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Abstract

Korpi and Palme (1998) famously suggested the existence of a Paradox of Redistribution:

although targeted programs may be more redistributive per unit of expenditure, universalism

reduces distributive conflicts and leads to bigger, more egalitarian welfare states. However,

recent works have updated their study and show that low-income targeting is uncorrelated

with redistribution. My paper provides a different view on the impact of welfare state design.

The Paradox of Redistribution is an argument about political developments at country level.

Therefore, contrasting it requires exploring the link between policy design and redistribution

within countries over time. With this aim, I conduct a panel analysis of the redistributive

impact of social transfers in 48 countries using survey micro-data provided by LIS. My results

can be summarized as follows: the trade-off between progressivity and size is contingent on

progressivity levels. In pro-poor welfare states, progressivity and redistribution are negatively

correlated—making transfers more pro-rich correlate with increases in social expenditure that

outweigh their effect. In pro-rich countries, progressivity and redistribution are negatively

correlated—making transfers more pro-rich correlate with lower spending and redistribution.

Progressivity—who benefits and who pays—determines what groups emerge as net winners

or net losers when social expenditure increases, essentially defining the nature of distributive

politics. In pro-poor countries, increasing social expenditure involves extending coverage up

the income ladder and—as marginal beneficiaries overlap with taxpayers in higher deciles—

distributive conflict is less salient. In pro-rich countries, increasing redistribution involves

reaching down the income ladder to include the poor and—as marginal beneficiaries are

among the non-taxpaying poor—distributive politics is zero-sum.
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Introduction

Debates about policy design have accompanied state relief since its earliest manifestations. In

the first decades of the 19th century most liberal thinkers condemned the English Poor Laws for

the pernicious incentives they supposedly instilled in the poor. Stuart Mill anticipated modern

arguments against universal provision: “If the condition of a person receiving relief is made as

eligible as that of the labourer who supports himself by his own exertions, the system strikes at

the root of all individual industry and self-government...” (Principles of Political Economy, Vol.

II, 1871). These arguments resonate in modern policy debates. After World War II, reducing

inequality became an explicit goal in rich welfare states, and the effect of policy design over

redistribution became a recurrent debate among scholars and policymakers. A long-standing

question is that of universalism v. low-income targeting. Should all citizens have access to social

programs? Or is it better to target public resources at the poor? Which policy principle is

more egalitarian? Korpi and Palme (1998) famously suggested the existence of a Paradox of

Redistribution: “(t)he more we target benefits at the poor (. . . ), the less likely we are to reduce

poverty and inequality.” Even though targeted programs may be more redistributive per unit of

expenditure, universalism aligns the preferences of low and middle classes and leads to bigger,

more egalitarian welfare states. In other words, there is a trade-off between the size and the

progressivity of social expenditure. However, recent contributions update their study and show

that low-income targeting is uncorrelated with redistribution, thereby denying the Paradox of

Redistribution (Kenworthy, 2011; Brady and Bostic, 2015; Marx et al., 2016).

This paper builds on these works to provide a different view on the impact of welfare state

design. The Paradox of Redistribution is an argument about distributive politics. Therefore,

contrasting it requires exploring the link between policy design and redistribution within countries

over time. With this aim, I conduct a panel analysis of the redistributive impact of social transfers

in 48 countries using survey micro-data provided by the Luxembourg Income Study (LIS) for

the period 1967-2016. My main result can be summarized as follows: the trade-off between

progressivity and size is contingent on progressivity levels. In pro-poor welfare states, there is a

substantial trade-off: progressivity reductions correlate with increases in social expenditure that

outweigh their effect, which is seemingly consistent with the Paradox of Redistribution. In pro-

rich countries, conversely, progressivity reductions correlate with lower social expenditure—there

is no trade-off. These patterns generate distinct redistributive outcomes. Pro-poor welfare states

like Ireland, Canada and Poland have increased redistribution by harnessing the size-progressivity

trade-off, i.e. they have become bigger and less progressive. In contrast, elitist welfare systems in

Latin America remain small, and the little redistribution they achieve is the result of sluggishly

including the poor.

These findings challenge social conflict theories of distributive politics, of which the Paradox
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of Redistribution is an example. Low-income targeting is said to reduce support for social spend-

ing because it creates a zero-sum game between the middle classes and the poor. However, as

potential marginal beneficiaries of an upwards extension of spending overlap with taxpayers in

higher deciles, low-income targeting could set the foundations for coalitions in favor of such an

expansion. Conversely, generous benefits for the middle classes do not guarantee support for redis-

tributive programs. In elitist welfare states increasing redistribution requires redirecting benefits

from rich to poor or creating new low-income programs and—as marginal beneficiaries are among

the non-taxpaying poor—distributive politics becomes zero-sum. Thus, the progressivity of so-

cial transfers, who gets what, is a crucial determinant of distributive politics and the evolution of

welfare states (Beramendi and Rehm, 2016).

The paper is structured as follows. The next section reviews previous literature. The third

section describes the data and the rationale behind the indicators. The fourth section introduces

a simple model in which the components of redistribution evolve endogenously. The fifth section

explores the evolution of policy design within countries and shows that the trade-off between

progressivity and size is contingent on progressivity levels. The sixth section considers the impli-

cations for the political economy of redistribution. The final section summarizes the results and

suggests future research directions.

Literature

There are two related approaches in the study of welfare state institutions. Many works con-

centrate on the legal aspect of welfare state design: whether funding comes from taxes or social

contributions, provision is public or private, etc. Other strand focuses on the principles that gov-

ern welfare state design. What are the goods and resources whose distribution must be determined

by the state? Who is entitled to them? In spite of its normative character, these questions are at

the heart of distributive politics. The debate between universalism and low-income targeting can

be traced back to the 18th century, when liberal thinkers discussed the design of the assistance to

the poor. Until the early 20th century social policy was limited to poverty alleviation and workers’

funds; universalism was applied only to primary education in a few countries (Anttonen and Sipilä,

2012). However, after World War II universalism became the guiding principle of social policy

in Britain (epitomized in the Beveridge Report) and Scandinavian countries. Both technical and

political arguments have been used in its defense (Marx et al., 2015). Low-income targeting is

often implemented through means-tested schemes. These programs are administratively complex,

create poverty traps, produce stigma and reduce take-up rates (Van Oorschot, 2002). Addition-

ally, the political consequences of social expenditure must be taken into account: universalism

reduces distributive conflicts and fosters coalitions in support of bigger welfare budgets, leading to

higher redistribution. In opposition to these arguments, in the 80s targeting transfers to the poor

gained credence as a fiscally efficient way to reduce poverty, as benefits were said to be captured
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by the middle classes and the rich (Goodin and Le Grand, 1987). In the same line, the IMF and

the World Bank have long advocated mean-tested benefits as a more fiscally sustainable policy

option.

Korpi and Palme (1998) made the first empirical comparison of the distributional implications

of welfare state design and found that universalism was correlated with higher redistribution,

suggesting the existence of a Paradox of Redistribution. Even though targeted programs may

have greater redistributive effect per unit of expenditure, “there tends to be a tradeoff between the

degree of low-income targeting and the size of budgets made available for transfers” (p. 678). In

other words, transfer-size is more relevant than transfer-progressivity for inequality reduction. Ac-

cording to them, targeting generates zero-sum conflicts between the poor and the middle classes,

impeding the formation of coalitions favoring bigger welfare budgets, whereas universalism re-

ceives wider support. Earnings-related schemes are an integral part of this fiscal contract because

they provide income security to high-income earners and crowd-out more unequal private alter-

natives. Moene and Wallerstein (2001) modelized this hypothesis: if benefits reach a larger share

of the population the median voter’s preferred tax rate increases and the poor are better off than

with narrowly targeted benefits. Thus, encompassing welfare states (with universal benefits and

social insurance with high replacement rates) are the most redistributive among the institutional

typologies described by Korpi and Palme (1998, p. 665-8). In contrast, the universal minimum

of the basic security model is too low to keep better-off workers from using private insurance and

leads to lower spending. Standing in between, the corporatist model offers generous protection

to certain groups, but leaves gaps in the coverage of people with weak attachments to the labor

market.

Recent research updates the original study and questions the Paradox of Redistribution (Ken-

worthy, 2011; Marx et al., 2016; Brady and Bostic, 2015). According to these works, welfare

states become bigger and more redistributive when they reach down in the income distribution to

include the poor. Low-income targeting is not detrimental to redistribution—there is no trade-off.

Kenworthy (2011) and Marx et al. (2016) show that targeting and redistribution are no longer

correlated and suggest that “targeting within universalism” is the institutional design more con-

ducive to inequality reduction.1 How did this happen? According to Kenworthy (2011), the main

goal of universal programs is to convey a broad sense of security regarding the main social risks.

Once this was achieved, advanced welfare states were able to use more targeted schemes, which

were perceived as subsidiary by the middle classes.2 Brady and Bostic (2015) conduct a similar

1Kenworthy (2011) adds Denmark to Korpi and Palme’s (1998) sample. Marx et al. (2016) add more rich and
upper-middle-income European countries.

2Other arguments point in a similar direction. First, the shift from strongly targeted benefits to workfare-oriented
programs obtained wider social support (Marx et al., 2016). Second, in a context of austerity means-tested
benefits were pushed as a low-cost political strategy for poverty reduction (Bonoli, 2010). Third, poverty affected
more heterogeneous social groups, including middle-class constituencies, which fostered new cross-class coalitions
(Madama and Natili, 2016).
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Figure 1: Concentration of social transfers and redistribution around 2010
Source: LIS Wave VIII, own elaboration.

Note: Concentration coefficient of net social transfers over disposable income. Redistribution is the reduction in

the Gini coefficient from net factor to disposable income. Only one data point per country (DE11, DE09, CL09,

BR09, RU11 not included).

exercise. They expand the sample to include developing countries and find that, far from there

being a trade-off, low-income targeting and transfer-size are positively correlated. Their view

dovetails with arguments about “targeting within universalism”: “(a)s countries incorporate the

poor into social policy, transfers become less high-income targeted, and the transfer share tends to

grow” (p. 287). Based on this, they define an “undermining paradox”: if transfer-size and pro-

gressivity grow together and low-income targeting undermines support for redistribution, support

for redistribution decreases as countries become more egalitarian. Figure 1 sets redistribution

against progressivity for the countries in my sample around 2010. As can be seen, pro-poorness

is positively correlated with redistribution: it is their disproportionate focus on the rich, not low-

income targeting, what characterizes the least redistributive welfare states. Therefore, Figure 1

sides with critics of the Paradox of Redistribution.

Some gaps in the literature that remain unaddressed, however. Firstly, with the exception of

Brady and Bostic (2015), the works above do not consider pro-rich welfare states. Universalism

and low-income targeting are not jointly exhaustive (they do not encompass the entire range of

institutional designs), so using them as polar categories prevents an accurate analysis of elitist
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welfare states. Southern European and Latin American countries, for instance, are often poorly

operationalized in social policy debates. Southern European countries share many features with

bismarckian welfare states, like the primacy of cash transfers and the workerist orientation of

social protection, which led Esping-Andersen (1999) to treat them as a variant of the Continental

configuration. However, their distributive profile sets them on a category of their own. South-

ern European countries have advanced towards the universalization of education, health-care and

old-age pensions, but remain rather ineffective regarding inequality reduction. Unemployment

protection retains a strictly contributive logic, leading to huge coverage gaps, family benefits

are limited, and social assistance has not materialized into national guaranteed-income programs

(with the exception of Portugal’s Rendimento Mı́nimo Garantido). Overall, Southern European

countries shows signs of dualization, with peaks of generosity for labor market insiders and insuf-

ficient safety nets for those with weaker ties to the labor market (Ferrera, 2005; Rueda, 2005).

Latin American welfare states present an extreme version of these features. Occupational social

insurance with generous benefits to urban elites has been standing longer than in other developing

regions, but the majority of the population remains excluded from any type of welfare mechanism

(Barrientos, 2019). Policies are often regressive because deficits in contributory programs are fi-

nanced with general taxes and the cost of social contributions is passed on to consumers. The

distribution of transfers across income quintiles confirms the singularity of Latin American welfare

systems. As Figure 2 shows, in countries like Colombia, Guatemala or Mexico the richest 20% of

the population receives more than 60% of social transfers.3

The second gap in the literature refers to its identification strategy. The Paradox of Redis-

tribution has been tested mainly between countries at a point in time, but, at its core, it is an

argument about political dynamics at country level: as social programs become less pro-poor, they

receive more support, the welfare budget expands and redistribution increases.4 More generally,

welfare institutions act as “intervening” variables (Lazarsfeld, 1962): on one hand, they are the

outcome of heterogeneous interests and political struggles; on the other hand, they cluster citizens

according to their risks and resources, shaping said interests and struggles. At the micro level,

welfare institutions are a key determinant of preferences for redistribution by activating or deacti-

vating self-interest and reciprocity motives. At the macro level, welfare institutions condition how

collective actors (political parties, trade unions and business associations) aggregate these prefer-

ences. In short, the effect of policy design over redistribution goes beyond immediate distributive

outcomes, so only longitudinal, within country analyses can discern these policy feedbacks.

3According to Marx et al. (2016), only well-functioning democracies can trigger the political process described in
the Paradox of Redistribution. However, even if they are not settled through competitive elections, distributive
conflicts arise in dictatorships and imperfect democracies too. In fact, many social insurance programs were
adopted under non-democratic regimes (see Mares and Carnes (2009)).

4For cross-country comparisons to be informative of these policy feedbacks we would need to assume that welfare
states have reached an equilibrium. Even though policy configurations are very time persistent, this is too strong
an assumption.
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Figure 2: Distribution of social transfers by quintiles of disposable income
Source: LIS Wave VIII, own elaboration.

Note: Q1, dark navy: poorest quintile. Q5, dark maroon: richest quintile.
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Few works observe the relationship between welfare state institutions and outcomes over time.

McKnight (2015) finds a negative relationship between targeting and redistribution in Sweden,

United Kingdom, France and Italy, but she does not explain why the relationship varies at dif-

ferent levels of progressivity.5 Jacques and Noël (2018) build an index of universalism for 20

OECD countries and trace its evolution since 2000, but it offers too little variance to be signifi-

cant.6 Redistribution and income distribution databases (Wang and Caminada, 2017; Jesuit and

Mahler, 2017; Gornick et al., 2016; Thewissen et al., 2016) offer invaluable information, but, to

my knowledge, they have not been exploited for this type of research. Studies of policy feed-

backs are more prolific. An important line of inquiry centers on micro-level mechanisms, studying

how policy design shapes attitudes towards the welfare state (Larsen, 2008; Gingrich and Ansell,

2012; Van Oorschot and Roosma, 2015; Laenen, 2018).7 Closer to our subject matter, recent

contributions show that the effect of income over preferences is mediated by the progressivity of

tax-transfer systems—that is, policy design shapes the nature of distributive conflicts (Beramendi

and Rehm, 2016; Sumino, 2017; Holland, 2018).

Data and indicators

Data on income and social transfers come from micro-data surveys made available by LIS. I

have extracted data for all available datasets in December of 2018, totaling 339 surveys from

48 countries. Concerning the use of household surveys, the usual caveats apply: bottom and

top-income households may be underrepresented and incomes at the very top of the distribution

tend to be underreported. There is a growing literature on methodologies to adjust surveys

with tax data and national accounts, but this type of correction is beyond the scope of this

paper. Although LIS harmonizes datasets, differences on the availability and aggregation of some

variables remain. Some surveys provide gross incomes (before taxes and/or contributions) while

others report only net incomes (after direct taxes and contributions). In many countries social

transfers are subject to income taxes and social security contributions—in Sweden and Denmark,

for instance, governments claw back close to 30% of cash transfers (Adema et al., 2011). Thus,

to make surveys comparable we need to deduct taxes levied on social transfers in gross datasets.

As only the total amount of direct taxes paid is known, I ”net-down” transfers following the

method proposed by Nieuwenhuis et al. (2017) (see Equation 1). This expression estimates the

5The trade-off is substantial in progressive countries (United Kingdom and Sweden), but is much milder in Italy.
Besides, she considers the redistributive impact of transfers and direct taxes, jointly, but information on taxes is
not uniform across datasets.

6Jacques and Noël (2018) define universalism negatively, as the proportion of social expenditure that is not means-
tested or privately provided. Both components are questionable. First, in elitist systems coverage gaps affect
those who cannot afford private insurance (the poor and labor market outsiders). Second, means-testing may
complement (and even ease the adoption of) more universal schemes.

7Although they do not consider policy feedbacks explicitly, many more works analyze the links in this causal chain:
from individual attributes (income, skills, unemployment risk, national identification, etc.) to preferences (see e.g.
Iversen and Soskice (2001); Rehm (2011); Rehm et al. (2012); Finseraas (2009); Shayo (2009)); between macro
features (inequality, mainly) and redistribution (see e.g. Milanovic (2000); Bradley et al. (2003); Kenworthy and
Pontusson (2005); Iversen and Soskice (2006)).
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effective tax rate on total household income and applies it to all household members, across all

sources of taxable income. These assumptions do not normally hold. In progressive tax scales,

if transfers belong to the poorer (richer) members of the household the formula overestimates

(underestimates) clawbacks.8 Additionally, tax rates can vary by source of income: if benefits

are taxed at a lower (higher) rate the formula overestimates (underestimates) clawbacks. These

factors can outweigh each other, making it difficult to determine the sign of the bias. Nieuwenhuis

et al. (2017) compare their estimation of net earnings with real data and report a considerable

improvement over using gross incomes. As social transfers constitute a lower share of total income,

my estimations could be more tainted by taxes on other income sources. However, LIS information

allows greater accuracy: I can distinguish taxable from non-taxable benefits and I can discern if

benefits are subject to income taxes and/or contributions in most datasets.9 Thus, netting-down

seems a reasonable procedure to increase comparability across datasets.

Net benefit = Gross benefit * [(Gross HH income – HH taxes)/Gross HH income] (1)

I focus on the distribution of income among individuals, with the household as the unit of

consumption: income is pooled among members and equivalized to account for economies of

scale.10 Information is taken at the lowest level of aggregation available, which is useful when only

some of the sub-variables are subject to taxation. However, if the upper-level variable is higher

than the sum of its parts the more aggregated category is used. I measure redistribution as the

change of inequality from the distribution of net factor income (after direct taxes, before transfers;

X) to the distribution of disposable income (X+B) (see Equation 2). This isolates the redistributive

impact of transfers (it excludes the effect of taxes), treating them as if they were last in the fiscal

sequence. I use the Gini index (G) because the Lorenz curve framework is easy to interpret and

is the preferred indicator in the literature. Even though is a necessary abstraction to measure

redistribution, the distribution of income before transfers is a questionable counterfactual. Fiscal

policies alter countless microeconomic decisions, so we cannot know what the market distribution

would be in their absence (Bergh, 2005). This is especially noticeable in the case of pensions: if

there is a public pension scheme people save less and, upon retiring, they fall to the bottom of

the market distribution, “inflating” redistribution. This has led some authors to remove pensions

from their analysis (Milanovic, 2000; Immervoll and Richardson, 2011; Guillaud et al., 2017).

However, behavioral effects are present in all transfers (if there were no unemployment benefits

workers would save more and accept lower paying jobs). Additionally, although they are thought

8Netting-down at the person-level removes the bias derived from progressivity, as it assigns taxes to the member
effectively paying them. I prioritize the household-level method because many surveys do not supply individual
taxes.

9LIS documentation on METIS specifies which benefits are subject to taxation.
10Household income is divided by the square root of household members, as is customary on LIS and OECD

publications (see e.g. OECD (2013)).
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of in functionalist terms, pensions reflect political choices that legitimate old-age protection and

detract resources from other needs. Since they constitute the largest social expenditure, removing

pensions precludes a comprehensive study of distributive politics.11 For this reason, I include

pensions among social transfers (with the exception of private individual plans).

Redistribution = GiniNet factor income −GiniDisposable income (2)

Redistribution can be expressed as a function of transfer progressivity and size (see Equation

3). Progressivity reflects how much transfers deviate from proportionality (how much they deviate

from a given distribution of income). A benefit is progressive (regressive) if its weight over house-

hold income decreases (increases) with income. Increasing progressivity means making transfers

more pro-poor. The distribution of social transfers is measured by the concentration index (C).

The concentration index is analogous to the Gini coefficient: it measures the area between the

distribution of benefits and the line of perfect equality, but with the income units ordered by a

different income concept (disposable income, in this paper).12 The concentration index ranges

between -1, when the poorest person gets all the benefits, and +1, if the richest person receives

all the benefits. The Kakwani index (K), which measures the progressivity of benefits, is the

difference between the Gini of net factor income and the concentration index of benefits. Both

concentration and Kakwani coefficients reflect the distribution of benefits. I use concentration

because it is not affected by changes in pre-transfer income and it can be more easily equated

with policymakers’ scope for action. Concentration reflects who gets what irrespective of changes

in the underlying income distribution.13 Equation 3 describes redistribution as a function of the

size of benefits (relative to total net factor income, b=B/X) and progressivity (K).

Redistribution = (GX −GX+B) = (GX − CX
X+B) − (GX+B − CX

X+B)

=
b

(1 + b)
∗ (GX − CX

B ) − (GX+B − CX
X+B)

=
b

(1 + b)
∗KX

B − (GX+B − CX
X+B)

≈ Size * Progressivity (over net factor income) - Re-ranking

(3)

11If pensions were merely postponed savings, aging societies would face no additional distributive pressures. How-
ever, to the extent that pensions are costly to current workers and taxpayers, they do redistribute income and
are central to welfare state politics.

12In the Gini coefficient, the focal variable and the ranking variable coincide: CX
X = GX .

13For instance, if a program is entirely destined to the poorest quintile and, from one year to the next, the income
of the top 1% doubles, the program will be more progressive according to the Kakwani index, but, as far as we
are concerned, it is not more pro-poor than the year before.
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The last term in Equation 3 reflects that income rankings change after adding transfers. This

term is always negative: comparing pre-transfer and post-transfer income with households ranked

by pre-transfer income overstates redistribution.14 For example, an intervention that exactly

reverses the position of the richest and the poorest households will look very pro-poor over pre-

transfer income, but it achieves no redistribution. Privileged pensions for politicians and civil

servants in many Latin American countries place their recipients at the very top of the income

distribution and thus constitute an extreme, real-word example of re-ranking effects (Skoufias

et al., 2010). In the presence of re-ranking, concentration over disposable income is more reliable

than over pre-transfer income. First, as it reflects progressivity after re-ranking it provides a more

accurate estimation of its real redistributive impact. Second, political power and social affinity

are linked to available resources, so, unless uncertainty over benefit recipiency is high, disposable

income is more relevant for distributive politics. It is only in relation to disposable income that

we can establish how pro-poor or pro-rich benefits are. Going back to our example, concentration

coefficients over disposable income will correctly reflect the pro-rich bias of privileged pensions in

Latin America.

Endogenous policy change

Figure 1 shows that pro-poor countries are more redistributive but offers no information on the

institutional trajectories leading to this. Cross-sectional comparisons are ill-suited to reflect pol-

icy feedbacks—we need a longitudinal analysis to capture their effect. How do countries increase

redistribution over time? We have considered two differing hypotheses so far. According to the

Paradox of Redistribution, there is a trade-off between transfer progressivity and size: as benefits

become less pro-poor, a countervailing rise in their size increases redistribution. In Figure 1, coun-

try data-points would move diagonally towards the top-right corner. In contrast, arguments about

“targeting within universalism” imply that welfare states become bigger and more redistributive

as they become more pro-poor: progressivity and size are positively correlated, there is no trade-

off. In Figure 1, country data-points would move diagonally towards the top-left corner, along the

line of regression.How do changes in the size and concentration of benefits affect redistribution?

Taking partial derivatives in Equation 3, and assuming there is no re-ranking, we obtain:15

∂RE

∂b
=

1

(1 + b)2
∗ (GX − CB) (4a)

∂RE

∂CB
=

−b

(1 + b)
(4b)

14If the household ranking by X+B differs from the ranking by X, by definition GX+B > CX
X+B . See Enami (2017)

for a good summary of the implications of re-ranking for measuring redistribution.
15I remove superscripts in this notation because, if there is no re-ranking, CX

B = CX+B
B .
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Their interpretation is straightforward. According to Equation 4a, increasing benefit size, all

else equal, increases redistribution. The more pro-poor benefits are (the lower the Concentration

Index) and the lower the initial benefit size, the greater this effect will be. According to Equation

4b, making transfers more pro-rich, all else equal, reduces redistribution. The effect is proportional

to benefit size and it does not change at different levels of concentration. This is an exercise on

comparative statics, akin to a single-shot game or a situation in which an all-powerful dictator

can impose policy, i.e. it reflects variations in the state of equilibrium after changes in exogenous,

functionally unrelated variables. However, policy design is partially endogenous: policy features

affect their values in subsequent periods through their effect on preferences and politics. In line

with this, and following the arguments around the Paradox of Redistribution, I endogenize benefit

size as a function of concentration.

If bt = f(CBt), then

REt =
bt

1 + bt
∗ (GX − CBt) =

f(CBt)

1 + f(CBt)
∗ (GX − CBt) (5)

This describes policy design as a two-stage process: first, policymakers set progressivity; then,

progressivity endogenously determines the size of the budget. This is evidently a huge simplifi-

cation. Policymakers cannot calibrate progressivity at wish and feedback effects may take longer

to unfold. Moreover, the literature emphasizes the impact of progressivity on welfare attitudes

and, subsequently, on size, but the relationship can go both ways. If social expenditure is capped

due to insufficient state capacity, for instance, politics will center on progressivity, i.e. distributive

conflict will revolve around capturing limited public funds. More generally, increasing benefit

size affects progressivity “mechanically”—especially at extreme levels of progressivity. If transfers

focus strictly on the very poor, for example, additional spending will necessarily reach households

higher up in the distribution, thereby reducing progressivity.

Keeping its limitations in mind, this redistribution function allows us to observe the effect of

a simple policy feedback. Differentiating redistribution with respect to the Concentration Index,

we obtain:

∂REt

∂CBt
= − f(CBt)

1 + f(CBt)
+

f ′(CBt)

(1 + f(CBt))2
∗ (GX − CBt)

= − bt
1 + bt

+
f ′(CBt)

(1 + bt)2
∗ (GX − CBt)

(6)

This summarizes the impact of concentration on redistribution. The first term reflects its

direct effect; the second term captures indirect, feedback effects, i.e. how concentration affects

redistribution by changing the size of social expenditure. If concentration has no impact on size

(if f ′(CBt) = 0, either because they are not functionally related or they are at a stationary point)

12



we are in the world of comparative statics of Equations 4a and 4b. However, if concentration

alters size it can reinforce or counteract its direct redistributive impact.

More precisely,

if f ′(CBt) >
bt

(1 + bt)
(GX − CBt) , then

∂REt

∂CBt
> 0 (7a)

if f ′(CBt) <
bt

(1 + bt)
(GX − CBt) , then

∂REt

∂CBt
< 0 (7b)

Equation 7a encapsulates the Paradox of Redistribution. If concentration increases (if transfers

become more pro-rich), there is a countervailing surge in spending that is sufficiently large to

increase redistribution. Conversely, making transfers more pro-poor diminishes spending to the

point of decreasing redistribution. However, there being a trade-off (f ′(CBt) > 0) is not sufficient

to meet the condition—if indirect effects are not big enough, making benefits more pro-rich reduces

redistribution even if it increases spending. This condition is more or less stringent depending on

the point of departure: the bigger and more pro-rich transfers are, the stronger the indirect effect

needs to be for the Paradox of Redistribution to hold. In fact, if transfers are regressive (CBt >

GX) making them more pro-rich necessarily lowers redistribution.16 Equation 7b captures the

claims of critics of the Paradox of Redistribution: concentration and redistribution are negatively

correlated, i.e. making transfers more pro-rich decreases redistribution. This can happen in two

ways: if concentration and size are negatively correlated, or if concentration and size are positively

correlated but the effect is not big enough.

To be clear, f(CBt) might not be well behaved. Middle classes might support harder means-

tests for self-interest or deservingness considerations, for instance (Ervasti and Kangas, 1995).

If this is this case, feedback effects might be negative at very low concentration levels—because

taxpayers oppose relaxing income requirements—and turn positive once programs become pro-

rich enough to include middle-class constituencies. Relatedly, making a program more pro-poor

requires including new income or risk-groups. If including specific constituencies tips the political

balance in favor or against said program, the function will show discontinuities at certain con-

centration levels. Finally, the relationship does not need to be one of causality. The arguments

presented so far underline the endogenous effect of policy design, through preferences and politics,

on welfare outcomes. This paper does not claim to isolate these mechanisms. Size and progres-

sivity are jointly influenced by exogenous factors, like population aging or economic cycles, and

we cannot easily disentangle endogenous effects from them. We can only establish the sign of the

16Except if f ′(CBt) < 0, in which case the marginal effect over redistribution is positive (less negative, as spending
in a regressive program is reduced). Additionally, in the presence of re-ranking f ′(CBt) would need to be higher
for redistribution to increase.
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correlation among policy features—the direction of policy change. For instance, let as assume

that unemployment benefits surge during an economic downturn, increasing both progressivity

and redistribution. Transfers being more pro-poor might have an endogenous, negative impact

in support for redistribution, but it has not offset the impact of exogenous economic factors. Of

course, endogenous effects can take longer to unfold, which is why we need a longitudinal approach:

if increasing progressivity creates a backlash against social policies, we would expect transfers to

become more pro-rich and less redistributive in subsequent periods.17

Empirical analysis

If policy features are partially endogenous, only intertemporal analyses can help discern the re-

lationship between welfare programs and outcomes. This section attempts to better specify the

model described above using a sample built from LIS microdata. What is the effect of progressivity

on the size of social budgets and redistribution over time? Does it vary at different levels of pro-

gressivity? Figures 3 and 4 show the relationship between concentration and redistribution within

32 countries. Figure 3 displays countries typically included in Esping-Andersen’s (1990) classi-

cal categories—Social-Democratic, Conservative and Liberal—whereas Figure 4 includes Southern

European, East European and East Asian welfare states. Redistribution in these countries ranges

from 10% to 20% of national income.18 As for progressivity, the Concentration Index ranges from

-.30 (Australia from 1981 to 2010) to .20-.25 (Southern European countries at present). Overall,

there is no evidence of a negative correlation between concentration and redistribution: contrary

to arguments about “targeting within universalism”, countries in Figures 3 and 4 do not redis-

tribute more by becoming more pro-poor.19 In most of them, concentration is either uncorrelated

or positively correlated with redistribution. Among the latter, the relationship is especially strong

in Ireland, Canada, United Kingdom, Norway and Poland. Parting from low concentration levels,

these countries have improved redistribution reducing their bias towards the poor, which matches

the predictions of the Paradox of Redistribution.

Latin American countries are a notorious exception to this pattern (see Fig. 5). They are

markedly pro-rich and are persistently among the least redistributive countries in the sample—

only Uruguay redistributes more than 10% of national income—and, contrary to the cases above,

they have improved redistribution modestly by becoming more pro-poor. For instance, even

17Additionally, even if transfers to the unemployed increase opposition to redistribution, this can only happen if
protection for this contingency has been previously recognized.

18With the exception of Taiwan and South Korea. East Asian countries emphasize social investment over cash
transfers (see e.g. Aspalter (2006)).

19Taking into account cumulative changes (the relationship must not necessarily hold for all consecutive datasets)
there are few cases in which a significant decrease in concentration (of at least 0.05 points) has been accompanied
by even a small increase in redistribution: Denmark from 1987 to 1995, Sweden from 1967 to 1975, Ireland from
1987 to 1994, Germany from 1973 to 1987, Switzerland from 1992 to 2010, Greece from 1995 to 2000, Spain from
1990 to 1995, Estonia from 2000 to 2004, Slovenia from 1999 to 2004, Poland from 2013 to 2016 and Taiwan from
1995 to 2016. Additionally, Israel has become more pro-rich and less redistributive from 2001 to 2016.

14



Figure 3: Concentration of social transfers and redistribution in 16 countries (Social-
Democratic, Conservative, Liberal)
Source: LIS, own elaboration.

Note: Concentration coefficient of net social transfers over disposable income. Redistribution is the reduction in

the Gini coefficient from net factor to disposable income. The dotted line is the cross-country regression line for

LIS Wave VIII (Fig. 1 above)
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Figure 4: Concentration of social transfers and redistribution in 16 countries (Southern
European, East European, East Asian)
Source: LIS, own elaboration.

Note: Concentration coefficient of net social transfers over disposable income. Redistribution is the reduction in

the Gini coefficient from net factor to disposable income. The dotted line is the cross-country regression line for

LIS Wave VIII (Fig. 1 above)
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Figure 5: Concentration of social transfers and redistribution in Latin American coun-
tries
Source: LIS, own elaboration.

Note: Concentration coefficient of net social transfers over disposable income. Redistribution is the reduction in

the Gini coefficient from net factor to disposable income. The dotted line is the cross-country regression line for

LIS Wave VIII (Fig. 1 above).

though they are still among the most elitist welfare states in the sample, Mexico, Paraguay,

Peru and Panama have lowered their Concentration Index from .60 to around .40 in the last

two decades. This makes one thing clear: neither the Paradox of Redistribution nor “targeting

within universalism” can consistently explain the distributive profile of different welfare states.

The relationship between progressivity and redistribution varies between countries and periods.

Nonetheless, the data reflects certain empirical regularities: the relationship between concentration

and redistribution (the sign of the derivative in Equation 6) is contingent on concentration levels:

countries at low levels of concentration (CB < −.10) have increased redistribution turning more

pro-rich (they seem to fulfil the condition expressed in Equation 7a); countries at high levels of

concentration (CB > .30) have increased redistribution becoming more pro-poor (they seem to

fulfil the condition expressed in Equation 7b).

Panel analysis confirms the varying nature of these trade-offs. I estimate the conditional

expectation of social expenditure and redistribution given concentration (see Equation 6). As we

are interested in identifying the effects of policy design within countries, I include fixed effects to
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control for country-specific factors that may affect the impact of concentration over spending and

redistribution. This strategy presents some problems. First, the panel is heavily unbalanced and

missing data is not randomly distributed. There are on average 7.1 datasets per country, but elitist

welfare states in developing countries are less represented than advanced welfare states. Thus,

estimations at high concentration levels result from a smaller number of observations. Second,

model selection is not straightforward because, as stated earlier, previous theoretical and empirical

works offer no clear hypothesis about the shape of f(CBt). With this in mind, I do not specify a

functional form and estimate non-parametric models instead.

Figure 6 shows the average marginal effect of concentration over benefit size (blue dotted line)

and redistribution (orange line), with 95% confidence intervals, at different concentration values.

When concentration is between -.30 and -.10, concentration and redistribution are positively corre-

lated: if transfers become more pro-rich, there is a countervailing surge in spending that increases

redistribution; if transfers become more pro-poor, there is a countervailing fall in spending that

decreases redistribution. We are in the world of Equation 7a: indirect effects via size overpower

direct progressivity effects, the Paradox of Redistribution holds. Conversely, when the Concen-

tration Index is above -.10, concentration and redistribution are negatively correlated. We are

in the world of Equation 7b: indirect effects via size do not outweigh direct progressivity effects,

the Paradox of Redistribution does not hold. We distinguish two segments in this last scenario.

When concentration ranges from -.10 to .30, increasing concentration correlates with higher ex-

penditure. As the overall effect over redistribution is negative, the surge in spending is either too

small to counteract direct progressivity effects or it increases re-ranking to the point of reducing

redistribution. When concentration ranges from .30 to .80, increasing concentration reduces both

spending and redistribution. The negative correlation between concentration and redistribution

weakens at higher levels of concentration: as benefits become more pro-rich, reducing their size

has a smaller negative impact on redistribution.20

Figure 7 provides a more meaningful interpretation of the results. It shows the predicted levels

for benefit size, redistribution and vertical redistribution at different levels of concentration.21 A

country with a Concentration Index of -.30 spends on social transfers 12.9% of disposable income

and redistributes 10.7% of disposable income. In line with the Paradox of Redistribution, rising

concentration 20 points (to -.10) correlates with a 6.96-point increase in the size of social transfers

(from 12.9% to 19.9%) and a 5.27-point increase in redistribution (from 10.7% to 16.0%). Parting

from concentration levels around -.20 several countries in the sample have increased redistribution

(United Kingdom and Canada in the 70s, Norway in the 80s, Ireland and the Czech Republic

20At the higher end of the horizontal axis, represented by Colombia in the sample, transfers are regressive (they
are distributed more unequally than net factor income) so the reduction in spending resulting from an increase in
concentration has a positive impact on redistribution, i.e. it reduces the inegalitarian impact of social transfers.

21Vertical redistribution measures the reduction of inequality without taking re-ranking into account, i.e. ranking
households by net factor income.
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Figure 6: Average marginal effect of concentration over benefit size (blue dotted line)
and redistribution (orange line) with 95% confidence intervals
Source: LIS, own elaboration.

Note: Concentration coefficient of net social transfers over disposable income. Redistribution is the reduction in

the Gini coefficient from net factor to disposable income.

Stata code: npregress kernel b CB i.country, vce(bootstrap, reps(400))

npregress kernel RE CB i.country, vce(bootstrap, reps(400))

margins, dydx(CB) at(CB =(-0.3(0.05)0.8)) vce(bootstrap, reps(400))
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in the 90s). In contrast, rising concentration an additional 20 points (to .10) correlates with a

2.96-point decrease in redistribution (from 16.0% to 13.0%): spending grows (albeit at a lower

rate), but an increase in re-ranking offsets its impact (the gap between vertical and actual redis-

tribution widens). As transfers become more pro-rich, additional spending rearranges the position

of households in the distribution without making it more egalitarian. Thus, unlike in the Paradox

of Redistribution, harnessing the size-progressivity trade-off does not increase redistribution at all

levels of progressivity. From the opposite angle, reducing concentration in this range correlates

with an increase in redistribution. The most redistributive countries in the sample (those who

redistribute around 20% of disposable income) concentrate in this range, which suggests that—

coming from either side of the policy spectrum—moderating progressivity might constitute a social

equilibrium in advanced welfare states. Finally, when concentration is above .10 making transfers

more pro-rich correlates with reductions in both size and redistribution, although redistribution

falls quicker. From the opposite angle, reducing concentration in pro-rich settings correlates with

both higher spending and redistribution. This fits with critics of the Paradox of Redistribution,

but it calls into question the hypothesis of “targeting within universalism.” With the exception

of Denmark—the poster child of “targeting within universalism”—and Switzerland—to a lesser

extent—countries that turn more pro-poor do not do so after universal programs have consolidated

middle class support; they are elitist welfare states in which extending coverage to the poor is a

necessary step towards universalism.
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Figure 7: Predicted levels of benefit size, vertical redistribution and redistribution at
different levels of concentration
Source: LIS, own elaboration.

Note: Concentration coefficient of net social transfers over disposable income. Redistribution is the reduction in

the Gini coefficient from net factor to disposable income.

Stata code: npregress kernel b CB i.country, vce(bootstrap, reps(400))

npregress kernel RE CB i.country, vce(bootstrap, reps(400))

npregress kernel VE CB i.country, vce(bootstrap, reps(400))

margins, at(CB =(-0.3(0.05)0.8)) vce(bootstrap, reps(400))

The politics of redistribution

As we have seen, neither the Paradox of Redistribution nor its critics can consistently explain the

direction of policy change across welfare states. Is the relationship between progressivity and size

politically meaningful? What theoretical framework can make sense of the results above? Theories

about redistribution can be divided in two camps. Firstly, social conflict theories rooted in the

Median Voter Theorem dichotomize redistribution as a struggle between rich and poor (Meltzer

and Richard, 1981). Welfare state literature presents variations of this “bottom-up” view. Power

resources theory considers the working class to be the catalyst and main beneficiary of social

protection (Korpi, 1983; Huber and Stephens, 2001). Other works include the middle-class as the

key pivotal actor: redistribution grows when the middle-class aligns with the poor. In the Paradox

of Redistribution the emergence of this coalition depends on the inclusivity of social programs, but

middle-class interests are also central in hypotheses focused on electoral institutions (Iversen and
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Soskice, 2006), social affinity (Lupu and Pontusson, 2011) or race (Alesina et al., 2001). Secondly,

in elite-centered theories public policies reflect the preferences of elites and disputes among them.

Ensuing public programs can be captured by the interest groups that push for them, but they can

benefit the poor too—what matters in this approach is that political agency does not belong to

those at the bottom of the distribution. Realignments among ruling elites are key to understand

the evolution of social protection in countries with long records of authoritarian rule (Mesa-Lago,

1978; Mares and Carnes, 2009). Similarly, works on advanced welfare states have increasingly

turned their attention to the way policy reflects the preferences of businesses and labor market

insiders (Rueda, 2005; Mares, 2003).

“Bottom-up” models of redistribution build upon what Iversen and Soskice (2006, p. 167)

call the “non-regressivity assumption”: “the poor always gain from democratic redistribution,

the rich always lose, whereas the middle class does less well than the poor but better than the

rich.” As my sample shows, many Latin-American countries barely meet this assumption—that

is, social transfers hardly reduce inequality—and re-ranking and life-cycle considerations may call

it into question in apparently redistributive countries too. Most importantly, redistribution is

obviously zero-sum in strictly current monetary terms, but “non-regressivity” cannot be taken as

proof that redistribution is seized from below. The results above indicate that concentration is

sticky downwards—the share of benefits obtained by the rich rarely declines—which suggests that

theories of social conflict are not a precise characterization of policy change. If redistribution is a

victory of the poor against the rich, why does the share of benefits obtained by the rich not fall as

welfare states become bigger and more egalitarian? Sticky concentration is better understood in

light of recent research on micro-preferences that shows that support for social programs—and the

willingness to pay taxes to finance them—corresponds directly to materially benefitting from them.

In OECD countries, the rich are more supportive of transfers when progressivity is low (Beramendi

and Rehm, 2016), whereas in elitist Latin-American welfare states the unprotected poor are less

likely to favor social programs than the non-poor (Holland, 2018). On the financing side, Barnes

(2014) shows that support for higher taxes depends on benefitting from spending and varies non-

linearly with income. Relatedly, Sumino (2016) finds that attitudes towards tax hikes are more

polarized in high-tax societies. In short, progressivity—who benefits and who pays—determines

what groups emerge as net winners or net losers when social expenditure increases, which crucially

affects the viability and direction of policy change. Progressivity anchors distributive conflicts and

constrains the feasible policy space.

This provides a coherent framework to interpret the shifting, endogenous nature of the progressivity-

size trade-off. In pro-poor countries, increasing social expenditure involves extending coverage up

the income ladder, which narrows the gap between net winners and net losers. In fact, in suffi-

ciently egalitarian societies, or adopting a life-cycle perspective, taxpayers and beneficiaries overlap

and the gap disappears. Limiting the number of net losers—and the amount they lose—reduces
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the salience of distributive conflict and places considerations about insurance, deservingness or

social affinity on the side of welfare state expansion. Thus, countries can spend their way out of

means-tested minimalist cores (Pontusson, 2005), or from “little but to everybody” universalism

(Kangas and Palme, 2005), without swelling distributive tensions.22 Redistribution turns into a

collective action problem in the growing segment of f ′(CBt) (Equation 7a). This matches the

predictions of the Paradox of Redistribution, but my argument differs in two important aspects.

First, Korpi and Palme (1998) emphasize the effect of policy design at the level of programs. Tar-

geted schemes are said to split the middle classes and the poor, so that “when benefits are low and

narrowly targeted (. . . ), a majority prefers to eliminate welfare benefits altogether” (Moene and

Wallerstein, 2001, p. 20). However, dynamic political arguments require looking at tax-transfer

systems as a whole. As the results above show, minimalist welfare structures do not prevent

extending benefits to middle-class constituencies—welfare states as a whole are not stuck in “se-

lectivity traps” (Van Oorschot and Roosma, 2015). Second, Korpi and Palme (1998) hold on to a

majoritarian view of distributive politics, in which a coalition between the middle-classes and the

poor increases redistribution at the expense of the rich. However, sticky concentration extends to

the richer deciles—there are no marked discontinuities in the distribution of net benefits as welfare

states expand—which suggests that non-discrete models that account for net winners and losers

are a better representation of policy change.

In pro-rich countries, extending coverage involves reaching down the income ladder to include

the poor. Launching programs for the poor requires rising taxes or cutting the benefits of privileged

insiders, which creates a large, clearly delineated gap between winners and losers: taxpayers and

beneficiaries do not overlap, and distributive conflict becomes more salient. Thus, distributive

politics is zero-sum in the descending segment of f ′(CBt) (Equation 7b). Welfare states in Latin

America are the clearest example of these dynamics. Finding non zero-sum coalitions in favor

of redistribution is difficult because rural and informal workers pay few taxes and social benefits

are captured by urban elites. Lacking the tools for gradual, tax-based redistribution, distributive

struggles revolve around property rights, in cycles of expropriation v. privatization (Kemmerling,

2017). Dualized welfare states are at the center of this political antagonism. The rich are reluctant

to expand fiscal and administrative capacities to avoid them being used for redistributive purposes

(Kurtz, 2013), whereas the poor grow disaffected with welfare programs and direct their demands

towards low taxation and the non-enforcement of sanctions (Holland, 2016). All in all, pro-

rich welfare states are less likely to advance towards universalism than countries with pro-poor,

minimalist cores. Latin-American countries have become more progressive and redistributive in

the last decades (see Fig. 5), which has been attributed to the consolidation of a large pool of labor

22Extending coverage up the income ladder is politically harder if richer households rely on private insurance and
want to retain their plans.
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market outsiders (Garay, 2017). On the other hand, increasing progressivity to their current levels

has been relatively easy—Latin-American societies are so unequal that providing social assistance

to the poorest is quite affordable—but extending coverage and generosity further in this direction

will be enormously challenging unless new tax resources allow their cost to be more evenly spread

(Holland and Schneider, 2017).

Conclusion

Using public welfare provision to reduce inequality requires policymakers to sustain a fragile

equilibrium between increasing redistribution and maintaining social support. This has been a

recurrent topic on social policy research: how can welfare states balance redistribution and social

support? Korpi and Palme’s (1998) Paradox of Redistribution—and similar arguments in favor of

universalism—stress the importance of extending social transfers and services to all social groups,

because focusing narrowly on the poor erodes support for welfare provision. This paper advances

this literature making two main contributions. First, I take the endogeneity of welfare state

institutions seriously: existing social programs shape distributive politics, so we need to observe

their evolution within countries to reveal their impact. Second, I move beyond the traditional

targeting v. universalism axis by including Latin-American and other developing welfare states.

These countries overprotect the rich and neglect the poor, so their path to universalism has little

in common with the policy trade-offs described by Korpi and Palme (1998). My main result can be

summarized as follows: the trade-off between progressivity and size is contingent on initial policy

positions. Pro-poor welfare states have grown bigger and more egalitarian moving up the income

ladder; pro-rich welfare states need to reach down the income ladder to include the poor, but

this exacerbates distributive conflicts and makes it more difficult to increase redistribution. These

arguments underline the relevance of studying the origins of social policies to explain current

distributive outcomes. Future research should try to determine how and when did countries

settle in a given progressivity range. Additionally, my results reflect the difficulties of increasing

progressivity—of reducing the share of benefits obtained by the rich. In light of this, it would be

valuable to identify the conditions under which countries have historically been able to increase

their focus on the poor.
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