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Consider two plans aimed at providing a social safety net. (For our purposes here, let’s

keep things simple by assuming both are balanced-budget plans.)

A. A means-tested transfer of $1,000 per month aimed at the truly needy. The full

amount goes to those with zero income. The transfer is phased out: Recipients

lose 20 cents of it for every dollar of income they earn. These transfers are
financed by a progressive income tax: The government taxes 20 percent on all

income above $60,000 per year.

B. A universal transfer of $1,000 per month for every person, financed by a 20-

percent flat tax on all income.

Would you prefer to live in a society with safety net A or safety net B?
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When I asked this question to a group of Harvard undergraduates, over 90 percent
concluded that plan A is better. Their arguments were roughly as follows: Plan A targets transfer
payments on those who need the money most. As a re’sult, it requires a smaller tax increase, and
the taxes are levied only on those with high incomes. Plan B is crazy. Why should rich l;eople

like Bill Gates and Jeff Bezos receive a government transfer? They don’t need it, and we would

need to raise taxes more to pay for it.

Superficially, those arguments might seem compelling, but here is the rub: The two
policies are equivalent. Look at the net payment— that is, taxes less transfers. Everyone is
exactly the same under the two plans. A person with zero income gets $12,000 per year in both
cases. A person with annual income of $60,000 gets zero in both cases. A person with income of
$160,000 pays $20,000 in both cases. And everyone always faces an effective marginal tax rate

of 20 percent.

In other words, everyone’s welfare is identical under the two policies, and everyone faces

the same incentive. The difference between plan A and plan B is only a matter of framing.
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