
CSRM RESEARCH NOTE 
NO. 2/2018

Research Note: Modelling a Basic Income 
for Australia – simple example of a universal 

pension funded by increased personal 
income taxation 

Associate Professor Ben Phillips

ANU Centre for Social Research and Methods 

April 2018



ANU Calculation of Living Standards and Cost of Living in Australia 

 

The Australian National University | 2 
 

 

 

 

 

Contents 
Associate Professor Ben Phillips ........................................................................................................ 1 

ANU Centre for Social Research and Methods .................................................................................. 1 

Introduction .................................................................................................................................... 3 

Methodology .................................................................................................................................. 3 

Results ............................................................................................................................................. 4 

Conclusion ...................................................................................................................................... 5 

 

 

  

 

 

  



ANU Calculation of Living Standards and Cost of Living in Australia 

 

The Australian National University | 3 
 

Introduction  
On the 3rd of April 2018 Greens leader Richard Di Natale announced a universal basic income    

policy for Australia. The Greens did not provide any policy detail regarding the form the basic income 

would take, however they did suggest a relatively generous scheme of between ‘$20,000 and 

$40,000 year’ would be necessary to ensure adequacy. 

In response to this announcement The Australian newspaper requested modelling details for one 

form of policy here in Australia. This policy would effectively provide a universal payment to all 

adults equal to the age pension. To fund the policy there would be an offsetting increase to personal 

income taxation. This is a short note on the methodology and results of one potential basic income 

proposal.  

In this proposal all adults receive the age pension of $23,000 for singles or $17,400 for each member 

of a couple. Children under the age of 16 receive a maximum rate of family tax benefit part A 

($5500). All other elements of the social security system are removed with the exception of child 

care payments. To fund the significant increase in government spending personal income taxation is 

increased by 33 percentage points such that from the first dollar of private income persons are taxed 

at 33 per cent. The tax system remains progressive with the top tax rate increased to 78 per cent. 

There is no Medicare Levy.  

This represents only one of many possible forms for a basic income for Australia. There are also 

many other ways of funding such a basic income such as wealth taxes or the GST. The generosity of 

basic income can also vary greatly between alternative schemes. A broader piece of research is 

currently being undertaken jointly by the ANU Centre for Social Research and Methods and the 

ANU’s Tax and Transfer Policy Institute. This research will offer a more comprehensive range of basic 

income proposals than that modelled in this research note. 

A basic income as presented here represents a significant reform which completely alters the 

current system of payments in Australia for welfare. This paper does not attempt to explain the 

different approaches nor does it suggest that this proposal is an appropriate welfare system for 

Australia. This paper simply sets out the method and results from one potential approach to develop 

a universal basic income for Australia.  

Methodology 
 

The approach adopted in this paper is to use the ANU PolicyMod model of the Australian tax and 

transfer system. This model is based on an ABS income survey for 2013-14 and has been adjusted to 

better reflect the population of 2017/18 using a range of administration data and official statistics. 

The model simulates the current policy settings of most of the tax and transfer system in Australia. 

In this paper we simulate an alternative policy world of a UBI. By simulating both the existing policy 

of taxes, pensions and allowances and the alternative policy of a UBI we can estimate the overall 

fiscal impacts of a change in policy and the impact on different household types.  

The model does not attempt to impose or estimate any behavioural change on persons as a result of 

policy change. It should be expected that a UBI would have considerable behavioural consequences 

as there are significant winners and losers and altered incentives which would likely invoke people to 

alter their work and saving decisions. 
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Results 
Implementing a basic income for all Australians involves a significant increase in government welfare 

payments in PolicyMod from $123 billion in 2017-18 to $378 billion – an increase of $253 billion. To 

ensure a balanced budget in this scenario we increase personal income tax rates by 33 percentage 

points. We also remove the Medicare Levy and all tax offsets. The first marginal tax rate, from the 

first dollar earned of private income is 33 per cent and the top marginal tax rate increases to 78 per 

cent.  

 

Table 1 Average Change in Disposable Income – Family type by Income Quintile. Households. 

 
 
The basic income policy has dramatic distributional impacts on households. The table above shows 
that low income households would be significantly better off with an average increase in disposable 
income of more than $12,000 each year. The highest income group would be much worse off at 
nearly $34,000 a year. As single parents are mostly low income families they are on average better 
off by over $8,000 per year. Couples with children, who tend to be higher income families will on 
average be worse off. The overall position of lone persons and couples only is not greatly changed. 
When viewed through the income distribution all family types have very different financial positions 
with low income families doing much better than high income families. 
 
The gini coefficient is significantly reduced under Basic Income. The gini reduces to 0.27 from a 
current level in PolicyMod on existing policies of 0.34. Such a change would bring the level of 
inequality in Australia down to levels similar to many Scandinavian and European nations.  
 
A benefit often associated with basic income is that the payment removes the problem of very high 
effective marginal tax rates. To some extent we do find that this is the case. In the current policy 
world around 0.4 per cent of persons have an effective marginal tax rate in excess of 80 per cent. 
Under this form of basic income with higher personal income tax rates there would be nobody with 
such effective tax rates. However, around 50 per cent of persons would have effective tax rates 
above 60 per cent compared to just 3 per cent in the current policy world.  
 
While not discussed here in any detail another funding mechanism is a flat rate of personal income 
taxation. Setting a flat rate of tax at 54 per cent for every dollar of private income will fund the basic 
income setting in this policy. The impact on inequality is not as significant with a gini coefficient of 
0.3. 
 
Future research will consider a range of alternative universal basic income payments. Payments that 
are funded by alternative means such as a wealth tax or a GST will naturally have very different 
distributional outcomes and almost certainly much reduced effective tax rates. 

 

 

Q1 Q2 Q3 Q4 Q5 Total

Couple with Children $21,212 $13,437 $10,746 -$1,470 -$46,331 -$7,185

Couple Only $12,579 $4,751 $4,222 -$2,261 -$31,052 -$993

Lone Person $6,058 -$313 $5,007 -$1,926 -$20,606 $860

Single Parent $32,522 $12,231 $13,116 $9,745 -$25,429 $8,475

Total $12,357 $6,389 $8,316 $687 -$33,937 $0

Source: Pol icyMod, ANU
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Conclusion 
There are many possible forms of basic income. In this paper we take one example where each 

person is provided a non-means tested and non-taxed basic income equal to the age pension. To 

fund this payment tax rates are increased dramatically by 33 percentage points. The cost of the 

scheme is $254 billion dollars. This is funded through an equal amount of additional personal income 

taxation.  

Due to the reliance on personal income taxation in this example of basic income policy average 

effective marginal tax rates increase substantially. Income inequality shifts down substantially and 

there are significant distributional impacts – mostly that high income households pay substantially 

higher tax than they receive in the basic income. Lower income households tend to receive higher 

welfare payments and are generally better off financially. 

Given the proposals heavy reliance on personal income taxation to fund the basic income we do find 

significant changes to the income distribution. Alternative funding mechanisms such as a wealth tax 

or changes to the GST are other areas currently being researched and will likely lead to very different 

incentive structures and financial outcomes for families. 
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