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Democratization and the Conditional Dynamics of Income Distribution
MICHAEL T. DORSCH Central European University

PAUL MAAREK Université Panthéon-Assas (Paris 2)

Despite strong theoretical reasons to expect that democratization equalizes income distributions,
existing empirical studies do not find a statistically significant effect of democratization on
measures of income inequality. This paper starts from the simple observation that autocracies are

heterogeneous and govern quite extreme distributional outcomes (also egalitarian). Democratizationmay
drive extreme income distributions to a “middle ground.” We thus examine the extent to which initial
inequality levels determine the path of distributional dynamics following democratization. Using fixed-
effects and instrumental variable regressions, we demonstrate that egalitarian autocracies become more
unequal following democratization, whereas democratization has an equalizing effect in highly unequal
autocracies. The effect appears to be driven by changes in gross (market) inequality, suggesting that
democratization has led, on average, to redistribution of market opportunities, rather than to direct fiscal
redistribution. We then investigate which kinds of (heterogeneous) reforms are at work following
democratizations that may rationalize our findings.

INTRODUCTION

This paper reconsiders the effect of democracy on
the level of income inequality in society.We start
from the simple observation that autocratic

regimes are highly heterogeneous entities. From
monarchistic, to business-friendly militaristic, to pop-
ulistic, to communistic, since the Second World War
autocratic regimes have varied dramatically in their
ideologies concerning how spoils should be divided
within the economies they govern. Indeed, the differ-
ences are not only ideological, but are reflected in the
historical income inequality data—in our sample,
autocratic countries have had gross Gini coefficients as

low as 24 and as high as 72 (though also some with
moderate income inequality levels, comparable to the
mean level in democracies). The heterogeneity of in-
equality levels in autocracies logically implies that
income distribution dynamics following transitions
from autocracy to democracy will also be quite heter-
ogeneous. Why should we observe a reduction in
inequality in countries that were not particularly un-
equal prior to democratization? This simple observa-
tion is our starting point, from which we empirically
investigate a nonlinearity that has not been examined in
the literature. We demonstrate how inequality dy-
namics following a switch to democracy are conditional
upon on the initial (predemocracy) level of inequality.
Intuitively, our results suggest that democracy provides
a “middle ground” in terms of inequality levels—auto-
cratic regimes which governed extreme distributional
outcomes are replaced by political processes that
gravitate towardsmore centrist outcomes preferred by
newly enfranchised voters in the middle of the income
distribution.1 Moreover, we also provide some evi-
dence about the heterogeneous channels through
which the conditional dynamics may operate.

A common narrative in the economics and political
science literatures is that democratization is driven by
distributional issues (Acemoglu and Robinson 2000,
2001, 2006; Boix 2003). Based on classic rational choice
theories of democratically determinedfiscal policy (e.g.,
Meltzer andRichard 1981; Roberts 1977; Romer 1975),
these redistributionist theories of political transition
show how following political enfranchisement, the
decisive voter becomes relatively more poor and, all
else equal, should call for inequality-reducing policies
(thoughfiscal redistribution in theirmodels).Ansell and
Samuels (2010, 2014) or Llavador and Oxoby (2005)
provide an alternative, elite-competition perspective in
which an emerging middle class (or competing elite)
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1 We follow the intuition established by Larsson-Seim and Parente
(2013), who describe democracy as a “middle ground” on which
formerly autocratic countries converge in terms of institutions and
economic performances.
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seeks democratic voice to push for more competitive,
modern economic structures. Rather than taxing and
transferring from an ancien régime, the elite-competition
viewargues that democracy allows for anouveau riche to
emerge, which may increase inequalities. In any event,
to the extent that the literature theorizes that dis-
tributional issues drive democratization processes, the
logical expectation is that transitions to democratic gov-
ernance should have profound impacts on inequality
levels. Our middle ground results reconcile the logics
of these two important strands of the literature on
inequality and democratization and demonstrates that
each branch of theory may be valid for different sub-
groups of countries.

Todate, the empirical literature concerning the effect
of democracy on economic inequalities has not found
any compelling evidence of a relation. Acemoglu et al.
(2015) carefully review this empirical literature, where
results vary as widely as the methods employed and
conclude that there isno clear evidence that inequality is
impacted by democratization.2 Employing fixed-effects
dynamic panel regression models, Acemoglu et al.
(2015) go on to show that there is no robust statisti-
cally significant relation between democratization and
inequality. Such null results accord with recent recon-
siderations of the extent to which drivers of democra-
tizationaredistributive innature (Aidt andJensen2009;
Haggard and Kaufman 2012; Kaufman 2009; Keefer
2009; Knutsen and Wegmann 2016).

However, the literature does not fully address the
fact that autocracies are heterogeneous, a point made
forcefully by Jones andOlken (2005), who demonstrate
that economic performances of autocratic countries are
highly leader specific.3 Just as not all autocracies have

histories of sclerotic growth, not all autocracies feature
extremely high income inequality. Table 1 provides the
distribution of the net Gini coefficient across different
per capita income ranges for autocratic and democratic
countries. Note that heterogeneity among autocracies
does not vary dramatically across per capita income
classifications.

Our basic point is that without taking into account
how the effect of democratization is conditional on
initial inequality levels, the contrasting experiences of
switches to democracy in high- and low-inequality
autocratic countries will cancel each other out, yield-
ing the familiar null result. Autocratic societies are
highly heterogeneous and regression analyses that do
not take this into account are ignoring important non-
linearities in the effect of democracy on income
inequality.4 We employ fixed-effects dynamic panel
regression models to estimate the effect of switches
to democracy that highlight the nonlinearity. Our
main contribution to the literature on democracy and
inequality is to demonstrate that the impact of demo-
cratic switches, conditional on initial levels of inequality,
is a robustly statistically significant determinant of
income inequality dynamics. We demonstrate that, on
average, relatively egalitarian autocracies become
more unequal following democratization, whereas
democratization has an equalizing effect in the rela-
tively unequal autocracies. Our finding that the effect
of democracy on inequality is conditional on initial
inequality levels rationalizes the mixed results in the
empirical literature, where the relationship is typically
estimated unconditionally. Contrary to prior findings
in the literature, we demonstrate that democratization
actually strongly affects inequality levels. In our
baseline fixed-effects estimation, we calculate that a
country with a predemocracy Gini coefficient in the
10th (90th) percentile among autocratic countries
experiences an increase in around 2 Gini points
(decrease of around 4 Gini points) in the long run.
Instrumental variable (IV) specifications estimate very
similar long-run effects.

We pursue a wide range of methods to establish that
our main finding is robust and can be plausibly

TABLE 1. Distribution of Gini Coefficients by Political Institutions

Nondemocracies Democracies

Income range 10th p. Gini 90th p. Gini Income range 10th p. Gini 90th p. Gini

0–25th p. income p.c. min–1,090 33.51 49.56 min–3,860 34.18 50.33
25th–50th p. income p.c. 1,090–2,172 34.96 44.54 3,860–9,202 32.78 54.40
50th–75th p. income p.c. 2,172–5,668 29.94 51.52 9,202–21,946 24.14 45.41
75th–100th p. income p.c. 5,668–max 25.60 50.12 21,946–max 23.17 35.21

Note: Calculations by the authors on the data used in our baseline regression analysis. Regime classification follows our baseline coding of
democraciesandnondemocracies thatwe laterexplain indetail.Gini coefficientsarecalculated fromnet income(after taxesand transfers)by
Solt (2016) andGDPper capita data comes from thePennWorldTable. For the nondemocracies, there are 286 observations in each income
quartile, while for the democracies there are 597 observations in each income quartile.

2 From case studies on 19th-century Europe and 20th-century Latin
America (Acemoglu and Robinson 2001), to cross-sectional regres-
sions (Gradstein andMilanovic 2004;Mulligan, Gil, and Sala-iMartin
2004; Perotti 1996), to event histories (Aidt and Jensen 2009), to
dynamic panel regressions (Acemoglu et al. 2015), the empirical lit-
eraturehasnot establishedaconvincing linkbetweendemocratization
and income inequality. In the same vein, Piketty (2013) demonstrates
that democratically determined fiscal policy may mitigate, but also
exacerbate, income inequalities.
3 See also De Long and Shleifer (1993); De Luca, Litina, and Sekeris
(2015); Gehlbach and Keefer (2011); Larsson-Seim and Parente
(2013); Olson (1993); Svolik (2012); Wilson and Wright (2017);
Wintrobe (1998); and Wright (2008).

4 See Gradstein and Milanovic (2004) and Galbraith (2010) for a
similar point.
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interpreted causally. Notably, throughout our analysis
we employ a “democratic wave” IV for use in two-stage
least squares (2SLS) estimations.5 Roughly speaking,
we calculate the dynamic regional share of countries
that are democratic as an IV for democracy, with which
we show that the instrumented conditional effect of a
democratic switch is consistent with our baseline
estimations.

We take care to convince readers of the robustness of
our results and the validity of our instrumental variable
strategy. First, we demonstrate that the result is robust
to estimation over five-year as well as ten-year panels,
which yields very similar estimated long-run effects.
Second, we check that our results are not being driven
by democratization in specific regions (most notably
among the low-inequality, formerly Communist group
of countries).When excluding regions one at a time, the
conditional results hold with a similar magnitude,
suggesting that the relationship is a quite general pat-
tern among democratization episodes. We additionally
consider several jackknifed specifications and other
sensible sample restrictions. Third, given the debate in
the literature on how to measure the democratization
process, we use alternative democratization indicators
to be sure that the result is not driven by the composite
indicator we employ in the baseline specification.
Finally, we run some placebo regressions in order to be
sure we are not simply identifying a more global mean
reversionprocess. Further robustness tests are collected
in an Online Appendix.

We also provide an investigation into the policy
changes after democratization that could be potential
channels through which democratization may affect
inequality. Interestingly, we find that the impact of
democratization on the gross Gini coefficient is quite
similar to the impact on the net Gini coefficient. This
finding leadsus to investigatemore formally the extent
to which democratization has an effect on the degree
of fiscal redistribution. Contrary to the prominence
of tax and transfer schemes in the redistributionist
theories of democratization, we demonstrate that
direct fiscal redistribution is not affected by demo-
cratic switches. We then show that democratization
leads to different kinds of structural reforms according
to the initial degree of inequality. For high-inequality
countries, we show that democratization leads to an
increase in the state’s fiscal capacity and provision of
pro-poor public goods. This is consistent with the
redistributionist principle of democratization, in that
through fiscal policy democratic governance may
economically empower a broader and poorer part of
the population, which should reduce inequalities. On
the other hand, we demonstrate that for the low-
inequality countries, democratization leads to eco-
nomic liberalizations and freedom to interact in the
global economy, which could be the channel through
which democratization increases inequalities in the
low-inequality cases. An increase in inequality

through mechanisms that favor the emergence of a
nouveau riche is consistent with the elite-competition
view of democratization. On the whole, our research on
the channels suggests that the impact of democratization
on inequality occurs primarily through reshuffling of
economic empowerments and opportunities among
citizens, rather than direct fiscal redistribution.

The paper proceeds as follows. In the next section, we
put forth a brief theoretical argument concerning the
middle ground effect that sets the stage for our empirical
analysis. We then describe the variables of interest, the
data used for the analysis, and give some preliminary
results in the section called “Data and preliminary
results.” The section titled “Panel regression results”
provides thedetails ofourempirical strategy,ourbaseline
results, and a series of robustness checks. We then circle
back to our theoretical argument and investigate some of
the mechanisms through which the middle ground effect
may operate in the section called “Discussion.” The final
section offers our brief concluding remarks.

THEORETICAL REASONING FOR THE
MIDDLE GROUND RESULT

In various theories of autocratic survival, autocrats rely
on maintaining a “minimum winning coalition” of
supporters that can be bought off the most efficiently
(De Mesquita et al. 2003 or Acemoglu, Verdier, and
Robinson 2004, for instance, which build on the classic
work of Riker 1962). The key point for our study is that
the size of the winning coalitions in autocracies is much
smaller than in democracies, and does not necessarily
include the median preference individuals, which may
result in relatively more extreme policy outcomes in
autocracies.However, the characteristics of the coalition
members in autocracies are not the same across auto-
cratic regimes, which cultivate political support accord-
ing to the relative power of the subgroups in society and
formextremepolicies tobenefit their coalitionmembers.

The identity and characteristics of the winning coa-
lition members may depend on various factors. Natu-
rally, the ideological position of leaders affects, to some
extent,which segmentsof thepopulationare targetedas
coalition members. Also, intrinsic characteristics of
various subgroups of the population could determine
whether they are part of the winning coalition. For
instance, the degree of group cohesion and their ability
to overcome coordination problems should affect their
ability to threaten the regime which in turn may force
the leader to include such groups in order to survive.
Also, the degree of preference homogeneity of each
group shouldaffect the ability of the ruler toobtain their
support by making some policy concessions toward this
group, as in the standard probabilistic voting model
(see, e.g., Coughlin 1992 or Lindbeck and Weibull
1987).6

5 We follow similar IV strategies found in Acemoglu et al. (2017);
Gründler andKrieger (2016);Madsen,Raschky, andSkali (2015); and
Méon and Sekkat (2016).

6 It is not the objective of the paper to characterize and explain the
identity of the winning coalition, but rather to consider the inequality
outcome as a proxy for the characteristics of the winning coalition.
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The policies targeted to thewinning coalition can take
the form of pure redistribution and public goods provi-
sion (in the egalitarian autocracies) or protection of
monopoly rights (in the elite-dominated autocracies)
that both affect the distribution of economic oppor-
tunities in society and the distribution of income. For
instance, if the autocrat’s coalition includes the relatively
poor, it is likely that the government provides some
targeted public goods, such as basic health services, that
benefit disproportionately the poor segment of the
population. Extreme policy positions that may emerge
from narrow coalitions yield (or protect) extreme dis-
tributional outcomes, from highly equal communistic
regimes to highly unequal elite-dominated regimes.

Upon democratization, leaders must establish broader
coalitions of political support than those sufficient to
maintain power in autocracy. As democratic gover-
nance is more inclusive and autocratic governments
may court the extremes to forma coalition, the broader
democratic coalitions naturally expand to themiddle in
order to include the median preference voter and
obtain a majority of the votes. In other words, the
critical member of the (more inclusive) winning coa-
lition in a democracy will be more central in the dis-
tribution of policy preferences than previously in
autocracies that were governing extreme outcomes
(see also Lizzeri and Persico 2004). Democratic
institutions should naturally prevent the formation of
narrow coalitions based on extreme policy prefer-
ences. Since excluded members of the coalition vary
substantially across autocracies, one should expect
very different policymodifications to satisfy the center
following democratization given the fact that the
center is being approached from polar starting points.
Put differently, those policies that are pursued in new
democracies should be heterogeneous according to
whether the previous autocratic coalition was pro-
poor (low inequality) or pro-elite (high inequality).
Thus, on the one hand, highly unequal autocracies
are likely to see inequality reduced after democra-
tization, when political institutions become more
inclusive to the poorer segment of the population,
which should pressure for more pro-poor policies. On
the other hand, highly equal autocracies that relied
on a poor segment of the population for political support
are likely to see inequality rise, as democratic liberali-
zation unwinds a legacy of restrictive economic policies,
opening up new entrepreneurial opportunities and
income creation. Of course, we also observe centrist
autocracies, in which cases we would not expect the
decisive voter (hence policy outcome) to shift dramati-
cally upon transition to democracy. Figure 1 depicts the
middle ground dynamics that we describe above.

After we empirically establish the middle ground
result, we consider how democratization impacts several
policy areas that should affect the income distribution,
and for which the consequences of democratization
may be heterogeneous according to which groups were
favored prior to democratization. We demonstrate
that democratization (i) has no impact on direct fiscal
redistribution, (ii) increases state capacity and pro-poor
public goods proxied by public health in high-inequality

countries but not low-inequality countries, and (iii)
leads to less distortionary regulations and more eco-
nomic freedoms in the low-inequality countries but not
in the high-inequality countries.

Our results concerning the channels through which
democratization impacts income inequality reveal that
just as the impact on inequality levels is conditional
upon the initial degree of inequality, so too are the
policy modifications through which the effect may
operate. High inequality autocracies that were domi-
nated by the elite see democratization lead tomore pro-
poor policies, which increases the incomes of the poor
and reduces inequality levels. Our interpretation is
that this is accomplished through redistribution of
economic empowerments and market opportunities, as
opposed to direct fiscal redistribution, as is often sup-
posed. On the other hand, egalitarian autocracies see
democratization result in more free market policies,
which allows for income growth and an increase in
inequality levels. These results support the notion that
autocratic ruling coalitions are narrowandheterogenous
entities, since the policy changes after democratization
are so asymmetrical. On the whole, we interpret the
impact of democratization to be an expansion of eco-
nomic empowerments and opportunities towards the
previously excluded segment of society, which increases
the market potential of those segments and drives the
middle ground effect on inequality levels that we docu-
ment in the following sections.

DATA AND PRELIMINARY RESULTS

To investigate the extent to which democratization
affects inequality levels,weemploy a country-level panel
from1960 to2010. In thepaper,wemainlypresent results
fromestimations on yearly panels, though all of ourmost
important tables are also reproduced using five-year
panels in the Online Appendix.

FIGURE 1. Democratization Shifts Decisive
Policy Preference Towards the Center

Note: The minimum winning coalition in democracy (blue) is
bigger than that of an autocracy (red). The red line in the top panel
depicts an autocratic coalition that serves elite policy preferences
(representedby ue), and the red line in themiddlepanel depicts an
autocratic coalition including the poor (represented by up). We
argue that the decisive policy preference in a democracy (rep-
resented by um) will shift towards the middle in either case. In the
bottom panel, we depict a centrist autocracy, in which there may
be no change in the identity of the decisive voter (hence policy
outcome)as thewinningcoalitionbroadensupondemocratization
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Democratic Political Institution Indicator

Our main measure of democracy is a binary indicator for
the political system that follows Papaioannou and Siour-
ounis (2008a) and later Acemoglu et al. (2015, 2017). We
combine the composite Polity2 index of the Polity IV
dataset(Marshall,Jaggers,andGurr2010)withthepolitical
freedom and civil liberties indexes of Freedom House
(2013).7 Specifically, we consider a state as democratic
whenFreedomHousecodesitas“Free”or“PartiallyFree”
and the Polity2 index is positive. When one of those two
criteria is not satisfied, the state is considered as autocratic.
Whenoneof the twocriteria is satisfiedbut theotherone is
missing,weverify if the country is also codedasdemocratic
bythebinary indicatordevelopedbyCheibub,Gandhi,and
Vreeland (2010).8 The democracy indicator [D(0, 1)i,t]
takesvaluezeroifcountry i isdeterminedtobeautocratic in
period t and it takes value one if country i is determined to
be democratic in period t.9

The composite measure of democracy captures a
bundle of institutions that characterize electoral democ-
racies andaffects howwell the political process represents
individuals in society. The Polity2 index captures the
extent to which the political system features free and
competitive elections, includes checks on executive
power, and has an inclusive political process that permits
the various groups of society to be represented politically
through the electoral process. Freedom House’s index
further incorporates civic rights, which are important to
ensure the de facto power of individuals in society. Even
when formal constraints on power are written into
democratic governance structures, the elite can invest in
de facto power and capture democratic governments
(Acemoglu and Robinson 2008). Strong civic rights that
allowpeopletoorganize,be informed,andputpressureon
the executive are essential elements of a well-functioning
democracy that can produce policy outcomes near the
median voter’s preferences.10 By combining these indi-
cators,wedonothavepriors aboutwhichdimension is the
most important for affecting income inequality.

Of course, constructing a composite, binary measure of
democracyalsohas itsweaknesses: (i) it comes fromseveral
indicators which do not necessarily focus on the same
dimensionsofdemocratizationandsomedimensions could
matter more than one others, (ii) it does not take into
account that in many cases there are no clear jumps from
autocracy to democracy but some progressive improve-
ments, and (iii) thresholds are arbitrarily chosen. To
demonstrate that our results are robust to these issues, we
(i) construct a binary variable based solely on the Polity2
index and (ii) use the Polity2 index in its raw form as a
continuous variable (values from210 to 10). Isolating the
Polity2 index captures changes in formal political institu-
tions rather than freedom of civil society to organize.
Examining the continuous measure allows us to estimate
the effects of more gradual institutional change. As an
alternative,we also employ themore recent indicator from
Boix,Miller, andRosato (2012),which is agoodalternative
since it focuses on the openness of the political process
along the dimensions of contestable elections and the
participation rate, reflecting theextent towhich citizens are
included in the political process. Our results are robust to
other alternative indicators as well, which we discuss later.

Both the political science and the economics literatures
point to the possibility that democratization may be
endogenously determined in this relationship, however.
Inequality may be one of the grievances in society that
affect the citizens’ demands for democracy, which in turn
may affect the probability of having a transition (through
revolution or concessions of the elite). The multitude of
papers that use variation in lagged income inequality to
explain democratic transitions (thoughwithout consistent
results), alerts us to thepossibility that trends in inequality
may be sufficiently persistent that even future inequality
dynamics are influencing contemporaneous transitions to
democracy.11 As such, we also pursue an instrumental
variable strategy that isolates variation in our democracy
indicator that is arguably exogenous to the dynamics of
national income distributions. We follow the strategy of
Acemoglu et al. (2017) and employ an instrument that
relies on the observation that political transitions have
historically occurred in regional “waves”12 by calculating
the evolution of the fraction of countries with democratic
institutions in a region among countries that shared the
same political institutions at the beginning of the panel.13

7 The Polity index codes the quality of democratic institutions by
observation of, among other things, the competitiveness of political
participation, the openness and competitiveness of choosing execu-
tives, and the constraints on the chief executive. The composite Polity
index ranges from210 to 10, where210 represents a fully autocratic
political system and 10 represents a fully competitive democratic
political institution. The FreedomHouse datameasure political rights
and civil liberties, bothmeasured on a scale of 1 (most free) to 7 (least
free).
8 See Papaioannou and Siourounis (2008a) for a more detailed
description of the methodology.
9 Note that we code both permanent and transitory transitions to
democracy,and reversals tonondemocracy.Nothing indicates that the
initial dynamics of inequality should be different in a democracy that
eventually reverses to autocracy and a democracy that eventually
consolidates.
10 Whilemeasuring different characteristics of democracy,Acemoglu
et al. (2017) show that these institutional components are quite
strongly correlated. They argue that combining several indicators that
all go in the samedirection ensureswemeasure a complete and sizable
move to democracy along all the dimensions that affect policy out-
comes and which may be complementary in explaining policies.

11 See, for example, Ansell and Samuels (2014); Freeman and Quinn
(2012); Gradstein and Milanovic (2004); Haggard and Kaufman
(2012); Houle (2009); Papaioannou and Siourounis (2008b).
12 See Huntington (1993) for the classic exposition. More recently,
see, for example, Dorsch andMaarek (2015) for theory and Aidt and
Jensen (2014) or Persson and Tabellini (2009) for evidence.
13 Beyondaddressing thepossible reverse causalitybias causedbyany
simultaneous determination, employing an instrument for democra-
tization seems prudent for the following reasons. First, it allows us to
deal with any time-varying omitted variables for which our baseline
fixed-effects dynamic panel cannot fully control. Second, despite the
fact that our democracy indicator is composed of several indicators,
measurement error on marginal country-year cases remains a serious
concern. To the extent that it is a strong first-stage predictor of
democratization events, our instrument based on dynamic regional
share of democracy smooths out the estimated impact of erroneously
coded transitions.
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More formally,we construct the following instrument
for democratization events in country i of region r in
period t, which we denote by Zr

i;t:

Zr
i;t ¼

1
Nr

i;0 � 1
�

j2r;Dj;0¼Di;0;j 6¼i
Dj;t; (1)

whereNr
i;0 corresponds to thenumberof countries in the

region of country iwith the same institution as country i
at thebeginningof thepanel (Dj,05Di,0). For a country i
we sum thenumberof countries sharing i’s initial type of
political institution (j „ i, j 2 Nr

i;0) in the region r that are
democratic at time t (Dj,t) excluding country i. For
instance, in a region in which initially 10 countries were
autocratic,whenconsideringoneof them(country i),we
look at the evolution of our democracy indicator in the
nine others in order to explain changes in country i.
Intuitively, we expect that what happens in the regional
countries is not related to the degree of inequality in the
domestic country i, except through its influence on
domestic political institutions.14 This instrument allows
us to isolate an exogenous variation in democratic insti-
tutions that lendsacausal interpretation toour results.We
refer to the instrument for democracy as the “dynamic
regional share of democracies.”

We have strong theoretical priors that such an
instrument would be highly relevant, and indeed, we
later report some first-stage F-statistics over 100. One
limit of our instrument is the possibility that tran-
sitions in neighboring countries affect growths there,
which could affect growth in country i if the regional
economies are integrated andaffect both inequality and
the probability to observe a transition in country i.
Growth ratesmay, for instance, affect the probability of
democratization through the opportunity cost channel à
la Acemoglu and Robinson (2001) or through a process
of modernization à la Lipset (1959). Growth may also
affect inequality through the hypothesized “Kuznets
curve” relation (Kuznets 1955), though empirical evi-
dence of such a relation ismixed.We thus control for the
log of real GDP per capita in every specification of our
paper.Asectionof theOnlineAppendix isdedicated toa
detailed examination of the exclusion restriction and
tests the impact of deviation from strict exogeneity of the
instruments.

Income Inequality

For the inequality data, we use the most standard
measure of income inequality, the Gini coefficient,
which is a normalized measure between 0 and 100,
where higher levels indicate a more unequal income
distribution. We employ the Standardized World In-
equality Indicators Database (SWIID), introduced by

Solt (2009)andrecentlyupdatedbySolt (2016) in the6.1
version of the dataset.15 The SWIID relies on many
sources to provide data on inequality over a cross-
national panel that is significantly enlarged from the
individual databases.16 The SWIID uses Bayesian tech-
niques to standardize observations collected from those
various sources and make them comparable (see Solt
2016 for details).

The main advantage of this dataset is its impressive
coverage. To our knowledge, this is the only dataset on
inequality that allows for the study of long-run inequality
dynamicsatacross-national level that includesdeveloping
countries.Ontheotherhand, therearesomedrawbacksto
using theSWIID,namely that it reliesonestimations tofill
in missing data points. Also, even if the SWIID harmo-
nization procedure allows a maximal degree of com-
parability across timeand space, one should recall that the
various series come from different sources that use dif-
ferentmethodologies tocollectandcompute thedegreeof
inequality. Note, however, that the incomparability
should be higher across than within countries since the
sources differ more across countries. As our regression
estimations include country fixed effects, the across-
country comparability should not be a major concern.17

In the SWIID database (6.1 version), the remaining
incomparability is reflected in the standard errors of the
SWIID estimates, where the Gini estimates and their
associated uncertainty are represented by 100 draws
from the posterior distribution. In otherwords, we have
100 imputations for each country/year observation.
Whenever possible, as recommendedbySolt (2016), we
haveused themultiple imputation (MI) regression tools
provided by Stata for analyzing multiple imputation
data. Basically, it performs regressions over each of the
100 imputations in order to provide a reliable estimate
of the coefficients which takes into account the standard
errors across the 100 imputations. This implies that
the uncertainty of the SWIID estimates is taken into
account in the MI regression estimates. Unfortunately,
for some regression techniques, MI regression tools are
not available (e.g., 2SLS and GMM). When employing
techniques for which the MI regression tools were not
available, we have taken the median imputed series
for each country and performed the regressions on
that single point estimate.18 In our first table of results,

14 Weclassify countries into the following ten regions:EasternEurope
and post SovietUnion, LatinAmerica, NorthAfrica andMiddleEast,
Sub-SaharanAfrica,Western Europe andNorthAmerica, East Asia,
South-East Asia, South Asia, The Pacific, and The Caribbean fol-
lowing the coding of Hadenius and Teorell (2007).

15 Thefirst versionof this paper,which circulatedunder the same title,
analyzeda previous versionof the SWIID, usingpoint estimates of the
Gini coefficient as reported by the Quality of Government dataset
from 2013 (Teorell et al., 2013). Results presented here are qual-
itatively the same as in our initial findings.
16 The Luxembourg Income Study data serve as the standard. Other
sources include the OECD IncomeDistributionDatabase, the Socio-
Economic Database for Latin America and the Caribbean generated
by CEDLAS and the World Bank, Eurostat, theWorld Bank’s Pov-
calNet, the UN Economic Commission for Latin America and the
Caribbean, national statistical offices around the world, and many
other sources.
17 Also,note that if themeasurementerrorsarenot correlatedwith the
level of income inequality, this should not bias our estimates.
18 More precisely, for each country we compute the mean Gini over
the period of our sample for each of the 100 imputations and we then
selected for each country the imputation which exhibits the median
value for the mean Gini over time.
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we demonstrate that our baseline result with the MI
regression over all 100 imputations is very similar to the
analogous estimation using the median imputed series
(see Table 3).

We are interested in observing how democratization
events affect future inequality levels. We have hypothe-
sized that the level of inequality before democratization
will shape the direction of the relationship. In order
to capture this conditional effect of democracy on
inequality,weaddan interactionbetween thedemocracy
indicatorand thedegreeof inequality in thecountryprior
to democratization. We define a fixed predemocracy
inequality variable for these interaction terms. Note that
the level of inequality in the year of the democratic
switch may not accurately reflect the level of inequality
prevailing in autocracy since, for example, the regime
may have made concessions through redistribution
before being forced to democratize. Therefore, when-
ever possible, we take as the predemocracy level of
inequality the level of inequality prevailing five years
before democratization occurs. When not available, we
take the closest observation available for inequality to
the five-year window (for instance, four years before
democratization occurs if the observation five years

before is not available). We label this transition-specific
variable asGinii. Note that for eachvariablewe generate
using the SWIID data, 100 imputations are also gen-
erated and each imputation is linked across the various
variables we create.19

To provide further intuition for the battery of
regression results that follow, we first consider several
descriptive figures. We calculate the difference in the
Gini coefficient ten years after a transition from its
predemocracy initial level. The left-hand side of Figure 2
scatters this difference against the predemocracy level
for the net Gini coefficients Gini

� �
. The negative

relationship is strongly statistically significantand theR2

is quite high for sucha simple regression.The right-hand
side of Figure 2 is the analogue for the gross Gini
coefficient, for which the correlation is very similar,
though slightly weaker. The figure shows that ten years
after a switch to democracy, inequality increases in
countries that were egalitarian autocracies and
inequality decreases in countries that were unequal

FIGURE 2. Democratic Transition Episodes and Changes in Gini Coefficients

Note: The figures scatter the change in the Gini coefficient ten years after a democratic transition (y-axis) against the pretransition Gini
coefficient for the 70 transition episodes in our data. The inequality measures are calculated using the median imputed series from the Solt
(2016)data.Thebivariate regression for the left-handside isDNetGini58.80***20.23***3Gini,withR250.20.Thebivariate regression for
the right-hand side is D Gross Gini 5 10.11*** 2 0.23*** 3 Gini with, R2 5 0.14

TABLE 2. Summary Statistics for Baseline Sample

Nondemocracies Democracies

Obs. Mean Std. dev. Obs. Mean Std. dev.

Gini coefficient, net income 1,389 40.24 7.07 2,714 37.65 9.52
Gini coefficient, gross income 1,389 43.99 6.61 2,714 46.33 6.79
Real GDP per capita, chain series 1,353 5177.77 10421.14 2,625 13240.80 11854.78
Share of region democracy 1,372 0.31 0.26 2,649 0.72 0.29

19 For instance, imputation 10 for our interaction between our
democracy indicator and the initial inequality level uses the impu-
tation 10 for the inequality variable of the SWIID dataset.
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autocracies. The democratic switches and the raw data
for the left-hand sideof Figure 2 arepresented inOnline
Appendix Table A.1.

In the 2SLS estimations that instrument for democ-
ratization using the dynamic regional share of democ-
racies, we also instrument for the interaction term by
simply interacting the predemocracy level of inequality
Gini
� �

with the dynamic regional share of democracies,
as recommended by Wooldridge (2010).

Income Per Capita

Finally, in all regressionswehavecontrolled for the lagof
logged real GDP per capita, as measured by the Penn
World Table (Feenstra, Inklaar, and Timmer 2015). For
theOLS specifications, it is a routine andobvious control
since both the likelihood of democracy and the evolution
of income inequality may depend on economic devel-
opment levels. For the IV specifications, controlling for
economic growth should help to satisfy the exclusion
restrictiondue to the indirect effect of democratization in
neighboring countries on economic growth. Summary
statistics of all the variables used in the benchmark
analysis are presented in Table 2.

PANEL REGRESSION RESULTS

This section presents the results of a series of dynamic
panel regression models that highlight how the effect of
democratizationon inequalitydependson initial levelsof
inequality. Our table of baseline results (Table 3), esti-
mated over yearly panels, first presents results
from regressions where democratization and initial
inequality are not interacted and then present a series of
regressions that highlight how the effect of democra-
tization significantly interacts with initial inequality
levels. Our baseline specifications are estimated with
OLS, for which we have implemented MI regression, as
recommended by Solt (2016). We then provide OLS
estimates with the median imputed series to verify that
theyarenot significantlydifferent fromtheMIregression
estimates. Finally, Table 3 presents 2SLS estimates are
run on the median imputed series. Table 4 estimates the
conditional relationships with longer lags on the
democracyvariableandover longer-termpanels.Table5
considers several intuitive sample restrictions, Table 6
considers alternative democracy indicators, and Table 7
presents several placebo tests. Finally, we demonstrate
that the results arequite similarwhenusing thegrossGini
coefficient as the dependent variable (in Table 8) and
show that direct fiscal redistribution does not seem to
react to democratization, which leads us into our
investigation of the mechanisms that may be driving the
middle ground result.

Baseline Regression Analysis

The first column of Table 3 tests the extent to which
democratization can explain within-country variation
in inequality levels, using all of the available data.

Running OLS through multiple imputations, we first
estimate:

Ginii;t ¼ rGinii;t�1 þ aD 0; 1ð Þi;t�1

þbGDPi;t�1 þ gi þ dt þ ui;t;
(2)

where D(0, 1)i,t is the indicator for democracy that was
described above, the gi’s denote a full set of country
dummies that capture any time-invariant country char-
acteristics that affect inequality levels, and thedt’s denote
a full set of period dummies that capture common shocks
to inequality levels. As inequality levels may be path
dependent and change rather slowly over time, we also
include lagged dependent variables. The error term ui,t
captures all other factors not correlatedwithour controls
whichmayalsoexplaindemocratic switches,withE(ui,t)5
0 for all i and t. All reported standard errors have been
clustered at the country level. This initial estimation in
column (1) demonstrates that the unconditional effect
of lagged democratizations does not explain inequality
levels with statistical significance.

Column (2) tests the extent to which the effect of
democratization is conditional on initial inequality
levels using an interaction term between the democracy
indicator and initial inequality levels. Formally, we
estimate:

Ginii;t ¼ rGinii;t�1 þ a1D 0; 1ð Þi;t�1

þ a2D 0; 1ð Þi;t�1Ginii þ bGDPi;t�1 þ gi þ dt þ ui;t: (3)

Allowing for a conditional effect yields statistically
significant estimates for theeffect of democratizationon
inequality levels. For low initial levels of inequality a
switch to democracy increases inequality, whereas
for high initial levels of inequality democratization
decreases inequality. When presenting estimation
results that include the interaction term, we also report
the p-value from an F-test of joint significance on the
coefficients a1 and a2. Note that the marginal effect of
democratizationwhenwe include the interaction term is
given by a1 þ a23Ginii. For concreteness, we calculate
the long-run effect at the 10th and 90th percentile
predemocracy inequality level (among autocratic

countries, Gini
10 ¼ 31:3 and Gini

90 ¼ 51:3) as

â1 þ â2Gini
pc

1��L

j¼1r̂t�j

; (4)

where L indicates the number of lagged dependent
variables we include in the specification.20 In the
baseline specifications presented here, we only use one
lag due to the fact that further lags of the dependent
variable are not significant and close to zero. The
regressionestimates fromcolumn(2) imply that the long-
run impact of a switch to democracy for a country in the
10thpercentile of inequality is for the netGini coefficient

20 See Acemoglu et al. (2017) for the derivation of this equation.
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to increase by almost 2 points. By contrast, the long-run
impact for a country in the 90th percentile of inequality is
for the Gini coefficient to decrease by more than 3.5
points.21 This simple and transparent estimation dem-
onstrates how transitions to democracy, on average,
bring extreme income distributions to a “middle
ground.” Columns (3)–(4) estimate the same pair of
equations using the sample that is available for the 2SLS
specification. Columns (5)–(6) then estimate the same
pair of equations using the point estimates from the
median imputed series, which we employ in our 2SLS
estimations. We can see that results in column (4) using
multiple imputations and column (6) using the median
imputed series are very similar, justifying the use of the
median imputed series for the 2SLS estimates.

Figure 3 provides a visualization of the conditional
marginal effect estimated in column (6). The plotted
line shows themarginal effect of a switch fromDi,t225 0
toDi,t215 1 on inequality levels in period t as a function
of predemocracy inequality levels. The plot is super-
imposed over a histogram of the distribution of netGini
coefficients toprovidea senseof theempirical relevance

of the range of initial inequality levels for which the
effect of a switch to democracy is statistically significant.

TABLE 3. Effect of Democracy on the Net Gini Coefficient

Multiple imputations (all 100 series) Median imputed series

Ordinary least
squares

Ordinary least
squares

Two-stage least
squares—stage 2

(1) (2) (3) (4) (5) (6) (7) (8)

Democracyt21 20.051 0.975*** 20.044 1.036*** 20.060 1.465*** 0.219 1.446***
(0.10) (0.34) (0.10) (0.37) (0.10) (0.33) (0.34) (0.45)

Democracyt21 3 Gini 20.026*** 20.027*** 20.038*** 20.034***
(0.01) (0.01) (0.01) (0.01)

Log GDP per capitat21 0.414** 0.356** 0.425** 0.359** 0.408** 0.309* 0.404** 0.316*
(0.17) (0.16) (0.17) (0.17) (0.16) (0.16) (0.16) (0.17)

Ginit21 0.901*** 0.905*** 0.902*** 0.905*** 0.887*** 0.892*** 0.890*** 0.893***
(0.01) (0.01) (0.01) (0.01) (0.01) (0.01) (0.01) (0.01)

Joint F-test p-value – 0.008 – 0.008 – 0.035 – 0.003
L–R effect at 10th p. Gini – 1.83 – 2.12 – 2.69 – 3.43
L–R effect at 90th p. Gini – 23.52 – 23.51 – 24.27 – 23.00

Excluded instruments – – – – – – 2 3
C–D F-stat on excl. IV’s – – – – – – 123.25 75.21
Hansen J-stat p-value – – – – – – 0.93 0.85

Country & year FE’s Yes Yes Yes Yes Yes Yes Yes Yes
N 4,103 4,103 3,905 3,905 3,905 3,905 3,905 3,905
Countries 169 169 164 164 164 164 164 164
Democratic changes 70 70 67 67 67 67 67 67

Note: Robust standard errors clustered by country are in parentheses. Columns (1)–(4) perform multiple imputation regressions with OLS
over all 100 imputations. Columns (5)–(8) present the second stage of 2SLS estimated on the point estimate of the median imputed series.
The first stage of the 2SLS regression is presented in the Online Appendix. Referring to the Cragg–Donald (C–D) F-statistic, the test’s null
hypothesis is that the set of instruments is weak. For this weak instrument test, Stock–Yogo critical values for 10%/25%maximal IV size are
13.43/5.45 for the 2SLS specification with three excluded instruments and 19.93/7.25 for the 2SLS specification with two excluded
instruments. The Hansen J-statistic tests for exogeneity of the set of instruments and has null hypothesis that the set of instruments is
exogenous. The panel runs from 1960–2010 for all specifications. ***/**/* represent significance at the 0.01/0.05/0.10 levels, respectively.

FIGURE 3. Marginal Effect of Democracy as a
Function of the Initial Inequality Level

Note: Thefigure is basedon regressionestimates fromcolumn (6)
of Table 3. Dashed lines represent 95%confidence intervals. The
histogram is of the predemocracy levels of income inequality

21 Online Appendix Table A.3 reruns the estimations from Table 3
with four laggeddependent variables.The estimated long-run impacts
are nearly the same as those displayed in Table 3.
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Estimating adynamicmodelwith a laggeddependent
variable as a regressor may suffer from the so-called
dynamic panel bias (Nickell 1981). We note, however,
that the size of the bias (1/T) decreases with T (Judson
andOwen 1999) and should not be a first-order concern
given the time period we consider. In the Online
Appendix, we provide some alternative specifications
using alternative estimators.22

Columns (7)–(8) of Table 3 present results from a
2SLS procedure. We consider both the democracy
indicator and its interaction term as potentially
endogenous and instrument for both of them. Thus, the
first stage equations we estimate are:

D 0; 1ð Þi;t�1 ¼ zGinit�1þh1Zi;t�1þh2Zi;t�1 3Ginii

þ uGDPi;t�1 þ gi þ dt�1 þ ei;t�1

D 0; 1ð Þi;t�13Ginii ¼ zGinit�1 þ h1Zi;t�1þh2Zi;t�13Ginii

þ uGDPi;t�1 þ gi þ dt�1 þ ei;t�1;

(5)

where Zi,t21 is the excluded democratic wave instru-
ment. We use the fitted values from equation (5) in the
second stage to estimate:

Ginii;t ¼ rGinii;t�1 þ a2S
1 D d0; 1ð Þi;t�1

þa2S
2 Db0; 1ð Þi;t�1 3Ginii þ bGDPi;t�1 þ gi þ dt þ ui;t:

(6)

In themain text,wepresentonly the second stage results
(with therequiredfirst-stagediagnostics).Wereport results
from 2SLS specifications that are over-identified. In order
to have an over-identified specification, as a third excluded
instrumentwealsouse theregionalwavemeasure fromfive
years before our one-year lagged democratization regres-
sor (or the sixth lag of the share of a country’s region that is
democratically governed). As in the OLS regressions, the
unconditionaleffectofaswitchtodemocracy is insignificant
whenwe instrument for democracy. However, conditional
on initial levels of inequality, the effect is highly statistically
significant [columns (7)–(8)]. Cragg–Donald F-statistics
indicate that the set of instruments is strong (well above the
rule of thumb 10). Moreover, the tables report the
Stock–Yogo critical values to which the Cragg–Donald F-
statistics refer and the null hypothesis that the set of
instruments is weak is soundly rejected. TheHansen J-test
has a null hypothesis that the set of excluded instruments
can be considered exogenous and the large p-values
comfortably confirm the validity of the set of instruments
along thisdimensionaswell.First stage results areavailable
in Online Appendix Table A.2.

We also calculated the implied long-run impact of a
switch to democracy and report similarly that democ-
ratization, on average, brings extreme income dis-
tributions towards a middle ground. The estimates from

column (8) imply that a switch to democracy for an
autocracywithan initial inequality level at the10th(90th)
percentile leads toa long-run increasebymorethanthree
points (decrease by about three points) of the Gini
coefficient. Suchmovements correspond to a nearly one-
third reduction in the gap between the 90th and 10th
percentile inequality levels for autocratic countries.
Moreover, the long-run effects from 2SLS estimates are
quite close to those from the simple OLS estimates.

We note the large coefficient on the lagged dependent
variable (around 0.90) across the Table 3 specifications,
which indicates that the inequality indicator does not
change a lot fromone year to another. Since theweight of
the autoregressive coefficient is crucial for the computa-
tion of the long-run effect [see equation (3)], we consider
alternative estimations to get at the long-run effect of a
democratization episode. In Table 4, we consider longer
lagsof thedemocratizationvariableaswell as longerpanel
lengths. With the annual panel data, columns (1) and (2)
estimate thefive-year laggedeffectof thedemocratization
variable, while columns (3) and (4) estimate the effect of
democratization events lagged by ten years. Tables A.4
andA.5 in the Online Appendix show the corresponding
2SLS results from these specifications.

Table 4 also considers longer panel lengths in columns
(5)–(8). Longer panel lengths may capture more sub-
stantive variation in the variables between each obser-
vation, which should reduce the impact of the
autoregressive term.23 Starting from 1960, we take the
variables’ values in the first year of each five-year time
period (for the five-year panels) and in the first year of
each ten-year time period (for the ten-year panels).
Lagged variables are thus lagged by one panel period.
Note that the autoregressive term is much less important
in the longer-termpanels and theestimatedcoefficientsof
interest are larger, since they already reflect a longer run
impact (five or ten years). For the ten-year panel, the
autoregressive term is much less important (0.25 against
0.90 for the yearly panel) and theestimated coefficients of
interestareevenbigger, reflectinga largerportion(almost
all) of the entire long-run effect. The long-run impact
computed for the 90th and 10th percentile inequality
levelsarequite similar to those fromtheyearlypaneldata.
This suggests that the yearly panel estimations, with their
strong autoregressive term, consistently estimate the
long-run impact of democratization. Since the yearly
panel seems to provide a consistent estimate of the long-
run impact in line with the longer-run panels, we have
chosen to show results from theyearly panel in the coreof
the paper. However, the Online Appendix presents our
main results estimated over five-year panels as well.

Robustness Analysis and Further Results

This subsection presents some of the various robustness
checks thatwe have conducted aswell as several further
results.

22 First, we use difference (Arellano and Bond 1991) and system
(Blundell andBond 1998)GMMestimators, thoughwe note that they
aremore adapted to smallT and largeN samples. Second, we also use
theLSDVbias-corrected dynamic panel data estimator (Bruno 2005),
which yields estimates that are very close to our baseline OLS esti-
mation in column (6). See the Online Appendix for more details.

23 Also, note that the longer panel lengths may reduce mis-
specifications in the exact timing of the democratization events.
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Restricted Sample: Dropping the Eastern Bloc and
Other Regions

Table 5 considers restricting the sample by geographical
region. In Panel A we present the results from MI OLS
estimations, and Panel B presents the results of 2SLS
estimations on the median imputed series. First, column
(1) drops countries that were part of the former Soviet
Unionorsignatories totheWarsawPact.24That theresults
are generally quite similar after dropping these groups of
countries is reassuring.25 Columns (2)–(5) alternatively
drop the other geographical regions that may have been
influential from the sample. For both the MI OLS and
the 2SLS regressions, coefficient estimates and

predicted long-run changes in inequality levels remain
stable across the various samples. The nonlinearity is
not being driven by a particular group of countries, but
the pattern appears to be more general.26

Alternative Democracy Indicator Coding

Our composite indicator has themerit of includingmany
dimensions of democracy that could be relevant and
which are possibly complementary in explaining public
policyoutcomes thataffect inequality levels.However,as
explainedearlier, ithasalsosomeweaknesses. InTable6,
we provide a sensitivity analysis focusing on alternative
democracy indicators. Estimating both OLS specifica-
tions with the multiply imputed data and 2SLS specifi-
cations with the median imputed series, we consider the
following alternative indicators. First, we construct a
binary indicator based only on the Polity2 score. As is
common, the indicator defines a country-year observa-
tion as a democracy for positive values and as a non-
democracy for nonpositive values of the Polity2 index.
Next,we simplyuse the rawPolity2 indexasa continuous
variable.As there isnoprecise transitiondate,weuse the
once-lagged Gini coefficient for the interaction term
whenemploying thecontinuousmeasure.27The long-run
effects are calculated for a within-sample one-standard

TABLE 4. Longer Lag Periods and Longer Panels

Multiple imputations (all 100 series)—Ordinary least squares

Annual panel data 5-year panel data 10-year panel data

5-year lag democracy 10-year lag democracy 5-year lag 10-year lag

(1) (2) (3) (4) (5) (6) (7) (8)

Democracyt2a 20.033 0.903*** 20.018 0.756** 20.174 4.122*** 20.601 5.805**
(0.10) (0.33) (0.11) (0.36) (0.49) (1.44) (0.97) (2.79)

Democracyt2a 3 Gini 20.024*** 20.020** 20.110*** 20.158**
(0.01) (0.01) (0.04) (0.07)

Log GDP per capitat2b 0.443** 0.403** 0.472** 0.447** 1.809** 1.661** 1.893 1.573
(0.18) (0.18) (0.22) (0.22) (0.77) (0.77) (1.29) (1.27)

Ginit2b 0.895*** 0.894*** 0.884*** 0.880*** 0.549*** 0.561*** 0.241** 0.263**
(0.01) (0.01) (0.02) (0.02) (0.06) (0.05) (0.12) (0.12)

Joint F-test p-value – 0.018 – 0.116 – 0.014 – 0.078
L–R effect at 10th p. Gini – 1.54 – 1.21 – 1.53 – 1.15
L–R effect at 90th p. Gini – 22.90 – 22.04 – 23.48 – 23.14

Country & year FE’s Yes Yes Yes Yes Yes Yes Yes Yes
N 3,464 3,464 2,685 2,685 714 714 256 256
Countries 165 165 145 145 160 160 129 129
Years 1965–2010 1970–2010 1965–2010 1975–2005

Note:a represents5years incolumns (1)–(2)and (5)–(6).a represents10years incolumns(3)–(4)and (7)–(8).b represents1year incolumns
thatemployyearlypanels (1)–(4).b represents5years incolumns (5)–(6) and10 lags in columns (7)–(8).Robust standarderrorsclusteredby
country are in parentheses. ***/**/* represent significance at the 0.01/0.05/0.10 levels, respectively.

24 While we do not have data for all of these countries, modern states
that were formerly part of the Soviet Union include Russia, Ukraine,
Uzbekistan, Kazakhstan, Belarus, Azerbaijan, Georgia, Tajikistan,
Moldova, Kyrgyzstan, Lithuania, Turkmenistan, Armenia, Latvia,
and Estonia. The original signatories to the Warsaw Treaty Organ-
ization were the Soviet Union, Albania, Poland, Czechoslovakia,
Hungary, Bulgaria, Romania, and theGermanDemocratic Republic.
25 Henderson, McNab, and Rózsás (2005) interestingly note that
inequalities in these socialist autocratic regimes were much higher
than official data suggests. Moreover, a legitimate concern is that
autocratic countries are not as transparent with economic data as
democratic countries are and this could bias the results (see, e.g.,
Hollyer, Rosendorff, and Vreeland 2014, 2015). As a further
robustness test, Table A.10 of the Online Appendix, shows that the
results are robust if we systematically drop the least transparent
autocratic countries, according to the transparencymeasure provided
by Hollyer, Rosendorff, and Vreeland (2014) or by the transparency
index of the Freedom House. While there is certain to be some
misreporting of inequality data in the least transparent, it does not
seem to be a source of bias for our estimations.

26 Additionally, Online Appendix Table A.11 computes jackknifed
average estimates and standard errors by dropping one country at a time.
27 Note somedrawbacks of using this continuousmeasure in our study: (i)
we cannot compute a clear long-run impact of a switch to democracy and
(ii)wecannotrelyonthepredemocratizationlevelof inequality tomeasure
our conditional effects since there is no clear democratization date.
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deviation of the Polity2 index. Third, we use the binary
indicator provided by Boix, Miller, and Rosato (2012).
Results are robust to these alternative codings for the
democracy indicator.28 Columns (1)–(3) perform

multiple imputation regressionsover all 100 imputations,
while columns (4)–(6) present the second stage of 2SLS
regressions using the median imputed series. Note that
we have reconstructed analogous instrumental variables
using these data sets as in equation (1). First stage results
from the 2SLS specifications are shown in Online
Appendix Table A.7.

Placebo Tests

In Table 7, we have conducted several placebo tests to
demonstrate that it is the process of democratization

TABLE 5. Alternative Samples

Panel A

Multiple imputations (all 100 series)—Ordinary least squares

Excluding
USSR &

Warsaw Pact

Excluding N.
Africa &

Middle East

Excluding
S. Saharan

Africa

Excluding
Latin Am. &
Caribbean

Excluding
Asia &

the Pacific
(1a) (2a) (3a) (4a) (5a)

Democracyt21 0.997** 1.076*** 0.892** 0.901** 1.157***
(0.47) (0.36) (0.35) (0.42) (0.42)

Democracyt21 3 Gini 20.026** 20.028*** 20.022*** 20.024** 20.030***
(0.01) (0.01) (0.01) (0.01) (0.01)

Log GDP per capitat21 0.375** 0.315* 0.281 0.383** 0.417*
(0.18) (0.17) (0.19) (0.19) (0.23)

Ginit21 0.910*** 0.907*** 0.905*** 0.903*** 0.903***
(0.01) (0.01) (0.01) (0.01) (0.01)

Joint F-test p-value 0.045 0.007 0.030 0.093 0.007
L–R effect at 10th p. Gini 2.10 2.17 2.23 1.41 2.16
L–R effect at 90th p. Gini 23.58 23.79 22.37 23.59 24.08

Panel B

Median imputed series—two-stage least squares, second stage

Excluding
USSR &

Warsaw Pact

Excluding N.
Africa &

Middle East

Excluding
S. Saharan

Africa

Excluding
Latin Am.

& Caribbean

Excluding
Asia &

the Pacific
(1b) (2b) (3b) (4b) (5b)

Democracyt21 1.213** 1.445*** 1.283*** 1.060** 1.687***
(0.62) (0.44) (0.39) (0.48) (0.53)

Democracyt21 3 Gini 20.030** 20.038*** 20.033*** 20.024 20.042***
(0.01) (0.01) (0.01) (0.02) (0.01)

Log GDP per capitat21 0.342** 0.266 0.187 0.364* 0.438**
(0.17) (0.17) (0.18) (0.19) (0.21)

Ginit21 0.893*** 0.894*** 0.901*** 0.894*** 0.886***
(0.01) (0.01) (0.01) (0.01) (0.01)

Joint F-test p-value 0.072 0.001 0.003 0.084 0.001
L–R effect at 10th p. Gini 2.43 2.52 2.44 2.85 3.22
L–R effect at 90th p. Gini 23.26 24.57 24.24 21.74 24.14

Excluded instruments 3 3 3 3 3
C–D F-stat on excl. IV’s 72.69 59.02 70.54 70.30 83.30
Hansen J-stat p-value 0.652 0.851 0.821 0.720 0.314

Country & year FE’s Yes Yes Yes Yes Yes
N 3,571 3,574 3,043 3,114 3,187
Countries 143 150 121 134 136
Democracy changes 59 66 44 56 46

Note: Robust standard errors clustered by country are in parentheses. The first stage regressions of the 2SLS results can be found in the
Online Appendix. Stock–Yogo critical values for 10%/25% maximal IV size are 19.93/7.25. The panel runs from 1960–2010 for all spec-
ifications. ***/**/* represent significance at the 0.01/0.05/0.10 levels, respectively.

28 Table A.13 in the Online Appendix considers three additional
alternativemeasures of democracy, including alternative codingswith
the Polity2 index, the binary indicator of Cheibub, Gandhi, and
Vreeland (2010), and the machine-learning index developed by
Gründler and Krieger (2016), which does not rely on arbitrary cutoff
pointsandprovidesendogenousweightswhenaggregating thevarious
dimensions of democracy into a single index.
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that leads to the “middle ground” convergence of
inequality levels, rather than some more general mean
reversion process. For each of the four placebos we
consider, we first present the unconditional effect of

the placebo and then the conditional effect, where
the placebo treatment is interacted with the level
of inequality five years earlier. First, we consider in
columns (1)–(2) a ten-year lead on within-sample

TABLE 6. Alternative Democracy Indicators

Multiple imputations—OLS Median imputed series—2SLS

Polity IV
binary

Polity IV
continuous

Boix et al.
binary

Polity IV
binary

Polity IV
continuous

Boix et al.
binary

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

Democracyt21 1.075*** 0.066** 0.826** 1.556*** 0.143** 2.108***
(0.35) (0.03) (0.35) (0.47) (0.06) (0.71)

Democracyt21 3 Gini 20.027*** 20.002*** 20.020** 20.041*** 20.004** 20.047***
(0.01) (0.00) (0.01) (0.01) (0.00) (0.02)

Log GDP per capitat21 0.364** 0.361** 0.377** 0.323* 0.256 0.316*
(0.17) (0.17) (0.17) (0.17) (0.18) (0.17)

Ginit21 0.911*** 0.903*** 0.906*** 0.899*** 0.890*** 0.896***
(0.01) (0.01) (0.01) (0.01) (0.01) (0.01)

Joint F-test p-value 0.006 0.023 0.059 0.004 0.040 0.007
L–R effect at 10th p. Gini 2.45 0.85 2.11 2.77 1.53 5.98
L–R effect at 90th p. Gini 23.65 21.56 22.15 25.27 23.01 23.14

Excluded instruments – – – 3 3 3
C–D F-stat on excl. IV’s – – – 54.35 56.13 34.61
Hansen J-stat p-value – – – 0.911 0.526 0.905

Country & year FE’s Yes Yes Yes Yes Yes Yes
N 3,661 3,551 3,955 3,661 3,551 3,955
Countries 143 143 162 143 143 162
Democracy changes 64 – 56 64 – 56

Note: Robust standard errors clustered by country are in parentheses. For the continuousmeasures of democracy, the long-run effects are
calculated for awithin-sampleone-standarddeviationof thePolity IV index.Thefirst stage regressionsof the2SLS results canbe found in the
Online Appendix. Stock–Yogo critical values for 10%/25% maximal IV size are 19.93/7.25. The panel runs from 1960–2010 for all spec-
ifications for the binary indicators and 1961–2010 for the continuous indicator. ***/**/* represent significance at the 0.01/0.05/0.10 levels,
respectively.

TABLE 7. Placebo Tests

Multiple imputations (all 100 series)—Ordinary least squares

10-year lead 15-year lead Democratic breakdown Civil war

(1) (2) (3) (4) (5) (6) (7) (8)

Placebot21 0.007 0.004 20.054 20.055 20.006 20.865* 0.025 0.020
(0.09) (0.09) (0.09) (0.09) (0.11) (0.49) (0.13) (0.14)

Placebot21 3 Gini 20.018 20.009 0.021* 20.007
(0.02) (0.02) (0.01) (0.04)

Log GDP per capitat21 0.464*** 0.466*** 0.452** 0.456** 0.408** 0.384** 0.413** 0.413**
(0.18) (0.18) (0.18) (0.18) (0.17) (0.16) (0.17) (0.17)

Ginit21 0.903*** 0.916*** 0.903*** 0.910*** 0.901*** 0.895*** 0.901*** 0.907***
(0.01) (0.02) (0.01) (0.02) (0.01) (0.01) (0.01) (0.04)

Joint F-test p-value – 0.734 – 0.765 – 0.207 – 0.968

Country & year FE’s Yes Yes Yes Yes Yes Yes Yes Yes
N 3,813 3,813 3,596 3,596 4,103 4,103 4,103 4,103
Countries 165 165 163 163 169 169 169 169

Note: Robust standarderrors clusteredbycountryare in parentheses.Thepanel runs from1960–2010 for all specifications, but gets trimmed
by the lead times for affected countries. ***/**/* represent significance at the 0.01/0.05/0.10 levels, respectively.
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democratization episodes as the placebo treatments.
For example, Hungary democratized in 1989, so we set
its placebo treatment to 1979. Columns (3)–(4) alter-
natively consider a fifteen-year lead. Reassuringly,
neither the placebo treatments nor their interactions
with the initial inequality level have a statistically sig-
nificant effect on net income inequality levels. In col-
umns (5)–(6), we consider the effect of democratic
breakdowns. The placebo here takes value one for
country-years where the political institution switches
from democratic to autocratic and zero otherwise.
Notice that the conditional effect of democratic
breakdown is statistically significant, but the effect is
opposite from a transition to democracy—inequality
levels revert away from the middle ground, back to the
extremes. Finally, columns (7)–(8) investigate the
impact of a civil conflict, using the coding of an “internal
armed conflict” from the data presented by Themnér
and Wallensteen (2013). The civil conflict placebo
treatment is also insignificant.

Further Results and Robustness Checks

In addition to the robustness checks already presented
in the main text, we have some further results that
appear in the Online Appendix that are worth men-
tioning here. In TableA.8, we include a battery of time-
varying covariates into the baseline 2SLS regressions in
order to block off channels throughwhich the exclusion
restriction might be violated. Notably, we add time-
varying controls for economic openness, migration
patterns, incidence of civil conflict in the region, and
regional trends in inequality. In all cases, the set of
excluded instruments remains strong when we control

for these time-varying variables, the coefficients of
interest remain highly statistically significant, and the
calculated long-run effects are quite close to those from
our baseline specification.29

Tables A.10–A.11 consider further analysis on
sample restrictions, including dropping the countries
that perform the worst according to economic trans-
parency and several jackknifingprocedures. TableA.12
presents estimation results from alternative dynamic
panel models (LSDVC and GMM). Table A.13 exam-
ines somemore alternative democracy indicators. Table
A.14 controls for autocratic regime type and Table A.15
shows the results frommodelswith simplified interaction
terms. Furthermore, in Tables A.18–A.20, we show that
all of ourOLSresults using themultiple imputations data
from themain text are robust to estimation over the five-
year panels.

Market Income Inequality

In Table 8, we use the grossGini coefficient, rather than
the net Gini coefficient. When using the gross Gini, the
coefficient estimates on the effect of democratization
are very similar to the impact on the net Gini—the
estimated effects lie well within their respective con-
fidence intervals. This may indicate that the impact of
democratization on the net Gini mostly occurs through
changes in the market Gini and that pure fiscal redis-
tribution is not the driving force behind the changes in
the netGini that we observe following democratization.

TABLE 8. Effect of Democracy on the Gross Gini Coefficient and Fiscal Redistribution

Multiple imputations—ordinary least squares

Net Gini Market Gini
Fiscal redistribution

(1) (2)

Initial inequality

Low High
(3) (4)

Democracyt21 0.975*** 0.872* 20.003 0.002
(0.34) (0.47) (0.01) (0.01)

Democracyt21 3 Gini 20.026*** 20.021**
(0.01) (0.01)

Log GDP per capitat21 0.356** 0.308* 20.003 20.004
(0.16) (0.17) (0.01) (0.01)

Lagged DV 0.905*** 0.911*** 0.763*** 0.784***
(0.01) (0.01) (0.03) (0.03)

Joint F-test p-value 0.010 0.092 – –

Long-run effect at 10th p. Gini 1.82 0.91 – –

Long-run effect at 90th p. Gini 23.52 23.79 – –

Country & year fixed effects Yes Yes Yes Yes
N 4,092 4,092 2049 2043
Countries 167 167 97 99

Note: Robust standarderrorsclusteredbycountryare inparentheses.Thepanel runs from1960–2010 for all specifications. ***/**/* represent
significance at the 0.01/0.05/0.10 levels, respectively.

29 We also have implemented the methodology of Conley, Hansen,
andRossi (2012) inorder tomakevalid inference if the instrumentsare
not strictly exogenous, which we discuss there.
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Moreover, columns (3)–(4) provide some evidence to
this effect. Here, we take the difference between the
market and thenetGini, normalizedby themarketGini,
as ameasureoffiscal redistribution. Splitting the sample
at the median value for the net Gini, we show that
there is no impact of democratization on thismeasure of
fiscal redistribution, for neither the low nor the high
inequality countries.30

DISCUSSION

Heterogeneous Outcomes and
Heterogeneous Mechanisms

In this section,weevaluate several possiblemechanisms
that could be driving the conditional income inequality
dynamics. From the theoretical perspective, we expect
policy adjustments that follow democratization to be
heterogenous according to whether the autocratic
political coalition that precedes democratic transition
included the elite (characterized by high inequality) or
the poor (characterized by low inequality). We view
these differentiated policy changes as an indication that
the coalitions that benefited from (or were targeted by)
autocratic policies had very different characteristics

across the sample of democratizations. We also argue
that the variation in coalition-preferred policies among
the autocracies may explain the variation in pre-
transition inequality levels. This section provides an
exploratory analysis into how a range of policy areas,
which may be transmission mechanisms for inequality
dynamics, responddifferentially todemocratization.To
do so, we conducted a series of split-sample regressions.
For each policy area that we investigate, we split the
sample with respect to initial, predemocracy inequality
levels at the calculated predemocracy inequality level at
which the estimated impact of democratization on the
Gini coefficient switches frompositive to negative [at 38.55
from column (6) of Table 3]. The two main policy area
categories are (i) fiscal redistribution, state capacity, and
public goods and (ii) economic regulation and economic
freedoms.

Our investigation concerns six different specific
public policy outcomes, for each of which we have run
the pair of subsample regressions. For expositional ease,
we have plotted the coefficient of interest (on democra-
tization) for each of these 12 regressions in Figure 4. Lines
around the point estimates represent 95% confidence
intervals. Tables A.16 and A.17 in the Online Appendix
present the dynamic fixed-effects panel regressions that
underlie the coefficient plots presented here.

Fiscal Policy and Redistribution

Wedo not expect democratization to affect inequalities
through a pure fiscal redistribution mechanism. Col-
umns (3)–(4) of Table 8 establish this point when the
sample is split at the median value for the net Gini
coefficient. Here, we repeat the exercise, splitting the

FIGURE 4. Some Heterogeneous Transmission Mechanisms

Note: The estimatedmarginal effect of a democratic transition on a series of policy areas for the subsamples with high initial inequality (gray
diamonds) and low initial inequality (black dots), where the subsample cutoff is a net Gini coefficient of 38.55. The lines about the point
estimates represent 95% confidence intervals

30 Solt (2016) points out that the market Gini data relies on gross-to-
net ratios from other countries, particularly for formerly Communist,
African, and Latin American countries. As many of the transitions
come from these regions, the similarity in responses ofmarket and net
Gini to democratization may be an artifact of the SWIID inequality
data. Given this, the results using the market Gini should be inter-
preted with caution.
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sample according to initial inequality levels at 38.55 and
estimate the impact of democratization on direct fiscal
redistribution, calculated as the normalized difference
between the market and net Gini coefficients. Figure 4
reveals that direct fiscal redistribution is not affected
by democratization, for neither the low nor the high
inequality subsamples.

As direct fiscal redistribution does not seem to be
driving the middle ground effect, we proceed to inves-
tigate other potential channels. First, and perhaps most
generally, democracies tend to invest in state capacity, in
the sense that states with greater capacity are more able
to make citizens pay taxes, which in turn may be used to
intervene in the economy. Following Acemoglu et al.
(2015), we use the state capacity measure of Arbetman-
Rabinowitz et al. (2014), which corresponds to the tax
revenue to GDP ratio compared to what would be
predicted by the development level and other charac-
teristics of a country. Figure 4 indicates that democra-
tization increases state capacity in the high inequality
subsample, but there is no statistically significant effect in
the low inequality subsample.31 We interpret this as
support for the notion that newly democratic govern-
ments developfiscal capacity that allows them toprovide
somepro-poor public goods thatmay reduce inequalities
in the high inequality subsample. Our next result con-
firms this interpretation.

Public Goods

There is existing evidence of an unconditional impact
of democratization on the public health of the poor,
proxied by infant mortality (Acemoglu et al. 2017;
Besley andKudamatsu 2006;Kudamatsu 2012), though
disputedbysomescholars (notably,Ross2006).Wealso
investigate infant mortality rates, using data from the
WDI, but find a heterogeneous effect of democra-
tization. In Figure 4, we see that democratization
improves infant mortality only for the high-inequality
subsample, which supports the notion that democra-
tization improves pro-poor policies in the autocracies
whosewinningcoalitionspreviouslyexcludedthepoor.32

This outcome can of course be seen as a by-product of
more general policies targeted to the poor that reduce
inequality (in line with the narrow coalition stories we
presented previously) but it can also be seen as a direct
channel throughwhich inequality canbereducedas it can
directly affect economic empowerment. Good health
affects labor productivity (Bloom, Canning, and Sevilla
2004), increases life expectancy and thus fosters invest-
ment in education (Jayachandran and Lleras-Muney
2009), or improves school attendance and perform-
ance (Jackson et al. 2011).

Economic Liberalization

We next examine the extent to which liberalizing
political institutions are associated with economic

liberalizations that make economies more competitive
through, for example, the removal of barriers to entryor
trade (Chen and Li 2018; De Haan and Sturm 2003;
Djankov et al. 2002; Fidrmuc 2003; Méon and Sekkat
2016; Rode and Gwartney 2012). Increased entrepre-
neurial opportunities may allow for some new high
incomes to be created, increasing inequality, especially
in economies where opportunities for income growth
and the resulting income inequality were suppressed
by egalitarian populist policies. We expect that this
mechanism could explain the increase in inequality
observed in low inequality countries. We use data from
the Fraser Institute on the degree of regulation on
credit, labor, andgoodmarkets; the strengthofproperty
rights protection; and the extent to which domestic
actors are “free to trade” internationally.33 For all three
indicators, higher values indicate more free-market
policy environments, i.e., greater economic freedom.
For regulatory quality and freedom to trade, Figure 4
confirms our intuition that increases in inequalities in
the egalitarian autocracies upon political liberalization
may have been driven by an accompanying economic
liberalization (at least concerning regulatory quality
and freedom to trade internationally).34 There was,
however, no impact on the protection of property rights
for either of the subsamples.

On the whole, our results concerning the channels
through which democratization impacts income inequality
reveal that just as the impact on inequality levels is
conditional upon the initial degree of inequality, so too
are the policy channels through which the effect may
operate.35 Autocracies that were dominated by the
elite see democratization expand the winning political
coalitions to include the poor and a shift towards more
pro-poor policies, which increases the incomes of the
poor and reduces inequality levels. Our results suggest
that this is accomplished through a redistribution of
market opportunities via state development andpublic
goods provision, as opposed to a direct fiscal redis-
tribution as is often supposed. On the other hand,
egalitarian autocracies see democratization expand
the winning political coalitions to include more higher
class interests and a shift towards more free market
policies, which allows for income growth through
entrepreneurial activities and an increase in inequality
levels. On the whole, we interpret the impact of democ-
ratization to be an expansion of economic empowerment
and opportunities towards the previously excluded seg-
ment of society, which increases the market potential of

31 Acemoglu et al. (2015) report a statistically significant uncondi-
tional effect of democratization on this measure of state capacity.
32 These findings are similar to those from Ross (2006).

33 The Fraser Institute is a unique source for indicators of economic
regulations spanning the long timeperiod of our sample. It is available
from 1970–2010 and covers most of the democratic transitions of our
sample.
34 This accords with the empirical evidence concerning financial lib-
eralization and inequality (De Haan and Sturm 2017).
35 As testing a variety ofmechanisms could be subject to themultiple-
testing critique, we have also calculated the Bonferroni-corrected
confidence intervals, following Dunn (1961), and present in the
Online Appendix the analogous coefficients plot figure with these
corrected confidence intervals (corresponding to 99.2% confidence
level). Statistically significant asymmetric effects remain for the state
capacity, infant mortality, and regulatory quality variables.
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those segments and drives the middle ground effect on
income inequality levels that we have documented in our
principal analysis.

Comparison with Related Literature

The paper is most closely related to Acemoglu et al.
(2015), who also investigate the effect of democracy on
levels of inequality. The literature review found there
convincingly argues that there is no empirical consensus
concerning the effect of democracy on inequality levels.
Using fixed-effects panel regression techniques, Ace-
moglu et al. (2015) findmainly null results in tests of the
unconditional correlation between democracy and
income inequality, which are confirmed by Gründler
and Krieger (2016) and Knutsen (2015).

Acemoglu et al. (2015) do, however, include some
specifications which allow for democracy to have het-
erogeneous effects according to land inequality, share
of agriculture in the economy, as well as top and bottom
decile income shares. They find some evidence of a
heterogeneous effect with regard to the distribution of
land and with regard to the agricultural share.36 How-
ever, they find no consistent evidence that bottom or
top decile income shares shape postdemocratization
income inequality dynamics. Our paper complements
their results substantially. The conditional effect thatwe
have investigated is more general and rests on the
intuition that democracy provides a middle ground on
which societies with relatively extreme income distributions
can converge. Furthermore, we have pursued an instru-
mental variables strategy and demonstrated that the
conditional effect of democracy on income inequality can
be interpreted causally.

In our investigation of the channels through which
democratization may affect inequality, the result that
directfiscal transfersdonot increaseupona transition to
democracy is consistent with existing evidence for
England and European countries provided by Aidt,
Dutta, andLoukoianova(2006)andAidt,Daunton,and
Dutta (2010). As in our study, those authors find that
democracy increases the amount of public expenditure
on health (as well as education). We push the analysis
further by investigating a conditional effect and focuson
a broader range of countries.

Even though our paper has considered the effect of
democratization on inequality levels, it is also relevant
for the literature on the causes of democratization. The
canonical rational choice model of democratization
(Acemoglu and Robinson 2001, 2006; Boix 2003) sup-
poses that democratically determined fiscal redistribution
follows the logic established by Meltzer and Richard
(1981), where democracies with greater inequality
redistribute more. In those models of democratization,
higher inequalitiesaffect theprobabilityofatransitionand
are associated with greater redistribution if the country
democratizes.

We have demonstrated that inequality does fall fol-
lowing democratization, but on average, only in coun-
trieswhere inequalitywas initially high. Therefore, high
inequality levels can be a source of tension that drives
democratization, but it is not a general pattern because
some autocracies are quite egalitarian with little to
redistribute. Furthermore, the mechanism that drives
reductions in inequality in the high inequality countries
is not direct fiscal redistribution, as supposed by the
redistributionist models of transition. The result that
democratization does not affect inequality through a
purely redistributive channel is consistent with an
emerging literature that suggests that theprimarymotive
for democratization is not purely redistributionist (Aidt
and Jensen 2009;Ansell and Samuels 2014;Haggard and
Kaufman2012;KnutsenandWegmann2016).However,
the fact that highly unequal countries become more
equal throughotherfiscalmechanismsordue tochanges
in economic empowerment does not invalidate the
mechanism highlighted by previous models in which
inequality is the grievance. We see our contribution as
a confirmation that this grievance may well describe
the pressures on autocrats to democratize. We show,
however, that this grievance does not concern all
countries but only a subgroup whose initial inequality
levels were relatively high.

On the other hand, for countries that are initially
characterized by low inequality, the increase in
inequality that follows democratization seems to be
driven by changes inmarket opportunities, which in this
case generate new inequalities. In our mind, this is
consistent with theories of democratization in which
elite competition plays a crucial role (e.g., Ansell and
Samuels 2014, Larsson-Seim and Parente 2013, or
Llavador and Oxoby 2005) or where inefficient eco-
nomic policy is a source of grievance (Dorsch, Dunz,
and Maarek 2016; Dorsch and Maarek 2015). In these
theories, democratization may be associated with
reforms of economic institutions that enhance com-
petition, open up the economy, and promote economic
freedoms in general. Such reformsmay foster structural
transformation and the emergence of a new elite, which
operates in new sectors of the economy, leading to new
economic opportunities for many citizens, enhancing
growth but also increasing inequality levels.Ourmiddle
groundresult andour investigation into themechanisms
reconcile these two strands of the literature on de-
mocracy and inequality and more generally on the
causes of democratization.

CONCLUDING REMARKS

There is no empirical consensus about whether or not
autocracies that democratize become more egalitarian.
We propose that the reason for this is that autocracies
are highly heterogeneous with respect to how incomes
are distributed. Intuitively, autocracies allow for ex-
treme policy outcomes that might not be possible in
democratically governed societies, where policy out-
comes should follow more closely to the middle of the
distribution of policy preferences. Allowing for the

36 See also Ansell and Samuels (2014) for additional evidence of
differential relationships between democracy and land versus income
inequality.
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effect of democracy to interact with predemocracy
inequality levels, we demonstrate a robustly statistically
significant conditional effect of democratization on
inequality levels. Highly unequal autocracies become
more equal following switches to democracy, whereas
egalitarian autocracies become less equal. In sum,
democratization has a strong impact on inequality levels,
but the effect pushes in opposite directions depending
on prevailing levels of inequality prior to the switch
to democracy, which rationalizes the typical null result
found in the literature.An instrumental variable analysis
suggests that the conditional effect of democracy on
income inequality can be interpreted causally.

Moreover, we have provided an initial empirical
venture into the mechanisms that may be driving the
result and demonstrated a heterogeneity there too. In
autocratic countries that were initially egalitarian, de-
mocratization leads to economic liberalization, both
domestically and internationally, which may be leading
to increased inequality following a switch to democracy
in those countries. On the other hand, in autocratic
countries that were initially unequal societies, democ-
ratization seems to improve the state’s capacity, in
general, and it’s provision of pro-poor public goods, in
particular. Both of these mechanisms would be con-
sistent with our broader theoretical observation, that
policy decisions shift towards amiddle ground following
a democratization and that income distributions tend
to follow. In general, it seems that democratization’s
impact on income distribution works through a redis-
tribution of economic empowerment and opportunity,
rather than through direct fiscal redistributions that
have been emphasized in previous theoretical work.

SUPPLEMENTARY MATERIAL

To view supplementary material for this article, please
visit https://doi.org/10.1017/S0003055418000825.

Replication materials can be found on Dataverse at:
https://doi.org/10.7910/DVN/D64FNB.
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“The Hidden Inequality in Socialism.” Independent Review 9 (3):
389–412.

Hollyer, James R., B. Peter Rosendorff, and James Raymond
Vreeland. 2014. “Measuring Transparency.” Political Analysis 22
(4): 413–34.

Hollyer, James R., B. Peter Rosendorff, and James Raymond
Vreeland. 2015. “Transparency, Protest, and Autocratic Insta-
bility.” American Political Science Review 109 (4): 764–84.

Houle, Christian. 2009. “Inequality and Democracy: Why Inequality
Harms Consolidation but Does Not Affect Democratization.”
World Politics 61 (4): 589–622.

Huntington, Samuel P. 1993.The ThirdWave: Democratization in the
Late Twentieth Century. Vol. 4. Norman: University of Oklahoma
Press.

Jackson, Stephanie L., William F. Vann Jr., Jonathan B. Kotch,
Bhavna T. Pahel, and Jessica Y. Lee. 2011. “Impact of Poor Oral
Health on Children’s School Attendance and Performance.”
American Journal of Public Health 101 (10): 1900–6.

Jayachandran, Seema, and Adriana Lleras-Muney. 2009. “Life
Expectancy and Human Capital Investments: Evidence from
MaternalMortalityDeclines.”Quarterly Journal of Economics 124
(1): 349–97.

Jones, Benjamin F., and Benjamin A. Olken. 2005. “Do Leaders
Matter? National Leadership and Growth Since World War II.”
Quarterly Journal of Economics 120 (3): 835–64.

Judson,RuthA., andAnnL.Owen. 1999.“EstimatingDynamicPanel
Data Models: A Guide for Macroeconomists.” Economics Letters
65 (1): 9–15.

Kaufman,RobertR. 2009.“ThePoliticalEffects of Inequality inLatin
America: Some Inconvenient Facts.” Comparative Politics 41 (3):
359–79.

Keefer, Philip. 2009. “Inequality, Collective Action, and Democra-
tization.” PS: Political Science & Politics 42 (4): 661–6.

Knutsen, Carl Henrik. 2015. “Reinvestigating the Reciprocal Rela-
tionship Between Democracy and Income Inequality.” Review of
Economics & Institutions/Economia, Societa e Istituzioni 6 (2):
1–37.

Knutsen, Carl Henrik, and Simone Wegmann. 2016. “Is Democracy
about Redistribution?” Democratization 23 (1): 164–92.

Kudamatsu, Masayuki. 2012. “Has Democratization Reduced
Infant Mortality in Sub-Saharan Africa? Evidence from Micro
Data.” Journal of the European Economic Association 10 (6):
1294–317.

Kuznets, Simon. 1955. “Economic Growth and Income Inequality.”
The American Economic Review 45 (1): 1–28.

Larsson-Seim,Anna, and Stephen L. Parente. 2013. “Democracy as a
Middle Ground: A Unified Theory of Development and Political
Regimes.” European Economic Review 64: 35–56.

Lindbeck, Assar, and Jörgen W. Weibull. 1987. “Balanced-Budget
Redistribution as the Outcome of Political Competition.” Public
Choice 52 (3): 273–97.

Lipset, Seymour. 1959. “Some Social Requisites of Democracy:
Economic Development and Political Legitimacy.” American
Political Science Review 53: 69–105.

Lizzeri, Alessandro, and Nicola Persico. 2004. “Why Did the Elites
Extend the Suffrage? Democracy and the Scope of Government,
with anApplication toBritain’s ‘ageofReform’.”Quarterly Journal
of Economics 119 (2): 707–65.

Llavador, Humberto, and Robert J. Oxoby. 2005. “Partisan Com-
petition, Growth, and the Franchise”. Quarterly Journal of Eco-
nomics 120 (3): 1155–89.

Madsen, Jakob B., Paul A. Raschky, and Ahmed Skali. 2015. “Does
Democracy Drive Income in the World, 1500–2000?” European
Economic Review 78: 175–95.

Marshall,Monty,KeithJaggers, andTedGurr. 2010.Polity IVProject:
Dataset Users’ Manual. Arlington: Center for Systemic Peace.

Meltzer,AllanH., andScott F.Richard. 1981. “ARationalTheory of
the Size of Government.” Journal of Political Economy 89:
914–27.
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