
tributions on the partisan origins of macroeconomic outcomes, the next
generation of scholarship turned its attention to several areas of institu-
tional conditional effects (Alt 2002; Franzese 2002b), as illustrated, for
instance, by research that shows how different combinations of mone-
tary and labor market institutions generate different outcomes in terms
of inflation and unemployment rates (Hall and Franzese 1998; Iversen
1999).

In line with this institutional revival in comparative political economy,
Torben Iversen and Ann Wren (1998) and David Rueda and Jonas Pon-
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Source: Authors’ compilation.



High-income economies
Denmark 2000 57
Norway 2000 57
Finland 2000 57
Sweden 2000 57
Netherlands 1999 56
Slovenia 1999 53
Austria 2000 55
Luxembourg 2000 57
Belgium 2000 53
Switzerland 2000 55
Germany 2000 54
France 2000 55
Taiwan 2000 52
Canada 2000 48
Japan 1992 46
Australia 2001 47
Italy 2000 45
Ireland 2000 41
United Kingdom 1999 47
Greece 2000 43
Spain 2000 44
Israel 2001 43
Portugal 2000 45
United States 2000 37

Middle-income economies
Slovak Republic 1996 56
Czech Republic 1996 59
Romania 1997 53
Hungary 1999 54
Poland 1999 52
Estonia 2000 46
Russia 2000 33
Mexico 2000 32
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Figure 2.1 The Distribution of Equivalent Disposable Income in Thirty-Two
Countries

Source: Authors’ calculations from the Luxembourg Income Study (LIS) database, as of March 10, 2007

(figures coincided with those then reported in http://www.lisproject.org/keyfigures/ineqtable.htm), and,

for Portugal, from the European Community Household Panel database (waves 1 to 8, December 2003);

statistics for Japan were computed according to the same methodology as all other figures by Ishikawa

for Gottschalk and Smeeding (2000). 

Note: P10 and P90 are the ratios to the median of the tenth and ninetieth percentiles, respectively. Obser-

vations are bottom-coded at 1 percent of the mean of equivalent disposable income and top-coded at ten

times the median of unadjusted disposable income. Incomes are adjusted for household size by the

square-root equivalence scale. Economies are classified by the World Bank (2005) according to 2004 per

capita gross national income in the following income groups: low-income economies (LIC), $825 or less;

lower-middle-income economies (LMC), $826 to $3,255; upper-middle-income economies (UMC),

$3,256 to $10,065; and high-income economies  (HIC), $10,066 or more.
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High-income economies
Denmark 2000 45
Norway 2000 48
Finland 2000 36
Sweden 2000 34
Netherlands 1999 39
Slovenia 1999 23
Austria 2000 41
Luxembourg 2000 65
Belgium 2000 38
Switzerland 2000 45
Germany 2000 39
France 2000 34
Taiwan 2000 39
Canada 2000 39
Japan 1992
Australia 2001 30
Italy 2000 25
Ireland 2000 30
United Kingdom 1999 31
Greece 2000 20
Spain 2000 25
Israel 2001 23
Portugal 2000 18
United States 2000 37

Middle-income economies
Slovak Republic 1996 14
Czech Republic 1996 18
Romania 1997  8
Hungary 1999 12
Poland 1999 12
Estonia 2000  9
Russia 2000  3
Mexico 2000  4
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Figure 2.3 The Distribution of Real Disposable Income in Thirty-Two High- and
Middle-Income Economies

Source: Authors’ calculations from the Luxembourg Income Study (LIS) database, as of March 10, 2007,

and, for Portugal, from the European Community Household Panel database (waves 1 to 8, December

2003); statistics for Japan were computed according to the same methodology as all other figures by

Ishikawa for Gottschalk and Smeeding (2000). 

Note: Real P10 and P90 are the percentage ratios to the U.S. median of the tenth and ninetieth per-

centiles, respectively; real median is expressed as a percentage ratio of the U.S. median. Observations are

bottom-coded at 1 percent of the mean of equivalent disposable income and top-coded at ten times the

median of unadjusted disposable income. Incomes are adjusted for household size by the square-root

equivalence scale. Consumer price indices and purchasing power parity conversion factors from local

currency units to international dollars are from International Monetary Fund (2006).



aggregate public expenditure (or non-elderly spending, see Smeeding
2005). High-spending Northern and Central European nations have the
highest degree of inequality reduction, from 36 to 47 percent; the Anglo-
Saxon nations (excluding the United States) and Israel are next, with 28
to 33 percent reductions; the United States and Switzerland are, as just
seen, at the bottom of the scale. The degree of redistribution in Southern
Europe is lower than in Ireland and the United Kingdom—especially if
public pensions are not included among transfers—according to the 
EUROMOD estimates based on microsimulations rather than the records
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pressed as a percentage of the former.



The postwar relative immobility of the distribution lasted until the
1970s, when the United States entered a period of unrelenting increases
in income inequality. According to CPS figures (both excluding and in-
cluding unrelated individuals), the Gini index returned by 1980 and
1981 to the level of thirty years earlier and rose further in the following
decade. An extensive methodological revision led to a major break in the
CPS series between 1992 and 1993 (hence the interruptions in the fig-
ure; see Ryscavage 1995). The tendency of inequality to rise continued
thereafter, however, even if at a more moderate pace. The most compre-
hensive CPS series for disposable income—including capital gains and
noncash benefits—confirms the widening of the distribution since 1980.
(The spike in 1986 was most probably driven by capital gains, which re-
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wage and salary income of households (definition 15); in both cases, weighted by household; shown the

major discontinuity between 1992 and 1993, but not other minor breaks.



monetary incomes among families and unrelated individuals did not vary
much from 1965 through the late 1980s, although we may discern
episodes when inequality was virtually stable (1984 to 1987), ascending
(1965 to 1971, 1981 to 1983), or descending (second half of the 1970s).
This “stasis amid change,” as Michael Wolfson (1986) labeled it, is note-
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vey (EFS) since 2001 to 2002; a: market income; b: disposable income; in both cases, weighted by house-
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worthy when contrasted with the widening of the distribution of market
incomes, which was particularly sharp in the early 1980s. What distin-
guishes Canada from the United Kingdom and the United States appears
to be the redistributive role of public transfers in offsetting the increasing
inequality generated by market mechanisms (Fritzell 1993; Osberg, Erk-
soy, and Phipps 1997).

The 1990s marked a change as inequality began to rise. From 1989 to
2004, the Gini index for disposable income went up steadily overall by
four percentage points. Initially, public policies counteracted underlying
forces toward a more unequal income distribution, but their balancing
role ceased after the mid-1990s. Marc Frenette, David Green, and Gar-
nett Picot (2004) attributed the change to the reduction of personal tax
rates, especially for the highest incomes, and the tightening of social ben-
efits such as unemployment insurance, whose reform in 1996 led to a
halving of the ratio of beneficiaries to the unemployed. In short, Canada
has experienced a noticeable increase in disposable income inequality in
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come of households; b: gross money income of households; c: disposable money income of households;

weighted by household.



the last decade, after a long period of virtual stability; the worsening has,
however, been much less pronounced than the overall widening in the
distribution of market income.

Sweden and Finland

In Sweden, the dispersion of equivalent family incomes decreased con-
siderably from 1967 to 1975 and kept falling, more moderately, until
1981 and 1982 (figure 2.8). Although both transfers and direct taxes
contributed to the narrowing between 1967 and 1975, Bjorn Gustafsson
and Edward Palmer (1997, 308) showed that, in subsequent years, “the
development of transfers [was] a major cause of the decrease in inequal-
ity . . . and was instrumental in offsetting the tendency of direct taxes to
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tween 1962 and 1973, but the tendency was reversed in the following
quarter-century, according to the Income and Consumption Survey (EVS,
Einkommens- und Verbrauchsstichproben; see figure 2.11). The findings
of the Socio-Economic Panel (SOEP), which are broadly in line with the
EVS results in overlapping years, suggest that inequality went up through
2004, with an overall increase of the Gini index by almost four points be-
tween 1983 and 2004. The concentration of market incomes rose
markedly from 1973 to 1978, and more moderately until 1988, but re-
mained stable in the 1990s. All in all, the impact of public redistribution in
Germany remained high and fairly stable from 1978 to 1998.

In France, the Gini index of gross income did not vary from 1956 to
1962, fell considerably from then until 1990, and then was unchanged
between 1990 and 1997; the Gini index of equivalent disposable income
decreased until 1997 and then stabilized through 2004 (figure 2.12).
Thus, income inequality has not shown to date any upward trend in
France. Note, however, that these estimates derive from the Tax Revenue
Survey (ERF, Enquête Revenus Fiscaux), which is based on fiscal records
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supplemented with imputed social assistance benefits: since undeclared
property incomes (that is, those that are not taxed or are subject to with-
holding tax) are not included in the income definition, inequality is un-
derstated (Guillemin and Roux 2003, 404) and the effect on time varia-
tions is uncertain. As regards Italy, a markedly egalitarian phase began in
the 1970s and lasted until the early 1980s; it has been followed by a pe-
riod of fluctuations around a stationary or slightly rising trend (figure
2.13). Post-tax income inequality rose sharply during the recession of
1992 and 1993, the worst downturn since the Second World War, but re-
mained surprisingly stable afterwards in a period of many changes for the
Italian economy, especially in the labor market (Boeri and Brandolini
2004).

Trends in Monetary Redistribution

The previous summary has shown how the evolution of inequality may
differ depending on whether it is measured for market income or for dis-
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posable income. This suggests that the trend in the redistributive impact
of tax-and-transfer systems may also vary considerably across nations.
These patterns are shown for six countries in figure 2.14, again by look-
ing at the absolute difference between the Gini index for market income
and that for disposable income. Note that these time series also reflect
national practices, and so the level of redistribution is not completely
comparable across nations.

What emerges is a general pattern suggesting that the redistributive
impact of taxes and transfers initially increased and then stabilized or
dropped in all countries except for the United States, where it remained
quite stable over time (but the series starts only in 1979). The United
Kingdom stands out for having the most dramatic switch of regime: in
the early 1980s, it apparently shifted from a situation not too different
from the two Nordic countries to a model closer to that of the two North
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American countries. It is not possible to infer from this simple measure
whether changes in redistribution are the automatic response of a pro-
gressive tax-and-benefit system to changes in the distribution of market
incomes or are instead the product of explicit policy choices (Atkinson
2004). Nevertheless, they confirm that a widening of the market income
distribution need not result in a drastic increase in the inequality of dis-
posable incomes. Rising levels of redistribution in Finland, Sweden, and,
to a lesser extent, Canada—where policies have been increasingly tar-
geted to the poor—have been more effective in muting increasing mar-
ket income inequality than have stable but low levels of redistribution in
the United States, though periods do matter.
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Conclusions

In this chapter, we have shown that there are considerable differences in
the level of disposable income inequality across rich countries. Mexico
and Russia have the most unequal distributions, followed by English-
speaking countries intertwined with Southern European countries; other
continental European nations come next, and the Nordic countries show
the lowest level of inequality; most Eastern European countries show
low to medium levels of inequality, while Taiwan and Japan are in an in-
termediate position. This clustering owes much to the working of the na-
tional tax-and-benefit systems, which play a considerable role in narrow-
ing the original market income distribution. A further egalitarian impact
is due to benefits in kind, although the evidence is still limited.

National experiences have varied during the last four decades, and
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there is no one overarching common story. There was some tendency for
the disposable income distribution to narrow until the mid-1970s. Then
income inequality rose sharply in the United Kingdom in the 1980s and
in the United States in the 1980s and 1990s (and is still continuing), but
more moderately in Canada, Sweden, Finland, and West Germany in the
1990s. Moreover, the timing and magnitude of the increase differed
widely across nations. Inequality did not show any persistent tendency to
rise in the Netherlands, France, and Italy. Commonality seems to be
greater for market income inequality: in five of the six countries for
which we have data, we observe an increase in the 1980s and early
1990s and a substantial stability afterwards. Changing public monetary
redistribution appears to be an important determinant of the time pat-
tern of the inequality of disposable incomes.
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Table 2.1 Lorenz Comparison for the Distribution of Equivalent Disposable Income in Thirty-Two Countries

Austria –
Belgium – +
Canada – + +
Czech Republic – ? – –
Denmark – – – – –
Estonia + + + + + +
Finland – – – – – + –
France – + + – + + – +
Germany – + – – + + – + –
Greece + + + + + + – + + +
Hungary ? + + ? + + – + + + –
Ireland + + + + + + – + + + – +
Israel + + + + + + – + + + + + +
Italy + + + + + + – + + + ? + + –
Luxembourg – ? – – ? + – + – – – – – – –
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Mexico + + + + + + + + + + + + + + + +
Netherlands – – – – ? + – ? – – – – – – – ? –
Norway – ? – – ? + – ? – – – – – – – ? – ?
Poland ? + + ? + + – + + + – – – – – + – + +
Portugal + + + + + + + + + + + + + + + + – + + +
Romania – + ? – + + – + ? + – – – – – + – + + – –
Russia + + + + + + + + + + + + + + + + – + + + + +
Slovak Republic – – – – ? + – ? – – – – – – – ? – – – – – – –
Slovenia – – – – ? + – ? – – – – – – – ? – + ? – – – – +
Spain + + + + + + – + + + + + + – + + – + + + – + – + +
Sweden – – – – ? + – + – – – – – – – ? – ? ? – – – – + ? –
Switzerland – + + – + + – + ? + – – – – – + – + + – – + – + + – +
Taiwan – + + ? + + – + + + – ? – – – + – + + ? – + – + + – + +
United Kingdom + + + + + + – + + + ? + + ? + + – + + + – + – + + ? + + +
United States + + + + + + + + + + + + + + + + – + + + ? + – + + + + + + +

Source: Authors’ calculations.

Note: Comparisons are based on cumulative decile points. A + (–) indicates that the Lorenz curve of the country shown in the row lies below (above) that of the country shown

in the column, with a difference exceeding 0.3 percentage point for at least a cumulative decile group; a ? indicates that the Lorenz curves cross, or are not yet distinguishable at

any point according to the defined criterion. 



index illustrates a clear pattern of downward convergence. Scores in
three out of four countries are lower, the mean score declines, and the
coefficient of variation shrinks still further. Retrenchment appears to be
most pronounced in the most generous countries. Except for oil-rich
Norway, which should probably be viewed as the unconstrained ideal of
the social democratic vision, all of the countries with scores above the
median in 1986 experienced retrenchment in generosity, eight of them
by more than one point. Among the nine least generous countries, only
four experienced retrenchment, and only two saw their scores fall by
more than one point.

Do these results suggest that contemporary welfare states will con-
tinue to experience retrenchment? On the one hand, generosity is higher
in the early twenty-first century than it was in the 1970s in almost every
country examined (Germany and Switzerland being the exceptions). On
the other hand, generosity scores in the most recent period probably un-
derestimate retrenchment for current workers. Since we calculated the
pension index on the basis of what a current retiree receives, not what
current workers can expect when they retire, reforms enacted during the
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also expect to see a positive correlation within each country or across an-
nual cross-sections. There is in fact a consistent correlation in year-to-
year cross-sections, but not within individual countries. The within-cor-
relation is effectively zero (rho < .30) in four cases—Austria, Canada,
Ireland, and the United States; significantly positive (rho > .30) in eight
cases—Finland, France, Germany, the Netherlands, Norway, New Zea-
land, Sweden, and the United Kingdom; and negative (rho < –.30) in six
cases—Australia, Belgium, Denmark, Italy, Japan, and Switzerland.

To summarize the analysis in this section, there are three main find-
ings. First, there are some considerable differences, particularly within
countries, between the generosity of the welfare state programs and the
level of welfare spending ratios. These differences are, at best, only partly
accounted for by differences in the portion of the dependent population.
Second, based on the institutional details of the major social insurance
programs, there is considerably more evidence of welfare state retrench-
ment during the last two decades than the spending data suggest. This
program retrenchment is likely to continue into the near future, as re-
cently enacted cuts in some public pension programs affect more and
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Multivariate Models of Redistribution

The preceding results suggest that more generous benefit systems are 
associated, as we might expect, with greater reductions in poverty and
inequality. However, bivariate analysis does not take into account poten-
tially confounding variables. In this section, we reestimate the multivari-
ate models used in two recent studies of income redistribution, Stephanie
Möller et al. (2003) and David Bradley et al. (2003).16 Table 3.2 provides
a summary of the variables used in these models. Since both studies eval-
uate redistribution among the non-elderly population (specifically
households headed by those age twenty-five to sixty), we report results
only for that subset of the population.

In addition to evaluating whether the relationships suggested in the
bivariate analysis are robust, we can also evaluate whether generosity
provides greater explanatory power than spending measures alone.

As table 3.2 details, most of the independent variables in these models
can be found in the Comparative Welfare States Data Set (Huber et al.
2004). “Per capita income” is from the Penn World Table and is measured
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in thousands of dollars. “Wage dispersion” is the ratio between pre-fisc
incomes at the ninetieth and tenth percentiles.17 “Unemployment rate”
and “female-headed households with children” are self-explanatory.
“Capital market openness” refers to the absence of four legal restrictions
to the capital account, as discussed in Dennis Quinn (1997). The range is
between two and four. “Wage coordination” is the degree of centraliza-
tion of wage bargaining in a given year. “Christian Democratic cabinet”
and “left cabinet” each refer to the cumulative portion of cabinet seats
held by a Christian Democratic or left party. “Constitutional veto points”
refers to the number of power-dispersing institutional arrangements in a
country’s basic political system (Huber, Ragin, and Stephens 1993). “Wel-
fare spending” is the sum of the standardized values of total revenue as a
portion of GDP and transfer spending as a portion of GDP.

In estimating the Gini redistribution model, we use the full generosity
index as a regressor. In the poverty reduction model, we use the sum of
unemployment and sickness program scores only. We make this distinc-
tion for two reasons. First, some portion of the pension system is funded
from general taxes, which are transferred from the working population
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search with a conceptually superior way to account for the extent of, and
changes in, social insurance against risks—arguably the most essential
purpose of a welfare state. Insofar as a commitment to insurance against
risk does not show up in the level of welfare spending, relying primarily
on what welfare states spend misses an essential component of what
welfare states do. One can argue that the index does not encompass
enough welfare programs, though it does capture very important ones.
Our efforts have convinced us that the best answer to such objections is
to extend institutional measures like these rather than to continue to rely
on spending outputs.

More substantively, the results in this chapter establish two things
about welfare states in advanced democracies. First, the era of the 1970s
to the mid-1980s was generally one of considerable expansion in the
generosity of major social insurance benefit programs. Since then, how-
ever, welfare commitments have stagnated or contracted, and they have
done so more in those welfare states that were, in the 1980s at least, the
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Table 3.1 Dimensions of the Decommodification Index

Core Program–
Program Characteristics Definition

Unemployment insurance 
Single replacement rate After-tax benefit for single, fully insured

forty-year-old earning average produc-
tion worker (APW) wage divided by 
after-tax wage of employed APW

Family replacement rate After-tax benefit for a family of four 
(one APW earner, nonworking spouse,
and two children) divided by after-tax 
wage of employed APW

Qualifying period Weeks of insurance-employment re-
quired to qualify for benefit

Waiting days Number of days before benefits start
Duration of benefit Weeks of benefits payable for fully in-

sured (single) forty-year-old
Coverage ratio Percentage of the labor force covered by 

unemployment insurance

Sickness benefit All program characteristics defined the 
same as for unemployment insurance

Retirement pension
Minimum replacement rate After-tax replacement rate at retirement 
(single) for a single person with no work his-

tory (or income)
Minimum replacement rate After-tax replacement rate at retirement
(couple) for a couple with no work history (or 

income)
Standard replacement rate (single) After-tax replacement rate for a single 

person with a full work history 
(maximum forty-five years) at APW
wage

Standard replacement rate (couple) After-tax replacement for a couple with 
one full work-history earner and 
spouse without a work history

Qualifying period Years of insurance needed to qualify for 
single standard pension (defined above)

Contribution ratio Employee-employer + employee ratio of 
payroll taxes (at time pension is 
claimed)

Take-up ratio Portion of population above retirement 
age receiving pension

Source: Author’s compilation.



to those in retirement. Since both sets of results that we are replicating
estimate models wherein redistribution is measured only in the working-
age population, and since general taxes are at least moderately progres-
sive, a more generous pension system should exert a negative effect on
the post-fisc overall income distribution in the working-age population.
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Table 3.2 Variables Used in Different Regression Models 

Bradley Moller 
et al. (2003) et al. (2005)

Variable Source (Gini) (Poverty Rate)

Dependent variables
Relative poverty reduc- LIS data files x

tion (under sixty-five- (author)
year-old households)
Reduction in Gini coef- LIS data files x
ficient (twenty-five to (author)
fifty-nine households)

Independent variables
Per capita income Penn World x

Table (in HRS)
Wage disperison LIS data files x

(author)
Unemplyoment rate OECD x x
Female-headed house- LIS data x
holds with children tables

Capital market Quinn (in HRS) x
openness 

Wage coordination Kenworthy x
(in HRS)

Christian Democratic Swank x
cabinet (cumulative (in HRS)
from 1945)

Constitutitional veto Lijphart x
points (in HRS)

Left cabinet (cumula- Swank x x
tive from 1945) (in HRS)

Welfare spending OECD (in HRS) x x
Benefit generosity CWED (author) (x) (x)

Note: CWED—Scruggs, Comparative Welfare Entitlement Data; HRS—Huber, Ragin, and Stephens, Com-

parative Welfare State Data. 



Table 3.3 Results for Pre- and Post-Fisc Reductions in Gini Coefficents

Bradley et al.
Percentage Reduction in Gini Coefficient

(2003) Estimates (Head of Household Aged Twenty-Five to Fifty-Nine)

Coefficient Beta Coefficient Beta Coefficient Beta Coefficient Beta

Income dispersion –.12 –.01 .002 .01 –.005 –.03 –.004 –.02
(.10) (.06) (.25) (.22)

Income per capita –.17 –.11 –.12 –.04 –.60 –.22 –.56 –.20
(1.16) (.38) (1.91)+ (1.99)+

Unemployment 0.74 .29 .92 .31 1.36 .46 1.32 .44
(3.26)** (2.53)* (4.71)** (4.85)**

Single female households .39 .23 .36 .19 .61 .32 .60 .31
with children (2.41)* (1.55) (2.74)* (2.62)*

Capital market openness –1.23 –.09 –.83 –.15 –.48 –.09 –.52 –.10
(1.13) (1.75) (.99) (1.10)

Christian Democratic –.21 –.29 –.14 –.18 –.10 –.13 –.11 –.14
cabinet share (2.22)* (.76) (.70) (.71)

Left cabinet share .21 .27 .30 .37 .26 .31 .25 .30
(1.73)+ (2.62)* (2.58)* (2.07)+

Spending 2.83 .61 2.27 .47 .23 .05
(5.88)** (3.27)** (.21)

Benefit generosity .59 .54 .55 .50
(3.91)** (2.22)*

Constant 20.28 23.7 7.30 8.59
(3.87)** (5.85)** (1.25) (.97)

Observations 59 57 57 57
Root mean squared error 5.19 4.81 4.86
R-squared .82 .73 .76 .77

Source: Author’s calculations from Bradley et al. (2003).

Note: Robust t statistics (absolute value) are in parentheses

+ p < .10; * p < .05; ** p < .01



Table 3.4 Results for Percentage Pre- and Post-Fisc Reductions in Poverty Rates

Möller et al. 
(2003) Results

Reduction in Relative Poverty

(Head of Household Age Less than Sixty-Five)

Coefficient Coefficient Beta Coefficient Beta Coefficient Beta

Unemployment 1.52 1.68 .25 2.62 .39 2.43 .36
(5.07)** (3.06)** (6.39)** (4.58)**

Wage coordination 1.49 2.47 .18 .21 .01 .37 .03
(1.79) (1.88)+ (.12) (.19)

Veto points –2.1 –4.29 –.50 –4.84 –.57 –4.60 –.54
(3.96)** (4.81)** (5.22)** (5.77)**

Left cabinets .63 –.212 –.12 –.32 –.18 –.33 –.18
(5.25)** (.77) (1.42) (1.43)

Spending 4.00 3.93 .37 .94 .09
(6.35)** (3.13)** (.48)

Benefit generosity (labor market) 1.62 .53 1.43 .47
(2.88)* (1.71)

Constant 21.75 42.83 20.64 23.56
(5.56)** (5.90)** (2.36)* (1.79)

Observations 61 57 57 57
Root mean squared error 9.19 8.24 8.28
R-squared .91 .81 .85 .85

Source: Author’s calculations from Möller et al. (2003).

Note: Robust t-statistics in parentheses. Möller et al. (2003) results are based on households headed by twenty-five- to fifty-nine-year olds, not all under sixty-five.

p < .10; * p < .05; ** p < .01



atic differences in the partisan composition of governments—hence to
different distributive outcomes. The explanation we propose assumes
that parties represent classes, or coalitions of classes, and that it is diffi-
cult for parties to commit credibly to electoral platforms that deviate
from the preferences of their constituents. We make a critical departure
from the standard models based on Meltzer-Richard by allowing taxes
and transfers to vary across classes, thereby transforming redistributive
politics into a multidimensional game. In particular, we move away from
a simple rich-poor model to one in which the middle class fears taxation
by the poor, even as it faces an incentive to ally with the poor to take
from the rich. The only constraint is that the rich cannot “soak” the mid-
dle class and poor under democracy—a condition that can be justified on
empirical, normative, and institutional grounds.

Based on these very general assumptions, our argument is that in a
two-party majoritarian system the center-right party is more likely to
win government power, and redistribute less, than would be true in a
multiparty PR system, where the center party is more likely to ally with
parties to its left. The intuition is that in a majoritarian system where par-
ties cannot fully commit, the median voter faces low taxes if a center-
right party deviates to the right if elected, but high taxes and redistribu-
tion to low-income groups if a center-left party in government deviates
to the left. With PR, on the other hand, the middle class party has an in-
centive to form a coalition with the left party because together they can
“exploit” the rich. No such exploitation of the poor is feasible under real-
istic assumptions. Remarkably, therefore, the same set of assumptions
about redistributive policies leads to opposite predictions about govern-
ment partisanship depending on the electoral system. We also discuss
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Table 4.1 Electoral System and Number of Years with Left or Right
Governments, 1948 to 1998

Government
Partisanship

Proportion of
Left Right Right Governments

Electoral system
Proportional 342 120 0.26

(8) (1) 0.75
Majoritarian 86 256

(0) (8)

Source: electoral system, Lijphart (1994); government partisanship: Cusack and Fuchs (2002), Cusack

and Engelhardt (2002).

Note: Excludes governments that are classified as “centrist” on the Castles and Mair scale (Castles and

Mair 1984).



Table 4.2 summarizes the key ideas in the theoretical argument. It
shows M’s (or M’s) expected payoffs from supporting different parties, or
coalitions, contingent on the electoral rule. Since we know that M’s party
choice determines the outcome of majoritarian elections, and since M’s
choice of coalition partner in a PR system determines whether LM gov-
ernments will be more frequent, the key results of the model are cap-
tured by mapping M’s (or M’s) choice of coalition partner (or party).

Note that in a PR system the incentive of M to pick L as a coalition
partner holds whether we assume that revenues come only from taxing
the excluded party or from taxing both the middle and upper classes (M
and H). In the latter case, the result follows from the fact that L can never
be entirely shut out from sharing in redistributive spending, even when L
is not in the coalition. This implies that M has to share with both L and H
in an MH coalition, whereas M only has to share with L in an LM coali-
tion. M therefore has a common interest with L in soaking the rich. In a
majoritarian system, by contrast, the main concern of M is to avoid being
soaked by the poor. Although both parties present the same median
voter platform—targeted benefits to M (and some sharing with L to sat-
isfy the nonregressivity constraint)—if there is a probability that LM will
become dominated by L, LM has every reason to soak both the rich and
the middle class (this is the subtraction from M’s expected payoff),
whereas an H-dominated MH party is constrained by nonregressivity to
leave L and M no worse off. That means cutting taxes—and hence its
own losses—to zero (and thus making no subtraction from M’s payoff).
With an equal chance of the parties deviating from their electoral plat-
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Table 4.2 The Payoffs for the Middle Party (or the Middle Class) from Different
Party or Coalition Choices, Depending on the Electoral System

Choose LM Choose MH 
Party or Coalition Party or Coalition

PR system Half the proceeds Half the proceeds from tax-
from taxing H or half ing L or half the proceeds 
the proceeds from taxing, from taxing both M and 
both M and H H minus the share going 

to L
Majoritarian system Pr(LM party represents Pr(MH party represents 

M)*targeted spending on M)*targeted spending 
M – Pr(LM party represents on M
L)*taxes on M

Source: Authors’ compilation.

Note: Optimal choices are shaded.



value on the index. All our results go through if we use this index instead
of the PR-majoritarian dichotomy.

We also controlled for variables that are commonly assumed to affect
redistribution or partisanship. Here we provide these variables, with def-
initions, sources, and a short discussion of causal logic. Country means
and a correlation matrix are provided in table 4A.2.
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Table 4.3 Key Indicators of Party and Electoral Systems

Effective Proportionality
Electoral Number of of Electoral 
System Legislative Parties System

Majoritarian
Australia majoritaritya 2.5 0.19
Canada SMP 2.2 0.13
France run offb 3.8 0.16
Ireland STVc 2.8 0.70
Japan SNTVd 2.7 0.61
New Zealand SMP 2.0 0.00
United Kingdom SMP 2.1 0.16
United States SMP 1.9 0.39
Average 2.5 0.30

Proportional
Austria PR 2.4 0.89
Belgium PR 5.2 0.86
Denmark PR 4.4 0.96
Finland PR 5.1 0.87
Germany PR 2.6 0.91
Italy PR 4.0 0.91
Netherlands PR 4.6 1.00
Norway PR 3.3 0.76
Sweden PR 3.3 0.90
Average 3.9 0.90

Source: electoral system: Lijphart (1994); effective number of legislative parties: Laakso and Taagepera

(1979); proportionality of electoral system: Lijphart (1994).
a The use of the single transferrable vote (STV) in single-member constituencies makes the Australian

electoral system a majority rather than plurality system.
b The two-round runoff system has been in place for most of the postwar period, with short interrup-

tions of PR (1945 until early 1950s and 1986 to 1988).
c The Irish STV system is unique. While sometimes classified as a PR system, the low constituency size

(five or less) and the strong centripetal incentives for parties in the system makes it similar to a median

voter-dominated single member plurality (SMP) system.
d The single nontransferrable voting (SNTV) system in Japan (until 1994) deviates from SMP in that

more than one candidate is elected from each district, but small district size and nontransferrability

makes it clearly distinct from PR list systems. 



significant) when we include controls for the political-institutional vari-
ables (models 2 and 3). One likely reason for this change was suggested
earlier: left governments, as well as strong unions and PR, not only cause
an increase in redistribution but also reduce inequality through public
spending on primary and secondary education. Iversen and Stephens
(2008), show that there is a strong positive effect of left partisanship on
spending on all types of public education, and demonstrate that this has
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Table 4.4 Regression Results for Reduction in Inequality (Standard Errors in
Parentheses)

(1) (2) (3)

Inequality –16.75*** 13.17 12.48
(5.68) (9.36) (8.96)

Political-institutional variables
Government partisanship(right) — –2.38*** —

(0.73)
Government partisanship — — –2.93***
relative to median legislator (0.75)
Voter turnout — 0.01 –0.06

(0.10) (0.10)
Unionization — 0.16* 0.15*

(0.09) (0.09)
Number of veto points — –1.57** –1.79***

(0.62) (0.59)
Electoral system (PR) — 5.00** 4.44**

(2.15) (2.06)
Controls

Per capita income –0.001*** –0.001 –0.001
(0.00) (0.00) (0.000)

Female labor force participation 0.73*** 0.36* 0.45**
(0.11) (0.20) (0.20)

Unemployment 0.81*** 0.99*** 1.08***
(0.27) (0.27) (0.26)

λ .4 .7 .7
R-squared 0.648 0.746 0.765
Observations 47 47 47

Source: Luxembourg Income Survey (LIS).

Note: Standard errors are in parentheses. All independent variables are measures of the cumulative effect

of these variables between observations on the dependent variable.

*p < .10; ** p < .05; *** p < .01 (two-tailed tests)



in table 4.5? Because we use the difference between the position of the
government and the median legislator, we have limited such alternatives
to variables that affect the post-election partisan composition of govern-
ments. We thus implicitly “control” for all variables that may affect the
distribution of preferences in the electorate. Although there are obvi-
ously a plethora of situationally specific factors that shape each instance
of government formation, it is not easy to think of variables that would
systematically bias the composition of governments in one ideological di-
rection or the other.

To our knowledge, there are only two candidates for such variables in
the existing literature. The first goes back to Stein Rokkan’s (1970) well-
known explanation for the choice of electoral systems (see also Alesina
and Glaeser 2004; Boix 1999). Rokkan argued that at the time of the ex-
tension of the franchise, when a united right faced a rising but divided
left, the governing right chose to retain majoritarian institutions. Con-
versely, when a divided right faced a rising and united left, the response
was to opt for PR. If this pattern of fractionalization persisted into the
postwar period, the right would tend to have an advantage in majoritar-
ian systems, while the left would tend to have an advantage under PR (in
the latter case because the transaction costs of bargaining presumably rise
with the number of parties). This would produce the pattern that our
model predicts, but for different reasons.

A simple test of this argument is to see whether there is a relationship
between party fragmentation and electoral system in the expected direc-
tion. For this purpose, we use a variable in the Cusack-Engelhardt data

112 Democracy, Inequality, and Representation

Table 4.5 Electoral Systems and the Number of Years with Governments
Further to the Left or to the Right than the Median Legislator, 
1945 to 1998

Government
Partisanship

Proportion of
Left Right Right Governments

Electoral system
Proportional 291 171 0.37

(9) (0)
Majoritarian 116 226 0.66

(1) (7)

Source: electoral system, Lijphart (1994); government partisanship: Cusack and Fuchs (2002), Cusack

and Engelhardt (2002).

Note: Excludes governments that are classified as “centrist” on the Castles-Mair scale (Castles and Mair

1984).



Table 4.6 Regression Results for Government Partisanship, 1950 to 1996

(1) (2) (3)
Government Government Government
CoG Minus CoG Minus CoG Minus (4) (5)
Legislative Legislative Legislative Government Government

Median Median Median CoG CoG

Constant 0.653*** 0.664*** 0.663*** 0.501*** 0.375
(0.039) (0.033) (0.051) (0.046) (0.453)

Electoral system –0.173*** −0.147*** –0.184*** –0.174*** 0.176**
(PR) (0.054) (0.047) (0.063) (0.063) (0.077)

Fragmentation (left — 0.241** — 0.201 —
minus right) (0.094) (0.116)

Right over- — — −0.036 0.077 —
representation (0.101) (0.104)

Electoral — — — — 0.001
participation (0.005)

Unionization — — — — –0.004
(0.003)

Female labor force — — — — 0.004
participation (0.004)

Adusted R-squared 0.37 0.54 0.49 0.55 0.49
Observations 17 17 17 17 17

Source: Authors’ calculations.

Note: Standard errors are in parentheses.

** p < .05; *** p < .01 (two-tailed tests)
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Table 4A.1 Country Means for the Variables Used in Regression Analysis

Redistribution
(Reduction in Inequality Partisanship Voter

Gini) (Wages) (Right) Turnout Unionization

Australia 23.97 1.70 0.47 84 46
Austria — — 0.30 87 54
Belgium 35.56 1.64 0.36 88 48
Canada 21.26 1.82 0.36 68 30
Denmark 37.89 1.58 0.35 84 67
Finland 35.17 1.68 0.30 79 53
France 25.36 1.94 0.40 66 18
Germany 18.70 1.70 0.39 81 34
Ireland — — 0.42 75 48
Italy 12.13 1.63 0.37 93 34
Japan — — 0.78 71 31
Netherlands 30.59 1.64 0.31 85 33
New Zealand — — 0.43 85 23
Norway 27.52 1.50 0.15 80 54
Sweden 37.89 1.58 0.17 84 67
United Kingdom 22.67 1.78 0.52 76 42
United States 17.60 2.07 0.40 56 23
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Electoral Right Per Female
Veto System Left Over- Capita Labor Force 

Points (PR) Fragmentation Representation Income Participation Unemployment

3 0 –0.39 0.10 10,909 46 4.63
1 1 –0.18 0.04 8,311 51 2.76
1 1 –0.34 0.27 8,949 43 7.89
2 0 0.18 –0.11 11,670 48 6.91
0 1 –0.40 0.07 9,982 63 6.83
1 1 –0.18 0.09 8,661 66 4.48
1 0 0.10 0.09 9,485 51 4.57
4 1 –0.13 0.15 9,729 51 4.86
0 0 –0.33 0.70 5,807 37 9.09
1 1 0.20 0.08 7,777 38 8.12
1 0 0.22 0.28 7,918 56 1.77
1 1 0.18 –0.36 9,269 35 4.62
0 0 –0.40 0.98 — 47 —
0 1 –0.02 –0.32 9,863 52 2.28
0 1 –0.40 –0.03 9,982 63 6.83
0 0 0.08 0.07 9,282 54 5.01
5 0 0.00 –0.17 13,651 53 5.74

Source: Luxembourg Income Study (LIS).

Note: Time coverage is 1950 to 1996, except for redistribution and inequality, which are restricted to the available LIS ob-

servations.



Table 4A.2 Correlation Matrix

(1) (2) (3) (4) (5) (6) (7) (8) (9) (10) (11)

(1) Redistribution 1
(2) Inequality –0.38 1
(3) Partisanship –0.50 0.37 1
(4) Turnout 0.11 –0.38 –0.24 1
(5) Unionization 0.75 –0.22 –0.49 0.51 1
(6) Veto points –0.44 –0.01 0.33 –0.43 –0.56 1
(7) Electoral system 0.34 –0.54 –0.66 0.71 0.49 –0.27 1
(8) Left fragmentation –0.57 –0.09 0.14 –0.27 –0.76 0.14 –0.18 1
(9) Right overrepresentation –0.13 0.66 0.46 0.10 0.14 –0.16 –0.24 –0.48 1
(10) Per capita income 0.12 –0.42 –0.08 –0.51 –0.18 0.61 –0.22 0.08 –0.64 1
(11) Female labor force 

participation 0.80 –0.45 –0.28 –0.19 0.48 –0.06 0.17 –0.37 –0.168 0.38 1
(12) Unemployment –0.49 0.55 0.52 0.06 –0.20 0.01 –0.20 0.02 0.63 –0.41 –0.51

Source: Luxembourg Income Study (LIS).

Note: Correlations are based on the period averages in table 4A.1.



(Gini of .88) and the equally famous “stakeholder society” of Germany
(Gini of .86).4 This surprising similarity carries over to the inequality
measures on the total of market income, where these national sources
show an average Gini of about .46 for Germany and .49 for the United
States.

In contrast to the mixed picture on cross-national developments in
wage earnings distributions, and consistent with the pattern we have
seen in the cases of Germany and the United States, the pattern in the
distribution of market income is uniform across the eleven OECD coun-
tries for which data are available. Table 5.2 presents Gini indices of mar-
ket household income per equivalent adult. This measure is obtained by
weighting overall household income on the basis of household size de-
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fined by the LIS equivalence scale that takes into account the distributive
importance of differences in terms of family structure. With the LIS
equivalence scale, we give a weight of 0.5 to the first adult member of
the household and a weight of 0.25 to each of the remaining members.
Regardless of the wage-leveling forces in national economies and the re-
distributive character of national taxation and spending regimes, market
income inequality has been high across these countries and has surged to
even higher levels over the last two decades. Each of the Gini indices pre-
sented in this table represents the share of total market income generated
within the economy that would have to be redistributed in order to
achieve equality across all households in terms of the amount each
household receives.5 We see, for example, that in the United States
nearly half of all income would need to be redistributed to achieve equal-
ity in market outcomes. Even in an egalitarian society such as Sweden,
the level of inequality in market outcomes is extremely high and has
sometimes exceeded the levels of inequality seen in the United States
and the United Kingdom.6
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in such a country the levels of unionization were to increase up to 52 per-
cent, wage inequality would decline to a ratio of 2.84. Thus, countries
with strong and encompassing unions are marked by much lower levels
of wage inequality than societies where no such unions exist.

Examining the estimates on the institutional and partisan variables (β6

to β8) allows us to portray how the interplay between government parti-
sanship and economic coordination shapes wage inequality. A useful ap-
proach to analyze the impact of these two terms is to present their condi-
tional coefficients within the upper and lower bounds of the 95 percent
confidence interval. Figure 5.3 displays how the effect of overall eco-
nomic coordination is contingent on different values of government par-
tisanship. In turn, figure 5.4 presents the slope of government partisan-
ship on wage inequality given different levels of coordination in the
economy.

The reader should focus on two central features of figure 5.3. The first
is brought into relief by noting that the values on the vertical dimension
are all negative. In essence, this is telling us that the effect of institution-
alized economic coordination is to always reduce wage inequality. The
second feature is the amplifying effect of leftist partisan inheritance. Eco-
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nomic coordination’s egalitarian impact rises as the level of left partisan
inheritance increases. This result suggests the existence, highlighted by
our argument, of a mutually reinforcing effect between high levels of co-
ordination and a long history of government dominated by the left.

Just as partisanship moderates the impact of coordination, so too is the
impact of partisan inheritance conditional upon the levels of coordina-
tion in the economy (see figure 5.4). For example, where there is little or
no wage coordination, a right wing partisan inheritance modestly ele-
vates the levels of wage inequality, while a left wing partisan inheritance
has the perverse effect of increasing that inequality to even greater levels.
On the other hand, where there is a coordinated economic environment,
the left finds itself in a favorable situation; the greater the level of leftist
partisan inheritance, the higher the egalitarian effect on wage distribu-
tion.

This point is conveyed by table 5.6, where the predicted levels of wage
inequality under different partisan and institutional conditions are re-
ported.20 In noncoordinated environments, left wing policy is not only
incapable of creating wage equality (as anticipated by our argument) but
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Table 5.1 Wage Inequality Across the OECD Countries (90/10 Ratio from OECD, 1996)

United United
Wave Australia Belgium Canada Denmark Finland France Germany Italy Netherlands Norway Sweden Kingdom States

1 2.83 4.02 2.15 2.47 3.23 2.52 2.07 2.03 3.03 3.80
2 2.84 2.42 4.45 2.19 2.48 3.14 2.91 2.26 2.48 2.11 2.05 3.20 4.14
3 2.85 2.33 4.33 2.17 2.46 3.25 2.73 2.34 2.60 1.98 2.09 3.39 4.35
4 2.88 2.25 4.28 2.33 3.11 2.79 2.37 2.72 2.19 3.42 4.56
5 2.95 2.42 3.05 2.22 3.42 4.58

Source: Authors’ compilation.

Note: Each period is five years in duration and follows the LIS wave dating convention: 1 = 1978 to 1982; 2 = 1983 to 1987; 3 = 1988 to 1992; 4 = 1993 to 1997; 5 = 1998 to

2002.



Table 5.2 Market Income Inequality Across the OECD Countries (Gini Index Based on Luxembourg Income Study [LIS] Data)

United United
Wave Australia Canada Denmark Finland France Germany Netherlands Norway Sweden Kingdom States

1 0.37 0.36 0.34 0.31 0.35 0.39 0.37 0.39
2 0.40 0.37 0.39 0.33 0.37 0.40 0.36 0.33 0.43 0.42 0.42
3 0.41 0.39 0.42 0.34 0.39 0.41 0.38 0.37 0.46 0.44 0.42
4 0.41 0.39 0.43 0.38 0.47 0.40 0.39 0.41 0.45 0.45 0.45
5 0.41 0.37 0.44 0.42 0.44 0.46 0.46

Source: Authors’ calculations.

Note: Income adjusted for household size using LIS equivalence scale. Each period is five years in duration and follows the LIS wave dating convention: 1 = 1978 to

1982; 2 = 1983 to 1987; 3 = 1988 to 1992; 4 = 1993 to 1997; 5 = 1998 to 2002.



Table 5.3 Disposable Income Inequality Across the OECD Countries (Gini Index Based on Luxembourg Income Study [LIS] Data)

United United
Wave Australia Belgium Canada Denmark Finland France Germany Italy Netherlands Norway Sweden Kingdom States

1 0.28 0.28 0.29 0.24 0.22 0.20 0.27 0.30
2 0.29 0.23 0.28 0.25 0.21 0.30 0.26 0.31 0.26 0.23 0.22 0.30 0.34
3 0.30 0.23 0.28 0.24 0.21 0.29 0.25 0.29 0.27 0.23 0.23 0.34 0.34
4 0.31 0.25 0.29 0.26 0.23 0.29 0.26 0.34 0.26 0.24 0.22 0.35 0.36
5 0.31 0.25 0.26 0.35 0.26 0.26 0.35 0.38

Source: Authors’ calculations.

Note: Income adjusted for household size using LIS equivalence scale. Each period is five years in duration and follows the LIS wave dating convention: 1 = 1978 to 1982; 

2 = 1983 to 1987; 3 = 1988 to 1992; 4 = 1993 to 1997; 5 = 1998 to 2002.



The Argument: Parties, Institutions, 
and Inequalities

A variety of factors shape the distributions of income within society, and
not all of them are economic. Politics also plays a role. This role is not
similar across different forms of income. Inherent to the well-docu-
mented existence of a structural dependency of the state on capital is the no-
tion that the capacity of governments to shape the distribution of income
is an inverse function of the number of exit options available to different
income factors (capital, labor) (Przeworski and Wallerstein 1988; Waller-
stein and Przeworski 1995; for related empirical analyses, see also Cusack
and Beramendi 2006; Ganghof 2005). In line with this argument, we an-
ticipate that government’s impact on prefiscal income should be primar-
ily reflected in the distribution of wages. Government is constrained in its
actions in other markets, such as finance. These volatile markets, whose
members enjoy more exit options than wage earners, are sensitive to
government intervention, and this sensitivity deters governments from
attempting to influence directly the shape of the distribution of overall
market income. Thus, we expect government’s role in shaping the distri-
bution of market income to be very indirect once its influence on the dis-
tribution of earnings is accounted for. In addition, there is no gainsaying
that governments play a central and immediate role in shaping the distri-
bution of (final) disposable income.

In government’s repertoire of policy instruments are tools that allow it
to shape the distribution of labor market and disposable income. These
instruments include regulations, taxes, and transfers. Regulations such as
minimum-wage laws affect the distribution of earnings (see also Rueda,
this volume). Taxes and transfers are sometimes powerful determinants
of the distribution of disposable income. These instruments of govern-
ment policy also affect prefiscal income through the anticipatory behav-
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Table 5.4 Cross-National Differences in Coefficients of Variation Across
Measures of Inequality

Wave Wages Market Disposable 

1 0.24 0.07 0.15
2 0.25 0.09 0.15
3 0.26 0.08 0.15
4 0.25 0.07 0.16
5 0.24 0.07 0.17

Source: Authors’ calculations. 

Note: Each period is five years in duration and follows the LIS wave dating convention: 1 = 1978 to 1982;

2 = 1983 to 1987; 3 = 1988 to 1992; 4 = 1993 to 1997; 5 = 1998 to 2002.



crease—that is, one standard deviation, or 8.6 percent—in the female la-
bor force participation rates would lead wage inequality to grow by 14
percent. Similarly, the expected impact of the distribution of human capi-
tal in society (β4 > 0) is confirmed by the estimation results. Holding the
value of all other variables at their mean, an increase by one standard de-
viation (equivalent to a 5.94 percent change) in the proportion of adults
who have completed a college education makes wage inequality grow
from 3.02 to 3.12 (equivalent to a 3.3 percent increase).

The strength of the union movement displays the anticipated egalitar-
ian effect on the wage distribution. The coefficient for union density (β5)
is both negative and statistically significant. Again, the substantive effects
are better illustrated with an example. In a country in which 42 percent of
the labor force is unionized and all other variables in the model are set at
their mean value, the predicted level of wage inequality would be 3.02. If
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Table 5.5 Estimation Results for Equation 5.1: Wage Inequality

OLS (Robust SE)

Manufacturing employment .000 
(.020)

Imports from Third World –.072**
(.035)

Female labor force participation rate .023***
(.008)

Distribution of human capital .018**
(.007)

Union density –.019***
(.004)

Left government inheritance .710***
(.171)

Overall economic coordination .306
(.248)

Left government inheritance* overall economic coordination –1.69***
(.302)

Constant 2.32***
(.360)

R-squared .90
Observations 41

Source: Authors’ calculations.

** p < .05; *** p < .01



also seems to be the source of a number of responses by labor and capital
that drive wage inequality in a direction opposite to that intended by the
government. More specifically, in the context of our previous discussion
on minimum-wage regulations, our results suggest that on average the
efficiency and spillover effects offset the disemployment effects associ-
ated with minimum-wage policy. Alternatively, an institutional environ-
ment with high levels of coordination constrains the inegalitarian effects
of right wing policies. In sum, our conception of the relationship be-
tween partisan politics, wage bargaining coordination, and wage inequal-
ity receives a good deal of empirical support.

Turning now to the equation on market-based income inequality, we
present four sets of estimation results in table 5.7. The first two columns
report estimates of the market income equation as specified in equation
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Table 5.6 Predicted Values of Wage Inequality

High Wage- No Wage-
Bargaining Coordination Bargaining Coordination

Left wing government 2.36 4.24
Right wing government 3.04 3.17

Source: Authors’ calculations.

Note: Predictions based on table 5.5. All other variables are at their mean values.

Table 5.7 Estimation Results for Equation 5.2: Market-Based Income Inequality

OLS TSLS OLS TSLS
(Robust SE) (SE) (Robust SE) (SE)

Wage earnings inequality .015* .021* .014* .024*
(.008) (.012) (.008) (.012)

Stock market capitalization .025*** .022*** .024** .022***
(.007) (.006) (.007) (.006)

Pension-age population .009*** .011*** .009*** .011***
(.002) (.003) (.002) (.003)

Partisanship inheritance — — –.003 .007
(.007) (.01)

Constant .250*** .210*** .25 .189**
(.060) (.080) (.06) (.085)

R-squared .58 .57 .58 .57
Observations 41 41 41 41

Source: Authors’ calculations.

* p < .10; ** p < .05; *** p < .01
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Finally, table 5.8 reports parameter estimates on the determinants of
disposable income inequality. As in the case of market-based inequality,
OLS with robust standard errors and two-stage least squares are the two
techniques being used. Both of the estimated equations show the same
goodness of fit. Once again, all the parameter estimates display the ex-
pected signs and are statistically significant. They are also very similar in
the magnitude of their effects, with the exception of the parameter (β11)
on market-based income inequality. Its effect is the largest in the 2SLS
estimation. In both equations, however, the expectation that a positive
relationship will prevail between market-based and disposable income
inequality is confirmed.

We turn now to the factors outlined in our argument earlier that
would alter a one-to-one duplication of market income distribution in
the distribution of disposable income. These three factors included the
overall levels of coordination, the degree of unionization of the labor
force, and the government’s partisan inheritance.24 All three of these fac-
tors’ parameters (β12 to β14) take on the expected negative values and are
statistically significant. What are the implications of these values? First,
in those societies where there is little or no coordination, employers have
no incentive to accept redistribution through the welfare state. Alterna-
tively, in those societies where firms pool risks through cross-sharehold-
ing and coordinate with labor, employers concede higher levels of redis-
tribution. In other words, economic coordination brings down the level
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Table 5.8 Estimation Results for Equation 5.3: Disposable Income Inequality

OLS (Robust SE) TSLS (SE)

Market income inequality .326*** .444***
(.069) (.093)

Coordinated market economy –.042*** –.039***
(.005) (.008)

Union density –.0009*** –.0008***
(.0001) (.0004)

Left government inheritance –.019*** –.017***
(.005) (.007)

Constant .242*** .190***
(.032) (.042)

R-squared .87 .87
Observations 41 41

Source: Authors’ calculations.

* p < .10; ** p < .05; *** p < .01



of inequality in disposable income. Our findings on the role of union
density conform to results previously developed by other scholars (Huber
and Stephens 2001; Bradley et al. 2003). In those societies where larger
shares of workers are unionized, governments need to be more respon-
sive to labor’s demand for insurance and redistribution. Therefore, ceteris
paribus, larger unions imply more compressed distributions of disposable
income. Finally, left wing partisan inheritance reduces inequality
through the long-term institutionalization of higher levels of redistribu-
tion.25 This result is consistent with the recent findings by Torben Iversen
and David Soskice (2003) about the cumulative impact of government
partisanship on poverty reduction.

The magnitudes of the effects of interest are analyzed in table 5.9,
where the predicted values of the Gini coefficient for disposable income
inequality based on the OLS model in table 5.8 are presented. The values
in table 5.9 are the predicted levels of disposable income inequality un-
der different combinations of partisanship, union density, and economic
coordination.26 Market-based income inequality is set at its mean value
(0.39). This exercise reveals that union density can reduce the Gini coef-
ficient of disposable income inequality by up to seven points. This finding
implies that in countries with strong unions the amount of redistribution
necessary to achieve a perfectly egalitarian society is nearly seven points
lower. In turn, overall economic coordination and partisanship inheri-
tance reduce that amount by four and three points, respectively.

An alternative way of reading the results reported in table 5.9 would
be the following: holding all other variables constant, a change from the
minimum to the maximum observed level of union density implies a 22
percent proportional reduction in the value of the Gini coefficient. With
similar kinds of changes in the levels of overall economic coordination
(from 0 to 0.95) and partisan inheritance (from 1.27 to 2.78), propor-
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Table 5.9 Disposable Income Inequality

Low Overall High Overall 
Coordination Coordination

Low High Low High
Union Union Union Union

Density Density Density Density

Left wing partisan inheritance 0.31 0.24 0.27 0.20
Right wing partisan inheritance 0.34 0.27 0.30 0.23

Source: Authors’ calculations.

Note: Predicted values based on table 5.8, OLS
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Table 5A.1 Descriptive Statistics of Variables Used in the Analysis (Forty-One
Observations)

Variable Mean Std Minimum Maximum

Wage inequality (WI) 3.02 .79 1.98 4.57
Market income inequality (MI) .39 .04 .33 .47
Disposable income inequality (DI) .27 .05 .19 .37
Manufacturing employment (ME) 19.40 3.18 14.18 25.83
Imports from the Third World 
(TWI) 3.24 1.13 1.38 6.77

Female labor force participation rate 
(FP) 64.31 8.58 42.26 79.96

Proportion of adults with a college 
degree (HC) 11.13 5.94 4.40 30.30

Economic coordination (EC) .46 .32 0.0 0.95
Union density (UD) 42.84 23.83 10.12 87.82
Partisan inheritance (LG) .93 .42 .27 1.78
Stock market capitalization (SMC) .48 .39 .050 1.66
Retirement-age population (OP) 13.8 2.15 9.48 17.75

Source: Authors’ calculations.

Notes

1. In line with the other two measures of income inequality used in this chap-
ter relating to market and disposable income, we would have preferred to
use data drawn from the Luxembourg Income Study (LIS). Comparability
problems with the wage data in LIS, however, would greatly reduce the
number of observations. In addition, the OECD wage data are only avail-
able in terms of inter-decile ratios and not in any other form, such as the
Gini indices that we use in conjunction with the LIS-based data.

2. A household’s market income includes earnings not only from dependent
employment but those deriving from self-employment as well as interest,
dividends, rents, and any other income from nonstate sources.

3. The average Gini for Germany from 1984 to 2001 was .32, and that for the
United States from 1981 to 2001 was .43. As shown in table 5.1, the 90/10
ratio of labor income in Germany was uniformly below three, while in the
United States it was generally above four.

4. Capital income is the difference between market and labor income.
5. In providing a summary measure of the distribution of income, the Gini has

the disadvantage of potentially obscuring processes taking place in different
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tributions, the continental European countries included in this data set
(France, Belgium, Germany, Italy, the Netherlands, and Switzerland) can
be classified as a group with inequality levels slightly below the OECD
average. The exception is, of course, Austria, which belongs at the oppo-
site end of the spectrum with the United States, the United Kingdom,
Japan, and Canada. All these countries exhibit considerably larger-than-
average levels of inequality at the lower half of the wage distribution.

Turning to change over time, the variation in the data is also very no-
ticeable. From the earliest to the most recent observation available for
each country, there are large increases of 50/10 inequality in the United
States, Canada, and Australia. However, lower-half wage inequality fell
quite significantly in Germany, Finland, Norway, and Japan.

Table 6.1 shows the high degree of cross-country and over-time varia-
tion that exists in the sample. What accounts for these different patterns?
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Table 6.1 Means and Percentage Changes in Inequality

50/10 Ratios

Country and Years Covered Mean Percentage Change

Australia, 1976 to 1995 1.66 3.1
Austria, 1980 to 1994 1.96 0.0
Belgium, 1986 to 1993 1.45 –1.4
Canada, 1973 to 1994 2.30 9.1
Denmark, 1980 to 1994 1.40 –2.8
Finland, 1977 to 1995 1.46 –10.2
France, 1973 to 1995 1.66 –5.7
Germany, 1984 to 1995 1.63 –11.9
Italy, 1986 to 1995 1.42 –3.4
Japan, 1975 to 1995 1.70 –6.3
Netherlands, 1977 to 1995 1.56 5.8
Norway, 1980 to 1994 1.39 –6.4
Sweden, 1975 to 1995 1.33 0.0
Switzerland, 1990 to 1995 1.61 0.0
United Kingdom, 1973 to 1995 1.78 1.5
United States, 1973 to 1995 2.00 11.0

Average 1.64 –1.1
Standard deviation 0.26 6.38

Source: OECD (1996, 61–62) for all countries except the United States; for the United States, OECD

(1993, 161; 1996, 103).

Note: The percentage changes measure the variation from earliest to latest available observation in the

country series. 



174 Democracy, Inequality, and Representation

Table 6.2 The Effects of Government Partisanship on Inequality in the Lower
Half of the Wage Distribution

Constant — –.125
(.061)
.041

Lagged dependent variable .484 .980
(.065) (.015)
<.001 <.001

Cabinet partisanship .003 .008
(.005) (.005)
.593 .112

Unemployment rate –.005 –.001
(.004) (.003)
.166 .705

Trade with less-developed countries –.001 –.005
(.006) (.004)
.814 .188

Female labor force participation –.025 .008
(.031) (.013)
.412 .526

Private sector services –.002 .027
(.034) (.009)
.950 .004

Union density –.018 –.006
(.010) (.003)
.086 .078

Wage bargaining centralization –.028 .004
(.007) (.003)
<.001 .164

Public sector employment –.068 .010
(.020) (.005)
.001 .047

Observations 203 203
Adjusted R-squared .99 .99
Fixed effects Yes No

Source: Author’s compilation; see appendix for variable details and data sources.

Note: All entries are OLS estimates. Numbers in bold are estimated coefficients; numbers in parentheses

are their panel-corrected standard errors; numbers in italics are p-values from two-sided t-tests.
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Table 6A.1 Regression Results for Figure 6.2

Minimum Government Taxes Taxes on 
Wage Consumption on Labor Corporations

Determinants of policy
Cabinet partisanship .0010301 .0256197 .0438422 .9371027

(.000482) (.007376) (.0136908) (1.29744)
.033 .001 .001 .470

Cabinet partisanship* –.0013645 –.0289719 –.0597766 –4.95936
corporatism (.0007139) (.0140254) (.0310418) (5.002042)

.056 .039 .054 .321
Corporatism .0230247 1.030228 –6.688961 263.9869

(.0544388) (1.389138) (3.042322) (492.8069)
.672 .458 .028 .592

Union density .0034848 .0382604 .0117861 –2.492325
(.000822) (.0153101) (.0296078) (4.270994)
.000 .012 .691 .560

Wage-bargaining .0785674 1.484446 9.384893 172.2172
centralization (.0546315) (1.010216) (2.31408) (288.3194)

.150 .142 .000 .550
International –.0001998 –.0122439 –.0726906 –1.926598
openness (.0003365) (.0100618) (.0224608) (1.951015)

.553 .224 .001 .323
Financial openness –.0004002 .1246415 .0544854 –7.32711

(.0022044) (.0446082) (.1084007) (7.456081)
.856 .005 .615 .326

Government debt –.0007041 –.4073702 14.49643 –31.62622
(.0248975) (.4629413) (1.015794) (112.0451)
.977 .379 .000 .778

Unemployment rate .0007135 .3371956 .3443517 4.600955
(.0015534) (.0317582) (.0692177) (5.94565)
.646 .000 .000 .439

GDP growth –.000106 –.1332531 –.1201857 1.108425
(.0011732) (.0225736) (.0499664) (4.208872)
.928 .000 .016 .792

Constant –.2021842 9.406055 8.273959 160.97
(.0639506) (1.178893) (2.396136) (215.8107)
.002 .000 .001 .456

Observations 329 348 338 329
R-squared .9747 .9502 .9624 .0480
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Table 6A.1 Continued

Minimum Government Taxes Taxes on 
Wage Consumption on Labor Corporations

Determinants of inequality
Policy (specified in –.1991474 –.0140506 .0015068 –.0013982
first row) (.0993088) (.0061321) (.002595) (.0004463)

.064 .022 .561 .002
Policy*corporatism .3736833 .0215531 –.0021971 .0014108

(.2466455) (.0079391) (.0034897) (.0004508)
.130 .007 .529 .002

Corporatism –.0363871 –.3670438 .1190394 –.0495208
(.0632842) (.1695945) (.1688838) (.0664126)
.565 .030 .481 .456

Unemployment rate –.0019291 –.002412 –.0026831 –.0032901
(.0016245) (.0014569) (.001495) (.0016331)
.235 .098 .073 .044

Trade with less- .006031 .0098622 .0064025 .0060687
developed countries (.0029678) (.0030503) (.0029502) (.0029734)

.042 .001 .030 .041
Female labor force .0056115 .0009731 .0026306 .0024898
participation (.0036816) (.0033987) (.002697) (.0029058)

.127 .775 .329 .392
Private service sector –.0031868 .0005268 –.0013548 –.0020748

(.0020111) (.0020229) (.0018421) (.0017882)
.113 .795 .462 .246

Union density –.0003537 –.0001588 –.0004433 –.0010562
(.0011775) (.0011472) (.0011684) (.0012177)
.764 .890 .704 .386

Wage-bargaining –.2712495 –.3284604 –.3387357 –.408379
centralization (.0715453) (.0642466) (.0685666) (.0691053)

.000 .000 .000 .000
Public-sector –.01108 –.0126009 –.01225 –.0115403
employment (.0023847) (.0029683) (.0028719) (.0022338)

.000 .000 .000 .000
Constant 2.004856 2.292805 2.068716 2.255708

(.1572161) (.1926206) (.1619231) (.1633958)
.000 .000 .000 .000

Observations 219 222 222 213
R-squared .9763 .9767 .9756 .9758

Source: Author’s compilation; see appendix for variable details and data sources.

Note: All entries are OLS estimates. Numbers in bold are estimated coefficients; numbers in parentheses are their

panel-corrected standard errors; numbers in italics are p-values from two-sided t-tests. Estimates for country dum-

mies are not reported.



contrast, are employable only in a particular firm, industry, or occupa-
tion, and losing a job presents a serious risk if another job in the same
firm, industry, or occupation is unavailable. Specificity of skills limits an
individual’s reemployment potential regardless of levels of unemploy-
ment—even in his or her own occupation. As a consequence, there is a
potential loss of income that risk-averse individuals try to insure against
by demanding income protection through public policies.

If the risk of unemployment is denoted p, the probability of reemploy-
ment q, and the probability of reemployment in a job using a worker’s
combined specific and general skills r.q, the long-term probabilities of be-
ing in different labor market situations (unemployment and good or bad
jobs) is determined by the combination of these parameters, as is ex-
pected income.2 If the government taxes income and spends it on a flat-
rate benefit R (as in the Meltzer-Richard model), workers’ level of de-
mand for redistributive spending will depend on their location in the
income distribution. The level of exposure to risk, which shapes insur-
ance preferences, will affect redistributive preferences as well.

Figure 7.2 shows the level of R that maximizes the current value of in-
come from both wages and redistributive spending for workers with dif-
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ferent income. The relationship between income and preferences for re-
distribution is downward sloping. Our focus is on the effects of a shock to
the economy that raises the exposure of some workers to risks and re-
duces the income of others because of loss of employment and income.
While declining income increases support for redistribution, greater ex-
posure to risk raises demand for insurance. R captures both.

Needless to say, there are other forces shaping individual preferences
for redistribution. Here the focus has been exclusively on individuals in
the labor market and the forces that affect them. A significant number of
voters do not participate directly in this market, but the differences
among them predispose these voters to be more or less supportive of
governmental redistribution. We address these issues briefly in a later
section.
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veal how the probability of falling into a certain answer category
changes, depending on the values of an independent variable, holding
everything else constant. For example, figure 7.3 shows that the proba-
bility of “strongly agreeing” with redistribution by the government for an
unemployed individual is around fourteen percentage points higher than
the probability for an employed individual. In this and all other simula-
tions, the values of the variables not being simulated are held constant.

The contrast between being employed and unemployed, the latter be-
ing a “realized” risk, is a good benchmark for assessing the effects of ex-
posure to risks—our central independent variables. Figure 7.4 presents
the simulation results connected to skill-specificity, one of our postulated
risk factors, and preferences regarding redistribution. Using a 95 per-
centile range, the difference between having general skills and having
very specific skills is nearly comparable in its magnitude on redistribu-
tional preferences to the difference between being employed and being
unemployed (shown in figure 7.3).

Likewise, simply being exposed to the risk of unemployment has an
impact nearly as great as actually being unemployed (figure 7.5). While
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being unemployed increases the probability of strongly agreeing with
government redistribution by fourteen percentage points, a high risk of
unemployment elevates this probability by ten percentage points. Simi-
larly, individuals with high skill-specificity are ten percentage points
more likely to strongly support government redistribution than are indi-
viduals with general skills.

When taken together, these two elements of risk exposure in the labor
markets appear to have a powerful impact on individuals’ preferences for
redistribution. Figure 7.6 plots the combined simulated effects of moving
from a situation in which an individual is not exposed to risk on both the
skill-specificity and unemployment dimensions to a situation of maximal
skill-specificity and occupational unemployment risk. The impact of mov-
ing from minimum to maximum risk exposure increases the likelihood
that an individual will strongly agree with government redistribution by
twenty-one percentage points.

It is useful to assess the impact of the risk variables relative to the
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Meltzer-Richard effect captured by the income variable. Figure 7.7 con-
trasts the differences in preferences for redistribution between those well
below the mean income and those well above it. According to the
Meltzer-Richard argument, the former are far more supportive of egali-
tarian redistribution by the government than the latter. This is indeed the
case when we examine the results produced in table 7.1. Substantively,
we can observe marked differences in redistributional preferences be-
tween individuals with very low and very high incomes.

Our results indicate that preferences for redistribution are very much
in line with what we would expect from people’s “objective” economic
positions. Poor people as well as individuals exposed to high risks favor
governmental redistribution, while the rich and those in secure labor
market positions tend to be less supportive of such policies. Figure 7.8
shows that, together, income and risk exposure leave a strong imprint on
redistributional preferences. Simulations with combinations of the ex-
tremes on these variables reveal that individuals have markedly different

218 Democracy, Inequality, and Representation

Neither Agree
Nor Disagree

P
er

ce
n

ta
ge

20

15

10

5

0

−5

−10

−15

−20
Disagree
Strongly

Agree
Strongly

Disagree Agree

Government Should Redistribute

6147

−9

−18

Figure 7.7 Changes in Redistributive Preferences as a Function of Moving from
the Bottom to the Top Income Quantile

Source: Authors’ compilation. Simulations based on model 1 in table 7.1.

Note: Change in income from quantile 1 to quantile 9. Horizontal axis reversed in comparison to previ-

ous figures.



preference profiles depending on their exposure to risk and their earn-
ings. For example, individuals with high income and low risk are, as a
group, ambivalent in their redistributive preferences. While about 45
percent support redistribution, 35 percent oppose it, and the remaining
20 percent express indifference. At the same time, those misfortunate
enough to be both at high risk in the labor market and poor in terms of
income overwhelmingly support redistribution: 86 percent favor it, 6
percent are opposed, and the remaining 8 percent express no preference
in either direction. It is hard to imagine clearer evidence that economic
interests are critical in explaining redistributive policy preferences.
Though some people may be “rationally ignorant” about their interests,
most are not.

But the salience of these preferences for partisan politics depends on
their association with electoral cleavages. Many political economists fol-
low the lead of Downs, Hibbs, and Meltzer and Richard in assuming that
income redistribution is the principal dimension of partisan competition.
This raises the question, then, of the relationship between income and
risk exposure and how this influences parties’ reactions to shocks. If the
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poor are also exposed to high labor market risks, we would expect that
shocks to the labor market would produce different responses by gov-
ernments dominated by left or by right parties. Risk exposure, in this 
scenario, reinforces the demand for redistribution due to income differ-
ences. But whether risk exposure and income are reinforcing or cross-
cutting cleavages is, of course, an empirical question.

One way to answer this question is simply to correlate income and risk
exposure at the individual level within the data set. The Pearson correla-
tion coefficient between income and skill-specificity at this level is –0.15
(N = 96,416), and the one between income and occupational category
unemployment rates is –0.23 (N = 71,179). Because of the large sample
sizes, both correlations are highly statistically significant, but they may
appear quite low. In fact, when using individual-level data sets, we find
that correlations at this magnitude between conceptually distinct vari-
ables are quite rare (Gelissen 2002, 159–60). They indicate very strong
systematic relationships, which become clearer when we look at the rela-
tionship between income and risk exposure for different income groups.

Figure 7.9 depicts the relationship between income and the risk expo-
sure measures for each income group. At this level of aggregation, it be-
comes quite apparent that our risk measures are highly correlated with
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Table 7.1 Determinants of Preferences for Redistribution

(1) (2) (3) (4)

Pro Redistribution Pro Redistribution

(Five Answer Categories) (Four Answer Categories)

Risks
Occupational unemploy- 0.021*** 0.021*** 0.025*** 0.029***

ment ratea [0.003] [0.003] [0.004] [0.004]
Skill-specificityb 0.135*** 0.146*** 0.137*** 0.143***

[0.017] [0.019] [0.024] [0.027]
Realized risk

Unemployed 0.585*** 0.689*** 0.695*** 0.823***
[0.053] [0.059] [0.073] [0.081]

Controls
Incomec –0.145*** –0.146*** –0.156*** –0.155***

[0.004] [0.005] [0.005] [0.006]
Age 0 0.001 0.001 0.003**

[0.001] [0.001] [0.001] [0.001]
Gender (female) 0.160*** 0.155*** 0.213*** 0.211***

[0.019] [0.021] [0.026] [0.029]
Nonemployed 0.289*** 0.424*** 0.389*** 0.524***

[0.040] [0.047] [0.054] [0.063]
Student 0.259*** 0.406*** 0.210*** 0.376***

[0.055] [0.061] [0.074] [0.084]
Retired 0.269*** 0.387*** 0.315*** 0.442***

[0.046] [0.053] [0.062] [0.071]
Self-employed –0.366*** –0.239*** –0.474*** –0.325***

[0.033] [0.037] [0.042] [0.049]
Publicly employed — 0.152*** — 0.241***

[0.027] [0.037]
Union membership — 0.286*** — 0.264***

[0.027] [0.036]

Country dummies yes yes yes yes
Year dummies yes yes yes yes

Observations 52,027 45,429 29,152 24,992
Pseudo-R-squared 0.06 0.06 0.08 0.08
Log pseudo-likelihood –73,462.9 –63,582.6 –35,148.1 –29,469.7
Wald χ2 (degrees of 
freedom) 7,550.71 (36) 5,681.12 (38) 5,120.28 (30) 3,842.87 (32)

Source: Authors’ compilation from International Social Survey Programme (ISSP) data for the United States, Canada,
the United Kingdom, Ireland, Switzerland, Spain, Portugal, East Germany, West Germany, Austria, Finland (not in
models 3 and 4), Sweden, Norway, Denmark, Australia, and New Zealand, for various survey years.
Notes: Ordered logit regressions, using weights (design weights*sample weights). Robust standard errors in brackets. 
a Right-censored at 20 percent (circa 95th centile), at the most detailed occupational level. Zeros for people not in
the labor force. 
b Right-censored at 3.33 (circa 95th centile). Zeros for people not in the labor force. 
c In nine (national) quantiles.
* p < .10; ** p < .05; *** p < .01



These numbers are referred to as the “minimum” and the “maximum” at
the base of the table, and what is called the “effect” is the difference be-
tween the two. The effect can be read as a summary measure of the im-
pact of an institution on any particular spending variable. In the case of
the vocational training systems, this effect is 6.6 percent, which is about
90 percent of the total time effect (and easily significant at a .01 level).

Countries with PR electoral systems (table 7.2, model 2) also re-
sponded to shocks by increasing spending more than did countries with
majoritarian systems. The effect is about 4 percent, or roughly half the
total time effect. The effect of partisanship (table 7.2, model 3) is more
complicated because right governments actually spend more on transfers
than left governments in the absence of shocks, but left governments re-
spond to shocks by increasing spending more than right governments. If
we focus only on the responses to shocks, the effect of having a left gov-
ernment is roughly the same as having PR (about 4 percent). One plausi-
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Table 7.2 Common Shocks, National Institutions, and Government Transfers
(Equation 7.2)

(1) (2) (3) (4)

Time effect (shock) 7.20*** 7.67*** 6.53*** 7.42***
(0.86) (0.87) (0.90) (0.53)

Vocational training*time dummies 0.013*** — — 0.006***
(0.002) (0.002)

PR*time dummies — 0.53*** — 0.35***
(0.08) (0.10)

Partisanship*time dummies — — –0.75*** –0.11
(0.21) (0.77)

Partisanship 0.93** 0.81** 3.91*** 1.23
(0.40) (0.40) (0.86) (0.77)

Dependency ratiot 0.54*** 0.58*** 0.64*** 0.58***
(0.07) (0.07) (0.08) (0.07)

Minimum 5.17 5.16 4.41 4.59
Maximum 11.72 9.22 8.32 11.11
Effect 6.56 4.07 3.91 6.57

Adjusted R-squared 0.92 0.92 0.92 0.92
Observations 564 564 564 564

Source: OECD Labor Force Statistics (various years); OECD National Accounts Yearbook Vol. II (various years);

UNESCO Yearbook (1999); Cusack (1991); Cusack and Engelhardt (2002); Lijphart (1994).

Notes: Standard errors are in parentheses. The results for the interactive terms correspond to β in the sta-

tistical model. The results for country and time dummies are not shown.

* p < .10; ** p < .05; ***p < .01



ble interpretation of this pattern is that there are transfers, such as pen-
sions, that are not redistributive and for which demand is high among
right-party constituencies, whereas transfers that respond to labor mar-
ket shocks tend primarily to affect left-party constituencies.

In a model where all three conditioning variables are entered simulta-
neously (table 7.2, model 4), vocational training and PR account for
roughly the same share of the cross-time variation, and for about 90 per-
cent together. However, since the two variables are highly correlated
(0.8), small measurement errors could have a significant impact on how
much of the variance is attributed to each variable. The estimated effect
of the partisan variable is notably reduced in the combined model. A rea-
sonable interpretation is that the institutions affect both partisanship and
responses to shocks. But again, since all three variables are correlated
and subject to measurement error, we must be careful in attributing ex-
act weights to each variable. In addition, the big standard errors on the
partisanship variables could be a result of multicollinearity.

Did governments respond differently to the changing economic envi-
ronment during the 1980s and 1990s than they did during the 1960s and
1970s? The question is difficult to answer with precision because govern-
ment spending did not change very much in the second period, leaving
very little variance to be explained. In itself this suggests that govern-
ments either became more constrained or reached an equilibrium level
of spending by the early 1980s where shocks were adequately addressed
through automatic disbursements of transfers. Either way, the implica-
tion is that small measurement errors can have big effects on the results.
With that caveat, table 7.3 reports the results by period (omitting the
controls for presentational economy).

Looking across periods, we see no indication that the distinctiveness of
government responses has diminished. In fact, all the parameters are
larger in the second period. But again, since the time effect is dramati-
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Table 7.3 Shocks and Government Transfers in Two Periods

1960 to 1979 1980 to 1995

Vocational training 0.015*** 0.054***
Time effect 7.44*** 0.84**
PR 0.364*** 1.51***
Time effect 6.76*** 1.44***
Partisanship 0.37** 1.27*
Time effect 6.19** 1.18***

Source: Authors’ compilation. Estimation results and data used in table 7.2.

* p < .10; ** p < .05; ***p < .01



fact that partisanship now records a strong effect makes good sense be-
cause we know from the microlevel analysis that income and exposure
to unemployment risks are negatively related. If left parties represent
low-income workers, they should be more responsive to unemployment
shocks.

Partisanship, however, does not appear to matter for responses to
deindustrialization. The reason may be that deindustrialization affects
workers across the income scale and therefore does not sharply differen-
tiate left and right constituencies. This interpretation is consistent with
the results in Torben Iversen and Thomas Cusack (2000) but leaves open
the possibility that left governments are more ideologically inclined to
expand public sector employment, which is not captured by the transfer
variable. In fact, if we use government spending on goods and services as
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Table 7.4 Shocks, National Institutions, and Government Transfers 
(Equation 7.3)

Exogenous Source of Shock

Unemployment Deindustrialization

Shock effect 5.10*** 8.15***
(0.22) (0.43)

Vocational training*shock 0.011*** 0.0012***
(0.004) (0.0005)

PR*shock 0.119 0.206***
(0.109) (0.074)

Partisanship*shock –0.489*** 0.128
(0.180) (0.128)

Partisanship 0.656 –3.629
(0.435) (4.471)

Population over age sixty-four 0.826*** 0.325***
(0.039) (0.059)

Minimum 2.22 6.52
Maximum 7.94 9.68
Effect 5.72 3.17

Adjusted R-squared 0.91 0.92
Observations 564 564

Source: OECD Labor Force Statistics (various years); OECD National Accounts Yearbook Vol. II (various years);

UNESCO (1999); Cusack (1991); Cusack and Engelhardt (2002); Lijphart (1994).

Note: Standard errors are in parentheses. The results for the interactive terms correspond to β in the sta-

tistical model. The results for country and time dummies are not shown.

* p < .10; ** p < .05; ***p < .01
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sloping in wages-cum-equality, but with a desire to restrain total taxes
dampening that slope. Thus, in equilibrium, welfare-targeted (insurance)
spending strictly rises with wL (equality), although with a kink at w0 and
more slowly thereafter; total social spending (insurance plus redistribu-
tion) declines with wL (equality), kinks at w0, and rises (more slowly)
thereafter; and the share of total spending targeted to the unemployed
rises weakly monotonically with wL (equality), reaching unity at w0 and
staying at 100 percent thereafter.

Median-Preserving Increases in Income Skew in the
Moene-Wallerstein Model

Moene and Wallerstein (2001) discussed only mean-preserving increases
in income skew, which they equated with falling median incomes and,
implicitly, upper class incomes rising (to fix the mean). Median-preserv-
ing skew increases, conversely, would have mean income rising with the
median fixed, implying that upper class incomes rise.11 The implications

Spending

Total Benefits,
or T(t*)

Benefits for Those
Without Earnings,
or (1 − e)c*N

Total Benefits When All
Benefits Are Targeted to
Those Without Earnings,
or T(t*⏐γ =0)

Wage
ww0

Figure 8.1 Preferred Policy of Employed Wage Earners

Source: Moene and Wallerstein (2001, figure 3). Reprinted with permission.



ance to unemployment are much greater than those of redistribution;
benefits targeted to those lacking income affect individuals’ decision to
work more strongly than do benefits not contingent on employment sta-
tus. We find scant evidence that redistribution affects pre-tax-and-transfer
90/50 ratios. Recall, however, that we intentionally avoided the direct ef-
fects on post-tax-and-transfer skew by using pretax measures and the in-
direct effects on pretax income for individuals at the lower end of the dis-
tribution by using the fiftieth percentile denominator.

We turn next to the policy variables. The policy effects of income skew
and participation are conditional, as expected, but the nature of that in-
teraction is unexpected. We find that higher participation attenuates the
relationship between skew and policy generosity, and concomitantly that
the relationship of participation to social policy generosity flattens with
greater skew.49 Nonetheless, at low political participation and income
skew, either variable has a significantly positive effect on social policy
generosity, consistent with our theoretical expectations for median-pre-
serving increases in income skew. The standardized coefficients of figure
8.2, which assume low participation (39.4 percent) and skew (1.44), sug-
gest that participation matters more for social insurance than for broad
redistribution, whereas a one standard deviation increase in skew ex-
plains a greater proportion of the sample variance in redistribution than
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Skew

Unemployment Social Insurance

Participation

Redistribution
.31**

.13*

.03
.03**

−.09**

−.06

.06

.20**.22**
.39**

Figure 8.2 Causal Relationships Among the Endogenous Variables

Source: Authors’ calculations.

Note: The numbers are standardized coefficients. The conditional coefficients for skew and participation

are calculated assuming low participation (39.4 percent) and low skew (1.44), respectively. 

*p < .10; **p < .05; coefficients without asterisks are marginally significant at p < .15



icy we estimated, following that now-familiar pattern: trending to +2.22
percent before falling back to +1.81 percent, and then almost back again
before declining anew. The feedback from social policies to participation,
meanwhile, induced a steady trend once more, this time to +3.5 percent,
and with only slight oscillation visible before finally abating.

Figure 8.4 plots the analogous consideration for Sweden, which started
with center-left government in 1960 and then experienced, first left-
government, then center-left, then center-right government, through
1998. Again, the responses in redistribution are most dramatic, rising
+1.41 percent of GDP in the early 1970s before declining hyperbolically
to +.44 percent of GDP at the start of the 1990s, and then plummeting to
–.91 percent by the end of that decade. The patterns in social insurance
spending and in unemployment are similar but flatter, declining to +.68
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percent and +.85 percent, +.26 percent and +.33 percent, and –.45 per-
cent and –.41 percent, respectively. Participation follows a smoother re-
sponse path, again, in Sweden, where it is vaguely sloping-hill-shaped,
declining to almost +1 percent and between +.9 percent and +.7 percent
over the plateau.

Finally, figure 8.5 shows the analogous responses in the United King-
dom. There, the brief return to the left in the early 1970s against a back-
ground of otherwise strongly rightward-trending government places a
hiccup in the otherwise steadily and sharply declining response paths.
And of course, in neither the United Kingdom nor Sweden is any re-
sponse in skew noticeable because, again, little feedback was found (in
good part, by construction) from policy or outcomes to the (pretax,
90/50 ratio) measure.
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Conclusions

Conflicts of interest over the generosity and structure of social policy in-
clude that between the relatively poor and wealthy and that between the
unemployed or precariously employed and the safely employed. The for-
mer conflict underlies the famous median voter result that democratic
demand for broad redistribution increases in the income skew, and the
latter yields a different theoretical conclusion: that inequality reduces
median voter demand for social insurance. In each case, the generosity
and structure of social policy may affect simultaneously the efficiency of
the labor market and the political participation of the less fortunate, thus
shifting the income and job security status of the median voter. These
considerations imply endogenous relationships between economic per-
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Table 8.1 Empirical System of Skew, Unemployment, Redistribution, Social Insurance,
and Participation: Estimation Results

Social Political
Skew Unemployment Redistribution Insurance Participation

Time lag 0.8196 0.6364 0.9151 0.8062 0.9269
0.0361 0.0318 0.0322 0.0484 0.0208

GFrag × time lag — — 0.0031 0.0212 —
0.0119 0.0110

GPol × time lag — — –0.0002 –0.0002 —
0.0005 0.0006

Spatial lag 0.0809 0.2069 0.1275 0.2232 —
0.0308 0.0450 0.0575 0.0595 —

U — — — –0.0577 –0.0421
0.0377 0.0562

S — — 12.1539 8.4677 1.9459
3.3458 3.2131 1.2057

P — — 0.2145 0.2080 —
0.0871 0.0842

S × P — — –0.1201 –0.1069 —
0.0461 0.0433

R 0.0002 0.0495 — 0.0143 0.0918
0.0012 0.0331 0.0230 0.0468

I — 0.3950 –0.1077 — 0.0571
0.0470 0.0469 0.0796

Pop65 –0.0048 –0.1111 0.0060 –0.0022 –0.1585
0.0032 0.0835 0.0706 0.0685 0.0747

Pop14 –0.0039 –0.0907 0.0078 –0.0340 —
0.0020 0.0551 0.0470 0.0395

UDen –0.0005 0.0025 0.0049 0.0074 0.0301
0.0005 0.0131 0.0133 0.0115 0.0108

Corp –0.0040 –0.0371 –0.0774 –0.0508 —
0.0019 0.0502 0.0441 0.0347

FinExp 0.0027 0.0323 — — —
0.0016 0.0409

TExp –0.0003 0.0381 — — —
0.0003 0.0094

SMC 0.0000 –0.0152 –0.0092 –0.0084 —
0.0001 0.0025 0.0019 0.0017

SMR –0.0001 0.0007 — — —
0.0001 0.0026

SMC × SMR 0.0000 0.0001 — — —
0.0000 0.0001
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Table 8.1 Continued

Social Political
Skew Unemployment Redistribution Insurance Participation

FLFP 0.0002 –0.1001 0.0011 –0.0320 –0.0147
0.0005 0.0166 0.0153 0.0133 0.0133

CumSDG — — –0.1348 –0.1172 —
0.0888 0.0761

CumSDG × FLFP — — 0.0026 0.0026 —
0.0013 0.0011

CumSCG — — — 0.0115 —
0.0171

ln(DMag) — — –0.0676 –0.1092 –0.0072
0.0438 0.0328 0.0763

IPC — — –0.1801 –0.1561 –1.1866
0.3157 0.2442 0.5831

EleDiff — — –0.0037 –0.0471 –0.1322
0.0998 0.0863 0.0575

GFrag — — 0.0643 –0.1366 —
0.1746 0.1059

GPol — — 0.0012 0.0014 —
0.0069 0.0049

GPart — — –0.0096 –0.0056 —
0.0028 0.0024

CurrCDG — — 0.2439 0.0084 —
0.4105 0.3122

E — — –0.0016 0.0255 —
0.0821 0.0620

Pres — — — — –1.5602
0.6080

PresProx — — — — 2.3025
0.4866

MandVote — — — — 1.8808
0.5580

RegReq — — — — –1.3230
0.6651

Number of observa-
tions – 
number of coef-
ficients =
0Free 311 – 311 – 311 – 311 – 311 –

29 = 282 30 = 281 40 = 271 42 = 26915 = 296
R-squared .9797 .9508 .9835 .9860 .9891

Source: Authors’ calculations.

Note: Equations estimated with country fixed effects (omitted) simultaneously by iterated 3SLS, with S × P in addi-

tion to the five dependent variables treated as endogenous and with year and country fixed effects in addition to all

other regressors treated as instruments. Estimated coefficients are in bold, with standard errors underneath. Entries

significant or nearly so in italics.



noticeable nearly half-point (+.4, although this is far less of its sample
range of about 18.6). The +.4 percent of GDP in redistribution induced
indirectly by FinExp’s effect on these economic outcomes is non-negligi-
ble (and about the same proportion of its sample range of about 25). The
–.04 percent of GDP induced change in insurance spending is negligible
absolutely and proportionately, as is the +.25 percent indirect effect on
voter participation.

Our other sort of hypothetical begins similarly by choosing starting
values for S, U, R, I, and P and the explanator of interest, in this case gov-
ernment partisanship, GPart. We then allow S, U, R, I, and P to respond
to these starting values according to their estimated mutual endogeneity
and temporal dynamics, ignoring as complicating the spatial dynamics as
orthogonal to our central interests here, until converging to a steady
state. From those steady-state values, we then perturb the variable of in-
terest, here GPart, by some hypothetical series of values the response to
which we wish to estimate. In this case, we take three well-known em-
pirical cases, Germany, Sweden, and the United Kingdom, and set as
starting values their actual S, U, R, I, and P values in the first year we
have all five variables. We then let the estimated system converge from
these and the 1960 value of GPart before tracking the innovations from
the steady state as the estimated responses of S, U, R, I, and P to the ac-
tual historical path of GPart, as seen in figures 8.3 to 8.5.53

In figure 8.3, we see the last two years of center-right (CDP-FDP) gov-
ernment in Germany in 1960 and 1961, followed by the twenty-one
years of center-left (SDP-FDP) government, 1962 to 1982, and then the
cycle and rightward drift of the next eighteen years, all plotted against
the right axis. The estimated responses to this are, from the top, the
(mostly direct) effect on social policies in the rather steady upward trend
of redistribution, to +3.55 percent of GDP at maximum, and then some
oscillation with a slight downward trend, and the similarly patterned rise
and then cycling drift in social insurance to +1.72 percent of GDP, down
to +1.24 percent, and back again. The responses this induced in pre-tax-
and-transfer inequality are negligible, as we estimated almost no feed-
back from policies to inequality, but the impact on unemployment is
quite appreciable, owing to the sizable distortionary effects of social pol-
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Table 8.2 Empirical System of Skew, Unemployment, Redistribution, Social Insurance,
and Participation: Estimation Results

Skew Unemployment Redistribution Insurance Participation

Δ(FinExp) = 4.5 0.06739 0.39580 0.38477 –0.03988 0.27571

Source: Authors’ calculations.
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tion leads to different participatory outcomes. Put another way, if the 
results shown in table 9.1 about the linearity of income’s effects are
roughly correct, then it should not matter for electoral participation
whether inequality is greater at the upper end or the lower end of the in-
come distribution—both should lead to lower turnout to a roughly equal
degree.

The results of these estimations are shown in table 9.2. They show
that inequality does indeed matter. Specifically, more inequality is associ-
ated with lower levels of electoral participation. These results are consis-
tent with previous work on the deleterious effects of income inequality
on the quality of citizen participation. Moreover, the results show that
different kinds of inequality have similar effects: inequality at the upper
end of the distribution and inequality at the lower end of the income dis-
tribution both enhance abstention.
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To see how much inequality matters we again calculated the substan-
tive effects, which are shown in figures 9.5 to 9.7. Figure 9.5 shows the
substantive impact of overall inequality on the probability of abstention,
while figures 9.6 and 9.7 show the impact of inequality at the higher and
upper ends of the distribution on the odds of abstention, respectively.

As inequality goes up, so do the odds of abstention from electoral par-
ticipation. These effects are unambiguous, and the inference does not de-
pend on what kind of inequality we consider. Moving from the most
equal countries in our sample (Sweden and Finland) to the most unequal
(the United States) means increasing the odds of abstention by about 14
percent: while the probability of abstention is only about 12 percent in
the most equal country, it is roughly 26 percent in the country with the
most unequal income distribution.

And while the different scales for inequality at the top versus inequal-
ity at the bottom make a direct comparison of the direct effects haz-
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ardous, it is clear that both types of inequality reduce electoral participa-
tion and that they do so in significant ways. The difference in the odds of
abstention between the country with the least unequal income distribu-
tion at the lower end of income (France) and the countries with the most
unequally distributed income among low-income individuals (Portugal,
the United States, and Spain) is 23 percent. Similarly, moving from the
country with the most equal distribution among high-income earners
(France) to the most unequal one (Portugal) increases the odds of ab-
stention by roughly 35 percent.

The Effects of Income Inequality on Individuals Above
and Below the Median

So far we have established several key facts. First, the effect of income on
electoral participation at the individual level is basically linear and posi-
tive. That is, individuals with relatively higher incomes participate more
and those with lower incomes relative to the median income participate
less in elections. Moreover, we have established that inequality affects
participation negatively—and it does so regardless of whether income is
more concentrated at the upper or lower end of the income distribution.
Thus, inequality increases abstention because it increases the number of
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Table 9.1 Individual Income and Electoral Abstention

Logit Multilevel

Distance to median income –0.069** –0.012**
(0.010) (0.002)

Distance to median income-squared 0.006* 0.001*
(–0.003) (0.0005)

Age –0.026** –0.004**
(0.008) (0.001)

Age-squared 0.0002* 0.00003*
(0.000) (0.000)

Education –0.043** –0.006**
(0.011) (0.002)

Female 0.219** 0.034**
(0.041) (0.007)

Marital status 0.145** 0.024**
(0.048) (0.008)

Life satisfaction –0.022 –0.004*
(0.011) (0.002)

Interpersonal trust –0.203** –0.033**
(0.044) (0.007)

Distrust in institutions 0.438** 0.075**
(0.039) (0.006)

Unskilled manual 0.077 0.013
(0.071) (0.012)

Skilled or semiskilled manual –0.041 –0.008
(0.052) (0.009)

Unemployed –0.071 –0.005
(0.107) (0.018)

GDP per capita –0.0002* –0.00003*
(0.000) (0.000)

Growth 1995 to 1999 –0.188** –0.029**
(0.020) (0.003)

Index of disproportionality 0.000 0.000
(0.003) (0.001)

Australia –1.616** –0.202**
(0.098) (0.011)

Belgium –0.101** –0.016**
(0.082) (0.014)

Constant 1.489 0.659
(0.301) (0.048)

Pseudo R-squared 0.07 0.07
Observations 15,088 15,088

Source: Authors’ calculations based on 1990–2001 World Values Survey and the Luxembourg Income

Study (LIS) data set.

Note: Two-way instrumented variable models. Multilevel models are hierarchical linear models with ran-

dom intercepts estimated with generalized linear latent and mixed models (GLLAMM). Robust standard

errors are in parentheses.

* p < .05; ** p < .01



Table 9.2 Effects of Overall Inequality on Electoral Abstention

Logit Multilevel Logit Multilevel Logit Multilevel

Distance to median income –0.064** –0.010** –0.068** –0.011** –0.068** –0.011**
(0.011) (0.002) (0.011) (0.002) (0.011) (0.002)

Distance to median income-squared 0.003 0.001 0.005 0.001* 0.004 0.001
(0.003) (0.001) (0.003) (0.001) (0.003) (0.001)

Overall Gini 16.903** 2.97**
(1.243) (0.193)

P50TOP10 0.993** 0.198**
(0.292) (0.044)

P99TOP50 0.931** 0.173**
(0.100) (0.016)

Age –0.022** –0.003* –0.024** –0.003** –0.023** –0.003*
(0.008) (0.001) (0.008) (0.001) (0.008) (0.001)

Age-squared 0.000 0.000 0.000 0.000 0.000 0.000
(0.000) (0.000) (0.000) (0.000) (0.000) (0.000)

Education –0.063** –0.01** –0.054** –0.008** –0.062** –0.01**
(0.013) (0.002) (0.013) (0.002) (0.013) (0.002)

Female 0.287** 0.041** 0.253** 0.037** 0.269** 0.039**
(0.045) (0.007) (0.045) (0.007) (0.045) (0.007)

Marital status 0.145** 0.023** 0.168** 0.027** 0.163** 0.026**
(0.052) (0.008) (0.052) (0.008) (0.052) (0.008)

Life satisfaction –0.012 –0.002 –0.024* –0.004* –0.017 –0.003
(0.012) (0.002) (0.012) (0.002) (0.012) (0.002)

Interpersonal trust –0.194** –0.027** –0.238** –0.036** –0.23** –0.034**
(0.049) (0.007) (0.049) (0.007) (0.049) (0.007)



Distrust in institutions 0.422** 0.07** 0.451** 0.074** 0.442** 0.073**
(0.042) (0.007) (0.042) (0.007) (0.042) (0.007)

Unskilled manual 0.01 0.007 0.033 0.007 –0.007 0.002
(0.08) (0.013) (0.078) (0.013) (0.079) (0.013)

Skilled or semiskilled manual –0.024 –0.007 –0.057 –0.011 –0.05 –0.01
(0.056) (0.009) (0.056) (0.009) (0.056) (0.009)

Unemployed 0.198 0.042* 0.114 0.029 0.168 0.037
(0.113) (0.019) (0.114) (0.019) (0.113) (0.019)

GDP per capita 0.0004** 0.0001** 0.0004** 0.0001** 0.0004** 0.0001**
(0.000) (0.000) (0.000) (0.000) (0.000) (0.000)

Growth 1995 to 1999 –0.161** –0.024** –0.161** –0.026** –0.171** –0.027**
(0.022) (0.003) (0.022) (0.003) (0.021) (0.003)

Index of disproportionality –0.036** –0.007** –0.013* –0.003** –0.035** –0.007**
(0.004) (0.001) (0.005) (0.001) (0.005) (0.001)

Australia –2.29** –0.324** –2.02** –0.28** –2.117** –0.296**
(0.108) (0.013) (0.150) (0.020) (0.110) (0.014)

Belgium –0.288** –0.058** –0.057 –0.011 –0.292** –0.057**
(0.083) (0.014) (0.082) (0.014) (0.085) (0.014)

Constant –0.889* 0.219** 1.831** 0.614** 0.883* 0.499**
(0.406) (0.064) (0.420) (0.061) (0.381) (0.058)

Observations 13,384 13,384 13,384 13,384 13,384 13,384
Pseudo-R-squared 0.09 0.09 0.07 0.07 0.08 0.08

Source: Authors’ calculations based on 1990–2001 World Values Survey and the Luxembourg Income Study (LIS) data set.

Note: Two-way instrumented variable models. Multilevel models are hierarchical linear models with random intercepts estimated with generalized linear latent and

mixed models (GLLAMM). Robust standard errors are in parentheses. P50TOP10 = ratio between the fiftieth and tenth income percentiles (equivalized disposable

household income). P99TOP50 = the ratio between the ninety-ninth and fiftieth income percentiles (equivalized disposable household income).

* p < .05; ** p < .01



Table 9.3 Inequality and Electoral Abstention Above and Below the Median

Logit Multilevel

Below Above Below Above

Overall Gini 7.518** 9.643** 1.606** 1.738**
(2.057) (1.793) (0.338) (0.256)

Age –0.007 –0.037* –0.001 –0.005*
(0.011) (0.016) (0.002) (0.002)

Age-squared 0.000 0.000 0.000 0.000
(0.000) (0.000) (0.000) (0.000)

Education –0.066** –0.071** –0.011** –0.01**
(0.020) (0.019) (0.003) (0.003)

Female 0.274** 0.353** 0.046** 0.046**
(0.068) (0.070) (0.012) (0.010)

Marital status 0.19** 0.023 0.032** 0.004
(0.070) (0.086) (0.012) (0.012)

Life satisfaction –0.015 –0.023 –0.003 –0.004
(0.016) (0.022) (0.003) (0.003)

Interpersonal trust –0.202** –0.255** –0.032** –0.034**
(0.073) (0.074) (0.012) (0.010)

Distrust in institutions 0.318** 0.612** 0.057** 0.087**
(0.058) (0.071) (0.010) (0.010)

Unskilled manual 0.101 –0.145 0.018 –0.015
(0.100) (0.160) (0.018) (0.023)

Skilled or semiskilled manual –0.035 0.017 –0.007 0.002
(0.077) (0.098) (0.013) (0.014)

Unemployed 0.313* 0.312 0.065* 0.051
(0.137) (0.247) (0.025) (0.037)

GDP per capita –0.003** –0.003** –0.001** 0.004**
(0.000) (0.000) (0.000) (0.000)

Growth 1995 to 1999 –0.182** –0.153** –0.031** –0.022**
(0.037) (0.029) (0.006) (0.004)

Index of disproportionality –0.019** –0.02** –0.004** –0.004**
(0.006) (0.007) (0.001) (0.001)

Australia –1.825** –2.114** –0.274** –0.26**
(0.159) (0.174) (0.022) (0.018)

Belgium –0.161 –0.307* –0.031 –0.056**
(0.127) (0.126) (0.024) (0.019)

Constant 1.231 0.503 0.55** 0.369**
(0.631) (0.689) (0.104) (0.092)

Observations 5,683 6,123 5,683 6,123
Pseudo-R-squared 0.07 0.08 0.07 0.08

Source: Authors’ calculations based on 1990–2001 World Values Survey and the Luxembourg Income

Study (LIS) data set.

Note: Two-way instrumented variable models. Multilevel models are hierarchical linear models with ran-

dom intercepts estimated with generalized linear latent and mixed models (GLLAMM). Robust standard

errors are in parentheses.

* p < .05; ** p < .01
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Notes

1. Some researchers have found that the positive effect of education on political
support is less consistent than portrayed by Almond and Verba (1963). Thus,
Ola Listhaug and Matti Wiberg (1995) found, for example, that the effects of
education on support for “order” institutions (church, armed forces, police)
are frequently negative, while the relationship with support for parliament is
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Table 9A.1 Inequality of Disposable Income

Country Gini 50/10 99/50

Australia 0.310 2.157 3.252
Austria 0.293 1.849 3.169
Belgium 0.284 1.816 3.219
Canada 0.301 2.152 3.420
Denmark 0.266 2.011 3.700
Finland 0.240 1.630 2.992
France 0.310 1.186 2.357
Germany 0.260 1.825 3.219
Greece 0.320 2.483 5.282
Ireland 0.331 2.137 4.369
Italy 0.345 2.371 4.645
Netherlands 0.264 1.821 2.928
Norway 0.250 1.691 3.019
Portugal 0.320 2.668 7.031
Spain 0.305 2.567 4.971
Sweden 0.239 1.656 2.841
United States 0.371 2.617 5.511
United Kingdom 0.350 2.142 4.552

Source: Authors’ calculations based on the Luxembourg Income Study (LIS) data set.
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Figure 10.1 Illustration of the Metzer-Richard Model

Source: Authors’ compilation.
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Figure 10.2 Illustration of Our Model

Source: Authors’ compilation.



Other Variables

As indicated earlier, we believe that the political mobilization of low-
income groups matters to party responses to inequality. We hypothesize
that this variable either renders left parties alone more leftist when they
react to inequality or, alternatively, has a similar effect on left and right
parties. In principle, it would be desirable to estimate separately how
voter turnout and unionization condition partisan responses to inequal-
ity, but our data set is quite limited, and these variables are correlated
with each other. To simplify matters, and to avoid multicollinearity prob-
lems, we combine turnout and unionization into a single variable, which
we refer to as “low-income mobilization.” We generate this single mea-
sure of low-income mobilization by summing standardized scores for
voter turnout and union density and lag the impact of this variable by
averaging observations over five years, including the election year in
question.10

Table 10.3 reports mobilization scores by country. Based on the most
recent observations in our data set as well as average scores, Sweden,
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Empirical Results

The results reported here were obtained by estimating a series of models
with the following specification:

Yit = β0 + β1X1it + . . . + βnXnit + εit (10.1)

where Yit represents the positions on the left-right dimension of either
left or right parties, β0 represents a general intercept, X1 to Xn are the ex-
planatory variables (wage inequality, household income inequality, low-
income mobilization, the position of the median voter, and the effective
number of parties),12 β1 to βn are the slopes of the explanatory variables,
and εit denotes the errors.

We recognize that there may be a number of country-specific effects
that we cannot estimate directly (specific historical circumstances, insti-
tutional complexities, and so on) and that the existence of country-
specific omitted variables could affect the accuracy of our estimation. To
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Source: Authors’ calculations based on regression results presented in table 10.4.
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crease in inequality since the early 1980s. The United Kingdom, Sweden,
and the United States stand out as the OECD countries in which wage in-
equality and household income inequality have both increased quite dra-
matically. However, wage inequality declined in Denmark, France, and
Norway and increased only modestly in Australia, Finland, and Italy over
the (variable) time periods for which data are available. The tendency for
household income inequality to increase is more pervasive, but Den-
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Table 10.1 Country-Election-Years Covered and Descriptive Inequality Data

Household
Wage Inequality Inequality

Most Most 
Election Years Recent Changea Recent Changea

Australia 1983, 1984, 1987, 
1990, 1993, 1996, 
1998, 2001 2.998 +6.0% .317 +12.8%

Belgium 1987, 1991, 1995, 1999 1.96 —a .258 +13.7
Britain 1974 (February), 1974 

(October), 1979, 1983, 
1987, 1992, 1997, 2001 3.45 +17.3 .343 +28.0

Denmark 1988, 1990, 1994 2.155 –1.7 .236 –7.1
Finland 1987, 1991, 1995, 1999, 

2003 2.417 +2.5 .247 +18.2
France 1981, 1986, 1988, 1993, 

1997, 2002 3.106 –5.1 .278 –5.8
Germany 1987, 1990, 1994, 1998, 

2002 3.036 +9.4 .275 +7.0
Italy 1987, 1992, 1994, 1996 2.372 +5.0 .339 +14.1
Netherlands 1986, 1989, 1994, 1998, 

2002, 2003 2.92 +18.5 .248 –4.6
Norway 1993, 1997, 2001 1.99 –1.5 .251 +8.7
Sweden 1976, 1979, 1982, 1985, 

1988, 1991, 1994, 
1998, 2002 2.28 +12.6 .252 +27.9

United States 1976, 1980, 1984, 1988, 
1992, 1996, 2000 4.592 +24.3 .370 +22.9

Source: wage inequality: OECD (1999, 2004); household inequality: Luxembourg Income Study (LIS), “Income In-

equality Measures,” accessed April 15, 2007 at http://www.lisproject.org/keyfigures/ineqbble.html.
a Change is measured as the change from the minimum to the most recent observation unless the most recent ob-

servation is also the minimum observation; in the latter cases, change is measured as the change from the maximum

observation to the most recent observation. A break in the series does not allow us to calculate change for Belgium.



set, and similarly, we code as “main party of the right” the party that won
the largest share of the non-left vote in the most elections (see table
10.2). While party positions change, our analysis thus holds the identity
of main left parties and main right parties constant.8

Figure 10.3 graphs annual averages for the left-right scores of the left
and right main parties over the period 1975 to 1998 in the twelve coun-
tries included in the data set. Values for non-election years have been in-
terpolated linearly, so that all twelve countries are included in most of
the annual averages.9 In marked contrast to the American case (McCarty,
Poole, and Rosenthal 2006), we do not observe any secular OECD-wide
trend toward the polarization of party politics over this period. If wage
inequality and household inequality had uniformly increased across the
OECD countries over the same period, this would be a most damning
picture for this chapter’s partisan Meltzer-Richard model. As noted al-
ready, however, inequality increased significantly only in some of the
countries included in our data set (see table 10.1). Also, we hasten to
stress that our framework posits that trends in wage inequality and
household income inequality have different political effects and that
other variables must be taken into account. By focusing on trends over
time and pooling data across twelve countries, figure 10.3 hides much of
the interesting variation in our data set. In short, it is necessary to engage
in multivariate analysis to estimate the effects of different forms of in-
equality on party politics.
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Table 10.2 Main Parties of the Left and Right

Left Right

Australia Labour Liberals
Belgium Socialists (SP+PS) Christian Democrats (CVP+PSC)
Britain Labor Conservatives
Denmark Social Democrats (SD) Conservatives (KF)
Finland Social Democrats (SSDP) Center Party (SK)
France Socialists (PS) Gaullists (RPR, UMP)
Germany Social Democrats (SPD) Christian Democrats (CDU/CSU)
Italy PCI/PDS Christian Democrats (DC)
Netherlands Labor (PvdA) Christian Democrats (CDA)
Norway Labor (DNA) Conservatives (H)
Sweden Social Democrats (SAP) Moderates
United States Democrats Republicans

Source: Authors’ compilation.



Denmark, and Belgium stand out as the countries with the highest levels
of low-income mobilization. At the other end of the spectrum, the
United States stands out as the country in which low-income groups are
by far the least mobilized as participants in the political process. France
and the Netherlands also fall into the low-mobilization camp, as does the
United Kingdom in the more recent period. The decline of low-income
mobilization is most striking in the British case but emerges very clearly
as a general trend in our data. In every single country included in our
analysis, the most recent mobilization scores are also the lowest.

With total observations of only sixty-eight, we want to keep the num-
ber of control variables to a minimum. However, it is clearly necessary to
control for the center of political gravity. Our theoretical framework gen-
erates predictions about the effects of inequality on relative party posi-
tions, not about its effects on the center of political gravity. As mentioned
earlier, we control for the effects of the center of political gravity by in-
cluding a measure of the position of the median voter developed by Kim
and Fording (1998, 2003) in our analysis. Using CMP data, Kim and
Fording identify the midpoints between parties that have been ranked on
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Table 10.3 Mobilization Scores by Country

Average Mid-1980s Most Recent 

Sweden 2.241 2.411 1.725
Denmark 1.839 2.023 1.655
Belgium 1.561 1.557 1.49
Australia .956 1.219 .468
Finland .772 .831 .472
Norway .359 .586a .311
Italy .287 .458 .060
Britain –.398 .033 –1.207
Germany –.423 .096 –.600
Netherlands –.863 –.536 –1.106
France –1.83 –.968 –2.058
United States –3.458 –3.328 –3.454

Source: Sum of standardized scores for voter turnout and net union density (union members as a per-

centage of the employed labor force). Turnout data from Armingeon et al. (2004), supplemented by In-

ternet sources for 2003. Union density data from Ebbinghaus and Visser (2000) except for Australia,

Japan, the United Kingdom, and the United States: pre-1990 figures for these countries from Visser

(1996) and post-1990 figures provided by Ebbinghaus. The following observations were extrapolated: all

countries for 2001, Switzerland for 2002 and 2003, Sweden for 2002, Finland for 2002 and 2003, the

Netherlands for 2002 and 2003, France for 2002, and Germany for 2002.
a The Norwegian “mid-1980s” figure refers to 1993.



fect whatsoever on the position of right parties. By contrast, household
income inequality is strongly associated with more rightist right parties,
but we do not observe any relationship between household inequality
and the position of left parties.14 The coefficient of our mobilization vari-
able is negative but not statistically significant for left parties, while posi-
tive and significant for right parties. Rather surprisingly, high voter
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Table 10.4 Determinants of Party Positions on the Left-Right Dimension

Main Effects WI*MOB HI*MOB

Left Right Left Right Left Right

Constant 9.419 2.819 14.768 17.795 16.219 18.138
(21.208) 23.040 (21.411) (20.612) (17.315) (21.756)

.657 .903 .490 .388 .349 .404
Wage inequality –11.425 1.239 –16.093 –5.912 –17.997 –7.025

(7.117) (7.006) (6.148) (4.840) (6.339) (5.554)
.108 .860 .009 .222 .005 .206

Household inequality 53.295 111.193 72.658 124.163 86.709 136.948
(76.687) (43.506) (92.074) (39.130) (90.073) (42.926)

.487 .011 .431 .002 .336 .001
Low-income mobilization –1.116 5.236 6.296 16.847 13.122 23.462

(1.488) (.2.405) (3.805) (4.627) (6.056) (5.666)
.454 .029 .098 .000 .030 .000

WI*mobilization –2.658 –4.137
(1.031) (1.135)

.010 .000
HI*mobilization –55.216 –70.375

(20.980) (17.217)
.008 .000

Median voter position .535 .134 .549 .145 .571 .169
(.054) (.086) (.076) (.074) (.071) (.074)
.000 .119 .000 .049 .000 .023

Number of parties –.461 –4.314 –.430 –4.779 –.453 –4.817
(.935) (1.240) (.982) (1.023) (.923) (.995)
.622 .001 .661 .000 .624 .000

R-squared overall .432 .401 .472 .485 .489 .482
Observations 68 68 68 68 68 68

Source: Authors’ calculations.

Note: Results are from generalized least squares random-effects models. Numbers are estimated coefficients; num-

bers in parentheses are robust variance standard errors that adjust for within-country correlation; numbers in italics

are p-values from two-sided t-tests.



lization constant. In many countries, mobilization levels have fallen at
the same time as either or both forms of income inequality have in-
creased, rendering the predictions of our model more ambiguous.

For seven countries, table 10.6 reports on the positions held by the
main parties of the left and right at the beginning of the 1980s and
2000s. To mitigate the problem of election-to-election volatility, we have
averaged the scores for two consecutive elections in the 1970s (or the
late 1970s and very early 1980s) and the scores for the two last elections
included in the CMP database. In addition, table 10.6 records the ab-
solute difference in left-right scores between the main left and main right
parties and the midpoint between their positions (the latter measure be-
ing akin to the center-of-gravity variable used in the previous analysis).
Considering changes in these two measures jointly enables us to distin-
guish between right-skewed and left-skewed polarization or conver-
gence. To keep our discussion relatively simple, table 10.6 includes the
three countries with the highest average mobilization scores and the
three countries with the lowest average mobilization scores (see table
10.3). In addition, we include the United Kingdom as an ambiguous case
of special interest.

For our purposes, comparing the trajectories of partisan politics in
Sweden, the United States, and the United Kingdom is particularly ger-
mane because all three countries experienced very large increases in
both wage and household income inequality in the 1980s and 1990s (see
table 10.1), and yet they vary dramatically in terms of our conditioning
variable—political mobilization of low-income groups. In our data set,
Sweden is the country with the highest mobilization scores, while the
United States is the country with the lowest mobilization scores. In Swe-
den, voter turnout dropped from 90.7 percent in 1979 to 80.1 percent in
2002, but union density essentially held steady over this period. In the
United States, by contrast, voter turnout held steady while union den-

Inequality as a Source of Political Polarization 341

Table 10.5 Expected Polarization Patterns

Low-Income Mobilization

Low Medium High

Wage inequality No polarization Left-skewed Left-skewed
rising polarization polarization

Household income Right-skewed Right-skewed No polarization
inequality rising polarization polarization

Both wage inequality Right-skewed Symmetric Left-skewed 
and household income polarization polarization polarization
inequality rising

Source: Authors’ compilation.



sity continued to decline. However, the changes in mobilization scores
recorded for these countries are minor by comparison to those in the
United Kingdom, which was closer to the mean mobilization score than
any other country at the onset of the 1980s but had become a low-mobi-
lization country by the late 1990s.

By the logic set out here, we should observe right-skewed polarization
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Table 10.6 Left-Right Scores of the Main Left and Right Parties Circa 1980 and
2000, Selected Countries

Left Right Left-Right Difference Midpoint

United States
1976, 1980 –20.5 14.5 34.5 –3.3
1996, 2000 2.6 18.7 26.1 15.7
Change 23.1 14.3 –8.4 19.0

United Kingdom
1974 (October), 1979 –27.1 17.9 45.0 –4.6
1997, 2002 6.8 20.3 13.5 13.6
Change 33.9 2.4 –31.5 18.2

Sweden
1976, 1979 –13.4 12.7 16.4 .4
1998, 2002 –10.9 37.7 48.6 13.4
Change 2.5 25.0 22.5 13.0

France
1978, 1981 –33.5 17.3 50.8 –8.1
1997, 2002 –14.7 –6.1 8.6 –10.4
Change 18.8 –23.4 –5.1 –2.3

Denmark
1977, 1979 –12.1 29.0 41.1 8.5
1998, 2001 –4.2 19.8 24.0 7.8
Change 7.9 –9.2 –17.1 –.7

Belgium
1977, 1978 –20.5 –1.5 19.0 –8.1
1995, 1999 –19.2 –5.4 13.9 –10.4
Change 1.2 –3.9 –5.1 –2.3

Netherlands
1977, 1981 –37.1 –15.5 21.6 –26.3
2002, 2003 –5.2 2.5 7.7 –1.3
Change 31.9 18.0 –13.9 18.6

Twelve-country average
Early –22.1 7.9 30.0 –7.1
Recent –5.3 18.6 23.8 6.7
Change 16.8 10.7 –6.2 13.8

Source: Authors’ calculations based on data in Klingemann et al. (2006).



Notes

1. As we explain later, data availability determined the countries included in
our analysis. The twelve countries included are Australia, Belgium, Britain,
Denmark, Finland, France, Germany, Italy, the Netherlands, Norway, Swe-
den, and the United States. Altogether, our analysis encompasses sixty-
eight election-years over the period 1974 to 2003.

2. In this respect, our main claim to novelty is that we apply partisan theory to
the question of how income distribution affects politics. Most existing alter-
natives to the Meltzer-Richard model (for example, Iversen and Soskice
2001; Moene and Wallerstein 2001) share—or at least do not challenge—
the assumption that the median voter determines government policy. The
notable exception represented by Woojin Lee and John Roemer (2005) in-
forms our own discussion.

3. See the appendix for a list of our data sources and tables 10.1, 10.2, 10.3,
and 10A.1 for summary statistics.

4. Another reason for measuring household inequality in terms of disposable
income is that it enables us to include Belgium, France, and Italy in our
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Table 10A.1 Summary Statistics 

Standard
Variable Mean Deviation Minimum Maximum

Main left position –11.507 15.698 –48.5 29.26
Main right position 17.593 17.065 –10.55 59.8
Wage inequality (90/10 
ratio) 2.796 .635 1.96 4.592

Household inequality 
(Gini coefficient) .271 .042 .197 .370

Low-income mobilization 0 1.689 –3.697 2.413
Median position –2.6836 20.51432 –47.04074 41.77728
Effective number of parties 4.333 1.760 2.020 9.776

Source: party positions: Klingemann et al. (2006); wage inequality: OECD (1999, 2004); household in-

equality: Luxembourg Income Study (LIS), “Income Inequality Measures,” accessed April 15, 2007 at

http://www.lisproject.org/keyfigures/ineqtable.htm; low-income mobilization: sum of standardized

scores for voter turnout and net union density (union members as a percentage of the employed labor

force); turnout data from Armingeon et al. (2004), supplemented by internet sources for 2003; union

density data from Bernhard Ebbinghaus and Jelle Visser (2000) except for Australia, Japan, the United

Kingdom, and the United States: pre-1990 figures for these countries from Visser (1996) and post-1990

figures provided by Ebbinghaus; the following observations were extrapolated: all countries for 2001,

Switzerland for 2002 and 2003, Sweden for 2002, Finland for 2002 and 2003, the Netherlands for 2002

and 2003, France for 2002, and Germany for 2002; median position: transformed Kim-Fording measure,

based on data downloaded from HeeMin Kim’s home page, accessed April 15, 2007 at http://www

.garnet.acns.fsu.edu%7Ehkim/; effective number of parties: based on a measure developed by Laakso

and Taagepera (1979); data from Armingeon et al. (2004); updated for 2003 based on CMP data in

Klingemann et al. (2006).



different insight: the greater the difference between the median and the
average voter, the greater the welfare gains from making institutions less
democratic. Less democratic institutions move policy toward the position
of the richer and less redistributive average voter (see figure 11.1). As a
result, greater inequality of endowments increases the incentives of, and
the potential resources available to, political entrepreneurs to bring about
institutional change.10

In a highly equal society, where by definition the median and the av-
erage voter are almost identical, there is little or no welfare loss from
adopting a PR democracy; the system that we now know empirically
most reliably yields the policy desired by the median voter (Huber and
Powell 1994). As society becomes more unequal, the gap between the
mean and median incomes grows.

As a practical matter, the income distribution can change shape in any
number of different ways. Greater inequality, for example, may come
about because of gains at the top of the income distribution, or losses at
the bottom, or both. The point we wish to emphasize, however, is that an
increasing gap between the median and mean incomes moves the aver-
age income (and endowment) “up” the distribution to a higher per-
centile in every case.

Growing inequality thus makes the average voter less favorable to re-
distribution. If a highly equal society were to become less equal, there
could be welfare gains from adopting (or retaining) a majoritarian democ-
racy. Majoritarian institutions have been shown empirically to produce
policies that, on average, are to the (less redistributional) “right” of the
median voter.11 As inequality rises further, and the policy distance be-
tween the average and median citizen increases again, there can be wel-
fare gains from a restricted, typically property-based, franchise. Again,
this restricted franchise would yield a policy that is closer to the ideal
point of the average citizen. At the extreme of inequality, where the citi-
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Figure 11.1 Relative Positions of Median and Average Incomes for Different
Institutional Choices

Source: Authors’ compilation.

Note: Figure assumes fixed median income (ym) and displays the ordinal location of average income un-

der proportional representation ( y,PR), majoritarian democracy ( y,MAJ), democracy with limited franchise

( y,LIM), and absolutism ( yABS).
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Figure 11.2 Labor Force Participation and Enfranchisement in Nine Countries,
1830 to 1975
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Figure 11.2 Continued
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Figure 11.2 Continued

Source: Flora (1983), Williamson (n.d.).

Note: Vertical bars denote World Wars I and II.



trends in inequality. Again, we think, not so. For one thing, exogenous
changes in technology and trade that shift the value of endowments, and
hence raise or lower inequality, are hardly a thing of the past. These
changes have occurred in recent decades and are occurring today.

As we shall see later in the chapter, changes in inequality appear to
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Table 11.1 Some Major Historical Changes in Institutions and Inequality

Antecedent Exogenous Shock(s)
Institutional Change Change in Inequality that Changed Inequality

Rise of ancient Greek Decreased inequality be- Military technology (rise of 
democracy tween aristocrats and hoplites), trade (especially 

commoners with Magna Graecia, 
Black Sea regions, Egypt)

Rise of Roman Republic Decreased inequality be- Military technology (rise of 
tween Senatorial and infantry; parallels with 
other classes Greece)

Fall of Roman Republic, Increased inequality be- Trade (imports of slave-
rise of Caesarism tween rich and poor, produced grain), military 

military and nonmilitary technology (superiority of 
professional soldiers)

Rise of feudalism Increased inequality be- Military technology: stir-
tween lords and peasants rup, mounted knights

Decline of feudalism, de- Decreased inequality be- Disease (Black Death): sud-
mocratization of tween lords and peasants, den rise in capital-labor 
Renaissance cities urban elites and masses and land-labor ratios

Reformation: democratiza- Decreased inequality be- Information technology: 
tion of Church tween laity and clergy literacy, printing, vernac-

ular literature
Rise of absolutism Increased inequality be- Military technology (“mili-

tween state elites and tary revolution”), crush-
subjects ing burden of taxation

Age of democratic revolu- Decreased inequality be- Military technology (levée 
tion in Europe and North tween traditional elites en masse), trade (within 
America (especially landed elites) Europe and overseas), 

and masses possibility of emigration
Second wave of democrati- Further decrease in in- Two world wars: insatiable 
zation broadening of equality between owners demand for soldiers and 
franchise and participation and workers, males and workers
in Europe and the United females, majorities and 
States minorities

Source: Authors’ compilation.



Table 11.2 Ordinary Least Squares (OLS) and Generalized Least Squares (GLS) Estimates of Labor Force Participation and
Wealth on Political Enfranchisement in Nine Countries, 1840 to 1944

OLS GLS

(1) (2) (3) (4) (5) (6) (7) (8)

Log(GDP/capita) 0.265** 0.317** 0.407*** 0.303*** 0.263** 0.321** 0.429** 0.311**
(0.082) (0.095) (0.114) (0.078) (0.101) (0.123) (0.152) (0.105)

L.F. participation 2.953* 3.831*** 4.642*** — 3.572* 4.470*** 5.662***
(1.493) (1.031) (0.986) (1.681) (1.170) (1.255)

Inter-war period 0.221* 0.149** — 0.334*** 0.199* 0.138* 0.327***
(0.112) (0.063) (0.085) (0.106) (0.063) (0.084)

World War II 0.198 — — 0.374*** 0.168 0.358**
(0.138) (0.096) (0.141) (0.107)

Constant –3.713*** –4.667*** –5.879*** –2.204*** –4.092*** –5.116*** –6.737*** –2.272**
(0.698) (0.450) (0.638) (0.643) (0.768) (0.729) (1.153) (0.869)

Observations 153 153 153 153 153 153 153 153
R-squared 0.83 0.82 0.80 0.80 0.76 0.74 0.71 0.74

Source: Authors’ compilation.

Note: Robust standard errors clustered on country are in parentheses. Countries in regressions include Belgium, Denmark, France, Germany, Italy, the Netherlands,

Norway, Sweden, and the United Kingdom. Observations are five year averages. All models include a full set of country dummies.

* p < .10; ** p < .05; ***p < .01
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countries, and between these countries and the rest of the world, consti-
tutes a puzzle. Why do some countries exhibit higher levels of wealth in-
equality than others? What are the political and institutional foundations
of these differences? Why do some countries (Norway and Sweden) ex-
hibit relatively lower levels of income inequality and very high levels of
wealth inequality, whereas others (the United States) are consistently
inegalitarian along different dimensions of inequality? Wealth plays a
central role in determining people’s life chances and their ability to fare
well during adverse tides, and it conditions the impact that income may
have at any given point in time. Thus, a deeper comparative knowledge
of the political foundations of wealth inequality ought to rank very high
among future priorities in the field.

The third area where a life-course perspective and a micro-macro ap-
proach could be fruitfully combined to advance existing understandings
of inequality is in understanding the link between politics, institutions,
and equality of opportunity (Dworkin 2000; Roemer 1998). As we noted
earlier, wealth, inequality, and opportunities are intimately related to
one another, but wealth does not fully determine opportunities (and vice
versa). There are many ways in which the constraints on equality of op-
portunity imposed by unequal distributions of wealth can be overcome
through politics.

In a recent study, John Roemer and his colleagues (2003) asked to
what extent different fiscal systems help equalize the ability of different
social groups to achieve similar levels of income. Their approach builds
on the idea that differences in outcomes can be broken into two compo-
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Figure 12.1 Gini Coefficients for Different Concepts of Income and Wealth

Source: Luxembourg Income Survey (LIS).
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