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Abstract

Based on the standard axiom of individual utilitgximization, rational choice has postulated that
higher income inequality translates into greatedisteibution by shaping the median voter's
preferences. While numerous papers have testegriimsition, the literature has remained divided
over the appropriate measure for redistributionvigng the original contribution by Meltzer and
Richard, the present paper argues that the median kiypothesis implies that relative redistribatio
should increase in line with inequality. An empalicdest based on 110 observations from the
Luxembourg Income Study fails to find any suppant the hypothesis. By contrast, voters’ actual
preferences offer a better guide to understandedgstributive outcomes. The findings challenge the
narrow concept of human motivation that underpatonal choice, and point to the importance of
fairness orientations that have been emphasizkdhavioural economics.

Keywords: income distribution, redistribution, madlivoter theorem, behavioural economics
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1. Introduction: redistribution and poverty

At the danger of over-simplification, income poyeig a function of two factors: the level of avezag
incomes and their distribution between householt$ persons. Holding income levels constant,
poverty will generally be more severe when incoesdistributed more unevenly (see e.g. Kanbur
2005). Consequently, countries with comparablernmedevels can have very different outcomes in
terms of poverty incidence and depth. While ecoragndbwth increases the level of average incomes,
it is generally more effective in alleviating potyewhen the initial distribution of incomes is more
equitable or when it is accompanied with a reductio inequality (White 2001; Dagdeviren et al.
2002). Even though growth has helped to reducenpvwn a large number of countries since the
mid-1990s, Fosu (2011) concludes in his recenerewf poverty trends that ‘further progress could
have occurred under [a] relatively [more] favoueaiicome distribution’.

It is thus not surprising that redistribution, ibadefined as the use of tax and transfer polities
reduce income inequality, has re-entered the maimst of the poverty debate—much like income
inequality itself has been ‘brought in from the ddby the economics discipline in the mid-1990s
(Atkinson 1997; see also Kanbur and Lustig 2000heYgas redistributive instruments are generally
more developed in the advanced countries—wherévelpoverty has remained a policy concern—
developing countries such as Brazil are now usagidransfer programmes (along with other policy
tools, such as minimum wage legislation) to redumeerty and to put a dent into sky-high inequality.
By contrast, tax and transfer systems have onhegligible impact on inequality in other Latin
American countries such as Guatemala or ColumhianEmong developed economies, the welfare-
state literature has found a wide gulf betweenréuistributive efforts made in Nordic countries and
in the liberal market economies of the Anglo-Sawamld (see e.g. Korpi and Palme 1998).

What explains these differences in the extent distebution? Mainstream rational choice theory has
postulated an automatism under which higher inificdome inequality will lead to higher
redistribution. This would be good news for thosenaerned with poverty eradication, since
redistribution would be in greater supply preciseljere it is needed most to redress inequities
generated by the market and the social contexthichwit operates. In an influential paper, Meltzer
and Richard (1981) have argued that the mediarnr'sdtaerest in redistribution will be greater in
more unequal societies. Since self-interestedipalits want to maximize their chance of gaining or
retaining power, they will strive to translate threedian voter’s preferences into policy action. In
democratic politics, this mechanism should traeskdgher initial inequality into higher subsequent
redistribution?

The Meltzer-Richard hypothesis, as the propositi@s become known, draws on the standard
assumptions of rational choice—individuals areorsdi actors who maximize their own, narrowly
defined utility—and relies on methodological indivalism to extrapolate from the postulated (rather
than observed) individual behaviour to predict depments at the macro-level. Behavioural
economics has found many of these assumptions ngardind pointed to the bounds of rationality
(see for example Kahneman and Tversky 1984). Bwwid@ on insights from neighbouring
disciplines (that range from psychology to politisaciology), it has also questioned the narrow
definition of utility as material gain. While thenwlistic concept of human motivation makes the
agents of rational choice theory behave like ‘raiofools’ (see Sen 1977), the well-established
research on social alignments and value orienttiofiers a more nuanced understanding of
individual voting behaviour (see Lipset and RokKed67; Flanagan 1987; Knutsen 1995; Dalton
1996).

2 Romer (1975) and Roberts (1977) had made simitamaents earlier, and all modern median voter ikearf
course find their intellectual heritage in Schunepst (1942) seminal book ‘Capitalism, Socialism and
Democracy’ and Downs’ (1957) volume ‘An economiedty of democracy'.



2 | ILO Research Paper No.1

The hypothesis developed by Meltzer and Richarde&lily testable: Do more unequal societies
redistribute more? Unsurprisingly, many papers hemeght to address this question (for example,
Milanovic 2000; Kenworthy and Pontusson 2005; ddld/and Tiongson 2006; Lupu and Pontusson
2011)% Overall, the literature has arrived at the un&atisry conclusion that the answer partly
depends on how ‘redistribution’ is defined. By dadge, papers that look into ‘absolute redistri-
bution’ (the absolute reduction in the Gini coa#fit) concluded that more unequal societies, indeed
redistribute more (see e.g. Kenworthy and Pontu28®5). By contrast, papers that have measured
‘relative redistribution’ (the reduction of the Ginoefficient relative to its initial level) haveon
found any correlation between market inequality amdsequent redistribution (see e.g. de Mello and
Tiongson 2006; Lupu and Pontusson 2011). Mixedifiigsl have also emerged from a related body of
literature on welfare spending, and tests of reddoem models in the new growth literature of the
1990s (see e.g. Persson and Tabellini 1994; P&896; and Bassett et al. 1999).

In this context, the present paper aims to the nlaédollowing contributions: (1) As a contribution
to theory, it revisits the original paper by Melzand Richard to deduct a valid test with the
appropriate measure for redistribution. (2) As atcbution to econometric analysis, it uses an
expanded dataset from the Luxembourg Income StiukB) (o test the hypothesis. (3) And lastly, the
paper explores behavioural approaches to undeistarglipport for redistribution, namely the
observed preferences of voters for equity and trlgigion, and submits this alternative explanation
to an empirical test. The paper concludes by rewig\the utility of the two different approaches and
discusses their commonalities and limitations.

There are a number of issues this paper will ndtess. For instance, one could argue that incomes
are flows that accrue from a stock of assets (paysical or human capital). What would the ratlona
(or indeed the actual) voter have to say about asdistribution, especially since wealth inequaiét
even greater than income inequality (Davies 20Q8kewise, the relative returns to capital and
labour—and to labour of different skill levels—amet god-given, so pre-tax pre-transfer inequality
itself can be shaped by policies that fall shorbwtright asset redistribution (such as strongectilve
bargaining rights or minimum wages that set a witg®). Further, there is an interesting debate on
the trade-offs between different transfer schemestlaeir effectiveness in terms of poverty reductio
Does targeting imply that political support for thevill be weaker, and hence that benefits will be
stingier than in universal schemes? And finallyygyty is not only a function of incomes, but a
broader phenomenon of social exclusion and the ddécights and entitlements. All these questions
warrant debate, but this paper will set them agidecus on a much narrower topic: the redistrinuti

of incomes through taxes and transfers.

2. Revisiting the Meltzer-Richard hypothesis

While several studies have sought to establisHatiorship between pre-government inequality and
the extent of redistribution, most of them havefenafd from the lack of reliable data for market
inequality and/or used proxy variables for redisttion, such as the size of social expenditures or
public transferd. Mahler and Jesuit (2006) were among the first ravige reliable cross-country
time-series data for both concepts on the basithefLIS. They report the Gini index for the
inequality of private sector incomesyhich presents the desired measure of the imt&tibution of
incomes (i.e. before taxes and transfers), as agelor the distribution of disposable incomes (i.e.

% There is a further body of literature that hasgéito exploit differences between regions withie same
country to test the Meltzer and Richard hypothegiich are numerous to cite.

* See e.g. Perotti (1996), Moene and Wallerstei®32@nd de Mello and Tiongson (2006); notable etiocap
are Milanovic (2000), Bradley et al. (2003) and ienthy and Pontusson (2005).

® This paper uses the terms ‘market incomes’ anigdfe sector incomes’ interchangeably to describpra-

tax, pre-transfer incomes received by private hoolkks. See footnote 10 for a definition in termsLo$

variables.
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after taxes and transfers). Based on this, reserdtave a choice between measuring fiscal redis-
tribution as theabsolutedifference between the two Gini coefficients, srthe change in the Gini
coefficient due to taxes and transfeedative to its initial level. Both the absolute and relati
measures are frequently used in the literaturenequality and redistribution, and the justification
using either concept crucially depends on the rekazontexf

To determine which of the two measures is thealyienore appropriate for the narrow purpose at
hand, it is necessary to revisit some of the detaiilthe original model by Meltzer and Richard
(1981). They assume that taxes are levied agdlrmi\ate sector incomes using a linear tax ratey
that all tax receipts are spent on distributingaédump sums among citizeAsThese simplifying
model assumptions make it possible to calculatdndy much a given Gini coefficient would be
reduced as a result of a given tax rate. A fullopie supplied in Appendix 1, but one can intuitive
understand the process as a shift of the Loreneduom its original position towards the 45 degree
line (that would imply perfect equality). The malie of this shift, and hence the extent of
redistribution, depends on the share of the lump-seceipts and of private sector incomes in total
disposable income. Fortunately, the distributiomnabmes from both sources is known: The Gini for
the remaining private sector incomes is equal éoittitial distribution of private sector incomes,,
and the Gini for incomes from lump-sum redistribatiG,, is zero (since all individuals receive equal
lump sums).

Further, Meltzer and Richard assume that all prded&em taxation are redistributed, so the totah su
of incomes does not change. The share of the lwmpreceipts in total incomes is thus equal to the
tax ratet, and the share of the remaining private sectamas in total income is equal fo-t We
therefore know the distribution of both income caments and their relative weight in the overall
post-tax, post-transfer distribution. Since Ginieffizients cannot be easily decomposed, this
information would be insufficient to calculate t&@ni coefficient for total disposable incomes iryan
real-world application. This is due to the facttttize relative position of individuals usually d@ifs
between any two income distributions (see e.g. 1I8bks 1982). However, in the model world of
Meltzer and Richard, each individual's income grols the same amount so that their relative
position does not change when transfer receiptsadded The Gini coefficient of disposable
incomes,Ggy, can thus be calculated as a weighted averadeedimMo income componen@, andG,
where the weights are given by- tand the tax rate

Gy =@A-t)xG, +txG (1)

Since all persons receive the same lump-sum payrtentsini coefficienG, takes the value of zero
and equation (1) can be simplified into:

G, = 1-1)xG, (1)

It is easy to see that at a tax rate of zero, @ogl-pre-government inequality are identical (aexide
no redistribution takes place), but that as ther#d rises, the Gini for disposable income dee®as
until it eventually reaches zero when all incomtaied and redistributed.

For Meltzer and Richard, political conflict is tleéore about determining the tax rdteThey start
from the premise that ‘[ulnder majority rule, theter with median income is decisive’ and, in line

® See, for example, the arguments in favour of theoklte measure in Kenworthy and Pontusson (2005);
examples for studies base on the relative meadunequality include Bradley et al. (2003) or Mah({2004).
"Hence, taxation itself has no impact on inequakityd redistribution is solely achieved through tesfer
system. This is of course a gross oversimplifieatiout it corresponds to the real world in so fMahler and
Jesuit (2006) find that about three-quarters afdfisedistribution can be attributed to the transfestem.

8 This condition is crucial; unless it is satisfige. virtually in all real-world applications), i6 not possible to
average Gini coefficients.
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with standard theory, assume that ‘[tjhe decisioterchooses the tax rate that maximizes hisytilit
(Meltzer and Richard 1981: 920). The median votetilfty is given by the cost that taxation imposes

on her or him (which is given byxy, whereyy is her or his own income) and the benefit from
lump-sum redistribution (which is proportionate tex y, where y is mean income). Even after

taking into account potentially adverse effectdadfation on incentives, Meltzer and Richard show
that ‘the tax rate rises as mean income risesivelad the income of the decisive voter’ (which
corresponds to median income; see ibid.: 923).r&éklie of mean over median income is a common
metric for inequality, and monotonically related ttee Gini coefficient under the assumption that
distribution of incomes follows a lognormal pattgeee Lopez and Servén 2006). Returning to the
two measures for redistribution, absolute redistidn, AG™ can be defined as the absolute
difference between the two Gini coefficients,

AG™ =G, -G, 2

and relative redistributiom\G™', as the absolute difference between the two Giefficients divided
by the initial level of the Gini coefficient:

G,-G
AG™® =2~ 3)
G

p

Substituting (1") into equations (2) and (3) letds

AGabS =tx Gp (2-)

AG™ =t 3)

Therefore, the relative change of the Gini coeffitiis directly proportional to the tax rate, whie
absolute change is a function of both the tax sau@ the initial Gini coefficient for private sector
incomes.

Since Meltzer and Richard postulate that greaterketanequality leads to a higher tax rate, the
identity in equation (3") implies thag¢lative redistribution is the best proxy for the tax rgtevhich
they postulate to rise with greater inequalityislttherefore appropriate to investigate how market
inequality influences relative redistribution, atedtest the relationship betwe&h andAG™. Note
that equation (2" shows thabsoluteredistribution will increase with the Gini coefiinit for market
incomes even if the tax rate remains constant.fiftting of a positive association between market
inequality and absolute redistribution would therefnot confirm the Meltzer-Richard hypothesis
that the tax raterises with inequality.

Although this ‘model world’ might seem removed froeality, the two equations are helpful to think
about redistribution in the real world. As can leers in equation (2'), we would expect absolute
redistribution to increase with market inequalityer if the characteristics of the tax and transfer
system remain largely unchanged. Incidentally, phixess of ‘automatic stabilization’ is what seems
to have been at work over the 1980s and 1990scin aduntries where the welfare state partially
compensated for the surge in market inequality Kemworthy and Pontusson 2005). Equation (3")
implies that only the characteristics of the tar &nransfer system (for whidhis the short-hand) will
influence relative redistribution (regardless o thitial level of inequality). Studies concerndutt
want to assess the effect of different entittemearies and the progressiveness of taxation on
redistribution are thus well-advised to focus datree redistribution. Note, however, that the tand
transfer system in the Meltzer and Richard modelely crude and that different effects might be
observed in the real world.
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3. Do more unequal societies redistribute more?

The discussion of the Meltzer and Richard modah previous section leads to a readily testable
hypothesis, namely that relative redistributiaG™ is a direct function of the initial level of
inequality for private sector incomes:

Hi AG™ = £(G)) (4)

This relationship should hold true botlithin countries over time andetweencountries, at least as
far as electoral democracies are concerned. lus appropriate to test the hypothesis on a dataset
that contains repeated observations across cosintiie LIS provides such a source and is generally
recognized as the best compilation of standardimegehold income datasets that allow for such an
analysis (Atkinson 2004a). In their initial publian, Mahler and Jesuit (2006) provided a total 59
data points from 13 countries for inequality ofvate sector incomes and of disposable incomes, and
hence for redistribution (see also Bradley et 80D3). In February 2008, they released an updated
dataset with 68 observations from 14 industrializedntries’ Since then, the LIS has significantly
expanded its coverage and now includes observafrons Latin American countries (Colombia,
Brazil, and Guatemala) as well as Asia (RepubliKofea and Taiwan, Province of China). In total,
the relevant income concepts can be retrievedf0rsurveys from 26 countries and territories.

The resulting dataset (which is reproduced in Apiped) contains the desired cross-sectional and
inter-temporal variation. The oldest observatioteddack to 1967 (Sweden) and the newest are from
2006 (Brazil, Guatemala, and Republic of Korea)e Tganel is unbalanced, and the number of
observations ranges from ten observations in Camadanly one data-point in seven countries
(Austria, Brazil, Colombia, Estonia, Guatemala, &#g of Korea, and the Slovak Republic; see
Appendix 3). This still leaves 19 countries thatdnat least two data points needed to study vanati
across time. Among these, there is a predominamidttowards higher inequality in the primary
distribution of incomes. Some 15 countries showetea in the Gini coefficient for private sector
incomes (i.e. before taxes and transfers), whilg one displayed stability and three a decline (see
Table 1).

° David K. Jesuit and Vincent A. Mahler, Fiscal Retdbution Dataset, Version 2, February 2008.

1 The LIS database contains further datasets thairdeonly net income, so that no comparison between
incomes before and after taxes and transfers camdme. The definition of private sector income dols
Mahler and Jesuit and refers to the sum of LISaldeis ‘Market income’ (M), ‘Private transfers’ (RFATI)

and ‘Other cash income’ (V36). Disposable incomelasived by adding ‘Transfer income’ (TRANSI) and
subtracting ‘Mandatory payroll taxes’ (PAYROLL) aridicome taxes’ (V11). Standard LIS procedures are
used to top- and bottom-code and to obtain equiedlper capita income. The results are consistéghtlesuit
and Mahler’'s 2008 dataset and the LIS key figusesfanid-2011. Note that all data were extractebheecthe
launch of the new LIS template on 31 October 201t brought some changes to the definition of ineom
concepts (in particular the inclusion of non-mongtacome to disposable household income).
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Table 1: Trends in inequality and redistribution in 19 countries and territories,

1970s to 2000s

Trends in inequality
Country / (annual change, in Gini  Trends in redistribution
territory Observations points)* (annual change)*

Private

sector Disposable Absolute Relative

First Last n= incomes  incomes redistribution redistribution

Poland 1999 2004 2 1.015 0.630 0.384 -0.022
Belgium 1992 1997 2 0.640 0.532 0.108 -0.444
United Kingdom 1969 2004 9 0.505 0.291 0.214 0.175
Czech Republic 1992 2004 3 0.490 0.441 0.049 -0.400
Finland 1987 2004 5 0.449 0.291 0.158 -0.119
Germany 1973 2004 9 0.402 0.038 0.364 0.524
United States 1979 2004 7 0.330 0.293 0.036 -0.092
Australia 1981 2003 6 0.329 0.142 0.186 0.193
Israel 1979 2005 6 0.327 0.256 0.071 -0.040
Norway 1979 2004 6 0.284 0.128 0.156 0.121
France 1979 1994 4 0.236 -0.053 0.289 0.430
Taiwan, POC 1981 2005 7 0.212 0.157 0.055 0.159
Canada 1971 2004 10 0.186 0.035 0.151 0.256
Sweden 1967 2005 8 0.177 0.009 0.167 0.217
Denmark 1987 2004 5 0.072 -0.147 0.219 0.468
Ireland 1987 2004 2 0.000 -0.098 0.099 0.197
Switzerland 1982 2004 5 -0.033 -0.200 0.167 0.443
Romania 1995 1997 2 -0.061 -0.009 -0.051 -0.097
Netherlands 1983 2004 5 -0.242 -0.045 -0.197 -0.218
Average 1982 2003 5.4 0.280 0.142 0.138 0.092

Notes: * Based on Gini coefficients multiplied b§0. Countries are ordered in descending orderdngs in
private sector Gini coefficients. Annual changec#éculated by fitting a regression line through all
observations from a country.

Source: Luxembourg Income Study Database (LIS3yais of micro-data completed between February and
May 2011.

However, the data also show that welfare states haen relatively resilient in rich countries ahatt
their social security and tax systems have damp#redse in inequality over the past decades (see
Pierson 1996). In the typical country, inequalifypdvate sector incomes rose by 0.28 Gini poirs p
year, but inequality of disposable income grew edta of ‘only’ 0.14 Gini points (see Table 1). $hi
implies that an increase in absolute redistributifieet about half the rise in inequality. Nonedss,
there is substantial variation in both inequalitgnds and countries’ responses (see also Atkinson
2004b). Among the countries with long time setfethe United Kingdom, Australia and Norway
compensated about half the increase in privateos@requality through greater redistribution. By
contrast, Germany—and to a lesser extent SwederCandda—responded with a sharp increase in

™ For four countries, only two data points are alkdl#, and a further seven dropped out of the sasipke
only one observation was available.
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redistribution so that inequality of disposabledmes only rose marginalfg.At the other end of the
spectrum, in the United States and Israel the tak teansfer system absorbed only a minuscule
fraction of the rise in private sector inequalityhich translated almost unfettered into greater
inequality of disposable incomes. In both countriesative redistribution actuallgleclined as
inequality of private sector incomes rose—in shemptrast to the predictions of the Meltzer and
Richard model.

Figure 1 provides a scatter-plot for the relatiGmsbetween market inequality and relative
redistribution. Immediately striking are two clusteof outliers: In the lower left of the graph,
observations from East Asia combine low market uradiey with low redistribution (see Hwang
2004). By contrast, the three Latin American cdestin the lower right of the graph combine high
market inequality and low redistribution (see Huleéral. 2006; Gofii et al. 2008). Both findings
correspond to the literature on redistribution mege two regions. For the main cluster of
observations, where the developed economies cdoupel, no clear pattern emerges. However, on
closer inspection, it appears that repeated obtengafrom the same country—for example, from
Canada or France—roughly corresponds to the pgitedicted by Meltzer and Richard.

Figure 1: Gini for private sector income and relative redistribution in 26 countries and
territories

Country

() Australia

L) Austria
Belgium

I Brazil
Canada

L Colombia
Czech Republic
Denmark
Estonia

I Finland
France
Germany

) Guatemala
Ireland

Cllsrae
Korea
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Marway
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) ) Romania
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00— O Sweden
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B00
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Relative redistribution

I I I I
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Gini coefficient for private sector incomes

Source: Luxembourg Income Study Database (LIS3jyais of micro-data completed between February and
May 2011.

12 Note that the reunification in 1990 contributedthe surge in inequality as incomes in the formerr@an
Democratic Republic are significantly below thosethe West. However, large income transfers—notably
pensions and unemployment benefits—reduce the atiégof disposable incomes substantially.
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The scatter-plot has two implications for the emgpirstrategy: (a) The presence of outliers suggest
that the applicability of the Meltzer and Richarddel might be confined to the developed countries,
which can be expected to have stronger and morerenaemocratic institutions. All models will
therefore be estimated on the full sample and cedaced sample that excludes observations from
East Asia and Latin America. (b) While there isapparent cross-country relationship, the expected
relationship might still hold within countries. ii6 therefore useful to distinguish between-country
from within-country effects, and to run separatadais for these.

The scatter-plot also calls into question thetytidif a pooled cross-section, time-series analyigsh
models imply that the same relationship can bergbdebetween and within countries. Of course, if
the underlying assumptions of the median voterrthace valid, the Meltzer and Richard model has
universal applicability: the same mechanism shdédat work regardless of whether one compares
between countries or within countries over time dglo(1a) in Table 2 therefore presents the standard
random effects model (with robust-cluster standardrs}® for the pooled dataset largely on a priori
theoretical grounds, and with caveats about itdytioal utility and statistical validity (see also
Kenworthy 2007).

The model yields no support for the Meltzer andhBid hypothesis: the regression coefficient on the
Gini for private sector incomes remains insignificéeven if one applies a generous 0.10 threshold).
Although the East Asian and Latin American obseovest included in the dataset are from
democracies and hence the mechanism proposed higeMahd Richard should apply to them, one
could of course argue that their democratic instihs are less mature than those in advanced
industrialized countries. Institutional weakneseesld therefore explain the failure to confirm the
hypothesis. However, the results do not change whenobservations from East Asia and Latin
America are excluded, as is done in model (1b).tl@ncontrary, the regression coefficient moves
further from significance (p-value: 0.189). Notattimo control variables are added to the regression
the median voter theorem postulates a universatioakhip that is not conditional on the preserfce o
specific conditions (other than majority votirtgp Hausman test (see notes to Table 2) confirms the
initial caveats about the suitability of a pooledlysis.

The failure to establish a relationship betweetiahinequality and subsequent redistribution ifirie

with previous studies based on pooled datasetd eb®ve. But can the median voter hypothesis
possibly explain variation in redistribution betwesountries? Models (2a) and (2b) present a test of
the between-country effect, essentially a regreseio the mean of all observations from the same
country. This removes the within-country variatiomhile using all available observations—an
approach that is preferable to arbitrarily selegtnsingle observation from each country. As in the
pooled model, the regression coefficients on thei &r private sector incomes are insignificant,
regardless of whether the full or the reduced samigl used (p-values: 0.959 and 0.867,
respectively)?

13 See Huber et al. (2006: 956f.) for a discussiothefdifferent empirical approaches to deal witblpd cross-
section time-series datasets.

14 See the helpful note by Kenworthy (2007) on resjcess in macro-comparative analysis. The authagirnes
from the common technique of adding control vaealih order to achieve a significant regressiorffioient.
For those who are nonetheless interested: Theicieetf on the Gini for private sector incomes remsai
insignificant when the two most obvious controlightes are added, namely the unemployment ratetlfand
share of the population aged 65 years and abowe phalues drop to 0.614 (full sample) and 0.7 &n{de
excluding observations from East Asia and Latin Aoz).

15 Again, the coefficient on the Gini for private smtincomes remains insignificant when the unempleym
rate and the share of the population aged 65 ywaisabove are added as control variables. Theyesare
0.999 (full sample) and 0.433 (sample excludingeoketions from East Asia and Latin America); the
coefficient also carries the positive sign in thidr case.
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Table 2: Regression results for models with private sector inequality an explanatory
variable (dependent variable: relative redistribution)

Variable / Model (1) Random effects, (2) Between-country (3) Within-country  (4) Within-country

robust cluster SE  effects effects effects, with controls
(1a) full  (1b) (2a) full  (2b) (3a) full  (3b) (4a) full  (4b)
sample OECD sample OECD sample OECD sample OECD
plri_vgall?é (S(Z'C”t'or 0.854 0.360 0.028 0.093  0.584*** 0581** 0.192  0.168
P (0.530) (0.264) (0.536) (0.547) (0.107) (0.111) (0.146) (0.153)
incomes)
E’J‘nee”rfploymem 0.457**  0.468*
rate) (0.160)  (0.165)
oldage
. 0.900** 1.056**
(population 65+ (0.360)  (0.410)
years)
Constant -0.040 0.198 0.297 0.330 0.074 0.102** 0.094** 0.105**
(0.233) (0.115) (0.237) (0.241) (0.046) (0.048) (0.048) (0.053)
n 110 99 110 99 110 99 110 99
Number of 26 21 26 21 26 21 26 21
clusters / groups
R2 0.146 0.029 0.000 0.002 0.266 0.261 0.371 0.376

Notes: R2 refers to R2 (overall) for the randoffeets model (1), to R? (between) for the betweHaets
model (2), and to R2 (within) for the within-effsatnodel (3) and (4).
Standard errors are given in parenthesis; thosmitel (1) refer to robust cluster standard errors.
*x ** and * denote significance at risks levels01, 0.05 and 0.10, respectively.
A Hausman test was performed to confirm the coais@st of the regression coefficient obtained from
the random effects model (1a) with the coefficifeam the fixed effects model (3a). It produced st te
statistic of -0.27 and failed to meet the assunmgtiof the Hausman test.

Source: Based on Luxembourg Income Study (pi_ayiwi dependent), ILO (unemp), World Bank (oldage) an
Statistics Bureau of Taiwan, Province of China (apeand oldage for Taiwan, POC). For details see
Appendix 2.

The results have so far been disappointing for Medtzer and Richard hypothesis. But maybe
unobserved institutional characteristics that vaepween countries obscure a relationship, which
nonetheless holds within countries? Models (3a)(8b{l therefore provide a fixed effects model that
tests the within-country relationship. The resalppear to offer overwhelming support to this ‘weak’
hypothesis. Although the explanatory power of tagression is modest (within’R: 0.266), the
coefficients are highly significant and robust ke texclusion of observations from East Asia and
Latin America. Two interpretations offer themsel¥es the contradictory results from the between-
and within-country models: Unobserved country cbiméstics—say, differences in the electoral
process (see Iversen and Soskice 2006)—could absher median voter's influence, which only
becomes evident once they are controlled for bgodhicing country dummies. The fixed effects
model would then be the only valid test, and trsults would offer sufficient support for the median
voter theorem.

However, the within-country effect could also beedo a different mechanism. Recall that Meltzer
and Richard built a very rudimentary model of r&dbhsition under which all income is taxed at a flat
rate and the entire revenue is redistributed infdlne of equal lump-sum benefits. In the real world

benefits are means-tested and income taxes areafjgrgrogressive (with a few exceptions, such as
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Switzerland®) (see also Prasad and Deng 2009). The automabiization of inequality that results
from such a progressive tax and transfer systenidvo® greater than what we would expect in the
‘model world’ of Meltzer and Richard. If changesarcountry’s demographic structure causes greater
market inequality, relative redistribution mightciease not as a result of changes in welfare
generosity (or the hypothetical tax rétebut due to the very same demographic shifts.

Rich countries have of course experienced a largeease in unemployment since the early 1970s,
and low fertility and rising life expectancy hawdlto a steady growth in the share of the elderly
population. An alternative explanation for the tesof the fixed effects model would be that relati
redistribution has grown as a result of these airat shifts, rather than due to increased market
inequality and subsequent changes in the tax fatedels (4a) and (4b) therefore repeat the within-
country analysis with two control variables, theemployment rate and the share of the population
aged 65 years and above. From the viewpoint oMékzer and Richard model, the results should be
robust to the addition of additional control vated they should not have any impact on relative
redistribution, which is sufficiently explained bgriations in initial inequality.

In model (4a) with the full sample, the unemploymeate and the share of the population aged 65
years and above both turn out to be highly sigaiftgredictors for within-country changes in relati
redistribution (at the 0.01- and 0.05-level, respety). It appears that structural changes in the
labour market and demography sufficiently explaithim-changes in inequality. Once these factors
are controlled for, changes in the initial ineqyabf private sector incomes no longer carry any
explanatory power and the regression coefficiesedoits significance. Moreover, the explanatory
power of the model improves (within® R 0.371), which indicates that the private seatequality
was a poor proxy for the underlying demographic ahdur market trends. The results are robust to
the exclusion of observations from East Asia antinLAmerica, as can be seen in model (4b). In
sum, within-country changes in redistribution offier convincing support for the Meltzer and Richard
hypothesis; even a rudimentary model of structcinahges since the 1970s offers a better explanation
that renders the effects of private sector inetpralihe key variable of the rational choice model—
obsolete.

4. Alternative explanations for variance in redistribution and the perspective of
behavioural economics

Can behavioural economics explain differences distabution where rational choice has failed? As
argued in the previous section, rational choicetheseems to be a poor guide to understand either
differences in redistribution between countries ahdnges within countries. Recall that the two
central assumptions of the model were that theipalisystem responds to demands of the median
voter, and that the median voter seeks to maxitmezeown, narrowly defined utility. At least one of
these assumptions must be faulty, and an extelligivature has indeed discussed their respective
shortcomings (for a short review see Kaufman 20@e part of this literature, with many
contributions from political science, has concdetlaon the question how the political system
translates preferences into policy outcomes. Varioantributions have investigated differences
between proportional representation and majoritiingy the impact of voter turnout or how the
structure of inequality will influence coalitiongtween different income groups (see e.g. Bassett et
al. 1999; Tanninen 1999; Austen-Smith 2000; Cukarnand Spiegel 2003; Iversen and Soskice
2006; Borck 2007; Solt 2008; Mahler 2008; Lupu dwhtusson 2011). Others have argued that

16 According to the LIS data, Switzerland’s Gini digént increased(rather than decreased) as a result of
taxation in 2000 and 2004. In both cases, the f@id)iredistribution was achieved exclusively thotrgimsfers.

7 See Perotti (1996) and Bassett et al. (1999)ddiez studies that control for the share of thpyation aged
65 and above. See also Bradley et al. (2003), vabavghat higher unemployment increased both pregstax
transfer inequality and subsequent redistributidrey restrict their analysis to the working age ydapion, and
therefore do not consider the effect of aging d@se
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social security systems have unclaapriori distributive outcomes and that they primarily sean
insurance purpose (Moene and Wallerstein 2003).celegreater risk exposure should increase
support for these schemes (see Cusack et al. 2006).

More fundamentally, questions have arisen aboutititeerlyingMenschenbildview of the nature of
man) of rational choice—do people only considerirtlzevn advantage when voting? While the
proposition that demand for redistribution shoutdrease with rising inequality is unproblematic
within the rational choice framework, it collapseden voters are not only motivated by the
maximization of their own, narrowly defined utilitBehavioural economics has challenged this para-
digm and explored the role of social norms in eyt actual, observed human behaviour and
studied the role of altruism, inequality aversiowd dairness (see, for example, Fehr and Fischbacher
2004; Fehr and Schmidt 2005).

One prominent approach within behavioural econorm&sbeen to conduct experiments with groups
of individuals who are asked to distribute smalloamts of money between themselves and another
person (Fehr and Schmidt 2005). Results from thetaor game’ (where the transfer is simply set by
the subject) and the ‘Ultimatum game’ (where thepient can reject the split) have been interpreted
as evidence that individuals behave altruistichitypassing on part of their endowment. Further, in
the ‘Ultimatum game’ their counterparts are willittggforego a small gain by rejecting splits thayth
perceive as overly unfair (see Andreoni et al. 200&erestingly, while altruism appears to be a
universal phenomenon, there is some variation @tweuntries and communities (see Cardenas and
Carpenter 2008, for a review). Similarly, Falk £t(2008) show that fairness intentions matter, and
that individuals frequently prefer an option sesrifair’ over an alternative that maximizes onlgith
own utility—a finding that is not reconcilable withe standard assumptions of rational choice.

However, the sample size and coverage of theseimgids are too small to gain reliable information
on cross-national (and inter-temporal) variatioms imequality aversion, altruism and fairness
intentions. Building on large cross-national surdayasets, political sociology has studied the oble
value orientations in shaping people’'s prefererme equity and their support for redistribution
(Blekesaune and Quadango 2003; Luebker 2004). &l rational choice literature, this political
sociology approach leaves room for social normsiadividual belief systems as intervening factors
to shape support for redistribution (that is nogena direct function of initial market inequalisee
e.g. Kuhn 2009a and 2009b). Simply put, peopletlamaght to evaluate a given level of inequality
against their own ideas of what is fair and justitdve at an assessment of inequality. While the
literature has shown that economic inequality hasdverse effect on people’s life satisfaction (see
Verme 2011), it also points out that Americans arare tolerant of inequality than Europeans
(Alesina et al. 2004). These differences shouldenalf people see inequality as a problem in nafed
remedy, they are more likely to support state adticthe form of redistribution. What follows isait)

if tolerance of inequality varies between societiesters (median or not) in two countries with
identical levels of inequality might differ in teenthusiasm for government redistribution —
something that defies the logic of the rationalick@pproach.

Consistent with the above, the literature has shtvan support for redistribution is not simply a
function of inequality, but that different societievaluate income inequality differently and also
display differences in their support for redisttibn (Alesina and Angeletos 2005; Luebker 2004 and
2007). It is a reasonable hypothesis that thegerdifces will influence the degree to which nationa
tax and transfer systems redistribute income. #&ebeon social welfare responsiveness has in fact
shown a close association between citizen’s demfmmdsquity and welfare state generosity (at least
as far as rich countries are concerned; see Brattdvlanza 2006 and 2007; see also Burstein 1998).
The key challenge is that the causality might mirthie other way—generous welfare states might
well not be a response to citizen’s demands, butdcbave generated their own support through
performance over time (Kenworthy 2009). Socialatiin a particular welfare regime type
undoubtedly shapes social norms by providing a lim@ack of what can reasonably be expected, and
hence also evaluations of inequality and support rémistribution. The post-war division and
subsequent reunification of Germany provides foriraightful natural experiment: East Germans,
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who were brought up in a nominally socialist statepect a far greater welfare state than their West
German compatriots, even when other individuallléxetors are controlled for (Alesina and Fuchs-
Schiindeln 2007).

The question which way the causality runs has flgbao clear answer—it would seem plausible
that it in fact runsoth ways. Easton’s (1957, 1965) system analysis ofpthigical life provides a
useful theoretical framework for this (see Figuje Ror him, the political system generates outputs
(such as welfare payments and redistribution) trat evaluated by the citizenry and, through a
feedback loop, influence the inputs that feed ihi® political system in the form of demands and
support. Incidentally, Easton’s ideas were at tleguard of the ‘behaviouralist revolution’ of
political science (Farr 1995) that discovered thdividual as a unit of analysis, and aimed at
providing predictive and causal explanations ofitmall behaviour (a trend that has arrived in the
economics discipline half a century later).

Figure 2: Easton’s system model of political life
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Source: Based on Easton (1957: 384).

From this perspective, support for redistributi@uld then be shaped by previous performance of the
welfare state, and explain why the welfare staten&ntained through popular support once it is
established. However, the present paper has alimoted concern, hamely to contrast median voter
theorem that relies on the ‘hypothetical’ prefeeerior redistribution as deducted from the utility
maximization axiom of rational choice with an arsdythat draws on actual, observed preferences of
real individuals. Are they a better guide to untlard why welfare states do not converge onto the
level of redistribution predicted by rational chesc

A related controversy has focused on measuremsmess particularly the treatment of pensions. In
countries where pensions are provided though pwal@al insurance schemes, people save less in
working years but pay compulsory social securitgtabutions (which are usually matched by their
employers). When people reach retirement age, finiate sector income often falls to zero and they
live from transfer payments in the form of old-ggmnsions. In countries without such public systems,
people pay into private, capital-based schemesguheir working lives and in retirement receive
annuities (which are usually counted as privatdoseincomes). Thus, both inequality of market
incomes and redistribution will be lower in thetéatclass of countries, while the degree of market
inequality and redistribution will be ‘inflated’ iountries that provide pensions though social
insurance systems (or as universal state pensead$3radley et al. 2003: 208).

One approach to address this observation has beeclude the elderly population from the analysis
and compute measures for inequality and redistabubr the working-age population (Bradley et al.
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2003; Kenworthy and Pontusson 2005; see also MamdrJesuit 2006). An alternative is to adjust
income concepts by including social insurance aatk ensions into a concept of ‘primary income’
(in line with private pensions), and by treatinynmdl taxes analogous to savings and including them
in ‘adjusted disposable income’ (Jesuit and Maf@r0)*?

While it is a valid argument that the pensions eryswill have profound impacts on inequality and
redistribution, this leads to a more fundamentastjon: Do we want to control for these differences
when analyzing redistribution and welfare state#®rAall, old-age pensions are not fundamentally
different from other types of social insurance, hsus unemployment, sickness or invalidity
benefits—the design of which will likewise lead different redistributive outcomé$.Employees
(and usually employers as well) pay contributioasd receive benefits when certain qualifying
conditions are met. Not all who contribute to aesnb will also receive a benefit—workers who
never become unemployed will not receive unemploynteenefits, and those who do not reach
pension age will not receive a pension. While bigmefre often linked into previous contributions,
they also reflect other, social objectives. Fornagle, time spent in education or caring for chitdre
are frequently credited as contribution periods] apouses who survive a beneficiary typically
receive a survivor's benefit (for which no extranttibutions have been made). Often, a substantial
part of benefits is funded not out of contributipbst out of general tax reventfe.

Social insurance institutions are one of the maecmanisms for welfare states to redistribute
incomes, and their design is of central importaioceedistributive outcomes (see Korpi and Palme
1998; Kraus 2004; Conde-Ruiz and Profeta 2007)c@yparison, private pensions have different
distributive outcomes (Behrendt 2000). Pensionesystare thus subject to intense political debate,
and even incremental transitions from one modelriother go hand-in-hand with intense confftct.
Excluding the pension system from the comparativalyasis of welfare regimes and redistribution
would mean to miss a large part of the picture. @tmpirical analysis in the following section will
therefore maintain the dependent variable for iradatedistribution as introduced in the previous
section (i.e. based on the total population).

5. Can voters’ actual preferences for distribution acount for differences in
redistribution between countries?

To test the preposition that actual (as opposec@ssumed) public opinion matters for policy
outcomes, we need to find an appropriate way tosoreapublic support for redistribution. In other
words, we need to operationalize the independerhla that is of interest from the perspective of
behavioural economics (and, it must be added infathess, from the perspective of political
sociology and political science that have studieel ftole of social norms and values long before
behavioural economics discovered them for the ewwe® discipline). The International Social
Survey Programme (ISSP) is the most reputable apst stommonly used source for this type of

18 Note that ‘disposable’ income becomes somewhat afisnomer since social insurance contributions are
mandatory and not disposable to the household.

19 See statistical Appendix Part B in ILO (2010) focomprehensive overview of the different socialiiance
systems. For redistributive outcomes of in the adsdifferent sickness benefit systems, see KhahJamsson
(2008).

D For example, Germany’s 2011 federal budget contamsllocation of 115.2 billion Euros for subsidies
social insurance schemes (including 71.4 billiorrdSuto the pension system). This is the largesglein
expenditure item, accounting for 37.7 per cent aiflt federal expenditure (see Bundesfinanzministeyi
Ubersichten zum Bundeshaushaltsplan 2011, Tefuihktioneniibersicht; Berlin, not dated).

2 Refer to Korpi and Palme (1998) for a typologyd esee the examples of Germany (introduction of an
additional, private pillar to the pension system)tlee United States (‘Obamacare’) for examples afflict
around incremental change to existing social insganstitutions.
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analysis (see e.g. Alesina and Angeletos 2005; @sbed Smeeding 2008) The consortium started
in 1984 with four members (Australia, Germany, Gfatain, and the United States) and has since
expanded to a total of 48 member countries, inolydieveral newly industrialized and developing
countries. One of the questions in the module ariadbtnequality addresses support for government
redistribution directly:

How much do you agree or disagree with each statemieout differences in income? It is the
responsibility of the government to reduce theeddhces in income between people with high
incomes and those with low incomes.

The Social Inequality module has so far been infibld in 1987, 1992, 1999, and 2009, and an
identical question was also included in the Roleésovernment module in 1985, 1990 and 1896.
Respondents were asked to record their answers five-goint Likkert-scale that ranges from
‘Strongly agree’ to ‘Strongly disagree’. The progpan of those who either agreed or strongly agreed
with government action to reduce income differerisesgood proxy for the prevalence of support for
redistribution®

Although there is a large overlap between the lri& the ISSP, the match between the two sources is
not perfect. For instance, the Latin American caastcovered by the ISSP (Argentina and Chile)
differ from those included by LIS (Brazil, Colombiand Guatemala) so that there are no common
observations from this region. In Asia, both th&FSand LIS cover Taiwan, Province of China, and
the Republic of Korea; they also share a large,raompool of advanced industrialized economies.
This leaves the problem that the years to whiclendagions refer do not always match. In order to
use as much of the available information as passibe support for redistribution in a given yeasw
estimated by fitting a linear trend between twayhbburing observatiorfs.In some cases where only
one neighbouring observation was available, theesbyear was used on the assumption that support
for redistribution had not changéd.These approximations are of course not ideal, t&y
compromise the quality of within-country trends.wéwver, they are the best possible solutions in a
world of non-perfect data and should have less anma the robustness of between-country
comparisons.

22 An alternative source for cross-national data @ws on inequality is the European Values SurveySE
However, as the name suggests, the survey covir&aropean countries.

% |n 2006, the Role of Government module containsiralar question that, however, used a differeikkeért-
scale to record answers (four categories rangmm fDefinitely should be’ to ‘Definitely should ndie’).

24 Arguably, the mean response is also a valid supmiresponses. However, in order to side-stepémte
on whether a Likkert-scale is a true interval sctiis paper uses the proportion of respondentsagneed with
the statement. Both measures are closely correlated

% For example, the share of the Canadian populatiansupported redistribution in 1994 was estimatedhe
basis of data for 1992 and 1996.

% For example, for the Republic of Korea a 2009 olzton from the ISSP was matched to a 2006 obsierva
from LIS.
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Figure 3: Support for redistribution and relative redistribution in 22 countries and
territories
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Source: Based on Luxembourg Income Study (relatdéstribution) and ISSP and related sources @ufpr
redistribution). For details see Appendix 2.

Figure 3 displays the 58 observations from 22 awesifor which information from the ISSP and LIS
is available. The scatter shows a reasonably ctbseigh not perfect association between the two
variables: As expected, relative redistributionvggaoughly in line with support for redistribution.
This is particularly true for between-country véioa, but less apparent within countries. However,
this is perhaps not surprising, given that theatamn within countries is relatively small for egth
variable (see Kenworthy and McCall 2008, for a mmaeeful analysis of within-country trends). Two
outliers can be found on the lower right-hand cowfethe scatter; these are the Republic of Korea
and Taiwan, Province of China, which combine redii high support for redistribution with very
limited actual redistributiof’. Latin American countries would most likely be fouin the same
corner: The three countries for which we have dadéstribute incomes on a very limited scale (mean
relative redistribution: 0.049; see also Goiii et28l08), while public opinion in the region strongl
favours redistribution (84.8 per cent of respondémtArgentina and 73 per cent in Chile agreed with
the statement introduced above). The paper wilr legturn to a substantive interpretation of these
outliers.

In line with the previous design, the first regieaswill use both the time-series and cross-section
component of the pooled sample and estimate a nmareftects model with cluster-robust standard
errors. However, due to the mismatch of years fhiclv observations are available from the two

" For a detailed study on the redistributive impzfdaxes and transfers in the Republic of Korea,3eng and
Park (2011); for an analysis of inequality treml§ aiwan, Province of China, see Bourguignon et24l01).
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primary sources (LIS and ISSP), the time-seriespmrant of the pooled analysis is not always

robust and model (5) is presented with a stronga&avor the same reasons, no within-effects model
is estimated and more trust is placed in the betvediects model (6) that uses country means (and
therefore only captures the variation between cms)t

In addition to the support for redistribution, timedels carry over the share of the population &fed
years and above and the unemployment rate as towdr@ables. To control for ‘automatic
stabilization’ of inequality through the welfareatd that goes beyond the impact of unemployment
insurance and old-age pensions, we will also meuritee initial level of private sector inequalitg a
an explanatory variable. As before, the regresswitisbe estimated for the full sample and for a
reduced sample that excludes the East Asian ecesofiftecall that the Latin American countries are
missing from both samples due to lack of data dsipwpinion).

The pooled analysis on the full sample in mode) (Faduces no significant regression coefficients
apart from the highly significant coefficient oretlrariable ‘oldage’ (see Table 3). At first sigthte
performance of the ‘behavioural’ model is therefooebetter than the previous test of the Meltzer an
Richard hypothesis. However, this changes whernwioeEast Asian observations are excluded, as
done in model (5b): The regression coefficient opp®rt for redistribution is now highly significant
(at the 0.01-level), and the control variable ‘ghaf the population aged 65 years or above’ alstsga
significance (at the 0.05-level). With an® Rf 0.490, the explanatory power of the model is
satisfactory. The control variables contributehis,tbut the model's performance does not depend on
their inclusion. A bivariate random effects modebt( reported) produced ar’ Rf 0.236 and a
significant regression coefficient on support fedistribution (b: 0.296, significant at the 0.05d8.
These results confirm that, as far as the old im@lized countries are concerned, public suppart f
redistribution is an input into the political systehat is strongly associated with actual redistidn

at the output side of the system (to use Eastensihology).

Table 3: Regression results for models with ‘support for redistribution’ as an explanatory
variable (dependent variable: relative redistribution)

(5) Random effects,

Variable / Model robust cluster SE

(6) Between-country effects

(5a) full

(6a) full

(5b) OECD (6b) OECD

sample sample

pi_gini (Gini, private sector incomes)  -0.003 -0.819* 0.180 -1.357**
(0.491) (0.404) (0.727) (0.598)

support (support for redistribution) 0.169 0.348*** -0.008 0.383**
(0.114) (0.086) (0.197) (0.161)

unemp (unemployment rate) 0.630 0.335 1.461 0.527
(0.436) (0.308) (1.113) (0.794)

oldage (population 65+ years) 2.311**  1.534** 2.600** 1.138
(0.631) (0.676) (2.075) (0.800)

Constant -0.115 0.285 -0.187 0.558**
(0.237) (0.197) (0.258) (0.239)

n= 58 56 58 56

Number of clusters / groups 22 20 22 20

R? 0.395 0.490 0.468 0.458

Notes: Rz refers to R2 (overall) for the randdifecs model (5) and to R2 (between) for the betwefects

model (6).
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Standard errors are given in parenthesis; thosmittel (5) refer to robust cluster standard errors.
*x *x and * denote significance at risks levels01, 0.05 and 0.10, respectively.
OECD refers to old OECD member countries and tigarope; the Republic of Korea is excluded.

Source: Based on Luxembourg Income Study (pi_aywdi dependent), ISSP and related sources (suplhdast),
(unemp), World Bank (oldage) and Statistics Burefiliaiwan, Province of China (unemp and oldage
for Taiwan, POC). For details see Appendix 2.

The between-effects model (6a) of the full samptgely replicates the results of the random effects
model and does not produce any significant coeffits with the exception of the variable ‘oldage’.
Once the East Asian countries are excluded, as mhonwdel (6b), support for redistribution once
again becomes a significant explanatory variabieh@ 0.05-level). Note that the coefficient on the
share of the elderly population loses its signifima This could be due to the same effect as disdus
above, namely that a rising share of older peopler dime automatically leads to greater
redistribution through the pension system. Howewace the time-series component is removed, the
effect becomes weaker. The same happens exclutingast Asian economies that combine a young
population with low redistribution. Another obsetioa is that the level of inequality itself beconaes
significant predictor (p-value: 0.038). Howeverjstldoes not lend support to the median voter
theorem since the sign on the coefficienhégative and hence opposite of what the rational choice
model predicts.

The negative coefficient of the initial level ofiyate sector inequality is partly an artefact af thay
the dependent variable—relative redistribution—haen constructed. Recall that it is obtained by
dividing absolute redistribution (i.e. the diffeoen between the Gini coefficients for disposable
incomes and private sector incomes) by the Ginffiotent for private sector incomes. Hence, the
same level of absolute redistribution will resudtlower value for relative redistribution if initja
private sector inequality were higher. The varidplegini’ (private sector inequality) can therefor
best be thought of as control variable that is ssit@ed by nature of dependent variable. As
robustness test, models (7) and (8) re-estimatprhgous regressions widbsoluteredistribution as

a dependent variable (Table 4). As expected, thfficent on the initial level of inequality losés
significance in all specifications. While the siakthe coefficients changes (the mean and standard
deviation of the dependent variable are now snjaltbe results generally replicate those of the
previous analysis and the coefficient on ‘supportredistribution’ remains significant at the 0.01-
and 0.05-level when the reduced sample of OECD tciesnis used. It also becomes (marginally)
significant at the 0.10-level in the pooled crosst®n time-series random effects model on the full
sample.

What do these results imply? One interpretation ldidue that governments in the old OECD
countries and in Eastern Europe are, to some extesponsive to public demands to reduce
inequality through the tax and transfer system. elav, this conclusion comes with two caveats. The
first is that the finding is based primarily on thetween-country variation; due to data limitations
this paper has not exploited the time-series elénfethe dataset. Kenworthy and McCall (2008)
study over-time variation in support for redisttion and changes in actual redistribution for 15
countries and find no consistent pattern. Over-tuaeation in support for redistribution is relaly
small when compared to between-country differenaad, does not necessarily match redistributive
outcomes (which are heavily influenced by othetdes; such as the business cycle and unemploy-
ment).
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Table 4: Robustness tests for models with ‘support for redistribution’ as an explanatory
variable (dependent variable: absolute redistribution)

(7) Random effects,
robust cluster SE

(7a) full

Variable / Model (8) Between-country effects

(8a) full

(7b) OECD (8b) OECD
sample sample
pi_gini (Gini, private sector incomes) 0.263 -0.019 0.325 -0.218
(0.191) (0.179) (0.288) (0.268)
support (support for redistribution) 0.089* 0.151*** 0.026 0.165**
(0.045) (0.039) (0.078) (0.072)
unemp (unemployment rate) 0.276 0.173 0.579 0.243
(0.175) (0.136) (0.441) (0.356)
oldage (population 65+ years) 0.983**  0.714** 1.073* 0.553
(0.271) (0.308) (0.425) (0.359)
Constant -0.169 -0.031 -0.191* 0.071
(0.92) (0.087) (0.102) (0.107)
n= 58 56 58 56
Number of clusters / groups 22 20 22 20
R? 0.540 0.529 0.622 0.473

Notes: Rz refers to R2 (overall) for the randdifecs model (7) and to R2? (between) for the betwefects
model (8).
Standard errors are given in parenthesis; thositel (7) refer to robust cluster standard errors.
*x ** and * denote significance at risks levels01, 0.05 and 0.10, respectively.
OECD refers to old OECD member countries and tio&irope; the Republic of Korea is excluded.

Source: Based on Luxembourg Income Study (pi_aywdi dependent), ISSP and related sources (suplhdast),
(unemp), World Bank (oldage) and Statistics BurefTiaiwan, Province of China (unemp and oldage
for Taiwan, POC). For details see Appendix 2.

The second caveat is that the aggregate findingahagure a lack of government responsiveness in
some countries, or in fact hide a bias in one tmacacross all countries. In the United States, th
corrosive effects of inequality on democracy it¢ef/e become an issue of debate, as highlighted by
the influential study of the APSA Task Force onguality and American Democracy (see Jacobs and
Skocpol 2005). To summarize a complex literaturgppears that a government is responsive to
citizens’ demands, but more so to the views oluafit voters (Gilens 2005). This matters since the
poor and the rich differ in their preferences witesomes to welfare spending and other policie$ wit
redistributive consequences (Gilens 2009). At thell of individual United States senators, Bartels
(2005) shows that they are more responsive to igsvof affluent constituents in their home state
than to those held by middle-class voters; theepegices of the bottom strata have no statistically
significant impact on senators’ voting behaviouCiongress. Effectively, this literature gives suppo
to the argument that the hypothetical median votédvleltzer's and Richard’s model world is not the
decisive voter in the real world.
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Figure 4: Departures from predicted extent of relative redistribution, by country
(Residuals from regression model 6b)
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Note:  Grey bars refer to residuals from regressiodel (6b). The same regression equation wasapisied
to Korea and Taiwan, Province of China, to pretlietextent of redistribution under the counterfattu
assumption that these two economies displayed dhge scharacteristics as the advanced countries
(light grey bars).

Source: Based on Luxembourg Income Study (pi_ayidi dependent), ISSP and related sources (suplhdbt),
(unemp), World Bank (oldage) and Statistics Burefiliaiwan, Province of China (unemp and oldage
for Taiwan, POC). For details see Appendix 2.

Does the United States stand out for ignoring tedigive preferences of their voters? To approach
this question, it is useful to look at the unexpial departure from the extent of redistributiorn thee
would expect to find, given public support for mdbution and demographic factors. Figure 4
therefore displays the residuals from the betwdfstes regression model (6b). The striking finding
is that redistribution in the United States is amexactly in line with the model prediction (rasidt
-0.012). When compared to France (residual: -0.00Zermany (residual: 0.002), the lower level of
redistribution in the United States largely refiedifference in (measured) public opinf@rinitial
inequality, unemployment and demographic structumaenot a fundamental difference in how the
political system translates inputs into outputsisTiinding, however, leaves open to debate whether
all of these countries share the same elite-btas. ihformative that some European welfare states
(Denmark, Sweden, and the Netherlands) offer greatiistribution than expected—and somewhat
counterintuitive that Switzerland, with its strortgadition of direct democracy, redistributes
substantially less. In both cases, the historicadlgion of the welfare state might offer an
explanation. By far the greatest disconcordancebzaonbserved in the two East Asian economies:
Both the Republic of Korea (residual: -0.451) araiwin, Province of China, (residual: -0.445) have
less government redistribution than one would ekpe¢bey behaved like the old OECD countries.

% An argument could be made that measured publini@pidiffers from actual public opinion, given
disproportionately high non-response to the IS8Riitlescribed in Section 5 among poorer respondsets
Jacobs and Skocpol 2005: 217). However, this effeatild also apply in other countries.
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6. Conclusions and discussion

Explanations for the extent to which governmentdistébute income through the tax and transfer
system provide for an interesting example to cemtrational choice and behavioural perspectives,
and how they differ in understanding human motomtiln a classical paper, Meltzer and Richard
(1981) provide a theoretical ‘proof that individuatility maximization and the vote-seeking
behaviour of politicians under majority rule produgreater redistribution when inequality is high.
The model exemplifies the deductive reasoning ¢ibmal choice, and applies the median-voter
theory of Schumpeter (1942) and Downs (1957) taragible question. As even critics would
concede, the model is elegant and parsimonioustaihalyic is intuitively compelling. Yet, it suffer
from the shortcomings of its very foundations tbahavioural economics has found wanting. By
portraying humans as ‘rational fools’ (to use ArgarSen’s term), rational choice ignores that people
are embedded in a society and share values aneppierts of fairness and social justice.

While a host of papers has tested the relationfigfween inequality and redistribution, one
unresolved issue in the literature has been howtbetefine redistribution in empirical tests. Wil
some authors have used ‘absolute redistributiorgagured as the difference between the Gini for
private sector incomes and the Gini for disposaidemes), others have chosen a relative concept of
redistribution (i.e. the reduction of the Gini cii@ént relative to its initial level). To resolvhis
guestion, the present paper has re-visited thénatigrticle by Meltzer and Richard and shown that
their model assumptions imply thalative redistribution should rise in line with initialequality. An
increase irbsoluteredistribution should arise from the automatidsitzation properties of welfare
states and would not provide conclusive evidence.

The empirical analysis in this paper has—in linghwprevious findings—shown that the simple

mechanism of rational choice is a poor guide tdityed he ‘pooled’ analysis of cross-section time-

series data with 110 observations from 26 countra®aled no significant relationship between
inequality of private sector incomes and subsequedative distribution. The approach also failed to
account for differences between countries, butirat fppeared to have some utility in explaining
within-country changes over time. However, the arptory power of the model remained poor and
the regression coefficient on inequality becamemificant once control variables were added. As it
turned out, changes in unemployment and an inergasiare of the elderly population offer a simple
and more powerful alternative explanation for thbsarved over-time changes in relative
redistribution since the 1970s.

The failure of the real world to behave in line lwinodel prediction puts into question the two
underlying premises: that voters’ support for rethigtion strictly depends on what they personally
have to gain from it (i.e. their utility maximizati), and that the political system produces outthés

are aligned to the median voter’s interests. Wailarge body of literature has concentrated on the
second point, the present paper has adopted tlspgmtive of behavioural economics that has
challenged the axiom of rational utility maximizatiand explored the role of altruism, social norms
and values and fairness in explaining people’sagd®iThese have of course been central to political
sociology and comparative welfare state researoly loefore they entered mainstream economic
analysis, as evident from a rich body of literattirat has previously studied voters’ actual views o
inequality and redistribution. As it turns out, ebgd support for redistribution—measured as the
share in the population who thinks that it is tle@ernment’s role to reduce income differences—is a
far better predictor for actual redistribution)edst in the old industrialized countries.

One caveat needs to be added to this analysisldPeojgws on what is just and fair, and on how the
government should intervene in market outcomespboeurse shaped (but not fully conditioned) by
their socialization in a political system. Hend® tnstitutions that redistribute income—primatig

tax system and social security institutions—wilflience voters’ views on redistribution and can
often generate their own legitimacy through perfange. The direction of causality is therefore open
to debate, and it may well run in both ways. IntBa's (1965) terminology, the output of a political
system is evaluated by the population and, thraudkedback loop, influences the input that feeds
into the system through elections or other formpadditical participation. The central argument made
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in this paper is that, when analyzing inputs irfte system, observing and measuring what people
want is a better guide to reality than simply ddohgcwhat they want on the basis of assumptions
about their rational utility maximization.

This type of micro-level analysis has some jusdificn and utility. Beliefs in the fairness of the
market can help to explain why support for redisttion has remained lukewarm among the
American electorate despite the surge in inequadithe United States (see Shapiro and Young 1989;
Osberg and Smeeding 2006). The failure of votedetoand sharp tax increases for the top 1 per cent
of income earners who control almost a quartemobmes (Atkinson et al. 2011) could be pinned
down to plain ‘irrationality’, but historical exphations are richer and more useful to understand wh
Americans are so adverse to government redistobutsee e.g. Lipset and Marks 2001). Having
established that beliefs in fairness matter, behasi economics has broadened the perspective of
economics to include such considerations. The ditiaih of this analysis is that it often remains
ahistorical, and abstracts from power relationshiwitsociety. The danger is to simply replace the
supposedly ‘rational’ choice of individuals withather simplistic explanation of human choice that
follows universal behavioural dispositions and hasspace for human agency or historical context
(see Streeck 2010).

For the analysis of distribution and redistribufi@m approach in the tradition of classical pdadiic
economy might offer deeper insights. The historeablution of wealth and income inequality in
Latin America is a case in point. The lack of wedfatates in the region needs a complex explanation
and is certainly not due to lack of public supdort redistribution. Opinion survey data from Latin
America in fact show overwhelming support for redgancome inequality, but the historical legacy
and wealth concentration mean that inclusive saaalrity institutions are largely absent. However,
the upshot is that leaders such as President Laill&ilda in Brazil can ride on public opinion to
expand social security schemes likebatsa familia—and that even conservative opposition parties
extend their support to them once they have becpomular. Redistribution might not follow
automatically where it is most needed to reduceefgybut democracy opens up the space for human
agency to affect policy outcomes (Huber et al. 2006
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Appendix 1: Alternative proof for equation (1)

The Gini coefficient for market incomesy,, can be calculated using the Brown (1994) formula:

n

= 1_Z(Xk = X)) Vi +Ye) (A1)

k=1

where X is the cumulated proportion of the population abie, for k = 0,...,n, with §= 0, X, = 1;
and Y is the cumulated proportion of the income variatek = 0,...,n, with ¥=0, Y,=1. The
equation can be transformed into:

Z(Xk = X))V +Yy) =1-G, Al)
k=1

When redistribution takes place, the cumulated gutign of the income variable,Yis first reduced
by the tax raté (and therefore multiplied bj-t). Total tax receipts equahnd are redistributed in
equal lump-sums across the entire population. Hexazgh cumulated proportikreceives lump

sums proportional to its population sharet 8rX, . The same applies to the cumulated proportion for

the preceding clask;1. One can thus calculate the Gini coefficient fispdsable incomes,{zas
follows:

=1 kz X, = X ) X[@-1) XY, +tx X, + 1-t)xY,_, +tx X, ] (A2)
G, =1- kil (X, = X, ) x[@=1)0% +Y) +t(X, + X)) (A 3)
G, =1- k L-1)(X, = X )Y +Yey) 1K = X)X, + Xi) (A 4)
G, =1 kZi:(l (X, = X)X +Yey) +t(X, 2 = X, 4%) (A 5)
G, :1—{; @-t)(X, = X, )Y, +Yk_1): —{;t(xkz - xk_f): (A 6)
G, =1-(1-1) kz;(x CX YY) —t{;(xkz —xk_f): A7)
G, =1- (1—t):kz;(xk - X (Y, +Yk_1): - t[an - xoz] (A 8)
G, =1- (1—t)_kz_;(x “X, )Y +Y, l) ~th2-0?] (A9)

Gy =1- (1_t)|:i(xk - xk—l)(Yk +Yk—1):| —t (A 10)
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Substituting (A 1" into (A 10) leads to:
G, =1-@1-1)1-G,) -t (A9)

Gd = (1_t)xGm (1)
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Variable

Definition

Source

pi_gini

Gini coefficient for private sector incomg@efined as
sum of LIS variables MI, PRIVATI and V36). Standard
LIS routines on equivalence scale, missing obsenmsit
and top- and bottom-coding are used.

dpi_gini | Gini coefficient for disposable income®fided as LIS
variable dpi). Standard LIS routines on equivalescae,
missing observations and top- and bottom-coding are | Luxembourg Income Study
used. Database (LIS); analysis of micro

absolute | Absolute difference between Gini coeffitiler private | data completed between Februafy
sector incomes and Gini coefficient for disposable and May 2011.
incomes (pi_gini — dpi_gini).

relative Difference between Gini coefficient foiyate sector
incomes and Gini coefficient for disposable incomes
expressed as a fraction of the Gini coefficientdavate
sector incomes ([pi_gini — dpi_gini] / pi_gini).

OECD Dummy variable that takes the value of 1 fier old Organisation for Economic Co-
OECD countries and countries in Eastern Europetlad operation and Development.
value of O for all other countries and territor{Bsazil,

Colombia, Guatemala, Republic of Korea, Taiwan
[Province of Chinal).
unemp Unemployment rate, as a fraction of the tatadur force.| ILO Laborsta and Statistics
Bureau of Taiwan, Province of
China.

oldage Share of the population aged 65 years aonkabs a World Bank, World Development

fraction of the total population. Indicators, and Statistics Bureau
of Taiwan, Province of China.
support Share of respondents who either suppatrangly ISSP modules in Social Inequalit

support the statement ‘It is the responsibilityeduce the
differences in income between people with high mee
and those with low incomes’, expressed as a fractio

If no survey data are available for the year tochthe
LIS observation refers, the data-point is estimataskd
on simple interpolation (in case two neighbouring
observations are available) or based on the assumpt
that support for redistribution has remained stéinlease
only one neighbouring observation is available).

The observations for post-reunification Germanyaare
population-weighted average of the ISSP observation
East and West Germany.

S

(1987, 1992, 1999 and 2009) an
Role of Government (1990 and
1996) from Gesis (archive
numbers ZA1680, ZA1950,
ZA2310, ZA2900, ZA 3430 and
ZA5400).

Additional observations for
Switzerland (1999) from SIDOS
(archive number SID6396), for
Ireland (1987 and 1999) from the
SSRC, Dublin (no archive number
supplied), and for Denmark
(1999) from Alborg University
(no archive number supplied).
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Appendix 3: Basic descriptive statistics of the dataset

Country Observations pi_gini relative unemp oldage support
Number  First Last mean mean mean mean mean
Australia 6 1981 2003 0.440 0.311 0.069 0.114 0.458
Austria 1 2004 2004 0.458 0.414 0.049 0.160 0.741
Belgium 2 1992 1997 0.465 0.491 0.083 0.159 0.738
Brazil 1 2006 2006 0.555 0.124 0.084 0.063 n/a
Canada 10 1971 2004 0.407 0.269 0.082 0.110 0.464
Colombia 1 2004 2004 0.507 -0.001 0.128 0.050 n/a
Czech Republic 3 1992 2004 0.437 0.442 0.052 0.1340.652
Denmark 5 1987 2004 0.415 0.440 0.065 0.152 0.503
Estonia 1 2004 2004 0.493 0.310 0.097 0.164 0.768
Finland 5 1987 2004 0.432 0.476 0.091 0.142 0.736
France 4 1979 1994 0.469 0.377 0.094 0.141 0.711
Germany 9 1973 2004 0.421 0.367 0.070 0.155 0.611
Guatemala 1 2006 2006 0.519 0.023 0.018 0.043 n/a
Ireland 2 1987 2004 0.500 0.360 0.106 0.109 0.749
Israel 6 1979 2005 0.461 0.289 0.079 0.095 0.748
Korea 1 2006 2006 0.334 0.068 0.035 0.097 0.751
Netherlands 5 1983 2004 0.445 0.424 0.078 0.129 510.6
Norway 6 1979 2004 0.387 0.383 0.037 0.154 0.585
Poland 2 1999 2004 0.499 0.390 0.164 0.126 0.833
Romania 2 1995 1997 0.372 0.255 0.070 0.123 n/a
Slovakia 1 1992 1992 0.399 0.526 0.114 0.106 0.745
Sweden 8 1967 2005 0.429 0.466 0.040 0.165 0.574
Switzerland 5 1982 2004 0.395 0.272 0.026 0.151 794
Taiwan, POC 7 1981 2005 0.292 0.039 0.025 0.072 630.6
United Kingdom 9 1969 2004 0.449 0.299 0.067 0.151 0.593
United States 7 1979 2004 0.452 0.229 0.057 0.121 .3400

Total 110 1967 2006 0.426 0.323 0.066 0.135 0.584

Note: Data for the variables pi_gini, relative, mpeand oldage are available for all data pointedisn the
first columns; data for the variable support ammstimes only available for a sub-set of observation

For details, please see Appendix 4 and use thedathset for any replication of between-effects
models.

Source: Based on Luxembourg Income Study (pi_giml relative), ISSP and related sources (suppas),
(unemp), World Bank (oldage) and Statistics Buretiliaiwan, Province of China (unemp and oldage
for Taiwan, POC). For details see Appendix 2.
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Appendix 4: Documentation of the dataset

country pim dpi_m absolute relative OECD unemp agil support
Australia 0.396 0.281 0.115 0.290 1 0.058 0.098 004Q.
Australia 0.417 0.292 0.124 0.298 1 0.083 0.103 29.4
Australia 0.428 0.304 0.124 0.290 1 0.062 0.110 2®.4
Australia 0.463 0.308 0.154 0.334 1 0.084 0.121 2.4
Australia 0.474 0.317 0.157 0.332 1 0.068 0.126 0D.5
Australia 0.460 0.312 0.148 0.322 1 0.059 0.127 0®.5
Austria 0.458 0.269 0.190 0414 1 0.049 0.160 0.741
Belgium 0.449 0.224 0.226 0.502 1 0.077 0.154 Q.00
Belgium 0.481 0.250 0.231 0480 1 0.089 0.164 0.738
Brazil 0.555 0.486 0.069 0.124 0 0.084 0.063 -1.000
Canada 0.395 0.316 0.079 0.199 1 0.064 0.080 -1.000
Canada 0.375 0.289 0.086 0.229 1 0.069 0.085 -1.000
Canada 0.370 0.284 0.086 0.233 1 0.075 0.096 -1.000
Canada 0.387 0.283 0.104 0.270 1 0.088 0.107 -1.000
Canada 0.405 0.281 0.124 0.306 1 0.103 0.114 0.482
Canada 0.419 0.284 0.135 0.322 1 0.104 0.118 0.457
Canada 0.417 0.291 0.126 0.301 1 0.091 0.122 0.446
Canada 0.441 0.311 0.130 0.295 1 0.083 0.124 0.460
Canada 0.429 0.315 0.115 0.267 1 0.068 0.126 0.475
Canada 0.432 0.318 0.113 0.263 1 0.072 0.130 -1.000
Colombia 0.507 0.508 -0.001 -0.001 O 0.128  0.050 .00a
Czech Republic  0.406 0.207 0.198 0.489 1 0.033 90.1D.669
Czech Republic  0.438 0.259 0.179 0.409 1 0.039 40.13.603
Czech Republic  0.467 0.267 0.200 0.428 1 0.083 10.19.684

Denmark 0.398 0.254 0.143 0.361 1 0.061 0.154 @1.00
Denmark 0.426 0.236 0.189 0.445 1 0.090 0.155 @1.00
Denmark 0.421 0.218 0.203 0.483 1 0.070 0.153 @a1.00
Denmark 0.412 0.225 0.188 0.455 1 0.046 0.148 0.493
Denmark 0.419 0.228 0.190 0.455 1 0.056 0.150 0.513
Estonia 0.493 0.340 0.153 0.310 1 0.097 0.164 0.768
Finland 0.393 0.209 0.184 0.469 1 0.050 0.128 4a.00
Finland 0.407 0.210 0.197 0.485 1 0.066 0.136 4.00
Finland 0.438 0.217 0.222 0.506 1 0.152 0.142 4.00
Finland 0.459 0.246 0.213 0.464 1 0.097 0.149 4.00
Finland 0.463 0.252 0.211 0.456 1 0.088 0.157 0.736
France 0.447 0.294 0.154 0.344 1 0.059 0.141 -1.000
France 0.469 0.298 0.171 0.365 1 0.098 0.131 -1.000
France 0.474 0.287 0.187 0.395 1 0.094 0.139 -1.000
France 0.485 0.288 0.197 0.405 1 0.123 0.152 0.711
Germany 0.356 0.271 0.085 0.240 1 0.012 0.144 0@1.00
Germany 0.387 0.264 0.123 0.317 1 0.039 0.155 61.00
Germany 0.388 0.245 0.143 0.369 1 0.042 0.155 61.00
Germany 0.385 0.260 0.125 0.324 1 0.082 0.150 61.00
Germany 0.442 0.265 0.177 0.400 1 0.087 0.147 61.00
Germany 0.429 0.258 0.171 0.398 1 0.080 0.148 0.643



32 | ILO Research Paper No.1

country pim dpi_m absolute relative OECD unemp agkl support
Germany 0.450 0.270 0.180 0.401 1 0.103 0.153 0.622
Germany 0.464 0.266 0.198 0.427 1 0.079 0.164 0.568
Germany 0.488 0.278 0.210 0430 1 0.110 0.184 61.00
Guatemala 0.519 0.507 0.012 0.023 0 0.018 0.043 0001.
Ireland 0.500 0.328 0.171 0.343 1 0.169 0.108 0.716
Ireland 0.500 0.312 0.188 0.376 1 0.044 0.110 0.781
Israel 0.411 0.303 0.109 0.264 1 0.029 0.085 -1.000
Israel 0.448 0.308 0.140 0.313 1 0.071 0.088 -1.000
Israel 0.442 0.305 0.137 0.309 1 0.112 0.094 0.658
Israel 0.473 0.336 0.137 0.290 1 0.077 0.099 0.736
Israel 0.502 0.346 0.156 0.311 1 0.094 0.099 0.804
Israel 0.490 0.370 0.120 0.246 1 0.090 0.101 0.793
Korea 0.334 0.311 0.023 0.068 O 0.035 0.097 0.751
Netherlands 0.470 0.260 0.210 0.447 1 0.134 0.118.000
Netherlands 0.475 0.256 0.219 0.461 1 0.100 0.1246510
Netherlands 0.448 0.266 0.182 0406 1 0.070 0.129.000
Netherlands 0.372 0.231 0.142 0.381 1 0.036 0.13%.000
Netherlands 0.459 0.263 0.196 0.427 1 0.050 0.140.000
Norway 0.364 0.223 0.141 0.387 1 0.020 0.145 -1.000
Norway 0.352 0.233 0.119 0.339 1 0.020 0.159 -1.000
Norway 0.374 0.231 0.142 0.381 1 0.055 0.163 0.583
Norway 0.400 0.238 0.162 0405 1 0.049 0.159 0.577
Norway 0.403 0.250 0.153 0.379 1 0.034 0.150 0.609
Norway 0.430 0.256 0.174 0405 1 0.045 0.146 0.569
Poland 0.474 0.289 0.185 0390 1 0.139 0.120 0.849
Poland 0.524 0.320 0.204 0.389 1 0.190 0.131 0.818
Romania 0.373 0.277 0.095 0256 1 0.080 0.120 61.00
Romania 0.371 0.277 0.094 0254 1 0.060 0.126 61.00
Slovakia 0.399 0.189 0.210 0.526 1 0.114 0.106 .74
Sweden 0.390 0.260 0.130 0.333 1 0.019 0.130 -1.000
Sweden 0.400 0.215 0.185 0.462 1 0.016 0.151 -1.000
Sweden 0.411 0.197 0.214 0.521 1 0.025 0.166 -1.000
Sweden 0.428 0.218 0.210 0.491 1 0.021 0.180 -1.000
Sweden 0.461 0.229 0.232 0.503 1 0.052 0.177 0.537
Sweden 0.459 0.221 0.237 0.518 1 0.077 0.175 0.579
Sweden 0.446 0.252 0.195 0.436 1 0.047 0.172 0.593
Sweden 0.440 0.237 0.203 0.462 1 0.060 0.172 0.586
Switzerland 0.397 0.309 0.088 0.221 1 0.004 0.14@.000
Switzerland 0.403 0.307 0.096 0.238 1 0.028 0.146480
Switzerland 0.387 0.280 0.107 0.276 1 0.027 0.15442D
Switzerland 0.392 0.274 0.119 0.302 1 0.029 0.15647D
Switzerland 0.395 0.268 0.128 0.323 1 0.043 0.15852D
Taiwan, POC 0.272 0.267 0.005 0.018 O 0.014 0.044.000
Taiwan, POC 0.275 0.269 0.007 0.024 0 0.027  0.053.000
Taiwan, POC 0.281 0.271 0.009 0.034 O 0.015 0.063.000
Taiwan, POC 0.295 0.277 0.019 0063 O 0.018 0.076.000
Taiwan, POC 0.297 0.287 0.010 0.032 0 0.027 0.081.000
Taiwan, POC 0.302 0.289 0.013 0.044 O 0.030 0.086.000
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country pim dpi_m absolute relative OECD unemp agkl support
Taiwan, POC 0.324 0.305 0.019 0.058 0 0.041 0.0976630
United Kingdom 0.353 0.267 0.085 0.242 1 0.033 8.12-1.000
United Kingdom 0.350 0.268 0.081 0233 1 0.026 8.13-1.000
United Kingdom 0.396 0.270 0.126 0318 1 0.053 8.14-1.000
United Kingdom 0.476 0.303 0.173 0363 1 0.118 8.150.582
United Kingdom 0.475 0.336 0.139 0293 1 0.084 8.150.614
United Kingdom 0.502 0.339 0.163 0324 1 0.096 9.150.614
United Kingdom 0.503 0.344 0.158 0315 1 0.086 9.150.569
United Kingdom 0.497 0.347 0.150 0.302 1 0.060 9.150.587
United Kingdom 0.490 0.345 0.146 0.297 1 0.047 0.160.595
United States 0.402 0.301 0.101 0.250 1 0.058 0.1%1.000
United States 0.432 0.335 0.097 0224 1 0.070 0.111292
United States 0.439 0.338 0.101 0.229 1 0.068 0.11362
United States 0.465 0.355 0.110 0.236 1 0.061 0.175359
United States 0.475 0.372 0.103 0.216 1 0.049 0.121335
United States 0.473 0.368 0.105 0.222 1 0.040 0.121353
United States 0.481 0.372 0.108 0.225 1 0.055 0.123.000

Note: See Appendix 2 for variable definition. TWedue -1 refers to missing data. Due to spacetminss,
all figures reproduced here are rounded to thrgésdbehind the decimal point. Replication results
might therefore differ slightly from the resultsegented in this paper.

Source: Based on Luxembourg Income Study (pi_gml relative), ISSP and related sources (suppbas),
(unemp), World Bank (oldage) and Statistics Buretiliaiwan, Province of China (unemp and oldage
for Taiwan, POC). For details see Appendix 2.



