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Abstract: Poor growth performance over the past decades in Europe has increased concer-
ns for rising income discrepancies and social exclusion. European authorities have recently laun-
ched the Europe 2020 strategy which aims to improve social inclusion in Europe on top of already
existing European regional policies aiming to reduce regional disparities through stimulating
growth in areas where incomes are relatively low. While it is most common to confine measures
of inequality to national borders, the existence of such union-wide objectives and policies moti-
vates measuring income dispersion among all Europeans in this paper. Fiscal policy is a powerful
tool that changes the distribution of income in either direction, up or down. In this context, the
present paper reviews the evolution of income inequality in EU member countries and figures
out how fiscal policy (direct taxes) has influenced these outcomes. The paper also examines the
contributions of both tax and expenditure policies in reducing income inequality in the EU, hig-
hlighting fiscal policy’s impact in different EU member countries.
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tions.
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Introduction

In the recent decade, the issue of income inequality, wealth and fiscal policy has be-
comea researched topic of increasing interest. This is motivated by the growing disparities
in terms of income distribution, the erosion of free market argument, rationality hypothesis
or assumption of perfect competition, which express the image of a fictitious economy com-
posed of isolated individuals pursuing their own interests, without taking into account how
and in which way their actions affect the lives of others. As a result, the increasing interest
in analyzing the role of the fiscal policy conducted by governments upon the income distri-
bution and discreapancies in income inequality resulted in various publications and theses
specialised in different fields of science.
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This increased interest has arisen in the public finance literature too, where, in fact, the
most important questions facing tax experts have been discussed. Taking into consideration
the fact that their targets were always distributional in nature, it seems fair to say that in
recent years there has been a marked resurgence of concern impact, actual or potential, of
the tax system on the distribution of income and wealth. Therefore, the need to relate fis-
cal analysis more closely to development theory by considering as explicitly as possible the
interaction between tax and expenditure policy, income distribution and economic growth
has come increasingly to the fore.

The role of fiscal policy is to reflect the government’s role in achieving social prefer-
ences on equity, using different tax instruments available. In fact, the distribution of income
in the society is influenced by fiscal policy both directly and indirectly. Current disposable
income (i.e., personal and corporative income) is subject to direct tax instruments, but the
ability of future earnings of individuals and, therefore, the income market (i.e., pre-tax-and-
transfer) could be and is influenced indirectly by the state fiscal policy. In the presented or-
der of ideas, the present paper, therefore, focuses on what was and what is, rather than what
would be the impact of redistributive fiscal policy and how it can be improved if desired, as
seen in the European Union member countries. Afterwards, the paper reviews the evolu-
tion of income inequality in the EU member countries and figures out how fiscal policy
has influenced these outcomes. The focus is on the direct impact of fiscal policy on income
inequality. The paper also examines the contributions of both tax and expenditure policies
in reducing income inequality in the EU, highlighting fiscal policy’s impact in different EU
member countries.

Therefore, this paper fills this gap by investigating the relationship between income in-
equalities in EU member states and identifies the role of fiscal policy to address this issue. In
order to accomplish the stated objective and the aims mentioned above, the first section will
focus on the empirical analysis regarding income policy and fiscal policy; the second section
tries to highlight the main recent taxation trends in European Union member states and the
third section presents a brief overview on income inequalities within EU member states.
The presentation of the main findings and conclusions are included in the final section.

Income inequality and fiscal policy literature review

Fiscal policy government revenues and expenditure have traditionally been regarded
as an important instrument for effecting any desired redistribution of income. The theoreti-
cal literature on income distribution and growth has expanded enormously in recent years.
Alesina and Perotti (1994, 1996) provide two short surveys of some developments in this
field. More recent studies and namely those specialized on the European Union, as those
by Dauderstadt and Keltek (2011), found out that inequality in the EU25 is smaller than in
comparable large economies. In the EU27, inequality is larger than in India (measured by
consumption data). When exchange rates are used instead of purchasing power standard
(PPS), inequality in the EU25 is comparable (somewhat lower) than that of the US, in-
equality in the EU27 is largest of all countries considered. Also, the authors stated that EU
inequality has decreased over the period. The same idea is promoted by Rodriguez-Pose and
Tselios (2009), who mentioned that this trend is happening mainly due to the within com-
ponent, which also explains the bulk of the total inequality. Brandolini (2007) considers that
inequality is higher when exchange rates are used rather than PPPs. The difference is par-
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ticularly large for the EU21. Inequality is lower when the modified OECD equivalence scale
is used as opposed to the original one. Inequality for the EU as a whole is higher than the
population-weighted average of national inequality. The enlargement to Eastern European
countries has significantly increased the EU inequality.

In this context, it is worth to mention that income inequality (expressed by Gini coefhi-
cient) in the EU28 in 2013 on average counted for 30.5 (Eurostat, 2014) and this is mostly re-
lated with the income disparities between the member states (Papatheodorou, et al., 2003).

Compared to the relative large empirical literature on the income inequality, the im-
pact of fiscal policy on income inequality and distribution has received less attention, a
feature that contrasts with the public debates on its role. In the assessment and evaluation of
existing empirical evidence, quality or availability of data on income distribution and their
comparative properties are considered rather important or, therefore, a crucial aspect. In the
context of these ideas, probably the most important drawback is the lack of unbroken series
of data on income distribution and nature and value of fiscal instruments, both in terms of
availability and their comparative properties.

High-income inequality usually reflects an unequal distribution of assets, such as land
and human capital. Across countries, asset inequality and income inequality are closely as-
sociated (de Ferranti, et al., 2004). But high inequality can also reflect the failure of fiscal
policy to perform its redistributive function — one of Musgrave’s (1959) three classic fis-
cal functions (the other two are efficiency and stabilization) through appropriate use of
taxes and transfers to correct socially-undesirable distributive outcomes arising from mar-
ket forces, given the prevailing distribution of assets. The evidence shows that most EU
industrial-country governments are highly effective at this redistributive function, but de-
veloping-country governments are not, and, in fact, they are often part of the problem rather
than the solution. Smeeding (2006) analyzed the anti-poverty effect of taxes and transfers
in industrial countries.

There are several studies that consider the minor role and ability of the tax policy to im-
prove the distribution of income in comparison to the policy of public expenditure (Martinez-
Vazquez, 2001; Goni, Lopez and Serven, 2011). On the other hand, Bastagli, Coady and Gupta
(2012) demonstrated that income policy has reduced effects through the taxation, prices and
fees policies, but the greater impact is played by the income taxes. According to some authors
(for example, Goni, Lopez and Serven, 2011), the evaluation of the fiscal policy in the income
distribution has focused on the measurement of the effects of public expenditure and the
progressive or regressive impact of the taxes, but this impact depends more on the tax collec-
tion volume. Studies show that the impact of income taxes tends to be moderately progressive
or neutral, since even when the taxes are progressive, it is evident that its incidence is greater
in higher sectors due to the fact that such sector of the population concentrates on a larger
volume of income (Goni, Lopez and Serven, 2011; Tanzi, 1974).

To summarize, it can be stated that lower income inequality is often viewed as impor-
tant for achieving greater equality of opportunities to access economic, social and political
resources. Others view it as intrinsically desirable because the existing income inequality is
perceived to be the outcome of unfair access to resources and, thus, detrimental to social
cohesion (Barro, 2000; Forbes, 2000). Although some inequality is deemed necessary to
provide incentives for investment and economic growth, there is also evidence that high
inequality may retard growth, especially if it reflects credit market imperfections or political
corruption or if it causes political instability (Berg and Ostry, 2011).
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In the speciality literature, there are some ideas that argue the role of rising income
inequality as an important factor that contributed to the evolvement of the recent financial
crisis. Fitoussi and Saraceno (2009) argue that increasing inequality has depressed aggregate
demand, resulting in a monetary policy that has maintained low interest rates, thus fuelling
a debt spiral among households. This was exacerbated by investor behavior, which created
an asset bubble as investors searched for higher returns. Rajan (2010) argues that rising
inequality has led to political pressure for more housing credit, which distorted lending in
the financial sector. Kumhof and Ranciére (2010) show that in the United States, the Great
Depression starting in 1929 and the Great Recession starting in 2007 were both preceded
by a sharp increase in income and wealth inequality and by a rapid rise in debt-to-income
ratios among lower- and middle-income households.

Some studies of Lewis (Lewis, 2007, 2013) focused on the analysis of fiscal policy in
Central and Eastern Europe (CEE), analysed the evolution of fiscal policy in central and
eastern European countries during the EU accession process, testing for country and time-
specific effects (Lewis, 2007) and assessment of the cyclicality, inertia and effect of EU ac-
cession on fiscal policy in CEE using a real-time dataset. According to his findings, budget
balances are found to react in a stabilizing way to economic activity — every extra percentage
point of economic growth is associated with an improvement in the budget balance of 0.3
percentage points of Gross Domestic Product (Lewis, 2013).

Nevertheless, some recent studies regarding the current situation about the impact
of the fiscal policy of all EU member states on income inequalities have not yet been pro-
vided. That is why the present article comes with several novel contributions by examining
whether earlier results on this subject are maintaining the trends and factors of fiscal policy
influence on the income redistribution in EU member states in real time.

Taxation trends in the European Union

In a traditional way, all taxes are classified into two groups: 1) direct taxes (which
are mostly referring to the personal or corporative income tax and social security revenue
(mainly contributions to the pension, health and other social insurance systems)); and 2)
indirect taxes (i.e., VAT and specific commodity taxes). Generally, the first group allows
greater redistribution as it is impractical to introduce progressivity in indirect taxes. The
recourse to direct taxes tends to be greater in the countries where tax redistribution objec-
tives are indeed more pronounced. Usually, this also results in higher top personal income
tax rates. Social contributions are, as a rule, directly linked with a right to benefits, such as
old age pensions or unemployment and health insurance.

Thus, direct taxes has more impact on the redistribution of income than compared to
the indirect taxes. The redistributive effect of the income taxes is greater than the redistribu-
tive effects of the transfers and the social insurance, especially if analyzed from the perspec-
tive of its life cycle (Marquez, 2015). That is why (and this is not the only reason) in the
present paper the main focus is concentrated on direct taxes and their relation with income
inequalities in European Union’s member states.

Engel et al. (1999) provide an analytical framework that helps highlighting the role
of fiscal policy in income redistribution. In their framework, the redistributive impact of
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a country’s fiscal system is shaped by several factors, one of it being the volume of tax col-
lection - as tax collection capacity ultimately determines the feasible volume of transfers.

Statistical data regarding income inequality and taxes used in this work are retrieved from
EC publications “European Taxation Database’, “Structures of the Taxation Systems in EU’, as
well as European Commission: EC: DG Taxation and Customs Union and Eurostat, etc.

In 2012, the overall tax ratio, i.e., the sum of taxes and compulsory actual social contri-
butions in the 28 Member States (EU-28), amounted to 39.4% in the GDP-weighted average,
nearly 15 percentage points of GDP over the level recorded for the USA and around 10 per-
centage points above the level recorded by Japan. The overall tax-to-GDP ratio started de-
creasing in the EU in 2000. This trend continued until 2004. The overall tax ratio increased
up to 2007 in the euro area and the EU28. Tax revenues then decreased until 2010 in both
the euro area and the EU28 (Eurostat, 2014).

The high levels of EU taxes could be comparable also with many other developed
economies. Thus, among non-European OECD countries, for which recent detailed tax data
is available, Russia and New Zeland can be mentioned, both of them registering tax ratios
exceeding 30% of GDP in 2011, namely of 35.6% of GDP and 31.8% of GDP, respectively.
Nevertheless, there are certain countries, such as Canada, Australia and South Korea, that
registered tax-to-GDP ratios (data from 2011) below 30%. It is also worth mentioning that
for less developed economies relative low tax ratios are common (IMF, 2014; OECD, 2012).

High level of taxes in the EU28 is not a new phenomenon, it dates back essentially to
the last third of the 20th century. At the community level, even if certain common require-
ments regarding fiscal policy are established, in practice each national authority is respon-
sible for its fiscal policy. Most of these requirements derive from the Maastricht criteria and
Growth and Stability Pact, which led the Member States to adopt a number of fiscal con-
solidation packages in the late 1990s. In some EU member states, the consolidation process
relied primarily on restricting or scaling back primary public expenditures, in others the
focus was rather on increasing taxes. Nevertheless, by the end of the 20th century, however,
many benefited from the buoyant tax revenues and reduced the tax burden, especially in the
personal and corporate income tax, as well as in social contributions. This mostly happened
in more developed, from an economic point of view, countries of the European Union. Thus,
the modalities for calculating contributions and benefits allow considerable leeway in this
respect and the situation is quite diversified among EU Member States.

In 2012, tax revenues as a share of GDP increased in almost all EU member states,
namely in 22 of them as well as in Norway. Still, the tax revenue to GDP ratio remained
stable in Cyprus and decreased in Portugal (- 0.9 pp. of GDP), Slovakia and the United
Kingdom (both - 0.3 pp. of GDP), Lithuania and Sweden (- 0.2 pp. of GDP), and Romania
(- 0.1 pp. of GDP) (Figure 1).
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Figure 1: Tax revenue (including social contributions) in EU countries,
2011-2012 (% of GDP)
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Source: created by the author according to the data of EC: DG Taxation and Customs Union and
Eurostat (online data codes: gov_a_tax_ag)

In percentage points of GDP, the highest increases from 2011 to 2012 were recorded
by Hungary' (1.9 pp. of GDP), Italy (1.5 pp. of GDP), Greece? (1.3 pp. of GDP), France (1.2
pp. of GDP) and Belgium (1.2 pp. of GDP). While Belgium, France and Italy are among
the countries with a consistently high tax burden, the tax burdens of Hungary and Greece
remain below the EU average.

It is worth to mention that the analysis of the current trends in the EU taxes highlights
the fact that the member states, which have joined the European Union from 2004 onwards,
have a different structure compared with the EU15. In particular, these countries, with the
notable exception of Malta (41.3 %), display lower shares of direct taxes in the total taxes
comparing with most of the EU15 member states that raise roughly equal shares of revenues
from direct taxes, indirect taxes and social contributions (Figure 2). This is probably linked
with the lower income levels of individuals and firms from those countries in comparison
with those from more developed EU member countries.

Also, among the EU15 Member States, there are some noticeable differences. The
highest shares of direct taxes in the total tax revenues are registered in Denmark, Ireland, the
United Kingdom and Sweden as well as Norway and Iceland. On the other hand, the shares
of social contributions to total tax revenues are low in Denmark and, to a lesser extent, in
Sweden and the United Kingdom (see next section).

! Due to an increase in both absolute VAT revenue and personal income tax revenue (after a drop in
2011 due to the introduction of a new flat-rate system), these were the main reasons for the increase
in the tax-to-GDP ratio.

2 In Greece, absolute increases are noted for taxes on income and other current taxes, decreases are
observed for taxes on production and imports (reflecting the negative growth in output) and actual
social contributions.

51



BUSINESS SYSTEMS and ECONOMICS
Vol. 5 (1), 2015

Figure 2: Direct taxes in EU member countries, 2012 (% of total taxation)
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Source: created by the author according to the data of EC: DG Taxation and Customs Union and
Eurostat (online data codes: gov_a_tax_ag)

The lowest shares of direct taxes are recorded in Croatia (17.1% of the total), Lithuania
(18.0%, markedly down from 30.3% in 2008), Bulgaria (18.8%), Hungary (19.2%) and
Slovakia (19.7%) (Eurostat, 2014). All of these countries have adopted flat rate systems, whi-
ch typically induce a stronger reduction in direct than indirect tax rates.

The very first conclusion is that there is a direct dependance between the gross dis-
posable income of households and the share of direct taxes in the total tax revenues of the
country. The EU27 (except Malta) average correlation coefficient is 0.72. Usually, countries
with higher gross disposable income display a higher share of direct taxes in total taxes.

So, fiscal policy is the primary tool for governments to affect income distribution
(IMF, 2014). All these data speak about the existence of large discrepancies in the income
distribution in EU member states and, therefore, the redistributive impact of direct taxes
can be inferred by comparing the Gini coefficients of gross and disposable income.

Income inequality in EU member states and fiscal policy

Trends in income inequality often depend on the inequality indicator being used. The
most widely used and widely available inequality measure is the Gini coefficient. Gini index
measures the extent to which the distribution of income (or, in some cases, consumption
expenditure) among individuals or households within an economy deviates from a perfectly
equal distribution. A Lorenz curve plots the cumulative percentages of total income received
against the cumulative number of recipients, starting with the poorest individual or house-
hold. The Gini index measures the area between the Lorenz curve and a hypothetical line
of absolute equality, expressed as a percentage of the maximum area under the line. Thus, a
Gini index of 0 represents perfect equality, while an index of 100 implies perfect inequality.

The global financial crisis has led many European countries to face sluggish economic
growth rates over the last years that resulted in stagnating incomes, rising inequality and pov-
erty in almost all the EU member countries. The recession of the past few years has not only
increased attention to rising inequalities in the EU, but also evoked growing academic and
political interest in finding broader measures for economic performance than GDP growth.
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While inequality is often viewed from a national perspective, there are good reasons to
analyse it for Europe as a whole. Union-wide policies and objectives are already in place in
anumber of areas. In the social sphere, the Europe 2020 strategy defines inclusive growth as
one of the three main priorities for the European Union (EU) and one of the headline targets
is 20 million less Europeans in or at risk of poverty and social exclusion by 2020. According
to Eurostat, the number of such individuals amounted to 115 million in 2010. European
regional policies, which are absorbing more than a third of EU budget (OECD, 2014), have
also focused on stimulating growth in areas where incomes are relatively low to reduce re-
gional disparities. Policies for redistributing individual incomes remain, however, at the sole
charge of national governments. Finally, with deeper integration, Europeans are likely to
look more beyond their national borders when they make relative income comparisons.

While measuring the income inequalities as well as their trend at the national level rep-
resents an accomplishable task, there are, however, important methodological challenges of
measuring income dispersion in the European Union as a whole. Creating meaningful sta-
tistics that summarise cross-country heterogeneity in income levels and distributions from
scarce and often not fully comparable income data is not easy. For this reason, much of the
existing literature on inequality in the EU still focuses on national levels and trends in inequal-
ity, which is at times complemented by attempts at clustering countries showing similar char-
acteristics (Bonesmo Fredriksen, 2012). Eurostat publishes measures of income dispersion
and poverty in the EU as weighted averages of national inequality indicators (Eurostat, 2014).

Income inequality measured by the Gini coeflicient varied by approximately 10
points across Europe in 2013, with the lowest levels of inequality registered in Slovakia and
Slovenia and the highest in Bulgaria, Latvia and Lithuania. The average income inequality
in the EU28 in 2013 was 30.5. The situation, however, is different in the member states. In
ten countries, income inequalities displayed the Gini coefficient above the EU28 average,
ranging from 32.4 in Cyprus to 35.2 and 35.4 in Latvia and Bulgaria, respectively. Only five
countries (France, UK, Luxemburg, Poland and Croatia) had an income inequality level
around the EU28 average (30.5) (Figure 3).

Figure 3: Gini coeflicient for EU28 member countries in 2012 and 2013 (scale from 0 to 100)
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Nevertheless, there are several countries where the income disparities, measured by
the Gini coeflicient, were below the EU28 average, ranging from 30 in Ireland to less than
24.4 and 24.2 in Slovenia and Slovakia, respectively.

The comparison of data from 2012 and 2013 shed the light over the fact that the UK
and Slovakia managed mostly to reduce income inequalities by 1.9 and 1.1. p.p., respectively.
Other countries that registered the decrease in the Gini coeflicient in 2013 in comparison
with 2012 were Austria, France, Spain, Latvia, etc. However, 13 countries increased income
inequalities in 2013 in comparison with the previous level. The higher rates of growing in-
equalities were registered in Lithuania (+2,6 p.p.), Luxembourg (+2,4 p.p.), Germany (+1,4
p.p.), Slovenia and Hungary (+1.1 p.p. each). To summarise, the analysis showed high levels
of inequality across southern Europe, as seen in Figure 3, but there is no dominant pattern
in central and northern European countries.

Social transfers and inequality

In order to measure the impact of the social transfers in reducing inequality, Gini coef-
ficients based on total equivalised disposable household were calculated without including
social transfers among the income sources. The comparative analysis of Gini coefficients
before and after social transfers reveals the idea that income inequality would have been
greater in all countries if social transfers were not included. Social transfers played a crucial
role in Ireland, where including them reduced inequality by around 35%. Finally, they did
not significantly affect inequality in eight countries where their inclusion among the income
sources reduced inequality by less than 10% (Eurostat, 2014).

The analysis of social transfers evolution and nature highlights the fact that social
transfers play a big role in the European Union countries, decreasing income inequalities on
average with 10% points (the difference between the Gini coefficients with and without social
transfers). In other words, countries that spend more on social transfers tend to have low-
er income inequality. Thus, countries that spend more on social transfers, such as France,
Netherlands, Czech Republic, Germany, Slovenia, Austria, Belgium, have relatively low in-
come inequality (Figure 4).

In Denmark?®, where social contributions are very low as most welfare spending is fi-
nanced out of general taxation, personal income taxes account for 92% of the income tax
rate (ITR) on labour. In Ireland and the UK, personal income tax is also a relatively large
component of the ITR (65% and 52%, respectively). In Poland, on the other hand, personal
income tax is less than 20% of the ITR on labour (Eurostat, 2014).

* In Denmark, the share of social contributions is very low: most welfare spending is financed out of

general taxation. This requires high direct tax levels and, indeed, the share of direct taxation to total tax
revenues in Denmark is by far the highest in the Union. Among the EU15 Member States, the Dutch,
German and French tax systems represent in this respect the opposite of Denmark’s with high shares of
social contributions in the total tax revenues, and relatively low shares of direct tax revenues.
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Figure 4: Social contributions in EU28, 2012 (% of GDP)
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Source: created by the author according to the data of DG Taxation and Customs Union and Eurostat
(online data codes: gov_a_tax_ag)

Generally, in 2012, social transfers as a share of GDP (32.4%) registered an average
increase of 0.9% in the EU27, in comparison with the 2000 performances, then it counted
31,5% of GDP. In most Member States, social contributions account for a much greater
share of labour taxes than the personal income tax. On average, about two thirds of the over-
all ITR on labour consists of non-wage labour costs paid by both employees and employers
(Eurostat, 2014).

Like in the case of transfers, the conclusion is that direct taxes reduce the levels of in-
come inequality in European countries. For example, direct taxation lowers the Gini coeffi-
cient of household income by 6-7% points in Austria, Belgium, Denmark and Luxembourg,
and by an average 5% points for the fifteen European countries considered.

Although inequality in the EU28 on average remained almost at the same level in 2006-
2013, a different pattern is seen for individual countries. From all EU28 member states, 13
countries managed to reduce their income discrepancies, but income inequalities increased
in the remaining ones (Edwin, et al., 2011). Despite its high levels of inequality in 2013, Latvia
managed to reduce inequality by about 9,5% over the period analysed. Nevertheless, the high-
est reduction of inequalities in the analyzed period was registered in Hungary (-15,9% reduc-
tion of the Gini coefficient), Slovakia (-13,9%), Latvia (-9,5%) and Portugal (-9,3%).

In contrast, the highest increase in inequality levels in 2013 in comparison with 2006
were registered in Denmark (+16%), Bulgaria (+13,5) and Cyprus (+12,5). Important in-
creases were also registered in Germany (+10,8%), Croatia (10,4%) and France (+10,2%).

On average, in the EU28 in 2012, people in the highest (fifth) income quintile earned
nearly 40% of the total income, and people in the lowest (first) quintile earned less than
10% (Di Falcoec, 2014). The analysis of income distribution among quintiles highlights the
same pattern in all countries. On average, in the EU28, people in the first quintile earned
8% of the total income. People in the second quintile got 13% and people in the third one
got 17% of all the income. On the other hand, people in the fourth and fifth quintiles got
the most, with 17% and 23% of all the income. Across the member countries, there could be
non-significant deviations from the average. In the Czech Republic, for example, people in
the first quintile earned around 10% of the total income (Figure 5).
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Looking at the income distribution in more detail, Figure 5 plots the income levels
(with the top cut-off points* expressed in Purchasing Power Standard (PPS)) related to each
quintile. As expected, there were big differences amongst countries in 2012, reflecting dif-
ferences in living standards.

Figure 5: Share of total equivalised disposable income by quintile and income quintile

share ratio, 2012
100% .08
50% Lot
80%
| 06
T0%
L os
I L o3

= HHHHHH |
50% . . 1 ] 04
0% i ”"n
30% III II | I| I

L 02
20%
10% _ "
o FON R RN RN D RN RRNURRRRUNEERBE] Tl""lm

CZPCFFEYEOEZECERSISEHEEE=R32a08 2235
ﬁ

= First quintie Second quintile  ®Third qum‘llle mFourth quintile @ Fifth quintie @ S80/S20

Source: Eurostat (ilc_di01) and (ilc_dil1)

For example, belonging to the first quintile basically meant living in a household that
earned less than 2 000 PPS in Romania and less than 4 000 PPS in Bulgaria and Latvia.
However, it meant living in a household that earned less than 16 000 PPS in Switzerland,
less than 17 300 PPS in Luxembourg and less than 18 700 PPS in Norway (Di Falcoec, 2014).

The fifth quintile comprised households that earned more than 39 500 PPS in
Luxembourg, more than 35 600 PPS in Switzerland and more than 34 400 PPS in Norway,
but it also included households that earned more than 5 900 PPS in Romania and more than
8 800 in Bulgaria (Figure 6).

Figure 6: Income gaps across quintiles in EU member states, 2012
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4 A top cut-off point is a segment that divides two consecutive quintiles.
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In Figure 6, countries are ranked by the increasing order of the fourth quintile top-cut
off points. Data were not available for Ireland, so it was not included in this analysis.

In this context, it can be stated that it is quite difficult to establish and measure a com-
mon trend in the distribution of income in all EU member states, since they are different as
levels of development have different specializations and apply different fiscal consolidation
packages.

Alongside with the stated factors, growth has failed to reduce income inequalities in
the EU since the 1990s. Much of this reflects inequality within countries, but the situation
has been worsened recently by falling incomes in some low-income countries (Bonesmo
Fredriksen, 2012). All these factors have contributed to weakening support for the European
Union as citizens perceive fewer benefits from it.

Maybe the accomplishment of the Europe2020 Strategy’s objectives would result in
increasing human capital and bringing more people into the labour market (since approx.
one third of Strategy’s objectives and funds are directed towards it), would enhance growth
inclusiveness, reduce income disparities and, hence, raise well-being.

Conclusion

Fiscal policy is one of the most important tools for governments to affect income dis-
tribution. The main goal of the tax system in redistributive policy is that it should make the
poor richer and the rich poorer. Equalization as an objective in itself is also a justification for
high, even confiscatory, income tax rates quite apart from any argument based on the ability
to pay. The major function of the tax system with respect to the distribution of income is,
thus, a possible instrument for reducing the incomes of the richest.

In respect to the European Union, the main findings regarding the influence of fiscal
policy upon the income inequalities highlight the following aspects.

Firstly, those countries which registered higher levels of expenditure proved to be
those that also raised more taxes (as a share of GDP). For example, in 2013, the highest
revenue to GDP ratio from the main categories of taxes and social contributions was 48.6%
recorded in Denmark, with France and Belgium recording the next highest shares (47.1%
and 46.2%, respectively). Also, it is worth to mention that these countries managed to de-
crease income inequalities (expressed by the Gini coefficient).

Secondly, the Gini coeflicient reveals differences of approximately 10 points across the
EU in 2013, with the lowest levels of inequality seen in Slovakia and Slovenia and the highest
ones in Bulgaria and Latvia. The analysis showed high levels of inequality across southern
Europe, but there was no dominant pattern in central and northern European countries.

Thirdly, social transfers (excluding pensions) played an important role in reducing
inequality in 2013. In other words, countries that spend more on social transfers tend to
have lower income inequality. Thus, countries that spend more on social transfers, such as
France, Netherlands, Czech Republic, Germany, Slovenia, Austria, Belgium, have relatively
low income inequality. Direct taxation lowers the Gini coefficient of household income by
6-7% points in Austria, Belgium, Denmark and Luxembourg, and by an average 5% points
for the fifteen European countries considered. Thus, public expenditure on social welfare
is becoming more selective and focuses on the provision of public goods and services to
the most vulnerable segments of the population. Its focalization and reduction generate a
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greater direct redistributive impact but in a smaller amount of inhabitants, and the current
dominance of monetary policy leaves a poor role for tax policy as a mere stabilizer.

On average, the decrease in inequality brought about by tax and transfer policies was
greater in economies with higher inequality of market income, so that differences across
economies in inequality of disposable income are much smaller than differences in market
income inequality.

Fourthly, on average, in Europe in 2012, people in the highest (fifth) income quintile
earned nearly 40% of the total income, and people in the lowest (first) quintile earned less
than 10%. In 2012, the biggest income gap between the upper and lower parts of the inco-
me distribution was seen in Luxembourg and the smallest in Romania. Nevertheless, the
distribution of income per quintiles does not lead to a constructive conclusion, because,
for example, the fifth quintile comprises households that earned more than 39 500 PPS in
Luxembourg, but it also included households that earned more than 5 900 PPS in Romania
and more than 8 800 in Bulgaria. So, people with different income levels are framed in the
same quintile.

In this context, it can be stated that it is quite difficult to establish and measure a com-
mon trend in the distribution of income in all EU member states, since they are different as
levels of development have different specializations and apply different fiscal consolidation
packages. Nevertheless, fiscal and social policies in all member countries need to support
employment which proves to be a key redistribution tool. This means removing tax distor-
tions that affect labour market participation.

Fiscal policy is the main instrument that a government has to employ in order to affect
the distribution of income and wealth, but it is not the only one. All the processes in the
economy are interrelated and incomes are not an exception. The monetary and exchange
rate policies have direct impacts on inflation and key prices of the economy and, therefore,
prices and wages. Also, it is important to mention the close relationship between social and
fiscal policy - both of them aiming to improve income distribution. However, contrary to
what the majority believes, the programs and policies of public expenditure destined to so-
cial expenditure are not the only instruments of influence, as are not either the progressive
or regressive taxes to income and consumption.

Thus, it is very important to use the tax policy once more as a tool to combat inequa-
lity. In this respect, the next researches should be focused on the interdisciplinary aspects,
on the impact of different economic and political policies and reforms and their distributi-
onal effect.
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FISKALINES POLITIKOS JTAKA PAJAMU NELYGYBEI
EUROPOS SAJUNGOS SALYSE NARESE

Rodica CRUDU
Moldovos ekonomikos studijy akademija, Moldova

Santrauka. Mazi ekonomikos augimo rodikliai per pastaruosius desimtmecius Europoje susti-
prino susirapinimg dél didéjancios pajamy nelygybés ir socialinés atskirties. Europos valdzios insti-
tucijos neseniai pristaté strategija ,,Europa 2020 kurios tikslas pagerinti socialing jtrauktj Europoje
igyvendinant Europos regionine politika, kuria siekiama sumazinti regioninius skirtumus skatinant
augima tose srityse, kuriose pajamos yra santykinai mazos. Nors ir tai dazniausiai apsiriboja nelygy-
bés vertinimais konkreciy valstybiy teritorijose, tokiy tiksly ir politikos egzistavimas Sgjungos mastu
motyvuoja Siame straipsnyje matuoti pajamy pasiskirstymg tarp visy europieciy. Fiskaliné politika yra
galingas jrankis, keic¢iantis pajamy pasiskirstyma abiem kryptimis, link didesnés arba mazesnés nely-
gybés. Atsizvelgiant | tai $iame straipsnyje apzvelgiama pajamy nelygybés raida ES valstybése narése ir
i$siaiskinta, kaip fiskaliné politika (tiesioginiai mokesciai) turéjo jtakos Siems rezultatams. Straipsnyje
taip pat nagrinéjamas ir mokesciy bei i$laidy politiky indélis mazinant pajamy nelygybe ES, pabréZiant
fiskalinés politikos poveikj skirtingose ES $alyse narése.

Reik$miniai Zodziai: fiskaliné politika, tiesioginiai mokes¢iai, pajamy nelygybé, Dzini koefici-
entas, socialinés jmokos.
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