
 

Abstract: Even though Ireland and Poland differ in their GNI levels per capita, economic history and 

economic systems, their levels of income inequality calculated on disposable income were very similar 

in 2016. However, there is a lack of current research comparing these countries from the perspective of 

tax-benefit systems that alleviate inequality. Therefore, this paper seeks to answer the research question 

of whether the differences in welfare state regimes that shape tax-benefit systems in Poland and Ireland 

are reflected by the role the taxes and social transfers play in tackling inequality. Our study is based on 

microdata from the European Union Statistics on Income and Living Conditions (EU-SILC) survey. We 

apply a factor decomposition to determine what roles various factor components play in determining 

overall inequality. The results reveal that the redistributive effect was stronger in Ireland, resulting in 

greater income inequality reduction than in Poland through policies affecting the unemployed, families 

and taxes. 
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I INTRODUCTION 
 

Since the global economic crisis, there has been renewed interest in 

understanding the role of taxes and social transfers in levelling income 

inequality. However, to our knowledge, there has been a lack of comparative studies 

concerning solely Ireland and Poland. The outcomes of empirical studies regarding 

income inequality in Ireland and the impact of the economic crisis on the level of 

income inequality can be found in the works of Nolan et al. (2013), O’Donoghue 
et al. (2013; 2018) and Callan et al. (2013). The impact of redistributive policies 

on income inequality in Ireland has been analysed by Bargain et al. (2017), Savage 
et al. (2018), Callan et al. (2013) and Kennedy et al. (2016). In the case of Poland, 

the role of taxes and the social policy of the state in shaping income inequality has 

rarely been analysed. The few existing results in this area are presented in the papers 

by Aksman (2015), Myck and Najsztub (2016), Brzeziński (2018), Graca-Gelert 

(2018) and Wędrowska and Muszyńska (2019). Our study adds to this existing body 

of research by explicitly focusing on comparing the factors that shape inequality in 

Ireland and Poland. The rationale for this comparison is based on two strongly 

interrelated reasons.  

The first reason is the different position of these two countries in the welfare 

state typology. Ireland is classified as a liberal welfare state with modest social 

transfers, the recipients of which belong mainly to low-income groups (Esping-

Andersen, 1990, p. 27). Freedom is taken to be the highest value, and the role of 

the state is seen more as creating conditions that are optimal for development. 

However, treating Ireland as a purely liberal welfare state has been criticised 

(Dukelow and Murphy, 2016), and it is often suggested that Ireland should be placed 

at a somewhat intermediary position between corporatist and liberal. Ireland’s social 

protection system is sometimes described as competitive corporatist because 

transfers, taxation and labour market institutions were broadly adapted to 

competitiveness objectives, albeit with a focus on the central role of the family 

(Bargain et al., 2017). Poland is classified as a social market economic system, 

although the term social market economy included in its constitution is the result 

of the transformation of Polish social policy in the 1990s (Grewiński, 2017). In this 

regime, universalism of social rights dominates. The result is a welfare state that 

grants transfers directly and takes responsibility for caring for children, the elderly 

and the vulnerable (Esping-Andersen, 1990, p. 28). There is a belief that redistribu -

tion is appropriate, and that egalitarianism is an ideal of justice (Brady, 2009). 

However, as the economy of Eastern Europe transitioned, Poland was obliged to 

adjust social policy regulations in accordance with common social and labour 

market policy in the European Union, and is still in the process of shaping its rules 

(Anioł, 2003). 

376                                     The Economic and Social Review 



Paradoxically, even though the Irish economic system can be described as a 

more liberal welfare state, taxes and social transfers have decreased the disposable 

income inequality in Ireland to a greater extent than in Poland. Poland, during the 

transitional years and at the beginning of its accession to the EU, experienced a 

sharp increase in income inequality (Milanovic, 1999; Mitra and Yemtsov, 2006; 

Rosser et al., 2000). The Gini coefficient is commonly used to analyse income 

inequality measures and the extent to which the distribution of income within a 

population deviates from a perfectly equal distribution. A coefficient of 0 indicates 

perfect equality, where everyone has the same income, while a coefficient of  

100 indicates full inequality, where only one person has all the income (Eurostat, 

2019). In 2006, inequalities in income before transfers were higher in Poland 

(Gini
before transfers

 = 53.0) than in Ireland (Gini
before transfers

 = 48.5). European Union 

Statistics on Income and Living Conditions (EU-SILC) data show that from 2006 

to 2016, inequalities in both market and disposable income were gradually 

decreasing in Poland.1 As a result of these changes, the inequalities in income before 

social transfers were lower in Poland (Gini = 46.7) than in Ireland (Gini = 50.2) in 

2016; however, the Gini coefficients of equivalised disposable income were 

comparable (Table 1). 

 

Table 1: Gini Coefficients in Poland and in Ireland in the Period 2006-2016  
Year                   2006   2007  2008   2009   2010   2011  2012   2013   2014   2015  2016  
Gini coefficient of equivalised disposable income before social transfers  
(pensions included in social transfers)  
Ireland               48.5    48.2   48.2    50.1    53.9    54.1  53.4    54.3    53.5    51.1   50.2 

Poland               53.0    51.4   49.8    48.2    47.9    47.8  47.5    47.7    47.9    47.9   46.7  
Gini coefficient of equivalised disposable income – EU-SILC survey  
Ireland               31.9    31.3   29.9    28.8    30.7    29.8  30.5    30.7    31.1    29.8   29.5 

Poland               33.3    32.2   32.0    31.4    31.1    31.1  30.9    30.7    30.8    30.6   29.8  
Source: Eurostat. 

https://ec.europa.eu/eurostat/statisticsexplained/index.php/EU_statistics_on_income_and_ 

living_conditions_(EU-SILC)_methodology_-_distribution_of_income 

 

The second reason is that while taxes and social transfer systems alleviate income 

inequalities, the structure of those systems is different in Ireland and Poland. 

Comparison of these tax and transfer systems reveals diversity between the 

countries with respect to the fundamental characteristics of those systems. Even 

though the share of government expenditures on social protection as the percentage 

of total government expenditures was higher in Poland than in Ireland, the absolute 
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1 This was also confirmed by Myck and Najsztub (2016) based on data from the Polish Household Budget 

Surveys, although they indicated a higher level of inequality.



per capita value of government expenditures on social protection was much higher 

in Ireland (Table 2). Moreover, higher relative involvement of the state through 

public finances was identified in Ireland, with tax revenues of 26 per cent of gross 

national income (GNI), in comparison to Poland, where it was 15 per cent of GNI. 

Furthermore, the introduction of higher personal income tax (PIT); personal 

allowances and tax credits, especially for families with children; and a universal 

social charge (USC) in Ireland made its tax system more progressive than in Poland 

(Verbist and Figari, 2014). Interestingly, the top PIT rates decreased in both 

countries in comparison to the pre-crisis period. Ireland responded to the crisis with 

additional personal taxation via the USC. This spread the income tax net much more 

widely and likely had a significant impact on the change in income inequality over 

the period observed. The USC is a tax on income that replaced both the income 

levy and the health levy (also known as the health contribution) starting in 2011. 

This was an important income equalising instrument because it is broad based and 

paid only if gross income is more than €13,000 per year, thus protecting the poorest 

citizens. 

 
Table 2: Comparison of Fundamental Elements of Tax and Transfer Systems 

in Ireland and Poland in 2016  
System           Elements                                                                       Ireland     Poland  
Social            Government expenditures on social protection as         36%         41% 

transfers        percentage of total government expenditures 

system            
Government expenditures on social protection             7,182        4,638 

                      (PPS per inhabitant)                                                                              
Tax system     PIT rate (%)                                                                   20; 40       18; 32 

                      CIT rate (%)                                                                    12.5           19 

                      Extra taxes paid on gross income (except PIT and        USC 

                      pay-related social insurance)                                                                

                      Total tax revenue (%GNI)                                                26             15  
Sources: Eurostat and OECD (tax revenue; %GNI).  

Note: PPS = purchasing power parity; PIT = personal income tax; CIT = corporate income 

tax; USC = universal social charge; GNI = Gross National Income. 

 

Based on Table 2, we aim to verify the hypothesis that the tax and social transfer 

system played a more important role in tackling inequality in Ireland than in Poland. 

Therefore, we focus on the method of decomposition in the analysis of relationships 

between inequalities and redistributive policies to find an answer to the question 

of which state transfers and taxes decreased inequality and which ones increased it 

in both countries. This type of analysis can also answer the question of the 
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effectiveness of the state’s redistributive policy in decreasing inequality and allow 

for comparison between the two countries. 

The remainder of this article is organised as follows. Section II discusses the 

literature concerning the relationships between income inequality and the state’s 

redistributive policy through taxes and social transfers. The data and analysis 

methods are described in Section III. The results of the empirical analysis are 

presented in Section IV. The last section offers our concluding remarks. 

 

 

II THE IMPACT OF REDISTRIBUTION POLICY (TAXES AND SOCIAL 
TRANSFERS) ON INCOME INEQUALITIES – LITERATURE REVIEW 

 

From a theoretical point of view, our study is based on new institutional economics, 

according to which the state funds market intervention, enforcement of the rules 

and the existence of institutions’ official authorities and rules (North, 1990). The 

state institutions, which are responsible for creating the system of transfers and  

the tax system, contribute to the level of disposable income as well as create a 

system of motivation and incentives that encourage individuals to work. Thus, 

according to this theory, the state’s redistributive policy ultimately affects income 

inequality (Atkinson, 1996; Beblo and Knaus, 2001; Esping-Andersen and  

Myles, 2007). 

The impact of taxes and transfers on the distribution of income can be 

considered from two angles: discretionary policy and automatic stabilisers. The 

role of the latter is connected with the business cycle, progressive tax systems and 

welfare policy, through which the automatic response of taxes and transfers to 

changing gross income (e.g. unemployment benefits protect against loss of work 

income) can be analysed. According to Savage et al. (2018), the increase in 

redistribution during the crisis in Ireland can be explained mostly by the role of 

automatic stabilisers. Transfers and taxes moderated inequalities and protected the 

incomes of the poorest against a decrease. However, a government can also 

counteract inequalities through direct active policy (e.g. by changing the level of 

transfers or access to them or by tax system changes). However, the distinction 

between the impact of policy changes and the impact of automatic stabilisation is 

often difficult to disentangle.  

The empirical results from the literature concerning the impact of redistributive 

policy on income inequality are ambiguous as to a solution to the problem of 

whether targeting benefits towards the bottom part of the income distribution 

actually enhances the redistributive impact of welfare state policies (Marx et al., 
2015, p. 20). Doerrenberg and Peichl (2012), based on analyses of OECD countries, 

and Giammatteo (2006), referring to countries in transition, demonstrated that 

transfers reduce inequalities more than the degree of progressivity in the tax system. 
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Caminada et al. (2019) presented similar results; however, they included pensions 

in the social transfers in their analysis. In contrast, Alves (2012) concluded that the 

tax redistributive effect was stronger than that of transfers in Portugal. Fuest et al. 
(2010) suggested that tax and transfer systems substantially reduced income 

inequality in all European countries. The factor source decomposition approach, 

however, suggests that benefits play a negligible role and sometimes even slightly 

increase inequality. According to that approach, taxes and social contributions are 

by far the most important contributors to income inequality reduction (Fuest et al., 
2010). 

In a broader sense, analyses have been conducted on the role of taxes and 

transfers in indirectly decreasing inequalities through higher GDP growth rates. 

Jenkins et al. (2013) highlighted the extent to which social protection and tax 

systems cushioned the immediate impact of declining household incomes. 

Schwabish et al. (2006) analysed some reverse causality relations and determined 

that redistributive policies have some impact on levels of inequality, but inequality 

simultaneously influences government policies. Redistributive policies such as 

progressive taxes or social benefits can reduce incentives to work or to invest and 

therefore result in lower GDP growth (Roed and Strom, 2002). Tax and transfer 

policies together with other institutions on labour market determine the system of 

rules and incentives for earning money and affect labour market participants’ 

behaviour, their income and therefore income inequalities (Szczepaniak and  

Szulc-Obłoza, 2020).  

Exploring links between income inequality and redistribution policies, 

Lindbeck (2008) indicated possible reforms to deal with inequalities. From his 

perspective, the welfare state should aim not only for redistributional achievements 

but also efficiency gains. The author also identified new demands for welfare states, 

such as increased participation of women in the labour force as well as increased 

demand for subsidised childcare and old age care. In this sense, higher transfers 

may result not only in lower inequality but also in higher participation in the labour 

market and thus higher GDP (Lindbeck, 2008). Public finances may also relate to 

income inequality because the state may decide to finance increased public spending 

(and social protection) through a higher deficit and national debt to decrease 

inequality in the short term. In the long term, however, it may increase the interest 

on national debt and make changes to tax and social policy (increases in taxes and 

decreases in the level of social transfers).  

It is important to stress that the state can affect the distribution of income in 

many ways apart from taxes and transfers (Atkinson, 1996, p. 41). There are many 

other policies and regulations that are created by the state, such as the conditions 

of doing business, minimum wage legislation and trade union legislation, that can 

have an indirect impact on income inequality. Thus, redistribution strategies based 

on government transfers and taxes alone would be neither effective nor financially 
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sustainable and should be supported by other policies such as labour market policies 

(OECD, 2011). 

 

III DATA AND METHODOLOGY 
 

This study is based on household survey data from Poland and Ireland from the 

years 2006, 2010 and 2016. The time period corresponds to Poland’s accession to 

the EU, the economic crisis and the most recent year for which comparable data 

are available. We used microdata from the EU-SILC survey extracted from the 

cross-sectional EU-SILC dataset (EU-SILC CROSS-SECTIONAL UDB 2016 – 

September 2018 version). The survey contained data from approximately 12,000 

to 15,000 households and from 32,600 to 45,100 individuals in Poland. The size of 

the Irish sample ranged from 4,600 to 5,800 households and from 11,600 to 14,600 

individuals. 

For the composition and decomposition analysis, our income concept was the 

annual equivalised household disposable income per household member. For all 

results, we size-adjusted household income, which accounts for economies of scale 

in household consumption, by dividing total income by the equivalised household 

size and assigning this value to each household member.2 Data were weighted using 

personal cross-sectional weights. Total household disposable income was calculated 

as the sum of gross personal income components plus gross income components 

for all household members at the household level minus taxes and social 

contributions. 

As in other studies, we considered the three main sources of income: market 

income, social transfers and taxes. In order to better understand how different 

components of household income affected total income inequality, we examined 

ten components of income: earnings, self-employment income, residual category 

of market income, old age and survivor’s benefits, unemployment benefits, family 

and children-related allowances, housing allowances, sickness and disability 

benefits, residual category of social transfers and taxes. In addition, we were able 

to identify sources of income characterising the economic policy in terms of 

expenditures on social protection. Table 3 reports the definitions of the income 

categories used in our study based on the EU-SILC descriptions of the user database 

variables. 

Since the selection of the measure of inequality depends not only on the aim of 

the study but also on its effect on the results, in our study we decided to use the 

Gini coefficient, which is probably the most widely used measure of income 

inequality. Its popularity can be attributed to its computational simplicity, intuitive 

interpretation and availability in many databases. An important advantage of the 
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Table. 3: Income Categories Used in the Analysis  
Variable                                                                Definition  
Earnings                     Gross employee cash or near cash income  
Self-employment       Gross cash benefits or losses from self- 

                                  employment (including royalties)   
Non-labour                • Non-cash employee income 

income                       • Pensions from individual private plans 

                                  • Income from the rental of a property or land 

                                  • Regular inter-household cash transfers received 

                                  • Interests, dividends and profit from capital  

                                    investments in unincorporated business 

                                  • Income received by people under 16 years of age   
Pensions                     • Old age benefits 

                                  • Survivor’s benefits   
Unemployment          • Unemployment benefits   
Child benefits            • Family/children-related allowances   
Housing                     • Housing allowances   
Sickness                     • Sickness benefits 

                                  • Disability benefits   
Other social               • Education-related allowances 

benefits                      • Social exclusion not elsewhere classified   
Taxes                         • Tax on income and social insurance  

                                    contributions 

                                  • Regular inter-household cash transfer paid 

                                  • Regular taxes on wealth   
Source: Authors’ definitions based on description of SILC user database variables.
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Gini index is that it satisfies the four main principles that any inequality metric 

should meet to be considered a reliable measure: the transfer principle, scale 

independence, the anonymity principle and population independence (Charles-Coll, 

2011, p. 26).  

In order to assess the extent to which various income sources contribute to the 

formation of inequalities, we applied Lerman and Yitzhaki’s (1985) methodology 

to decompose the Gini coefficient for Poland and Ireland for the years 2006, 2010 

and 2016. Let us consider a population of n households denoted by i, with mean 

income m and variance s2. We assume that the household income consists of K 
income components. The income from the source k (k = 1,…, K) for the household 

i equals Yik. The distribution of incomes from source k is Yk = (Y
1k, Y2k,…, Ynk), 

the distribution of total incomes is Y = (Y
1
, Y

2
,…, Yn) and the total income for the 

household i is Yi = SkYik. 



According to Lerman and Yitzhaki (1985), the Gini coefficient, denoted by G, 

can be expressed as: 

 

                                                   G = SK
k=1

 skGkRk,                                               (1) 

 

where sk represents the share of source k in total income (sk = mk/m), mk is the mean 

income from the source k, Gk is the Gini coefficient of income source k and Rk is 

the Gini correlation between income source k and total income.3 

The Gini correlation is a form of rank correlation coefficient and presents the 

ratio of covariances: Rk = cov(Yk; F)/cov(Yk; Fk), where Fk is the cumulative 

distribution of income source k, and F is the cumulative distribution of disposable 

income. In other words, it measures the extent to which the relationship between  

Yk and the cumulative rank distribution of Y coincides with the relationship between  
Yk and its own cumulative rank distribution Fk.  

Based on Equation (1), the influence of any income source upon total inequality 

can be assessed. The absolute contribution of each income source k to total 

inequality Ck is equal to the product of three elements: the share of that source in 

total income, sk; the Gini coefficient of that income source, Gk; and its Gini 

correlation, Rk: 

 

                                                       Ck = skGkRk.                                                               (2) 

 

The proportional contribution of each income source to total inequality is given 

by the ratio between Ck and Gini: ck = Ck/G. 

The Gini decomposition proposed by Lerman and Yitzhaki (1985) allowed us 

to estimate the marginal effect of changes in each income source on inequality (i.e. 

to verify how changes in the size of a particular income source affected the overall 

income inequality, holding income from all other sources constant). Lerman and 

Yitzhaki (1985) showed the effect of a small change, ek, in each household’s income 

from source k on overall inequality. The partial derivative of the overall Gini with 

respect to a 1 per cent change in income from source k gives the marginal impact 

of this income source on overall income inequality: 

 

                                           ¶G 
                                                 ––– = sk(RkGk – G).                                             (3) 

                                           ¶ek 

 

Lerman and Yitzhaki (1985) also showed that dividing Equation (3) by the 

overall Gini yields the source marginal effect relative to the overall Gini, which 

can be written as the source’s inequality contribution as a percentage of the overall 

Gini minus the source’s share of total income: 
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                                        ¶G/¶ek    sk(RkGk                                               –––––– = ––––––  – sk.                                          (4)                                              G             G 

 

A negative sign for the factor’s marginal effect means that a marginal increase 

in the source has an equalising effect. The sum of relative marginal effects is zero. 

Multiplying all sources by e leaves the overall Gini unchanged. 

 

 

IV EMPIRICAL RESULTS 
 

4.1 Household Income Composition by Source 
Before presenting the inequality decomposition results, we discuss the share of 

components in total equivalised household disposable income. Figure 1 reports the 

shares of source k in total disposable income for Poland and Ireland for 2006, 2010 

and 2016, allowing us to compare them over the same period. The grey shaded 

areas in Figure 1 display the share of taxes in household disposable income, the 

blue shaded areas show the shares of market income in household disposable 

income and the other areas display the shares of social transfers in household 

disposable income. Because we wanted to focus on disposable income, the share 

of the first two sources (market income and social transfers) in total income adds 

up to over 100 per cent, while the third factor (tax on income and social insurance 

contributions) is negative, capturing the redistributive effect of taxes.  

When analysing the composition of household income, we observed some 

differences between the two countries. Firstly, the differences were related to 

changes in composition over time. In Poland, the structure of household income 

was relatively stable over time, while it varied in Ireland. It can be assumed that 

changes in composition in household disposable income in Ireland were caused by 

changes in the labour market and in tax-transfer policies that were introduced as a 

response to the crisis. In Poland, households’ budget composition did not change 

much over the period considered, indicating that the crisis did not reshape 

households’ budgets. Secondly, the income composition reflected the state policy. 

Figure 1 shows the share of income from social transfers. 

As expected, labour income was by far the largest source of household 

disposable income in both countries (see Figure 1). It was the dominant component 

of total disposable income, and it can be further broken down into earnings and 

self-employment income. In 2006 and 2010, the share of earnings in total disposable 

income was clearly higher in Poland (81.9 per cent and 82.5 per cent), compared 

to Ireland (74.8 per cent and 72.2 per cent), while in 2016, the share of this 

component was similar in both countries (83.3 per cent in Poland and 82.7 per cent 

in Ireland). In Ireland, this share varied over time and was the lowest in 2010. For 

the latest observed period, however, the share of earnings in household disposable 
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income was at a higher level than in the pre-crisis period. The Irish employment 

rate was 69.0 per cent in 2006 but fell sharply in 2010 to 60.2 per cent and  

rose again in 2016 to 67.1 per cent, while in Poland this ratio increased from  

55.7 per cent in 2006 to 59.2 per cent in 2010 and 65.1 per cent in 2016. These 

differences in the share of employment income and employment rates in both 

countries partly reflect the labour market profile. In Ireland, the decline in the share 

of employment income in 2010 was more gradual than the decline in the proportion 

of people with employment income, indicating that average earnings dropped 

slower than the number of workers.  

A large proportion of labour income consists of earnings, while self-

employment income is less important. Table 4 (Columns 3 and 6) shows that in 

2006, the share of household disposable income coming from self-employment was 

higher in Ireland than in Poland. However, the shares were higher in Poland than 

in Ireland in subsequent years. Curiously, the proportion of self-employed people 

ages 15-64 as a percentage of total employment was significantly higher in Poland 

than in Ireland throughout the entire period. In contrast to total labour income, the 
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Figure 1: Composition of Household Disposable Income by Source 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
 

Source: Authors’ calculation using EU-SILC data. 

Note: See Table 4 for sources. The shares of source k in total disposable income for Poland 

and Ireland are reported in Table 4, Columns 3 and 6, respectively.
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other components of market income combined – investment income, private 

retirement income and other private incomes – contributed less in Poland than in 

Ireland.  

The next significant components of income were old age and survivor’s 

benefits, which represented a much higher proportion of Polish household income 

than Irish household income. The old age dependency ratio was higher in Poland. 

In 2016, it was 23 per cent in Poland and 20 per cent in Ireland (the lowest in EU28) 

(Eurostat, 2019). However, this was not the only reason for such a large difference 

in the shares of old age and survivor’s benefits. In Ireland, the average earnings 

were six to eight times higher than the average old age and survivor’s benefits, 

while they were only three times higher in Poland. Furthermore, a higher share of 

government expenditures on old age was observed in Poland (22 per cent) than in 

Ireland (13 per cent). A higher share of elderly people (65 and over) in the 

population could be found in Poland (16.0 per cent in 2016) than in Ireland  

(13.2 per cent in 2016). 

In Poland, unemployment benefits had a very small contribution to household 

disposable income. The share of this component varied between 1.9 per cent in 

2006 and 0.6 per cent in 2016, while the unemployment rate fell from 13.8 per cent 

to 6.2 per cent. In Ireland in 2006, unemployment benefits accounted for 2.8 per 

cent of household disposable income. Ireland’s economy entered a recession in 

2008, and by 2010 the unemployment rate soared to 14.5 per cent. This contributed 

to an increase in the share of unemployment benefits in disposable household 

income to 7.8 per cent. Drops in employment drove these income declines, which 

would have been much greater were it not for the role of tax policies and in-cash 

transfer policies. Both the unemployment rate and the share of unemployment 

benefits decreased between 2010 and 2016. For the latest observed period, however, 

the share of unemployment benefits was at a higher level than in the pre-crisis 

period. Differences were also revealed when the respective shares of unemployment 

benefits were compared. In Ireland, the share of unemployment benefits in total 

social protection expenditures was three time higher than in Poland. The share of 

sickness and disability benefits was small compared to the market income in both 

countries.  

Finally, we studied the composition of income resulting from family type. In 

Ireland, family and children-related allowances were another major source of 

income from social transfers, while the share of these transfers was much smaller 

in Poland. There were some notable differences between Poland and Ireland. The 

first concerns the demographic phenomenon: in Ireland, there was a higher fertility 

rate and a higher share of children than in Poland. The share of children  

(ages 0-14) was 22 per cent in Ireland and 14 per cent in Poland (World Bank, 

2019). The second is connected with more targeted family and children’s policies, 

which aimed at improving the material situation of Irish families.  
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4.2 Factor Inequality Decompositions 
This section reports the results of the inequality decomposition analysis by factor 

components as suggested by Lerman and Yitzhaki (1985). We examined how 

different income sources affected the level of inequality in total disposable income. 

Table 4 reports the results of the decomposition of the Gini coefficient for Poland 

and Ireland in 2006, 2010 and 2016. Column 1 of Table 4 contains the sources of 

total disposable income used in the analysis. The shares of source k in total 

disposable income for Poland and Ireland are reported in Columns 3 and 6 of  

Table 4, respectively. Columns 4 and 7 report the values of the Gini coefficient for 

each component and for the total disposable income, while Columns 5 and 8 of the 

table present the relative contribution of each component to the total inequality (ck). 

We compared the shares of various components of inequality with their shares of 

total disposable income (sk) to reveal which income components strengthened and 

which smoothed inequality. 

The decomposition of the Gini coefficient by income source allowed us to 

calculate the impact that a marginal change in a particular income source would 

have on inequality in total disposable income. Figure 2 summarises the results of 

the estimation of the marginal effects that every income source had on inequality 

by using the approach proposed by Lerman and Yitzhaki (1985). 

In both countries, the total income inequality decreased slightly between 2006 

and 2016 when measured using the Gini coefficient (Table 4). Throughout our 

analysis, we found that in both countries, household disposable income inequality 

was lower than earnings inequality, which in turn was much lower than inequality 

in the other components. In the case of Poland, the values of the Gini coefficient 

reflected a decline in earnings inequality between 2006 and 2016. Initially, earnings 

inequality in Ireland was lower than in Poland, but by 2010 the Gini coefficient 

soared to 62.3. Then a drop in earnings inequality was recorded, and the Gini 

coefficient equalled 58.5 in 2016. Many studies have suggested that increasing 

earnings inequality has been a major source of rising household income inequality. 

However, in Ireland in 2010, an increase in earnings inequality did not lead to an 

increase in total household disposable income inequality, presumably because of 

policy changes (e.g. the introduction of the new USC tax in response to the crisis). 

After investigating earnings inequality, we turned to the contribution of this 

income source to total inequality. As expected, earnings were by far the most 

important contributor to total inequality in both countries. In both Poland and 

Ireland, the relative contribution of earnings to total inequality increased during the 

period considered. This trend was witnessed most notably in Ireland, where the 

relative contribution of earnings to total inequality rose to 131.6 per cent from  

105.5 per cent, while in Poland the contribution of earnings increased slightly over 

time (from 108.2 per cent to 111.2 per cent). Furthermore, in Ireland in 2010, there 

was a significant increase in the relative contribution of earnings to total inequality 

compared to 2006 (from 105.5 per cent to 120.8 per cent), while the share of total 
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Table 4: Gini Coefficient Decomposition Results for Poland and Ireland [%]  
Income Source                 Year                     Poland                                  Ireland         
                                                             sk      Gini        ck                sk        Gini         ck  
              (1)                         (2)             (3)       (4)         (5)               (6)         (7)         (8)  
Earnings                           2006           81.9    58.8     108.2            74.8      55.5     105.4 

                                         2010           82.5    54.0     109.3            72.2      62.3     120.8 

                                         2016           83.3    52.2     111.2            82.7      58.5     131.6  
Self-employment              2006           14.0    89.7       13.5            18.8      89.8       33.2 

                                         2010           15.1    87.5       14.9            12.1      92.4       19.6 

                                         2016           12.9    87.1       10.0            11.2      91.6       19.4  
Non-labour income          2006             2.2    94.5         1.6              3.3      90.8         5.2 

                                         2010             2.1    94.6         2.3              2.1      92.7         2.5 

                                         2016             1.8    95.6         2.4              3.0      94.9         6.3  
Pensions                           2006           25.8    75.4       18.5              9.6      86.9         2.1 

                                         2010           23.5    74.2       11.0            13.6      88.2       13.7 

                                         2016           24.6    73.3       11.0            13.4      86.8       10.0  
Unemployment                 2006             1.9    95.2       –0.1              2.8      91.7       –1.0 

                                         2010             0.8    96.2       –0.1              7.8      82.2       –0.8 

                                         2016             0.6    97.7         0.0              5.4      84.1       –4.2  
Child benefits                   2006             1.9    84.3       –1.4              7.1      63.4       –5.2 

                                         2010             1.7    87.8       –1.3              8.9      66.1       –5.6 

                                         2016             1.9    90.6       –0.5              6.9      65.0       –3.5  
Housing                            2006             0.3    96.3       –0.4              0.9      90.1       –1.0 

                                         2010             0.1    98.0       –0.2              1.2      86.6       –1.1 

                                         2016             0.1    98.5       –0.2              0.9      81.8       –1.1  
Sickness                            2006             4.5    88.8       –1.2              2.7      90.3       –2.2 

                                         2010             3.1    90.1       –1.5              4.0      88.7       –2.7 

                                         2016             2.7    91.4       –1.6              3.3      89.3       –3.1  
Other social benefits        2006             0.5    96.3       –0.4              0.4      96.4       –0.3 

                                         2010             0.3    96.9         0.4              0.7      96.2         0.1 

                                         2016             0.3    97.7       –0.3              0.6      95.6       –0.1  
Taxes                                2006         –32.9    46.7     –38.3          –20.4      67.1     –36.3 

                                         2010         –29.2    42.1     –34.1          –22.6      73.3     –46.6 

                                         2016         –28.3    40.1     –32.0          –27.5      68.5     –55.2  
Total                                 2006         100.0    33.3     100.0          100.0      31.9     100.0 

                                         2010         100.0    31.1     100.0          100.0      30.5     100.0 

                                         2016         100.0    29.8     100.0          100.0      29.5     100.0  
Source: Authors’ calculations using EU-SILC data.



disposable income coming from earnings decreased from 74.8 per cent to 72.2 per 

cent. The increase in the relative contribution of earnings starting in 2010 was 

mainly due to greater dispersion and inequality of earnings. In other words, in 

Ireland in 2010, the relative contribution of earnings to total inequality was 

disproportionately high compared to the share of this source in total disposable 

income.  

In both countries, earnings were an increasing source of inequality. 

Furthermore, earnings were a disequalising component, with a higher marginal 

effect in Ireland (see Figure 2). Satya (2004, p. 436) mentioned that the 

decomposition analysis is an ex-post accounting exercise in that it tells us the 

relative contribution of each income component to overall inequality. This is useful 

information in planning social and fiscal policies. However, the government can 

influence income from a specific source only at the margin by increasing or 

decreasing tax rates. Therefore, it is more important to know how the marginal 

changes in each income source affected the level of inequality. In Poland, the 

marginal effect of earnings was at a relatively constant level (between 0.263 and 

0.279), while in Ireland it increased from 0.306 in 2006 to 0.487 in 2010 and 0.488 

in 2016.  

 

Figure 2: The Marginal Effects of Income Components from the Gini 
Decomposition 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source: Authors’ calculation using EU-SILC data. 
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Although earnings were the largest component of household disposable income 

in both countries, income from self-employment and residual categories of market 

income also played a significant role. The Gini coefficient indicated that self-

employment income inequality was higher in Ireland than in Poland. In both 

countries, the role of self-employment income fluctuated over the study period. The 

contribution of self-employment income to total income inequality increased in 

Poland in 2010 and then decreased significantly in 2016. In Ireland, the highest 

relative contribution of self-employment income to total inequality was observed 

in 2006. The Gini coefficient of decomposition indicated that the relative 

contribution of this source to total inequality was disproportionately high (33.2 per 

cent), while the share of total disposable income coming from self-employment 

was 18.8 per cent (Table 4). The strong dispersion in self-employment income 

accounted for the increases in the relative contribution of this source to total 

inequality. This dispersion likely also accounted for its significant contribution to 

overall income inequality. In Ireland, self-employment income was the second most 

important factor contributing to income inequality. Furthermore, self-employment 

income played a much more important role in Ireland than in Poland, which is not 

surprising considering the differences in welfare state regimes and more incentives 

for the self-employed in the liberal system. In Poland, contrary to Ireland, self-

employment income was a rather equalising component of income (except for in 

the year 2010); however, its marginal effect was very small over the whole period. 

In Ireland, the marginal effect of self-employment income on inequality was 

positive during the study period, and its highest value (0.15) was noted in 2006 

(Figure 2). In this country, self-employment income, as well as earnings, contributed 

to higher inequality in household disposable income. 

When examining Figure 2 more closely, it is evident that the marginal effect of 

the other market income components, apart from earnings and self-employment 

income, tended to be smaller. Although the marginal effect of the residual categories 

of market income on inequality was negative during the first two time-points of the 

study in Poland, in 2016 it was positive. In contrast, in Ireland the marginal effect 

of this income source was disequalising throughout the entire examined period. It 

is worth noting that in both countries it was disproportionately lower compared to 

the marginal effect of earnings.  

The study of the role of social transfers in shaping income inequality was 

initiated by analysing old age and survivor’s benefits. In both Poland and Ireland, 

inequality in old age and survivor’s benefits remained relatively stable over time, 

and inequality was smaller in Poland than in Ireland. As a result, although neither 

country experienced an increase in inequality in old age and survivor’s benefits, 

the contribution of this source of income to overall inequality changed significantly 

in 2010. In addition, the decomposition of the Gini coefficient indicates that in 

Poland the contribution decreased significantly, while in Ireland it increased 

significantly. Old age and survivor’s benefits contributed positively to the inequality 
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of disposable household income in both countries (Table 4, Columns 5 and 8). As 

shown in Figure 2, in Poland, the marginal effect of old age and survivor’s benefits 

on inequality was negative and significant during the studied period, and its highest 

value was noted in 2010 (-0.156). 

We turn next to unemployment benefits, which accounted for a higher 

proportion of Irish household income than Polish household income. The challenge 

was to tackle unemployment by providing economic opportunities to the poor and 

disadvantaged in order to reconfigure the distribution of market income. The Gini 

coefficient showed that changes in inequality in unemployment income between 

2006 and 2016 were of small magnitude in both countries. However, the dispersion 

of this income component was much higher in Poland than in Ireland. 

Unemployment benefits generated negative contributions in both countries, and the 

inequality-reducing effect was stronger in Ireland than in Poland (Table 4,  

Columns 5 and 8). In Poland, the relative contributions of this source to total 

inequality fluctuated around –0.1 per cent. In Ireland, unemployment benefits 

reduced income inequality by 0.8-4.2 per cent. Interestingly, the inequality-reducing 

effect was not the highest in 2010, when the share of unemployment benefits in 

total disposable income was the highest during the period considered, but in 2016. 

The marginal effect of these transfers was equalising in both countries, and its 

magnitude was most significant in Ireland (Figure 2). 

The results for family and children-related allowances showed that this 

component represented a higher proportion of total disposable income in Ireland 

compared to Poland. The higher inequality of this component was observed in 

Poland. Additionally, we observed an increase in the Gini coefficient for family 

and children-related allowances (from 84.3 to 90.6) in Poland over the study period. 

The values of the Gini coefficient for Ireland remained more stable (between 63.4 

and 66.1). The use of decomposition methods enabled us to explore completely 

different systems with varying levels of development and diverse social policies. 

Family and children-related allowances contributed negatively to the inequality of 

household disposable income in both countries. An inequality-reducing effect 

caused by family and children-related allowances was much lower in Poland than 

in Ireland. The relative contribution of family and children-related allowances was 

much higher throughout the period in Ireland than in Poland. In Ireland, this social 

transfer proved to be the most smoothing type of income. This result explains the 

differences that occurred between Poland and Ireland in fertility rates and the share 

of women participating in the labour market, which are the result of more effective 

family policy in Ireland. Thus, the marginal effect of family and children-related 

allowances was equalising in both countries, and its magnitude was most significant 

in Ireland, as was the case with unemployment benefits (Figure 2).  

The last components of social transfers with significant shares were sickness 

and disability benefits. The Gini coefficient varied from 88.8 to 91.4 in Poland and 

from 90.3 to 89.3 in Ireland. Sickness and disability benefits had an inequality-
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reducing effect in both countries, representing the fundamental role of redistributive 

policy – the protection of the sick and infirm. 

In both countries, social transfers, taxes and social insurance contributions 

played a role in the reduction of inequality. The marginal effect of old age and 

survivor’s benefits, unemployment benefits, family and children-related allowances, 

housing allowances, sickness and disability benefits and the residual category of 

social transfers was equalising, but the magnitude of their effects evolved 

differently. In Ireland, the marginal effect of unemployment benefits, family and 

children-related allowances, housing allowances, sickness and disability benefits 

was higher than in Poland (Figure 2). 

Tax inequality was much higher in Ireland than in Poland. The Gini coefficient 

oscillated from 46.7 to 40.1 in Poland and from 67.1 to 73.3 in Ireland. As expected, 

taxes negatively contributed to income inequality, decreasing their level, 

irrespective of the country. However, this effect was different in each country. 

Considering the results of the decomposition, we noted a substantial increase in the 

reduction of inequality due to this component in Ireland. The inequality-reducing 

effect rose substantially in Ireland (from 36.3 per cent to 55.2 per cent) over the 

period considered. The impact of taxes on income inequality likely increased as a 

result of the automatic stabilisers and the introduction of USC, which may have 

had an important impact on social protection during the crisis. An increase in the 

relative value of the contribution of taxes accounted for a reduction in household 

disposable income inequality. A surprising feature is that Poland did not exhibit a 

more redistributive tax component. The decomposition of the Gini coefficient 

showed its contribution to overall inequality and oscillated between –38.3 per cent 

in 2006 and –32.0 per cent in 2016. Note that the relative contribution of taxes was 

much higher in Ireland than in Poland in 2010 and 2016, reflecting the higher 

effectiveness of the tax system in Ireland. The results of the study reveal important 

cross-country differences in the role of taxes in reducing inequality. The marginal 

effect of taxes was much higher in Ireland. The magnitude of their impact was 

considerably smaller in Poland (–0.05 in 2006 and –0.04 in 2016) than in Ireland 

(–0.16 and –0.28). 

 

 

V CONCLUSIONS 
 

The outcomes of the analysis show important differences between Ireland and 

Poland in the contribution of social transfers and taxes to overall household income 

inequality, even though disposable income inequalities were at comparable levels 

in 2016. By examining ten income components that contribute to inequality, we not 

only considered government tax and transfer policies, but also the importance of 

demographics and labour market factors. The different structures of population, 

with a higher share of children and lower share of elderly in Ireland, triggered 
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different policy changes. Redistribution policies played an important role in 

reducing inequality, but their results were quite different depending upon the kind 

of social protection programmes that had been put in place in both countries. On 

the basis of the conducted analysis, we verified the hypothesis that tax and social 

transfer systems played a more important role in tackling inequality in Ireland than 

in Poland. 

The main findings were as follows. First, our analysis of the impact of each 

factor indicated that the same sources (earnings, self-employment and old 

age/survivor’s benefits) contributed to increasing inequality in both countries. The 

decomposition results showed that labour inequalities contributed the most to 

household disposable income inequality. However, these contributions were 

significantly lower in Poland than in Ireland for the analysed period. Further, self-

employment income played a much more important role in Ireland than in Poland. 

Moreover, even though the relative contribution of labour income inequality 

increased in Ireland, the disposable income inequality slightly decreased. In Poland, 

in contrast, the relatively lower labour incomes inequality affected disposable 

income inequality to a lesser extent and was one of the important reasons for the 

country’s relatively low and decreasing disposable income inequality. 

Secondly, family and child-related allowances, unemployment benefits, taxes 

and social insurance contributions had an inequality-reducing effect. The extent to 

which these components of income decreased inequalities differed between the 

countries. In Ireland, all the aforementioned components of social transfers and 

taxes contributed to a decrease in income inequalities to a greater extent. 

Thirdly, in both countries, income taxes and social insurance contributions were 

by far the most important factor of income inequality reductions, while the 

contribution of benefits was negligible. It can be argued that many transfers have 

purposes other than income distribution. Whereas taxes and social insurance 

contributions are significantly correlated with income, transfers have a much less 

explicit effect on income distribution, but they do address other issues. This was 

illustrated by the nonsignificant correlation between social benefits and disposable 

income. 

Fourth, the marginal effect of unemployment benefits, family and children-

related allowances, housing allowances and sickness and disability benefits was 

higher in Ireland than in Poland. This also explains the higher effectiveness of these 

social transfers in reducing income inequality. 

In conclusion, even though income inequality is mostly determined by labour 

market conditions, the effectiveness of redistribution policies also plays a very 

important role. This can be observed in the example of Poland, where relatively 

low and decreasing earnings inequality greatly affected the relatively lower income 

inequality. Additionally, other components of social transfers and taxes contributed 

to income inequality to a lesser extent than in Ireland. Therefore, the decrease in 

total income inequality in Poland was mainly explained by the labour market 
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situation, which resulted in increased equality in earnings. In contrast, even though 

labour income inequalities in Ireland increased to a greater extent, government 

policies on the labour market, tax policy and family policy effectively reduced total 

income inequality. The results of the analysis show that the shares of social transfers 

and taxes in household incomes are not the only factors that affect inequality. 

Ireland’s redistribution policy was more targeted, and as a result, its higher income 

inequality decreased to a greater extent than in Poland through policies affecting 

the unemployed, families and taxes. Correspondingly, even though inequality in 

income before transfers was higher in Ireland, inequality after taxes and transfers 

was at a comparable level in both countries in 2016. 

Although every effort was made, there are limitations to our analysis. Because 

we used EU-SILC data, we were unable to distinguish income taxes from social 

insurance contributions, and we could not account for in-kind transfers or indirect 

taxes. It should also be noted that the income data did not cover tax refunds from 

previous years. Moreover, recent inequality research has provided convincing 

evidence that survey data seem to be a less credible source of information about 

the levels of income than data derived from administrative sources (e.g. individual 

tax returns and aggregated income tax statistics; Brzeziński et al., 2019). An 

important topic for future research is whether the Polish and Irish governments 

were efficient in their targeting of transfers and setting of tax rates as a means of 

countering the effects of the market on income inequality. 
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