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Abstract
The aim of the research was to identify the feasibility of introducing Universal Basic Income (UBI) and the impact of
its implementation on the economy of Latvia. Research methods – literature review, analysis, synthesis, calculation
of relative values, comparison, calculation of multiplier effect. UBI definitions, studies and socio-economic issues
related to basic income are analyzed and summarized in the article. Economic factors are determined to assess the
impact of the introduction of the UBI on the economy of Latvia. The amount of UBI payable was calculated for three
different forms and ways of payment. Costs of implementation of UBI on Latvia’s budget were assessed. Fiscal effect
of the implementation of UBI was determined. It is concluded, that the implementation of UBI would stimulate the
economic growth, but it is not financially feasible due to strain on the budget.
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Introduction

Following the financial crisis in 2009, the Latvian economy is experiencing a period of economic growth. Economic
prosperity and level of well-being of the population increase, but this does not mean that all socio-economic problems
such as, for example, unemployment and poverty are also solved.
In the 21st century, economic growth is essentially driven by globalization and technology, including artificial
intelligence and automation. Process automation has been going on for centuries. Although automation contributes
significantly to the development of companies and countries, the consequences of automation are most often felt by
workers, as the replacement of homogeneous jobs by automated techniques often leads to higher unemployment in
the country. Such unemployment is called structural unemployment (Hughes 1984). Unemployment associated with
technological development is called technological unemployment and it is a part of structural unemployment. British
economist John Maynard Keynes (1963) describes technological unemployment as “unemployment due to our
discovery of means of economizing the use of labor outrunning the pace at which we can find new uses for labor”.
The notion that only homogeneous works are replaced is incorrect. With the rapid development of artificial
intelligence, highly skilled professions are also at risk of automation and unemployment. Jobs with higher automation
risk include: transportation, manufacturing, marketing, customer service. Jobs with the smallest automation risk are:
management positions, education and health care workers, artists and media workers, handicrafts (Frey 2013).
Nowadays automation process increases and national economies develop, but high risks of unemployment and social
inequality still remain. This means that the government should address the potential consequences of automation. Such
a solution could be the introduction of a Universal Basic Income (UBI). But some critics of basic income compare
automation problems today with the industrial revolution and believe that solutions to the consequences of automation,
just as after the industrial revolution, will come naturally, while others believe the government should take the lead in
solving the problem (Portnoy 2018).
The aim of the research is to explore the possibilities of applying the Universal Basic Income and the impact of its
implementation on the economic development of Latvia. The hypothesis – it is possible to implement UBI in Latvia
and it will facilitate to economic growth in the country. To reach the aim and prove the hypothesis, the following tasks
were defined: analyze and summarize existing studies on Universal Basic Income; to develop models for the
implementation of the UBI and to determine its implementation costs; to find out possible ways of financing the UBI
and is it possible to implement it in Latvia.
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1. Concept of the universal basic income

Fears about the impact of automation, digitalization and globalization on the labor market have attracted considerable
attention in recent years to the idea of UBI as an opportunity to provide people with livelihoods if they lose their jobs
(Tartabini 2018). UBI unconditionally provides safety for every individual (Van Parijs 2004). Simon Birnbaum
(2016), associated professor in political science at Södertörn University, defines UBI as a periodic cash payment
unconditionally delivered to all on an individual basis, without means-test or work requirement. The other definition
given by Kimberly Amadeo (2019) is: “UBI is a government guarantee that each citizen receives a minimum income.
It is also called a citizen’s income, guaranteed minimum income, or basic income”.
The basic income has the following five characteristics (Basic Income Earth Network 2019):
- periodic - it is paid at regular intervals;
- cash payment - it is paid in cash, allowing those who receive it to decide what they spend it on;
- individual - it is paid on an individual basis;
- universal - it is paid to all;
- unconditional - it is paid without a requirement to work or to demonstrate willingness-to-work.
The main idea of the UBI is that it is a certain amount of money paid to all citizens, regardless of their social status,
employment or other indicators.

1.2. Studies about the Universal Basic Income – literature review

Although the concept of UBI is not new, several studies have been conducted in recent years on the theoretical aspects
of UBI, its impact on the economy and poverty reduction.
Proponents of guaranteed income schemes argue that poor people will benefit more from unrestricted funds than from
current welfare systems, which tend to have stringent requirements that often leave recipients trapped in poverty
(Arnold 2018).
Most of the researches focuses on UBI pilot projects in advanced and developing countries. Both normative and
practical considerations make UBI easier to defend as a tool of poverty alleviation in developing countries than as a
tool to achieve social justice in developed ones (Ghatak and Maniquet 2019). A feature of advanced economies that
distinguishes them from developing countries is the existence of well-developed, if often incomplete, safety nets
(Hoynes and Rothstein 2019). Experiences from earlier basic income pilot projects in developing countries in its turn
show the big role of politics (Banerjee et al. 2019). The importance of the political will in implementation of the UBI
is also highlighted in many other studies. A large and growing body of country-studies have examined the details in
many countries: US, UK, Finland, Sweden, Australia, New Zealand, finding that they are in general implementable,
but require sufficient resources and political will (Chohan 2017). Demands and movements for UBI are important
components of a "transitional programs" of governments suitable for the twenty-first century. Transitional demands
do two things: they genuinely improve the lives of working people in the short-term and they operate rhetorically and
ideologically to convince people (Sculos 2019).
Almost all studies try to answer the following questions: Is UBI an effective mean for radical poverty reduction (Lacey
2017)? What recipients would likely do with the incremental income? Whether this would unlock further economic
growth, and the potential consequences of giving the money to everyone (Banerjee et al. 2019)? But answers are not
always given to those questions.
UBI is mostly viewed as a tool for reducing poverty, but in some studies it is analyzed even as a tool for reducing
inequalities in access to health services (Ruckert et al. 2017).
The studies also look for solutions for UBI funding and compare the options available. A UBI large enough to increase
transfers to low-income families in advanced economies would be enormously expensive (Hoynes and Rothstein
2019).
Methods of applying Universal Basic Income differ from country to country. One of the studies which examines is it
possible to implement UBI in UK, is the study of F.Joy Allahyar (2014) “Universal Basic Income. Could it be
introduced in the UK?”. F.J.Allahyar has looked at UBI from 4 dimensions: philosophical / ideological; political;
sociological and economic. The work as a whole was about the nature of basic income and opportunities for its
implementation. The study offered a version that pays a certain amount of money to all citizens. The main conclusion
was, that it is impossible to finance UBI without additional funding and without a budget deficit, but the
implementation of the UBI would have positive impact on national economy (Paine 2010).
The Roosevelt Institute conducted a study on how the implementation of universal income could affect
macroeconomics. To assess the macroeconomic impact of UBI, researchers developed three versions of unconditional
payments: USD 1000 a month for all adults, USD 500 for all adults, and USD 250 for children. For each of these
versions, macroeconomic effects were modeled using two different financing plans - allowing to increase the
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government debt or increasing household taxes (Nikiforos 2017). The study has mainly examined the economic
consequences of implementation of the UBI. Quantitative results related to the implementation of various universal
income scenarios were considered in this study. The conclusions was similar to those made by F.J.Allahyar - it is
impossible to finance UBI without additional funding, but the implementation of the UBI would have positive impact
on national economy.
Coote and Yazici (2019) in their study “Universal Basic Income. A Union Perspective” sheds doubt on ambitious
claims made for UBI. Arguments for and against UBI are given in this research. The main conclusion is, that “rapidly
changing labor markets, inadequate welfare systems, poverty, inequality and powerlessness are complex problems
that call for complex changes on many levels: there is no “silver bullet” of the kind that UBI is often claimed to be”.
Making cash payments to all is no solution to poverty and inequality.
Laurinavicius and Laurinavicius (2016) from Vilnius University have conducted research about basic income
implementation possibilities in Lithuania. The main conclusion after the study was, that currently it is not possible to
implement the concept of basic income in Lithuania: the state social insurance fund budget would not be able to fund
sufficient benefits, and the benefits that could be provided by the budget would not comply with the objectives of the
concept of basic income.
As a basis for further research and calculations about the implementation of Universal Basic Income and its impact
on economic development of Latvia will be the study conducted by Roosevelt Institute.

1.1. Guaranteed minimum income in Latvia

There is a guaranteed minimum income (GMI) level of EUR 53 per person per month in the Republic of Latvia. The
councils of municipalities are entitled to set higher GMI levels for different groups of the population (Noteikumi par
garantēto minimālo ienākumu līmeni 2012). Although municipalities may pay more, they rarely do this. For example,
out of nine cities of national importance, only Riga, Jurmala and Daugavpils pay more than EUR 57 and Liepaja pays
EUR 70 a month. From the 1st of January, 2020 the GMI level is expected to be raised from EUR 53 to EUR 64 per
person per month (Public broadcasting of Latvia 2019). The GMI is a type of social benefit that may be similar to
UBI. But there are significant differences between the two benefits. In comparison with GMI, UBI has some
advantages and disadvantages. For example, UBI is paid to all citizens, thus relieving the administrative burden of
state and municipal authorities, which examine whether households meet all the criteria for receiving municipal
benefits. Reducing the administrative burden can reduce the costs that would otherwise be spent on the above
administrative functions. In addition, citizens also have a smaller burden, because they do not have to submit an
application showing their income structure and justifying their benefits. The disadvantage is, that the amounts of
money paid to the wealthier cannot be diverted to people in greater need of state aid, because all citizens receive the
UBI.

2. Evaluation of the possibilities to implement universal basic income in Latvia

One way to assess whether Latvia can introduce the UBI, is to calculate the value of subsistence minimum and take it
as the basis for UBI calculation (UBI model based on subsistence minimum). The full subsistence minimum basket
of consumer goods and services for one resident of Latvia was last calculated in 2013 and then it was EUR 253 per
month. And the contents of this basket are outdated, too. Authors of the article tried to calculate future values for the
full subsistence minimum basket of consumer goods and services using the relationship between it and inflation or
GDP (see Figure 1).

Figure 1. Relationships between full subsistence minimum basket and inflation or GDP
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From the Figure 1 it is possible to conclude that there is no significant relationship between analyzed indicators and it
is not possible to use regression models for forecasts. The R-squared value is -0,3618 and it means, that only 36% of
full subsistence minimum basket variation can be explained by price changes. And similarly - the other R-squared
value is -0,0589 and it means, that only 6% of full subsistence minimum basket variation can be explained by changes
in GDP. The correlation coefficient was also calculated and it was -0,6015 (correlation between subsistence minimum
basket and inflation) and -0,2426 (correlation between subsistence minimum basket and GDP). It means that
relationship between those indicators is not very strong.
Because it was not possible to use liner regression model for full subsistence minimum basket calculation for years
2014-2018, then changes in the consumer price index were used to determine the forecasted value of subsistence
minimum. Figure 2 shows the real and forecasted values of the full subsistence minimum basket of consumer goods
and services.

Figure 2. Real and forecasted values of the full subsistence minimum basket of consumer goods and services
From Figure 2 it is possible to see, that forecasted subsistence minimum for year 2018 is EUR 269. Data validation –
the full subsistence minimum basket was also calculated for the years 2008-2013 and data were compared to the real
data. The average error is only 1,38%. The model used to make forecast is plausible.
During the further study it was assumed that UBI would be paid to all residents of Latvia. Then it is possible to
calculate the financial resources needed to provide all citizens with the UBI equal to the calculated subsistence
minimum by multiplying the amount of population by the required amount of UBI and the number of months per year.
The total population according to the data of the Central Statistical Bureau of Latvia (Central Statistical Bureau 2019)
was 1 934 379 in 2018. Providing all residents of Latvia with a UBI for one month requires a sum of EUR 520 347
951, while providing all residents with the UBI over the year requires EUR 6 244 175 412.
Assuming that UBI would fully replace the government social protection budget, then social protection would require
47,99% of total consolidated general budget expenditure in 2018. Social protection expenditure already has the largest
share in the general budget expenditure. In 2017, social security accounted for 30,83% of total budget expenditure and
in 2018 social protection budget was EUR 3503, 25 billion (Central Statistical Bureau 2019). Looking at these
numbers, it can be concluded that such an amount of UBI is not feasible within the Latvia’s general budget, without
increasing the revenues or government deficit, or redistributing expenditure.
The other way to assess possibility to implement the UBI, is look at Universal Basic Income, based on existing social
protection expenditure in Latvia (UBI model based on social protection / same amount for all inhabitants). It
means, that it is possible to calculate the amount of the UBI taking into account the social protection budget. Dividing
the social protection budget by the total population and the number of months per year, we can get the UBI. The
calculated value of UBI for one person per month then will be EUR 150, 92. Compared to the previously determined
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subsistence minimum of EUR 269, this amount of UBI is EUR 118, 08 less, or by 43,90% lower than necessary
subsistence minimum.
Experience in other countries shows that it is possible to define different levels of basic income depending on the age
of the population (UBI model based on social protection / different amount for children and adults). If the amount
of UBI is not the same for people of different age groups, then the UBI payable to part of the population would
increase. By defining that population under working age will get half of the universal basic income that adults would
receive, it can increase the basic income for the adults. But, as the share of population between 0 and 14 years of age
in Latvia is small, then the increase of UBI for others will be relatively insignificant.

3. Scenarios for the implementation of the universal basic income

To find out the impact of UBI implementation on the economy of Latvia, the financing options of UBI should also be
taken into account.
The authors have used the study of macroeconomic effects developed by the Roosevelt Institute as a basis for
developing the scenarios for the implementation of the UBI. In the Roosevelt Institution study the scenarios were
developed in which the way of financing was either budget deficit or tax increase. Scenarios for the implementation
of the UBI are summarized in the Table 1).
Table 1. Scenarios for the implementation of the UBI
Type of financing
UBI model
Subsistence minimum
(EUR 269)
Social protection
Same amount for all inhabitants
Social protection
Different amount for children and adults

Social protection budget + deficit

Tax increase

Scenario 1

Scenario 4

Scenario 2

Scenario 5

Scenario 3

Scenario 6

These three implementation models can be further used to determine the impact of UBI on national economy. For
each of the above models, there are two forms of financing of UBI, thus, there are 6 UBI scenarios. These types of
financing are: financing from the existing social protection budget and deficit building when needed or financing
through increase in tax revenue.
Economic indicators to assess all scenarios were: GDP growth, tax revenue to GDP, tax revenue growth, government
debt to GDP, and the direction of changes in unemployment and inflation. In Table 2 it is possible to see the calculation
of the impact of the UBI on GDP and government debt in Latvia.
Table 2. Impact of the UBI implementation on the GDP and government debt in Latvia (authors calculations based
on Central Statistical Bureau of Latvia data for year 2018)
Formula

Indicator

Tr

Transfer payments (EUR)

Y

GDP (EUR)

MPC

Marginal prosperity to consume
Increase of GDP taking into account transfer
payments multiplier (EUR)
New GDP (EUR)

𝑀𝑀𝑀𝑀𝑀𝑀
∆𝑌𝑌 = 𝑇𝑇𝑇𝑇 ×
1 − 𝑀𝑀𝑀𝑀𝑀𝑀
Y1 = Y + ΔY
𝑌𝑌1 − 𝑌𝑌
𝑌𝑌𝑔𝑔𝑔𝑔𝑔𝑔𝑔𝑔𝑔𝑔ℎ =
× 100%
𝑌𝑌
D
D1 = D + Tr
𝐷𝐷1
× 100%
𝑌𝑌1

GDP growth (%)

Values
1 949 618 270, 64
29 523 664 000, 00
0,50418025
1 982 492 685, 19
31 506 156 685, 19
6,71

Government debt (EUR)

10 608 000 000, 00

New government debt (EUR)

12 557 618 270, 64

New government debt to new GDP (%)
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GDP growth is estimated by applying a transfer payment multiplier. In scenarios where there is a general government
deficit to finance UBI, it is assumed that the general government deficit is financed through external government debt.
In order to assess the impact of UBI on the labor market, changes in unemployment rates are analyzed. The results of
all calculations are summarized in the Table 3.
Table 3. Changes in the indicators of the Latvian economy depending on the scenario of implementation of the UBI
(authors’ calculations)
Number of scenario

1

GDP growth (%)

2

3

4

5

6

6,71

0

0

0

0

0

Tax revenue to GDP (%)

31,40

31,40

31,40

49,16

44,32

44,32

Tax revenue growth (%)

0

0

0

56,77

41,32

41,32

Government debt to GDP

39,86

35,90

35,90

35,90

35,90

35,90

Unemployment rate

?

—

—

↑

↑

↑

Inflation

↑

—

—

—

—

—

? – changes of value are not defined; — - value does not change; ↑ - value increases

Because the transfer payment multiplier was used to measure GDP growth, only in the first scenario GDP growth is
observed. In the second and third scenarios, the overall household consumption does not increase, because already
existing national transfer payments are used to finance UBI. As taxes are the means of redistributing income, in this
case there is no fiscal effect on the introduction of UBI through tax increases.
In the fifth and sixth scenarios, the amount of UBI is determined by redistributing the existing social protection budget.
In these scenarios, current social protection budget expenditures are assumed to remain at current levels and, in
addition, UBI is financed by tax increases.
In 2018, the government budget tax revenue to GDP ratio is 31,40% (Main national accounts tax aggregates 2019).
Changes in the ratio of tax revenue to GDP are observed in scenarios 4 to 6, because only in these scenarios taxes are
used to finance UBI. The largest increase of tax revenues was calculated for the fourth scenario.
In the first scenario, to finance the introduction of UBI, a general government deficit is created, financed by an increase
in external debt. In such a scenario, the government debt to GDP ratio would reach 39,86%, which would be an
increase of 6,63 percentage points compared to the current government debt to GDP ratio. In the other scenarios, no
change in government debt to GDP is observed as it is financed by existing funds or tax increases.
Unemployment rates would remain unchanged in the second and third scenarios, while in other scenarios it is not
possible to forecast changes in the unemployment rate. In the first scenario, the unemployment rate could decrease as
total consumption increases, which implies higher demand and consequently the need to produce more output which
may require more labor. But there is another possible outcome - an increase in unemployment. Unemployment would
increase if citizens did not look for work because they would receive a general basic income. In the fourth, fifth and
sixth scenarios, the unemployment rate would increase as the population would receive an unconditional UBI.
Inflation is rising in the first scenario as total consumption is rising. In other scenarios, there would be no significant
change in inflation as consumption does not increase because all additional income is covered by tax payments or the
existing social protection budget.

Conclusions

The hypothesis is partially proved. It is not possible to implement UBI at the subsistence minimum level in Latvia,
but implementation of the UBI will stimulate economic development of the country. The impact of UBI on national
economy depends on the way in which it is financed. The greatest increase in GDP is observed when the budget is
made with deficit.
In general, such forecast of the UBI implementation possibilities has some disadvantages, because it is not possible to
include all factors influencing the national economy in the simplified model. The most significant changes are seen in
the first scenario. In this scenario, GDP growth is very rapid, which is unlikely in the real world. The high GDP growth
is due to the fact that the research does not take into account the indicators limiting GDP growth.
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Changes in the values of other variables affecting GDP should also be included in the calculation in order to improve
the research conducted and to determine the real impact of UBI on GDP. To improve the study of Universal Basic
Income, it is necessary to look also at the social effects of UBI.
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