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The dynamics of socio-economic inequality and technical solutions geared toward addressing it have been well identified. The inability of many societies to deploy those solutions nonetheless is of a political nature. The focus of the debate should therefore be to understand the political dynamics around the subject and to learn to navigate the interests of key stakeholders. Throughout modern history, countries would transition back and forth between progressive, income-neutral, and sometimes even regressive fiscal systems. In doing so, they responded to shifting global and domestic contexts. This policy paper demonstrates that the decision on the progressivity of a tax system and fiscal spending is at its core a political rather than an economic or a technical one.4 When there is enough political momentum to address economic inequality, appropriate policies are usually found.
Classical arguments of political economy do not properly capture the essence of inequality dynamics. When confronted with evidence, many standard assumptions around what political developments exacerbate or curb inequality do not hold water. Counterintuitively, democracy does not seamlessly translate to less inequality. Moreover, even when a democratic society is free of elite capture and has a left-leaning government at its helm, it might still be not enough to achieve sizeable and lasting changes in socio-economic distribution. Assumptions about the inevitability of inequality under certain circumstances are also often wrong. Globalization, while driving countries to enter the race to the bottom in terms of corporate taxes, does not create pressure to slash personal income taxes.
Forward-looking political arguments for progressive fiscal spending can be based on three different foundations: fairness, fear of instability, and external-internal interactions. Evidence from a diverse pool of developing and developed countries shows that rationale that compels decision makers to actually enact fiscal progressivity can be grouped into three main categories. Demand for economic fairness is a strong driver of human behavior. People will enact to erase what is seen as unearned privilege, especially when a situation arises that serves as a lightning rod for their frustration. Another strong catalyst for fiscal progression is fear of instability. When inequalities threaten a state’s survival, appropriate policies are likely to be enacted. Finally, interactions with external actors such as the World Bank or the International Monetary Fund (IMF) might reinforce local reformist voices, leading to more progressivity.
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