corporate income tax, provincial sales tax (PST), and property tax—which
account for more than two-thirds of the total.

For personal income tax and corporate income tax, the province is bound under the
terms of an agreement with the federal government, the Tax Collection Agreement, to a
common national definition of taxable income, which is the tax base. The tax base
includes the sources of revenue and the deductions from that revenue that are used to
calculate taxable income. To reform those bases would entail the province launching its
own provincial income tax system and administration, which is unlikely to appeal to
voters, business, or the government. Within the Tax Collection Agreement, though, B.C.
has discretion to set rates and, within certain limits, establish and change provincial
refundable and non-refundable tax credits. In effect, any “deductions” that a province
would like to implement beyond those in the federal tax must be done in the form of a
non-refundable tax credit.

B.C. does have statutory discretion over the PST base, as it is not harmonized with the
federal GST. The largest exclusions from the PST base, and thus potential
enhancements to it, are food, meals away from home, and many services. However,
any significant increase in the PST base would be problematic for two reasons.

First, B.C. implemented an HST in 2010, which had the effect of broadening the tax
base to include restaurant meals and most services. Strong public opposition focused
on the newly taxed goods and services, forcing the reversal of that policy. B.C. returned
to the PST in 2013. This history makes the prospect of increasing the tax base either
within the PST or by once again moving to an HST likely to be unacceptable to the
general public.

Second, the shift back to the PST reinstated burdens on business capital and
intermediate inputs, which hinder the province’s economic competitiveness. Only a
limited portion of those sales tax burdens on business are relieved through explicit PST
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exemption provisions. Raising the PST rate without providing additional exemptions for
business would harm the competitive position of provincial businesses, particularly in
the resource sectors. Thus, the potential for generating large additional revenues from
raising the PST rate would be limited in practice.

The other major source of tax revenue is property tax, but again there is little or no
scope for changing the base of the tax. B.C. has a comprehensive property tax base
with no major exclusions and a long tradition of independent market value-based
property assessment. Although the property tax base is fully within provincial control,
there is no practical base increase that could be implemented.

There is, however, an offsetting exemption to property tax payable for owner-occupiers
of principal residences in B.C., known as the Home Owner Grant. The grant reduces
taxes by a basic amount of $570 per eligible home in major urban areas and more
elsewhere. Seniors, veterans, persons with disabilities, and persons living with
someone with disabilities get additional tax relief. The grant is reduced for homes above
a threshold value of $1,535,000. The cost of the grant in Budget 2020 is $817 million,
which is accounted for as a reduction to property tax revenue.

Although the Home Owner Grant is popular with residential homeowners, it has been
criticized as a significant tax expenditure that does not fulfill a clear public policy
objective (Tedds et al. 2018). In addition, the grant is not targeted in any systematic way
on need, and it excludes renters with their typically greater housing affordability barriers.
It is one potential mechanism to fund part of the cost of a basic income or alternative
program reforms.

Similar constraints limit the province’s ability to expand the bases of its smaller taxation
revenue sources. That leaves two potential levers that could be used to increase
revenue from existing taxes to fund a basic income: tax rates for personal income tax,
corporate income tax, PST, and property tax; and the elimination of provincial personal
income tax refundable and non-refundable tax credits.
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Table 3-2: Interprovincial comparison of tax rates, 2020

British Saskat- , _ New Nova Prince — \ ewfoundiand
Tax Columbia Sy chewan Manitoba o Quebec Brunswick Scotia . and Labrador
Island

Corporate income tax (per cent of taxable income)

General rate 12 10 12 12 115 115 14 16 16 15

Small business rate 2 2 2 0 32 5 25 3 3 3

Small business threshold $000s) 500 500 600 500 500 500 500 500 500 500
Corporation capital tax (per cent) Nil Nil 0.7/4 6 Nil 1.25 4/5 4 5 6
Payroll tax (per cent) 195 Nil Nil 215 1.95 4.26 Nil Nil Nil 2
Insurance premium tax (per cent) 2to7 3/4 3/4 2to 4.25 2to 35 3.48 2/3 3/4 3.75/4 5
Fuel tax (cents per litre)

Gasoline 23.39 17.42 19.42 18.42 273 29.6 30.2 253 24 31.5

Diesel 25.23 18.37 2037 19.37 28.7 31.7 38.7 26 328 339
Sales tax (per cent) 7 Nil 6 7 8 9.975 10 10 10 10
Tobacco tax ($ per 200 cigarettes) 59 55 61.34 68.99 4538 29.8 62.98 67.38 61.84 60.74

Source: B.C. Budget 2020, Table A2, p. 125

Increasing tax rates

While B.C. has the authority to raise rates on its major taxes to increase revenues, in
practice there are also limitations in how much can be raised. In part, those limitations
depend on the tax structure of other provinces. Tables 3-2 and 3-3 provide
interprovincial comparisons of 2020 tax rates for various provincial taxes and personal
income tax, respectively.

Corporate income tax rates are relatively similar across Canada. At 12%, B.C. is
consistent with the 11.5% and 12% rates found in provinces from Quebec west, except
Alberta which dropped its rate to 8% effective July 1, 2020. The more easterly provinces
have higher rates. The corporate income tax rate is important for tax competitiveness
reasons, and increases are likely to harm business and reduce taxable income
allocated to the province.

Corporation capital tax currently applies in four provinces, not including B.C. In the past,
B.C. has levied corporation capital tax on the major banks only, and it has the capacity

to do so again. The potential revenue from B.C. reinstituting a corporation capital tax is

limited and would need to be weighed against the possible adverse effects on business
activity in the province.

In 2019 B.C. levied a payroll tax for the first time to replace MSP premium income,
consistent with the approach taken and rate chosen in Ontario when OHIP premiums
were eliminated previously. B.C. joined the minority of other provinces that levy an
employer payroll tax, and it initiated the tax at a rate on par with the lowest elsewhere in
the country.
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Property transfer tax was increased by B.C. in 2018 to a top rate of 5% for residences
sold over $3 million; that rate matches the highest elsewhere in the country, for the
combined Ontario and Toronto land transfer taxes. Any additional revenues from the
property transfer tax would likely need to tap home sales at lower values rather than
applying higher rates at the top end. The tax applied to foreign purchasers of residences
was increased to a rate of 20% in 2018.

The insurance premium tax base is harmonized across the country, with B.C. rates
roughly in line with other provinces.

Fuel tax rates include both motor fuel taxes and carbon tax rates that apply to gasoline
and diesel, but do not include fuel taxes dedicated to regional transit (12.5 cents per litre
in Metro Vancouver and 5.5 cents on southern Vancouver Island). Rates in B.C. are
higher than the rates in other western provinces but lower than the rates from Ontario
east; including Metro Vancouver transit taxes makes them the highest in Canada.

Table 3-3: Interprovincial comparison of personal income tax

Prince
. British Saskat- . . New Nova Newfoundland
Taxable income Columbia Alberta chewan Manitoba Ontario Quebec Brunswick Scotia E::::::ld and Labrador

Annual provincial taxes payable ($)

$10,000 0 0 0 0 0 0 0 0 0 0

$20,000 0 0 289 941 0 97 208 595 614 0

$30,000 708 877 1,267 1,976 326 1,367 1,410 1,515 1,777 1,621
$40,000 1,341 1,808 2,246 3,111 1,797 2,718 2,612 3,003 3,011 2,552
$50,000 2,031 2,740 3,319 4,312 2,633 4,373 3,854 4,491 4,324 3,943
$60,000 2,774 3,688 4,514 5,531 3,522 6,048 5,285 6,007 5,653 5,347
$70,000 3,544 4,688 5,764 6,806 4,437 7,710 6,767 7,727 7,208 6,797
$80,000 4,314 5,688 7,014 8,445 5,502 9,372 8,249 9,420 8,878 8,301
$100,000 6,393 7,688 9,514 11,925 8,155 13,058 11,438 12,812 12,218 11,461
$125,000 9,674 10,188 12,639 16,275 12,508 18,256 15,568 17,187 16,782 15,411
$150,000 13,349 13,063 16,180 20,625 16,860 23,621 19,815 21,562 21,374 19,580

Provincial personal income taxes as a per cent of taxable income (%)

$10,000 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
$20,000 0.0 0.0 14 4.7 0.0 05 1.0 3.0 3.1 0.0
$30,000 24 2.9 4.2 6.6 11 4.6 4.7 5.1 5.9 5.4
$40,000 34 4.5 5.6 7.8 4.5 6.8 6.5 7.5 7.5 6.4
$50,000 4.1 5.5 6.6 8.6 5.3 8.7 7.7 9.0 8.6 79
$60,000 4.6 6.1 75 9.2 5.9 10.1 8.8 10.0 9.4 8.9
$70,000 5.1 6.7 8.2 9.7 6.3 11.0 9.7 110 103 9.7
$80,000 5.4 7.1 8.8 10.6 6.9 11.7 103 118 11.1 10.4
$100,000 6.4 7.7 9.5 11.9 8.2 131 114 12.8 12.2 115
$125,000 7.7 8.2 101 13.0 10.0 14.6 125 13.7 134 123
$150,000 8.9 8.7 10.8 13.8 112 15.7 13.2 134 14.2 131

Note: Taxes payable calculated for a single individual with wage income and claiming credits for Canada Pension
Plan and Quebec Pension Plan contributions, Employment Insurance premiums, Quebec Parental Insurance Plan
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premiums and the basic personal amount. Includes provincial low-income reductions, surtaxes payable in Ontario
and Prince Edward Island, and the Ontario Health Premium tax. Excludes credits for sales and property tax credits.
Source: Budget 2020, Table A4, p. 128

At 7%, B.C.’s PST rate is at the lower end for those provinces that impose a sales tax
(Alberta being the exception). However, provinces from Ontario east impose a
harmonized sales tax that is administered along with the GST by the federal
government and, as discussed earlier, provides credits to businesses for tax paid on
inputs. Significant PST rate increases would adversely affect B.C.’s economic
competitiveness compared with HST provinces and international jurisdictions, assuming
a value-added tax or something similar is not possible.

B.C.’s employer payroll tax—called the employer “health” tax—is estimated to yield
$1.924 billion in the current fiscal year. It has the potential to generate more revenue if
the current 1.95% rate were increased; Quebec’s rate on a tax of this kind is 4.26%.
Any increase in B.C.’s recently introduced tax would initially affect businesses and jobs
adversely, but over several years the burden of an employer payroll tax shifts to
employees through lower compensation (Kesselman, 1997).

B.C.’s tobacco tax is in the middle of the pack compared with other provinces. Cross-
border and inter-provincial smuggling have been concerns in the past when a province’s
tax rate is very high relative to neighbouring jurisdictions. This issue explains the
relatively low tobacco tax rates in Ontario and Quebec, where cross-border smuggling
via Indian reserves has been a problem. The adverse distributional impacts of higher
tobacco taxes may also be a concern when considering higher tax rates, even though
health benefits of reducing smoking might be paramount.

As noted, the largest tax source in B.C. is personal income tax. As Table 3-3 shows,
B.C. has close to the lowest average personal income tax rates in Canada at every
income level up to $150,000, at which point the average provincial tax paid is slightly
lower. Based on this comparison, personal income tax might seem to be one of the
more available sources of incremental funding from the current suite of taxation.
However, B.C. increased its top bracket rate to 20.5% in 2020;° this brings it on par
with the highest rates in other provinces, thus affecting the potential for further
increases at the top end. The interactions between personal income tax and a basic
income (discussed in detail in Part 5) raise some additional practical considerations

19 This rate applies to taxable incomes above $220,000, an amount above those shown in Table 3-3.
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related to personal income tax, depending on the structure of the specific basic income
being funded.

It is useful to consider how combinations of tax increases might be used to generate
given amounts of incremental funding to implement a basic income or other program
reforms. Note that any significant policy change is likely to affect existing programs in
some way and impose both new costs and cost savings arising from consequential
changes. The examples focus on “net budgetary costs,” which is the impact of changes
on the annual surplus or deficit.

First, consider a scenario where the program changes would generate a net budgetary
cost of $8 billion, with the requisite revenue split evenly between increased personal
income tax and increased PST, with each providing an additional $4 billion. That
situation yields a top personal tax rate of 27.5%2° and sales tax rate of 10.5%. Each of
those rates would then be the highest in the country. Moreover, because raising tax
rates causes taxpayers to change behaviour to reduce the amount of tax paid, an even
higher rate would be needed in practice to generate the required income (Milligan &
Smart, 2016). It may not even be possible to generate more revenue above certain high
tax rates, particularly with respect to personal income tax applied to the highest income
levels. No doubt both the personal income tax and PST rate increases would create
significant opposition, based on previous attempts to increase tax rates, and in addition
to the disincentives to work and other productive activities from the personal income tax
increase, the PST increase would reduce business competitiveness.

For the second example, consider the budgetary cost of about $15 billion that would be
associated with a basic income with more ambitious poverty reduction targets. For this
example, the revenues are assumed to be garnered from increases in the top six tax
revenue sources, as shown in Table 3-4.

All the requisite tax increases would pose major challenges for the provincial economy’s
competitiveness, not to mention public acceptance. Moreover, as mentioned above, rate
increases of this magnitude would likely evoke behavioural responses that would
undercut the projected revenue increases. These examples may seem extreme, but as
will be seen in Part 5, Section 4 (Simulation Results), net budgetary costs of billions of
dollars result from several of the scenarios, particularly those intended to significantly
reduce the poverty rate.

20 For simplicity in these two examples, the tax rate for each tax bracket is increased proportionally and the tax
brackets are not adjusted.
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Table 3-4: Example 2—additional revenue and resulting rate adjustments

Tax Additional revenue Rate adjustment

Personal income - Top rate increased to
$5 billion

tax 29.2%
PST $5 billion New rate 11.4%
Corporate
. P $2 billion New general rate 17.1%
income tax
Property tax $1 billion 33% rate increase
Carbon tax $1 billion New rate $60.50/tonne
Employer payroll $1 billion New rate 2.95%
Total $15 billion

3.3 Potential new revenue sources

B.C. currently makes use of almost all of the types of taxation sources commonly used
by provincial governments. The only notable exception is the corporation capital tax.
Because provincial corporation capital taxes are deductible from corporate income tax
owing, the corporation capital tax ensured that tax would be paid in years with little or no
corporate income tax owing, essentially constituting a type of minimum corporate
income tax. B.C. had corporation capital tax from 1973 to 2008, sometimes applying to
all corporations with capital greater than a threshold level and more often applying only
to the major banks. Reinstituting a corporation capital tax would likely yield limited
additional revenues

If B.C. were to consider new taxation sources, the usual prescription suggested by
economists is to tax economic rents or negative externalities. “Economic rents” refers to
profits earned in excess of what could be earned in a perfect market. Examples of
economic rents are excess profits earned by monopolies and excess profits earned
from the harvest or extraction of natural resources. Especially relevant in the case of
Vancouver, restrictions on the availability and use of land can generate excess profits
for landowners, including homeowners, as has been the case for at least 45 years.
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Another source of economic rents, one directly related to arguments in support of basic
income, is rents generated by technological innovations. Technologies that disrupt
markets can create market power for the firms that create monopolistic rents, which is
the case for some of the current tech giants. More directly related to basic income is the
belief that emerging technologies, especially artificial intelligence, will reduce the
demand for labour and wages as machines eventually take over much of what human
workers do. That would have the effect of creating rents for the owners of the
intellectual property and the capital that replaces workers. There are three questions
here: is technology changing the nature of work? (discussed in Section 4 (Labour
Market Trends)); is a basic income the best approach to reallocate these or other rents?
(discussed in Part 5); and could B.C., as a small jurisdiction, capture such rents?

The reason why economic rents are often recommended as a target for taxation is that,
because the rents arise not from the production of goods and services but rather as the
result of an external characteristic like naturally occurring resources, land, or market
structure, taxing them does not distort the price signals used by markets. That is, taxing
rents is economically efficient, capturing the excess value for the benefit of society
without affecting economic signals.

Negative externalities occur when economic activities cause general harms, such as
pollution. Using taxation to put a price on the damage done has the effect of using
markets effectively, by creating an incentive to do less harm and to innovate to reduce
costs. Taxing negative externalities can both make society better off and generate
revenue that can be used for other purposes in the public interest. Examples are the
carbon tax; sin taxes on tobacco, alcohol, and sugary drinks; and polluter-pay user fees.

One downside from the perspective of sustainably raising revenue to fund new
spending of taxes intended to incentivize certain behaviours is that they are designed to
reduce and eventually eliminate the harmful activity they tax. The prime example is the
effect of carbon tax on greenhouse gas emissions. As a result, revenues may decrease
over time, especially at relatively high tax rates.

The most relevant target for taxation of economic rent in B.C. is rents associated with
land values. Examples of rent taxation that could be considered are:

e a provincial tax on capital gains realized on the sale of principal residences in
B.C.—this form of economic rent is explicitly exempted from the federal income
tax, leaving it open to B.C. to capture revenues through an appropriately
designed levy that combines equity with simplicity (see Kesselman, 2017)
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e capturing excess profits associated with changes in zoning and major
redevelopment of land that created added wealth for no reason other than
owning land in a particular location—major provincial infrastructure projects, such
as transit infrastructure that results in increased density along new routes,
especially near stations, is an example

e a sovereign wealth fund based on extracting economic rents from tech firms to
accumulate returns from innovation, perhaps by taking an enforced ownership
share in tech and other firms in lieu of a corporate tax increase, building public
wealth over the long term — though there is likely limited feasibility of this as a
revenue source for a small jurisdiction such as B.C.

3.4 Conclusion

Any significant enhancement to the income and social supports available in B.C. will
mean that spending will rise, in the form of budgeted costs or tax expenditures or both.
As will become clear in Parts 5 and 6 of this report, that is true whether those
enhancements are in the form of a widely applicable basic income or reforms to the
current system, the only difference being the scale of those added costs.

Our review of B.C.’s long term fiscal sustainability suggests that while B.C.’s fiscal
situation pre-COVID-19 was relatively strong, demographic trends are expected to exert
significant pressure on the provincial government in coming years. That means that
under the status quo, there is little or no available capacity to increase expenditure
without making additional fiscal adjustments, at least in the long run. COVID-19 has
clearly added significantly to B.C.’s future fiscal pressures, reinforcing that conclusion.

There is also no easy way to increase net revenues very substantially, either by
reallocating current spending in other areas or increasing revenues from existing
sources. Detailed design of new revenue sources for B.C. lies beyond the panel's
scope. The government would need to address economic and technical issues as well
as political and public support if they choose to proceed with any of the new revenue
options we have identified. Attempts to increase the rates or coverage of existing taxes
in B.C. would face similar challenges. In short, raising the additional revenues needed
to finance an ambitious basic income or a significant increase in other income and
social support programs would require careful consideration and consultation.
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4. Labour market trends

This section is an abridged version of Trends in the Labour Market and Their
Implications for a Basic Income (Green, 2020d), a paper written as part of the panel’'s
research program. It provides context about labour market trends, which is important for
this report for two reasons.

First, one of the claims made for basic incomes by some advocates—and sometimes
the most important objective or rationale put forward—is that basic income is the best
policy response to technology-driven labour market disruptions. Exploring labour market
trends gives us important background about the nature and extent of these labour
market disruptions in Canada and B.C. to date. The first question is whether current
trends suggest that the end of work, or at least significant disruptions consistent with
reduced labour demand, is imminent.

Second, there are more general concerns regarding the labour market and the role the
labour market plays in a just society. That includes the impact of income and social
support policies on labour supply, a concern that applies equally to basic income and
more traditional policy approaches. It also includes questions about whether
interventions in the labour market are needed to address characteristics that are
inconsistent with our goal of moving to a more just society. So, the second question is
whether changes in work trends indicate that there are issues in the job market that
warrant addressing.

These questions are addressed below by examining:

e precarious work, to determine whether it is on the rise in Canada and B.C.,
differentiating between standard and non-standard work, and exploring trends in
categories of non-standard work

e how standard jobs are changing
e the protection against adverse events provided by Employment Insurance
e whether the labour share of income is changing

e what economic theory says about the possible outcomes of significant
technological innovation
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4.1 Is precarious work on the rise?

Precarious work has come to be associated with the “gig” economy, where
technological change is expanding the importance of firms like Uber in the way work is
found and performed. There are two key elements of gig work:

e |tis alternative work in the sense that it is not a standard full-time, permanent
relationship with a single employer; it is to some degree temporary in terms of the
work and the employer connection, like individual gigs performed by musicians
and actors.

e |tis connected with technology, either directly through online platforms or related
to other IT innovations—where “gig” is short for “gigabyte.”

There is also alternative work that exists for reasons that are unrelated to technological
change. The appropriate policy response will depend in part on the extent to which the
recent gig work phenomenon represents a fundamental change in the labour market or
is a continuation of existing trends. Overstating the connection with technological
change has the potential to be misleading in terms of both appropriate policy responses
and predictions of future trends. It seems better, therefore, to examine levels and trends
in alternative (non-standard) work arrangements separately from estimates of the
number of workers who connect with work through online platforms.

We use Labour Force Survey data to analyze trends, using definitions provided by
Vosko et al. (2003). We first examine movements in the opposite of alternative work
arrangements, standard work. Since different modes of alternative work sometimes
overlap, looking at standard work provides a way of identifying overall trends without
double-counting subcomponents of non-standard work. After that, we analyze several
alternative work arrangements, including:

e Own-account self-employment
e part-time work
e temporary and contract work

For each we consider its level and trend, and its connection with technological change
and with basic income arguments.

We also consider how the characteristics of standard work have changed and types of
work that might not be captured in the Labour Force Survey measures, such as
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supplementary work and outsourcing, before moving on to a discussion of work that is
done in direct relation to online platforms.

Changes in standard work

Figure 3-22 includes two panels on the trends in standard jobs in Canada and B.C. It
gives rise to four main conclusions.

Figure 3-22: Proportion of workers in standard jobs

Proportion of workers who are per full-time employ Proportion of workers who are per full-time employ
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First, there has been a long-term decline in permanent, full-time stable employment, but
it occurred in the early 1990s and the rate has been essentially flat for the past 20
years. Second, proportionally more males than females are found in standard jobs,
consistent with well-known conclusions that women experience more precarious work
patterns. Third, the levels of standard jobs for both sexes in Canada are relatively high,
at over 60%. Finally, the B.C. trends are similar, although noticeably lower.

Based on these graphs, one would not conclude that precarious work is taking over the
Canadian labour market. “Standard” jobs that are full time and permanent remain the
norm. At the same time, a considerable proportion work in arrangements that are not
standard and have some feature that could reflect instability. That suggests non-
standard work is an important element of the labour market and we should be
concerned about whether our public policies related to the labour market are so focused
on standard jobs that they do not serve this sizable segment well. Certainly, the
guestion of why women experience less stable work should be of central policy concern.
But these issues are important not because there is clear evidence that precarity is
taking over but because the persistent levels are concerning.

Trends in categories of non-standard work

While the overall preponderance of unstable work has not changed dramatically for
Canada or B.C. in the last two decades, it is possible that this reflects offsetting
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movements in different types of precarious work. Figure 3-23 includes four panels that
set out the proportions of employed females and males in Canada and B.C.,
respectively, in four types of unstable, non-standard jobs: self-employed, contract, part
time, and short term (less than one year). There is substantial overlap across these
categories, so they sum to more than the proportion of employees not in standard jobs,
as shown in the previous figure.

Figure 3-23: Measures of unstable employment, 1997-2019
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It is notable that none of the four series in each graph show any significant increase,
reinforcing the earlier conclusions. It is unsurprising that the proportion of females in
part-time work is significantly higher than for males, and that the proportion of males in
contract employment is higher than for females. The proportions in unstable work are
higher in B.C. than in Canada for all measures for both sexes, but the trends are very
similar to those at the national level. The only exception is a small upward trend in the
proportion of contract work for females in B.C. that is not present for the country as a
whole.

Own-account self-employment

Own-account self-employment is at the centre of much of the discussion of the gig
economy. In the absence of more direct measures of whether people are working gig
jobs (i.e., project-based and potentially with an online component), some authors have

December 28, 2020 Final Report of the Expert Panel on Basic Income 116



Part 3: Background

pointed to own-account self-employment as a possible marker for trends toward those
jobs.

The proportion of workers who are own-account self-employed has declined slightly in
the last two decades for both sexes and for Canada as a whole, as well as for B.C.

In the United States, there is some discrepancy in measures of own-account self-
employment, depending on whether authors use the Current Population Survey, roughly
equivalent to the Canadian Labour Force Survey, or tax data, with the Current
Population Survey showing a decline and tax data showing an increase. The
discrepancy points to technical issues that make the U.S. numbers difficult to interpret
and use effectively for answering questions about the changing nature of work in
general and increase of the gig economy in particular. The same issues do not apply to
the Canadian data.

In an attempt to narrow the focus on gig workers, Jeon et al. (2019) restrict attention to
the unincorporated self-employed without a Canada Revenue Agency Business Number
(their definition of a gig worker), which shows an increase from 5.5% of workers in 2005
to 8.1% in 2016. That increase comes in two steps: one at the time of the 2008/09
recession and a second between 2012 and 2014. The second of these might be
associated with the arrival of gig firms like Uber in Canada, but it is worth noting that the
trend follows a flattening, not a steepening, line after 2012. It is also worth noting that
the own-account self-employed no-Business Number share was already at 5.5% in
2005, well before any of the gig platforms were affecting work in Canada. Thus, the
level of this measure faces the same issues as other measures of non-standard work:
considerable non-standard work has existed in Canada for a long time, and labelling it
as gig work could be misleading, giving the impression of more technologically induced
change in work than has actually occurred.

Overall, there is some very limited evidence of an increase in self-employment that
might be related to the impact of technology on the workforce. In general, the rate of
self-employment has been in a gradual decline in the last 20 years, especially for
workers younger than retirement age. (For males in B.C. aged 25-54, the self-
employment rate fell by over 3 percentage points, or about 25%, between the late
1990s and 2019.) There is thus no evidence that the gig economy is taking over.

The self-employment rate relates to arguments in favour of a basic income in two ways.
First, it is a major marker of precarity linked with claims that precarity is increasing due
to expansion of the gig economy. The figures here do not, on the whole, fit with those
claims. Second, one argument in favour of a basic income is that it would support
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entrepreneurship, providing a base from which to pursue new business ideas. Own-
account self-employment, which involves firms that rarely have employees and are
often very low-earning, does not fit with this idea of entrepreneurship. It typically looks
more like an employment state of last resort than a launch pad for innovation.

Part time

The four panels in Figure 3-24 present the proportion of employees who work part time
(i.e., less than 30 hours per week), broken down by age group for females and males
and for Canada and B.C. separately.

Figure 3-24: Proportion of part-time workers by sex and age group, Canada and B.C.,
1976-2018
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The patterns are substantially different for females and males. For female employees in
Canada, the line for everyone aged 15 and over shows an increase between 1976 and
1996, but this is fully offset by a gradual decline in the rate over the following 20 years.
Part of this pattern reflects composition shifts as the baby boom moves through the age
structure. As one can see by comparing the line for those aged 55 and over to the line
for those aged 25-54, the proportion working part time is approximately 10 percentage
points higher among the older group. This likely reflects a role for part-time work during
the retirement process and afterwards. The baby boom moves into the 55+ age group in
the later years of our sample, pulling the overall trend line upward.
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Holding age constant by looking at the 25-54 age group on its own indicates that the
part-time rate for Canadian females in their main working years has shown a steady
decline in the last 30 years. In contrast, there is a very substantial rise in the part-time
rate for 15—-24-year-olds between 1976 and about 1996, shown in the top line in the
graph. But when we separate out 15-24-year-olds who are not students (data available
only after 1996), the proportion in part-time employment is very similar to the average
for all age groups aged 15 and over. That suggests part-time employment is important
for those in high school and post-secondary education and increases in post-secondary
enrolment explain some of the sharp increase in part-time work for the 15—-24 age group
from 1976 to 1996. However, the timing is not quite coincident, as the rise in enrolment
started after the rate began to rise and continues to the present, suggesting there are
other reasons as well.

In contrast to females, the increase in the first two decades of the period was not offset
by later declines and, in fact, increases at about the time of the 2008 recession were not
reversed. As a result, the proportion of male employees who were working part time
increased from approximately 6% in 1976 to 12% in 2018. This is the only series in the
list of non-standard work categories that showed a material increase for either sex.

The fact that the lion’s share of the increase happened before the mid-1990s does not
fit with the increase being technology-driven. Rather it fits with a pattern that we will see
re-emerge when we examine employment rates, inequality, and the labour share of
GDP later—a pattern in which there were substantial changes for the worse in these
measures prior to 2000 (and especially in the weak labour markets of the 1990s) that
have not been reversed by successive labour market policies and strong labour markets
in the 2000s. In that sense, the concerns in the labour market appear to be more deeply
structural and long-lasting rather than reflections of very recent technological changes.

The patterns for females are similar to those for Canada as a whole, although the
Canadian overall initial increase and then gradual decrease pattern is not evident. The
overall rate remains flat for B.C. males and the pattern is also similar to the one
observed at the national level.

For part-time paid work, the basic income claim is that people would be able to afford to
cut back on regular paid employment hours in order to spend more time in caregiving
and community building. However, just like own-account self-employment, part-time
employment is a precarious work state for many people that we hope would be reduced.
This relates to whether the part-time work status is voluntary—a personal choice that
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could be enhanced by a basic income—or involuntary, because workers can'’t find the
full-time jobs they want.

Figure 3-25: Proportion of workers in involuntary part-time work, Canada and B.C.,
1997-2018
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substantial increase in
involuntary part-time work at the time of the last recession for both sexes and for
Canada as a whole and B.C. in particular. But all of the series also show declining
trends both before and after the recession. Thus, here too, there is no indication of a
move toward more precarious work imposed on workers by changes in firm demand in
the last two decades.

Temporary and contract work

Temporary and contract job work, like self-employment, is often described as being
directly related to the gig economy. Indeed, short-term work is the definition of a “gig”
job, with a claim that new technologies that make it easier to post and find jobs online
will allow firms to break work down into tasks that are distributed to workers on a
contract basis. As with the other categories we have discussed, temporary and contract
jobs have elements that are potentially both positive and negative. Temporary jobs
might be seen either as stepping-stones to better permanent jobs—opportunities to
make connections and build experience—or as screening devices allowing more
efficient matches between workers and jobs. On the other side, these jobs could be
stigmatizing work of last resort and/or reflect lower-quality or lower-paid work
arrangements for workers who end up in them.

Fuller and Stecy-Hildebrandt (2015) follow labour market trajectories for workers who
start in a temporary job in seven main groups. Moving into permanent, full-time
employment is the trajectory for 39% of temporary workers, but the rest follow patterns
with some amount of instability, part-time, or self-employment status. Temporary jobs

December 28, 2020 Final Report of the Expert Panel on Basic Income 120



Part 3: Background

are not stepping-stones for the majority of workers, although young workers do better
from this perspective. Starting in a temporary job is also associated with an ongoing
earnings penalty. Thus, on balance, temporary jobs can have some features of being a
stepping-stone to permanent jobs for younger workers, but for many workers they are
accurately characterized as a precarious labour market state.

Figure 3-26: Proportion of non-student workers in temporary and contract jobs, B.C.,
1997-2019
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The two panels in Figure 3-26 show the proportion of B.C. workers who are in
temporary or contract jobs for various age groups for females and males, respectively.?!
While the overall trend is flat for females and slightly down for males, there is an upward
trend for the 15—-24 age group.

Fuller and Stecy-Hildebrandt (2015) point out that Canada has contract and temporary
job rates that are near the OECD average and approximately double those in the United
Kingdom and triple those in the United States. They argue that this could arise because
stronger dismissal-related regulations and stronger unions in Canada imply higher costs
of turnover from permanent contracts, which may push employers toward using more
temporary contracts in Canada (and Europe) than the United States. Canada also has
the weakest regulations related to temporary contracts, with no explicit requirements
that temporary employees be treated similarly to permanent employees and no limits on
the number of successive temporary contracts that can be given to a particular
employee, for example. While Canada is a strong candidate to become a jurisdiction in
which new technologies induce a move toward this job form, there is little evidence this
has happened as yet in B.C. or the rest of Canada.

21 Seasonal work is also sometimes included in this category. This has purposely been left out in order to focus on
jobs that are more likely to be associated with new technologies.
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Summary

There is limited evidence of a shift toward more precarious work patterns in the last two
decades in Canada or B.C., although there is some evidence of an increase in
temporary and contract work since about 2010 for 15—-24-year-old non-student workers.
While worth watching, this is far from evidence of a substantial shift toward precarity in
the labour market.

However, a longer-term perspective suggests a different take. Both the proportion of
workers in full-time, permanent jobs and the proportion in part-time jobs show
substantial shifts in the 1980s and first part of the 1990s toward more precarity in work,
which has persisted. It has not continued to worsen but neither has it reversed. If there
is a case for a basic income to be found in labour market data, it is not based on recent
trends toward more precarious work but rather on structural shifts that occurred over
two decades ago.

4.2 Standard job characteristics

A standard job is commonly conceived as one that is permanent (i.e., its end date is not
specified at the outset of the job) and full-time. It is also often viewed as being a good
job with benefits and methods to enforce worker rights. Precarious work is considered to
have less stability, less control over the work, lower pay, and few or no benefits. Even
though there is no evidence of recent increases in precarity, it is possible that the quality
of those permanent full-time jobs has been deteriorating. This section explores that
issue.

The best evidence on job stability in Canada is found in Brochu (2013), which focuses
on the one-year retention rate—the probability that a job in a particular month will still
exist one year later. This retention rate rose in both the early 1980s and the early 1990s
recessions but has been flat at a historically high rate from the mid-1990s through the
end of Brochu’s data sample in 2010. Far from moving toward being more unstable,
jobs became more stable in the 1990s in Canada and stayed that way at least through
2010. Figure 3-27 extends that work using a five-year retention rate.
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Figure 3-27: Retention rates for permanent jobs, ages 25-34, Canada, 1997-2018
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The downside of using five-year retention rates is that we cannot easily see the most
recent movements in job stability. One way to address this is to look at jobs that have
lasted for one year or less. If there has been a rise in job instability, then that proportion
should rise, although it is an imperfect measure since it will also move with changes in
job creation by firms. The lines for short-tenure jobs for males and females are also flat
over the last 20 years, which fits with the lack of change in job stability.

Despite the lack of change in job stability, workers may feel that the economy has
become less stable and so feel growing stress about the stability of their jobs. Brochu
and Zhou (2009) use Gallop polling survey data to examine this issue. In particular, they
make use of the same question asked repeatedly between 1977 and 2000: “Do you
think your present job is safe, or do you think there is a chance you may become
unemployed?” They show that the responses to this question closely match movements
in the one-year retention rates, indicating that workers’ perceptions about movements in
instability are quite accurate. Put together with the evidence in retention rates, our
conclusion is that job instability is not on the rise in perception or actuality.
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Figure 3-28: Ratio of workers with unpaid to workers with paid overtime, Canada,
1997-2018
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Similar to other measures of precarious work, Figure 3-28 shows more precarity for
females. Males have about the same rates of paid and unpaid overtime work, but
females are twice as likely to work unpaid as paid overtime. For both groups, though,
the figures display downward trends. If anything, unpaid overtime—and the potential
lack of control over the work environment it represents—has become less prevalent
over time.

Another element of many definitions of precarious work is low wages.

Figure 3-29: Measures of wage inequality, Canada and B.C., 1997-2018
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In Figure 3-29, the first panel shows the 10th percentile of the real hourly wage
distribution (in 2002 dollars) for Canada and B.C., broken down by sex for the last 22
years. All four series show gradual increases between 1997 and 2016, with the Canada-
wide series showing stronger growth. In the last three years, all of the series have
shown very strong growth—over 10% in real terms. This almost certainly stems from
increases in the minimum wage in B.C. and other provinces. Since a wage of $15 is
needed to put a single individual working full time at the poverty line in B.C., these
wages still imply that at least 10% of workers do not make this line (since the B.C.
minimum wage is still below $15), but the numbers are getting closer to adequacy for
those at the bottom of the distribution.

Workers at the low end of the distribution might also be concerned about the level of
inequality—that is, the extent to which they fall behind high wage earners. The second
panel plots the ratio of the 90th percentile to the 10th percentile wage for the same four
groups of workers. Here we see relatively flat trends in the two decades leading up to
2016 and then a strong decline in the ratio—that is, a strong decrease in wage
inequality. Again, this is likely mainly due to minimum wage increases and reflects the
ability of policy to affect outcomes in markets where precarious jobs dominate.

Figure 3-30: Unionization rates, all workers and private sector by sex, B.C., 1997-2019
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proportion of workers
represented by a union has declined substantially over time.

Figure 3-30 plots union membership rates for B.C. since 1997 for men and women
separately, showing both the rates overall and separating out private-sector employees.
The overall unionization rate for women has declined slightly from 35% of workers in
1997 to 30% in 2019, while the rate for men has declined much more (from 38% to
26%). The composition of union membership has also shifted substantially toward the
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public sector, where women have a larger presence. In the private sector, only 12% of
female workers are union members.

Here, as in other markers of precarious work, there is little evidence of a sharp change
in unionization trends. Instead, de-unionization among male private-sector workers has
been going on for over 20 years, and the very low rate of union membership among
female private-sector workers is a seemingly permanent element of the B.C. labour
market. Thus, the declining and low level of worker representation is a long-standing
concern rather than a new trend.

Another sense in which what appear to be stable jobs are actually precarious is the
extent of domestic outsourcing, or working for intermediate firms or as independent
contractors. Abraham et al. (2019) implemented a survey in the United States which
asked respondents standard Current Population Survey (CPS) questions about
employment but followed up with questions that probed more deeply into the nature of
work arrangements. Their results imply that approximately 10% of workers who are
reported in the CPS as employees are, in fact, independent contractors of some type.
They argue that this may fit with the observation that CPS-reported rates of self-
employment are lower than (and have a different trend from) tax-based rates of self-
employment. This mismeasurement issue likely applies to Canada as well, but there is
no reason to believe that it is greatly altering the observed flat trend.

Whether a worker is an employee of the firm on whose premises they work or is,
alternatively, either an independent contractor or an employee of some type of
intermediary firm is important for considerations of the precarity of work. Tucker et al.
(2016) examine the legal limitations on outsourcing of work to subcontractors in
Canada. They argue that there are few restrictions and that for most elements of work,
“the sub-contracting company has no legal responsibility for the subcontractor’s
employees, including pension plans and pension funds” (p. 152). Further:

Sub-contractors are not under any legal obligation to offer their workers
the same conditions of employment enjoyed by workers at the user
company. A sub-contractor is free to negotiate entirely new conditions of
employment with its employees even if this results in significantly less
compensation for the performance of the same work. (p. 152)

This is the key concern with outsourcing or contracting out work to other firms. It can be
a route to lower pay and lesser workplace protections for workers.
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Measuring outsourced work is very difficult. As we have already seen, in standard
surveys the workers themselves may not report whether they are in such a work
arrangement. Weil (2019) introduces the term “fissured workplace” to group together the
various work arrangements that include a gap between the worker and the ultimate
source of direction of the work. Fissured workplaces were created as part of firms
choosing to focus on their “core” competencies, leaving other tasks (such as food
preparation or janitorial services) to subcontractors, which several authors have found
reduces wages for low-paid workers. These include temporary help services, call
centres, security guards, and janitorial services. Based on what we have learned in the
current COVID-19 pandemic, the care home industry has been added to the list. Figure
3-31 shows the proportion of workers in these fissured industries in Canada as a whole
and B.C. specifically.

Figure 3-31: Proportion of employment in fissured industries, Canada and B.C.,
2001-2019
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B.C. increase was somewhat
more pronounced. Labour market regulation was weakened during this period and
shifted to workers self-reporting violations, suggesting a renewed role for policy in
affecting these trends.

Caution should be used in interpreting Figure 3-31. On one side, the proportion of
workers represented as being in fissured work arrangements is clearly overstated in the
figure because all workers in these industries are counted as fissured. On the other
side, there are likely workers in other industries who also have these worker
arrangements. In addition, the pay of at least some workers in the listed set of industries
who are not themselves in fissured work arrangements will be affected by the existence
of fissured work in their industry. Similarly, it is hard to know whether there is actually a
trend upward in fissured work because of these work arrangements making inroads into
other industries.
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Figure 3-32: Estimated wage premium paid by large firms in, B.C. 1997-2019
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Combining the evidence in the previous two figures and the reports about work
arrangement in care homes that has emerged during the COVID-19 pandemic seems to
indicate a need for concern about the extent and nature of these work arrangements.
The recent focus on gig workers, who seem like a very small portion of the labour force,
has the potential to misdirect attention away from the potentially much more substantial
problem of workers affected by a fissured workforce.

If fissured work arrangements are a cause for concern, is a basic income the right policy
response to them? Having a basic income might allow workers to turn down these work
arrangements, generating a bottom-up rearrangement of the labour market that
increases low wages, as some advocates claim. But the opposite might happen—with a
secure income base, workers might accept precarious work arrangements with less
concern. Essentially, a basic income could form the basis of offloading income security
from firms to workers. That, in turn, could lead to a workplace with even greater power
imbalances. The much more direct policy response is through enhanced regulation,
holding the firm in whose workplace the work is done responsible for the workers in that
workplace, regardless of their contractual arrangements. Indeed, Weil (2019), in his list
of policy responses to the problems he describes, focuses on regulation, training, and
social norm responses.

22 Coefficients on firms of 500 workers and over in a log wage regression for B.C. including dummies for five-year age
groups, six education groups, and a female dummy. The base group is firms of under 20 workers.
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4.3 Employment polarization and inequality

If the end of work is on the horizon, one might expect to see a trend downward in total
employment in recent years. But the employment-to-population ratios for B.C. (males
and females combined, over age 15) in recent years through 2018 are at levels close to
their value in 2008, which was a historically high value since the beginning of consistent
Labour Force Survey data in 1976. Indeed, the employment rate has increased relative
to the late 1970s, with the labour market absorbing the increased participation of
women.

Figure 3-33: Employment polarization measures, B.C.
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But underlying this overall trend are declines for men and women with less education. In
Figure 3-33, the first panel plots employment and participation rates for male and
female high school graduates, aged 25-54. There is a problem with the level of the
participation and employment rates for less educated males, but that problem largely
emerged in the weak labour markets of the 1990s. For females, there is some evidence
of worsening labour market outcomes in the most recent years, but overall one would
not conclude from this figure that recent technological change is driving a new
movement out of work.

It is worth noting that figures for high school dropouts show more negative long-term
trends for both men and women, but that group is becoming a smaller and smaller
proportion of the workforce. Notably, this is true not only because newer generations
are more educated but also because earlier generations have upgraded their education.
The overall implication is that education upgrading is happening and helping to mitigate
negative trends in the lower end of the labour market.

The education shift matches a shift in the composition of work, with the percentage of
jobs for all workers aged 15 and over in B.C. that are in “routine” occupations
(occupations involving repetitive tasks that are seen as being easily replaced with IT-
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related capital) falling from 25% in 2001 to 19% in 2019, as shown in Panel B of Figure
3-33.2% This is exactly offset by an increase in the percentage working in “cognitive”
occupations (where more flexibility and non-rote decision-making is required). The
nature of work is changing, but this has not implied a reduction in work even for less
educated people in recent years. And the earlier numbers suggest that this shift is not
matched by an increase in the precarity of work. Moreover, the cognitive jobs that are
rising in importance in B.C. are the ones that are typically seen as complementary with
new IT capital—that is, the ones that will benefit from technological change. Itis
possible that the advent of artificial intelligence will change this claim but, at least in the
near future, B.C. is shifting toward more technology-resilient jobs.

How are these changes affecting inequality? Figure 3-34 plots the Gini coefficient for
market income and disposable income for B.C. from 1976 to 2018. Market income
corresponds to income from all sources other than government transfers, and
disposable income corresponds to income after adding in transfers and subtracting
taxes.

Figure 3-34: Measure of income inequality (Gini coefficient for market and disposable
income), B.C., 1976-2018
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23 Cognitive occupations are defined as professional, management, and technical occupations. Routine occupations
are clerical, manufacturing, labouring, and trades occupations outside of construction. Manual occupations are
service, retail, caregiving, and construction trades occupations.
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income assistance system and the elimination of top-end surtaxes on incomes and, as a
result, disposable income inequality rises slightly faster than market income inequality.
In the period since 2002, B.C. has experienced a gradual decline in market income
inequality, with disposable income inequality moving in a parallel fashion. Thus, since
the policy changes of the mid-1990s, the system has largely stayed static, neither
increasing nor decreasing inequality trends.

4.4 Employment Insurance

One argument in favour of a basic income is that the existing Employment Insurance
(El) system leaves many workers uncovered. This issue has been highlighted in the
COVID-19 pandemic, as EI seemed unable to meet the needs and temporary
supplementary programs (most notably the CERB) had to be rolled out. Empirically, the
argument is often made by pointing to the ratio of El recipients to the number
unemployed, which takes values near 0.4. It is not at all straightforward to map from that
number to arguments about who is covered by EI when they become unemployed,
because El includes programs for people who do not meet a standard definition of
unemployment (e.g., maternity benefits are paid as part of EI) and because there are
issues about who should be eligible depending on previous premium payments. Gray
and Busby (2016), working with administrative and survey data, show that close to 40%
of unemployed workers in 2013 had not paid into the EI system and therefore were not
eligible for benefits. Of these, approximately 89% did not have a job in the previous 12
months, with the remainder being mainly the self-employed. Among those who had paid
premiums, a quarter did not receive benefits because they had quit their job. Of the
remainder (i.e., those who had paid premiums and were not disqualified because of
their reason for job separation), about 14% did not get benefits because they had not
worked enough hours. The latter group make up about 7% of the total stock of
unemployed individuals. Importantly, these patterns were established in the 1990s. The
share of unemployed persons who are El beneficiaries dropped from 84% in 1990 to
44% in 1997 and has stayed near the latter level ever since.

It is notable that the drop in the ratio of El recipients to the unemployed happened in the
1990s at a time when the extent of both long-term unemployment and self-employment
increased. The lack of a program to cover these two groups is certainly an issue. But it
is not a new issue and it is not the case, as is sometimes represented, that El coverage
has declined because of recent increases in Canadian precarious work. Like many of
the series we have examined, the timing simply doesn’t fit such a claim.
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4.5 Labour share of GDP

A related concern is over changes in the share of total income that goes to workers (the
labour share of GDP). The labour share has declined substantially in the United States
in recent years, falling from 63.3% to 56.7% in the period 2000—2016 (Manyika et al.,
2019). One argument made for a basic income is that this decline stems from changes
in technology that can be expected to continue in the future (perhaps related to the rise
of artificial intelligence), which would imply that distribution related to work (either
directly or through work-conditional government transfers) will ultimately fail. A fair
distribution of the proceeds of production would then require an alternative approach
that is not conditional on work—a basic income.

While considerable attention has been paid to the decline in the labour share in the
United States, it is important to recognize that this trend is far from ubiquitous across
developed economies. The United Kingdom has actually experienced an increase in the
labour share in the last two decades, while the labour shares in France and Germany
declined, though largely in the 1980s and 1990s, with some increases in recent years
(Manyika et al., 2019).

In Figure 3-35, the first panel shows the labour share for Canada for the period 1961 Q1
to 2020 Q1.2* The long-term pattern can be roughly broken into four periods: a gradual
increase from the early 1960s to the early 1970s, rising from about 50% to about 54%; a
flat period with considerable variation related to business cycles from the early 1970s to
the early 1990s; a period of strong decline from 1992 to 1997; and a period with a
gradual decline from 1997 to 2005 followed by gradual increase for the remainder of the
period.

24 The Canadian data is from Statistics Canada, Table 36-10-0103-01 Gross domestic product, income-based,
quarterly. The labour share is the ratio of Total Compensation of Employees divided by GDP at market prices. Note
that the labour compensation series is only for employees. It is common to make adjustments to include self-
employed workers, but we are unable to do that for the whole period. In years when that adjustment can be made,
the labour share level is higher but the trend is substantially the same.
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Figure 3-35: Labour share of GDP
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Unlike the United States, Canada has not been experiencing a long-term decline in the
labour share, with its current labour share at approximately the same level as in the late
1960s. As with other indicators, the labour share does not support arguments that
technology-related changes to work are affecting the Canadian economy.

More specifically, the labour share has been on a mildly increasing trend for the last 15
years, roughly coinciding with the resource boom that would carry Canada for the next
decade. Green et al. (2019) argue that the effects of the resource boom affected wage
setting across Canada through bargaining spillover effects, with B.C. a key beneficiary
of the resulting wage gains.

The period of rapid decline in the labour share between 1992 and 1997 matches the
timing of other large changes we have discussed—increases in inequality and in part-
time work that we have linked to labour market policy changes in Unemployment
Insurance/Employment Insurance and provincial social assistance changes.

The second panel of Figure 3-35 examines the impact of industrial composition shifts on
these trends by plotting both the actual series and counterfactual series in which the
proportion of GDP accounted for each industry remains at its 1997 level for Canada and
B.C. Without holding industrial composition constant there is a slight downward trend for
both Canada and B.C. for the period, more pronounced for B.C. Holding industrial
composition constant substantially flattens those downward trends making it almost
completely flat for Canada and much flatter for B.C. That means that any reduction in
the labour share since 1997 results from shifts between industries with different labour
shares rather than movements in labour shares within industries. In contrast, several
studies have observed that the downward trend in the labour share in the United States
occurs mainly within industry, which is generally interpreted as being the impact of
technological change affecting all industries at the same time.
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What is the shift in industrial composition underlying the reduction in the labour share?
The decline in B.C. after the 2008/2009 recession is largely accounted for by growing
economic rents in the real estate sector. As prices rose, there was both a reduction in
the labour share in the sector and an increase in its share of total GDP. Since real
estate was already a very low labour share sector at the outset of the period, the shift in
GDP share in its direction also served to reduce the overall labour share for B.C.

The labour share of GDP once again reflects what are now familiar patterns—the poor
labour market conditions of the 1990s, policy changes in social insurance and social
assistance programs and a lack of evidence of recent changes to work resulting from
technology-driven changes. Canada differs from the United States, where declining
labour market share is one of the key observations supporting calls for basic income in
response to technological change, but the evidence for Canada does not support the
same interpretation.

4.6 COVID-19 pandemic and short-term change

All of our data to this point is for the period leading up to the onset of the COVID-19
pandemic. The labour market has been severely affected by the pandemic in ways that
might alter earlier conclusions.

Fig 3-36: Employment rate, B.C., January 1997—April 2020
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Much of the drop occurred in the retail, food, and accommodation sectors, all of which
are low-wage and low—job security industries (Lemieux et al., 2020). As a result, the
percentage of employment that is full time and permanent (standard jobs) has risen
from 62% in 2019 to 69% in April 2020 for males, and from 55% to 62% for females.
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Although measures of stability have risen among those who kept their jobs, this also
demonstrates the precarity of part-time, contract, and self-employed workers most likely
to lose their jobs in a crisis.

For those who continued to work, adjustments to COVID-19-related challenges have
been in the direction of working from home and in ways that make considerable use of
technologies such as Zoom. Statistics Canada included questions related to these
adjustments in the April Labour Force Survey and found that 12 million Canadians were
employed and working at least half their normal hours per week in the April survey
week. Of those, 5.0 million worked most of their hours at home, which included 3.3
million who did not normally work at home. The ability to work from home varied widely
across sectors, with the low-paid accommodation services industry having only 8.4% of
workers working from home, while the high-paid professional, scientific, and technical
services sector had 75.5% of its workers working from home (Statistics Canada,
2020a). This differential ability to work from home is reflected in the employment loss
numbers by sector.

Whether and to what extent the shift to working from home will persist and what its
effect on the labour market will be remains to be seen. This could mark an inflection
point at which the long-predicted end of work begins to materialize, it could mark some
fundamental changes but not the end of work, or it could be a short-term effect that will
largely be reversed in the coming years.

4.7 Application of economic theory

There is a distinct lack of evidence, to this point, that we are on a trajectory to less
employment, stable work, wages, and labour share, so we cannot use projections of
current trends to predict what would happen if technology did begin to have these
effects. Instead, we need to turn to theoretical models of technological change and the
labour market for some insight.

As many of us have learned from mathematical models of the progression of COVID-19,
these are not about obtaining accurate predictions of the future. Rather, they are about
employing logic to understand the limits of what might happen. The limits indicated by
the models depend, of course, on the assumptions underlying the models, and the
same points apply equally to economic modeling.

The question we want to ask, then, is whether, under reasonable assumptions about
new technologies, production, and the labour market, it is likely that we will withess a
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future with little or no work and a low labour share of GDP. Or, put in the opposite way,
how extreme would our assumptions need to be in order to fit with such a dire future?

The review of the theoretical literature on new technologies and the labour market
undertaken by Green (2020d) points to a set of useful conclusions.

First, our future is not technologically determined. Markets are important in steering
innovation. Inventors themselves respond to incentives and so will tend to focus on
creating new technologies in response to market forces. New technologies do not fall
from the sky and our economic future is not technologically determined. Second, while
there are issues of concentration of firms’ market power that do need to be addressed, it
is reasonable to predict that labour as a whole will actually do better in terms of wages
and employment in the future because of innovation. Third, there are good reasons to
believe that innovation will contribute to increased inequality, though a new, increasing
trend in inequality has not, so far, emerged. Fourth, questions of concentration of
market power are important and, left unchecked, could imply worse futures for workers.

In B.C.’s case, the importance of economic rents in the form of returns on land in the
Lower Mainland is a key point of breakdown in the competitive allocation of the output of
the economy that has arisen at several points in our discussion. Since these are true
rents, taxing them is an economically efficient policy, as by their nature their allocation is
separate from the efficient functioning of production in the economy. This is quite a
different conclusion from one based on finding funding sources in the context of an
economy in which work and production are being mainly determined by artificial
intelligence and other technologies that are arriving exogenously.

4.8 Conclusion
We started with two questions:

e Do current trends suggest that the end of work, or at least significant disruptions
consistent with reduced labour demand, is imminent?

e Do changes in work trends indicate that there are issues in the job market that
warrant addressing?

In looking at the labour market from several different perspectives, we see consistent
patterns emerging that answer both questions.

First, current trends do not point to the end of work or significant imminent disruptions.
We are in a period of stability in terms of the indicators we have examined, with no

December 28, 2020 Final Report of the Expert Panel on Basic Income 136



Part 3: Background

material deterioration in the key aspects of employment as indicated by measures
related to:

e the level and characteristics of permanent, full-time employment (standard jobs)

e the various types of precarious employment, such as part-time, fissured, self-
employment, contract, or temporary employment

e income inequality
e polarization in the labour market
e the labour share of GDP
They all display a consistent pattern for both Canada and B.C. and for both sexes.

Most of the disruptions occurred in the 1990s, with a few continuing until 2008 at most.
The move toward precarious work as characterized by self-employment and part-time
work happened before the tax and transfer policy changes of the late 1990s, a period
with relatively generous and increasing transfers. Trends over the 15 years or so have
predominantly been flat or positive, with minor exceptions.

In addition, Employment Insurance is not, as some suggest, on a failing path because
more and more workers face irregular work patterns. Instead both the extent of
precarious work and the lack of Employment Insurance coverage for a significant
portion of the unemployed are long-standing problems that emerged from program
changes implemented in the 1990s and have not changed substantially since.

The conclusion is that current labour market trends do not support the argument that
basic income is needed, either because of increased precarity, whether technologically
driven or not, or a drop in the labour share of GDP.

Does that mean the trends will not change in the future? No, and in fact changes arising
from the current pandemic could potentially be an inflection point at which trends
change. There is no doubt that technological change will have real effects on work and
pay, as it has throughout history. However, applying theoretical economic models to the
guestion of how technological change will affect the labour market suggests that while
the end of work is possible, other less disruptive outcomes involving rising wages and a
sharing of the benefits of technology through work are possible and even likely. In
addition, there is a role for policies related to redistribution of income and wealth and
dealing with the concentration of market power in certain firms that can mitigate
concerns. A basic income is a potential policy tool in that case, but our conclusion is
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that consideration of basic income as a response to a technologically driven future of
lower wages and precarious or no work is at best premature.

Second, the analysis reveals that although trends do not point to a deteriorating labour
market, they do suggest that improved labour market and labour relations policy could
serve to improve the lot of the substantial proportion of workers who are in precarious
employment or are vulnerable to disruptions such as the current pandemic. Could a
basic income play a role in addressing these concerns? Yes, but nothing in the analysis
helps answer the question of whether basic income should be the preferred policy
choice. That question is addressed later in the report. Whether basic income is
considered or not, there are concerns about precarious employment and issues like
domestic outsourcing that require regulatory measures.
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5. Income testing and effective tax rate implications

In a report that discusses income and support programs and a basic income, a recurring
topic for discussion is whether and how income testing applies to the program in
guestion. There are two aspects to income testing: income as an eligibility criterion, and
whether and how the support provided by the program phases out as the recipient’s
income increases.

In this section we provide background information on these various issues by setting out
a general approach that can be used to describe income testing, particularly the
phasing out of support as income rises. The same approach applies equally to most
basic income program designs, the full range of non-basic-income cash-transfer
programs, and income-tested basic services and in-kind benefit programs. Notably, the
approach can even be applied to describe a UBI with benefits that do not phase out with
the recipient’s income. The way income testing is applied in the design of a specific
program reflects trade-offs that inevitably must be made among the characteristics of
adequacy, cost, and the incentives related to work and other behaviours.

Phasing out support as income rises creates work-related incentives by effectively
placing a tax on income; similar to a tax, this phasing out of benefits with increased
earnings reduces the return to that work effort. In this section we also discuss how
benefit phase-out provisions combine with existing income and other taxes and income-
tested supports—as well as the additional taxes needed to finance any new cash-
transfer scheme—to affect take-home pay and the resulting economic implications,
which are referenced throughout the report.

5.1 Income testing

Simple income-testing approach

Our approach to thinking about income testing starts by defining the three main
parameters related to income testing:

e the maximum amount of the support, benefit, or, in the case of a basic income,
the income guarantee provided by the program (G)

e the rate at which the benefit is decreased as income rises, referred to as the
benefit reduction rate (BRR)

e the income at which the benefit is reduced to zero, referred to as the break-even
point (BE)
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The three parameters—G, BRR, and BE—are each closely related to characteristics
identified in our analytical framework. G is related to the adequacy of the benefit and, for
obvious reasons, higher is better in terms of poverty goals. BRR is related to the
economic incentive part of our public trust characteristic because it is effectively a tax
rate on other income, and taxing income creates a variety of disincentive effects, so
lower is better. BE determines the number of people who will receive a benefit, since
those with incomes above BE are excluded from the program. The more people
covered by the benefit, the higher the cost—another part of our public trust
characteristic. In terms of cost, the lower the BE the better. Note that the other two
parameters also affect cost—a higher G will increase cost and a higher BRR will reduce
cost. However, a lower BE also may mean that fewer people in need of the resources
will receive them, affecting adequacy.

This discussion makes it clear that the choice of these three parameters will represent
trade-offs among the characteristics related to the parameters. The following sets out in
more detail exactly how those trade-offs work, based on the mathematical relationship
that links them:

BE = G/ BRR,
where BRR is expressed as a humber, such as 0.50 for 50%.2°

This formula means that all three parameters cannot be set independently. Once any
two parameters have been set, the third one can be calculated using this formula. It
follows that low cost, high guarantee, and low disincentive effects cannot all be
achieved at the same time.

The trade-off can be illustrated by holding constant any one of the three basic income
parameters, varying a second parameter, and observing impacts on the third parameter,
as shown in Figures 3-37, 3-38, and 3-39. In each of these graphs, income from
sources other than government transfers is measured along the horizontal axis, and
transfers from the program are measured by the height of the blue and orange lines. In
each case, the guaranteed amount, G, is shown on the vertical axis. Note that since this
is paid out to households with zero income from other sources, G is also the total
income for the household at this point. As the household adds other income, the amount

25 As noted above, this is a simplification for illustrative purposes. It assumes income is taxed back from the first

dollar of additional income and that BRR remains constant across incomes, neither of which is necessary but is
useful to make the trade-offs clear. More complex designs will exhibit the same trade-offs.
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of the benefit is reduced according to the BRR until it reaches zero at the BE level of
income.

Figure 3-37: Varying BRR, constant G

Figure 3-37 holds G
constant and varies the
BRR to see the effect
 BRR=25% on BE. Applying the
S~ formula, where the
benefitis G (say
_ $10,000) and the BRR
° come - . is33.3%,then BEis
3G (or $30,000 in this
example, illustrated by the blue line). However, if the incentive effects of this BRR raise
concerns, we could consider a reduction in the BRR to 25%, as shown by the orange
line. This change raises the BE from 3 times G to 4 times G (or from $30,000 to $40,000
in the example). Since that now includes people with higher levels of income, it means
that more people will receive some amount of benefit. Because the orange line is above
the blue line, it means that at every positive level of income the benefit paid will be
higher. As a result, both because more people will receive benefits and the amount of
benefit is higher at every income level, the cost will be higher under the lower 25%
BRR. The trade-off here is that the disincentive effect is reduced but cost is increased.

[0}

Benefit Payment

BRR=33.3% —

Figure 3-38: Varying G, constant BRR

Next, we consider
holding BRR
constant at a level
that might be
deemed acceptable
for incentive reasons
(in our example,
BE=36 =3¢ 33.3%) and varying
306 G, the guarantee
level, to observe the effect on BE. In Figure 3-38, we assume that the initial value for G
($10,000, to continue the example) was regarded as inadequate and we increase it to
G’ (say $12,000). This causes a parallel upward shift in the line by the amount the
guarantee increases, DG ($2,000 in this example). As a result, by applying the formula

BRR =33.3%

Benefit Payment

Income
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we see that the BE increases by three times DG (i.e., increases by $6,000 to $36,000).
The amount paid to every original beneficiary is increased by DG, and some people
who were not previously receiving benefits because their income was greater than BE
now receive some benefits on account of the increased BE. In this case the trade-off is
that adequacy is increased but cost is also increased. In our example, every original
recipient gets $2,000 more, and people whose income is between $30,000 and $40,000
become eligible to receive some benefits.

Figure 3-39: Varying G, constant cost

What if we want to
increase the
. adequacy of the
\ BRR = 33.3% benefit by increasing
G to G', as we did in
the previous
example, but we are
b = 1676 bEosc restricted to holding
ineome constant the cost of

Benefit Payment

BRR = 60.0%

the program?

Figure 3-39 shows how that could be done by reducing or eliminating benefits for some
initial recipients. Under our simplified approach, it could only be done by increasing the
BRR at the same time as increasing G. For this example, we increased BRR from
33.3% to 60% for illustration purposes, but to calculate the actual BRR that would hold
the cost constant requires knowing the income distribution of those eligible for the
benefit, as well as any induced behavioural responses that affect incomes.

As illustrated by Figure 3-39, increasing the BRR enough to hold the cost constant
results in the lines crossing. Those with lower incomes receive higher benefits due to
the increase in G, while those with higher incomes receive lower benefits and some lose
all of their benefits due to the higher BRR. Those with incomes at the level where the
lines intersect receive the same benefit under both scenarios.

Using the same example, the blue line represents a G of $10,000 and a BE of $30,000.
We assume that a program with the same total cost can be represented by the orange
line with G’ = $12,000 and a BE of $20,000, applying the formula. In this example, the
lines would cross at an income of $7,500, with those earning incomes lower than that
gaining benefits, and those with income above $7,500 losing benefits.
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For a given program budget, increasing benefit adequacy for those at lower incomes
must come at the expense of increased disincentives concentrated on a smaller group
at the lower end of the income scale. As shown in Kesselman (2020a) and confirmed
guantitatively in our simulations of basic income scenarios in Part 5, Section 4
(Simulation Results), with a range of parameters, the cost of programs can rise sharply
with increased G or reduced BRR on account of the impacts on BE and the associated
numbers receiving benefits.

Extensions of the approach

The three examples described above show situations where the amount of the benefit
paid decreases with income, starting with the first dollar of income received until the
benefit paid is reduced to zero at a constant rate. This general approach is most
commonly associated with income-tested basic incomes, which are discussed in detail
in Part 5. However, the approach can be extended in several ways to apply to different
benefit designs.

Figure 3-40 illustrates the four types of extension to the approach described below,
together with the simple approach discussed earlier. The figure uses a common set of
parameters to allow comparison. All examples use G = $5,000. Unless needed to
demonstrate the effect of a different BRR, it is set at 50%. Wherever used, the income
exemption level is set at $6,000. The lines are offset slightly to help with readability.

Figure 3-40: Extensions of the simple income-testing approach

6,000

The line labelled
uBl “Simple example”
shows that maximum
benefit is paid when
_ income is zero and is
Income . . e .
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level, where the
benefit becomes zero ($10,000 in the example).

Next we consider a universal basic income, where everyone receives the full amount of
the income guarantee regardless of their income. In that case, BRR is zero and there is
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no BE point. Graphically, the result is a purple horizontal line at G labelled “UBI” on the
figure.

Several cash-transfer and in-kind benefit programs found in the current system,
discussed in Part 4, have an additional feature: an income exemption. In those cases,
the benefit is not reduced until income exceeds a threshold level—that is, BBR = 0% up
to the income exemption level. As a result, the graph of such designs has a horizontal
section up to the income exemption level and then the line slopes downward to the BE
point, labelled “Income exemption” on the figure. This design is commonly used in
refundable tax credits and in-kind benefits. It is also a feature of Income Assistance
cash transfers.

Income Assistance has another feature in addition to the income exemption: a 100%
BRR above the income exemption threshold. That means the benefit is reduced dollar
for dollar by additional income earned. As a result, the amount available to the
recipient—the benefit paid plus income earned—does not increase for the income range
from the income exemption threshold to the BE point, imposing a severe disincentive
effect. The figure includes a line labelled “Income Assistance,” but it is just an example
using common parameters for illustrative purposes and does not represent current
Income Assistance rates or income exemptions. In this example, for income in the
range of $6,000 to $11,000, the income recipient would have disposable income of
$11,000 regardless of how much income they earn. Above that level of income, they
would have disposable income equal to their after-tax earned income since they would
no longer be subject to the program or its BRR.

One final feature that is sometimes added to income-tested benefits is a variable BRR.
In principle, this could take many forms. The Canada Child Benefit has different BRRs
for different ranges of income. Two B.C. programs—the Affordable Child Care Benefit
and the B.C. Child Opportunity Benefit—both have benefits with a BRR that applies up
to a certain level of income, is set to zero up to another income level, and then the
original BRR applies again up to the BE point. In other words, over a specified range of
incomes the benefit remains constant. This is illustrated by the line labelled “Variable
BRR” on the figure, which is also just an example and the parameters are not consistent
with any existing program.

These simple examples can be extended in many ways with further variations. An
example is the Canada Workers Benefit, which is an earnings supplement having a
unique benefit structure not shown in the figure. This type of benefit offers nothing for
persons with zero income or earnings (G = 0), but earnings above a certain level are
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subsidized at a given rate (a negative BRR) up to a maximum level, with additional
earnings subject to a positive BRR until the BE level of earnings is attained.

5.2 Combined incentive effects on labour supply

We mentioned earlier that BRR is related to the economic incentive characteristic in our
analytical framework because it is effectively a tax rate. In this section we explore the
impact of BRR on labour supply through the incentive to work. We are discussing that
here because the same principles and general analysis apply for any income-tested
program that reduces the amount of support as income increases, whether a basic
income, a basic service, or a traditional income support program like Income
Assistance.

Before starting, we should emphasize two points. The first is that taxes have incentive
effects that go beyond their effect on the choice about whether to work or how much to
work. These include many life decisions that depend on current financial circumstances
and future expectations, including decisions about where to locate, education and
training, marital status, and having children. For some people, taxes and BRRs also
affect choices about whether to work in the legitimate economy or for unreported cash,
as well as whether to engage in other forms of non-compliance.

The second point is that many other elements of program design can also have
significant labour supply implications, something that is discussed in detalil in the context
of Income Assistance in Part 4. Every program is the result of many design choices,
each of which influences the overall implications of the program, including its labour
supply implications. In Part 5 we delve deeply into the design choices available for
designing a basic income program, demonstrating clearly that designing and
implementing a basic income is not quite as simple as many advocates would have us
believe.

In other words, work-related impacts of taxes are not the only implications of taxes, and
the choice of BRR in designing an income-tested benefit is not the only design element
that can affect labour supply. However, the implications of BRR are an important part of
the analysis, and something that applies equally to basic incomes and all other income-
tested benefit programs.

Labour supply issues

To understand the effects of tax rates on labour supply, we follow Green (2020b) in
setting out the basic economic model. Figure 3-41 shows the classic depiction of the
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trade-off between the net or spendable income earned by working and the value of time
used for other pursuits.

The classic model depicts this trade-off by first noting the limited amount of time
available in a given period, say a month, which a person can use for paid work or for
other pursuits, traditionally referred to in the labour supply literature as “leisure.” On the
horizontal axis, the point A represents the total number of non-sleeping hours available.
Points along the line AF represent the amounts of income that can be earned by
choosing to devote some of these hours to work rather than other things. If none of the
hours is spent working, all A hours are devoted to doing other things, but no income is
earned. If all of the hours available are devoted to work, that leaves no time for other
things, but generates an amount of income F. Thus, an individual choosing to spend
more hours in paid work is depicted by movement to the left along line AF in the figure.

Now consider what happens when a benefit in the form of our simple example from
above is introduced. The maximum benefit, G, is represented by the line AC, which is
received if no hours are used for work. As more hours are worked, the amount of the
benefit is reduced by the BRR until it is eliminated at the BE point. On the figure, if the
BRR were 100%, as it is with B.C.’s Income Assistance (above the earnings exemption
level—a complication not included in this figure), the situation would be represented by
the line CD, where the total of the income earned and benefit do not change as more
hours are devoted to work and the person moves to the left from point A. In that case all
of their earnings are taxed away by the 100% BRR. Alternatively, a BRR of less than
100% is represented by the line CD’, where total income rises as more hours are
worked, but at a lower rate than if there were no benefit and tax-back arrangement.

Figure 3-41: Work and income with income-tested benefits

" What are the effects
of changing the BRR
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Hours not spent in paid work
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CD’ line. The arrows on the figure illustrate three distinct effects, hinging on the
individual’s original position.

The first effect is that of the original 100% BRR, with a person choosing not to work at
all and locating at point C. The higher the BRR, the less incentive to work and the flatter
the line. The steeper the line, the more a person gets to keep of their earnings by
devoting time to work. Arrow 1 points out that reducing the BRR from 100% increases
the incentive to work for those not initially engaged in work. Thus, Arrow 1 depicts an
initially non-working person being drawn into the labour force and working.

Arrow 2 shows a different effect for those who are already working, earning income
above the BE point for the initial benefit, more than D but less than D’. Those people
don’t receive a benefit payment when the BRR is 100%, but when it is reduced their
take-home pay goes up by the benefit payment they receive. This gives rise to an
‘income effect,” since the added income allows these people to do less work and
maintain the same level of total income and spending. An increase to G without
changing the BRR also induces this income effect, including decreasing the incentive to
work for those not already working.

In addition, these people are now facing a higher effective tax rate than they were
originally. Even though it's not the 100% BRR originally associated with the benefit, it is
more than they faced before, because their income is above the original BE. This
“substitution effect” gives them an added disincentive on top of the income effect to
continue working at their original hours.

Arrow 3 shows a third type of effect that can arise for people whose original income
exceeds the new BE, D’. Those people have an incentive to work less in order to qualify
for the benefit; however, they may not respond since they may value increased time for
non-work pursuits less than the associated reduction in net income.

Combining the effects of reducing the BRR, some people who don't initially work will be
incented to increase their participation in the workforce because they gain more for
every hour of work (Arrow 1), and some people will be incented to work less (Arrows 2
and 3). With these effects operating in different directions in terms of the effect on the
labour force, the net effect depends on which of these effects is larger. The size of the
effects depends on the number of people affected by each situation and by the strength
of the incentives associated with the change, known as the “elasticity.” The stronger the
effect of a given change, the higher the elasticity. Quantitative evidence about labour
supply elasticities is discussed below, but first we put the effects of benefit design into
the context of the tax system and other effective tax rates.
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Effective tax rates

The BRR of the depicted benefit program is only one mechanism that effectively taxes
income, and it combines with the effects of the other mechanisms. Most obvious is the
income tax system, which directly taxes income. In addition, the income tax system
serves as an important benefit delivery platform for several refundable and non-
refundable tax credits that are phased out with income, each applying a BRR.

Other programs effectively tax income by applying premiums to earnings, most notably
Canada Pension Plan contributions and Employment Insurance. They act like income
taxes because they impose levies at a BRR equal to their respective contribution rates,
with the amount of the levy dependent on income.

There are also income-tested cash-transfer and in-kind benefits that are delivered
through other programs, described in detail in Part 4. In many cases a person may
qualify for several of these programs, each with an associated G, BRR, and BE point.

Each of these taxes, levies, and income-tested benefits has the same type of effects,
has an associated BRR, and has the same kind of effects as described above. Those
effects combine to exert an overall effect on incentives for the individual. The combined
implications of all these mechanisms can be analyzed by calculating “effective tax
rates,” which measure their overall impact on take-home pay and thus the amount of
taxes that are effectively paid.

Milligan (2020) describes two types of effective tax rates that align with the discussion of
incentives based on the labour supply model discussed above. One is the marginal
effective tax rate (METR), which measures the impact of earning an extra dollar of
income, including the impact of all relevant taxes and other levies and benefits that vary
with income, whether delivered by the tax system or not. The METR is the percentage
of that extra dollar lost through these impacts. The second type is called the
participation tax rate (PTR), which measures the total impact of additional taxes and
reduced benefits for a person moving from no work to work at a given level of income;
the PTR is the percentage of this income lost through these impacts.

METR is a measure of the extent to which effective taxation reduces the benefit
associated with increased work. Economists refer to this as the “intensive margin,”
which means the effect of taxes on the number of hours of worked (i.e., the intensity of
work). In terms of the earlier discussion, METR affects the decisions associated with
Arrows 2 and 3, decisions made by those already working. A METR of 100% means
that an additional dollar earned will effectively be fully taxed back, with no increase in
funds available to the individual to spend. It is possible for METR to be greater than
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100%, meaning that earning more reduces available funds. The lower the METR, the
more of any additional earned income remains with the taxpayer. Changes in METR
can accompany increased income due, for example, to BE points being reached and
moving into higher tax brackets in our progressive income tax system. As noted before,
the METR can be negative on a range for an earnings supplement program.

PTR measures the impact of a decision to take a job that earns a given amount as
compared to not working—that is, choosing to participate in the labour market.
Economists refer to this as the “extensive margin,” which relates to the decisions
associated with Arrow 1—the decision as to whether or not to work. While METR
measures the tax rate at a particular level of income, PTR measures the net tax effect
associated with an income range from zero to a level of income associated with a
particular job.

Milligan (2020) has used the Canadian Tax and Credit Simulator?® to simulate the
combined effects of all of the elements of the tax system plus Canada Pension Plan
contributions and Employment Insurance premiums, and added to that base Temporary
Assistance benefits and Disability Assistance benefits for a variety of family
compositions. Because of the interactions between partners in couples, for illustrative
purposes we provide results only for single adults without children.

We have extended that analysis by simulating the effects of a basic income with
parameters similar to Temporary Assistance. The maximum annual benefit from
Temporary Assistance is $9,120, and we use that amount for G in our basic income
simulation. We also use the BE point of $14,120 from the Temporary Assistance
program, which arises because of its earnings exemption. For the hypothetical basic
income (which does not include an earnings exemption), applying the formula set out
earlier gives a BRR of 64.6%. Such a basic income would have a gross cost of about $2
billion and would reduce the poverty rate from 8.6% to about 7.7%, according to
simulations conducted for the panel.

26 http://faculty.arts.ubc.ca/kmilligan/ctacs/
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Figure 3-42: B.C. METR and PTR with no benefits, Temporary Assistance, and a basic
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Figure 3-42 shows the resulting patterns of METR and PTR for single childless adults
for three simulations corresponding to no transfer program, Temporary Assistance, and
the hypothetical basic income. METR is shown in the left panel of the figure and PTR in
the right panel. The panels show how the respective tax rates, displayed on the vertical
axis, change as earned income, displayed on the horizontal axis, increases. The graphs
illustrate several notable points:

In the case with no benefits, METR is low, even negative in the range of earnings
supplement, up to the point where tax becomes payable, at about $14,000 of
earned income, and then varies in a narrow range around an average of 31%.

The Temporary Assistance METR starkly identifies the welfare wall associated
with the fact that Income Assistance has a 100% BRR, then reverts to the same
level as the no benefits METR above the BE point. Note that because of the
$5,000 income exemption, METR is zero below that level before hitting the wall.

The B.C. basic income METR, which equals the METR for no benefits plus the
basic income BRR, is also relatively high. As income tax is applied, at about
$11,000, the METR increases to almost the same level as the Temporary
Assistance METR before falling back to the “no benefits” level at the BE point.

The PTR without benefits is equal to the average effective tax rate, increasing
smoothly from a negative amount at low incomes where refundable tax credits,
including the Canada Workers Benefit, are received and no income tax is
payable, to just over 20%, at $50,000 of income.
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e The basic income PTR exceeds the Temporary Assistance PTR at low income
levels because Temporary Assistance has a $5,000 income exemption but
increases rapidly to almost 70% at about $10,000 earned income. Above
$10,000 of income, both PTRs are strikingly similar, creating a significant
disincentive to participate, compared to the no benefits case.

Next we discuss the evidence related to the various elasticities, which determine the
extent to which the disincentive effects associated with METR and PTR translate into
labour supply impacts.

Labour supply elasticity

There are four elasticities to consider when determining the size of the incentives
associated with introducing or changing a benefit:

¢ the elasticity of hours worked with respect to income, measured as the
percentage change in hours worked due to a 1% increase in income, which
corresponds to the income effect associated with Arrow 2 in Figure 3-41

e the elasticity of hours worked with respect to wage, which allows us to determine
how much a change in METR affects decisions about how much to work,
represented by Arrows 2 and 3

e the elasticity of participation with respect to income, which allows us to determine
how much impact a change in G will have on decisions about whether to work

e the elasticity of participation with respect to wages, which allows us to determine
how much a change in the BRR (and thus income after tax and benefits per hour
of work) affects decisions about whether to work, represented by Arrow 1.

In each case, we are referring to income and wages after tax and benefits, because it is
the amount that the person takes home and has available to spend that affects their
behaviour.

Green (2020b) has reviewed literature related to estimating various labour supply
elasticities within several different contexts, including basic income pilots, natural
experiments resulting from changes in benefit programs, and estimates pertaining to
specific demographic groups. Based on this literature, Green’s conclusions about the
best available estimates for elasticities for various groups include the following:

e Each of the four types of elasticities is essentially the same for men and women
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e For higher-income earners who work more than the median number of hours
worked, all of the relevant labour supply elasticities are essentially zero, a finding
that applies primarily to the impact of increasing tax rates to fund increased
benefits.

e For those who are unable to work, which accounts for many Disability Assistance
recipients and a significant proportion of Temporary Assistance recipients who
are excused from work requirements, there would be no labour supply response
to changing either G or BRR because of their personal circumstances.

e The elasticity of participation with respect to income is between —0.03 and -0.13,
which means that a 1% increase in G would reduce the number of recipients who
work by between 0.03% and 0.13%.

e The elasticity of participation with respect to wages is between zero and 0.01,
meaning that if wages go up 1% because the BRR is reduced, the number of
people who choose to work would increase by at most 0.01%, but may not
increase at all.

e The elasticity of hours worked with respect to income is between —0.01 and —0.1
for those below the median hours, which relates to the income effect on those
who are working and can arise from either increasing G or reducing BRR.

e The elasticity of hours worked with respect to wages is between zero and 0.1 for
those below median hours.

Overall, these elasticities mean that the expected behavioural response from a change
in the benefit structure is likely to be small, although the total impact on labour supply
depends on how many people are affected and how big the changes are in G and BRR.
Thus, depending on the details of a program’s implementation, it is possible for the
overall labour supply effects to be small while the impacts on specific groups are more
significant. As Green points out, there is also considerable uncertainty associated with
these elasticity estimates.

5.3 Conclusion

In addition to providing a useful approach to thinking about income testing and
economic implications, this discussion leads to three conclusions that help frame our
work.
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First, income-tested benefit programs and basic incomes share the same basic benefits
structure approach and the same broad options for designing the benefit structure for a
specific program.

Second, there are many factors beyond the benefit structure and its economic
implications that ultimately affect the overall labour supply response. As mentioned
earlier and discussed in detail in subsequent parts of the report, many policy design
elements of programs in addition to the benefit structure can affect the behavioural
response, including non-cash benefits associated with programs and eligibility
requirements. Also, different groups of people will react differently because of
differences in their circumstances and the set of benefits for which they qualify. While
the insights that can be gained by applying effective tax rates and elasticity estimates
are useful, they only address part of the issue.

Third, it is nevertheless interesting to observe that a basic income and a traditional
income support program with similar maximum benefits and break-even points exert
very similar incentives on recipients through their effective tax rate implications.
Whether the labour supply effects are similar will depend on eligibility and other design
features, but in an apples-to-apples comparison based only on effective tax rates, the
effects are about the same.

The benefit structures and the effective tax analysis approach described in this section
will be applied in Parts 4 and 5 of the report as we analyze the current system and
potential basic income designs to determine how best to move B.C. toward a more just
society.
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6. Panel engagement

6.1 Public and community engagement

Consulting with British Columbians

We consulted broadly with British Columbians in two important ways. First, we used the
extensive database of comments and suggestions gathered by the Ministry of Social
Development and Poverty Reduction during the consultative process undertaken in
support of the first B.C. poverty reduction plan. That process concluded shortly before
we began our work in 2018 and provided a wealth of information.

Second, we held a separate web-based public engagement process, with several
specific questions posed, that took place between November 15, 2018 and March 15,
2019. Over the course of the consultation, we received 138 submissions through the
engagement site, 309 email submissions, 72 petition signatures, and seven reports from
community organizations. Fifty-eight of the individuals making submissions self-
identified as having lived experience of poverty.

Nearly 70% of submissions were generally in favour of a basic income as an approach
to reducing poverty. Top arguments in favour of a basic income were that it would
reduce poverty and improve well-being, while the most frequently cited argument
against the policy was that it would be expensive and therefore infeasible or
unsustainable. In addition, several themes emerged across submissions, including the
inadequacy of existing supports, the special challenges faced by people with disabilities
and those providing care to someone living with iliness or disability, and the role of
marital status in eligibility determination.

Engaging key stakeholders

To obtain further stakeholder input, we also held in-person consultations with 10
organizations in May 2019. Invited groups included business groups, basic income
advocates, public health authorities, women’s and seniors’ organizations, and poverty
reduction groups. During each session, the group was given the chance to present key
points from their written submissions. Following the presentations, we asked each
organization a round of specific questions, from “Should there be a pilot?” to “What are
the trade-offs between basic income and basic services models?” and “How should a
basic income be financed?” Coupled with the information received through written
submissions, these sessions provided us with vital perspective and context, and helped
to fill gaps in our research program.
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Gathering researchers, experts, and policy analysts to discuss preliminary
findings

In December 2019—halfway through our mandate—we convened researchers and
policy analysts to discuss a range of topics related to our tasks, and, in particular, to
consider preliminary findings from commissioned research. Workshop attendees
included the academics commissioned to produce independent research to support our
work, experts on income supports and basic income design, policy-makers, and
emerging scholars with an interest in basic income. The objective of the workshop was
to draw on the expertise of attendees through guided discussion, and to highlight gaps,
inconsistencies, and places where the panel might shift focus. The workshop was
organized into eight sessions:

1. Goals and Definitions of a Basic Income

2. The Positives and Negatives of the Current System

3. Societal Transformation, Transitions, and the Changing Labour Market
4. Basic Income and/or Basic Services

5. Addressing the Needs of Particular Groups

6. Practicalities for B.C.—Cost, Structure, and Other Considerations

7. Investigating the Main Alternative—Reforming the Current System

8. Evaluation and Pilots of a Basic Income

The following themes emerged over the course of the workshop and are reflected
throughout this report, particularly in our recommendations:

e A “radical incrementalist” approach should be considered—Instead of
getting caught on either end of the spectrum (i.e., “basic income or bust” or a
principal focus on small, achievable “tweaks”), the panel should focus on “big” or
“radical” reforms to move the system into line with (or toward) basic income.

e Money is not everything—Not all programs can be replaced with a simple cash
transfer, as some in-kind benefits and additional programs and supports are vital,
particularly in targeting specific needs.

e Different people have different needs—People with disabilities require extra
supports to engage in basic daily activities, while those in transition (e.g., youth
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aging out of care, workers in declining sectors, women fleeing violence) would
benefit from supports and services tailored to their particular contexts.

e The system is complex, and delivery and access must be simplified—
Failure to improve access and delivery will limit the impact of future reforms.
Further, local agencies, non-governmental organizations, and service providers
play an integral role in supporting system access. This should be recognized—
and these groups better supported.

e Indigenous people and communities need specific consideration—A legacy
of institutional discrimination, colonialism, and violence cannot be discounted in
addressing barriers to access, particularly for Indigenous populations.

6.2 Commissioned research

The first step in our work involved developing a comprehensive program of research
and analysis. We commissioned a series of over 40 independent academic studies that
would advance understandings in each of the four areas:

Grounding the analysis: Understanding poverty and basic income

1. Understanding the nature and extent of poverty in B.C.: What are poverty
rates, depths, and trends in B.C.? How do labour force dynamics, homelessness,
and systemic issues influence poverty/risk of poverty? How can “financial
capability” and “financial exclusion” help to explain poverty/poverty risk?

2. Grasping the state of basic income knowledge: What do existing
conceptualizations, political commitments, and past analyses and pilots tell us
about the basic income concept?

Studying the current system of income and social supports

3. Mapping and analyzing the system of income and social supports: What
income and social support programs are available to people in B.C.? What does
this look like when considered as a “system?” How is the system designed and
administered, and according to which logics of benefit delivery?

4. Who does the system serve (or not)?: What are patterns of use? How do
programs and services overlap and interact? Are there unintended effects? What
are user experiences? How do various groups (e.g., women, people with
disabilities, racialized people) experience it? Where and for whom does it fall
short?
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Evaluating potential impacts of a basic income

5. Assessing an existing Canadian cash-transfer program: What has been the
impact of the Canada Child Benefit, including on household consumption and
child outcomes?

6. Analyzing the potential of a basic income: What do various simulations look
like? How might a basic income impact poverty, homelessness, and inequality,
including for diverse groups? Could a basic income influence labour supply and
self-employment, and provide support given a shifting labour market? How does
a basic income compare to basic services?

Looking to the future: Considering reform options

7. Contextualizing future reforms: What is reasonably possible, given the fiscal
picture?

8. Considering reforms along basic income lines: How can programs and
systems—from income support to rental assistance—be reformed using basic
income principles?

9. Assessing design and delivery considerations: What can insights from
financial inclusion, tax filing, and financial capability research contribute to design
and delivery? What other design elements are important in developing and
administering basic income and reformed income support programs?

The following is a list of reports, all of which are available on our website:
https://bcbasicincomepanel.ca/papers
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Table 3-5: Research papers

Grounding the analysis: Understanding poverty and basic income

1. Understanding the nature and extent of poverty in B.C.
Poverty in British Columbia: Income Thresholds, Trends, Rates, and Depths of
Poverty

Gender-Based Analysis Plus (GBA+) and Intersectionality: Overview, an Enhanced
Framework and a B.C. Case Study

Homelessness and Poverty in British Columbia

Defining and Describing Energy Poverty in British Columbia: The Distribution of
Households’ Energy Expenditure

Financial Inclusion in British Columbia: Evaluating the Role of Fintech

Basic Income, Financial Literacy, and Financial Capability: How Do We Get Better
Alignment?

Income Assistance Trends, Dynamics, and Policy Implications

Basic Income: Characteristics Related to Presence in and Absence from the Tax
System

2. Grasping the state of basic income knowledge

Basic Income in Canada: Principles and Design Features
Recent Political Manifesto Commitments to Basic Income in Canada

Basic Income Experimentation Yesterday and Today: Challenges, Achievements,
and Lessons
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Cameron and Tedds
Kneebone

Shaffer and Winter
Clements

Robson and Shaban

Green, Hicks, Warburton, and
Warburton

Green, Gutierrez, Milligan, and
Snowberg

Tedds, Crisan, and Petit

Tedds and Crisan

Simpson
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Evaluating the Existing Basic Income Simulation Literature Tedds and Crisan
Studying the current system of income and social supports

3. Mapping and analyzing the system of income and social supports

Overview of the System of Income and Social Support Programs in British

. Petit and Tedds
Columbia

Programs-Based Overview of Income and Social Support Programs for Working-

. " . Petit and Tedds
Age Persons in British Columbia

In-Kind versus Cash Benefits in Social Programs: Choices, Structures, and Delivery Kesselman and Mendelson

How and When to Pay? Income Assistance (or Basic Income) as a System of

. . . . Robson and Shaban
Financial Transactions and Services

Self-Employment and British Columbia’s Poverty Reduction Strategy Lester
Participation Tax Rates in British Columbia Milligan
Government Sponsored Training and Employment Programs Sweetman

4. Who does the system serve (or not)?

Green, Hicks, Warburton and

Income Assistance Trends, Dynamics, and Policy Implications
Warburton
Interactions between Income and Social Support Programs in British Columbia Petit and Tedds

User Experience of the System: A Qualitative Analysis of the Access Issues

Hertz, Gray, and Leslie
Encountered by Clients of the British Columbia Social Assistance System Y

Gender-Based Analysis Plus (GBA+) of the Current System of Income and Social
Supports in British Columbia

A Note on SingleAdult Poverty in B.C. Green

Petit and Tedds
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Evaluating the (potential) impacts of a basic income

5. Assessing an existing Canadian cash-transfer program

Evaluating the Canada Child Benefit Baker, Kroft, and Stabile
How Did the Canada Child Benefit Affect Household Spending? Najjarrezaparast and Pendakur
Cash Transfers and Child Outcomes Jones and Stabile

6. Analyzing the potential of a basic income

Evaluating the Existing Basic Income Simulation Literature Tedds and Crisan

Green, Kesselman, Tedds,

Basic Income Simulations for the Province of British Columbia ) .
Crisan, and Petit

Homelessness and Poverty in British Columbia. Kneebone and Wilkins
Trends in the Labour Market and Their Implications for a Basic Income Green
Labour Supply Issues Related to a Basic Income and Income Assistance Green
Claims Made for or about a Basic Income Green
Self-Employment and British Columbia's Poverty Reduction Strategy Lester

Does a Universal Basic Income Reduce Labour Supply for All Groups?: Evidence

Riddell and Riddell
from Canada’s Negative Income Tax Experiment

Gender-Based Analysis Plus of Two Policy Alternatives: Basic Income and Basic

) Cameron and Tedds
Services
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Looking to the future: Considering reform options

7. Contextualizing future reforms

Financing the Future: Options for Long-Run Debt and Spending Sustainability in
British Columbia

Tombe

8. Considering reforms along basic income lines

Systems-Level Reforms to British Columbia’s Income and Social Support Programs
Along Basic Income Lines

Petit and Tedds

Income Assistance in British Columbia: Reforms along Basic Income Lines Petit and Tedds
Income Support and the Affordability of Housing in British Columbia Kneebone and Wilkins

Applying a Basic Income Lens to British Columbia’s Demand-Side Housing
Programs

Mendelson and Kesselman

Earnings Supplementation for British Columbia: Pros, Cons, and Structure Petit and Kesselman

Reforms to Earnings Supplement Programs in British Columbia: Making Work Pay
for Low-Income Workers

Petit and Kesselman

Reform of Child Benefits for British Columbians Kesselman

9. Assessing design and delivery considerations

How and When to Pay? Income Assistance (or Basic Income) as a System of

. ) . ) Robson and Shaban
Financial Transactions and Services

Basic Income, Financial Literacy, and Financial Capability: How Do We Get Better
Alignment?

Robson and Shaban

Financial Inclusion in British Columbia: Evaluating the Role of Fintech Clements
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- . Green, Gutierrez, Milligan, and
Characteristics Related to Presence in and Absence from the Tax System g

Snowberg
Design Choice for Income-Transfer Programs: Structural, Economic, and
. Kesselman
Operational Aspects
Designing a Basic Income: Lessons from the Optimal Income Tax Literature Boadway and Cuff

In-Kind versus Cash Benefits in Social Programs: Choices, Structure and Delivery  Kesselman and Mendelson

User Experiences of the System: A Qualitative Analysis of the Access Issues

_ Hertz, Gray, and Leslie
Encountered by Clients
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6.3 Public survey

Our social justice framework requires a policy regime that will engender public trust, two
key aspects of which are policy stability and reciprocity. The former attribute means that
policies will not be fundamentally altered with changes in government because they
have strong public acceptance. The latter attribute means that the policy regime will
create a society of mutual respect, including respect for the public who are financially
supporting programs through their taxes. A reformed social and income support system
without those attributes and the desired characteristics for beneficiaries will not move us
closer to a just society.

In order to assess whether a prospective basic income would engender public trust in
British Columbians, a survey and research study were undertaken for the panel in mid-
2020 (Johnston et al., 2020). The online survey was conducted in two stages, with each
using a separate sample of approximately 2,000 respondents. The first survey was
designed to elicit opinions on variants of a basic income, comparing a universal basic
income (UBI) with an income-conditioned benefit, varying the amount of the income
guarantee, and also varying the benefit reduction rate (and with it the break-even point).
This survey further asked whether the basic income should officially target people with
disabilities, be labelled as a housing supplement, or alternatively target renters.

The first survey made no mention of program cost or potential tax increases. The
researchers found support for a basic income to be “quite high.” Respondents were
asked to rank their opinion on a scale from 0 to 100; the mean rating was over 60 for a
UBI and over 70 for an income-tested basic income. Somewhat surprisingly, that
support varied little with other dimensions—even when varying the guarantee amount
from $5,000 to $20,000 per year for a single person or limiting benefits to people with
disabilities. When the benefits were described as targeting renters, support declined
somewhat.

A national survey by the Angus Reid Institute (2020) on Canadian attitudes toward a
basic income with a guarantee ranging between $10,000 and $30,000 similarly found
that support was twice as high as opposition when there was no mention of the tax
increases needed to finance the program.?’” However, the Angus Reid survey reported
that nearly two-thirds of respondents in their national poll would not support a basic

27 The Angus Reid Institute survey’s sample size drawn from B.C. residents was much smaller than the sample for
our survey, so we report on its nationwide results.
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income if they had to pay higher taxes to finance the scheme, with no indication of
which taxes would increase.

In the second survey, the most popular versions of a basic income identified in the first
survey—an income-tested basic income with guarantees ranging from $5,000 to
$10,000—were presented to a separate sample of British Columbians. Cost information,
varying from citing total program costs to presenting estimates of the increase in B.C.
income taxes the respondent would face based on their income, was also provided to
some respondents. Simply citing the cost for an income-tested basic income to the
government reduced respondents’ average support slightly compared to those for whom
costs were not mentioned within the second survey. However, when the cost was
expressed as an estimated tax increase for the individual respondent, average support
for a basic income declined to the point where those in support and those opposed were
about equal. For those with incomes above $65,000, opposition outnumbered support
significantly.?®

Overall, the B.C. survey results show strong support for an income-tested basic income
when the costs of the program are not made concrete at the level of individual tax hikes,
and conditioning program eligibility on renter status or disability does not significantly
affect the support levels. However, when respondents are confronted with the higher
income taxes needed to finance such a program, their average support for a basic
income declines to about neutral and is negative for those with higher incomes. In short,
these results indicate a need to take seriously the concerns of higher-income
households if a basic income for B.C. is to satisfy the requisite conditions for public
trust.

28 In the Angus Reid national survey, support for “some kind of guaranteed income” dropped even more sharply—to
36%—when respondents were asked whether they “would be willing to pay more in taxes” to finance it. For the same
guestion in that survey, B.C. respondents had the highest remaining support rates of all regions, at 42%.
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7. Conclusion

Part 3 has provided some useful context that is applicable to the analysis of both the
current income and social support system and the potential implementation of a basic
income for all. That includes background information on poverty that helps us to focus
on the groups most in need of support in order to reduce poverty, background on
potential sources of funding for new or reformed programs, background on the labour
market, including wages and precarity especially for low-wage jobs, and an approach
for describing and understanding the economic incentive implications of income-tested
programs. In addition, we outlined our public engagement and research programs,
including the results of a survey conducted on our behalf to gauge factors associated
with public trust related to a basic income.

Despite the contextual nature of this material, it does provide us with some useful
insights. Single working-age adults are the group with the highest poverty rates,
including those both with and without children. B.C. is facing fiscal sustainability
pressures that will need to be dealt with over the coming decades, and careful
consideration and consultation is needed to evaluate the potential new sources of
funding that would be needed to fund any major policy reform — basic income or other.
There is no evidence of the technologically driven end of work that some basic income
advocates believe a basic income would address. However, for the past two-and-a-half
decades, precarious work has been at a high stable level, suggesting that regulatory
changes aimed at improving wages and working conditions for low-wage and low-skill
employees could significantly benefit workers in or near poverty. Income testing,
whether of Income Assistance, a targeted service delivery program, or a potential basic
income, all have the same types of work disincentive effects. Estimates of the
responsiveness of labour supply to such disincentives do not imply large reductions in
work overall, but impacts for some sub-groups warrant attention.

All of these insights ripple throughout the remainder of the report.
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1. Introduction

In Part 4, we define and describe British Columbia’s current income and social support
system; we then assess the system based on the analytical framework we developed in
Part 2. These steps are important because they provide information necessary for both
of the tasks set for us: to consider the viability of a basic income in B.C. and to consider
how elements and principles of a basic income could be used to reform the current
system. A good understanding of how the current system is structured and operates, as
well as its strengths and weaknesses, is needed to be able to advise government as to
whether a basic income would be a viable and effective reform to the system, as a
replacement either for the system or for some elements of the system. This
understanding is also obviously required to determine how the current system could be
reformed to move B.C. toward a more just society, the objective we articulated in Part 2.

We proceed by first defining what we mean by the current system, the set of programs
that provide income and social support in B.C. We then describe the system in detalil.
Next, we explore the trade-offs among our analytical framework characteristics that are
inherent in the current system. We do that both at the system level and for important
groups of programs to determine the strong points of the system and areas that could
be improved to better align the system with our stated objective. Finally, we set out our
conclusions about the current system.
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2. Defining the B.C. income and social support system

We began by asking ourselves: What exactly is the B.C. income and social support
system? While it is obvious that a number of programs provide income and social
support, there is no sense within government or the user community that these
programs work together as a system. Nor could we find anywhere a statement that
indicates which programs are included in the system. We therefore needed to establish
criteria to determine which programs are to be deemed part of the system and which
programs are not.

The definition we used to determine which programs make up the system is as follows:

“The income and social support system” is the set of cash-transfer
programs (income support programs) and in-kind benefit programs
intended to benefit those in need because of limited resources (social
supports).

Cash transfers provide people with additional financial resources to meet their needs
without restrictions or conditions on how it is spent. In-kind benefits provide people with
goods and services to meet specific needs, either directly or through subsidies or by
cash that is conditional in how it is used.?® The B.C. system, similar to the income and
social support systems in every other Canadian province, is a combination of programs
that provide both types of benefits.

In this report, we discuss basic services in several places, so it is important to be clear
about how basic services relate to in-kind benefits under the income and social support
system. Basic services are a set of publicly provided in-kind benefits that ensure that
people have access to important basic needs of living. They generally include those
associated with health, housing, education, security of people and property,
transportation, and other needs.

Canada has, through its system of fiscal federalism, evolved a set of basic service
programs mostly delivered by provinces but based on common national values. This
approach reflects, in principle, the goals of self- and social respect at the heart of our
justice objective and analytical framework. Universal medicare is perhaps the prime
example of a basic service provided universally across Canada within a common set of
standards and with national funding. It is delivered by the provinces, using their

29 Kesselman and Mendelson (2020) elaborate on the distinctions between cash and in-kind benefit formats and
review the rationales that have been advanced for each format; see especially Box 1 of that study.
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discretion within the national standards to respond to local needs and priorities, and to
determine the overall level of provincial resources to allocate. The same principle
applies across a broad range of provincial social programs.

Not all basic service programs are part of the income and social support system as we
define it. In fact, in terms of budgetary expenditure, the majority of basic service
programs are not included under our definition of the income and social support system
because they are not focused on those with limited resources and they provide services
universally; medicare, K—12 and post-secondary education, criminal and civil justice
systems, child protection and family services, and the transportation system are
examples.

Even in the case of universal basic service programs, there are sometimes user costs
associated with the service. In those cases, there are often programs focused on those
with limited resources who require support to ensure that they have the full capacity to
access the universal basic service. These are basic service programs that fall within our
definition of the income and social support system. Examples are Medical Services Plan
(MSP) supplementary benefits, housing subsidies, child care subsidies, and income-
tested benefits under the Fair PharmaCare program. The common element is that
eligibility depends on direct income testing3°® or on an indicator associated with limited
resources, such as receiving Income Assistance.

In addition to these low income—focused basic services, the system includes cash-
transfer programs with different delivery mechanisms and approaches. One of these,
Income Assistance, combines cash transfers with in-kind benefits in the form of
supplements that fund specific costs. Overall, the income and social support system in
B.C. is a wide-ranging combination of cash transfer and basic service programs.

30 See Kesselman (2020a) for a general discussion and analysis of the use of income testing for the targeting of
benefits of both the cash and in-kind varieties.
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3. System description

This section is an abridged version of a paper commissioned as part of the panel’s
research program (Petit & Tedds, 2020d), together with some additional content. To
provide a comprehensive understanding of the system, we examine it from a variety of
perspectives, highlighting how the various levels of government target different groups
and issues, and use different types of program approaches. This exercise includes
detailing the agencies that administer the programs, whether the programs provide cash
transfers or in-kind benefits, how much is spent, how benefits are accessed, how
programs are delivered, what groups are targeted, whether and how programs are
income-tested, and benefit levels.

In fact, even a cursory examination shows that this is a system only in the sense that all
of the programs are consistent with our definition of the income and social support
system. It was not designed as a system, and changes are more often than not made in
the narrow context of a single program without considering impacts on the rest of the
system. Nevertheless, because the programs often interact in their effects on users,
analyzing the existing programs and potential changes within a system context is
crucial, if challenging.

3.1 Program administration

For the purposes of this work, we have focused on programs meeting our criterion that
are provided by the provincial and federal governments. Programs offered by the non-
profit sector without senior government funding are excluded because of complexity and
resource limitations. Nevertheless, the non-profit sector can and does play an important
role in helping vulnerable populations learn about, apply for, and access government-
provided programs and benefits, in part because they are often more trusted than
government agencies.

Our list of federal and provincial programs was obtained by consulting several sources,
including a range of public documents,®! and working closely with ministries and
agencies to create a comprehensive understanding of how the programs work in

31 The Government of British Columbia’s Poverty Reduction Strategy (Government of British Columbia, 2019c); the
Government of Canada’s Poverty Reduction Strategy (Government of Canada, 2018); B.C.’s Budget 2019
(Government of British Columbia, 2019a); the 2019 federal budget (Government of Canada, 2019b); and the
Government of Canada’s Benefit Finder (Government of Canada, 2019a).
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practice and their costs. This work identified a total of 194 programs that were offered or
planned to be offered to B.C. residents as of April 1, 2019.

Figure 4-1: Income and social support programs in B.C., by administering body

The full set of programs is shown in Figure 4-1, which is the first of several sunburst
diagrams used to visualize the system from various perspectives. Each of these figures
is linked to interactive versions that allow users to view them at higher resolution, see
more details for each segment, and focus on the different groupings represented by
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segments of the different rings. We encourage readers to use the interactive versions of
the sunburst visualizations on the panel website®? to explore further.

The rings in Figure 4-1 represent the governmental reporting hierarchy of program
administration, which is one of the reasons why the system is so complex. The
innermost ring shows the level of government (Canada, B.C., or municipal). The next
ring shows ministerial-level responsibility, while the third ring from the centre shows the
agency or type of agency that is administratively responsible: the ministry, department,
agency, Crown corporation, hon-governmental organization, or private sector entity that
the applicant interacts with to access the program. Finally, the outermost ring presents
the program or group of programs.33

Figure 4-1 shows the size and complexity of the system. B.C. offers 120 programs
across 12 ministries through 23 different points of access. Additionally, the federal
government provides 72 programs through eight different departments or agencies and
12 different points of access. At the municipal level, there is one program offered by
nearly all municipalities in B.C.3*

3.2 Programs by expenditure

In order to identify the largest income and social support programs, and who
administers them, we next look at programs by expenditure. Figure 4-2 provides a
visualization of the size of those programs for which we have expenditure data .*° Like
in Figure 4-1, the second ring from the centre in Figure 4-2 is the responsible
agency/ministry/department, and the third ring from the centre is the administering
agency.

The Government of British Columbia allocates just over $11 billion to its 120 programs.
The largest program by expenditure offered by the B.C. government is Income
Assistance (IA)—including both Disability Assistance (DA) and Temporary Assistance
(TA)—administered by the Ministry of Social Development and Poverty Reduction. The
B.C. government spent about $2.5 billion in 2019/20 on IA, including $1.5 billion for

32 Visualizations can be found at https://bcbasicincomepanel.ca/charts

33 Program groups at the federal level: Employment Insurance, Canadian Pension Plan, apprenticeship grants,
Allowances, Canada Education Savings Grants, and Canada Disability Savings Grants. Program groups at the
provincial level: Medical Services Plan, general supplements, health supplements, Labour Market Development
Agreements, Workforce Development Agreements, Student Aid, the home owner grant, and Fair PharmaCare.

34 This is not to say that this is the only municipal program that is offered to support people in poverty, but rather that
this is the only program that is offered consistently by every municipality in B.C.

35 For some provincial programs and many federal programs we do not have program-specific spending figures.
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entitlements for DA, $424.6 million for entitlements for TA, and an additional $170
million for administration, operating, and appeals. These IA figures include both cash
benefits and supplemental in-kind benefits. Other large programs offered by the B.C.
government include Community Living BC, on which $1.1 billion was spent in 2019/20,
the home owner grant at $817 million (2018/19), and Fair PharmaCare at a cost of $765
million in 2019/20. The B.C. government has also budgeted $1.2 billion for housing
programs in 2019/20.

Figure 4-2: Income and social support programs in B.C., by expenditure

December 28, 2020 Final Report of the Expert Panel on Basic Income 177


https://bcbasicincomepanel.ca/charts

Part 4: The Current System

Among those federal programs for which we have expenditure data, the largest federal
programs are all administered by either Service Canada or the Canada Revenue
Agency. Of these, the Canada Pension Plan (CPP) retirement pension (as distinct from
CPP disability benefits) is the largest program by expenditure, at a cost of about $6.4
billion for B.C. residents. The second largest program is Old Age Security, at a cost of
$5.6 billion, followed by the Canada Child Benefit, at $2.7 billon, and the Guaranteed
Income Supplement for seniors, at $1.7 billion. In addition, the federal government
spends about $2 billion on Employment Insurance (regular and special benefits
combined). All of these figures relate to expenditures for B.C. residents alone.

The federal government’s largest expenditure programs in B.C. target seniors. In fact,
the expenditure on federal seniors’ programs is larger than total B.C. government
income and social support program spending. The spending on children through the
Canada Child Benefit is also considerable. As a result, poverty rates and depths of
poverty are lower for seniors and children than for working-age adults, as discussed in
Part 3.

Table 4-1 provides a slightly different perspective on the cost of the income and social
support system, focusing on the largest federal and provincial program areas by
expenditure on B.C. residents.®® While these are a subset of program areas that omit
many individual programs, in aggregate they represent over $30 billion in spending in
B.C. by the two levels of government, with over two-thirds of the total spending by the
federal government.

Table 4-1: Expenditures for certain federal and provincial programs in B.C.

Program Cost
2 ($ millions)
B.C. government programs
Income Assistance 2,459
PharmaCare 1,405
WorkSafeBC benefits 1,119
Community Living BC 1,065

36 Expenditures are for 2019/20 except for the B.C. Child Opportunity Benefit, which is the estimated amount for the
first full year—2021/22.
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Program cost
J ($ millions)

Employment and skill training programs 1,014
Low-income housing programs 976
Child-care programs 450
B.C. Child Opportunity Benefit 400

Federal government programs
Old Age Security/Guaranteed Income 7376
Supplement ’
Canada Pension Plan 7,326
Canada Child Benefit 2,689
Employment Insurance 1,860
Canada Education Saving Grant 1,679
Canada Pension Plan disability benefits 758
GST/HST credit 573
Canada Workers Benefit 300
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While the federal programs are all delivered by two agencies and focus largely on
seniors and children, there is much more diversity in the major provincial program

areas.:

December 28, 2020

IA is the largest program and is a complex hybrid
of cash transfers and in-kind benefits delivered to
those eligible for either TA or DA, with cash
transfers and eligibility for in-kind supplements
reduced sharply as other income is earned.

PharmaCare provides income-tested support (in-
kind benefits) for the cost of prescription drugs,
ranging from full coverage for those with low
income to coverage reduced by deductibles that
rise with income to a maximum of $10,000
annually, providing universal coverage above
that maximum cost.

WorkSafeBC provides compensation to injured
workers, including coverage for occupational
diseases, as well as regulating workplace health
and safety, as part of a historic bargain between
workers and employers to avoid resolving such
matters through the courts, fully funded by
premiums levied on employers.

Community Living BC provides community-based
long-term support (in-kind benefits) for those with
developmental disabilities.

Employment and skill-training programs provide
a range of services (in-kind benefits) intended to
enhance labour market attachment and facilitate
transitions. Programs generally depend on
employment status.

Low-income housing programs are a diverse set

Box 4-1: Method of delivery

Cash transfers

Pure cash transfer: cash benefits
not linked to any actual expenses
incurred or to be incurred

Refundable tax credit: cash
benefits delivered through the tax
system, paid regardless of whether
income tax is owing

Non-refundable tax credit:
reductions to taxes owing, but once
taxes are reduced to zero, the
remainder is not paid to the tax filer

In-kind benefits

Cash geared to cost: cash benefits
tied to an actual expense to be
incurred (e.g., rent).

Bill repayment: cash benefits tied to
an expense paid in the past (e.g.,
home renovations)

Pure in-kind: goods or services
directly provided by the program,
with or without a contribution from
the beneficiary (e.g., health,
education)

Services: funding to a third party,
such as an employer or partnership,
for an activity that benefits society
but is not included in the list above

of demand- and supply-side housing programs (in-kind benefits) with a variety of

mechanisms and approaches to income testing.
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e Child-care programs include programs (in-kind benefits) designed to increase the
supply of child care spaces in B.C. and to subsidize the cost of child care for low-
Income parents.

e The B.C. Child Opportunity Benefit is a refundable tax credit (cash transfer)
providing support to parents that phases out as income increases. Two other
refundable tax credits with relatively low benefits are labelled as related to sales
tax and climate action but are cash benefits.

Several of these program areas are compared with our analytical framework in Section
4,

3.3 Programs by method of delivery

For this section we have expanded on the basic cash-transfer versus in-kind benefit
dichotomy to create a finer breakdown of the method of delivery, shown in Box 4-1.
(See Kesselman & Mendelson (2020) for more on in-kind benefit delivery options.)
Figure 4-3 provides a visual representation of the programs by method of delivery, and
Figure 4-4 shows only the provincial programs by program target and method of
delivery. An important insight made obvious by Figure 4-3 is that the most common
method of delivery for provincial programs is pure in-kind, while for federal programs it
is pure cash transfers.
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Figure 4-3: Income and social support programs in B.C., by method of delivery

Figure 4-4 shows that B.C. delivers benefits to its most common targets—
medical/health and housing programs—as in-kind benefits (pure in-kind, cash geared to
cost, or bill refunds). There are good reasons to have such a preference. In a research
paper commissioned by the panel, Kesselman and Mendelson (2020) suggest that
positive social benefits stem from this method of delivery: housing and health care are
“‘merit” goods that have strong taxpayer support for their funding and consumption.
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Figure 4-4: Government of B.C. programs, by method of delivery and program target

In-kind benefits also allow for better targeting with generally applicable cash transfers to
meet special needs that would not be affordable for individuals to cover. For
medical/health programs, this is particularly true where protection is required against
low-likelihood, but high-cost events. In addition, the state can use bulk procurement to
reduce the cost of many goods and services, in contrast to what individuals would have
to pay if these were purchased by them. Finally, for low-income persons, housing costs
and medical/health costs can be a large proportion of their household budget. Simply
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providing cash with no strings attached, such as a basic income, could result in
insufficient funds when they are most needed, requiring low-income households to
resort to solutions such as borrowing from predatory lenders. Ensuring that supports are
available to cover basic needs with relatively high costs, such as housing and
medical/health costs, can help break the cycle of poverty.

As noted above, Income Assistance is a hybrid program. It provides pure cash transfers
in the form of the support allowance that people can use as they choose, although that
choice is limited by their overall lack of resources. It also provides access to a suite of
in-kind supplements. These benefits include the shelter allowance that requires
evidence of housing costs and other benefits that can be accessed to address adverse
events and specific types of additional costs that would be devastating if not covered
when they occur. Even the autonomy associated with cash-transfer portion of 1A is, in
some cases, limited by providing individuals who are unable to manage their funds with
assistance, such as weekly or daily allocations of funds from their monthly payments, or
direct payment of the shelter allowance to a landlord. As discussed later, the linkage of
in-kind supplements to IA eligibility provides a strong incentive to maintain IA eligibility
by limiting earned income, contributing to the “welfare wall.”

3.4 Benefit levels

We now consider the adequacy of overall benefits provided by cash-transfer programs.
Figure 4-5 and Figure 4-6 compare annual cash-transfer amounts available in B.C. for
various family types who qualify for Temporary Assistance and Disability Assistance,
respectively, compared with the Market Basket Measure (MBM) poverty line for each
family type for Vancouver in 2017. In both figures, the number in orange is the amount
of benefit as a percentage of the MBM available to a B.C. resident who has no other
income. The number in purple is the value of benefits available to a B.C. resident as a
percentage of the MBM at the point where benefits are at their maximum.

The transfers included are:
e |A payments
e Canada Workers Benefit
e Canada Child Benefit
e GST/HST credit

e B.C. Child Opportunity Benefit
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e B.C. climate action tax credit
e B.C. sales tax credit

e Transportation Supplement provided to all DA recipients (those with the Persons
with Disabilities designation).3’

For the sake of analysis, we assume that recipients of these benefit programs receive
the full benefit amounts despite the fact that barriers to access mean that many do not
receive all applicable benefits, and, for simplicity, we assume that the full shelter
amount is included in the 1A benefit. Amounts and other details are program provisions
for working-age adults in 2019, except the B.C. Child Opportunity Benefit (COB) which
took effect in October 2020.

Working-age adults without children

Figure 4-5 shows that single adults have the lowest levels of benefits. They receive
$9,640/year in benefits if they have no other income,3 approximately 48% of what it
would cost to secure a basic standard of living in Vancouver as measured by the MBM.
If they were to accept a part-time job (20 hours/week) at minimum wage at the time
($13.85/hour), their benefits would drop to $1,785/year, and the combination of benefits
and income would represent about 81% of the cost of a basic standard of living in
Vancouver in 2017. They would have to work at least 26 hours a week at minimum
wage to secure the MBM standard of living.3® The situation for couples without children
is very similar in terms of cash-transfer amounts relative to the MBM poverty line.

37 This analysis excludes in-kind benefits, non-refundable tax credits, and most IA general and health supplements,
as these are difficult to quantify and the amount received varies widely among recipients, as well as social insurance
programs, such as Employment Insurance, workers’ compensation, and CPP, which depend on individual-specific
circumstances.

38 Note that maximum level of benefits is reached at about $5,000 of income due to the Canada Workers Benefit (a
wage subsidy) for a maximum of $10,065 noted on Figure 4-5 Panel A. Throughout this section we quote the benefit
amounts associated with earning no other income rather than the maximum benefit amounts.

3 This does not take into account potential taxes on these earnings, so more than 26 hours of work would be needed
when taxes are included.
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Figure 4-5: Cash transfers for those not eligible for Disability Assistance, 2019

Panel A: Single adult Panel B: Single parent

30,000
A
6‘,0

z @_‘.___._______T_.__
Poverty line

_TPoverty line
Max. benefits: $10,065
o
bt T T T T T T T T T T
‘g 0 20,000 40,000 60,000 80,000 0 20,000 40,000 60,000 80,000
&
E Panel C: Couple with no children Panel D: Couple with one child
m oo oo
RN
S S
g' —_——— = = == —_— - §' Poverty line
° _TPoverw line ° Max. benefits: $25,065
Max. benefits: $14,350
L= L=
1 1 1 1 1 I | | | 1
1] 20,000 40,000 60,000 80,000 4] 20,000 40,000 60,000 80,000
Earned income $
= A mmm  BC sales tax credit === BC Child Opportunity Benefit
== BC climate action tax credit ==  Canada Workers Benefit mmm  GST/HST credit

== CCB

Includes program interactions. Author calculated using Kevin Milligan (2019), Canadian Tax and Credit Simulator (2019 working version).

December 28, 2020 Final Report of the Expert Panel on Basic Income

186



Part 4: The Current System

Figure 4-6: Cash transfers for those eligible for Disability Assistance, 2019
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For single adults, these benefit levels are worrisome. As discussed in Part 3, Section 2
(Poverty in British Columbia), single adults in B.C. have the highest poverty rates and
are the deepest in poverty. The benefits currently available to single adults are very low
compared with the poverty threshold. Even after securing a part-time job, itis a
challenge for single adults to move above the poverty line.

Despite similar relative cash-transfer levels, the situation for childless couples is less
worrisome because couples have the lowest incidence and depths of poverty. However,
for those who are living in poverty, cash-transfer levels are low compared with the
poverty line.

Working-age parents

Parents receive a significantly higher level of benefits than adults without children,
largely due to the Canada Child Benefit and the B.C. Child Opportunity Benefit.
Canada’s system of child benefits has been credited with contributing more to the
decline of single-parent poverty than labour market income (Hoynes & Stabile, 2019).

Benefit levels for single parents and couples with children are higher and closer to the
MBM than for single adults and couples without children. Single parents with one child
and no other income are offered up to $22,503/year in benefits, about 79% of the
applicable MBM threshold. Couples with one child are offered up to $24,609/year, about
71% of their MBM threshold.

People with disabilities

Those with disabilities who are eligible for higher benefits are brought closer to the MBM
threshold than people who are not eligible for Disability Assistance. Couples with no
children, no other sources of income, and one person with a Persons With Disability
designation receive up to $15,453/year, about 77% of their MBM threshold, and couples
where both people have a disability receive $20,834/year, about 73% of their threshold.
For families with children and no other sources of income, single parents receive
$28,208/year, about 99% of their MBM threshold, and couples with one child receive
$31,479/year, about 90% of their threshold. However, those with a disability face both
higher costs that are not measured by the MBM framework and significant employment
barriers, including higher employment-related costs. As a result, the adequacy of benefit
levels for those with disabilities cannot be fully assessed by simply comparing maximum
cash-transfer levels with the MBM poverty line.
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3.5 Institutional framework

It is notable that the federal and provincial governments use
different institutional frameworks for the administration of
programs. The largest federal programs noted above (i.e.,
Old Age Security/Guaranteed Income Supplement, the
Canada Child Benefit, Employment Insurance, and the
Canada Pension Plan) are delivered by either the Canada
Revenue Agency (CRA) or Service Canada.

The CRA delivers programs such as the Canada Child
Benefit and the Canada Workers Benefit in the form of
refundable tax credits delivered through the personal
income tax system. Delivering programs this way offers two
advantages: low levels of stigma as compared with
provincially delivered income support programs (Tedds,
2017); and stable, predictable levels of support, since
benefit levels are assessed only once a year (i.e., at tax-
filing time).

However, CRA delivery of benefits also has drawbacks, as
noted by Tedds (2017) and as explored in more detail in
Part 5, Section 5 (Claims Made For or About a Basic
Income). The most significant is that these benefits may be
difficult for vulnerable populations to access because they
require tax filing. Since the CRA requires only those who
owe taxes to file a return, persons who are owed benefits
are not sought out by the CRA. In addition, tax filing in
general is complex, and some people are reluctant to file
because of unresolved taxation problems from previous
periods, such as taxes and penalties owing. In addition,
applying for credits often requires providing supporting
documentation that can be challenging to obtain and

Box 4-2: Methods of access

Self-initiated—form: online or
paper form completed by applicant

Self-initiated—third-party
provider: application through
contact with a third-party provider

Self-initiated—administrator:
application though contact with
administering agency

Caseworker: application submitted
through a program official, such as
an IA EAW

Tax filing—application: specific
application within filed tax return

Tax filing—automatic: eligibility
automatically assessed on tax filing

Automatic with other self-initiated
application: eligibility automatically
assessed if person is in a parent
program

Automatic: no action required to
apply

Third-party: funding of the costs of
third parties that deliver benefits or
services

maintain for those in precarious circumstances. Green, Gutierrez et al. (2020) use
linked tax, Census and death record data to show that between 3 and 6.6% of the
Canadian population are not known to the tax system at all. Added to the people who do
not file taxes in a year, between 11% and 15% of the population are either not in the tax
system at all or do not file taxes in a year. These findings complement those in Robson
and Schultz (2020) who find that approximately 12% of respondents to a Statistics
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Canada survey did not file taxes in the survey year. In addition, the stability of payments
noted above is a double-edged sword, as it means that CRA-administered programs are
unresponsive to fluctuations in income during the year.

Service Canada is a one-stop shop for federal social insurance cash-transfer
programs,*° such as Employment Insurance, Canada Pension Plan, and Old Age
Security/Guaranteed Income Supplement (OAS/GIS). These program benefits can be
applied for online or in person and some, such as OAS/GIS, have automatic enrolment
for tax filers when they turn 65, with the option to defer the start of benefits. Employment
Insurance is designed to respond quickly to changes in circumstances. Additionally,
since Service Canada provides integrated service delivery for federal programs, it
informs potential recipients of other federal programs they may be eligible for and is
more client-oriented than the CRA. Service Canada programs have lower levels of
stigma than traditional income support programs because they are entitlement
programs, some of which require employee contributions for eligibility.

Provincial income and social support programs are, in contrast, delivered through a
larger mix of institutions, including both provincial and federal agencies, with no
common interface or point of contact. Program delivery is much more decentralized
than it is for the federal government programs: B.C. does not have a one-stop shop like
Service Canada for income and social support programs.** Some programs are
grouped. All of Income Assistance, including supplements, are administered by the
Ministry of Social Development and Poverty Reduction except on-reserve; all provincial
labour market—related programs are administered by WorkBC; and the CRA administers
personal income tax credits, whether refundable or non-refundable, on behalf of B.C.
The rest of the programs are delivered by a bewildering array of agencies.

This leads to complexity and barriers to access resulting from differences in the
definition of income used for income testing, eligibility criteria used to gain access to
programs that target the same group, such as those with disabilities, and a limited ability

40 Public insurance programs that protect against economic risks, including unemployment, disability and other
medical conditions, and old age. Some of these programs (such as Employment Insurance and CPP) require
mandatory contributions from employees in order to be eligible for benefits when needed.

41 Although there is a provincial agency called Service BC, it has a very different mandate from Service Canada.
Service BC provides services such as registrations (i.e., corporate, court, transplant, etc.), licensing (i.e., liquor, etc.),
property-related services, and vital statistics services, with specific services differing by location. Service BC provides
some specific services related to social programs including 1A, but services are limited in scope (such as providing
computer access) and limited to specific smaller, rural, or remote communities. See
https://www2.gov.bc.ca/gov/content/governments/organizational-structure/ministries-organizations/ministries/citizens-
services/servicebc for more information.
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of people in the system to inform users and applicants about other programs for which
they may qualify. The lack of coordination and multiple access points forces those in
need to navigate through a complex array of access points for the supports they need.
Not only do potential recipients have to collect their own information on programs for
which they may be eligible, but if they move or experience a life transition, they must
inform all of the administrative agencies they deal with of the change. If they fail to do
this, they could potentially lose or be required to repay benefits.

3.6 Method of access

As noted above, navigating the system is difficult due to its complexity. This is
especially evident when viewed from the perspective of how different programs are
accessed. Nine different methods of application for benefits have been identified (see
Box 4-2), ranging from self-initiated to automatic. Figure 4-7 shows federal and B.C.
income and social support programs sorted by their method of access.

The majority of programs are self-initiated—by filling out a form or contacting the
administrator or a third-party provider. A person must act to find out about the programs
and initiate the application on their own. For vulnerable populations, there are many
barriers to taking action, from lack of internet access to specific personal circumstances.

All parts of the Income Assistance system, the most significant B.C. program, are
accessible only through employment and assistance workers (EAWS), including both IA
cash transfers and the set of supplementary benefits that are generally available only to
IA recipients.

Cash transfers start with online applications that generally require interaction with EAWs
to proceed. Supplements can typically be accessed only once cash benefits have been
applied for and are accessible only directly through EAWSs.

The supplements provide the range of in-kind and emergency support responsiveness
needed to make it possible for IA recipients to survive on limited IA benefits. Information
on general and health supplements is publicly available online in the BC Employment
and Assistance Policy and Procedures Manual,*? which can be used by recipients to
determine if they may be eligible for supplements.

42 See https://lwww?2.gov.bc.ca/gov/content/governments/policies-for-government/bcea-policy-and-procedure-manual.
While the information is available, it may be difficult for at least some recipients to use in practice to determine
whether they are likely to be eligible, leaving it to EAWS to advise a beneficiary about their eligibility for particular
supplements.
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Figure 4-7: Income and social support programs in B.C., by method of access
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However, access to most supplements is fully dependent on the recipient contacting the
ministry to submit a request through an EAW. For some supplements, specific
supporting documentation may be required.

For example, crisis supplements are assessed by the EAW directly, as are requests for
moving, transportation, and security deposits. For health-related supplementary
assistance, most requests are received through the EAW and then adjudicated for
eligibility by a specialized team. Generally, some initial eligibility review is performed by
the EAW in order in ensure the person is likely eligible. Note that eligibility for some
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supplements differs between TA and DA recipients. Some health supplements can be
requested directly by the person’s health professional.

As noted above, several benefits are tax credits that are accessible only by filing an
income tax return. There are many barriers to access related to tax filing, especially for
vulnerable populations, as discussed above. Eligibility for some tax credits, such as the
disability tax credit, are also gateway requirements for other programs that target the
same population. In addition, some programs that are accessed by other means, such
as direct application, indirectly require tax filing, since CRA data is used for income-
testing purposes. While this is a consistent, verified way to access income, it imports all
the barriers associated with tax filing for these programs.

A final access method is through automatic access with other self-initiated applications.
This access method is rare but is a potential way to reduce barriers to access.
Automatic access to a program based on eligibility for another program is difficult in the
current system because of barriers resulting from differing eligibility criteria and income-
testing parameters. Legal impediments may also arise to sharing of information across
agencies targeting the same populations.
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Figure 4-8: Programs by program target and eligibility
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3.7 Program targeting and eligibility

Two dimensions of the system provide insight when
examined together—the targeted policy area and the
eligible demographic groups. Boxes 4-3 and 4-4 describe
the categories used for each. At first glance, it is natural to
expect that these are just two ways of expressing the same
concept, but it turns out that there are some interesting
exceptions.

Figure 4-8 provides a visual representation of B.C. income
and social support programs by program target and
eligibility. The complexity of the diagram simply reflects,
once again, the complexity of the system. It is important to
keep a few points in mind while examining the figure.
Programs are represented by colour-coded circles—
generally, black circles are B.C. programs and yellow
circles are federal programs. However, IA supplements
cover such a wide range of policy areas that they are
identified by their own colour, white. Programs that have
more than one eligibility criterion are placed on the line
between the two criteria but doing so created difficulty in
representing all of the programs, necessitating the
appearance of “low income” eligibility criteria in two different
rows. The width of some rows varies across the figure, to
accommodate the number of programs in certain cells.
(Circle size is only to accommodate names.)

Figure 4-9 provides a visual representation of only those
programs for which we have expenditure data, by program
target and expenditures: the size of the program slice
indicates the relative size of expenditures.

Together these figures put the B.C. and federal programs
into sharp contrast. Federal programs are weighted heavily
toward seniors and children, plus work-related Employment
Insurance, non-work-related GST/HST tax credits, and
Canada Education Savings Grants. In contrast, B.C. has a
large number of programs, with considerably more diversity

Box 4-3: Program targets

Work-related: programs that provide
support during times of disruption in
employment

Non-work-related: programs that
provide support to those with
inadequate income

Children and families: programs
that support children

Housing: programs that support
adequate housing

Education, training, and
employment: programs that support
post-secondary education, job
training, and employment

Medical/health: programs that
support medical and health needs

]
Box 4-4: Broad eligibility
categories

Low income: eligibility limited to
those with income of $50,000 or less

Senior: eligibility limited to those 65
or older

Disability: eligibility limited to those
having a disability; definitions of
disability differ across programs

Veteran or Canadian Armed
Forces: eligibility limited to veterans
and current or former Canadian
Armed Forces members

Immigrant/refugee: eligibility limited
to refugees, and current and recent
immigrants

Other: other eligibility requirements
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in terms of their policy area targets. The areas with the highest spending are non-work-
related, medical/health programs, housing programs, and education, training, and
employment programs.

The federal government offers many programs for veterans and immigrants as well as
supports for seniors that are not work-related. In contrast, the provincial government
has more programs for low-income persons and families with dependent children.

Two specific aspects of eligibility should be addressed separately: disability eligibility
and income testing.

Figure 4-9: Programs by program target and expenditure
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Disability eligibility

Programs for persons with disabilities are more evenly split between the levels of
government. In terms of the number of programs for persons with disabilities, the
federal government offers mostly work-related, tax-administered programs and savings-
matching programs. The provincial government offers more housing and
education/employment programs. However, this does not mean that every person with a
disability can access all of these programs. There are nearly as many definitions of
disability as there are programs for persons with disabilities.

Table 4-2 provides a summary of the definitions of disability for several of the larger
programs that target persons with disabilities. It shows that very few programs offer
support for persons with episodic disabilities, with the focus being on providing support
for those with long-term, continuous disabilities. The most restrictive B.C. disability
definitions apply to Community Living BC and Home Adaptations for Independence,
which target persons with very specific disabilities (i.e., developmental disabilities or an
ability-related disability, respectively) to serve a very particular need (i.e., social
inclusion and access within own home, respectively). The more general Disability
Assistance PWD definition, on the other hand, is consistent with a program that covers
a broader swath of the population, providing both income support and in-kind services
for people with needs that vary considerably.

At the federal level, the two largest programs for persons with disabilities, Canada
Pension Plan disability benefits (CPP-D) and the disability tax credit (DTC), both have
very restrictive eligibility requirements compared to DA, and the DTC is not a refundable
tax credit so has little or no direct value to those with low income but it is used by the
federal government to determine eligibility for other programs, such as a Registered
Disability Savings Plan. Both are available only to persons with continuous, longer-term
disabilities. Many people with disabilities and unmet needs who do not qualify for the
federal programs either receive nothing or must rely on IA or DA. IA has a much higher
level of stigma than either the CPP-D or the DTC.

Income testing

Income testing is a common feature of income and social support programs. A program
is income-tested if a person’s income must be below a threshold amount to be eligible
or if benefits are reduced as income increases. For all income-tested programs, exactly
what is and is not included in income is very important, and it varies widely, as shown in
Table 4-3. Most programs use an income definition that is a combination of amounts
found in the annual personal income tax return, including all of those delivered through
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the tax system and several others as well. That makes sense because tax reporting is
consistent and verifiable. However, many permutations are used by other programs,
and some use altogether different calculations.

IA is the biggest outlier, directly collecting data on all income sources—including
sources of income that are not reported for provincial income tax purposes such as
gifts, prescribed prizes, and lottery winnings. This makes IA applications not only more
intrusive but also more complex to navigate. Furthermore, the legislation includes a
detailed list of forms of compensation considered as income, which must be updated on
an ongoing basis to avoid unfair inadvertent exclusion of new categories of
compensation.

The way IA payments are treated for the purposes of income-testing other benefit
programs and phasing-out the benefit as income rises, is also inconsistent, as indicated
in Table 4-3. On the T1 income tax return, social assistance payments, including IA, are
included in the calculation of “total income” (line 15000) and remain part of “net income”
(line 23600). They are then deducted in determining “taxable income” (line 26000) so
that they are not subject to income tax.
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Table 4-2: Definitions of disability for certain programs

Federal programs

Provincial programs

CPP disability benefits

Disability tax credit

Disability Assistance

Community Living

Home Adaptations

BC for Independence

In_clud_g physical Yes Yes Yes No Yes
disability?
Includ tal Yes—devel tal
rTC " .? menta Yes Yes Yes .es “eve opmenta Unclear
disability? disability only

Yes—“Impairment ...
Include episodic No No—must have disability at restricts ability No No
disability? least 90% of time continuously or

periodically”

. Yes, CPP-D, CLBC, o
If eligible for one MCED's At Home Yes—_|f e!|g|ble for
program, then the disability tax
No No Program or MSP No

also eligible for

Palliative Care

credit (no other proof

this program? _ necessar
prog Benefits )
Length of time “long duration and of Permanent. started

disability indefinite duration or is At least 12 months At least 2 years ' Permanent

expected to last

likely to result in death”

before the age of 18

Impact on
employment?

“is incapable regularly of
pursuing any
substantially gainful
occupation”
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Impact on daily
living?

Restricted in two or more of
the basic activities or in
vision plus one activity. Basic
activities include speaking,
eating, walking, eliminating,
feeding, dressing, and mental
functions for everyday life.

“directly and
significantly”

Permanent disability
or loss of ability that

affects safe and
independent living in
own home

Table 4-3: Definitions of income for certain income-tested programs

Program Government Program target Income definition
hil
Canada Child Benefit Canada ¢ |dr<.ar1 and
families ) ] i
Net income (line 23600) of applicant and spouse
B.C. Child Opportunity B.C Children and — UCCB income
Benefit o families ,
— RDSP income
Canada Workers Benefit Canada Work-related + UCCB amount repaid
; ; + RDSP amount repaid
B.C..chmate action tax B.C. Non-work-related . .
credit = Household Adjusted Family Net Income
B.C. sales tax credit B.C. Non-work-related
Total income (line 15000) of applicant and spouse
Affordable Child Care Children and — provincial social assistance (line 14500)
) B.C. .
Benefit families — (2000*[number of family members — 2])

— (3000*[number of children with special needs])
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Program Government Program target Income definition
Ipcomg Assistance [Earned Income — Deductions from Earned Income (e.g., El + CPP contributions,
(md_Udmg Temporary o B.C. Non-work-related | income tax) — Exempt Earnings] + [Unearned Income (e.g., El, CPP) — Deductions
Assistance and Disability
. from Unearned Income — Exempt Unearned Income]*?
Assistance)
Old Age Security Canada Non-work-related Net income before adjustments (line 23400) (includes IA payments)
Guaranteed Income
Canada
Supplement Net income (line 23600)
B.C. Senior's Supplement | B.C. — OAS income (line 11300)
Non-work-related
— provincial social assistance (line 14500)
Allowance for the
Survivor/persons aged 60— | Canada — GIS income (line 14600)
64
Rental Assistance Program Total income (line 15000) of applicant and spouse
B.C. Housing + ongoing funds from non-taxable sources (e.g., spousal support payments,
alimony, on-reserve income)
Shelter Aid for Elderl . . . : .
y B.C. Housing Total income (line 15000) of applicant and spouse — BC Bus Pass for seniors

Renters

43 Note that this is the income definition used for the calculation of benefits. Each part of this income definition is defined at length in the BC Employment and
Assistance Regulation (B.C. Reg. 259/2020) and may or may not correspond to a specific line on tax forms. For example, “earned income” is defined in s. (1) of
the Regulation and includes “any money or value received in exchange for work or the provision of a service, pension plan contributions that are refunded...,
money or value received from providing room and board at a person’s place of residence, money or value received from renting rooms that are common to and
part of a person’s place of residence.” Although this definition of earned income includes earned income reported in line 10100 (employment income) and 12600
(rental income), among other lines, it also includes earned income not reported, such as income earned “under the table.”
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Four of the five programs that target seniors with low incomes (Guaranteed Income
Supplement, B.C. Senior’s Supplement, Allowance for the Survivor, and Shelter Aid for
Elderly Renters**) deduct social assistance in their income definitions ensuring that
benefits are not reduced as a result of having received IA benefits. But the Canada
Workers Benefit, the B.C. sales tax credit, and the B.C. climate action tax credit, which
all target low-income persons, do not deduct social assistance benefits in their
measures used for income-testing, with the result that those receiving IA benefits have
their refundable tax credit payments reduced. It is not clear what public policy objective
is achieved by doing so.

In summary, there is no consistent definition of income across programs for the
purposes of income testing. Some programs appear to use a definition of income that is
consistent with the eligibility group they target (i.e., low-income), but not all do. Most
programs use a definition of income that can be obtained from provincial income tax
data, but not all do. This situation contributes to the confusion among applicants when
applying (or considering whether to apply) for these programs.

3.8 Conclusion

This section has provided a sketch of an extensive set of programs covering a range of
cash-transfer and in-kind benefits. These programs address many of the basic needs of
people with limited resources, at least in part—their adequacy is discussed in the next
section. But the set of programs is not recognized by users or administrators as a
system. As a result, there are evident gaps, overlaps, and inconsistencies in program
design with no obvious purpose. Programs interact with each other in ways that are
often not recognized or addressed through program design. The complexity and sheer
number of siloed administrative delivery agencies itself creates barriers to access that
could be reduced through coordination, co-operation, and better information sharing, not
to mention the accessibility benefits of simplifying the programs themselves.
Accessibility is also discussed in the next section.

44 Note that IA recipients are not eligible for SAFER, but applicants may have received IA previously, so that IA
payments are deducted in applying the SAFER income test
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4. Analysis of the income and social support system

Given this complex and inconsistent set of programs, comparison of the system with our
analytical framework presents something of a challenge. Before addressing the details
of this comparison, we first discuss how this analysis fits with the tasks assigned to the
panel.

Ouir first task as set out in the terms of reference is to “consider the viability of a basic
income in BC and support the simulation of various basic income models in BC to
identify impacts and financial implications.” That obviously requires a comprehensive
examination of basic income, which we undertake in Part 5 of the report. Part 5 includes
a comparison of basic income with our analytical framework, just as we are comparing
the current system with the framework here.

However, this task cannot be done on the basis of an analysis of basic income in
isolation from the current system. In our view, whether a basic income is a “viable”
policy choice for B.C. depends on several factors beyond the principles, design
elements, and implications of the basic income itself. The existing environment in which
a basic income would potentially be implemented must also be understood. In addition,
the strengths and weaknesses of both the current system and a basic income must be
understood in order to determine whether implementing a basic income would be an
improvement overall. We use our framework as a tool for comparing the alternatives on
a consistent basis.

Our second task is to “look at BC’s existing income and social support system and how
elements and principles of a basic income could be used to transform and enhance it.”
This task establishes the alternative we are expected to consider. Thus, the ultimate
guestion for us is this: Would it be better to implement a basic income or to reform the
current system? However, that question is vague, since it leaves unsaid what is meant
by “implementing a basic income.”

As will become clear in Part 5, basic income does not refer to a single program design,
but a wide range of programs that share two common traits—all are cash-transfer
programs and all are based on four basic income principles: respect, simplicity,
economic security, and social inclusion. There are many design elements that must be
specified to develop a specific basic income program. These can be divided into two
broad groups: generally applicable basic incomes meant to provide everyone with cash
transfers (either unconditionally or conditional only on income), and targeted basic
incomes designed to provide cash transfers to people with specific characteristics, such
as those with disabilities.
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In the context of our tasks, then, the essential choice is whether it would be better to
implement a generally applicable basic income as the primary element of the provincial
income and social support system, or to reform the system. In our view, this choice is
best considered by applying our framework to ask which choice would result in the most
improvement to the current system and progress toward our stated objective of creating
a more just society.

The first step in completing these tasks is to provide a baseline analysis of where we
are now, against which the potential improvement associated with the two choices can
be compared. That is why, despite the fact that our first task is focused on basic
income, we start by analyzing the current system.

In Part 2 we described the concrete characteristics that make up our analytical
framework:

¢ Adequacy—programs that provide resources that are adequate to provide
personal autonomy, directly related to poverty reduction

e Accessibility—programs that are simple and understandable, treat users with
respect, and have low barriers to access

e Security—programs that provide stable, reliable support and enable future
opportunity

e Responsiveness to personal change—programs that respond quickly when
needed due to changes in personal circumstances

e Personal efficacy—programs that provide people with the ability to exercise their
personal autonomy by making more opportunities available to them, enhancing
social inclusion, and promoting socially beneficial activities

e Transition support—programs that create resiliency to economic disruption

e Public trust—programs that give users and funders a shared trust of their value
to society, in terms of the fiscal cost, administrative efficiency, economic
implications, and incentive effects of the program and the responsibility of
beneficiaries to play an active contributory role in society

Obviously, these characteristics are often in conflict with each other, requiring trade-offs
to achieve a balance among them. No program or system can perfectly address all of
these characteristics, but they are useful in considering how systems and programs can
be improved.
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In the following sections, we first analyze the current system as a whole, starting with
three specific characteristics—adequacy, accessibility, and transition support. We feel
that these are three characteristics that the system as a whole, as distinct from its
individual programs, should facilitate. This point relates to both gaps in the system and
cross-cutting system infrastructure that is or could be used by multiple programs to
enhance the operation of the system.

Next, we examine selected programs and groups of programs that are part of the
system. A comprehensive analysis of every program against a common set of
characteristics would be unnecessarily extensive and repetitive. Instead, we have
selected certain program areas to analyze, and for each we focus on the trade-offs
among characteristics that suggest areas offering room for improvement.

4.1 System adequacy

The following sections will address accessibility across the system and assess
individual programs against our analytical framework to determine how well the current
system meets our stated objective of making B.C. a more just society. Our question
here is more fundamental: are there basic needs that the system doesn’t cover?

As noted, across Canada we have a system of basic services intended to address many
important needs. Some of these needs are addressed through services that are
universally accessible and some through services that are conditional on demonstrating
unmet need. Usually that means using income testing, sometimes coupled with other
eligibility requirements. We also have cash transfers, almost all of which depend on
income.

Our system description in Section 3 provides a picture of what basic needs the current
system is designed to address. It includes cash-transfer programs directed at seniors
(Old Age Security/Guaranteed Income Supplement and B.C. Senior's Supplement) and
children (Canada Child Benefit and B.C. Child Opportunity Benefit) that have been
successful in significantly reducing poverty rates and depths of poverty. It includes basic
services that provide protection for those with lower incomes in a number of areas,
including prescription drug costs, health care, housing, child care, children and families,
education, training, and employment.

There is also a mix of cash transfers and basic services targeting two important groups:
working-age adults and those with disabilities. Our overview of poverty in B.C. in Part 3
indicates that both of these broad groups include some of the highest and most

persistent rates of poverty in the province. Income Assistance is the primary, but not the
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only, provincial program directed at these two groups. It provides both cash transfers
and in-kind benefits to address a range of basic needs for those who are eligible.

What is missing? Despite all of the existing programs, it appears that the segments of
the population that get the least attention are childless single members of the working-
age population and single parents, where poverty remains relatively endemic and
difficult to eliminate. We think there are two main areas with program gaps whose
remedy could help make a difference, especially when combined with improvements to
the existing programs.

The first area relates to intergenerational persistent poverty, which has proven to be a
cycle that is difficult to break. Child poverty is also closely associated with persistent
and cyclical poverty, since children are affected by their parents’ income shortfall. While
the Ministry of Children and Family Development offers programs that target one of the
groups most directly associated with this phenomenon, youth aging out of care, the
programs are relatively narrowly focused in duration on the first few years of transition
and leave out other vulnerable young adults. We believe that the lack of an integrated
program of life-skills training and other related social supports combined with targeted
cash transfers is an important gap in the system.

The second area relates to the dignity and accessibility of work. Paid work is not the
only way for people to participate in and make valuable contributions to society, but it is
highly valued by our society. It is an important source of dignity, personal autonomy,
economic security, and adequate resources, as well as the satisfaction associated with
making a contribution to society—in short, both self- and social respect. There are
several programs focused on employment, primarily from the perspective of education,
skills training, and job search/application skills. However, the gap we perceive is related
to job precarity, barriers to work other than training and education, and the availability of
jobs for those who are unsuited, temporarily or permanently, to standard employment
but would nonetheless benefit from and want to work.

4.2 System accessibility

Our earlier description of the system answers the question of how accessible the
system is, as a system. It is obvious that accessibility is key because, regardless of how
well designed a program is in terms of achieving stated objectives, like poverty
reduction, if those targeted by the programs cannot access them, the programs cannot
be effective. Thus, before examining the programs themselves, we first consider the
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current system in terms of characteristics associated with accessibility: simplicity,
respectfulness, and low barriers to access.

Simplicity

We started our work with the impression that provincial income and social support
systems in Canada are complex. However, that was shown to be a gross
understatement by the sunburst diagrams in Section 3, which allow us to visualize the

system. The sheer number of programs and diversity of delivery agencies and methods
and types of benefits tell the whole story about lack of simplicity at the system level.

It is our belief that, to have a system consistent with our justice goal, we must provide
both cash transfers to those in need and basic services that address diverse needs. In
short, we owe each other more than just cash to spend. That directly implies the
necessity for a variety of programs to provide a range of benefits, both cash and in-kind.
Unless the entire system is replaced with one simple, central program like basic income,
this means that at the system level, simplicity is likely to be traded off to some extent
against other characteristics, such as adequacy, through the breadth of programs that
make up the system. In Part 5 we discuss why we believe that even if a basic income
were to be adopted as the core of the system, basic service programs would continue to
be required.

Even in a system where the variety of programs creates a certain level of complexity, it
is possible to have features of the system that can help reduce that complexity. Perhaps
the most important is consistency in key program design features where possible and
appropriate.

Cash-transfer and in-kind benefit programs often have two common features: eligibility
criteria and benefits that are reduced as income increases. Eligibility is determined in
most cases with reference to income and, depending on the program, criteria related to
the group the program is intended to benefit.

Income is a parameter that is used in virtually every income and social support program,
often for both eligibility and benefit amount purposes. Use of a common income
definition where possible would help make the system as a whole simpler. However, as
discussed earlier (see Table 4-3), a surprising number of income definitions are used by
various programs, often with no obvious design reason for the differences. Even though
most programs use amounts calculated as part of the T1 personal income tax form
(Income Assistance is a notable outlier), there is little consistency in exactly what T1-
calculated income amounts are used and how they are adjusted by adding or
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subtracting other amounts reported for income tax purposes. Not only does the
complexity associated with many different income definitions make the system more
confusing and difficult to navigate for users, but it can have real implications for the
benefits received by recipients in different circumstances, creating unintended
interactions among programs.

Non-income criteria associated with programs that target the same group but use
different standards to determine eligibility are another source of complexity. There may
be public policy reasons for having different criteria to determine whether someone
gualifies as a member of a targeted group, but sometimes the differences do not seem
to serve a clear public policy purpose. The example discussed in detail above is related
to those with disabilities. This is a case where multiple federal and provincial programs
use a wide range of definitions of disability (see Table 4-2). The result is not only
difficulty in navigating the system but also the frustration of perceived unfairness as
different definitions are applied by different agencies.

The unnecessary inconsistency in definitions across programs in the system affects
accessibility by introducing complexity, but it also affects accessibility by reducing
respectfulness and creating barriers to access.

Respectfulness

Lack of respectfulness, or stigma, is a powerful behavioural impediment to accessibility
that is most easily considered at the individual program level. Stigma is generated,
among other ways, by relatively vague or subjective eligibility criteria, especially when
there is considerable interaction with adjudicators and/or considerable discretion. That
is, programs that delve deeply into applicants’ and recipients’ circumstances, where the
outcome is not easily predicted, do not treat applicants respectfully. Another element of
respectfulness, though, is making people aware of the benefits for which they are likely
to qualify, which is a feature that would help make the overall system more respectful
and accessible.

There is little or no information about how other income and social support system
programs work and how their eligibility requirements are applied. Also, no mechanism
exists for helping recipients of one program understand what other programs they may
be eligible for and how to apply. From a system perspective, this is an important gap.

One approach to remedying this shortfall would be to have one central portal for
program access. But that concept has several important drawbacks. The diversity of the
basic service programs that make up the system means that there are important
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legitimate differences in eligibility requirements, making one access portal unlikely to be
effective or efficient. More worrying is the potential for applicants to be frozen out of the
system as a whole at the first stage of application. In the United Kingdom, for example,
several programs were merged under a single of point of access, resulting in the
disentitlement of many who were previously eligible for individual programs. Information
and privacy considerations in Canada also make information sharing among programs
challenging.

However, other approaches could be taken to enhance respectfulness to applicants and
recipients without compromising their privacy or harming their potential eligibility for
other programs. These involve equipping each program with the tools to provide people
with relevant information about other programs based on the information the user has
provided to the program, without sharing that information with anyone but the user. That
could include simply informing people about other programs for which they may be
eligible, or more actively providing people with fully or partially pre-populated
applications that make it easier for users to apply for other relevant benefits.

Barriers to access and responsiveness to personal change

Again, the question of barriers to access is best addressed on a program-by-program
basis, given the impact that the details of program design can have on creating barriers
to access. However, many programs share a feature that can both reduce barriers of
access for many and inadvertently create major barriers for the most vulnerable - the
use of income tax data by income and social support programs. The use of income tax
data for benefits administration purposes also affects how responsive programs can be
to changes in personal circumstances, a key characteristic associated with our justice
objective, as well as accessibility and adequacy.

Over the past few decades, the personal income tax system has increasingly become a
crucial element of the administrative infrastructure that enables income and social
support programs across Canada to operate. As described earlier, with the exception of
Income Assistance, cash-transfer programs use income tax data, and many are
delivered directly through refundable tax credits. Most targeted basic service programs
also use income tax data for eligibility and benefit-