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“The art of taxation consists in so plucking the goose as to obtain the largest amount of feathers with the least amount of hissing.” Jean-Baptiste Colbert
Introduction

The notions that long-term left-wing power is associated with more progressive taxation and that taxation is essentially redistribution enjoy widespread support in the literature (Stephens 1979; Korpi 1983; Boix 1998; Bradley, Huber, Moller, Nielsen, Stephens 2003), thanks especially to Iversen and Soskice (2006), who argue that the combination of proportional representation (PR) and Left parties explains why some democracies redistribute more than others. But the idea that taxation is primarily about redistribution, even in PR systems, may rest on shaky foundations. Building on the tax compliance literature, the theoretical insights of Cuckierman and Tommasi (1998), and the empirical findings of Steinmo (1989; 1993), Garrett (1998), Kato (2003), and Lindert (2004), this paper argues that taxation is largely an assurance game in which states trade services for revenue. 

Using OECD data for 18 member countries from 1970 to 1999 and panel corrected standard errors (PCSE, Beck and Katz 1994; 1996) with the appropriate lag of the dependent variable, I show that OECD countries are characterized by at least three underlying fiscal bargains: countries that transfer more money to the poor collect more revenue from the poor; countries that allow corporations to be more profitable, collect more revenue from corporations; and countries that provide higher levels of labor benefits collect more revenue from labor taxes. Furthermore, these bargains—which hold across and within countries—are largely held together by parties and labor market institutions. Specifically, countries with long histories of left-wing rule have far higher levels of pro-poor expenditure (defined as public spending on welfare and unemployment) than countries with greater influence by the Right or Christian Democrats, but they also raise for more revenue from regressive taxes on consumption and (less conclusively) labor. Countries with a long history of right-wing and (less conclusively) Christian Democratic rule, in contrast, raise more revenue from corporations, but allow corporations to capture a larger slice of pre-tax national income.
 Finally, with some caveats about the data, labor taxes and benefits are most strongly associated with neocorporatism, followed loosely by Left parties.
 

These findings are generally consistent across specification, with time dummies and country dummies, and with controls for other relevant variables, such as globalization, inequality and labor market institutions. They are important because they show that there are systematic links between taxes and policy benefits in the OECD, indicating that taxes are not unrequited payments to governments, but instead negotiated settlements in which both citizens and states gain something. Furthermore, they suggest that to a large extent partisans raise revenue from their supporters: in countries where the Left dominates, lower income groups turn more of their money over to the state, which returns it to them in the form of services; in countries where the Right dominates, corporations make more money, but pay more taxes (lower income groups, in contrast, keep most of their income, but they have to fend for themselves in the market). Moreover, the coefficients are considerable: in the long-run, a one standard deviation increase in long-term left-wing power is associated with roughly a one standard deviation increase in transfers to the poor (≈2.4 percent of GDP) and a one standard deviation increase in consumption taxes (≈5.5 percent of GDP). A one standard deviation increase in long-term right rule, in contrast, is associated with roughly a one standard deviation increase in corporate profits (≈4.5 percent of GDP) and two thirds of a standard deviation increase in corporate taxes (≈0.8 percent of GDP).
 And a one standard deviation increase in neocorporatism is associated with one-half of a standard deviation increase in labor benefits and one-third of a standard deviation increase in labor taxes (≈1.6 percent of GDP). 

The theoretical explanation for these paradoxical findings is that taxation is partly a game of credible commitment, rather than a game of pure coercion (North 1981; Bates and Lein 1985; Levi 1988; Timmons 2005). Because collecting taxes is devilishly difficult, states have incentives to trade services for revenue, rather than clubbing people and taking their money. The tax compliance literature shows that many people pay taxes much of the time because they believe they are getting something in return, not because of the threat of punishment (Erard and Feinstein 1994; Andreoni, Erard and Feinstein 1998; Slemrod 2002). Given the existence of quasi-voluntary compliance (Levi 1988), governments that can credibly commit to provide services to a given group of taxpayers can raise more money from them (but not from groups that do not receive services).

Partisanship is important because political parties are typically the biggest bridge between different social groups and the state, serving as agents for different constituencies. Because of their control over policy, notably spending, parties play a pivotal role in ensuring that taxes will be spent as taxpayers desire. Since left parties are committed to providing social benefits for the poor, the longer their reign the more the state should be able to expand services for the poor and, consequently, the more revenue it should be able to raise from lower income groups. Raising money from the wealthy, in contrast, should be more difficult for governments with greater long-term left-wing dominance because they cannot count on quasi-voluntary compliance from the rich; instead, they must resort to the club. Governments with greater long-term right-wing influence, on the other hand, cannot typically commit to spend as lower income taxpayers want. Instead of taxing the poor intensely (and providing social services), governments with more right wing influence should rely more on wealthy individuals and corporate taxes (their natural constituency) to fund the state. In return, however, they should provide favorable policies to the rich and corporations. Finally, while powerful labor unions and neocorporatists arrangements are imperfect substitutes for parties, both enhance labor´s ability to obtain favorable outcomes (Hicks and Kenworthy 1998); the more that labor institutions ensure policy benefits, the more revenue states should collect from labor taxes.

The counter-intuitive logic of taxes and spending perhaps can be best illustrated by Cuckierman and Tommasi´s (1998) formal model of Nixon going to China. According to their model, when governments have better information than voters, left wing governments have more credibility when they propose a policy shift to the right than right-wing governments (and vice-versa) because voters are more likely to believe that such a policy is driven by necessity, rather than ideological concerns. By extension, governments with more Left influence can tax lower income groups precisely because they can more credibly claim that taxes will be used to provide the benefits coveted by those groups. When the Left cannot credibly commit to social spending—because it does not control all veto gates, because expects its rule to be transitory, or because of constraints on spending (say, large deficits or IMF programs)—left-wing parties may rationally oppose taxes on lower income groups—as they do in the Unites States.  But as long as the Left can expand spending that benefits lower income groups, it has incentives to take advantage of quasi-voluntary compliance by lower income groups, increasing the tax burden on them. In theory, governments that provide more benefits to other social groups—say the middle class, the upper middle class and the leisure class—should also be able to raise more revenue from them. Although a complete mapping of groups, taxes, services and commitment mechanisms is beyond the scope of this paper, Section 4 explores the question of whether income and capital taxation can be seen as a exchange of revenue for services, as first hypothesized by Bates and Lien (1985). 


This article contains five sections. Section 1 reviews the existing literature about partisanship, taxation and redistribution. Section 2 uses panel data to test the credible commitment hypothesis in more depth. Section 3 presents the statistical results. Section 4 briefly examines high income taxation. Section 5 concludes. The Appendix contains illustrative graphs. 

Section 1: Parties, Taxes and Spending

Over the past 30 years, social scientists from a variety of disciplines have made great headway explaining the rise, size and variation in state activity. Perhaps no area of policymaking has garnered more attention than the welfare state (typically measured as spending on health, pensions, welfare and unemployment insurance as a percentage of GDP), which is considered the sine qua non of redistribution. The general consensus is that the driving forces behind the welfare state include increased social demand, brought about by wealth and aging, to important changes on the supply side, notably unionization, proportional representation and partisanship. In particular, proponents of the power resource theory have linked the welfare state to the emergence of organized labor and left-wing political parties, claiming that the greater the long-term influence of the Left, the larger the welfare effort, the more progressive the tax system and the greater the degree of redistribution from rich to poor (Stephens 1979; Korpi 1983; Boix 1998; Bradley et. al. 2004). 

Subsequent research has at least partially modified that view. Not only is there evidence that business supported the development of the welfare state (Swenson 2002; Mares 2003), but center and Christian Democratic parties are also thought to have played an important role in its construction (Hicks and Swank 1992; Huber, Ragin and Stephens 1993). Moreover, in terms of spending quantities, the insurance/universal elements—pensions and health care—trump the purely redistributive ones—welfare and unemployment—particularly in welfare regimes designed by Christian Democratic parties, where social welfare programs perpetuate social inequalities, rather than reduce them (Baldwin 1990; Huber et. al 1993; Moene and Wallerstein 2001, 2003).
 Finally, the power resources theory has drawn dissent from people who study taxes. Until very recently most studies showing that the welfare state is primarily about redistribution assumed that spending is the equivalent of redistribution, with more spending (or a larger government) axiomatically signaling more redistribution (e.g., Boix 1998).
 Such a presumption is a mistake. Whether and how much redistribution occurs also depends on who pays the taxes, not just who gets the benefits. Breaking down the distribution of the tax burden in the OECD into its regressive and progressive components reveals a striking paradox, as Steinmo (1989) points out. Because of its reliance on consumption and labor taxes and its generous deductions for investments, Sweden generally has a more regressive tax system than the United States even though it has generally had higher nominal tax rates on income and corporations. These findings have been echoed by Garrett (1998), Kato (2003), and Lindert (2003; 2004), all of whom have found that consumption and labor taxes fund the bulk of welfare state spending.

The recognition that regressive taxes fund most welfare activities has generated widespread interest in understanding the causes of the tax mix. Besides the credible commitment story offered herein, there are at least two important alternatives. The first is that the tax mix represents the economically efficient solution (Prezorski and Wallerstein 1988; Lindert 2004). According to Prezorski and Wallerstein, regressive taxes fund the welfare state because left-wing governments have self-enforcing incentives to limit the tax rate on upper income groups, specifically corporate profits, because economic growth (and hence long-run wages) depend on investment by firms. Perhaps nowhere is this self-limiting behavior better exemplified than in Scandinavia, where tax systems under left-wing governments were specifically designed to foster investment (see Steinmo 1993; Lindert 2004; Ganghof 2007). A second alternative is that the tax mix reflects pressures brought about by globalization (Kato 2003; Basinger and Hallerberg 2004). Crudely speaking, globalization forces countries to compete for factors of production, notably capital. As a result of this competition, there should be no cross-country or partisan differences on (effective) capital taxation.
 Hence, if governments desire a welfare state, the only alternative government is to tax relatively immobile factors of production, notably consumption and labor. A fundamental problem with these stories—at least as a general explanation for the tax mix—is not so much the tax structure under the Left, but the tax structure under the Right. Specifically, neither can explain why countries with long histories of right-wing rule would raise any revenue from corporate taxation, let alone more revenue, since right wing governments should set the tax rate on corporations to zero and raise all of their revenue from other taxes—which they do not do. To wit: corporate revenue as a share of total tax revenue is also higher under the Right, shown in Figure 1.

Insert Figure 1

The latest advancement in the tax and spending debate has been to use micro-level data about household income, taxation and expenditure, rather than aggregate figures, taken from the Luxembourg Income Studies (LIS). According to LIS figures, pre-tax/post-tax income inequality falls in every country with data, with most of the gains accruing to people in the bottom three deciles, not the median-voter (Milanovic 2000). Given these findings, studies using LIS data have revived the power resource theory: not only is redistribution via taxation widespread in democracies, but it increases with proportional representation, left-wing governments, voter turnout and unionization (Iversen and Soskice 2006; Bradley et. al. 2004). LIS users generally fail to point out, however, that their analysis does not include indirect taxes. In LIS studies, redistribution equals the change in the gini coefficient between market income and disposable income (the sum of market income plus transfers minus the amount paid out in income and social security taxes).
 The absence of consumption taxes is unfortunate. Not only do indirect taxes disproportionately affect the poor, but they account for nearly one-third of tax revenue in the OECD. Moreover, they are especially important in countries with proportional representation and large welfare states, such as Sweden, which has exorbitant excise taxes and a VAT rate of 24 percent.
 In fact, among OECD countries changes in pre/post-tax income inequality (ginichp) are strongly correlated with consumption taxes (corr=0.66), implying that analysis based on LIS data overestimate “redistribution” via taxation, shown in Figure 2 (the Appendix contains graphs for effective tax rates and other revenue sources).                                      

Insert Figure 2

Section 3: Data and analysis

This section explains the econometric framework used to test the conjecture that taxation is a game of credible commitment in which taxes are exchanged for benefits. Rather than building a complete map of taxes, services and commitment mechanisms and a complete set of alternative hypothesis, I test the following hypothesis, with the null being that these relationships do not exist:

H1. Benefits to the poor should be matched by taxes on the poor. 

H1a. Left parties are the commitment mechanism connecting taxes and services for the poor.

H2. Corporate benefits should be matched by corporate taxes.

H2a. Right parties are the commitment mechanism connecting corporate taxes and corporate benefits. 

H3. Labor benefits should be matched by labor taxes. 

H3a. Pro-labor governments are the mechanism connecting labor taxes and benefits.
Econometric model

Conducting a rigorous causal test of the aforementioned hypothesis requires a simultaneous equation, using instrumental variables that change over time. Because of the difficulty of finding appropriate instruments and simultaneously eliminating serial correlation, the tests involve three separate sets of regressions (the first looking at taxes and benefits; the second looking at parties and benefits; the third looking at parties and taxes), using panel corrected standard errors with the appropriate lag of the dependent variable, as determined by Lagrange multiplier tests.
 The revenue and spending data are highly persistent, but Levin-Lin-Chu (LLC) tests of non-stationarity indicate that we can reject the null hypothesis of non-stationarity at the 0.95 confidence level with everything except effective taxes on labor.
 To test Iversen and Soskice´s conjecture about the especially redistributive effect of PR, I also split the sample into PR and SMD, based on the predominate electoral formula in the lower house.
 Because of the small N (11 for PR and 7 for SMD), these regressions should be taken with a grain of salt. Nevertheless, they are largely consistent with the entire sample, especially on the PR side.

Main variables

Because the welfare state contains a mixture of universal and targeted elements, I tried to separate out those that specifically target lower income groups. Benefits to the poor are measured are the sum of welfare spending and unemployment insurance as a percentage of GDP, taken from Lindert (2004), who provides comparative data for most OECD countries from 1975 to 1995.
 Corporate welfare is measured as profits as a percentage of GDP, also known as gross operating surplus, taken from the OECD´s national account database (2006). Ideally, the dependent variable would be policy-based rather than outcome-based, but it is difficult to establish time-varying measures that capture the variety of policies that governments can undertake to benefit firms.
 Worker welfare is measured as Scruggs (2006) Overall Index of Generosity, which is a revised, updated and annualized version of Esping-Andersen´s Decommodification Indices (1990). Scruggs´ Index captures some benefits coveted by workers since it is a weighted sum of the amounts and duration of sickness, pension and unemployment benefits. But it is not the ideal measure because these benefits may also accrue to lower and upper income groups (and hence we might expect some overlap with consumption and personal income taxes).
 Moreover, it excludes crucial dimensions of labor benefits—notably restrictions on dismissal, severance pay and leave policy. Although no time-varying measure of such restrictions exists (to my knowledge), precluding statistical analysis, Section 3 shows that labor taxes are positively correlated with such restrictions.

Taxation is measured several different ways. Because the theory emphasizes the exchange of benefits for revenue, the primary measure is taxation as a percentage of GDP, which controls for size of the economy and is available for all countries and years.
 Using revenue as a percentage of GDP provides a rough indication of how much different social groups remit to the state (e.g., more revenue from consumption, for example, indicates that lower income groups are paying more, while more revenue from corporate and personal income taxes indicates that upper income are paying more), but it does not necessarily reveal the tax rate faced by different groups because it omits the tax base. Government revenue is disaggregated into 5 categories based on the OECD´s classification scheme (2001a): revenue from personal income and wages, revenue from corporations, revenue from labor taxes (which combines social security and payroll taxes), revenue from property, revenue from consumption, and other revenue. 

While incidence analysis of taxation is fraught with difficulties, I assume that corporate taxes are borne by corporations and their shareholders, labor taxes are borne by labor and that consumption taxes are borne by consumers (Fullerton and Metcalf 2002).
 Broadly speaking, these assumptions imply that consumption and labor taxes are relatively regressive (i.e., lower income groups remit a higher percentage of their income), while personal and corporate income taxes are progressive. It is important to note that even with regressive taxes, the rich will typically pay more in dollars than the poor because they consume more (hence, if spending is done a per capita basis, there may be some redistribution on the spending side). It is also worth stating that the degree of regressivity/progressivity of a particular tax may vary across countries/time and that there will be some overlap in the tax base. This overlap may be particularly true of income taxes that treat wage and capital income differently (e.g., Denmark); more tax revenue from labor income implies a moderately progressive tax; more revenue from capital income implies a highly progressive tax.

All of the tests except one (noted below) were also conducted with average effective tax rates (AETR) on factor incomes, pioneered by Mendoza, Razin and Tesar (1994) and revised and updated by the OECD (2001b).
 AETRs are taxes paid on factor incomes minus the tax base for a given tax. In principle, they more accurately reveal the actual rates paid on the different tax bases; furthermore, they separate out capital income from personal income, providing a better sense of taxes on the relatively rich. There are several limitations, however. First, AETRs do not reveal the amount of revenue traded for services, the main theoretical concern;
 second, there is no consensus on how to measure effective tax rates, especially on corporations;
 third, there are considerable gaps, even with the updated series;
 and fourth, effective tax rates assume that the tax base is exogenous (given that corporate profits are systematically higher under Christian Democrats and the Right, that assumption is dubious). Those qualifiers aside, the labor, consumption and spending results using AETRs are quite similar to those with tax/gdp ratio, except with country fixed effects. Effective tax are divided into five categories: consumption, labor, personal income, capital income, and corporate income. The same incidence assumptions apply, with the clear distinction that capital income taxes are highly progressive. No results using effective tax rates are shown (but they are available on request), and the graphs in the Appendix generally use AETRs.

Partisanship is measured as an adjusted version of the cumulative percentage of cabinet seats held by different parties from 1946 to the year of observation, based on Huber et. al. (2004), who classify seats into Left, Right, Center, Christian center, Catholic center, Christian right, Catholic right.
 Because not all seats are classified every year, I created a residual category (other cabinet) that accounts for non-ideological seats and deals with the rounding error associated with converting fractions to decimals. To avoid the problem of spurious correlation, the cumulative cabinet figures were divided by the total percentage of cabinet seats to that date, retaining the concept of path dependency while using a figure that can move up or down.
 The regressions exclude one category (Left or Right), against which everything is compared.   

Labor´s influence is measured with two benchmarks in the literature: gross union membership percent (Huber et. al 2004) and the Hicks-Kenworthy measure of neocorporatism (Kenworthy 2003). These variables are also employed as controls with the other models. 

Control variables

Previous researchers (e.g., Hicks and Swank 1992; Moene and Wallerstein 2001; Iversen and Soskice 2006; Bradley et. al. 2004) have identified a host of variables that affect social welfare expenditure. Based on their theories and evidence, the following controls variables were included:

Demographic controls: Urban population (%), Population 65+ (%), total population (log), taken from the World Bank (2001). 

Economic controls: The log of per capita income adjusted for purchasing power parity (OECD 2006), unemployment (% Huber et. al. 2004); pre-tax wage inequality in manufacturing (p50p10, Huber et. al); inflation (CPI, Huber et. at.); fuel exports (% GDP, World Bank 2001). 

Institutional controls: Voter turnout and veto players in the cabinet (Huber et. al. 2004).
 

Globalization: Trade as a percentage of GDP  (OPENK, Penn World Tables) and capital controls, 0-4 scale, with 4 indicating fewer controls on capital movements (Quinn 1997, in Huber et. al. 2004). 

For the regressions that look at how benefits are financed, the base model is essentially an accounting identity: spending is placed on the left hand side and all of the tax variables are placed on the right hand side. Subsequent models include alternative funding sources (deficits and fuel exports) as well as many of the controls listed above, allowing us to examine whether the relative weight of financing changes once say we control for, say, trade.
 
Putting together a list of control variables for regressions involving taxes and corporate profits is not as clear-cut since we do not have well developed theories about the determinants of tax structure or corporate profits. In the end, those regressions employ roughly the same control variables as above, plus a handful of additional ones that might capture the underlying tax base and/or determinants of corporate profits. They include: investment as a percentage of GDP (Invest/GDP, labeled “ki” in the Penn World Tables); the absence/presence of minimum wage laws (MWGLAW, Huber et. al. 2004); various measures of centralized wage bargaining (wagec and wcoor, Huber et. al. 2004); total population (logpop) and the working age population (population 15-64%), both from the World Bank 2001. 

Out of 540 possible observations, the panels include 322 to 522 observations from 18 countries from 1970 to 1999. The main reason for the variation in the N is that neocorporatism is only available from 1970 to 1994 and Lindert´s data ends in 1995. Most of the results remain consistent when any one country is excluded, suggesting that pooling is generally acceptable, with the caveat that there are some differences between SMD and PR countries. All models include year dummies and at least one country fixed-effect model is presented for each dependent variable. The FE allow us to examine whether taxes, benefits and commitment mechanisms track each other within countries; the drawback is that fixed effects are also fairly collinear with the partisan variables, which change slowly over time—if at all (CD, for example, scores 0 for the United States every year). It is worth noting that some of the control variables are fairly collinear with each other and with my variables of interest. Union and Left, for example, are correlated at 0.75. Because of multicollinearity, the models rarely include multiple controls unless the controls are robust across models (or tests of joint significance indicate they belong). Rather than trying to establish the best fit, which proved exceedingly difficult, I present multiple models, which demonstrate the robustness of my main findings, albeit at some cost to the reader (assuming the reviewers are satisfied subsequent versions can confine most the results to an appendix). With rare exceptions, substantial changes in the magnitude/significance levels of the coefficients of interest are only associated with country fixed-effects or changes in the sample, rather than the control variables, which are rarely significant once serial correlation is properly accounted for. Finally, because the regressions are structured like accounting identities (current output=current input), the right-hand variables are not lagged (though doing so to assure contemporaneous exogeneity produces similar results).

Section 4: Results
Table 1 shows the relationship between long-run trends in taxes and transfers to the poor. Models 1-5 present the results with all countries and a variety of control variables.
  The first thing to note is that the coefficients are relatively stable and most of the control variables are insignificant.
 In terms of the differences between countries, consumption taxes consistently account for roughly 40 percent transfers to the poor, labor taxes account for 20 percent and personal income taxes 40 percent. Pooling SMD and PR countries overstates the weight of income taxes, however. Considering only the variation between PR countries, the between country model (6) suggests that transfers to the poor involve some pure redistribution, but the bulk are still financed via trading: consumption taxes account for approximately 45-50 percent of transfers and labor account for 20 percent, a result that holds with other controls.
 Considering only SMD countries (Model 7), which have far smaller coefficients on consumption taxes, consumption taxes account for approximately 45 percent of transfers to the poor, while labor taxes account for the remainder.
 Moreover, with the country fixed-effects models (8-9), only labor and consumption are significant, even when PR systems are considered alone, indicating that taxes and transfers to the poor track each other within countries. These FE results are quite robust with a variety of control variables (especially if Ireland is excluded). In short, transfers to the poor are by and large paid for with taxes that heavily affect the poor, even in PR countries. The long-run effects are considerable, especially in PR countries: Using the fixed effects model (8), a 1 percent increase in consumption taxes translates into a 0.29 percent increase in transfers to the poor; the corresponding figure for labor taxes is 0.54.
 (Table 10 provides summary statistics. The Appendix contains a correlation matrix and graphs showing where different countries fall on the tax/transfer continuum; AETR results are summarized below).
 

Insert Table 1

No table is presented for the regressions that look at parties and transfers to the poor simply because, with one exception, the results largely confirm what people already believe: With a variety of control variables, Left is positive, significant and generally distinguishable from the other cabinet compositions. The main exception is between and within PR countries. The fact that Left and Right are indistinguishable from each other in PR systems (z≈1) may partly be the result of the small N (graphically, Left is more upward sloping than Right), but it may also indicate that transfers to the poor are highly institutionalized, suggesting that states can credibly commit to spend as lower income groups desire. While the coefficients vary somewhat, a one standard deviation increase in Left translates into roughly a one standard deviation increase in transfers to the poor. 

Table 2 shows the relationship between parties and consumption taxes (Right is the excluded category). In the between country regressions (Models 1-5), Left is positive and significant at the 90 percent confidence interval in every specification, except the one with voter turnout, where it is significant at the 89 percent confidence interval, a result that is fairly consistent even when any one country is excluded. Left is also generally distinguishable from Christian Democrats and Center. Within PR systems (Models 6 and 8), Left is consistently associated with higher revenue from consumption taxes, even with FE as long as Norway is excluded, indicating that taxes and parties track each fairly well within and across PR countries. Considering only SMD countries, Left is positive (but not significant) in the between country models (not shown), reflecting the small sample more than anything else (graphically, more left equals more consumption taxes), but it is typically negative and significant with FE (Model 7), a result that is partially driven by the UK (without the UK, Left is negative, but not typically significant).
  

There are (at least) several potential explanations for the divergent results with fixed effects (discussed more in the conclusion). One possibility is that the small sample size and multicollinearity between the partisan variables and country dummies wipes out the effects of partisanship within SMD countries (most of the variation is between countries, not within them); the other possibility—which squares with case studies—is that there are different political dynamics within PR and SMD countries.
 It is not implausible to think that the Left can generally make commitments on the spending side in PR systems (consistent with the results above), but not SMD. As a result, Left parties in PR countries generally increase taxes on their supporters. In SDM countries, in contrast, Left parties increase transfers to the poor, but (perhaps) not taxes because they cannot commit to future spending. Because spending has increased, however, taxes on the poor can also be increased (by the Left, the Right or whoever)—consistent with results in Table 1. In other words, even though more Left is associated with more taxes and transfers between countries, Left parties may not be the mechanism that connects taxes to transfers within SMD countries.
 In the long run, a one standard deviation increase in Left translates into roughly a one-standard deviation increase in consumption taxes across the entire sample; within PR, the corresponding figure is 1.75 standard deviations (Model 7). 

Insert Table 2

Table 3 looks at the relationship between corporate profits and corporate taxes. As long as either investment or urban population—which are generally significant at the 90 percent confidence interval or higher—is included in the specification, corporate profits and corporate taxes track each other fairly well, a result that holds with FE and across SMD and PR systems.
 In other words, countries that allow corporations to earn more money, take in more revenue from them. The coefficients are consistent across the models and not small: in the long-run a one standard deviation increase in corporate taxes as a percentage of GDP is associated with roughly one-third of a standard deviation increase in corporate profits as a percentage of GDP. 

Insert Table 3

Table 4 shows the relationship between parties and corporate profits (Left is the excluded category). With all of the specifications, Right, Christian Democrats and to a lesser extent Center parties are significant, though not always distinguishable from each other. With the full sample, corporations are most profitable in Christian Democratic countries, followed by the Right and then the Center. (As noted in Fn.1, this result does not imply that labor´s share is higher under the Left. It is not because the Left typically acquires more revenue from net taxes on products and imports). The only circumstance where the rank order changes is when Italy—which appears to be an outlier—is excluded, placing Right on top, Christian Democrats second and Center parties third.
 Excluding Norway, only Right is positive and significant with FE (Model 9). Considering PR and SDM countries separately (not shown), the only difference is that Right comes out on top in both systems, while Christian Democrats flip signs in SMD because of France. In sum, more Right influence translates into more profits within and between countries, while more Christian Democratic influence translates into more profits between countries (though perhaps not within them). In the long-run, a one standard deviation increase in Right is associated with roughly one standard deviation increase in corporate profits (≈4.8 percent of GDP).

Insert Table 4

Table 5 shows the relationship between parties and corporate taxes (Left is the excluded category). With virtually every specification Right is positive, significant and distinguishable from Center (though not Christian Democrats, which are also positive and generally significant, or nearly so). Right and Christian Democrats are not significant with fixed effects (Model 6), but the fixed effects themselves are not significant (F=0.22), indicating that the between country model should suffice. These results are consistent in both PR and SMD countries, though the coefficient on Right is considerably larger in SMD countries (Models 7-8). Moreover, they hold even when Scandanavia and other small open economies are excluded. In other words, countries with more Right and Christian Democratic influence clearly raise more revenue from corporations; furthermore, parties appear to be the mechanism connecting taxes and profits, indicating that globalization and efficiency explanations for the tax mix are incomplete. In the long-run, a one SD increase in Right is associated with roughly two-thirds of SD increase in revenue from corporations.

Insert Table 5

Table 6 shows the relationship between labor taxes and labor benefits. Models 1-4 exclude Norway, while Model 5 also excludes Australia and Denmark (see below for an explanation). With every specification, labor taxes are systematically related to labor benefits, especially with FE and first-differences (Model 6-7). Personal income is also generally related to labor benefits and the coefficient is, in fact, larger, except with FE and first differences.
 With the split samples (not shown) labor is positive and significant on both sides, while the other tax variables vary. There are at least two ways of interpreting these results. The first possibility is that personal income taxes are subsidizing labor benefits, though the subsidy is small within countries. The second is that labor benefits overlap with the personal income tax base, implying a broader contract than hypothesized. Before reaching any conclusion, it is important to note that with effective tax rates (not shown) labor and consumption taxes are systematically related to labor benefits, while personal and capital income taxes are not.
 The main commonality between AETRs and tax/gdp is that labor taxes map onto labor benefits. Finally, only labor taxes are positively correlated with Botero, Djankov, La Porta, Lopez de Silanes and Shleifer´s (2003) aggregate index of labor protection, which measures legal restrictions on dismissal, work conditions, hours and severance pay, shown in Figure 3 (the Appendix contains comparative graphs).
 In other words, more labor taxes equals more labor benefits; the main question is whether there is a subsidy from higher income groups (tax/gdp), or lower income groups (AETRs), or no subsidy at all because this particular measure is too imprecise.

Insert Table 6


Table 7 shows the relationship between parties/labor market institutions and labor benefits. With the entire sample, Left is consistently positive and significant (or nearly so), even with controls for labor market institutions; neocorporatism is also positive and significant and exceptionally robust, even with fixed effects.
 Center is positive, but not robust, while CD switches signs (partly because Italy offer few benefits). These results are consistent with other controls, such as unemployment, and when Norway is excluded (or when Norway, Denmark and Australia are excluded, see below). Separating the sample into PR and SMD countries (not shown) yields one useful piece of information: 1) when SMD countries are considered alone, CD is significant without FE, reflecting the fact that France has higher labor benefits than other SMD countries. 

Insert Table 7

Table 8 shows the relationship between parties/labor market institutions and labor taxes. The N of 15 reflects the fact that Norway and Australia have been excluded for theoretical reasons, while Denmark has been excluded primarily for empirical reasons.
 In the absence of controls for labor market institutions, Left is positive and generally significant with labor taxes, though not especially robust (Models 1-3). Neocorporatism, in contrast, is positive, significant and exceptionally robust with everything except fixed effects (Models 4-7). Given that there is minimal variance in neocorporatism across time, this result probably reflects multicollinearity.
 As above, within SMD systems, only Christian Democrats are significant without FE, reflecting France, where benefits are also higher. In short, with the caveat that I truncated the sample, there is a systematic relationship between neocorporatism and labor taxes (and benefits) between and within countries; there is also a modest relationship between Left parties and labor taxes (and benefits); furthermore, within SMD countries, France stands out in terms of labor taxes (and labor benefits).
  

                                                      Insert Table 8

Section 4: Taxes on and benefits for the Rich

So far, virtually all of the evidence supports the hypothesis set out at the beginning: to a large extent states trade services for revenue and that these bargains are held together by parties and labor market institutions. Left untouched, however, is been the all-important relationship between parties and taxes on the wealthy. The conventional wisdom is that Left parties soak the rich, implying that there can be no fiscal contract between the wealthy and the state; instead, high income taxation is the club, pure and simple. The credible commitment theory would predict much the opposite: there should an exchange of revenue for services, held together, most likely, by the Right.
 Space constraints prevent a detailed analysis, but my results indicate that the presumed relationship between Left parties and high income taxation hinges on sample, specification and measure.
 At the same time, however, aggregate-level data provides no support for the revenue for services hypothesis, held together by the Right. Given this non-finding—perhaps falsification—the theory must certainly be incomplete, if not wrong. But there is a rub: Micro-level studies of income tax progressivity (compiled by Wagstaff et. al. 1999) indicate that countries with more Right rule have more progressive income taxes than countries with more Left rule (and that countries with more progressive income taxes spend less the poor). Admittedly, Wagstaff´s et. al.´s data only covers 11 countries, not enough for anything besides speculation, but the correlation between Right and progressivity is 0.52, versus to -0.72 for Left, shown in Figures 4-5. Furthermore, tests of means show that SMD countries have higher AETRs on capital, more progressive income taxes and garner more revenue from firms, shown in Table 9. PR countries, by contrast, are associated with more revenue and higher AETRs on labor, consumption and personal income.

Insert Table 9

In short, income taxes under the Left (and in PR countries) probably fall more on wage earners, the middle class and upper middle class, while income taxes under the Right (and in SMD countries) probably hit the leisure class more intensely.
 I suspect, furthermore, that these tax patterns can be mapped onto benefits—notably universal transfers under the Left (and Center) and the structure of property rights under the Right—but without better data on truly high income groups (which are scarce because of non-reporting and top-coding) and a better notion of what the rich really want, these conjectures are difficult to test, which is part of the reason this paper has largely ignored high-income taxation—to its detriment.
 Consider, however, the importance of high income taxation in the United States. According to micro-level data from Feenberg and Poterba (2000), the top 0.05 percent of US taxpayers accounted for 18-24 percent of total federal income tax revenue between 1986 and 1995—after the Reagan “tax cuts”—approximately 50 percent more than they accounted for in 1980 and double their share of national gross adjusted income (AGI) during this period. My guess is that no other country in world banks so heavily on the rich, but theoretically we would expect Japan, Australia and New Zealand to come close. Consider second, the following graph (Figure 6), which shows effective taxes on capital income against one widely used measure of property rights protection—Djankov, La Porta, Lopez-de-Silanes and Shleifer’s (2002) measure of formalism for checks, which measures the time and money it costs to collect on a bad check. Although several countries clearly do not fall along the line, most do, with higher effective taxes on capital associated with faster recovery of funds (lower numbers imply speedier payment). In other words, it is not inconceivable (just untested) that there is a bargain between the rich and the state, held together by the Right.

Section 5: Conclusion

Building on the tax compliance literature, which shows that many people pay much of the time because they value the services that governments provide, this paper argued that states have incentives to trade services for revenue. Using data from 18 OECD countries, I then showed that transfers to the poor are largely financed through taxes that disproportionately affect the poor, that labor taxes map onto labor benefits and that corporate taxes map onto corporate profits. These findings, which were quite consistent between and within countries, indicate that taxes underpin social, corporate and worker welfare.

Furthermore, I argued that these bargains are largely held together by parties and labor market institutions, which provide credible commitments that states will do what taxpayers desire. Specifically, transfers to the poor represents a bargain between lower income groups and the state, held together by Left parties: the greater the influence of the Left, especially in PR countries, the more the state transfers to the poor and the more it taxes them. Countries more influenced by the Right, in contrast, cannot generally commit to such spending. As a result, they find it devilishly difficult to tax lower income groups. Instead of taxing the poor and providing social benefits, countries with more Right and Christian Democratic influence cut deals with corporations: in return for higher profits, firms pay more taxes. In countries where labor has more influence, labor obtains more benefits; in return, however, labor excepts higher taxes. Neocorporatism is the strongest correlate of labor taxes and labor benefits across the board, followed by Left parties. Finally, I intimated that OECD countries may be characterized by a fourth bargain—between the rich and the state, held together by the Right. With caveats about the small N, countries with more long-term Right influence have more progressive income taxes, suggesting that a bargain is not inconceivable.

Besides a more systematic analysis of high income taxation, and a validation of these findings with case studies and micro-data that includes indirect taxes, there is some other unfinished business. In particular, this paper did not specify the exact conditions under which partisans impose taxes on their supporters (simply because credibility could hinge on a variety of things). But one thing that emerged from the statistics is that parties in PR countries are more inclined to do so. This result could be an artifact of the data—due to the small N or multicollinearity between the fixed effects and the partisan variables—but it is also possible that credibility is systematically related to the electoral systems, as Iversen and Soskice (2006) contend. They argue that PR itself is a credible commitment mechanism because it allows parties to make binding pre-electoral promises to their rank and file. This credibility, they argue, is the key to redistribution because it allows center-left follow through with pre-electoral promises to soak the rich without being overly generous to the poor, thereby making both lower and middle income groups better off at the rich´s expense. The findings in this paper should cast at least (some) doubt on their redistribution conjecture (even if Left parties are taxing the rich more intensely, a debatable proposition, little of that revenue is being transferred to the poor, even in PR countries). But their credibility story may be spot on. The rub, of course, is that credibility could cut both ways. If parties can credibly commit to spending in PR systems, then they should also be able to tax their supporters more intensely as long as the services are worth more than the taxes. Empirically, this seems to fit the data fairly well. In other words, because it is sometimes easier to trade services for revenue than to play Robber Baron or Robin Hood, parties tax their supporters, especially in countries with proportional representation.
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Figure 1: Right rule and Corporate Tax Revenue as a share of total tax revenue (1990)
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Figure 2: Reductions in Inequality and Consumption Taxes (1973-95 average)
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Notes: The X-axis shows amount of revenue raised from consumption taxes as a percentage of GDP (oecd_5). The Y-axis shows the change in pre-tax/post tax income (ginichp, which counts pensions as factor income), using averages from 1973-95. Countries that raise more from consumption taxes have greater reductions in pre-tax/post-tax income than countries that raise less revenue from regressive taxes. Because lower income groups pay more of their income in consumption taxes (which are not included in the pre-tax/post tax calculations), it suggests that the actual change in the gini index is overstated. The correlation between consumption taxes and ginichp is 0.66; excluding Italy it is 0.75. The Appendix contains comparative graphs using effective taxes rates and other measures of pre/post tax inequality. 

Figure 2: Labor Taxes and Botero et. al.´s (2003) Index of Labor Protection
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Notes: The X-axis shows amount of revenue raised from labor taxes as a percentage of GDP (oecd_l, 1987-94 average). The Y-axis shows Botero et. al.´s (2003) aggregate index of labor protection (index_labor1), which measures restrictions on dismissal, work conditions, hours, the generosity of severance pay, and leave policy. Labor taxes are highly correlated with labor protection (0.5), while other forms of taxation are not. Excluding Austria and Sweden, where labor taxes are higher than formal protections (e.g., there are no minimum wage laws in these countries), the correlation is 0.77. Using effective tax rates reveals a similar picture, as shown in the Appendix. 

Figure 3: Income Tax Progressivity and the Right
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Figure 4: Income Tax Progressivity and the Left
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Notes: The X-axis shows the cumulative percentage of cabinet seats held by the Right and Left respectively (1987-94 average). The Y-axis shows Wagstaff´s et. al.´s (1999) index of income tax progressivity, which uses micro-data to tabulate changes in the pre/post tax gini coefficient, taking into account only income taxes paid (and not spending). With the caveat that the small sample may preclude generalizability, there is a strong positive relationship between long-term rule by the Right and income tax progressivity (corr=0.52, shown in Figure 3) and a strong negative relationship between long-term rule by the Left and progressivity (corr=-0.72, shown in Figure 4).

Figure 5: Property Rights and Capital Income Taxation
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Notes: The X-axis shows the effective tax rate on capital income. The Y-axis shows Djankov al.´s (2002) measure of formalism for checks, which tabulates the time and money it takes to collect on a bad check (lower numbers imply speedier collection). The correlation between the two measures is –0.29. Excluding Ireland and Sweden, which anchor the line, it shoots to –0.59. Excluding New Zealand and Italy as well, it reaches       –0.69. Using their alternative measure of property rights protection (eviction, which tabulates the time and money it takes to evict a tenant for non-payment) yields a similar graph.

Table 1: Taxes and Transfers to the Poor % GDP

	
	Model 1
	Model 2
	Model 3
	Model 4
	Model 5
	Model 6
	Model 7
	Model 8
	Model 9

	
	
	
	
	
	
	PR
	SMD
	FE
	PR FE

	Trans_poort-1
	1.113
	1.129
	1.112
	1.109
	1.251
	1.049
	0.811
	0.983
	0.972

	
	(0.098)**
	(0.105)**
	(0.099)**
	(0.103)**
	(0.065)**
	(0.115)**
	(0.048)**
	(0.100)**
	(0.112)**

	Trans_poor t-2
	-0.249
	-0.271
	-0.247
	-0.247
	-0.397
	-0.246
	
	-0.251
	-0.264

	
	(0.096)**
	(0.102)**
	(0.098)*
	(0.101)*
	(0.064)**
	(0.109)*
	
	(0.095)**
	(0.108)*

	Consume Tx
	0.045
	0.055
	0.046
	0.048
	0.047
	0.086
	0.039
	0.081
	0.092

	
	(0.014)**
	(0.018)**
	(0.014)**
	(0.014)**
	(0.014)**
	(0.026)**
	(0.017)*
	(0.032)*
	(0.043)*

	Labor Tax
	0.025
	0.025
	0.025
	0.024
	0.023
	0.054
	0.053
	0.144
	0.158

	
	(0.010)*
	(0.010)*
	(0.010)*
	(0.009)**
	(0.008)**
	(0.015)**
	(0.017)**
	(0.035)**
	(0.037)**

	Personal Tx
	0.047
	0.044
	0.047
	0.047
	0.032
	0.060
	0.012
	0.026
	0.034

	
	(0.014)**
	(0.015)**
	(0.014)**
	(0.014)**
	(0.009)**
	(0.018)**
	(0.025)
	(0.027)
	(0.031)

	Corporate Tx
	-0.029
	-0.010
	-0.031
	-0.025
	-0.047
	-0.143
	-0.003
	0.023
	-0.073

	
	(0.025)
	(0.021)
	(0.029)
	(0.024)
	(0.018)**
	(0.055)**
	(0.027)
	(0.042)
	(0.120)

	Property Tx
	0.035
	0.020
	0.035
	0.046
	0.062
	0.093
	-0.037
	-0.047
	0.074

	
	(0.031)
	(0.032)
	(0.032)
	(0.039)
	(0.029)*
	(0.096)
	(0.027)
	(0.075)
	(0.137)

	Unclass. Tx
	0.009
	-0.013
	-0.002
	0.028
	-0.018
	-1.105
	-0.014
	-0.231
	-3.678

	
	(0.080)
	(0.085)
	(0.094)
	(0.081)
	(0.055)
	(0.365)**
	(0.098)
	(0.130)
	(1.240)**

	Déficit/GDP
	
	-0.000
	
	
	
	
	
	
	

	
	
	(0.007)
	
	
	
	
	
	
	

	Fuel exp. %
	
	0.001
	
	
	
	0.007
	0.034
	0.023
	0.023

	
	
	(0.003)
	
	
	
	(0.003)*
	(0.007)**
	(0.007)**
	(0.010)*

	Cap. controls
	
	
	-0.003
	
	
	
	
	
	

	
	
	
	(0.058)
	
	
	
	
	
	

	Trade/GDP
	
	
	-0.001
	
	
	
	
	
	

	
	
	
	(0.002)
	
	
	
	
	
	

	Veto players
	
	
	
	0.035
	
	
	
	
	

	
	
	
	
	(0.027)
	
	
	
	
	

	Voter turnout
	
	
	
	0.000
	
	
	
	
	

	
	
	
	
	(0.002)
	
	
	
	
	

	p50p10
	
	
	
	
	-0.339
	
	
	
	

	
	
	
	
	
	(0.069)**
	
	
	
	

	Pop65 %
	
	
	
	
	
	
	
	-0.115
	-0.214

	
	
	
	
	
	
	
	
	(0.038)**
	(0.087)*

	Constant
	-0.808
	-0.611
	-0.783
	-0.955
	-0.081
	-0.707
	-0.335
	0.155
	2.788

	
	(0.281)**
	(0.573)
	(0.331)*
	(0.345)**
	(0.167)
	(0.617)
	(0.582)
	(0.470)
	(1.558)

	N
	345
	325
	345
	341
	231
	211
	134
	345
	211

	Groups
	18
	17
	18
	18
	14
	11
	7
	18
	11

	F-year
	0.0000
	0.0000
	0.0000
	0.0000
	0.0000
	0.0000
	0.0000
	0.0000
	0.0000

	F-country
	
	
	
	
	
	
	
	0.0000
	0.0166


*significant at the 95% confidence interval; ** significant at the 99% confidence interval.

Notes: The coefficients are not typically distinguishable from each other, except with FE. These results hold with other control variables (not shown). SMD results not especially robust (see graphs in Appendix). FE not significant within SMD countries.

Table 2: Parties and Consumption Taxes (% GDP)

	
	Model 1
	Model 2
	Model 3
	Model 4
	Model 5
	Model 6
	Model 7 PR
	Model 8 PR FE no NOR
	Model 9 SMD FE

	Consumpt-1
	0.981***
	0.984***
	0.986***
	0.980***
	0.985***
	0.984***
	0.9674***
	0.849***
	0.774

	
	(0.0114)
	(0.0088)
	(0.0097)
	(0.0108)
	(0.0091)
	(0.0104)
	(0.0134)
	(0.042)
	(0.059)**

	Left cab
	0.2216*
	0.2086*
	0.2351*
	0.1950
	0.1953*
	0.2550*
	0.6601**
	2.534*
	-1.588

	
	(0.1308)
	(0.1203)
	(0.1236)
	(0.1243)
	(0.1229)
	(0.1356)
	(0.2813)
	(1.312)
	(0.710)*

	Center cab
	0.0313
	-0.0012
	0.0488
	0.0465
	-0.0128
	0.0440
	0.6852
	3.282
	2.726

	
	(0.1190)
	(0.1047)
	(0.1131)
	(0.1249)
	(0.1097)
	(0.1201)
	(0.3497)
	(1.977)
	(1.328)*

	CD cab
	0.0533
	0.0320
	0.0972
	0.0123
	0.0062
	0.0628
	0.4907
	3.486
	0.174

	
	(0.0889)
	(0.0829)
	(0.1055)
	(0.0817)
	(0.0969)
	(0.0870)
	(0.2708)
	(1.760)*
	(4.011)

	Other cab
	-0.0612
	-0.0446
	-0.0316
	-0.1527
	0.0114
	-0.1670
	-0.3109
	6.907
	-194.949

	
	(0.8873)
	(0.8162)
	(0.8815)
	(0.8627)
	(0.8454)
	(0.8754)
	(0.8865)
	(3.644)
	(367.232)

	GDPPC_PPP
	-0.0764
	
	
	
	
	
	
	
	

	(log)
	(0.1796)
	
	
	
	
	
	
	
	

	Urban pop %
	0.0010
	
	
	
	
	
	
	
	

	
	(0.0018)
	
	
	
	
	
	
	
	

	Pop 15-64 %
	-0.0051
	
	
	
	
	
	
	
	

	
	(0.0120)
	
	
	
	
	
	
	
	

	Fuel exp. %
	0.0012
	
	
	
	
	
	
	
	

	
	(0.0033)
	
	
	
	
	
	
	
	

	Cap. controls
	
	
	-0.0329
	
	
	
	
	
	

	
	
	
	(0.0366)
	
	
	
	
	
	

	Trade/GDP
	
	
	-0.0008
	
	
	
	
	
	

	
	
	
	(0.0009)
	
	
	
	
	
	

	Voter turnout
	
	
	
	0.0025
	
	
	
	
	

	
	
	
	
	(0.0017)
	
	
	
	
	

	Veto players
	
	
	
	
	0.0129
	
	
	
	

	
	
	
	
	
	(0.0218)
	
	
	
	

	Neocorp
	
	
	
	
	
	-0.0314
	
	
	

	
	
	
	
	
	
	(0.1005)
	
	
	

	Constant
	1.2467
	0.0005
	0.3601
	-0.0125
	0.0433
	-0.0130
	0.2560
	-0.932
	2.242

	
	(2.2271)
	(0.0722)
	(0.153)*
	(0.0901)
	(0.0848)
	(0.0911)
	(0.2034)
	(1.074)
	(0.564)**

	N
	521
	522
	520
	517
	521
	432
	319
	290
	203

	Groups
	18
	18
	18
	18
	18
	18
	11
	10
	7

	R-squared
	0.9841
	0.9840
	0.9841
	0.9836
	0.9841
	0.9833
	0.9762
	0.9817
	0.9917

	F LT=CN
	0.0653
	0.0674
	0.1236
	0.1952
	0.0410
	0.1017
	0.8947
	0.5954
	0.0066

	F LT=CD
	0.1547
	0.1256
	0.2595
	0.0793
	0.0748
	0.1059
	0.2153
	0.3681
	0.6390

	F-year
	0.0000
	0.0000
	0.0000
	0.0000
	0.0000
	0.0000
	0.0000
	0.0000
	0.0000

	F-country
	
	
	
	
	
	
	
	0.0405
	0.0056


Notes: In the between-country regressions, Left cabinet hovers around the 85-95 confidence interval, depending on the specification. Excluding any one country, the significance level for Left drops to as low as 86 percent (without Sweden or Japan). With FE, Left is positive and significant in PR countries (excluding Norway), but negative (and sometimes significant) in SMD countries, suggesting different internal dynamics.

Table 3: Corporate Profits and Corporate Taxes % of GDP

	
	Model 1
	Model 2
	Model 3
	Model 4
	Model 5
	Model 6 FE
	Model 7 SMD
	Model 8 PR

	Profitst-1
	1.136
	1.124
	1.120
	1.116
	1.112
	0.999
	1.090
	1.119

	
	(0.073)**
	(0.074)**
	(0.073)**
	(0.078)**
	(0.084)**
	(0.074)**
	(0.086)**
	(0.092)**

	Profitst-2
	-0.363
	-0.366
	-0.360
	-0.358
	-0.361
	-0.338
	-0.481
	-0.338

	
	(0.108)**
	(0.108)**
	(0.109)**
	(0.115)**
	(0.123)**
	(0.103)**
	(0.119)**
	(0.139)*

	Profitst-3
	0.129
	0.134
	0.129
	0.122
	0.130
	0.063
	0.182
	0.106

	
	(0.069)
	(0.070)
	(0.069)
	(0.074)
	(0.079)
	(0.069)
	(0.074)*
	(0.091)

	Corporat Tx
	0.164
	0.176
	0.181
	0.180
	0.168
	0.132
	0.237
	0.225*

	
	(0.060)**
	(0.061)**
	(0.062)**
	(0.067)**
	(0.067)*
	(0.081)
	(0.087)**
	(0.115)

	Labor Tx
	-0.032
	-0.020
	-0.027
	-0.032
	-0.016
	-0.010
	0.057
	-0.046

	
	(0.020)
	(0.021)
	(0.023)
	(0.022)
	(0.023)
	(0.051)
	(0.042)
	(0.029)

	Consume Tx
	-0.015
	-0.036
	-0.032
	-0.047
	-0.015
	-0.277
	-0.020
	-0.062

	
	(0.023)
	(0.026)
	(0.026)
	(0.032)
	(0.031)
	(0.074)**
	(0.039)
	(0.031)*

	Personal Tx
	-0.032
	-0.040
	-0.041
	-0.051
	-0.032
	-0.072
	0.008
	-0.042

	
	(0.025)
	(0.026)
	(0.025)
	(0.027)
	(0.032)
	(0.032)*
	(0.049)
	(0.030)

	Property Tx
	-0.306
	-0.332
	-0.349
	-0.303
	-0.344
	-0.439
	-0.610
	-0.358

	
	(0.103)**
	(0.102)**
	(0.104)**
	(0.118)*
	(0.114)**
	(0.159)**
	(0.152)**
	(0.192)

	Other Tx
	-0.080
	-0.086
	-0.078
	-0.035
	-0.351
	-0.064
	-0.700
	0.150

	
	(0.162)
	(0.167)
	(0.167)
	(0.170)
	(0.243)
	(0.217)
	(0.272)*
	(0.275)

	Invest/gdp
	-0.044
	-0.059
	-0.058
	-0.058
	-0.049
	-0.100
	0.005
	-0.086

	
	(0.018)*
	(0.018)**
	(0.021)**
	(0.021)**
	(0.021)*
	(0.030)**
	(0.025)
	(0.032)**

	urban pop %
	-0.014
	-0.016
	-0.018
	-0.017
	-0.017
	-0.126
	-0.016
	-0.016

	
	(0.006)*
	(0.007)*
	(0.008)*
	(0.008)*
	(0.008)*
	(0.051)*
	(0.019)
	(0.007)*

	Fuel exp. %
	
	0.016
	0.018
	0.013
	0.020
	0.028
	0.051
	0.015

	
	
	(0.007)*
	(0.007)**
	(0.008)
	(0.008)**
	(0.015)
	(0.018)**
	(0.010)

	Logpop
	-0.066
	-0.001
	-0.078
	-0.036
	
	
	

	
	
	(0.053)
	(0.077)
	(0.060)
	(0.055)
	
	
	

	Cap. Control
	
	
	-0.071
	
	
	
	
	

	
	
	
	(0.132)
	
	
	
	
	

	Trade/GDP
	
	
	0.003
	
	
	
	
	

	
	
	
	(0.004)
	
	
	
	
	

	Veto player
	
	
	
	0.098
	
	
	
	

	
	
	
	
	(0.063)
	
	
	
	

	Voter turnout
	
	
	
	0.008
	
	
	
	

	
	
	
	
	(0.007)
	
	
	
	

	Union
	
	
	
	
	-0.546
	
	
	

	
	
	
	
	
	(0.742)
	
	
	

	Constant
	6.806
	8.779
	8.148
	8.856
	8.505
	26.969
	9.521
	8.899

	
	(1.434)**
	(1.856)**
	(2.037)**
	(1.910)**
	(2.077)**
	(5.304)**
	(2.082)**
	(1.851)**

	N
	486
	485
	483
	479
	424
	485
	189
	296

	Groups
	18
	18
	18
	18
	18
	18
	7
	11

	F-year
	0.0000
	0.0000
	0.0000
	0.0000
	0.0000
	0.0000
	0.0000
	0.0000

	F-country
	
	
	
	
	
	0.0000
	
	


Notes: The coefficients on taxes are distinguishable from each other. Same results without Norway, Denmark and Australia. With FE, corporate taxes are consistently significant around 90 percent confidence interval or higher. Within PR, same results with FE (not shown); within SMD, FE not typically significant.

Table 4: Parties and Corporate Profits (% of GDP)

	
	Model 1
	Model 2
	Model 3
	Model 4
	Model 5
	Model  6
	Model 7 No Italy
	Model 8 FE no Norway

	Profitst-1
	1.147***
	1.144***
	1.152***
	1.138***
	1.160***
	1.132***
	1.121***
	1.054

	
	(0.075)
	(0.074)
	(0.074)
	(0.079)
	(0.082)
	(0.075)
	(0.076)
	(0.077)**

	Profits t-2
	-0.371***
	-0.373***
	-0.372***
	-0.366***
	-0.428***
	-0.370***
	-0.369***
	-0.318

	
	(0.111)
	(0.111)
	(0.111)
	(0.117)
	(0.124)
	(0.110)
	(0.110)
	(0.109)**

	Profits t-3
	0.122*
	0.138*
	0.117
	0.118
	0.151*
	0.115
	0.115
	0.067

	
	(0.072)
	(0.072)
	(0.071)
	(0.076)
	(0.080)
	(0.071)
	(0.071)
	(0.073)

	CD cab
	1.778***
	1.585***
	1.778***
	1.734***
	1.713***
	2.536***
	1.681***
	0.264

	
	(0.584)
	(0.554)
	(0.595)
	(0.634)
	(0.623)
	(0.708)
	(0.583)
	(2.534)

	Right cab
	1.400**
	1.295**
	1.376**
	1.668**
	1.239**
	1.784***
	1.918***
	3.230*

	
	(0.626)
	(0.601)
	(0.602)
	(0.728)
	(0.624)
	(0.691)
	(0.673)
	(1.733)

	Center cab
	0.839**
	0.547*
	0.840**
	1.024**
	0.452
	1.598***
	1.033***
	1.895

	
	(0.368)
	(0.310)
	(0.340)
	(0.439)
	(0.363)
	(0.538)
	(0.378)
	(3.115)

	Other cab
	2.770
	3.128
	3.050
	2.496
	2.836
	-1.597
	6.572**
	-9.176

	
	(2.600)
	(2.711)
	(2.706)
	(2.766)
	(3.107)
	(2.459)
	(2.993)
	(8.363)

	Fuel exp. %
	0.015**
	0.018**
	0.017**
	0.015**
	0.018**
	0.019***
	0.018**
	0.061

	
	(0.007)
	(0.007)
	(0.007)
	(0.007)
	(0.008)
	(0.007)
	(0.007)
	(0.021)**

	logpop
	-0.180**
	-0.157**
	-0.172*
	-0.147*
	-0.170**
	-0.172**
	-0.293***
	-0.045

	
	(0.072)
	(0.067)
	(0.092)
	(0.081)
	(0.074)
	(0.071)
	(0.085)
	(0.049)

	Urban pop%
	-0.012*
	-0.017**
	-0.012*
	-0.018**
	-0.013*
	-0.003
	-0.008
	2.146

	
	(0.006)
	(0.007)
	(0.008)
	(0.007)
	(0.007)
	(0.007)
	(0.006)
	(2.095)

	Invest/GDP
	
	-0.039**
	
	
	
	
	
	-0.084

	
	
	(0.018)
	
	
	
	
	
	(0.035)*

	Cap. controls
	
	
	-0.049
	
	
	
	
	

	
	
	
	(0.112)
	
	
	
	
	

	Trade/GDP
	
	
	0.000
	
	
	
	
	

	
	
	
	(0.004)
	
	
	
	
	

	Veto player
	
	
	
	0.046
	
	
	
	

	
	
	
	
	(0.071)
	
	
	
	

	Voter turnout
	
	
	
	0.012*
	
	
	
	

	
	
	
	
	(0.007)
	
	
	
	

	Neocorp
	
	
	
	
	-0.158
	
	
	

	
	
	
	
	
	(0.294)
	
	
	

	MWGLAW
	
	
	
	
	
	-0.491***
	
	

	
	
	
	
	
	
	(0.161)
	
	

	Constant
	6.563***
	7.237***
	6.733***
	6.123***
	7.088***
	6.223***
	8.940***
	-25.552

	
	(1.889)
	(2.081)
	(2.167)
	(2.084)
	(2.153)
	(1.816)
	(2.155)
	(35.597)

	N
	485
	485
	483
	479
	396
	485
	458
	458

	Groups
	18
	18
	18
	18
	18
	18
	17
	17

	R-squared
	0.9383
	0.9393
	0.9399
	0.9383
	0.9355
	0.9391
	0.9250
	-25.552

	F-year
	0.0000
	0.0000
	0.0000
	0.0000
	0.0000
	0.0000
	0.0000
	0.0000

	F-country
	
	
	
	
	
	
	
	0.0001

	RT=CD
	0.1270
	0.2819
	0.2965
	0.8449
	0.0532
	0.0007
	0.4476
	0.3789

	RT=CN
	0.2024
	0.1037
	0.2488
	0.1672
	0.1034
	0.6532
	0.0545
	0.6332

	CD=CN
	0.0296
	0.0143
	0.0372
	0.1311
	0.0059
	0.0283
	0.1263
	0.6692


Notes: Corporate profits are highest in countries ruled by Christian Democratic parties, except when Italy is excluded. Only right parties are positive and significant with FE. CD switch signs in SMD countries.

Table 5: Parties and Corporate Taxes (% of GDP)

	
	Model 1
	Model 2
	Model 3
	Model 4
	Model 5
	Model 6 FE
	Model 7 PR
	Model 8 SMD

	Corporatet-1
	0.891
	0.898
	0.896
	0.894
	0.909
	0.834
	0.887
	0.877

	
	(0.032)**
	(0.031)**
	(0.031)**
	(0.034)**
	(0.030)**
	(0.052)**
	(0.033)**
	(0.052)**

	Right cab
	0.279
	0.287
	0.348
	0.378
	0.403
	0.057
	0.273*
	0.913*

	
	(0.135)*
	(0.136)*
	(0.146)*
	(0.150)*
	(0.169)*
	(0.569)
	(0.145)
	(0.497)

	Center cab
	0.010
	-0.029
	-0.035
	0.054
	-0.027
	-0.754
	-0.073
	0.201

	
	(0.076)
	(0.071)
	(0.076)
	(0.074)
	(0.088)
	(0.675)
	(0.103)
	(0.284)

	CD cab
	0.169
	0.166
	0.152
	0.186*
	0.231*
	0.366
	0.181*
	-1.425

	
	(0.104)
	(0.105)
	(0.114)
	(0.104)
	(0.130)
	(0.675)
	(0.110)
	(1.057)

	Other cab
	-1.302
	-0.861
	-0.518
	-0.905
	-0.491
	1.877
	-1.034
	305.490

	
	(0.704)
	(0.594)
	(0.680)
	(0.575)
	(0.592)
	(2.165)
	(0.576)
	(212.011)

	Fuel exp. %
	0.004
	0.003
	0.003
	0.003
	0.002
	0.000
	0.003
	0.011

	
	(0.003)
	(0.003)
	(0.003)
	(0.003)
	(0.003)
	(0.005)
	(0.003)
	(0.009)

	Pop15-64 %
	0.003
	
	
	
	
	
	
	

	
	(0.011)
	
	
	
	
	
	
	

	Urban pop
	0.003
	
	
	
	
	
	
	

	
	(0.002)
	
	
	
	
	
	
	

	GDPPCPPP
	-0.148
	
	
	
	
	
	
	

	(log)
	(0.140)
	
	
	
	
	
	
	

	Cap. control
	
	
	0.009
	
	
	
	
	

	
	
	
	(0.031)
	
	
	
	
	

	Trade/GDP
	
	
	0.001*
	
	
	
	
	0.006

	
	
	
	(0.001)
	
	
	
	
	(0.003)*

	Veto player
	
	
	
	0.005
	
	
	
	

	
	
	
	
	(0.020)
	
	
	
	

	Voter turnout
	
	
	
	0.003
	
	
	
	

	
	
	
	
	(0.002)
	
	
	
	

	Union
	
	
	
	
	0.197
	
	
	

	
	
	
	
	
	(0.133)
	
	
	

	Constant
	1.438
	0.343
	0.214
	0.004
	0.218
	0.770
	0.134
	-0.437

	
	(1.227)
	(0.073)**
	(0.140)
	(0.165)
	(0.173)
	(0.507)
	(0.052)*
	(0.342)

	N
	521
	521
	519
	515
	460
	521
	318
	203

	Groups
	18
	18
	18
	18
	18
	18
	11
	7

	R-squared
	0.9078
	0.9072
	0.9073
	0.9072
	0.9159
	0.9111
	0.9113
	0.8836

	RT=CN
	0.0659
	0.0308
	0.0139
	0.0268
	0.0077
	0.2756
	0.0742
	0.0863

	RT=CD
	0.3250
	0.2884
	0.1369
	0.1758
	0.1915
	0.7300
	0.5679
	0.0620

	F-year
	0.0000
	0.0000
	0.0000
	0.0000
	0.0000
	0.0000
	0.0000
	0.0000

	F-country
	
	
	
	
	
	0.2167
	
	


Notes: Controls are not significant individually or jointly. FE are not significant with full sample. Split sample does not change picture much. Results similar with other variables, such as investment/gdp (not shown).

                                       Table 6: Labor Benefits and Labor Taxes

	
	Model 1

no-norway


	Model 2 no-norway


	Model 3 no-norway


	Model 4 no-norway


	Model 6 No NOR AUL DEN
	Model 6 FE no NOR
	1st Differences All

	Generosityt-1
	0.9246
	0.9141
	0.9122
	0.9138
	0.9157
	0.7574
	

	
	(0.0167)**
	(0.0177)**
	(0.0184)**
	(0.0156)**
	(0.0189)**
	(0.0465)**
	

	Labor Tx
	0.0477
	0.0628
	0.0456
	0.0579
	0.0427*
	0.7310
	0.191*

	
	(0.0223)*
	(0.0249)*
	(0.0221)*
	(0.0207)**
	(0.0254)
	(0.0454)**
	(0.111)

	Consume Tx
	-0.0035
	0.0362
	-0.0184
	0.0137
	-0.0282
	0.1701
	0.062

	
	(0.0213)
	(0.0256)
	(0.0214)
	(0.0194)
	(0.0219)
	(0.0615)**
	(0.127)

	Personal Tx
	0.0943
	0.0995
	0.1078
	0.1120
	0.1072
	0.1168
	0.117

	
	(0.0264)**
	(0.0294)**
	(0.0265)**
	(0.0246)**
	(0.0280)**
	(0.0769)
	(0.084)

	Corporate Tx
	0.0241
	0.0731
	0.0415
	0.0609
	0.0352
	0.0828
	0.109

	
	(0.0398)
	(0.0464)
	(0.0431)
	(0.0442)
	(0.0413)
	(0.0387)*
	(0.122)

	Property Tx
	-0.0900
	-0.0625
	-0.1219
	-0.1119
	-0.1100
	0.1349
	-0.498*

	
	(0.0810)
	(0.0792)
	(0.0801)
	(0.0931)
	(0.0814)
	(0.0707)
	(0.264)

	Other Tx
	0.3468
	0.2228
	0.5346
	0.3931
	0.5296
	-0.1276
	0.195

	
	(0.1794)
	(0.1746)
	(0.1950)**
	(0.1635)*
	(0.1962)**
	(0.1442)
	(0.371)

	Fuel exp. %
	
	0.0015
	
	
	
	
	0.060**

	
	
	(0.0111)
	
	
	
	
	(0.031)

	GDPPCPPP
	
	1.0412
	
	
	
	
	

	(log)
	
	(0.6408)
	
	
	
	
	

	Pop65
	
	-0.0050
	
	
	
	
	

	
	
	(0.0336)
	
	
	
	
	

	Urban pop
	
	-0.0102
	
	
	
	
	

	
	
	(0.0067)
	
	
	
	
	

	Cap. control
	
	
	0.1483
	
	
	
	-0.027

	
	
	
	(0.0941)
	
	
	
	(0.297)

	Trade/GDP
	
	
	0.0056
	
	0.0059*
	0.0254
	-0.010

	
	
	
	(0.0027)*
	
	(0.0030)
	(0.0098)**
	(0.035)

	Veto player
	
	
	
	0.0586
	
	
	

	
	
	
	
	(0.0576)
	
	
	

	Voter turnout
	
	
	
	-0.0082
	
	
	

	
	
	
	
	(0.0057)
	
	
	

	Constant
	1.7002
	-9.9141
	1.3981
	2.0068
	0.3022
	2.7898
	0.283*

	
	(0.3694)**
	(6.7139)
	(0.4607)**
	(0.5911)**
	(0.4506)
	(0.9250)**
	(0.106)

	N
	474
	473
	474
	468
	418
	474
	499

	Groups
	17
	17
	17
	17
	15
	17
	18

	F-year
	0.0000
	0.0000
	0.0000
	0.0000
	0.0000
	0.0000
	0.0000

	F-country
	
	
	
	
	
	0.0011
	


Notes: Including controls for labor markets does not change the results. With split samples, labor taxes consistent; other taxes vary.

          Table 7: Labor benefits and commitment mechanisms

	
	(1)
	(2)
	(3)
	(4)
	FE
	no nor
	no nor FE

	Generosityt-1
	0.964
	0.962
	0.956
	0.961
	0.699
	0.959
	0.671

	
	(0.010)**
	(0.011)**
	(0.013)**
	(0.011)**
	(0.044)**
	(0.012)**
	(0.047)**

	Left cab
	0.885
	0.574
	0.501
	0.572
	-1.551
	0.514
	-1.064

	
	(0.269)**
	(0.278)*
	(0.301)
	(0.282)*
	(1.722)
	(0.312)
	(1.801)

	Center cab
	0.604
	0.521
	0.400
	0.532
	-0.583
	0.444
	-0.186

	
	(0.304)*
	(0.292)
	(0.348)
	(0.330)
	(2.414)
	(0.318)
	(2.442)

	CD cab
	0.319
	0.021
	-0.245
	-0.051
	-1.027
	-0.147
	-1.442

	
	(0.238)
	(0.262)
	(0.331)
	(0.348)
	(3.227)
	(0.282)
	(3.282)

	Other cab
	-4.044
	-3.513
	-5.179
	-3.352
	12.035
	-5.277
	9.898

	
	(1.850)*
	(1.677)*
	(1.880)**
	(1.751)*
	(13.450)
	(2.038)**
	(14.590)

	Neocorp
	
	0.497
	0.698
	0.479
	3.952
	0.628
	3.571

	
	
	(0.195)*
	(0.209)**
	(0.200)*
	(1.161)**
	(0.196)**
	(1.211)**

	Cap control
	
	
	0.193*
	
	
	0.197
	0.268

	
	
	
	(0.118)
	
	
	(0.123)
	(0.163)

	Trade/GDP
	
	
	0.002
	
	
	
	

	
	
	
	(0.003)
	
	
	
	

	Voter turn
	
	
	
	0.002
	
	
	

	
	
	
	
	(0.006)
	
	
	

	Veto play
	
	
	
	0.029
	
	
	

	
	
	
	
	(0.074)
	
	
	

	Constant
	1.517
	0.269
	-0.133
	0.364
	5.978
	1.075
	5.654

	
	(0.153)**
	(0.224)
	(0.363)
	(0.512)
	(1.104)**
	(0.250)**
	(1.241)**

	N
	502
	412
	412
	410
	412
	389
	389

	Groups
	18
	18
	18
	18
	18
	17
	17

	F-year
	0.0000
	0.0000
	0.0000
	0.0000
	0.0000
	0.0000
	0.0000

	F-country
	
	
	
	
	0.0000
	
	0.0000


Notes: Demographic variables are not typically significant and hence not shown.

Split sample does not dramatically change picture. Coefficients on parties and neocorporatism generally indistinguishable.

Table 8: Labor taxes and commitment mechanisms (% GDP)

	
	(1)
	(2)
	(3)
	(4)
	(5)
	(6)
	FE

	Labort-1
	0.993
	0.989
	0.990
	0.997
	0.996
	0.994
	0.866

	
	(0.010)**
	(0.010)**
	(0.011)**
	(0.009)**
	(0.010)**
	(0.010)**
	(0.038)**

	Left cab
	0.447
	0.357
	0.239
	0.179
	0.037
	-0.134
	1.148

	
	(0.209)*
	(0.198)
	(0.205)
	(0.264)
	(0.201)
	(0.188)
	(1.111)

	Center cab
	0.007
	0.069
	0.009
	0.083
	0.111
	0.064
	-1.788

	
	(0.147)
	(0.125)
	(0.114)
	(0.162)
	(0.138)
	(0.127)
	(1.008)

	CD cab
	0.101
	0.181
	-0.067
	0.004
	0.005
	-0.225
	0.934

	
	(0.119)
	(0.142)
	(0.174)
	(0.141)
	(0.155)
	(0.190)
	(1.617)

	Other cab
	0.960
	0.762
	0.539
	0.346
	-0.202
	-0.373
	3.388

	
	(1.187)
	(1.089)
	(1.040)
	(1.368)
	(1.174)
	(1.011)
	(5.285)

	Neocorp
	
	
	
	0.295
	0.283
	0.316
	1.093

	
	
	
	
	(0.131)*
	(0.112)*
	(0.108)**
	(0.770)

	Urban pop %
	0.000
	
	
	0.000
	
	
	

	
	(0.003)
	
	
	(0.003)
	
	
	

	pop65
	-0.027
	
	
	-0.028
	
	
	

	
	(0.023)
	
	
	(0.028)
	
	
	

	Fuel exp. %
	-0.005
	
	
	0.001
	
	
	

	
	(0.008)
	
	
	(0.008)
	
	
	

	GDPPCPPP
	0.156
	
	
	0.055
	
	
	

	(log)
	(0.139)
	
	
	(0.162)
	
	
	

	Cap. control
	
	-0.092*
	
	
	-0.026
	
	

	
	
	(0.051)
	
	
	(0.061)
	
	

	Trade/GDP
	
	-0.001
	
	
	-0.001
	
	

	
	
	(0.001)
	
	
	(0.001)
	
	

	Veto player
	
	
	0.025
	
	
	0.035
	

	
	
	
	(0.039)
	
	
	(0.043)
	

	Voter turnout
	
	
	0.004
	
	
	0.005
	

	
	
	
	(0.003)
	
	
	(0.003)
	

	Constant
	-1.244
	0.451
	-0.033
	-0.324
	0.035
	-0.246
	1.184

	
	(1.362)
	(0.224)*
	(0.244)
	(1.428)
	(0.271)
	(0.276)
	(1.065)

	N
	434
	435
	429
	360
	360
	358
	360

	Groups
	15
	15
	15
	15
	15
	15
	15

	R-squared
	0.9863
	0.9864
	0.9864
	0.9864
	0.9864
	0.9865
	0.9879

	F-year
	0.0000
	0.0000
	0.0000
	0.0000
	0.0000
	0.0000
	0.0000

	F-country
	
	
	
	
	
	
	0.0009

	LT=CN
	0.0601
	0.1575
	0.3144
	0.7702
	0.7317
	0.4225
	0.0504

	LT=CD
	0.1539
	0.4655
	0.2291
	0.5238
	0.9000
	0.7194
	0.8602


Notes: Excludes Norway, Denmark and Australia. Control variables are typically not significant. Split sample does not dramatically change picture.

       Table 9: Taxes in Countries with Proportional Representation and SMD
	Tax
	PR
	SMD
	P-values

	
	Mean
	SE
	Mean
	SE
	PR>SMD
	SMD>PR
	N

	Consumption GDP
	11.41
	0.16
	9.39
	0.26
	0.0000
	1.0000
	538

	Labor GDP
	9.71
	0.31
	7.66
	0.34
	0.0000
	1.0000
	538

	Personal Income GDP
	13.04
	0.28
	9.55
	0.20
	0.0000
	1.0000
	538

	Corporate Income GDP
	2.10
	0.05
	3.34
	0.09
	1.0000
	0.0000
	540

	Consumption Effective
	22.23
	0.41
	11.41
	0.44
	0.0000
	1.0000
	441

	Labor Effective
	40.18
	0.49
	27.09
	0.60
	0.0000
	1.0000
	439

	Personal Effective
	20.04
	0.49
	14.60
	0.38
	0.0000
	1.0000
	444

	Capital Income Effective
	31.04
	0.71
	40.66
	0.81
	1.0000
	0.0000
	444

	Income Tax Progressivity
	17.06
	2.27
	24.55
	1.33
	0.9567
	0.0433
	11

	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	Transfers to the Poor
	4.78
	0.16
	2.91
	0.13
	0.0000
	1.0000
	381

	Universal Transfers
	16.83
	0.22
	11.80
	0.26
	0.0000
	1.0000
	381

	Formalism check
	3.13
	0.13
	2.42
	0.23
	0.0053
	0.9947
	18


Notes: Numbers in bold are statistically higher. Using 30 year averages (1970-1999) yields similar results, except that personal taxes/GDP are only distinguishable at 85 percent confidence level. The Income Tax Progressivity measure comes from Wagstaff et. al. (1999). Universal transfers are public spending on pensions and health care. Formalism check is the time and money it takes to collect on a bad check (lower is better), taken from Djankov et. al. 2002. The point of the table is that PR countries have flatter tax systems: lower, working and middle-class citizens pay more taxes, but receive more benefits. In SMD countries, taxes appear to hit the leisure class more intensely, but the leisure class may be receiving benefits in the form of more secure property rights.

  Table 10: Summary Statistics, all countries all year

	Variable
	N
	Mean
	Standard Deviation
	Minimum
	Maximum

	Transfers to the Poor %GDP
	381
	4.05
	2.35
	0.45
	11.07

	Corporate Profits %GDP
	540
	36.56
	4.52
	24.49
	52.44

	Scruggs Overall Index of Generosity
	520
	27.18
	7.50
	11
	45.4

	Cumulative Left Cabinet %
	540
	0.31
	0.25
	0
	0.96

	Cumulative Center Cabinet %
	540
	0.18
	0.24
	0
	0.83

	Cumulative Right Cabinet %
	540
	0.31
	0.29
	0
	0.99

	Cumulative Christian Democrat Cabinet %
	540
	0.18
	0.26
	0
	0.85

	Cumulative Other Cabinet %
	540
	0.01
	0.02
	-0.01
	0.12

	Personal Taxes %GDP
	540
	11.68
	4.68
	2.83
	26.85

	Corporate Taxes %GDP
	540
	2.57
	1.28
	0.02
	7.40

	Labor Taxes% GDP
	540
	8.91
	5.45
	0
	20.05

	Property Taxes
	540
	2.00
	1.01
	0.40
	4.99

	Consumption Taxes
	540
	10.63
	3.42
	3.61
	17.57

	Unclassified Taxes
	540
	.16
	.36
	0
	2.25


�Labor´s share of income is not higher under the Left. Instead, net taxes on products and imports (one of the four categories within national accounts) are generally higher in countries ruled by the Left (without Switzerland, there is a statistical difference).


� Labor benefits include sickness, pension and unemployment spending, taken from Scruggs (2006).  


� Results using average effective tax rates are also available. 


�Assuming that states and taxpayers maximize net income, the minimum conditions for a bargain are that states can cover their costs and that the services are worth more than the taxes paid.


� Neocorporatists arrangements may be close substitute for parties since many of the bargains over hours, pay, and benefits are binding on large segments of the economy. 


�Between 1975-95, spending on pensions and health care accounted for approximately 15 percent of GDP in OECD countries, compared to 4 percent for welfare and unemployment insurance.


� Hicks and Swank (1984) is a notable exception.


� The globalization literature finds that veto players retard convergence (Swank and Steinmo 2002; Basinger and Hallerberg 2004).


� For details, see the LIS homepage, http://www.lisproject.org/keyfigures/methods.htm


� Sweden´s VAT rate varies slightly from year to year.


� The lag structure varies from 1 lag with the tax variables to 3 with corporate profits. Most of the regressions are in levels rather than first differences because changes might not be instantaneous. 


� Because Levin-Lin-Chu Augmented Dickey-Fuller tests require balanced panels, some of the tests use truncated samples. With 0-2 additional lags, we could reject the null of non-stationarity.


�My classification follows Iversen and Sockice (2006) with the exception of Ireland, which I classify as PR because districts elect multiple members, much like open-list PR. Switching Ireland (or dropping it entirely) does not effect the PR results; it can marginally effect the SMD results.


� Unless otherwise noted the data come from the Comparative Welfare States Data Set, assembled by Huber, Ragin and Stephens (1997) and updated by Huber et. al. (2004). This dataset is a benchmark in the literature because of the quality of the data about partisanship and labor markets.


� While there is probably some redistribution via spending on health care and pensions, both are virtually universal everywhere. Welfare, in contrast, directly targets the poor. Unemployment is included because it is a major determinant of poverty and unemployment insurance is a major factor in poverty reduction (Moller, Bradley, Huber, Nielsen and Stephens 2003).


� Corporate share of pre-tax national income may be a poor substitute for a policy measure because corporate profits and corporate taxes could track each other under a variety of circumstances (e.g., a proportional tax on factor incomes would raise more from corporations when corporate profits rise). On the other hand, many would expect that the natural state of affairs should be for higher profits to coincide with lower taxes—the exact opposite of what I predict and find. The implicit assumption is that governments can raise revenue by manipulating tax bases, not just tax rates.


� Unemployment insurance is being double-counted.


� By definition, taxes/gdp cannot have a unit root since their variance is bound between 0-1.


� According to Brashares, Speyrer and Carlson (1988), for example, a 10 percent VAT in the United States would cost families earning US$10,000 annually 12 percent of their income, compared to 4 percent for families earning US$100,000. Social security and payroll taxes are thought to be regressive because corporations can (generally) shift the burden to labor, even when the nominal burden falls on employers (Fullerton and Metcalf 2002). Corporate taxes are generally considered to be progressive, though some economists would debate this point (see Gravelle and Smetters 2001 and Auerbach 2005). 


� No analysis of parties and effective taxes on corporations was conducted because of tremendous year to year variability. In Sweden, for example, the effective tax rate on corporations was –976 in 1977 and 3,731 the following year, possibly reflecting changes in accounting or depreciation rules. 


� States maximize revenue not rates.


� To quote the OECD: “[This] work finds that most tax ratios reported in the literature suffer from a number of methodological flaws, and furthermore, are not good approximations of actual tax burdens . . . Average tax rates derived for corporate income are . . . most problematic,” (2001b, 3).


� AETRs only cover New Zealand and Denmark from 82-94 (except for consumption taxes, which cover 1970-95); AETRs on corporations are unavailable for Austria, Germany and Ireland and limited for Switzerland (90-96); AETRs on consumption are unavailable for Switzerland.


� Left parties include social democrats and communists. All religious parties are considered Christian Democrats.


� The adjusted cabinet figures are highly correlated with the original cabinet figures (≈0.95).


� For now, veto players does not take into account the ideological distance between parties.


� Deficit equals total government receipts minus total expenditure as a percentage of GDP (GREVGDP-GEXPGDP), taken from Huber et. al. (2004). Deficit is not available for New Zealand.


� The coefficients on income, labor and consumption are indistinguishable from each other, except with the fixed effects models, when labor can be distinguished from personal income around the 95 percent confidence level and consumption can be distinguished from personal around the 85 percent confidence level (or higher, if Ireland is excluded, per Iversen and Soskice´s coding.)


� Because none of the demographic variables were significant, they are not shown. Unemployment and labor market institutions are also not shown because they do not meaningfully alter the results. R-squareds are not reported; they are always above 0.95 with the lagged DVs and year dummies.


� The relevant comparison should be between the PR and SMD coefficients using Chow tests. Because Stata does not reveal the residual sum of squares with PCSE, I have not done those tests.


� The SMD results are sensitive to specification and sample: labor is fairly robust as long as France is included, consumption taxes are less so, primarily because of New Zealand (and Ireland) before 1979. Graphs in the Appendix show the evolution of taxes and transfers in SMD countries. The model presented excludes 1975 and does not include Ireland. None of the tax variables is robust with FE, though FE are not typically significant. 


� The long-run effect is the estimated coefficient divided by 1 minus the coefficients on the lagged dependent variables.


� In the between country models with effective tax rates, the ratio between regressive and progressive taxes is roughly the same as with taxes as a percentage of GDP (60-75 percent versus 25-40 percent), though labor taxes weigh more than consumption taxes. With FE nothing is significant, which reflects multicollinearity between the tax variables. 


� With AETRs on consumption, Left is positive and significant in SMD without FE. The only other notable differences are that Left is not significant with fixed effects or within PR.


�Case studies of the United States and United Kingdom find partisan cycling over taxes (Steinmo 1993; Sala 1994), which may be consistent with the credible commitment hypothesis. In the United States (and Japan and Switzerland), for example, the Left has never had sufficient political power to enact comprehensive social welfare programs, suggesting that they should oppose taxes on lower income groups; in the United Kingdom, the absence of veto gates means that the Left should be wary of taxes on lower income groups. The conditional nature of preferences over taxes may, in fact, be related to the electoral system.


�Since 1969, governments classified as Left by Beck, Clarke, Groff, Keefer and Walsh (2003) have enacted nearly twice as many VATs as Right wing governments (27 to 15 within democracies; 14 to 9 within non-democracies), but only six of the Left wing governments that adopted VATs operated under SMD rules. VAT data from Ebrill, Keen, Bodin and Summers (2001).


� Without urban population and investment, corporate taxes are not quite significant with the full sample, except with fixed effects. Fuel exports and population (log) are included to keep the models parallel with the parties and profits regressions below. With FE and the split samples (not shown), profits are positive, but not generally significant.


� Stata has no canned test for influential outliers with PCSE and I have not tested it by hand. 


� Labor and personal income are generally distinguishable from the other tax variables. 


� With AETR´s both labor and consumption taxes are significant and their coefficients are of similar magnitudes. They are also generally distinguishable from other forms of revenue.


� The correlation between Djankov et. al.´s measure of employee protection and labor taxes (% gdp) is 0.49, compared to 0.00 for corporate taxes, -0.05 for consumption taxes and -0.20 for income taxes. Excluding Sweden and Austria (which raise considerable revenue, but have few formal protections—no minimum wage laws, for example), the correlation between labor taxes and employee protection reaches 0.74, compared to 0.18 for the next most correlated tax variable.


� The partisan coefficients are typically not distinguishable from each other or neocorporatism.


� Analyzing labor taxes is difficult because the data is exceptionally stable, due primarily to Norway, Australia and Denmark, which collect negligible sums of revenue from nominal labor taxes. Without these exclusions, the lagged dependent variable coefficient exceeds 1, indicating a implosive series—at odds with the patterns elsewhere. Theoretically, we might be able to justify the exclusions of Norway, where oil revenues have largely supplanted labor taxes, and Australia, where retirement is largely funded through super-annuity schemes (a tax by any other name since they have been mandatory since the mid 1990s). There seems to be no compelling theoretical reason for excluding Denmark, which taxes labor mainly through the income tax. 


� Excluding Austria and Switzerland, where neocorporatism does not vary across time, neocorporatism is significant at the 90 percent interval with country fixed effects.


� With AETRs, neocorporatism is consistently significant, but we cannot reject the null of non-stationarity; with first-differences, only Left is consistently significant.


�The Right may not be the only credibility mechanism for the rich. Unlike the poor, wealthy individuals have a viable outside option. Instead paying the state for services via taxation, they can pay politicians directly (campaign contributions etc.) in return for particularistic benefits.


� Long-term rule by the Left is associated with more revenue from personal income taxes between countries if, and only if, Denmark is excluded, but not with union membership, which is significant even when Left is included. Left is never significant with fixed effects. With effective tax rates on personal income and income from capital, Left is not close to being significant in the between countries regressions. With FE, Left is generally significant with personal income taxation, but it is only significant with capital income if the UK is included (excluding the UK, the z-stat on Left is around 1 across the entire sample). In other words, if we include Denmark and exclude the UK, any relationship between Left parties and income tax revenue and effective capital taxation disappears. That said, right is never positive (let alone significant) with any of the aggregate measures either. 


� Lindert (2004) and Ganghof (2007) make a similar point.


� New LIS data about high income taxation should help, but it may not suffice. In the last LIS survey for the United States, the highest income tax paid by a household was roughly US$400,000, which pales against the US$10M paid on average by the top 15,000 taxpayers in 1995 (my calculations using data from Feenberg and Poterba (2000) and the IRS (2002)).
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