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– Fiscal consolidation needs remain high and 
future spending requirements will maintain 
the pressure 
 

– The role of tax and transfers in mitigating the  
impact of income inequality 
 

– The estimated impact of selected policies on 
household incomes at different point of the 
distribution 
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Introduction 
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Fiscal pressures in the OECD area are 

likely to remain large 
 Budget adjustment needed as of 2014 to stabilise debt ratios at 60% of GDP by 2060

* Tertiary education spending projections not available.
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• Public consumption (in kind transfers) 
– Education, health, others (components of almps)  

• Cash transfers 
– Pensions, unemployment, sickness and disability, family 

policies  
– Subsidies 

 
• Direct taxes 

– Personal and corporate income taxes, social security 
contributions 

• Indirect taxes 
– Consumption, immovable property, wealth and 

inheritance, environmental 
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How to achieve consolidation that is as 
friendly to growth and equity as possible? 



Source: OECD 2013, Crisis squeezes incomes and puts pressure on inequality and poverty. Note: Data refer to the working-age population. 

Inequality of (gross) market and disposable (net) income, working-age persons 

Redistribution through taxes and benefits plays 
an important role in almost all OECD countries 



.. but redistribution has weakened in most 
OECD countries until the onset of the crisis 

Source:  OECD Income Distribution Database,  www.oecd.org/social/income-distribution-database.htm 

Percentage reduction of income disparity through taxes and transfers, 
working-age persons 

http://www.oecd.org/social/income-distribution-database.htm


Cash transfers play a more significant role 
than taxes, especially in Europe 

Source OECD 2014, preliminary data. Note: Data refer to the working-age population. 

Respective redistributive effects of direct taxes and cash 
transfers, 2011 



In-kind services matter. Countries have a 
different cash/services mix 

Public expenditure for in-kind and cash transfers, in percent 
of GDP 

Source: OECD 2011, Divided We Stand.  
(1) Other social services include services to families, elderly, survivors, disabled persons, unemployed, as well as those in respect of housing. 
(2) Cash transfers to the elderly, survivors, disabled persons, families, unemployed, as well as those in respect of social assistance   



Approach based on a simple system of two empirical 
relations:  

 Standard augmented Solow model for the determinants 
of GDP per capita   

• ∆𝑙𝑙𝐺𝐺𝐺𝑖𝑖 =  𝛽0 + 𝛽1 𝑙𝑙𝐺𝐺𝐺𝑖𝑖−1 + 𝛽2  𝑙𝑙𝑙𝑖𝑖 + 𝛽3 𝑙𝑙𝑙𝑖𝑖 +  𝛽4𝑙𝑖𝑖 +
 𝛽5𝑇𝑖 +  𝛾ln𝑝𝑝𝑙𝑝𝑝𝑝𝑖𝑖−1 +  𝛿1∆𝑙𝑙𝑙𝑖𝑖 + 𝛿2∆𝑙𝑙𝑙𝑖𝑖 +  𝛿3∆𝑙𝑖𝑖 + 𝑒𝑖 + 𝜀𝑖𝑖 

 

 Household disposable income as measured by income 
standards 

• ∆𝑙𝑙𝑝𝑖𝑖𝛼 =  𝜃0 + 𝜃1𝑙𝑙𝑝𝑖−1𝛼 + 𝜃2𝑙𝑙𝐺𝐺𝐺𝑖𝑖−1 +  𝜃3𝑇𝑖 + 𝜃4𝑙𝑙 𝑝𝑝𝑙𝑝𝑝𝑝𝑖𝑖 +
𝜌1∆𝑙𝑙𝐺𝐺𝐺𝑖−1 + 𝑝𝑖 + 𝑣𝑖𝑖 

 

• With 𝑝𝑝𝑣(𝜀, 𝑣) ≠ 0 
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Method used to examine the joint impact 
of policies on GDP and distribution 



11 

  
Household disposable incomes are measured by 

income standards  
 

Growth in income standards between the mid-1990s and late-2000s  
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B. United States and Belgium
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 Differences in both upper and lower halves in the case of SWE and TUR 
while the developments in the lower half explain most of divergences 
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From GDP per capita to real HH 

disposable incomes 
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From GDP per capita to real HH pre- 
and post tax and transfer incomes 

Elasticity of bottom to top income standards to GDP per capita 

     Very similar profile of elasticities for market income, but slightly 
higher at the low end. Could reflect the diminishing redistributional 
impact of the tax and transfer system on average over the period.     
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The impact of selected LMK policies on 

GDP per capita and HH incomes 
 

Long-term elasticity of incomes at different points of the distribution  

     Cutting UI benefits for long-term unemployed risks exacerbating 
inequality unless job-search and activation measures are beefed-up.    

Average income ns + ** - * - * - ** - *
Bottom-sensitive income standards
     Median income (+ =) ** (- <) ** (- =) *
     Income of the low er middle class (+ =) * (- <) ** (+ >) *
     Income of the poor (+ >) * (- <) ** (+ >) *

Active labour market policies, 
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administration
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The impact of selected tax changes on 

GDP per capita and HH incomes 
 

Long-term elasticity of incomes at different points of the distribution  

     A rise in the share of direct taxes reduced GDP and HH income but 
with limited effect on distribution.     

Average income - *** - ** + *** ns - ** - **
Bottom-sensitive income standards
     Median income (- <) ** ns ns
     Income of the low er middle class (- =) *** ns (- =) **
     Income of the poor (- =) *** + * (- =) **

Labour tax wedge, marginal (2)
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• Changes in overall redistribution were mainly driven 
by benefits:  taxes also played a role, but to a lesser 
extent; 

• Spending levels have been a more important driver of 
these changes than tighter targeting of benefits; 

• Results provide a reminder that most vulnerable 
groups should be protected from fiscal consolisation 

• There is scope for better targeting of benefits – albeit 
with the other types of trade-offs that this entails.  
There is scope also to make the  

Main upshots 
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