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Abstract 

Universal basic income (UBI) has emerged as a hotly debated policy proposal around the world, and there have been 
calls for UBI to replace the heavily scrutinized welfare system in the United States. In this paper, I use the general 

equilibrium model to explain how data from developing nations demonstrate the great potential of UBI in the United 
States. Studies find that UBI removes the work disincentive effect caused by means-tested welfare, encourages people 

to accumulate assets, and provides significant benefits for children. Furthermore, I refute the critics of UBI who 

disparage it on the basis of cost and temptation goods. I conclude that UBI is the optimal replacement to means-tested 
welfare because not only does it benefit individuals by lifting them out of poverty, but it also leads to positive 

macroeconomic results. 
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1. Introduction 
 

The current welfare system in America is extremely expensive and ineffective. It has been more than 50 years since 

former president Lyndon B. Johnson introduced his Great Society programs to improve social welfare and America has 

spent trillions of dollars in an attempt to benefit those who are most vulnerable in society. Despite these efforts to help 

those who are disadvantaged, the poverty rate has increased by two percent since these programs were introduced and 

40.6 million Americans were still below the poverty line in 2016 (Woodhill 2014 and Semega et. al 2017). 

Furthermore, there is still a huge racial disparity in poverty as blacks and hispanics account for 44% of those living 

below the poverty line despite them only comprising 25% of the US population (Burton et. al 2017). There are a few 

explanations for these phenomena. One important explanation is the welfare cliff, which takes away all benefits if 

recipients reach a certain level in income. This heavily disincentivizes work because recipients are essentially 

“punished” for working as they lose all their welfare benefits. As a result, people are trapped in poverty (Butcher 2017). 

Another factor for this continued level of high poverty is the stigma and shame that is inherently attached to means-

tested welfare programs. Critically, this stigma has significantly decreased participation in various types of programs 

such as SNAP and Medicaid. Studies have shown that people may receive the welfare check but refrain from using 

them due to the shame factor (Stuber and Schelsinger 2006). The current welfare state does the opposite of what it 

sought to accomplish and needs to be reformed completely. 

UBI, or universal basic income, is a proposed public policy that would replace the current welfare system and that 

could lift millions of Americans from poverty. The essence of UBI is simply a guaranteed and unconditional cash 

transfer that will be provided to all US citizens. For instance, former presidential candidate Andrew Yang’s campaign 

featured a Freedom Dividend of $1,000 per month (Clifford 2019). UBI has the potential to alleviate poverty in the 

United States for a couple reasons. First, UBI has no means tests, meaning it automatically removes the restrictions that 

the current welfare system places on recipients and gets rid of the work disincentive. Second, UBI is universal, 

meaning recipients would not be ashamed of using the transfer. Third, UBI would incentivize people to acquire and 

save durable assets because it does not impose a limit on assets; this further reduces cyclical poverty, particularly for 

the recipients’ children. Multiple studies that explore the long-term effects of UBI in developing countries and show 

that such strategies are effective in those contexts. However, the long-term effects of UBI in developed countries like 

the U.S. have not been explored. 

In this paper, I fill this gap by exploring the potential long-term effects of UBI in the US. In the remainder of this paper, 

I use the general dynamic model as my theoretical approach to analyze the problems with current means tested welfare 

programs, such as the welfare cliff, asset tests, and their work disincentives. The general dynamic model will also be 

used to lay out the positive impacts of UBI for individual recipients and the implications for households. Specifically, I 
discuss UBI’s effect on work incentives, its long term economic impacts, and its overall effectiveness on poverty 

reduction. Ultimately, I address the critics of UBI, refuting the arguments of high cost and consumption of temptation 

goods. Overall, through lifting restrictions, reducing bureaucracy, and removing stigma, UBI not only lifts people out 

of poverty but also benefits the economy. 
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2. Theoretical Approach 

The general equilibrium theory will guide this work. The general equilibrium model assumes that people behave 

rationally and consistently regardless of factors such as wealth. Moreover, all humans behave based on a pleasure-pain 

calculus as explained by Bentham, taking a utilitarian approach and doing cost-benefit analyses before acting. For 

instance, if a person passes up a profitable opportunity, the general equilibrium theory would explain the phenomenon 

by claiming that other financial/non-financial costs must have outweighed the potential benefits. The general 

equilibrium model puts personal and organizational utility at the center of its predictions (Becker 1976). In this paper, I 

use the basic cost-benefit analyses involved in the general equilibrium model to explain the failure of the welfare 

system in the US and the positive results of UBI in developing nations. 

I use the general equilibrium theory for two reasons. First, the general equilibrium theory has been historically used to 

analyze social welfare programs in developed nations (see Peterman and Sommer 2019, Boeters et al. 2006, and 

Attanasio et al. 2010 as examples). In fact, the general equilibrium model has already been used to quantify the 

potential effects of UBI, discussing its cost and its macroeconomic impacts on the US economy (Wharton 2018). The 

general equilibrium theory is still the most prevalent model to analyze welfare programs because it provides the most 

holistic analysis and includes non market factors (Klaiber and Smith 2010). In fact, it is not just limited to market prices 

and material goods; the general equilibrium model can be applied to all human behavior (Becker 1976). Second, results 

from developing nations where UBI has been implemented support the underlying ideas ofthe general equilibrium 

model; people have been shown to be maximizing benefits through working and acquiring more assets when there are 

no costs involved. 

3. State of the Current Means Tested Welfare System 

Means tested welfare (thereafter referred to as MTW) programs in the United States are programs that distribute 

resources to people below a certain income level, with the aim of lifting these people out of poverty and providing them 

with sufficient financial resources to meet basic needs. The most notable MTW programs include the Supplemental 

Nutrition Assistance Program, (SNAP), Medicaid, and Section 8 housing vouchers (Rector 2012). Overall, the federal 

and state governments spent around 1.1 trillion dollars on MTW in fiscal year 2016 (Rector and Menon 2018). 

However, despite the intentions of these programs to alleviate poverty, MTW has not truly benefited the most 

vulnerable people in society (i.e. the poor) and is desperately in need of reform. In reality, the implementation of such 

welfare programs have only exacerbated poverty in the United States by pushing more people under the poverty line. A 

multitude of factors contribute to the failure of MTW, with the most prominent ones being the welfare cliff, asset tests, 

stigma, and bureaucracy. 

4. Problems with Means Tested Welfare 

4.1 Welfare Cliff 

The welfare cliff describes the phenomenon in which welfare benefits phase out as income rises above the poverty line. 

In fact, the welfare cliff is so severe that in some situations, an additional one dollar earned could lead to a 50% 

reduction in welfare benefits (US Senate 2012). This issue is also specific to MTW because MTW, by nature, is only 

distributed to people below a certain income (i.e. the poverty line). As a result, individuals rising out of poverty face an 

average marginal tax rate of 32% (Butcher 2017). This essentially means that as these individuals’ earnings exceed the 

poverty line, there is a 32% tax on every additional dollar they make despite the actual tax bracket imposing much 

lower rates on these individuals. 

Problematically, the high marginal tax rate has a strong work disincentive. Specifically, individuals may not work to 

ensure that they retain the benefits because higher earnings inherently disqualifies them from benefits (Banerjee et. al 

2016). Empirical evidence quantifies the strong work disincentive associated with the welfare cliff, as welfare 

recipients work 50% less hours than non-recipients on average, a startling number (Moffitt 1983). 

The general equilibrium model explains this work disincentive effect. Recipients perceive their extra work as worthless 

because as they rise out of poverty, they encounter an extremely high marginal tax rate at 32%. In turn, after doing a 

basic cost-benefit analysis, these recipients are content with the current benefits since they do not gain much through 

doing extra work.  
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Logically, if the government is “punishing” people for working by taking away their welfare benefits, the vast majority 

of individuals will choose to receive welfare benefits for free as opposed to having most of their income taken away 

when they do extra work. The strong work disincentive also explains why a significant number of individuals fall back 

into poverty shortly after rising slightly above the poverty line. People do not have the incentive to work and hence 

their income will naturally decrease gradually. In fact, two thirds of those who escaped poverty fall back into poverty 

within a span of five years (McKernan et. al 2009). This data shows how means tested welfare leads to more poverty 

because it disincentivizes individuals from working hard, pushing their incomes below the poverty line continuously. 

4.2 Asset Tests 

Asset tests are a way of means-testing individuals. They impose limits on the amount of liquid (i.e. cash) and non-

liquid (e.g. cars, houses, etc.) assets that a family can own in order to still receive welfare. In fact, the average asset 

limit for MTW programs is $2,000 (Vallas 2014). This means that if a family’s savings and other assets exceed $2,000, 

they instantly lose all their welfare benefits in a complete phase out (similar to the welfare cliff). However, it is 

important to note that asset tests have been eliminated in many states and they only remain in 12 states (Dorfman 

2016). 

Asset tests are problematic because welfare recipients would rather retain the benefits than accumulate assets and lose 

all the welfare checks that they receive. As a consequence, 40% of households on welfare are liquid asset poor, 

meaning they do not even have enough money to sustain themselves for three months at the poverty level (NLIHC 

2019). The general equilibrium model explains this phenomenon once again because families experience a tradeoff; 

they have to pick between accumulating assets or receiving welfare. Unfortunately, many pick the latter because they 

fear that losing welfare, a guaranteed benefit, will be detrimental to their lives. 

Tragically, the decisions of these poor households to not accumulate assets adversely affect their children as well. The 

owning of and passing down of assets are crucial in ending intergenerational poverty. Without the accumulation of 

liquid and non-liquid assets, the children living with parents on welfare are also likely to be trapped in cyclical poverty. 

This is because when the parents are without assets, they cannot invest in valuable areas such as health and education, 

meaning their children do not even have the opportunity to achieve social mobility (Bird 2007). Although asset tests 

have been eliminated in most states, the existence of asset tests in these 12 states still trap millions of welfare recipients 

and their children in poverty because they are essentially punished if they accumulate liquid and non-liquid assets. 

4.3 Stigma and Bureaucracy 

Stigma and bureaucracy are two other critical factors that contribute to the overall failure in the welfare system. Stigma 

is inherently attached to MTW because it is only distributed to those below the poverty line and causes recipients to 

feel shame. In turn, stigma has historically discouraged participation in various types of MTW programs such as SNAP 

and Medicaid (Stuber and Schelsinger 2006). Bureaucracy is also present in MTW and it is very difficult to gain access 

to/use these welfare benefits in the first place. Overall, ¼ of those in poverty (13 million total) do not have access to 

any type of government assistance programs (Minton and Giannarelli 2019). As a result of stigma and bureaucracy, 

50% of households eligible for SNAP did not participate in the program (Manchester and Mumford 2012). It is clear 

that stigma (psychological cost) and bureaucracy (time cost) account for the significantly decreased participation in 

welfare programs. The general dynamic model once again explains this phenomenon because (a) the recipients are 

sacrificing the profitable opportunity (i.e. welfare benefits) in order to avoid psychological costs (i.e. embarrassment), 

and (b) the recipients prefer to not receive the benefits due to the time costs (e.g. filling out long registration forms, 

traveling to government offices, hassle incurred when paying with welfare checks, etc.). 

5. UBI’s Potential Benefits 

5.1 Overview 

Due to the numerous problems associated with MTW, UBI has been proposed to replace the current welfare system and 

provide a much better social safety net for the poor. UBI has been endorsed by a lot of public figures, including 

renowned economist Milton Friedman, civil rights activist Martin Luther King Jr., technological mogul Elon Musk, and 

former presidential candidate Andrew Yang. UBI’s universality differentiates itself from prior welfare programs in a 

couple ways. First, everyone receives it regardless of income/assets which eliminates the problems associated with 

means-tests. Second, its universality should theoretically remove the bureaucracy that makes it difficult to access 

MTW; the administrative costs should be relatively low because UBI will be administered to all US citizens. Overall, 

UBI is supposed to remove the restrictions attached to MTW. 
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5.2 Work Incentive 

Past studies demonstrate that UBI does not have the same work disincentive effect that is inflicted by MTW when UBI 

replaces MTW. Most pilot studies, from developing and developed nations such as South Africa and Finland, find that 

UBI has no statistically significant effect on the labor supply, meaning it successfully removes the work disincentive 

effect caused by MTW (Posel et. al 2006, Banerjee et. al 2015, Marinescu 2018, and Kangas et. al 2019). In fact, a 

study done in South Africa found that cash transfers increased employment because the extra money created more 

flexibility, allowing individuals to migrate elsewhere and look for better paying jobs (Ardington et. al 2007). 

The general equilibrium model supports this removal of the work disincentive effect with UBI; individuals no longer 

experience a tradeoff in which they have to choose between working while losing all benefits or retaining benefits 

without working. Because UBI is distributed to all US citizens regardless of their wealth, individuals can be assured 

that even if they earn income, they will still receive the monthly $1,000. Thus, individuals will be theoretically 

encouraged to work because any additional income they earn is now coupled with the unconditional $1,000 that they 

are guaranteed each month. With the implementation of UBI, individuals receive the transfer unconditionally, meaning 

they do not have to worry about being booted off the existing social safety net anymore (Banerjee et. al 2015). They 

can work their way up the economic ladder, earning more and more income while being assured that the government 

will provide them with additional money which further raises their standard of living. Although developing nations 

have differently structured economies compared to the US, rational individuals will make the same decisions; they all 

have the incentive of making life better for themselves and their families, thus they will be incentivized to work the 

same amount/more. This stands in stark contrast to the work disincentive embedded in MTW. For these reasons, it can 

be theorized that the same successful results from developing nations will be achieved in the US. 

Despite the Alaska pilot study, the only large-scale UBI experiment done here in the US, finding that there was a slight 

decrease in working hours, the World Bank’s meta-analysis explains that the Alaska findings are relatively inaccurate 

and not representative of the effects of UBI for two reasons (Jones and Marinescu 2018 and Gentilini et. al 2020). First, 

the findings done by Jones and Marinescu 2018 only discuss how part time work has increased by 2%; studies of the 

Alaskan Permanent Dividend still find that the transfer removes the work disincentive effect caused by MTW since 

there was “no reduction on time spent in paid employment and no impact on early retirement”. In fact, the aggregate 

labor force participation in Alaska continues to trend upwards. Second, the World Bank states that the program in 

Alaska had an extremely low value (around $1,000 per year). This is critical because the low value of the transfer did 

not provide a strong incentive to individuals. (Gentilini et. al 2020). Therefore, for these two reasons, the pilot 

experiment of UBI in Alaska cannot be relied upon as an accurate evaluation of UBI’s work incentive effects. Evidence 

from the developing world still overwhelmingly demonstrates how UBI will remove the work disincentive effect 

caused by MTW. 

5.3 Assets 

Past studies support the idea that UBI would incentivize people to save assets. Studies done in developing nations such 

as Kenya find that with the distribution of UBI, expenditure on durable (non-liquid) assets increased by 23% (Egger et. 

al 2019). This meant individuals invested in assets such as livestock and electronics that could benefit them in the 

future. Furthermore, individuals had much more savings and liquid assets on balance after receiving the unconditional 

cash transfer (Haushofer and Shapiro 2016). 

Under the general equilibrium model, individuals will be incentivized to accumulate assets with UBI; once again, they 

are no longer punished with losing all welfare benefits if they decide to keep assets. Even if individuals save up a large 

amount of liquid or non-liquid assets, they still qualify for UBI due to its universality. In turn, individuals should have 

the incentive to accumulate assets because this benefits them and their children. Not only is this phenomenon observed 

in developing nations, but empirical evidence from the US itself shows that it has already worked in practice. When 

asset limits for MTW are relaxed, the median value of liquid assets for recipients doubles (Ratcliffe et. al 2016). This 

evidence clearly demonstrates that the poor have an incentive to save once they are no longer punished for doing so. 

5.4 Effect on Poverty  

Results from UBI experiments demonstrate how UBI is able to alleviate poverty in two main ways. First, due the 

removal of the work disincentive, there is a significant increase in income (without taking the UBI into consideration). 

Specifically, the revenue for enterprises in experimental villages increased by 45%, which translated into a 60% 

increase in income for the recipients (Egger et. al 2019). The general equilibrium model accounts for this phenomenon.  
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Because these experiments removed the welfare cliff, recipients were able to capitalize on the opportunity and 

maximize their profits economically. For instance, the guaranteed basic income served as a safety net for recipients to 

fall back on. This likely increased innovation in small businesses because individuals had more flexibility with their 

finances. As a result, recipients were able to make more revenue from their enterprises and earn higher incomes. 

Second, another important impact of UBI is its ability to solve intergenerational poverty in children. A study in Uganda 

found that youths who received unconditional cash transfers earned 41% more on average compared to youths who did 

not receive these transfers (Blattman et. al 2013). This is crucial as child poverty is extremely problematic in the United 

States. One in five children are living in poverty and UBI could lift them out of poverty by providing their parents with 

the ability to invest in their children’s future (Dreyer et. al 2016). People are incentivized to accumulate assets under a 

UBI. The saving of liquid and non-liquid assets are crucial for ending cyclical poverty because asset poverty has 

significant impacts on the children of these households.  

It is extremely necessary for families to accumulate assets in order to prevent intergenerational poverty in their 

children, as chronically poor people had significantly less assets compared to those who are never poor (Bird 2007). 

When families are endowed with more assets, they are more likely to invest in their children’s health and education, 

improving their outcomes in the future. Additionally, through passing down their assets, families further benefit their 

children and prevent them from falling into the poverty trap. In practice, the UBI experiment allowed families to save 

more assets which benefited their children in the future, as youths also earned more. 

UBI has the potential to accomplish the same in the United States. Rational individuals in the developing world and the 

US all want to maximize their interests so they will attempt to earn more income. Individuals also are concerned about 

their children’s future, meaning they will be likely to invest in important areas such as health and education with the 

extra income. 

6. Critiques 

6.1 Temptation Goods 

The notion that UBI will cause a significant number of recipients to purchase temptation goods such as alcohol, 

tobacco, and illicit drugs is inaccurate for two reasons. First, under the general equilibrium model, rational individuals 

will perform cost-benefit analyses in order to maximize benefits. In turn, individuals theoretically would not engage in 

such behavior (e.g. drug use) that (a) harms their well-being, and (b) reduces their economic profits. In fact, a study on 

cash transfers confirms that families spend little to none on vices while spending much of the money on nutritious food 

and a World Bank meta-analysis which uses 44 estimates from 19 countries finds that without exception, the cash 

transfers had no impact on expenditures on temptation goods (Cunha et. al 2011 and Evans and Popova 2014). One 

study even explains that these cash transfers decrease drug and alcohol use especially among the most disadvantaged 

people (Marinescu 2018). 

Second, drug addicts are irrational individuals who do not consider pragmatic consequences (i.e. the adverse health 

effects of drugs and alcohol). This means that drug addicts will find ways to purchase temptation goods regardless of 

government policies (e.g. MTW, UBI, etc.). This cannot be accounted for by UBI because this consequence is not 

specific to UBI. Plus, the empirical evidence discussed in the previous paragraph clearly demonstrates that UBI does 

not create an unique incentive for people to purchase temptation goods. UBI will not cause recipients to buy temptation 

goods because those who are rational will spend it wisely while the irrational individuals will always purchase 

temptation goods with or without UBI. 

6.2 Cost 

Most studies put the cost of UBI at over $3 trillion per year (Greenstein 2019).In reality, UBI will not cost this much 

and it will not be extremely difficult to fund it. The overarching concern that UBI will have a massive cost due to the 

size of the program is invalid for two reasons.First, the cost is highly inflated. Most studies that conclude UBI will cost 

over $3 trillion dollars only calculated the raw cost by multiplying the number of Americans by $12,000. On the 

contrary, they do not take into account the benefits that UBI will bring to the US economy and do not take into account 

the increase in tax revenue that will inevitably occur once people are lifted out of poverty and earn much higher 

incomes. Moreover, a simple example illustrates why the gross cost is highly inflated. Let’s picture three recipients of 

UBI. Two of them are currently paying taxes while the third does not. The two that pay taxes contribute to the funding 

of the UBI while only the third person is a “net” beneficiary since the former two would essentially be paying 

themselves.  
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In this scenario, the cost of UBI would be off by a factor of three because only one in three people is net benefiting off 

UBI. For these reasons, a holistic analysis of UBI finds that the net cost of a $1,000 UBI would only be $539 billion, or 

25% of current welfare spending (Widerquist 2017). 

Second, even if UBI costs slightly more than $539 billion, there are a multitude of viable funding mechanisms to 

support its cost. The most viable way to fund UBI is to use current MTW spending. Since UBI will likely serve as the 

replacement to MTW, it is logical to assume that current MTW spending will be reserved for UBI. In turn, a large sum 

of money can be reallocated for UBI, as the MTW system costs $1.1 trillion and 10% is lost in bureaucratic 

administrative costs (Rector and Menon 2018). Although $1.1 trillion should be plentiful to fund UBI, another way to 

fund UBI is using a proposed carbon tax, which is extremely relevant especially with the threat of climate change. A 

proposal of $36 per metric ton of carbon would raise over $190 billion annually for UBI (Fleischer and Hemel 2019) 

There are a variety of other funding mechanisms as well, including a 10% VAT (valued added tax), wealth tax, and an 

increase in income tax (Kearney and Mogstad 2019). The cost of UBI is not very expensive compared to our current 

welfare system and it will be relatively easy to fund. 

7. Discussion 

So far, only the effects of UBI on the individual/household level have been highlighted. Studies from developing 

nations show that UBI has a positive effect on the macroeconomic level (i.e. the economy) as well. In fact, the study 

done in Kenya found that UBI stimulated economic growth in the local economy, producing a fiscal multiplier of 2.6 

which is larger than the one in the US. This means that every $1.00 injected into the economy becomes $2.60 in return. 

In addition, the increase in revenue for local enterprises led to a positive spillover effect for the control villages, 

increasing their incomes as well by 50%. More importantly, this economic growth does not lead to rampant inflation, as 

prices only went up by 0.1% (Egger et. al 2019). 

Additionally, UBI could also benefit those in poverty tremendously through encouraging universal banking. Nearly 

25% of all Americans are unbanked or underbanked, meaning they either do not have a bank account or do not use their 

bank accounts for financial transfers (FDIC 2017). This is highly problematic because these Americans are forced to 

resort to fringe lenders, or “loan sharks”. In fact, more than 10 million Americans have to borrow from these shady 

lenders each year (Skiba and Tobacman 2019). Critically, the lack of banking is why millions of Americans are trapped 

in poverty. These payday lenders incur interest rates at 400% on average, forcing low income families to spend 40% of 

their money paying off these debts and trapping them in poverty (Skiba and Tobacman 2019 and Timmers 2019). 

Conversely, UBI would promote universal banking in two ways. First is that it is easiest for the federal government to 

deliver the UBI through bank accounts (Klapper 2017). Second is that UBI will create a stable form of collateral, which 

would encourage banks to move into poor communities and provide low-income families with banking (Lavinas 2019 

and Wykstras 2019). This is crucial as it would finally drive out payday lending and end chronic debts for these poor 

families. 

8. Conclusion 

Poverty in the United States is systemic and cyclical, with generations of people born into poverty and unable to escape 

it. In fact, since 1970, 75% of high poverty neighborhoods were still trapped in poverty by 2010 (Cortright and 

Mahmoudi 2014). The current MTW system clearly has not done enough to alleviate poverty and allow these people to 

move up the economic ladder, as the poverty rate has only seen an increase of two percent since the introduction of 

these programs intended to help the poor (Woodhill 2014). 

Conversely, the success of UBI in developing nations provides some insight into what the federal government can do to 

emulate the same progress being made in these countries. UBI has been shown to remove the work disincentive, 

incentivize people to accumulate assets, and lift people out of poverty by increasing their income. It is important to note 

that the purpose of UBI itself is not for individuals to live off of it; it is supposed to assist individuals to pursue a better 

life and attain social mobility. 

Evidence from developing nations overwhelmingly demonstrates UBI’s ability to solve the problems created by the 

current welfare system. Whereas the MTW system creates work disincentives through welfare cliffs and unfairly high 

marginal tax rates, UBI removes this work disincentive and is supported by empirical evidence. Whereas the MTW 
system perpetuates poverty by punishing individuals for saving assets, UBI encourages the accumulation of liquid and 

non-liquid assets, lifting families out of poverty and benefiting their children in the future. UBI also removes stigma 

with its universality and significantly reduces bureaucracy by removing the vast majority of administrative costs 

(Colombino 2019). 
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Although critics of UBI disparage the proposal based on temptation goods spending and cost, both these concerns have 

been refuted in this paper. There will not be an increase in temptation goods spending due to UBI because (a) empirical 

evidence support the theory that almost all households are rational and will not spend on alcohol/drugs, and (b) people 

who consume temptation goods (e.g. drug addicts) are irrational and will find ways to purchase these temptation goods 

with or without the existence of UBI. The cost of UBI also should not cause any worries because (a) the raw cost is 

highly inflated while the more accurate estimate only costs a quarter of current welfare spending, and (b) there are 

many viable funding mechanisms to support a UBI if its cost is slightly more expensive. Therefore, UBI theoretically is 

the best replacement to the current MTW system. 

9. Limitations 

There are two main limitations in this paper. First, the vast majority of the UBI experiments were done in developing 

nations, which primarily have agrarian economies compared to the US’s service-sector based economy (Egger et. al 

2019, Haushofer and Shapiro 2016, and Blattman et. al 2013). Although the general equilibrium theory states that 

people should all act consistently as long as they are rational, institutions (e.g. the structure of the economy) still affect 

the decision making of individuals. Thus, we cannot assume that the benefits of UBI in developing nations will 100% 

translate if it gets introduced to the US simply because of the vast difference in the economies.  

Although there have been pilot experiments done in Alaska and Stockton, more empirical evidence from US pilot 

experiments should offer us more insight into what UBI’s actual effects would be in the United States. These 

experiments, however, should emulate the size and value of actual UBI proposals in order for the results to be 

representative of the potential of UBI. This has already been discussed in the World Bank analysis, which points out 

the main problem with the Alaska experiment to be the extremely low transfer value. 

Second, I did not collect data or use primary data analysis; I only compiled past literature and derived my findings from 

them. I will aim to conduct a first-hand study next time in order to produce more accurate results. Future research in the 

United States may want to look like this. The UBI experiment will be conducted in the US as a nationwide study. I will 

control for demographic factors that may inadvertently affect people’s income/spending behavior such as ethnicity, sex, 

age, etc. Furthermore I will create two treatment groups: people on MTW and people in the middle class. Last, in the 

experiment, each recipient will receive $1,000 on a monthly basis for a year and I will record certain data. 

After the experiments are conducted, the results will be analyzed with a combination of descriptive statistics and 

longitudinal regression models. I would then focus on two aspects of the findings. One is that I will look at how the 

incomes for the treatment groups changed after the administering of the unconditional payment. I would expect the 

income for people who originally were on welfare to increase significantly because UBI removes the work disincentive 

caused by MTW. I would also expect the income for middle class people to stay at the same level as a UBI would not 

have much effect on them. 

Two is that I would analyze how expenditures for people on welfare differed before the transfer and after the transfer. 

This would help clarify two major arguments on the issue of UBI. First, it would demonstrate whether people actually 

invested in durable assets (similar to developing nations) and whether people spent more on health and education to 

improve the outcomes of their children. Second, it would show if people spent the transfer on temptation goods and 

simply wasted the money. I would also expect expenditures to not fluctuate significantly for middle class people 

because they probably have already invested in the key areas of health and education. Overall, these data would create 

confidence in policymakers for UBI. 
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