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Commitment to Equity Assessments (CEQ) 

• Accounting Approach: no behavioral, no general equilibrium 
effects and no intertemporal effects 

• Point-in-time 

• Mainly average incidence; a few cases with marginal incidence 

• Comprehensive standard fiscal incidence analysis of current 
systems  

• Harmonized definitions and methodological approaches to 
facilitate cross-country comparisons 

• Uses income/consumption per capita as the welfare indicator 

• Tax shifting assumptions are the standard ones  

• Allocators vary => full transparency in the method used for 
each category, tax shifting assumptions, tax evasion 

• Secondary sources are used to a minimum 

• Handbook (Lustig and Higgins, 2013) 
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Basic elements of standard fiscal incidence 

• Before taxes and transfers income of unit h, or Ih 
 

• Taxes Ti      
– personal income taxes; contributions to social security 
– consumption and production taxes and subsidies 
 

• Transfers Ri 
– social spending: cash & near-cash transfers; in-kind transfers 

(education and health) 
– consumption and production (agriculture) subsidies 
 

• “Allocators” of tax i and transfer j to unit h, or Sih , 
Sjh (the share of tax i borne or transfer j received 
by unit h) => Incidence 

 
• Post-taxes and transfers income of unit h (Yh) 

7 



• Post-taxes and transfers income of unit h 
(Yh) is: 

 
 

Yh = Ih - ∑i TiSih  +  ∑j RjSjh 

 

8 

Pre-fisc 
Income  

Post-fisc 
Income  

Taxes & Transfers 

Incidence of Taxes & Transfers 



9 

MARKET  INCOME 

MINUS DIRECT TAXES 

DISPOSABLE INCOME 

NET MARKET  INCOME 

PLUS DIRECT TRANSFERS 

GROSS  INCOME 

PLUS DIRECT TRANSFERS MINUS DIRECT TAXES 

MINUS NET INDIRECT TAXES 

POST-FISCAL  INCOME 

PLUS MONETIZED VALUE OF PUBLIC SERVICES: EDUCATION & HEALTH 

FINAL  INCOME 

Construction 
of Income 
Concepts 



Methods to Construct Income 
Concepts 

• Direct Identification Method 

• Imputation Method 

– Direct (Education and Health) 

– Simulation (Direct and Indirect Taxes) 

• Inference Method 

• Alternate Survey 

• Secondary Sources Method 
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Reconciling the Two Economies: 
Survey Data vs. Administrative Accts. 

• What to do when totals in Survey do not 
match administrative accounts? 

 

• Should imputed values be scaled-down or the 
rest of the concepts scaled up? 
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Contributory Pensions 

• Are they a government transfer or deferred 
consumption and hence part of market 
income? 

– No consensus 

– Results, especially for poverty, are extremely 
sensitive 

=> Do it both ways 
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Importance of Comprehensive 
Analysis 

• Obvious reason: to capture the full effect of 
the net fiscal system 

 

• More subtle reason: partial assessments of 
progressivity and regressivity can be 
misleading 

  => a regressive tax can be equalizing and 
 re-inforce the equalizing impact of 
 transfers 
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Lambert’s Conundrum 
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  1 2 3 4 Total 

Original income x 10 20 30 40 100 

Tax Liability  t(x) 6 9 12 15 42 

Benefit level b(x) 21 14 7 0 42 

Post-benefit income 31 34 37 40 142 

Final income 25 25 25 25 100 

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

 



Lambert’s Conundrum 
• The Reynolds-Smolensky (R-S) index for taxes in 

this example is equal to -0.0517, highlighting 
their regressivity.  

• Yet, the R-S for the net fiscal system is 0.25, 
higher than the R-S for benefits equal to 0.1972.   

• If taxes are regressive vis-à-vis the original 
income but progressive with respect to the less 
unequally distributed post-transfers (and 
subsidies) income, 
=> regressive taxes exert an equalizing effect over an 
above the effect of progressive transfers.  

• Two renowned studies found this type of result in 
the US and the UK.  15 



Results 

Redistribution and Inequality 
Reduction 
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Redistribution in the rich and  
developing countries  

Sources:  EUROMOD for EU,Higgins et al. (2014) for US and for CEQ countries see Lustig (2014) and references at the end.  

Note: in these calculations contributory pensions are part of market income and NOT treated as a government transfer. 17 
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Redistribution in Middle and Low 
Income Countries: CEQ 16 
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However, no Robin Hood Paradox 
And results do not depend on South Africa 

GTM	
BOL	

SLV	
PER	
CRI	

MEX	
URY	 BRA	

Sputh	Africa	

CHL	

COL	

0.00	

0.01	

0.02	

0.03	

0.04	

0.05	

0.06	

0.07	

0.08	

0.09	

0.30	 0.35	 0.40	 0.45	 0.50	 0.55	 0.60	 0.65	 0.70	 0.75	 0.80	

Mkt	Income	Gini 

Change	in	Gini	points:	Post-fiscal	vs.	Market	
(decline	in	Gini	points	shown	in	posi ve	quadrant)	



Results 

Redistribution and Poverty 
Reduction 
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Indirect Taxes increase poverty over and 
above market income poverty in six out 

of the CEQ 16 countries 
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 and yet poverty increasing: Ethiopia 
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Thank you! 
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