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Existing analyses of fiscal redistribution are typically based on comparisons of inequality indices before and after taxes and transfers. This paper embeds the analysis of fiscal redistribution within the standard social welfare framework, which easily lends itself to a transparent and practical evaluation of the determinants of fiscal redistribution and of differences across countries and time. This framework is used to decompose fiscal redistribution into differences in fiscal effort, as reflected in the magnitude of redistributive tax and transfer (i.e., net tax) systems, and differences in fiscal progressivity, reflecting the distribution of net transfers across different income groups. Fiscal progressivity is further decomposed into two components, one reflecting the share of net transfers accruing to lower income groups (targeting performance), the other reflecting the social returns to targeting due to differences in the initial inequality of income (targeting returns). This helps clarify the concepts of progressivity and targeting and the relationship between them. 1
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