0 socin JusTice

In the transition to the sustainable economy, citizens will have
to adjust to a lower level of sustainable consumption from which to
build out sustainable economic growth. The level of consumption will
go down before it can gradually rise again, to pay for the capital main-
tenance, the costs of pollution and to save enough to fund the invest-
ments. The poor will be particularly hard hit, and the clear implication
is that such a transition can be made only in the context of a radical
rethink of social justice. If some citizens already find it hard to have the
capabilities to fully participate in society and the economy, the transi-
tion to the sustainable economy presents a whole new challenge. There
can be no sustainable economy without social justice.

That challenge is compounded by the macroeconomics, and the
incompatibility of much of the current Keynesian policies with the sus-
tainable economy. If consumption is net of capital maintenance and if
debt is only for enhancements to natural and the other capitals, then def-
icit funding of current spending, negative real interest rates and QE have
no place in the sustainable economy. That means getting off the Labour
Standard and returning to flexible wages and rethinking minimum and
living wages, while at the same time achieving social justice. Social jus-
tice must handle flexible wages if we are to get away from the Keynesian
policy framework which has done so much harm to the environment.

How to get from here to the sustainable economy, with its hits
on consumption, and have flexible wages? The answers are: citizens
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should have access to the primary assets, through USOs backed up by
social tariffs; and citizens should be entitled to an element of universal
basic income, tied to the national balance sheet and an annual divi-
dend. With both pillars in place, the sustainable economy sustains both
the environment and its citizens.

The Universal Service Obligations

All primary assets carry USOs: access to them has to be provided to
each citizen regardless of that citizen’s ability to pay. It is their right.
This does not mean that citizens should not contribute to the costs.
This is their obligation. Recall that the four core physical systems
and renewable natural capital all have low to zero marginal costs.
Recall that if price equals marginal cost, then for many and probably
most poorer users, the marginal cost is very close to zero, so charg-
ing them zero would be consistent with the marginal cost pricing
principle.

The obvious problem we have already encountered is that
since marginal cost is below average cost and often zero, there will not
be enough total revenue to remunerate the assets. Hence, there either
needs to be some people paying more than their marginal costs or the
taxpayer makes up the shortfall. Loss-making nationalised industries
are an example of this mixed model. The introduction of a fixed capac-
ity charge for system access allows for this element to be raised across
the entire customer base.

There is little chance of getting the pricing precisely right, but
from the USO perspective the important point is that the poorest are not
excluded. With a new system like broadband, where the marginal cost
is zero, the challenge is to put in place sufficient capacity to ensure that
the system is never congested. Since the overall cost of over-capacity is
typically very small, and the costs of deficient networks are substantial,
the cost of the excess is not a great burden and can also be made up of a
mix of user charges for those who can afford to pay and taxpayer con-
tributions for those who cannot. Like the roads, bridges and railways,
once the system is in place, it can last, subject to capital maintenance,
for a very long time.

The provision of health and educational USOs is common to
most developed countries. The systems of healthcare vary, and user
contributions vary too. Even in the UK National Health Service (NHS),

https://doi.org/10.1017/9781009449212.010 Published online by Cambridge University Press


https://doi.org/10.1017/9781009449212.010

157 | Social Justice

users often pay for food and other facilities and conveniences, and the
health service benefits from some demand going elsewhere to the pri-
vate sector as it does in education.”

Although, in the case of the internet, energy, water and trans-
port, it is pretty clear what the service comprises, and hence it is not
hard to define the USOQ, it is not so clear-cut in health and education.
Some health treatments are excluded from free provision, and some
services are rationed. In education, class sizes can often be quite large,
and additional support limited. The level of provision in both cases is
an important consideration and will vary over time. For example, pupil
access to laptops and tablets was not necessary ten years ago, but now
these enable a higher level of provision without necessarily deploying
as many resources. Such resources proved crucial during the coronavi-
rus lockdowns.

It is no accident that these basic primary assets feature strongly
in the design of the broader welfare states constructed after the Sec-
ond World War across Europe. Even the US, notably with Lyndon
B. Johnson’s reforms of the 1960s, provides a welfare safety net. To
the municipal utilities of the first half of the twentieth century, the
post-war added the NHS and free education in the UK in the 1940s,
and it nationalised the core infrastructure systems. Electricity and rail
were fully nationalised, joining the Post Office, with communications
incorporated within it. Although the details varied, the nationalised
model was pervasive across Europe until the 1990s, whilst in the US,
rate of return regulation of private utilities had somewhat similar con-
sequences. In exchange for monopoly, the USO had to be met.

A critical feature of post-war nationalisation is that not only
was ownership transferred from the private sector to the public, but
competition was banned. These were statutory monopolies. Users could
not shop around and go elsewhere, leaving the nationalised industries
to decide how and from whom to recover their costs. The recovery
of the average costs was in effect made into a taxation problem. The
USO could be applied and there could be widespread cross-subsidies.
It made social justice much easier.

For example, the electrification programme was more expen-
sive as the rural and peripheral areas were brought into the system

" In the UK, 7 per cent of pupils attend private schools, and yet their parents pay taxes that
contribute to the funding of state schools. Students widely contribute to university costs.
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coverage. It obviously costs more to provide electricity to the tip of
Cornwall than to the major cities. In a statutory monopoly, these
peripheral areas could be cross-subsidised from the densely populated
areas. It is a consideration now with the roll-out of fibre, and it was a
key consideration as natural gas replaced town gas.

The rationale comes back to the concept of citizens rather than
consumers. Each citizen has a right to participate in the society and to
have the chance to reach their potential. Access to these systems needs
to be common, even though the costs vary, and prices cannot reflect
the full network costs of peripheral connections without many being
unable to pay. The extreme example of this is the postal service, where
a postage stamp costs the same for the delivery of letters and parcels
to the Outer Hebrides, off the west coast of mainland Scotland, as to
central London from any location. It needs a monopoly to prevent
cherry-picking competitors.*

Privatisation had the potential to break down cross-subsidies,
especially since the ambition was to combine private ownership with
competition, allowing customers to switch supplier. Private suppliers
have less interest in poorer and peripheral customers. These customers
are more likely to have bad debt records, and, for the supplier, servic-
ing a customer with a smaller value of consumption has the same fixed
costs as dealing with bigger customers, and hence reduces the profit
margin. Not only did privatisation move from pay-as-you-go to pay-
when-delivered, hence shifting the cost of investment onto the next
generation, but it also potentially threatened the delivery of the USOs
to current customers.

Regulators, challenged on the distributional consequences,
suggested that the government should use welfare payments to top up
the incomes of the poor, rather than requiring incumbent companies to
cross-subsidise.? Prices should equal costs in an efficient market. Dis-
tributional issues are a matter for government and the welfare system.
Furthermore, citizens’ inclusivity should be achieved by money rather
than goods, and all goods and services should be treated alike. There
would then be no special assets or goods; none would be primary. In
a liberal and rationalist manner, giving the poor money would leave

* Debates about ‘levelling up’ and whether to introduce differentiated pay in the civil service
on a regional basis are about common entitlements of citizens within a country.

3 An early example was the E factor, which the then head of Ofgem, Clare Spottiswoode,
argued should be transferred to the taxpayers.
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them free to choose, with the implicit assumption that they would
behave in the same manner as the educated elite who supported such
ideas. They would not spend their limited money on ‘booze and fags’,
fast food and lottery tickets.*

Competition is not a problem without solutions, and public
ownership is not necessary for the delivery of USOs. But some ele-
ment of monopoly is. Recall that the core networks remain natural
monopolies, and hence their charges can reflect the USOs. They do not
need to differentiate by geography, for example.> Once the UK govern-
ment became a central buyer for electricity in the 2010s, by contract-
ing for almost all new generation, these charges became in effect cost
pass-throughs from which there is no escape for customers. The central
buyer is a monopoly, as well as the networks.

All these central buyer costs, plus those of the network natural
monopolies and the growing series of other levies and obligations, have
eroded those already limited elements between which customers can
switch suppliers and hence competition can drive these sectors. The
direction of travel after privatisation has ironically been away from
broadening the domain of customer choices and competition, towards
a greater role for monopoly charges and cost pass-throughs. Expansion
of the competitive domain has been more about competition to provide
these monopoly and government-contracted investments and services,
and less about retail competition. Where retail competition has been
tried, notably in electricity supply, the results have often been bad, and
in some cases disastrous. In electricity, UK retail competition ran into
serious problems in 2022, with half the suppliers going bust, and with
switching grinding to a halt. Domestic retail competition never got off
the ground in water, and failed in railways. For all the rhetoric about
competition and customer choice, most of the core system utility net-
works are still monopolies. In broadband and fibre, competition and
switching are already very limited.

Even where there is duplication of networks, it is perfectly pos-
sible to impose an overall user charge, just as it is possible to apply a tax
like value-added tax (VAT). For example, each business customer has

4 George Orwell’s Down and Out in Paris and London (1933) and The Road to Wigan Pier
(1937) were attempts to explain to the elites just what being poor was all about.

5 Economists regularly propose zonal and locational network charging, without taking
account of how poverty and access to USOs are geographically distributed. There is a good
social reason why network charges often have postage-stamp characteristics.
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paid climate levies, and domestic customers share the costs of energy
efficiency measures like smart meters. The issue is not the ability to
recover these costs, but rather the precise mechanism and in particular
the use of system charges. As we shall see later on, by designating sys-
tem regulators and the system operators, and locating the USO duties
with them, cross-subsidies to ensure that the USOs are met can sit in
harmony with the otherwise competitive supply of the services that
flow through these core system networks.

Other assets that are essential to citizens’ capabilities, such
as housing and food, have USO characteristics. Local authorities are
required to house the homeless. The costs come from local taxation,
and local government budgets are topped up by central government.
The extent and quality of this housing is one of those boundary issues
around the USOs. There is no right answer, but we know what wrong
answers look like. A civilised society which treats its citizens fairly will
not allow homeless people to live on the street. But when it comes to
food, what constitutes the food itself is open to debate. Here, gov-
ernments have typically opted to provide money rather than goods,
although food banks now offer widespread direct provision and could
become a USO, and there is much debate about both the level and the
content of school meals. Obesity is more prevalent amongst the poor,
for both children and adults. Some types of food are more primary
than others.®

Social Tariffs and Cross-Subsidies

Recovering the costs of the systems under monopoly is a matter of
choosing the balance between taxpayers and customers, and between
different sorts of customers. What makes the development of social
tariffs possible, differentiating between customers, and ensuring social
justice for the USOs, is defining some costs as non-switchable.
Amongst the myriad of possible social tariffs, there are fun-
damental choices to be made. There are two broad types of social

¢ The Dimbleby ‘National Food Strategy’ starts to distinguish ‘bad food” and proposes that
the state guides choice by taxing sugar. It is not clear whether the rationale is to protect
individuals from the consequences to themselves of too much sugar, salt and meat, or to
reflect the externality costs to society of the health consequences, in terms of health and
productivity. See H. Dimbleby (2021), ‘The National Food Strategy: The Plan — An Inde-
pendent Review for Government’, 15 July, www.nationalfoodstrategy.org/.
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tariff: charging less to the poorer customers; and providing an ini-
tial block of supplies at lower cost to all customers. Most current
social tariffs are based upon targeted assistance to particular groups
of customers designated as ‘poor’. The help to these customers can be
provided by lower charges contributing to the network costs, or for
specific help in reducing consumption, such as energy and water effi-
ciency. Groups of customers can be exempted altogether (for example,
provided with free rail and bus travel), or given discounts (for exam-
ple to students, elderly and welfare-dependent categories). These costs
are recovered from the rest of the customers or taxpayers.

The problems with targeted assistance are multiple. Identify-
ing who is poor requires that poverty is accurately measured, and that
those entitled to the extra help actually claim the benefits to which
they are entitled. In practice, the identification problem is anything but
straightforward. Is it income? What about those with no income but
with wealth? Is it age-related? Does the household count or just the
individual? Are the number and ages of children relevant as depen-
dants? Is poverty relative or absolute?

All these questions need answers, before we come to the prob-
lems that means-related benefits cause to incentives for people to work
and accept wages appropriate to their productivity, and who has what
access to the data, and how regularly the data is updated. There is also
the politicisation of the targeted benefits. Given that in some devel-
oped countries (and in China too) the population is ageing, a growing
number of voters are either pensioners or soon to become pensioners.
Protecting pensions can then trump all the other deserving poor, as
older people hog the benefits budgets through both state pensions and
aged-related social tariffs.

The universalisation principle that underpins the idea that all
citizens are treated equally points to an alternative approach to social
tariffs. Instead of trying to identify and target the poor, all citizens
could be provided with an initial block of services at a common lower
price. This could be managed where the citizens’ bills are calculated on
the volume of the service they use — how much water and electricity
they use, and how many rail and bus journeys they take. The zero mar-
ginal cost pricing principle for access would be violated, but, provided
the initial block is very low cost, there is a trade-off advantage. If the
tariff is fully volume-related then it can be graduated to rise with vol-
ume, but the access problem can then get exacerbated.
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After the initial block of the USO on a social tariff, the tariff
can rise in blocks, and these subsequent blocks can recover not only
the rest of the network and monopoly costs, but also the implicit cross-
subsidy in the initial social tariff block.

There are other advantages of taking this second route. It is
massively simpler to administer, it does not require detailed informa-
tion on the circumstances of each customer, and there are fewer data
protection issues. It leaves incentives largely in place, since the social
tariff block is independent of wages and income. In putting citizens
rather than consumers in the driving seat, this route keeps faith with
the capabilities approach. There will of course be special cases and
special needs which will add more complexity back into the charging,
but these can be very targeted cases, and leave the bulk of the problem
met through the social tariff initial block.

The initial block could be free if the state paid this contri-
bution to the total system network monopoly costs. This would get
closer to zero marginal costs access and hence be even better from a
capabilities perspective. In effect, the initial block of costs would come
from the taxation regime and the better-off would be contributing
more even if the tax system was flat rate, as discussed below. From
an overall accounting perspective, whether taxpayers or customers
pay for this initial block of system costs makes no difference to the
economy as a whole. The costs have to be paid. It is just a question of
who pays what.

Universal Basic Income

With energy, water, transport and communications, and with natural
capital, citizens should have primary assets to draw upon, both now
and in the future. The various social tariffs are one method of achiev-
ing this. But there is more to a decent life than access to these primary
assets. Food, clothes and the ability to access nature and to engage in
social life all require money. Although many of these requirements can
be mediated through assets, including a sustainable agriculture, sus-
tainable clothing production and materials, and social capital, in prac-
tice all developed economies provide for cash payments over and above
access to the basic assets. In the presence of both pervasive uncertainty
and government failures, there will be lots of incompleteness in map-
ping the capabilities onto social justice.

https://doi.org/10.1017/9781009449212.010 Published online by Cambridge University Press


https://doi.org/10.1017/9781009449212.010

163 /  Social Justice

The mainstream approach to insufficient money coming in is
to direct payments to those in poverty. Some in the liberal tradition
regard this as an insurance problem, handling the risk of bad things
that might randomly happen to people. This is the route taken by Wil-
liam Beveridge in his famous wartime report, ‘Social Insurance and
Allied Services’,” and much earlier in the Bismarck scheme in Germany
in the late nineteenth century. Pensions and health insurance schemes
are the prime examples.

Beveridge’s assumption was that the target was absolute
poverty, and back in the 1940s he calculated that this would, with
reasonable economic growth and his scheme fully implemented, be
effectively abolished in a couple of decades. Thereafter, the costs
would wither with the problem: people would have enough to eat
and the public services would provide the other reliefs to the causes
of poverty as economic growth increased incomes. He also had full
employment in mind.

Poverty, however, turned out to be not purely absolute in an
abstracted way from society, but to have a relative element to add to
these absolute measures.® What counts as being poor depends on what
others have, and how the capabilities shift over time. Not having a
fridge or even electricity supply in 1900 would not count as evidence
of poverty, but it would now.

Whereas for the capability approach it is poverty that counts,
for socialists the aim is to reduce inequality. This is a purely relative
concept and it could be achieved at any level of absolute poverty. We
could all be equally starving. Eliminating inequality blunts the incen-
tives that drive a market economy, and indeed that is the point for
those who wish to replace capitalism and the profit motive with social-
ism and the focus on public duty and service, with the state deciding
who gets what and all dependent upon the state. Why would anyone
go to work except if instructed by the state?

This incentive issue lay at the heart of the debates between
capitalists and socialists in the 1930s and in the Austrian economics we
met earlier. The backdrop was the great experiment in Soviet Russia.

7 W. Beveridge (1942), ‘Social Insurance and Allied Services’, Cmd. 6404. See also ]. Harris
(1997), William Beveridge: A Biography, revised edn, Oxford: Clarendon Press.

8 AK. Sen (1983), ‘Poor, Relatively Speaking’, Oxford Economic Papers, 35(2), 153—69;
and ‘Equality of What?’.
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Hayek and the Austrians on one side of the debate, and Oscar Lange®
and socialist economists on the other, argued out the relative merits
of markets versus planning. Hayek was much more concerned with
this debate than he was with Keynes and the Keynesians, and his great
contribution was his theoretical critique of the Soviet system. This was
on two fronts: one about human nature and what motivated people to
come up with new ideas and be entrepreneurial; and the other radical
uncertainty of the sort discussed in chapter 3. For Hayek, the mar-
ket had two supreme advantages: it provided incentives for people by
opening up the prospect of profits, and it was more informationally
efficient than planning. For him, the market enabled freedom, and
needed a constitution of liberty to protect it, and it would be more
efficient than state planning.

This ruled out socialism (it was bound to fail), but it did not
remove the poverty problem and it did not deliver social justice. The
Soviet Communist model offered in the post-First World War context
an alternative to that of the US, and one with much greater equality.
As George Orwell pointed out in his review of Hayek’s Road to Serf-
dom,"° the trouble with competition is that someone wins and someone
loses.”” Hayek and the Austrian school were rather less sympathetic
about concerns for the losers. One reason for the lack of sympathy was
the link to unemployment and the extent to which state support would
undermine the flexibility of wages."*

As with the social tariffs, this problem will never go away as
long as poverty relief is targeted and explicitly or implicitly means-
tested. Why work for a wage below the value of state benefits? It was
the reason why so many economists have traditionally opposed a

2 0. Lange (1938), On the Economic Theory of Socialism, Minneapolis: University of Min-
nesota Press.
' Orwell, ‘George Orwell’s Review of Hayek’s The Road to Serfdom’.
' G. Orwell (1968), The Collected Essays, Journalism and Letters of George Orwell, vol. 1,
London: Secker and Warburg.
Indeed, one of the reasons Keynes took money wages as fixed was because of unemploy-
ment pay. See R. Skidelsky (1983), Jobn Maynard Keynes: Hopes Betrayed, 1883-1920,
London: Macmillan; R. Skidelsky (1992), John Maynard Keynes: The Economist as Sav-
iour, 1920-1937; and R. Skidelsky (2000), John Maynard Keynes: Fighting for Freedom,
1937-1946, London: Macmillan. It was a point taken up by Lionel Robbins in the Coun-
cil of Economic Advisers to Ramsay MacDonald’s government in 1930. See S. Howson
and D. Winch (1977), The Economic Advisory Council, 1930-39: A Study in Economic
Advice during Depression and Recovery, Cambridge: Cambridge University Press; and L.
Robbins (1934), The Great Depression, London: Macmillan.

o}

12

https://doi.org/10.1017/9781009449212.010 Published online by Cambridge University Press


https://doi.org/10.1017/9781009449212.010

165 /  Social Justice

minimum wage, because it effectively legislates for sticky wages at the
bottom of the income distribution, and hence the Labour Standard.

Is there any way to both eliminate poverty and avoid blunt-
ing the incentives to work and thereby entertain flexible wages whilst
generating social justice? One answer is universal basic income, the
payment of money independent of income to all citizens. Basic income
is a USO: everyone is entitled to get it, irrespective of other income or
wealth."? It provides one route to the completion of the provision of
basic capabilities to all citizens, providing money rather than goods for
those things not already covered by the system infrastructures, health-
care and education.'* Basic income plus USO access to natural capital
and the other core systems provide social justice.

There is of course a snag: the jam is spread across the entire
working population, and hence it is very expensive (older people can
be covered by state pensions, and children by child benefit)." Further-
more, it is also wasteful, in that the billionaires do not need the basic
income payment, whereas the poor do. These high costs would be par-
tially offset by the more efficient functioning of the labour market,
and in particular the effective abolition of involuntary unemployment,
since everyone could choose a job if the wage was low enough to meet
their marginal product of labour if they wanted to. All unemployment
would be voluntary. Basic income is net of the abolition of all means-
tested unemployment benefits. Tax revenues would be higher as a result
of employment gains. Wages would be fully flexible. There would be
no need for the manipulation of aggregate demand, a la Keynesians,
for employment reasons.

Yet, the results would still be expensive, which raises the ques-
tion of whether there is a modified version of the basic income that
might meet these objectives of eliminating poverty whilst maintaining
incentives to work.

It is not hard to think of ways to modify basic income, for
example by cutting off the top half of the distribution, and therefore

3 The concept has a long history, from Thomas More’s Utopia, Bertrand Russell, through
to a Swiss referendum in 2016. See T. More (1516), Utopia. For a more recent exposition,
see P. van Parijs and Y. Vanderborght (2017), Basic Income: A Radical Proposal for a
Free Society and a Sane Economy, Cambridge, MA: Harvard University Press.

™ Biden’s $1,400 helicopter money comes close to this on a one-off basis in 2021.

5 The furlough support schemes during the Covid-19 pandemic lockdowns gave some taste
of what broad employment protection schemes look like.
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those for whom the minimum wage would not have been an obstacle
to employment. Provided that the basic income is paid to a big enough
number to very comfortably clear what would otherwise be the mini-
mum (or living) wage, it would address the work incentive difficulties
of the minimum wage and hence make sure that no one had insufficient
income in society. Like the social tariffs discussed above, it provides for
all citizens to have sufficient to be able to participate in the economy
and society. Whilst critics argue that limiting the entitlements to basic
income is a move in the direction of means-tested benefits, it remains
very different for the bit of the distribution that matters — the poor.
And it still radically alters their incentives.

Inequality and the Problem of the Ultra-Rich

If poverty could be abolished though basic income plus USO access to
natural and other capitals, and healthcare and education, would there
be any reason to worry about inequality? Consider the consequences of
not worrying about the difference between an annual income of, say,
£50,000, £100,000 and £500,000. If it is poverty and not equality that
is the concern, these different annual incomes should not matter.

Consider one radical option to raise the money for the systems
access and the modified basic income: a flat single rate for both income
and capital gains, set at whatever level reaches the total current spend-
ing requirements including capital maintenance. All exemptions and
special tax treatments could be abolished, on the grounds that the state
is pretty bad at ranking what is more deserving of special treatment,
in part because it is so easily captured by tax lobbying. A crude and
simple tax system would radically reduce the costs of tax collection
and of minimising taxation deadweight costs incurred to accountants
and financial advisers. Similarly, the costs of welfare provision under
the present means-tested and complex rules of entitlement would be
replaced by the single basic income. The cost of administrating welfare
payment systems is a significant part of their total budgets, and the cost
of tax collection represents a significant percentage of total receipts
once the private costs of accountants are also included. The interaction
of the two adds yet another layer of costs.*®

6 National Audit Office (2017), ‘A Short Guide to Department for Work and Pensions’,
NAO, London; (2017), ‘HM Revenue & Customs 2016-17 Accounts’, NAO, London.
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Under the modified basic income and a flat-rate tax, the very
large social security and tax bureaucracies could be radically slimmed
down. They would no longer be significant industries in their own right
probably in total employing over 1 million people, and hence on a par
with the NHS in the UK."7 Together, this would be an enormous saving
which could be diverted to a more generous basic income. The incentives
in the economy would be preserved, as the possibility of higher rewards
would not be blunted by increasing marginal rates as incomes rise. Mod-
ified basic income and radical tax simplification go hand in hand.

Some may argue that the ultra-rich would remain a problem,
and that allowing some individuals to own more than the GDP of some
small countries is divisive and tends to break social unity. They tend
to be ultra-polluters'® and their detachment from society can under-
mine social institutions and hence be detrimental to social capital. If
these arguments are taken seriously, there are various ways of address-
ing them while keeping to the broad outline of a flat-rate tax system.
There could be a special second rate of higher tax applied to incomes
and capital gains over a given threshold. This could, for example, be
£500,000. It could be higher, and the higher it is set, the smaller the
number of individuals involved. Above £1 million per annum, in the
UK there are only a few thousand individuals to consider, out of a pop-
ulation of over 65 million. Similarly, there is a relatively small number
of very high-wealth individuals.

There are several options beyond higher marginal tax rates on
incomes. One is to address the causes of these high incomes and wealth
directly, and in particular executive pay, and set a maximum ratio
between the top and bottom paid in an organisation. This might appeal
to concepts of fairness and worth, but would inevitably be complex in

7 The total direct employment comprises 100,000 for the UK Department of Work and Pen-
sions and around 70,000 for HM Revenue and Customs. The total number of accountants
in the UK is 380,000. See Financial Reporting Council (2021), ‘Key Facts and Trends
in the UK Accounting Profession’, www.frc.org.uk/getattachment/e976ff38-3597-4779-
brg2-1be7day9dr75/FRC-Key-Facts-Trends-2021.pdf.

For estimates of billionaires’ carbon footprints, see R. Wilk and B. Barros (2021), ‘Private
Planes, Mansions and Superyachts: What Gives Billionaires like Musk and Abramovich
such a Massive Carbon Footprint’, The Conversation, 16 February, https:/theconversation
.com/private-planes-mansions-and-superyachts-what-gives-billionaires-like-musk-and-
abramovich-such-a-massive-carbon-footprint-152514. See also O. Lai (2021), ‘Billion-
aires’ Single Space Flight Produces a Lifetime’s Worth of Carbon Footprint: Report’, 15
December, https://earth.org/billionaires-single-space-flight-produces-a-lifetimes-worth-of-
carbon-footprint-report/.
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the application and open to widespread evasion. If it is wealth that is
the problem above a defined threshold, then a wealth tax is the obvious
path to take, supported by a serious inheritance tax. The key point here
is that modified basic income, and tax simplification, are not barriers
to addressing what might be called gross inequality. If the ultra-rich are
a threat to social capital, the answer is to address this group head on.
A flat-rate tax plus a wealth tax can be very different in social justice
terms from just a flat-rate tax.

From the 1980s onwards, several countries experimented with
radical simplification, and steps towards the flat-rate approach.” The
difficulties came both for the obvious political reasons and also because
none was radical enough, failing to fully integrate all the various other
dimensions of the tax system, notably capital gains tax, and to address
the problems of poverty discussed above. Ever since, layer upon layer
of complexity have been added back.

Even in the more radical version described above — a basic
income for those below a threshold and a flat-rate tax — some further
complexity is inevitable in practice. As with social tariffs, there are
people with specific individual needs who will require extra support.
There are special tax categories for people who live overseas. But the
important point is that basic income starts simple and allows some
limited complexities, whereas the existing social security system and
the tax regimes start very complicated, and tend to get increasingly
complex.*® All of these extra complexities to the flat-rate approach
already exist in current tax regimes, so the modified basic income pro-
posal does not make matters worse. Few argue that the complexity that
has been added to tax regimes in the last three decades has resulted in
a much more equal distribution and poverty has not gone away. The
evidence is unambiguously to the contrary. Complex tax regimes have
become ever more complicated, and the overall scale of inequality has
risen very sharply.

Even with the above modifications, questions remain about
the level of the basic income. How high should it be in order to

" In the 1980s, Chancellor Nigel Lawson developed a two-rate system for UK income tax,
at 20 per cent and 40 per cent with thresholds for each. The Czech Republic introduced a
flat-rate 15 per cent on gross income in 2008, but by 2013 a higher rate was added.

2° There are good political economy reasons for assuming that complexity grows once estab-
lished in public policy because of rent-seeking, lobbying and capture. See Helm, ‘Regula-
tory Reform, Capture, and the Regulatory Burden’. See also D. Ulph (2014), ‘UK Tax
System Complexity: Causes and Consequences’, Tax Journal, 17 December.
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abolish poverty (net of the system assets USOs)? How does it relate to
the capacity of the economy to pay and hence to a stable sustainable
economy?

Basic Income and National Dividends

A basic income is a special type of USO entitlement. It is a claim by
citizens on the sustainable economy and its transition to a sustainable
consumption path.

The capacity of an economy to support some or all of its citi-
zens depends on how well the economy is doing, and on consumption
not being allowed to outstrip that underlying performance. Borrow-
ing from the next generation to support current spending is ruled out.
The ultimate constraint is the maximum sustainable level of consump-
tion consistent with the requirement to ensure that systems are passed
down to the next generation in a properly maintained form. Given we
are living beyond our sustainable means, once pollution charges are
added, public goods are provided and assets properly maintained, and
the transition via decarbonisation is paid for, the impacts on the poor
are going to be considerable. There is no escaping the consequences
of living within our sustainable means. The events in energy and food
markets in 2022 and the associated ‘affordability crisis’ gave a taster of
how painful this could be.

In the debates of the 1930s, Lionel Robbins argued that unem-
ployment was high because workers demanded wages that failed to
reflect the destruction of capital in the First World War. They had, in
effect, not come to terms with the diminished circumstances caused by
the war, and the need to pay off the debts incurred. UK industry was,
in the 1920s and 1930s, uncompetitive; the UK could not pay its way
in the world, and the Gold Standard simply made this explicit, rather
than being the cause of the underlying problems.

What if this is true now? What if the UK is uncompetitive with
Chinese industry, German factories and US tech giants? What if the
things that the UK remains good at, like finance and professional ser-
vices, are a function of hysteresis, a legacy from the past that makes
switching elsewhere sticky? Now add in BREXIT, and the placing of
the UK’s service industries outside the EU and its single market, indeed
outside all the major trading blocs around the world. As the major
economies move away from open global trading (and especially the US
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and China, and the EU and China), where exactly will the ‘sovereign’
UK end up?

And what if the buying-off of recession across the UK, EU
member states, the US and China in 2000, 2007/8 and in 2020 through
monetary and fiscal stimuli has been an exercise in keeping the standard
of living artificially high globally, at the expense of the next generation
not just in the UK, but in all these countries? What if the coronavirus
pandemic and the lockdowns had real costs which have made us all
worse off? All may want a world-class and well-funded health service,
a major upgrade of education and the new social care systems, all free
of charge at the point of demand, but can we afford them with a bal-
anced budget on the current account after paying for capital mainte-
nance? Is not Robbins’s point again highly relevant?

It is not in the immediate interests of the current major benefi-
ciaries of the social security payments to argue for restraint, nor would
the poor want to limit basic income payments, since these are a pro-
portionately higher part of their total income. The poor currently have
no direct stake in the overall performance of the economy. An obvious
remedy is to give them a stake, in the form of a share in the national
dividend.*" This would be more like equity and come with the broader
equity incentives. It would be directly tied up with the national balance
sheet, and the delivery of the intergenerational requirements, net of
capital maintenance.

It could work as follows. The national balance sheet is estab-
lished as described in chapter 5. It has the assets on one side and the
liabilities on the other. The publicly owned assets, which make up
most of the national balance sheet, belong ultimately to citizens, as
ultimately do the system assets in the regulated utilities. But so too
does all the debt. The assets yield a return on the capital employed. The
debt interest is subtracted, to give a net return, and this could then be
distributed to all the citizens.

To make it simple, let’s assume that all the systems are in state
hands. The cost of capital would be passed through to the required
rate of return, which would reflect equity risk and therefore be above
the cost of government bonds.** Recall that when some of these assets

** For an early discussion on this, see “The National Dividend’, chapter 3 in Pigou, The Eco-
nomics of Welfare.

** For the nationalised industries, this was last formally described in the 1978 White Paper.
HM Treasury (1978), “The Nationalised Industries’, Cmnd. 7131, HM Treasury.
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were privatised, they were sold in return for a cash payment. To leave
citizens no worse off, this cash payment should have been added to
the balance sheet, most likely to pay down debt, and hence reduce the
liabilities side to balance the reduction on the assets side. Since the gov-
ernment of the day argued that privatised utilities would be more effi-
cient than nationalised ones, there should have been a premium paid.

If this dividend on the portfolio of assets on the balance sheet
is paid to all citizens, then this basic dividend takes up some of the role
of the modified basic income payments, and it is asset-related. Any gap
would be made up from tax revenues. The dividend might go up and
down according to how well the economy is doing net of capital main-
tenance and in particular how well the assets are performing. It would
be as if citizens had a portfolio of shares in all the utilities, public or
privately owned, the intellectual capital (Popper’s World 3 we met ear-
lier) and the natural environment. The dividend is the level of payment,
net of the requirement to maintain the assets intact.

The incentives on the system network utilities would be rather
different. Instead of the massive financial engineering (and massive is the
right word), gearing up the private balance sheets, the citizens’ dividend
would be net of the debt servicing costs on the national balance sheet.

It might be countered that these are mostly now purely private
businesses paid for by customer bills, not taxpayers. The response is
that this is a fiction: the assets, as represented by the regulatory asset
bases (RABs), are guaranteed by the regulator and hence ultimately
the state. The private utilities are running state-guaranteed assets. For
this reason, the RABs should be added back onto the national balance
sheet, thereby expanding the national dividend to include the cost of
capital of the RAB. The sustainable economy could be even more radi-
cal, and add back the electricity generation backed by state contracts in
its single-buyer model, which have RAB-like characteristics.??

Giving citizens equity in the core infrastructure systems could
go further, to include land, given agriculture is everywhere heavily
subsidised, and in effect farmers are in receipt of implicit state guar-
antees. The land has multiple uses, and citizens have a stake in this
because they pay not only for the subsidies, but also for the use values.
The UK planning system encourages land value uplift for develop-
ments, which could go to a land development tax, for example. Land

*3 New nuclear and now CCS projects are to have explicit RABs.
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is much more than a cultivated field: it is a vital national asset and a
natural capital one too. The national balance sheet might incorporate
not only the state’s directly owned land, of which there is lots, includ-
ing that belonging to the Ministry of Defence, but also rights over
notionally private land, including development rights. Interestingly,
it was land that provided the main item in William the Conqueror’s
Domesday Book.

Citizens’ Equity

The discussions of macroeconomics are in the main about debt,
money, credit and interest rates. They are rarely about equity, and yet
the concept of equity goes to the heart of the citizens’ model and the
sustainable economy. Equity is a stake in the assets and therefore in
the outcomes. It carries risks. It can go wrong. When governments pick
losers and pursue vanity projects, fail to properly conduct procurement
and waste resources, this is a loss not to ‘them’, but to all of us. Much
of the money spent in the pandemic on personal protective equipment
and track-and-trace was, for example, wasted, yet few seem to care
much about the consequences.

If citizens have a direct stake, they should care more, and
when it comes to elections, citizens as voters might be more willing to
demand that politicians and governments explain their stewardship of
the citizens’ assets. Citizens should be provided with evidence of that
stewardship, audited by institutions like the UK National Audit Office,
with an annual report on the national balance sheet and the manage-
ment’s performance. National accounts, on a sustainable basis, would
really matter; they would help to determine how much money was paid
out as the modified basic income. Government failures would reduce
the basic income. That would sharpen up political debate and account-
ability, especially if debt was not an option to cover up the mistakes.

The stewardship concept goes deeper. The government is a
steward because the balance sheet is open-ended. These are mainly
assets-in-perpetuity, in the current generation’s custody for all future
generations. The national accounts are a report on how well current
politicians are doing in meeting their duty to ensure that these assets
are maintained, and that the next generation is on course to inherit a
set of assets at least as good as the current one, and hence meet the first
principle of the sustainable economy.
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Equity further breaks the link between social security and
wages. It is a return on capital separate from the return on labour, and
becomes ever more relevant as digitalisation cuts into labour. There
will still need to be top-ups to basic income to relieve poverty, taken
directly from taxation revenues. The return on capital assets is the citi-
zen’s stake in the economy; the return on labour is the income from
individual effort. Basic income is calculated as the return on citizens’
equity plus a tax-derived top-up.

This equity approach would have a big impact on corporate
governance, noticeably on the systems that have been privatised. The
board of a water company would report to citizens as well as private
shareholders and debt-owners. There would be less scope for paying
themselves supernormal salaries. The citizens are unlikely to see the
merit of paying an annual remuneration of £3 million to a chief execu-
tive officer, especially where there are manifest management failures.
This could be further reinforced if, in these privatised utilities, citizens
had a right to sack the managers and impose more reasonable execu-
tive pay.** In effect, utilities would return to being more like public
corporations.

Citizens’ Debt and Liabilities

The concept of citizens having a direct stake in the national balance
sheet has one implication that might make for a reluctance to go down
this path. Having a stake in the assets and a return on them provides
for a positive payment. But having a stake in the debt imposes the
opposite. It is a liability, and hence a responsibility, of current citizens
and not just a debt passed on to the next generation when the debt
is incurred to prop up current spending, not asset enhancements and
investments. The liabilities side of the balance sheet is piling up, with-
out corresponding assets on the other.

In a business, borrowing to cover current costs would point
towards bankruptcy. The accountant would ask for a guarantee from
the business owners that they can and will meet the debts. It would
have to be an equity injection. In the stewardship model where citizens

>4 This is not the same as proposals to widen the duties of directors, as per some stakeholder
capitalism models, as proposed, for example, by Professor Colin Mayer (see C. Mayer
(2019), Prosperity: Better Business Makes the Greater Good, Oxford: Oxford University
Press). It is a reporting function to the ultimate shareholders, the citizens.
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have a direct stake, the accounting call is for them to make good on
these debts being incurred for current consumption. It would be analo-
gous to Keynes’s proposal for a capital levy after the Second World
War to pay for some of the war costs incurred.*’

What is now in fact by default going on is that the guarantee
is being provided by the future citizens. The implication is that, once
intergenerational accounting is brought into play and the constraint
on the national balance sheet is applied, the next generation will
inherit a set of assets at least as good as those the current generation
inherited. The debt finance of current spending would be replaced by
a pay-as-you-go mechanism. Current citizens would have to pay for
the increased current spending. That part of the debt which represents
genuine enhancements, after capital maintenance and remedial invest-
ment, would be the only debt assigned as a liability to future citizens.

Debt for current spending, including capital maintenance, is,
in effect, a negative USO. This debt is a liability shared by all citizens.
It lowers their expected future income stream, and/or those of the next
generation, and hence their standard of living. The national balance
sheet lays bare what is really going on, and the extent to which the
current generation is living beyond its means, at least in respect of the
state’s assets and liabilities. Balancing the books becomes a binding
constraint if the economy is to be sustained, and if it is not, there will
be a day of reckoning as and when it is not sustained. In the context
of the very large deficit spending during the pandemic, this liability
has shot up. We are worse off: the citizens’ equity concept makes this
explicit. We are back to the Robbins point above.

What, then, about the case for unbalanced books, made in par-
ticular by Keynesians we met earlier? This does not apply to good invest-
ments: they add assets on one side of the balance sheet against the cost
of financing them on the other. No problem here as long as they really
are good investments and as long as there are sufficient savings for the
investments. The issue comes when Keynesians advocate increased cur-
rent spending backed by debt (and, as recently, the debt backed by QE).
Recall the Keynesian argument is that the spending will pay for itself
since the unemployed will be employed, and the multiplier will work its
magic. The extra current expenditure will boost effective demand, lead-
ing to cumulative growth and will therefore be self-financing.

*5 Keynes, How to Pay for the War.
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But recall too that the rationale for the Keynesian medicine to
restore full employment is that there are inflexible labour markets, and
money wages are given. In the basic income/citizens equity model, the
wages can be flexible and all unemployment is voluntary. The separa-
tion of the relief of poverty from the determination of wages should
solve the problem. The reason why it might not is market power in the
labour market, and the actions of trades unions. But it is also possible
that monopoly market power may be applied on the producer side,
keeping output below the competitive level. It may be that the prices
in the market economy do not reflect all the costs. The citizens’ USOs
plus modified basic income can solve poverty, but the economy may
not necessarily be efficient. For this, the prices have to be ‘right’, which
in turn involves the state setting the rules — the market constitution —
to ensure that market failures do not distort the outcomes. Citizens’
USOs, the national dividend and basic income need an institutional
scaffolding. This has two parts: in the regulation of the systems and in
the constitution.
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