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Abstract 

Redistribution and the provision of public goods are understood as the basic functions of the state and decision 

over the share of each is ensured via incremental negotiation. Even slight variations in the parameters of voting rules 

may end up with different decisions despite similar preferences of voters. To illustrate this phenomenon, the different 

response in terms of redistribution effort to the recent economic crisis of 2008-2009 in advanced economies will be 

studied. Using country level data and accounting for the severity of the economic crisis, the budget constraints, the 

overall historical size of the welfare state and unemployment dynamics, it will be contended that the size of electoral 

districts and the embedded long-term incentives they create for policymakers matter in explaining the difference in 

short-term social expenditure increases across countries 
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1. Introduction: Redistribution, Public Goods and Decision Making 
 

In the hypothetical conception of the state, individuals come together and agree to impose limits to their 

behavior in order to reduce the uncertainty of interaction and allow for the benefits of exchange. Once property rights 

and terms of interaction are established, the newly found entity needs to perform two inherent functions: public goods 

provision and redistribution (Buchanan and Tullock 1979).    

Why any group needs to provide and manage their “commons” is straightforward. Public goods, the ones that 

are non-excludable, are jointly consumed, difficult to measure and are less a matter of individual choice require 

collective responsibility for an optimal supply (Ostrom 1990).  

The redistribution function is trickier. One can argue that the unanimity to take the collective step towards 

establishing/accepting authority was not unconditional. Just as the state of anarchy enabled certain asymmetries in the 

distribution of wellbeing, it could be easily imagined that the new system of rules would generate a set of different 

asymmetries. Moreover, in the presence of explicit limits to individual behavior, such asymmetries could not be 

corrected by the use of force, which from the very beginning generated a significant risk for all participants to the 

game. No actor would know in advance whether the state would bring gains or losses at individual level (Mueller 

1979).  

Individuals, uncertain regarding their future under the rules of cooperation, are willing to create some form of 

insurance system against the eventuality of an adverse result. Not knowing whether the new conditions will be 

favorable for a sufficient level of consumption, individuals choose to embed redistributive mechanisms that ensure the 

means of subsistence. In other words actors prefer the situation of sharing their wealth in case of success to unabated 

want in case of failure. This collective uncertainty regarding the distributional outcomes of the newly instated rules of 

the game is the reason behind the acceptance of redistribution mechanisms at the core of the state. 

In order to perform the abovementioned functions, any collection of individuals needs to have in place a 

detailed method that explains how decisions get to be made. As it is natural to assume that the group will face choices 

between alternatives, one of the first rules that need to be established is who and how gets to decide of the course of 

action in the name of the group. 

The conceptually simplest form of decision making would be the unanimity rule. When arriving at a situation 

that calls for decision, the expressed choice endorsed by each and every member prevails. Given that individuals are 

not assumed to have identical preferences and that the redistributive dimension of societies implies different 

contributions in taxes and consumption of public versus private goods or transfers, the unanimity rule incrementally 

alters individual choices and reaches a resolution that is acceptable for all participants. The implicit “veto power” of 

each individual requires several iterations and negotiations for reaching the unanimous decision. The unanimity rule, 

despite being theoretically simple and loyal to the purpose of the group, is impractical in larger groups with widely 

different individuals. The time costs of the procedure of negotiation might outweigh the benefits of giving every 

member veto power (Mueller 1979).  
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That is why smaller, more practical majorities are sought in carrying on decision making processes. Between 

the most time costly solution of having all members agree and the swiftest solution of having one single member 

agreeing, equilibrium needs to be found, one that solves the tradeoff between time and inclusiveness. However, 

defining an optimal voting majority, i.e., the percentage of the group at which the utility of adjusting decision to gain 

one more supporter equals the extra loss of time, becomes necessary. Given the infinity of issues on which decisions 

need to be taken, the practical definition of this optimal majority is difficult. Assuming a period in which individuals 

gather and agree on the rule for how decisions will be taken for each category of issues – which would optimize 

between cases of widely different positions and opportunity cost – is again seen as impractical, especially when the size 

of the community is large. The optimal majority is therefore feasible only in conceptual form, but the time and 

information requirements it entails are indeed very high. 

What happens in real collective decision situations, for the sake of straightforwardness, is that the “simple” 

majority rule is defined as 50%+1 of the body of electors. The simplicity of this majority stems from one of the 

implications it carries, namely that it is the smallest percentage that avoids the possibility of equal support for two 

options, which could be contradictory and hamper the process of decision. Once one option gathers the simple majority, 

any other option will by definition have less support behind it. 

Its wide adoption carries interesting implications on the notion of redistribution. The definition of the simple 

majority rule itself contains some form of redistribution (understood as a transfer of utility). Since any deviation from 

the unanimity rule means that some members will be worse off in terms of the outcome chosen by the group, with 

others being correspondingly better off (Olson 1965). 

Assuming the primordial issue on which decision is to be taken, the share between tax and provision of public 

goods and transfers, an ordering of members according to their initial endowment clarifies the incentives for behavior 

and coalitions potential that may exploit the deviation from the unanimity rule and coagulate groups that may impose 

decisions to others. Since by design, some members will surely be worse-off, competition will be played between 

groups fighting to avoid that status. A group of members can easily impose its will and shift the share of tax (or 

generally contribution to public goods) to others, while maintaining the quantity of public good/transfers desired. The 

formation of majorities can occur based on numerous group distinctive features (class, ethnicity, ad-hoc interest) and 

involve any number of issues up for decision, the only condition is that the majority is easily identified. It is argued that 

the incentive for building coalitions that can redistribute utility in one way or another from the minority to the majority 

is embedded in the majority rule. But the codification of majority rule can differ widely and even these differences may 

have significant influence on the particular way and size of redistribution (Persson and Tabellini 2003).  

In real-life operational terms the group decision is the result of the electoral system, which is basically the 

function that transforms individual preferences in collective choices. But these systems vary greatly which may 

generate various outcomes in terms of policy. 

One of the ways in which electoral systems differ is in how districts are drawn and apportioned. Districts turn 

out to play a crucial role in deciding electoral outcomes and, as a consequence, in generating incentives for behavior for 

both candidates and voters.  

In proportional systems, the magnitude, i.e., the number of seats allotted to a certain district, is one of the 

decisive determinants in achieving proportionality. It is believed that the higher the magnitude, the higher the 

proportionality that the system achieves, the proportion of seats reflects closely the proportion of votes. The converse 

holds for smaller district sizes, with the smallest being equal to one – in majoritarian systems, where proportionality is 

known to be low. When districts are equal to unity, many votes are wasted, proportionality is low but governments tend 

to be strong. Where districts are equal to the number of seats at national level, the votes are not wasted at all, 

proportionality is high, but fragmentation and very small parties in Parliament may create less cohesive and decisive 

Governments. Usually, magnitude lies somewhere in between these extremes (Kleinberg and Easley 2010). 

In this line of thought, irrespective of how a certain set of electoral rules got to be established, once 

consolidated, it is believed that they alter the distribution of incentives of their “constituents”, influencing their 

behavior in a significant way (Iversen and Soskice 2006). While the distribution of preferences over various policies 

may be similar in different societies, the institutional framework may interfere or aggregate the preferences in different 

ways, leading to different policy outcomes (Shepsle and Bonchek 1997).  

In effect, electoral rules represent the transmission channel between “the will of the people” and the actual 

implementation of that respective will; the function that transforms abstract perceptions over desired outcomes into 

concrete options over policies. Given this functional relation that reduces the complexity of the choice space to a more 

limited and concrete form, it becomes fairly obvious that even small differences in how this correspondence is actually 

carried out in practice will have significant impact over the way the choices are made (Estlund et. al. 1989).  

It is exactly this rationale that stands at the core of the potential relationship between electoral rules and social 

spending. It can easily be observed that countries with PR systems spend more on social programs than the rest and 

there have been attempts at explaining the possible causal links with the electoral rule playing a non-trivial role (Milesi-

Ferretti et. al. 2002). 
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2. Social Expenditure and the Economic Crisis 

 
The recent financial crisis has brought significant increases in government spending virtually in every advanced 

economy. This is exactly what theory would predict, as the government offsets the unexpected drop in private spending 

that occurs during economic downturns and helps maintain aggregate expenditure, which limits the contractionary gap.  

Of all types of government expenditure, social spending increases during recessions are seen as being more or 

less automatic [23]. As the economy records a significant drop in output, unemployment typically shoots up, incomes 

dwindle and consumption falls. This means that on average, a country will be left with more beneficiaries of social 

spending than in “normal” times. In addition, people left jobless also have greater incentives to go into early retirement, 

as the prospects for them taking new jobs become weaker. Overall, the effect is that of increased expenditure on social 

programs simply because of how welfare systems are designed and not thanks to deliberate decisions of the 

Government.  

Hence, what is expected from all this is simply higher spending on unemployment compensation, pensions, 

health care and social assistance coupled with lower GDP levels, thus resulting in significantly increases in the ratio of 

social spending to GDP.  

In the recent financial crisis that affected most parts of the world starting with 2008, as states accumulated large 

amounts of public debt, the response of Governments has varied significantly in terms of social spending. One could 

say that this is by design, as some welfare systems are purposely created to be more or less sensitive to shocks and, as a 

result, generate different levels of expenditure. This holds to a significant extent, but leaves out a number of other 

possible explanations.  

After all, there is a significant level of discretion of governments over the destination public spending. When 

faced with the constraints of a situation of crisis, the government may decide to reduce funds for certain policies and 

supplement them for others. Even in cases where cuts are made across the board, the affected government level 

programs are not affected in an entirely proportionate way.  

The reasons behind taking such decision may be based on what the situation may rightfully warrant – large 

imbalances, budget constraints – but they may also be stemming from systematic electoral incentives. 

It will be argued here that the difference in social spending recorded over a short period of time also reflects 

institutional arrangements that create a consolidated structure of incentives that shape policy outcomes.  

To see this, one should look at the other plausible determinants of social spending increases in the short run and 

see if after taking out their effects, there is enough variation left that could be explained away by electoral institutions. 

Such determinants could be the severity of the economic crisis, higher negative growth being likely to be associated 

with higher social spending in the short run. Government finance indicators such as the budget deficit or public debt 

would impose limits on how much Governments can borrow and thus probably limit the size of the welfare response. 

Other macroeconomic indicators, such as the difference in unemployment which directly impacts social expenditure in 

a given period of time could also help in painting a clearer picture of this relationship.  

What this empirical illustration sets out to explore is whether the type of electoral institution that a country has 

in place could be seen as a significant factor in the manner in which governments chose to tackle the economic crisis, 

with respect to social spending.  

The recent economic crisis can be seen as an occasion to test and expand the existing knowledge on the subject 

under exceptional conditions.  

The issue is how to properly isolate the effect of the economic crisis on social spending, the goal being that of 

avoiding the various possible misleading paths. Some of the internal or external constraints to decisions regarding 

social spending must be taken into consideration, as should structural characteristics that may prevail over any 

institutional explanations. 

Given the durable effect that institutions have on behavior, one can reasonably ask how this effect actually plays 

out during exceptional circumstances. The financial crisis that affected almost all advanced economies has triggered 

different reactions from Governments. While in all OECD countries that have witnessed negative growth between 2008 

and 2009, social spending did rise, one can easily see large differences in the magnitude of such changes. For example, 

differences in social expenditures ranged from around 2% in Belgium or Austria to 4% and above in Finland and 

Estonia (Figure 1). 
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Figure1. GDP negative growth and social spending percentage change in 2008-2009. Source: OECD 

 

 

This may reflect many underlying conditions in those economies and some of them can indeed be identified and 

accounted for in the model. But even when taking into account all reasonable determinants of social spending 

changes in the short run it can be argued convincingly that different electoral considerations play a non-trivial 

role. Even if a country did not have elections in the period of time close to the outbreak of the crisis, as Persson 

and Tabellini argue, pre-electoral politics is the level at which these incentives play out to their greatest extent 

[17]. Concretely, policymakers faced, in addition to the constraints brought about by the crisis, their usual 

motivations of either catering to the “swing voter” or the “swing district”. Or perhaps even more so, the 

exceptional situation constituted an immediate threat to the cabinets in power, who were witnessing a declining 

economy, rising unemployment, large amounts of debt, both public and private and who were faced with the 

prospect of taking the blame for this situation. In this line of thought, it would appear reasonable to think that the 

institutional mechanism that translates votes into seats matters as much as ever, with candidates applying their 

best strategies to maximize their gains. 

 

3. Empirical evidence 

 
What we try to identify here is whether electoral rules are associated or not with the size of the increase 

in social spending between the years 2008 and 2009 in OECD countries with negative growth. In other words, 

did countries with PR and higher magnitude districts redistribute more than majoritarian countries with lower 

magnitude districts during or immediately after the outbreak of the crisis? 

In order to avoid some of the multiple sources of bias, the model will try to include other determinants of 

social spending in the short run. We should note that in contrast with the approach of Persson and Tabellini, the 

focus here will be on the changes in the observed variables over a very short period of time, namely one year. 

Moreover, attention will be devoted to changes and not to absolute numbers in order to identify the short run 

dynamics caused by the crisis. This will change the relative importance of the variables included in the model, 

especially the ones that do not record significant changes over short periods of time, like demographics, for 

example. Other variables may play a greater role in the short run, for example short run government finances or 

unemployment dynamics. 

 

3.1. Variables and Data 

 

The differences in social expenditure between 2008 and 2009 will be the dependent variable. In looking 

at the changes we are trying to approximate the “reaction” of the system to the crisis. However, in order to 

isolate the automatic reaction which can be seen as simply explained away by the design of the system, a number 

of control variables will be included in the model. The most important of these will be the changes in GDP per 

capita from 2008 to 2009, which should explain most of the variation in the difference in social spending. 

Countries experiencing greater slumps will automatically spend more on welfare irrespective of the short-term 

decisions of the Government.  

The size of the welfare state in “normal times” will also be included. By doing so, we will try to 

eliminate what could be seen as the very design of the system and its sensitivity to situations of crisis. More 

generous welfare systems are expected to be more responsive to exceptional circumstances, again, irrespective of 

short term decision. Looking at an average level of social expenditure over a longer period of time may help in 

that sense.  

Government finance indicators such as the public debt in 2008 and the budget deficit in 2008 are seen as 

reflecting the constraints to social expenditure. It is expected that countries with greater implicit limits to 

borrowing will need to reduce the scope of welfare policies compared to their desired levels.  
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One of the short term drivers of social spending, which can be seen as a classic case of “automatic” 

response in the short term, is the change in the unemployment rate, as most countries have in place a system that 

covers the unemployed at least for a limited period of time.  

The institutional explanatory variable will be in line with the causal mechanism discussed by Persson and 

Tabellini. The district size, calculated as the number of districts divided by the number of seats, will capture the 

essence of the systemic difference between targeting the “swing voter” and the “swing district”. This variable 

will thus range from 0 to 1 with 1 for countries like the UK where there are as many seats as districts and 0 for 

countries where there is one single national district [17].  

The sample will consist of the 26 countries of the OECD that witnessed negative growth between 2008 

and 2009.  

 

3.2. Results 

 

Looking at the results of various multiple OLS specifications, one can see that the coefficient of MAGN, 

our electoral rules variable, has the predicted sign and is statistically significant at the 10% level. In other words, 

countries with district sizes closer to the majoritarian model have recorded smaller social spending increases than 

the ones closer to the proportional model.  

The other variable that follows the prediction to a significant extent is the negative GDP growth rate. It 

looks like the greater the economic contraction, the higher the increase in social spending over the period, which 

was reasonable to expect in the first place. 

The change in the unemployment rate also turns out to be statistically significant at the 10% level and 

pointing in the right direction. A higher increase in the unemployment rate is associated with significantly higher 

social spending. 

The other factors included also have the expected sign. The budget deficit can be seen as very similar in 

its effect to the level of government debt as a share of GDP and seems to fit the same purpose in the model, 

while the social spending average over a longer period suggesting that some of the variation in the response can 

be seen as “in-built” in the welfare system in place. 

 

Table 1. Regression table including social spending change (soc_spen), gdp change (gdp),  government 

debt to GDP level (gov_debt08), long term social spending (ssw), unemployment change from 2008 to 2009 

(unemp09_08) and average district magnitude (magn). *significant at 10%; **significant at 5%; standard errors 

in parentheses. 

 

 (1) 

VARIABLES soc_spen 

gdp -.1019** 

 (.0464) 

gov_debt08 -.0008 

 (.0038) 

ssw -.0382 

 (.0246) 

unemp09_08 .1667* 

 (.0815) 

magn -. 7730* 

 (.3934) 

Constant 1.5420 

 (.6147) 

Observations 26 

R-squared 0.5506 

 

           3.3. The Possible Causal Mechanism 

A number of assumptions are required for the rational choice model: politicians are self-interested, voters 

are rational and informed and thus politics represents a game whereby the former are delegated by the latter as 

their agents for collective decision making [17].  
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Public budgets can either be spent for the benefit of a few (public goods) or the benefit of diffuse groups 

(social transfers). Politicians present their election platforms and informed voters choose the candidate that is 

expected to bring them the most benefits. In all democratic countries, candidates fight each other for votes, but 

there are important differences in how exactly it is decided who wins and who loses. 

Voters have choices ranked along the lines of a few well defined preference and are typically more 

“loyal” towards the limits of this imaginary line and less so towards the center. The latter category, also known 

as the “swing voters” choose the option that carries with it the greatest expected net gain, but even the slightest 

change of parameters can alter their choice. This makes the “swing voters” the main target for politicians in their 

effort to tilt the balance in their favor. Since targeting them is very difficult if not impossible, the candidates 

trying to win their support will rely more on transfers. This seems to hold in PR systems where candidates need a 

majority of votes to win office. The mechanism in majoritarian systems is fundamentally different. Candidates 

need a majority of districts to win power and only a plurality within districts. The consequence is that the “swing 

voter” from the PR system becomes the “swing district” in majoritarian systems. Since geographical targeting 

becomes possible, the politician tends to rely more on spending to the benefit of narrow groups in the form of 

public goods like roads, buildings, etc. Hence, the composition of public spending is different under PR and 

majoritarian systems [17].  

In sum, the “swing districts” are crucial in majoritarian elections, being the recipients of more tax 

spending typically on public goods to the expense of wider programs. Conversely, in PR systems, the “swing 

voter” is the one tilting the balance and, given the difficulty of targeting, broader spending such as social policy 

weighs more in the overall public expenditure.  

The different institutions translate into different incentives for candidates and thus, on average, the 

composition of public spending differs systematically with PR systems being associated with more redistribution 

and majoritarian systems with less. 

 

 

4. Conclusions and limitations 

 
It has been argued here that the relationship between electoral rules and social spending holds even under 

exceptional circumstances like the recent financial crisis of 2008-2009. Building on Persson and Tabellini’s 

seminal work, it has been shown that in the short run, even after accounting for other plausible determinants of 

social spending increases, the electoral district size seems to play a meaningful role. In light of the different 

incentives generated by different electoral rules and the relative importance of the “swing voter” versus the 

“swing district”, the propensity of governments to spend relatively more or less on social policy does seem to 

match predictions. In systems where geographical targeting is straightforward, the proportion of spending on 

social policy is lower than in systems where broader targeting is the norm. Holding constant elements that could 

explain most of the variation in the increase in social spending, like the size of the economic contraction, the 

budget constraint, the change in the unemployment rate and the overall historical magnitude of the welfare 

system, we get significant results in the predicted direction, showing “proportional” systems choosing to 

redistribute more than “majoritarian” ones.  

There are nevertheless serious limitations to this study. First and foremost, one should mention that the 

number of observations is very low for statistical analysis. The dataset could be expanded with other countries 

that experienced negative growth in the same period, provided that the reliable and comparable data will be 

available.  

Moreover, the model could comprise more country-specific data, perhaps having social spending broken 

down to its components which would make the isolation of the “in-built” components of the welfare system from 

the “ad-hoc” decisions more accurate.  

Nevertheless, this paper has given some insights into a possible direction for study. While the importance 

of institutions in shaping policy has been studied extensively for the long run, their effect on short run decisions 

under exceptional circumstances have not been given much attention. While the crisis and the ensuing volatility 

make cross-country comparisons difficult, the quasi-universal character of the recent financial crisis could be 

seen as a circumstance under which important relationships can be considered, focusing on the variables that 

change in the short run and leaving aside the ones that do not. The conclusions of this study are that electoral 

rules seem to matter in explaining the social policy response of Governments to the recent financial crisis. 
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6. Annex 
 
Definition of variables 

GDP represents the percentage change in GDP from 2008 to 2009. Source: OECD.  

GOV_DEBT08 represents the level of central government debt divided in 2008 divided by GDP. Source: OECD. 

MAGN represents the average size of voting districts in terms of the number of seats of . MAGN= Districts/Seats. It 

ranges 0 to 1, taking 1 in systems like UK and 0 in Israel. Source: [6] 

SOC_SPEN represents the percentage change in the ratio of social spending to GDP from 2008 to 2009. Source: 

OECD.  

SSW represents consolidated central government expenditures on social services and welfare as a percentage of GDP 

averaged from 1990 to 1998. Source [6]  

UNEMP08_09 represents the difference in the unemployment rate between 2008 and 2009. Source: [OECD] 
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