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Need to consider the tax-transfer
system holistically

* |n achieving the overall objectives of the tax
system, it is important to consider all taxes
and transfer payments together as a
system; and at the same time being clear
about the role of each tax within the
system.
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Lambert’'s Conundrum
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Original
income
Tax liability 6 9 12 15 42
Benefit level 21 14 7 0 42
Post-benefit 31 34 37 40 142
income

Final income 25 25 25 25 100

Source: Lambert, 2001, Table 11.1, P. 278



Implications?

* Not every tax handle needs to be
redistributive

 Some taxes — e.g. excise duties — have other
objectives which are in tension with
redistribution
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CEQ Methodology

Comprehensive framework to analyze the effect
of taxation and public spending on inequality and
poverty

Method: Fiscal Incidence analysis and qualitative
diagnostic approach

Application of a common methodology across
countries makes cross-country comparisons more
accurate

Methodology is designed to be as comprehensive
as possible without sacrificing detail in any
particular component of the analysis
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CEQ Assessment: Income Concepts
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PLUS DIRECT TRANSFERS MINUS DIRECT TAXES
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DISPOSABLE INCOME

MINUS NET INDIRECT TAXES

POST-FISCAL or CONSUMABLE INCOME

PLUS MONETIZED VALUE OF PUBLIC SERVICES: EDUCATION & HEALTH
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Allocation Methods

Direct Identification in microdata

If direct identification not possible then:

— (micro) Simulation: with tax shifting and transfer
take-up assumptions

— Imputation
— Inference
— Alternate Survey

— Secondary Sources
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Tax Shifting and Tax Evasion Assumptions

* Burden of direct personal income taxes is
borne by the recipient of income

* Burden of payroll and social security taxes falls
entirely on workers

 Consumption taxes are assumed to be shifted
forward to consumers
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Source: Lustig and Higgins (2013).



Valuation of Public Services: Education
and Health

e Valuation of public spending on education and
health follows the so-called ‘government cost’

approach.

* Uses per beneficiary input costs obtained from
administrative data as the measure of marginal
benefits.

* This approach—also known as ‘classic’ or
‘nonbehavioral approach’—amounts to asking the
following question: how much would the income of

a household have to be increased if it had to pay for
the free or subsidized public service at full cost?

Source: Lustig and Higgins (2013).



Taxes considered in the SA CEQ study

* Personal income tax

* Payroll taxes

VAT

* Excise duties on alcohol and tobacco
* Fuel levy
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What does the distribution of income
look like in SA?

Average annual HH income by decile (2017 prices)
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Average annual household income by decile
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Personal income taxes are progressive
in relative...

South Africa. Incidence of Personal Income Tax
(share of taxes by market income deciles)
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...and absolute terms

South Africa. Concentration Shares of Personal Income Taxes
(share of taxes paid by each Market Income Decile)
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Direct taxes are absolutely progressive.

South Africa Concentration Curves of Direct Taxes

share paid by market income deciles
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Cumulative proportion of

In contrast, indirect taxes are slightly
regressive overall

South Africa Concentration Curves of Indirect Taxes
(share paid by disposable income deciles)
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However, it is still true that the top
deciles contribute the most.

South Africa. Concentration of Indirect Taxes
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Direct cash transfers as a whole are
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Sources: Own estimates for South Africa based on IES 2010/11.

strongly progressive...

Direct Cash Transfers by Category

Concentration Curves for Transfers and Lorenz Curve for
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In-kind transfers on health and
education



Public education and health spending are large
compared to the market incomes of the poor...

South Africa. Incidence of
Education and Health Spending
(share of market income deciles)
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Although education spending is concentrated at
the bottom of the distribution...

South Africa. Concentration Shares of Education Spending
(share of benefits concentrated in each Market Income Decile)
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Different levels of education quite
differently distributed
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In contrast, health spending is more
progressively distributed than education...

South Africa. Concentration Shares of Health Spending
(share of benefits concentrated in each Market Income Decile)
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South Africa: Tax and Benefits distributed to each Decile
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What Is the net impact of taxes and
government transfers on inequality and
poverty?

27



Poverty declines substantially...
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Inequality falls substantially with
Government interventions,...

The Gini Coefficient before and after Taxes, Transfers and Free
Services, Education and Health Falls by over one-fifth
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Concluding comments

* Tax policy is an important instrument for
direct redistribution (over and above
generating revenue to fund redistributive
policies on the expenditure side)

* Tax system is just one instrument



Analyse
Assess
Activate

GTAC
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Concentration Curve Progressive Tax

Post-tax Lorenz curve
=> Distribution became more
equal

Pre-tax Lorenz
curve

Cumulative share of income and taxes

- €oncentration curve
of a progressive tax

0 Cumulative share of population (ranked by pre-tax income) 1
10

Lustig, Nora, Ali Enami and Rodrigo Aranda. Analytic Foundations Measuring the
Redistributive Impact of Taxes and Transfers. Chapter 2 in Lustig, Nora, Commitment
to Equity Handbook: Estimating the Impact of Fiscal Policy on Inequality and
Poverty. (2018) http://commitmentoequity.org/publications-ceq-handbook



http://commitmentoequity.org/publications-ceq-handbook
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Concentration Curve
Regressive Tax

Concentration curve of a
regressive tax

Pre-tax Lorenz
curve

Post-¢ax Lorenz
cum'e

P <> Distribution
became more

Cumulative share of income and taxes
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http://commitmentoequity.org/publications-ceg-handbook
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Concentration Coefficient: CC
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Kakwani Index: Tax

The Kakwani index of progressivity of a tax t is defined as:
K, =CC,-G,

Where:
* @, is the Gini coefficient of pre-tax income
* CC, is the concentration coefficient of the tax ¢

http://commitmentoequity.org/publications-ceg-handbook



http://commitmentoequity.org/publications-ceq-handbook

Kakwani Index

»Progressive Tax: K, =CC-G,>0
»Proportional Tax: K, =CC-G, =0

X

»Regressive Tax: K, =CC-G, <0



