Chapter 3.
Social Rights, Welfare Generosity, and I nequality*

Lyle Scruggs

Comparative analyses of welfare state reforms halied overwhelmingly on
public spending as the indicator of program comraiitrand change. Yet many welfare
state scholars have long criticized the use oftyipe of data, emphasizing the
importance of non-spending features of welfareestadtitutions, in understanding the
full impact of national social programs. Despitesttriticism, large-n comparative
analysis of welfare state dynamics using altereatigtitutional measures of national
welfare state are surprisingly rare. Such altéreatare essential to assess accurately the
extent and impact of contemporary policy reformitirbately, this is necessary to have
an impact on the nature and scope of reform.

The Comparative Welfare Entitlements Dataset (CWiEntended to fill this
gap. CWED contains systematic coding of importéwairacteristics of three major social
insurance programs that impact individual life-otes1 unemployment insurance, sick
pay insurance, and public pensions. These chaistate are tracked annually over
eighteen OECD countries between 1970 and 2002.chaigter describes the dataset’s
main features, focusing particularly on the creabban aggregate indicator, a benefit
generosity index, which should be suitable fordang(or small-n) comparisons.

Following a description of the main features of glemerosity indicator, the chapter

! The data discussed in this paper is availableeaRCWED webcite: http:/sp.
uconn.edu/~scruggs/welproj.htm . Support for tHéection of this data was provided by the National
Science Foundation (SES-0095367).



presents an overview of national trends beforeitgrto an analysis of the relationship
between benefit generosity and redistribution.

The results suggest three main points. First, ntaawmtries have experienced
some retrenchment in major social insurance progfaom their peaks, though almost
all welfare states are more generous at thedténe twenty-first century than they were
three decades ago. In some cases, retrenchmel¢dias comparatively recent
development, while in other cases declines in geigrhave been underway for more
than a decade. Second, though the small, nortbweBuropean countries do continue to
be generous at the start of the twenty-first cgntinan most other countries we looked at,
the differences are much less pronounced thanvieey in the 1980s or early 1990s.
Thus, developments over the last few years seeauggest some downward-sloping
convergence, though not a proverbial a race tbttm. The final main point, which
emerges from the empirical analysis is that welbameefit generosity is, on balance, a

better overall predictor of redistribution tharsgending.

Problems with Compar ative Social Spending

There are several widely used cross-sectional $ienes indicators of welfare
states in the comparative political economy literat The most popular are general
government spending and transfer spending, botvhath have long been used in the
comparative analysis of social policy and politieabnomy (e.g., Wilensky and Lebeaux
1958, Wilensky 1975, Cameron 1978, Korpi 1983, &a1r998, Iversen and Cusack
2000, Swank 2002, Huber and Stephens 2001, Li2®é4 ADD CHAPTERS HERE.)
More recently, the OECD’s social expenditure dasaldaas been used to compare sub-

categories of social spending (Castles 2002, 20@diert 2004 ADD CHAPTERS



HERE?). Even case study comparisons often usspeisding data. For example, Paul
Pierson’s (1996) influential work frequently relies spending trends to provide
evidence of his main contention that the polititsvelfare retrenchment differs from the
politics of expansion.

Undoubtedly, researchers rely on spending meabaesise they are available,
appear directly comparable, and vary across casmamnd time (cf. De Deken and Kittel
forthcoming ) Yet researchers have also acknowlg@dgat spending data have
significant drawbacks as measures of the reaclkmergsity of welfare states. These
criticisms have become more pronounced in evalnatid welfare state change and
retrenchment (Gilbert and Moon 1988, Esping-Andek@90, Castles and Mitchell 1993
Clayton and Pontusson 1998 Goodhihal 1999; Clasen and Sigel 2007). As a guide to
understanding the impact of the welfare state dividual life-chances or exposure to
risk, spending data reveal little about the leedaxial protection against risk. As
Esping-Andersen famously remarked: “it is diffictdtimagine that anyone struggled for
spendingper sé (1990:21). But several other shortcomings of sjyeg data as an
indication of welfare generosity are worth consiagr Three are highlighted here:

dependency structure, differential rates of ecoeaymwth, and tax systers.

The Welfare Dependency Structure
Aggregate spending as a measure of effort almestyal relies on a spending
ratio (e.g., spending divided by GDP) in empiricaddels in the literature. That is, most

regression results explain variations in the sizgozvernment spendinglativeto the

2 Another factor that is not discussed here is the of forced private social spending (Adema and
Ladaique 2005) This is a category which De Dekeahkttel (forthcoming) note casts serious doubtlos
comparability of social spending series like theGDEs Social Expenditure Database.



size of the economy. Spending measures do nmtatjypaccount for the size of the
dependent population, even though this is criticaletermining how generous any
spending level (or spending ratio) is. This probkrises both in cross-sectional views
and in historical accounts. The implications opiag-Andersen’s classic example of
unemployment expenditure in the UK in the earlyd$8-spending ratios went up even
though benefits entitlements to individuals weneesely and permanently restricted,
because unemployment rates rose faster than tleditsamere cut—has gone basically
unheeded now for more than a decade and a half.

Compared to unemployment rates, the retiree raéisgmts a more severe
challenge to measuring generosity with spendingsatAlmost every OECD country
has experienced considerable growth in the oveo &orking age ratio in recent years.
Stagnant spending ratios in the face of identieahoigraphic shifts will have very
different consequences for the degree of retrenohdepending on the pre-existing
scope of the public system. For example, asshatehtie number of retirees doubles
(from the same base) and the social spendingisatinochanged. In a public pension
system that only provides for 40% of retiree incadheeretrenchment is considerably less

compared with a system that provides for 80% adfgetincome’

Differencesin Economic Growth
National time series of public spending ratios aladerestimate real welfare
expansion in poorer OECD countries compared withlthieir ones, insofar as the latter

tend to grow faster. Compare Ireland and the driimgdom. Based on spending ratios,

% Note that simply controlling for the over 65 pagiitin on the right hand side does not do anything t
differentiate the two cases. By construction,rdt@ee population is the same; what differs issbepe of
the public system.



Ireland has experienced significantly more welfateenchment since 1980 than has the
UK. Irish spending ratios are lower as far backh@s1960s. However, such cross-
national differences are almost certainly attribléanore to differences in economic
growth rates, structural change, and demographieldpments than to more program of
retrenchment in Ireland. Ireland has grown at\arage rate of 6.2% since 1983, the
UK about 2.7%. Assume that real spending in botimtries grew by 3% per year over
then until 2007; the spending ratio of the UK wobh&d/e grown by around 10% in the
UK, while it would have fallen by more than 50%lialand.

Combined with the previous point about aging papaohs, the comparison
between the two countries becomes even more shaland’s retirement age population
ratio actually fell in this period as did its uneloyment rate. Indeed, the effects of
differences in aging and unemployment are doubiyip®us. Higher numbers of
retirement age and unemployed people raise spepdasgure and lower total output,
putting upward pressure on spending for a giveallef/state commitment to individual
social protection. Thus, it is possible that angeslied spending declines (i.e., in
purchasing power, not ratio, terms) were more twnpensated by a decline in the

“needy” population, leaving generosity to rise ddesably.

Taxation

Differences in the tax treatment of transfers-- ttuspecial credits and
exemptions or simply to different tax rates-- fertldlistort the degree to which a given
spending ratio will translate into different reaVéls of disposable income for recipients.

While the tax system is increasingly being used aaansfer mechanism—the United



States Earned Income tax Credit and the United #ongs Working Family Tax Credit
being notable examples—it can also be used to bk apparent increases in social
spending (Howard 1997). Adema and Ladaique (2008)Scruggs (forthcoming) note
that increases in gross expenditure can be oftsetiderably by changing the tax
treatment of transfers (e.g., making benefits tedadr by increasing consumption taxes.
It is true that all of these measurement biasepé@nding data could be
ameliorated with careful controls for relevant taston the right hand side of a
regression equation. However, this does not mpkeding a measure of generosity;
these are still models that explain variation iargfing ratios. Analysis of what the
implications of a spending model are in terms tferechment or generosity, even with
controls for factors implied above, are largely fexistent in the literature, because the
belief that these are retrenchment models is sedddu in the current approach to
understanding welfare state dynamics. But the tdatspending ratios are a good proxy
for welfare state commitments is a bit like asse@rthat this year’s property insurance

claims tells you the number of people with insugnc

From Welfare Spending to Welfare Commitments
An alternative to evaluating welfare state comneitits is an entitlement or social
rights approach. The essence of this approadfaighie conditions stipulated in national
social insurance programs, which are the most itapbsources of non-life insurance for
the bulk of the population in all industrial couasy, better encompasses the extent of
welfare state generosity. This is essentiallyapperoach advocated by Korpi (1989),

promoted in Esping-Andersen (1990), and widely exobd as an ideal in comparative



social policy (Castles 2002, Green Pedersen anertéand 2002, Hicks 1999, Kitschelt
2001). This requires information on institutioe&ments of programs that are
sometimes considered qualitative details of welfarcies. In fact, they are just the
institutional features that are the “rules of tlaeng,” as potentially subject to
measurement as anything else. They just haveewst quantified.

Social insurance regimes can be thought of aso$etsmmitments. These
commitments extend beyond the number of actuaingat any point in time. The
behavioral effects of commitments, may, furthermaiter the balance of political and
economic power between segments of the populati@mong economic classes.
(Indirect behavioral effects, of course, are oft&plicitly considered in formal economic
models, though these models tend to make prettpwaassumptions about the social
welfare implications that such rights will have eguilibrium outcomes.)

Viewed as a commitment, the generosity measureepted in the next section
are useful for understanding many traditional goestin the sociology and economics
(and politics) of labor markets. The generositg@mmitments affects things like
bargained wages, quit rates, unemployment durdtboy market matching, or other
micro-level phenomena that aggregate spendingdeleehot. In other words, looking at
institutional commitments rather than monetary ayglshould be of greater use in

thinking about and empirically testing many (if mobst) political economy models.

* The Social Citizenship Indicator Project underdirection of Walter Korpi at the Swedish Institdioe
Social Research reportedly has collected similga tta a similar set of countries for more than two
decades (Korpi and Palme 2004). However, becéisdata is not publicly available to the scholarly
community, it is has not been widely used in thenparative welfare state literature.

®> The power resources school tends to view socsalramce as theroductof social mobilization, though it
implicitly recognizes the role of institutions iftexring the balance of political and market powttris not
necessary, of course, to adopt a class explanatiorigins to accept that social insurance affeetisavior.



Compar ative Welfare Generosity

This section outlines our approach to measurimgefitegenerosity contained in
the Comparative Welfare Entitlements Dataset. ifitlex functions here as an
alternative indicator of the extent of public cortmment to welfare, and as a more
appropriate gauge of the extent of welfare gengréisan in aggregate spending. The
index is very similar in spirit to Esping-Anderssmecommaodification index—an icon in
the comparative social policy literature. Our majoprovements on the
decommmodification index are a) better accuracyamsistency of measurement, b) a
more robust approach to aggregating different @nmgdimensions c) presenting annual
data over a long period of time, and d) full docatagon of the underlying data
collection methods and d) public availability artessibility of the resulfs.

Table 1 provides a breakdown of the social instegrogram characteristics that
are used to compute the generosity index. Netmeceeplacement rates (RRs) are
calculated based on the legal formulae for bewefttulation using a typical worker or
household unit earning typical wages, incorporatiatails of the income tax and social
insurance tax system. Data on program coveragessithe universalism of the

programs. The data cover eighteen countries: AlistrAustria, Belgium, Canada,

® Non-statutory benefits, even if applicable to nufshe workforce (e.g., supplementary pensions
negotiated and implemented by social partners atehded by decree) are excluded, but legal
requirements, like compulsory sickpay from emplsyare included. Scruggs and Allan (2006a) and
Scruggs (2007) provide a comparative analysis pbitant substantive and methodological problemh wit
Esping-Andersen’s index. Details about the elemehtke index, sources, and details of calculatibn
replacement rates are available in the data fitescadebook, all of which are available at the CWED
website.



Denmark, Finland, France, Germany, Ireland, Itdapan, the Netherlands, New

Zealand, Norway, Sweden, Switzerland, the Uniteugiddom, and the United States.

Table 1 here

The characteristic variables described in Taldeelcombined to form indices of
program generosity using the following procedufeke the cross-country mean and
standard deviation for each characteristic (excepérage and take-up) in 1980. (The
choice of a base year is ultimately arbitrary; D@80 is the year Esping-Andersen used
to compute his influential welfare state decommiodtfon index and is thus convenient
for comparative purposes.) Obtain the standardigestore” for each characteristic in all
years (1971-2002) by subtracting the benchmark yesan and dividing by the
benchmark year standard deviatfoifhese scores are constrained to be a maximum of 2
standard deviations from the mean. Then, in cwlenake all values positive, add two to

each score to produce a score between 0 and 4.

[Value ;) — mean(Value);ggo)/ sd(Value)iggo + 2 = g score iy

We create separate program generosity scoresdbragdhe three main social insurance
programs considered here: unemployment, sicknessjgns. This is done by adding all

of the computed g-scores for each program charstiteiand multiplying that value by

" Eventually, the data set will be expanded to idelsimilar information on family and maternity bétse
and extended to cover more OECD countries.

8 In a few cases, extreme values were dropped ipating the benchmark values. Precise information on
the benchmark values and computation of benchnwanes can be found in the source code used to
generate the scores (available from the CWED aitd)also described in Scruggs (2007) and Scrugtjs an
Allan (2006).



the coverage ratio. In the case of sickpay andnph@yment, the coverage ratio is the
number of insured workers divided by the total latooce; for pensions, it is the
percentage of retirement age people in receippmiesform of public pensiohTo

further illustrate with an example, the unemployitriaaurance program score is:

[Single replacement rate (RR) ue g-score + Family RR g g-score + Qualifying Period ye g.score + Waliting

Period ye g-score + Benefit Duration ye g-score ] ¥ UE coverage ratio

Finally, the benefit generosity score is the surthefthree program scores. (We also use
a labor market program generosity score later wisic¢he sum of unemployment and
sickness scores only.) The decision simply to tharthree program scores is, as with
almost all efforts to create aggregates withoublarious numeraire, contentious. In
part, the decision is based on precedent: Espmdessen’s previously mentioned (and
inaptly named) decommaodfication index sums theetlp®gram scores. The decision is
also based on the fact that we have already “wedjhhe programs based on their
coverage of the target population in the coun{igdeed, we find that in some cases,
changing coverage of the population over time #dféte generosity scores in non-trivial
ways.)

Scores on the generosity index are given for tpezeds in Figure {1971-3,

1983-6, and 2000-2). We use three-year averagesdéocus attention on long-run

° It is important to emphasize that the coverage fat unemployment and sickpay dawst refer to the
percentage of the unemployed or sick in receift.ef, what we call “taking up”) benefits, but toet

portion of people that are currently insured. Baeasome currently unemployed or sick have exhausted
their benefit entittement or not qualified for bétebefore becoming unemployed or ill, take-upesator
unemployment or sickpay are generally lower tharecage rates. One reason that we did not useugake-
rates for these program is that they are extreimaigl to compute and interpret over time with thailable
national administrative data.
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trends. Most welfare states are at least as gesénahe early Zlcentury as they were

in the early 1970s. The mid 1980s represented argkeshift towards greater generosity
among all countries examined here, and there was svidence of convergence. The
mean generosity score rose from 22.6 to 29, anthdesure of convergence (standard
deviation divided by the mean) for the eighteenntoes declines from .30 to .27.

During this time the previously less generous coest- Japan, Ireland, Switzerland, the
United States-- gained some ground on historigaltye generous countries (Scandinavia
plus the Netherlands).

Comparing the 1983-6 period with 2000-2, the gesigrscores illustrate a clear
pattern of downward convergence. The mean scalends and the coefficient of
variation shrinks further, and scores in threeaddbur countries are lower in 2000-2
than in 1983-6. Moreover, during the 1980s and)$8&trenchments most pronounced
in the more generous countries. Except for olriorway, all countries with generosity
scores above the median in 1983-6 saw generodlitgiight of them by more than one
point. Among the nine least generous countriely, fmuirs experienced a decline in
generosity, and only two of the nine saw generasityres fall by more than one point.

Do these results suggest that contemporary wedtates are in a prolonged
period of retrenchment? On one hand, it is impariamote that on average, welfare
state generosity is higher in the early twentytfoentury than it was in 1970s, and scores
are more tightly clustered around that higher me@nly two countries, Germany and
Switzerland, have lower generosity scores for 2B@an they do in 1971-3, and even

these are marginally lower.
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On the other hand, because of the slow-changingeaf earnings-related public
pension systems (still present to some degreemosilof these countries), our current
generosity scores mayderestimateetrenchment for current workers. Since we
calculate pension scores on the basis of whatramuretiree receives, not what current
workers expect in a decade or more, public pengforms enacted in several countries
during the 1990s (e.g., Japan, Sweden and Itatyhise to reduce gradually the benefits
of future retirees. Another way to view it is thlaé pension component of the scores
may be headed down further over the next two @etladlecades. Of course, these changes

could be reversed by subsequent reforms.

Figure 1 here

The use of spending data in the absence of mesastipgogram generosity has
sometimes been justified by the assertion thatdipgrand benefit generosity are closely
correlated empirically. Of course, the problerthist there has not been comprehensive
indicator of generosity available to substantiht tlaim*® The benefit generosity
index allows for one. We ran correlations for gesay and three popular spending
ratios for 1999: total spending, transfer spendbagh from OECD’s Historical
Statistics), and total social expenditure (from@E€CD’s Social Expenditure Database).
We would certainly expect there to be some assoniéetween spending and

generosity, if for no other reason than the faat grension spending is a large part of

9 The OECD Jobs Study unemployment benefit seriesbmetimes been used as a basis for making
claims about program generosity in the way we nieawhile it may be correlated with other elemeots
generosity, that benefit series refers directly tategory of spending thatsry small in relation to other
categories.

12



state spending and most people can expect to dpemsion. The correlations for 1999
are, respectively, .74, .50, .56. These are aflaeable, but hardly constitute being
considered closely correlatétl. At best, spending measures explain about halfef

variation in the generosity index.

Inequality, Redistribution and Welfare Generosity

Are differences in generosity associated withedéhces in income inequality?
This section provides some preliminary empiricautes based on simple scatter plots
and a re-estimation of two recent empirical modélsscal redistribution (Bradleyet al.
2003 and Mollergt al 2003). Our results suggest that not only is gesigra more
appropriate indicator of welfare program commitnsebut it is also a better predictor of
redistributive outcomes than is spending.

All of the redistribution indicators are derivadii the Luxembourg Income
Study. LIS data provide useful comparative sunadthe distribution of income in
many advanced democracies (e.g., Kim 2000, SmeeRmgwater and Burtless 2001).
In addition to the contributions in this volume nmerous studies utilizing LIS data shed
light on the determinant of reductions of incomegrty and inequality. This chapter
concentrates on three main indicators of inequaliy redistribution.

1. Reduction in relative poverty rateBoverty is defined as the percentage of the

household equivalents living below 50% of the mediational incomé? Poverty

1 Of course, one might argue that the deficiencyiliethe generosity measure, not the spending ®he.
larger point, however, is that spending and thesgesity index are not empirically the same thing.

2 Household equivalency assigns each member of sehold with household income X, and income level
equal to X/sqgrt(N), where N is the number of pedplthe household. Thus, a single person livircnel

with income Y has the same equivalent income ak eafour persons living in the same household and
with household income 2Y.

13



reduction in computed as the difference betweerpgvates (50% of national
median) based on market income and on disposatzenie.

2. Reduction in absolute poverty ratesverty here is defined as the percentage of
equivalent individuals with total income levels @&lthe United States’ poverty
line in a given year (Scruggs and Allan 2006b, Kerilvy 1999). National
currencies are converted to dollars using OECDHasing power parities.

3. Reduction in gini coefficient using market and digible incomd&his indicator is
discussed in several important papers (Hicks anan8w 984, Korpi and Palme
1998, Milanovic 2000, Bradlegt al 2003; Pontusson 2005). It is also defined

using equivalency conversions discussed above

It is important to point out that what sometimefenesd to in the LIS data as “market
income” is, in fact, post-tax (but pre-transfegome. When this is the case, reduction in
poverty rates will be biased upward, for two reasdtirst, the poverty threshold will be
lower because measured income is lower (it exclatléaxes). Second, some people
with both market and post-tax, post transfer incorigove poverty, may fall below the
poverty line post-tax, pre-transfer. Meanwhitesuch cases, reductions in the gini
coefficient will be biased upwards. Since incoragsbounded from below (no one is
taxed below zero income) and there is some progeeesss in the tax system, the

computed “pre-fisc” gini coefficient will be lowehan the true pre-fisc gini. To avoid

14



these problems, our calculations only include ingample country-years with truly pre-

fisc income®®

Bivariate Correlations

We begin by presenting scatter plots of the refatip between redistribution and
benefit generosity. Data for all other figureshistsection are from the most recent year
for which LIS data are available, generally 1992000. For each of the three main
indicators, we present two plots, one with redisttion among the entire population, the
other with redistribution within only in the “wonkg age population”. For poverty, this is
defined as households headed by a person undér@ie gini coefficient, it is
households headed by a person between 25 and 59.

Figure 2 and Figure 3 depict the relationship leetwbenefit generosity and
reductions in the relative poverty rate via thedad transfer system, i.e., the percentage
decline in market and post-transfer poverty. [Ealistribution in the national population
(Figure 2), the percentage reduction in povertyeappto be closely related to benefit
generosity (r~.80, n=13). A plot of post-fisc poyeaigainst generosity (not shown) has a
similar shape, suggesting that there is a highgimeg) correlation between post-fisc
poverty and the percentage reduction in povertylittie correlation between pre-fisc
poverty and subsequent poverty reductions. Orageglincome poverty rates decline by
over 60% as a result of the tax and transfer systéne smallest reduction is in the
United States (28%) followed by Australia 41%), \etihe largest reductions are in

France (79%) and Sweden (78%).

13 This eliminates all values for Italy, Austria, laad and the 2000 value for Belgium. Results iadbey
et al. and Moller include some of these cases. Wheridentify that they were included, we alsoudel
them in that regression analysis.
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Figure 3 shows the relationship between generasityreduction in poverty among
households headed by people under 65. Povertgtiedus less on average than for the
whole population (less than 50%), but this is wot$urprising. Many pensioners derive
substantial portions of their income from publiapens (i.e., transfers). Again, the
United States and Australia have the lowest redodti8% and 41%, respectively) while
Finland and France have the highest rates (70%68&%d respectively).

In evaluating poverty reduction in this segmenthef population, we modify the
generosity measure, removing the pension scoreg giension generosity is unlikely to
affect market poverty rates in the working age patan. The correlation is only
moderate (r=.47), but Switzerland is a significaatlier, with a poverty reduction score
that is much lower than its comparatively genemasal insurance system would
suggest. If Switzerland is disregarded, the refetip is similar to that in Figure 2Vhat
makes Switzerland truly exceptional, however, esabsence of market income poverty,
which is 8.5%, only 60% of the rate of the nextéstvcountry, Norway with a 13%

market poverty rate. (The highest poverty ratedi%?

Figures 2 and 3 here

One criticism of relative poverty rates as a measdiinequality is absolute
standards of living are arguably more importanhtredative standards. An unequal
distribution with a high average income may be gmefd by all people in a society
compared with relative equality but low averageome. Absolute poverty thresholds

here are based on the US poverty threshold in 1886threshold is adjusted annually
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for differences in purchasing power parity (Scruggd Allan 2006b). This controls for
differential inflation rates across countries otrare.

According to this criterion, tax and transfer sysseonly lower poverty rates
slightly more than they reduce relative povertysélote poverty reductions are only
marginally correlated with reductions in relativevprty-- the correlation between the
two is about .50 for both the whole population aod-elderly population—but this is
due largely to the effect of income. (Controllireg fncome increases the correlation to
about .70.) Australia has the lowest reductioabrolute poverty. Norway has by far the
highest reduction: absolute poverty in the totadyation falls from 20.3% to 2% as a
result of the tax and transfer system, while inuhder 65 households poverty falls from
11% to 3%. Figures 4 and 5 show the relationbbigreen generosity and reductions in
absolute poverty rates. The correlation betweeunatszhs in absolute poverty and
benefit generosity is .60 and .64, for total popalaand under 65 households

respectively). This is consistent with expectation

Figures 4 and 5 here

Figures 6 and 7 display the relationship betwesrebt generosity and the

reduction in the gini coefficient from the tax amansfer system. Increasing benefit

generosity is positively associated with a redurctiothe gini coefficient (r=.62 and .65,

respectively). These result are also consistemt @ipectations.

Figures 6 and 7 here
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Multivariate M odels of Redistribution

The relationships discussed above suggest that gemerous benefit systems are
associated with greater reductions in poverty aeduality. However, bivariate
correlations do not take into account other factivas might lead to more redistribution.
This requires a multivariate analysis. In thistieet we re-estimate empirical models
developed in two recent articles on redistribuiiloller, et al 2003 and Bradley, et al
2003). We also estimate an empirical model expigimeductions in absolute poverty
rates, which relies on the basic model in Molléle In estimating all of these models,
we rely on the available panel data for all cowsticonsidered in our earlier cross-
sectional scatter plots. In order to maximize tdoemparability of these results with those
in previous studies, we include the country yeaesin those studiés.

Table 2 provides a summary of the variables useah model. The set of
independent variables for the estimates is baseteoftombined” political and control
models in Bradley, et al and Model 6 in Moller Et*aThe main purpose here is to assess
a) whether generosity provides greater explangiower than the spending measure, and
b) whether the relationships suggested in the laiteanalysis above are robust in panel
data and other correlates of redistribution. (Bb#hBradley and Moller studies rely on a
spending measure that they refer to as “welfaregasity,” which, as explained below, is

basically a synthetic measure of spending.) Boflepalso estimate redistribution using

1 There is a discrepancy between the number of capested in regression tables in Bradley et altaed
country years presented in their tables. We iredudinly those years specifically listed.

15 V/ocational training is omitted because the dateewet available. The low salience of this varainl
the Bradley , et al paper—its substantive andstiedil significance is low and is omitted in thei
“reduced” model—suggest that the omission shoutdsawerely impact our results.
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only the non-elderly population, so we only pregesults for that subset of the

population.

Table 2 here

As Table 2 details, most of the independent vagmlbbhan be found in the
“Comparative Welfare States Dataset” (Huber, e2@04). Income per capités from
the Penn World Table and is measured in thousaindisllars. Wage dispersiors the
ratio between pre-fisc incomes at the 90 and 16gm¢ites™® Unemployment ratand
percentage of single mother househads self explanatoryCapital market openness
refers to thebsenceof four legal restrictions to the capital accoastdiscussed in Quinn
(1997). The range is between 2 antdfage coordinatioms the degree of centralization
of wage bargaining in a given ye@fristian democratic cabinendLeft cabineteach
refer the cumulative portion of cabinet seats lgl@ Christian Democratic/Left Party.
Veto pointgefers to the number of power dispersing institugl arrangements in a
country’s basic political system (Huber, Ragin, &tephens 1993Welfare spendings
of the sum of the standardized values of a) t@atnue as a portion of GDP and b)
transfer spending as a portion of GDP.

Benefit generosityefers to the generosity index discussed througtig

chapter. In estimating gini redistribution, we digiee full generosity index—including

'8 There is some ambiguity in the Bradley paper alduat this ratio is. The description in the tapége
207 suggests that it is the wage ratio for fulleimorkers, but figures for this variable are notour
knowledge available for many of the observationth@ir dataset. The text of the paper (page 212)
suggests that they used thest-fiscratio derived from the LIS data files. Howewveuy regression results
were only close to theirs if we used the pre-fi8tl9 ratio in the LIS files. Since that seems iefkag

with their description of what they were interested has available values for all years, we usad th
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unemployment, sickness and pension scores—asessegr For the poverty rate
reduction models, we use only the sum of unemployrard sickness. We make this
distinction for two reasons. First, some portiéthe pension system is funded from
general taxes, going from the working populatiothimse in retirement. Since both of
the sets of results that we are replicating esematdels wherein redistribution is
measured only in the working age population, andespeneral taxes are at least
moderately progressive, a more generous pensicamnyshould exert a negative effect
post-fisc income distribution in the working agepptation. Second, more generous
public systems substitute for some private sawwigch will show up in the LIS data as
less inequality”

The first part of Table 3 provides results of ceplication of the Bradley, et al
paper. Following their approach, all results aredoleon models with OLS coefficients
and robust-cluster standard errors; the lattenecbofor within-unit error correlation. The
first column is their reported estimates. The riext sets of estimates demonstrate that
the impact of using the benefit generosity indesuperior to the spending measure.
Using generosity in the model increases the fthefmodel considerably. Second, the
standardized beta is higher when the benefit gsitgrimdex is substituted for the
spending measure. Third, when spending is add#utetbenefit generosity specification--
so that the effects of both variables are intemestentered simultaneously-- the fit of the

model is unchanged, the spending coefficient istuttively small (compare it to the

LIS counts any money that might go to private sgsias disposable income, but money going to a
public pension is a tax deducted from disposalderime. Thus, a more generous public pension for the
middle class means lower measured disposable infamtieem. (Whether the net effect is more or less
lifetime income is not relevant.)
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result in column 2) and statistically insignificaahd the benefit generosity coefficient is

more or less unchangéd.

Table 3 here

Table 4 applies the same procedure to the Molteal, esults for reductions in the
poverty rate, and also shows results for the abs@laverty rate model. Their model is
slightly different, but the results show a simiattern to what we saw in Table 3.
Substituting the benefit generosity index for thersding measure improves the fit of the
model and gives a larger standardized beta coeficiEntering both variables (spending
and the generosity index) into the model also sttppbe idea that generosity is a
stronger predictor, though both are correlated w#bh other. The spending coefficient
drops considerably and is not statistically differfsom zero, but the generosity index
coefficient drops only slightly. However, the unainty of the latter estimate increases
(the p value is about .11) to insignificariCe.

The last two columns of Tableshow results for reduction show absolute
poverty. The model adds per capita income asrassegr under the assumption that
richer countries will more easily reduce absoluegnty, all else equal. The model
explains very little of the variation in absoluteverty, and only coefficients for

unemployment rate and per capita income are statligtsignificant. Among working

18 Our results reduce, but do not eliminate the pa@sitnpact of a history of left incumbency on
redistribution.

1% The variance inflation factor score for the twafaee variables is over 5. The standard t-tesesbor n-
k d. f. are not appropriate for gauging the statistsignificance when the robust-cluster corrati®
employed.
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age households, greater unemployment and highem@are associated with more

poverty reduction via the tax and transfer system.

Table 4 here

Conclusion

A major goal of this paper is to advance a more@myate indicator of welfare
state effort and commitment than spending ratibg Genefit generosity index
introduced here provides comparative welfare stgearch with a conceptually superior
way to account for the extent of, and changesaaiasinsurance against risks—arguably
the most essential purpose of a welfare state. cAnargue that the index does not
encompass enough welfare programs, though it dgesre very important ones (and
ones that comprise much welfare spending). Howexarefforts have convinced us that
the answer is to extend institutional measuresdike, rather than continue to rely on
spending ratios.

More substantively, the results in this chaptéat@sh two things about welfare
states in advanced democracies. First, the ereedf970s to the mid 1980s was
generally one of considerable expansion in the @ity of major social insurance
benefit programs. Since that time, however, theegesity of programs has stagnated or
contracted, and more so in those welfare statésvibie, in the 1980s, most generous:
the Nordic countries. These results will no doaién a new chapter in the debate about
causes of stagnation and retrenchment, since nitnass to spending ratios, they do seem

to be less sanguine about the strength of the tefmeglfare state commitments. The
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second major finding presented is that countrig¢k wiore generous welfare
commitments, as indicated by the generosity of thigrams, have fiscal systems that
reduce poverty and overall inequality more tharcoantries with less generous benefit
systems.

Both of these findings will hopefully also provoketh a theoretical and
empirical re-examination of the determinants aridot$ of the welfare state. An
increasing body of historical and theoretical wisrkoning in on the fact that welfare
programs are often fundamentally about how risksd#stributed. By moving past a
focus on the size of the welfare budget, we canenestep closer to examining patterns

of social protection, not of social spending.
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Figure 1: Trends in Benefit Generosity

27



@ fra®
ra
—~ swe®
%)
S den®
en
E o bel® nor®
B~ ger fin®
3
o
< nld®
s ‘o
u
2
g swi®
o
o
()
=04
5 ) can®
7]
@
£
c< aus @
8 -
=]
o
=]
ko]
(7]
@ o
us @
T T T T T
20 25 30 35 40

Benefit Generosity
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Table 1: Dimensions of the Decommaodification Index

Core Program

Program Characteristic

Definition

Unemployment

Sickness Benefit

Retirement Pension

Single Replacement Rate

Family Replacement Rate

Qualifying Period
Waiting Days
Duration of Benefit
Coverage Ratio

Single Replacement Rate
Family Replacement Rate
Qualifying Period

Waiting Days

Duration of Benefit
Coverage Ratio

Minimum Replacement Rate (single)
Minimum Replacement Rate (couple)
Standard Replacement Rate (single)

Standard Replacement Rate (couple)

Qualfiying Period

Contribution Ratio

Take-up Rate

After tax benefit for single, fully insured 40-year old earning average
production worker (APW) wage divided by after tax wage of employed APW

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

Weeks of insurance/employment required to qualify for benefit

Number of days before benefits start

Weeks of benefits payable for fully insured (single) 40 year old
Percentage of the labor force covered by unemployment insurance

See definitions under unemployment insurance

After tax replacement rate at retirement for single with no work history (or
income)

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

After tax replacement rate for a single with a full work history (max 45 years)
at APW wage

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

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

Employee/Employer+Employee ratio of payroll taxes (at time pension is
claimed)

Portion of population above retirement age receiving pension
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Table 2: Variables used in different regression models

Moller, et al. Bradley, et Absolute
Variable Source (poverty rate)  al (gini) poverty rate

Dependent variables
Relative poverty reduction (under 65 households) LIS data files (author) X
Absolute poverty reduction (under 65 households) LIS data files (author) X
Reduction in gini coefficient (25-59 households) LIS data files (author) X

Independent variables
Per capita Income Penn World Table X X
Wage Disperison LIS data files (author) X
Unemplyoment rate OECD X X X
Female headed households with children LIS data tables X
Capital Market Openness Quinn X
Wage Coordination Kenworthy (in HRS) X X
Christain Democratic Cabinet (cumulative from 1945) Swank (in HRS) X
Constitutional Veto Points Lijphart (in HRS) X X X
Left Cabinet (cumulative from 1945) Swank (in HRS) X X X
Welfare Spending OECD (in HRS) X X X
Benefit Generosity CWED (author) compared with welfare spending

CWED- Scruggs, Comparative Welfare Entitlement Data
HRS- Huber Ragin, Stephens, Comparative Welfare State Data
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Table 3: Results for reduction in gini coefficent for head of household age 25-59

Income Dispersion

Income per capita
Unemployment

Single female households with ¢
Capital Market Openness
Christian Democrat Cabinets
Left Cabinets

Spending

Benefit Generosity

Constant

Observations
R-squared

Bradley, et al
estimates

-12
(.10)
-0.17
(1.16)
0.74
(3.26)**
.39
(2.41)*
-1.23
(1.13)
-.21
(2.22)*
21
(1.73)+
2.83
(5.88)**

20.28
(3.87)*
59
.82

-.01

-0.11

.29

.23

-.09

-.29

27

.61

.000
.000
-11
(.36)
957
(2.52)*
376
(1.55)
-2.19+
(1.65)
-.138
(71)
321
(2.67)*
2.20
(3.16)*

20.3
(5.02)*
57
73

.00

-.04

.32

.20

-.15

-.18

.39

45

-.005
(.29)
-.587
(1.97)+
1.378
(4.74)*
.624
(2.72)*
-1.356
(1.04)
-.10
(.65)
.265
(2.50)*

587
(3.82)**
5.61
(1.02)
57
77

-.03

-21

.46

.33

-.09

-.13

.32

.53

-.005
(27)
-.55

(2.16)*
1.345
(4.68)*
61
(2.67)*

1.428

(1.10)

-.106
(.66)
259

(2.08)*
178
(.16)
558

(2.17)*
6.49
(.74)

57
77

-.03

-.20

45

.32

-.10

-.13

.32

.04

51

Robust t statistics (absolute value) in parentheses
+ significant at 10%; * significant at 5%; ** significant at 1%
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