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1. Introduection

Unconditional lump sum transfers, such & uaiversal basi
income (UBI) proposals, are gaining in popularity. For cxample,
there have been muiltiple referendums and petitions with respect
to UBI in developed countrics in the past decade.” However,
despite such popular support of UBI by many politiclans and even
prominent economists,’ not much theoretical work has been de-
voted to justify or scrutinize the validity of such policy proposals.
Importantly, even the critics have based their arguments mainly
ive or verbal grounds

an int
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SUE-I7ENC 2021 Beever BY. Al rights reserved

One exceptional theoretical analysis in this regard is ¥
2007), who studies Ramsey fiscal policies in an environment
where houscholds are heterogenous due to ex-ante differences
in their productivity ~which s fixed and time-invanant. Despite
the avadabidity of public debx and 2 knear labor tax. optimal un.
condinonal lump-sum transfers could be positrve if the degree of
ex-ante heterogenenty is high enough. Hence, UBI could improve
social welfare through a redistnbutional effect

In comtrast, this paper studies the role of unconditional kump-
sum transfers in an akernative and popular framework where
households are heterogencous ex-post, as in the model of A

4). To the best of our knowledge the role of universal
Iun; sum tramfers in 3 Ramsey allocation & not well under
stood In Asyagan-type models. This awkward sstuation Is due
mainly to the intractability of the Atlyagan model, which creates
a formidable chullenge to analyzing optimal fiscal policies.

The main goal of our paper is to clrify the role of lump-sum
transfers in Atyagari-type models when the Ramsey planner can
simultancously issue publc debt and levy a hinear labor tax To
this end, we simplify the model of Bha 2017) in a
particular way 5o that their model becomes analytically tractable
with closed.-form soksticns. Thes simpldying approach makes the
Ramsey outcome transparent with clear intuition. Although the
simplification might come at some costs in terms of generality

e i the rew of ohe sfery met. e castioes peogle tut “One shaskd shaays b
wery of siwple soluion bo comple problev. end wndensd bai e i e
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