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The macroeconomic viability of a Basic Income for all: a structural challenge from the developing world

0.) Introduction

A Basic Income grant (BI) is a monthly cash grant paid by the State to every citizen regardless of its age, income, working condition, ethnicity, social class, etc. It is uniform (strictly equal for every citizen), not dependent on means-tests (no proof of poverty, unemployment or school attendance required), and not linked to any a posteriori condition (the income can be used anyway by the beneficiary).   

The BI idea has been defended along many lines of argumentation. In fact, BI proponents soundly affirm that theirs is a policy intervention that, at the same time: i) complies with the moral requirements of a just society by enhancing the freedom of its citizens; ii) correctly emphasizes the role of the State in the distribution of resources in a society; iii) limits any danger of excessive state control that usually burdens the poor the most; iv) redistributes incomes: v) is cost-effective; vi) has outstanding positive impacts at the household level.

The Basic income debate has blossomed in the recent decades. An old idea (that has been traced centuries back), made its reappearance first in the late 80’s decade in the developed world. There, a network of thinkers was organized under the acronym of BIEN -Basic Income European Network-. With the turn of the century, the idea was progressively translated into Southern debates, and the BIEN Network went global, with the name Basic Income Earth Network. With the expansion, the debates gained in richness of perspectives and the initial sense of optimism of its supporters exploded. The developing world promised even sunnier prospects, with the BI proposal as the ultimate tool against poverty.

This optimism only grew with the apparent success of Conditional Cash Transfer programs (CCTs) in developing countries. Indeed, those schemes argued that important social objectives could be pursued by giving cash to poor households. Though, CCTs showed major limitations, especially along its ‘targeting’ features, for which a basic income would be an obvious and elegant solution. To round the circle, pilot projects of a BI in poor communities in the poor world demonstrated outstanding impacts.

With such a pedigree, the natural step to follow would be, one might think, the surge in official proposals of basic income policies for country wide-scenarios in the developing world. This has not been, however, the case. Attempts in South Africa, Namibia and Brazil have had an important -albeit frustrating- existence. In reality, not a single basic income policy, on a national basis, has been implemented in the developing world. 

An important part of the problem lies in the fact that the macroeconomic logic of a BI in a developing country is still to be studied. Much has been said around the moral and political strengths of a right to income, but much less has been proposed regarding its economic logic and long term viability. Indeed, macroeconomic analysis within the BI literature is scant and often residual. The BI, I reckon, has increasingly closed in itself, arguably as a goal of its own, and a great divide between its supporters and the budgetary authorities that could decide the extent of its implementation is growing higher. In fact, the BI, almost by definition (given its universality and non conditionality), is a ‘big’ policy, so it raises concerns about its impact on national budgets. Simply put, a Basic income policy is deemed to be too expensive as a poverty reduction strategy. This situation compounds the BI’s inability to go beyond rhetoric in the developing world. 

Hence, it is crucial to undertake studies on the economic logic of a BI as a tool for development, which go beyond the narrow thinking of micro analyses and budget constraints. To the strong ethical arguments that have been constructed around the BI, and to the micro analyses that tend to show its ability to improve livelihoods, the BI has to be assessed in terms of its growth-friendliness and development inducing abilities, particularly for non industrialized countries in the global South. 
The object of this paper, thus, is to investigate what has been said about the economic logic of a universal, non conditional, money transfer approach, and to offer a view from developmental perspectives that challenge its long term viability in a developing country. Can it be done? Are the positive features showed by pilot projects replicable at a national level? Will a BI work in the same way in every developing country? Ultimately, can the BI be a tool for development? 

In the first place, thus, I will look briefly at the history of the BI. This will permit me to unfold the political and economic thinking common to its main supporters across time. From its origins, and  despite differences that will try to be properly acknowledged, the BI as a realizable policy has been cemented over a basic understanding about the role of the state in the economy and over a common reliance in Keynesian economics. This understanding will allow me to better gather, understand and criticize, in the second part of this document, the contemporary macroeconomic argumentation of the BI for the developing world, by grasping and challenging its implicit reliance on the same type of economic reasoning. Indeed, from the hand of VKRV Rao, we will stress a fundamental direction of criticisms that might defy, if not properly addressed, the alleged economic viability of the BI for the developing countries. In the third and conclusive place, I will draw some initial stakes regarding the required direction that further research must have to overcome the apparent ‘stalemate’ of today’s BI proposals. The BI idea could become a reality in the developing world if, and only if, its macroeconomic properties are revealed and challenged with transparency. 
1.) The BI’s interest in macroeconomic arguments across the years
The BI proposal has been usually the favored idea of authors from a particular segment of the political spectrum. BI proponents in the developed world have tended to be authors that fierily stress the problems of market laissez faire, but that also fear state planning and more radical proposals of state ownership of the means of production. In general, they favor state interventionism in the economy, but reject excesses allegedly conducive to paternalism and other forms of undermining the freedom of the individuals (for the sharpest and leading theorizations of the place a BI might have in the political spectrum, in both sides of the Atlantic, see especially Van Parijs 1992, Standing 1992, Standing 2004, Ackerman et Alstott 1999). As a general trend, thus, BI supporters tend to be from groups fond of the ideas of what broadly receives the name of ‘social democracy’, ‘socialism’ or ‘laborism’ in Western Europe, ‘liberalism’ or ‘progressism’ in the United States. Of course, these names are open to confrontation and subtleties. And of course, there have been important exceptions to the trend, both from the right (see for example Milton Friedman’s idea of a NIT in the US 70’s decade, for instance in Moffitt, 2004) and from the left (see for example the preferred argumentation for a BI of some European Green Parties, for instance in Van Parijs, 1990). So, this effort of abstraction has unavoidable risks of blurring subtleties and denying a place to some views. Notwithstanding so, the leading political theorizations of its most important supporters, added by a comprehensive revision of the BI literature, show a broad and unproblematic level of political consensus among its supporters. Importantly, this general level of political affinity has also provided a broad, common trust in the economic framework provided by Keynesianism.  

As a matter of fact, despite traces of the BI idea founded as far as the XVIth century, with Thomas More and Luis Vives proposing an unconditional income for every citizen (see BIEN, 2010), only with the advent of the so called Keynesian Revolution in economics, the BI supporters gained an argumentation for their idea that fitted into a broader economic framework, gaining thus, for the first time, a place for the proposal in the realm of public discussions (instead of being a solitary  suggestion of bold minds). Many changes have occurred on Keynesianism from its original conception; however, as we will see, it still provides the general soil above which the BI’s economic viability is argued. In this section, first, I will research the views of the early BI supporters in Britain, highlighting the strong impact that Keynesian thinking had on the consolidation of their idea. Rightly after, I will briefly explore some of the main moments in the following development of the idea, by taking careful consideration on how it maintained an implicit reliance on Keynesian economic logic, even if these kind of explicit economic assessments gradually began to lose ground. By rescuing this historical dimension of the Keynesian framework underlying the BI’s thinking, I will be able to undertake, in the second chapter of this paper, a deeper explanation of its economic logic and of the challenges from the developing world that it needs to assess.
1.1    The BI’s early supporters

The idea of a BI, despite its old manifestations, grew in importance only in the XXth century, becoming less the special idea of a minority of theorists to become a formal set of proposals of a growing group of organized scholars and politicians. The first moment in which the BI proposal had an important presence in public policy discussions was in England in the first years of the 1940’s decade, with the end of the Second World War in British soil. Indeed, the Parliament discussed, among broader proposals aimed at the creation of a modern welfare state in Britain, the feasibility of a right to income for every citizen, encouraged by a surge of academic proposals usually dubbed as ‘social dividends’ or ‘State Bonuses’. Before that, the BI was a model idea present in some academic debates but never in the political one (Busilacchi, 2004, p.437). This surge in importance was reliant on the so-called ‘Keynesian revolution in economics’, which opened the door for innovative thinking on policies and tools for economic management and stability, the different BI proposals important among them. 

Shortly put (we will develop this ideas further in the second chapter), one of Keynes’ major conclusions was that it fell to governments to revive demand as a way to promote full employment and economic growth. The task of demand management opened the space for a revolution in economics: fresh thinking appeared centered in the different possible interventions that the States had in hand to revitalize aggregate demand and thus spur employment and output. Keynes himself, and the Cambridge Circus –or Cambridge Group-, a team of renowned economists largely influenced by -and friends of- Keynes, devoted most of its work in the following years to discuss Keynes’ revolutionary ideas and to begin to devise the tool-kit of the possible public interventions in the economy necessary to adequately ‘steer’ demand: managing the interest rates, providing a system of social insurance, intervening the market of labor, providing public workfare schemes, etc
. Famous members of the Cambridge Group, as Jean Robinson, James E. Meade, and Abba Lerner, have all treated a BI proposal as one of the possible tools available in macroeconomic policy to steer demand. All of them were authors, as Keynes was, involved also in the practical and political ongoing debate in Britain, and they highlighted the alleged instrumental capacity of a basic income to adequately manage economic aggregates. As we will see, some contemporary arguments of BI supporters keep a strong similarity with those of the early authors, even if the explicit concepts of demand management, ‘disguised unemployment’ and others from the economic jargon are never to be used explicitly again. 
I will begin describing the related work of Joan Robinson. She was a member of the Cambridge Circus well known for her knowledge of monetary economics and wide ranging contributions to economic theory.  In ‘Introduction to the Theory of Employment’, a book published in 1937, Robinson argued for a basic income proposal (termed as a ‘social dividend’) as an important item in the Keynesian toolbox.  As Busilacchi notes, “interpreting some passages of Keynes’ General Theory as a signal that the introduction of basic income would allow reconciliation of social and macroeconomic policies, Robinson proposed a ‘social dividend’, later taken up by Meade”(Busilacchi, 2004, p.437). Her basic idea was that a ‘Social dividend’ (a weekly note for 1 £ by the post every Saturday, to every citizen) provided possibilities for changing the supply of money and the level of aggregate demand in any given economy. As she put it, “If there is unemployment on the one hand and unsatisfied needs on the other, why should not the two be brought together, by the simple device of providing the needy with purchasing power to consume the products of the unemployed?". A basic income (social dividend) “would produce the desired effect of increasing consumption, and therefore employment, in just the same way as an ordinary budget deficit does (...) Further, the cumulative increase in the stock of money would bring about a fall in the rate of interest (provided panic was avoided) and so encourage investment, thus giving a further stimulus to activity"(Robinson, 2004, p.73). A Basic Income, thus, was argued by Robinson on both its ability to improve livelihoods and to steer demand towards maximization of employment and output.
Also interestingly, in ‘Essays in the theory of employment’ (1937), Robinson dedicated a chapter to the study of what she termed ‘Disguised unemployment) (Chapter 4). In it, she provided some intriguing insights about the relation between an increased aggregate demand and the problem of falling productivity, to reinforce its argumentation for a BI. Her view was the following: “under any system in which complete idleness is not a statutory condition for drawing the dole, a man who cannot find a regular job will naturally employ his time as usefully as he may. Thus, except under peculiar conditions, a decline in effective demand which reduces the amount of employment offered in the general run of industries will not lead to 'unemployment' in the sense of complete idleness, but will rather drive workers into a number of occupations - selling match-boxes in the Strand, cutting brushwood in the jungles, digging potatoes on allotments - which are still open to them ... Thus a decline in demand for the product of the general run of industries leads to a diversion of labour from occupations in which productivity is higher to others where it is lower. The cause of this diversion, a decline in effective demand, is exactly the same as the cause of unemployment in the ordinary sense, and it is natural to describe the adoption of inferior occupations by dismissed workers as disguised unemployment"(Robinson, 1937, 61-62). Thus, according to Robinson, the case for a basic income (a ‘social dividend’) was further reinforced by broadening our comprehension of the phenomenon of unemployment: indeed, to steer demand through a BI, should both reduce unemployment in the ordinary sense, and in the ‘disguised’ sense, by fostering overall productivity through the reallocation of labour from lower to higher productivity activities. 

James E. Meade, Nobel-prize winning economist, member of the Cambridge Circus and as civil servant an important architect of the Keynes-Beveridge report that opened the door for the creation of the modern welfare state in Britain, was also among the discursive community that prompted the first surge in political interest for the basic income proposal (Van Trier, 2002, p.8). Meade’s book ‘An introduction to Economic Analysis and Policy’, contains a proposal of a ‘social dividend’ to be paid from the State to consumers in order to stimulate expenditure on consumption goods. Crucially, Meade’s explanation directly expresses the possibility of financing the dividend, “if necessary, by the creation of new money, until the increased expenditure by consumers had increased the state’s receipts of industrial profits sufficiently to finance a greater ‘social dividend’” (quoted by Van Trier, 2002, p.10). From this book on
, Meade’s proposal for different forms of  ‘social dividends’, always variations of a universal income grant, was primarily directed at tackling problems of demand management and stimulating investment.  Its potential redistributive impacts were important and strengthened its main use as a supplementary policy designed to overcome the alleged insufficiency of traditional methods of intervention, like banking policy or public works. In fact, this tool, according to him, had the ability to act in the very short term, by providing the “fastest instrument for the expansion of aggregate demand in bad times” (quoted by van Trier, 2002, p10).  

Abba Patchya Lerner, also member of the Cambridge Group but further influenced by socialist thinking, was interested in the question on how to pay ‘social dividends’ to every citizen as if they were shareholders of socialized output. In 'The Economics of Control: Principles of Welfare economics' (1944), he says: "The government must adjust consumption and investment so as to prevent inflation and unemployment (…) The payment of a social dividend, which enables this to be done, must be independent of the amount of work done by the recipients." Indeed, "government is faced with the task of continuously maintaining a proper total demand for factors, through consumption and investment, so that there is just enough demand to give full employment but not enough to start inflation. In a collectivist economy this could be done in two ways: first, through an adjustment of the rate of interest, second and more important, through the direct effect of government action on income” (Lerner, 1944, p.266 and 267, also quoted by Van Trier, 2002). In sum, also for Lerner, a social dividend, parallel to its functionality as a social policy, was a clear steering device, designed to balance the economy between inflation and depression. 

In sum, these authors argued for a BI sheltered in the economic logic of the Keynesian Revolution. The long held utopian idea of a basic income founded a place into a general economic framework and this gave a boost to its aspirations as a real, achievable policy: a universal, non-conditional allocation of individual grants was both viable and sustainable in the long run. The original moral and political arguments for a BI, thus, were complemented by a coherent economic theory that highlighted not only its feasibility, but also and especially, its virtuosity in the long-run, as a tool able to foster employment and growth. A basic income, or social dividend, was for them an interesting instrument both for securing living standards under the right conditions of distribution, and for ensuring that production can be pushed towards maximization of employment and output. Social policy, for them, had a fundamental role beyond social insurance: it was an instrument of growth and long term welfare. 

Those thinkers, importantly, actively participated in the broader and connected debate about the creation of a post war welfare system in Britain, spurred by the so-called Beveridge Report of 1942. The elaboration of this Report was heavily influenced by Keynesian thinking
, and worked sheltered in a strong post-war political consensus worried about the perceived dangers of both classical liberalism and soviet style socialism. Indeed, the Beveridge group spread the motto strictly necessary, but inherently moderate, role for state intervention. As Cutler et al. explain in their account of the Beveridge economic framework, social policy was seen as an economic balancer in times of individual and national crises;  “it reduce[d] deprivation, but more than that, it allow[ed] the economy to smooth spikes and to keep moving in bad times”(Cutler et al, 1986, p.19). Particularly, the Beveridge Report established that consumer expenditure must be fostered through state intervention where and when it was mostly needed (that is, in events of suspended earning: unemployment, sickness, age, etc). 
The reader of this paper can easily predict that these general framework and purposes weren’t at all contested by the previously explored BI proponents: they simply argued for bolder tools for income maintenance at the individual level to better balance the economic aggregates. In fact, the debate between the ones and the others was three folded: first of all, the BI supporters alleged the inefficiency, high bureaucratic costs and moral implausibility of means-tested policies favored by the Beveridgeans. Second, they argued that a BI was much more able to respond fast and efficiently to deficiencies in aggregate demand than the mechanisms envisaged in the Beveridge report. Third, the Beveridgeans retorted by asserting the danger of curbing the incentives to work with the BI proposal, as well as the moral implausibility of a policy construction oblivious of ‘merit’ and ‘responsibility’.  In sum, the BI proposal, simply, was tried to be sold as a more ambitious tool than the rest of the package of social policies devised in the post-war welfare system.  The proposal, however, wasn’t received. On the contrary, the Report, without a BI, was approved in Parliament, published as a governmental “White Paper”
, and promoted the further creation of a string of Laws that progressively enacted the modern welfare state in Britain
. Moreover, the Beveridge Report is considered to be the most influential document for the emergence of modern welfare states
 in most of the rich world (despite the differences among countries) (Esping-Andersen, 1990, p.22; López Cardoso, 2001, p.2).  The crucial point is that early ‘welfarists’ and BI proponents shared the same economic logic (and the same underlying ‘third way’ politics). The Keynesian logic provided the stage for the irruption of the BI into politics. The discussions around the welfare state, provided the BI, as always, its first –and lost- opportunity. 
1.2    The contemporary BI proponents
The economic emphasis of the BI gradually began to disappear. The new focus of attention shifted towards the political and moral spheres of the idea, and macroeconomic thinking has become scant and residual. Early supporters were overtly open about the proposal’s economic foundations, whilst most of the contemporary authors simply avoid the topic or treat it in a secondary way. However, as we will see, Keynesian logic is, albeit tacit, still there in the main trends of the literature. To acknowledge this, I will provide first a very brief revision of the main trends of the contemporary BI debates, with the main purpose of highlight the gradual disappearance of macroeconomic thinking from it. Second, I will thresh out and gather the -mainly implicit, sometimes explicit- arguments present in the contemporary literature about the macroeconomic viability of a BI, and show its similarities and shared common grounds with the thinking of the early British supporters. The economic logic underlying them will be further explored and challenged in chapter 2, especially when applied to the third world 

The late 80’s decade spread a renewed interest on the BI proposal. Contemporary supporters gradually came into contact with one another thanks to the creation of BIEN (Basic Income European Network) in 1986. The network decided to organize conferences every two years and to elaborate a periodic newsletter to publicize both the theoretical and practical advancements of basic income proposals. Moreover, it promoted the birth of similar networks around the world.  From its origins, the Network fitted as an authoritative and ambitious voice into the broader set of discussions around the welfare systems in Europe. It marked a steering point in the history of basic income, as it crystallized a body of renowned thinkers around one common interest (and one common term) and fostered an intense and fruitful academic production during the following years
. 
The revival of the BI was partly due to the geopolitical changes that were occurring in the late 80’s and early 90’across the world. In fact, “after the spectacular collapse of East European socialism, there are few people left, if any, with an unscathed conviction that socialism, or even a significant step towards it, was both desirable and possible in Western Europe. Are those who have lost this conviction left with nothing to hope for but the survival of the existing welfare state or, at best, some marginal improvements in its structure or size? (Van Parijs, 1992, p.5)”. Moreover, major pressures during the 80’s decade eroded welfarism principles in Europe, especially its universality and generosity. In particular, most of continental European politicians at the time (and still now) believed that an overtly generous welfare state discouraged work and fed a dependency culture. Indeed, almost all advanced industrial democracies had cut entitlements in many social programs. Furthermore, globalization and faster automatization, made more difficult for governments than ever to maintain the desired levels of employment in their economies. So, the dismissal of the communist world, the crisis of welfarism in Western Europe, and the difficulties to provide work in an increasingly automatized and globalized world, encouraged the appearance of new ways of thinking. A ‘third way’ was badly needed to resist the dismantling on welfare, to rightly encompass freedom and solidarity, and to provide better and more decent understandings of economic and political life than unfettered liberalism. Both communism and classical liberalism were showing, to many, its inability to rightly provide answers for a just society.  The BI idea reappeared, thus, as part of this needed reconceptualization of politics. The right to an income, in the form of a BI, provided a fruitful stage for the clashing of revised moral and philosophical ideas. As can be noted, the same cautions that unleashed Keynesianism and the BI in the first place, reappeared with greater intensity after the late 80’s, providing a new round of thinking for the BI. The idea, as we will see, gained in sophistication and deepness. However, it forgave most of its original economic considerations. Under the weight of the research for a new moral stance suited for the new world, the economic considerations of the BI’s viability were dumped to a highly residual role. 

The core of the discussions of the BIEN revolves around three main tendencies, or nodes: the first node includes the literature devoted to the role of a BI in the search for a new morality, a new type of society, a new type of security, a third type of politics, in which the concept of universalism is opposed to the concept of targeting as the right provider of just outcomes. The second node is concerned with a highly sophisticated discussion around the notion of work: its future in a globalized world, its links with welfarism and the implications of decoupling welfare and income from work. The third node looks for the expansion of the BI to the developing world and its potential to reduce poverty in it. These tendencies are not fully stable categories: they overlap, mix and diverge some times. I claim however that almost the entire literature on the BI in the rich world over the last 20 years is interested in at least one of these discussions. 

Briefly, the first node of the revival was an explicit goal of the leading authors of the BIEN Network (Van Parijs, 1992, p.6-7). BI advocates promoted the idea as a better way to provide real freedom for all, that is a better and more equitable framework to ensure everyone’s right to pursue personally rewarding lives (Van Parijs, 1992; Standing, 1992, Standing, 2004; Olin, 2006). A very large literature discussed the type of theories of justice and morality that should better suit our new world, and the role of a BI within them. Hence, they looked at the BI as providing a framework that correctly emphasized the role of the state in the provision of equitable stakes for citizens, while avoiding both the tyrannies of paternalism and the restricted liberty space of outgrown states. They argued for a new type of contract between societies and its citizens, based on the pursuit of enhanced security and freedom. Universal schemes were defended as necessary steps towards the decommodification of the individual and its labour force (the extent to which an individual is freed from the market), straightly rejecting the whole idea of targeting people and providing residual safety nets (see Van Parijs, 1992, Standing, 2004, Ackermann et Alstott, 1999)
. As an outcome, the transformative power of the BI has been a dominant issue: the BI has been described as a major step towards the emancipation of mankind (Suplicy, 2006); as a tool that provides decency and security for all (Standing, 2004), as a capitalist road to communism (Van der Veen, 1986); as the ultimate re-distribution policy (Ackermann et Alstott, 1999); as the route to a more egalitarian capitalism (White, 2004), as the tool for a global socio economic ‘floor’ (van Ginneken 2009), as a fundamental path towards gender equality (Pateman, 2006); as a way to positively disrupt the relations of class and power in our societies (Olin, 2006); finally, and strongly, ‘as a profound reform that belongs in the same league as the abolition of slavery or the introduction of universal suffrage’(Van Parijs, 1992, p.3). In sum, this tendency in the literature can be described as the pursuit of a new type of society, a new type of morals, a new type of state role in economics, dependent on both the rejection of statism and marketism. 

Second, a sophisticated discussion on the advantages of focusing in a right to income rather than in a right to work ensued. As Standing (1992, 2005, 2009) and other main authors have noted, during the 80’s  there was a growing trend of people recognizing the problems of work-based welfarism. It has been argued that wages might not be enough to sustain traditional living standards, that there were not plenty of jobs out there for those who wanted to work, that entry-level jobs were not showing the claimed possibility of moving up the employment ladder to better jobs, that there was pervasive and massive unemployment, and that different, worthy kinds of jobs were appearing outside the realm of traditional industrial employment. More strongly put, that the working class was not anymore the locomotive of history and that the paid workplace must not be anymore ‘the sole, nor the principal, focus of social justice (Ackerman et Alstott, 2004, p. 57)’. Consequentially, many authors recognized that the problem of chronically unemployed under welfarist systems was not lack of motivation or incentives due to welfare assistance, but that there were problems on the demand for labour that were far beyond the scope of individual decisions. They argued that it was no longer possible to maintain previous assumptions, central to the traditional conception of the modern welfare state, for which work was the most direct path to income and welfare and that social assistance could be confined to a temporary set of cases. In fact, the joint impact of technical change and the internationalization of markets had made it increasingly difficult for the economies of advanced capitalist countries to generate a sufficient number of jobs that can be profitable while providing those who hold them with a living wage. In sum, rather than thinking the right to work as a right to a paying job, the BI supporters propose that it must be conceived as a right to pursue an occupation of one’s own choosing, whether or not that occupation involves wage employment, complemented an rendered possible by a basic income (Standing, 2005: 255-261). An intense discussion on the practical probable impacts of this idea ensued: BI supporters argue that a basic income has none or even positive effects on work incentives and on the level of real wages, as people with a guaranteed income can either accept partial or flexible jobs, stop looking for traditional employment and prefer personally rewarding jobs, and/or successfully bargain for better conditions and wages. Their contradictors argue that there are two main risks with a BI: that a BI will create an unemployment trap (and people will opt not to work anymore), and that the BI can ultimately have the effect of being a subsidy for employers, driving down the level of real wages (see see for example Clark and Kavanagh 1996, Watts 2002, Harvey 2003). These discussions have a lot of nuances and interesting derivations. An influential part of the discussion has been gathered in 2005 by the Rutgers Journal of Law & Urban Policy, with Standing and Perez as the major authors defending the new definition and effects of work, and Harvey, Watts and Mitchell arguing the contrary.
Third, the BI proposal was extended to the developing world. In the first years of the BIEN network, the BI idea was thought of as strictly limited to the rich world. It was assumed that only countries with important levels of welfare traditions, fiscal resources and administrative capacity were the potential subjects of the proposed change. Nonetheless, the ready availability of the works and announcements of the Network through new mass media platforms, and the presence of an increasing number of non-Europeans at the BIEN conferences, led BIEN, 20 years after, to re-interpret its acronym as the Basic Income Earth Network at its 10th congress, held in Barcelona in September 2004. The debates gained in richness of perspectives, and the initial sense of optimism exploded. In fact, this new interest encouraged a surge in literature devoted to the particular implications of a BI for the poor world. For instance, some explicit debates have been proposed in the BI specialized magazine, Basic Income Studies –BIS- (supported by the BIEN) to assess the ability of a BI to be implemented in the developing world (BIS 2007, Vol. 2, Issue 1) . In general, to the strong moral and political arguments elaborated on occasion of the revival of the BI proposal in Europe, new developmental implications were added. The BI, not only was morally, politically and administratively superior, it was also an outstanding tool to reduce poverty. Poverty alleviation provided the most fertile argumentation for the BI in the developing world. Indeed, both early European writers and Southerners (as Lovuolo 2004, Suplicy 1992 & 2006, Lavinas 2002, Cruz-Saco 2002, Lamprea 2008, Gareth-Orton et al 2010) saw the immediate and outstanding potentiality of the BI to reduce poverty (and thus attain the highly prized MDG1). Indeed, most documents or policy papers of this new trend offer the poverty reduction goal as the crucial axis of their argumentation. A large share of the documents being written under the umbrella of the BIEN for the developing world is indeed concerned with the calculation of the impact on poverty of a BI, eloquently contrasted against other poverty strategies. 
Moreover, of particular importance for the BI’s fate in the developing world has been the explosion, both in volume and in size, of Conditional Cash Transfers Programs (CCTs) in developing countries from the late 90’s but especially during the first decade of the 21st century (Fizbein et Schady, 2009)
. It is precisely against this scenario in which the BI idea has been argued, as a way to show the main limitations of CCT programs and provide a better alternative (for example, Standing, 2008; Bryan, 2005; Samson, 2006). Indeed, it is argued that even -or especially- the best-designed and best managed targeted programs are inhibited by philosophical shortcomings, and by substantial errors of coverage, administrative constraints and stigmatization problems. A Basic Income would be an obvious and elegant solution. In general, an important chunk of the literature devoted to the BI for the developing world (especially in Latin America) takes as point of departure an existing CCT program and shows the potential improvements that a BI could offer. Half the papers presented in the last BIEN Congress in Brazil were directly related to the experience of CCTs.

The focus on poverty and its married fate with CCTs has been both a blessing and a curse for the BI idea. In fact, for the positive part, the BI is founding a place into broader discussions and is reaching new scenarios. For the negative part, the anti poverty strategies discourse is constraining the BI’s ambition and reducing its macroeconomic logic to the availability of fiscal resources for sectoral poverty strategies. In fact, absorbed by these discussions, the BI literature in the developing world has been overwhelmed by budgetary studies that compare the BI model with that of existing CCTs. A huge amount of literature on the BI for developing countries is simply devoted to its costs and the way to finance them. More serious still, due to the intrinsic smaller size allowed to it, BI’s functionality as a tool to revive demand and speed up growth is being lost in most of the current debates in the developing world. 
In sum, the apparent similarities between CCTs and a BI (money hand-outs by the State to [some] of its citizens) have provided the ground for shared scenarios, but, rightly understood, the main difference between them is not just a matter of size (and of some conditionalities), but it is a whole antagonizing appreciation of the role of the state in society and in an economy. However, most of the contemporary BI literature for the developing world simply treats the BI as the biggest extension of an inherently small strategy. They miss, thus, the positive macroeconomic implications that a BI might have (and a CCT doesn’t). The BI is exactly the kind of social policy that, given its intrinsic scale and its universalistic principles, can act as a tool for macroeconomic policy. The political spirit of universal state intervention in markets and its macroeconomic logic are thus being lost among discussions on costs, size and errors of different schemes, in affecting poverty. 

In sum, those three nodes reflect the main interests and preoccupations of the discursive community that coalesced around the BIEN network and its affiliates. The BI revived in Europe in the late 80’s and 90’s out of powerful trends and of the gradual realization of the inadequacy of conventional theories and policies. However, the economic type of argumentation of the early BI supporters got largely lost. Few contemporary authors are directly concerned with the investigation of the long-term aggregate impacts that a BI might have on growth and unemployment, especially so in the developing world. Different focus, and ideological debates mainly concerned with the cost of different strategies to reduce poverty, undermined the importance of the logic provided in the first place by the Keynesianism perspectives. However, this logic is still there. What is left in the contemporary literature on the economic logic that assures the BI’s long term viability?  Only a fresh discussion in these terms may overcome the stalled status of the BI discussions as simply being too expensive for a developing country. Only by recuing with transparency the economic framework that allows the BI to be argued as a plausible policy in the long term (or disclosing with transparency a different one), the actual stalemate of the BI discussions can be shaken and new prospects may arise.  The gathering, refining and challenging of the macroeconomic argument, especially for the developing world, is crucial for the BI to become a real policy choice. 
2.) The macroeconomic logic of the BI and the structural challenge
In the literature revised, it is still possible to find an implied interest in the macroeconomic viability of a BI, even if most of it is mainly concerned with one of the three mentioned nodes of argumentation. Indeed, the main philosophical and political claims of the leading BI supporters suggest the necessity for the rescuing of the economic framework that allows a fundamental space for the desired type of state interventions in a contemporary economy. Moreover, a core of authors, despite not having it as their central theme, has explicitly acknowledged some arguments about the macroeconomic framework of a BI. In this section, I will gather those arguments and present them as a transparent bloc, highlighting its similarities with those of the early British supporters of the BI. This task will allow me, in the next chapter, to offer a deeper revision of the implicit economic logic of the BI supporters, and offer a direct challenge to them when they are tried to be applied to the developing world. 
2.1. The macroeconomic arguments for a BI 

What does the contemporary literature on the BI say about a BI policy’s economic viability? 
As Van Parijs puts it, “[a] crucial, if not the crucial, argument for basic income must be that (up to some level at any rate) the basic income is growth-friendly. However ethically commendable, one might wish to argue, a social reform is bound to fail if it is expected to depress the GNP. For such a reform would harm the interests of those who have to finance it twice over. Only sufficient confidence that the cake will be growing (more exactly, that it will be larger than without the reform) can give political leaders the guts to seriously propose the step, and societies the guts to take it”(Van Parijs, 1990, p.10-11) 
Along these lines, interesting attempts have been provided. Perhaps the most comprehensive, at a general level, are those of Van Parijs and Standing (Van Parijs, 1992, Standing, 1992 & 2005, see also Watts, 2002). Moreover, from a particular level concerned with particular countries, the best examples have been brought by some leading policy makers and/or policy advisors from those developing countries in which the BI has been closer to become a real policy. Those are: in South Africa, the EPRI (2000, 2001 & 2002), the Big Financing Reference Group (2004), Matisonn (2002), Samson (2006) and Meth (2008); in Namibia, the Basic Income Grant Coalition of the Namibia NGO Forum, and the influential Haarmann couple (Haarmann and Haarmann 2005); in Brazil,  Senator Suplicy (1992 & 2006) and Cobo and Lavinas (2010). These authors provide the most comprehensive attempts to go beyond the ethics, and/or the micro level of a BI, and to try to grasp its potential macroeconomic implications, long lost in traditional and neoclassical analyses. Finally, the overtly positive experience of a local BI pilot project in a village in Namibia has been also used to critically argue the potentialities of an extended, national policy (BIGNAM 2008 & 2009)
.
All these authors share a common basic line of reasoning: summarized in a single sentence, they all argue that a money transfer, both universal and unconditional, should stimulate the economy activity wherever it is implemented, thus triggering growth and promoting the self sustainability of the policy over the long run.
The argued steps to reach this thesis are broadly the following: 
· First, the BI will stimulate consumption: indeed, by shifting spending power from higher income groups to lower income groups (having in mind that a BI should be financed mainly through taxes to the more affluent), there will be a shift of resources from savings to consumption. 

· This increased consumption will raise general economic activity, as the absence of cash in the local economy is seen as a major factor preventing businesses and local projects from becoming successful. Both old and new entrepreneurs will benefit from the increased availability of cash.

· This increased economic activity will raise the general level of profits of consumption-goods and services producers, and the accumulation of capital
. 

· This increased capital will foster investment for expansion and the consequent creation of new labour opportunities
.

· Employment will be thus positively affected and, in its turn, it will widen new consumption capacity.
· The tax base will be also expanded, further supporting the affordability of the BI. 

In sum, a BI, it is argued, has the ability to unleash a virtuous cycle of expansion, increased employment, growth, greater tax revenue, further BI, and so on. As an eloquent example, the final assessment report of the pilot project of a BI in the village of Otijivero (Namibia) argues that economic activity has increased after the introduction of the BI, on top of all the successes in micro level social indicators (BIGNAM, 2009, p 70-82). The similarity of this set of arguments and the ones of the early Keynesian supporters in Britain is striking and almost evident. 

In addition to this main argumentation, it also has been argued that a BI will foster long-term productivity in developing countries through two main channels: 

- First, it will foster human capital productivity. Indeed, on a first count, it is argued that a stable income will improve people’s ability to do what they like, not what they are constrained to do; thus fostering higher productivity jobs and the production of innovative ideas (Joan Robinson’s mentioned argument must be recalled). On a second count, it has been argued that a BI should raise education and skill-learning levels, thus improving long-term productivity (for example, it has been argued that children in households that receive social grants –either conditioned or not- are more likely to attend school, and workers who have a stable income base are more likely to incur on the medium and long term costs of obtaining skills). On a third count, it has been argued that a BI would derive on better nutrition, health care, housing and transportation, and an improved level of well-being is paramount for human capital productivity. In sum, a BI can improve the productivity of the individual by allowing him to have freer choices, better instruction, and a higher level of general well being. 

- Second, a BI will reduce overall risk, which is deemed fundamental for investor confidence. On one count, at the micro level, higher incomes will reduce the level of insecurity for individuals, thus promoting riskier decisions by the people, allowing them to better absorb shocks, and/or permitting them to undertake the short term costs of finding a new job (for example, the costs of transportation and garments, or the opportunity cost of a non-worked day)
. On another count, at the level of the general economy, it has been argued that a BI will improve equality; thus reduce social tension and crime, thus encourage investment. In other words, the improved distributional effects of a BI would increase expected returns to capital by reducing political risk. 

In sum, a BI can unleash the ‘entrepreneurial spirit’ of a society (Van Parijs term, 1990, p.230): fundamentally, it provides cash, thus a boost to demand, thus a boost in profits, thus a boost in investment and output. On top of that, a BI will improve long-term productivity and add to the investment confidence, especially in a developing country, both by raising human skills and by lowering the overall risk of entrepreneurship. These arguments, with variations of style and emphasis, are largely shared by those authors interested in the macroeconomic implications of a BI for developing economies. Without much effort, it can be noted the strong similarity in content (not so in style and economic jargon) of these arguments with the position of the previously studied early British BI supporters. Also, many readers may already have realized that some version of this general argumentation has also been defended by the supporters of CCTs schemes. In fact, it has been also argued that CCTs can spur economic activity and provide the seeds for a cycle of economic growth (for instance, see Hanlon, 2010). This similarity turns to be a paradox: indeed, apart from the obvious parallel of periodic cash transfers, both ideas have substantially different roots. The BI is ingrained in a universalistic tradition of social policy, whereas CCTs are conditional and targeted by definition. CCTs thus, from its very roots, are not supposed to be macro, but targeted and conditioned. Moreover, CCTs are usually seen as an efficient alternative to slim the supply of services by the state. Indeed, the state can spare resources by giving money, instead of ‘wasting’ them by directly providing services that are prone to inefficiencies and corruption, thus reducing its size. Logically, the BI is a policy with which Keynesian economists feel more at ease, whilst CCT has been defended by more mainstream institutions and classical authors. So, even if both BI and CCTs rely on cash transfers, its philosophical framework, and the effects derived from it, can hardly be more different: the BI by definition is set up to be universal, whilst a CCT by definition is set up to be limited and resource-sparing. The BI cannot avoid affecting the macroeconomic aggregates of a market, whilst a CCT is oriented mainly to produce micro-economic changes at the household level. Never minding these huge differences, however, the act of giving cash to the people implicitly relies on one common argument: it will spur economic activity (at a general level in the case of the BI, at a smaller and more local level in the case of a CCT). After a boost in (general/local) demand, there will be a corresponding boost in (general/local) supply of consumption-goods and services. As such, both positions, no matter how different they can be, share the same problem: they assume that (aggregate/local) supply will catch up with the expansion of (aggregate/local) demand. This paper is devoted to the BI and not to the CCT and, as such, the following lines will focus on the BI supporters’ version and terms. However, the general criticism that will be made can easily be translated to CCT policies. 

2.2. The underlying economic logic: the management of aggregate demand

Having gathered this set of leading arguments, now it is the moment to offer a deeper illustration of the Keynesian economic logic that informs them. In Van Parijs words: “As Keynes General Theory predicted, a massive increase in the share of transfers, far from depressing the expected level of GNP, or of average disposable income, would actually boost it quite significantly” (Van Parijs, 1992, 226): I will thus provide a short revision of the Keynesian theory of demand management, providing an explanation of the concepts of ‘liquidity preference’, ‘shortages of aggregate demand’, ‘propensity to consume’ and ‘multiplier effect’. After that, I will rely on the work of Indian scholar V.K.R.V. Rao as an illuminating example of a type of thinking from the developing world that boldly challenges the Keynesian logic when applied to developing countries. As we will see, the long chain of consequentiality present in the Keynesian logic, from a boost in demand to long term growth, may depend on assumptions valid only for a specific type of economies; when those assumptions are not there, some of the consequential links may broke and the whole process might fail. Hence, the notions of ‘inelasticity of aggregate supply’ and of ‘structural bottlenecks’ will be introduced as necessary challenges for the forthcoming literature on the BI. 

Keynes wrote the General Theory of Employment, Interest and Money in 1936. He saw the book as a “struggle of escape from habitual modes of thought he had inherited from his classical predecessors” (Cutler et al, 1986, p.25). Indeed, Keynes was concerned with the dual task of rejecting both planned economies and the old liberal laissez faire position of hostility to state intervention in a market economy (Cutler et al, 1986, p.25). The former was perceived as problematic mainly because of its excessive levels of interference with the political and economic freedoms of capitalism. The second was perceived as problematic as it assumed the clearance of markets and its consequent equilibrium of prices. “Keynes appreciated the classical model’s elegance and consistency. But that did not stop him demolishing it” (Cutler et al, 1986, 27). In Keynes words: “Our criticism of the accepted classical theory of economics has consisted not so much in finding logical flaws in its analysis as in pointing out that its tacit assumptions are seldom or never satisfied, with the result that it cannot solve the economic problems of the actual world” (Keynes, 2006, Ch 24, p.307).
To begin with, in Keynes’ scheme, the volume of employment and of output is determined by the level at which the aggregate demand price is equal to the aggregate supply price; the central problem, however, according to Keynes, is that usually aggregate demand, freely let, falls short of aggregate supply (Keynes, 2006, Ch.3, p. 25)
. Hence, Keynes contested the classical assumption that supply created its own demand, as he saw that often aggregate demand flagged behind aggregate supply, thus provoking levels of employment and output inferior to the maximum possible ones.  “The normal position, in the absence of a specific economic policy… [is] one of deficient demand in the sense that effective demand tends to settle at a level below that which is consistent with full employment”(Rao 1952a, 51). Hence, there’s a need for economic policies aimed at increasing effective demand in order to secure full employment and greater output.  

Keynes explanation of why effective demand tended to settle below supply shortly goes like this: first, ‘when aggregate real income is increased, aggregate consumption is increased, but nut by as much as income’ (Keynes 2006, Ch 3, p.27)’, that is, the marginal propensity to consume is less than one. The gap between increased incomes and (not so much) increased consumption supposedly has to be made up by investment. In fact, in a classical model, investment was equal to savings, so everything that was not spent in consumption (thus saved), was invested. On the contrary, Keynes rejected the classical idea that whatever people earn is either spent or saved; and whatever is saved is invested in capital projects, as if nothing was hoarded, nothing lied idle. Indeed, Keynes believed that investment was governed by the ‘animal spirits’ of entrepreneurs, facing an imponderable future (Keynes, 2006, Ch 9). This uncertainty gave savers a reason “to hoard their wealth in liquid assets, like money, rather than committing it to new capital projects”(Cutler et al, 1986, 27). This is what Keynes called ‘liquidity-preference’ (Keynes 2006, Ch 9, p.97-99). “If animal spirits flagged and ‘liquidity-preference’ surged, the pace of investment would falter, with no obvious market force to restore it” (Cutler et al, 1986, 27). So, effective demand would fall short of aggregate supply, leaving willing workers unemployed, idle industrial capacity and a minimized rate of output. To avoid this situation, then, extra investment expenditure becomes necessary to offset the liquidity preference and the tendency towards the growth of involuntary unemployment and sub-utilization of the maximum capacities of the economy (Rao 1952 a, p.40). The intervention of the State was then necessary to step demand up to an optimum level in which investment speeds up and full employment and the expansion of outcome are rendered possible. Keynes argued that consumption-spending was the principal determinant of increased investment, as increased consumption releases purchasing power to producers and hence fosters their investment plans (Ahiakpor, 2001, p.345). In fact, the argument goes, an increase of effective consumption is directed, in a first round, to consumption-goods industries, which invest the extra income generated to expand output and offer effective additional employment. The new employed, in turn, foster a second round of increased consumption which promotes new investment projects, expanded output, and a tertiary round, and so on (Rao 1952 a, 41). 

Here, a subtlety needs to be introduced. Keynes added the concept of multiplier to his general understanding of how aggregate demand works (Keynes 2006, Ch 10, p. 102). Indeed, the different ‘rounds’ had the final consequence of producing an increase in output greater than the initial extra expenditure provided by the state. That is, a multiplier factor will work, assuring that the final outcome of a devised policy to expand demand will be greater than the committed public effort of resources (the final increase will be the initial effort times the multiplier factor)
. The ‘size’ of this multiplier depends on the propensity to consume of the population: a high propensity to consume means that any extra income will be spent mostly in greater consumption; whereas a low propensity to consume means that not much of an additional income will derivate into consumption activities. Following the description of ‘rounds’ of economic activity, a higher propensity to consume implies a greater rise in income for the consumption-goods producers than a lower one does. Thus, the former unleashes larger resources for increased investment than the latter, and so on. Hence, a higher propensity to consume implies a greater multiplier than a lower one (Rao 1952 a, p.38). As a corollary, it has been noted that poorer populations, or poorer parts of a population, have a greater propensity to consume than richer ones. In fact, poor people tend to consume most of its increased income, whereas rich people tend to consume far less. So, it has been argued, demand pushes on the lower echelons of society were to be preferred as they had a greater multiplier effect on investment and, consequentially, on increased employment and real income
.   

This whole process, moreover, is deemed to be self reinforcing, as the resulting increased level of income implies greater government revenues through taxes, and fosters its ability to adequately intervene in managing demand at different points of time. 

Crucially, then, the main task for governments was to boost demand, in order to offset the effects of liquidity preference. Aggregate demand and aggregate supply, contrary to the classical view, will not ‘clear’ automatically. According to Keynes, demand was to be managed, or ‘steered’, up to the point in which there is a maximum utilization of resources in society, that is, the point of full employment. “The desired economic policy thus is primarily one of increasing effective demand to the appropriate level”(Rao 1952b, 52).  What were the principal devised policies to steer demand? Keynes proposed remedies as public works, cheap money, deficit financing, redistributive taxation (Rao 1952a, 36). Some of the early authors of the Cambridge Circus, as we have seen, also proposed a BI. The BI, thus, has a place in the general theory of Keynesianism as a policy to steer demand in a broad and fast way.  Its long term viability, thus, depends on the actual occurrence of the multiplier and of the devised steps following an expansion in aggregate demand through public intervention.

What are the limits of demand management, according to Keynes General Theory?  Keynes himself devised the limits of the studied public interventions. Indeed, above the full employment point, additional increases in demand will cease to have the desired outcomes as the maximum capacity of the economy is attained (Keynes, 2006, Ch.3). “The same point is described in a different way by saying that employment reaches a point at which the supply of output ceases to be elastic, i.e. where a further increase in the volume of effective demand will no longer be accompanied by any increase in output” (Rao 1952b, 52). In sum, once this appropriate level of effective demand is reached (and full employment attained), “any further increase in effective demand will bring into operation the crude quantity theory of money, prices tending to rise in exact proportion to the excess money circulating” (Rao 1952b, 57).

To sum up, “the whole of Keynes’ General Theory is concerned with his explanation of the behavior of effective demand and his exposition of the economic policy necessary for increasing the volume of this demand to a level appropriate for securing full employment” (Rao 1952b, p.51). Crucially however, the theorization of its principles and limits was concerned only with the study of developed economies. Keynes never made an attempt to give a separate treatment to the underdeveloped countries (Rao 1952a, 15 & 38). The application of the principles of demand management in the developing world, thus, must be anything but automatic. The contemporary debates on the BI for the developing world have still a lot to absorb of the criticisms that long time ago some economists from the third world made about the application of the Keynesian theory for its underdeveloped economies. The debate in this respect must be opened and new challenges rightly treated.

2.3. Structural Criticisms from the developing world

For this section I will rely on the work of Indian economist V.K.R.V. Rao. He undertook the task of assessing the application of Keynes’ main ideas in the developing world. Even if he’s not the only author that has made such an effort, his work provides an indication of the main direction of the challenges that the BI proponents need to address when concerned with the long term viability of their proposal. 
According to Rao, in “Investment, Income and the Multiplier in an Underdeveloped Economy”(1952a), the different circumstances of the underdeveloped economies may prevent the multiplier in particular, and the potentialities of demand management in general, to properly work in those countries. He reckons that many steps of Keynes’ argumentation can act differently in developing economies and, even worse, be dangerous for them. A ‘blind’ application of Keynes’ theory in underdeveloped economies, argues Rao, ‘has inflicted considerable injury on the economies of underdeveloped countries”(Rao 1952a, 49).

Why? His line of thinking goes shortly like this:

The successive ‘rounds’ of increasing investment and income, envisaged by the principle of the multiplier, may simply broke in a developing economy.  Following Rao, “in the case of India [as an example of any underdeveloped economy] the secondary, tertiary and other increases in income, output and employment visualized by the multiplier principle do not follow, even though the marginal propensity to consume is very high and the multiplier should, therefore, function in a vigorous fashion”(Rao 1952a, 39).

And this is primarily because the consumption-goods industries to which the increased demand is directed are not in a position to expand output and offer additional jobs. That is, the aggregate supply of goods is not as elastic as required to react to the increased demand. The extra income generated for those industries does not promote new investment projects and the whole chain of links that underpins the multiplier principle breaks. 

To illustrate his point, Rao gives an example referred to what he sees as the chief consumption-industry of a developing country, that is, food. According to him, the supply of food is steeply inelastic. Hence, the second round [and the next ones) devised by the multiplier principle doesn’t hold, as the producers of food don’t re-invest, but simply appropriate the increased income. This extra income is often spent in imported luxury goods (with no appreciable linkages to the local economy), or, more important still, it remains idle, breaking its multiplying feature and, worse still, generating inflation (as nominal demand exceeds supply). Producers of food don’t reinvest for a variety of reasons: first, naturally, land cannot be easily augmented in size as a way to invest in the expansion of output; second, the institutional setting may provoke the reluctance of providers to invest in response to increased profits. As Rao argues “the presence of price controls and governmental procurement both act as psychological disincentives, while uncertainty regarding the duration of high prices and their future also has the effect of dampening immediate response”(Rao 1952a, 39). Third, re-investment in technology may be really hard to get, as specialized skills and supplies may be lacking for the whole economy. Fourth, an important part of food production in underdeveloped economies is devoted to self-consumption; so, an increase in income by the producer-consumer of food, leads to an increase in demand for self-consumption, that is, it is often spent in more self-consumption, thus limiting the creation of new jobs or new marketable output. Fifth, the nature of unemployment in an underdeveloped economy is not the one devised by Keynes in which most people work for a wage. Most workers in underdeveloped economies are engaged in inferior household enterprises which make no difference in output: its withdrawal from the concerned occupation will make no difference to output, not produce a significant reorganization of the activity (Rao 1952a, 44). This situation (described afterwards, with nuances and differences, with multiple names as ‘disguised unemployment’, ‘dual economy’, ‘sub employment’ ‘informality’, etc) prevents both the creation of new jobs and the expansion in output.  

Rao calls these problems ‘bottlenecks’ or ‘shortages’. More technically, ‘inelasticity of the supply curves of the factors of production’. The resulting outcome is simply that in the developing world it may be not possible in the short term to increase output (or employment), even despite willingness to do so. Rao is not concerned only with the example of the production of food in developing economies. As he notes “[o]ne may expect that the position would be different in respect of the increased consumption of non agricultural goods… But even here, the position is not far different in the case of a country like India [or other developing economies]. This is due to many reasons as the absence of effective capacity in industries, difficulty of obtaining raw materials and other ingredients for additional production, inelastic supply of skilled workers, and various bottlenecks arising out of controls and the general environment of a shortage dominated industry”(Rao 1952a, 41). 

So, Rao argues that in a developing economy not necessarily the only factor responsible for involuntary unemployment, and non-maximized output, is a deficiency of aggregate demand. Indeed, aggregate demand is just one impediment, but there are others (‘bottlenecks’ of different sorts), which may hinder the process of expansion long before ‘full employment’ in the Keynesian sense is reached.

Only under specific assumptions of an economy, the multiplier effect will work and an expansion in effective demand will lead to increased output, real income and employment, and finally to ‘self-financing’. These assumptions, according to Rao, are the following: 
“

· Involuntary unemployment [of the Keynesian type, that is, not the ‘sub’, ‘self’ or ‘disguised’ unemployment typical of underdeveloped economies].
· An industrialized economy where the supply curve of output slopes upwards towards the right but does not become vertical till after a substantial interval.
· Excess capacity in the consumption-goods industries.
· Comparatively elastic supply of the working capital required for increased output”.
“These assumptions do not hold in the case of an underdeveloped economy”(Rao 1952a, 44). In other words, the expansion of aggregate consumption doesn’t produce a related expansion in aggregate supply in the developing world. The increased availability of cash can’t produce an expansion in investment by the consumer-goods industries, so no new jobs are created and the overall expansion of output doesn’t take place. The multiplier doesn’t work, as the steps, or ‘rounds’, of the transmission of income fall short of its ability to spur investment. This inelasticity of aggregate supply impedes the evolvement of the process in the manner devised for industrialized economies, and policies to raise consumption can ultimately have a perverse effect on inflation without rising general production. 

With this in hand, in a second crucial paper, “Full employment and economic development” (1952b), Rao enlarges its reasoning by studying [among other issues] the behavior, in the developing world, of the theoretical limits devised by Keynes himself to the task of ‘demand management’. 

To begin with, he remembers us that once the stage of full employment in an industrialized economy is reached, according to Keynes, any attempt to increase investment sets up a tendency in money prices to raise without limit, in such a manner that rising prices will no longer be associated with an increasing aggregate real income (Rao 1952a 38). For a developing economy, Rao’s argument follows, full employment is not the only point in which the aggregate supply will cease to respond to expansions in aggregate demand. According to him, amplification (not a modification) of the Keynesian theory is required to better understand developing economies (Rao 1952b, 54). And this can be done by assimilating the effects of going beyond ‘full employment’ in an industrialized economy, to the effects of going beyond these other points (determined by structural ‘bottlenecks’) in a developing one.  

He reasserts thus that the expansion of demand is to be useful only in a precise range of expansion. Above a critical a point, any expansion of demand will crash against an inelastic curve of supply and will degenerate on simple inflation. The critical point in an industrialized economy is the point of full employment. The critical point in other economies is distinct, but acts in the same way devised by Keynes for the point of full employment in a developed economy. And here Rao links these arguments with the process of economic development. The key is that any economy can go as far as it can towards its level of maximum utilization of labour and capital under given circumstances, that is, a “given datum of resources, capital, skills, organizations, and institutions” (Rao 1952b, 61).  But no more than that. Only a change in circumstances (that is, a removal of structural bottlenecks), may provide further scope for the expansion of aggregate demand. Many points of ‘full employment’ can be found in developing economies before reaching the ultimate ‘full employment’ point proper of industrialized economies. And this is precisely the major manifestation of ongoing development: passing from a point of full employment to another. As Rao puts it, ‘there are as many levels of full employment as there are different stages of economic development’. He adds, moreover, that “the curve of full employment [which relates the effective demand to the employment level] is more elastic the higher the stage of development; hence it is that the effect of increase in effective demand on increasing employment is greater, and the point of full employment and inflation more distant when economic development reaches the stage of industrialization than when it is still associated only with an agricultural economy” (Rao 1952b 62). That is, the scope for policies expanding aggregate demand is deemed to be greater in the developed world than in the developing one. In the developing one, a universal provision of extra cash could easily reach and overcome its point of inflection and rapidly become a perverse policy originating inflation. In sum, Rao links his previous thesis on the inability of the multiplier to act properly in a developing country to the discourse of development, further asserting the threats of the tools of managing demand for underdeveloped countries, even if they may hold true for developed ones.

Rao’s conclusion, in short, is that the blind application of Keynes postulates in underdeveloped economies is (and had been at that moment) treacherous. Developing economies should, according to Rao, concentrate on the task of removing ‘bottlenecks’ instead of putting its faith on the task of demand management and the multiplier principle. Indeed, in a third famous paper, “Deficit Financing, Capital Formation and Price Behavior in an Underdeveloped Economy” (1953), Rao proposes to differentiate the demand of task management from the task of capital formation (and, in general, the task of promoting development) in the developing world. According to him, the process of development essentially is one of increased productivity or output per worker (Rao 1953, 105). Synthesizing, this increased productivity can be obtained by four main different channels: fostering capital formation (that is, increasing the volume of utilizable resources –land, roads, mines-, and increasing the volume of capital equipment -including power-); increasing the efficiency of working capacity through education, health, technical skills; increasing the state of knowledge and organization of the community; and creating the necessary incentives for the maximization of output (Rao 1953, 107). These channels, as I understand them, can be also described as major ‘bottlenecks’ when they are seen from the negative perspective, that is, as ‘lack of thereof’: lack of capital accumulation, weak human capital, obsolete technology and weak institutions (to use more modern words). Rao’s crucial point, hence, is that the task of demand management, important as it may be in a close range of boundaries (the less developed the economy, the shorter the range), must be forcibly accompanied (or even better, substituted) by policies aimed at removing the structural bottlenecks and raise productivity. The removal of these bottlenecks, moreover, can also be described as ways to “increase capacity and thereby imparting elasticity to the supply curve of output”(Rao 1953, 116). So, apart from activating aggregate demand, which can be good as far as it can go, the crucial task of a developing economy is to bring elasticity to its aggregate supply, by promoting raised productivity through the removal of the principal bottlenecks found.

The previous general ideas are not only Rao’s. Many other economists (usually labeled as ‘developmentalists’ or ‘structuralists’) also have committed themselves to the particular problems and ‘bottlenecks’ of developing economies. Moreover, some of Rao’s ideas, and especially his examples, written in the 50’s, could prove anachronistic for particular developing countries today. For instance, his preferred example, on the production of food, cannot be taken as granted in a contemporary developing economy: the openness of economies brought by globalization adds complexity [and disagreements] to its indications on the level of the inelasticity of supply (particularly of food) in developing countries. Furthermore, the principle of the multiplier, and the general Keynesian framework has been attacked from multiple points of view and has been progressively accommodated to different global circumstances (for example, the freedom of capital movements implies important reconceptualizations of its entire building). Moreover, economists interested in the developing world have gone beyond his general description and have focused on the discovery of new or better descriptions of structural bottlenecks for many single countries. Nonetheless, all these restrictions can’t obscure the value that Rao’s general description might have for the contemporary discussions on the basic income for developing countries
. His ideas (along with others’ similar ones) indicate the direction of a still unexplored challenge to the BI’s economic viability and implicit economic logic. In the same way as Keynes reacted against the classical idea that demand will catch up with supply, Rao is a representative of the reaction against the assumption that, at least in developing countries, supply will catch up with demand. Important difficulties have been noted when the reaction of the supply side of the economy is considered: how do we guarantee that the money will translate into investment and expanded productivity of crucial goods and services? How do we guarantee that all this money translates into clean water, better schools, improved infrastructure, responsible institutions? How do we avoid inflation? The supply systems will not be unleashed in a simple way by the new expenditure. A strategy is needed to deal with this proposed line of criticism. Structural issues might curb, and even impede, the functioning of the alleged macroeconomic logic of raised incomes and output expansion in the developing world. The fact of these ideas being ‘old’ is not at all a problem; on the contrary, they are precisely indicating the direction of what has to be rescued and challenged in contemporary debates.
Moreover, it is important to recall, as we already hinted, that the assumption of the ability of supply to respond to increased demand is an assumption shared by very diverging views. Be it supporters of promoting income security as a right, supporters of conditional cash transfers (CCTs),   supporters of ‘raising the level of wages by dictum’, supporters of a ‘just give money to the poor’ mantra, all this strategies have to address the challenge posed by the inelasticity of aggregate supply. All these debates rely on the idea that new money will turn on the supply systems. And, on the contrary, all these debates must keep in mind (and recall from history) that, in developing economies, regardless of the used tool, the increase in income by the consumption-goods producers may not have any noticeable increase in investment, output or employment, and worse still, it may have perverse outcomes unleashing an inflationary tendency. The State cannot thus recoil from important sectors of the economy, as some of the previous positions would like. On the contrary, further intervention is needed on both demand and supply sides of the economy to assure its viability and its way towards development, In sum, the BI supporters, first of all among this group of contemporary strategists, have to be especially careful with the existence of supply bottlenecks in particular economies. Indeed, given its inherent large scale and vast utilization of resources, what multiplies is the scale of the problem, not the level of expected growth.     

3. Conclusions

1.  The macroeconomic focus has to be rescued and made more explicit in the BI’s debates. 
The idea of a BI reached the political realm in the late 40s decade in England thanks in part to the Keynesian economic framework, which provided it stable ground among economic choices. In fact, Keynesianism endowed the proposal with the necessary anchors to render it plausible on political and policy discussions. This framework went along with the idea, even if some attempts to provide a different economic framework were tried (as for example, Milton Friedman’s NIT proposal for the United States in the early 70’s (Friedman 1962 and afterwards explained with more detail in Friedman and Friedman, 1980)). Social democrats were its principal supporters, and many approximations to a guaranteed income were attained during the years of strong welfare states (albeit not a single pure universal Basic Income policy). In the late 80’s, the oncoming crumbling of the Soviet Union, the recoiling of welfarism and the pace of globalization provided the political reasons for a revival of bold ideas aware of market liberalism and planned economies, the BI being one of them. During those years, the explicit goal (Van Parijs, 1992) of improving the ethical and philosophical underpinnings of the BI proposal, and its wider advertising and organization (creation of BIEN Network) went on with important successes. However, and partly because of this explicit new focus, the macroeconomic dimension that spurred its political debate in the first place was largely omitted. Keynesian logic, however, is still implicit in the literature of the revival. Even if the goal of full employment has been largely dismissed (see Standing 1992, p.45), the general framework of Keynesianism persists, centered on the expansion of output and incomes through non work related schemes. An unintended consequence of this tacit acceptance of the growth friendliness of a BI along Keynesian lines came when the BI was discussed as a real policy option in the developing world. There, the debate regained momentum, but its lack of macroeconomic discussion became more evident. Its actual implementation, beyond rhetoric, got stalled. Ideological attacks based on its large scale and large utilization of public resources is simply quite condemning it. 
The whole growth friendliness of such a policy in the long term for a developing world has thus to be revised. The economic framework underpinning its assumed outcomes has to be explicitly rescued and debated. Indeed, structural positions have long been in the arena criticizing important features of the Keynesian logic when applied to the developing world, but this trend of literature has not yet been applied to the BI debate. Indeed, regardless of the apparent viability of a BI for industrialized economies, its foundations need to be cleaned when applied to the developing world. It has been thus my purpose to suggest that these general criticisms must be applied to BI discussions, which have been largely unaware of them. In sum, the BI is to be placed in a broader developmental agenda, beyond the social security features that informed most of its discussions on the industrialized world, and a more transparent type of research is largely overdue. BI supporters must provide a better understanding of the general strategy that will allow the BI to overcome the bottlenecks of an underdeveloped economy, if the BI is to be a serious alternative, growth friendly and self-financing in the developing world. The existing attempts, albeit scant and timid, must be rescued and the macroeconomic focus should now take the center stage. I’m optimistic about the BI’s future in the developing world. I’m fond of its ethical principles and I believe that extra cash is a necessary condition for development and rising living standards. However, new research is strongly needed on the macroeconomic conditions necessary to sustain its viability
2. The macroeconomic viability of a BI is largely dependent on contexts, and so its research

If the Keynesian economic theory is to provide a potential framework to argue the long term viability of a BI, the oncoming research must be precisely contextual.  Indeed, different countries may be affronting different bottlenecks that affect the deployment of economic policies aimed at the expansion of aggregate demand. In order to promote the actual implementation of a BI in a national basis, great care must be provided in the analysis of both the characteristics of the physical supply of goods and services, and the institutional setting of any particular economy, in order to unfold which are the main constraints that prevent further investment in productive capacity, further creation of jobs, etc, as the many ‘rounds’ of the multiplier logic implies. In this spirit, important differences may occur from country to country, and especially from different regions of the developing world. As proposed by Rao (and hinted by Keynes himself), different levels of development may provide greater (or lesser) scope for the induced expansion of demand. For instance, the structural bottlenecks affronted by a country in Sub-Saharan Africa might be very different from those affronted by a Latin American one. Indeed, development of infrastructure, or institutional reliability, may diverge in important grades, promoting different types of responses for those different economies. 
As a matter of fact, these structural differences may contribute to explain why some antipoverty reduction strategies based on money transfers are more likely to occur in regions of the world like Latin America, than in others like South Asia. Apart from undeniable political and historical reasons, the levels of infrastructure and institutional development may allow greater space for a robust case for a BI in the former than in the later. Even intra-regional differences matter, as different bottlenecks affect, for example, countries like Chile and Paraguay in South America, or Namibia and Niger in Sub-Saharan Africa. Probably, this is why CCTs are so in vogue in Latin America, and the closer attempts to really implement a BI have occurred in countries as Brazil and South Africa (where levels of development and welfare expansion may be higher), and not in others. But further research is needed. The analysis must affront each economy in its individuality. The robustness of a BI’s viability in a national basis depends on the particular assessment of the elasticity of aggregate supply of factors (and related bottlenecks) in those countries
.  The bottlenecks that provide for the supply’s inelasticity must be assessed, and this implies a revision not only on the volume, but also in the quality and organization of factors of production. In this sense, I conclude that in this sense, it cannot be stressed anymore that the BI is a ‘universal’ policy. Rather, its success is highly contextual. 
3. The State is needed
That supply will catch up to an increase in demand is an assumption shared by all the strategists fond of different forms of money transfer to the people (to everyone or to targeted poor). Some believe that it is better to give people money than to go into supply side interventions because of inherent lack of cash in the economy to profit from the increased supply of goods and services. Some others (mostly CCT supporters and some BI ones attached to the Friedman’s version of the BI), prefer money hand outs because of the potential corruption and inefficiencies of an over-increased size of the state. Whatever the reason, they assume that an increased demand will be catched up by a correlative increase in supply, and this must not be so. 
It has to be noted that leading BI supporters are largely nuanced in this respect. They have constantly recognized that the BI is no ‘panacea’ (Van Parijs, 1992 & 2000, Standing 2004 & 2008, Suplicy 2006). Indeed, many have argued that, albeit fundamental and transformative, the real value of a BI arises as a complement of other measures of state provision. They are afraid of provoking a trade-off between a BI proposal and other types of welfare provision. On the contrary, the BI revival in the 80s decade in Europe has been partially explained as a reaction to the eroding of the welfare system. Their point is to expand the provision of income to everyone, as a necessary ingredient of security and of a decent life, but not at the expense of withdrawing state actions from other realms of public provision. The ultimate dismantling of the welfare system is thus not the goal; rather, it is their enemy. But the problem in the developing world is much more pressing than that. In fact, as has been argued in the previous chapter of this document, it is not just that an increase in demand by itself doesn’t produce clean water or better schools, so that it has to be complemented by state provisions on these realms. The problem is that, unless you provide both, the solution not only might not work, but also it might be perverse. As the curve of aggregate supply of the economy is not brought into new life by the demand expansion, the multiplier effect can break and the outcome of the proposal can be simple inflation without rising living standards. Fundamental state intervention in the supply side of the economy, thus, is not just a matter of adequacy or desirability, as BI supporters suggest when referring to ‘no panacea’, but it’s a matter of necessity. The challenges proposed in this document imply a much stronger role of the state in the agenda for development. If you are to give money, the state is inherently needed with supply interventions to avoid perverse outcomes. Unless there are not policies affecting the elasticity of aggregate supply, a BI could become a ruinous remedy and a wrong tool for development and poverty reduction. The BI’s economic viability depends on the concomitant removal of structural bottlenecks that impede the proper functioning of the virtuous cycle logic of the expansion of demand supporters. In sum, the idea of the BI as a tool for development must provide a simultaneous set of policies that affect both the volume of demand and the bottlenecks that might impede the supply’s reaction. To talk about desirability (and no panacea) is much of a cold statement that doesn’t acknowledge the potential perils of the long term application of a BI policy.   
4. Investment in productivity is the key of the BI’s argumentation of long term viability

What is needed for a correct deployment of a BI strategy in the developing world? What could be an answer to Rao’s challenge? 

A fundamental ingredient for further research about the macroeconomic viability of a BI is its ability to become investment. Only if the BI spurs a new wave of investment from the initial extra income provided, the principle of multiplier is deemed to work and an expansion of output may occur. This can occur either by direct parallel interventions aimed at the removal of structural bottlenecks, or by refining the argumentation by saying that a BI not only affects demand but, in itself, can provide increased flexibility to the supply side of the economy. To advance some steps in this second direction, the alleged arguments about the potential gains in productivity that a BI may spur need to be further reinforced and complemented. 
These alleged arguments, as we have seen, exist, but they are residual and still unconnected to the provision of an explicit economic understanding of the potential implementation of a BI. In fact, as has been noted earlier, some BI supporters have made an effort to derive gains in productivity from a BI. They see the BI, in itself, as a long term investment in human capital and reduced risk. Indeed, human skills are likely to be promoted, and also some institutional changes dependent on reduced crime and a friendlier climate for investment (with decreased individual and political risks). In the same vein, argumentations in favor of CCTs are also happy to point its ability to promote children enrolment in school and utilization of public health institutions, on one side, and purchases of goods for productive investment -as fertilizers, in the most common example- (Hanlon, 2010, p.4). This kind of arguments must come to the center stage. 
In fact, I found them, on one count, highly speculative; and on another count, still unable to provide answers to the short-term need to provide elasticity to the supply curve in order to avoid inflation. For instance, on the first count, it can be retorted that it has been largely recognized that major enrolments in school and utilization of hospitals derived from transfers of money haven’t had a proper translation into better skills or health (Fizbein et Schady, 2009). Equally, the BIGNAM pilot project in Namibia has showed an increment in school assistants from the implementation of the BI, but the quality of it is still to be demonstrated (BIGNAM 2009). This is not surprising: it is just another possible evidence on the inability of supply to adequately react to expanded demand. 
On the second count, it is needed to be stressed that even the long term improvements on productivity are still inadequate to avoid the recognized problems of a rapid expansion in demand. In fact, what it is needed is the removal of the short term rigidities of the supply curve. Even if a reinforced version of the previous arguments (about an increase in long term productivity) shows its plausibility, it is still true that the time gap between the outcomes of the removal of these long term bottlenecks and the actual implementation of the policy to boost demand is big enough to still  produce inflation without rising living standards. The alleged long term investments that directly derive from a BI are insufficient to avoid the risks of trespassing the point of inflexion mentioned by Rao in which expanded demand only produces a relentless rise in nominal prices. Short term increases in capital productivity and short term expansions of supply activities are thus still to be argued and accommodated into the general framework of alleged macroeconomic viability of the BI. 

In sum, this potential link between the BI and some additional flexibility to the supply curve seems fundamental. This set of arguments, sometimes residually found in the contemporary BI’s literature, provides the adequate direction of a new branch of needed argumentation. But this argumentation must be reinforced, placed into a broader framework of analysis and challenged by short term considerations. Moreover, it has to be complemented by the study of the concomitant removal of other, perhaps more pressing bottlenecks that, as argued before, a BI can’t remove in itself, thus necessitating further state intervention. In fact, some rigidities surpass the scope of a BI strategy and depend on much broader economic transformations of the countries. 

5. An alternative?

I would like to finalize this document by risking a sketch of the direction of the further research I’m planning to undertake. As argued, the BI’s viability in the developing world largely depends on its ability to spur short term investment. Possibly, a policy variation of the traditional BI can offer better perspectives in this task. This variation has usually been called ‘Stakeholding’ (Ackerman et Alstott, 1999, 2004). A case on the superiority of stakeholding over the BI can be made, for developing countries, based precisely on its apparent greater ability to unleash investment

The principles of stakeholding are the same as those of the BI: it is a universal, non conditioned cash transfer to all citizens. However, a fundamental difference exists: stakeholders propose a big lump-sum transfer, just once (or twice) in life, instead of a periodic small transfer. Interesting debates exist on the potentialities and limits of each alternative policy (Olin Wright ed., 2006). However, the debate has never been deployed specifically for the particularities of developing countries, and not so in terms of the ability of each policy to induce investment and promote development. A periodic BI, largely reliant on consumption, is theoretically deemed to induce investment in a second round of increased incomes; that is, when the producers of consumption-goods absorb the increased profits of a boost in demand. A stakeholding initiative may act differently, giving the turn to invest (or not) to the original beneficiaries of the policy. It doesn’t straightforwardly follows that the level of investment will be greater in one option than in the other. This is part of what I would like to further study. But I have the intuition that stakeholding can, with small accompanying ideas, provide a faster and better pace of investment and capital accumulation; and therefore, greater sustainability to the policy and brighter prospects for development. 
Indeed, a unique lump-sum transfer can act faster and better along many ways: first, a BI is unavoidably slow to spur investment. Despite the existence or not of structural bottlenecks, the BI, based on increased consumption that progressively accrues the income of producers, is slow by definition. A temporal gap takes place from the moment in which the monthly installment is received, to the one in which it is spent, to the one in which it is accumulated, to the one in which it is invested. Also at the individual level, for the citizen who decides to undertake, by himself, an entrepreneurial activity, or to invest in human capital formation, the BI turns out to be a deficient source of potential short term investment. This citizen would be forced to save his BI for a long period of time just to reach the point of possibly paying for the acquisition of physical capital, technology or education. A stakeholding sum, on the contrary, provides the individual and the society an immediate source to finance investment. This difference on the time scale can be strong enough as to make preferable a lump sum in the developing world than a BI, just because the inflationary tendencies that arise from the temporal gap between the original boost in demand and its actual investment are lower.
Secondly, stakeholding appears to be likelier to be directed against structural bottlenecks than the BI. Indeed, the structural bottlenecks that impede investment and break the multiplier chain are not for goods-producers only. They affect everyone’s ability to invest, everyone’s ‘animal spirit’. A relevant sum may provide an expanded ability to individuals to acquire skills, technology, start-up capital, further investment, etc. And, due to its universal provision to a range of citizens, economies of scale may be fostered: they all are affected by the same type of structural constraints (that’s why they are structural). The availability of a lump sum in an individual’s life could provide a far better way to start capital accumulation than a periodic BI does, as so is its poverty reduction possibilities over the long run. 

Finally, a stakeholding initiative may be easier to direct to preferred types of investment than a BI.  This could be a highly mined terrain, as one necessary condition of the BI is its un-conditionality. However, a set of incentives (much weaker than conditions) can be used to better stimulate certain types of investment, while maintaining the universality and un-conditionality of the first installment.  For instance, an incentive in the form of a second lump-sum installment after five years if some feeble criteria on investment are met (or even in ‘local’ investment, to avoid an unexpected problem that Keynes hadn’t much in mind, which is the free movement of capital), can easily energize investment, thus eliminating the obstacles to the policy’s overall sustainability. On the contrary, the potential implementation of incentives on a periodic BI is much more difficult to implement and direct, as it relies mainly on broad consumption.  
Bolder still, and recalling that this is just a preliminary sketch, a stakeholding initiative could even provide a way to think a form of industrial policy in which ‘people’ are the ones who decide the destiny and volume of the state aid to industrialization. In fact, through people, investment in critical industries could be encouraged, but the state will avoid the problem of ‘selectivity’ that an industrial policy usually meets. Indeed, incentives could be obtained by those beneficiaries who invest in successful businesses in certain industries. The pool of individuals will be the judge of which businesses among those industries are doing better, by directing to them their lump-sums. The businesses in those industries will be encouraged to perform better, in order to attract the lump-sums of a new batch of beneficiaries. So, the twin problems of ‘selectivity’ and ‘adequate stick and carrots’, that are largely blamed as the obstacles of a successful industrial policy (see for example Lall, 2004), could be elegantly overcame by a triangulation: instead of a direct fiscal stimulus from the state to some businesses in some industries, it can be done ‘through the people’. This will be probably less efficient in the short term than a direct provision, but in the long term, it may provide a better way to foster the finances of specific industries without being captured by them (and, by the way, providing a better framework of freedom and money availability to individual persons).    

Not only industrial policy could be the target of an expanded economic focus for the BI initiative. In general, a stakeholding proposal provides a fruitful field of study in the contested realm of the role of the state in capital formation. Some argue that public financement of capital formation is unavoidable in the trail towards development (for example, through industrial policy). Some others retort that higher government involvement may ‘crowd out’ private investment and, worse still, that the state is usually inferior at allocating capital than the private sector (bad to ‘select’ and bad for  performance); so they prefer monetary stimuli over fiscal ones to boost demand in the economy. However, a stakeholding proposal is one in which a boosting in demand is achieved through fiscal stimulus, but with the crucial added ingredient that it reverts automatically to people. Investment decisions will thus stay in private hands and will be allocated by the private sector, but better redistributed by state intervention. Again, the original motivation of the BI arises: from the day of its coming into politics in the 40’s Britain, through the whole century, the search for a ‘third way’ underpins it. Just the dimensions of its unexpected consequences are still to be explored. 
Surely, these final ideas are just sketchy, and up to the moment they aren’t more than a sort of guesses. Hence, they must not obscure the central purpose of this paper, gathered in the four previous points of the conclusions. These final ideas just provide more evidence of the immensity of the absence of the BI proposal in macroeconomic debates. Indeed, the BI proposal is one of the most interesting policy proposals of our time, and has had the power to challenge moral and political models. Furthermore, it has shown its ability to produce radical positive changes in the livelihoods of people in the developing world (the successes of the pilot project in Namibia are overtly inspiring (BIGNAM 2009)). I often fall prey of a clean enthusiasm when reading literature about the microeconomic impacts of the BI. So, now it is time for the idea to be better discussed on the grounds of its macroeconomic sustainability. I expect that the steps that I have undertaken in this paper can be useful (at least for me, they have been!) to prepare the tools for a more robust argumentation and to predict some of its main obstacles. I would be happy if the rescuing of these tools makes an original and thought-provoking contribution to the BI’s debate. Indeed, for the arrival of the policy to the people who would actually benefit the most from it, there is still a long, uneven and loving way to be walked. 
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The macroeconomic viability of a Basic Income for all:


 


A structural challenge from the developing world








� The list of authors from the Cambridge Circus that devoted themselves to the BI is recurrent in different accounts of the BI history (see for example BIEN History webpage, visited in june 2010). I drew the main inspiration on the related contents of these authors mainly from Van Trier’s scrupulous historical document “Who framed Social Dividend?”(2002). However, departing from his revision of these authors, I made my own revision of many of the original sources he often cites.


� As showed by Van Trier, the idea will appear in many of its later workings, from 1938 ‘Consumers, credit and unemployment’, in which he formules the vision of Keynes on basic income, to 1989 ‘Agathotopia: the economics of partnership’, in which an island of ‘normal’ human beings (non ‘utopian’, that is, with problems and defects), is properly runned by a set of policies, amongst which, a BI.


� For two richly detailed accounts of the influence of Keynes on the Beveridge report, see Cutler, Williams and Williams (1986), or Lopez Cardoso (2001).


� A White Paper is the informal name given in British politics to a document issued by the Government laying out policy, or proposed action, on a topic of current concern. A White Paper does signify a clear intention on the part of a government to pass new laws on the matter.


� The Family Allowances Act 1945, the National Insurance (Industrial Injuries) Act 1946, the National Insurance Act 1946, the National Health Service Act 1946, the Pensions (Increase) Act 1947, the Landlord and Tenant (Rent Control) Act 1949, the National Insurance (Industrial Injuries) Act 1948, and the National Insurance Act 1949 (see Timmins, 2001).


� For a detailed revision of the characteristics of a ‘modern’ welfare state, in opposition to a ‘traditional’ or ‘Bismarckean’ one, see Timmins (2001), Esping Andersen (1990) or Sigerist (1943). 


�Van Trier (2002, p.3), describes the event as following:  ‘Even if this was not the first and certainly not the only sign of a growing interest in unconditional income guarantees, there are good reasons for seeing the Louvain-la-Neuve conference as marking the beginning of a new phase in the history of basic income. Or even as the beginning of the history of basic income proper’. 


� For a general view on the matter, not related to the BI debate, see Mkandawire, 2005. 


� Just some examples of the increasing size of CCTs in Latin America: the Brazilian CCT program is worth the 1,1% of GDP in 2009, and the Ecuadorian program, albeit smaller to GDP, covered the 40% of the population (Cobo et Lavinas, 2010)


� The village of Otjivero, in Namibia, has been the subject of a BI pilot scheme along two years (2007-2009). The expectations of the project remained small when compared to the actual success of the outcomes. The village, in one year and a half (the last progress report was released in September 2009), has improved almost any single indicator of social policy: income poverty (using the national food poverty line) has fallen from 76% of the population to 37% of it; the rate of those engaged in income-generating activities increased from 44% to 55%; child malnutrition dropped from 42% of underweight children to 10%; more than double of the number of parents paid the school fees and children school attendance has consistently raised;  overall crime rates have fallen by 42%; social organization and empowerment has improved, etc. Most important of all, the income security and the quality of life of every single villager have improved. See BIGNAM (2009)


� It has been added, for a developing country, that this accumulation will benefit particularly the local producers: indeed, it has been argued that a BI would induce a shift in consumption towards local and labour-absorbing sectors of the economy: In fact, it is argued, lower income groups tend to concentrate spending on local and labour-absorbing sectors of the economy (food, clothes, some services), while  relatively affluent consumers spend a relatively large share of expenditure on capital-intensive and import-intensive goods (appliances, electronics, automobiles, jewelry, and other goods consumed disproportionately by the relatively affluent). So, it is argued that the main beneficiary of the increased demand in a developing country will probably be the local, labour intensive, close to the population, entrepreneur.


� For example, it has been said that there is evidence that higher incomes are partially used in direct, short term, investments to increase productivity, such as fertilizers and land treatment (Hanlon, 2009, p.10)


� It has been said, for example, that in the absence of the security social grants provide, job search is


too risky, particularly when the likelihood of success is low (Epri, 2001,p.18). 


� Say’s law in classical economics, on the contrary, stipulated “that the aggregate demand price of output as a whole is equal to its aggregate supply price for all volumes of output” (Keynes, 2006, Ch 3, p 24).


� A technical difference between an ‘investment multiplier’ and a consequent ‘employement multiplier’ is devised by Keynes. However, for the sake of simplicty (which is needed for this document), Keynes argues that, subject to certain simplifications, they are equivalent, and allows us to treat them as dimensions of the more general concept of  ‘multiplier’(Keynes, 2006, Ch 10, p. 102). To illustarte the work of the multiplier with an example, I propose the following extracted from Keynes: “It follows, therefore, that, if the consumption psychology of the community is such that they will choose to consume, e.g., nine-tenths of an increment of income, then the multiplier k is 10; and the total employment caused by (e.g.) increased public works will be ten times the primary employment provided by the public works themselves, assuming no reduction of investment in other directions”(Keynes 2006, ch. 10, p.105).


� However, Keynes himself was aware of the limitations of this interpretation (so prone in ‘populist’politicians), and below we will Rao’s criticism of this assumption for the developing world. For the moment, it is useful to recall Keynes words on the matter:”We have seen above that the greater the marginal propensity to consume, the greater the multiplier, and hence the greater the disturbance to employment corresponding to a given change in investment. This might seem to lead to the paradoxical conclusion that a poor community in which saving is a very small proportion of income will be more subject to violent fluctuations than a wealthy community where saving is a larger proportion of income and the multiplier consequently smaller. This conclusion, however, would overlook the distinction between the effects of the marginal propensity to consume and those of the average propensity to consume. For whilst a high marginal propensity to consume involves a larger proportionate effect from given percentage change in investment, the absolute effect will, nevertheless, be small if the average propensity to consume is also high. This may be illustrated as follows by a numerical example… [W]hilst the multiplier is larger in a poor community, the effect on employment of fluctuations in investment will be much greater in a wealthy community, assuming that in the latter current investment represents a much larger proportion of current output” (Keynes 2006,Ch.10, p.112-113).


�Here, I would like to recall a funny but eloquent tale: Nobel economist Paul Krugman has been often accused of  falling back on “antiquated Keynesian doctrines—as if nothing had been learned in the past 70 years-“. He retorts by “accusing [neoclassical] economists of not falling back on Keynesian economics—as if everything had been forgotten over the past 70 years” (Krugman in Slate magazine, visited on November 3, 2010).


� A recent effort goes in the right direction. The EPRI (2002) provides an analysis of South Africa’s productive capacity and alleges that in manufacturing industries, capacity is generally under-exploited. Thus, there’s room for a rapid expansion of the supply curve and there must not be fears that income transfers to the poor might be inflationary or unsustainable. This kind of analysis is exactly part of what is needed. However, excess capacity on (part of) the supply side is just one of the dimensions that needs to be addressed. Structural bottlenecks may refer to larger and more variable properties of the aggregate supply curve than just the excess capacity of manufacturing industries assessed in the mentioned study. 
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