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ABSTRACT
DAE JIN YI: It's All Politics: The Political Economy of Non-Core Couesiin the Era of
Globalization
(Under the direction of Evelyne Huber)

The first paper, “Politics and Income Inequality: Does Politics Bitter in New
Democracies?” tests the hypotheses about the effects of political iaestat income
inequality with unbalanced pooled time-series cross-sectional datateat3y fledgling
democracies for 1975-2006. The evidence suggests that a parliamentary aydtmore
years of democracy are substantially more likely to be associated wehlewels of income
inequality, but a left government and proportional representation do not play acaignifi
role in distributional outcomes. In the second paper, “No Taxation, No Demodraxgtton,
Income Inequality, and Democracy,” using event history models to anapoaed dataset
of regime transitions that cover all countries for 1970-2000, | find thaticaxaas a
conditional impact on democratization, but not on democratic breakdown; higagomax
levels and greater income inequality should tend to promote democracy. Fin&iéythird
paper, “Asian Democracies and the Public Sector: The Political Economgludli@ation,”
analyzing a pooled dataset for th@mestiqoublic sector (excluding military spending) in 18
Asian countries for 1960-2005, | find that, in general, democracy is associatedrgeth la
size of government; in particular, partial democracies are likely to gogihmoore speedy
expansion in the domestic public sector as trade increases; yet, denzoatguayrtial

democracy appear to play a little role in reference to the increaseigrfalirect investment.
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CHAPTER 1
POLITICS AND INCOME INEQULAITY:
DOES POLITICIS STILL MATTER IN NEW DEMOCRACIES

How successfully are the variations of income inequality among courntpésresd
using the factors relevant to politics? Although its “luster...is fadingh@/Nand Hettich
2006, 448), the median voter model “has been the workhorse in the political economy for
two decades” (Iversen 2006, 604). The canonical model proposed by Meltzer and Richar
(1981) succinctly presents that democracy and unequal societies are likelgtidoee
more than non-democracy and equal ones, respectively.

Yet, the model’s simplicity and theoretical tractability come atiee. Empirically,
the cross-national link between inequality and redistribution among advanced industrial
countries is the reverse of what Meltzer and Richard (1981) formalize: Equdties
redistribute more than unequal ones, which is often referred to as the “Robin Hood paradox”
(Lindert 2004). Analytically, it largely neglects much of the rich compjetkirough reducing
the fundamentals of the politics of redistribution to one specific policy game in a
unidimensional distributive space. Virtually most of their basic assumptaomkec
challenged on several theoretical grounds. First, the Meltzer-Rictatel s “institution-
free” (Beramendi and Anderson 2008, 7). Above all, it ignores the influences ofgalitt
economic institutions that form the rules of contestation among conflictingstéeand that

transfer this contestation to social policies. Arguably the most outstandiitgtional

factors concern government partisanship, electoral systems, and wageibgsfaictures,



as | shall discuss.

Second, two assumptions of the Meltzer-Richard model that are related taqhepfla
principles of democracy are also problematic: One man has one vote; and evecgores
the same transfer (a universal flat-rate benefit). Capitalistanic structure based on
inequalities in distribution of property and income would affect the largely urgatesrns of
political influence. In such a context, it is logical to assume that the palftreslistribution
is working based on “a one-dollar one-vote rule” (Alesina and Glaeser 2004, 59) instead of a
nominal one-man one-vote rule. Accordingly, the poor may not be able to draw much
redistribution away from the rich, and even if the poor succeed, a great dedistilvution
may be targeted at politically and economically powerful groups. Thistisydarly the case
outside of advanced industrial countries.

Recognizing these costs and benefits of the Meltzer-Richard model, neogt rec
comparative literature on the political economy of redistribution begins thgogijrey its
benefits and then, to complement its limitations, moves into multidimensional apgesoa
that absorb various types of institutional settings and revised assumptionsicinigrag
number of theoretical contributions by political scientists and economiststpiteati the
expansion and retrenchment of the welfare state have been influenced by a divefrse s
political variables, such as partisan government (Esping-Andersen 1985; Hicks 18&9; Hi
and Swank 1992; Huber, Ragin, and Stephens 1993; Huber and Stephens 2001; Iversen and
Cusack 2000; Korpi 1989; Stephens 1979), the attributes of governments under different
constitutions (Birchfield and Crepaz 1998; Crepaz 1998; Persson 2003; Persson and Tabellini
2003), and the electoral formula (Austen-Smith 2000; Iversen and Soskice 2006).

Yet, the reach of the empirical analysis is geographically limitedvaraced



industrial countries. It is surprising there have been so few studies attgrpéxplain
variation in political phenomena across new democracies, given that the spread of n
democracies has come a long way around the world in the postwar era, they already
outnumber old ones, and their specific political and economic development opens an
important alternative within political economy. Most of the existing liteeon income
inequality has skirted this issue as well. Increased theoretical anatg@raatiosity
notwithstanding, very little is known about the dynamics of income inequality in new
democracies. Thus, my research tries both to test current theories of ticalpionomy of
redistribution as applied to new democracies and to provide an initial cross-national
comparison of the implications of political institutions for redistributive outcomes
Based on the theoretical debates and empirical findings from the liceecatihe
Western welfare states, this article provides systemic empiridgisanaf the effects of
politics on income inequality in fledgling democracies for 1975-2006. By examihether
the dominant research paradigm explaining the role of the political varialstdbvalid in
new democratic societies, the analysis helps contribute to developing more sajghistind
generalized theories of political economy. Answers to this question grenitaral,

especially for new democracies constructing rules of the polgarake from scratch.

Theories
The central idea in studies discussed here is that the policy outcome or théoresolut
of conflicts among the people who have different economic or political interess, var
hinging on the rules of the game or the political institutions that are in places$éece of

these institutions clearly creates a maneuverable area for econtengsis and organized



groups to affect distributional policy. In what follows, | address four maitigadlvariables
from the literature on the Western welfare state that are expected t gaysive role in the
distributional outcomes as well as levels of welfare spending: governmasapsiip,

electoral systems, forms of government, and age of democracy.

Government Partisanship

The basic arguments of power resources theory (hereafter PRT) arefédnantif
classes in societies have different distributional preferences and thigdttimition of these
classes’ power in societies primarily determines different distributartaomes across
countries (Esping-Andersen 1985; Garrett 1998; Hicks 1999; Huber, Ragin, and Stephens
1993; Huber and Stephens 2001; Iversen and Cusack 2000; Korpi 1989; 2006; Stephens
1979). Here, the lower classes, assumed to be inclining toward more egalitarianesutcom
than the upper classes, are the main proponents for a more comprehensive and generous
welfare state and can influence the policy consequences through organiziog:hratwels:
the economy and politics. Their organizational strength in the market is edfladhe
density and centralization of labor unions, and their organizational strengthstate is
mirrored in the power of left parties in government. Accordingly, the poweuress
theorists claim that the level of labor union mobilization and the strength of leéspart
determine the size of distributive impact of the welfare state.

The positive correlation between the strength of left parties (and labor uarahs)
redistribution may be one of the strongest empirical generalizations wenhitee i
comparative political economy of advanced industrial countries to date (B20G8;

Bradley et al. 2003; Hicks and Swank 1992; Kenworthy and Pontusson 2005). Although the



literature on partisanship has made substantial contributions to our understanding of the
politics of redistribution, whether PRT really conveys a richer and moteatemicture of
reality across advanced industrial societies is still an open quésTioa influential

academic and empirical efforts to complement a partial explanation of tHimmensional
approach (PRT) has emphasized the multidimensional approaches that modetpleyint
between different sets of political and economic institutions and the distntaftincome.
Some, treating the power of left parties as endogenous, suggest solid tHemmdtica
empirical grounds to justify the strong redistributive effect of poliiicstitutions, especially
the type of electoral systems (Birchfield and Crepaz 1998; Iversen and S2B3B&ehat
have, in turn, been influenced by earlier patterns of investment during'treed®iry

(Iversen and Soskice 2009); others, putting economic institutions at the centerralyisesa
seek to find a more sophisticated explanation that focuses on the interactivefeffec
partisanship and economic institution, especially corporatism (cocedinadrket economies,
or centralized wage bargaining), on distributive politics (Beramendi and Cusack 2008;
Moene and Wallerstein 2003; Rueda 2008; Rueda and Pontusson 2000; Scheve and

Stasavage 2009; Wallerstein 1999).

Electoral Systems

Recent political science literature on alternative rules for aelgetilegislature often
focuses on the two most important dimensions: district magnitude and the electordaf
(Lijphart 1994, 10). District magnitude determines the number of representd¢iotesien a

district. The electoral formula specifies how votes are transferredaats. 8roadly, two

! Recently, PRT was disputed empirically by Scheve and Stas&@@# (who argue that the
positive effects of centralized wage bargaining and partisanship istritedion measured by top
incomes ratios seem to disappear when the sample is extended to a longeriochel 916-2000.



main types of electoral formulas are distinguished. The pluralitgrsystlso known as “first
past the post,” elects the candidate who wins the highest vote shares in a giviareoogst
whereas the proportional representation (PR) system distributes seatspari@sgn
proportion to the vote quota they obtained.

Existing theoretical studies have derived specific expectations about theatmopks
of the electoral systems on social policies:dbmpositionand theoverall levelof spending
(Persson and Tabellini 2000; 2003; Stromberg 2002). The winner of the election has the
discretion to set policy, which is fundamentally influenced by the electypstgms. All of
these works hypothesize that proportional systems (PR and larger dignctsd develop
multiparty systems and allow greater proportionality and minority reptagon than
majoritarian electoral rules (plurality and single-member dijfritith respect to the
compositiornof spending, political players under PR are thus induced to put stronger
emphasis on broad programs to obtain support from broad coalitions of the voters. Under
majoritarian systems, by contrast, they may be concentrated irufargcoups in particular
districts, increasing local public-good provision and reducing generatdransften dubbed
as pork barrel spendirigThis is intuitively clear. To put it simply, under proportional
systems (PR and a single national district), a party needs 50% plus one of thetéstab
have a majority in the legislature, whereas, under majoritarian electtggland a two-party
system, a party needs only 25% plus one of the votes: If three partiesngetiog, the

smallest possible share for a majority sharply decreases to around 17% of th@%ote (

2 Empirically, Perotti and Kontopoulos (2002) show that a multipartgsys one of the significant
determinants of fiscal outcomes, particularly transfers, a€ggsnization of Economic Co-
Operation and Development (OECD) countries. Furthermore, Persson, Rolamdbatidi (2007)
present that PR loses its direct effect on government spending whézetbéthe government
coalition is controlled.

% See Weingast, Shepsle, and Johnsen 1981 for a formal work on this point.



votes in 34% of the districts).

Accordingly, under PR, government policy targets broader socio-economic groups
through focusing on the broader and more universal redistributive programs. Hoecabeall
social spending is a function of the different electoral systems. The eahpwvidences by
Lizzeri and Persico (2001), Milesi-Ferretti, Perotti, and Rostagno (200230Reasd
Tabellini (2003), Richard (2009), and Swank (2002) fit nicely with the lalgave. Note that,
however, it is a daunting task to differentiate empirically between broadrmswnaelfare
programs. In theory, the contrast between these spending programs is undispuéadice pr
less so. For instance, some spending on goods and services, like health and transportation,
can be considered as not only general public goods but also local public goodsnfeughe
broad social transfer programs, such as unemployment insurance and pensions, can be
targeted geographically if the major beneficiary of these progmomicentrated in certain
districts. Therefore, it would be virtually impossible to estimate tla¢ &obount of each
program provided by a variety of types of policies. This is particularly thewhen it
comes to applying this hypothesis to developing countries.

Although some of the aforementioned scholars have attempted to construct cross-
sectionally comparable measures of broad and narrow progreonsingle measure has
apparently been sufficient to capture every nuance of these theoretitfaligrdiprograms.

Yet, despite the dearth of empirically reliable measures, they movedlysia one step
further. In this regard, my dependent variable, income inequality, can be onenufirtbet

proxy measures to see the effect of the alternative electorainsystethe types of welfare

* Proxy measures for broad programs are the sum of social security payotieet transfers to
families, and subsidies to firms (Milesi-Ferretti, Perotii &ostagno 2002) and social security and
welfare spending by central government (Persson and Tabellini 2003). €asene for narrow
programs is countervailing duties and complaints filed by the Generalmgn¢®f Tariffs and
Trade/World Trade Organization (Richard 2009).



programs because broad programs should be associated with somewhat more equal
redistributive impact, and vice versa.

With respect to theverall levelof spending, it has been hypothesized that
proportional electoral systems are associated with greater goverspeaiating. Austen-
Smith (2000) formally argues that the electoral system tends to shape lteanotst
taxation and spending. Assuming that more parties are represented under PR than under
majority rule, with the PR voting system parties have strong incentive to proines
redistributive taxation. The reason is that the decisive voters to determimeetiad level of
taxation vary: Under PR, redistributive policies are shaped mainly by thesistefe¢he
individuals with average employee income, but under majority rule, levels afngoeet
spending are largely determined by the individuals with median income. Tlegedditical
institutions matter in that they induce governments or parties to appeal tocspeeips of
the electorate who usually have different preferences for redisieludlicies. The
empirical results by Iversen and Soskice (2006), Milesi-FerRatiotti, and Rostagno (2002),

and Persson and Tabellini (2003) are consistent with this theoretical inference

Forms of Government: Parliamentary vs. Presidential Systems

The government is basically a set of institutions or the rules of the gamecim whi
various economic or political interests and organized groups compete, compromise, and
finally produce policies. The extent to which policies are chosen and partpaashi
dominated tends to hinge upon the nature of these institutions. Constitutions $pecify t
definitive attributes of these institutions to influence redistributive pslidiee main

concern of comparativists regarding constitutional designs is the sepathose powers



across different politicians and offices: parliamentary versus presitiegimes.

Surprising as it may seem, political scientists have not, until recentlyiedienmich
effort to addressing the issue of constitutional effects, in particulkampantary vs.
presidential systems, on redistributive policies and outcomes. Indeed, aohthisi®ffects
of alternative constitutions has a long intellectual history in comparatitepabut this
research has typically remained within the domain of the political systerh,as the
breakdown of democratic systems. One reason may be that the issue does nt appeal
comparative political economists who soak up the cutting-edge research indhetatise
they are typically focusing on advanced industrial countries where none but tbd Btates
is categorized as a pure presidential system (Lijphart 1999). When it amthegdifference
between parliamentary and presidential systems, forms of governmatd beaconsidered
not as a variable but as a constant in the context of Western European countries.

Yet, this is not the case in new democracies. As | shall discuss latemhtven great
deal of diversity of constitutions, enough to draw scholarly attention to one of the possibl
significant determinants of redistributive outcomes. The only analytiodkl relating the
forms of government and public finance has been developed recently by Persson, Roland,
and Tabellini (2000). It has been posited that presidential regimes do not need the support of
a relative majority, and their allocation of spending tharsowly targets some powerful
minorities instead of the joint interests of its constituency. In contrastiparitary regimes,
pursuing a broader coalition of a majority of voters in the usually multipgstgrss, incline
towardbroad programs that benefit various groups, which naturally lead to high taxes and
high spending. Furthermore, it is likely that the common pool problem occurs more

frequently in parliamentary systems (coalition governments), which leaotsto t



overspending

From a data set including 17 developed democracies, Huber, Ragin, and Stephens
(1993) found that presidentialism, as well as federalism, bicameralisnenadfeand
majoritarian elections, has a strong negative effect on welfare speeditures. The
empirical result by Birchfield and Crepaz (1998) from a similardans mainly consistent
with the theoretical strand discussed above: Collective veto points (parliaynenta
government and PR) tend to decrease income inequality, whereas competitivernisto poi
(presidential government) tend to increase income inequality. More redggrdgon and
Tabellini (2003), building on the more extended sample combining advanced and emerging

democracies, derived similar empirical inference.

Age of Democracy

Last but not least, | also include age of democracy as an explanatoryevaritis
empirical analysis. It is often supposed that institutions take time toaxagpreciable
effect on political or socio-economic outcomes. Democracy may take somi timoek as
assumed, as well. One of the classic studies on democratization suggessthaacy may
require a “habituation phase” to become fully established because it int@lpescess of
trial and error” (Rustow 1970, 358). Evolved into full, stable, or consolidated democracy
(whatever one wishes to call it) it is required to show in itself proof of theegitig of the
democratic process for revolving conflicts within human groups. One study of the
determinants of corruption, considered as one indicator of government performanae, show
that levels of corruption are significantly higher in younger democraciesrtteddar ones

(Treisman 2000).
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Therefore, relatively older democracies in my sample are expected tdsttew
performance in public policies and to redistribute more than relatively yodeg®ecracies.
This hypothesis is broadly consistent with Muller’s (1988) finding. Huber 2G06( also
found that “years of democracy” actually matters for reducing incomeathggin Latin
America. Their explanation from the perspective of PRT is that some lehdémocratic

time would allow the underprivileged to build organizations in the form of politicalesarti

The Politics in New Democracies

The question that drives the analysis is whether the indicators relevant tspoliti
expected from the experiences of older democracies to be the key determitlaatdivérse
patterns of distributional outcomes, are still valid in explaining the distributiorcofrie in
fledgling democracies. We have some theoretical reasons for belieatngting
democracies might work differently from mature ones. First of all, théqsobf parties
differs. In the PRT world, partisan difference matters in redistributivéigsobecause
political parties are considered as programmatic, having deeply endbedde in socio-
economic categories and enjoying a strong relationship with votersns témpartisanship.
Yet, this is not always the case in new democracies. It has been conargudy that in
new democracies, most of the parties compete for voters based on clipatédists rather
than on coherent programmatic packages (see e.g., Hagopian 2009 and Kitschelt and
Wilkinson 2007). It means that the linkage between voters and political elite®dsrixzon
the programs or ideology arising from socio-economic cleavages but on the cashtpayme

patronage jobs, pork barrel projects, or strong personalistic appeals. Achygrslilch an

11



inauspicious context in new democracies leads to weakly institutionalidéssEand
unstable party systems.

My concern in the analysis is, however, not the redistributive consequence of
clientelism. Not only has the relationship between clientelism and rbdisbn been
controversial, but it is also definitely well beyond of the scope of this studjdfomore, this
topic has been fleshed out with theoretical and empirical rigor in the reeeature, but
none of the arguable issues about the links between clientelism and redistributiveesutc
can be tested empirically due to the dearth of a reliable and valid cross-ndditanset on
voters-political party linkage strategies. One important implication,wikicertainly
relevant for my purposes, of the fact that patron-client relationships aegp@masive than
partisanship in new democracies is that the extent to which left parties are boespond
to the redistributive demand of the rank and file may not be as great in advancedaindustr
countries. That is, their commitment to social policies varies, dependingatorale
necessity or other nonideological factors. Thus, it can be expected thatrpdiffisrence
may not make as significant a difference in redistributive politicsdtges in advanced
industrial countries.

Second, the configuration of political institutions differs. Some specialists
advanced industrial countries start from a strong empirical correlationgauarious
political institutions. For instance, Iversen and Soskice show PR’s deep affitmtiefis
governments: Center-right governments constitute 75% of all governments in aniajorit
countries, whereas the same is true of only 26% of all governments in PR countries among
17 advanced democracies between 1945 and 1998 (2006, 166, Table 1). Moreover, the strong

relationship between government partisanship and electoral systemsdsetundled with
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a broader constellation of consensus democratic institutions, such as parligsgsteEns,
coalition governments, and multiparty systems (Lijphart 1999). However, the strong
correlation is not limited to the domain of the political system. Tweafit worlds clearly
appear when we extend our view to economic institutions, welfare statesdestichnative
outcomes: Consensus demaocratic institutions have developed in tandem with corporatist
interest representation, centralized wage bargaining, and relativelyaeguaigh
redistribution, whereas majoritarian democracies have coincided with iplierest
representation, liberal market economies, and a high level of inequalitietigsuof
capitalism, welfare states, and political institutions thus coeV@lversen and Soskice 2009,
476).

As some leading scholars, e.g., Huber, Ragin, and Stephens (1993) and more recently
McCarty and Pontusson (2009), point out, this multicollinearity among them makes most
empirical efforts to explore the effect of each institution difficult. Dudni® pproblem,
comparative political economists face daunting challenges of finding thausstl @ffect of
each institution on redistribution. Yet, as with partisanship, this is not the case in new
democratic soils. Tables 1 and 2 show that there are no strong correlations amngf f
government, electoral system, and government partisanship. The figures ¢herediee
total number of years with the type of electoral systems in new demacoaeiethe period
1975-2006, organized by alternative forms of government and government partisanship,
respectively. In a stark contrast, as Table 1 indicates, parliamenséeynsyare associated
with majoritarian electoral rules and presidential systems aredsiagly associated with
PR: Only one fourth of new democratic governments with a parliamentaeyrsgslopted

PR, and nearly double the number of governments with a presidential systesdderc
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rather than plurality. Table 2 does not confirm the strong empirical correlatiwadyeleft
governments and PR that arises from advanced industrial countries. The proportiens of P
governments are almost the same regardless of government partisanshgreldeemingly
indifferent. The heterogeneity of political institutions provides us a good @alpsample to
address the question of political indicatarst effects on redistributive outcomes.

Theoretically, the sample of new democracies | collect reflectsettend and third
historical waves of democratization that have swept the world since 1943 (Huntington 1991)
To draw an inference about the effects of politics on distributional outcomes in @anly ne
democracies, | first exclude 19 developed democracies that were surfiirgtthvave of
democratization: Australia, Austria, Belgium, Canada, Denmark,feinkrance, Germany,
Iceland, Ireland, Italy, Japan, Netherlands, New Zealand, Norway, Swedereréanid, the
United Kingdom, and the United States.

Empirically, to define a democracy in the panel sample from 1975 to 2006, | rely on
the Polity IV data set (Marshall and Jaggers 2007), which goes back to asea@00aand
covers all independent countries with more than half a million population. This measure
constitutes the difference between two discrete indicdd@socracyandAutocracy The
former scores institutionalized democracy from 0 to 10, with higher valuesaissgowith
stronger democracies. Here, democracy is conceived by three maia.acienpetitiveness
and openness of executive recruitment; constraint on chief executive; and tvengss of
political participation.

Inasmuch as the Polity IV data set is not a dichotomous measure of democracy, the
analysts are required to draw an arbitrary cutting point where demateatsy The ways

they have offered differ, for example, 4 and above (Brown and Hunter 1999), 6 and above
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(Kaufman and Segura-Ubiergo 2001), or 7 and above (Rudra 2004). In this study, | use two
different rules for including countries in the sample. As for the first, lyappélatively
generous criterion of democracy to embrace as many countries as pédsdilg. if a

country adopts a democratic institution, it should be in evidence whether the intvadhfcti
the institution appeared to have a significant impact. Thus, following Persson atishiTabe
(2003) and Gerring, Thacker, and Moreno (2009), | include countries and years witreposit
values of combine@olity Score which is derived simply by subtracting tRatocracyvalue
from theDemocracyalue. This is defined as tlegtendedample. Although the number of
countries that have (or had) experienced some democratic political gaatdéefast one year

is more than 100, data availability limits this analysis to annual observattonS87 new
democracies (see Table Al).

Because | deal with only democratic country years, some countries accedepart
from the sample at different years. Specifically, the shift toward atghanism was most
dramatic in Latin America. For instance, some Latin American caspsiuch as Brazil,

Chile, and Ecuador, experienced military coups during the 1970s.

This extendedample allows me to formulate the empirical models with much larger
observations, but it contains some opaque countries, such as Estonia and Zambia, which have
barely been treated as democracies in the existing literature. Askafchéhe robustness of
the empirical results, | perform sensitivity analysis through imposimgra stringent
threshold of democracy. Then, a more restrictive rule labeledueedsample as those
countries and years where the Polity IV score is more than or equal to 8asbeing for
my choice of 8 and above as relatively more stable democracies is offerelityy\In the

data set, 8 points is a threshold to be considered a “mature and internally coherent
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democracy,” which satisfies the conditions of (a) “fully competitive” prditparticipation,
(b) “elective” executive recruitment, and (c) “substantial” constsabn the chief executive
(Marshall and Jaggers 200aAtaset Users’ Manual Among the 37 countries in my sample,
only four had not reached the threshold of “mature” democracy from 1975 to 2006: El

Salvador, Honduras, Mali, and Russia.

Variables and Data

Distributional Outcome

The dependent variable, income inequality, comes from the GINI variable in the
World Income Inequality Database (United Nations University-Worldturstfor
Development Economics Research 2007). This is by far the most comprehensiva@INI
set, including 4981 observations from 152 counttiBscause the data set is an accumulation
of various surveys using different methods, implying that all the data are het $drne
quality, and some countries have more than one observation for certain yeaedopdhe
selection criteria to trim the data (see Appendix for a more detailagsdien). And then, to
control for remaining potential measurement errors caused by variationgwiasources, |
use indicator variables: whether the definition of income is income (coded 1) angutien
(or expenditure) (coded 0), defined income is net (coded 1) or gross (coded 0) of taxes,
information on the definition of gross versus net income exists (coded 1) or not (coded 0),

and adjustment for household size has been made (coded 1) or not (coded 0).

Politics

The model encompasses four main causal variables. It also contains coraluEsgari

® For more information, visit http://www.wider.unu.edu/wiid/wiid.htm and labkhe user’s guide.
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that, according to previous studies, are the most robust determinants of the dependent
variable. To test the aforementioned claim, | include the following explanatoiables in
the estimation equations. The variables of politics used in this article ateucteds from
DPI2006 Database of Political InstitutiorfBeck et al. 2007.

The first explanatory variable refers to the chief executive’s orientatith respect
to the extent of state control of the economy, the left-right scale. | adopt tygaova
operationalize this variable. First, conforming to custom, | bBdgernment Partisanship
transforming the original strings to a 0 — 1 scale for easier interpretétgives the chief
executive defined as communist, socialist, social democratic, orileftanscore of 1; one
defined as centrist a score of 0.5; and one defined as conservative or righatsgmmg of 0.
This manner of coding, however, may bring about significant measuremanif #éne key
assumption that center government occupies the middle position between right and left
governments is violated. For this reason, assuming partisanship as an ordinal variable, not
continuous one, | use two dummy variablesft andCenter which allow us to see the net
differences between left and right and between center and right.

As the second explanatory variable to look at the effects of constitutions on income
inequality, | construct two dummy variabl€&grliamentaryand Semi-Presidential
Parliamentaryis coded 1 for parliamentary systems and O for otlsemi-Presidentiak
coded 1 for assembly-elected presidential systems and O for others. Ittaesiagle
executive elected by popular vote or by an electoral college and there is pampniister,
the system is considered presidential. In countries with both a prime mindtarpaesident,

the system is presidential if a president can veto legislation and the patlizeees a

® In their data set, it is not clear to categorize pure PR or pure plusaignss. Thus, | revised them
from Persson and Tabellini (2003) and Reynolds, Reilly, and Ellis (2005).
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supermajority to override the veto or if a president can appoint/dismiss priméemamd
dissolve parliament.

To capture the diversity of the electoral formula, | use two variaBRandMixed
are the dummies that reflect the basic classification of the elefdoraula. PRis coded 1 if
candidates are elected based on the ratio of voters obtained by their padidsed is
coded 1 if legislators are elected using both plurality (a winner-téfiesapast the post
rule) and PR.

Finally, to test the long-term effect of democratic rule, | also introtluoeage
variables Age of Total Democracincluding both partial democracy (scoring from 1 to 7 on
Polity2) and democracy (scoring from 8 to 10Rality2) andAge of Democracfonly
democracy, excluding partial democracy), that are sums of years (paetial) democracy
has been maintained without a break. | count age of democracy in a certain toomtiye
first year with uninterrupted positive values (total democracy) or 8 and é&ttenmcracy)
on thePolity2 index up to 2006. Although some old democracies, such as Costa Rica (from
1841) and South Africa (from 1910), have experienced uninterrupted democratic rule since
the 19" century or the early 30century, | devise the year 1945 as the starting point of
democratic rule for these old democracies. These variables are defigesas (2006 — the
first year of unbreakable [total] democracy)/62, so they ateilolited in the range of 0 and 1.

Yet, this simple way to operationalize must be viewed with a degree of caution
because some democracies went through long periods of democratic breakdown, and these
countries may differ from those without democratic breakdown in terms of the @ffthe
length of democratic experience. | therefore settle on two dummy variRdesus

DemocracyandPrevious Total Democragcwhich are coded 1 for countries with previous
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(total) democratic experiences or O for others. Again, another caveat idatatauntries
experienced democratic politics for a very short time; for instance, Eoutla experienced
just one year of democratic involvement in 1960. Hence, | do not count any previous
democratic experiences or democratic breakdown of less than 3 yearsondatie these two

dummies.

Globalization

Globalization is far from a monolithic economic factor; it has been disaggreméab
trade openness and global capital mobility (capital flows and foreign divestment) in
recent studies. First, international trade theory predicts that opennesdetarnd free capital
flows induce an efficient allocation of scarce resources and produce @ye@wniomic
development (Rodrik 1997; Williamson 1994). Following the Heckscher-Ohlin model of
international trade, Stolper and Samuelson (1941) assume that expansion of trade adduces
different distributional consequences to different factors, hinging on thaiiveekcarcities,
the given country’s level of economic development, and its land-labor ratio.rHiigte
openness is expected to benefit capital owners and skilled labor in advanced industrial
countries that are relatively well endowed with them. In contrast, it iy li&eurt capital
owners but benefit unskilled labor in the developing countries, because the fornageces sc
and the latter is abundant there (see also Rogowski 1987). Thus, their theorets fhradic
trade should reduce inequality in developing countries but raise it in developedesountr

Stolper and Samuelson (1941) do not indicate an accurate mechanism through which
trade may exert an influence on income distribution, whereas others presesidnat tr

reduces inequality because increased economic competition decreasesdipely
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privilege of the upper class (Birdsall 1988) or encourages a high level of labor prbgluct
(Held et al. 1999). Trade openness in new democracies is expected to diminish income
inequality, given the fact that most of advanced industrial countries atelegdrom my
samples. The measure of trade openness is the sum of the total imports and eaEiréseas
of a country’s GDP (trade openness = [imports + exports]/GDP).

Second, the capital mobility thesis claims that capital mobility effelgtienhances
the power of mobile business companies, deriving from the credible threat of caghtal fli
over national governments that seek to pursue generous social protection and traetax bur
needed to finance it (Bates and Lien 1985; Lindblom 1977). National governments no longer
possess the autonomy to pursue independent macroeconomic strategies, and, undaer pressur
for high interest rates and low taxes, the fiscal and monetary policieserhgoents of the
left and right should converge in a highly financially integrated era éGand Lange 1991).
Accordingly, neo-liberal reforms, such as liberalization, privatizatiod,deregulation,
which follow financial openness, may hurt labor and raise income inequality (Hald et
1999). Moreover, in the era of welfare retrenchment caused by globalization, tamibarg
power of labor may be decreased and the wages of organized, middle-income amerkers
expected to be cut due to the direct investment activity of multinational cogrer éleetto-

Gillies 1992).

In particular, among advanced industrial countriesptitéow of direct investment
produces rising inequality by precipitating deindustrialization, whithaésnovement of the
labor force from the industrial sector with higher average incomes to theessector with
lower average incomes (Alderson and Nielsen 2002; Nielsen and Alderson 1997), whereas

among developing countries, timlow of direct investment also increases inequality by
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reducing labor force’s bargaining power and promoting unemployment among unskilled
labors (Jenkins 1996; Muller 1979). As in previous scholargiip Inflow, measured as net
inflows of foreign direct investment (FDI) as a share of a country’s garsgstic product
(GDP), is predicted to increase inequality in my sample of new democrabges

globalization data are taken fraorld Development Indicators

Economic and Demographic Transition

Based on previous studies using pooled time series analysis (Alderson and Nielse
1999; 2002; Huber et al. 2006; Nielsen and Alderson 1995; 1997; Rudra 2004), | construct
several economic and demographic control variables to capture the eftsttobustly
associated with the income distribution, for which data are available for mbst aduntries
and time periods. The first economic variable isGEP per capitadefined as the log of
GDP per capita (in constant dollars, Chain Index, expressed in international lpases
2000), taken from the Penn World Tables. It is included with reference to Wabaer’s
which demonstrates that the call for redistribution tends to be income elastadition, to
see whether the Kuznets curve, which predicts that as a country develops, mefualit
income seems to expose the specific patterns — the initial rise and condalljuegnists
(Kuznets 1955), the square®DP per capitaGDP per capitalog)?, are included. These
variables are centered to control for collinearity. If the effecGIP per capita (logand
GDP per capitglog)* on inequality are positive and negative, respectively, we can believe
that there would be the inverted U-shaped curve relationship between economircagrdwt
inequality.

The second control variable$2ctor Dualismwhich | measure as the absolute
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difference between the percentage of the labor force in agriculture aodliage’'s share of
the GDP. It stands for the average disparity in income between a low-progusistior and
a high-productivity sector. Previous researchers (Alderson and Nielsen 1999HR0@P et
al. 2006; Nielsen and Alderson 1995; 1997) have found evidence that sector dualism is
significantly likely to have a positive impact on overall inequality. Thedasnomic control
variable isinflation, which is expected to have a positive impact on inequality. Higher
inflation contributes to reduce real wages, which is often more detrimental foeraork
employed in lower paying jobs. | adopt an additional method, the square root of theawo-y
prior moving average of a country’s annual rate of inflation, to weaken the weigria il
eccentricity and higher values.

Changes in income inequality have been attributed also to demographitotnansi
because it generates the oversupply of young unskilled workers, which nesuatisei
uneven diffusion of income. | use a measure of the percentage\autiePopulatiorunder
15 years of age for the model, predicting that an increasing percentgméiofvithin a
population will have a positive effect on income inequality. The diffusididoicationalso
can affect income distribution. The spread of education leads to higher economic
development and less income inequality through providing workers with the opporttorities
more lucrative and sophisticated employment. To the extent that this mechsaiswork in
new democracies, | predict that the spread of education will have a negativerffemome
inequality.Educationis measured by the share of people with complete secondary education
in the population aged 25 and over in Barro and Lee’s database. One problem here is that the
data are reported only in five-year bases. Thus, I fill in the missing data pgihhear

interpolation and extrapolation. This is justifiable because the levethiofgon in a
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population do not vary much and tend to have linear movements. The data of the control
variables abovesector Dualism, InflatiorandYouth Populationexcept foilGDP per capita

comes from The World BanWorld Development Indicator.

Unidentified Region-Specific Factors

Of course, new democracies are not uniform. They are quite different from ctuntry
country and also from region to region, in terms of the socio-economic strudterésyels
of income inequality, and the historically specific contexts. Here, thgeena implications
are of particular importance. First, one of the challenges | have facecbissider the
positive relationship between democracy and inequality in post-communist countiigs, w
have produced spiraling inequality since 1989 regardless of economic performangal or soc
and cultural assimilation to the West (Heyns 2005). In contrast to the transtoroithe
rest of the world, the post-communist transitions are unique because a nationalavoluti
that built new nation-states, a political revolution that replaced authoritaganes with
democratic ones, and an economic revolution that induced market-oriented liberabze
occurring simultaneously, the so-called the triple transformation (Roeder 24899t
means that rising income inequality in post-communist countries has happened amid the
period of entering into global markets and the third wave of democratization.
Democratization and globalization have been accompanied by worsensiglvation.

The second concerns the historically distinctive context in Latin Amératim
America has remained the region with the worst system of distributiormss td the depth
and breadth of inequality, largely due to extraordinarily unequal land distributidmathat

continued since the colonial period without any significant land reforms. Large ldedhol
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have dominated not only the agrarian sector but also the national economy (Rugecheme
Stephens, and Stephens 1992). High inequality in land distribution may increase income
inequality in the urban sector by supplying plenty of unskilled labor and thus cheatening
average incomes of low-skilled workers (Huber et al. 2006).

Last but not least, contrary to Latin America, East Asia has presentedificsget of
factors that contribute to economic development and equity. To promote the combination of
high growth and equity, East Asian countries pursue specific policies suth @1
investment (rather than anti-inflationary) macroeconomic policy, the stintrol of FDI, the
integrated pursuit of infant industry protection and export promotion, and the productivity-
oriented, as opposed to allocation-oriented, view of competition (Chang 2002, 229). In
comparison with social and Christian democracy welfare models in Western &urope
countries, this is odd, given that state provision of welfare services in Hastodsintries
was minimal, and that equality and the allocation-oriented (as opposed to productivity-
oriented) view of competition has not been one of the main goals. In this context, socia
welfare has been considered as the responsibility of the family and the firpiteDbe
growth of literature on an East Asian Model, the causal mechanisms than eéxplbank
between economic development and equity still remain in a black box.

For these reasons, | include three regional dummy varides,Communistatin
Americg andEastAsia, to control for historical, region-specific effects on income inequality.
In addition, | use two more dummy variables for regoyth and Southeast AsiadAfrica,

treating Portugal and Spain as the reference category.

Potential Problem: Endogeneity
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The standard regression is based on the assumption that the explaaaittgs are
exogenous, which means that unilateral cause-and-effect relapdretineen the predictors
and the predicted, if any, is only inferred from the statisieatlels. Yet, in practice, this
assumption is not satisfied in many situations, as it is masonable to think that two-way
or simultaneous relationship between the dependent and explanatoryeganeaiich makes
the distinction between them of dubious value, occurs. Moreover, having ageardy
problem, the standard regression method may not be applied in thatahmefgas estimated
are biased and inconsistent, that is, they do not converge to their truatpopuélues no
matter how large the sample size.

In my next paper, “No Taxation, No Democracy: Taxation, Incomgualgy, and
Democracy,” | hypothesize that one of the factors that mimttetemocratization is also the
different level of income inequality, which would generate the proldémndogeneity. To
take into account this issue, | employ the following statistiegtment; all the explanatory
variables are one-year lagged. Moreover, it can be assumetishatoblem would be minor
at best in my papers because political institutions focused inp#psr are government
partisanship, constitutions, and electoral systems but the onesnexhpaper are political
regimes, that is, democracy vs. authoritarianism. Strictly spgaktiey cannot be equated,
and should be analyzed as different factors in their relative xdsntislore importantly,
context differs. In this paper, my theoretical aim is to find s@uotential causal effects of the
political institutions on income inequality only amagmocraciebecause my hypothesis is
about whether democratic institutions are working as assumed. Howetee next paper,

my leading goal is to examine whether the democratic sftégdiaxation tend to be relatively
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stronger in unequaluthoritarian societies because event history models analyze the failures
of authoritarian regimes assumed as patients. As for the realsoves, endogeneity may not

generate some serious problems in my theoretical explanations.

Model Specification

To test the effects of the various types of political institutions on incorqeatigy
among fledgling democracies, | build on the innovations in the recent quantitatisgcal
studies and test the hypotheses with an unbalanced, pooled time-series timss-sata of
inequality that cover 38 new democracies during the period, 1975-2006. | hypothesize that
four main political variables (left partisanship, parliamentary governrféhtand longer
experience of democracy) will be negatively associated with income itgqnadew
democracies, as assumed in the previous theoretical studies. Panel diedydoedome to
the forefront of quantitative studies of most subfields of political science lzettasmake
it possible to draw systematic inferences of cross-sectionally andudimgilly diverse
causal indicators by simultaneously analyzing both time invariant ¢fectsuntries (e.g.,
federalism or regime types), which avoid pure time-series studies, @sdsgctionally
invariant characteristics of periods (e.g., exogenous shocks common to allesosath as
global financial crises), which dodge simple cross-sectional studies (EBEKS.

Empirical results estimated from polled data using OLS (ordinary lgastes)
regression, however, are problematic because the assumptions of independence of the
disturbance terms, errors, across observations are not likely to be g¢afisfie potential
violations of OLS assumptions in pooled data are that the disturbance terms tend to be

autocorrelated (serial correlation of errors), heteroscedasticrédiffeariances across units,
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panel heteroscedasticity), correlated across units due to exogenous shoiks (spat
contemporaneous correlation of errors), and nonspherical in both the serial andshe cros
sectional dimension (autocorrelated and heteroscedastic at the san(®hkimmger, Troeger,
and Manow 2005). Although none of them biases the estimated coefficients, eade of the
problems tends to produce inefficient and biased standard errors for the coeffGreetse
2003).

To control for the possibility of nonspherical disturbances, Beck and Katz (1995;
1996) introduce an econometric technique that runs an OLS regression with tide lagge
dependent variable plus unit and period dummies and calculates panel-corrected standard
errors. Whether unit dummies and a lagged dependent variable should be included in the
model is, however, still an open question because running an OLS model with them may
remove some of the nonspherical disturbances problem, but it may also kill much of the
beneficial story about the variables of interest. Thus, this widely used tecinmayuin the
risk of throwing out the substantial and theoretical baby with the residuals’ and
methodological bathwater.

Some concerns about the consequences of specifying unit dummies have been
discussed. Even though the estimators of unit dummies absorb the effects of unobserved time
invariant variables, generally they eliminate much of cross-sectionatigarin the
dependent variable by capturing the unit-specific variation in a unit-specdicept. “Since
this removes the average country effect, such a model focuses on the withinseariation
over time, and the coefficients represent a cross-country average of thedoraieffect”
(Kittel and Winner 2005, 272). More specifically, the inclusion of unit dummies turns out t

be questionable, first, if the model embraces variables that are constant evier ingiven
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unit or, second, if it tests the hypothesis about differences in the level of the exogenous
variables. The first point is relatively well known. Due to almost perf@thearity, unit
dummies do not allow estimating the influence of time invariant explanatoablesj and
then, accordingly, they often bias the estimate of largely time invariaablesi(Beck 2001,
Wooldridge 2001).

The second point is somewhat new. Plumper, Troeger, and Manow (2005) suggest
that if the theory predicts the level effects of an exogenous variable on letles of
endogenous variable, unit dummies should not be included, because “unit dummies
completely absorhifferences in the level of explanatory variables across units” (p. 331,
emphasis in the original). In my analysis, one of the main interests isevhlee political
variables capture cross-sectional variation of income inequality and ¢dme rofin
hypotheses is about the effects of levels of the explanatory variables on tloé thee
dependent variable. Moreover, most of my key explanatory variddes&mentary, Semi-
Presidential, PRandMixed are almost constant over the time for most of the countries.
From the reasons above, it seems clear that including unit dummies is not peaferajpl
models.

Additionally, whether to include or exclude in the model a lagged dependent @ariabl
that, in itself, is required to get rid of serial correlation of errors, ltantly stimulated a
lively debate in the literature. The key argument of some econometricidrapplied
researchers who are warning against the inclusion of a lagged dependent \satiedilthe
autoregressive term may generate serious bias through capturing lésgef gze trend in
the dependent variable and pressing down the effects of the other variables ivéaksede

presumes identical persistent effects of all explanatory variables{ZR€&88); Greene 2003,
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534; Huber and Stephens 2001; Plumper, Troeger, and Manow 2005, 335). In particular,
when high serial correlation and high heavy trending exit in the explanatorglearias

often bedevil the panel world, a lagged dependent variable will dominate thesi@gres
equation even though it is theoretically uninteresting and meaningless.

For the reasons discussed so far, | employ OLS estimation using paeetexbrr
standard errors (PCSE) to deal with panel heteroscedasticity but do not includeda lagg
dependent variable and unit dummies. Following the recommendation of Plumper, Troeger,
and Manow (2005), | use the Prais-Winsten transformation to eliminate serelbtion of
errors, assuming first-order autocorrelation within panels (an AREgshc'‘AR1 error
models tend to absorb less time-series dynamics,” thus they allow appéatchess to
“explain not only cross-sectional variance and cross-sectional diffsen changes, but also
average changes in levels” (Plumper, Troeger, and Manow 2005, 343). All explanatory
variables are lagged by one year to control for the potential exogenous effiectsme

inequality.

Results and Discussion
Addressing the questions of how political institutions influence income inequality
among new democracies, Tables 3 and 4 show the results of my ahBlgsiscolumn
presents the coefficients from a single ordinary least squares (€g®}sion with panel-
corrected standard errors. Out of the five models in each table, the first fous mddieach
of the four variables of politics individually, and the last one is a full model comgiiagy

single variable of four political institutions that a priori reasoning sstgge be correlated

" The dummy variablePrevious Democragyis dropped in all models due to Gini’s data availability.
There are no data on the Gini in country-year observationsatieattoded as 1 foPrevious
Democracy
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with distributive outcomes. In each case, the model fit is quite good, with F vajodgant
at better than the .0001 level. | used Stata’s VIF command to check for multexatying
nearly all cases the explanatory variables did not imply significant caliigewith the
exception ofYouth PopulatiorandLatin Americavariables. A relatively high value of VIF
does not necessarily induce high standard errors (Gujarati 2003, 363), and also it can be
assumed that this problem would be minor at best in my analysis because each wbthese t
variables is strongly significant in all models of Tables 3 arichtir{ Americg or mostly
significant in the analysis of Table ¥quth Populatioh

Recall that in the hypotheses, the more common theoretical expectatiotnéo
politics of redistribution among old democracies is that left govemhrparliamentarism, PR,
and the more years of democratic experience should be associated witlel@iseof
income inequality. The results confirm some of these hypotheses and comitiaglis. On
the one hand, a parliamentary system and ages of (total) democracy exgati\ersnd
significant effect on the distributive outcome in Models 2, and 4, respectisely)e other
hand, a left government and PR do not appear to be related to lower income inequality.

Going back to the theoretical claim and empirical finding from Muller (1988) and
Huber et al. (2006) at the outset, mature democracy was expected to be assdabibadev
levels of income inequality. This hypothesis gains a substantial amount of suppony
analysis in Table 3. From Model 5, it can be anticipated that a 10-year-old total deynocr
(0.016 x 10 x -8.7 = -1.39) would have income inequality around 1.25 points lower than an
emerging democracy (0.016 x 1 x -8.7 = -0.139), and this pattern, a 1.25-point reduction in
income inequality every uninterrupted 10-year democratic experience, aanildue,

ceteris paribus
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My results regarding two types of political institutions are rather gnolnis.
Although parliamentarism shows an anticipated sign and reaches the stancaldog
statistical significance, PR does not contribute to income inequality in thetedpidection
and is not statistically significant. In the light of previous scholarship, thisomay
unexpected, given that the theoretical reasoning which has been placed on thes®tsvo fac
is almost the same: Parliamentarism and PR both should be associated wilbVeisayf
income inequality because they target a relative majority group and @ubsaad social
policy and more spending. However, parliamentarism only is the strongest facter i
empirical results in terms of statistical significance, as wedlistantial impact. The choice
of constitutions seems to make a crucial difference in income inequality arounds/gfoint
GINI coefficient (from Model 5). Yet, PR is not functioning as parliaragsm. Why not?

One possible interpretation is that, as Persson and Tabellini point out, “all@wiag f
larger number of parties under proportional elections could allow parties that @&e mor
narrowly specialized to cater more effectively to the preferencesmofwer interest groups”
(2000, 218-9). This may be the case particularly in developing countries if the poor have no
power for collective action. Specifically, if the poor are not the target @ppeal and the
political parties are more interested in privileged groups, this ina¢asdikelihnood of
worse redistributive outcomes under PR. Following this logic, it seems platisblaetter
measures of the number of parties will account for some of the residual vaniamoeme
inequality for new democracies. At this point in time, a substantive exmaratthis puzzle
is not straightforward and will need to be the focus of future research.

One interesting pattern from my analysis concerns the estimatets effec

government partisanship. In this regard, several points deserve special enipitshsat
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least for its redistributive effects across new democracies, it beab@aethat government
partisanship should not be considered as a continuous variable, because, as displayed in
Model 1 with its two dummied_gft andCente) instead of one continuous variable
(GovernmenPartisanship), left government is significantly associated with lower levels of
income inequality but center government’s effect on inequality appears torbe/erse than
right government’é.

Second, compared with right government, left government matters for reducing
inequality (consistent with findings for advanced industrial countries), oabéfficient now
becomes positive in Model 5, which includes all four political variables. This change in the
sign of the coefficient suggests that the negative estimate of leftngoeet in Model 1
partly rests on the potential negative effects of other political variahl@scome inequality.
Thus, Model 5 indicates that the net effect of left government may not be in thedteoriz
direction in the context of new democracies. One likely explanation for this iethdt, as
discussed earlier, the extent to which left parties in new democraciesusre to respond
the redistributive demand of the rank and file may not be as great in advancedahdustr
countries because they do not have deeply embedded roots in socio-economic satedorie
do not enjoy a strong relationship with voters in terms of partisanship.

Finally, it is counterintuitive that center government has less distribefiget on
inequality than right government has. The reasons for this result are not mtehediear
because there have been many fewer academic attempts to go deep opit thiethe
center party. It will certainly need to be the currency of futureareke

Some issues of robustness and sensitivity arise. First, some observersusypgict

8 Of course, when | first estimated models by includimyernment Partisanshijt did not move in
the anticipated direction nor was it significant. The original eggo® outputs are available from the
author upon request.
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that the apparent link between political variables and income inequality is $9rapgd due
to my too-generous criteria of democracy. Some cases includedertendedsample are
only marginally democratic. | have to deal with this suspicion because dtisilple that
formal political institutions might not be functioning well in the politics of s&hution in
weak democracies. Furthermore, as Table 5 shows, partial demoteadies my estimated
sample, toward right government or a presidential system in comparisorstaithshed
democracies, which might create a systematic bias in empirical snalys

To check the robustness of my results against this suspicion, | reestatiate e
specification in aeducedsample already discussed. The results for democracies only,
reported in Table 4, yield little substantive differerféatliamentary Semi-Presidentialand
Age of Democracgwtill retain strong statistical significance, and their substantgacts also
are slightly greater in magnitude. The coefficient®RBfare still positive and even gain their
statistical significance in the sample of stronger democrabiesinteresting pattern aeft
repeats here. In line with the cases of advanced industrial coub&ftsolds a negative and
statistically significant estimate in Model 1, but it loses its stegissignificance when other
political variables are used in Model 5. In sum, there is little evidence ofearstic bias
that the empirical results might be biased due to the poorly functioning dohstéutions
and an inclination toward the right-wing or presidential government of partiaatemes.

In order to further assess the robustness of the results, | add governmdicsfe
test whether the public sector has a negative effect on inequality amongaeesd-rom a
worldwide sample, Lee (2005) finds that a larger public sector leads to rglainal
distributional outcome only in highly institutionalized democracies, but that this thenot

case in nondemocracies and weakly institutionalized democracies. | do atestaoh
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model, including each of two measures of the public sector size, measured bgrittl
government spending and central government revenues as a fraction of GDP, damved f
the International Monetary Fund (the International Financial Statkitzdbase). Yet, these
variables never achieve statistical significance and the estiofdates remaining terms are
almost similar.

This is not a surprise because most of the new democracies in my sample are not
democracies according to Lee’s high threshBlalify2 score, 9). Although the gap in the
numbers of country-year observations wWeiblity2 scores 9 and 10 for new democracies in
my sample and advanced industrial countries in Lee’s model periods (1970-18§8dhati
be that large (290 and 409, respectively), the gap in the numbers of GINI oloservath
Polity2 scores 9 and 10 between the two sample is much wider (48 and 202, respectively).
This pattern clearly indicates that democracies in Lee’s modelsgirg biased in favor of
advanced industrial countries (80%), and thus the negative effect of the public sector on
inequality does not show up in my models that exclude them.

A last issue concerns model specification. | conduct numbers of specificsion t
through excluding diverse control variables in the full equation (Model 5). To repofith#
results would be a Sisyphean task. In sum, additional tests yield little rsiesthifference
in the results of Tables 3 and 4. GINI coefficients’ negative associatibravpi&rliamentary
system and age of democracy is robust in almost all of these alternahieegeflects on
income inequality do not seem conditional on which specific control variables areeidvol

in the model.

Conclusion
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This section concludes by briefly summarizing the key points. This didmlses on
the relationship between government partisanship, political institutions, dgenotratic
experience, and income inequality among new democracies. The armlgsgred by the
absence of theoretical arguments and empirical findings about the distrilfteots ef
politics among new democracies in the existing literature. My infersrai@awn from
emphasizing the theoretical importance of the political variables and ffteredtiating
their implication for redistribution between advanced industrial countries and new
developing democracies. The evidence presented here suggests that, othéethopgqual,
a parliamentary system and more years of democracy are substantiedljikely to be
associated with lower levels of income inequality, but left government and PR playat
significant role in distributional outcomes. These results are robust teeamasilie sample
that includes only better democracies.

My analysis is preliminary, mirroring the current state of the due. Statistical
findings should be considered as plausible but not a definitive causal relationship until
further data are compiled and detailed case studies are accomplished thrgeempirical
work not to definitively explain which causal mechanisms actually affecomes but to
raise some questions that will require further elaboration.

First, admittedly, one should take some empirical results with a graint,diosdhe
analysis in this article represents limitations on capturing the cortgdiead nuanced
aspects of political institutions. Most important, as for government pastiga it follows
the coding of Beck et al. (2007), which treats a governing coalition in Chilethiaceid-
1990s, Coalition of Parties for Democracy, as the right government. It is, howleagethat

the Chilean government since the mid-1990s has been a center-lefbic@ald an ex-
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president from 2000 to 2006, Ricardo Lagos, was a Socialist (Banks, Muller, and @verstre
2008). This measurement error may be due partly to their focus on party idéotifiwith
respect to economic policy. In this regard, it is very important to note thataloditientists
often scrutinize party platforms and party agendas concerning not only economidpolicy
also social policy, including social bases, class appeals, and ideologieakpces for
redistribution, when they classify parties as left and right.

Another example is forms of government. Empirically, a presidentiadsyst far
from monolithic; it varies considerably in the extent of the relative powelsegiresident
and the legislature (Lijphart 1999; Shugart and Carey 1992). Chile, Brazil, and Coloenbia a
categorized as the most powerful presidencies, whereas Romaniaj&8ugdrArgentina
stand at the antipode. A parliamentary system also varies in termsrefaiine agenda-
setting powers of the government and parliamentary committees (Strom 2668)e$$ to
say, the two binary variables used hé&atliamentaryandSemi-Presidentialare not
sufficient to capture much of the aforementioned diversities. Further wodeded to
operationalize better measures of political institutions.

Next, what remains to be explained is the specific causal relationshigsidly the
structure of the political institutions might influence distributive outcorfies.forms of
government do result in the expected negative sign in the game of redistribution, but the
electoral system does not. At this point, there is no good explanation for why treatwe$
of the political institutions show a different profile. Besides, it is uncehaw political
parties and partisanship are working across new democracies. It is hdrthesél
theoretical and empirical lacunae without the aid of detailed and sophibtieaste studies.

Last, what is missing in discussion thus far is a systematic inquiry iatetes of
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welfare capitalism” beyond advanced industrial countries. As mentioned at the thés
mainstream of comparative political economy has focused on the effects obtiwergc
structure on the patterns of welfare states and redistributive poligcani@ndi and Cusack
2008; Moene and Wallerstein 2003; Rueda 2008; Rueda and Pontusson 2000; Scheve and
Stasavage 2009; Wallerstein 1999). The field for the varieties of capitaflisew
democracies still remains as virgin soil, with the exception of Rudra (2007)xplwmts and
maps the political economies of developing countries. She discovers threentlifjges of
welfare states, including a productive welfare state, a protectiverevstite, and a dual
welfare state. Given systematic differences among welfare esggfmew democracies and
the scant attention it has received in the existing literature, | conterfdttirat studies must
develop multidimensional approaches that merge domestic structuresio$ @wid
economy for deepening our theoretical understanding of the dynamics of betlistri

In an age of global democratic transition, the specter of inequality loomsadgpe
large in academia when it comes to the politics of redistribution. A growergtlire has
examined, both theoretically and empirically, the extent and the nature of thesmudlit
redistribution. Yet, that work has typically concerned consequences or tonghaithin the
confines of old democracies. Relatively little scholarly attention has beereddwdhe
political economy of new democracies. It is almost novel to categorizertipesimto old
and new democracies. The academic scholarship should turn to the story of how new
democracy is working. One simple factor makes it a reasonable and urgeet Gihey are
different and new. New democracies across the world provide a great deal vableser
diversity that can provide precise empirical guidance, and, | believe, thisiiahould be

of interest to scholars and policy makers concerned with understandingntdraidyf
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income inequality. Therefore, beyond the geographical narrowness of advachastmial
countries, focusing on the global phenomena of the spread of democracy, the need for
investigation of new democracies as an alternative category sets ateeegting agenda for

future research.
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Table 1 Electoral System and the Number of Years with Forms of Government, 1975-2006

Electoral System

Proportion of

Majoritarian Mixed PR PR Government
Forms of Presidential 94 115 438 0.68
Government  Semi-Presidential 8 25 60 0.65
Parliamentary 317 39 194 0.35

Table 2 Electoral System and the Number of Years with Government Parfsdr$sth-2006

Electoral System

Proportion of

Majoritarian Mixed PR PR Government
Government Right 134 45 314 0.64
Partisanship Center 17 44 80 0.57
Left 144 47 196 0.51
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Table 3 Determinants of Income Inequality among Total Democracy, 280%-

Model 1 Model 2 Model 3 Model 4 Model 5
Left -1.518* 0.240
(0.722) (0.942)
Center 2.253* 2.209*
(1.025) (0.998)
Parliamentary -3.268" -7.210***
(2.797) (1.765)
Semi-Presidential -5.697*** -2.998"
(2.357) (1.634)
PR 0.871 1.197
(1.242) (2.173)
Mixed 1.253 -0.929
(1.995) (1.425)
Age of Democracy -11.501%+* -4.787*
(2.237) (1.964)
Age of Total Democracy 2.018 -8.676***
(2.894) (2.676)
Previous Total Democracy 1.442 -0.361
(1.485) (2.200)
Trade (log) -1.994* -0.551 -1.125" 0.881 0.775
(0.907) (0.777) (0.606) (0.884) (0.940)
FDI Inflow 0.127 0.189* 0.192* 0.121 0.164
(0.116) (0.089) (0.092) (0.083) (0.121)
GDP per capita (log) -4.255* -3.365" -3.163" -1.336 -2.776
(2.092) (1.833) (1.843) (1.565) (2.912)
GDP per capita (log) 0.601 -5.544%* -4.807*** -4.666*** 0.727
(0.904) (2.007) (0.935) (0.947) (0.837)
Sector Dualism 0.178*** 0.191* 0.201*** 0.118** 044*
(0.043) (0.080) (0.063) (0.045) (0.057)
Inflation 0.063 0.031 -0.007 0.014 0.033
(0.049) (0.048) (0.043) (0.048) (0.034)
Youth Population -0.287 -0.349 -0.204 0.112 -0.349
(0.199) (0.217) (0.235) (0.125) (0.263)
Education 0.669* 0.439 0.935** 1.013* -0.193
(0.308) (0.366) (0.358) (0.378) (0.384)
E. Asia -2.903 -6.309* -5.824n -11.765** -6.003*
(1.865) (2.752) (3.031) (1.789) (2.437)
S. and S.E. Asia 11.821%** 12.049%** 11.469* 1.95 6.977"
(2.337) (3.645) (4.372) (3.140) (3.630)
Latin America 19.878*** 14.477%* 16.056*** 10.962% 16.693***
(1.880) (2.716) (2.848) (2.393) (2.639)
Post-Communist -8.727** -11.060*** -10.830*** -1845%+* -11.251**
(1.554) (1.537) (1.698) (1.415) (1.548)
Africa 18.013** 10.743** 11.159** 4.054* 15.936**
(3.061) (2.719) (3.705) (1.811) (3.807)
Income 8.422%*x 7.192%*x 8.525%** 4.345%* 1.142
(1.514) (1.488) (1.283) (1.109) (1.116)
Net 0.419 -1.212 -1.550 -2.804* -1.510
(1.429) (1.194) (1.265) (1.345) (1.663)
No Information -0.768 -1.805 -2.354 -4.501%* -310
(1.926) (1.394) (1.553) (1.361) (1.895)
Adjustment 6.952*** 4.535** 4.445** 1.404 3.170n
(1.667) (1.330) (1.524) (1.114) (1.658)
Constant 28.661** 37.287** 28.229%* 25.075** 4595+
(6.102) (6.104) (5.845) (5.194) (7.030)
R-squared 0.9809 0.9761 0.9748 0.9782 0.9859
N of Countries 32 37 37 37 32
N of Observation 197 252 249 252 196

Note Table entries are OLS estimates corrected foelpsecific autocorrelation. Panel-corrected stashda
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errors are included in the parentheses. All exptagavariables are one-year lagged.
Ap <.10; *p< .05; ¥*p < .01; ***p <.001.
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Table 4 Determinants of Income Inequality among Democracy Only, 1975-2006

Model 1 Model 2 Model 3 Model 4 Model 5
Left -2.068* -0.565
(0.815) (0.816)
Center 1.409 0.461
(2.612) (1.666)
Parliamentary -8.926*** -6.697*
(1.404) (2.659)
Semi-Presidential -9.139%** -6.543**
(1.875) (2.480)
PR 3.964** 3.586*
(1.390) (1.566)
Mixed 2.716" -0.770
(1.524) (2.271)
Age of Democracy -14.032*** -13.239***
(2.450) (1.768)
Trade (log) -5.049%** -1.224 -4 .441%* -1.573 -1.06
(2.177) (0.925) (0.826) (1.082) (2.247)
FDI Inflow 0.079 -0.026 0.015 0.035 0.057
(0.133) (0.094) (0.089) (0.090) (0.120)
GDP per capita (log) -4.892* -8.047** -7.364%* B42** -8.166***
(2.424) (2.279) (2.285) (2.206) (2.179)
GDP per capita (Iog) 1.480 0.656 3.610" 1.135 2.340*
(2.168) (1.410) (2.983) (1.563) (2.174)
Sector Dualism 0.158 0.072 0.069 0.004 -0.001
(0.126) (0.050) (0.086) (0.059) (0.113)
Inflation 0.034 0.045 0.012 -0.022 -0.017
(0.048) (0.051) (0.052) (0.042) (0.035)
Youth Population -0.351 -0.817*** -0.464" -0.393* 0.946***
(0.277) (0.207) (0.256) (0.198) (0.236)
Education 0.617 -0.213 1.602*** 0.736" -0.328
(0.391) (0.375) (0.434) (0.389) (0.651)
E. Asia 1.566 -1.245 2.205 -1.752 3.570
(3.272) (2.525) (3.079) (2.341) (2.324)
S. and S.E. Asia 17.741%* 13.357*** 18.404*** 1039** 23.651**
(3.159) (3.631) (5.575) (3.880) (3.786)
Latin America 22.963** 18.814*** 26.697** 22.149* 27.826***
(2.437) (2.314) (3.090) (2.345) (3.659)
Post-Communist -5.653*** -8.717** -7.938*** -11. 2B -7.818***
(1.406) (1.328) (1.366) (1.394) (1.350)
Africa 17.942%* 14.845%* 20.885*** 14.238*** 21.47 4%
(3.194) (2.438) (3.797) (2.538) (4.906)
Income 8.092%** 5.121%** 7.538*** 6.000*** 1.795
(1.495) (1.514) (1.484) (1.363) (1.389)
Net 2.974" 1.584 1.952 -2.039 1.482
(1.679) (1.672) (1.354) (1.835) (1.823)
No Information -1.572 -1.108 -1.708 -5.783** -2.930
(2.228) (1.860) (2.393) (2.050) (1.652)
Adjustment 3.357* 3.228* 2.253 2.812 0.680
(1.490) (1.508) (1.414) (2.158) (1.961)
Constant 43.776** 58.540*** 35.703** 43.707%* 63 85%**
(6.574) (8.140) (8.390) (8.876) (9.975)
R-squared 0.9770 0.9756 0.9743 0.9818 0.9874
N of Countries 28 29 29 29 28
N of Observation 152 184 181 184 151

Note Table entries are OLS estimates corrected foelpgecific autocorrelation. Panel-corrected stashda
errors are included in the parentheses. All exptagavariables are one-year lagged.
Ap <.10; *p< .05; ¥*p < .01; ***p <.001.

50



Table 5 Partisanship, Constitution, Electoral System, and the Percentagesoivitiea
Democracy and Partial Democracy

Partisanship Constitution Electoral System
Left Center  Right Parl. Semi. Presi. PR Mixed  Blur
Democracy 47.68 7.95 44.37 50.26 5.76 43.98 69.613.811 16.58

Partial Democracy  11.63 18.60 69.77 23.53 11.47 65.00 72.06 11.76 16.18
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CHAPTER 2
NO TAXATION, NO DEMOCRACY?
TAXATION, INCOME INEQUALITY, AND DEMOCRACY

Does taxation promote democracy? Do levels of taxation and distribution of tax
burdens lead to different types of political outcomes? It is widely acceptadithton tends
to promote the emergence of representative institutions. This theoregicaleart has been
developed from two different fields of democratization; one is a historicapretation of
state-building in early modern Europe and colonial America (e.g., Tilly 1990; 2604) a
another, the so-called rentier state theory, is a qualitative explorationMidtile East and
North Africa (hereafter MENA), where authoritarian regimel§ itimain strong even in the
era of the third wave of democratization (e.g., Ross 2001).

Although these ideas are well developed theoretically, few statigtiyatematic
studies have attempted to account for the relationship between taxation and denibera
only quantitative models to test the nexus between taxation and democracy have been
recently developed by Ross (2004) and Herb (2005). Yet, not only are their empirical
findings inconclusive, but they also share the same methodological problem, model
misspecification, which | shall discuss later.

With the insufficiency of the empirical literature on the effects cditiax in mind, |
wish to emphasize that the claim that a higher level of taxation is assocititedore
representative systems should be revisited. My analysis is distinctivieviehen both

methodological and theoretical grounds. First, unlike empirical studiesanedtearlier, to



fit the data nature of democratic transition and my theoretical purposegloyech event
history analysis rather than ordinary least squares regression mett#dd (f@here are good
substantive reasons to think that some variables of interest influence deratoratind
democratic breakdown in different ways, statistical models designed ky(&ii®}) and
Herb (2005) may not be appropriate because estimates of those models atteomuirtbfac
those transitions simultaneously. Yet, the event history models presenteshaleled me to
distinguish between the effects of variables of interest on democratizagosugvival of
non-democracy) and their effects on democratic breakdown (the survival of degjocr

More important, my theoretical contribution is to attempt to refine such argsrng
pointing out the ways in which taxation may bolster democracy. The gtpdint for the
analysis is that taxation differences do affect a democracy. Buié #ngt these taxation
differences will be influential only when some economic conditions are ie.fléare
specifically, | hypothesize that the effects of taxation on democracydderelatively
stronger in societies with more inegalitarian structures of inconrébdison because higher
income inequality can amplify the extent and depth of dissatisfaction citieene from
higher levels of taxation. Previewing my empirical findings, the evideresepted here
strongly help to buttress a key theoretical hypothesis, indicating thabtakais a
conditional impact on democratization (but not the persistence of democratiesggi
According to the theory, higher taxation levels and greater income inecgradityd tend to
promote democracy.

The following section reviews the relevant literature on democratizatiorytheor
focusing on the effects of taxation. After reviewing previous researcleriroff key

hypothesis, a summary of the data used in my analysis, and my statishingjuec event
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history models. | then present my own empirical findings from pooled time-siatie®f
regime transitions that cover all countries from 1970 to 2000 if data areapeliThe last

section concludes and proposes new agendas for future research.

Taxation and Democracy

The hypothesis that taxation tends to promote democracy is based on one strand of
fiscal sociology that explores the dynamics of state-building in early médeope and
colonial America (Ames and Rapp 1977; Ardant 1975; Braun 1975; Poggi 1978; and see,
particularly, North and Weingast 1989 on England). The historical facts on whiclrschol
have focused are that monarchies in England, France, Spain, and Austro-Hungamyived to
up some of their authority to representative systems in exchange for thetalygise new
taxes. Also, it has been argued that three new taxes England imposed aceAmitre
1760s (the Sugar Act, the Stamp Act, and the New Townshend levies) were thst tataly
the rebellion against the British government.

The point on which theories associating taxation with the advent of democratic
political systems focus is the bargaining between political elites whotawaaise the money
for warfare and citizens who want to wield certain political rightsy T1990; 2004), in his
study of middle and modern states in Europe, points out that, in the bargaining with the state
that were in pursuit of revenues, citizens demanded more accountability from theomand s
influence over how their taxes were spent in exchange for new taxes. Kings éindlpoli
elites, even though it was not their intention to form representative institutiahzedethat
it would be a more efficient and less costly way to build up large revenues if tdey ma

concessions to barons, clergy, gentry, and the bourgeoisie. Therefore, demowrady a

54



amid rising bargaining among the main classes, which was triggered byagshafrmoney
due to increasing warfare in early modern Eurbpe.

The other strand from which the view that taxation tends to promote democracy has
been generated is the rentier state theory, which is one of the tools to dxplaihustness
of authoritarian regimes in the MENA region. It has been argued that ‘Midglea
exceptionalism’ still dominates the main perspectives on democratizatidrsoziaty, or
political culture in MENA. The third wave of democratization has been widespreza s
1974, and democratic regimes have replaced authoritarian ones in approximately 88scount
in Europe, Asia, and Latin America (Huntington 1991, 21). MENA, however, has remained
resistant to the third wave contagion. Only Israel, among 18 MENA countries, could be
identified as a democracy in 2005. Discussions of the global waves of demaoratizat
consider the Arab world as impervious to democratization, and Arab countriesdesve b
ignored in research in the field of democratization.

The positive relationship between resource rents and the persistence of aighorita
regimes is the nuts and bolts of the literature on the rentier state thedir¢dn 1995;
2001; Beblawi 1987; Crystal 1990; Luciani 1987; 1994). The specific mechanisms through
which rents might promote the durability of authoritarianism can be summanibaed i
categories. If we think of citizens as consumers and governments as sufiiérst
mechanism might be calleh effect of londemand It suggests that when governments
acquire the exceptional profits from natural resource extraction, “tiedikaly to tax their

populations less heavily or not at all, and the public in turn will be less likely to demand

° For an analytical model of the nexus between taxation and democraBgtsseand Lien (1985).

%1 borrow my terminology, the effects lmfw demancdandhigh supply from Ulfelder’s lexicon,
“demand-side and supply-side explanations” (2007, 997).
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accountability from — and representation in — their government” (Ross 2001, 33?). Li
Anderson (1995; 2001) argues that soft budget constraints resulting from extereratisoi
have left conditions in the region profoundly inauspicious for democracy. “(T)helakila
of exogenous revenues releases governments from their reliance on domestiortax
significant components of their income and, therefore, from many of the ordinaggitalyis
of domestic accountability” (Anderson 1995, 32).

The second is through what might be dubaecffect of high supplyWindfall”
(Beblawi 1987) or “manna from heaven” (Dunning 2008) derived from the sale of mineral
resources tends to enables rentier governments to provide a wide rangeseffiieess to
citizens, such as education, health care, and housing; therefore, these staigtat@nage
and the rentier economy have weakened the economic basis of potential opposition groups
(Gause 1993). In theory, the contrast between these two types of mechanemsitat
clear-cut, but, in practice, they influence each other. Each tends to be theidehs the
coin. The democratic effect of taxation will be relatively strongeitifens are dissatisfied
with fewer government benefits. In this context, whether citizens demaratd®sy is a
function of two responses to the increase of taxes and the decrease of government
expenditure (government service). This logic also matches the findipgdbloé opinion
studies, which suggest that the complaints of citizens regarding their govésimen
provision of public goods lead to political protest (Finkel and Muller 1998; Finkel, Muller,
and Opp 1989; Muller, Dietz, and Finkel 1991). Thus, when we explicate and test a corollary
of the rentier state thesis, “no taxation, no democracy,” we should considerelwd the tax
burden relative to government services.

It seems there is a grain of truth in this argument, but relatively littielarly
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attention pertaining to testing its validity and generality has been devotgaheszing
systematic improvements in the field. As | show, samples selected foratidgatie
democratic effect of taxation have been limited in terms of historical andagdwcal
aspects. Historically, only a few early modern Western countriesHngland, France,
colonial America, Spain, and Austro-Hungary) have been selected asathplex of
democracy facilitated by high level of taxation. Geographically, the hygistabout the
relationship between taxation and democracy has been isolated within the ME\AisiSe
Most of the researchers on democratization have ignored the riddle of the NdENAracy
deficit and, broadly, “no taxation, no democracy” has existed as “a theoretitzalesrfor
years.

Although some quantitative models to test the nexus between taxation and democracy
have been recently developed by Ross (2004) and Herb (2005), not only are their empirical
findings inconclusive, but they also share the same methodological problem, that is, mode
misspecification. They both draw their conclusion from the OLS method, consfructi
somewhat different dependent variables from the Polity 98 dataset of Gurr aasJagg
(1999) or from Freedom House’s democracy score, respectively. It continuestorbenan
practice to analyze the Polity and Freedom House data through the lineasioegnesdel.

Yet, in addition to the important problem, mentioned earlier, of not differentiatingbet
the effects of taxation on democratization and its effects on democratic breakuswn, t
widely accepted practice involves some serious systematic problarear kegression

analysis makes a big assumption: The distances between adjacent esit@goequal. But
the Polity and Freedom House’s democracy datasets were origirdifiglorariables, with

categories that can be ranked from low to high yet with unknown intervals betdjeeent
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categories, such as a Likert scHi€or instance, the distance between -5 and 0, in the degree
of Autocracy, cannot be considered the same as the one between +5 and +10, in the degree of
Democracy, in the Polity dataset.

If the implicit assumption that the intervals between adjacent categoed¢se same
is false, then linear regression results may be biased and can be seva&esging. Both
McKelvey and Zavoina (1975, 117) and Winship and Mare (1984, 521-23) show examples
where a linear regression model of the ordinal dependent variable produces ithe biase
coefficients and misleading resulfs.

Moreover, their empirical findings do not strongly support the democratic effect of
taxation on democracy. Drawing from pooled time-series cross-natioadtolat 113
countries between 1971 and 1997, Ross finds a statistical evidence to uphold the hypothesis
that “higher taxesgelative to government serviceend make states more democratic,” but
does not find consistent support for the argument that “higher rela¢ise to incomdead to
democratization” (2004, 247, emphasis in original). However, the test Herlscautje
focusing on rentierism which is measured by rent revenue as a perceniagé of
government revenues rather than the direct impact of taxation, does not support tle@targum
that rentierism has a negative net effect on democracy.

My preliminary empirical results from the event history analysis sift®w that
taxation does not significantly influence democratic transitidn.these specifications, the

coefficients for taxation are positive (as expected, higher levels oidiaeakt associated

! See Gleditsch and Ward (1997) and Vreeland (2003) for critiques of psactisandle the Polity
and Freedom House data as continuous measures of democracy.

12See Long (2005, chap. 5) for a more thorough discussion of this issue.

13 |ts estimates are the same as those of Models 1 and 4 in Table 2.
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with democratization), but they do not even approach statistical significamese Tesults
therefore offer little support for the hypothesis “no taxation, no demotidtg. counter-
theoretical evidence raises some possibility that will require fuetlaboration. One
possibility is that the political consequences of taxation may not be constasg the
countries, regardless of their economic conditions, especially income ineguattymay
condition the effect of taxation on democracy. It may be reasonable to infdrehabitse the
system of income distribution becomes, the easier citizens lose their tsitiper
government’s acts to increase the tax burden relative to government sefiersfore, the
analysis needs to be extended to income inequality and to employ an improved methodology
(e.g., the event history analysis). More systematic tests of dtereships among taxation,
inequality, and democracy should be performed. These are the objectives of yhis dimai

follows.

The Argument: Inequality Conditions the Effect of Taxation on Democrag

With the insufficiency of the literature on the effects of taxation in nitrehretically,
this paper systematically tests a hypothesis that derives the evédslemhocratization and
democratic breakdowns from a set of assumptions, arguing that the leveltafrtan a
society, together with the degree of the distribution of income, shapes undergiagences
for democracy. Before | address my key hypothesis further, | brieflywehie literature on
the effect of inequality on democracy.

Academic scholars committed to qualitative evidence seem to agree theg¢lela
equal societies foster a democratic transition (Aristotle 1988; Dahl 1971; Hontit@91;

de Tocqueville 1990). More recently, Boix (2003), using a more sophisticated quantitative
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method (and an analytical model) developed in tandem with available panel datame inc
inequality and the increasing concern for policy-wise implication of severe iitggua
suggests that higher inequality decreases the possibility of a demtrenasition because,
with greater inequality, elites have a lot to lose by introducing democracwithplace a
greater redistributive load on them, which makes democracy more costly and sioppres
more appealing for elites.

Contrary to the intellectual history mentioned above, Acemoglu and Robinson (2006),
synthesizing their two earlier pieces (2000; 2001), address an inverted U-shatieistep
between inequality and the likelihood of democratic transifidn fairly equal societies, a
revolution becomes more costly for citizens because they alreadytlfeorafthe current
structure of the economy, so they do not claim any further rewards that may bd bffehe
democratic rules. In contrast, in fairly unequal societies, albeit it idyhigasonable to
predict an intensification of the redistributive demand of citizens on the authority-of non
democracy, the cost of redistributive taxation to elites in democraticcgditid, accordingly,
their animosity against democracy, should be higher. Hence, democratization lesy be
likely to happen in unequal societies. The researchers suggest that dent@ersitions are
more likely to occur as societies are located somewhere between ths higthéowest level
of inequality, i.e., in the middle levels of inequality. “Here, the citizensiar¢otally
satisfied with the existing system, and elites are not so averse to deynthat they resort to
repression to prevent it” (Acemoglu and Robinson 2006, 37).

This literature on the effect of inequality on democratization paralletsne £xtent

%t is very interesting that the results of their three works vagn suggest opposite predictions.
This may be analogous to the logic of the Hegelian dialectic: atf@pbsitive relationship between
inequality and democratization, 2000), an antithesis (a negative one, 200a&)sgnthesis (an
inverted U-shaped one, 2006).
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the one on the effect of taxation on democratization; although qualitative andcahalyti
studies (except for Acemoglu and Robinson 2000; 2006) seem to agree that equal
authoritarian societies are more likely to transition to democracy, theieashresults are
controversiaf*®> Probably the most serious problem with the current theories that link
inequality to democratization is the extent to which causal mechanisntsogenon the
grounds of theoretical convenience. As Houle (2009, 593) points out, inequality has “two
opposite ... effects on democratization” by influencing the preferenceses ahd citizens
in a contradictory way; inequality makes democracy less attracteléds by increasing
potential costs from redistribution but more appealing to citizens by increasimg booty
from soaking elites. Despite these conflicting effects of inequality orodetization,
scholars often pick up only one of the two opposite effects to bolster their theoretical
inferences?®

The theoretical inference that inequality has competing effects on deinatoat
does not mean that inequality, in practice, has no significant impact on infiredye
gratuitous to assert that two conflicting effects mainly find equilibriyroftsetting each
other. Various factors can influence the balance of power between inegualiyeffects,
such that one dominates in a particular instance. In this analysis, | argaeltiggter levels
of taxation, as citizens’ dissatisfaction grows, the costs to elites of sggesvolts will
surpass the costs of redistribution, in which democratization is more likehgefofes if | put

my key hypothesis another, but much similar way, taxation conditions the effaegoflity

'3 For a review of empirical studies on this issue, see Houle (2009, Table

' Houle (2009, 595-98) argues that, contrary to its effect on democratizagquality’s effect on
democratic breakdown (in his term, “consolidation”) is straightfwdyinequality increases the
likelihood of democratic breakdown because it only influences the fpafyelites (increase in costs
from redistribution) but not that of citizens.
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on democratization.

Going back to my starting point, the analysis here privileges the econondgitian
of political regimes, not because these always play significant rolesthet because the
political effects of taxation should certainly depend on such an economic facandidels
suggest that the democratic effect of taxation is contingent upon the level oeincom
inequality in a given society. At low levels of inequality, as income temts distributed in
a more balanced way among individuals, the burden of taxation would be bearableris citize
and the effect of taxation on the likelihood of democratic transition would be at minor.

In contrast, in highly unequal societies, if elites do not intend to endure the pbtential
greater tax revenue of future democracy, the political outcome assumed &ubesb and
the fiscal outcome predicted is the lower tax system to abbreviate theilbathst demand
of citizens, like most of the authoritarian regimes in MENA. However, albigh of
taxation is more likely to induce democratization in societies with a highdéueequality
because the combination of high levels of taxation and highly unequal econontiarstruc
may aggravate the extent to which citizens want to soak elites. In thistcoiméesost to
elites of repression becomes higher than the taxes that will be imposed on thehe It
credible threat of a revolution by citizens that eventually induce eliteséptademocracy.
In sum, my testable hypothesis emerging from my theoretical arguntbat iscome
inequality enlarges the democratic effect of taxation; in particuladehecratic effect of
taxation may be stronger in societies with high degrees of income inequalityyayt not

the case in relatively equal countries.

Variables and Data
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Regime Types

Among the hot issues that show sharp disagreement in comparative research on
democratic regimes is the choice of measures of democracy: dichotomousdatd gra
approaches (Collier and Adcock 1999; Munck and VerKuilen 2002). In this study, fajlowin
Przeworski et al. (2000) and Boix (2003), | apply a categorical measDenufcracybased
on a distinction between authoritarian and democratic regimes. Decidiny hvgical
treatment of democracy should be appropriate for what purpose (Collier and Adcock 1999)
The theoretical rationale is obvious. Operationalization of categorigaledgpes allows me
to investigate whether taxation reveals significant differences irstefan effect on the
regime transformation, hinging upon the degrees of income distribution among individuals
The methodological rationale is even clearer. It is fairly complictt@nalyze and hard to
interpret ordered ranked outcomes that have many categories, such as troaRaély(a
21-point scale) or the Freedom House’s democracy scores (a 7-point scailgj; titne
ordered choice models.

Yet, the world is not as simple as one might wish. To sketch the world as either
democratic or authoritarian may ignore the possibility of an intermechats partial
democracy, illiberal democracy, or whatever one wishes to call it. Bothridtort (1996)
and Diamond (1996) point out that a growing number of countries exist “somewhere in the
middle” of the “democratic-nondemocratic continuum” (Huntington 1996, 10). Also, some
scholars note that the countries belonging to an intermediate category dleo@ntjatterns
of political and socioeconomic dynamics from either full democracies aadthioritarian
regimes (Bacher 1998; Goldstone et al. 2000; Mansfield and Snyder 1995; Zakaria 2003).

To address these theoretical concerns, | employ a trichotomous measure of
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democratization: Non-Democracy (ND), Partial Democracy (PD), amddaracy (D).
Empirically, to define a democracy in the panel sample from 1970 to 2000, | divideesggim
the dependent variable, relying on the Polity IV dataset (Marshall and S&§i§a1), into
non-democracy (Polity value -10 to 0), partial democracies (+1 to +7), or demedref to
+10). The reasoning for my choice of 8 and aboveasocracyis offered by Polity IV. In

the dataset, 8 points is a threshold for a “mature and internally coherent deniaenech
satisfies the following conditions: (a) ‘fully competitive’ politicalrpeipation, (b) ‘elective’
executive recruitment, and (c) ‘substantial’ constraints on the chiefitaxe (Marshall and
Jaggers 200Dataset Users’ Manual

Table 1 presents the dynamic of transition from one regime category to artother. |
shows the number of regime transitions that occurred in all countries during 1970-2000. The
entries in parentheses in the diagonal cells indicate very stable countritzbldéen-
democracies (cell A), 8 stable partial democracies (cell E), and 28 dihblbcracies (cell 1).
The numbers in the off-diagonal cells denote 171 regime transitions of the sixlg@&sds.
Appendix A displays the list of stable countries, as well as the countriggearslin which
regime transitions took place.

The table reveals that democratization (autocratic breakdown) accounts fonthe |
share of regime transitions, which have occurred roughly four times mardeh#ocratic
breakdown. In my operationalization, democratization includes the transformation-of non
democracy into partial democracy or democracy (cells B and C, total 82), andrdgm
breakdown implies the transformation of democracy into partial democracy or non-

democracy (cells G and H, total 22). Almost half of partial democracies imiave
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democracy (democratic consolidatidrgell F), and the other half move back into non-

democracy (backsliding, cell D).

Taxation and Income I nequality

To fit the theoretical hypothesis above and to combine the effects of low demand and
high supply,Tax/Expis measured by total tax revenues as a percentage of total government
expenditure, which covers all current and capital expenditures, including intgnesia
on past debts. Its theoretical implication is that citizens weigh the abi&tnding the
government against the benefits they receive. The data are from World BdvaSmat the

University of Michigan (http://www.bus.umich.edu/otpr/otpr/default)asp

The variable of income inequality comes from the Gini variable in the Wortdriac
Inequality Database (UNU-WIDER 2007). This is by far the most comprislee@Gai
dataset, including 4981 observations from 152 countfiBecause the dataset is an
accumulation of various surveys with different methods, implying that all the @ateaof
the same quality, and some countries have more than one observation for carsih ye
developed the following selection criteria to trim down the data.

First, | choose data produced with either clear income concepts or qualtys,
which are coded as 1 or 2 for the variaQleality in the dataset. | also drop any data that do
not cover all areas, all population groups, and all age groups in those population groups (See
AreaCovr, PopCoviandAgeCovrin the users’ guide). Then | choose data whose income-

sharing unitsincSharU,are family or household, not individual. This is because | believe

7| use the ternconsolidationin a general mode to denote regime change in which partial
democracies move up the ladder. There are no theoretical connotatitresdefinition of this
change.

18 Eor more information, vistttp://www.wider.unu.edu/wiid/wiid.htrand look at the user’s guide.
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inequality is better measured by family or household incomes than by individual Bicome
Another thing to be considered here is whether data have any equivalenceEsgalss,to
take different family or household sizes into account. Finally, to magnify the nawhber
observations and to smooth out annual anomalies, | employ a five-year average efl adjust

Gini coefficients.

Control Variables

In addition to the hypothesized variables, | incorporate two economic variaates t
are commonly theorized as the factors to affect regime transitiorfirgtis the level of
economic development (Boix and Stokes 2003; Lipset 1959: Przeworski et al. 2000),
measured as the natural log@DP per capita(in constant dollars, Chain Index, expressed in
international prices, base 2000), taken from the Penn World Tables. As the seconde@conom
variable, | include rates of economic grow@rpwth Ratewhich is often expected to have a
positive impact on the longevity of regimes (Gasiorowski 1995; Haggard and Kaufman 1995;
Przeworski et al. 2000). | adopt an additional method, the square root of the two-year prior
moving average of a country’s annual rate of growth rate, to weakereigletsvof annual
eccentricity and higher values.

Consistent with conventions in the field, | also control for some social and cultural
factors that have been found to influence the transition to and the survival of democracies
The first is ethnolinguistic fractionalization indd€x,.F, which is commonly theorized as a
contributor to democratic breakdown (Muller and Seligson 1994). Data come from Roeder
(2001). As the cultural variables, | inclu@atholicandMuslim, measured as the percentages

of a country’s population that are Catholic and Muslim. Previous researcher®tagle f
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evidence that democracy is less likely to flourish in countries with laxggi populations

in that Islam emphasizes authority and community over an individual’s rightesdbm
(Barro 1999; Fish 2002; Lipset 1994; Salame 1994). In a similar vein, some studies have
noted that there is a negative correlation between Catholic population and democracy
(Cheibub 1998; Huntington 1991; Lipset 1994).

| also construct a variablBesourceto account for the role of natural resources in
regime transition, which is measured as the share of a country’s grosmh@aibome
derived from the depletion of energy resources (petroleum, natural gas, Bri¢eedolt,
Matete, and Clemens 2002). This variable captures the theorem of the “resogelg Ross
1999), in which the lion’s share of national income from extractable natural cesasir
considered a boon for the prospects for authoritarian rule (Jensen and Wantchekon 2004;
Ross 2001; Smith 2004; Ulfelder 2007). Furthermore, another dummy variable is added for
countries that had experienced British colonial rule, of which inherited legaliiosts seem
particularly conducive to democracy. The dataMwslim, Catholic andBritish Colonyare
from La Porta et al. (1999).

In addition, two international control variables are included. First, researsbem to
agree that trade openness matters in the choice of political regime,sandrifible receives
some empirical support in the literature (Epstein et al. 2006; Gasiorowski 1995), evgm thou
they disagree on how trade openness influences regime transition on theam@ticds gsee
Boix 2003, 142-43)Tradeis measured as the natural log of the sum of the total imports and
exports as a share of a country’s GDP. The da@rofvth RateResourceandTradecome

from the World BankRVorld Development Indicator

67



Second, the democratic domino theory asserts that democracy is contagious
(Gasiorowski and Power 1998; Gleditsch and Ward 2006; Huntington 1991; Leeson and
Dean 2009). Thus, I include two measures of the percentage of (partial) depsuraci
country’s regionRegionalTotal Democracypartial democracy + democracy) drdgional
Democracy The former is employed in democratization specifications and the latter, i
democratic breakdown specifications. Whereas regions are often diviediag to either
the Correlates of War coding (Lai and Melkonian-Hoover 2005; Reiter 2001) or Gaskorow
(1995; Bernhard, Nordstrom, and Reenock 2001), | divided the world into the following
regions: Advanced industrial countries (Western Europe, North America, Aaiséiadl New
Zealand), Asia (including Fiji, Papua New Guinea, Solomon Islands), Laterida, Middle
East and North Africa, Post-Communist countries, and Sub-Saharan AfrisaaXtinomy
may better fit the specific geopolitical history of regime transitiotne world.

My final control variable is a measure of a country’s experience aheeghange.

Past democratic transition or breakdown brings political learning fiileatsathe prospects

for regime transition (Acemoglu and Robinson 2001; Huntington 1991). To operationalize a
country’s history with regime transition, | construct two varialdResyious Democratic
TransitionandPrevious Democratic Breakdowwhich are the total number of previous
experiences with democratization (NB PD or D) and democratic breakdown{®PD or

ND), respectively, that a country has experienced since 1960. As the vathablesunt the
number of regional (partial) democracies, the former is used in democoatizat

specifications and the latter in democratic breakdown specifications.

Potential Problem: Endogeneity
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The standard regression is based on the assumption that the explaaatdies are
exogenous, which means that unilateral cause-and-effect refatidretween the predictors
and the predicted, if any, is only inferred from the statisicatlels. Yet, in practice, this
assumption is not satisfied in many situations, as it is masonable to think that two-way
or simultaneous relationship between the dependent and explanatoryeganeaiich makes
the distinction between them of dubious value, occurs. Moreover, having ageardy
problem, the standard regression method may not be applied in thatahmefgas estimated
are biased and inconsistent, that is, they do not converge to their truatpopuélues no
matter how large the sample size.

In my previous paper, “Politics and Income Inequality,” | hypatteethat one of the
factors that matter for the level of inequality are also difeerent styles of political
institutions, which would generate the problem of endogeneity. To ta&eaccount this
issue, | employ the following statistical treatment; aél £xplanatory variables are one-year
lagged. Moreover, it can be assumed that this problem would be mibestan my papers
because political institutions focused in this paper are poligggines, that is, democracy vs.
authoritarianism, but the ones in the previous paper are governmensamsip,
constitutions, and electoral systems. Strictly speaking, they cherefuated, and should be
analyzed as different factors in their relative contexts. Nioportantly, context differs. In
this paper, my leading goal is to examine whether the demoeftdats of taxation tend to
be relatively stronger in unequaluthoritarian societies because event history models
analyze the failures of authoritarian regimes assumed astgatitowever, in the previous
paper, my theoretical aim is to find some potential causaltefeddhe political institutions

on income inequality only amondemocraciesbecause my hypothesis is about whether
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democratic institutions are working as assumed. As for the reabong, endogeneity may

not generate some serious problems in my theoretical explanations.

Model Specification

| employ event history analysis to address the question: What afieatsiration of
non-democracies, partial democracies, and democracies? Event histgsysamed become
common in empirical work on democratization over the past few yBarahard, Nordstrom,
and Reenock 2001; Epstein et al. 2006; Feng and Zak 1999; Gasiorowski 1995; Lai and
Melkonian-Hoover 2005; Pevehouse 2002; Przeworski et al. 2000; Reiter 2001; Ulfelder
2007). Called a wide variety names, such as duration model, survival model, faikeire-t
model, or reliability model, event history analysis enables one to answaeariensive set
of questions than conventional analyses by using information about the number, timing, and
sequence of changes in the dependent variable; it enables one to find not only caalses but
patterns of change concerning the time to the occurrence of an event (Berssteier and
Jones 2004; Box-Steffensmeier and Zorn 2001).

All event history models have in common the goal of accounting for the hazard rate
inherent in some phenomenon. The hazard rate is generally taken to be a functmn of tw
components: first, a set of independent variables or covariates, which are tie ke
hazard rate in a log-linear fashion, and a baseline hazard rate, whigdengpiies underlying
behavior. In mathematical form,

Mt) = exp’B)ro(b),
wherel is the overall hazard ratl, is the baseline hazard rate, and a vector of

covariates with associated coefficiefits
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Based on the theoretical assumption and the structure of the data, | use eatdiffe
methods of event history analysis. First, one distinctive characteristitaohdhis study is
that a country can experience events — democratic transition, democratic breakdow
consolidation, or backsliding, in my models — more than once. This is problematic if the
traditional duration model is used to estimate multiple events data becausditiomala
model assumes that the event times are independent. This assumption is higttly bke
violated in multiple event data. If we do not address correlation among repeastibina,
the standard errors will be underestimated. Thus, | employ a repeédieesfaariant of the
standard duration model, which adjusts the variance of the parameter estyratessdning
on subjects to account for the repeated nature of the data (Box-Steffensmdelenas 1997;
Box-Steffensmeier and Zorn 2002; Kelly and Lim 2000; Wei and Glidden 1997). A robust
covariance matrix in models with repeated events is given by

v=I"G'GI,

wherel is the estimated covariance matrix @ a matrix of the group efficient score
residuals.

Whereas the first method of event history analysis concerns the multpleeyces
of thesameevents, that is, democratization or democratic breakdown, the second method
concerns the multiple eventsdifferenttypes. If partial democracies are patients, they tend
to fail either to democracy or to non-democracy. Interested in the diffeegrstivwhich a
partial democracy may fall, | may assume that different covarcae affect one kind of
event occurrence, but not another. For instance, in my study, | can trabemdret how key
covariates, that is, levels of taxation and income inequality, may influenoegiheer

transitions of partial democracies toward non-democracy or democracy ifféhendiways.
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If | find that a variable of interest has a positive effect on transition to demybut a
negative effect on transition to non-democracy, this may support the robustness of my
conclusion.

Thus, for this analysis, | employ an independent competing risks model to catch
multistate processes among Cox competing risks specificafittrsssumes stochastic
independence, which means that risks associated with each of the different @vents a
independently. This assumption is analogous to independence of irrelevant aer(ib)
in discrete choice modeling. Estimation of an independent competing risks model is
somewhat straightforward. In this analysis, | estimate sepatatelglifferent univariate Cox
models, first consolidation and then backsliding models, while treating one regimgion
of interest as complete and the other as censored. In addition to computational caeyenie
another reason for adopting this method is that the independent risks models “provide
estimates of the hazard shapes which, at least in mean values, approxinmageshapes”

(Sueyoshi 1992, 52) even in the case in which the assumption of independence is not correct.

Results
| proceed to analyze the results from three sets of analyses that focused on the
potential causes of democratization (the survival of non-democracy,N¥D or D),
democratic breakdown (the survival of democracy>PD or ND), and the backsliding (PD
— ND) or democratic consolidation (RB D) of partial democracy, respectively. In the test
for multicollinearity through employing Stata’s variance inflatiortda¢VIF) command, |

find no hint of significant collinearity, given that none of the variables has sadfe of

!9 David and Moeschberger (1978) provide general discussions of competingois. For an
example of an independent competing risks model, see Zorn and Van VEOG®,(and for some
methodological shortcomings of this approach, see Gordon (2002).

72



more than 3. Tables 2 and 3 display the main results of my analysis, and the lesjts c
support my argument that the influence of taxation on democracy is contingent upon the level
of income inequality. The failure events for the models in Table 2 are thitnrasmsf non-
democracy into (partial) democracy and those in Table 4 are the transitiomsaufrdey into
partial democracy or non-democracy.

As a robustness check, | utilize both a Cox semi-parametric model antballWeli
parametric model. The main difference between these two models is whether the
distributional form of time dependence is specified. The Cox model is moreldéekie to
having no assumptions about a functional form of the baseline hazard rate, making it an
appropriate strategy for many applications, whereas the Weibull model psoplaiameter
estimates and a relatively easy way to interpret the baseline hazegftlacompare Cox
and Weibull estimates, the first three columns of estimates in eachdpbtéthe Cox model
result$' and the other three columns give the Weibull estimates. The coefficisass dse
impact of the explanatory variables on the hazard rate. As such, a pogtivegiies that
an increase in the value of the explanatory variable leads to an increase ratider iz,
indicating shorter survival time, and a negative sign implies that the hazargpeateecing
the failure event is proportionally lower, indicating longer survival time.

Among the control variables, one interesting pattern from the democratization a
democratic breakdown models concerns the estimated effe@@Rper capitaModels in
Table 2 suggest th&@DP per capitahas positive coefficients but is marginally significant in

only Models 2 and 5, indicating that there is no statistically strong evidenctraimic

2 0On the issue of model selection, see Box-Steffensmeier and Jones (2p08) cha
L For the Cox models, | employ the Efron method for the approximation of the pkefiilbod

function because it provides a more accurate approximation than the Brestbad when a large
number of tied cases exist.
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development leads non-democracies to become (partial) democracies mkise Biaidels

in Table 4 indicate thaDP per capiteéhas negative and statistically significant effects on
prospects for a democratic breakdown, implying that higher economic develkoipereases
the probability of the democratic survival. Taken together, the results suggestachamic
development may not increase strongly the likelihood that non-democraciesmgition to
democracy, but it causes democracies, once established, less likely to brea paxtialt
democracies or non-democracies. This is clearly consistent with theefexasj theory of
democratization coined by Przeworski and his colleagues (Przeworskiranddii1997;
Przeworski et al. 2000).

The significance of the control variables Regional Total Democra@ndRegional
Democracyemains consistent across the six models of each table, strengtheningdlie ove
impression of the democratic domino theory that the increase in neighboringl)parti
democracies is exerting considerable impact on whether the regimes iomuwaktsurvive
or collapse; countries surrounding democratic neighbors tend to undergo #otrdasit
democracy and, once they succeed, maintain their democratic systems. Tibiectsedf
Muslimgo in the expected direction and reach the standard thresholds of statistical
significance across all models in Table 2, but they do not retain significatiee Cox
models in Table 4. It means that as Muslims over the whole population increasenttee cha
of democratization is likely to decrease. However, the likelihood of demostratiival is
not significantly associated with rising Islamic population.

The first explanatory variable of theoretical inter@a/Exp does not achieve
statistical significance throughout all models. Whereas it takes on thpatatd signs, e.g.,

positive in democratization Models 1 and 4 in Table 2 and negative in democratic breakdown
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Models 7 and 10 in Table 4, implying that higher levels of taxation boost the ratieia fai
for democratization but reduce it for democratic breakdown, one may not infer that hig
levels of taxation appear to be systematically related to more dermnoerimes, because its
coefficient is not significarf’

As the second variables of interdsequalityand its squardnequality, retain the
anticipated signs in Models 2 and 5 in Table 2, and the joint test of the null hypdthaésis t
Inequalityandinequality’ have no explanatory power is rejected at the 10% level in only
Model 5. Although this is not a statistically strong impact, we can gegaetlunderstanding
of how the effect of inequality on democratization varies by rewriting Modef&lag/s:

A(t) = exp(.005 ¥nequality— .0005 xinequality + everything elsé)(t)

The equation above shows that inequality has an inverted U-shaped effect on the
likelihood of democratic transition and the vertex of this curve lies at a 5 point)y whg
originally equal to a 42.88 Gini score (5 + 37.88 [Gini’'s mean value in the estimation
sample]) because the variabldméqualitywas centered before | constructed its square
variable. From this calculation, one can conclude that, at low levels of ineqimityctease
in income inequality tends to increase the likelihood of democratizationhmtBini index
reaches a 42.88 point. For instance, the Philippines, Portugal, and Thailand wereghover
over this spot of income inequality when they experienced democratization in 1986, 1975,
and 1974, respectively. After that point, however, as societies become more unequal
distributive structures, their chance to evolve toward democracy tends to deBgasd
large, there seems to be some evidence to support Acemoglu and Robinson (2006)’s final

hypothesis, though weakly significant.

%2 also run the model with 5-year or 10-year lag¥ad/Exp following Ross (2004), but do not find
its statistical significance.
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The effect ofinequalityon democratic breakdown is somewhat different. Table 4
illustrates that the effect of inequality on democratic breakdown is nrargrgforward than
its effect on democratization. In the specifications of democrat@kidiown, | did not include
a square term of inequality because in theory, none hypothesizes a nonliriesstea
between inequality and democratic breakdown, and, in practice, the coefhitieequality,
without its square term, is strongly statistically significant. As conweal wisdom,
inequality is not good for the stability of a democracy: Its stronghifstg@nt and negative
signs indicate that higher levels of inequality are likely to increase thilandikd of
democratic breakdown. All in all, this analysis finds some evidence in favor pféfa®us
predictions: Inequality affects the likelihood of democratization in an invéitsldape as
theorized by Acemoglu and Robinson (2006); in addition, it harms democracy as the
indicator to facilitate the instability of established democracy, wisicdely echoes the
empirical finding of Houle (2009).

My leading hypothesis is to examine whether taxation triggers the failuegimes
in question in conjunction with the levels of income inequality. This is achieved by
multiplying the appropriate pairs of explanatory variables, haxéExpandinequality, and
including the product ternfax/Expx Inequality.Models 3 and 6 suggest that taxation’s
interaction terms with inequality have a significant positive effect orodeatization, but
Models 9 and 12 indicate that their statistical significance seems to disg¢phpagh their
substantial directions (negative) of coefficients do match what | hypp¢hesien it comes
to the models of democratic breakdown. These estimates largely cdmdilkayt part of my
argument: Taxation and inequality seem to exert a discernible, interacpaetion the

failure of non-democracies in the sense that the existence of one factgtrsns the
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influence of the other. More specifically, higher levels of taxation withgismequality have
a facilitating effect on democratization, but their democracy-frieafigcts, once
democracies are established, appear to remain weak and insignificant.

To see how the effects of taxation on democratization vary across the diésedat
of inequality, | start by finding the Gini values that correspond to the mean, onedtanda
deviation below the mean, and one standard deviation above the mean. Because the variable
of Inequalityis centered, these values are approximately -10, 0, and 10, respectively (its
standard deviation in the estimation sample is 10.66). The effect of taxatioiven ague
of a inequality is given by + &3, which comes from the form of Model 3 in Tablef2i6 a
parameter oTax/Expandp; is one ofTax/Exp x Inequality. The relevant null hypothesis,
Ho : p1+ 852 = 0, can be tested by employing the following test statistic:

B+,

O-,él + aﬁz

where

N

[ n2. ~2. ~
T oy —\/0' b +Oh +2a0'ﬁ1’

B

Table 3 presents the test statistics obtained bgtgutingo with the values -10, O,
and 10, along with their statistical significanckem referred to-distribution withn — K — 1
degrees of freedorf’ The last statistic substituted by 10, one standaxdation above the
mean, is only statistically significant at the |[ee€5%. This pattern indicates that an increase

of taxation appear to help promote democratizationuntries suffer relatively higher levels

of income inequality, a Gini score of approximatéR; but that its effect on democratization

3 It is straightforward to getiatest on the effect dfax/Expwhenlnequalityis at its mean value. The
parameter oTax/Expin Model 3 can be directly evaluated because it captures the @ffiesot/Exp
whenlnequalityis at 0, which is its centered mean.
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does not remain on the edge of statistical siganfoe if countries enjoy the middle level or
equal distributive structures.

Table 5 shows the results of estimation for théabality that partial democracies
consolidate or collapse. At first glance, compaxgtth backsliding, models of democratic
consolidation provide few hints as to the poterfaators that aid democratic consolidation.
Note first that among the explanatory variab&BP per capitas the strongest factor to
influence the likelihood of both consolidation dmatksliding: Higher GDP per capita is a
promoting factor for democratic consolidation atgban inhibiting factor for backsliding.
Democratic neighbors and previous democratic egpeéa do not influence the likelihood of
consolidation, but (partially) democratic neighbargl previous democratic breakdown
strongly stabilize partial democracies. Turninghte variables of interest, levels of taxation
and inequality, and their interaction term do natkenpartial democracies more likely to
consolidate or collapse.

Admittedly, it is plausible to suspect that the emspl findings can be biased simply
due to failing to control for regional differencdst are closely correlated with the variations
of inequality and taxation. As argued earlier, negitransitions have not only been affected
by a region’s specific geopolitical contexts, e extents of taxation and inequality also
vary virtually across regions. As Table 6 showselg of taxation in MENA (49%), in which
almost all countries are robust non-democraciesirarch lower than those of other regions
— almost half of advanced industrial democracid84B— and levels of income inequality in
Latin America, in which democracies are among tlostrfragile, are the worst in the world,
no matter how one measures them. The hypothesegtive link between lower taxation

and non-democracies and the apparent positivebltlkeen higher inequality and
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democratic breakdown may be due to the effectemigofrom MENA and Latin America,
respectively, on both of the dependent and theaegbbry variables.

To check the robustness of my empirical findingaiagt these potential spurious
relationships, | also reestimated each specifinatrecluding regional dummies. If regional
contexts serve as a source of spuriousness, tleevale implication is that the statistical
significance should dwindle with their inclusionety this is not the case. As reported in
Table 7, the significance and estimated signs@gttplanatory variables of interest barely
change. Accordingly, the conditional effect of thaa on democratization and the negative
effect of inequality on democratic breakdown do se#m simply a proxy for regional

differences’

Discussion and Conclusion

This article has returned to the theory linkingdisvof taxation with democracy. In
doing so, it has reappraised the central argunfeaikation’s effect on regime transition,
focusing on the role of income inequality as adaahediating the influence of taxation.
Contrary to fiscal sociology and the rentier statory discussed earlier, my event history
analysis does not support their core claim. Hidéeels of taxation are not linearly
associated with the survival of democracy as wetha regime transition to democracy. In
line with Acemoglu and Robinson (2006), | also famdinverted U-shaped relationship
between income inequality and the likelihood of dematization: Non-democracies that
enjoy a relatively equal distribution of incomesuiffer highly unequal distributional

structures are substantially less likely to traosito democracy, other things being equal. In

|t is interesting thaGDP per capitabecomes strongly significant in all models when regional
dummies are controlled.
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addition, higher levels of income inequality desethe likelihood that democracies will
remain democracies.

The main contribution of my analysis is to link &den to income inequality in the
study of the impact of factors affecting the sualief regime types, and to show how one
reinforces the other. My results show that taxafind inequality act in synergy to promote
democratization. More specifically, the interactinBuence of taxation and inequality works
in a different way. It is not necessarily the ctis# an increase in taxation leads to improved
chances of democratization when inequality is Nst, in highly unequal countries, it is an
increase in taxation that is associated with higiausibility of democratization. Confirming
my hypotheses, this new discovery provides nevgisin the study of democratization.

Employing trichotomous measures of democracy,attisle may cast new light on
the significance of the intermediate category, ihagpartial democracy. In line with Epstein
et al. (2006), it is clear that a dichotomous dfacsgion of democratic regimes may not be
appropriate for capturing most of the real-worldedsity in regime transition. Categorizing
countries into non-democracies, partial democraeaied democracies, | evaluate how the
explanatory variables work in the democratic codstlon and backsliding phases as well as
the democratization and democratic breakdown ph&ePR per capita, which appears to
follow an “exogenous” route of democratization @wprski and Limongi 1997; Przeworski
et al. 2000), significantly increases the prospetexisting partial democracies, both by
enhancing democratic consolidation and by inhigitsacksliding. However, some other
factors, which are considered as strongly robusses of democratization and democratic
breakdown, do not affect the survival of partiahmberacies, especially in the consolidation

phase.
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A question then arises: What makes partial dema@sanove up or down the ladder?
As shown in Table 1, more volatile than other rezgrtypes, partial democracies seem to
move at random (36 cases of backsliding vs. 31socafseonsolidation). In an era of
worldwide democratization, few questions have gnetiteoretical and practical importance
than that concerning partial democracies. Yettikaby little scholarly attention has been
devoted to their specific mechanisms for their nmoget. Theoretical explanations of
democratization may be of little use if one doesatknowledge this intermediate category.

The need for this kind of investigation sets a vatgresting agenda for future research.
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Table 1 Matrix of Regime Transitions, 1970-2000

Number of Transitions to

From ND PD D Total (Transitions Only)
Non-Democracy A (46) B 69 c13 82 Democratization
Partial Democracy D 3Backsliding E (8) F 3Consolidation 67

Democracy G 11 H11 | (28) 22 Democratic Breakdown

Table 2 Determinants of Democratization, 1970-2000

Cox Analysi$ Weibull Analysis
Model 1 Model 2 Model 3 Model 4 Model 5 Model 6
Tax/Exp 0.382 0.070 0.427 0.209
(0.441) (0.425) (0.280) (0.266)
Inequality 0.008 0.009 0.005 0.005
(0.008) (0.010) (0.005) (0.005)
Inequality -0.0008* -0.001* -0.0005* -0.001*
(0.0004) (0.0005) (0.0002) (0.0003)
Tax/Exp x Inequality 0.074* 0.035"
(0.033) (0.019)
GDP per capita (log) 0.171 0.252* 0.192 0.072 0.144* 0.078
(0.142) (0.111) (0.150) (0.083) (0.069) (0.085)
Growth Rate 0.012 -0.039 -0.040 0.009 -0.022 -0.019
(0.035) (0.029) (0.032) (0.020) (0.017) (0.016)
Trade (log) 0.008 0.138 0.178 -0.036 0.042 0.040
(0.140) (0.128) (0.159) (0.085) (0.083) (0.089)
Catholic -0.002 -0.0005 -0.002 -0.0008 -0.0003 -0.001
(0.002) (0.002) (0.002) (0.001) (0.001) (0.001)
Muslim -0.018* -0.013** -0.015* -0.014** -0.009** -0.010*
(0.007) (0.004) (0.007) (0.005) (0.003) (0.005)
ELF 0.053 0.363 0.082 -0.010 0.201 0.005
(0.291) (0.278) (0.295) (0.190) (0.174) (0.184)
Resource -0.017 -0.018 -0.013 -0.011 -0.012 -0.006
(0.017) (0.012) (0.015) (0.011) (0.008) (0.008)
British Colony 0.375* 0.192 0.2817 0.280** 0.156" 0.204*
(0.151) (0.139) (0.147) (0.104) (0.089) (0.098)
Regional Total D 1.176* 1.291%** 0.907** 0.599* 0.645** 0.440*
(0.432) (0.366) (0.297) (0.250) (0.208) (0.182)
Previous D Transitions -0.163 -0.066 -0.182 -0.101 -0.043 -0.102
(0.125) (0.093) (0.127) (0.071) (0.053) (0.067)
Constant -289.996***  -209.466**  -265.377***
(56.094) (60.067) (61.016)
Observations 1564 2283 1140 1564 2283 1140
Countries 84 130 75 84 130 75
Log Likelihood -3586.063 -5768.626 -2711.382 7235.223 10276.69 5254
Chi-Square 110.49 194.95 73.64 65.79 109.78 43.39

Note Table entries are coefficients. Robust standenat& with clustering on the country are contaiired

parentheses. Prob>chi2 = .0000 for all models.
p £.10; *p <.05; **p <.01; ***p <.001.

2 Note that Cox models do not contain a constag.dbsorbed into the baseline hazard.
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Table 3t-Test Statistics of Tax/Exp across Different Levadl$ncome Inequality

S+ ab Statistic
One standard deviation below the mean, -10 -1.4107 -1.411 >.10
Gini The mean, 0 0.070 0.160 .869
One standard deviation above the mean, 10 2.298 982.2 <.05

Table 4 Determinants of Democratic Breakdown, 12000

Cox Analysis Weibull Analysis
Model 7 Model 8 Model 9 Model 10 Model 11 Model 12
Tax/Exp -0.454 0.647 -0.281 0.338
(0.416) (0.829) (0.299) (0.624)
Inequality 0.027*** 0.038** 0.019%** 0.027*
(0.008) (0.015) (0.005) (0.011)
Tax/Exp x Inequality -0.085 -0.038
(0.068) (0.052)
GDP per capita (log) -0.453** -0.466*** -0.617** -0.304** -0.288*** -0.469*
(0.151) (0.102) (0.211) (0.109) (0.074) (0.154)
Growth Rate -0.034 0.013 -0.037 -0.020 0.019 -0.020
(0.036) (0.032) (0.054) (0.023) (0.020) (0.038)
Trade (log) 0.213 -0.035 0.131 0.073 -0.068 0.055
(0.275) (0.158) (0.320) (0.198) (0.115) (0.247)
Catholic -0.0004 -0.004 -0.011* 0.001 -0.002 -0.006
(0.005) (0.003) (0.005) (0.004) (0.002) (0.004)
Muslim 0.003 0.002 0.001 0.001 0.0004 -0.0004
(0.004) (0.002) (0.003) (0.003) (0.002) (0.003)
ELF 0.345 -0.443 0.481 0.259 -0.285 0.435
(0.433) (0.351) (0.710) (0.295) (0.243) (0.528)
Resource 0.009 0.015%** 0.015 0.005 0.010*** 0.010
(0.009) (0.004) (0.020) (0.007) (0.003) (0.015)
British Colony -0.705* -0.639*** -1.266*** -0.462" -0.448*** -0.9g %
(0.350) (0.201) (0.312) (0.240) (0.138) (0.253)
Regional Democracy  -3.276*** -2.368*** -2.410%** -2.712%** -2.059%** - 2.225%**
(0.569) (0.432) (0.627) (0.408) (0.323) (0.516)
Previous D Breakdown 0.731* 0.404* 0.817** 0.574** 0.338** 0.661***
(0.311) (0.175) (0.295) (0.201) (0.124) (0.205)
Constant 14.228*** -125.163" 20.902***
(1.174) (75.080) (1.557)
Observations 1564 2283 1140 1564 2283 1140
Countries 84 130 75 84 130 75
Log Likelihood -2010.814 -3919.671 -1046.259 4139.114 7107.650 9.248
Chi-Square 179.23 257.01 155.12 159.40 200.95 151.46

Note Table entries are coefficients. Robust standenat&with clustering on the country are contaiired
parentheses. Prob>chi2 = .0000 for all models.
p £.10; *p <.05; **p <.01; ***p <.001.
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Table 5 Regime Change of Partial Democracy, 1971120

Cox Analysis

Consolidation Backsliding
Model 1 Model 2 Model 3 Model 4 Model 5 Model 6
Tax/Exp -0.878 -1.173 -0.167 1.171
(0.747) (0.775) (0.391) (1.043)
Inequality -0.014 -0.026 -0.001 0.001
(0.013) (0.016) (0.009) (0.024)
Inequality -0.001 -0.001
(0.001) (0.001)
Tax/Exp x Inequality 0.087 -0.147
(0.101) (0.094)
GDP per capita (log) ~ 0.725* 0.590** 0.4417 -0.328* -0.276* -0.890%**
(0.277) (0.189) (0.254) (0.153) (0.130) (0.223)
Growth Rate 0.091 0.076" 0.054 0.014 0.055 0.1387
(0.061) (0.043) (0.060) (0.039) (0.038) (0.079)
Trade (log) -0.051 -0.055 -0.184 0.245 -0.064 -0.051
(0.199) (0.198) (0.219) (0.251) (0.165) (0.299)
Catholic 0.0004 0.002 0.002 0.006 0.002 0.006
(0.002) (0.002) (0.002) (0.007) (0.004) (0.009)
Muslim -0.014 -0.021* -0.018 0.004 0.006* 0.003
(0.104) (0.010) (0.015) (0.006) (0.003) (0.011)
ELF -0.155 0.268 -0.059 -0.273 -0.584 -1.098*
(0.390) (0.338) (0.417) (0.352) (0.356) (0.540)
Resource 0.011 0.005 0.020 0.004 0.013** 0.010
(0.024) (0.019) (0.021) (0.009) (0.005) (0.018)
British Colony 0.182 0.185 0.133 -0.650 -0.131 -0.808
(0.174) (0.170) (0.209) (0.477) (0.251) (0.899)
Regional Democracy  0.666 0.429 0.538
(0.421) (0.343) (0.422)
Regional Total D -1.978%** -1.613%** -1.478*
(0.604) (0.478) (0.632)
Previous D Transitions -0.293 -0.179 -0.277
(0.233) (0.175) (0.268)
Previous D Breakdown -0.935* -0.974* -1.375%
(0.442) (0.324) (0.454)
Observations 1130 1617 926 670 1144 396
Countries 70 101 64 52 97 43
Log Likelihood -2798.218 -3888.651 -2187.844 -1078.847 -1984.310 422.600
Chi-Square 111.12 253.46 113.72 81.00 109.19 93.33

Note Table entries are coefficients. Robust standenat® with clustering on the country are contaiired

parentheses. Prob>chi2 = .0000 for all models.
p £.10; *p <.05; **p <.01; ***p <.001.
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Table 6 Means of Tax/Exp and Inequality by Region

Tax/Exp Inequality
Advanced Industrial Countries 0.84 30.0
Africa 0.71 43.4
Asia 0.71 38.8
Latin America 0.78 52.8
MENA 0.49 36.9
Post-Communist Countries 0.77 30.3

Table 7 Demaocratization and Democratic Breakdowth Wiegional Dummies, 1970-2000

Cox Analysis

Democratization Democratic Breakdown

Model 1 Model 2 Model 3 Model 4 Model 5 Model 6

Tax/Exp 0.346 0.009 -0.478 0.661
(0.444) (0.452) (0.427) (0.857)
Inequality -0.006 -0.007 0.037*** 0.061***
(0.009) (0.010) (0.009) (0.018)
Inequality -0.001 -0.001
(0.0004) (0.001)
Tax/Exp x Inequality 0.0577 -0.073
(0.033) (0.076)
GDP per capita (log) 0.524*** 0.400*** 0.488*** -0.469** -0.522%** -0.609**
(0.150) (0.119) (0.152) (0.178) (0.119) (0.237)
Observations 1564 2283 1140 1564 2283 1140
Countries 84 130 75 84 130 75
Log Likelihood -3541.726 -5738.851 -2689.731 -2002.606 -3881.682 103%.143
Chi-Square 143.09 197.06 99.58 119.95 210.43 122.15

Note Table entries are coefficients. Robust standenat® with clustering on the country are contaiired
parentheses. Prob>chi2 = .0000 for all models.
p £.10; *p <.05; **p <.01; ***p <.001.
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CAHPTER 3
ASIAN DEMOCRACIES AND THE PUBLIC SECTOR:
THE POLITIICAL ECONOMY OF GLOBALIZATION

Despite the steady growth of literature addresgiegelationship between
globalization and subjects relevant to governmgpeaditures, substantial differences
remain across theoretical arguments and empiiiledings (Adsera and Boix 2002; Avelino,
Brown, and Hunter 2005; Cameron 1978; Esping-Arated®996; Garret 2001; Hicks 1999;
Hicks and Swank 1992; Huber and Stephens 2001sdnesind Cusack 2000; Katzenstein
1985; Kaufman and Segura-Ubiergo 2001; Pierson;ZR6drik 1997; 1998; 1999; Rudra
2002; Rudra and Haggard 2005; Swank 2002). Theetieaintroversy in this group is over
whether globalization has eroded national econtvay,reduced nation-states’ political
latitude, and has led to convergence into neolim@anomic and social policies around the
world, which has often been called the debate beviiee efficiency hypothesis versus the
compensation hypothesis.

To account for the inconclusive results found betweglobalization and government
expenditures, contemporary research has develbgedetical explanations in which
domestic political institutions mediate the impatglobalization on government expenditure.
In a sample of advanced industrial democracies possibility that causes cross-national
differences is that the power of left political )@ and the working class varies across
countries (Boix 1998; Bradley et al. 2003; Garl&®8; Hicks and Swank 1992; Huber and

Stephens 2001; Korpi 1983; 1989; Kwon and Pontu2808; Swank 2002). Because it is



plausible that globalization has generated newipaliconstituencies for leftist policies
among the losers, left parties have the politiceéntives to pursue redistributive social
policies. Following a power resources theory ofwadfare state, main focuses are on the
importance of class-based actors and the relatsiglulition of political capacities across
them as central pictures of welfare state polifitge features of democratic political
institutions facilitate the mobilization of clasaded actors, cross-class coalitions, and
programmatic coalitions in defense of the welfdates

In the studies that expand the sample beyond addandustrial democracies,
arguably the most conspicuous factor concerns dexop¢Adsera and Boix 2002; Avelino,
Brown, and Hunter 2005; Brown and Hunter 1999; &aand Nickerson 2005; Huber et al.
2006; Kaufman and Segura-Ubiergo 2001; Rudra amgyatal 2005). Because social welfare
spending is a function of government policaéasl democratic governments are more likely
responsive for the demands of broad swathes oegoan particular those of the rank-and-
file, democracies set up welfare programs to corsgienglobal market losers to gain their
political support. From these recent political emmiy studies, it is reasonable to predict that
if democracies are working as assumed, they ddterheb, to varying degrees, than non-
democracies at protecting the welfare of their @&aple in the era of globalization.

Is this the case in Asia? Are Asian democraciesnfpglobal market competition,
operating at the level of other Western Europeanaieacies, at least in the area of social
welfare policies? To date, no one has drawn a tiinéerence about the mediating effects of
democracy on the public sector in Asia. As thd Bystematic and empirical analysis focused
solely on Asian countries, this paper starts fréepsicism about Asian democracies. There

are good reasons to suspect the progress and progpelemocracies in Asia. First, the
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quality of democracies is relatively low. It isdily that the political institutions of Asian
democracies are not as effective or strong as thiodéestern European democracies, which
can counterbalance the influence of economicaltyiitically privileged groups. Second,
as | shall discuss later, Asian democraciedbare Throughout much of the post-war period,
mainly conservative right parties have dominateid@gpolitics without any significantly
powerful left parties. Finally, the systematic pattof political engineering in the region
seems headed in the opposite direction to propwatity which is claimed to be linked to
larger government.

This paper investigates the mediating impact ofat@acy on the size of the public
sector of Asian governments in the era of glob&bra | explore this issue through an
analysis of government expenditures in a time-saniess-sectional analysis of 18 Asian
countries from 1960 to 2005. Based on data avéitlglihe sample comprises yearly data for
Bangladesh, Cambodia, China, India, Indonesia,n]&pauth Korea, Laos, Malaysia,
Mongolia, Myanmar, Nepal, Pakistan, the Philippjr&sgapore, Sri Lanka, Thailand, and
Vietnam. As a road map for what is to come, | faishate my work within previous
theoretical and empirical studies. Next, | desctitwedata and the models employed here and

then present the empirical results. The final saatiiscusses and concludes.

Democracy and Its Expenditure: A History of Theories
Many scholars develop guiding political economicd®ls, in which democracies
produce more public goods and improve an egalitatistribution of income, by
illuminating the democratic institution mechanigself, such as electoral competition and

the expansion of political participation (Acemoglud Robinson 2006; Boix 2001; 2003;
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Bueno de Mesquita et al. 2003; Deacon 2008; McGaneOlson 1996; Meltzer and
Richard 1981). The simplest but most important il model, relating democratic
institutions and redistribution, comes from RonE¥15), Roberts (1977), and Meltzer and
Richard (1981), who focus on the effects of eledtoompetitior?> This model assumes,
following the well-known work of Hotelling (1929nd Downs (1957), that the median voter
is the critical voter to determine the size of goweent, which is measured by the share of
income redistributed. It implies that the size o/grnment hinges on the relationship
between mean income and the income of the decisitex, depending on the regime type.
Whereas before the spread of the franchise, theamedter may be one of the rich or the
upper class, after democratization the median ater favor political actors who are
committed to higher taxes and more redistributiecdnse the individual may be a below-
average income earner in an unequal society. In damocracy with universal suffrage and
majority rule in tandem with an economically undmaxiety is likely to urge the
government to redistribute income more equally tanprovide more public goods to
numerous low income earners.

In an extension of the model of Meltzer and Rich@@B1), Boix (2001; 2003) and
Acemoglu and Robinson (2006) have developed timdveork of the nexus between
democracy and redistribution. Analyzing the dynaafithe advent of democracies and
authoritarian regimes as a consequence of difféegrts of inequality and different asset
mixes in the economy, Boix (2003) builds a compnsinge theory to explain the
distributional results of different political reggs: Democracies prefer more economic

redistribution because they support a broader rahggerests of the masses, whereas

% Boix (2003), Persson and Tabellini (2000, chap. 6), and Drazen (2000, chap. 8) provide sverview
of this issue.
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authoritarian regimes do not because they bolsgemterests of the elite. Examining the
creation and consolidation of democracy, Acemoghli Robinson (2006) also construct a
sophisticated yet simple model that suggests deangaes preferred by the majority of
citizens and is more prone to redistribution.

Another line of inquiry investigating the redistitive effects of democracy focuses
on lobbying and the influence of interest groupd activists who provide political resources
to certain parties in exchange for policy comprasfs The classic studies of the existence
and role of interest groups date back to Olson§)@6d Becker (1983). Organized interest
groups contribute to parties and politicians in@eror less direct attempt to influence their
policy formulation through a variety of politicatt@ons. Lobbying and campaign
contributions are prime examples. As interest gsdugve overcome the collective action
problem, they can bias policy more significantlwérd themselves than non-organized
groups can.

This model of lobbying implies, first, that the @isution of government spending
becomes more unequal in societies with a numbeetifdefined interest groups because
lobbying draws the government to ignore the weltdreanorganized individuals, and, second,
that redistribution is likely to be greater in dasraxies than non-democracies because, in
principle, democracies produce larger numbers wfgpful independent interest groups.
Discussion of the first implication, the generaépbmenon of concentrated benefits and
dispersed costs, is beyond the scope of this essdgr the second implication, studies of
interest groups argue that, intuitively, organirgdrest groups get more than unorganized
ones, but lobbying does not distort the provisibpublic goods that influences unorganized

individuals and anyone else, both as taxpayersaargneficiaries, because “lobbies might

% For an overview, see Grossman and Helpman (2001) and Persson and Tabellini (2000, cha
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plausibly consist of individuals with a high preface for the public good, who have a higher
stake on the policy outcome and hence are morly likevercome the free-rider problem of
getting organized” (Persson and Tabellini 2000,)1&4 a consequence, lobbying brings
about higher levels of government spendihg.

Most of the empirical findings from the samplesabfout Asia are consistent with
theoretical inference abo?&Lindert (1994), examining data from the latd"&hd early 28
centuries (1880-1930), reaches the conclusionthiea¢xpansion of the voting franchise
helps interpret the rise of redistribution amongsthyoOrganization Economic Co-operation
and Development (OECD) countries after World Warhle analysis of U.S time series data
(1950-88) by Husted and Kenny (1997) shows thatiigeof voting rights is positively
associated with the growth of redistributive pragsain U.S state and local governments. A
sequence of the empirical work on Latin Americaasggests that democracy funds welfare
spending on some subcategories at higher levaisrttia-democrac$’ Finally, Stasavage
(2005) shows robust empirical evidence that denoydnas provided more spending on
education from his sample of 44 African countries.

Besides the region-specific studies above, sonmsseaegional studies support the

claim that democracies are likely to produce moeHfave spending than authoritarian

2" Empirical work has, however, failed to support the second implication, axéghs between
interest group activity and the size of government (Holsey and Borcherding Re8ujts are often
conflicting; in addition, the fact that there is little consensus on how &sumne interest group
influence makes the theoretical hypothesis difficult to evaluate.

28 A small number of empirical studies have disputed these politicabedomodels, including two
early contributions of Jackman (1975) and Peltzman (1980), and more recerityaiubil, and
Sala-i-Martin (2004).

# The extent to which subcategories are positively associated withcdsey varies. For instance,
democracy increases aggregated social spending (Brown and Hunter 1999ipre@ncbhealth
spending (Kaufman and Segura-Ubiergo 2001), or education and social securitpganelino,
Brown, and Hunter 2005). All of them above and Stasavage (2005) as well seerh & ceasensus
on a positive effect of democracy, at least, on education spending in LatiicAized Africa.
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governments. Probably the most connected withdpie bf this paper, they find evidence
that, with respect to increasing globalization, deracies ensure higher levels of welfare
spending than authoritarian regimes, based on pkatalfor 65 developing and developed
countries (Adsera and Boix 2002), for 57 developiations (Rudra and Haggard 206%),
and for all developing countries (Nooruddin and @ioms n.d.), and on cross-sectional data
for middle-income countries (Garrett and Nicker2005). As stressed earlier, there is no
systematic and empirical research on Asian countaelate. How have globalization and
democratization influenced the size of the puldictsr of Asian countries? Have
governments of different types produced differemia policies in the period of

globalization?

Democracies in Asia: Reality

From the broader comparative perspective, the gsson about advanced industrial
countries brings up several contrasts in lighhefworking mechanism of Asian democracies
to respond to globalization by increasing sociakg@ction. The first is the low quality of
Asian democracies. As the cross-regional factonymkemocracies in the developing world
have poor governance, which induces poor policfopsmance and disillusioned citizens.
One of the issues in the region is the governméantis of transparency. Figure 1-1 and 1-2
clearly show that most of the democracies in Asid laatin America are suffering the

chronic disease of rampant corruption. The firstgho notice is that the degrees of

% Rudra and Haggard report that “democracies do not show a consistent tendarenydt more in
the face of increasing trade openness” but “authoritarian governnhesutly spend less” (2005,
1041). Although they do not report that democracy has a robust and significahbeffeclfare
spending in the face of globalization, democratic and authoritarian regichguite differently.
Democracy makes a difference. From the sample of developed and develapitiggspLake and
Baum (2001) also find that democracies do provide a higher level of pubvicesethan non-
democratic countries. Democracy works.
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corruption seem to fail to distinguish sharply be¢w two different political regime types. In
this regard, democracies do not make any signifiddference. Although in theory the
mechanisms of democracy, such as electoral systathbroad participation, seem to
function as a major catalyst to more equitableetas, in practice democratic institutions in
developing countries do not work well (Beitz 198TMhis is because, in Beitz's arguments,
social-background inequalities would affect thgéamuneven patterns of political influence.
The poor are so powerless in the political gameks thie privileged class that they do not
have any buffer to protect their interests.

Second, the color of Asian democracies differs fthat of Western European
countries. At the risk of being simplistic, it ifapsible to note that Western European politics
performs aviolet duet, with its mixture ofed left parties andblueright parties, whereas
Asian politics plays aolo composed mainly of conservative right partiesadingly,

Asian democracies may be calldde democracies. The experience of advanced industrial
countries suggests that partisan politics and tiierying power balance between social
interests still matter and can deflect the fordegl@balization. By contrast, in many Asian
countries, the functional cleavages around econartecests still appear to play a minor role
as a basis of party formation or identification if@all 2001; Sachsenroder 1998).

Historically, confrontation with (ex)communist attues, such as China, North Korea,
and Vietnam, and, geopolitically, the fact that bafghe modernizing authoritarian rulers —
Park Chung Hee in South Korea, Chiang Kai-shekaiwdn, Lee Kuan Yew in Singapore,
Suharto in Indonesia, and Ferdinand Marcos in thigines — were allies of the United
States in the Cold War has formulated the narr@elmbical spectrum of political party

systems in Asia, which intensely leans toward theservative right position. Organized
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labor and left parties have been much weaker, ratiaki course of the crisis and the
following structural reforms, have become debiitheven further. None of the Southeast
and South Asian democracies has yet reached ancpdiat of economic development to
accompany the creation of a large working clasgyM™il are poor. GDP per capita in 2003
or 2004 in most of the partial and full democradiethe region was less than $5,000, except
for Thailand ($7,274 in 2003).

Although three East Asian democracies, Japanh3¢artea, and Taiwan, are high-
income economies, one of the essential charaatsrstthe East Asian model is that
organized labor has been politically and systeraliyiexcluded from the socioeconomic
coalitions (Pempel 2002). For example, in Southe&phich is one of the most developed
countries in East Asia, the emergence of a sizabigstrial labor force has had minimal
impact on the party system. So far, no signifidabor-based party has emerged. Hence it is
entirely gratuitous to assert that parties represiass interests in Asian countries.

Last, the region’s systematic pattern of politieafjineering diverges from advanced
industrial countries and even other developing toes) such as Latin America and Eastern
Europe. Whereas the literature on electoral refargues that the global trend has been
toward greater proportionality in electoral systg@slomer 2004; Farrell 2001), an
identifiable “Asian model” of electoral democracgshbeen characterized by “aggregative
electoral politics, centrist political competiticand, in some cases, nascent two-party
systems” (Reilly 2007, 1351).

Asian democracies of Japan, Taiwan, South Koremnesia, the Philippines, and
Thailand have converged on a certain type of etatgystem, focusing on efficiency as

opposed to representation, preferring majoritasiamiand engineering political stability. For
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instance, Japan, South Korea, Taiwan, Thailandtfaéhilippines have adopted mixed-
member majoritarian (MMM) electoral systems, whach highly disproportional forms in
this region because most representatives are @lota local districts and a much smaller
ratio from a party list (for more details about MMBke Reynolds, Reilly, and Ellis 2005).
Given that the size of redistributive spending getaldepend upon the result of electoral
systems and the class coalition among democracgethat, accordingly, a proportional
representation system with three parties redigggmore than a majoritarian two-party
system (lversen and Soskice 2006), heading initketobn of disproportionality seems to be

one of the reasons to suspect redistributive fanstof Asian democracies.

The Political Economy of Globalization

Two basic positions have come along over the ogetsy on the impacts of
globalization on welfare spending of national goweents. The conventional perspective
about the constraining function of globalizationaonational economy is labeled the
efficiency hypothesis or the globalization theaisg an alternative angle about the incentives
for government interventions to protect people’#fave is called the compensation
hypothesis.

Proponents of the globalization thesis hold tleater exposure to trade puts national
economies under increasing competition pressur@®aly liberal market policies can be
viable, so that state intervention in the econontych will lead to inefficiency, cannot be
sustained. More specifically, the capital mobitityesis claims that capital mobility
effectively enhances the power of mobile businesspanies over national governments that

seek to pursue generous social protection andathburdens needed to finance it (Bate and
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Lien 1985). National governments no longer posesgautonomy to pursue independent
macroeconomic strategies, and under the pressurégh interest rates and low taxes, the
fiscal and monetary policies of governments ofléfeand right should converge in the
highly financially integrated era (Garret and Lai®®1). Without effective capital controls,
monetary expansion will lead to capital outflowsmppted by an instant switch to other
markets with higher interest rates. Fiscal expang@lso costly due to higher interest
payments. With investors’ credible threat of exitreases in capital tax rates are regarded as
self-destructive because capital can easily bea&tal.

These efficiency-based perspectives predict tieddagization may contribute to
smaller government, reduced government provisicsoofal services, reduced government
revenue-raising capacity, and lower levels of uiziation. The globalization thesis seems
supported by the increase of neoliberal policy protgs and the welfare retrenchment in the
United States, the United Kingdom, New Zealand, Amstralia during the 1980s.

Whereas proponents of the globalization thesisdatuthe increasezkit threats of
mobile capital and on the increased competitiosgurees, opponents have called for
attention to thevoiceof the losers and their increasing demands forpaameation. As Swank
(2002) makes clear, the heart of the globalizathe@sis is an argument about “diminished
democracy,” or the general diminution of the apitit democratically elected governments
to pursue social policy goals. The impact of thpasure to trade has, on the contrary, led
smaller corporatist countries to respond by expamthe public economy with strong
economic performance (Cameron 1978; Katzensteis)198

In the era of global markets, the intervention @¢@nments in the economy by

increasing social spending may remain viable bottigally and economically. The political
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reason is that social dislocations, uncertainty amefjual distributive outcomes resulting
from international markets cause the possibilitpalitical instability, and then governments
facing this threat may have an incentive to comaeneitizens for higher levels of economic
insecurity by providing welfare transfers accordyn@he economic reason is that
globalization may also lead governments to congpdélic investment in human capital to
increase worker productivity. In this context, sd@xpenditures may function as collective
goods to business groups, which would be essdatgarpening international competitive
power, and also may bring about the social andipallistability that is attractive to
investment (see Kaufman and Segura-Ubiergo 2001hid regard, increased welfare
spending may not be necessarily inefficient infdue of economic globalization.

The literature on globalization and welfare spaggdin particular, in the advanced
industrial democracies is voluminous. Yet, its mammpirical findings are still inconclusive.
Neither of the extreme positions — the globalizativesis and compensation thesis — is well
vindicated empirically. Some scholars have revetiatithe expansion of welfare
expenditures still continue in the era of globalaa (Crepaz and Moser 2004; Garrett and
Mitchell 2001; Ha 2008; Rodrik 1998; Swank 2002;& and Steinmo 2002). Others have
failed, however, to find any clear positive relasbips, and indeed they have showed some
negative ones between globalization and the we#faate (Allan and Scruggs 2004; Ansell
2008; Burgoon 2001; Korpi and Palme 2003; Rodri@7)9In addition, some studies have
demonstrated that optimistic and pessimistic vsiohthe causal primacy of globalization in
deciding the welfare state are significantly ovaed (Brady et al. 2005; Iversen and Cusack
2000). In all likelihood, controversial findings ewto some degree, to the differences in the

conceptualization and operationalization of the fegyors (Ha 2008). | believe it is not
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surprising, given that, as at least one cause xéaniindings, there are a myriad of ways to
measure the subjects relevant to the welfare atateylobalization.

The comparative study of developing countries igeo€nt vintage, but its empirical
findings may converge into a somewhat single poinat is, a negative effect of globalization
on the extent of social welfare spending (Kaufmaa Segura-Ubiergo 2001; Rudra 2002;
Wibbels 2006; Wibbels and Arce 2003)Most often, the contemporary scholars have
developed theoretical explanations in which a nedtit strong negative effect of
globalization is explained by domestic economigadalitical institutions: “secular shifts in
the preferences and relative power of businessisg¢Kaufman and Segura-Ubiergo 2001,
571); different patterns of integration into globahrkets, that is, how to respond to global
income shocks (Wibbels 2006), the difference ofttagaining power of labor (Rudra 2002);
and finally, union movements and left political fies (Wibbels and Arce 200%).

If the story goes like this, what would be the ifoalion of globalization in the public
sector in Asia? Like the relationship between regtgpe and the public sector, much less
research has attempted to explain variations amsian countries in the size of government
and the redistributive process with regard to tingerted rise of globalization. As a
preliminary step, we can empirically evaluate fte@s through displaying bivariate
correlations between globalization and the pulditar. Figures 2 and 3 present scatterplots
of government spending against trade opennessdtu)J-DlI, respectively. The domestic

government spending appears to be closely andymgitelated to trade openness. A plot of

31 The exception would be the positive relationships between the riselefdpenness and some
subcategories of social spending, especially education spending. For in&tetio®, Brown, and
Hunter (2005) find a strong positive effect of trade on the spending of educadiso@al security in
Latin America, and Ansell (2008) notes its positive effect on the spenfieducation among
developing countries as well.

32 All of these options are briefly discussed in Wibbels (2006).
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spending against FDI has a similar shape, whidcloiss strong as the one with trade but
suggests that there is a positive association leetweem. These results are consistent with

the compensation thesis.

Variables and Data

Dependent Variables

To estimate the impact of democracy on the sizgogérnment, the subsequent
empirical analysis draws upon a data set incluthiegl960-2005 time period in 18 Asian
countries. | employ multiple indicators of the paldector provided by government. My
primary measures are total central government spgras a fraction of GDP and central
government revenues as a fraction of GDP, derik@d the International Monetary Fund
(the International Financial Statistics [IFS] datab). Yet, this data set has a well-known
disadvantage for large-N studies of public spendkmpual data are available only for
central government spending. This problem can cawssious problem for the analysis, if
the sample has a number of federal governmentfisotad decentralization has been
widespread in these systems. Fortunately, it caasbemed that this problem would be
minor at best in my analysis, because there asetaal federal governments in Asia, India
and Malaysia. | deal with this issue by addingdhenmy variable oFederalismto control
its potential effects.

Furthermore, one more concern is the IFS data @ed#ability. Although this data
set provides almost every year’s observations fostECD countries, it offers a relatively
small number of observations for Asian countriesfrLl960 to 2005 (about 350

observations). For a larger sample, | accept gégexernment final consumption
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expenditure from the World Development IndicatoioWf Bank), which consists of the sum
of the purchase of goods and services by all lesfeivernment (about 600 observations). It
should be noted, however, that | use this measugeraugh proxy for government’s efforts

to redistribute because it does not include inctiamesfers, which is a substantial part of
what | am interested in theoretically.

Most theories of the public sector rarely take ceotf the components that affect the
scope of military spending. Instead, my analysisased on the nature of domestic spending.
Given that | am concerned with redistributionafeténces among political regimes as to the
proper role of government with respect to globa@renic openness, | measure the domestic
public sector by excluding military spending frolmde types of government’s spending.
Two critical reasons are worth noting. In theogghuse military spending is the typical case
of a public good and is contingent upon externadamons such as the Cold War and severe
military tension with other countries, it has nanection with a government’s attitude to
mediate the effects of globalization on people’sfave and to compensate the losers in
global competition (see especially Berry and LowE®87; Blais, Blake, and Dion 1993; and
Peters and Klingman 1997).

In practice, Asia would be the case in which infieess from the total government
expenditure might be problematic. Figure 4 prestr@siumbers of democracy and patrtial
democracy, as well as the average of military spgnamong Asian countries from 1960 to
2005. As Figure 4 shows, the global wave of dentzaton swept Asia in the late 1980s
and early 1990s. The differentials in the numbeotdl democracy (D + PD) are especially
stark. In fact, its number increased from 5 ing¢hdy 1980s to 13 in the early 1990s. Most

important, this regional democratic transition coiled with a global transformation, the end
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of the Cold War, which influenced a government'sidsiet to decide the level of expenditure.
As one may expect, the average of military spengdiolgs up in the early 1980s (4.6% in
1982) and then declines steadily to date (1.9%90b62 which implies the opposite pattern of
democratizatiori®

Thus, it would be possible to underestimate a nematracy’s efforts to compensate
groups that lose out from globalization if we dd deal with the global trend of the decline
of military spending. Table 1 also confirms my cemcby reporting the means of military
spending of various regime types. Democracies lglsgend less on military affairs than
others: On average, non-democracies (3.37%) arepgoospend 150% more than
democracies (2.2%). In this paper, among two fratiuyeised data sets from the US Arms
Control and Disarmament Agency (ACDA) and Stockhtiternational Peace Research
Institute (SIPRI), | consult the data of militagyending from SIPRI because it regularly
provides a data set of standardized amounts (nyigaending/GDP) for a large number of
countries and consecutive years.

| choose to look at total expenditures rather thamower measures of specific types
of public expenditures. | do not set aside thdilked that democracy may be of more
importance in certain fields than in others. Ratltes needed to study disaggregated figures
to show more sophisticated picture of the causg®eérnment growth. It is, however, the
broader size of government measures that concegrs the analysis. It is suitable to focus
on the total sum of such specific expenditureBefdutcomes of political and economic
transformations are to be fully appreciated. Mydtiesis concerns to what extent

government expenditures are chosen on the groutite @ssumed mechanisms of different

% The sharp decline of military spending during 1973-74 does not reflect any gihubadgional
trends. It is due to data availability. One bellicose country, South Yieteaves the sample in 1972
but another bellicose one, North Korea, joins in 1975.
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political arrangements. Moreover, governments dehmore than one way to compensate
the sector of the economy. Esping-Andersen (198))es that, among his “three worlds” of
welfare capitalism, the social democratic worldseindinavia and the conservative-
corporatist world of the Benelux countries both tedjenerous welfare states. But the social
democratic welfare states emphasize the generoussjam of public services such as
education, health, and daycare, whereas the catsaxcorporatist models count on income
transfer programs. When | think about the sizeasfegnment, these two worlds do not
matter, and it is thus appropriate to employ thal texpenditures.

Figure 5 shows a bird’s eye view of domestic gowernt spending in Asia for the
period 1960-2006. Its extent varies a great deayss both time and place. The mean value
of central government spending for domestic affisirs3.84% of GDP, with a standard
deviation of 5.92%. The range is around 35%, frod8% (in Myanmar) to 37.78% (in
Singapore) (see Table Al). Two are particularlyematrthy: First, the spread drifts upward
over time, but, in contrast to the global patteen, the steady growth of the public sector
(Boix 2001), its mean in Asia remains flat; secahe, pace and trend vary also by country,
as displayed in Figure 6. Only in three countri&suth Korea, Malaysia, and Nepal, has the
domestic public sector expanded steadily, where&sur countries, China, Myanmatr,

Pakistan, and Sri Lanka, it has shrunk constantly.

| ndependent Variables
In delving into the effects of globalization, hdie it into two categorieSrade
opennesandFDI. The importance of these flows to a country dgfieinging on their

magnitude relative to the size of the domestic enon Accordingly, globalization in this
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article is operationalized by the level of tradiegration and FDI inflows as a percentage of
GDP: here, the measure of trade openness is theftina total imports and exports as a
share of a country’s GDP (trade openness = [impogsports]/GDP), FDI inflows is the
value of net inflows of FDI as a share of a couat@DP. The globalization data are taken
from World Development Indicatoi$Vorld Bank 2009).

It has been a considerable challenge for schtdatteal conceptually with a great
variation of post-authoritarian regimes that haveeged beyond advanced industrial
countries because the “diminished subtypes” (Qudiired Levitsky 1997) of democracy vary
greatly from one another, in terms of degrees ai@®acy and conceptual emphasis. In this
study, | use two different conceptions of democracsnove beyond the dichotomous
categories of democracy and authoritarianism anektoeive the different degrees of
democracies and the different extents of demoatibiz in the developing world: democracy
and partial democracy.

Empirically, to define a democracy in the panel ginfrom 1960 to 2005, | rely on
the Polity IV data set (Marshall and Jaggers 20@88)ch goes back to as early as 1800 and
covers all independent countries with populatiohsiore than half a million. This measure
constitutes the difference between two discreteatdrs,DemocracyandAutocracy The
former scores institutionalized democracy rangnogifO to 10, with higher values
associated with better democracies. Here, demogsamnceived by three main criteria:
competitiveness and openness of executive recrotfroenstraint on chief executive, and
competitiveness of political participation.

Inasmuch as the Polity IV data set is not a dicmates measure of democracy, the

analysts are required to draw an arbitrary cuttiomt for where democracy starts. The ways
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they have offered differ, for example, 4 and ab@m@wn and Hunter 1999), 6 and above
(Kaufman and Segura-Ubiergo 2001), or 7 and abBueéi@a 2004), among others. To
develop the qualitative categories of democracgnistructed two dummy variables dividing
combinedPolity Scoreswhich is derived simply by subtracting thatocracyvalue from the
Democracyvalue, in two:Partial Democracyis coded 1 for any country scored from 1 to 7
on Polity Scoresndex, O for others; andemocracyis coded 1 for any country scored 8 or
above, 0 for others. Although a cutting poinPafrtial DemocracyPolity Scorel, might be
considered as much more generous than others tiopataation of this variable fits nicely
with my theoretical assumptions and hypotheses;iwtuicus on the democratic institution
mechanism itself, such as electoral competitionthadexpansion of political participation,
to see the relationship between democracy andtrédison. Accordingly, this quantitatively
broad conceptualization of democracy allows metestigate whether election and
participation make a significant difference in terof an effect on the change of the size of
the public sector. The reasoning for my choice ah8 above aBemocracyis offered by
Polity IV. In the data set, 8 points is the thrddito be a “mature and internally coherent
democracy,” which satisfies the following conditsorga) “fully competitive” political
participation, (b) “elective” executive recruitmeand (c) “substantial” constraints on the

chief executive (Marshall and Jaggers 2005 Datdsets’ Manual).

Control Variables
Alongside the main variables of interest, sevecanomic and demographic control
variables traditionally used in the public sectod government spending literature are

included in order to tailor the models to Asian eies. The first economic variable is the
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GDP, defined as the log of Gross Domestic Productppita (in constant dollars, Chain
Index, expressed in international prices, base R@aken from the Penn World Tabl€DP
is included in the equation to take into accoungkiéa’s Law, which predicts that economic
development will be accompanied by an upswing inlipiexpenditure. But it should be
noted that the size of the public sector may nahbeeasing linearly in tandem with
economic development with no gradation. If a copungaches a certain threshold of
economic development, the velocity of the publictees expansion might not be constant or
its trend might even veer to a different directibor the possibility of the curvilinear
relationship between them, the square of GBIPF?, is added. As the last economic control
variable, | control also for the annu@iowth Rateof GDP per capita to manage economic
volatility’s effect on government expenditure.

The first demographic control variable is the patage ofElderly Populationwho is
65 years old or older. Both health care and se@alrity spending, a large component of
which is public pensions, are sensitive to how maegple are old, thus | would expect that
a higher percentage of elderly people are positimesociated with government expenditure.
| also use for a measure of the percentage ofohéh Populatiorwhich is under 15 years of
age for the model predicting spending on healthexthatation. Last, following previous
studies that showed a negative relationship betweetoad of government and country size
due to economies of scale in the service of pudnids (Alesina and Wacziarg 1998), |
account for populatiorfotal Population (log) The data of all control variables above, except
for GDP per capita, comes from The World Bakiérid Development Indicator.

| also construct three time-specific dummy variapl& Oil Crisis, 2 Oil Crisis, and

Financial Crisis to control for exogenous shocks. Unmeasured $ooE¢he world economy
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might influence the size of the public sector incaluntries in a similar way at a given time
point. External factors, such as the Oil Crisig] global economic changes, such as the
Asian financial crisis, might exert a potentiallirgnce in such a synchronous fashion. To
address the possibility of spatial contemporaneouaslation of errors, | introduce time-
specific factors into the models in the form ofuarany variable for thd® Oil Crisis (1973-
74) and the" Oil Crisis (1979-80), except for two oil exporting countr{ésdonesia and
Malaysia). As it is plausible to expect that thgauat of an increase in oil prices differs
between oil exporting and oil importing countriedevelop the variable @il Exporter, in
which Indonesia and Malaysia are coded 1 durinditeeand second oil crises. As for the
Financial Crisis the five countries hit hardest by the crisis,dnesia, Malaysia, the
Philippines, South Korea, and Thailand, are cod&drh 1997 to 1998, and the rest of years
and the rest of the countries are coded 0.

Finally, my regressions include two unit-specifisximy variables to take into
account the effects of the different type of poétiand economic regimeseft Totalitarian
andFederalism| use a dummy variable faeft Totalitariancountries because they have
claimed and showed universal provision of basicadaesurance and services through the
state. The broad scope of entitlements in leflitataan countries generates strong public
belief that any capitalist countries, at leastia tleveloping world, could not surpass them in
terms of the generosity of social policies. Fos tl@ason, China, Laos, Mongolia and
Vietnam are coded 1 in the variableLefit Totalitarian®* As the last dummy variable to

control fiscal decentralization, | constritderalism which has been theorized as one of the

% Mongolia is coded 1 only before 1991 because its totalitarian regime eaollap$991. Cambodia
had also experienced socialist systems from the middle of the 1970s to yn96ad. But, | do not
need to deal with that case, because there are no data on all of four depanalelets in Cambodia
during these periods.
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factors slowing the expansion of the public seatopng advanced industrial countries
(Castles 1999; Obinger, Leibfried, and Castles 2008ia and Malaysia, classified as

federal, are coded 1 and the rest of the courdriegsoded O.

Model Specification

To test the mediating effects of Asian democratgovernment spending in the era
of globalization, | specify a basic empirical mqdaid test the hypotheses with an
unbalanced pooled time-series cross-sectionalafdtee public sector, providing varying
numbers of observations and the time span forreiffecountries according to data
availability, which cover 18 Asian countries durithg period from 1960 to 2005. Panel data
are likely to come to the forefront of quantitatstedies of most subfields of political
science because they make it possible to drawmgsiteinferences of cross-sectionally and
longitudinally diverse causal indicators by simn#ausly analyzing both time invariant traits
of countries (e.g., federalism or regime types)icwlavoid pure time-series studies, and
cross-sectionally invariant characteristics of pesi(e.g., exogenous shocks common to all
countries such as global financial crises), whictgk simple cross-sectional studies (Hicks
1994).

Empirical results estimated from pooled data usié (ordinary least squares)
regression, however, are problematic because tergtions of independence of the
disturbance terms, errors, across observationsargkely to be satisfied. Four potential
violations of OLS assumptions in pooled data aa tiee disturbance terms tend to be
autocorrelated (serial correlation of errors), heeteedastic (different variances across units,

panel heteroscedasticity), correlated across daoisto exogenous shocks (spatial
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contemporaneous correlation of errors), and nonggién both the serial and the cross-
sectional dimension (autocorrelated and heterostied# the same time) (Plumper, Troeger,
and Manow 2005). Although none of them biases stienated coefficients, each of these
problems tends to produce inefficient and biasaddsrd errors for the coefficients (Greene
2003).

To control for the possibility of nonsphericaltdidoances, Beck and Katz (1995;
1996) introduce an econometric technique that am®LS regression with the lagged
dependent variable plus unit and period dummiescatalilates panel-corrected standard
errors. Whether unit dummies and a lagged dependeiatble should be included in the
model is, however, still an open question becauseing an OLS model with them may
remove some of the nonspherical disturbances prglidat it may also kill much of the
beneficial story about the variables of interesiug, this widely used technique may run the
risk of throwing out the substantial and theoreti=by with the residuals’ and
methodological bathwater.

Some concerns about the consequences of specifgindummies have been
discussed. Even though the estimators of unit d@smbsorb the effects of unobserved time
invariant variables, generally they eliminate mo€leross-sectional variation in the
dependent variable by capturing the unit-specifigation in a unit-specific intercept. “Since
this removes the average country effect, such aehfoduses on the within-country variation
over time, and the coefficients represent a crossyry average of the longitudinal effect”
(Kittel and Winner 2005, 272). More specificallgetinclusion of unit dummies turns out to
be questionable, first, if the model embraces Wwemthat are constant over time for a given

unit or, second, if it tests the hypothesis abdffém@nces in the level of the exogenous
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variables. The first point is relatively well knowDue to almost perfect collinearity, unit
dummies do not allow estimating the influence widiinvariant independent variables, and
then, accordingly, they often bias the estimataigfely time invariant variables (Beck 2001;
Wooldridge 2002).

The second point is somewhat new. Plumper, TroegerManow (2005) suggest
that if the theory predicts the level effects ofex@genous variable on levels of the
endogenous variable, unit dummies should not daeded, because “unit dummies
completely absorhifferences in the level of independent varialdless units” (p. 331,
emphasis in the original). In my analysis, onehef thain interests is whether democracy
captures cross-sectional variation of the publat@eand one of the main hypotheses is
about the effects of levels of the independentaldeis on the level of the dependent variable.
Moreover, one of my key explanatory variables, megtypes, is time invariant for old
democracies, such as Japan and India, and twootéenttors,Left Totalitarianand
Federalism are also constant over the time. From the reasboge, it seems clear that
including unit dummies is not preferable in my misde

Additionally, whether to include or exclude in thimdel a lagged dependent variable
that, in itself, is required to get rid of serialrelation of errors, has recently stimulated a
lively debate in the literature. The key argumefrgmme econometricians and applied
researchers who are warning against the includianagged dependent variable is that the
autoregressive term may generate serious biasghroapturing large parts of the trend in
the dependent variable and pressing down the sftét¢he other variables because it falsely
presumes identical persistent effects of all indeleat variables (Achen 2000; Greene 2003,

534; Huber and Stephens 2001; Plumper, TroegenViambw 2005, 335). In particular,
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when high serial correlation and high heavy tregdirit in the independent variables, as
often bedevil the panel world, a lagged dependangable will dominate the regression
equation even though it is theoretically uninteresand meaningless.

For the reasons discussed so far, | employ OLiBiasbn using panel-corrected
standard errors (PCSE) to deal with panel hetedasteeity but do not include a lagged
dependent variable and unit dummies. Followingde®mmendation of Plumper, Troeger,
and Manow (2005), | use the Prais-Winsten transtion to eliminate serial correlation of
errors, assuming first-order autocorrelation withamels (an AR1 process). “AR1 error
models tend to absorb less time-series dynamicss they allow applied researchers to
“explain not only cross-sectional variance and sreactional differences in changes, but also
average changes in levels” (Plumper, Troeger, aaddw 2005, 343). All independent
variables are lagged by one year to control forpthtential exogenous effects of the public

sector.

Results

Tables 2 and 3 display the main results on how a@emney and globalization affect
the size of the public sector. In Table 2, cergmlernment spending and domestic central
government revenue are employed as my key depewudeables, as mentioned earlier, and
in Table 3, general government consumption expereldand total government spending are
introduced for a larger sample and to illustratev ilee results would be different when the
military spending is included, respectively. Eaclumn presents the coefficients from a
single OLS regression with PCSEs. Out of the thmedels of each dependent variable, the

first includes all the indicators of democracy ghobalization without interaction terms

116



(Models 1, 4, 7, and 10). The second uses theatahie of democracy, partial democracy,
trade openness, and their interaction effects (Néo2ie5, 8, and 11), and then the last
substitutes FDI for trade openness in the same ositign as the second (Models 3, 6, 9,
and 12).

Focusing first on Table 2, | begin with the contraliables. The coefficients GDP
per capitaand its square usually retain the anticipatedss(fpur out of six models) and the
joint tests of the null hypothesis that GDP pertaaand its square have no explanatory
power are rejected at least the 1% level in all\datlel 1. For instance, the F(2, 288)-
statistic in Model 2 is equal to 18.16, which igrsficant at the .001 level. Taking things by
and large, there seem to be some evident to suppoetrlier assumption that economic
development has an inverted-U curve relationshtp thie domestic public sector.

One economic control variabl&rowth Rateand three time-specific variables,
Financial Crisis, £ Oil Crisis, and2™ Oil Crisis, fail to reach standard threshold of
statistical significance in most of the models. éi@ct of the Asian financial crisis is worth
noting. It did not cause significant retrenchmenthe public sector commitments in new
democracies. During the late 1990s, with the excepf one non-democracy (Indonesia), in
a partial democracy (Malaysia) and democraciesRthkppines, South Korea, and
Thailand), neither fiscal deficits nor high inflati loomed large (Green and Campos 2001,
311 Table 1). Moreover, these countries recoverad the downturn relatively quickly
compared with the decade-long recessions in Latierca.

One demographic variabl@&tal Population and one unit-specific dummy variable,
Left Totalitarian,all contribute to the public sector in the expede@dction, and they reach

the standard threshold of statistical significamceost of the models. Althoudteft
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Totalitarian embraces four socialist regimes in Models 7, 8,%m which government
consumption is used as a dependent variable,litdas only China in Table 2 due to the
limited availability of IFS data. Thus, my modelggict that China would have a domestic
public sector around 4% to 8% bigger than otheteris paribusOne variable of some
interest is the countervailing effects of federalisneaning that federalism is associated with
a larger public sector. This null finding is at edaith much of the conventional expectation,
but empirically, it is not uncommon. The likely dapation of this result is that a common
pool problem may be embedded in the decision-makingesses in federal systems: The
incentives of lower levels of government are tongpmore and take more transfers and
subsidies from federal governments because fedgstdms often infer that local
governments make a decision on how much they spemeteas federal governments make a
decision on how much they collect (see Alesina@laser 2005, chap. 4). In my sample,
the strongly significant and positive effectfdderalismon the public size seems to reflect
the bigger size of government in Malaysia.

One concern on the control variables is multicelinty. Indeed, two demographic
variables Elderly PopulationandYouth Populationare somewhat highly correlated
(around .60), which becomes difficult to find sséitally significant effects, even if they are
really there, due to variance inflation that caubesstandard errors to increase. Fortunately,
it can be assumed that this problem would be mahbest in my analysis because the
variance inflation factor (VIF) scores of these tvasiables are around 9 or 10, whereas
those of most variables of interest are pretty lovaddition, even in the presence of
multicollinearity, the OLS estimators are still besear unbiased estimates (BLUE) (Greene

2003). Moreover, the sign and significancdetderly PopulationandYouth Population
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estimates are sensitive to alternative specifinatmf the model, suggesting they are not very
robust.

Turning now to the substantive variables highlightethe general discussion of the
public sector, the first finding is that globalimat does not have a uniform impact. The effect
of trade on the public sector is, as expectedtipesand slightly statistically significant in
Model 1, whereas the signs of FDI's coefficients aegative and significant in Models 1 and
3. With respect to trade openness, this is notrise at least in the Asian context. As
displayed in Table A2, the most autarkic countriedia (17.03% in trade openness) and
Japan (21.37%), are old democracies with relatikeber levels of the domestic government
spending, 9.24% and 10.29%, respectively; whereamfore (411.67% in trade), Malaysia
(129.00%), and Mongolia (111.57%), which are theshaependent on the global market, are
an old non-democracy and new democracies withivelgthigher levels of domestic
government spending, 22.89%, 18.42%, and 29.708peotively.

With respect to FDI, my result regarding its negaeffects on the domestic public
sector seems puzzling, given the earlier expectatarived from Figure 3 that depicts a
positive line between them. One more figure prosisieme clues to explain it. The
individual country series in Figure 7 demonstrédite® the relationship between government
spending and FDI varies by country: In only fiveintries (Korea, Malaysia, Mongolia,
Nepal, and Thailand), the increase of FDI is asdediwith higher levels of government
spending, whereas in seven countries (BangladeshpGdia, China, India, Indonesia,
Pakistan, and Sri Lanka), it is related to loweels of government spending and in two
countries (Japan and Singapore) it is irrelevamiécsize of government. Interestingly, the

nexus between FDI and government spending, whiaklidMook positive if every
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observation were compiled together as in Figuiie &ctually negative or indifferent in most
of the countries when it is disaggregated by cquasrin Figure 7.

In a nutshell, Table 2 lends strong support tontiteed findings of previous empirical
work. Like the compensation view, Asian countrieattare more exposed to the global
market have larger public economies, whereas tli&ecapital mobility thesis, Asian
countries that are more dependent on FDI have enalblic economies. In particular, this
is wholly consistent with trade openness’ posigffect among OECD countries (Cameron
1978) and among a global sample of countries (Rd@®8). My empirical finding suggests
that different types of economic globalization agp@® encounter different governmental
responses.

Another finding of theoretical interest is that ttwefficients of democracy and patrtial
democracy are positive and, at least, marginafjgiicant, indicating that democratic
political systems are associated with larger gawemt. Their coefficients, as expected, lose
to some extent an effect and statistical signifteawhen total government spending
(including military spending) is employed in Modé). This comparison verifies the
likelihood of my earlier apprehension that the ahéntial effect of regime types seems to be
blurred if military spending is not dealt with imeirical models. Of note, although the
impact of democracy is slightly greater than tHatartial democracy, the statistical
significance of partial democracy is more powetfisin that of democracy, which conflicts
with the conventional wisdom that the extent ofiggtution of a well-functioning
democracy is likely to be more robust and constdtean that of a partially functioning
democracy, compared with that of a non-democracy.

The marginally significant estimates for the eféect democracy on the domestic
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public sector are due largely to some odd casd& bnd Japan. As discussed eatrlier, those
countries have enjoyed high levels of democrastitutions at the same time their lower
levels of government spending have remained infd.qgist of this pattern is illustrated by
Figure 8, which plots a countryPolity2 index (from -10 to 10 [more democratic]) against
domestic government spending. The distributionaodrvilinear line suggest that
democracies do not differ from partial democraaeterms of government spending. To see
the statistical difference between democracy amtigbdemocracy, | run a Wald testy: D
=PD = 0, after each of regressions from Model 1 to Mdl None of the resulting test
statistics are significant in the entire modelsdljc¢ating the effects of democracy and partial
democracy are not significantly different. This rgas, however, when general government
consumption is employed as a dependent varialMoohel 7. Democracy does a much better
job than partial democracy in terms of the extdraroimpact and statistical significance.
Again, of crucial importance may be India and Japagontrast to government spending
and revenues, they provide relatively higher lewélgeneral government consumption
(7.27% and 12.89%, respectively; its mean for thtegesample is 8.06%5.

It should be noted that lower-order interactionvteoefficients in models with
multiplicative terms must be interpreted with ai@egof caution (see Braumoeller 2004).
The coefficients of democracy and partial democradylodels 1 and 4 demonstrate the
impacts of (partial) democracy on the public sestageneral whereas those in models with

multiplicative terms show the impacts of (part@@mocracy on the public sector “when

% Some observers might suspect that the results of the models on goveronsemiption become
different from the ones on government spending because the numbers of casandlgized are
different. To deal with this issue, | reestimate the models on governmentguitn with the same
cases as the ones on government spending. Inasmuch as numerous coefficiéemislartesrors
should be included in each Model, a simpler way to present the regliiplés/ed in Table A3, in
which only the results for the variables of interests are reported.étienates and significance are
almost similar.
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trade or FDI is equal to zero.” Accordingly, frohretgeneral effects of (partial) democracy
displayed in Models 1 and 4, we can draw an infegghat democracy matters. Substantially,
the coefficients of a (partial) democracy in modeih multiplicative terms indicate that
regime types appear to have a positive impact ersite of government when countries
come to Asia’s average levels of trade or FDI beedicentered those variables before |
constructed the interaction terms.

My last key hypothesis is about whether the effe€globalization on the growth of
the public economy vary, hinging on the regime tyf@s is accomplished by including the
regime type variables and their multiplicative natgtion with the trade openness or FDI
variables. As noted earlier, | center the variablaggime type and globalization before | run
a regression because this strategy tends to inteosizable multicollinearity among the
variables. In these regressions, of crucial impmeas the interaction term. The most
striking facet of Table 2 is that the trade opeshi@seraction terms with regime types have
mainly a significant positive effect on the domegtublic sector, whereas FDI’s interaction
terms seem to exert little discernible impact appear sensitive to which dependent variable
is used. The story about more redistributive pldianocracies is likely to continue: The
coefficients suggest that the substantive effeicgmdial democracy are in fact greater
(almost two times) and more strongly significarartiihose of democracy. That is, my
empirical results provide that partial democraameAsia, as trade openness increases, are
likely to go through more speedy expansion in thenestic public sector; yet, democracy

and partial democracy appear to play a little vkl regard to an increase in FDI.

Discussion and ConclusionHas My Skepticism Gone Too Far?
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This paper seeks to find new empirical evidencaifaterstanding different types of
democratic regimes in a range of countries in Asid make an important contribution to the
literature by departing from the conventional foonsadvanced industrial countries. | began
by asking whether democracies in Asia would be wgrlas theorized in the era of
globalization. Unlike my previous skepticism, myseur, in summary, is that Asian
democracies address the challenge of trade opetimesgh expanding the size of the
domestic public sector. One of my core theoretigglotheses is that a democracy spends
more as trade openness increases, and | have $tesevthat this political mediating effect is
reflected in policy. This effect is robust and dabsively large: On average, the transition
from non-democracy to (partial) democracy corresisan around an additional two
percentage points of GDP spent in the domestidgabttor. My analysis strongly supports
existing theoretical claims regarding the impor@antdemocracy in building the extent of
the public sector. This is consistent with previeaspirical studies also focusing on the
developing world (Adsera and Boix 2002; Garrett Amckerson 2005; Nooruddin and
Simmons n.d.; Rudra and Haggard 2005).

Studies on the political economy across Asian amesare needed, | believe. The
first reason is simple. To date, few systematiestigations have been conducted on the
effects of globalization and democratization onalsgovernment expenditures in the
comparative perspectives. Surprisingly, the lackarhparative perspectives in the studies on
Asia has not been limited to the subject of squwdicies. Hardly any studies have attempted
to account for cross-national variations of, intigatar, democratization or economic
development across Asian countries. It is scardefganding to find the answer to the

paradox of why such common processes, which hase bged in the regional studies of
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Western Europe, Latin America, and even the Midilst, have been employed so rarely
among Asian countries.

No region of the world shows greater variationpafitical regime types,
socioeconomic development, the size of populateligions, and colonial experience than
does Asia. In terms of regime types and levelscohemic development, it encompasses
very affluent old democracyépan)®; indigent old democracietnflia andSri Lank3;
newly industrialized democracieSquth KoreaandTaiwan); indigent new democracies
(BangladeshCambodialndonesia andMongolia); a rich authoritarian regime (Singapore);
the most economically energetic non-democracy (@hjpoverty-stricken authoritarian
regimes (Laos, Myanmar, and Vietnam); and the nsostted communist country of the
world (North Korea). In terms of religions, it conges most of the major religions of the
world: Buddhism flongolia, Thailand, CambodialLaos, Nepal, and Myanmar);
Catholicism (thePhilippines); Confucianism $outh Korea, Taiwan, North Korea, and
China); HinduismIfidia); and Islam Ihdonesia BangladeshandMalaysig. Finally, in
terms of colonial experience, it also shows wideaten: Britain BangladeshMalaysia
Nepal, Myanmar, and Singapore); ChidMofgolia); France Cambodia Laos, and
Vietnam); JapanJouth Korea, Taiwan, and North Korea); Portugal and Netherlands
(Indonesig); Spain and the United States (flglippines); and no colonial experience
(Japan, Thailand, and China) (Banks, Muller, and Overstreet 2008).

These diversities bring up one plausible answeéneajuestion of why there has been

very little in the way of a comparative analysisoss several Asian countries. Asia varies too

% Democracies (from 8 to 10 dtolity of Polity IV data set, 2005) are in bold and partial
democracies (from 1 to 7) are in italics. Scores are as folRavgladesi{6), Bhutan (-6),
Cambodia(2), China (-7)East Timor(6), India (9), Indonesia(8), Japan (10), South Korea (8),
Laos (-7),Malaysia(3), Mongolia (10), Myanmar (-8), Nepal (-6), Pakistan (-5), Btelippines (8),
Singapore (-2)Sri Lanka(5), Taiwan (10), Thailand (9), and Vietnam (-7).
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much and contains a relative abundance of cruenabdt cases (e.g., China, India, or
Singapore). Area or regional studies are oftendaseMill’'s method of difference or most
similar systems design (Przeworski and Teune 1330in which a host of similar factors in
a particular geographical region are effectivelgtoolled and the focus is on looking for
some distinctive ones countries do not share. Meihod controls for common features of a
certain region such as the level of economic derekmt, culture, and history, while the
remaining dissimilarities denoted in the varioudapendent variables unravel the variation
in the dependent variables. As | showed earlieg Asnot well suited for the most similar
systems design because Asian countries do not shark. Instead, Asian countries have
been assigned categories, depending on the theadratid methodological justification:
Japan is often compared with other advanced indudegmocracies (Gould 1993); China
and India are considered as the best for a cadg; stnd South Korea and Taiwan, and newly
industrialized countries (NICs) fit nicely with matifferent systems design that identifies a
particular outcome that is to be explained, suctiegsocratization or economic development,
respectively (see e.g., Deyo 1987; Haggard 1990).

As well answering the need to fill the aforemen¢idryap in empirical studies, the
Asian case would be of more interest to compat\at least as far as the topics of public
economies. The ability of governments to maintaisteng spending or to undertake new
commitments is conditional on economic performattaggard and Kaufman 2008). Good
macroeconomic performance provides governments taeeveay to continue or expand
existing welfare spending. Bad economic performaragfinancial crisis, by contrast, limit
governments’ ability to pursue generous welfarandpe. Even when governments have the

best intentions to spend more, fiscal constraiss®eated with slow growth and crisis are
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prone to reduce the ability of the government t&enaredible commitments to expand, or
even continue, the public spending.

Concerning this, Asian countries have enjoyed tbstrfavorable economic
conditions. They experienced robust economic grawtil the financial crisis of 1997-98,
and this strong fiscal position may bring new alttldemocracies in Asia the wherewithal
for the growing public sector. Latin America, bynt@st, does not have this luck. Facing far
harsher economic constraints, countries in LatireAoa experienced deep economic decline
during the debt crisis of the 1980s and a comeb&ékancial crises in the 1990s and early
2000s. The measure of an economic growth rate miessén Figure 9 captures some
important cross-regional difference in this reg&dmpared with Latin America and
advanced industrial countries, Asian countriesiooled on a higher growth trajectory
throughout the period.

This is not to say that the public sector growsdirty in tandem with good economic
conditions. Rather, a favorable economic envirortmauld be the sine qua non for a
government to implement some policies. When thiglt@n is not satisfied, governments
cannot pursue specific policies even if they wantthereas when this condition is satisfied,
it Is governments’ choice to expand or retrenchpthiglic sector. The positive economic
context in Asia may, | believe, allow us to test tiet effect of democracy on the size of the
public sector. Among regions, Asia may be an idaak for providing quasi-experimental
evidence on this topic. Due to these two reasostydy focusing on Asian public economy
is worthy of note.

The argument and findings raise several questlatsiill require further elaboration

on several theoretical and empirical grounds. Fingt model clarifies some abnormal cases,
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compared with my main finding that Asian democra@ee more responsive to demands for
government provision than non-democracies. IndcaJapan are the only two Asian
countries in which democratic institutions havermgd history of being relatively well-
functioning, but they provide seemingly lower lesvef the domestic public sector. Case
studies are vital for revealing why and how theyeheontinued to maintain a small public
sector. Appreciating the specific mechanisms aea #tonomic and political effects tend to
rest on detailed and sophisticated qualitativeietud

Another interesting agenda is how to integrate @euts about compensation and the
capital mobility thesis. Governments appear toosadgo trade openness according to the
compensation thesis and to FDI according to th&alapobility thesis. We have no good
synthesis to explain why trade openness and Fiante government spending in different
ways. Understanding the rationale behind such @&dncombination and the political and
economic dynamic of instituting globalization heigeneity may be a crucial building block
for future research.

Finally, going back to my earlier skepticism, hagaoubting gone too far? A
growing literature suggests that countries thaicalfy accept formal democratic institutions
have a big public sector as well as generous veefamgrams. My analysis of the domestic
public sector across countries and across timesia shows this squarely. Even though
Asian democracies are weak, blue, and dispropatitimey are still democracies. It does not
mean that my skepticism was wrong, but rathertthatvelfare-unfriendly characteristics of
Asian democracies may affect some other differeatures of the public sector. These
characteristics do not make a difference in thealamount of government expenditure.

However, the way in which governments allocate whay spend may differ, depending on

127



the quality of institutions, partisanship, and &eal systems. Public spending that is
increasing in democracies may fail to serve itended goals to compensate the losers and
alleviate the inequality, which | have not capturedny model. The consequences of the
generous gestures of democracies deserve moreadghaitention. To draw a complete
picture of redistributional politics, we need te@amulate knowledge about not only how
democracies facing an international context a¢eihtly but also the consequences of their

attempts, if any.
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Table 1 Military Spending in Asia by Regime Ty860-2005

Regime Types Observations Mean Std. Dev. Min Max

Democracy 187 2.2 1.42 .6 6.2
Partial Democracy 192 2.73 1.58 8.1
Non-Demaocracy 293 3.37 2.04 11.3
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Table 2 Determinants of the Domestic Public Sector

Government Spending

Government Revenue

Model1 Model2 Model3 Model4 Model5 Model 6
Democracy (D) 1.1487 1.183» 2.291* 1.987* 1.1917 1.982*
(0.695) (0.606)  (0.892) (0.796) (0.707) (0.770)
Partial Democracy (PD) 0.698* 1.056** 0.631" 1.787**  1.737**  1.618%*
(0.277) (0.277)  (0.366) (0.431) (0.430) (0.415)
Trade (log) 1.020" 2417+ 0.309 2.036%***
(0.545) (0.498) (0.749) (0.576)
FDI -0.213** 0.024 -0.335** -0.170
(0.069) (0.105) (0.121) (0.104)
D x Trade (log) 1.634* 1.190
(0.792) (1.003)
PD x Trade (log) 3.349%* 3.358%**
(0.582) (0.864)
D x FDI 0.4917 -0.307
(0.282) (0.227)
PD x FDI 0.092 -0.150
(0.122) (0.175)
GDP per capita (log) ~ 1.164* 1.883**  2.298**  -0.020 0.024 0.723
(0.598) (0.610)  (0.714) (0.514) (0.704) (0.702)
GDP per capita (lo§)  -0.084 -0.594*  0.345 -1.282%  -1.642%*  -1.158*
(0.305) (0.195)  (0.372) (0.283) (0.338) (0.388)
Growth Rate 0.020 0.024 0.003 -0.094" -0.075" -0.1077
(0.030) (0.023)  (0.041) (0.054) (0.039) (0.059)
Total Population (log) -1.151*** -0.335 -2.200%**  -2,094*** -1 357** -2 432%**
(0.327) (0.228)  (0.342) (0.441) (0.355) (0.413)
Elderly Population -0.757* 0.081 -1.772%*  0.985** 1.203* 0.504
(0.344) (0.415)  (0.386) (0.345) (0.451) (0.362)
Youth Population -0.258** 0.046 -0.406***  0.089 0.119 0.045
(0.096) (0.086)  (0.108) (0.079) (0.084) (0.106)
Financial Crisis -0.696 -0.866 -1.542* 1.522 1.216 1.294
(0.583) (0.578)  (0.699) (1.090) (1.003) (1.064)
1% Oil Crisis 0.490 -0.293 0.190 -2.489** -0.433 -1.821
(0.488) (0.442)  (1.025) (0.900) (0.589) (1.396)
2" Qil Crisis 0.880" 0.938* 0.500 0.692 0.765 0.667
(0.474) (0.447)  (0.691) (0.591) (0.599) (0.975)
Oil Exporter 1.392 1.284 1.360 3.684* 3.393* 3.718*
(0.915) (0.853)  (0.915) (1.701) (1.531) (1.684)
Left Totalitarian 4.176* 1.467 8.086*** 7.131%** 3.552 8.233***
(1.798) (1.961)  (2.015) (2.210) (2.509) (2.403)
Federalism 4737 0.740 3.724%*  5506***  2.438** 4.396***
(0.975) (0.714)  (0.907) (1.183) (0.940) (1.152)
Constant 44, 775**  17.561* 73.098***  44.835** 30.411*** 54805***
(8.667) (7.287)  (9.208) (8.857) (7.849) (8.637)
R-squared 0.8318 0.8525 0.7528 0.7117 0.7499 0.6482
N of Countries 14 15 14 14 14 14
N of Observations 226 291 255 223 279 252

Note Table entries are OLS estimates corrected foelpgecific autocorrelation. Panel-corrected stashda

errors are included in the parentheses. All inddpetivariables are one-year lagged.

Ap <.10; *p<.05; **p <.01; **p <.001.
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Table 3 Determinants of the Domestic Public Sectomid

Total Government Spending
(+ Military Spending)

Government Consumption

Model 7 Model8 Model9 Model 10 Model 11 Model 12
Democracy (D) 1.970** 1.964***  2.634**  0.569 1.041 2.041*
(0.430)  (0.445) (0.559) (0.671) (0.672) (0.876)
Partial Democracy (PD) 0.658**  0.709* 0.896***  0.545" 1.060***  0.255
(0.207)  (0.321) (0.220) (0.321) (0.328) (0.386)
Trade (log) 0.914 0.323 1.532" 2.045%**
(0.743)  (0.487) (0.793) (0.592)
FDI -0.008 0.005 -0.128" 0.002
(0.060) (0.075) (0.076) (0.111)
D x Trade (log) 1.498** 1.102
(0.572) (1.026)
PD x Trade (log) 0.653 3.242%%
(0.543) (0.700)
D x FDI 0.302 0.383
(0.268) (0.288)
PD x FDI -0.023 0.088
(0.073) (0.123)
GDP per capita (log) -0.198 0.360 0.029 2.417* 4.015**  3.607***
(0.989)  (0.813) (0.732) (0.903) (0.754) (0.855)
GDP per capita (lo§)  -0.165 -0.474 -1.012**  0.454 0.606" 0.614
(0.336)  (0.299) (0.236) (0.570) (0.363) (0.447)
Growth Rate -0.021 -0.026" -0.019 0.006 0.004 -0.018
(0.018)  (0.014) (0.018) (0.030) (0.025) (0.041)
Total Population (log) -0.827*  -1.285** -0.731* -1.161*  -0.264 -2.172%=
(0.387)  (0.378) (0.293) (0.441) (0.339) (0.413)
Elderly Population 0.815*** 0.947**  1.148**  -1.002* -0.573 -2.254***
(0.232)  (0.194) (0.188) (0.430) (0.602) (0.489)
Youth Population 0.106 0.093 0.155 -0.052 0.287* -0.288*
(0.134)  (0.098) (0.097) (0.105) (0.117) (0.115)
Financial Crisis -0.065 -0.025 0.002 -0.966 -0.932 -1.629*
(0.313)  (0.296) (0.350) (0.629) (0.630) (0.790)
1° Oil Crisis -0.598* -0.021 -0.500 0.086 -0.488 0.033
(0.272)  (0.193) (0.315) (0.628) (0.486) (1.074)
2" Qil Crisis -0.338 -0.283 -0.343 1.061* 0.509 0.803
(0.207)  (0.188) (0.221) (0.439) (0.507) (0.620)
Oil Exporter 0.123 0.264 0.207 1.987* 1.821* 2.061*
(0.363)  (0.445) (0.371) (0.977) (0.926) (1.003)
Left Totalitarian 2.233 5.115* 2.727 6.279* 6.487** 10.714***
(3.336)  (2.546) (3.220) (3.145) (2.533) (2.828)
Federalism 2.036" -1.447 3.260%**
(1.059) (1.060) (0.983)
Constant 16.169 23.681* 11.308 42.888** 14.000 73.927*%*
(9.969)  (9.456) (7.041) (10.392)  (9.937) (10.219)
R-squared 0.5757 0.5917 0.5393 0.8277 0.7277 0.7346
N of Countries 17 17 17 14 15 14
N of Observations 403 515 432 231 298 260

Note Table entries are OLS estimates corrected foelpsecific autocorrelation. Panel-corrected stashda

errors are included in the parentheses. All inddpetivariables are one-year lagged.
Ap <.10; *p <.05; **p <.01; ***p <.001.
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Figure 1-1 Democracy and Corruption Perceptionexn@007) in Asia
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Source: Transparency International. Corruption &gtions Index (2007).
http://www.transparency.org/policy_research/surv@ydices/cpi/2007{April 20, 2008)

Figure 1-2 Democracy and Corruption PerceptioneXxn@007) in Latin America
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Figure 2 Domestic Government Spending and Tradengss (log) in Asia
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Figure 4 Trends of Democratization and the Averaigdilitary Spending in Asia 1960-2005
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Figure 6 National Trends in Domestic Governmenti@p® in Asia, 1960-2006
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Figure 7 National Trends in FDI in Asia, 1960-2005

Bangladesh Cambodia
10.2 . .
109 o~ °
981 ° . ——_ -
—_—
9.6 .
9.4 o o *
Japan Korea South
“] _‘.'_"/'
101 =2 -~
5
(=)
> Nepal
15 o e
. .. '. * e
0 ___!'__.___-——
.
5
Sii Lanka
204 ¢ .
15 TEE——
&
10
T T T T T T T T
0 1 2 3 0 2 4 6

China India Indonesia
- . M
Y P v
\.‘.:\\.- _\..‘_\\ T .
Malaysia Mongolia
Pakistan Singapore
* .
\ e ST )
. " .
D N B R D B S B
1 2 3 5} 10 15 20

FDI inflows

o D-Receipts/GDP

Fitted values

Graphs by country

143



Figure 8 Domestic Government Spending and Politg2x
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Appendix I-1

Trimming Income Inequality (Gini)

First, | choose data produced with either cleapme concepts or quality surveys,
which are coded as 1 or 2 for the variaQlgality in the data set. | also drop any data that do
not cover all areas, all population groups, andcagé groups in the population groups (See
AreaCovr, PopCovrand AgeCovrin the users’ guide). Then | choose data whosenira:
sharing units,IncSharU, are family or household, not person. This is beeal believe
inequality is better measured by family or houséholcomes than by personal incomes.
Another thing to be considered here is whether bate any equivalence scal&sjuivsc,to
take different family or household sizes into actolAlthough the vast majority of the
countries have adopted certain scales, some cesntsuch as Yugoslavia, Singapore,
Mauritius, Japan, Malawi, Barbados, and Hong Kdraye no data with equivalence scales.
This may imply that the GINI values for the couesriare not sufficiently accurate, but | still
decided to include their data because the inacmsare at least consistent and can be dealt
with the dummy variable ofdjustment Where countries have data with and without
equivalence scales, | choose the data having greatebers of observation.

By conducting a series of the procedures discuabede, we now have GINI data
that are with high quality, consistent, and compkraBecause there are still some countries
that have more than one observation for certaimsydewever, | add a couple of further
selection criteria to resolve the problem. Firdiservations with higher quality, which are
coded 1 rather than 2 Quality, are chosen. Then, the data are further narrowech avith
the following order of income concepts: disposabt®me > monetary disposable income >

gross income > gross monetary income. The firstavepreferred to the last two, because
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they show real incomes after taxes and transfersory the first two, disposable income is

the most preferred because it provides the mostraic and comparable measure that
includes both monetary and non-monetary sourcescoime. Meanwhile, between the two

pre-tax and pre-transfer income concepts, grosemecis preferred to monetary gross
income because it captures more comprehensiveesoafencome.

If we still have more than one observation for aertyears of countries, then I look at
equivalence scales and choose data by the follomidgr: square root > OECD scales (see
again the user’s guide for the specific formulag)er capita. The first two are preferred to
the last because they consider the economy ofrsieir weighting. Suppose that we have a
family or household with 10 members. Then, dividitg income by 10 may result in
depreciation of the real life condition of the f&yrihecause some living costs can be saved by
living together. This problem is dealt with by thest two scales, producing higher income
levels for the family. The choice of square rooelo@ECD scales is based on a practical
consideration. That is, | follow the scale of thexemburg Income Studies whose income
inequality data have been considered as the magirate and comparable in OECD
countries. Finally, if we still have not reachedata set with one observation per year, | use
the income-sharing unit variablecSharU,as the final selection tool. Here, household unit
is preferred to family unit because the former ismare comprehensive concept and can

cover people dwelling together both with and withiamily bonds.
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Appendix I-2

Table A1 Country Means for the Variables of Intétdsed in Regression Analysis, 1975-
2006

Years
Semi- of Total
Parliam Preside Democr
Country GINI Left Center entary ntial PR Mixed  acy®
Botswana 55.6 0 0 1 0 0 0 41
Ghana 32.3 0 0 0 0 0 0 15
Mali 28.0 0 1 0 0 0 0 15
Mauritius 37.9 1 0 1 0 0 0 39
Avg. Africa 38.5
South Korea 33.5 0 0.53 0 0.05 0 1 30
Avg. East Asia 33.8
India 31.9 0.81 0 1 0 0 0 57
Indonesia 36.7 n.a. n.a. 0 1 1 0 8
Malaysia 49.9 n.a. n.a. 1 0 0 0 50
Philippines 48.5 0 1 0 0 0.33 48
Sri Lanka 45.5 0.45 0.55 0.25 0 1 0 59
Thailand 44.4 0 0 0.93 0 0 31
Avg. S.-S.E. Asia 42.8
Bolivia 60.3 0.30 0.30 0 0 0.56 0.44 25
Brazil 59.5 0.52 0 0 0.05 1 0 26
Chile 54.9 0 0 0 0 1 0 31
Colombia 57.2 0 0.71 0 0 1 0 50
Costa Rica 46.0 0.52 0 0 0 1 0 62
Ecuador 58.4 0.76 0.05 0 0 0.65 0.35 43
El Salvador 52.3 0 0.24 0 0 1 0 25
Guatemala 52.4 0 0 0 0.10 1 0 29
Honduras 55.1 0 0 0 0.30 1 0 27
Jamaica 43.3 0.71 0 1 0 0 0 48
Mexico 52.2 0.58 0 0 0 0 1 13
Panama 55.9 0 0 0 0 1 0 31
Paraguay 56.8 0 0 0 0 1 0 18
Peru 52.2 0.22 0.17 0 0 1 0 41
Trinidad 40.2 0.35 1 0 0 0 45
Venezuela 49.1 0.64 0 0 0.70 0.30 49
Avg. Latin America 52.9
Bulgaria 33.2 0.17 0 0.29 0.71 1 0 17
Czech Rep. 25.9 0.54 0 1 0 1 0 14
Hungary 25.1 0.76 0 0.89 0.11 0 1 18
Poland 32.8 1 0 0 0.11 1 0 18
Romania 31.1 0.4 0.2 1 0 1 0 17
Russia 42.5 n.a. n.a. 0 0 0 1 15
Slovak Rep. 25.2 1 0 1 0 1 0 14
Slovenia 23.2 0.86 0.07 1 0 1 0 16
Avg. Post Communist 29.9
Portugal 36.6 0.44 0 0.75 0 1 0 32
Spain 32.3 0.54 0.18 0.94 0 1 0 31
Avg. Others 34.5

Note Countries whose names are italicized are excliméte sample of democracy only.
a) The sum of years of democratic experience (inclyighartial democracy) from 1945 to 2006.
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Appendix 11-1

Descriptive Statistics on Transitions
A. Stable ND:
Afghanistan, Algeria, Angola, Bahrain, Bhutan, Bugly Cameroon, Chad, China, Congo-
Kinshasa, Cuba, Egypt, Equatorial Guinea, Eritt@apon, Germany East, Guinea, Iraq,
Jordan, Kazakhstan, Kenya, Korea North, Kuwait,gyystan, Laos, Liberia, Libya,
Mauritania, Morocco, Oman, Qatar, Rwanda, SaudbieSingapore, Somalia, Swaziland,
Syria, Tajikistan, Togo, Tunisia, Turkmenistan, UAESSR, Uzbekistan, Vietnam, and

Yemen.

B. ND — PD:

Albania 1990, 1997, Argentina 1973, Armenia 1998emaijan 1992, Bangladesh 1991,
Benin 1991, Brazil 1985, Burkina Faso 1977, Cand@890, 1998, Central African
Republic 1993, Comoros 1990, 1996, Congo-Brazzat92, Croatia 1999, Djibouti 1999,
Dominican Rep 1978, El Salvador 1982, Ethiopia 1%94 1990, Ghana 1970, 1979, 1996,
Greece 1974, Guatemala 1986, Guinea-Bissau 1998, iyana 1992, Haiti 1990, 1994,
Honduras 1980, Hungary 1989, Indonesia 1999, 1e&7 llvory Coast 2000, Korea South
1987, Lesotho 1999, Madagascar 1991, Malawi 1994 M92, Mexico 1994, Mongolia
1990, Mozambique 1994, Nepal 1990, Nicaragua 188fer 1991, 1999, Nigeria 1979,
1999, Pakistan 1972, Paraguay 1989, Peru 1979, P¥8ipines 1986, Poland 1989,
Portugal 1975, Romania 1990, Sierra Leone 1996n3®¥ 6, Sudan 1986, Taiwan 1992,
Tanzania 2000, Thailand 1974, 1978, Turkey 198%rdg 1980, Yugoslavia 2000, and

Zambia 1991.
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C.ND— D:
Argentina 1983, Bolivia 1982, Bulgaria 1990, CHile89, Czechoslovakia 1990, Ecuador
1979, Lesotho 1993, Pakistan 1988, Panama 1988g8kP000, Thailand 1992, Turkey

1973, and Uruguay 1985.

D. PD— ND:

Albania 1996, Argentina 1976, Armenia 1996, Azgéall993, Belarus 1995, Burkina Faso
1980, Cambodia 1997, Chile 1973, Comoros 1976, 18839, Congo-Brazzaville 1997,
Ecuador 1970, Ghana 1972, 1981, Guatemala 197#ag&Bissau 1998, Guyana 1978,
Haiti 1991, 2000, Korea South 1972, Lebanon 197§eha 1984, Pakistan 1970, 1999,
Philippines 1972, Sierra Leone 1971, 1997, Sud&®,19989, Thailand 1971, 1976, 1991,

Uganda 1985, Uruguay 1972, and Zimbabwe 1987.

E. Stable PD:

Estonia, Georgia, Macedonia, Malaysia, Moldova, Me&m Russia, and Ukraine.

F. PD— D:

Argentina 1999, Botswana 1987, Brazil 1988, Colani#74, Croatia 2000, Cyprus 1974,
Dominican Rep 1996, Gambia 1990, Greece 1975, Guadde1996, Hungary 1990, India
1977, Korea South 1998, Madagascar 1992, Mexic0,2d0ngolia 1992, Nicaragua 1995,

Niger 1992, Pakistan 1973, Peru 1990, Philippirg&/1Poland 1991, Portugal 1976,
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Romania 1996, Slovak Republic 1998, Solomon Islda@®9, South Africa 1993, Spain

1978, Sri Lanka 1970, Taiwan 1996, and Turkey 1989.

G. D— ND:
Bangladesh 1974, Fiji 1987, Gambia 1994, Lesoti®12998, Niger 1996, Pakistan 1977,

Peru 1992, Solomon Islands 2000, and Turkey 19980.1

H. D — PD:
Argentina 1989, Colombia 1995, Ecuador 2000, Garhb&i, India 1975, Madagascar 1998,

Pakistan 1997, Sri Lanka 1978, Turkey 1997, Urudi@%/1, and Venezuela 1999.

|. Stable D:

Australia, Austria, Belgium, Canada, Costa Ricaed@zRepublic, Denmark, Finland, France,
Germany, Ireland, Israel, Italy, Jamaica, Japatidalithuania, Mauritius, Netherlands,
New Zealand, Norway, Papua New Guinea, Slovenigdew, Switzerland, Trinidad, United

Kingdom, and United States.
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Appendix I1-1

Table A1 Overall Summary Statistics

Variable Observations Mean Std. Dev. Min Max
Domestic Central Gov. Spending 354 13.84 5.92 2.78 37.78
Domestic Central Gov. Revenue 339 15.45 472 6.10 35.22
Domestic General Gov. Consum. 608 8.06 3.40 -0.55 7.92
Military Spending 672 2.86 1.82 0.40 11.30
Democracy 816 0.23 0.42 0.00 1.00
Partial Democracy 816 0.24 0.43 0.00 1.00
Trade (log) 674 3.69 0.81 0.43 6.14
FDI 514 2.10 3.23 -2.76 20.06
GDP per capita (log) 710 7.72 1.03 5.81 10.29
Growth Rate 714 3.60 4.18 -26.36 16.15
Total Population (log) 818 17.38 1.74 13.77 20.99
Elderly Population 818 4.43 2.25 2.06 20.25
Youth Population 818 36.94 7.63 13.78 46.46
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Appendix I11-2

Table A2 Determinants of the Domestic Public Sector

Government Consumption

Model 1 Model 2 Model 3
Democracy (D) 1.982** 1.740%+* 2.111*
(0.770) (0.420) (0.450)
Partial Democracy (PD) 0.698* 0.757* 1.158**
(0.277) (0.344) (0.388)
Trade (log) 0.879 0.457
(0.811) (0.744)
FDI -0.043 0.034
(0.163) (0.105)
D x Trade (log) 1.203**
(0.451)
PD x Trade (log) 0.483
(0.443)
D x FDI 0.232
(0.328)
PD x FDI -0.152
(0.153)
R-squared 0.6797 0.6947 0.6373
N of Countries 14 15 14
N of Observations 226 291 255

Note Table entries are OLS estimates corrected foelpsecific autocorrelation. Panel-corrected stashda
errors are included in the parentheses. All inddpetivariables are one-year lagged.
Ap <.10; *p <.05; **p <.01; ***p <.001.
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