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General Government Expenditure in the UK, 1870-2007 
(Tanzi & Schuknecht 2000; OECD)
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Introduction

Welfare state: 
•  insurance and life-cycle smoothing: shift from family to 

state

•  redistribution: income highly unequal => median voter 
gains from equalization 

1.  Measuring/classifying
2.  Explaining variation at peak, c.1980

3.  Retrenchment since?
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Welfare state generosity �
(Castles 2004) = �

�
total public social 

expenditure as % of GDP�
/ �

        (% of pop over 64 + 
% of pop unemployed)



Replacement rate �
(Korpi & Palme 2003) = �

�
average benefit entitlement �

/ �
average wage of production 

workers



Reducing inequality
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Three types of welfare state? (Esping-Andersen 1990)

•  Method fails to replicate (Scruggs & Allan 2008)!
1.  Liberal (e.g. U.K.) reducing poverty

•  Beveridge report, 1942: ‘In establishing a national 
minimum, it should leave room and encouragement for 
voluntary action by each individual to provide more 
than that minimum for himself and his family’

2.  Corporatist (e.g. France) maintaining stability
3.  Social democratic (e.g. Sweden) achieving equality



Types of 
social 
insurance 
(Korpi & 
Palme 
1998)

Continental 
Europe

Anglophone Scandinavian

Australia; 
future?



In the long run, hard work generally brings a better life versus
Hard work doesn’t generally bring success—it’s more a matter of luck and 

connections
WVS (Alesina & Glaeser 2004; also Fong, Bowles, Gintis 2005)

Beliefs



2. Explaining variation

1.  Left-wing parties
•  female legislators / voters

2.  Political institutions
•  political input—representativeness

•  state capacity—veto points

3.  Social homogeneity
4.  Insecurity

5.  Endogenous: type of welfare state

Cross-national time-series analysis …



Party politics and welfare spending, c. 1980
(Huber & Stephens 2001, table 4.1)
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Affluent Western countries, 1969-2002 (Brady 2009, p. 111)

1a. Women



In USA, enfranchisement of women increased public 
expenditure and reduced child mortality (Miller 2008)
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 Public Spending. Assuming that the policy preferences of
 men and women differ, standard models of electoral competition
 predict that the extension of voting rights to women should cause
 politicians' support-maximizing policy positions to shift imme
 diately to better reflect women's preferences. These immediate
 shifts should be based on politicians' expectations of how women
 will vote?even before women's voting patterns are actually ob
 served. Following historical accounts, I first investigate changes
 in the size and composition of municipal public spending related to
 public health and hygiene. Using residual city public finance mea
 sures obtained by estimating equation (1) without the suffrage
 dummy (and with city rather than state fixed effects), Figure II
 plots residual means for the five years preceding and following
 suffrage law enactment (indexed to the year that women gained
 voting rights in each state?defined as year 0). It shows no relative
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 lowed by sharp increases that coincide precisely with the laws. The
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(Alesina & Glaeser 2004, p. 86)
•  estimate this accounts for half the difference between USA and Europe

Transfers as %
 of G

D
P

measure of % of average district’s 
vote needed to win seat

2. Political institutions



Political structure and welfare spending, c. 1980 
(Huber & Stephens 2001, table 4.1)
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Probability that two randomly chosen people will be from different groups

Between group 
inequality 
(Baldwin & Huber 
2010): Gini 
coefficient with 
individuals given 
their group’s 
average income

3. Homogeneity
Ethnic division (Alesina & Glaeser 2004) 



R
eduction in G

ini due to taxes/transfers

Ratio of 90/50 differential to 50/10 differential

UK 

Structure of income distribution (Lupu & Pontusson 2011)
•  compressed upper half => middle-earners feel closer to rich 

=> oppose redistribution

•  compressed lower half => middle-earners feel closer to poor 
=> support redistribution



Correlated insecurity and disadvantage weakens support 
(Rehm, Hacker, & Schlesinger 2012)

4. Insecurity

Risk, Inequality, and Support for the Welfare State May 2012

FIGURE 2. Income-Risk Correlations and Opposition, Polarization, and Average Support
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5. Type of welfare state

Paradox of redistribution (Korpi & Palme 1998):
‘The more we target benefits at the poor only and the more 
concerned we are with creating equality via equal public transfers 
to all, the less likely we are to reduce poverty and inequality’
•  private provision

reduction in 
Gini by taxes/

transfers



3. Retrenchment?

•  Crisis trope is enduring: 
•  fiscal crisis of 1970s, unemployment—OECD, 

Welfare States in Crisis (1981)

•  ageing
•  fiscal crisis of 2000s
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As % of GDP, public spending continues to increase!
•  Welfare retrenchment means cutting tangible benefits from 

large constituencies, in return for diffuse and long-term payoffs 
(Pierson 1994)

BUT
•  Generosity stops growing �

c. 1980 (Castles 2004)
•  Replacement falls�

(Korpi & Palme 2003)
•  esp UK



Baumol’s cost 
“disease”

•  productivity grows 
rapidly in some 
sectors (e.g. 
vehicles), slowly in 
others (education, 
health)

•  output in stagnant 
sectors becomes 
relatively more 
costly over time

•  government 
spending should 
increase as % of 
GDP
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Income of top 0.05% – 0.5% in UK (Atkinson 2007)

the relevant range exceeded the midpoint, thus contradicting the non-increasing
density assumption. In those cases, the gross lower bound is given. Percentiles are
calculated using the bounds described in Atkinson (2005).

Conclusion

All of these problems in the use of the income tax data point to the need for
careful interpretation of the results. Where possible, we give an indication of the
possible sensitivity of the Wndings.

4 .4 TOP INCOMES OVER THE TWENTIETH CENTURY

Table 4.1 summarizes the results obtained from the super-tax/surtax and SPI
sources for the United Kingdom (Wgures for 1920 and earlier include what is now
the Republic of Ireland). Together, these sources cover virtually the whole of the
twentieth century. Figures 4.1 and 4.2 show graphically the shares in total gross
income of a number of top percentile groups. Where there are missing years, the
lines have been linearly interpolated. The break shown in the series in 1990
corresponds to the switch to independent taxation of husbands and wives. The
switch from a net of deductions deWnition in 1975 is marked by a line in Table 4.1
but no break is shown in Figure 4.1 and 4.2. It should be noted that all the results
in this section relate to the distribution of income before tax; evidence from 1937
concerning the after tax distribution is presented in Section 4.
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Source: See Table 4.1, this volume.
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Taxation of top incomes (Atkinson 2007)



Summary

•  Enduring variation in welfare states, from ‘social-democratic’ 
Scandinavia to ‘liberal’ U.S.

•  Variation explained by:

•  left parties in power
•  openness of political institutions, centralization of power

•  social homogeneity and correlation of insecurity & 
disadvantage

•  endogenous: welfare institutions 

•  Social expenditure continues to increase as % of GDP, but …
•  lags increase in need (ageing, unemployment)

•  inequality has increased markedly, esp. in anglophone 
societies
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