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Abstract  

 
 
In contrast to the experience in high-income OECD countries, the 
introduction of democracy in most low- and middle-income countries 
(LMICs) has been followed, as a rule, by a concentration of income. Using the 
median voter hypothesis as analytical tool, this paper explores the conditions 
under which positive regime change can lead to the mitigation of income 
inequality in LMICs. Analysis of panel data over the period 1960 to 1999 
supports the contention that the degree to which popular sovereignty had 
been institutionalised through regime change is an important condition. 
Contrary to mainstream theory, economic openness in general tends to 
increase and not mitigate income inequality in countries where skilled labour is 
in short supply. Only in those countries with the requisite state capacity to 
disseminate skills amongst their populace on a broad scale, the electorate can 
use the vote effectively to reduce the effects of this tendency. 
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1. Introduction 

 

The last decades of the 20th century experienced an extensive introduction and/or 

deepening of electoral democracy in low-and middle-income countries (LMICs); a 

series of events that Diamond calls ‘a democratic breakthrough without precedent in 

world history’ (Diamond, 1999: 24).2 However, contrary to the optimistic expectation of 

many analysts and decision makers in Western democracies that all good things go 

together, the available evidence suggests that episodes of positive regime change in 

LMICs as a rule have seldom been followed by a reduction of wealth and income 

inequality in those countries. The purpose of this chapter is to propose an explanation 

for this anomaly. 

 

 Why should be concerned at all about the relationship between economic 

(income and wealth) inequality and democracy in low- and middle-income countries? 

Two sets of reasons have emerged in the recent literature. Firstly, it is important to 

consider the effects that political institutions could have on reducing levels of economic 

inequality, given the emerging consensus that high levels of initial economic inequality 

have negative consequences for the overall development prospects of LMICs. In 

contrast to an earlier belief that there is an inescapable trade-off between growth and 

inequality in modernising societies (Kuznets 1955; 1963), a large number of studies in 

the 1990s and early 2000s postulated that economic growth and pro-poor development 

                                                 
2 See Doorenspleet (2000) for an analysis of this phase of global democratization. 
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is retarded when income and asset inequality exceeds a certain threshold (Aghion & 

Garcia-Penalosa, 1999; World Bank, 2001; 2005; Cornia, 2004; Chen & Ravallion 

2000; Gugerty & Timmer, 1999; Naschold, 2002; Birdsall, 2001; Birdsall & Londono, 

1997; Nel, 2003). Easterly (2002) shows that inequality, independently of other factors, 

is a large and statistically significant barrier to developing the institutional framework 

and human capital on which successful development depends. A recent study on 

inequality in Latin America concludes that inequality hinders the implementation of 

sensible macroeconomic strategies, retards demand, impedes the development of pro-

poor trade policies, limits the growth of human capital stocks, raises social discontent, 

and limits the degree of political participation (Justino, Litchfield & Whitehead, 

2003:64-65). There is also evidence that inequality can hamper poverty relief. The 

2000/2001 World Development Report (World Bank 2001: 35) comments:  

‘while economic growth is systematically associated with poverty reduction, the 
rate at which growth translates into lower poverty depends on the initial level of 
inequality in the distribution of income and how that distribution changes over 
time.’  

 

Dagdeviren et al. (2001) confirm this conclusion. They find that for a large sample of 

developing countries a strategy of marginal redistribution of wealth from the rich to the 

poor, or a strategy of equal distribution of growth benefits, are more effective in 

reducing poverty than increases in economic growth that are distributionally neutral. 

 

Secondly, it has been suggested that the failure of emerging democratic regimes 

to spread wealth and income more equitably can undermine the trust of the populace in 

political institutions, can exacerbate civil strife, and so at best can retard the 

consolidation of democratic advances, or at worst precipitate a slide back into 
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authoritarianism.3 Economic inequality and democracy are thus jointly determined, and 

much seems to be at stake in our attempt to find out why political institutions in recently 

democratised societies have such a poor track record when it comes to the mitigation of 

economic inequality. 

 

The chapter proceeds by first defining the core concepts used and by reviewing 

the available evidence concerning the effect of democracy and democratization on 

inequality. In a following section, an attempt is made to develop an explanation for the 

empirical patterns reviewed. A final section draws some implications for our 

understanding of the determinants and effects of economic inequality, and for policy 

debates about the focus and nature of political reform in LMICs.  

 

As is common in inequality studies, this chapter focuses on income inequality as 

an appropriate approximation of economic inequality in general (Champernowne & 

Cowell, 1998), based on the assumption that there is a significant correlation between 

income and wealth distribution, and between the distribution of both these social goods 

and the economic opportunity profile of the typical LMIC. This study forms part of the 

literature that explores how political factors shape income inequality, and we look in 

particular at the effect of democratisation, which is defined as the process through 

which a political regime graduates to democracy (see below). Our time focus is 

prescribed by the availability of high quality income inequality data, and we can 

therefore look only at the last four decades of the previous century. During this time, it 

was mostly LMICs that experienced democratic transitions, that is, countries that by the 

                                                 
3 In their comprehensive study of democracy and economic development, Przeworski et al. find that 
‘democracies are less stable in societies that are more unequal to begin with, in societies in which 
household income inequality increases, and in societies in which labor receives a lower share of value 
added in manufacturing.’ (2000: 122).  



 6

end of the 1990s had a capita income up to US$10,065.4 Their number were join by a 

small group of high-income countries, such as Taiwan and South Korea, who also made 

the succesful transition from autocracy to democracy. LMICs consist of two distinct 

groups, namely ex-communist transition economies and what are generally referred to 

as developing countries. This chapter wants in particular to explain why it is that the 

latter group has found it so difficult to translate political equality into economic equity, 

and most of the discussion therefore centres on developing LMICs. Part of the analysis 

is based on a cross-sectional time-series empirical analysis, and in order to ensure 

balance and the broadest possible spectrum of variation a large sample of 108 countries, 

of which twenty-six are high-income and eighty-two LMICs, has been constructed from 

the income inequality dataset that we use as our primary data source (see below).  

 

 

2. Concepts and Evidence 

 

A political regime is the set of norms, rules, and practises that determine the distribution 

of political rights between actors in a polity, how these rights can be exercised, and 

what this means for the exercise of control over institutions of power such as the state 

(Sanders, 1981: 51-63; Przeworski et al., 2000:18). In a democracy the expectation is 

that  those who find themselves in lower socio-economic positions will use the 

opportunities provided by political equality to reduce their disadvantage. In contrast, we 

have come to expect that in autocracies socio-economic inequalities will be mirrored in 

the concentration of political power in the hands of the few. Autocracies systematically 

exclude some sections of society from political rights in an attempt to prolong the 

exclusive control of one group or individual over the state. The crucial regime 
                                                 
4 Calculated by the World Bank using the exchange rate of the local currency against 1994 USDollars 
(Atlas method). 
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difference between autocracies and democracies is that the latter are characterised by 

popular sovereignty while in the former sovereignty resides in the hands of the few. In 

the useful terms suggested by Lane and Ersson (2003:2) democracy is ‘a political 

regime where the will of the people ex ante becomes the law of the country… ex post.’ 

As Rueshemeyer, Stephens & Stephens comment, ‘democracy, then, is a rather 

counterintuitive state of affairs, one in which the disadvantaged many have, as citizens, 

a real voice in the collective decision making of politics’ (1992: 41). 

 

There are, of course, more than one variant of democracy and a number of 

distinguishing features have been emphasised in the literature. The crucial distinction, 

for our purposes, is between democracies that have institutionalised popular sovereignty 

and those in which regular competitive elections do take place, but where political veto 

power remains concentrated in the hands of a self-perpetuating elite within whose ranks 

leadership election is monopolised. Marshall and Jaggers (2002) conceive of democracy 

as consisting of three essential interrelated elements. The first is the presence of 

institutions of competitive elections in which the electorate can express effective 

preferences about competitively selected candidates and alternative policies. The second 

is the existence of effective institutionalised constraints on the exercise of power by the 

executive and, thirdly, the guaranteeing of civil liberties to all citizens. These three 

institutional characteristics combine to guarantee popular sovereignty, that is the legally 

entrenched right of the citizenry to exercise a veto over public officials and policies 

without fearing reprisal. This implies that privileged political positions for extra-

parliamentary interest groups such the military, for example, are done away with and 

that constitutionalism and the rule of law have been institutionalised as means to secure 

horizontal constraints on the power of officials/leaders (Diamond, 1999: 10-11). 

Keeping these requirements in mind it is possible to distinguish between ‘full’, 
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alternatively ‘mature’ or ‘institutionalised’ democracies on the one hand, and ‘partial’, 

‘incomplete’, ‘failing’, ‘pseudo’, or ‘defective’ democracies on the other.5 Among these 

terms ‘partial democracy’ is perhaps the less pejorative, and in what follows we will 

distinguish between three regime types: Firstly, autocracies which refers to regimes in 

which elections are not based on universal franchise, or more commonly today, in 

which elections are not competitive in the sense that the electorate is not confronted 

with a real choice or in which choices cannot be exercised in freedom. Secondly, partial 

democracies in which there are competitive universal-franchise elections, but popular 

sovereignty may be impeded by the undue influence of forces not under popular control 

(such as the military, for instance), some restrictions on the rule of law and on civic and 

political freedoms may apply, and in which the means for the electorate to exercise 

effective control over public officials may not be fully developed. Thirdly, democracy 

in which civil and political liberties are respected, there is effective control over the 

exercise of power by the executive, and in which competitive elections are held 

regularly. Once these three requirements are met, we can speak of popular sovereignty 

having been institutionalised.6 

 

The combined regime measure developed in the POLITY IV dataset (Marshall 

& Jaggers, 2000; 2002)7 provides us with the means to operationalise the distinctions 

between these three regime types. Autocracies fall short on all three characteristics, but 

to varying degrees: they restrict or suppress civil liberties and political participation; 

                                                 
5 See Epstein et al. (2003);  Reich (2002); Lee (2005). 
6 This conception allows for a one-party dominated regime to be recognised as an institutionalised 
democracy as long as the three Marshall & Jaggers criteria are met. This is a less stringent requirement 
than that proposed by Przeworski et al. (2000), who define democracies as regimes in which parties lose 
elections. This may set the bar unrealistically high for many LMICs, though, viz. the cases of Botswana 
and South Africa, for instance. 
7 I use the Polity2 measure (revised combined polity score) which is geared towards the use of the 
POLITY regime measure in time-series analyses. It modifies the combined annual Polity score by 
applying a set of simple coding rules to deal with transitional periods and other exceptional circumstances 
(see Marshall & Jaggers, 2002: 8). 
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executive selection usually takes place within a power elite; and there are few 

institutional constraints on the exercise of executive power. To capture the variety of 

autocracies, Marshall and Jaggers use an eleven-point scale from -10 to 0. Similarly, 

they scale democratic regimes from +1 to +10, the latter score being an indicator of a 

full/institutionalised democracy. A regime that scores between +1 and +6 inclusive is 

here categorised as a partial democracy, because they fall significantly short on one of 

the three requirements. Those with a score of +7 to +10 are here regarded as 

democracies, because they meet well with all three requirements, but not necessarily 

comprehensively in respect of all three.8 An episode of ‘democratization’ occurs 

whenever there is a positive regime transition from either autocracy or partial 

democracy to democracy.  

 

The relationship between inequality and democracy in high, middle, and low 

income countries has received considerable attention, 9 with most studies concluding 

that democracy reduces inequality.10 Muller (1988) finds that if we use a measure that 

combines depth and longevity of democracy, there is indeed a significant negative effect 

on inequality: durable democracies are less unequal. Burkhart (1997) uses only a depth 

measure of democracy but he also tests for the presence of a second-order polynomial 

relationship. He finds that (level of) democracy and inequality are indeed nonlinearly 

related: partial democracies do not succeed in reducing inequality, but at about the 

                                                 
8 It is of course problematic to use what was intended as a continuous scale of democracy to arrive at a 
categorical distinction between types of democracy. Nevertheless, the POLITY IV dataset has so many 
advantages in terms of clarity of conceptualisation and operationalisation that researchers interested in the 
categorisation of types of democracy prefer to use it instead of less transparent categorisations such as 
Reich (2002). The important question is where exactly to draw the line on this continuous scale between 
democracy and partial democracy, and the opinions differ on this (see Lee, 2005; and Epstein et al. 2003). 
The cut-off used here, namely the score of seven, is deemed to be sufficiently stringent in terms of the 
three democracy criteria discussed above. 
9 See Bollen & Jackman (1985) for a discussion of the early literature. See also Muller (1988), Simpson 
(1990), Burkhart (1997), Przeworski et al. (2000), Gradstein et al. (2001) and Lane &Ersson (2003). 
10 One important exception is Bollen & Jackman (1995), who find no evidence of a direct relationship of 
depth of democracy on inequality, and argue that it is level of economic development that determines 
both. However, most recent work point out some problems with the Bollen and Jackman specification. 
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midpoint of his scale measuring the depth of democracy, the effect is reversed. Earlier, 

Simpson (1990) also suggested an inverse, U-shaped relationship between the level to 

which political and civil rights are respected in a country and domestic inequality. Lee 

(2005) concludes that ‘deeper’ democracy is more inclined to reduce inequality, once 

we control for the size of the public sector, than do partial democracies. 

 

There are a couple of problems with this literature, though. Firstly, the quality of 

the income inequality data used in most of the extant studies can be questioned. It is 

notoriously difficult to get good quality income data for a large cross-section of 

developing LMICs, and none of the existing studies manages to solve the data quality 

problem in any consistent and persuasive manner. Secondly, as these studies use ‘static’ 

indicators of the independent variable (= the level of democracy) they do not explicitly 

ask how the time-variant dynamic of democratization, in contrast to the static of regime 

status, affects income distribution.11 

 

The empirical strategy suggested here to overcome these two problems is, first, 

to use a high-quality cross-sectional time-series (panel) dataset, analysed by means of 

estimation models that can pick up not only the effect of the quality of democracy, but 

also how the dynamic of a transition to democracy affects subsequent income 

distribution relative to the dynamics in other countries. The income inequality panel 

data used here comes from the Estimated Household Income Inequality (EHII) dataset 

compiled by the University of Texas Inequality Project, under the leadership of James 

                                                 
11 The one exception is the quasi-experimental study by Chan (1997) which looks at the effect of 
democratization in Taiwan, South Korea, and Singapore on public policies that have redistributive effects. 
His results for Taiwan and South Korea indicate that public spending on education and social security did 
increase after the introduction of democracy. However, apart from being limited to three case studies, 
Chan’s study also has two other shortcomings: first, it focuses on public expenditure per se and not on the 
distributive effects that public spending has on various income groups. Second, his study is not based on 
an explicit theory that sets out the causal mechanism through which democratization can lead to 
redistribution. 
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Galbraith. This is the most comprehensive within-country income inequality dataset 

available and is especially attractive because it is based on a quality source that remains 

consistent over time, namely the UNIDO dataset on manufacturing pay or wage 

inequality. In contrast, alternative comprehensive inequality datasets, such as the widely 

used Deininger and Squire World Bank inequality dataset (Deininger & Squire, 1996; 

1998) includes data that derive from different types of household survey sources and 

that have been collected using widely divergent methodologies across countries and 

across different time periods within countries. Clearly, this poses insurmountable 

problems for both cross-country and within-country time-series research, as Knowles 

(2005) points out. In addition, the coverage of the Deininger & Squire dataset of 

developing countries is fairly limited. The EHII dataset is produced by combining 

information from the UNIDO dataset with high-quality information from other 

household income inequality datasets, as well as other relevant information such as the 

ratio of manufacturing employment to total population, the degree to which a country’s 

population has become urbanised, and population growth. This information is then 

combined in a regression that produces a pooled time-series of estimated household 

income inequality (Galbraith & Kum, 2005).12 We average the data over five-year 

periods, which produces a balanced pooled time-series of 551 observations covering 

108 countries and spanning eight semi-decades, starting from 1960-64 and ending with 

the semi-decade 1995-99. 

 

The second part of the empirical strategy used here is to employ a fixed-effects 

estimation model to test for the dynamic effect of democratization on subsequent 

income inequality. Fixed effects models have the two advantages of controlling for 

omitted variables that differ between countries but are constant over time, and of 
                                                 
12 Because it is based primarily on pay/wage data, this dataset is applicable only to analyses focusing on 
pre-tax and pre-transfer (= gross) income.  
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allowing us to use changes over time in the included variables to estimate the effects of 

independents on the dependent. Our independent variable is a dummy (DEMDUM) 

which distinguishes between polities with a Polity2 score of more than 7 (dummy 

value = 1), and polities with a score of 6 and less (dummy value = 0) at any particular 

time. A lagged fixed-effects model picks up what the effect of changes in a country’s 

DEMDUM status in one period is on the inequality level in that country in a subsequent 

period. As mentioned above, the literature suggests that there is an inverted U curve 

relationship between level of democracy and inequality, and we are hence justified in 

expecting that the transition to deeper, more institutionalised democracy will be 

associated with the lowering of income inequality levels in subsequent periods, as 

poorer citizens use the vote to shift state spending in favour of their income 

opportunities (we will unpack this hypothesis in more detail in the next section). 
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Table 1: Estimations of net effect of democratization on income inequality 

 Model 1 
(within: fixed 

effects) 

Model 2 
(random effects) 

 
Dependent 
 

EHII Gini EHII Gini 

DEMDUM ***1.950
(.487)

.693 
(.495) 

GNI per capita *.0001
(.00005)

***-.000235 
(.000052) 

Constant 41.381
(.3908)

44.349 
(.5545) 

  
Observations 551 551 
n 108 108 
r2 .3143 .4555 

Coefficient values shown with standard errors in parentheses. 
* = statistically significant at 0.1 level 

** = statistically significant at 0.05 level 
*** = statistically significant at 0.01 level 

All explanatory variables are lagged on time-period (semi-decade) 

 

Model 1 in Table 1 reveals that the effect of democratization in our full sample of 108 

countries is to increase inequality, net of the effects of within-country variation in a 

vector of control variables captured by the lagged purchasing-power-parity value of 

Gross National Income per capita (GNIpc). Model 1 is the fixed effects (within) 

estimation, and shows that a positive regime change in one time-period from autocracy 

to democracy, or from partial democracy to democracy, is systematically and 

significantly associated with higher levels of inequality in subsequent periods. This 

confirms the results of an earlier study that looked at the effects of democratization on 

the income shares of the poor, the middle class, and the rich in thirty-six LMICs over an 

intense period of the spread of democracy, namely 1985-1995 (Nel, 2005). This earlier 

study used comparable household survey data and found that the income share of the 

poor (lowest 40%) and the middle class (>40<80 %) as a rule declined subsequent to 

democratization, while the rich registered significant sharegains. 
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The fact that democratization tends to give rise to higher levels of inequality is 

at first glance counter-intuitive, especially in view of the well-established significant 

negative correlation between democracy/democratization and inequality: the cross-

country Pearson correlation between level of democracy (Polity2) and the EHII Gini in 

our sample is -.340, and that between democratization (DEMDUM) and the EHII Gini -

.364. In both cases the correlations are statistically significant at the 0.01 level, but they 

probably tell us no more than that countries with lower levels of inequality tend to be 

more democratic than those that are more unequal, and that positive regime transition is 

considerably less frequent in countries with high levels of inequality, as Boix (2003) 

and Acemoglu and Robinson (2006) have shown. What we are interested in, though, is 

the reverse casual arrow: not how inequality affects democracy, but how 

democratization affects inequality. By lagging the explanatory variables, and by using a 

fixed-effects model, we get a better handle on this reverse causal arrow than correlation 

analysis will allow us to do.  

 

The results of the random-effects estimation in Model 2, however, place the 

finding of Model 1 in a better perspective. A random-effects model uses the available 

panel data more efficiently than the fixed-effects estimation, and allows us to draw 

conclusions also about variable variation across countries. The significant negative 

coefficient associated with GNIpc underlines that once we distinguish between level of 

per capita income between countries, the inequality-increasing effect of democratization 

is no longer statistically significant. If we take into consideration that the events of 

positive regime change within countries during the period that we are looking at (1960-

1999) were restricted predominantly to LMICs, the findings suggest that there is a 

distinct dynamic at work in countries with lower per capita income levels which 



 15

determines that democratization does not have the same equality-enhancing effect there 

as it has/had as a rule in higher-income countries. What is this dynamic? 

 

3. Explaining the effects of democratization 

 

The question to be answered in this section is what are the conditions under which 

democratization in LMICs can (or cannot) mitigate income inequality? Empirically, this 

way of putting the question implies that we have to get clarity on the vector of control 

variables that could affect the regularities identified in Table 1. A too easy answer 

would be to argue that democracies in LMICs simply have not had enough time to 

consolidate the popular sovereignty that we postulated as such a central feature of 

democracy, compared to the long consolidation periods that most high-income 

democracies have gone through. While regime duration is indeed an important 

qualitative factor in predicting when democracies will manage to mitigate income 

inequality and when not, as Muller (1988) has shown, this does not really answer the 

question about what exactly are the institutional and contextual features that allow 

durable democracies to achieve their salutary effects. We propose to answer this 

question by means of an extended a priori examination of the medium voter hypothesis 

(MVH),13 and then to test this explanation by means of an extension of the models used 

in Table 1. 

                                                 
13 The MVH is an extremely parsimonious, some would say ‘simplistic’ model of voting outcomes, and 
deliberately so. By keeping it parsimonious to the extreme, the MVH allows us to show in a controlled 
way what we have to add to the basic model to understand in a comparative manner what is actually 
taking place in ‘real’ democracies. Although there are clear limits to this way of approaching the study of 
comparative politics, it has obvious advantages as well, especially when we are confronted with such a 
complex and over-determined phenomenon such as democracy. It seems more constructive to start with a 
minimum model and then consider what to add to enable us to understand a phenomenon, rather than to 
try and grasp the complexity of the phenomenon in one comprehensive swoop. Although the ideas behind 
the MVH can be traced back to the liberal fears of the 19th century that democracies could be more 
expropriative than oligarchies (Lee, 2003) it was Downs (1957 ) and especially Meltzer and Richard 
(1981) that gave current currency to the MVH. For contemporary discussions, applications, and tests of 
the MVH see Alesina & Rodrik (1994), Alesina & Perotti (1996), Persson & Tabellini (1994), Evans 
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At any point in time the gross income (income before tax and before 

redistributive transfers) of the typical individual is shaped by four factors: firstly, by the 

factor endowment profile of her society, that is, the total amounts of the various factors 

of production available in the national unit to which she belongs; secondly, by the share 

that this individual’s household has of the total amount of different factors of 

production; thirdly, by the relative returns received by the different factors; and 

fourthly, by the size of her household. The political process of democratization has the 

potential to affect the inter-household distribution of factors of production through fiscal 

means. It is likely that those who have been excluded from power before would use 

their new-found political clout to a) enhance their family’s share of the pool of human 

capital in a society by the extension of state-funded general education; and/or b) to 

change the ownership of fixed factors such as agricultural land and mineral resources by 

expropriation and redistribution. In an era of generalised economic openness and under 

conditions of the scarcity of foreign direct investment capital, b) becomes less attractive 

and less likely than a).  

 

The MVH asks us to imagine, not unrealistically, that a society is composed of 

members who are differentiated in terms of their individual share of total income. In 

high-inequality countries such as the LMICs, the citizenry is rather starkly divided into 

a rich, powerful elite and a poor mass public who compete with one another.14 We 

assume further that median income level is less than the mean, which is the case in all 

‘real existing’ societies. The regime is a democracy in which all adult citizens have the 

vote. The government sets the tax rate and can use the revenue earned to promote 

                                                                                                                                               
(2004), Mueller (2003), Congleton (2002), Borck (2003), Milanovic (2000), and de Mello & Tiongson 
(2003). 
14 The discussion here is based on the very useful summary of the MVH that can be found in an 
unpublished paper by John Roemer (2001).  
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equality of opportunity through, amongst others, universal quality education. Two 

parties form and compete for the majority of the votes on the basis of a platform that 

consists of one item only, namely the desired tax rules that will tax all incomes at a 

common rate and deliver educational opportunities for everyone. We can expect a 

poorer citizen to vote for the party whose proposed tax rate will maximise her children’s 

educational opportunities. In contrast, the elite power-holders would want to extend 

educational opportunities only marginally to favour economic growth, but not to the 

extent that it threatens their knowledge-based power. The MVH states that the tax rate 

chosen will coincide with the wishes of the voter whose income equals the median 

income. From a game-theoretic perspective the two competing political parties can 

reach a unique Nash equilibrium, that is, an outcome where no player can benefit by 

changing his strategy while the other players keep their strategies unchanged, if both 

parties propose the preferred tax rate of the median voter. The MVH entails two 

conclusions. Firstly, and assuming that all else remains equal, the introduction of the 

popular vote should enable the poor mass (those citizens whose income levels fall 

below the mean) to improve their income share anything up to the level of equality 

around the mean. Extending the vote to all adult citizens thus empowers the ‘rabble to 

redistribute’, implying that democracy may be more expropriative and therefore more 

equalising than autocracy. Secondly, we can expect higher levels of inequality to lead to 

increased incentives on the median voter to favour deeper redistribution, seeing that the 

higher the level of income inequality the bigger the gap between median and mean 

(Alesina & Rodrik, 1994; Persson & Tabellini, 1994). 

 

Seen from this perspective, what autocracy with its restrictions on who may vote 

does is, in effect, to censor the distribution of voters on the income ladder, shifting the 

income position of the influential voter upwards (Rudra & Haggard, 2005:1018). The 
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likely result is that the decisive ‘voter’ in an autocracy – if voting takes place at all – is 

not the median income earner whose income, as we said, falls below the mean, but 

someone with a higher income, and we can thus expect autocracies to be less committed 

systematically to redistribution.15 One reason why episodes of democratization during 

the second half of the 20th century have not been effective in terms of mitigating income 

inequality is that these episodes simulated the upward effect that autocracy has on the 

location of the influential voter. What are the conditions under which this may happen? 

Shapiro suggests that these conditions may have to do with both the demand and 

supply-side of redistribution (Shapiro, 2003). 

 

Demand side 

The demand for redistribution is a function of a number of factors. First and foremost, 

as our discussion of the MVH above illustrates, any censoring that takes place in the 

range of voters, shifts the income level of the median voter upwards and could thus 

affect the preferences of the decisive voter. Such censoring is per definition part of 

autocracy, but it may also occur in a democracy when for whatever reason the median 

voter cannot effectively articulate her demand. Large differentials in income and wealth 

could be one of the reasons why some cannot ‘afford’ to vote, or cannot have their 

views adequately voiced. If we assume that political influence is a consumption good, 

then citizens with higher incomes should be able to secure more of it than those lower 

down the income and wealth ladder (Putterman, 1997; Bassett, Burkett & Putterman, 

1999). A high level of income inequality can thus mean that the median voter is too 

poor to have the political-demand effect that the MVH suggests. This does not imply 

                                                 
15 This does not mean that autocracies are never redistributive. Authoritarian redistributive populism both 
of leftist and rightist varieties has been a common occurrence both in Southern Europe, Latin America, 
South-east Asia, and in parts of Africa. As Wintrobe (1998) has argued, insecure authoritarian leaders 
also seek legitimacy through redistribution, while communist totalitarianism in East and Central Europe 
was associated with some of the lowest levels of income inequality that could be found anywhere in the 
twentieth century.  
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that popular sovereignty is impossible in highly unequal societies, but the close positive 

correlation between income level and democracy, and the close negative correlation of 

both with inequality, suggest that highly unequal relative poor societies face exceptional 

challenges to institutionalise popular sovereignty. Widespread poverty (and geographic 

distance) may pose prohibitive costs for the median voter even to turn up at the ballot 

station. The median (influential) voter can only be found among the voters who turn up 

at the election booth (Lee & Roemer, 1998:230 and 238, fn 8; Downs, 1957). If, for 

whatever reason, the median voter who votes occupies a position higher than the 

median on the income ladder, then the decisive income earner’s effective demand for 

redistribution will accordingly diminish. As a rule, one would expect this to be less of a 

factor in a society where the fruits of education are widely spread, as there is a 

correlation between average levels of education achieved and participation in 

democratic practices.16 

 

Secondly, the MVH’s core assumption that the electorate faces only one issue at 

election time clearly is unrealistic and has to be relaxed (Roemer, 1998). Party 

platforms presented to voters usually contain a myriad of issues and the median voter’s 

eventual choice is determined by trade-offs amongst these and may depend on which 

party’s package deal of issues is most attractive on balance, for her. This may affect her 

choice of what should be included in the favoured redistributive package, and how 

redistributive elements such as universal education, public health services, old-age 

pensions (to name but a few) should be balanced. However, the degree of redistribution 

that she demands may also be affected by the public debates that surround the various 

party platforms between which she must choose. For instance, the preferences of the 

                                                 
16 The relationship between level of education achieved and democracy is more complex than Lipset 
(1959) assumed. See Acemoglu et al. (2005) for a rebuttal of the view that higher average levels of 
education leads to democracy. However, within democracies, the more educated a citizen, the more she is 
likely to become involved in electoral politics.  
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median voter concerning an ideal tax rate approaching unity may be off-set by what she 

comes to believe about the likely effect of a particular redistributive strategy on future 

economic growth and political stability.17 One important consideration in this regard is 

that the voter may have been persuaded that expropriation or the drastic increase of 

taxes on wealth in a relatively open global economy is a recipe to encourage capital 

flight, which could have dire consequences for future capital investment and growth 

prospects. Usually, there is no shortage of voices conveying this message during an era 

of globalisation and although its proponents are clearly self-serving in how this is 

presented, it does indicate one of the strategic choices that the median voter has to 

consider and which may reduce her commitment to an expropriative tax rate. Work 

done by Boix (2003) and Acemoglu and Robinson (2006) shows that the mobility of 

capital is an important consideration for elites in highly unequal societies when they 

have to weigh-up the relative costs of continued repression under autocracy versus the 

potential costs of redistribution. One explanation for the rush of democratization in 

many repressive autocracies the latter decades of the 20th century is that the liberal 

global regime of relaxing capital controls has made elites more inclined to accept 

democratization, as they can credibly threaten capital flight and hence restrict the 

redistributive costs under such a regime. As Boix puts it: ‘The process of capital 

liberalization (in a politically fragmented world) fosters the exit option of asset holders 

that speeds up the introduction of democracy’ (Boix, 2003:240). The reverse also holds, 

we would suggest: the process of capital liberalization undermines the bargaining power 

of the median voter to effect significant redistribution, as the threat of capital flight 

holds the process of expropriation to ransom. Looked at from this perspective, the 

                                                 
17 For extensive and very useful overviews of the reasons why the median voter may not necessarily 
prefer a tax rate of unity, or may not be able to secure it even if she prefers it, see Shapiro (2003: chpt 5), 
Putterman (1997), Borck (2003), Lee (2003), and Roemer (1998). 
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degree of capital controls applicable to a political jurisdiction may serve as an 

approximate indicator of the relative bargaining power of the median voter.18 

 

Finally, the literature also suggests that demographic factors can affect the 

demand for redistribution. The higher the age of the median voter – which also makes 

her more likely to vote – and the more likely it is that she will reside in an urban area, 

the larger her demand for inter-generational redistribution will be (Boix, 2003; Perotti, 

1996; Bassett, Burkett & Putterman, 1999; de Mello & Tiongson, 2003). In developing 

LMICs, where provision for the old is less well developed, the elderly are relatively 

better off in rural areas where they can continue to benefit from small agricultural 

production and extended families. 

 

 

 

 

Supply side 

 

Apart from conditions which could affect the demand for redistribution, the 

implementation of redistribution driven by popular sovereignty also depends on the 

ability and capability of public authorities to live up to the demands of the median voter. 

                                                 
18 Structural features of the economy and specifically of the labour market may influence the median 
voter’s bargaining power, thus affecting the demand for redistribution. If we entertain the plausible 
assumptions a) that the median income earner is a relatively skilled labourer, and b) that to effectively 
voice her demand for public redistribution she has to overcome typical collective action problems in 
developing LMICs. In a series of recent publications, Rudra has shown that the collective action resources 
of our median voter will be affected crucially by the presence of surplus labour and the ratio of skilled to 
unskilled labour in a society at any given time (Rudra 2002; 2005; Rudra & Haggard, 2005). She 
proposes the notion of ‘potential labour power’ (PLP) to capture the collective action potential of our 
median voter. PLP grows as the ratio of skilled to unskilled labour increases, but will decrease with the 
size of surplus labour, which is measured as the working-age population minus the economically-active 
population and students in secondary and tertiary education. As we already have an alternative indicator 
of median voter bargaining power (see below), and since the PLP data is available only for a limited 
group of countries, I do not explore the effect of PLP any further here. 
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This means that we have to consider not only the demand-side but also the supply-side 

of the democracy-redistribution equation. Crucial in this regard is the capacity of the 

state to collect revenue and to manage effectively redistribution programmes such as a 

system of public education, basic health provision, social welfare, old-age pensions, and 

anti-cyclical macro-economic policy measures to offset the effects of economic 

contractions or external shocks. 

 

Such external shocks were quite prominent during the latter part of the 20th 

century, precipitated by generalised trade liberalisation that increased income inequality 

in both high income countries and LMICs. From the standard economic point of view, 

trade liberalisation if followed by an increase in trade should contribute to equalising 

incomes in developing societies with an abundance of unskilled labour. The Heckscher-

Ohlin trade model concludes that under conditions of an open trading system countries 

will tend to export goods intensive in the factors that they have in abundance, while 

they will import goods that use factors that are relatively scarce. With the easing of 

trade that generalised openness brings, domestic prices of goods whose production uses 

scarce factors will tend to fall as imports drive down local prices, while local prices for 

goods that use abundant factors intensively will rise. Stolper and Samuelson (1941) 

extended this insight by adding that returns to the holders of factors of production that 

are intensively used will rise absolutely and disproportionally as prices for those goods 

rise, while the exact opposite will happen to the holders of scarce factors used in the 

production of goods whose prices fall. All else being equal, then, unskilled labour 

which is per definition relatively abundant in developing societies should benefit 

disproportionally from trade liberalisation and the resulting specialisation in competitive 

advantage (Ray, 1998: 648-652; Reuveny & Li 2003: 579). This should lead to an 

improvement in income inequality because the share of unskilled labour in national 
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income increases and because we know that if the ownership of some factor j is more 

widely distributed than that of factor k, say, an increase in the national income share of j 

will reduce inequality (Andersen, 2005).  

 

These expected inequality-reducing effects of greater openness could be 

neutralised, however, by a number of conditions. Firstly, a preponderance of natural 

resources – such as oil – may alter the equation. The ownership of factors such as land, 

resources, and capital has no ‘natural’ upper limit, in contrast to human skills, and their 

potential to increase inequality is therefore unbounded (Spilimbergo et al., 1999: 81). 

Secondly, once we expand the basic trade model discussed above to include many 

countries with varying ratios of skilled to unskilled labour, the dynamics can also 

change. In general, openness in a large n system should raise the relative demand for 

skilled labour in middle-income developing countries whose supply of skilled relative to 

unskilled labour is higher than the world average (Anderson, 2005:1047). In addition, 

the presence in a relative open world system of large producers and exporters of goods 

which use unskilled labour intensively may reduce the competitive advantage that 

smaller late-comers may have in unskilled labour, thus altering the demand-structure in 

favour of more skilled labour in these societies. If skilled labour is relatively scarce, 

though, this shifting demand will benefit only a few and thus increase overall inequality 

(Wood, 1997). 

 

The available evidence suggests that low- and lower-middle income developing 

countries are clearly much more vulnerable to the inequality-increasing effects of 

economic openness than their richer counterparts. Independent confirmation of this 

openness-vulnerability thesis is supplied by Milanovic (2002) who finds on the basis of 

solid evidence gleaned from household surveys that the inequality-increasing effects of 



 24

openness and liberalisation are much more pronounced in the case of low income 

countries. Dependence on private capital inflows, including FDI, increased significantly 

since the 1970s, which increased access to technology and encouraged production away 

from low-tech goods which is relative untradable due to the flooding of world markets 

by large low-skill producers. This led to an increase in demand for skilled labour which 

is a factor endowment in relative short supply in these countries, as we have seen, due 

to the creation of long-term labour institutions that concentrated the ownership of 

human capital, and due to the relative failure of contemporary governments to 

disseminate skills more widely. In these countries skills are disseminated only amongst 

a small segment of the labour force, which means that only a small group can benefit 

from the larger factor rewards brought about by technological innovation and trade 

specialisation, with the result that the already high levels of wage differentials increase 

even further. Low-income countries are particularly vulnerable to these effects (Wood, 

1995; 1997). 

 

That factor underlines the important role that an efficient, honest, and politically 

independent bureaucracy can play to cushion the potential disturbing effects of 

economic openness by raising revenue and spending it, amongst others, on 

disseminating appropriate skills in society through investment in education. The ability 

to deliver public goods such as universal education and health services is a matter of 

resource availability, but also of the capacity and efficiency of the public institutions 

that are tasked to extract revenue and deliver public goods and services. In this context 

the relative political capacity of the state, approximated by the ratio between the amount 

of revenue raised and the potential revenue size, may be a good indicator of state 

efficiency. Lee finds that a one point increase in government tax revenue as a 

percentage share of GDP decreases the Gini inequality score of an institutionalised 
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democracy by up to eight percentage points. In partial democracies and autocracies, on 

the other hand, a larger public sector size is consistently associated with higher income 

inequality (Lee, 2005:174).  

 

Test 

In summary, then, there are a number of contextual and regime features that in 

combination with one another play an important part in determining whether 

democratization in LMICs will over time mitigate the high inequality levels that are 

common in these countries. We identified three important demand-side control variables 

that have to be added to our estimation of the effect of democratization on income 

inequality: a) the average level of education achieved within a society; b) the potential 

bargaining power of the median voter, approximated by the level of capital controls; and 

c) the demographic structure of society. On the supply side, a relative politically capable 

state, approximately indicated by its extractive capacity, seems to be an important 

redistributive factor under conditions of generalised economic openness. The next step 

is to see how these control variables fair in an extended version of the models used in 

Table 1, which is reflected in Models 3 & 4 in Table 2. Note that due to the co-linearity 

between GNIpc and some of the control variables introduced in these latter models, 

GNIpc is dropped as a control variable. In view of the common expectation, suggested 

first by Kuznets (1955;1963) that economic growth may exacerbate inequality, 

especially in early phases of economic modernization, the lagged value of GDP growth 

is included instead.19 

 

 We estimate the effect of democratization (measured as before in Table 1) on the 

EHII Gini of 81 countries (58 LMICs), but now controlling for: 
                                                 
19 Figures for growth of GDP in purchasing-power-parity values is from the Penn World Tables, Heston, 
Summers & Aten (2003). 
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• Capital mobility, as measured by the Fraser Institute (Gwartney and 

Lawson, 2004), which uses an index that looks at the access that citizens 

have to foreign capital markets and foreigners to domestic markets, plus 

the absence of restrictions on the freedom of citizens to engage in capital 

market exchange with foreigners. Based on the preceding discussion, we 

expect the sign of this variable to be positive. 

• Relative extractive capacity of a state, as calculated using the regression 

equation: Tax/GDP = β0 + β1 (time) + β2 (Mining/GDP) + β3 

(Agriculture/GDP) + β4 (Exports/GDP) + error term (Feng, Kugler, & 

Zak, 2000). The sign should be negative. 

• Old: The percentage of population who are 65 years and older (from the 

2003 World Bank CD-Rom World Development Indicators). The 

hypothesis is that this variable’s sign will be negative. 

• Average years of schooling achieved by cohort 25 years and older (Barro 

& Lee, 2000). We expect the sign of this variable’s coefficient to be 

negative. 

 

As in Table 1, all independent variables are lagged one time-period. Table 2 reports the 

results from the fixed-effects and a random-effects estimation using these variables. 
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Table 2: Estimations of net effect of democratization on income inequality  

 Model 3 
(within: fixed 

effects) 

Model 4 
(random effects) 

 
Dependent 
 

EHII Gini EHII Gini 

DEMDUM *.9143576
(.5300895)

.733168 
(.544581) 

GDP growth -.0816136
(.0561048)

***-.235285 
(.0586747) 

Capital mobility ***.2367249
(.0838398)

***.424921 
(.08177) 

State’s relative 
extractive capacity 

*-1.275942
(.6591145)

-.955575 
(.63712) 

OLD .2430624
(.1913643)

***-.7477194  
(.1311602) 

Average years of 
schooling 

*.3292018 
.1759344

-.2206534 
(.1599778) 

Constant 39.67226
(1.25521)

46.65592 
(.9869633) 

  
Observations 400 400 
N 81 81 
r2 .3929 .4858 

Coefficient values shown with standard errors in parentheses. 
* = statistically significant at 0.1 level 

** = statistically significant at 0.05 level 
*** = statistically significant at 0.01 level 

 

The first noticeable point about Model 3, which is the fixed-effect model, is that the 

transition to democracy remains statistically significant but less so than in Model 1 

(Table 1) now that we control for the effect of the demand and supply-side factors listed 

above. In the random-effect model (Model 4), this significance – and with it the cross-

country difference between democracies and non-democracies – disappears under the 

combined effects of these control variables. Five other findings also stand out: firstly, 

the reduction of capital controls within countries is highly significant and associated 

with rising subsequent inequality levels, and countries with less capital controls are 

more unequal than those with more. Models 3 & 4 thus strongly confirm the hypothesis 

that under the credible threat of capital flight it becomes less likely that the electorate 
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will use the vote to institute measures that will drastically reshape patterns of income 

distribution in a country. Secondly, it is only in the within-country context that the 

growing capacity of the state is significant: as states democratise and the state grows 

stronger, the amelioration of inequality becomes more likely. However, the effect is not 

significant across countries. While the sign of the state capacity coefficient is still the 

expected negative, it does not seem to be such an important factor explaining variation 

between than within countries. 

 

Thirdly, countries with higher proportions of the elderly in their population 

clearly have a better track record in dealing with inequality under conditions of 

institutionalised democracy, as is the case in most high income OECD countries, than 

do developing countries. As expected, the urban elderly in high income countries are 

more politically active and capable than their relatively more numerous younger 

counterparts in LMICs, and articulate the demand for equality-increasing 

intergenerational transfers quite decisively. What little and insignificant impact the 

increase of the number of the elderly over time within countries has, tends to worsen 

inequality. 

 

Fourthly, the results of Models 3 & 4 show that economic growth does have the 

potential to depress inequality, but this effect is not significant either within or between 

countries. The implications are firstly that there is no credible evidence of a growth-

inequality trade-off within countries, contrary to the expectations generated by the 

Kuznets hypothesis,20 and secondly, that democracy marginally helps to spread the 

fruits of faster economic growth somewhat more equitably than partial democracies or 

autocracies do.  

                                                 
20 For a discussion, see Ray (1998). 
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Fifthly, and surprisingly, the net effect of the average level of schooling is not 

significant in the random-effects, but is in the fixed-effects model. The latter shows that 

overall, when we account for all variation, higher levels of education seems to be 

associated only weakly with lower inequality. More significantly, rising levels of 

average schooling achieved within countries may worsen inequality, though. The sign 

of the coefficient in the fixed-effects model suggests that spreading education within a 

society does not ipso facto reduce inequality. Instead, before a critical level of the 

dissemination of skills is achieved, marginal educational advances can exacerbate 

income differentials between those that receive the higher level of education and those 

that do not, given the general income premium that there is on skilled labour. In this 

respect something of a Kuznets effect seems to be still relevant: as economies 

modernise and the premium on skilled labour increases, those who manage to improve 

their educational levels compared to the rest of society also draw more benefit in terms 

of higher relative income. Only when secondary and higher education becomes more 

universally available will the effect of the skill premium decline. 

 

 

4. Conclusions 

 

This study set out to determine why it is that the spate of positive regime transitions to 

democracy in LMICs during the latter part of the 20th century has not been accompanied 

by the reversal of patterns of income inequality. What sets this study apart from other 

investigations of the relationship between democracy and income distribution are the 

explicit focus on a dynamic factor, namely democratization, and the utilisation of a 
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consistent data source on gross income differentials in a large group of high income 

countries and LMICs. 

 

There are many factors that can account for the failure of regime transition from 

autocracy to give rise to greater economic equity in LMICs. As noted earlier, LMICs are 

composed of ex-communist transition economies on the one hand and so-called 

developing countries on the other. The literature has suggested specific reasons why 

inequality has risen during the latter decades of the 20th century in the case of the ex-

communist transition countries, including China. The primary explanations that have 

been offered for these trends in the transition economies are, in the case of China, the 

big divergence between rural and urban wages which resulted from the economic 

reforms since 1978 (Blecher, 2005), and the effect of the institution regulating 

population movement (the hukou) which severely inhibits mobility between the rural 

areas and urban centres (Liu, 2005). In the case of the transition economies of Central 

and Eastern Europe and Central Asia, a number of factors contributed to the worsening 

of income inequality, among which were the rapid rise of unemployment as job security 

was removed in the wake of the capitalist reforms started in the late 1980s; the fall in 

minimum wage compared to the average wage as wage-setting norms changed in the 

wake of large-scale privatization; and the rise of the informal sector (Cornia, 2004: 7). 

To this list we can add the failure of the educational system to help the unemployed to 

re-school and re-tool; the effect of rapid inflation and macro-economic instability; and 

the ability of the relatively well-off and politically powerful to capture rent-seeking 

opportunities at a direct cost to the less influential. Hellman et al., (2003) shows how 

what they call a ‘capture economy’ has emerged in many transition countries, where the 

rapid and unregulated selling-off of state-owned enterprises in the absence of strong 

regulatory and democratic institutions provided opportunities for public officials and 
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politicians to sell rent- and unequal wealth-generating advantages to private firms. 

There is good reason to believe that the latter factor of state capture by the elite, during 

and after the transition from autocracy, also plays a major factor in accounting for the 

fact that partial democracies in the developing world are associated strongly with 

increasing inequality. 

 

Moving beyond these more specific explanations of why partial democracies 

cannot redistribute, this chapter focused on the conditions under which poorer voters in 

institutionalised democracies (in contrast to partial democracies) can effect a mitigation 

of income inequality. The median-voter hypothesis helps us to theoretically identify the 

conditions under which democratization could give rise to redistribution, but these 

conditions have become very circumscribed and scarce in an era of generalised 

economic openness. We noted that contrary to mainstream theory, economic openness 

in general tends to increase and not mitigate income inequality in countries where 

skilled labour is in short supply. Only in those countries with the requisite state capacity 

to disseminate skills amongst their populace on a broad scale, the electorate can use the 

vote effectively to reduce the effects of this tendency. However, the demand for 

drastically enhanced state spending to spread educational opportunities more generally 

in poorer societies, which will depend on a form of expropriation through progressive 

taxation, can be suppressed if there is a credible threat of capital flight. Again, economic 

openness emerges as a threat and not a boon to attempts to lower inequality levels in 

developing LMICs in particular. As there are many reasons why we should be 

concerned about high levels of income inequality in the LMICs, as the 2006 World 

Bank World Development Report makes abundantly clear, these systemic obstacles to 

growth-enhancing and pro-poor redistribution have to receive more attention. At a 

minimum, the macro-economic advisers of and in LMICs should reconsider the general 
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assumption that economic openness, tout court, is desirable. While there is good reason 

to believe that trade openness can enhance growth and equity in societies which have 

achieved a certain level of human capital development, there are also reasons to be 

careful not to impose liberalisation of the capital account on societies that have not yet 

achieved the required level of human capital development. The absence of capital 

controls, we found, makes it less likely that democratization would be followed by a 

broader dissemination of educational opportunities in these societies. 

 

 Finally, the evidence reviewed here also suggests that the promotion of 

democratization in LMICs, from within and from without, should be treated more 

circumspectly and discerningly. While positive regime transition to institutionalised 

democracy holds many potential benefits for societies with autocratic regimes or with 

partial democracies, it is clearly a mistake to assume that democratization in and of 

itself is a panacea for all the economic ills. Redistribution, in particular, is a policy 

outcome that has to be targeted separately and specifically under conditions of 

economic openness, and will not simply flow automatically from the extension of 

popular sovereignty. 
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