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1. Introduction

1.1 Introduction to the Essay

This essay has the purpose of analyzing the actual costs of a potential basic
income (BI) scheme in Finland, taking into account the savings from benefits
replaced by its introduction. Different ways of covering those costs will be
compared, emphasizing that direct taxation (which has been proposed in most
Finnish basic income models, see section 2.1) is not the only and certainly not
the best way of paying for this scheme if the purpose is to boost employment.
The research question that this essay is trying to answer is therefore “With
respect to the current employment situation in Finland, are direct or
indirect taxes a better way to cover the net cost of basic income?” The
work presented in this essay is significant since most research in basic income
in Finland has focused on direct taxation and partial basic income. 

I aim at writing an objective essay that can potentially lead to further
investigation into funding a complete (entirely covering subsistence costs, as
opposed to partial BI) basic income scheme without significantly increasing
income tax levels. To achieve this purpose, a new model for BI is suggested in
this essay, after which a calculation of its cost is performed. After that, an
estimate of the resources saved after the implementation of the model is
subtracted from the total cost, and  different ways of collecting funds for
covering this cost are covered.
The statistics quoted in this essay are from the year 2001, since they were the
latest ones available at the time of writing and therefore perhaps best reflecting
the current situation.

I have aimed towards ensuring the numbers in this essay are as accurate as
possible. However, the basic assumption used throughout the essay is the
worst-case scenario, so even the costs quoted here are higher than the actual
cost of BI. This inaccuracy can be corrected easily when the actual amounts of
additional savings are further investigated.

The issues in the IB Economics course that are directly relevant to the essay
are indirect taxation and unemployment, and the subject is closely related to
macroeconomics in general.

1.2    Introduction to Basic Income

Basic income is the concept of giving every resident (or citizen, depending on
interpretation) of a country a fixed amount of money that covers their basic
needs and is given unconditionally, without tests on income or means.1 It is

1 [Walter89], p18
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meant to replace child benefits, unemployment benefits and state pensions and
integrate them into a single, more understandable, and significantly more
efficient system in terms of cost. In addition to reducing the overhead costs
resulting from a large body of personnel employed in the institutions
distributing those benefits by reducing the amount of decisions made and
personnel required to make these decisions and to investigate the financial and
social situation of each individual, BI would also eliminate poverty traps.
Poverty traps are situations where increased earnings do not change or even
decrease an individual's disposable income2 (disposable income is defined as
income plus benefits minus direct taxes).

Another, perhaps even more significant effect of basic income will be a change
in the attitude towards work and unemployment – since nobody will be forced
to do unpleasant, low-paid work to survive, any such work that is not required
will not be done, and any unpleasant work that must be done will be highly
paid for. Unpleasant jobs will be highly paid because otherwise nobody would
choose to do them. This choice of whether to take a job or not will be a
welcome change for workers, as current conditions on the job market, with
many job seekers and few available jobs, give a lot of power to employers to
control wages and working conditions. The power relations in the job market
could be more balanced if there was a shortage of workforce3, as the
employees, as opposed to the employers, would make the choices about the
amount and place in which they work. 

In the current situation in Finland4, since there is so much workforce available
and so few jobs, an employer has a lot of decision making power about the
employee's situation. Jobs that would pay less than is needed for subsistence
would become feasible, as BI would cover subsistence costs and any income
on top of that would be extra, thus providing an incentive to do even low-paid
jobs. Running a business would also be much more feasible under a basic
income system, as the risks involved with losing the income from a business
would be much lower when basic needs are already met5. Especially in Finland
this will be a very significant change, since the Finnish people are generally
afraid of starting companies, as the apparent risks associated with them are too
large. Instead of there being a reason for this behavior, it seems that it is just a
sentiment among Finnish people that running one's own company is somehow
undesirable6. 

2 [Soininvaara94a], p11, p15
3 [Soininvaara94b], p278
4 Tilastokeskus (Finnish statistical center) gives 9,1% for unemployment in Finland, unemployment

among under 24 year olds is 21% (values from 2002), Tilastokeskuksen työvoimatutkimus,
Tilastokeskus, Helsinki

5 [CATO99], pp100-103
6 Minister of Transport and Communications Kimmo Sasi, Valtiovallan toimeenpiteet sähköisen

liiketoiminnan edistämiseksi,(State methods for boosting e-business)  Seminar speech, ANI-seminar,
Tampere, Finland, 18.3.2002 Available online at
http://www.anilinker.com/seminaari_materiaalit/Kevat2002/ANI_Seminaari1803_Sasi.pdf, referenced
20.09.2003
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There are clearly many social and economical reasons to switch to a basic
income system. However I will not go into these in any more depth. In this
work I will focus on determining the cost of a basic income system in Finland
and investigating the ways it can be paid for.

The concept of basic income has existed for a long time, but has been
considered too expensive to be feasible. In fact, a report written in 1994 by
Osmo Soininvaara7 on the subject suggests that a complete basic income is not
financially feasible in Finland8 and argues instead for a partial basic income
that does not cover all the costs of subsistence. The benefits of a scheme like
that would however be very limited in comparison to a complete basic income.
Therefore I will focus on a basic income system that covers subsistence costs
completely.

1.3     Introduction to Finland and its Social Benefit System

Finland is one of the Nordic countries, with a small population of 5,2 million
people. Like most of its neighbors, it boasts a very developed social benefit
system. There is financial support from the state for students, retired people,
children, unemployed people, disabled people, medical treatment and poverty.
As such the implementation of a new benefit would not require the creation of
a new institution. All the institutional requirements are already in place in the
form of Kansaneläkelaitos (KELA), the Social Insurance Institution of
Finland. This organization, which is in charge of most of the aforementioned
benefits(excluding the aid for poor people) can also handle the technical
distribution of basic income. It would be identical to the system that distributes
child benefits to parents, and no new infrastructure whatsoever would have to
be created. 

The aforementioned benefits are financed from a budget that was 34400
million euros in 2001, and student housing and grants were on a separate
budget of 775 million euros. In total this makes 35175 million euros, or 6770
euros per capita over the course of 20019. It must be noted, however, that this
budget includes medical budgets and state pensions, which are not investigated
further in this essay. No change in their size or distribution is proposed.

2. The Cost Of Basic Income in Finland

The cost of basic income is high compared to the state tax income, a fact that

7 Osmo Soininvaara is a Finnish politician and economic researcher, who has done a lot of important
work on popularizing the welfare state concept of Finland as well as publishing some proposals for,
among other things, environmental taxes and a possible basic income system.

8 [Soininvaara94a], p8
9 See Table 3 for sources of this information.
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opponents of basic income often bring up as their strongest argument. However, the
intuitive method of calculating the cost grossly overestimates it. A lot of other costs
that would be replace by basic income can be reduced from that value. This is what I
am attempting to do in this section.

2.0

2.1    The Gross Cost of Basic Income

The cost of any benefit is determined by multiplying its size by the amount of
its recipients. After investigating the proposed basic income models in
Finland10, I reached the conclusion that a new model is required. Observations
of the models proposed so far shows that they are either based on a partial
basic income or on large direct tax increases. The model presented by Matti
Virtanen11 is closest to the model proposed here. However, his model proposes
lowering wage rates by the amount of basic income, which is something not
dealt with in this essay. Additionally, the level of basic income is corrected to
post-euro-introduction price levels in this essay. 

I propose a system based on a 650€ monthly payment to each resident12 of
Finland, with a 150€ reduction for ages 15-19 and and a 400€ reduction for
ages under 1513(see below for why the reductions are of this size). I assume
here that of this money, 350€ would be sufficient for food, clothes, and other
such necessities, while 300€ will be used for rent. This is based on the
amounts granted as “social support” to poor people in Finland
(toimeentulotuki), which has been calculated by the social ministry to be about
375€ for a person living alone. 

The support for poor people is meant to cover basic necessities such as food,
hygiene, clothes, basic entertainment and recreation, transport and a small
portion of accommodation expenses14. Osmo Soininvaara suggested15 to me
that the basic income should be a bit lower than social support. I rounded it
down to 350€ because of his suggestion. The one basic need that is not
completely covered by social support is accommodation. After observing the
rents in the Helsinki area16, I determined that 300€ is sufficient for a room just

10 [Mattila01], pp 220-231
11 Ibid, p 222
12 This is not investigated from a political point of view, but availability of statistics forces me to use

residents instead of citizens for this investigation. This will have to be a political decision, which is far
beyond the scope of this essay. In my personal opinion, however, the benefit should be given to all
residents of a country, since they establish the economic community that the country consists of.

13 Again, separating the age groups at exactly those boundaries is due to suitably available population
statistics. Personally I think this is also socially correct, but that is again a political question beyond the
scope of this essay.

14 Helsinki Social Office website, Social Support application form(in Finnish), available on line at
http://www.hel.fi/sosv/lomakkeet/73005-02.pdf 

15 In a letter from May 23, 2003, 
16 From online housing brokers: etuovi.com, oikotie.com, kompassi.lasipalatsi.fi.
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outside Helsinki. The reduced basic incomes for younger age groups have been
calculated by giving 15-19 year olds half the accommodation expenses and
under 15-year olds one quarter of the accommodation expenses and half of the
basic needs expenses. This assumption allows for the fact that basic income
will necessarily be, when the model is implemented, reduced according to
whether children are living with their parents or not due to political pressure to
bring costs down. 

The population statistics17 give me the following numbers(31 December 2001):

Age groups Number

0-14 931177

15-19 329209

≥20 3934690
Table 1: Age distribution in Finland according to basic income classes

According to the model presented here the first age group would be getting 250 ,
the second group 500  and the third group 650 €/month. 

Age groups Cost per year

0-14 931177 * 250 * 12    =   2793531000

15-19 329209 * 500 * 12    =   1975254000

≥20 3934690 * 650 * 12  = 30690582000

Total 35,459,367,000.00 EUR
Table 2: The gross cost of basic income in Finland

35.5 billion euros is a significant amount, in fact more than the entire state tax
income of Finland(31,6b €,2001)18 and  the social budget(34,4b €,2001)19.
Due to this it seems nearly impossible to implement. However, this is only the
gross value. The net value would have all the replaced benefits subtracted from
it.

2.2    The Net Cost of Basic Income

The benefits replaced by the basic income model proposed in this essay

17 [VAES02], p11
18 [VEROH03]p16
19 [STAKES03], p27
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include the daily allowances for sickness, the full cost of unemployment
benefits, the benefits for housing, the benefits for students, the benefits for
survivors, children and families, and students. 

In addition, the benefits given as state pensions would be covered partially by
basic income, but it is complicated to estimate how much of the benefits
would have to remain. I have decided to ignore the overlap between benefits,
and state that this calculation is for a worst-case scenario. This is consistent
with the assumption that the administrative costs would remain the same as
now, while it is certain that the administration of a simplified system will also
end up simpler and more efficient, thus using less resources.

Other costs would also be overlapping, such as workers in social offices, and I
have ignored those also, consistent with the worst case scenario.

The net cost of basic income will therefore be determined by subtracting the
savings from the costs (source is STAKES03 unless otherwise specified) :

Gross cost(in million euros)20 35500

Benefits for survivors -1340

Benefits for children and families -4030

Unemployment benefits21 -3300

Housing benefits -410

Student benefits22 -775

Total 25645
Table 3: The net cost of basic income after subtracting all replaced benefits, 2001 data.

As can be seen from Table 3, the actual cost is about 10 billion less than the gross
cost.

3.    Financing Basic Income

After calculating this amount, the invariant question arises – where will the money for

20 The gross cost has been rounded up, which is consistent with worst case scenario and simplifies
calculations.

21 The aforementioned social support is included partially in the unemployment and partially child and
family benefits. The precise amount was not available in the statistics I used.

22 From telephone conversation on 02.07.2003 with a representative of the information department of
Kela's statistics division. This number includes all student benefits, including student housing, which is
excluded from the Housing Benefits above so the total is consistent with reality.

6



financing this grand scheme actually come from. There are several alternatives for that,
and I will look at a few of them in detail. The method typically proposed is also the
chief cause of negative opinions of basic income schemes in general, since it suggests
funding the entire basic income net cost using direct income taxation. This, however,
would not be politically acceptable for reasons stated below, so alternatives to direct
taxation must also be investigated. 

3.0
3.1   Direct Taxation

Direct taxation, consisting in Finland mainly of income tax, is one possible
source of funding for basic income. This is the simplest method, and it would
cause a large increase in tax rates. In 2001 people in Finland paid about 25,5
billion euros in taxes on income23. If the tax level rose to a point where it could
cover basic income, that amount would be doubled. 

If the aforementioned increase is to be done equally to the entire population,
the actual taxes paid by each person would be doubled, which would have a
direct and extremely visible effect on disposable income. Due to this there
would be strong political pressure against this as people are generally not
willing to accept direct taxation as easily as indirect taxation since direct
taxation changes the amount of disposable income that a person receives. 

The other, perhaps bigger problem caused by this method is that there would
be less incentive to earn money, since a bigger part of the amount earned
would be taxed. The more net income a person gets from each unit of
additional work done, the higher the incentive to do more work. If most of the
value of the extra unit of work is taxed, and the net benefit to the worker is
very small, the worker is more likely to consider the extra work not worth
doing. This defeats one of the original purposes of basic income, that of
making employment easier by satisfying subsistence costs. 

If the incentive to work is very low due to high income tax, there would be
progressively more people living off the taxes paid by progressively less
people. Eventually the system would collapse as there wouldn't be enough
money to pay for basic income. If the scheme were financed using another
method, the incentive to work would not change, but the amount of jobs
available would rise as lower-paid jobs would be introduced to the job market.

A possible view concerning basic income is an income balancing method,
where the income progressively taxed from the high-earning is passed on to
the ones worse off. This is how basic income is seen in a lot of works that
discuss it. If leveling income by redistribution is the purpose of the basic
income scheme then direct taxation is indeed the most appropriate method for
financing the scheme. However, when the purpose is to boost employment and

23 [VEROH03], p8
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overall well-being, other methods may be better suited to the task.

3.2    Land Value Taxation

It is possible to finance basic income from the taxation of land. Land is a safe
way to raise funds, since it cannot be moved across borders, and thus the
income from it would be nearly constant every year. A land value tax in
Finland already exists, but its amount is considerably small and there are many
exemptions from it. Yet it collected 3,4 billion euros during 200124. If land
value was taxed ten times more, the revenue collected from it would be 34
billion, nearly as much as the income from income from income tax. This
would be more than enough to finance basic income. However, there are social
issues to be considered if this is to be done. 

Soininvaara predicts that land prices would fall, land would be used more
effectively, and the actual price of accommodation would not change since the
reduced land price would be compensated in increased cost of living because
of the tax 25. Financing Basic Income using this method would not require any
changes in infrastructure, and may be easier to get through politically than
direct taxes since the additional revenue can be used to reduce income tax.
Given these benefits, this method seems extremely attractive, and might be, if
further analysis of its social issues gives favorable results, suitable for
financing basic income.

3.3    Environmental taxes

Taxes on the use of the environment are an interesting source of income. They
have the property of producing a so-called double dividend, where in addition
to collecting tax revenue there are the benefits of discouraging ineffective use
of the environment (use whose benefits do not cover the costs to society) and
internalizing externalities. Externalities are costs that are not taken into
account in the price of a good, often costs to society as opposed to the
producer of the good26. Externalities related to the environment include air,
water, and noise pollution, waste and degradation of natural resources. By
taxing externalities, they are internalized, so the producers have to take them
into account when pricing their products. This is a good thing, as if the taxes
are set correctly, the tax on the use of the environment would be comparable to
the damage to society that the aforementioned use inflicts. Environment use
would then have a cost that would have to be considered in every step of the
development and marketing of a product by its producer. Because of the higher

24  Source: Valtiovarainministeriö (Finnish ministry of finance) website, www.vm.fi, referenced
15.06.2003

25 [Soininvaara90]
26 [Glanville97], pp45-63
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price of using processes that are not environmentally friendly, a demand for
processes that use the environment less will be created, and so result in
benefits for the entire society. 

In Finland the current environmental taxes consist of a motor vehicle tax, a
fuel tax, a waste tax, a hunting/fishing tax, an oil waste/protection fee and the
EU-enforced carbon tax. Precise data on the resources collected by the carbon
tax was unavailable to me at the time of writing, but the rest together formed a
total revenue of slightly over 4 billion euros in 200127. Increasing these taxes
and fees by a factor of 6,3 would cover the full cost of the proposed model.
However industry has opposed any such measures and has lobbied for
lowering of environmental taxes and making environmental use policy more
lenient in the name of competitiveness28. This issue must be taken into account
when considering environmental taxes as a source of funds for basic income. If
these taxes are implemented on a EU-scale as opposed to only in Finland, the
competitiveness issue would become much less significant, since the industry
in all of Europe would face the same changes. If these taxes can be increased
within the entire EU, this method would be well suited for financing the
proposed basic income scheme. An issue with the use of this method is that the
more environment use is taxed, the less the incentive there is to use the
environment, and so less tax revenue is collected. Environmental taxes tend to
destroy their own tax base. This effect will need to be weighted against the
benefits of environmental taxes and the price elasticity of demand (PED) of
services provided by the environment. The price elasticity of demand is the
amount by which quantity demanded changes as price changes. If the PED of
the aforementioned services is sufficiently small, environmental taxes can be
safely raised without fear of the tax base eroding to counteract the additional
tax income. This will have to be investigated in further research on the issue.

4.     Conclusion
4.0
4.1    Prior Expectations

Before I began researching for this essay, I expected that the costs of basic
income would be much lower, and would be covered completely by the social
budget. It turned out that that was not true unless the money currently used for
health care and state pensions were redirected into basic income as well.
I also expected that the current unemployment benefits would be significantly
more costly than they turned out to be. Other than that, the results of my
research matched my expectations. I expected that a large portion of the costs
could be cut by replacing current state benefits with basic income, and that
turned out to be true: nearly 10 billion euros were reduced from the gross cost
after the costs of the replaced benefits were subtracted. 

27 [VEROH03]
28 Katja Hokkinen - “Ecological Tax Reforms -Theory, Practical Suggestions and Visions” 
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4.2   Concluding statements

As the above calculations clearly demonstrate, the gross cost of basic income
is much greater than the net cost, the difference between them being nearly 10
billion euros. From a political point of view the calculations in this essay are
significant, since instead of accounting for an increase in the social budget of
35,5 billion euros, only 25,6 billion would have to be accounted for. 10 billion
euros is clearly a major factor when negotiating basic income on the political
level.
 
Another important observation is that, as stated above, there are alternatives to
direct taxation that can be used for financing basic income with much less
negative effects on employment. After investigating the possibilities it can be
concluded that using direct taxation to finance the proposed scheme would
counteract a significant part of the positive effects of basic income and a better
way would be to fund the scheme using indirect taxes in the form of land value
taxation and environmental taxes. It seems that a combination of the two
would be optimal for the funding of a scheme such as this.

After this investigation, it can be concluded that Indirect taxes are better
suited for financing basic income than direct taxes when considering the
Finnish employment situation, and the net costs of basic income make it
feasible to finance basic income in this way.

Of course the social implications of these two forms of funding would have to
be further investigated, which is again beyond the scope of this essay. In my
opinion this essay does however demonstrate that the costs of basic income
have been overestimated and the indirect methods of funding it underestimated
to the point that the issue needs to be reconsidered. The social issues resolved
by basic income and the simplification of the Finnish benefits system alone
would make the issue considerable. It is likely that a further investigation into
the extent that pensions can be replaced by basic income would show even
lower total cost for the model. This possibility would have to be investigated
thoroughly in further work on the subject, although it falls outside the scope of
this essay. However, even if the costs are brought down significantly by
replacement of pensions, they still form a rather large sum and the issue needs
to be considered carefully from the point of view of both the financial and
social aspects of the economy. Therefore the issue of basic income needs to be
reconsidered on a political level and the savings and funding methods
presented in this essay taken into account when a decision is made.
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