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Abstract
The Meltzer–Richard hypothesis that more unequal income distribution will create a majority
for more redistribution has generated much research, but little empirical support. The empirical
literature has concentrated on cross-country studies and the size of the public sector, and the
results broadly do not indicate more redistribution with more inequality. This analysis suggests
that the hypothesis should be investigated in a more homogenous setting with comparable institutions and with an explicit decision about redistribution (here tax structure). New data on poll
tax and property tax in decentralized government in Norway are exploited. We show how the
multi-dimensional decision can be analyzed as majority rule assuming intermediate preferences.
In the econometric analysis, instruments are used to account for endogeneity of income level and
income distribution. The estimated model supports the understanding that more unequal income
distribution implies a shift in the tax burden from poll tax to property taxes and thereby gives
more redistribution.
c 2003 Elsevier B.V. All rights reserved.
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1. Introduction
When the median voter has less income than the mean, the typical income distribution observed, the decisive median voter will apply income taxation for redistribution.
This is the key insight of Meltzer and Richard (1981). More uneven income distribution is associated with more redistribution, only held back by negative incentives to
work and save. The setup assumes proportional income taxation =nancing lump sum
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government transfers. The theory is based on an earlier work on optimal redistributive
taxation by Romer (1975) and Roberts (1977), where the decisive voter chooses parameters of an income tax function. Cukierman and Meltzer (1991) continue this tradition
and show conditions when marginal progressivity of the income tax is determined by
the median voter.
Meltzer and Richard (1983) started up the empirical tests of the hypothesis in an
analysis of US time series data of government spending. They conclude that the spending level is negatively related to the ratio of median to mean income. Later the
Meltzer–Richard model is basically interpreted as a theory of government size and
tested on cross-country data, but with little support. Government spending is assumed
to concentrate on redistribution, and the income distribution is understood as the major determinant of government size. It is hard to get away from the observation that
many countries with equal income distribution have large government spending, notably the Scandinavians, while many countries with unequal income distribution have
smaller public sectors, as in many developing countries. Perotti (1996) analyzes a broad
dataset including the marginal tax rate and diEerent expenditure components, and he
concludes that there is little evidence of a negative association between equality and
=scal variables. Bassett et al. (1999) reach the same conclusion with other de=nitions of
transfers and spending. Milanovic (2000) has a more direct measure of redistribution,
the income gain of diEerent income groups from factor income to disposable income.
His estimates support the hypothesis that countries with greater inequality redistribute
more, but are less supportive of the median voter hypothesis. The spread of the income
distribution, among the poor and among the middle class, is the background concern.
Alesina and Rodrik (1994) and Persson and Tabellini (1994) develop the redistribution model in a dynamic context and extend the empirical cross-country analyzes to
economic growth. This approach implies two links, from income distribution to distortions with redistribution, and from distortions to economic growth. Again the evidence
is mixed, and the link via distortions like taxation is not documented. Saint Paul and
Verdier (1996) review some critical arguments.
The lack of strong evidence in favor of the Meltzer–Richard hypothesis has motivated the development of theoretical models with the opposite prediction, i.e. that more
inequality leads to less redistribution. Persson (1995) and Benabou (2000) emphasize
that redistribution may improve welfare and economic performance, in which case less
inequality may increase the popular support for redistribution. Sinn (1996) questions
whether the causality runs from inequality to redistribution or the other way around.
The argument is that redistributive programs involve social insurance that stimulates
risk taking and moral hazard eEects, which increases the pre-tax inequalities.
The Meltzer–Richard hypothesis may stand a better chance in more homogenous
political systems, and with a sharper focus on redistributive instruments. Decentralized
government is a potentially interesting source of information about politics and distribution. Alesina et al. (2000) exploit this type of data in a recent study of US cities,
and =nd a positive relationship between inequality and public employment. On the
other hand, Rodriguez (1999) =nd no association between distributional skewness and
welfare spending in the US States. It seems to us productive to get back to the relationship between income distribution and taxation as a basis of evaluating redistributive

