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Abstract

The extent to which popular support for the welfare state depends on
income varies greatly across nations and policy domains. We argue and
show formally that these variations—Ilargely overlooked yet essential to
understanding the politics of redistribution—reflect in part the design of
tax and transfer policies in terms of progressivity. When progressivity
is high, politics is perceived by income groups as a zero sum game and
conflicts over who gets what intensify. When progressivity is low, and tax
contributors and benefit recipients overlap, redistributive struggles become
politically less salient. We test these predictions both across nations and
across policy domains within a sample of advanced industrial democracies.
Our findings indicate that the progressivity of the tax and transfer system is
a major determinant of the predictive power of income on preferences for
redistribution.
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Introduction

In the aftermath of the Great Recession, debates about the size and the feasi-
bility of the welfare state have vigorously re-emerged, as has scholarship
about citizens’ support for redistribution. These two streams of research
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connect directly: Welfare states need and enjoy broad public support, but they
also elicit political opposition. The intensity of the conflict between support-
ers and opponents of the welfare state defines the scope of class (or “first
dimension”) politics within society. In some countries, class politics domi-
nates the political agenda. In others, it is weaker, either because there is con-
sensus around the welfare state or because parties compete on issues unrelated
to distributive politics (“second-dimension” politics). Accordingly, income
and attitudes toward redistribution are tightly linked in some countries
whereas loosely connected in others. In this article, we set out to explain why.
We argue that progressivity is a crucial, and so far largely overlooked, factor
shaping contestation over redistribution: By determining who gives and who
gains, the design of the tax and transfer system shapes citizens’ expected net
benefits and mediates the impact of income on preferences for redistribution.
We provide a simple mechanism that explains, at least in part, why the rich at
times support larger welfare states while the poor remain indifferent toward
them, a mechanism that does not require complex behavioral assumptions or
multi-dimensional political spaces. In progressive welfare states, income and
preferences for redistribution are closely linked, whereas they are only
loosely or not at all correlated in less progressive welfare states.

By way of motivation of this article’s puzzle, Figure 1 displays the size of
the income coefficients when predicting attitudes toward redistribution in dif-
ferent countries. The bars represent the size of the coefficient from regressing
redistribution attitudes on income and a small set of controls (gender, educa-
tion, age); these coefficients refer to around 2006, and are recovered from a
multi-level model.!

Income has almost always a negative effect on support for redistribution
across rich democracies, but the diversity in the magnitude of the effect is
striking (Dion, 2010; Dion & Birchfield, 2010). Why is income such a strong
predictor of redistributional attitudes in New Zealand, but not in Spain? What
explains the fact that income is more closely correlated with redistribution
preferences in the United States compared with Sweden, despite the fact that
the Swedish welfare state is much larger? Why does income seem to be a
worse predictor of support for redistribution in France or Finland? Why are
richer respondents in Portugal more likely than poorer respondents to express
support for redistribution?

Arguably, existing scholarship points to three potential explanations for
varying welfare state contestation (as measured by the income slopes). First,
higher inequality may lead to a closer relation between income and redis-
tributive attitudes. The connection between income slopes and pre-tax income
inequality seems straightforward: As the gap between the rich and the poor
increases, both the potential loss of the former and the potential gains of the
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Redistribution = Income + Controls

Figure |. Income as predictor of redistributional attitudes.

Shown are Best Linear Unbiased Predictors (BLUPs) from multi-level models, derived from
Model (2) in Table 3. Based on ISSP 2006. Preferences for redistribution: “On the whole, do you
think it should be or should not be the government’s responsibility to reduce income differences
between the rich and poor” (I. Definitely should not be, 2. Probably should not be, 3. Probably
should be, 4. Definitely should be). Controls are education, gender, and age. Sample is restricted
to employed respondents aged 18 to 65. ISSP = International Social Survey Program.

latter increase, thereby polarizing conflicts over redistribution. Under those
circumstances, income should be a stronger predictor of preferences for
redistribution. This intuition is consistent with a recent literature that sug-
gests that increases in income inequality are an important source of political
polarization (Iversen & Soskice, 2001, 2015; McCarty, Poole, & Rosenthal,
2006; Pontusson & Rueda, 2010). Second, larger welfare states may be asso-
ciated with more income-based political contestation. One may hypothesize
that where there is more money at stake, political behavior revolves more
along income lines (Svallfors, 2004). Third, the redistributive effect of wel-
fare states may explain income slopes. Income may be more closely corre-
lated with redistribution attitudes when the welfare state is more effective at
reducing inequality.

Yet, however compelling in their simplicity, none of these three logics
seems to work very well. Figure 2 plots income slopes as reported in Figure 1
against four variables related to these logics: the Gini coefficient of pre-tax
income inequality (top left panel), the Gini coefficient of post-tax income
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Figure 2. Inequality, welfare state size, vocational training, and income slopes.
GDP = gross domestic product; Ml = market income; DPI = disposable income.

inequality (top right panel), the size of the welfare state—measured as total
public social expenditure as % of gross domestic product (GDP; bottom left
panel), and the reduction in inequality—measured as the difference between
the Gini coefficients of pre- and post-tax inequality (bottom right panel).
Figure 2 conveys that income slopes do not correlate well with pre-existing
patterns of inequality, nor the size of the welfare state, and only weakly with
the redistributive success of welfare states. As such, the patterns of variation
depicted in Figure 1 do not sit well with dominant theoretical approaches in
the field, and we therefore propose an alternative account.

We suggest that the progressivity of the welfare state shapes welfare state
contestation (as captured by the income slopes). Progressivity captures the
incidence of taxes and transfers across different income groups. In a tax (ben-
efit) system that is neither progressive nor regressive, each income group pays
the same proportion of overall taxes (receives the same proportion of bene-
fits). Progressivity measures to which degree a tax (or transfer/benefit) system
deviates from proportionality. In a progressive tax system, richer income
groups pay a higher share of the taxes. In a regressive tax system, poorer
income groups disproportionally carry the overall tax burden. On the flipside,
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in a progressive transfer system, benefits are disproportionally targeted at the
poor, that is, they receive a higher proportion of the overall transfers. In a
regressive transfer system, richer income groups receive a higher share of ben-
efits. Below, we develop the argument that welfare state contestation (“first-
dimension politics”) is greater in more progressive welfare states.

Hence, we expect the design of the tax and transfer system to play a key
role in explaining why income is a better predictor of attitudes toward redis-
tribution in some countries, why “first-dimension politics” dominates in
some countries but not in others. We believe that establishing that progressiv-
ity mediates the impact of income on preferences for redistribution is an
important and consequential result that makes several contributions.

First, we bring into the discussion an aspect of design of welfare states,
progressivity, that is typically downplayed by comparative analyses. We
know that redistribution equals size times progressivity (Kakwani, 1977;
Kim & Lambert, 2009). And yet the literature has focused either on the size
of welfare states (measured by spending, or replacement rates) or, increas-
ingly, on their redistributive effects (measured as the difference in inequality
of market and disposable income). However, to the best of our knowledge, no
one has focused on the second element of the equation. Yet, neither the size
of welfare states nor their ability to reduce inequality tell us all that much
about who gives and who gains, and consequently leaves important aspects
of redistributive politics in the dark. The missing link between welfare state
effort and redistributive effect is, in fact, progressivity. Interestingly, when
we turn the focus to the degree of progressivity of taxes and transfers, coun-
tries do not fall into familiar clusters. For example, although overall spending
levels in the United States are much lower than in Sweden, and although the
welfare state in Sweden reduces inequality more than in America, the pro-
gressivity of (cash) benefits in the two countries is almost identical—and the
U.S. tax system is much more progressive than the Swedish one. Overall, this
makes America more progressive than Sweden, and we would expect income
to be more closely related to redistributive attitudes in the United States—an
expectation borne out by the data. By analyzing progressivity as a key theo-
retical dimension of redistributive conflicts, our article makes sense of these
unexplained empirical regularities that cut across conventional regime
classifications.

Second, as part of the process of theorizing and measuring the impor-
tance of progressivity, we not only pay attention to the expenditure (benefit)
side of welfare states but also systematically incorporate the revenue side
(taxes and contributions)—which tends to be overlooked in comparative
accounts of the welfare state (though see Steinmo, 1996, for an early excep-
tion). The small literature on taxation and social policy uncovered the
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counterintuitive combination between regressive revenue structures and
large, redistributive welfare states (Beramendi & Rueda, 2007; Kato, 2003;
Steinmo, 2010), adding to what earlier came to be known as “the paradox of
redistribution” on the spending side (Korpi & Palme, 1998). We build on
this literature to identify an important institutional mechanism that affects
preference formation. Preferences respond to the actual distribution of who
gives and who gains, which is determined jointly by the tax system, the
transfer structure, inequality, and risk (and summarized by progressivity).
Existing contributions typically focus exclusively on individual-level deter-
minants of social policy preferences, emphasizing mechanisms as diverse as
self-interest, values and believes, and other-regarding preferences (for a
recent review, see Alesina & Giuliano, 2011). We build on the micro-level
literature and offer a micro-level account of social policy attitudes, but we
advance an argument that links institutional characteristics to preference for-
mation. Linking micro- and macro-level arguments and analyzing “prefer-
ences in context” (Gingrich & Ansell, 2012) strike us as a pressing research
agenda.

Third, we offer a bridge between the largely divorced literatures on com-
parative political economy, on the one hand, and parties and elections on the
other. By focusing on what makes social policy politically contested, our
framework contributes to the scholarship on the dimensionality of the politi-
cal space (“first- vs. second-dimension politics”). Typically, arguments about
second-dimension politics focus on non-economic rationales (identity, reli-
gion, culture, electoral systems) to account for the relative importance of
economic versus non-economic determinants of political choice. Our frame-
work suggests that the scope for second-dimension politics reflects the very
design of the welfare state and the fiscal system: in countries with progres-
sive tax and transfer systems, first-dimension politics should overshadow
other lines of political divide.

The article proceeds as follows. In the next section, we present our theo-
retical argument and empirical strategy. Subsequently, we discuss our empiri-
cal analyses and findings. Finally, the conclusion summarizes our results,
discusses some of the limitations of the article, and points to future lines of

inquiry.
The Argument: Progressivity, Redistribution, and

Preferences

Along a number of previous contributions (Gingrich, 2014; Svallfors, 2004),
we conceive welfare state institutions as a key ingredient to understand the
process of political preference formation. Our argument points to progressivity
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Table I. Hypothetical Tax and Transfer Systems.

System A System B

Pre-tax Taxes Transfers Final income Pre-tax Taxes Transfers Final income

Poor 20 0 30 50 20 10 10 20
Rich 80 40 10 50 80 30 30 80

as the mechanism that drives the feedback from institutions to citizens’ prefer-
ences. As opposed to the size of the welfare effort, it is the design in terms of
progressivity that determines the degree to which the fiscal contract between
different income classes is a zero sum game, thus shaping the patterns of politi-
cal contention.

In contrast to progressivity, the size of the welfare state—arguably the
most prominent dependent variable in the social policy literature—has no
obvious connection to the distribution of expected net benefits, and therefore
no clear link to interests and politics. Indeed, it is difficult to conceive of a
convincing argument that connects just the size of welfare states with pat-
terns of support across different income groups. To see this, consider the
comparison between two hypothetical fiscal systems in Table 1.

Systems A and B have identical levels of pre-tax inequality and, importantly,
equally sized welfare states (40 units of tax take and transfers). What differenti-
ates them is who gives to the budget (progressivity in taxes) and who gains from
the fiscal expenditures (progressivity in transfers). System A is much more pro-
gressive than system B overall and, as a result, the levels of final income inequal-
ity are much lower. Our claim is that for any given level of welfare state size,
more progressive systems (a la A in Table 1) are experienced by voters as a zero
sum game and therefore lead to higher levels of contestation. By contrast, to the
extent that the fiscal system departs from this logic and those who contribute also
share in the benefits, the levels of polarization around income will be signifi-
cantly lower. Differently put, changing the size of the welfare state in System A
will be highly contested as any change divides the poor and the rich in clear net
benefit winners and losers. This is not the case in System B where a change in the
size of the welfare state has no redistributive effect, assuming that the parameters
of the tax and transfer system remain unchanged.

One objection to this line of reasoning might be that welfare state contes-
tation can be expected to be high in the less progressive tax and transfer
System B as well, because the poor have incentives to increase its progressiv-
ity and the rich have incentives to prevent that. In other words, progressivity
itself could be the topic of contestation. This is a valid point, but the vast
majority of policymaking is about incremental changes to the status quo
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(“more or less”) within a given institutional structure (such as a tax and trans-
fer system) rather than that institutional structure itself (“system A or B” or
“the rules of the game”). This is especially true for budgetary decisions and
welfare policies, which tend to exhibit a particularly high degree of inertia
and path dependency. In these cases, politics plays out within the contours of
a given tax and transfer system whose parameters are not up for grabs in the
short run. The fundamentals of social policy programs tend to be based on
compromises reached decades ago?, and contemporary policy making tends
to be about incremental changes of these early compromises. In other words,
conflict about welfare state policies in advanced industrial societies is largely
about marginal changes within a generally accepted institutional framework.
In that sense, the core parameters of the tax and transfer system (“progressiv-
ity”) are typically exogenously determined.

This line of reasoning links directly to two important premises in our anal-
ysis, both theoretically and empirically: First, when individuals form prefer-
ences over redistribution, the key parameters of the system under which they
operate are fixed. In other words, in advanced industrial democracies, the
majority of citizens become political animals under a set of institutional
parameters largely fixed since before they enter politics. In line with this, our
formal model below explores citizens’ preferred spending level under a given
degree of progressivity. Second, major changes in the overall levels of pro-
gressivity do not occur as a result of individuals’ or group-level preferences
under day-to-day electoral politics. Rather, ideological shifts and coalitional
changes build up over long periods of time and tend to crystalize at times of
crises (both military and/or economic/financial).

To substantiate our premises, Table 2 displays over-time data on tax progres-
sivity for a set of countries.? The picture emerging is clear and consistent with our
assumption: Across most of the cases with available data, tax progressivity is a
rather stable institutional feature, as reflected by the fact that the rank order of
countries remains largely the same over four decades. Moreover, cross-national
differences trump differences over time. We think that these differences are much
more likely to reflect exogenous pressures in extraordinary times rather than the
feedback of citizens mobilized over tax policy under normal electoral poli-
tics.* Citizens grow up in a fairly stable tax and transfer environment.

A second potential objection to our argument relates to the informational
requirements implied by our framework. The concern would be that we assume
overly sophisticated agents. However, we think that the informational require-
ments we put on citizens are relatively modest, at least compared with standard
approaches in the literature (such as voting models, which often assume that citi-
zens know their ideal points and all parties’ positions). Our argument does not
require citizens to know the specifics of every aspect of the fiscal system, nor the
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Table 2. Progressivity of Taxes Over Time.

Country 1970s 1980s 1990s 2000s

United States 0.556 (2) 0.584 (1) 0.588 (1) 0.621 (1)
Canada 0.566 (1) 0.521 (2) 0.553 (2) 0.550 (2)
Germany 0.507 (3) 0.509 (3) 0.514 (4) 0.549 (3)
United Kingdom 0.459 (6) 0.473 (4) 0.532 (3) 0.548 (4)
Norway 0.495 (4) 0.447 (5) 0.447 (5) 0.451 (5)
Sweden 0.479 (5) 0.409 (6) 0.373 (6) 0.380 (6)

Source. Freeze (2015).
Shown is the progressivity of taxes, averaged for each decade. Ranks are in parentheses.

actual degree of progressivity associated with tax and transfer policy tools. This
would be quite an unrealistic informational prior (Gingrich, 2014). What our
framework does require is that citizens have a general sense of whether and how
much they benefit or lose from the tax and transfer system, that is, they have a
general sense of their net benefits derived from the welfare state. Unlike, say, the
positioning of all parties in the policy space, this is a topic of direct material
importance for citizens, and we think it is indeed realistic that citizens have a
sense of their net benefits from the welfare state.

To clarify and further develop the intuition presented in Table 1, we now
offer a simple formalization that builds on the canonical Meltzer—Richard
model (MR; Meltzer & Richard, 1981). Citizens have an exogenously given
level of income (w,), which is taxed by function ¢, Taxes are collected and
handed out as a flat-rate benefit ¢. Taxation leads to disincentive effects (labor
supply decreases as taxation increases), which we capture (indirectly) by
function L. Individuals’ utility is then

U =(1-t;)w +c-L (1)

This formulation departs from the MR model in two main ways. First, it sim-

plifies the original model by taking incomes as exogenous. Second and more

interestingly, ¢; varies by individuals, adding a progressive tax design to the origi-
nal model. In particular, we follow De Donder and Hindrik (2003) and set

t,=a+pw, 2

With this income tax function, individual i’s tax payment is

wt, = aw, +Bw, 27

Downloaded from cps.sagepub.com by guest on December 29, 2015


http://cps.sagepub.com/

10 Comparative Political Studies

Parameter alpha captures a proportional tax rate (everybody pays, say,
20% of their income as taxes). Parameter beta is the progressivity tax param-
eter, with B > 0 indicating a (marginally) progressive income tax and <0
representing a (marginally) regressive one (De Donder and Hindrik set ¢ > 0,
0<a<l,and —(a/2) <P< (1 —a)/2). Inthe MR model, § = 0, that is, taxes
are proportional. We assume that deadweight losses are not constant across
taxpayers. Instead, we capture the differential (dis)incentive effects associ-
ated with progressivity as L = (w;t;)?> / 2. Balanced budgets require that the
sum of benefits equals the tax take, which implies,’

2
c:zj\?)iti :zaw]l.v+BWi =0LW+BE(W[2):aW+[3|:Var(wi)+w2:| 3)

where w is the average wage.

Note that tax policies are bi-dimensional: Benefit ¢ depends on a and f.
This simple set-up allows us to explore the impact of progressivity () on
preferred spending levels (c).

This exploration involves several steps (see appendix for details), which
yield the following expression for optimal ¢, ¢*:

¢ :ﬁ.Var(wi)+{l—lj{l+Bwiwj “)
w,

i Wi

Expression (4) provides a number of insights into the relationship between
progressivity, income (w;), and the optimal level of benefits (¢ *). We concen-
trate on the case of progressive taxation (i.e., 3 >0) and compare the pre-
dicted preferences of rich versus poor citizens.

(1) The poor (w; <w) under progressive taxation (ff > 0): Evaluating (4)
for citizens satisfying w; < w produces

¢ =B.Var(wi)+(K—IJ[K+Bwiwj>0 5)
>0 "i G
>0 >0

which implies that ¢* is positive for all poor citizens.
(2) The rich (w;>w) under progressive taxation (B > 0): In turn, evaluat-
ing (4) for citizens satisfying w; > w produces,

* w w
c :BV(ZI"(WZ)-F[;I—IJ(;I-FBVVIWJ (6)
>0 [
>0 >0
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Notice that (6) has a positive and a negative term, which requires further
analyses to establish the conditions under which dc¢"/ ow, < 0. Taking the
derivative of (6) with respect to w,, setting it to 0 and solving for 3 allow us
to establish the following condition:

ac” . 1 2w
$<Olff B>—2[1——J (7)

i i Wi

—0

Under this mild condition, it holds that the wealthier the citizens, the lower
the support for redistribution (dc” / dw;, < 0) .

Finally, the cross-partial of ¢ * with respect to 3 and w, allows us to estab-
lish how the degree of progressivity mediates the relationship between
income and preferences for redistribution:

o |2 w

o { W T BW} ®)
2L o =-w<0

P P

The results in (6) to (8) summarize our argument: The more progressive the
tax system, the stronger the effect of income on preferences for redistribution.
In more progressive systems, relatively poorer citizens will show stronger sup-
port for larger benefits, whereas relatively wealthier citizens will show stronger
opposition to redistributive policies. Hence, we hypothesize that the impact of
income on preferences over redistribution is higher in systems with higher lev-
els of progressivity. The remainder of the article offers empirical assessments
of this expectation.

Empirical Strategy: Design and Measurement

Our argument is that progressivity influences the predictive power of income
when it comes to attitudes toward social insurance programs. After a descrip-
tive exploration of the relationship between progressivity and income slopes,
we test this claim in two different ways:

1. Across countries: Do income slopes (from predicting redistributional/
social insurance attitudes) vary systematically with the degree of
progressivity?

2. Across social policy domains, across countries: Do income slopes
vary with the degree of progressivity in different social policy
domains in different countries?
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Our dependent variable is the predictive power of income for social insur-
ance attitudes. To compute a reliable measure, we estimate hierarchical linear
models predicting social insurance attitudes with income and a set of controls
(education, gender, and age), with random intercepts and random slopes (see
Table 3).¢ We then recover country-specific income slopes (and their standard
errors) from best linear unbiased predictions (BLUPs). These income slopes
are our dependent variable (and we use the inverse of the standard errors as
weights in all further country-level estimates). Figure 1 above displayed
these slopes. Larger (more negative) coefficients indicate that social policy
issues are a more salient cleavage in a society. One advantage of this approach
is that it allows us to take into account other relevant factors: The partial cor-
relation coefficient of social policy attitudes and income is net of control
variables. Perhaps the largest challenge for the income-slope approach is that
the income data in our public opinion survey are of problematic quality and
not necessarily comparable across countries. It is therefore reassuring that the
estimated income gradients from alternative data sources with better and
more comparable income variables are consistent with one another.”

The main source for measuring our dependent variable is the International
Social Survey Program’s (ISSP) “Role of Government” (RoG) module IV
(ISSP Research Group, 2006). We recover income slopes on the following
attitudinal items (where the answer categories are 1. “Definitely should not
be,” 2. “Probably should not be,” 3. “Probably should be,” and 4. “Definitely
should be”):

e On the whole, do you think it should or should not be the govern-
ment’s responsibility to . . .
o Reduce income differences between rich and poor

Provide decent standard of living for the old

Provide decent standard of living for the unemployed

Provide health care for the sick

Provide decent housing for those who cannot afford it

O O O o

Our main focus is on the redistribution item (government responsibility to
reduce income difference between rich and poor). However, we also rely on
the other items for a comparative analysis of contestation across social policy
domains. The comparison across policy domains also allows to consider, in
an indirect way, how sensitive our results are to differences in the relative
prevalence of income versus insurance motives (Moene & Wallerstein, 2001).

Our key explanatory variable is “progressivity”—parameter B in the
model presented above. How should it be measured? One prominent strategy
in the literature is to equate progressivity with the redistributive effect taxes
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Table 3. Preferences for Government Responsibility.

(1 @) ©) (4)
Preferences for government
Preferences for responsibility in specific
redistribution domains
Income (in —0.072+* —0.045%* —0.029** —0.015¢
noviles) (0.010) (0.007) (0.004) (0.009)
Education —0.074** —0.0807** —0.008* —0.014
(ISCED) (0.008) (0.017) (0.004) (0.024)
Female 0.146** 0.148%* 0.067+* 0.0927**
(0.018) (0.032) (0.009) (0.021)
Age 0.002°* 0.001 0.003%** 0.003*
(0.001) (0.002) (0.000) (0.001)
Progressivity —0.187 0311
(0.152) (0.221)
Income % 0.222%* 0.049*
Progressivity (0.030) (0.019)
Constant 3.383%* 3414+ 3.168%* 3.249%*
(0.058) (0.073) (0.064) (0.091)
Variance components
Var(income) 0.0027+* 0.00 |**
(0.001) (0.000)
Var(constant) 0.023%* 0.161%*
0.011) (0.035%*)
Var(residual) 0.871** 0.484+*
(0.012) (0.004)
No. of cases 11009 11009 24646 24646
No. of countries/ 21 21 46 46
clusters
Adj. R? 107 .049
Log likelihood -14,913.9 —-15,078.8 —26,168.5 -30,168.2

Standard errors in parentheses. Models (1) and (3) are multilevel mixed-effects linear regression;
Models (2) and (4) are OLS. Discussions of the correlates of income slopes in the test are based
on Models (1) and (3). In Models (3) and (4), individuals are nested in domains and countries: The
cluster level is a social-policy domain in different countries. In the stacked data set, attitudes in four
social policy domains® are mapped onto four domain-specific concentration of benefits, as follows:

e Provide decent standard of living for the unemployed — concentration of unemployment
benefits.

e Provide decent standard of living for the old — concentration of old age pensions.

e Provide health care for the sick — concentration of disability benefits.

e Provide decent housing for those who cannot afford it — concentration of housing benefits.

Th <.l.%p <.05. *p < .0l.
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and transfers have, which is typically measured as the (proportional) reduc-
tion in the Gini coefficient comparing market and disposable income distri-
butions (Bradley, Huber, Moller, Nielsen, & Stephens, 2003; Kenworthy &
Pontusson, 2005). Standard measures capturing the overall reduction in
inequality due to taxes and transfers, such as the difference in Gini coeffi-
cients before and after taxes and transfers, provide a summary of the scope of
redistribution but do not speak to the directionality of the policy effects
behind observable redistribution nor about the subspace of the income distri-
bution in which the reallocation of resources actually takes place. For
instance, a 10% reduction in pre-tax inequality may reflect transfers from the
top to the middle, from the middle to the bottom, or from the top to the bot-
tom. These are three very different scenarios in terms of progressivity and the
politics of social policy—and yet the overall reduction in the Gini coefficient
for pre-tax inequality offers no leverage to distinguish between them. This is
not to say though that redistribution and progressivity are unrelated.

Following Kakwani and Lambert, the overall redistributive impact of the
fiscal system—measured by the difference between market and disposable
income Gini coefficients—can be broken into two components (Kakwani,
1977; Kim & Lambert, 2009): the scope of the effort and its progressivity.
The relationship can be formally stated as follows:?

. _tBT+b|BB|

9
(l—t) 1-t+b ©

Ginimarket _ Ginidisposable —

where ¢ denotes the tax level, b denotes the benefit level, and BT and B
indicate the progressivity of taxes and benefits. Assuming balanced budgets
(t=b = u), we can rewrite this equality as follows:

Gl«nimarket _ Ginidisposable _ a(BT +|BB|) (10)

In words, the overall reduction in inequality due to taxes and transfers can
be decomposed into the product of the size of the welfare state (o) and the
progressivity of its taxes (BT) and benefits (B). It is our contention that pro-
gressivity is a central ingredient of welfare state politics.

The literature has followed Kakwani in measuring BT and B. Kakwani
(1977) defines progressivity as a tool to “measure deviations of the tax [or
transfer] system from proportionality” (p. 74), which are commonly captured
by concentration curves of taxes and benefits, respectively. The concentra-
tion of taxes is derived by plotting the share of taxes paid against rank-ordered
income groups. In a progressive system, those at the bottom of the income
scale pay a lower share of taxes. The concentration coefficient of taxes (fT)
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sums the area between the concentration curve and the 45-degree line in a
way that more positive values indicate more progressive systems.
Progressivity of benefits is measured analogously. The concentration of ben-
efits is derived by plotting the share of benefits received against rank-ordered
income groups. In a progressive system, those at the bottom of the income
scale receive a higher share of benefits. The concentration coefficient of ben-
efits (BB) sums the area between the concentration curve and the 45-degree
line, where the area above the 45-degree line has a negative sign, whereas the
area below the 45-degree line has a positive sign. More negative values indi-
cate more progressive transfer systems.

In the empirical analysis below, we will capture progressivity by the con-
centration of benefits (BB) as well as a measure of overall progressivity
(BT BB). In both cases, a value of zero indicates proportionality. With respect
to the concentration of benefits, negative values indicate more progressive
benefits systems, and we expect a positive correlation between income slopes
(welfare state contestation) and that measure. With respect to the combined
measure of progressivity—taking into account taxes and benefits—positive
values indicate more progressive systems, and we expect a negative relation-
ship between income slopes and overall progressivity. We take these mea-
sures from the Organization for Economic Co-Operation and Development
(OECD; Forster & Whiteford, 2009; OECD, 2008), and they refer to the mid-
2000s. The OECD also provides concentration measures of cash benefits for
various social policy domains. These measures are displayed in Table 4,
together with an indicator of the importance of benefits (percentage share of
public cash transfers in household disposable income).

Analysis and Findings

Our theoretical framework predicts that the importance of social policy as a
political cleavage will be larger, the higher the levels of progressivity. Figure 3
presents a preliminary exploration of this relationship by plotting the relation-
ship between progressivity of transfers (top panel), taxes (middle), and com-
bined (bottom panel) and the average levels of support for redistribution of
income groups. Within each figure, we distinguish between the poor (measured
as the bottom three of nine income noviles) and the rich (measured as the top
three of nine income noviles).

Figure 3 reveals two interesting patterns. First, the higher the level of pro-
gressivity is, the larger is the gap in the average level of support for redistri-
bution between the rich and the poor, as predicted by our framework. The gap
is larger in the case of transfers (top panel), but it is also apparent if the analy-
sis is restricted to taxes. Second, the rich seem more sensitive to variations in
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Figure 3. Income gap regarding redistribution preferences.
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the levels of progressivity than the poor. In other words, cross-national differ-
ences in welfare state contestation are largely driven by differences in the
support of the rich, not the poor.

To test more systematically the relationship between progressivity and
the overall gap between the rich and the poor and their support for redistri-
bution, we resort back to income slopes as the endogenous variable in a set
of tests that control for other possible determinants of the differences in
support for redistribution between the rich and the poor. Clearly, the tax and
transfer system is not the only plausible factor influencing how contested
welfare states are. We have already noted two plausible alternative explana-
tory variables: income inequality (higher inequality should lead to more
contestation) and the magnitude of the welfare state (the more is at stake,
the more contested should welfare states be). Neither of these variables
performed well in the bivariate analysis (Figure 2), but the need to use them
as control variables follows from both our theoretical model and the pre-
ceding conceptual discussion. Inequality is a determinant of the optimal
benefits in our theoretical model (Expression (5) above). And the need to
control for the overall size of the welfare state follows directly from the
relationship between the overall levels of redistribution, the size of the wel-
fare budget, and its design in terms of progressivity (see Expression (9)
above). We therefore include controls for the level of inequality (the Gini
coefficient of household disposable income!?) and the size of the welfare
state (total social expenditure as a percentage of GDP).

Because it is plausible that attitudes toward government intervention are
shaped by ideology (Margalit, 2013) or dominant (left) parties and unions,
we include control variables for left party dominance (cumulative share of
cabinet posts for left parties). Systems that rely on specific skills may foster
stronger support for social insurance, and we therefore include a control for
the incidence of vocational training (Iversen & Soskice, 2001). Moreover,
the overall level of risk in a society may shape attitudes toward social policy
and have an impact on the link between income and redistribution prefer-
ences. To take this possibility into account, we control for the unemployment
rate. Because of its prominence as explanation for second-dimension poli-
tics, we also control for ethnic fractionalization. Table 5 lists all variables
and their sources.!!

We now turn to the results. We are primarily concerned with the correlation
of welfare state contestation and the structure of the tax and transfer system.
We will concentrate on two outcome variables: the progressivity of benefits
and the overall progressivity of the tax and transfer system. Figure 4 displays
bivariate correlations between these two core explanatory variables and the
income slopes. The figure shows that the more redistributive benefits, the
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Figure 4. Concentration of benefits/benefits and taxes and income slopes.
more contested they are. This is what we expected from our theoretical frame-

work.!> We find the close fit between income slopes and the concentration of
(taxes and) benefits, as displayed in Figure 4, remarkable.
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We also explored whether these correlations withstand the inclusion of
control variables. The results are easy to report: The key explanatory vari-
ables—the concentration of benefits and overall progressivity, respectively—
turn out to be statistically significant in all models including controls for
inequality, welfare state size, or any other macro-level determinants of the
size of the income slope derived from the hierarchical linear models described
above (see Tables 6 and 7). The substantive impact of cash benefit concentra-
tion is also significant. The estimated slope in the top panel of around 0.18
suggests that a one standard deviation (0.19) change in the concentration of
benefits changes the income slope by about 0.034. Because the income slope
ranges from about —0.15 to about —0.02, this is a 20% change.!3

In the next step, we turn to the analysis disaggregated by policy domain
(unemployment, pensions, health care, and housing). To this end, we need to
match survey items on social policy domains to concentration measures of
social policy domains. Although there is often more than one possible match,
many mappings are straightforward. In particular, the ISSP RoG survey
includes the following social policy attitudinal items'# that can be easily
matched with concentration measures of benefits:

e Provide decent standard of living for the unemployed — concentration
of unemployment benefits

e Provide decent standard of living for the old — concentration of old
age pensions
Provide health care for the sick — concentration of disability benefits
Provide decent housing for those who cannot afford it — concentra-
tion of housing benefits

When we explore the correlation between income slopes (from multi-level
models predicting a social policy attitude) and concentration measures within
each of these domains, we find the expected positive correlations (the more
concentrated benefits are toward the poor, the more contested is the social
policy area). Figure 5 shows the results, pooling the four social policy
domains together (see Models (4)-(6) in Table 3). As can be seen from the
figure, there is a positive correlation between the concentration of benefits
and the income slopes—a finding that also holds within each domain (not
shown). The relationship between income slopes and progressivity in this
domain-country-level analysis is not as close as at the country-level analysis,
but it is reasonably strong, and statistically significant.

To recapitulate, we have tested our hypothesis that social policy polariza-
tion (measured in terms of the strength of income as a predictor of redistribu-
tive attitudes) can be explained by the progressivity of the tax and transfer
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Figure 5. Correlation between concentration of benefits in various social policy
domains and income slopes in matched social policy domains.

The unit of analysis is a social-policy domain in different countries. The solid line is the
regression line. ISSP = International Social Survey Program.

system. Our findings suggest, in line with our theoretical expectations, a
strong impact of progressivity on welfare state contestation. This finding is
robust across measures of concentration (cash benefits vs. benefits and taxes),
income measures (not shown, see fn. 7), and policy domains, as well as to the
inclusion of relevant control variables. These are solid empirical grounds.

Conclusion

We began this article by showing that the importance of income as a predictor
of redistribution varies greatly across rich democracies (Figure 1), although not
in expected ways (Figure 2). To account for these patterns, we have argued that
progressivity is a key ingredient for understanding the politics of the welfare
state, because it decidedly shapes the distribution of expected net benefits, that
is, who gives and who gains. And we have shown that a higher concentration of
taxes and transfers (higher progressivity) produces higher levels of polarization
over social policy (more negative income slopes). This finding is robust across
arange of different tests (cross-national and cross-domain).

The core message of this article is that the usual practice of ignoring pro-
gressivity hinders our understanding of the politics of the welfare state. As
noted by a burgeoning literature, the rich play an important role in explaining
redistributional preferences. Be it through the demand for insurance (Moene
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& Wallerstein, 2001), the presence of other regarding preferences (Fehr &
Schmidt, 1999), or the externalities of crime (Piven & Cloward, 1956; Rueda
& Stegmueller, 2015), the observed deviations from behavior driven by short
run materialist considerations is primarily a matter of the rich. Figure 3 above
is consistent with this observation. Yet, our analysis needs not resort to
increasingly complex assumptions at the individual level. It provides an insti-
tutional argument about the conditions under which the poor may shy away
from redistribution and the rich may endorse large budgetary commitments to
such policies. And it does so within the fundamental parameters of standard
materialist accounts by introducing a more realistic analysis of the role of
fiscal institutions. In closing, we discuss some of the limitations of the article
and avenues for further research.

Our analysis falls short of causally identifying the impact of progressiv-
ity on preferences. Situations in which a clearly exogenous change in pro-
gressivity precedes public opinion formation are rare, which poses
significant challenges to ruling out potentially confounding effects.
However, German Reunification (1989-1990) could be plausibly consid-
ered one such instance. By virtue of incorporating five new poorer Ldnder
and 20 million largely poorer citizens into the West, the levels of progres-
sivity and redistribution increased—although mainly through mechanisms
largely outside our formal model. The fundamentals of the fiscal system
did not change, despite a massive alteration in the geography of income
and labor markets. Rather, it assimilated the new members in a short period
of time, triggering an unprecedented redistributive effort from the West to
the East.!’

This redistributive effort had two clear dimensions: inter-personal redistri-
bution from rich to poor individuals in both the East and West, and inter-ter-
ritorial redistribution from Western taxpayers to Eastern recipients.!® From a
geographic perspective, progressivity will be at its highest in the newly uni-
fied Germany, reflecting the joint effect of inter-personal and inter-territorial
redistribution. Of the two Germanys, the East will be one with the lowest
degree of progressivity as its population has an over-concentration of welfare
beneficiaries, whereas in Western Germany, the majority of taxpayers coexist
with a sizable group of welfare recipients. Hence, income slopes should be
larger in the unified Germany than in Western Germany, and larger in the
West than in the East. In turn, in terms of dynamics, according to our frame-
work, increasing progressivity should translate into larger (i.e., more nega-
tive) income slopes.

Figure 6 provides suggestive evidence that this was the case.!” Income
slopes are indeed larger in the newly unified Germany than in either of its
constituent parts throughout the period. In terms of dynamics, it is important
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Figure 6. Germany—evolution of income slopes.

Source. Based on the German General Social Survey (ALLBUS), 1980-2010 (GESIS—Leibniz-
Institut fur Sozialwissenschaften, 2012).

Shown are Best Linear Unbiased Predictors (BLUPs) from multi-level models (individuals nested
in time). Dependent variable: Preferences for “state should secure income in times of hardship”
(I = strongly disagree, 2 = disagree, 3 = agree, 4 = strongly agree). Controls variables are gender,
age, marital status, and education. Sample restricted to respondents aged 18 to 60 and (full- or
part-time) employed. ALLBUS = Allgemeine Bevolkerungsumfrage der Sozialwissenschaften.

to distinguish between the West and the East. In the West, due to the concen-
tration of taxpayers, income slopes are large from the beginning and
strengthen marginally over time. Overall, the evolution of income slopes in
Germany after reunification suggests that the link between progressivity and
political contestation moves in the right direction in one of the rare instances
of plausibly exogenous change in the levels of progressivity. However, the
full causal identification of the specific mechanisms through which reunifica-
tion reshaped preferences would require extensive additional research well
beyond the scope of this article.

The limitations of the quasi-natural experiment in Germany point to the
first of several fruitful avenues for future research: the use of experimental
techniques to assess how the capacity and progressivity of the fiscal system
shape citizens’ predispositions toward the welfare state. An experimental
approach would not only allow to assess the specific impact of the different
components of progressivity (taxes vs. transfers), but, more importantly, it
would ensure that the impact of the exposure to different regimes is cleanly
net off confounders such as the ones undermining inference when exploiting
exogenous shocks on observational data.
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Second, our study highlights the importance of studying the conditions
under which different levels of progressivity emerge historically. It is fairly
well established that the levels of progressivity reflect the joint legacy of past
political bargains between elites and critical moments in history (major polit-
ical or economic crises, often intertwined) that rewrite the fundamentals of
the social contract. Yet, beyond this general intuition, the conditions under
which higher or lower levels of progressivity emerges need further explora-
tion. Given the significance of the distributive and political effects associated
with different levels of progressivity, shifting the focus toward its historical
origins is a natural next step.

Finally, a third path for future analysis would be to extend the analysis to
situations with low state capacity and regressive fiscal designs. Our empirical
sample primarily includes countries with well-developed state bureaucracies
and moderate levels of progressivity, with the exception of South European
democracies. The majority of citizens in developing democracies operate
under fiscal legacies that feature weak states and regressive fiscal contracts.
Our findings suggest that the nature of political competition will be very dif-
ferent in these circumstances. By shaping the scope of class politics, progres-
sivity feeds back directly into the type of programmatic linkages between
citizens and elites, ultimately shaping the nature of political representation. It
is no wonder that clientelism is rampant in countries with very low progres-
sivity and low state capacity. At the extreme, citizens cannot distinguish
between Left and Right offerings when it comes to fiscal policy, income does
not predict citizens’ positioning, and politics turns into a game of crude non-
programmatic exchanges. Exploring the role of functional equivalents to pro-
gressive fiscal allocation of rents (such as remittances or informality) in the
process of preference formation will contribute to our collective understand-
ing of politics in much of the democratic world. Jointly, these three lines of
research would give a richer and more precise picture of who gets what at
what price. And that is what arguably politics is all about.

Appendix

Calculation of the Optimal Level of Benefits, c*

Following from main text, individuals’ utility is defined by,
Uiz(l—ti)wl.+c—L (A1)

We incorporate progressivity (De Donder & Hindriks, 2003) by defining,

[ =atpw (A2)
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and using a quadratic income tax function, such that individual i’s tax
payment is,

wt, = aw, +pw’ (A2)

Recall that parameter alpha captures a proportional tax rate (everybody
pays, say, 20% of their income as taxes). Parameter beta is the progressivity
tax parameter, with f > 0 indicating a (marginally) progressive income tax
and B < 0 representing a (marginally) regressive one.

Finally, we capture the differential (dis)incentive effects associated with
progressivity as L = (w;t,)?/2. Balanced budgets require that the sum of ben-
efits equals the tax take, which implies,

wit; ow; + BWi2
- ZN -2 () (A3)

= aw+B[Var(Wi)+w2:|

where w is the average wage. Given this set-up, the calculation of the optimal
level of benefits, ¢* involves several steps.

1. Solving (A3) for a yields,
B c—ﬁ.Var(w,.)—wa2

w

o

and substituting back into (A1) in turn produces,

. c—B[Var(wi)+w2]

i

w,—Bw’+c—L (AT?)
w

2. Modeling disincentive effect as L = (w;t,)> /2, which—given the tax
function (A2’)—is the same as L = (wl.ti2 /2) =[ow, +[3wi2]2 /2 —
and inserting into (A1’) gives the following utility function:

_c—B[Var(wI-)+w2J

c—B[Var(wi)—i-wz} 5
=W - " w; —Bw; (A1)

U =w

i i

w,—Bw’+c—L

C—B[Var w.)+w2:|

1

w; +pw;’
w

+c—
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3. Taking the derivative with respect to ¢ yields,

—B| ¥ A 2
aw,__w e “r(m)+w]wi+sw,2 2 (A%)
dc w w w

4. Setting (A4) to zero, let us solve for optimal ¢, which we call ¢*:

¢ = B.Var(wi)+(1—lj[1+[3wiwj

Wi Wi
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Notes

1. To produce these slopes, we estimate hierarchical linear models predicting social
policy attitudes with income and a set of controls (education, gender, and age),
with random intercepts and random slopes. We then recover country-specific
income slopes (income gradients) and their standard errors from best linear
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unbiased predictions (BLUPs), based on Model (2) in Table 3. Our analysis refers
to roughly 2005/2006 (International Social Survey Program [ISSP] Research
Group, 2006). We limit our sample to respondents aged 18 to 65 because our
macro-level measure of progressivity refers to the same working age population.
The question wording of the dependent variable is as follows: “On the whole,
do you think it should be or should not be the government’s responsibility to:
Reduce income differences between the rich and poor” (1. Definitely should not
be, 2. Probably should not be, 3. Probably should be, 4. Definitely should be).
On the politics behind these compromises: Stigler (1970); Dixit and Londregan
(1995, 1998); Beramendi and Cusack (2009). This assumption by no means
implies a denial of the possibility of fiscal systems changing over time. However,
fiscal systems move slowly and change only as a result of major political com-
promises at specific historical moments, often driven by exogenous reasons. In
such instances, we expect changes in progressivity to translate into changes in
income slopes.

Progressivity is measured by concentration curves (explained below). We focus
on the concentration curve of taxes because this is the dimension of fiscal policy
on which we can reliably reproduce the estimates we use from the Organization
for Economic Co-operation and Development (OECD). The Luxembourg
Income Studies (LIS) data sources used in Table 2 are not detailed enough to
derive concentration curves for benefits that are comparable with the published
OECD results. The sample in the table consists of all countries for which consis-
tent over-time data are available. We thank Kent Freeze for sharing these calcula-
tions and the syntax file used to produce them.

The exception to the rule of over-time stability is Sweden (though, interestingly,
Sweden’s rank remains stable). The reduction in progressivity in Sweden reflects
a series of reforms that were largely a reaction to the deep economic recession
in the early 1990s and, more importantly, Reagan’s reforms in 1986 and their
expected impact on the global circulation of capital. Accordingly, capital and
corporate marginal tax rates dropped significantly, which in turn triggered politi-
cal pressures to adjust income taxes as well (Ganghof, 2006, 2007). The 1991 tax
reform enacted a massive reduction of the top marginal tax rate from 80% to 50%
and a simplification of the tax code such that about 85% of the population were
no longer required to file an income tax (Bengtsson, Holmlund, & Waldenstrom,
2012; Steinmo, 2002). Instead, all tax payers were to pay a proportional tax of
20% (which eventually increased to 30% in most districts) and the top 20% of
income earners an additional national tax rate of either 20% or 25% depending
on their pre-tax income level. Overall, the reform reduced the pre-existing levels
of progressivity in the system. The case of Sweden illustrates the infrequency of
major tax reforms and the importance of external events in triggering them.
BE(w?) = B[Var(w,) +w*] because E(X?)=Var(X)-[EX)]

Model (1) reports the multi-level model results. Model (2) displays the results
from a cross-level interaction model, which some scholars prefer over multi-
level models. For robustness checks, we executed various approaches to estimate
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10.

12.

13.

14.

the income slopes, namely (a) two-stage regressions, (b) cross-level interactions,
and (c) BLUPs derived from a multi-level model. Unsurprisingly, results are
consistent across different estimation strategies. We consider the third approach
to be most reasonable, and therefore rely on it in this article.

We convert the country-specific family income variables in the ISSP surveys
into income noviles. However, not all countries report detailed income data.
To get a sense of the robustness of our estimates of the dependent variable, we
also relied on the European Social Survey (ESS; 2008). In particular, the ESS
2002, 2004, 2006, 2008, 2010, and 2012 contain the following survey item:
“Using this card, please say to what extent you agree or disagree with each of
the following statements: The government should take measures to reduce dif-
ferences in income levels. [The answer categories are 1. “Disagree strongly,” 2.
“Disagree,” 3. “Neither agree nor disagree,” 4. “Agree,” 5. “Agree strongly”].
Unfortunately, the ESS sample is restricted to European countries, and it changed
the way income is reported in 2008. We therefore prefer to use the ISSP surveys.
However, a comparison of the estimates of contestation from the two different
data sources (available for 15 countries) shows a considerable degree of overlap.
These are based on ISSP survey items, with the following wording stem: “On the
whole, do you think it should or should not be the government’s responsibility
to....” The answer categories are (1) “Definitely should not be,” (2) “Probably
should not be,” (3) “Probably should be,” and (4) “Definitely should be.”

The first equality has been established by Kakwani (1977, p. Equation 3.2), the
second by Lambert (Kim & Lambert, 2009, p. Equation 3).

It would be preferable to use market income inequality data, but we would lose
several observations from our already small sample. However, the results hold
either way.

In additional robustness checks, we have also controlled for a variety of other
variables. These include alternative measures of welfare state size (percent-
age share of public cash transfers in household disposable income; average
tax wedge), trade union density, and factors that are discussed in the growing
literature exploring the link between income and voting (De La O & Rodden,
2008), such as religious fractionalization. None of these meaningfully changes
the results we report below.

There are also good reasons why the results are generally stronger when we
solely look at the benefit structure (top panel) as opposed to both the benefit and
financing structure (bottom panel): Benefit structures vary more across countries
than tax structures. This certainly does not imply that financing structures can
or should be neglected. However, it implies that in our empirical investigations,
their effects are smaller than those generated by the structure of benefits.
Income slopes: M=—-.07,SD= .04, Min=—.15, Max=.02, N=21. Concentration
of cash benefits: M = —.11, SD = .19, Min = —43, Max = .31, N = 21. Overall
progressivity: M =.57,SD = .2, Min = .21, Max = .54, N=18.

These are based on ISSP survey items, with the following wording stem: “On the
whole, do you think it should or should not be the government’s responsibility

Downloaded from cps.sagepub.com by guest on December 29, 2015


http://cps.sagepub.com/

32 Comparative Political Studies

to . ...” The answer categories are (1) “Definitely should not be,” (2) “Probably
should not be,” (3) “Probably should be,” and (4) “Definitely should be.”

15. Beramendi (2012) points to various mechanisms de facto increasing redistribu-
tion toward the East: (a) the concentration of financing effort among tax payers
in the West, (b) the concentration of risk among the new citizens in the East, (c)
the increase in unemployment induced by the recession following reunification,
and (d) the rapid incorporation into the benefit system of the new pool of welfare
dependents into the system.

16. The latter, however, decreased marginally over time as the cost and the size of
transfers to the East became a major focus of political contention in the late 1990s.

17. Werely on the German General Social Survey, Allgemeine Bevolkerungsumfrage der
Sozialwissenschaften (ALLBUS; GESIS—Leibniz-Institut fiir Sozialwissenschaften,
2012). In particular, we explore the predictive power of income on the response to
the following statement: “the state should secure income in times of hardship” with
responses ranging from strong disagreement (1) to strong agreement (4). German
question wording: “Der Staat muss dafuer sorgen, dass man auch bei Krankheit, Not,
Arbeitslosigkeit und im Alter ein gutes Auskommen hat.” This is as close to a redis-
tributive item as is available. Reported estimates are, as before, BLUPs from multi-
level models, with individuals nested in time. Control variables include gender, age,
marital status, and education. The sample is restricted to respondents aged 18 to 60.
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