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Abstract

The motive behind the study of the study lies in the very importance of the topic of the research, of the
significant elements that emerge from the studies carried out, income inequality being an important element of
influence of economic growth, with economic and social implications, in society. The void in literature that
makes this study important results from the original rendering of retained ideas and increase of the
contribution brought to the research of this field. The methodology used in the study was documentation from
the specialized literature, synthesis, processing by the author's own interpretation of retained ideas. Summary of
the findings The acquired results contribute to the study of the relation between inequality and growth, of the
elements that influence income inequality and also, the influence of institutional framework on income
inequality, retaining relevant aspects that arise from the research fulfilled by various specialists in the field.
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Introduction

Taxes are an important source of budget revenues and one of the key components of fiscal policy. The increase in
per capita income, as a result of economic development, gives individuals greater ability to pay taxes and thus, to
actively participate in the taxing process. Although revenues from taxes collected from different economic sources
are used by the public sector, in various areas, taxes influence the process of economic growth and socio-economic
development (Celikay, 2019).

The reason for applying taxes consist in the need for the government to collect resources for financing various
activities and the exercise of functions. At the same time, it can be said that these taxes require costs related to their
collection and the impact on the efficiency of resource allocation and the equity of income redistribution. It can be
exemplified the situation in which a measure of reduction in spending determines governments to move towards
new fiscal measures, which indirectly involve costs for society, as well. (Parthasarathi S., 1995., Macek, R., 2018).
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Tax policy can be considered one of the macroeconomic policies of governments, due to the direct action of fiscal
policies, with visible results and economic and social impact. Increasing tax revenues can be easier than reducing
expenses. These are elements that motivate governments to move more strongly towards issues concerning taxation.
(Parthasarathi, 1995) .

Collected revenues are an important financial resource, for the state, but at the same time, they have an impact on
several socio-economic components. (Celikay, 2019).

Income Inequality

The OECD considers that income inequality results from different ways in which income is distributed among the
population. Other references to the term inequality are, also, found in literature: “the gap between rich and poor,
income inequality, the disparity of wealth, the differences in wealth and income, or the gap in wealth”[1] (OECD,
Income inequality, https://www.oecd.org/en/data/indicators/income-inequality.html)

The way to measure inequality is the Gini coefficient. It compares the cumulative proportions of the population with
the cumulative proportions of revenue it receives. It varies between 0, in the case of perfect equality (that is, each
share of the population receives the same share of income) and 1, in the case of perfect inequality (that is, all
incomes go to the individual with the highest revenue) (OECD) (OECD, Income Inequality,
https://www.oecd.org/en/data/indicators/income-inequality.html).

The relation inequality-economic growth

Various studies note the relation between inequality and economic growth. In this regard, Lewis (1954), Kuznets
(1955) and Kaldor (1956) (quoted by Muinelo-Gallo and Roca-Sagales, Richard L. Bertrand Edt., 2011) observed
that income inequality is determined by the level of economic development. They looked at how income
redistribution is influenced by long-term economic development, signaling both an effect of increasing income
inequality and a decrease in income inequality, depending on the stage of economic development (growth effect in
the first stages and, respectively, decrease, in the last stages). The neoclassical model of growth (Solow, 1956)
(quoted by Muinelo-Gallo and Roca-Sagales Oriol, Richard L. Bertrand Edt., 2011) brings theoretical arguments
that demonstrate the connection between inequality and capital accumulation, similar to the conception of Kuznets
(1955) (quoted by Muinelo-Gallo and Roca-Sagales Oriol, Richard L. Bertrand Edt., 2011).

Thus, the redistribution of income and wealth depends on the moments of the process of capital accumulation, being
unequal in the initial stages of the process of capital accumulation and equalizing at the time of accumulation of
wealth. (Muinelo-Gallo and Roca-Sagales Oriol, Richard L. Bertrand Edt., 2011).

D The relation fiscal policy-income redistribution

Other studies note the relation between fiscal policy and income redistribution, which is seen as a tool in ensuring
income redistribution. Tax policy in the form of taxes and social aid expenditure influences the well-being of
individuals, through payments made through taxes and transfers, as well as through social aid expenditure, such as
those for access to education and healthcare (Clements et. al. 2015, p. 3) (quoted by Manwar Hossein and
Pathranarakul, 2022).

There are also views according to which fiscal policy is ineffective in addressing issues concerning income
inequality, due to its low tax-to-GDP ratio (Kunawotor et al. 2022) (quoted by Manwar Hossein and Pathranarakul,
2022). The impact of fiscal policy on income redistribution results in the allocation of some limited amounts to
social sectors, such as education and social assistance and health insurance, for the disadvantaged. (Apergis 2021)
(qutoed by Manwar Hossein and Pathranarakul, 2022).




Some studies have used neoclassical theories to observe the effects of fiscal policy on economic activity. In their
studies, Sato (1967), Krzyzaniak (1967), and Feldstein (1974) analyze the impact of various taxes on growth;
Summers (1981) and Auerbach and Kotlikoff (1987) adapt Diamond's model (1965) (quoted by Muinelo-Gallo and
Roca-Sagales Oriol, Richard L. Bertrand Edt., 2011), to observe the dynamic nature of the effects of fiscal policy;
Judd (1985) and Chamely (1986), using the model developed by Cass and Koopmans (1965) (quoted by Muinelo-
Gallo and Roca-Sagales Oriol, Richard L. Bertrand Edt., 2011) analyzed the impact of fiscal policy, taking into
account the endogenous savings rates. In general, all these models highlight the variable effects of different fiscal
policy instruments, for economic development.

There are also studies in which the authors have not observed results that lead to conclusions concerning the impact
of fiscal policy on income redistribution. (Brinca et al. 2021; Caminada et al. 2019 ; Cevik and Correa-Caro 2020;
Dotti 2020; Salotti and Trecroci 2018 ) (qutoed by Manwar Hossein and Pathranarakul, 2022).

In the theories of endogenous growth, new methods are presented, by which fiscal policy has effects on economic
growth. At the same time, one can observe the relation of mutual influence between growth and inequality. Tax
policy is an important tool in the process of redistribution. In the context of these theories of growth and of some
significant factors for income redistribution, such as technological change and human capital, the influence of fiscal
policy has increased, as an instrument of economic growth and redistribution. (Muinelo-Gallo, Roca-Sagales Oriol,
Bertrand Edit., 2011).

In their studies on the relationship between distributive politics and economic growth in 46 countries, for the period
1960-1985, Alesina and Rodrik (1994) observe that higher income inequality, unfavourable impact the economic
growth, resulting in a slowing down growth (qutoed by-Kholeka Mdingi, Sin-Yu Ho, 2021).

>The causality relation inequality-growth

In studies appeared in the 1990s, the researches are focused on how income inequality contributes to the process of
economic growth, an inverse causality relation, between inequality and growth.

The growth models of Lewis (1954), Kaldor (1957), and Pasinetti (1962), Galor, and Moav (2004), which show the
favorable impact of inequality, on economic growth are identified, (quoted by Muinelo-Gallo, Roca-Sagales Oriol,
Bertrand Edit., 2011)

Other works (Stiglitz, 1969) (quoted by Muinelo-Gallo, Roca-Sagales Oriol, Bertrand Edit., 2011) reveal
unfavorable effects of inequality on growth.

Redistributive policies can have opposite effects on growth, thus, given that inequality has negative effects on
growth, the redistribution to those with lower incomes, by reducing inequality, can have favourable impacts on
growth (Muinelo-Gallo, Roca-Sagalés Oriol, Bertrand Edit., 2011).

Influence of institutional framework on income inequality

The way in which institutional framework exercise its influence on income inequality, was objective of many
studies achieved by theorists. Thus, in the following, will be done, a shor theoretical review in this subject.

Chong and Gradstein (2007) (quoted by Kosta Josifidis, Novica Supic, Emilija Beker-Pucar, 2017, p,170), in
studying a large set of countries over 20 years, working with a panel data, note that inequality can affect
institutions, results, also, observed by Konstantin Sonin (2003), Karla Hoff and Joseph E. Stiglitz (2004) and
Alesina and George-Marios Angeletos (2005), in their previous studies. Also, Chong and Gradstein (2007), note a
causality relation between inequality and institutional quality; mutual ifluence between inequality on the
institutional quality.




Acemoglu et. al. (2014) (quoted by Hossein Manwar M., Pathranarakul P., 2022) considers that institutions
favorably or unfavorably influence economic results and income redistribution. Thus, inclusive institutions favour
economic activities, while extractive institutions negatively influence economic development. An effective
institutional framework in the implementation of policy reforms of revenue redistribution helps to increase the
efficiency of fiscal policy in reducing income inequality. (Acemoglu and Robinson, 2006). (quotd by Hossein
Manwar M. and Pathranarakul P., 2022). In the opinion of Acemoglu (2009, p.136) (quoted by Jiancai Pi and
Yanwei Fan, 2021), the term of institutions “encompasses different types of social arrangements, laws, regulations,
enforcement of property rights, and so on.”[2]

Beramendi and Cusack (2008) (quoted by Kosta Josifidis, Novica Supic, Emilija Beker-Pucar, p. 170-171), using a
panel of 13 OECD countries, study the evolution of inequality and its determinants across different forms of
income and observe that the a great cross-countries diversity on income distribution can be determined by
”political actors and ~ economic institutions”. Compliance with the rule of law and the elimination as far as
possible of corruption favours social cohesion and will ensure the orientation of the expenditure for
education, health and social security, in order to combat the marginalization of the disadvantaged.
(Hossein Manwar M. and Pathranarakul P., 2022).

Carmignani (2009) (quoted by Hossein Manwar M. and Pathranarakul P., 2022) argues that a weak institutional
framework has a negative effect on income inequality, generating an increase in it.

Huynh (2021) (quoted by Hossein Manwar M. and Pathranarakul P., 2022) examines how institutional framework
and Foreign Direct Investment influence income redistribution and their impact on income inequality. A quality
institutional environment improves income inequality and the impact of Foreign Direct Investment, on it (Huynh,
2021).

Chusseau et al. (2008) studied how determinants like supply demand and institutional influence negatively the
ineguality in the sense of increasing income inequalit,. these factors are also knownw as supply-demand-institution
approach (Freeman & Katz, 1994; Katz & Autor, 1999) (quoted by Jiancai Pi and Yanwei Fan, 2021).

Conclusions

From the theoretical aspects presented, we can draw some essential ideas related to income inequality, as they were
approached in this paper.

There were concerns of specialists in the field, related to issues on relation income inequality-economic growth, the
causality relation between them and influence exerted by the institutional framwork on the income inequality as can
be seen in the following:

- opinions of some theoreticians who referred to aspects regarding the causality relation between inequality and
economic growth, the mutual influence between them;

- studies in which the relation between fiscal policy and income redistribution is observed, fiscal policy being
seen as an instrument in ensuring income redistribution. Some studies have used neoclassical theories to
observe the effects of fiscal policy on economic activity.

- research on the influence of the institutional framework on income inequality, observing a favourable or
unfavourable influence of institutions, on economic results and income redistribution.
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