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4. SESSION II: Redistributive effects of consolidation on
the revenue side
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4.1 Safeguarding social equity during fiscal consolidation: which
tax bases to use?
John Hills *
This paper explores some of the equity issues that are – or at least should be – central to
decisions about the composition of fiscal consolidation measures. It starts by discussing the
varied possible criteria for assessing ‘social equity’ in the context of the crisis. It then sets out
the possible options for fiscal consolidation and then compares the impacts of the overall
choice between general reductions in public spending and increases in taxation. It then looks
at four specific options in a little more detail, before concluding.
While most of the issues are general to any Member State, some of the illustrations are made
using UK data, and discussed from a perspective of a country which starts with one of the
highest levels of income inequality in the EU, and where over the medium term more than
four-fifths of fiscal consolidation is planned to come from reductions in public spending,
rather than increases in taxation. The paper does not discuss the appropriate scale or rate of
consolidation from a macroeconomic perspective or the efficiency differences between
different approaches. 18

4.1.1 Meanings of ‘social equity’
An immediate issue in approaching this topic is that ‘safeguarding social equity’ could mean
several different things, depending on one’s perspective. There could be at least eight
interpretations, running roughly from the least to the most distributionally progressive:
•

•

•

In coping with the unexpected national shock, all households should make an
equal contribution – for instance through effectively lump sum tax increases, or
through losses in services or cash benefits that have an equal value to each
household.
Governments should withdraw gains that people had previously made as a result
of its activities that were in the long run unsustainable – for instance, by reversing
public spending increases (or tax cuts) that were made at a time when there was
what turned out to be an over-optimistic view of the public finances. That is, we
were living beyond our means, and now need to adjust back to what was always
the underlying reality.
Contributions through higher taxes or losses of services should have an equal
proportionate impact on each household depending on its resources, such as
disposable income – that is, the effects should be neutral across the income
distribution as measured at the start of the consolidation.

*Director, Centre for Analysis of Social Exclusion, London School of Economics and Political Science. The
author is grateful to the UK Economic and Social Research Council for support of his time to write this paper
(under Professorial Fellowship RES 051-27-2034), to Holly Sutherland and Tony Atkinson for advice and
comments on an earlier draft, and to Marcel Gérard and other participants in the ECFIN Workshop of October
2012 for helpful comments on the original presentation.
18
See the papers by Michael Keen and Matthias Burgert and Volker Wieland in this collection, and European
Commission (2012), chapter 5.
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•
•
•

•

•

A related requirement could be that impacts should be neutral between
generations, either in absolute terms, or in proportion to their relative resources.
Contributions should be progressive, with ‘the broadest shoulders carrying the
largest burden’.
Fiscal consolidation should be carried out in a way that offsets the distributional
effects of other aspects of the crisis, such as rising unemployment or changes in
real wages, that is, restores levels of inequality to pre-crisis levels.
Contributions should come from those who had the largest gains before the crisis,
on the grounds that it was the whole operation of the economy, and the growth in
inequality in many countries, that was unsustainable, not just taxes and public
spending.
The burden should be borne by those judged to have caused the crisis, such as
those in the financial sector.

Each of these interpretations would suggest a different evaluation of a particular package of
measures. It might be noted, though, that in the current European context only in the first two
cases would a regressive set of changes be consistent with the concept of social equity (with
the possible addition of the fifth, if in a particular case the effect of the crisis had borne
proportionately more heavily on the better-off than on the worse off). Several of the other
concepts of equity would suggest that the impact of adjustment should in some way be
progressive, and most that it should not be regressive.

4.1.2 Fiscal consolidation options
Governments have at their disposal a wide range of ways in which they could improve the
fiscal balance. Each will have its own distributional and equity implications, and these will
vary from country to country. These categories include the following (with those discussed in
more detail below highlighted in bold):
•
•
•
•
•
•
•
•
•
•
•
•

19

General spending reductions, across all public services and transfers.
Spending reductions targeted by income or other criteria.
Cuts in public sector wages.
Specific indirect tax increases – such as on alcohol, tobacco, or motoring.
Increases in VAT rates or broadening of the VAT base.
Environmental taxes, such as an increase in the Carbon price.
Income tax rates, reductions in income tax allowances or allowable deductions.
Social insurance contribution rates or base-broadening (e.g. to the retired
population, or through increasing ceilings for contributions).
Stronger taxation of investment income or capital gains.
Reduction of tax privileges – for instance for owner-occupied housing, pension
contributions or other forms of saving.
Property or wealth taxes. 19
Taxes on wealth transfers such as inheritance (on donor or donee basis) or gifts.

See Thomas Piketty’s contribution to this collection.
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•
•

Financial transactions taxes (such as ‘Tobin taxes’ or more traditional stamp
duties).
Measures to counter tax evasion or to reduce avoidance through closing down
loopholes or tax havens.

4.1.3 General spending cuts and tax increases
While the impact of specific spending cuts or tax increases can vary greatly from that of
general cuts or tax increases, the scale of the consolidation now being implemented by most
governments makes it hard for them to be very selective. As a prelude to looking at
implications of specific measures, it is important therefore to look at the difference between
general – across the board – spending cuts and increases in all taxes. As shown in Michael
Keen’s contribution to this symposium the IMF’s assessment of fiscal adjustments between
2010 and 2012 suggests that in the advanced countries under most fiscal pressure, tax
increases represented just over 1.0 per cent of GDP, but spending reductions about 4.4 per
cent. In other advanced countries, the average adjustment was much smaller, but spending
cuts also accounted for at least 80 per cent of the total.
Figure 1: Aggregate effect of simulated household income-based fiscal consolidation measures in
place in 2012 (change as % of total household disposable income)
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Source: Avram, et al. (2012), figure 1, based on results from EUROMOD.

This balance varies greatly between countries, however, and with it, distributional effects.
Figure 1 shows the measures whose distributional effects have recently been examined for
nine EU Member States by Avram, et al. (2012) using the simulation model, EUROMOD.
The measures covered are only some of those which have contributed to each country’s total,
importantly excluding indirect taxes increases and cuts in services. They include, however,
increases in direct taxes, cuts in benefits of different kinds, and reductions in public sector
wages. The analysis relates only to measures in place by June 2012. In some cases, such as
the UK, the balance of early measures has been much more weighted to tax increases – which
are easier to implement quickly – than is planned for the medium-term. While in Greece (EL)
and Spain (ES), income tax accounted for half or more of these early measures, in countries
82

such as Portugal (PT) and Romania (RO) nearly all of the adjustment came on the spending
side. In Estonia (EE), half of the adjustment came from employee social insurance
contributions.
This mix affects the overall distributional impact. Figure 2 contrasts the modelled effects of
these changes in Estonia, Spain and Romania. In all three countries the total effect of the
modelled measures is between 4 and 6 per cent of GDP. In Estonia, the overall impact is
regressive, with a smaller proportionate impact the higher one goes up the income
distribution. This reflects the regressive effects of cuts to public pensions alongside a general
proportional effect of increased social insurance contributions. By contrast, in Spain the
increases in direct taxes are progressive and larger in scale than the (somewhat regressive)
cuts to public pensions. The overall impact on households in the top half of the distribution is
largest in Romania – from a combination of cuts in public sector wages (progressive) and a
large contribution from reduced public pensions (with a roughly proportional effect, but little
impact on the poorest tenth). 20 If VAT rate increases are allowed for (5 percentage points in
Spain and Romania, 2 percentage points in Estonia), the regressive effects in Estonia are
increased, while the progressivity of the changes in Spain and Romania is reduced. 21
Figure 2: Percentage change in household disposable income due to simulated fiscal
consolidation measures by household income decile group
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Source: Avram et al. (2012), figure 2, based on results from EUROMOD.

A substantial part of public spending is not covered in analyses of this kind, however – that
on services or in kind benefits (to the extent it is not covered by changes in public sector
wage levels). In kind benefits are usually equivalent to a much larger proportion of the
disposable incomes of those with lower than of those with higher incomes. Verbist, Forster
and Vaalavuo (2012, table 7) find that they averaged the equivalent of 76 per cent of the
disposable income of the poorest fifth across 27 OECD countries, but only 14 per cent of
20

Details for each country presented in figure 3 of Avram, et al. (2012).
Avram, et al. (2012), figure 5. The pattern is similar in the other countries covered, with, for instance, the
early UK measures emerging as mildly regressive across the distribution from second to ninth decile groups if
VAT is included, but as mildly progressive before it is included. As the data sources underlying EUROMOD do
not include data on expenditure alongside those for income, the estimates of the impact of VAT changes are
imported from other sources.
21
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those in the top fifth. By implication, adding in the effects of cuts in public services where
these have been made would – unless they were strongly targeted by income (see below) –
show a more regressive picture than the kinds of analysis shown above.
To compare across-the-board changes in public spending or taxation as a whole requires data
on who is affected by both, as well as what can be uncertain assumptions about their
incidence. For instance, higher employer social insurance contributions could potentially be
reflected either in lower gross wages or in reduced net revenues for employers. Equally,
spending cuts affecting particular areas could depress local house prices and so be capitalised
in lower asset values.
In the UK the Office for National Statistics makes annual estimates of the effects of the bulk
of social spending and for taxes that can be attributed to households. 22 Using these one can
contrast the distributional effects of on the one hand equal percentage cuts in all social
benefits and services (in cash and kind) and on the other equi-proportional increases in taxes.
Using data for 2008-09, every £1,000 raised per household would be equivalent to 3.5 per
cent of disposable household income. If this were raised through an increase in all taxes, this
would represent 3.4 per cent of the income of the poorest fifth of households, and 3.7 per cent
of the income of the richest fifth. The impact, on ONS’s incidence assumptions, would
therefore be roughly proportional. 23 But if the same amount was raised through balanced cuts
in public social spending, the loss would be equivalent to 11.9 per cent of disposable income
for the poorest fifth, and only 0.9 per cent of income for the richest fifth. 24

4.1.4 Specific options for fiscal consolidation
This section looks in a little more detail at four specific elements of fiscal consolidation,
using evidence from the UK case to argue that careful attention needs to be given to
distributional and related issues, if a requirement of social equity is taken seriously.
(a) Broadening of the VAT base
While policy-makers in general try to avoid visible increases in tax rates, increased revenue
can also be gathered through widening the base of particular taxes. This is clearly the case in
many countries as far as VAT is concerned, as Figure 3 shows. This presents analysis carried
out for the Mirrlees Review of the actual yield of VAT in various OECD countries by
comparison with what could be raised if the VAT base covered all consumption at the
country’s standard rate. In all of them this yield falls short as a result of explicit exemption
or zero-rating, reduced rates for particular forms of consumption, or the non-inclusion of
some less visible forms of consumption from the base. In six of the countries, including the
UK, the actual yield of VAT was less than half of the theoretical uniform potential yield.

22

See, for example, Barnard (2010), which sets out the particular assumptions made about the incidence of cash
benefits, direct and indirect taxes and public services. The latter include education, health care, and certain
housing subsidies.
23
Note, though that this is only the case because of the assumption that all taxes, direct as well as indirect, are
raised in proportion. Within the UK system it is only income tax and social insurance systems that emerge as
progressive. Other elements are regressive, if not balanced by these.
24
Author’s calculations based on Barnard (2010).
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Figure 3: VAT revenue as percentage of potential yield from all consumption
at standard rate, 2005
OECD average
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Source: Crawford, Keen and Smith (2010), table 4.2. Figure shows C-efficiency – VAT revenue divided by
standard VAT rate times final consumption expenditure (minus VAT).

For a government wanting to avoid tax rate increases, base broadening could therefore be
attractive. However, unless compensated for in some way, this would – in the UK, at least –
be regressive, as exemptions and reduced rates (for items such as food or domestic fuel) may
be a larger share of the consumption of the basket for poorer than richer households. As
Figure 4 shows, if there were no compensation, VAT broadening would cost the poorest tenth
of households the equivalent of 8 per cent of their disposable incomes, falling to 2 per cent
for the richest households. However, the revenue from this could be used to compensate
poorer households. The second set of bars shows what he distributional pattern would be if
much of the revenue was used to increase means-tested social assistance benefits and tax
credits by 15 per cent. On average the bottom three tenths of the income distribution would
be net gainers from a package of this kind. However, within even the bottom groups there
will still be some losers – reflecting lack of take up of means-tested benefits and tax credits
(see Figure 6 below for a related example).
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Figure 4: VAT broadening in the UK with and without compensation
4
2
Without
compensation

0
-2

With
compensation

-4
-6
-8
-10

Decile group by equivalent disposable income
Source: Crawford, Keen and Smith (2010), figures 4.1 and 4.2. Figures based on unifying VAT at 17.5% in
2005-06. Compensation is 15% rise in means-tested social assistance and tax credits.

Base broadening could in theory therefore be carried out while not affecting the overall
progressivity of the tax and transfer system. But there are three issues when considering this
as part of fiscal consolidation:
•

•

•

First, the compensation needed from offsetting changes to protect low-income
households can be considerable. Indeed in the final recommendations of the Mirrlees
Review (2012) itself, all of the increased revenue is spent on a package of increases to
tax allowances and thresholds, tax credits, a cut on the main income tax rate, other
means-tested benefits, state pensions, and child allowances. But in the context of
fiscal consolidation, the aim is revenue-raising, so by definition what would be
available for compensation would be much more limited, leaving a larger proportion
of low-income households exposed to losses.
Second, while the aim of base-broadening is increased efficiency through achieving a
more neutral tax system, some forms of targeted compensation will themselves have
an efficiency cost. This is particularly the case where means-tested benefits are made
more generous. In countries such as the UK where means-testing is already extensive,
this could mean exposing more households to the very high effective marginal tax
rates that can emerge from the combination of overlapping means tests and direct
taxes (the ‘poverty trap’).
Third, there must be some doubts as to whether such compensation measures would,
in fact, be continued in the long-run. Their rationale would be an increase in the cost
of living measured specifically for low-income households as a result of higher
indirect taxes. But in the long-run it is likely that the overall generosity of such
benefits would be judged politically in real terms using a general price index or in
relation to average incomes. In these terms, the one-off increase might eventually be
eroded as anomalous. Of course, this would boost the long-run revenue raising from
base-broadening, but by the same token the regressivity implicit in it would reemerge.
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(b) Carbon taxes
A second area where there are efficiency reasons of a different kind for increases in taxation
(or equivalent charges) is environmental taxation, specifically increasing the cost of Carbon
emissions. Here higher taxes could both raise revenue and correct an externality – indeed the
greatest ever economic externality, in the assessment of the 2006 Stern Review. The
downside is again distribution and hence equity. Figure 5 shows the underlying problem. This
presents greenhouse gas emissions of all kinds (as kg of CO2-equivalent) resulting from the
consumption of UK households, taking account of the emissions embodied in imported
goods, shown per pound of income of each income group. Total emissions of richer
households are, of course, greater than those of poorer households, because they consume
more. But the carbon-intensity of consumption of poorer households, weighted to items such
as domestic fuel, is much greater – more than 2 kg of CO2e per £ of income for the poorest
tenth, compared to only just over 0.5kg for the richest tenth.
Figure 5: Greenhouse gas emissions (kg CO2e) per £ of household income (UK, 2006)
2,5
2
1,5
1
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Private services
Comsumables

0,5
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Domestic energy/heating

Decile group of gross equivalised household income

Source: Gough et al. (2011), figure 8. Includes indirect emissions (e.g. from imported goods).

By implication, a Carbon tax, even if broadly based, and so catching all kinds of
consumption, not just the easier targets such as domestic fuel or transport, will be regressive.
Again, of course, from a measure that raises revenue, some of that revenue can be used to try
to compensate losers and to offset the regressivity. Figure 6 shows an example of this kind of
package, and how its overall regressive effect could be compensated. In this case, a Carbon
tax of £30 (€ 35) per tonne of CO2 is imposed on domestic fuel. The effects of this are shown
both without compensation and in the case where all of the revenue gained is used to finance
a package of increases in means-tested benefits and tax credits.
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Figure 6: Impact of Carbon price (£30/tonne of CO2) on domestic fuel (UK, 2008-09)
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Source: Hills (2009), table 15.6, based on Dresner and Ekins (2006). Compensation uses all revenue raised to
increase means-tested benefits and tax credits.

This sort of analysis again suggests some equity problems with this kind of measure, unless
there are carefully designed offsetting measures. 25 In this example, a clearly progressive
overall effect can be achieved. However, note that even where all of the revenue is used for
this kind of compensation through transfers, there are still significant numbers of low-income
losers, as shown by the solid line in the figure (against the right hand scale). More than a
quarter of those in the bottom three income groups would still be losers. If the increase in the
cost of carbon was intended to raise net revenue – as it would be if implemented as part of
fiscal consolidation, the proportion of low-income households that would be losers would
inevitably be higher. In UK terminology, the problem of ‘fuel poverty’ would be exacerbated.
This problem – that a package can be made progressive overall, but still have low-income
losers – reflects not just problems with take-up of means-tested benefits, but also variations in
fuel consumption within income groups, much of this stemming from the poor energy
efficiency of many UK homes, including those occupied by low-income households. To avoid
making the problems of some of the most vulnerable households worse, a corollary of
measures that increase the cost of Carbon is not just some form of compensation through
short-term income improvement, but also direct action to improve energy efficiency of the
housing stock. This is likely to be good value for money in cost-benefit terms, 26 but it again
implies that significant amounts of revenue raised from increasing the cost of Carbon would
need to be spent in this way, but this further limits how much it can contribute to fiscal
adjustment, if social equity is to be protected.

25
26

See European Commission (2012), box 5.5, for discussion of this issue across a wider range of countries.
See Hills (2012) for a detailed discussion.
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(c) Capital and related taxes
A third area where there is a strong case for broadening the tax base as a whole is the
structure for taxing wealth and income from it. 27 Direct taxes are often focussed on income,
and within that on earned income in particular. But wealth offers an additional component of
personal economic resources, which on horizontal as well as vertical equity grounds should
be captured within the overall tax base. In recent decades personal wealth has become far
more important in relation to personal incomes in some countries such as France and the UK.
At the same time, wealth is more unequally distributed than income, making wealth taxes
attractive in distributional terms. As far as economic efficiency is concerned, wealth taxes of
various kinds offer opportunities to ‘tax the fixed factor’ and so minimise economic
distortions, such as through taxing unimproved land values or inheritances. Greater taxation
of wealth therefore offers revenue-raising, economic efficiency, and social equity advantages.
In fact, however, the relative contribution of wealth taxes has been diminishing. In the UK
case, for instance, capital related taxes (inheritance, capital gains and stamp duties on
transfers) fell from 2.0 per cent of GDP in 1948 to 1.1 per cent of GDP in 2010. 28 This
presents a paradox, with the explanations suggesting political and other barriers to moving in
what appears to be the logical direction:
•

•

•

•

•

27
28

Crucially, both the stock of wealth and many of the ways in which it gives its owners
a return – such as capital gains or the imputed rent of owner-occupiers – do not
generate a cash flow which can easily be intercepted by the authorities before people
receive them. At the same time, the invisibility of some of these flows creates a public
acceptability barrier.
Some of the ways of avoiding taxing implicit flows – such as delaying capital gains
tax until realisation or property taxes until death – can create inefficient ‘lock-in’
effects, as well as reducing cash flow (and usually net present value) to the state.
A particular barrier is presented by ‘asset rich/income poor’ households if capital
taxes are run separately from other direct taxes, rather than there being some kind of
integrated assessment of taxable capacity which takes account of both.
For taxes on the stock of wealth or property, revaluation issues arise. If revaluation is
only periodic, relative changes can be large, creating significant losers as well as
gainers; at the same time, using out of date valuations is inequitable. But frequent
revaluations are both expensive and can be intrusive. This creates a political vicious
circle, where revaluations are avoided because of the scale of change they would
create for some, but the tax base becomes less and less related to reality.
Many forms of saving benefit from favourable tax treatment, but there can be
technical problems in assessing exactly what someone’s gain in economic resources is
– for instance, when the present value of future defined pension rights increases as a
result of improvements in life expectancy, or because of a fall in expected long-run
returns elsewhere in the market.

See Thomas Piketty’s contribution to this collection.
See Hills, et al. (2013), chapters 8 and 9, for more detailed discussion.
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Public views may not match those implicit in economic assessments of what are
equivalent sets of resources – for instance, the pejorative branding of inheritance taxes
as ‘death taxes’ 29 or as double taxation on income that (may have been) already taxed.

Such problems suggest that what may seem logical ways of extending the tax base in ways
that are both economically efficient and socially equitable may in fact be problematic in
political and administrative terms. The very inequality of wealth holdings in itself creates a
powerful lobby with an interest in accentuating such difficulties.
(d) Progressive spending cuts?
Faced with the regressive impacts of cuts to many forms of public spending discussed in
Section 3, one solution is to try to concentrate cuts in transfers or in public services only on
those with higher incomes. This might allow fiscal adjustment without violating some of the
equity criteria laid out above, and without increases in marginal tax rates that governments
want to avoid.
But doing so is likely also to affect economic incentives: introducing or strengthening meanstests will increase the effective marginal tax rate on those affected by them. If designed
poorly this may affect the rates that are already highest and most likely to create problems. As
a case study example of this general problem, a recent UK example has been the unintended
side-effects of a reform to university financing in England. This has involved a trebling in
fees for most universities (from £3,000 to £9,000 or €10,000 per year). The logic of this
reform is that most students will have above average earnings later in life. The fees are not
collected up front, but only as a percentage (9 per cent) of earnings above a threshold. This in
itself creates a later marginal tax rate (for many students, the ‘debt’ will in fact, never be
repaid if their lifetime earnings are not particularly high).
But social mobility considerations have also led to concern that prospective students from
low-income backgrounds – with less information about potential benefits from higher
education – may be put off applying for it by the prospect of a large ‘debt’ on leaving
university. The government already runs a system of living cost grants for students with
lower-income parents and has now encouraged universities to design their own systems of
means-tested bursaries and fee reductions which depend on recent parental income. The result
of this can be chaotic, and has created some very large (retrospective) effective marginal tax
rates, if the situation of parents and children is considered together. 30 Figure 7 shows the
scale of this on average across 27 of the larger or more prestigious universities. The dashed
line shows the effective marginal tax rates that a two-child one earner family would already
have faced (in the year that is used for assessing parental income) from the direct tax and tax
credit system. The solid line then adds in the effects of higher parental income on the meanstested bursaries and fee reductions that a student would be entitled to. The marginal rates
shown are based on relatively large – £1,000 – income changes (to avoid even more extreme
‘cliff edge’ effects at particular thresholds). Even so, there are income ranges where the
combined – retrospective – rates exceed 100 per cent, and a very wide range where they
29

Graetz and Shapiro (2005).
See Hills and Richards (2012) for detailed discussion. This analysis treats fee reductions and bursaries as
equivalent, although for some students their long run value may differ for technical reasons.
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exceed 50 per cent. In the most extreme case – where the bursaries are most generous – the
combined effect is a 99 per cent marginal rate if the family’s earnings had changed from 70
per cent to 250 per cent of national median earnings.
Figure 7: Combined effective marginal tax rate (%) per £1,000 (single earner couples with one
child going to university, one still at home): Average for UK 27 universities
200
180

Underlying marginal tax rates from
taxes and benefits
Total marginal tax rate including
effects of student support system

160
140
120
100
80
60
40
20
0
10

15

20

25

30

35

40

45

50

55

60

65

70

Parental income (£000s)
Source: Hills and Richards (2012), figure 8. Parental income is essentially gross earnings in an earlier year, with
some minor adjustments. Figure relates to students entering university in Autumn 2012.

This is a parochial example, both geographically and in terms of sector affected. But it
illustrates a more general point: introducing further means-tests within an already heavily
means-tested system – as in the UK – runs the danger of pushing effective marginal tax rates
for particular sub-groups of the population to levels where they are more likely to affect
behaviour. If poorly designed – as is more likely, if responsibility for them is decentralised –
they may create anomalies in treatment that are seen as horizontally inequitable between
people with fairly similar circumstances.

4.1.5 Conclusions
‘Social equity’ will have varied meanings for different observers, so the benchmark applied
should be specified before assessing the impact of particular measures. However, most
conceptions will be incompatible with packages of fiscal adjustment that are regressive, and
some will imply that they should be progressive. In general, across-the-board cuts in public
spending will be regressive, although cuts in particular areas may not be, depending on the
circumstances of a particular country – with, for instance, the distributional effects of
reductions in the real value of public pensions varying between Member States. By contrast,
general tax increases are more likely to be distributionally neutral, although this will depend
on the progressivity of direct taxes offsetting the regressivity of most indirect taxes.
Member States have a range of instruments at their disposal for improving their fiscal
balance. Some of these have efficiency, as well as revenue-raising advantages. However, the
examples looked at in more detail in this paper suggest the need for careful assessment of
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their equity effects. Most Member States have scope for broadening the VAT base, for
instance, but doing so is likely to be regressive, unless much of the revenue is used for
compensation measures – and even then avoiding some low-income losses may be difficult.
This is also true of environmental taxes, such as measures that increase the cost of Carbon,
which are regressive unless compensated for in other ways (which may include direct action
on energy efficiency, not just income transfers). There is a strong equity and efficiency case
for more use of taxes on wealth and income from it, but a series of practical and political
barriers to imposing them. The adverse distributional effects of general cuts in public
spending can be moderated through making benefits and services more targeted or selective,
but doing so can create or exacerbate efficiency problems that may be far worse than those of
the increase in general tax rates that governments are trying to avoid.
Surveying the issues and the evidence, it is hard to avoid the conclusion that safeguarding
social equity during fiscal consolidation is likely to require the use of all available tax bases
and rates of tax, rather than there being a choice between them, and that doing so is likely to
be more equitable than most forms of spending cut. But even the most attractive options for
extending the tax base bring with them a series of issues that can be challenging, to say the
least.
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