The Journal of Economic Inequality
https://doi.org/10.1007/510888-024-09634-9

RESEARCH

®

Check for
updates

When government’s economic ideology shapes income
redistribution. Empirical evidence from the OECD

Juan A. Roman-Aso’ ® . Héctor Bellido?® - Lorena Olmos?

Received: 24 November 2023 / Accepted: 20 May 2024
© The Author(s) 2024

Abstract

This paper studies the relationship between Government’s economic ideology and
income redistribution, using a panel of OECD countries spanning the years 2004-2020.
Our results point to the existence of a partisan effect, showing that taxes and transfer
policies implemented by parties on the left reduce income inequality more than those of
parties on the right. Other political and electoral factors (the proximity of the elections,
the number of years for which the chief executive has been in office, and the presence of
coalitional and minority governments) do not seem to be as relevant. We also analyze the
role that the Great Recession and the globalization process have played in the relation-
ship between Government’s economic ideology and income redistribution, finding that
they have significantly altered it.
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1 Introduction

Given the relevant role played by taxes and transfers on income redistribution, one may
argue whether the economic ideology of governments play a role in the income inequal-
ity gap through the design of these tools of fiscal policy. The classical hypothesis assumes
that left-wing parties endorse more ambitious redistributive policies, since their ideological
background seeks for equality, in contrast to right-wing governments and their preference
for efficiency. However, this hypothesis has been questioned on the basis that some fac-
tors, like international tax competition for mobile assets (Swank and Steinmo 2002; Swank
2006) or the cost of international bonds in globalized capital markets (Lierse and Seelkopf
2016), put pressure on governments and influence the design of tax policies. Besides this,
we cannot ignore the fact that left-wing parties have substantially modified their convic-
tions about the proper size of public intervention in the economy (new laborism).'

The available literature on the effect of ideology on tax structure is prolific. Persson and
Tabellini (1992; 1994), Haufler (1997), and Lockwood and Makris (2006) found that left-
wing cabinets show a bias towards capital income taxes, with respect to labor income taxes.
This is not surprising, since their theoretical economic principles are aligned with those of
whom obtain their rents from labor, instead of those of whom obtain them from capital.
Profeta and Scabrosetti (2017) found a positive relationship between being ruled by the left
and the share of income taxes over GDP, corporate income tax in particular. However, other
papers do not present conclusive results. Volkerink and De Haan (1999) detected a signifi-
cant increase in direct and indirect tax rates when left-wing parties are in office during peri-
ods of political instability, but the preference for direct taxation is not demonstrated. Cher-
nick (2005) proposed a model in which tax progressivity (calculated with the Suits Index)
in the US is evaluated on the basis of political and geographical factors, and determined that
states dominated by Republicans present a more regressive tax structure.

Counter-intuitive results can also be found in the literature. The seminal work by Pom-
merehne and Schneider (1983) established that left-wing parties give more emphasis on
consumption taxes, and Aidt and Jensen (2009) ascertained that the number of seats held
by left-wing parties is negatively related to taxation.” Tavares (2004) approached the ideo-
logical issue from the perspective of fiscal adjustments, indicating that left-wing cabinets
tend to increase taxes, while right-wing ones are more willing to implement cutbacks in
public budgets. In addition, the paper analyzed the modification of political conduct from
a negative economic context. The author stated that left-wing cabinets are more likely to
adjust their behavior during a period of fiscal distress (high debt and deficits), the success
of the adjustment being conditioned by the presence of a majority or a coalition.?

A different study focused on the role played by the electoral system when studying the
partisan effect on redistribution. Becher (2016) established the incentives of left-wing par-
ties to move to the right in a scenario of growing income inequality in the presence of a
majoritarian system but not under proportional representation. Iversen and Soskice (2006)
argued that the electoral system plays a key role in redistribution by shaping the nature
of political parties and conditioning coalitions. They stated that proportional systems
are dominated by center-left governments, while majoritarian systems are controlled by
center-right governments, and that proportional systems are more prone to redistribution.

! See Mudge (2018) for a comprehensive analysis.
2 This surprising finding was probably conditioned by the period selected (1860-1938).
3 For further discussion about the effect of fiscal distress in policy, see Perotti (1999).
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We also need to pay attention to the concept of the median voter, which can modulate
the economic ideology of political parties. The seminal contribution of Meltzer and Rich-
ard (1981) underlined that tax policies are induced by the position of the median voter
regarding income distribution, suggesting that politicians are influenced by a specific
profile of a citizen. Similarly, Austen-Smith (2000) concluded that, in countries under
proportional representation, political choices on the equilibrium tax rates are strongly
affected by the representative voter with average employee income. For these investiga-
tions, the median voter’s preferences are the keystone in the design of fiscal policies.

Discussing the role of political parties, Levy (2004) stated that, when the political space
is multidimensional, parties turn out to be a decisive factor in achieving political outcomes,
and the concept of the median voter loses its relevance. In this sense, Sobel (1998) dis-
cussed the different effects that fiscal policies have on the probability of re-election of US
legislators, suggesting that conservatives are more likely to be affected by tax increases
and liberals by public expenditure reductions. In such a way, voter preferences and ide-
ologies may influence the design of fiscal policies. Roemer (2011) pointed out that left-
wing cabinets tend to increase taxes on rich voters to reduce income inequality. Similarly,
Potrafke (2017) held that, when the left is in power, there are higher tax rates and larger
governments in OECD countries. A recent contribution to this field was that of Dorn and
Schinke (2018), who showed that those in the top 1% of income share benefitted under
right-wing governments in some OECD countries. Swank (2015; 2016) acknowledged the
role of external pressures on tax reforms, such as the tax competition for mobile assets, but
also found interesting conclusions about the role of ideological orientation. Swank (2015)
stated that social democratic governments support progressive systems and social protec-
tion mechanisms if employers and labor remain highly organized, while Swank (2016)
pointed out that left-wing voters, and other domestic factors, constrain neoliberal fiscal
reforms. It should be noted that there are relevant discrepancies in the extent of the impact
that ideology has on the design of fiscal policies.

In this research, we contribute to the literature by studying the relationship between eco-
nomic ideology and other political and electoral factors, and income redistribution, through
the design and application of fiscal policies for taxes and transfers. We also contribute by
considering the effect that two major events have had on the relationship between ideology
and redistribution: the globalization process and the Great Recession. To the best of our
knowledge, nobody has previously studied this effect. With this purpose, we use a selec-
tion of OECD countries, which implies working with a homogeneous sample formed by
countries with highly developed institutions and high levels of political rights. As stated by
Griindler and Kollner (2017), OECD nations tend to redistribute substantially more than
non-OECD countries.

Our empirical findings indicate that left-wing cabinets contribute more to reducing
income inequality via taxes and transfers. Other political and electoral factors, such as
the presence of a coalition government, the proximity to elections, and the existence of
a minority government, do not present such a relevant role, but the longer the period
for which the chief executive has been in office, the lower the income redistribution due
to fiscal policies based on taxes and transfers, only in the pre-Great Recession period.
Regarding the relationship between economic ideology and income redistribution, we
find that the difference between left-wing and right-wing cabinets remains during the
austerity period following the Great Recession, although the magnitude of the parti-
san effect is reduced. The globalization process also affects the ideology/redistribution
relationship, again moderating the magnitude of the partisan effect as globalization
increases.
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The rest of the paper is organized as follows: Section 2 presents the data and describes
the methodology. Section 3 displays the baseline regression, and shows the sensibility anal-
ysis and the impact of the globalization process and the Great Recession. Section 4 con-
cludes the paper.

2 Data and methodology
2.1 Data

Data on income redistribution were gathered from the Income Distribution Database of
the OECD. To build the sample, we implemented some adjustments. As our study period
run from 2004-2020, information about Colombia (who only joined as a member in 2020),
Costa Rica (2021), Latvia (2016), and Lithuania (2018) was ignored.4 We only consider
those countries belonging to the organization during most of the period analyzed.

We contemplate how to measure the capacity of fiscal policies to abate income
inequality. To this end, we first considered the data on tax systems, starting with the
public revenues by category (income, corporate profits, consumption, labor, and prop-
erty), displayed as a ratio to the GDP and to the total tax revenues. However, income
redistribution requires other factors to be considered.”> Among the alternatives, we
evaluated the possibility of using the effective tax rates proposed in Martinez-Mon-
gay (2000), but their use prevented us to test the effect of political factors during the
austerity period since the period studied ended in 2000, apart from not including all
OECD countries.

In the literature, several contributions estimate the degree of progressivity using the
Lorenz Curve.® Nevertheless, the available databases do not cover the period nor the coun-
tries in our sample. Analogous shortcomings take place with the Commitment to reducing
inequality index, published by Development Finance International and Oxfam. Castafieda-
Rodriguez (2018) proposed the difference between the tax revenues from income, profits
and capital gains, and from goods and services. Nevertheless, all these measures are some-
how intended to describe the tax structure, rather than to assess the efficiency of fiscal poli-
cies in the task of improving income redistribution.

After all these considerations, we decided to use the information published by the
OECD on the Gini Index before and after taxes and transfers, and created the per-
centage of the reduction due to the application of these fiscal policies, which gives
a measure of the income redistribution and represents our main dependent variable
(Gini reduction).” On average, sample countries reduced the Gini Index 35.2% annu-
ally in the period 2004-2020, after applying taxes and transfers, but with notable

4 Prior to 2004 information on the Gini Index before and after taxes and transfers is only available for 3
countries (Canada, Finland, and United Kingdom), which determines the starting point of our sample.

3 Tn Sect. 3.5 the ratio of revenues from direct taxes to revenues from indirect taxes is used as the depend-
ent variable.

% For further discussion, see Stroup and Hubbard (2013).

7 Literature considering how to measure redistribution is prolific (see Milanovic 2000, as example). It is
relevant the decision to consider the relative Gini change instead of the absolute Gini variation due to taxes
and transfers (e.g. two governments reducing the Gini coefficient two hundredths may be considered to
equally perform, but it is not the case if the Gini coefficients were 0.6 and 0.2, respectively, before their
political decisions). We revisit this issue in the Subsection 3.4.
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cross-country differences. For instance, several European members were able to lower
inequality by applying taxes and transfers by more than 40%, while Chile and Mexico
are clearly below 10%. We study whether the economic ideology of governments plays
arole in this divergence.

Concerning political and electoral variables, data were collected from the DPI Database
of Political Institutions (DPI2020), released by Scartascini et al. (2021). We start by show-
ing the index used to define the economic ideological orientation of governments:

3 .8 L.g
Ziei (Sf,i,t # 1t x 3485, % 5)
3 8
it Sk

where i =1, ..., 34 refers to the country, and r = 2004, ..., 2020 refers to the year. The vari-
able Ideology Index captures the economic ideology of the incumbent government. Sf rep-
resents the number of seats held by party k in the cabinet, Sf’g , Skc’g and Si’g being the seats
held by right-wing, center and left-wing parties’ members in the government. To designate
the economic ideology of each party, we followed the criteria established in the DP12020.
If the government is composed only of right-wing parties, ideology takes a value of one;
if they are center parties, a value of three; and, finally, if parties belong to the left-wing, it
takes a value of five. Coalitions of parties with different ideological orientations take inter-
mediate values. The seats held by parties that cannot be classified from an economic point
of view (religious, rural...) are ignored. This index was calculated in a similar manner to
others proposed in previous contributions (Potrafke 2010, and others) but has a remarkable
advantage, since it is a continuous variable, which gathers all the ideological orientations
(Bellido et al. 2019; 2021). We anticipate that this Ideology Index is positively correlated
with income redistribution, since left-wing governments are expected to promote expan-
sionary policies with the aim of reducing income inequality (Alesina 1987; Chappell and
Keech 1986).

We present in Table 1 the countries included in our sample, the years for which the
required information is available, and the country-specific average of the dependent vari-
able and the main interest variable.

The same database provided information on the proximity of elections, that we used to
capture the opportunistic behavior of governments:

Ideology Index;, = ey

Elections;, = Y;, + — )
’ ’ 12
where Y; , are the remaining years of the current term for country i and year 7, and M, is
the month when elections are held. A negative estimated coefficient would indicate that the
income redistribution increases when elections are closer, thereby confirming the oppor-
tunistic behavior.

Other political variable included in our estimations is coalition, a dummy that takes a
value of one if the government is made up of more than one party. Alesina and Drazen
(1991), and Spolaore (1993) showed that coalitions find more difficulties implementing
restrictive fiscal policies, mainly due to the political competition among the different par-
ties. We also incorporate the variable Years in Office to evaluate the impact of the num-
ber of years for which the chief executive has been in office. The longer a prime minis-
ter has been in office, the more time they have to implement fiscal policies according to
their party s ideology. We complete the set of political factors by incorporating the variable
Minority, that takes a value of one if the parties in the government hold less than 50% of

@ Springer



J. A.Roman-Aso et al.

Table 1 Summary Statistics by country

Country Sample years Average Average
Gini Reduction Ideology
Index
Australia 2012; 2014, 2016; 2018 29.47 2
Austria 2007-2020 43.41 2.72
Belgium 2018-2020 47.75 2.53
Canada 2004-2020 27.93 2.88
Chile 2009; 2011; 2013 6.41 3.67
Czech Republic 2004-2013; 2015-2020 43.02 3.63
Denmark 2011-2019 41.59 2.78
Estonia 2013-2020 31.32 1.66
Finland 2004-2020 46.45 2.74
France 2012-2019 42.78 4
Germany 2008; 2011-2019 41.95 2.12
Greece 2006-2020 37.42 2.96
Hungary 2006-2020 44.45 2.32
Iceland 2004-2017 31.49 2.60
Ireland 2004-2020 43.44 2.34
Israel 2011-2019 21.82 1.43
Italy 2006-2018 35.85 3.15
Japan 2018 33.33 1
Korea 2011-2017 9.27 1
Luxembourg 2015-2020 35.40 3.97
Mexico 2012;2014; 2016; 2018 3.33 2.5
Netherlands 2011-2020 33.36 1.32
New Zealand 2018-2020 28.23 471
Norway 2004; 2008-2020 38.35 2.54
Poland 2005-2020 36.35 3.25
Portugal 2006-2020 35.83 1.53
Slovak Republic 2007-2019 38.85 4.77
Slovenia 2005-2014; 2019-2020 45.09 3.37
Spain 2007-2020 33.39 2.99
Sweden 2013-2020 35.96 4.07
Switzerland 2006-2019 20.93 3.04
Turkey 2019 17.33 1
United Kingdom 2004-2020 30.31 2.65
United States 2013-2020 23.20 3

Note: These figures are based on the observations of our main regression (Column (3) in Table 3)

total seats in the lower house of parliament, which affects its ability to apply the desired
fiscal policies.

As non-political explanatory factors, we include several demographic and social
variables.® First, we include the variable Voice and Accountability, defined as “the

8 Every variable included in the analysis is properly defined in Appendix A.
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Table2 Summary Statistics

Variable Mean SD Min Max
Gini Reduction 35.23 9.32 2.79 51.70
Ideology Index 2.78 1.65 1 5
Elections 1.75 1.17 0 4
Coalition 0.75 0.44 0 1
Years in Office 3.75 2.53 1 12
Minority 0.23 0.42 0 1
Voice and accountability 7.39 0.69 3.33 8.57
Older to Working Age 25.17 5.45 9.99 49.10
Fertility Rate 1.62 0.33 1.05 3.11
Migrant Population 12.40 8.05 0.8 47.6
Urban Population 75.36 11.57 51.53 98.08
Social Spending 21.29 5.17 7.1 32.3
Inflation Rate 1.79 1.84 -4.5 15.2
Unemployment Rate 7.86 4.56 2.1 28
GDP (ppp, thousands) 42.52 14.92 17.69 110.41

Note: These figures are based on the observations of our main regres-
sion (Column (3) in Table 3)

perception on the extent to which a country’s citizens are able to participate in select-
ing their government, as well as freedom of expression, freedom of association, and a
free media”.” As stated by Griindler and Kollner (2017), higher democratic standards
ensure that demands for redistribution become real political actions. We also include the
percentage of population over 65 on the working-age population (older to working age),
to capture the impact of intergenerational income redistribution. The premise, exposed
in Roser and Ortiz-Ospina (2013), holds that inequality reduction is not only based on
income redistribution between individuals at a specific time, but also between genera-
tions due to the pension systems. Empirically, the work of Griindler and Kéllner (2017)
included the dependency ratio of the population over 64, but the authors did not obtain
robust results. In this sense, we also consider the variable Fertility Rate. As suggested
by Wyplosz (2012), the aging process of developed economies comprises two main ele-
ments: the increase in life duration and the reduction of fertility rates. Griindler and Koll-
ner (2017) suggested that higher fertility rates imply a greater demand for social transfers
via parental leave programs and/or child allowance.

According to Alesina et al. (2023), immigrants are perceived to be economically weaker
and to be more benefited by a more redistributive system, which lowers the population’s
support for more redistribution and may affect the design of fiscal policies for reasons inde-
pendent of the economic ideology of cabinets. Following this idea, our estimates include
the percentage of international migrant stock (migrant population).

Finally, our estimates incorporate the percentage of population living in urban areas
(urban population). In previous literature, Alesina and Wacziarg (1998) stated that a more
concentrated population favors economies of scale and reduces the need for public spend-
ing and taxes which, according to our initial hypothesis, would imply a negative effect on

% Original data provided the country’s score on the aggregate indicator, in units of a standard normal dis-
tribution, i.e. ranging from -2.5 to 2.5. We rescaled this variable, that finally ranged from O (less democratic
development) to 10 (more democratic development).

@ Springer



J. A.Roman-Aso et al.

redistribution. By contrast, Andersson (2018) and Wan et al. (2022) found positive evi-
dence for the relationship between urbanization and redistribution.

Economic variables also play a role in determining the redistributive power of fis-
cal policies. Social spending has been found to positively affect redistribution in OECD
countries (Ulu 2018) and in developing countries (Bucheli et al. 2014; Lustig and Pessino
2014). This measure, defined as the percentage of all social public expenditures (on old-
age and survivors’, incapacity related, health, family, etc.) on the GDP, is included.

When prior literature analyzed the relationship between inflation and fiscal policy, it
normally considered that the latter was an explanatory factor of the former (Rother 2004;
Perotti 2005). However, some contributions dealt with this relationship by proposing the
presence of reverse causality (Heller 1980; Hernandez de Cos et al. 2016), finding that
the effect differs according to the level of inflation. The latter contribution added that the
impact depends on the cause (internal or external) of the inflationary process. Finally, we
include the unemployment rate and the per capita GDP (in thousands, purchasing power
parity) to control for labor market performance and economic development.

Table 2 provides the descriptive statistics for these variables. At first glance, the mean
of the dependent variable Gini reduction is above 35%, which implies that the after taxes
and transfers Gini coefficient of income is reduced by more than a third compared to that
before taxes and transfers. Turning our attention to the main political variable of interest,
the average value of the Ideology Index is lower than the middle value of the range defined
for this variable, which implies a greater presence of right-wing parties in governments.
We can also underline that 75% of governments are composed of multiple parties and 23%
are in the minority in the lower house of parliament. The average period that the chief
executive has been in office is shorter than four years, and the mean period until the next
election is one year and nine months.

The preliminary study of the data is complemented by Fig. 1, which consists of four
panels revealing the average percentage of Gini reduction due to taxes and transfers, by
the economic ideology of the government. Panel 1 includes mostly left-wing govern-
ments; Panel 2 includes left-wing governments; Panel 3 includes mostly right-wing gov-
ernments; and Panel 4 includes right-wing governments. It can be seen that, for left-wing
governments, the percentage of Gini reduction increases during the sample time while,
for right-wing governments, a decrease is observed, especially for governments formed
only by parties with that ideology. However, a more detailed analysis is required to draw
proper conclusions.

2.2 Methodology

Our main objective is to estimate the relationship between the economic ideology of govern-
ments and the income redistribution of 34 OECD countries over the period 2004-2020 via
taxes and transfers. The estimated model is represented as follows:

Gini reduction;, = f, + fIdeology index;, + 5PFZ’.J + (le/.J +A+y te, 3)

where Gini reduction;, is the percentage reduction in the Gini coefficient after taxes and
transfers, compared to that before them, in country i and year 1. Ideology index;, is the
main political variable of interest and captures the economic ideology of the party (par-
ties) in the government. A positive value of the coefficient §; implies that left-wing parties
reach a greater percentage of reduction in the Gini coefficient via taxes and transfers than
right-wing parties. PF ; . is the vector of the remaining political variables, including the
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Panel 1: Mostly left governments Panel 2: Left governments

3 A . | .
3

3 s *

T T T T T T T T T e ; ; ; ; ; ; . .

2004 2006 2008 2010 2012 2014 2016 2018 2020 2004 2006 2008 2010 2012 2014 2016 o018 2020
Year Yeor
© Yearly average Gini reduction— ~ — Average Gini reduction (2004-2020) Fitted values ® Yearly average Gini reduction— - — Average Gini reduction (2004-2020) Fitted values
Panel 3: Mostly right governments Panel 4: Right governments
< A 8
.

2 .

T T T T T T T T T T T T T T T T T T
2004 2006 2008 2010 2012 2014 2016 2018 2020 2004 2006 2008 2010 2012 2014 2016 2018 2020
Year Year

‘ ® Yearly average Gini reduction— - —Average Gini reduction (2004-2020)—— Fitted values ‘

‘ ® Yearly average Gini reduction— - —Average Gini reduction (2004-2020) Fitted values ‘

Fig. 1 Average Gini Reduction (Panels by Government Composition). Note: Panel 1 includes mostly left
governments (Ideology Index value higher than 3); Panel 2 includes left governments (Ideology Index
value equals to 5); Panel 3 includes mostly right governments (Ideology Index value lower than 3); Panel 4
includes right governments (Ideology Index value equals to 1)

years until the next election, the years that the chief executive has been in office, and the
dummies for the presence of a coalition and the governance in minority. le’ ,includes a set
of potential socio-economic and demographic determinants of the income redistribution
beyond political and electoral factors, such as an index for the degree of democratization,
the percentage of population over 65 on the working-age population, the fertility rate, the
percentage of migrant and urban population, the social spending of governments, the infla-
tion rate, the unemployment rate, and the per capita GDP.

By revisiting some previous studies (Angelopoulos et al. 2012, among others), and
according to the Hausman test, we propose the use of fixed effects to estimate our model.
The vector A; represents the country-specific effects and captures the impact of the time-
invariant political and institutional factors. The vector y, represents the year-specific effects,
given that we have a highly homogenous sample, being EU countries subject to a common
framework that may shape the redistribution across countries for reasons independent to
the current government’s economic ideology. The error term ¢; , is assumed to be normally
distributed.

We present three different models, by including the explanatory variables by cate-
gory. Firstly, we include only political and electoral factors; secondly, we incorporate
the set of social and demographic control variables; then we consider the remaining set
of economic variables. Our main conclusions on the relationship between the economic
ideology of governments and redistribution are maintained.
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Table 3 Main Results (Dep.

Variable: Percentage in Gini M @ ®
Reduction) Ideology Index 0.356%%% 03198k (236%*
(0.078) (0.080) (0.073)
Elections -0.042 -0.013 0.029
(0.103) (0.100) (0.090)
Coalition 0.767* 0.828* 0.342
(0.418) (0.432) (0.396)
Years in Office -0.170%#** -0.138%%* -0.054
(0.054) (0.054) (0.049)
Minority 0.122 0.066 -0.112
(0.365) (0.371) (0.344)
Voice and accountability 1.181 1.532%%*
(0.764) (0.734)
Older to Working Age 0.156 0.040
(0.154) (0.143)
Fertility Rate -4.798%** -2.071
(1.308) (1.259)
Migrant Population -0.146 -0.158
(0.189) (0.170)
Urban Population -0.188 -0.020
(0.173) (0.171)
Social Spending 0.696%**
(0.118)
Inflation Rate -0.240%*
(0.096)
Unemployment Rate 0.167%%*
(0.063)
GDP (ppp) 0.158%**%
(0.055)
Constant 31.738%:#* 42.20] %% 5.118
(0.987) (15.449) (16.124)
Year FE YES YES YES
Country FE YES YES YES
Observations 355 355 355
R-squared 0.270 0.316 0.472
Number of id 34 34 34
Note: Standard errors in parenthesis. ***, ** and * denote statistical
significance at the 1%, 5%, and 10% levels, respectively
3 Results

3.1 Main results

The results are displayed in Table 3. Column (1) reports the estimated results of Eq. (3),
including only political and electoral factors; Column (2) incorporates social and demo-
graphic variables; and Column (3) includes our preferred estimation, adding economic

control variables.
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The index measuring the economic ideology of governments shows a positive and statis-
tically significant coefficient, confirming our main hypothesis that left-wing governments
are related to a greater percentage reduction in the Gini Index via taxes and transfers than
right-wing governments. Column (3) shows that a government formed only by left-wing
parties reaches a percentage reduction in income redistribution that is 0.944 points greater
than that achieved by others formed only by right-wing parties. Given that the average Gini
reduction for the sample is 35.2, this result implies that the income redistribution under
left-wing governments is 2.68 percentage points greater. The remaining set of political and
electoral variables do not show statistical significance.'”

Among the social and demographic factors, we find that the greater the perception of
developed democracy, the greater the income redistribution. The percentage of people older
than 65 years old on the working age population does not impact the reduction in the Gini
Index due to taxes and transfers. Although the result can seem counterintuitive, previous
research suggests that, under democratic voting, increases in the dependency ratio can lead
to more restricted social transfers and lower public incomes via taxes (Razin et al. 2002).

The relationship between the migrant population and income redistribution is not clear
from a theoretical point of view. According to Razin et al. (2002), their presence does not
necessarily favor a more intense taxation and redistribution, since native-born citizens can
turn against high tax positions when they perceive that migrants benefit the most from
them. According to our results, the stock of migrant population does not affect income
redistribution.

The same result is observed for the percentage of urban population. This result is in line
with that presented by Liddle (2017), who concluded that the degree of urbanization is
“either unrelated to inequality indicators (...), or had a nonlinear effect”. The fertility rate
does not play a role in determining income redistribution either, as concluded by Griindler
and Kollner (2017).

Regarding the economic variables, we find that social spending and unemployment rate
have a positive and statistically significant impact on Gini reduction. This is not surpris-
ing, since they are connected to a fraction of people who benefit from the incomes derived
from taxes and transfers. In addition, the results show that richer economies tend to reduce
income inequality via taxes and transfers more than poorer economies. On the contrary, the
variable Inflation shows a negative impact on Gini reduction, which is not a striking result.
Sintos (2023) finds a positive small-to-moderate impact of inflation on income inequality.

3.2 The relevance of the globalization process

In this section, we investigate whether the globalization process has had an influence on
the ideology/redistribution relationship. One may argue that the growing between-country
factor mobility, and the increasing risk of capital flight, which encompasses more intense
competition, might reduce the room to maneuver of the elected governments, mainly if
they are formed by left-wing parties, hindering the adoption of fiscal policies aligned with

1 Dummies for the presence of a proportional or majoritarian electoral system are not included since
there is no within-country variability. We re-run our main estimates only for those countries with plural-
ity systems and with proportional representation, and the main conclusions are maintained in the case of
proportional representation, while the Ideology Index lacks statistical significance in the case of plurality.
However, this result must be taken with caution due to the scarcity of the data (only 72 observations and 10
countries).
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their theoretical principles. In this sense, Potrafke (2009) studied the connection between
partisan politics and the development of globalization, finding that left-wing governments
increase their social expenditure under rapidly growing globalization. Gottschalk and
Peters (2003) focused on the effect that the globalization process has on voting for redistri-
bution policies, concluding that the former reduces the scope of redistribution. Using the
KOF Index of Globalization, Bergh and Nilsson (2010) determined that freedom to trade
internationally, social globalization, and deregulation are linked to inequality. Gozgor and
Ranjan (2017) showed that not only inequality but also redistribution have been increasing
with globalization.

With the purpose of studying the role of globalization in our model, we include in
Table 4 the KOF Index of Globalization (Gygli et al. 2019), developed and first used by
Dreher (2006), and its iteration with the economic government’s ideology. Following this
strategy, the effect of the Ideology Index depends on the level of globalization. We can still
observe that left-wing parties reduce income inequality more via taxes and transfers, but,
as anticipated, globalization reduces the partisan differences. Specifically, each additional
point of globalization, according to the KOF Index, reduces the percentage of Gini reduction
due to taxes and transfers by 0.040 points. If we consider that the KOF Globalization Index
takes its highest value (91) for the Netherlands (2015-2019) and Switzerland (2016-2020),
in these cases, the coefficient of the Ideology Index turns negative. The conclusion is clear:
partisan political differences become narrow when globalization proceeds rapidly.

3.3 Robustness checks: alternative empirical strategies

Given that the redistribution power of taxes and transfers may be related to certain features
of the political system, and to enhance the robustness of our results, we follow two alterna-
tive empirical strategies that are commonly found in the literature. Firstly, we introduce the
lagged dependent variable into the explanatory variables to capture any potential dynamic
effects present in the process (Column (1)). We then, in Column (2), employ the General-
ized Method of Moments (GMM), a technique proposed by Arellano and Bond (1991), but
in its two-step estimator version, which outperforms the classical method, as suggested by
Windmeijer (2005).!" The results are shown in Table 5 and confirm the greater redistribu-
tive power of taxes and transfers under left-wing governments, although the magnitude of
the impact is smaller.

3.4 Robustness checks: alternative samples and covariates

To reinforce our findings on the influence of the economic ideology of governments on
income redistribution, we conduct several robustness checks, as summarized in Table 6.

(i) The generosity of the welfare system and public policies in European countries, com-
pared to other countries such as the US (Alesina and Glaeser 2004), may influence the
redistributive power of taxes and transfers for reasons independent of the economic ide-
ology. We propose an estimation by excluding non-European countries, in an attempt

' The Sargan (1958) test of overidentifying restrictions does not show any drawbacks to the estimation. To
reduce the number of instruments, we exclude the year-dummy variables and restrict the maximum number
of lags to one.
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Table 4 The relevance of the Globalization Process (Dep. Variable: Percentage in Gini Reduction)

@ @ 3
Ideology Index 3.118%* 3.346%* 3.544%*
(1.580) (1.573) (1.392)
Ideology Index * Globalization Index -0.033* -0.037%* -0.040%*
(0.019) (0.019) (0.017)
Globalization Index 0.225 0.282%* 0.163
(0.160) (0.170) (0.155)
Elections -0.027 0.006 0.046
(0.103) (0.100) (0.090)
Coalition 0.572 0.642 0.195
(0.429) (0.439) (0.398)
Years in Office -0.168%** -0.131%* -0.053
(0.054) (0.054) (0.049)
Minority 0.057 0.030 -0.165
(0.367) 0.371) (0.342)
Voice and accountability 0.851 1.348*
(0.796) (0.768)
Older to Working Age 0.177 0.073
(0.155) (0.144)
Fertility Rate -5.109%** -2.162%
(1.336) (1.297)
Migrant Population -0.104 -0.157
(0.194) (0.175)
Urban Population -0.254 -0.061
(0.175) (0.171)
Social Spending 0.710%**
(0.117)
Inflation Rate -0.240%*
(0.097)
Unemployment Rate 0.160%*
(0.064)
GDP (ppp) 0.161%**
(0.055)
Constant 13.585 26.414 -4.576
(12.875) (18.061) (18.017)
Year FE YES YES YES
Country FE YES YES YES
Observations 355 355 355
R-squared 0.279 0.327 0.482
Number of id 34 34 34

Note: Standard errors in parenthesis. ***, ** and * denote statistical significance at the 1%, 5%, and 10%
levels, respectively
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Table 5 Robustness Checks:
Alternative empirical strategies
(Dep. Variable: Percentage in
Gini Reduction)

(eY) (@)
Percentage reduction Gini (t-1) 0.660%** 0.751%#%*
(0.043) (0.071)
Ideology Index 0.147%* 0.120%*
(0.059) (0.057)
Elections 0.093 0.067
(0.071) (0.056)
Coalition 0.196 0.465*
(0.330) (0.248)
Years in Office -0.004 0.032
(0.040) (0.030)
Minority 0.229 0.9827%%%*
(0.274) (0.357)
Voice and accountability 0.279 0.252
(0.606) (0.268)
Older to Working Age -0.136 -0.130%*
(0.119) (0.065)
Fertility Rate -0.577 -0.749
(1.025) (1.090)
Migrant Population -0.326%* -0.103
(0.145) (0.124)
Urban Population -0.159 -0.061
(0.139) 0.121)
Social Spending 0.470%%* 0.646%%*
(0.095) (0.065)
Inflation Rate 0.030 0.014
0.077) (0.024)
Unemployment Rate 0.045 -0.007
(0.054) (0.037)
GDP (ppp) 0.094#%* 0.163%*%*
(0.044) (0.043)
Constant 14.037 -4.222
(13.133) (11.382)
Year FE YES NO
Country FE YES YES
Observations 314 282
R-squared 0.713
Number of id 30 29

Note: Standard errors in parenthesis. ***, ** and * denote statistical
significance at the 1%, 5%, and 10% levels, respectively. Column (1)
shows the results of a FE Model introducing a lag of the dependent
variable. Column (2) shows the results of a GMM Model

to test whether the outcome is substantially modified. Looking at the coefficients in
Column (i), we find that the coefficient of the economic ideology remains positive and
statistically significant, reinforcing the idea that ideology plays a relevant role.
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(i)

(iii)

@iv)

)

(vi)

An analysis of the OECD database shows that Chile presents noticeable differences with
respect to the rest of the countries, probably linked to its past as a testing ground for mon-
etarist economic theory. To homogenize the sample, we replicate the estimation by elimi-
nating its observations. The empirical estimation denotes that our findings are unaffected.
The relationship between higher education expansion and income inequality has been
previously analyzed (Carnoy 2011; Qazi et al. 2018). Following this piece of research,
we incorporate the gross enrolment rate in tertiary education, regardless of age, defined
as the percentage of the total population of the five-year age group following on from
leaving secondary school. We incorporate this variable in Column (iii) instead of in our
main estimates due to the scarcity of data (for example, this variable is not available
for the years 2019 and 2020). Our main conclusions do not change.

Social spending includes all public spending and incorporates items related to old-age
and survivors, incapacity, and health, but also related to family or unemployment. To
avoid correlation concerns, we substitute this explanatory variable with Pension Spend-
ing, that only includes spending in old-age and survivors.'? The relationship between
the economic ideology of the government and the Gini reduction remains unchanged.
In the main estimate, there are some countries for which the number of observations is
very scarce. To avoid the problems that this can generate, we replicate our results by
limiting the sample to those countries for which we have at least 80% of the years’ data
available (14 observations out of 17). The results confirm the effect of the economic
ideology on income redistribution.

Coalitional governments include different parties that may have different interests.
This fact might affect the fiscal policies implemented, with the ruling parties forced to
negotiate or renounce some principles. To provide more convincing empirical evidence,
we replicate our analysis by limiting the sample to coalition governments. Again, we
find evidence of a greater reduction of the Gini Index due to taxes and transfers under
governments formed by left-wing parties.

(vii) Cross-sectional dependence can deteriorate the outcome obtained in Table 3 and ham-

per the correct interpretation of the coefficients. In this context, and with extreme
caution (we use a panel with large N and small T), we propose the Driscoll-Kraay
estimation method (Driscoll and Kraay 1998). The main conclusions remain invariant.

(viii) Griindler and Kollner (2017) confirmed the existence of a positive and highly significant

(ix)

effect of income inequality on the extent of redistribution, which implies that the eco-
nomic ideology of the parties in government may lose relevance under different inequality
scenarios. Following this idea, we replicate our main estimates by introducing the Gini
Index before taxes and transfers. Findings on the relationship between the economic
ideology and the Gini reduction after taxes and transfers confirm our previous results.
Besides this, the higher the Gini Index (more inequality), the greater the reduction of the
index after the application of taxes and transfers, which is a sign of convergence.

As suggested by Griindler and Kollner (2017), different shapes of income distribution
can result in similar Gini indices. However, the effect on the income redistribution may
differ, since the political power of the different income groups can force governments to
implement the fiscal policies that favor their interests over others. Then, we incorporate
the ratio of the upper bound value of the ninth decile (i.e. 10% of the people with the
highest income) to that of the first decile, in addition to the Gini Index before taxes and

12 We do not use the variable Pension Spending in the main estimates due to the scarcity of data for some
years (for example, only 4 observations for the year 2020).
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transfers. Again, our main conclusions do not change. More inequality is connected to a
greater redistribution, and the greater the 90/10 ratio, the lower the income redistribu-
tion via taxes and transfers.

(x) Given that a specific reduction in the Gini coefficient can be interpreted differently depend-
ing on the original value, we replicated these estimates using the absolute difference before
and after taxes and transfers instead of the relative variation. The results again show a
greater redistributive effect of policies implemented by left-wing parties. Specifically, the
coefficient of the Ideology Index, which is statistically significant at the 5% level, is 0.001.
Given that the average absolute variation of the Gini Index for the sample of our estimates
18 0.167, a government formed by one or more left-wing parties reduces inequality by 2.4
percentage points more than others formed by one or more right-wing parties.

The robustness checks developed in this section confirm the consistency of our results,
with governments formed by one (or more) left-wing parties contributing more to the reduc-
tion of the Gini Index due to the application of taxes and transfers than right-wing parties.

3.5 Alternative income redistribution measures

In our main estimates, we studied the relationship between the economic ideology and the
income redistribution via the percentage reduction in the Gini coefficient after applying
taxes and transfers. However, the use of this indicator has the weakness of not being avail-
able before 2004 for most of the countries included in our sample. For this reason, in this
subsection we use two alternative indicators for the income redistribution.

Castafieda-Rodriguez (2018) proposed the use of the difference between the tax rev-
enues from income, profits and capital gains, and tax revenues from goods and services,
when studying tax determinants. Motivated by this idea, we first created the ratio between
progressive and regressive taxes. However, determining whether a specific tax fits the con-
ventional definition of progressive is not a simple task. As detailed in the ‘Glossary of Tax
Terms’ published by the OECD, some taxes are, by definition, classified as progressive
or regressive without regard to the approach selected. This applies to taxes on personal
income, broadly accepted as being progressive, and to taxes on goods and services, broadly
accepted as being regressive. Nevertheless, for other taxes this matter is less clear. Fol-
lowing the criteria described in Joumard et al. (2012), a tax will be denoted as progressive
insofar as it promotes better income redistribution and if its tax burden increases on the
basis of income. In short, taxes on corporate profits, income and social contributions are
considered progressive and taxes on property, goods and services, are regressive. We are
aware that this definition may better describe the tax structure rather than assess the effi-
ciency of fiscal policies in the task of improving income redistribution, but we consider it
useful to complete the study on whether left-wing parties or right-wing parties are more
committed to income redistribution.

We secondly use the percentage of social spending on the GDP as a dependent vari-
able since, according to Joumard et al. (2012), transfers represent 75% of the reduction
in income inequality. Again, we acknowledge that transfers alone do not provide a com-
plete overview of the efficiency of fiscal policy in reducing income inequality, but they are
related to public commitment in this regard.

Table 7 displays the results. The estimates with the tax ratio as the dependent variable
are shown in columns (1) to (3), while columns (4) to (6) contain the estimates with social
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Table 7 Alternative Dependent Variables (Dep. Variables: Income from Progressive Tax divided by Income
from Regressive Tax (Columns (1) — (3)) Percentage of social spending on GDP (Columns (4) to (6))

()] @) 3 (C)) (%) Q]
Tax ratio Social spending
Ideology Index 0.013***  0.013*** (0.019%**  (.113%*** 0.104** 0.103**
(0.004) (0.004) (0.004) (0.042) (0.041) 0.041)
Elections 0.003 0.004 0.008 -0.001 -0.003 -0.005
(0.005) (0.005) (0.005) (0.058) (0.056) (0.056)
Coalition -0.011 -0.011 0.004 0.738*** 0.906%**  0.901***
(0.021) (0.021) 0.021) (0.233) (0.228) (0.228)
Years in Office -0.000 0.001 0.003 -0.070%** -0.065%*  -0.064%**
(0.002) (0.003) (0.002) (0.026) (0.027) (0.027)
Minority 0.008 0.005 -0.031* -0.270 -0.111 -0.118
(0.017) 0.017) 0.017) (0.188) (0.186) (0.186)
Voice and accountability 0.031 -0.003 0.152 0.237
(0.037) (0.036) (0.396) (0.399)
Older to Working Age -0.013%*  -0.018*** 0.333%%*  (.34]%**
(0.005) (0.005) (0.057) (0.057)
Fertility Rate 0.105 0.177%%* -1471%%  -1.381%*
(0.065) (0.063) (0.692) (0.693)
Migrant Population 0.008 0.016%%* 0.035 0.043
(0.005) (0.005) (0.053) (0.053)
Urban Population -0.005 0.019%** -0.223%%% - 0.2]17%**
(0.007) (0.007) (0.073) (0.073)
Social Spending 0.021%#%*
(0.006)
Inflation Rate -0.008* -0.094*
(0.005) (0.057)
Unemployment Rate -0.000
(0.003)
GDP (ppp) 0.026%#%*
(0.003)
Constant 1.600%** 1 .757%**  _].348* 18.656%%* 20.283%k# 27 925 ksk
(0.037) (0.638) 0.717) (0.403) (6.846) (6.882)
Year FE YES YES YES YES YES YES
Country FE YES YES YES YES YES YES
Observations 535 535 535 535 535 535
R-squared 0.086 0.119 0.247 0.464 0.507 0.510
Number of id 34 34 34 34 34 34

Note: Standard errors in parenthesis. ***, ** and * denote statistical significance at the 1%, 5%, and 10%
levels, respectively. Progressive Tax includes tax on corporate profits, social contributions and tax on
incomes. Regressive Tax includes tax on properties and tax on goods and services. Columns (5) and (6) do
not include GDP and Unemployment Rate to avoid endogeneity concerns
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spending as the dependent variable. Our main conclusions on the role of economic ideol-
ogy remain unchanged: left-wing parties in government increase the proportion of revenue
from progressive taxes compared with regressive taxes, and social spending as a percent-
age of the GDP increases.

3.6 Changes after the Great Recession

The period following the Great Recession witnessed serious economic problems at dif-
ferent levels for all the world’s economies. Although the extent and depth of these com-
plications varied notably between countries, they contributed to reducing the room to
maneuver of governments significantly, especially in the case of those with politics that
were monitored by supranational organizations. The mechanisms of control in public
expenditure, implemented from 2008 onward, correspond to the unfavorable economic
environment originating in the Great Recession. As argued by Tavares (2004), under
adverse circumstances, governments are expected to implement fiscal adjustments. Simi-
larly, Joumard et al. (2012) held that financial crises force governments to reduce public
expenditure or increase tax rates to contain the hefty fiscal deficit. In contrast, Limberg
(2019; 2022) asserted that, historically, financial crises have caused increases in progres-
sive taxation.

In any case, the budget constraints derived from that crisis period led to a great
debate around the role that fiscal policies should play on the road to recovery. Alesina
(2012) provided an overview of those controversial issues and discussed the preference
for spending-based adjustments rather than tax-based ones. Gunzinger and Sturm (2016)
studied the impact of political constraints on the magnitude of fiscal stimuli aimed at
reacting to the Great Recession, concluding that political reality curtails the implemen-
tation of fiscal policies intended to overcome economic shocks. This fact may increase
the concern that, given the new economic reality after the Great Recession, the weight
of economic ideology on the design of fiscal policies could have been at least reduced,
if not eliminated.

At this point, we create a dummy variable (crisisO8) that takes the value of 1 after the
start of the Great Recession and 0 otherwise. We interact this variable with every politi-
cal and electoral factor included in our estimates, taking 2008 as the breaking point
due to the fact that it represents the start of the restrictive policies commonly known as
“austerity”.!?

Table 8 presents the results, following the same structure as our main results in Table 3.
When analyzing Column (3), it is apparent that the beginning of the Great Recession caused
a change in the relationship between some political variables and income redistribution: the
Ideology Index and the number of years for which the chief executive has been in office
show a clearly different impact on the Gini reduction via taxes and transfers depending on
the period under consideration. The same applies to the coalition variable, which only favors
redistribution in the adverse economic environment caused by the Great Recession.

However, in this model, as stated by Friedrich (1982), the coefficients do not show
the impact of each independent variable, but the impact of each independent variable on

13 The use of 2009 (when the Great Recession had spread globally) or 2010 (when the first European coun-
try was bailed out by international organizations) does not change our main conclusions. Restricting the
period affected by austerity to the decade following the Great Recession also does not change our main
conclusions.
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Table 8 Considering the Great

Recession impac. (Dep. Variable: - @ @
Percentage in Gini Reduction)  j4¢o10gy Index 0.857#%%  0.021%E 075644
(0.228) (0.228) (0.200)
Ideology Index * Crisis08 -0.561%%* -0.682%*%* -0.602%*%*
(0.244) (0.249) (0.218)
Elections 0.407 0.308 0.228
(0.252) (0.247) (0.217)
Elections * Crisis08 -0.501* -0.351 -0.218
(0.274) (0.270) (0.236)
Coalition -0.457 0.061 -0.934
(0.803) (0.828) (0.746)
Coalition * CrisisO8 1.371* 0.960 1.482%*
(0.816) (0.818) (0.726)
Years in Office -0.480%#* -0.504 %% -0.472%%
(0.117) (0.119) (0.106)
Years in Office * Crisis08 0.358%%* 0.43 % 0.4927%3%3%
(0.131) (0.134) (0.119)
Minority -1.307 -0.979 -1.171
(0.960) (0.950) (0.832)
Minority * Crisis08 1.553 1.262 1.380
(0.993) (1.004) (0.883)
Voice and accountability 1.354* 1.705%*
(0.770) (0.729)
Older to Working Age 0.302% 0.203
(0.157) (0.144)
Fertility Rate -3.879% % -1.452
(1.294) (1.221)
Migrant Population -0.195 -0.226
(0.185) (0.165)
Urban Population -0.236 -0.128
(0.172) (0.168)
Social Spending 0.6417%#%
(0.114)
Inflation Rate -0.224%%
(0.092)
Unemployment Rate 0.171%%*
(0.061)
GDP (ppp) 0.102%*
(0.054)
Constant 31.301%#* 39.551%* 11.468
(1.631) (15.460) (15.940)
Year FE YES YES YES
Country FE YES YES YES
Observations 355 355 355
R-squared 0.320 0.364 0.522
Number of id 34 34 34

Note: Standard errors in parenthesis. ***, ** and * denote statistical
significance at the 1%, 5%, and 10% levels, respectively
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Table 9 Marginal Effects: set
of political vfriables. (Dep. M @ ®
Variablie: Percentage in GINI Ideology Index
Reduction)
Pre-Crisis 0.857%%** 0.921%%%* 0.756%**
(0.228) (0.228) (0.200)
Post-Crisis 0.296%** 0.2397%%%* 0.154%%*
[12.68] [7.74] [4.04]
Elections
Pre-Crisis 0.407 0.308 0.228
(0.252) (0.247) 0.217)
Post-Crisis -0.094 -0.043 0.010
[0.75] [0.16] [0.01]
Coalition
Pre-Crisis -0.457 0.061 -0.934
(0.803) (0.828) (0.746)
Post-Crisis 0.914%#: 1.021%%* 0.548
[4.57] [5.48] [1.95]
Years in Office
Pre-Crisis -0.480%** -0.504%** -0.472%**
0.117) (0.119) (0.106)
Post-Crisis -0.122%%* -0.073 0.020
[4.09] [1.48] [0.13]
Minority
Pre-Crisis -1.307 -0.979 -1.171
(0.960) (0.950) (0.832)
Post-Crisis 0.246 0.283 0.209
[0.44] [0.54] [0.35]
Year FE YES YES YES
Country FE YES YES YES
Observations 355 355 355
R-squared 0.320 0.364 0.522
Number of id 34 34 34

This table shows the marginal effects of the set of political variables
included in the analysis. Pre-crisis period corresponds to years 2004-
2007 and post-crisis period to years 2008-2020. Standard errors in
parenthesis. In brackets, the F statistic for the null hypothesis of no
statistical significance. ***, ** * gtatistical significance at 1%, 5%,

and 10% levels.

the percentage of Gini reduction conditioned on the value of the other independent vari-
able (crisis08). Consequently, to obtain the coefficient of the economic ideology (and the
remaining political and electoral factors) after the Great Recession, we needed to add the
estimated coefficient of its interaction with the crisisO8 dummy. We conducted a test of
statistical significance, to evaluate the impact of these marginal effects, which are shown in

Table 9.

It can be seen that the positive relationship between the Ideology Index and the per-
centage reduction in the Gini Index via taxes and transfers is maintained during the entire
sample period. However, the magnitude of this effect is clearly softened after the Great
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Recession. This result is not groundbreaking: the budget constraints imposed during the
austerity period reduced the capacity of governments to apply the desired fiscal policies,
reducing (but not eliminating) the differences between left-wing and right-wing parties.

We also find differences in the variable showing the number of years for which the
chief executive has been in office. We observe a negative impact on the Gini reduction
before the Great Recession, but this effect disappears when austerity is imposed. It is
important to note that, in the years after the outbreak of the Great Recession, incumbent
parties suffered sizable losses in terms of popular support (Hernandez and Kriesi 2016),
which resulted in changes of government, on many occasions. We also find differences
in the coalition variable, but they disappear when we incorporate the economic vari-
ables into the model. The minority and elections variables do not show any dissimilar-
ity, pointing to the irrelevance of holding fewer than 50% of the seats in the lower house
and to the absence of opportunistic behavior on the part of incumbent parties, when
studying income redistribution.

4 Concluding remarks

Over recent decades, income inequality has increased among developed countries, accord-
ing to the report presented by the OECD (2011). In this paper, we are interested in the role
played by the economic ideology of governments in the Gini reduction after applying taxes
and transfers. Conventionally, left-wing parties are expected to be more inclined toward
social justice. In terms of fiscal policy, this hypothesis implies that, when the left is in
power, taxes and transfers should respond to a scheme that affords a more intense reduction
in income inequality. To prove this hypothesis, an analysis of a sample of 34 OECD coun-
tries was conducted over the period 2004—2020. Moreover, we explored the role played by
the globalization process and the Great Recession in the economic ideology/redistribution
relationship.

Our dependent variable is the percentage of income inequality abatement, measured
through the Gini coefficient before and after taxes and transfers. Our findings reveal that
left-wing cabinets are more prone to achieve a greater Gini reduction, this effect being
robust to the consideration of alternative empirical strategies, to changes in the sample,
and to the inclusion of new covariates. Nonetheless, this partisan effect softens as globali-
zation expands, and, during the austerity period, is conditioned by the implementation of
restrictive policies that began after the Great Recession. With respect to the remaining set
of political and electoral factors, only the number of years for which the chief executive
has been in office decreases the redistribution of income in the years prior to the Great
Recession.

Concerning non-political factors, our main estimates show positive impacts of the
unemployment rate, per capita GDP, social spending, and voice and accountability, while
the inflation rate has a negative impact on Gini reduction.

In view of the results obtained, governments have the opportunity to act on income
redistribution through fiscal policy instruments. It can be observed that both taxes and
transfers provide the possibility of reducing the existing income gap but, also, that there are
ideological differences when applying these instruments. It will be the citizens who decide,
via their votes, which path their political leaders will follow.
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