ISSN 2424-6131 (print). ISSN 2424-614X (online)
Siuolaikinés visuomenés ugdymo veiksniai. 2019. 4 tomas

THE INFLUENCE OF FINANCIAL KNOWLEDGE
ON THE EFFICIENCY OF FISCAL POLICY.
THE CASE OF INCOME INEQUALITY IN LITHUANIA

Prof. Dr. Gediminas Dubauskas

General Jonas Zemaitis Military Academy of Lithuania

Abstract. The improvement of public finances is an important issue for any
country’s development. This content is changing public sector and sustainability of citizens
environment, therefore, much attention is paid to the widespread improvement of financial
research. In addition, activities may be organized in connection with applicable higher
education programs. On the other hand, education in the field of financial management
in different countries is interpreted differently. It has become increasingly important that
such a discussion does not directly contribute to the overall development of financial
education in recent years. One of the possible ways to handle personal finances in various
economic conditions may be to change the attitude of students to the knowledge provided
by universities. Young people should be supported by financial education included in their
study programs. Proper management of these programs helps to improve the educational
process and their economic situation. Ultimately, the best way to determine the tax paid by
individuals and legal entities could be called their rate of tax burden. However, an ordinary
citizen who lives only from the income related to labor relations and has a higher tax burden
may be a more important problem.

Another key objective of the paper is to disclose how citizens perceive taxation and public
spending. The objective of the paper is to show the impact of the tax incidence in Lithuania
during the last decade. Thus, we can consider almost doubled increase in the burden of direct
taxes compared with the officially declared average tax burden of the country. Nonetheless,
an additional tax burden includes hidden taxes related to payments from the individuals’total
income. On the average, the tax burden for an ordinary worker can be about two-thirds of
his/her gross annual income. The perception of the tax burden can lead every citizen of the
country to be responsible for all the actions of public servants and budget planning processes.
Raising government revenues is often difficult due to the use of the concept of fixed costs for
public sector when a person directly pays additional payments for most public sector services.
Thus, the confusion of terms is quite constant showing the need for literacy in public finance.
In recent years, the accredited tax burden of Lithuania has been more than thirty per cent of
the country’s nominal gross domestic product. However, political leaders and experts suggest
plans for increasing Lithuania's tax burden. Besides, there was a critical error concerning
contributions to social insurance and compulsory health insurance funds. Fortunately, in
2018, the national budget included social payments in the budget revenues.
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Introduction

The purpose of the paper is to study the essence of tax burden and tax payments
and their distinctiveness in Lithuania. A part of this paper is built on a systematic
approach and is based on the application of methods of structural and comparative
analysis, synthesis, induction, deduction and formalization as well as a complex of
methods to estimate the value (in absolute terms) and the extent (in relative terms) of
tax burden. The article revealed that the tax burden in modern Lithuania is relatively
high and likely to cause shadow economy. The aggregated tax burden on Lithuania’s
working population as of the end of 2018 amounts to 56 per cent (see Figure 2).

Finance and public money management have a historical concept of the
educational process and could be one of the key economic preparations in modern
education. Financial knowledge is possible with a number of complex aspects, such
as constant changes in the free market and the monetary policy of the European
Union. Moreover, that knowledge is probably necessary for the university education.
Financial education is relevant to every undergraduate program.

The purpose of this publication is to disclose public perception of the
administrative and financial aspects of mismanagement of state revenues associated
with the tax burden. The objectives of the paper are as follows: to consider the
development of financial and public finance in modern scientific literature and to show
the need for teaching students public finance and public expenditure management. One
of the key tasks of the paper is to reveal how citizens perceive taxation, government
spending, and fiscal policy. In addition, the article also tries to answer the questions
about the financial and economic importance of financial education.

The research methods and methodological analysis used in the study were
formal research and qualitative and quantitative research methods. The data were
taken from the Lithuanian and EU financial institutions. Modification of full-time
and part-time students and cadets was used for informal surveys. It is noteworthy
that the data was collected from textbooks on public finance management, textbooks
and teaching aids collected by the author over a long period of time.

The continuity and sustainability of public finances are currently sensitive
topics in the discussion on economic policy. This could be due to the long-term
pressure on the government spending caused by intrusive demographic changes in
the developed countries. The paper analyzes some of the conceptualizations that
were used to assess the tax incidence on the Lithuanian citizens. Hypothetical
sustainability criteria are also considered. There is no consensus among economic
experts on the theoretical standard for the continuity of public finances and, in
particular, sustainability. Alternatively, each conceptualization to assess continuity
and sustainability introduces its own personal, sometimes different, definitions. The
paper examines the strengths and weaknesses of each approach. The availability of
data and resources and other constraints for a particular case affect the relative quality
of approaches in various situations. After the financial crisis of the first decade in the
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twenty-first century, public debts of many countries were on a sharp upward path due
to the forced accumulation of various resources and savings aimed at the financial
field and the entire economic system. The increase in obligations integrated with
long-term entities, similar to the modification of the sociological layer, affects the
symmetry among people in the workforce and the number of pensioners.

Tax Incidence

In economics, the tax incidence or tax burden is the effect of a particular
tax on the distribution of economic wealth. Economists distinguish between legal
entities that end up with a profit tax burden and those that are individually taxed.
The tax burden measures the real economic weight of tax measured by the difference
between real income before and after the introduction of tax. A taxable person was
not required to pay the actual amount of tax before 2019; however, an employer
paid an employee social insurance taxes. These amounts usually were not included
in an individual’s tax burden.

The aim of the article is to investigate the nature of tax burden and tax payment
and their differences in Lithuania. The methodological part of the paper is built on
a systematic approach and is based on the application of methods of structural and
comparative analysis, synthesis, induction, deduction and formalization as well as
a complex of methods to estimate the value (in absolute terms) and the extent (in
relative terms) of tax burden. In the course of the study, it was revealed that the tax
burden in modern Lithuania is relatively high and likely to cause shadow economy.
Tax experts have long been theorizing about raising money for various ministries and
functions of the government. Should taxes be levied only on income or as a means
of social control and how? Should taxes be levied on citizens equally or should
“solvency” be the main consideration? Where possible, the “benefit principle” should
be followed. Moreover, if the government provides services to specific individuals
only, should those who receive direct benefits pay for this service (Sitglitz, 2015)?

The theory of tax incidence provides a rich assortment of such insights. A basic
lesson on tax incidences that the real and nominal tax burdens are not necessarily
related means that taxes on capital are paid by workers, investment incentives are
injurious to capitalists, taxation of foreigners simply represent indirect domestic
taxation, and future generations may be supporting the current ones.

The study of tax incidence is very important because of its implications about
the impacts on government policies. Much of current tax incidence literature address
the settings of certainty, perfect information, and market clearing (Chengjian, 2015).
Taxation has become a tool of monetary and fiscal management. Experts speak
of “calibration” in economy that employment will be high and productivity will
expand. The doubtless are those who look upon taxation as a means of redistributing
wealth in the belief that some have too much income while others too little. The
progressive income tax is an expression of this belief as are current discussions on a
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guaranteed annual income for all. So, in the view of the growing tax burden and the
increasing use of taxes as a tool for social and fiscal control, let us further review
the new theories and modern problems of taxation.

According to economists, payment of taxes results in the reduction of
individuals’ incomes (Abuselidze, 2012). They grow poorer, have to suspend the
retirement, reduce spare time on the cost of increasing working hours, etc. In
economics, the tax proportion or tax burden is the effect of a particular tax on the
distribution of economic wealth. The tax burden measures the real economic weight
of the tax measured by the difference between real income and utilities before and
after the introduction of the tax. The purpose of the paper is to study the essence of
tax burden and tax payments and their peculiarities in Lithuania.

Tax experts have long been theorizing about raising money for various
ministries and functions of the government. Should taxes be levied only on income
or as a means of social control (Komlos, 2019)? Should taxes be levied on citizens
equally or should “solvency” be the main consideration? Where possible, the
“benefit principle” should be followed. That is, if the government provides services
to specific individuals, and not to all, should those who receive direct benefits pay
for this service (Oto-Peralias, 2013)? The theory of tax incidence provides a rich
assortment of such insights. The basic lesson of the tax incidences that the real and
nominal tax burdens are not necessarily related means that taxes on capital are paid
by workers, investment incentives are injurious to capitalists, taxation of foreigners
simply represent indirect domestic taxation, and generations alive many decades in
the future may be supporting those currently alive (Nuta, 2008).

The study of tax incidence is very important because of its implications about
the impacts of government policies. Much of current tax incidence literature considers
the settings of certainty, perfect information, and market clearing (Berggren, 2014).
As more sophisticated models relax these assumptions, the theory of tax incidence
is enriched and, with all probability, provides even more surprising and exciting
economic insights. Taxation has become a tool of monetary and fiscal management.

The clarity of government spending, procurement, and budget policies are
important issues for each country. As discussed in several countries of the European
Union, financial education and literacy are essential for general civic education to
improve the paradigm of financial knowledge and skills (De Haan, 2002). This is
especially true for higher education institutions in connection with relevant higher
education and research programs.

Government-induced inflation is a sustained annual increase in prices
caused by the expansion of money supply to pay for government-supplied goods
and services. Government authorities can simply print money to pay for costs of
government-provided goods and services or take other measures to expand money
supply (Davig, 2011). Inflation induced by the government’s expansion of the
monetary base reduces the purchasing power of money held by the public.

The reduction in the real value of money is the “inflation tax” that ultimately
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reduces command over resources in the private sector and transfers resources to
the government use. The more money is created to finance government purchases,
the greater the burden in terms of inflation and reduction in the purchasing power
of the private sector. Inflationary government finance can be used only for short
periods of time (Hymen, 2011). Eventually, individuals will develop techniques to
avoid holding domestic money. They could use foreign currency for transactions
or develop techniques to minimize the amount of money they hold. If it occurs,
the government has to issue more and more money to meet its expenses and the
inflation rate has to increase accordingly. The eventual result is hyperinflation,
where inflationary expectations are constantly increasing. The efforts to unload
money balances cause rapidly increasing inflation rates.

The ever higher inflation is also likely to cause declines in both saving and
investment within a nation. Individuals try to acquire foreign currencies and export
capital. It often leads to political instability and “austerity programs” that sharply
reduce government spending and borrowing. In short, it is prudent for governments
to avoid using inflation as a means of financing their expenditures.

Tax Burden Assessment

In economics, the tax proportion or tax burden is the effect of a particular tax
on the distribution of economic wealth. The tax burden measures the real economic
weight of the tax measured by the difference between real income or utilities before
and after the introduction of tax (Bergh, 2011). The purpose of the paper is to study
the essence of tax burden and average personal tax payments in Lithuania. The
methodological unit of this paper is built on a systematic approach and is based
on the application of methods of structural and comparative analysis, synthesis,
induction, deduction and formalization as well as a complex of methods to estimate
the value of the tax burden.

In the course of the study, it was revealed that the tax burden in modern
Lithuania is relatively high in terms of money (see Figure 1). However, a more
representative analysis of the tax burden is in the percentage scale from the gross
average wage income (see Figure 2). Therefore, in the official sources the average
country’s tax burden as the National Budget to the Gross Domestic Product ratio
is about 30 per cent (LSMP, 2019). However, the citizens living from the labour-
related income were levied with 55 per cent payments during the years 2008-2018
(see Figures 1, 2). In addition, public servants are constantly trying to increase their
taxes and bill almost all services that are expected to be free.

In terms of transparency, local government spending should be accessible to all
taxpayers, including detailed components and, possibly, comments on the suitability
of the use of an accurate tax. Unlike the legislation on the state budget, local authorities
can be considered as a family that is not partially isolated from these observations
about daily expenses, and their municipal expenses should be affordable. Government
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spending provides a theoretical exam to balance two key issues, increase the tax base,
create new jobs and maintain the quality of life of the municipal community.
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Figure 1. Lithuania’s average monthly salary tax burden
including social insurance tax paid by employer (Eur)

Source: Author’s calculation
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Figure 2. Lithuania’s average monthly employee income-tax ratio
including social insurance tax paid by employer (per cent)

Source: Author’s calculation
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Conclusions

Improving public finances is an important issue for the development of
any country. This content changes public sector and the sustainability of citizens’
lives; therefore, much attention is being paid to the broad improvement of financial
research. In addition, such educational activities may be organized in the context of
the existing higher education programs. On the other hand, financial management
education is interpreted differently in different countries. It is increasingly important
that such a discussion does not directly contribute to the overall development of
financial education in recent years. One possible way to manage personal finance
in a variety of economic conditions may be to change students’ attitude towards
university knowledge. Proper management of these programs helps improve
students’ education process, their financial position and the understanding of
taxation issues.

Another important purpose of the paper is to reveal how citizens perceive
taxes and public spending, whereas the aim is to show the influence of taxes during
the last decade. Thus, we can assume that direct tax burden has almost doubled from
the officially declared average tax burden in the country. Nonetheless, additional
tax burden includes hidden taxes on payments from all individuals’ income. On
average, an employee can have a tax burden of about two-thirds of the gross
annual income. Officially, the tax burden can make every citizen responsible for
all actions of public servants and budget planning processes. Thus, the confusion
of concepts is quite persistent, which again demonstrates a need for literacy in
public finance.

Lithuania’s tax burden has accounted for more than thirty per cent of the
country’s nominal gross domestic product in recent years. However, political
leaders and experts are proposing plans to increase Lithuania’s tax burden. In
addition, a critical mistake was made with regard to social security contributions
and compulsory health insurance funds. At least last year’s consolidated budget
revenue included social contributions.

The sustainability of public finances is pressing an economic policy issue
directly related to the tax burden and horizontal justice. The total direct tax burden
for the Lithuanian citizens living on the employment-related income was more
than 50 per cent last year. This is largely due to personal income tax with limited
reductions, social security and compulsory health insurance contributions. At
the same time, the total tax burden on the Lithuanian economy was about 30 per
cent in 2018. Given the structure of the distribution of the tax burden between
business and population and the increased burden on the latter, it is advisable to
provide additional opportunities to reduce the tax burden on individuals at least by
simplifying income tax relief.
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EKONOMINIO SVIETIMO FISKALINES POLITIKOS
EFEKTYVUMO TRUKUMAI: PAJAMU
MOKESCIO ATVEJIS LIETUVOJE

Prof. dr. Gediminas Dubauskas

Generolo Jono Zemaicio Lietuvos karo akademija

Santrauka

VieSyjy finansy gerinimas yra svarbus bet kurios Salies vystymosi klausimas.
Sis turinys kei¢ia viesajj sektoriy ir pilie¢iy gyvenimo tvaruma, todél daug déme-
sio skiriama finansiniy tyrimy tobulinimui. Be to, tokia ugdymo veikla gali buti
organizuojama atsizvelgiant j taikomas aukstojo mokslo programas. Kita vertus,
i$silavinimas finansy valdymo srityje skirtingose Salyse aiSkinamas skirtingai. Vis
svarbiau, kad tokia diskusija tiesiogiai neprisidéty prie bendros finansinio §vietimo
raidos pastaraisiais metais. Vienas i§ galimy budy tvarkyti asmeninius finansus
jvairiomis ekonominémis sglygomis gali buti studenty poZiiirio j universitety tei-
kiamas Zinias keitimas. Jaunimas turéty biti remiamas finansinio Svietimo progra-
momis, kurios yra jtrauktos i jy programas. Tinkamas $iy programy valdymas pa-
deda pagerinti karitiny ugdymo procesg ir pagerinti jy ekonoming padétj. Galy gale
geriausias buidas nustatyti fiziniy ir juridiniy asmeny sumokétg mokestj galéty buti
vadinamas jy mokes¢iy nastos dydziu. Taciau pilietis, gyvenantis tik i§ su darbo
santykiais susijusiy pajamy ir turintis didesn¢ mokesciy nasta, gali biiti svarbesné
problema. Kitas svarbus $io straipsnio tikslas yra atskleisti, kaip pilieciai suvokia
mokescius ir valstybés iSlaidas. Be to, Sios publikacijos tikslas — parodyti fiziniy as-
meny apmokestinimo raidg Lietuvoje per pastarajj deSimtmetj. Taigi galime laiky-
ti, kad tiesioginiy mokesc¢iy nasta padidéjo beveik dvigubai, palyginti su oficialiai
deklaruota vidutine Salies mokesc¢iy nasta. Nepaisant to, kad j papildoma mokesciy
nastg nejeina paslépti mokesciai, susij¢ su mokéjimais i visy asmeny pajamy. Vi-
dutini$kai paprasto darbuotojo mokes¢iy nasta gali sudaryti apie du trec¢dalius jo
bendryjy metiniy pajamy. Dél mokesciy nastos suvokimo kiekvienas Salies pilietis
gali biiti atsakingas uz visus valstybés tarnautojy veiksmus ir biudzeto planavimo
procesus. Didinti valdzios sektoriaus pajamas daznai yra sunku dél viesojo sekto-
riaus fiksuoty iSlaidy sgvokos vartojimo, kai asmuo tiesiogiai moka papildomas
i8Smokas uz daugumg vieSojo sektoriaus paslaugy. Taigi sgvoky painiava yra nuo-
lating, tai dar kartg parodo rastingumo poreikj vieSyjy finansy srityje. Pastaraisiais
metais Lietuvos mokesc¢iy nasta sudaré daugiau nei trisdeSimt procenty nuo Salies
nominaliojo bendrojo vidaus produkto. Taciau politiniai lyderiai ir ekspertai sitilo
planus, kaip padidinti Lietuvos mokes¢iy nastg. Be to, padaryta kritiné klaida, susi-
jusi su jmokomis j socialinj draudimag ir j privalomojo sveikatos draudimo fondus.

33



Bent jau j praéjusiy mety konsoliduoto biudZeto pajamas buvo jtrauktos socialinés
imokos. Viesyjy finansy tvarumas yra aktuali ekonominés politikos tema, tiesiogiai
susijusi su mokestine nasta bei horizontaliu teisingumu. Bendra tiesioginiy mokes-
¢iy nasta Lietuvos pilieCiams, gyvenantiems i$ pajamy, susijusiy su darbo santy-
kiais, 2018 metais sieké daugiau nei 50 procenty. Tai daugiausia lemia gyventojy
pajamy mokestis su ribotomis mazinimo galimybémis, ir socialinio draudimo ir
privalomojo sveikatos draudimo jmokomis. Kai bendra mokesc¢iy nasSta Lietuvos
ekonomikai 2018 metais buvo apie 30 procenty. Atsizvelgiant j pateikta mokesciy
nastos paskirstymo tarp verslo ir gyventojy struktiirg ir atsizvelgiant i padidéjusia
pastaryjy nasta, patariama suteikti papildomy galimybiy sumazinti mokesc¢iy nasta
gyventojams, bent jau supaprastinant pajamy mokes¢io mokéjimo lengvatas.

Raktiniai Zodziai: valstybés finansai, biudzetas, apmokestinimas, mokestiné
nasta, tvarumas
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