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Using relative poverty measures based on micro-level data from the Luxembourg
Income Study, in conjunction with pooled time-series data for 14 advanced capitalist
democracies between 1970 and 1997, the authors analyze separately the rate of pretax/transfer poverty and the reduction in poverty achieved by systems of taxes and
transfers. Socioeconomic factors, including de-industrialization and unemployment,
largely explain pre-tax/transfer poverty rates of the working-age population in these
advanced capitalist democracies. The extent of redistribution (measured as poverty
reduction via taxes and transfers) is explained directly by welfare state generosity
and constitutional structure (number of veto points) and the strength of the political
left, both in unions and in government.

HE ALLEVIATION

OF poverty

has

been a central goal of public policy in
almost all industrial societies. Although governments of different political colorings disagree on the extent to which the state should
intervene in the economy or redistribute income to achieve equality, all advanced industrial democracies have implemented social
policies to reduce poverty (Goodin et al.
1999; Kenworthy 1999). Researchers have
recently begun to examine the predictors of
cross-national differences in the rates of relative poverty, but their analyses have been
limited to cross-sectional data (Kenworthy
1999; Kim 2000; Korpi and Palme 1998) or
case-study research (Goodin et al. 1999).
Furthermore,previous research has failed to
decompose the causal mechanisms that exDirectall correspondence
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plain poverty rates across countries, in so far
as it has not distinguished between the determinants of pre-tax/transferpoverty (i.e., the
rate of poverty characterizingthe distribution
of incomes prior to taxes and transfers) and
the determinantsof the reduction in poverty
resulting from the tax and transfer system.
We aim to overcome some of the limitations in previous work. First, we examine the
determinants of poverty in a longitudinal
framework, using unbalanced pooled crosssections and time-series data on 14 advanced
capitalist democracies between 1967 and
1997 (E. Huber, Ragin, and Stephens 1997).
Second, we utilize relative poverty measures
based on micro-level data that allow us to
measure household incomes before and after
taxes and transfers. Thus we can examine
separately the determinants of poverty before taxes and transfers (pre-tax/transfer
poverty) and the determinants of the reduction in poverty achieved by government
taxes and transfers.
The principal theme of this research is that
pre-tax/transferpoverty and the reduction in
poverty resulting from taxes and transfers
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are determined by distinct (although partially overlapping) sets of factors. By distinguishing between pre-tax/transfer poverty
and the reduction in poverty, we are able to
integrate theories of inequality that focus on
economic and labor market structures with
theories of redistribution that focus on political power and state structure.
With respect to pre-tax/transfer poverty,
we draw on the literatureon income inequality and wage dispersion. We hypothesize that
pre-tax/transferpoverty rates are largely determined by characteristics associated with
economic development (including agricultural employment, the spread of education,
the size of the youth population, de-industrialization, globalization, unemployment, and
changing women's roles), and institutional
features of the labor market, such as union
density and bargainingcentralization(Alderson and Nielsen 2002; Bradley et al. forthcoming; Pontusson, Rueda, and Way 2002;
Rueda and Pontusson 2000; Wallerstein
1999).
By contrast, we view the reduction in poverty as driven by state action in redistributing income. We expect the extent and nature
of redistributionto be more directly affected
by characteristics of the polity (Bradley et
al. forthcoming; Kenworthy 1999). Hypotheses concerning determinantsof poverty reduction are therefore more often related to
the role of governments and are derived
from the political science literature. We expect the extent to which states redistribute
income and reduce poverty to depend on the
cumulative impact of government policies,
and that these policies in turn are shaped by
the ideology and social base of the parties in
power. Left or social democratic parties, as
well as Christian democratic parties, are
ideologically committed to poverty reduction, whereas this goal figures less prominently among the commitments of secular
right and center parties. Social democratic
parties are also strongly committed to a reduction in inequality, while Christian democratic and secular right and center parties are
not (Goodin et al. 1999; Stephens 1979;
Tilton 1990; Van Kersbergen 1995). We also
hypothesize that the poverty reduction process is affected by the number of constitutional veto points in the government. Veto
points are points in the political process at
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which legislation can be blocked. Political
structureswith many veto points tend to reduce poverty less effectively. These and alternativepolitical mechanisms of poverty reduction are discussed in detail later.
THEORY AND HYPOTHESES FOR
DETERMINANTS OF PRE-TAX/
TRANSFER POVERTY
ASPECTS

OF DEVELOPMENT

The relationship between industrialdevelopment and poverty is an old and once bitterly
debated issue. In view of the horrendous social ills ushered in by early industrialization,
nineteenth century observers (including Karl
Marx) had good reasons to prophesy that the
development of industrial capitalism would
result in deepening poverty among the
masses. From the vantage point of the
twenty-first century we know this dismal
scenario did not take place. Instead, the majority of the population of industrial societies has enjoyed a secular trend of rising standards of living. The decline in poverty resulting from economic development is attributableto trends discussed in a parallel literatureon changes in inequality initiated by
Kuznets (1955). In that literature, the longterm decline in inequality is associated with
aspects of late industrial development, including economic development, agricultural
employment, the size of the youth population, and the expansion of education. We
draw on this literature to explain cross-national variations in pre-tax/transferpoverty
across advanced capitalist democracies.
GROSS DOMESTIC PRODUCT AND AGRICULTURAL EMPLOYMENT. Over the past

200 years, increasing productivity of labor
associated with industrial development
coupled with moderating population growth
has had a massive impact in raising standards of living and reducing poverty in advanced industrial societies (Nolan and
Lenski 1999). The poverty-reducing effect
of development was still manifest during
part of the post-World War II period in such
countries as the United States (Danziger and
Gottschalk 1995). Thus, a straightforward
hypothesis for comparing industrial societies is that greater economic development, as
measured by a country's gross domestic
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product per capita, will be associated with
less poverty.
Another measure of development, employment in the agriculturalsector, is expected to
be positively associated with poverty insofar
as it represents reliance on economic activities associated with lower productivity and
wages. The inclusion of agriculturalemployment in models of pre-tax/transferpoverty is
motivated by the finding of a strong positive
association of this variable with income inequality in advanced industrial societies
(Alderson and Nielsen 2002). If agricultural
employment increases inequality by inflating
the bottom of the income distribution, this
effect should also be reflected in a positive
association with poverty.
The historical association of development
with decreasing poverty may have ended in
recent decades, at least in some industrial
economies. Research on trends in income inequality in the United States, for example,
shows that real wages at the bottom of the
income distribution have not kept pace with
economic growth in the last quarter of the
twentieth century (Blank and Blinder 1986;
Cutler and Katz 1991; Tobin 1994). If this
failure of development to lift incomes at the
bottom of the distribution affects other industrialeconomies outside the United States,
the expected negative association of poverty
with economic development may be attenuated or reversed. There is some evidence
(admittedly tentative) that income inequality
becomes positively associated with GDP at
high levels of development (Alderson and
Nielsen 2002). If this upswing in the overall
inequality of the income distribution is also
reflected in a greater proportion of low incomes, one would expect an attenuation of
the historical pattern, or even the emergence
of a positive association between poverty
and GDP.
YOUTHPOPULATION.An old theme of re-

search on income inequality is that a large
youth population is associated with greater
inequality because it representsboth a dependent population and a labor reserve (often
1
Developmentmayalso motivate,andprovide
the means for, greaterefforts at povertyreduction by governments. This possibility is discussed later,togetherwith othermechanismsof
povertyreduction.

less skilled), and is expected to depress incomes at the bottom of the income distribution (Kuznets 1955; Lindert and Williamson
1985; Nielsen 1994). Cross-nationalresearch
has often demonstrated the predicted association between size of the youth population
and income inequality (Gustafsson and
Johannson 1999; Smeeding 1989; Smeeding,
Torrey, and Rein 1988). The same logic argues for a positive association between size
of the youth population and poverty.
EDUCATION. Development

is associated

with the expansion of educational systems.
The spread of education is directly linked to
the increase in labor productivity that has
historically contributedto the decline in poverty in industrial societies (Becker 1993).
Furthermore, by increasing the supply of
skilled and professional workers, expanded
education reduces the income gap between
the skilled and unskilled (Lecaillon et al.
1984; Nielsen and Alderson 1995; Simpson
1990; Tinbergen 1975). Gottschalkand Joyce
(1996), using a cross-national sample, find a
systematic negative relationship between the
size of supply shifts (educated workers) and
changes in the education premium. Thus, as
the supply of educated workersincreases, the
education premium decreases. Country studies cited by Gottschalk and Smeeding (1997)
also support the simple supply-demand
model of the labor market, although the relative size of the education premium varies
substantially across countries. Extending the
argument from inequality to poverty, one
would predictthat greatereducationalexpansion is associated with less poverty.
Two caveats to this prediction are in order. First, Gottschalk and Smeeding (1997)
review evidence that the United States in the
1980s experienced a large increase in returns
to skill (measured either by education or experience), despite a large increase in the supply of educated and experienced workers.
This combination suggests that the demand
for skilled labor outstrippedthe supply in the
United States, leading to greater inequality.
Thus, supply is not the whole story. Second,
one drawback of the cross-national studies
just cited on the effects of education is that
education is measuredby formal educational
attainment,usually secondary or tertiaryenrollment ratios, which ignores the possibly
imperfect correspondence between these
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measures and actual differences in skills,
due to the variation in educational systems
across countries.
VOCATIONALEDUCATION.The advanced

industrial countries also vary greatly in the
development of their systems of vocational
education. Vocational education is particularly importantfor workers who have less of
the type of generalized skills emphasized in
academic education tracks. The strong vocational education systems that characterize
European coordinated market economies
(CMEs)2 allow these workers to develop vocational skills that raise their productivity
and pay. Vocational training is often carried
out in partnership with firms, and the acquired skills are often specific to a given industry or firm (Estevez-Abe, Iversen, and
Soskice 2001). Estevez-Abe et al. (2001)
have argued that these systems of vocational
education give workers an incentive to work
harder in their academic courses, as success
in the courses often determines their placement into vocational tracks. Improved general skills at the bottom are expected to result in lower poverty. Thus, strong systems
of vocational education are expected to reduce poverty by (1) increasing specific vocational skills, and (2) increasing general
academic skills among workers who would
otherwise be most at risk of poverty. This
prediction is consistent with the compressed
wage and salary differentials typical of
CMEs.3
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the early 1970s (Harrison and Bluestone
1988; Nielsen and Alderson 1997, 2001;
Thurow 1987). To the extent that any social
trend produces greater inequality by inflating the bottom of the income distribution, it
should also produce greater poverty. Researchers have identified numerous factors
associated with the "GreatU-Turn," including de-industrialization,globalization, an increase in long-term unemployment, and the
changing roles of women (Bluestone and
Harrison 1982; Nielsen and Alderson 1997,
2001). We now discuss how these factors
may affect pre-tax/transferpoverty.
DE-INDUSTRIALIZATION.

De-industrial-

ization, the shift in employment from manufacturing to services, has affected all industrial economies during the last third of the
twentieth century. (As we discuss below, the
de-industrialization trend may be exacerbated by the effect of globalization.) The
manufacturing sector is typically characterized by higher average wages and a more
equal income distribution than is the service
sector. Therefore, the transfer of jobs from
manufacturingto services produces a larger
share of low-wage jobs and greater poverty
(e.g., see Alderson and Nielsen 2002; Bluestone and Harrison 1982; Esping-Andersen
1999; Gustafsson and Johansson 1999).
Thus, we expect that a larger proportion of
employment in manufacturing, indicating
less de-industrialization, will be associated
with lower poverty.
ASPECTS OF GLOBALIZATION:LDC IM-

THE U-TURN PROBLEMATIC

Many social trends that may affect income
inequality in industrialnations have received
intense scrutiny following discovery of the
"GreatU-Turn,"the inequality upswing that
took place in the United States beginning in
2 Soskice (1999) uses the term "coordinated
marketeconomies"to characterizethe types of
economies that earlierwork had referredto as
"organizedmarketeconomies."In CMEs,"there
is considerablenonmarketcoordinationdirectly
andindirectlybetweencompanies,with the state
playing a framework-setting role; and . . . labor

remains'incorporated'"
(p. 103).
3 IversenandSoskice (2001) have arguedthat
the developmentof vocationaleducationsystems
is also associatedwithgreaterpovertyreduction.
The mechanismthey postulateis examinedlater.

PORTS, CAPITAL MOBILITY, AND IMMIGRA-

TION.Advanced economies have become in-

creasingly integrated into internationalmarkets for goods, capital, and labor during the
last three decades. Three trends associated
with globalization may have affected the incidence of poverty in developed nations: increases in imports from nonindustrialeconomies ("southern imports"), capital mobility,
and immigration (Alderson and Nielsen
2002).
Importation of manufactured goods from
less-developed nations places workers in industrial nations in direct competition with
lower-paid workers in developing nations.
As trade between nations increases, the
wages and jobs of the least skilled workers
in industrialized countries are threatenedbecause they compete with lower-paid work-
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ers in less developed countries (Wood 1994).
This competition reduces wages and increases unemployment. Thus, increased penetration by southern imports is hypothesized
to increase pre-tax/transferpoverty.
A second feature of globalization is increasing capital mobility, which means more
options for the outflow of capital from developed to developing economies (i.e.,
"capital flight"). If firms take advantage of
these options to shift manufacturingproduction from core countries to less developed
countries that offer tax incentives and lowwage labor, then the de-industrializationprocess in core nations is exacerbated (Alderson
1999; Bluestone and Harrison 1982:6). The
extent to which firms take advantage of
these options is an empirical question, as
they may prefer to locate production in developed countries for a number of reasons,
such as closeness to markets, quality of infrastructure, availability of a highly skilled
labor force, and so on. Nevertheless, one
would expect outward capital flows to be related to higher levels of pre-tax/transferpoverty. Moreover, capital mobility per se enhances the power of capitalists relative to the
government and labor, undermining the bargaining power of labor and the capacity of
governments. Because of the availability of
easy exit options, business may demand tax
and social policy concessions from the government and wage concessions from organized labor (Alderson and Nielsen 2002;
Bradley et al. forthcoming). Thus we expect
capital mobility, both in the form of lack of
restraints on outflows and in the form of actual outflows, to be associated with greater
pre-tax/transferpoverty.4
The final component of the globalization
triad is immigration-increased labor mobility across internationalborders. This trend is
experienced by developed nations as a swelling flow of immigrants (Borjas 1994). A
high rate of immigration has been associated
4 Capitalmobility may furtherraise poverty
ratesvia a negativeeffect on labor'sshareof in-

come. As Scharpf (2000) points out, the combination of higher interest rates and easier capital
mobility in the 1980s required that capital invested in enterprises render higher profit margins, which increased the share of capital relative to that of labor, resulting in lower real wages
(Alderson and Nielsen 2002).

with greater poverty (as well as greater inequality) in advanced economies because (1)
immigrants have lower average skills than
the resident population, and (2) the immigrant population is typically "bifurcated"
into low-skill and high-skill components
(Alderson and Nielsen 2002; Borjas, Freeman, and Katz 1992). The influx of low-skill
migrants has been viewed as increasing poverty in partby displacing native workers and
threatening their wages, although this relationship is contested (see the review by
Tienda and Liang 1994). Overall, our expectation is that a greater rate of immigration
will be associated with greater poverty.
UNEMPLOYMENT. Unemployment

has

long been identified as a major economic determinant of poverty. The unemployment
rate is strongly associated with pre-tax/transfer poverty because individuals experiencing
unemployment suffer a loss or reduction of
their income. Furthermore,real wages often
decline during economic downturns, so that
even workers who are able to keep theirjobs
may be more likely to fall below the poverty
line during periods of high unemployment
(Gramlich and Laren 1984; McFate,
Smeeding, and Rainwater 1995). Thus we
expect that high unemployment will be associated with higher levels of pre-tax/transfer poverty.5
CHANGING ROLES OF WOMEN: FEMALE
AND
PARTICIPATION
FORCE
LABOR

SINGLE-MOTHER FAMILIES. Researchers

have also linked women's changing roles
with the upswing in inequality associated
with the Great U-Turn (Alderson and
Nielsen 2002). Women's roles have changed
dramaticallybecause they are more likely to
work and to head households.
The effect of increasing labor force participation by women on the distribution of
income has been much debated. Greater female labor force participation has been
viewed as increasing the dispersion of incomes by amplifying the relative advantage
or disadvantage of marriedcouples (Thurow
1987), although this argumenthas been contested (Cancian, Danziger, and Gottschalk
5
Perhaps surprisingly, unemployment may
also be associated with a greater reduction in
poverty through government transfer.We discuss
this possibility later.
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1993; Nielsen and Alderson 1997). In the
context of poverty, the situation may be more
straightforward.As women have entered the
labor force, they have enhanced their abilities to contribute to family income and to independently raise families (Casper, McLanahan, and Garfinkel 1994). If women are
largely relegated to low-wage employment,
their joining the labor force may not reduce
overall poverty much, especially if they are
attempting to maintain autonomous households (McFate 1995). Still, overall we expect
that greater labor force participation by
women will reduce pre-tax/transferpoverty.
Researchershave found that single-mother
families with children under 18 have remarkably high poverty rates, even if the mother
is employed full-time (Casper et al. 1994;
Kamerman 1984; Kilkey and Bradshaw
1999; McFate 1995; Smeeding 1989). A
study of the United States, Canada, the
United Kingdom, West Germany, the Netherlands, France, and Sweden finds that
single-parent households have substantially
higher rates of poverty before taxes and
transfers than couple-headed households in
all these countries (McFate, Smeeding, and
Rainwater 1995). In consideration of these
findings, we expect that countries with a
larger proportion of households headed by
single-mothers will have higher rates of pretax/transferpoverty.
LABOR MARKET INSTITUTIONS:
UNION DENSITY AND BARGAINING
CENTRALIZATION

Our main premise here is that the politicalinstitutional structure of industrial societies
will affect poverty primarily through government efforts at redistribution. However,
the strength of labor unions and the degree
of coordination of wage-setting are two institutional features that are likely to affect
income levels (and thus poverty) directly,
prior to any government redistribution.6
UNIONDENSITY.Insofar as unions strive
to raise or maintain the salaries of workers
6
Wage Coordinationis the "degreeto which
the variousactors [i.e., unions, businesses,and
government]involved in the wage-settingprocess deliberately harmonizetheir bargaining"
(Kenworthy2001:75).
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(among other goals), one expects union
strength to be negatively associated with
pre-tax/transfer poverty. This straightforward hypothesis is made even more plausible by the repeated finding that greater
unionization is associated with reduced income inequality among industrial societies
(Alderson and Nielsen 2002; Gustafsson and
Johansson 1999; Stephens 1979).
BARGAINING CENTRALIZATION. Another

institutional feature that should contribute to
raising the lowest salaries above the poverty
level is centralized bargaining. Centralized
bargaining is associated with less wage dispersion and less income inequality (Alderson and Nielsen 2002; Iversen 1996; Rueda
and Pontusson 2000; Wallerstein 1999). Bargaining centralization should therefore be
associated with lower pre-tax/transfer poverty rates.
POLITICS AND POLICIES

A principaltheme here is that socioeconomic
factors and labor market institutions explain
the bulk of the variation in pre-tax/transfer
poverty. However, we explore arguments
that some political factors may affect poverty directly.
LEFT GOVERNMENT. Studies of wage dispersion have found that left government has
a negative effect on wage inequality, even
when bargaining centralization and union
density are controlled (Pontusson et al.
2002; Rueda and Pontusson 2000). Policies
promoted by left parties, such as minimum
wages and active labor market policies, are
hypothesized to explain this effect. Studies
suggest that left government might be associated with lower levels of poverty before
taxes and transfers.
WELFARE POLICIES. Based on conven-

tional economic reasoning, critics of the welfare state contend that generous welfare state
benefits, particularlyunemploymentbenefits
and other transfers, such as social assistance,
available to able-bodied working-age persons, increase pre-tax/transfer poverty because they act as disincentives for recipients
to seek work. Indeed, it is sometimes argued
that, to the extent that generous welfare states
reduce post-tax/transferpoverty, they simply
make up for the damage done to pre-tax/
transfer poverty levels. We are skeptical re-
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garding this argument as it ignores the fact
that generous welfare states are often labor
mobilizing and invest heavily in skill formation, particularly under the influence of social democratic parties. Moreover, the empirical work on the welfare state and work
disincentives offers little supportfor the view
that generous social policy discourages work
effort and reduces labor supply (Atkinson
and Mogensen 1993). Nevertheless, we will
test the hypothesis that welfare state generosity may increase pre-tax/transfer poverty
by including in models of pre-tax/transfer
poverty indicators of welfare policies, such
as the unemployment replacement rate, that
are discussed among determinantsof poverty
reduction in the next section. The replacement rate variable, as well as the welfare
state generosity variable, are appropriatefor
testing the hypothesis that generosity of welfare states in general, and generous unemployment benefits specifically, increase the
level of pre-tax/transfer poverty by providing the unemployed and those out of the work
force with a negative work incentive.
THEORY AND HYPOTHESES
POVERTY REDUCTION
EFFECTED BY TAXES AND
TRANSFERS

FOR

For hypotheses on poverty reduction, we
draw primarily on the literature on welfare
state development. Some of the variables
hypothesized to affect pre-tax/transferpoverty are not hypothesized to affect poverty
reduction, and vice versa (see Table 1).
Moreover, even when the same independent
variable is hypothesized to affect both pretax/transfer poverty and poverty reduction,
the logic of each predicted effect is generally different. We draw on the findings of E.
Huber and Stephens (2001, chap. 3, esp. p.
81) on welfare state determinantsand effects
to argue that partisan incumbency and state
structureare the key determinantsof poverty
reduction.
WELFARE STATE GENEROSITY AND
DISTRIBUTIVE PROFILE
WELFARE STATE GENEROSITY. We posit
that the key determinants of poverty reduction are the size and structure of tax and

transfer systems. Researchers have found
that the size of the welfare state (as measured, for example, by spending on social
programs) is associated with poverty reduction; countries with the largest welfare states
typically have the lowest post-transfer poverty rates (Burtless, Rainwater, and
Smeeding 2001; Kenworthy 1999; Kim
2000; Korpi and Palme 1998; McFate et al.
1995). Ceteris paribus, large welfare states
redistribute more income. This assumption,
central to our argument, is supported by
cross-sectional comparative research on
poverty reduction (Goodin et al. 1999;
Kenworthy 1999; Kim 2000).
DISTRIBUTIVE PROFILE OF THE WELFARE STATE. The redistributive impact of

the welfare state is not simply a product of
its size but also of the incidence of taxes and
the distributionof transfersand services provided by the state. Indeed, as Aberg (1989)
emphasizes, the size and distributive profile
of taxes, transfers, and services are logically
the sole proximate causes of welfare state
redistribution. Thus, one would expect factors such as partisan government to operate
through their effect on the size and/or distributive profile of the welfare state. However, to foreshadow the discussion of operationalization, the data we use (Luxembourg
Income Study) do not measure the impact of
public services on (in-kind) income, and the
measures of the composition of transfers do
not allow the researcher to measure the distributive profile of transfers very accurately.7
Short of actually measuring the distributive profile of transfers,one can identify certain types of transfers that ought to reduce
poverty because they tend to benefit lower
income groups disproportionately.These include means-tested benefits, child and family allowances (which are usually flat-rate
and independent of income), maternity allowances, and generosity of unemployment
compensation (measured as the unemployment replacement rate). Holding the size of
7

Thus,we expecta directeffect of partisanincumbencyand other welfare state determinants
on povertyreduction.If we were able to include
accuratemeasuresof the redistributive
profileof
taxes andbenefits,we wouldexpect no such directeffects of partisanship.
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Table 1. Variable Descriptions, Data Sources, and Hypothesized Effects

Variable

HypothesizedImpacton:
Pre-Tax/
Transfer Poverty
Poverty Reduction

Description

DEPENDENTVARIABLES
Pre-tax/transfer
Percentageof householdsin which the head is age 25
to 59 with disposable incomes below 50% of the average
poverty
disposablehouseholdincome before taxes and transfers.a
Povertyreduction
Proportionalreductionin poverty effected by taxes and
transfersfor householdsin which the head is age 25-59
[(1- post-tax/transferpovertyrate
pre-tax/transferpoverty rate)lOO]a
INDEPENDENTVARIABLES
Economic Development

GDP
Agricultural
employment
Youth
Education
Vocational
education

Gross domestic productper capita adjustedfor purchasing power parities.b,c
Proportionof civilian laborforce employed in agriculture.bc +
Percentof the populationunder 15 years of age.b,c
Secondaryschool enrollmentas a percentageof the population of secondaryschool age.d
Percentageof an age cohort in either secondaryor postsecondaryvocationaltraining.e

+
N/A

+
-

N/A
N/A

-

+

-

N/A

Importsfrom non-OECDcountriesas a percentageof GDP.f +
Liberalnessof capital controls.g
+

N/A

Outwarddirect foreign investmentas percentageof GDP.

+

N/A

Populationgrowthper 1,000 populationminus (birthrate
minus deathrate).d
Percentageof total laborforce unemployed.b,c
Percentageof women age 15 to 64 in the laborforce.bC

+

N/A

+
-

+
N/A

+

+

U-Turn Problematic

Industrial
employment
LDC imports
Capitalmarket
openness
Outwarddirect
foreign investment
Immigration
Unemployment
Female laborforce
participation
Single-mother
families

Percentof the laborforce in industrialemployment.bc

Percentageof families with childrenunderage 18 with a
female head.a

(Continued on next page)

total transfer expenditure constant, we hypothesize that the welfare state is more effective at reducing poverty in a given country at a given time point when transfers are
concentrated in these programs.
PARTISAN INCUMBENCY AND
CONSTITUTIONAL STRUCTURE
LEFT AND CHRISTIAN DEMOCRATIC CABINETS. We argue that duration of left govern-

ment is a key determinant of the reduction

in poverty achieved by state policy. The literature on welfare state development has
paid considerable attention to the role of partisan ideologies that have dominated the political history of most industrial societies.
Earlier research using extensive analysis of
pooled time-series data has found that partisan government (categorized as left or social
democratic, Christian democratic, secular
right, and center parties) is the most consistently decisive determinant of eight different
indicators of welfare state effort (E. Huber
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(Table 1 continued from previous page)

Variable

Hypothesized Impact on:
Pre-Tax/
Transfer
Poverty
Poverty Reduction

Description

INDEPENDENT VARIABLES (Continued)
Labor Market Institutions
Union density
Union membership as a percentage of total wage and
salary earners.b,h
Degree of coordination of wage bargaining.i
Wage coordination/
corporatism
Politics
Left cabinet

Christian democratic cabinet

+

Scored 1 for each year when the left is in government
alone, scored as a fraction of the left's seats in parliament
of all governing parties' seats for coalition governments,
cumulative 1946 to date.b
Religious parties' government share, coded as for left
cabinet.b

Women's organiWomen's representation in parliament adjusted for the
zation strength
representational system.
Constitutional
Veto points created by constitutional provisions.b
structure (veto points)
Policies
Welfare generosity

+

+

N/A

+

N/A

+

N/A

Sum of the standardized values of government revenue
as a percentage of GDP and social security transfers as
a percentage of GDP.b,C
Percentage of social transfers that are means-tested.a

+

+

+

+

Child and family
allowances

Percentage of social transfers that are child and family
allowances.a

+

+

Maternity allowances

Percentage of social transfers that are maternity
allowances.a

+

+

Unemployment
replacement rates

Measures of replacement rates for workers at average
wages and 2/3 average wages for 1 and 5 year periods.c

+

+

Means-tested
benefits

Sources: a Luxembourg Incomes Surveys (various years); b Huber, Ragin, and Stephens (1997); c OECD
(various years [a]); d World Bank (various years); e Estevez-Abe et al. (2001); f OECD (various years [b]);
Quinn and Inclan (1997); h Ebbinghaus and Visser (1992); Kenworthy (2002).

and Stephens 2001).8 With regard to poverty

reduction, we expect social democracy to
have a larger impact than Christian democracy, not primarily because of its impact on
the size of the welfare state but because of
its impact on the redistributive profile of
taxes and benefits.9 We expect this because

of historical differences in the social bases
of the parties and the related differences in
ideology. Social democratic ideology traditionally calls for greater redistribution,
whereas Christian democratic ideology is
more focused on providing for the needy.
CONSTITUTIONAL

VETO POINTS.

We

agree with statist and new institutionalist
8

Depending on the indicator chosen, either left
government or Christian democratic government
is the most importantdeterminantof welfare state
effort, and the other partisanship variable is usually the second most important variable.
9 The effect of social democratic
incumbency
would be even larger if our measure of welfare

state generosity included publicly delivered services, such as national health care and public
education, as it is in this aspect, and not in transfer generosity, that the social democratic welfare
state is most distinctive (Esping-Andersen 1999;
E. Huber and Stephens 2001; Scharpf 2000).
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theorists that a country's constitutional
structureis an importantdeterminantof welfare state development (Skocpol and Amenta
1986) and thus of the extent of redistribution through the tax and transfer system. An
important aspect of the constitutional structure is the presence of "veto points," that is,
points in the political process at which legislation can be blocked. A relatively large
number of veto points in a country's constitutional structuredepresses welfare state expansion as it enables relatively small groups
to obstruct legislation (Bradley et al. forthcoming; E. Huber, Ragin, and Stephens
1993; E. Huber and Stephens 2000, 2001).10
The extreme types are representedby, on one
hand, the unicameral, unitary parliamentary
systems of Scandinavia in which the party
or coalition of parties with a single seat majority in the national legislature can pass any
policy it desires, and, on the other hand, the
strongly bicameral, federal, presidential system of the United States, in which legislation may not only find itself blocked by either house or the president, but may not even
be under full control of the federal government. We expect that polities with more veto
points will be associated with less poverty
reduction.
ADDITIONALTHEORIES

Additional explanations of poverty reduction
are also drawn from the political science literature. These include women's political
mobilization, vocational education, capital
market openness, and labor market institutions.
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As more women have entered the labor force,
they have been confronted with the problem
of combining paid work outside the home
and unpaid care work in the family. More
women have also established autonomous
households. This has generated demands for
greater state supportfor working women and
single mothers, such as paid maternity and
parental leave, child allowances, and free or
subsidized services for child care and care
for the elderly. Women's labor force participation has been shown to be associated with
expansion of welfare state services (E. Huber
and Stephens 2000, 2001). These socioeconomic changes have also resulted in women's
political mobilization, as manifested in increasing participationat all levels of the polity. Women's political mobilization has altered the balance of political power in favor
of welfare state expansion. In countries
where women mobilized effectively both inside and outside of political parties, they
were able to use their political influence to
get some of the specific demands met that
related to women's concerns (Misra 1998;
O'Connor, Orloff, and Shaver 1999;
Sainsbury 1999). Thus, we expect women's
political mobilization to be positively associated with poverty reduction. As in the case
of social democracy, we expect women's political mobilization to have a dampening effect on poverty both because it increases the
size of the welfare state and because it shapes
the profile of welfare state programs toward
redistribution.
VOCATIONAL

EDUCATION.

We conjec-

tured earlier that the development of vocational education reduces pre-tax/transfer
WOMEN'S POLITICAL MOBILIZATION. The
poverty. Iversen and Soskice (2001) also argue that the industry-specific and firm-spegreat changes in the roles of women brought
cific nature of many of the skills acquired in
aboutby industrialdevelopment have created
a demand for expansion of the welfare state.
vocational education systems results in
higher support for social spending as work10The logic of the argumentaboutveto points
ers with these skills are vulnerable to longer
indicatesthatit could workin the reversedirecspells of unemployment and to loss of inthat come if forced to move between jobs with
tionduringattemptsat welfareretrenchment;
is, many veto points might retardretrenchment different skill requirements.If so, one would
andfew veto pointsmightfacilitateit. Although expect the extent of vocational education to
some case study evidence supportsthis view
be positively related to higher social spend(Bonoli and Mach2000; E. Huberand Stephens
and poverty reduction. While Iversen
2001; King and Wood 1999), in quantitative ing
and
Soskice suggest that most of the effect
studiesthe negativeeffect of veto pointson welstructure on poverty reduction will
of
skill
fare generosityswampsany negativeeffect this
be via an increase in the size of the welfare
even in an
variablemighthave on retrenchment,
state, it might also have a direct effect, as it
era of retrenchment
(Swank2002).
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has been shown that the type of earnings-related benefits they have in mind do have a
net redistribution effect (Korpi and Palme
1998; Stephens 1995).
CAPITAL MARKET OPENNESS.

As a fac-

tor of capital mobility, capital market openness was predicted to increase pre-tax/transfer poverty. This variable may also affect
poverty reduction. In the golden age of postwar capitalism, advanced industrial countries varied greatly in the degree to which
government controlled capital movements
across borders. By the middle 1990s, almost
all countries had completely dismantled
capital controls. The absence of capital controls enhances the power of capitalists relative to the government. Because of the availability of easy exit options, business may demand tax and social policy concessions from
the government (Bradley et al. forthcoming).
Thus, we expect capital market openness to
be associated with less reduction in poverty.
LABOR

MARKET INSTITUTIONS.

Labor

market institutions may affect poverty reduction in addition to their impact on pretax/transfer poverty. Bargaining centralization and wage coordination are frequently
used as indicators of corporatism, that is,
tripartite policymaking by centralized business and labor confederations and the state.
Corporatism has long been associated with
generous welfare states (Hicks 1999;
Swank 2002). Researchers have found that
greater unionization is associated with welfare spending and redistribution (Bradley et
al. forthcoming; Stephens 1979). Although
we agree with researchers who contend that
political incumbency is a better predictor of
welfare state development than are labor
market institutions (E. Huber and Stephens
2001), we test the alternative hypothesis
that corporatism and organizational strength
of unions (both of which are highly correlated with left government) are associated
with poverty reduction.
MEASURES OF RESOURCES AND SIZE OF
TARGET POPULATIONS. We include in mod-

els of poverty reduction several variables
whose primary effect is on pre-tax/transfer
poverty, but that may also affect poverty reduction, either because they increase the social need for redistribution or because they
increase the resources available for such
transfers.

Because unemploymentcompensation is a
component of all industrialized welfare systems, as unemployment and economic need
increase a higher proportionof transferswill
go to the unemployed, who are likely to be
poor in terms of their pre-transfer incomes
(Bradley et al. forthcoming; Makinen 1999).
Thus, unemploymentmay be associated with
greater reduction in poverty (Bradley et al.
forthcoming).l1
Given that single-parent families (in reality most of these are single-mother families)
are among those most vulnerable to pre-tax/
transferpoverty (Smeeding 1989), we expect
the proportion of single-mother households
to increase poverty reduction. The same
logic applies to pre-tax/transfer poverty: A
larger targetpopulation might be expected to
increase poverty reduction, ceteris paribus.
The "logic of industrialism" school of
thought argues that economic development
leads to welfare state expansion by creating
new vulnerabilities and needs for social protection and by providing states with the
means to offer such protection (Wilensky
1975). If so, we would expect higher levels
of industrializationand affluence to result in
larger welfare states and greater poverty reduction through taxes and transfers.
DATA
DEPENDENT

VARIABLES

The measures of poverty are derived from
the Luxembourg Income Study (LIS) database.12 LIS collects data from national
microdatasources (i.e., survey data based on
individual-level data rather than macro ag11We are not arguingthat unemploymentis
relatedto povertyreductionindependentof the
welfarestate.However,if one measureswelfare
state generosityby the magnitudeof taxes and
transfersonly, as we do, thenone wouldexpecta
"direct"effect of unemploymentbecausea rise
in unemployment
will changethe compositionof
transfers.If unemploymentis high, then,ceteris
paribus,a higherproportionof transferswill be
going to the unemployed,who are likely to be
poorin termsof theirpretransferincome.
12See http://www.lisproject.org
for a general
introductionto the LIS databaseand a complete
list of countries,years,andvariablesavailablein
this rich data source.
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gregates) and harmonizes the data sets to
make income comparisons across countries
and over time possible.13 LIS data are arranged by waves, with the first wave starting in the late 1970s and the most recent
wave in the mid-to-late 1990s. There also
exist historical data (pre-1979) for a handful
of countries. The LIS surveys provide the
best available comparable cross-national,
over-time data source for income in OECD
countries (OECD 1995).
The poverty figures published on the LIS
web site and in the many publications using
the LIS data are not adequate for our purposes because they include pensioners,
which distorts the pre-tax/transfer poverty
rates and exaggerates reductions in poverty.
In countries with comprehensive public pension systems, such as the Nordic countries,
which give the pensioner a replacement rate
that is often three-quarters of his or her
working income, pensioners make little
other provision for retirement. For instance,
in an analysis of LIS data, Makinen (1999)
found that 93 percent of Finns over age 65
and 89 percent of Swedes in this age group
are poor before transfers, and only 4 percent
and 2 percent are poor, respectively, after
transfers are added to their incomes. Thus,
we conducted our own analysis of the LIS
micro data excluding those over age 59 and
under age 25. This excludes most early pensioners and students as well, so the remaining population is clearly working age.14
We constructed three measures of poverty:
pre-tax/transfer poverty, post-tax/transfer
poverty, and reduction in poverty effected by
13Completecomparabilityis, of course, not
possible.BecauseLIS collects dataacrosscountries in "waves"correspondingroughly to the
sameperiodsof time, LIS dataaremorecomparablewithinwavesratherthanovertime(because
of changesin surveyinstruments,for example).
of surHowever,giventhe carefulharmonization
to
LIS
data
use
of
the
LIS
the
project,
veys by
studyincometrendsis widely accepted(see Organizationfor EconomicCo-operationand Development[OECD]1995).
14 Critics of the welfare state posit that welfare

of instatesaffect only life-cycle redistributions
come and not redistribution across income
classes. By limitingthe analysisto the workingage population,we ensurethatourvariablesmeaacrossincomegroups.
sureredistribution
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taxes and transfers (see Table 1, pp. 8-9 and
Table 2, p. 15). Following the lead of virtually all comparative research on poverty, we
utilize a relative poverty rate for our measure of poverty (e.g., see Casper et al. 1994;
Korpi and Palme 1998; McFate et al. 1995).
We measure poverty as the percent of the
population in each country below 50 percent
of median household income adjusted for
household size (see below). The measure of
redistribution is calculated as the proportional reduction in poverty effected by taxes
and transfers; reduction is calculated as 100
x { 1- [(post-tax/transferpoverty rate) / (pretax/transferpoverty rate)]}. Our analyses focus on pre-tax/transfer poverty and reductions in poverty due to taxes and transfers.
Pre-tax/transfer poverty rates are calculated from market income: the total income
from wages and salaries, self-employment
income, property income, and private pension income. The post-tax/transfer poverty
rate is based on disposable personal income.
This includes all market income, social
transfers, and taxes.15 Figures for both market income and disposable income were bottom coded at 1 percent of mean income and
top coded at 10 times the median income,
adjusted for household size and composition. Because we are using an income concept based on households, adjustments had
to be made for household size. Equivalence
scales are used to adjust the number of persons in a household to an equivalent number
of adults. If one chooses not to use an
equivalence scale, one ignores the economies of scale resulting from sharing household expenses and assumes that each additional equivalent adult and child in a household has the same "cost" as other members
of the household. We choose the commonly
used OECD scale that adjusts for household
size and composition (see Figini 1998 and
OECD 1995 for a discussion of equivalence
scales).
INDEPENDENT

VARIABLES

We include five measures associated with
economic development (see Table 1). Gross
15 See http://www.lisproject.org/techdoc/
for a summaryof LISincomevarivariabdef.htm
ables.
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domestic product per capita (GDP) is adjusted for purchasing power parities, and agricultural employment is measured as the
proportion of the civilian labor force employed in agriculture. Youth is measured as
the percent of the population age 15 and
younger. Two human capital variables include education, measured as secondary
school enrollment as a percentage of the
population of secondary school age and vocational education, measured as the percentage of an age cohort in either secondary or
post secondary vocational training (following Estevez-Abe et al. 2001). The vocational
training measure would appear to be a good
measure of general skills at the bottom of the
skill distribution as well as of vocational
skills, as the correlationbetween the EstevezAbe measure and the OECD/HRDC (2000)
measure of literacy skills of the fifth percentile is .73. The vocational education data
were available for only 49 of the 61 cases.
For the remaining cases, we have substituted
the mean value for the country in question.16
The U-turn problematic is characterized
by seven variables. Industrial employment
is an indicator of de-industrialization. It is
measured as the percent of the population
aged 15 to 64 in industry. LDC imports,
capital market openness, outward direct foreign investment, and immigration represent
the extent of globalization. LDC imports
are measured as manufacturing imports
from Standard International Trade Classification groups 5, 6, 7 and 8 from non-OECD
countries as a percent of GDP (following
Alderson and Nielsen 2002; OECD various
years [b]). Capital market openness is
operationalized with the Quinn/Inclan measure of capital controls. The maximum
score indicates no capital controls. Outward
direct foreign investment (DFI) is measured
as outward DFI divided by GDP. The immigration rate is calculated as population
growth adjusted for crude birth and death
rates (following Alderson and Nielsen
2002; World Bank various years).
The measures of percentage of the total labor force unemployed and female labor
force participation are self-explanatory.
Single-mother families are measured as the
16 These data were made available

Torben Iversen.

to us by

percentage of all families with children under age 18 headed by a woman.17
Labor market institutions are measured by
union density and wage coordination. For
union density, we use union membership as
a percentage of total wage and salary earners (Ebbinghaus and Visser 1992). The wage
measure is
coordination/corporatism
measure
in which a
Kenworthy's (2001)
higher score indicates stronger wage coordination.18

Politics variables include left cabinet and
Christiandemocratic cabinet, women's organization strength, and constitutional structure (veto points). We coded the partisan
government variables, left-cabinet and
Christiandemocratic cabinet, 1 for each year
that these parties were in government alone
starting from 1946, and as a fraction of their
seats in parliament of all governing parties'
seats for coalition governments.
Comparable data on participation in
women's organizations for the 14 countries
in our data set are available from the World
Values Surveys (Inglehart 1997), but only
for 31 country/year data points between
1981 and 1997 and often not for the year
for which the LIS data exist. However, the
measures we developed from the World
Values Surveys were highly correlated with
the proportion of women in the lower house
of the national legislature, which is available in an annual time series from the end
of World War II to 2000 (Inter-Parliamentary Union [IPU] 1995).19 The notion that
stronger women's movements both within
and outside political parties should be reflected in larger proportions of female legislators has face validity. One weakness in
this link is that electoral rules strongly influence the proportion of female legislators.
In proportional representation systems, parties can more easily increase the proportion
of women in their parliamentarydelegation
17 In married
couple households with females
listed as the head of the household, LIS-recoded
data has married-couple households always
headed by a male.
18 We cross-checked the Kenworthy measure
by substituting measures developed by
Wallerstein (1999) and Iversen (1998). They performed no better than the Kenworthy measure.
19 The 1996-2000 data were kindly provided
by Kareen Jabre from the IPU databases.
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by changing the gender composition of
their lists of candidates. As citizens in these
systems tend to vote for parties, not candidates, more women end up being elected. In
single-member district systems, the strong
incumbent advantage also works against increasing the representation of women, as
the overwhelming majority of incumbents
are men. Thus, women's movements of
equivalent strengths will produce more
women representatives in proportional representation systems. An additional problem
specific to the World Values Survey Data is
a wording change in questions on organizational membership in the last wave of the
survey.20
We developed two different measures of
women's organizational membership: the
percentage of women in at least one nonreligious organization, and the percentage of
women in at least one political or union organization. We excluded religious organizations, reasoning that these were unlikely to
favor gender egalitarian social policies. To
deal with the two distortions just mentioned
we regressed the two measures of women's
organizational membership on women in
parliament (results not shown), an indicator
for proportional representation and an indicator for the last World Values Study wave.
The fit was very good in both equations
with an R2 of .82 for the total membership
variable and .76 for the union and political
organization membership variable. We then
calculated the predicted value of women's
organization for the country/years of the
LIS using the coefficients for women's parliamentary representation, the proportional
representation indicator, and a constant.21
In the case of percent membership in any
nonreligious organization, the equation
was:
Membership = 30.39
+ 1.58 (women in parliament)
- 16.36 (proportional representation).
20 It is clearthatthis

changeinflatedorganization membership because reliable aggregate
membershipdatafor uniondensity,for example,
showsthatthelowerfiguresfromthe earlywaves
were moreaccurate.
21 Because the last wave indicatormeasured
errorin the WorldValues Studylast wave data,
it was excludedfromthe predictionequation.
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Because we expect that policy would reflect the long-term strength of women's
movements and not any sudden increases in
participation in women's organizations, we
calculated the cumulative average of each of
the two membership variables. This procedure makes these variables consistent with
long-term measurement of the cabinet variables. Since the two measures performed almost identical in the analyses, we report
only the results for membership in any nonreligious organization.
Our measure of constitutional structure
(presence of veto points) is an additive index of federalism (none, weak, strong),
presidentialism (absent, present), bicameralism (absent, weak, strong), and the use of
popularreferenda as a normal element of the
political process (absent, present). Thus, a
high score indicates high dispersion of political power and the presence of multiple
veto points in the political process.22
Policies include five variables that characterize the welfare state structure.These include welfare generosity, means-tested benefits, child and family allowances, maternity
allowances, and unemployment replacement
rates. Our measure of welfare generosity is
strongly conditioned by the natureof the LIS
data. The LIS data on post-tax/transfer income measure disposable cash income. No
effort was made to estimate the redistributive effects of the provision of free or subsidized public goods and services, a dimension of the welfare state on which the social
democratic welfare state is most distinctive.
Thus, variations in the funding and delivery
of social services have no obvious effect on
the measures of reduction in poverty we
have calculated from the LIS data. Our measure of welfare state generosity, (taxes and
transfers) is the sum of the standard scores
for total taxes as a percentage of GDP and
transfer payments as a percentage of GDP.
We standardizethe two measures in order to
weight them equally. The resulting variable
reflects the size of the welfare state but not
the distributiveprofile of taxes and transfers.
22

See E. Huberand Stephens(2001:44-46,
of
55-56) for detailsaboutthe operationalization
this variableand E. Huberet. al (1993:728)for
the countryscores on the measureand its components.
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Table 2. Means of Dependent Variables and Robustly Significant Independent Variables and PostTax/Transfer Poverty for 14 Advanced Industrial Countries

Country

Industrial UnPre-Tax/Post-Tax/
Transfer Transfer Poverty Left Welfare Family Employ- employ- Capital
ment
ment Openness
Poverty PovertyReductionCabinet GenerosityAllowances

Social Democratic Welfare States

Sweden
Norway
Denmark
Finland

14.8
12.4
17.2
12.1

4.8
4.0
4.8
3.4

64.5
67.2
71.5
69.1

32.1
32.3
25.4
19.0

1.6
.8
2.0
1.4

24.0
57.8
35.0
33.1

.243
.192
.212
.198

3.4
3.6
7.2
10.1

3.2

3.3
3.1

3.1
3.5
3.2

Christian Democratic Welfare States

Belgium
France

19.5
21.8

4.1
6.1

78.8
57.9

13.3
7.0

2.1
1.1

66.7

.156

11.0

51.2

.192

9.7

5.1

46.9

10.7

.1

50.9

.268

8.9
5.7

19.7

9.1

42.8

4.7

.2

.0

.172

11.4

18.5
10.6

11.5
9.1

66.9
13.0

9.5
10.6

3.1
-1.7

58.5
.0

.150
.257

8.8
1.7

3.5
4.0
4.0

61.1

.178
.177
.244

7.2

2.8

45.0
58.3

8.3

3.5

.0

.189

6.1
6.0

3.3
4.0

40.2

.205

6.9

3.5

Germany
Italy
Netherlands
Switzerland

3.9

Liberal Welfare States

Australia

16.2
Canada
17.1
United Kingdom 16.4
United States
17.2
Mean

15.9

9.2

42.2

11.9
8.2
15.1

29.9
48.7
12.1

12.3
.0
14.5
.0

-2.5
-1.7

7.9

49.1

12.9

.0

The LIS data classify the types of transfers provided to households, which provides some indication of which types of
transfers benefit low-income households
disproportionately. The most obvious type
consists of means-tested transfers. Family
and child allowances should also have a
disproportionate effect on poor households,
because these transfers are almost always at
a flat rate and thus, proportionate to income, larger for poor families than rich
ones (Wennemo 1994). Single mothers are
disproportionately represented among the
poor in many countries (Smeeding 1989).
The most effective programs to reduce poverty among single mother families are child
benefits, family allowances, and maternity
allowances (Gornick, Meyers, and Ross
1997; O'Connor 1999; Orloff 1996). The
measures of welfare policies therefore include means-tested transfers, family and
child allowances, and maternity allowances,
each as a percentage of total social transfers.

-1.4
-2.4

Unemployment compensation should also
benefit poor households disproportionately.
Although unemployment compensation is
often related to earnings, the OECD unemployment replacement data show that, with
very few exceptions, the replacement rate is
higher for lower-income workers than for
higher-income workers. Among four variables measuring unemployment replacement
rates at different income levels and duration
of benefits culled from the OECD data
(based on persons with average wages versus two-thirds the average wage, and one
year of benefits versus five years of benefits)
we used the replacement rate for a worker
with two-thirds the average wage and five
years of benefits, as this variable had the
most explanatory power.
UNITS OF ANALYSIS

Fourteen of the 18 large advanced industrial
countries that have been democracies since
at least World War II are included in the
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analysis. New Zealand and Japan are excluded because there are no LIS surveys for
these countries. The one Austrian LIS survey and the one Irish LIS survey are excluded because of missing data on key variables. The average values for the dependent
variables and the key independent variables
are listed in Table 2 for the countries in the
data set, grouped by welfare state regime.
METHODS
UNBALANCED PANEL DATA AND
CORRELATED ERRORS

We use an unbalanced panel data set with 61
observations on 14 countries, with countries
providing different numbers of observations
according to data availability. There are a
minimum of two and a maximum of seven
observations per country. The time-span between observations is irregular, varying
across countries and time points. A central
problem in estimating regression models
from panel data is that the assumption of independence of errors across observations is
unlikely to be satisfied. As a result, OLS
produces incorrect standarderrorsfor the regression coefficients (Greene 1993).
There are several strategies for dealing
with correlated errors in panel data. One approach (exemplified by the Parks method)
assumes serially correlated errors within
each unit (country) obeying a unit-specific
autoregressive process (which may optionally be constrained to be the same across
units). As pointed out by Beck and Katz
(1995:635-40) this approach requires what
Stimson (1985) calls temporally dominated
time-series of cross-sections (i.e., data structures consisting of relatively few units observed over many equally spaced time
points). The small numberof time points and
irregularspacing of observations in our data
set preclude this approach.
Another approach is to estimate a random
effect model (REM) in which the error term
contains a unit-specific component that differs across units but is constant over time for
a given unit. Such an error structure would
arise if unmeasured unit-specific causes,
such as systematic measurement differences
or other overlooked aspects of the social and
cultural makeup of a country, affect the de-
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pendent variable in the same way at each
point in time over the period of the data. The
stable unit-specific component implies that
observations for the same unit at different
time points are all correlated by the same
amount, p. The REM strategy is feasible
with our data. One attractivefeature of REM
is that it allows estimating the value of p.
But REM requires relatively strong assumptions (such as equal correlations among errors within units) and may not be optimal
given the small size of the sample.
Because it is not substantively essential in
this situation to measure p, we adopt an alternative estimation strategy that addresses
the correlation problem while requiring a
minimum of assumptions on the behavior of
the errors. We combine OLS estimation of
the regression coefficients, which provides
consistent estimates of the regression coefficients, with the use of a robust-cluster estimator of the standard errors. The standard
(i.e., noncluster) Huber-White or "sandwich" robust estimator of the variance matrix of parameter estimates was discovered
independently by P. Huber (1967), White
(1980), and others (see Long and Ervin 2000
for a detailed description). It provides correct standard errors in the presence of any
pattern of heteroskedasticity (i.e., unequal
variances of the error terms) but not in the
presence of correlated errors (i.e., nonzero
off-diagonal elements in the covariance matrix of the errors). The robust-cluster variance estimator is a variant of the HuberWhite robust estimator that remains valid
(i.e., provides correct coverage) in the presence of any pattern of correlations among
errors within units, including serial correlation and correlation due to unit-specific
components (Rogers 1993; also see Sribney
1998; StataCorp1999:256-60). Thus, the robust-cluster standard errors are unaffected
by the presence of unmeasured stable country-specific factors causing correlation
among errors of observations for the same
country, or for that matterby any other form
of within-unit error correlation.23
23
Long and Ervin (2000) found that a variant
of the robust estimator, proposed by MacKinnon

andWhite(1985) andnamedHC3,performsbetter in small samplesin the presenceof heteroskedasticity than does the standardHuber-White
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The robust-cluster estimator of the standard errors is only impervious to correlations of errors within clusters. It requires errors to be uncorrelated between clusters.
The latter assumption might be violated if
unmeasured factors affect the dependent
variable (the poverty rate) in all units at the
same point in time. Global economic fluctuations could produce such contemporaneous effects. To evaluate the potential impact
of such unmeasured period-specific factors
we reestimated the models with indicator
variables for the 1980s and for the 1990s;
the baseline category corresponds to the
1970s and includes two observations from
the late 1960s. None of the two indicators
reached significance in any of the models
(for either dependent variable), suggesting
that period-specific effects are not present
in this data set.
Given the superiority of robust-cluster estimation, we utilized this method as our primary technique. However, to demonstrate
the robustness of our results, we also employed OLS and REM estimation, following
the reduction criteria explained below.
MODEL-BUILDING STRATEGY

We constructed models for both dependent
variables by successively introducing substantively related sets of independent variables. With each model, we conducted an Ftest of the joint significance of all variables
with nonsignificant individual effects (at p
< .10) to see if they could be safely dropped
from the model. When using robust standard
errors, the degrees of freedom of the F-test
of joint significance are in principle equal to
the number of clusters (countries). We relied
instead on the more conservative F-test using degrees of freedom equal to the total
number of data points, which is more likely
to conclude that the variables in a subset are
jointly significant and thus must be kept in
the model. It turns out that the decisions to
keep or drop variables would have been the
same using number of countries or number
of observations as degrees of freedom. All
robustestimator.HoweverHC3is notdefinedfor
clustereddataandis not imperviousto correlated
errorswithinclusters.Thus,HC3 is not suitable
for ourdata.

F-tests permitted dropping nonsignificant
variables (p < .10; results not shown). 24
RESULTS
As Table 2 shows, post-tax/transferpoverty
rates are lower than pre-tax/transferpoverty
rates for all countries studied. However, the
extent of redistribution varies across countries. Countries with Christian democratic
welfare states (excluding Germany and
Switzerland) have the highest pre-tax/transfer poverty rates, while countries with social
democratic welfare states (excluding Denmark) have the lowest. Belgium is the most
successful state at reducing poverty, followed by Denmark and Finland. The least
redistributive states are Switzerland and the
United States. To assess the causes of poverty rates and redistribution, we estimate a
series of regressions for pre-tax/transfer
poverty rates and for reductions in poverty
due to taxes and transfers.
PRE-TAX/TRANSFER

POVERTY

The first set of analyses examines the determinants of pre-tax/transferpoverty rates (see
Table 3). Models 1 through 5 separately test
variables measuring economic development,
the U-turn problematic, labor market institutions, politics, and policies. Models 6 and
7 combine the variables significant atp < .10
or better from the previous models, following the model-building strategy described in
the methods section. Model 8 incorporates
time-period effects.
In Model 1, the significant positive coefficients of GDP and vocational education, and
the marginally significant negative coefficient of agricultural employment contradict
our expectation that economic development
and a strong system of vocational education
reduce poverty. The significant positive effect of youth on poverty is the only coefficient in the expected direction. We note,
however, that in the more fully specified
Model 6 vocational education is the only one
of these factors that retains significance, and
even this factor becomes nonsignificant in
24 Tablesof regressionresultswithF-testsand
t-ratios are available at http://www.unc.edu/
-nielsen/asa1/asal1

.htm.

DETERMINANTS

the reduced model (Model 7) and in the
model with period indicators (Model 8). We
conclude from Model 1 that factors associated with economic development are not the
expected predictors of pre-tax/transferpoverty rates. This supports the view that, in
these advanced industrial countries, economic development has lost its antipoverty
effectiveness.
Model 2 tests the effect of variables associated with the "U-TurnProblematic,"which
include industrial employment, factors associated with globalization (LDC imports,
capital market openness, outward direct foreign investment, and immigration), unemployment, and women's changing roles (labor force participation and single-mother
families). The coefficients for industrial employment and unemployment are significant
and in the expected direction. Thus, a comparatively larger industrial sector (reflecting
less de-industrialization) and lower unemployment are associated with less pre-tax/
transfer poverty. Interestingly, coefficients
for the globalization variables are nonsignificant. This suggests that the increasing interdependence of nations does not adequately
explain variations in poverty rates across
countries during the latter third of the twentieth century. Note that most of the relevant
globalization literatureargues that globalization has an indirect effect on poverty and inequality, largely through its impact on de-industrialization and unemployment. With regard to de-industrialization, recent pooled
time-series analyses of the same advanced
industrialsocieties we study here have shown
that de-industrialization is driven largely by
factors internal to these economies. Thus,
globalization has had little if any effect on
industrial employment (Iversen and Cusack
2000; Rowthor and Ramaswamy 1998; but
see Alderson 1999).25 Additional analyses
are consistent with theses findings (results
not shown). When we droppedde-industrialization from combined Model 6 in Table 3
25 These

findingsare also relevantfor the hypothesized effect of Third World imports and
outwarddirectforeigninvestment(butnotmigration) on povertythroughtheir effect on unemployment,as these factors are hypothesizedto
createunemploymentin exposed sectors of the
economy.
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and entered the globalization variables, none
of them had significant effects on pre-tax/
transferpoverty. Similarly, when we dropped
unemployment from the model and entered
the globalization variables, none of them had
significant effects on the dependent variable.
Measures of women's changing roles are also
not significant. Women's labor force participation does not have the expected negative
effect on poverty, and single-mother families
do not have the expected positive effect.
Model 3 tests the impact of the labor market institution variables-wage coordination
and union density. We find mixed support
for the hypotheses associated with these
variables. Union density does not significantly affect pre-tax/transfer poverty rates,
but wage coordination has a significant
negative effect on poverty. Therefore, countries with more centralized wage bargaining
have lower poverty rates, presumably because the dispersion of their wage distribution is less.
In Model 4, we test the effect of left cabinet and in Model 5, we test the policy variables, including welfare generosity, meanstested benefits, child and family allowances,
maternity allowances, and unemployment
replacementrates.We have hypothesized that
these variables would not be strong predictors of pre-tax/transfer poverty rates. Left
cabinet is not significant in Model 4, but
welfare generosity and maternityallowances
are significant in Model 5. Some critics contend that the welfare state creates poverty by
reducing work incentives and encouraging
dependency. The significant positive coefficient of welfare generosity and the marginally significant coefficient of means-tested
benefits (p < .1), but not the significant negative coefficient of maternity allowances,
would seem to be consistent with the view
that welfare induces poverty. However, these
results are not robust, as these coefficients
become nonsignificant in the more fully
specified Model 6. The nonsignificance of
left cabinet and the policy variables in Model
6 suggests that government ideology and the
size and shape of the welfare state do not
explain variation in pre-tax/transferpoverty.
Models 6 to 8 document the reductionprocess used to determine the trimmed model
of pre-tax/transfer poverty. Model 6 combines the variables from previous models

40

AMERICAN SOCIOLOGICAL

REVIEW

Table 3. Unstandardized Coefficients from OLS Regressions with Huber-White Robust Error
Estimates of Pre-Tax/Transfer Poverty on Selected Independent Variables
IndependentVariable

Model 1 Model 2 Model 3 Model 4 Model 5 Model 6 Model 7 Model 8

Economic Development

GDP
Agricultural
employment
Youth
Education
Vocationaleducation

.04*
(.02)
-76.41a

--_
_~-

.00

-

(.01)
-

-

-

-43.52

_~~~-

-

-

(48.76)
~.29
(.30)

-

~.07***

(47.59)

.72*
(.42)
-.02
(.07)
.10*

--

~-

(.02)

(.05)

.04

.03

(.03)

(.03)

U-Turn Problematic

Industrialemployment

-30.31a -37.97** -40.17**
(21.94) (14.60) (16.08)

-41.84*

(23.72)
LDC imports

-19.54

Capitalmarketopenness

(75.49)
-.44
(.75)

Outwarddirect foreign
investment
Immigration

.11

(.44)
-

-.03

(.19)
Unemployment
Female laborforce
participation
Single-motherfamilies

.59*

.64*

.48*

.51*

(.31)

(.33)

(.21)

(.22)

-.04

(.09)
.20

(.19)
(Continued on next page)

significant at p < .10. We perform F-tests to
ensure that dropping variables does not significantly reduce the explanatory power of
each model. We find that we can confidently
drop education from Model 1 [F(1,55) =
.20]. We can drop the six nonsignificant
variables from Model 2 [F(6,52) = .37]. We
can drop union density from Model 3, and
the two nonsignificant policy variables from
Model 5. This combined model is further reduced in Model 7, where we drop the six
variables below the p < .10 level of significance from Model 6. Finally, Model 8 adds
indicators for the 1980 and 1990 time periods to the reduced model. These period indicators test for the existence of unmeasured
period-specific influences that might induce
correlations
among errors across units
(countries). The nonsignificance of the pe-

riod indicators suggests that the errors are
not correlated across countries.26
In sum, Model 8 indicates that the most
powerful predictors of pre-tax/transferpoverty are industrial employment (negative effect), unemployment (positive effect), and
wage coordination (negative effect). These
variables together explain 67 percent of the
variation in pre-tax/transferpoverty rates.
POVERTYREDUCTION

Table 4 presents analyses predicting reductions in poverty resulting from taxes and
transfers.Models 1 through4 test the impact
26

As explained in the methods section, the robust-cluster standard errors control for possible
error correlations within units.
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(Table 3 continued from previous page)

IndependentVariable

Model 1 Model 2 Model 3 Model 4 Model 5 Model 6 Model 7 Model 8

Labor Market Institutions
-

Wage coordination/
corporatism
Union density

-.85*
(.44)

1.39'

(.66)
-

-

-1.16**
(.39)

-1.12**
(.43)

(0)-.00
(.05)

Politics

Left cabinet

-.07a
(.05)

.09a

.06

.06

(.06)

(.06)

(.06)

Policies

Welfare generosity

--

-_

~-~

Means-testedbenefits

1.01**

-.16

(.42)

(.44)

.13a

.06

(.09)

(.05)

Child and family allowances

-.01

Maternityallowances

(.04)
-.46*
(.26)

-.05

(.29)

-.03

Unemployment
replacementrates

(.04)

Time Period

-1.04
(.88)

1980
1990

-.59

(1.10)
Constant

Numberof cases

-2.55
(12.14)
.32
61

22.05** 19.93*** 16.72*** 16.12*** 12.61
(8.60)
(1.69)
(1.38)
(2.41) (14.47)
.62
61

.18
61

.02
61

.18
60

.71
61

22.14*** 22.94**
(4.21)
(4.82)
.66
61

.67
61

Note: Numbersin parenthesesare standarderrors.
a Significant at p < .10 and retainedin Model 6 and some or all subsequentmodels.
p < .05
***p< .001 (one-tailedtests)
*p < .01

of economic variables, labor market institutions, political variables, and policy variables, respectively. Model 5 combines the
variables significant at p < .10 or better from
the previous models, and Model 6 furtherreduces the combined model. Model 7 substitutes union density for left cabinet, and
Model 8 incorporates the time-period indicators.
Model 1 tests the effects of variables measuring economic resources and the size of
the target population. Unemployment is not
significant in Model 1. However, this effect
becomes significant when the models are
combined and reduced (Models 5 through 8).
These findings suggest that states with

higher unemployment rates have greater redistribution because unemployment generates financial need, which leads to increased
welfare expenditures and, at any given level
of benefits, greaterreduction of poverty. The
remaining economic and population variables are not significant.
Model 2 tests the effects of labor market
institutions. We find, as expected, that states
with greater union density have higher reductions in poverty. Because of the high correlation between left cabinet and union density, we do not include union density in our
first combined and reduced models (Models
5 and 6). Wage coordination is not significant in Model 2, but it becomes significant
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Table 4. Unstandardized Coefficients from OLS Regressions with Huber-White Robust Error
Estimates of Reduction in Poverty Resulting from Taxes and Transfers on Selected
Independent Variables
IndependentVariable

Model 1 Model 2 Model 3 Model 4 Model 5 Model 6 Model 7 Model 8

EconomicResources and Population Variables
GDP

Unemployment
Single-motherfamilies
Pre-tax/transferpoverty

-.01

(.08)
1.88a
(1.40)
-.33
(1.52)
-.04
(.80)

~-

~~--

Labor MarketInstitutions
Union density

1.52***

1.55***

1.09***

1.72***

(.30)

(.31)

(.33)

(.30)

.17*
(.09)

.42*

(.19)
Wage coordination/
corporatism

3.72a

1.43*

1.49*

1.96

1.33

(2.80)

(.87)

(.83)

(1.41)

(.93)

Politics
Left cabinet

.57*
(.28)

Christiandemocratic
cabinet
Women's organization
strength
Constitutionalstructure
(veto points)
Vocationaleducation

.62***

(.14)

.69***

.63***

(.12)

(.10)

.18

(.42)

I

_-

.13

(.54)
-

-

Capitalmarketopenness

-

2.10*** -2.10***

2.70***

1.86**

(1.50)

(.63)

(.53)

(.85)

(.72)

.40a

.11*

.09*

.12*

.10*

(.25)

(.05)

(.05)

(.06)

(.06)

4.57***

4.13**

4-4.79**

1.90

-

(2.43)
Policies
Welfare generosity

-

~-

-

~7.13***

(1.68)
-.17
(.19)

Means-testedbenefits
Child and family allowances

-

Maternityallowances

-

Unemployment
replacementrate
TimePeriod
1980

Constant
R2
Numberof cases

.10
61

.39
61

.76
61

(.63)

.12**

.15*

(.05)

1.07

-.03

(.73)

(.52)

.25*

.14

(.14)

(.11)

. -...._-

-_ . -.

42.62*** 21.01* 28.48a
(11.67) (12.10) (17.84)

4.00***

(.98)

(.09)

-

1990

3.44***

. . -.

.14***

(.04)

(1.02)

.14*

(.71)

.13**

(.07)

-

-

-

-

(.04)

-2.16
(3.84)
-2.59
(4.22)

36.35*** 18.48*** 21.75*** 24.99*** 21.96***
(8.34)
(5.19)
(3.91)
(5.18)
(4.06)
.78
60

.91
60

.91
61

Note: Numbersin parenthesesare standarderrors.
a
Significant at p < .10 and retainedin Model 5 and some or all subsequentmodels.
** < .01
p < .05
***p< .001 (one-tailed tests)

.88
61

.91
61

DETERMINANTS

in Models 5 and 6. When we substituteunion
density for left cabinet in the reduced Model
7, the significance of wage coordination is
reduced again. We conclude that, among labor market institutions, union density is the
more significant determinant of redistribution.
Model 3 incorporates politics variables.
We contend that left cabinet and veto points
are the key determinants of poverty reduction. We find, in support of our argument,
that states with stronger left parties have
greater reductions in poverty. Furthermore,
as expected, the coefficient for Christian
democratic cabinet is not significant. This
supports the assertion that left governments
are more supportive of redistribution. We
also find that constitutional structure (veto
points) have a significant negative effect on
poverty reduction, supporting the view that
many veto points offer interest groups more
opportunities to block legislation aimed at
developing welfare states with a strongly
redistributive profile. Although vocational
education has only a marginally significant
positive effect on poverty reduction in
Model 3 (p < .07), the coefficient becomes
significant in the combined and reduced
models (Models 5 through 8), suggesting
that states with more developed vocational
education systems have stronger social programs that lead to poverty reduction.
Model 4 introduces the policy variables
to determine whether government policies
predict poverty reduction. This model tests
the effects of both the size (i.e., generosity)
and the shape (as represented by the policy
variables) of the welfare state on poverty
reduction. We find, in support of our main
assertion, that more generous welfare states
have significantly greater reductions in
poverty. Moreover, child and family allowances as a proportion of social transfers
have a significant positive effect on poverty
reduction, and the significance of this variable increases in the combined and reduced
models. In contrast, generosity of unemployment replacement rates loses its significance in the combined model, and the proportion of transfers that are maternity allowances or means-tested never achieve
statistical significance. Thus, we find that
overall size of the welfare state and a strong
reliance on child and family allowances are
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important determinants of poverty
reduction.
Because union density and left cabinet
are highly correlated, we include them in
separate models.27 Model 6 includes left
cabinet, and Model 7 includes union density. We find, as expected, that left cabinet
explains the larger proportion of the variation in poverty reduction, at 91 percent
compared with 88 percent when union density is included. This suggests that for citizens to have a more substantial impact on
the state, employees must not just unionize,
they and their families must also attain effective political representation through a
strong left party.
Model 8 includes left cabinet because it
has greater explanatory power. This model
also incorporates the period indicators. The
nonsignificant time-period variables offer
no evidence of period-specific errors. This
final model supports our assertion that left
cabinet, constitutional structure, and welfare policy structureare the central determinants of poverty reduction. This model,
which explains 91 percent of the variance in
poverty reduction, indicates that states are
more likely to effectively redistribute income to the poor when they have longer periods of left rule and more generous welfare
states. Furthermore, the structure of the
welfare state matters, as child and family
allowances are the most effective at reducing poverty. Two additional explanations of
poverty reduction are also important. Unemployment is significant because it increases poverty and thus-in the presence
of decent unemployment compensation
schemes, which most of these countries
have-it also increases poverty reduction.
Finally, vocational education is significant
because workers employed in states with
stronger vocational education systems often
27 We attributethe
high correlationof .79 betweenleft cabinetanduniondensity(see Appendix A) to the fact thatbothvariablesaremanifestationsof a labor-dominated
polity.Effectsof the
two variablesare hardto distinguishbecauseof
collinearity.Ratherthanusingmorecomplicated
methods,we deal with this situationby estimating theeffectsof the two variablesseparatelyand
then choosing the one with greaterexplanatory
power,as presumablyit is the best indicatorof

the underlying dimension of labor domination.
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experience longer spells of unemployment.
They, therefore, support the development of
social programs that might reduce poverty.
To test the robustness of robust-cluster
estimation, we also generated OLS and
REM estimates. These results provide overwhelming support for our findings (see Appendices B and C). For reduction in poverty, our main results of the strong effects
of welfare generosity, left cabinet, veto
points, and unemployment appear in all
equations. In the case of pre-tax/transfer
poverty, the results are similar in all three
equations for industrial employment and
unemployment, but wage coordination does
not appear in the final equation in the REM
estimates.
CONCLUSIONS
To briefly summarize our main findings, we
stress the importance of the polity in reducing levels of poverty, which is largely created by economic structures and conditions.
Pre-tax and transfer poverty is mainly a
function of industrial employment, unemployment, and wage coordination. Countries
with coordinated market economies, where
a large percentage of the working-age population is employed in industry and where the
unemployment rate is low, have low levels
of pre-tax and transfer poverty. However,
these poverty levels in all countries are reduced through the tax and transfer system,
albeit to greatly varying degrees.
The more generous the welfare state, the
greater is the extent of poverty reduction. In
addition, long-term incumbency of left parties affects poverty reduction positively by
giving the tax and transfer system a particularly redistributive profile. One of the most
effective antipoverty policy instruments is
child and family allowances. Unemployment
raises the pre-tax/transfer poverty rate and
thus leads to more poverty reduction, at the
given level of welfare state generosity. Finally, vocational education systems enhance
poverty reduction, and we take this to be
largely an effect of the greater support of
workers experiencing unstable work patterns
for spending on social safety nets.
These findings have important implications for theory and policy. Theoretically, we
have advanced two sets of literatures. First,

we have contributed to the sociological literature on poverty by explaining how the
welfare state reduces poverty. By distinguishing between pre-tax/transfer poverty
and reductions in poverty, we have been able
to integrate traditional theories of poverty
and inequality that focus on economic and
labor market structures with theories of redistributionthat focus on political power and
state structure.We have demonstratedthat in
advanced industrial economies, pre-tax/
transferpoverty rates are determined primarily by factors associated with the Great UTurnon inequality.An influential view holds
that, as advanced economies have become
more global and as de-industrialization has
progressed, industrial employment has declined and unemployment has risen, particularly among workers with few skills (Bluestone and Harrison 1982). Our findings support the argumenton de-industrializationand
unemployment. However, we do not find
much support for the globalization hypothesis. Nevertheless, the contrary findings of
Alderson and Nielsen's (2002) recent work
on globalization and inequality arguethat our
rejection of the effects of migration, Third
World imports, and outward direct foreign
investment on poverty must remaintentative.
Alderson and Nielsen found globalization
effects on longitudinal variations in inequality; it is plausible that the greater temporal
reach of their data and larger sample size
(n = 187) may account for the differences in
findings.
Second, we have developed the welfare
state literatureby demonstratingboth the extent and the conditions under which the welfare state has a significant impact on poverty. Before taxes and transfers are offered
to families, the average poverty rate among
the working-age population across these
countries is 16 percent, ranging from 10 percent in Germany to a remarkably high 22
percent in France. After taxes and transfers
are incorporatedas income, the average poverty rate is sliced in half, and the range drops
dramaticallyto a low of 3 percent in Finland
to a high of 15 percent in the United States.
Remarkably,the difference between the two
end-points of the range remains at 12 percent, while the ordering of countries
changes, indicating great variationin income
redistribution.
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Previous studies have demonstrated a
strong relationship between the welfare state
and poverty reduction, but they are limited
by cross-sectional data and a neglect of the
causal mechanisms explaining poverty rates
(Kenworthy 1999; Kim 2000). We find that
the welfare state itself and the balance of
political power are central determinants of
poverty reduction. When states spend more
of their financial resources on citizen welfare, poverty is reduced. When they spend it
under the influence of left-wing parties, they
spend it in a more redistributive way and are
particularly effective at reducing poverty. A
particularlyeffective antipoverty instrument
is child and family allowances, as opposed to
means-tested benefits in general. If governments want to attack poverty directly, they
must invest in these more effective programs.
We find that Christian democratic cabinet
is not significant for poverty reduction, but
left cabinet is significant, indicating that the
structure of social democratic welfare state
policies accounts for the greater effectiveness of left cabinets in reducing poverty.
This effect is substantively important: 10
years of left cabinet control of the government result in a 6.3 percent proportionalreduction in poverty. Moreover, left cabinet
also has an indirect effect on poverty reduction because it is one of the main determinants of welfare state generosity. Though we
find no direct effect of Christian democratic
cabinet, it does have an indirect effect because it is another one of the main determinants of welfare state generosity (E. Huber
and Stephens 2001, chap. 3).
Our research, then, has advanced our understanding of poverty and redistribution in
industrialized democracies. We have gone
beyond the limited number of previous studies examining the relationship between the
welfare state and poverty by systematically
testing theoretical explanations for their relationship and providing a solid quantitative
account of their relationship. Our analyses of
an unbalanced pooled time-series data set
have shown that de-industrialization, unemployment, left government, constitutional
structure, and welfare state policies determine the welfare of citizens by shaping their
pre-tax/transfer income and the extent to
which states redistribute income through
taxes and transfers.
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APPENDIX
Variable

A. Correlation Matrix for Variables Used in the Analysis

(1) (2) (3) (4) (5) (6) (7) (8) (9) (10) (11) (12) (13) (14) (15) (16) (17) (18) (19) (20
1.00
(1) Pre-tax/transfer
pov.
.19 1.00 (2) Povertyreduction
-.15 .67 1.00 (3) Left cabinet
(4) Christiandem. cabinet .07 .16 -.21 1.00 Women's
.11
.22
.43 -.67 1.00
(5)
org. strength
(6) Constitutionalstructure -.27 -.72 -.55 .10 -.41 1.00 .22 .84 .51 .29 .15 -.55 1.00 (7) Welfaregenerosity
(8) Means-testedbenefits .26 -.19 -.11 -.34 .38 .13 -.07 1.00
(9) Child/familyallowances-.06 .38 .10 -.01 -.10 -.34 .21 -.33 1.00
(10) Maternityallowances -.11 .34 .58 -.13 .50 -.21 .34 .02 -.14 1.00.02 .54 .50 -.16 .37 -.39 .74 .19 .08 .41 1.00
(11) Repl. rate 1-year
.11 .68 .31 .13 .13 -.37 .76 -.02 .44 .02 .69 1.00 (12) Replacementrate
rate
min. 1-year .01 .56 .54 -.22 .40 -.41 .72 .16 .10 .42 .98 .69 1.00 (13) Repl.
(14) Replacementrate min. .10 .63 .37 .03 .20 -.41 .60 -.04 .33 .07 .60 .87 .63 1.00 -.22 .57 .79 -.19 .46 -.52 .44 -.27 -.03 .62 .43 .24 .49 .37 1.00
(15) Union density
-.43 .48 .58 .26 -.13 -.19 .41 -.36 .19 .31 .29 .32 .29 .30 .53 I[.00 --------(16) Wage coord./corp.
.43 .11 .13 .14 .15 .12 .18 .32 -.34 .10 .11 .18 .07 .18 -.04 -.12 1.00 (17) GDP
-.32 .04 .12 -.03 -.03 -.16 .00 -.18 -.11 -.03 .03 -.12 .00 -.07 .22 .23 -.28 1.00 (18) Agriculturalempl.
.30 .49 .36 .15 .24 -.18 .56 .14 -.01 .24 .42 .52 .41 .48 .23 .11 .61 -.25 1.00 (19) Education
.11 .70 .46 .54 -.18 -.45 .73 -.19 .13 .20 .40 .48 .37 .40 .36 .53 .17 .11 .47 1.00
(20) Vocationaltraining
(21) Industrialemployment -.74 -.21 .13 -.16 -.09 .16 -.31 -.16 -.02 .19 -.07 -.27 -.04 -.17 .15 .34 -.59 .20 -.46 -.14
.70 .28 -.26 .31 .00 -.13 .26 .02 .05 -.10 -.09 .24 -.10 .17 -.15 -.28 .42 -.23 .31 .17
(22) Unemployment
.22 .40 .24 .16 .20 -.34 .39 .15 .18 .10 .28 .43 .28 .40 .11 .02 .33 -.40 .64 .34
(23) OutwardDFI
(24) Capitalmarketopenness .28 -.05 -.09 .27 -.01 .31 .10 .31 -.33 .08 .02 .08 -.02 -.01 -.20 -.11 .54 -.50 .43 .05
.32 .35 .14 .34 -.06 -.07 .31 .05 .15 -.01 .03 .38 .05 .37 .05 .16 .59 -.55 .62 .40
(25) LDC imports
.05 -.39 -.21 -.13 .06 .40 -.29 .08 -.12 .08 .00 -.11 -.01 -.10 -.19 -.22 .21 -.12 .04 -.34
(26) Migration
-.01 -.41 -.32 -.58 .21 .05 -.41 .08 .20 -.28 -.13 -.23 -.11 -.24 -.22 -.38 -.50 .05 -.40 -.58
(27) Youth
.22 -.06 .30 -.50 .62 .01 -.03 .56 -.37 .27 .13 -.08 .17 -.04 .16 -.28 .52 -.34 .34 -.21
(28) Single-motherfamily
(29) Femalelaborforce part. .01 .21 .57 -.60 .72 -.22 .19 .41 -.29 .49 .51 .17 .55 .28 .51 -.01 .47 -.03 .40 -.04
.38 .19 .19 .11 .29 -.09 .18 .25 -.28 .14 .10 .13 .08 .17 .08 -.07 .76 -.22 .64 .21
(30) 1990
-.06 .05 -.07 .09 -.26 .08 .12 -.15 .20 -.03 .04 .12 .05 .03 -.04 .05 -.11 .08 -.25 -.03
(31) 1980
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Unstandardized Coefficients from Final Models
Using Alternative Estimates of Determinants of
Pre-Tax/Transfer Poverty

C

Unstandardized Coefficients from Final Models
Using Alternative Estimates of Determinants of
Reduction in Poverty

Model 1 Model 2 Model 3
Independent
Variable

OLS Robust
Cluster
OLS

Aspects of Development
GDP
Agricultural
employment
Youth
Education
Vocational
education

REM

.03
(.03)

-42.20
(26.53)

1.72***
(.30)
families
Single-mother

Constant
R2

-.86
(1.13)
-.40
(1.30)

1.79***
(.39)

1.53***
(.38)

Labor Market Institutions
Union density
Wage coordination/
corporatism
Politics
Left cabinet

-.72
(.85)
-.23
(1.08)

22.94*** 25.03*** 25.29***
(4.83)
(3.81)
(4.82)
.61
.67
.67

Note: Numbers in parentheses are standarderrors.
***p< .001 (one-tailed tests)
*p < .05 **p< .01

1.33
(.93)

1.71*
(.85)

.69***
(.10)

.67***
(.15)

.70***
(.16)

Christian democratic
cabinet
Women's organization
strength
Constitutional struc- -1.86**
ture (veto points) (.72)
Vocational education

-1.97**
(.76)

-2.57**
(.96)

.10*
(.06)

Capital market
openness
Policies
Welfare generosity

4.13***
(.71)

4.07***
(.77)

.13**
(.04)

.11**
(.04)

4.61***
(.95)

Means-tested benefits
Child and family
allowances
Maternity allowances
.14*
(.08)

.15*
(.08)

-2.16
(3.84)

-2.64
(2.86)

-4.05
(2.62)

-2.59
(4.22)

-3.39
(3.46)

-5.26*
(3.06)

Unemployment
replacement rate
Time Period
1980

-1.04
(.88)
-.59
(1.10)

REM

Pre-tax/transferpoverty -

.05
(.03)

Unemployment
replacement rate

1990

Independent
Variable

Unemployment

U-Turn Problematic
Industrial
-40.17** -41.91*** -63.78***
(13.25)
(16.08)
(16.95)
employment
LDC imports
Capital market
openness
Outward direct
-.43
(.27)
foreign investment
.21
Immigration
(.14)
.51*
.40**
.48***
Unemployment
(.22)
(.16)
(.16)
Female labor force
participation
Single-mother families
Labor Market Institutions
-.86**
Wage coordination/ -1.12**
(.43)
(.36)
corporatism
Union density
Politics
Left cabinet
.06
(.06)
Policies
Welfare generosity
.05*
Means-tested benefits
(.03)
Child and family
allowances
Maternity allowances

Time Period
1980

Model 1 Model 2 Model 3
OLS Robust
Cluster
OLS

Economic Resources and Population Variables
GDP

-
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1990

Constant
R2

21.96*** 20.25*** 33.25***
(5.25)
(5.07)
(4.06)
.91

.91

.88

Note: Numbers in parentheses are standarderrors.
***p< .001 (one-tailed tests)
*p < .05 **p< .01
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