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Abstract

I propose a framework in which individual political participation is endogenous and can
take two distinct forms, voting and contributing resources to campaigns, in a context in
which the negligible impact of any individual’s actions on aggregate outcomes is fully
recognized by all agents. I then use the framework to reassess the relationship between
inequality and redistribution. The model shows that, even though each contribution
has a negligible impact, the interaction between contributions and voting leads to an
endogenous wealth bias in the political process, as the advantage of wealthier individuals
in providing contributions encourages parties to move their platforms closer to those
individuals’ preferred positions. This mechanism can in turn explain why the standard
median-voter-based prediction, that more inequality produces more redistribution, has
received little empirical support: Higher inequality endogenously shifts the political
system further in favor of the rich. In equilibrium, there is a non-monotonic relationship
in which redistribution is initially increasing but eventually decreasing in inequality.
The model also delivers a number of testable predictions on how inequality will affect
political participation. I present empirical evidence supporting those predictions, and
hence the mechanism proposed, using data on campaign contributions and voting from
US presidential elections. In particular, inequality increases total contributions, and this
effect goes only through contributions to the Republican Party; inequality also increases
the share of contributions coming from relatively wealthy individuals.
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1 Introduction

This paper proposes a model of politics based on two key elements: (i) Individuals’ decisions on
political participation are endogenous, and (ii) Their participation can take different forms,
namely voting and contributing money to campaigns. Individual campaign contributions
indisputably play a very important role in the political process — particularly in the US, where
they make up 80 percent of campaign money — but the data reveal that the typical contribution
is very small, around $115. It is thus very unlikely that any contribution will be pivotal for the
outcome, and as a result it is hardly appealing to think of individual contributions as buying
favorable policies.! Based on this empirical observation, I start from the idea that individuals
rationally recognize that both their individual vote and donation will almost certainly not be
decisive. As a result, voting and contribution decisions are treated symmetrically, both being
essentially driven by consumption motives. Contributions cannot influence outcomes directly;
in the model, as in reality, votes are what wins elections. Contributions, as in reality, can be
used to influence voting behavior, by paying for things that increase the likelihood that one’s
supporters will outnumber those of competitors in the polls — “get out the vote” operations,
registration drives, advertisements (Rosenstone and Hansen 1996).

I build the framework by adding these cornerstones to a model in the spirit of Meltzer and
Richard (1981), where individuals differ in their levels of initial wealth, and where redistri-
bution is determined as the outcome of an electoral political process. Quite importantly, no
inherent distinction in terms of political behavior is assumed to separate individuals with dif-
ferent wealth levels. My model nests the standard median-voter framework as a special case,
in which contributions do not affect voters’ turnout. In the general case, however, the pres-
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ence of campaign contributions leads to an endogenous “wealth bias” in the political process,
as the decisive agent whose preferences will prevail in equilibrium will be wealthier than the
median. When contributions are important, parties are either forced or allowed (depending on
the extent of office-seeking or ideological motives) to adopt platforms to attract the wealthy,
in order to generate more contributions that can then be used to increase the turnout of the
party’s supporters relative to its opponent’s. The presence of individual contributions thus
endogenously shifts the political system in favor of the rich, even though such contributions
are not pivotal and do not affect policy or electoral outcomes directly.

Focusing on a decision on redistribution enables me to apply the model to the particu-
larly interesting question of the relationship between inequality and redistribution, which has

presented an important and long-standing puzzle. The standard answer from the theoretical

1See Ansolabehere, Figueiredo and Snyder (2003), and also the discussion in Section 2.



literature dealing with the topic, provided precisely by Meltzer and Richard (1981), predicts
a positive effect of inequality on the level of redistribution in equilibrium.? This answer builds
on a median-voter framework, in which higher levels of inequality — typically measured by
the difference between mean and median income — translate into a poorer decisive agent in
the political arena, who will then demand more redistribution. In light of its elegance and
intuitive appeal, this result has been widely used in the literature ever since.®> Nevertheless,
the basic message that has emerged from the empirical literature on the topic is that “it has
been hard to find compelling empirical evidence supporting the predictions” of the standard
framework linking inequality and redistribution (Persson and Tabellini, 2000, p. 52).4

My model is able to make sense of this puzzle, while maintaining the tractability that is
a major strength of the median-voter framework. An increase in inequality will enhance the
advantage of the rich in providing contributions, by shifting resources in their favor, and this
will in turn lead the parties to move their platforms further closer to the preferred positions
of wealthier individuals. As a result, the decisive agent will now be someone at a higher
percentile in the wealth distribution: More inequality will have an effect of strengthening the
wealth bias in the political system. In the context of redistribution, this will work in the
opposite direction of the usual median voter effect that was highlighted above. When this
new “endogenous decisive voter” effect is taken into account, a non-monotonic relationship
emerges in equilibrium: Redistribution will be decreasing in inequality when inequality is
high, and increasing in inequality at the opposite end of the spectrum.

The model also delivers a number of testable predictions on the mechanism through which
inequality affects the political system when campaign contributions are important: Inequality
increases the total amount of contributions, and the amount contributed by the rich relative
to that of the poor; it has a positive impact on contributions amassed by the relatively
anti-redistribution party, and a negative impact on those gathered by the relatively pro-
redistribution party; and it reduces the turnout of the poor relative to that of the rich. The
focus on individual campaign contributions in turn enables me to take advantage of the rich
data available on such contributions in the US to test these specific predictions. I identify
the impact of inequality off cross-county variation in the context of the 2000 US presidential
election — under the assumption that, controlling for mean income, higher inequality in a

county means that there are more resources in the hands of relatively wealthy individuals —

2Romer (1975) and Roberts (1977) contain some of the earlier insights within this approach.

3E.g. Alesina and Rodrik 1994, Persson and Tabellini 1994, Bolton and Roland 1997; see Persson and
Tabellini 2000, ch. 6, for other examples.

4This is what is summarized, for instance, by Bénabou’s (1996) or Perotti’s (1996) surveys of the cross-
country evidence on the relationship between inequality and redistribution. For some studies providing favor-
able evidence, see for instance Meltzer and Richard (1983) or Milanovic (2000).



and the predictions are indeed supported by the evidence. In particular, inequality increases
total contributions, and this effect goes only through contributions to the Republican Party;
inequality also increases the share of contributions coming from relatively wealthy individuals.

Since this paper focuses on endogenous political participation, it relates directly to the
literature on the rational determinants of the decision to vote, although that literature has
typically left aside the issue of contributions.” Within the classification proposed by Blais
(2000), my model combines the “citizen duty” approach (Riker and Ordeshook 1968), which
emphasizes the utility value of the act of voting, and the “mobilization” approach (Aldrich
1993, Rosenstone and Hansen 1996), which focuses on politicians’ efforts to influence turnout.

This paper is also related to the literature on campaign contributions, which has pointed
out that they can lead to departures from the median voter’s preferred policies, and from
those of non-contributors to the benefit of contributors (e.g. Austen-Smith 1987, Grossman
and Helpman 1996, Prat 2002, Coate 2004, Roemer 2006). While this literature focuses
on campaign contributions by interest groups, modeled as an investment in “buying policy”
or influencing outcomes, my model focuses on individual campaign contributions, which the
data reveal to be far too small to be driven by a political quid pro quo involving the policy
outcome, or by a calculation of their impact on that outcome. My model thus reconciles the
existence of a wealth bias with this more realistic context in which individual contributions,
in symmetry with voting, are not pivotal. Finally, this literature has not focused directly on
the puzzle regarding the link between inequality and redistribution. On the empirical side of
the literature, this paper is closely related to Gimpel, Lee and Kaminski (2006), who analyze
contribution patterns to Republicans and Democrats across space. They do not focus on
inequality, but their findings on how contributions to both parties are affected by the share
of relatively wealthy households in the population are eminently consistent with my findings.

Another direct connection of the paper is to the large literature attempting to deal with
this puzzle. The first explanation, in that literature, is to consider the very natural possibility
that political influence is related to economic resources: inequality could fail to lead to more
redistribution because the rich are disproportionately influential in the political arena.® Many
papers thus assume that the decisive agent is someone wealthier than the median, in light

of the evidence that political participation is positively correlated with wealth and income,

®A long line of inquiry has dealt with rational voting — from Downs (1957) and Riker and Ordeshook (1968),
through papers such as Ledyard (1984) and up to recent contributions such as Feddersen and Sandroni (2006)
and Abrams, Iversen and Soskice (2006). For an overview, see Blais (2000) or Feddersen (2004).

6Glaeser (2005) also raises the possibility that reverse causality may be behind the empirical observation,
as redistribution may reduce inequality. Bénabou (2000) explores the possibility of multiple equilibria raised
by the interaction of these two avenues of causality. The identification issue raised will be addressed later in
the empirical section of the paper.



which could easily lead to a reversion of the standard prediction (e.g. Bénabou 2000). In
fact, a literature in political science has also stressed the relationship between inequality and
political participation (e.g. Rosenstone and Hansen 1996, Lijphart 1997), and pointed out
that this link could help reconcile the evidence on inequality and redistribution (Solt 2005,
McCarty, Poole and Rosenthal 2006, Pontusson and Rueda 2006), although without providing
a formal model of how this relationship would emerge.” My model goes beyond this approach
by proposing a clear mechanism through which economic resources translate into political
influence — namely individual campaign contributions and their impact on voting — and thus
generating that positive relationship endogenously, instead of assuming it in reduced form.®

A second approach linking economic resources and political influence has made a more
direct connection with lobbying and campaign contributions, as in models such as Rodriguez
(2004), where the lobbying power of the rich keeps redistribution in check by allowing them the
possibility of buying political favors. It shares with the literature on contributions the difficulty
in providing an empirical counterpart and in dealing with the non-pivotal nature of individual
contributions. Others have tried to deal with the empirical difficulties of the standard model
by departing more sharply from it. A non-exhaustive list of important examples involves
multidimensional policy (Roemer 1998), the role of social mobility (Piketty 1995, Bénabou
and Ok 2001), preferences over labor market regimes (Lee and Roemer 2005), the interaction
of policy uncertainty and unequal access to insurance markets (Mattozzi 2005), information
acquisition (Larcinese 2005), and multidimensional redistribution and differences between
electoral systems (Iversen and Soskice 2006).% Unlike this paper, none of these contributions
focuses on endogenous political participation or on campaign contributions, and precisely due
to their being starker departures, they are not able to keep the tractability and the intuitive
appeal that are major strengths of the standard framework.

The remainder of the paper is organized as follows: Section 2 presents some background
on campaign contributions, especially in the context of US politics; Section 3 introduces the

model; Section 4 contains the empirical analysis; and Section 5 concludes.

"While the evidence linking income and different forms of political participation in the US is well established
(Lijphart 1997), the American Political Science Association (APSA) Task Force on Inequality and American
Democracy points out that “we know little about the connections between changing economic inequality and
changes in political behavior.” (APSA, 2004, p. 661) McCarty, Poole and Rosenthal (2006) propose an informal
explanation, for the specific case of the US, based on immigration — since immigrants are typically poorer and
barred from many forms of political participation. While I do not focus on this issue, this mechanism can
certainly be viewed as complementary to the one highlighted in the paper.

8In fact, a closer look at the data reveals that simply assuming that the rich participate in politics more
than the poor is not satisfactory: There is a lot of cross-country variation in the relationship between income
and participation, particularly voting, and in some countries such relationship is even negative (Verba, Nie
and Kim 1978).

9For a recent survey, see Lind (2005).



2 Some Background on Campaign Contributions

I start by describing characteristics of campaign contributions and the existing literature on
the topic. These characteristics help determine certain modeling decisions, and also provide
some background for the empirical analysis that follows.

First, my analysis will focus on campaign contributions by individuals. In their survey on
the role of money in US politics, Ansolabehere, Figueiredo and Snyder (2003) emphasize that
such individual contributions are the most important kind of political contributions in the
US, and hence should be the focus of research on the topic. Such contributions account for
most of the money raised by parties and candidates, adding up to roughly 80 percent of the
total of nearly $3 billion raised in the 1999-2000 election cycle. They also correspond to the
“marginal” dollar, in the sense that whenever candidates face the greatest need to increase
their funds, they tend to pursue individual contributions disproportionately. In addition, as
argued by McCarty, Poole and Rosenthal (2006, ch. 5), the relative importance of individual
contributions has increased over time, since donations by political action committees (PACs)
have been increasingly restricted.!?

These contributions are typically very small, well below the legally imposed limits. My
sample on individual contributions to candidates and national party committees in the 2000
US presidential elections has a median contribution of $500 for candidate committees, where
the legal limit was $1,000, and $300 for party committees, on which limits were $20,000.1! It is
thus very unlikely that an individual contribution will affect outcomes. As a result, strategic
motives for contributing, as in “buying policy”, are probably not the most appropriate way
to think about these contributions. Besides the logical difficulty of explaining such small
contributions as an investment, their very size is also a puzzle in this context: if so much is
at stake in terms of the value of government policies, why are contributions so small?!?

The political science literature has recognized this feature, which is akin to the well-known
difficulties in explaining “rational” turnout (Aldrich 1993, Blais 2000). As a result, authors
such as Ansolabehere, Figueiredo and Snyder (2003) or Poiré (2006) explicitly advocate an

approach that recognizes that contributions should not be viewed as an investment only, but

10Timits on donations by PACs have been constant, even without inflation adjustment, since 1974 (McCarty,
Poole and Rosenthal 2006, p. 145).

"UThese numbers exclude the so-called “soft money”, which was still allowed in the 2000 election, and was
not subject to any limit. Including “soft money”, the overall median is still $500. More on these definitions
will come later, in the data description.

12This is precisely the point Ansolabehere, Figueiredo and Snyder (2003) emphasize, turning popular per-
ception on its head: why is there so little money in US politics? In addition, they show that other empirical
predictions of such an approach — e.g., contributions should grow as the role of government in the economy
expands — are not borne out by the data.



rather as a form of political participation which, just as most other forms (including voting),
are largely driven by consumption motives. They also highlight the importance of individual
income as a predictor of the likelihood and size of contributions. In addition, the evidence
clearly suggests that contributions are mostly given by individuals who are particularly moti-
vated with respect to politics. For instance, it is well understood that people who contribute
money to politics are disproportionately likely to vote, and vice versa.'

Apart from the determinants and motivations behind individual contributions, a second
question regards their uses: how do they influence outcomes? One possibility is that they
are used to influence potential voters’ opinions. Contributions could be used to fund political
advertising that would convince some individuals to vote for a given party, when they would
otherwise have voted for other parties. While this may well be part of the story, it is cer-
tainly not the only one, and quite possibly not the main one. Some argue that parties, “like
political scientists, know that mobilization can increase participation, but it rarely changes
preferences.” (Rosenstone and Hansen 1996, p. 163)' Whichever is the most important, the
indisputable fact is that parties focus a lot of their resources on making sure that voters who
are likely to support them actually turn out to vote, via get-out-the-vote operations, registra-
tion drives, and related efforts.!> Such efforts do so, in sum, “because they offset some of the
costs of participation and exploit social relationships to create social rewards for participa-
tion.” (Rosenstone and Hansen, 1996, p. 8) Campaign contributions matter to a large extent
because they are used by parties to increase the likelihood of turnout by their supporters.

In sum, a few distinctive features seem to characterize political contributions by individuals
in practice: (i) They are typically very small, and unlikely to make a difference in outcomes;
(ii) They are strongly related with personal income; (iii) They are positively associated with
other forms of political participation, such as turnout; (iv) Parties use them largely to increase
the turnout of potential supporters. These features will inform my model of endogenous voting

and contributing behavior, to which I now turn.

13See Ansolabehere, Figueiredo and Snyder (2003), Rosenstone and Hansen (1996), and Verba, Schlozman
and Brady (1995).

H4Kramer (1970) provides a classic empirical comparison between the “turnout” and “preference” effects of
parties’ mobilization efforts, concluding that the former is actually more important.

15The idea that getting likely supporters to the polls is a central objective of political campaigns is widespread
in anecdotal accounts of US politics. (See for instance Time Magazine, Oct. 9th 2006.) Ansolabehere and
Snyder (2000) provide an empirical assessment of the relationship between party resources, their mobilization
efforts, and voter turnout: Parties spend around 40 percent of their total resources on this mobilization, which
is a very large share of available resources, once administrative costs are accounted for. For an evaluation of
such efforts, see Bergan et al (2004).



3 Inequality, Campaign Contributions and Voting Be-
havior: A Model

3.1 Basic Setup

Let us consider the interaction between inequality, different forms of political participation,
and redistribution outcomes in a simple model where political participation is endogenous. I
start with a population of individuals (potential voters) in a continuum of length 1. These in-
dividuals are identical, except for their initial wealth level, denoted by w;, which is distributed
according to some distribution F(w). The only crucial assumption is that the distribution
be skewed to the right, so that median wealth is smaller than mean wealth — which is also
a crucial condition in the standard median-voter framework, and a well-established feature
of existing wealth distributions.!'® However, for ease of exposition, I will assume a Pareto
distribution.!” (See Appendix B for the results with a generic F'(w).) The cdf of the wealth

distribution is thus given by:
1

Flw) =1 (£2)7 (1)

w

where wy,, is the location parameter (minimum level of wealth in the distribution) and o €
(0, 1) is the shape parameter that parameterizes inequality:an increase in inequality is simply
an increase in o. (Since I am interested in changes in inequality keeping average income
constant, and since the mean level of wealth, w, is given by ﬁwmin, changes in o will
be accompanied by changes in wy;, such that w remains constant. In other words, I set
Wmin = (1 — o) w.) Note, in particular, that the limit case ¢ = 0 corresponds to a situation of
“perfect equality”, where all individuals have the same wealth, and the other limit case ¢ = 1
corresponds to the polar opposite in which a single individual (of measure zero) holds all the
wealth in the economy.

In addition to the individuals, there are two parties competing in an election where the
crucial decision is on redistribution. Each party will propose a given redistribution rate as its
campaign platform and, in keeping with the Downsian tradition (Downs 1957), they are able
to commit to defending their proposed rate after the election. There are two forms of political

participation that individuals can undertake, namely voting and contributing resources to the

16Tn fact, the crucial element could be more precisely defined as skewness, rather than inequality, but I will
adopt the usual terminology in the literature.

1"The Pareto distribution yields a convenient parametrization of changes in inequality, with a one-to-one
correspondence with the Gini coefficient that will be used in the empirical analysis and to other measures of
inequality such as the difference between mean and median. This parametrization is useful because in this
context one needs to specify more precisely what is meant by changes in inequality — unlike in the standard
median-voter framework, the relative wealth of the median individual will no longer be sufficient.



parties. Votes decide the political outcome, but parties can use campaign contributions in
order to boost the turnout of their own supporters.'® This is summarized by the timeline in

Figure 1.
[FIGURE 1 HERE]

Individuals will thus make their decisions taking platforms as given, and parties will have

chosen their platforms in anticipation of individuals’ behavior and the resulting equilibrium.

3.2 Individuals

Individuals in the model have to decide whether to vote or not, how much to contribute, and,

conditional on those decisions, which party to support. I will consider these decisions in turn.

3.2.1 Voting

I start with a very simple model of endogenous rational turnout. Consider rational individuals
who recognize that the impact of his vote or contribution in final outcomes is negligible,
but who also derive some “individual utility” from voting, which could be related to some
personal satisfaction or sense of duty.!® I also assume that this individual utility has two
components. The first component, denoted by J;, corresponds to an “intrinsic” motivation
that varies idiosyncratically across individuals: some people are more motivated towards
political participation than others. The second component, denoted by ~;, differs because
it can be affected by the actions of political parties: this is a mobilization component. I
assume that both components are orthogonal to the distribution of wealth, so that it is not
imposed exogenously that richer individuals have an inherent tendency to vote relatively more
than poorer individuals. I further assume for simplicity that this individual motivation 9; is
uniformly distributed over the interval [0, 1]. The mobilization component also varies within
the same range, 7; € [0, 1], though its precise value depends on parties’ actions, as will be
described below. Finally, I assume that an individual ¢ will choose to vote if and only if her
overall utility, motivation and mobilization comprised, is above a certain threshold, which I

normalize to 1: &; +; > 1.2

18For simplicity, I will not consider the possibility that parties use their resources to create obstacles to the
turnout of their opponent’s supporters. This will not affect the main results, but I will point out the instances
where the assumption plays a significant role.

19This model thus essentially adapts the classic formulation by Riker and Ordeshook (1968), by including
the idea that the probability of an individual vote affecting the outcome is negligible. See Abrams, Iversen
and Soskice (2005).

20This formulation can easily encompass considerations about the cost of voting or gathering relevant in-
formation, which could be brought into both d¢; and ~;.



3.2.2 Contributions

I assume that only the more politically motivated individuals, as measured by the same
parameter §;, will choose to contribute: an individual will contribute if and only if 6; > 0,
where § is an exogenous threshold. This assumption is consistent with the stylized fact,
described in the previous section, that individuals who are more likely to contribute are also
more likely to vote. Note in particular that the willingness to contribute depends only on the
motivation component of political participation, d;, and not on the mobilization component
v; that is affected by political parties; this essentially implies that parties’ ability to obtain
resources are not dependent on their pre-existing resources.?! In addition, every individual
understands that her own contribution is too small to make a difference in the outcome of
the election. In light of that, individuals contribute because they derive utility from doing
S0, just as in the case of voting. On the other hand, resources devoted to contributions are
made unavailable for consumption, and individuals thus face a trade-off between these two
competing uses.

I combine these two elements with a very simple assumption that individuals derive utility

from contributions and consumption according to a Cobb-Douglas specification:??

w(zi, ;) = zi’\"xil_’\i (2)

st. zi+x;, < w;

where )\; = max {0,51‘ —3}, z; is the individual contribution, and x; is consumption. This
formulation naturally leads to a result where those individuals who contribute will donate a
fixed fraction of their wealth:

Zi = \W; (3)

Note that the fraction of wealth devoted to contributions depends positively on their political
motivation, but is independent of the individual’s position in the wealth distribution, since I
have assumed motivation and wealth to be uncorrelated.

While this basic formulation helps clarify what drives the main results, I will later extend

the model to consider the more realistic possibility that contributions are a luxury good.?

21This assumption, ruling out the “it takes money to make money” feedback, is an obvious simplification of
what goes on in reality, but it is for the most part innocuous; it will be pointed out when it makes a difference.

22The Cobb-Douglas assumption is immaterial for the results of the paper. All I need is that contributions
are a normal good.

23Note also that I assume that the decisions on whether to vote or to contribute are independent of party
platforms. This is done partly to keep consistency with the fact that individuals recognize the irrelevance of
their decisions on outcomes, but also to keep analytical simplicity. I will later discuss the consequences of
relaxing this assumption in some directions.



3.2.3 Preferences over Redistribution

Once an individual ¢ has decided to vote and/or contribute, she will favor the party whose
platform is closer to her preferred rate, denoted 7;. I thus maintain the assumption that
individuals vote and contribute according to their economic interests, as in the standard
median voter framework, and one needs to specify the individual’s preferred redistribution
rate.?* To keep the model as close as possible to that framework, as described for example
in Persson and Tabellini (2000), redistribution is described by a linear tax on wealth, at rate
7, with lump-sum transfers to all individuals and a convex cost of taxation, ¢(7) — assumed
to be quadratic for analytical simplicity, as in Bolton and Roland (1997): ¢(7) = %Zw Each
individual will have a preferred tax rate, depending on his or her position on the wealth
distribution.?® In sum, an individual will want to maximize his disposable wealth, w¢ =
(1 —71)w; + T, with T = 7w — ¢(7). Individual i’s preferred tax rate is thus:?°

(4)

— , if w; <w
T, = w .
0 , otherwise

The result is quite intuitive: wealthier individuals will prefer lower tax rates, implying less
redistribution. In particular, anyone whose wealth is above the mean level will prefer that

there be no redistribution whatsoever.

3.3 Parties

The next step is to describe the positions of the parties with respect to redistribution, and

their use of campaign money.

3.3.1 Choosing a Platform

Just as in the Downsian framework from which the standard median voter predictions emerge,
I assume that parties care about being in power. However, in order to generate the different
preferences over redistribution, I assume that parties care about the equilibrium level of

redistribution as well. Following Alesina and Rosenthal (1995), I introduce these features

24Further discussion on this assumption will come in the context of the empirical analysis.

251 also assume, for simplicity, that the preferred tax rate does not take into account political contributions.
This does not interfere with any of my comparative statics results. Suppose an individual computes her
preferred tax rate taking into account her wealth after contributions. Considering that the probability of
contributing is independent of wealth, the individual’s “expected” wealth after contributions is given by
[1 - (1 - 5) )\,;] wj. It is straightforward to check that this will lead to the same result as in (4), only multiplied
by this constant [1 — (1 - 5) )\i]. This will leave the comparative statics unaffected.

260ne could assume in principle that wealthier individuals would be in favor of a negative tax rate, i.e. a
linear income subsidy financed by a lump-sum tax. I believe this possibility is not very interesting empirically,
so I leave it out in what follows.

10



by choosing a utility function where Party j derives some utility ¥ from winning the election,

and that also increases as equilibrium redistribution approaches the party’s ideal rate:
Vi =1 =0)v(r,7;) + 0vl(m; = 7;) (5)

where 7 is equilibrium redistribution, 7; is Party j’s ideal rate of redistribution, I is the
indicator function, 7; is the number of votes obtained by Party j,and 6 € [0,1].*" The
maintained assumptions are that v (-) is decreasing in the absolute value of 7—7;, and concave.
I also set 7Tp = 0 and 7p = 1: Party R wants as little redistribution as possible, while Party D
wants as much of it as it can get away with.?® Finally, § measures the degree to which parties

are motivated by getting to office, i.e. how close to the Downsian framework the model is.

3.3.2 Campaign Spending

Once parties announce their platforms, each individual who decides to vote and/or to con-
tribute will do so, in equilibrium, for the party whose platform is closest to his or her preferred
rate of redistribution. Each party will in turn direct its resources to “mobilize its base” and
thus increase the turnout of its potential supporters.?® (I assume that parties are able to
discern who their likely supporters are, since the individuals’ preferences over the two parties
depend only on their wealth, which is observable.??) Formally, I assume that the mobilization
component of the individual’s utility from political participation is a function of the amount
of contributions collected by the party that targets the group of which the individual is a
member: v; = v(Z;), where Z; denotes that total amount, and /(-) > 0.*" This means that if
a party spends more money, its potential supporters will be more mobilized, and hence more
likely to turn out to vote. I also assume that 7”(-) < 0, implying that there are decreasing

returns to the investment of campaign resources, and denote limyz_ov(Z) =€ > 0.

2"The results of the model are all maintained, with very little change in the proofs, if the office-seeking
component is smoothly increasing in the number of votes, as opposed to the assumption of a discontinuity at
the point where a party gets 50% of the votes cast.

28The specific values of 0 and 1 are immaterial for the results, and are assumed to keep notation simple.

290ther approaches to contributions in the literature focus on its role in providing information or pure
advertisement, which would affect individuals’ preferences over candidates. See for instance Austen-Smith
(1987), Grossman and Helpman (1996), Prat (2002), Coate (2004).

30The assumption that parties are able to target their potential supporters is crucial for our results, although
the particular feature that they can do so perfectly can be removed and is added just for simplicity. For evidence
on how parties and politicians target their campaign spending, see for instance the survey by Gerber (2004).

31 At this point it becomes clear why abstracting from the possibility that contributions are used to interfere
with the turnout of the opponent’s supporters is innocuous: Given the parties’ preferences, increasing the
turnout of one’s supporters and decreasing that of the opponent’s are equivalent from the parties’ standpoint.
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3.4 Equilibrium

Having described the behavior of individuals and parties, one can now characterize the
equilibrium. I draw upon Alesina and Rosenthal (1995) in postulating the following “non-

majoritarian” approach for equilibrium redistribution:

TpTp + TRTR

T=—"= (6)

Tp + TR
where 7; is the rate proposed by Party j. In words, equilibrium redistribution is given by a
convex combination of the preferred rates of each party, where the weights are given by the
number of votes the party obtains: each party influences equilibrium policy according to its
electoral strength. This assumption rules out the discontinuities that emerge from a “winner-
take-all” setup in which the party that gets the most votes manages to impose its preferred
policies, thus keeping the model analytically simple without otherwise affecting the results.??
This formulation is also consistent with the idea that it is optimal for individual 7 to vote for

Party j if and only if |7, — 7;| < | — 7—;|. We can thus define:
Definition 1 An equilibrium is defined by (05, 0L Q% Q% 1p,7r, Zp, Zr) such that:

1. OF = {i|6; +v(Zp) > 1 and |7 — mp| < |7; — Tr|}, and
OL = {il6; +v(Zg) > 1 and |1 — 8| < |7 — 70|}

2. 0% = {@\(2 > 0§ and |1 — p| < |7y _TR|}7 and

QF = {il6; > 0 and |7, — TR| < |7 — |}
3. 1; € argmax, {V;}, j = D, R, and V described by (5).
4. Z; = fieQ.Z zi, 7= D, R, and z; described by (3).

5. T is described by (6).

In words, the equilibrium is defined as follows: Let Party j propose a redistribution plat-

form 7;, then the set QJZ defines the set of individuals who contribute to Party 7, respectively.

32More precisely, as discussed in Alesina and Rosenthal (1995, p. 27), a “winner-take-all” assumption would
generate policy convergence, since we are in a setup without uncertainty about voters’ preferences. This would
be unappealing in a context where I want to be able to differentiate between parties. It is nevertheless possible
to extend the model to consider the “winner-takes-all” case in the context of a probabilistic voting setup. (An
extension in this direction is available upon request.) The basic results still hold, provided that parties are able
to target their campaign spending, at least to some extent, on individuals that are more likely to support them:;
otherwise, there would be no point in spending at all (since in our model spending is all about mobilization,
and not about changing voters’ preferences). Later in the paper, as the results are presented, I will return to
the intuition behind such extension.
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This is the set of individuals whose preferred redistribution rate — which depends on the
individual’s wealth according to (4) — is closer to the platform 7; than to the other party’s
platform, and such that their political motivation §; is sufficiently strong to get them to spend
money in politics (Part 2). Given this set of individuals, Party j’s volume of resources (Part
4) is able to induce a given level of turnout among their possible supporters. This level of
turnout translates into the set Q]T (Part 1), which comprises the individuals who vote for
Party j, and the number of votes each party obtains will in turn determine the equilibrium
7, as described by (6) (Part 5). Finally, equilibrium requires that, taking into account the
redistribution rate that will emerge from this political process, the platforms that the parties
had proposed to begin with are optimal for them, given their utility function (5) (Part 3).

I can now start characterizing equilibrium more precisely through a series of lemmas:

Lemma 1 In equilibrium, it must be the case that Tp > Tg.

Proof. All proofs are in the Appendiz A. m

The interpretation of this lemma is very simple: in equilibrium, the party that likes re-
distribution will propose a higher rate than the party that dislikes it. Given this lemma, the

Pareto distribution of wealth, and the uniform distribution of ¢;, we also have the following:

Lemma 2 In equilibrium, it must be the case that:

1. Q5. Q% C [0,p*], and Q% Q% C (p*,1].

2(1—0)
2—(7p+7R)

1s indifferent between Party D and Party R.

1
where p* =1— [ ] * is the “decisive” percentile — the one at which an individual

2. The total contributions gathered by Party D and Party R are given by:

2o gy )

Proof. See Appendizx A. m

The first part of this lemma follows immediately from Lemma 1. The supporters of Party
D will be poorer than those of Party R, since the former pushes for more redistribution; as a
result, Parts 1 and 2 of Definition 1 can be summarized, for our purposes, by a single number

p* — the decisive percentile in equilibrium. The second part holds because the total amount of
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o . -5)° :
contributions gathered by Party j is a share % of the total wealth held by the population
of its potential supporters.®® Given these contribution totals, we have the following values for

the number of votes each party obtains, once again using the uniformity of d;:

TR = (v (@ (1-9)(1 —p*)”@>) (1-p") (10)

Finally, it is possible to state the following:

Lemma 3 For any 0 € [0,1], in equilibrium mp = mgr: Parties obtain the same number of
votes.

Proof. See Appendiz A. m

This follows the same logic of the median voter theorem: parties will split the distribution
of actual voters right down the middle — otherwise one of the parties could improve its position.
The key difference is that here the median voter is not necessarily the median agent, but rather
the agent at the p* percentile, and this p* will be determined endogenously. Note that this
result is valid for any value of 6, which means that it holds regardless of whether there is
policy convergence (in the sense of 7p = 7g).

Using these lemmas, plus (9) and (10), I can now characterize the equilibrium of the model:

Proposition 1 (Equilibrium) An equilibrium exists, and it will be characterized by a unique

(p*,T) such that:

6 g
VT @) .
7=max{l — (1 —0)(1—p*) 7,0} (12)

Proof. See Appendiz A. m

Proposition 1 can be understood with the help of Figure 2, which plots the function Q(p*),
corresponding to the RHS of equation (11). This function describes Party R’s relative ability

-3)? . - T
33The share 4 5 ) comes from the following: since the individual political motivation is unrelated to wealth,
a fraction (1 - 5) or Party j’s supporters will contribute. Each contributor will donate a share (1 — ¢;) of her

wealth, and on average this will yield a (1;5) share.
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to get a given set of potential supporters to actually turn out and vote. On the other hand,
p* is the relative size of Party D’s base of potential supporters. In equilibrium, these two
have to exactly balance each other out, so the equilibrium p* is given by a fixed point of (+).
Proposition 1 establishes that this fixed point exists, due to continuity, and is unique, due to
monotonicity, which in turn is guaranteed because an increase in p* means that the number
of potential supporters (and thus contributors) of Party R gets smaller; for a given wealth

distribution, this means fewer resources, and a reduced ability to turn out the vote.3*
[FIGURE 2 HERE]

Equation (12) then describes the equilibrium redistribution rate that corresponds to this

p*. Note in particular, from (4), that this rate is precisely the one that is desired by the p*

agent in the distribution, which justifies its designation as the “decisive” agent in the political

process. If the value of p* yielded by (11) happens to be at or above the percentile at which
1

an individual holds exactly w, which is defined as p(c) =1 — (1 — )7, then the equilibrium

tax rate will be equal to zero, since negative tax rates have been ruled out.

3.5 The Effects of Inequality

Now it is possible to analyze the impact of inequality on the endogenous variables, namely

turnout, contributions, and redistribution. The first crucial result can be stated as:

Proposition 2 (Median voter) If 7/(-) = 0, that is contributions do not affect turnout,
then:

1. p* = % The “decisive” percentile 1s the median.
2. % > 0: Equilibrium redistribution increases with inequality.

Proof. See Appendiz A. m

This proposition spells out the standard median-voter-based result as a special case of

my model. If the channel through which contributions affect turnout is shut down, then the

34The uniqueness of the equilibrium hinges on the assumption that ); is constant with respect to the
announced platform. If instead we have a situation where, for instance, a contributor will donate a greater
share of her income if the party’s position is closer to her preferred policy, the possibility of multiple equilibria
arises. (These results are available upon request.) The intuition is that, under such circumstances, increasing
its pool of potential supporters may not be in a party’s interest, as the policy change required for that may
alienate its core supporters so much that it ends up depressing the party’s total contributions and turnout. If
A; is not too sensitive, we still have uniqueness, and the results follow through.
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standard logic goes through. When contributions do affect turnout, however, another channel
opens up through which inequality can affect the political process. The first consequence of

this can be stated as follows:

Proposition 3 (Wealth bias) If 7/(-) > 0, then p* > 3: The decisive agent is wealthier
than the median agent.

Proof. See Appendiz A. m

This proposition establishes that introducing a link between campaign contributions and
turnout endogenously generates a wealth bias in the political process: the decisive agent will
be wealthier than the median.®® The intuition behind this result is quite transparent: once
there is inequality in the distribution of wealth, the need for obtaining campaign resources to
enhance their likelihood of reaching office leads the parties to move their platforms closer to
the preferences of wealthier individuals, who can provide them with more of these resources.
By the same token, the advantage of wealthier individuals in providing contributions enables
Party R to move its platform closer to its bliss point, since the contributions allow it to obtain
a relatively higher turnout despite the smaller base of potential supporters. Conversely, Party
D has to follow the move to the right so as to compensate its disadvantage in gathering
campaign resources with a larger number of potential supporters. In sum, both office-seeking
and ideological motives pull in the same direction, leading to a wealth bias in the political
system.?® Quite importantly, this bias does not require any inherent link between wealth and
one’s propensity to participate in politics.

This result leads us into the following:

Proposition 4 (Median voter revisited: Non-monotonicity) Ify'(-) > 0, limy_(Z7'(Z)) =
oo (i.e. the marginal effect of campaign spending does not vanish too rapidly), and € is small

(i.e. mobilization is small in the absence of campaign spending), then there exists @ > 0 such

that 0 < 0 — g—; >0and o >0 — g—; < 0: FEquilibrium redistribution increases

with inequality if inequality is relatively small, and it decreases with inequality if inequality is
relatively large.
Proof. See Appendiz A. m

35This wealth bias is similar to that in Roemer (2006).

36Here it is possible to see why the model’s results still hold if we replace (6) by a “winner-take-all”,
probabilistic voting specification. In the basic probabilistic voting model (e.g. Persson and Tabellini 2000,
p. 34), when parties choose their platforms they will give more weight to more “responsive” individuals, i.e.
those who are more likely to reward a given change in platform. As we introduce campaign contributions,
wealthier individuals will endogenously emerge as more responsive, since their support is amplified by their
ability to contribute resources.
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The impact of inequality on redistribution is driven by the interaction of two effects.
First, we have what can be termed a “decisive voter’s preference” effect, corresponding to
the direct effect of o in (12), keeping p* constant. This is the impact of inequality on the
level of redistribution desired by a given decisive agent. Appendix A shows that this effect is
proportional to (1 + (1 — o) log(1 — p*)), and from this expression we can see that the effect,
which is behind Proposition 2, is now more subtle precisely because of the endogenous wealth
bias uncovered by Proposition 3: If p* is sufficiently large, it could be the case that the effect
is negative. In words, the decisive agent now may be wealthy enough that an increase in
inequality can lead her to desire less redistribution.

Second, we also have an “endogenous decisive voter” effect, which stems from the fact that
the identity of the decisive agent is now endogenous and varies with inequality. Appendix A
(1—0)o 9p*

~ “=, which is negative because 9" - (): An increase
(1—p*) 9o 0o

in inequality moves the decisive vote to a higher percentile. (This can be seen graphically in

shows that this effect is captured by —

Figure 3.) The intuition is simple: Higher inequality means that relatively rich individuals
become richer, and relatively poor individuals become poorer. This amplifies the advantage
of wealthier individuals in generating contribution revenues that can be translated into more

votes, and increases the wealth bias identified in Proposition 3.
[FIGURE 3 HERE]

Put together, the “endogenous decisive voter” effect and the possibility of changing the
direction of the “decisive voter’s preference” effect can lead to the standard prediction being
turned on its head: Higher inequality may lead to less redistribution.

The proposition also elaborates on this possibility more precisely, by showing that in
equilibrium there will be a non-monotonic relationship between inequality and redistribution.
In order to understand the intuition behind this result, consider a situation of perfect equality
(¢ = 0), in which all agents possess the same wealth. In such a situation, the decisive agent
is the median, since there is no incentive for the parties to deviate from this position so as
to increase their level of contributions, and redistribution is obviously a moot point. A small
increase in inequality from this initial point creates a large mass of individuals who are poorer
than the mean, and hence in favor of redistribution, and they have almost the same wealth
(and hence ability to contribute) as those few individuals who are now wealthier. This will
surely lead to an equilibrium with more redistribution.

As inequality increases, however, the relatively wealthy start having a large advantage in
providing parties with resources, strengthening the parties’ incentive to move their platform

away from redistribution. At some point, additional increases in inequality will lead to the
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decisive agent being one who is wealthy enough to actually demand less redistribution, re-
verting the standard prediction. That this has to be the case can be seen by considering
the situation of perfect inequality (o = 1), where all the wealth in the economy belongs to a
single individual (of measure zero). Such an individual concentrates in essence all the political
power, since the turnout of the relatively poor will be tiny, and she wants no redistribution at
all; any decrease in inequality will shift some political power to relatively poorer agents, who
will definitely want some redistribution. As a result, the standard prediction will hold when
inequality is relatively low, but will be reversed when inequality is sufficiently high.3” (Note
that this non-monotonicity result will hold if the effect of obtaining additional contributions
does not vanish too rapidly. If it does, contributions quickly cease to matter, and Proposition
2 shows that the standard result will thus prevail.)

The mechanism that the model highlights also translates into a specific prediction con-
cerning the behavior of the amounts of contributions gathered by Party D and Party R. This

can be summarized in the following:

Corollary 1 Under the same conditions of Proposition /, Ba% > 0 and 862—0_’3 < 0: Inequality
increases the amount of contributions collected by Party R, and decreases the amount collected
by Party D.

Proof. See Appendiz A. m

This is a central prediction of this framework. It is crucial for the results that changes
in inequality affect the amount that is contributed by the relatively poor and the relatively
wealthy, and that this effect alters the incentives of parties in seeking contributions. In
equilibrium, it has to be the case that an increase in inequality will increase the contributions
gathered by the anti-redistribution party and decrease the resources available to the pro-
redistribution party, even though the number of potential supporters goes down for the former

and up for the latter.

37This non-monotonicity result is the mirror image of what is obtained by Bénabou (2000): In his framework,
support for redistribution decreases with inequality for low levels of the latter, and eventually increases. The
key differences are that, in that paper, a wealth bias in the political process is exogenously assumed, and
redistribution also helps to pay for efficiency-enhancing expenditures. This is what lies behind his non-
monotonicity result. However, this model shows that the conclusions are very different when the decisive
agent in the political process is endogenously determined. Non-monotonicity results in a spirit similar to
mine are in Mattozzi (2005)— through a very different mechanism, linked to the interaction between policy
uncertainty and unequal access to insurance markets — and Acemoglu and Robinson (2005) — in the context of
the relationship between inequality and democratization and without a specific model of the political process.
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3.6 Extension: Contributions as a Luxury

As discussed in the previous section, it might be natural to assume that contributions are a
luxury good, in the sense that wealthier individuals tend to spend relatively more on contribu-
tions than poorer ones. I introduce this possibility by positing a simple form of Stone-Geary
preferences, whereby the utility of an individual who is sufficiently motivated to contribute is

given by:

u<zz>$z) =z (xz - xmin)li)\i (13>

st. zi+x;, < w;

where J; , z; , and x; are defined as previously, and z,;, > 0 is a minimum “subsistence” level
of consumption. It is easy to show that the individual will contribute a share \; of his wealth
in excess of the subsistence level of consumption, which means in particular that the rich will
indeed contribute a larger share of their wealth.

The solution developed so far is now simply a special case where x,,;, = 0. How are the
results affected when one considers cases where z,;, > 07 It can be shown that the results
in Propositions 2 and 4 still hold:*® the endogenous wealth bias and the non-monotonicity of
equilibrium redistribution with respect to changes in inequality all apply to the more realistic
case where contributions are a luxury good. Furthermore, an interesting new prediction

emerges, which I present in the following:

Corollary 2 If x,in > Wwin, the total amount of contributions increases with inequality.

Proof. See Appendiz A. m

Inequality now unambiguously increases the level of contributions, as it pushes more resources
toward wealthier individuals, who contribute disproportionately more. When i, < wmyin,
in contrast, inequality has no effect on total contributions, which are then a fixed share of

mcome.

38The proof is available upon request. In particular, Proposition 4 holds provided that ., is sufficiently
small or sufficiently large. That is because, if contributions are a luxury good three “classes” of individuals
arise in equilibrium: those individuals who support Party D, but are too poor to contribute; those who support
Party D, and may also contribute; and those who support Party R. An increase in inequality, while further
dispossessing the first group, might disproportionately favor the second group relative to the third one. This
could act to make the decisive position in the political process move to a relatively less wealthy individual.
In other words, the fact that contributions are a luxury good creates a political “middle class”, which can
be large if z.,j, is in an intermediate range. This adds nuance to the comparative statics, since increases in
inequality may disproportionately benefit this middle class.
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3.7 Summary

I have shown how a model of the political economy of redistribution that takes into account
two important features — that political participation is endogenous, and that it can take
different forms (e.g. voting and contributing to campaigns) that interact with each other and
react differently to changes in inequality — is able to generalize the traditional median voter
framework, and derive circumstances under which a wealth bias will endogenously emerge, and
the predictions of the latter will fail to hold. Quite importantly, this model makes explicit the
mechanism through which it operates, with clear empirical implications. These implications

can be summarized as:

1. Inequality reduces the amount of contributions made by relatively poor individuals, and

increases the amount of contributions made by the relatively rich;

2. Inequality reduces the amount of contributions gathered by the pro-redistribution party,

and increases the amount of contributions amassed by the anti-redistribution party;

3. Increased inequality will lead to a greater total amount of contributions, if campaign

contributions are a luxury good;
4. Inequality reduces the turnout of the poor relatively to the turnout of the rich;*

5. Increased inequality will lead to less redistribution, unlike in the standard median voter
framework, whenever inequality is sufficiently high and turnout is sufficiently sensitive

to campaign spending.
The next section presents evidence in support of this mechanism.
4 Inequality, Campaign Contributions and Voting Be-
havior: Empirical Analysis

4.1 Empirical Strategy

I analyze the interaction between inequality, individual campaign contributions, and voter

turnout in the setting of the US presidential election of 2000. The reason why I focus on the

39Tt can be shown that the prediction of the baseline model regarding total turnout is that it increases
with inequality. However, this prediction is not robust to the possibility that campaign spending be used
to interfere with the other party’ supporters’ turnout. The only robust prediction is that, if one splits the
population along the wealth distribution at any percentile p, the ratio of the turnout of those below p and the
turnout of those above p will decrease.
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2000 election cycle is that the independent variables I use come mostly from the Census, and
a Census year such as 2000 thus provides a more appropriate match between the different
variables along the time dimension. In terms of the model in the preceding section, I take the
Republican Party to be the empirical correspondent of Party R, and the Democratic Party
as the empirical correspondent of Party D, as the very choice of labels would have hinted. It
is rather clear that the latter is typically in favor of more redistribution, so the comparison
between the two parties should reveal how the political outcomes are likely to respond in
regard to redistribution.

The theory also takes as a premise that political preferences are determined (or at least
strongly influenced) by income. As shown by McCarty, Poole and Rosenthal (2006, ch. 3),
income is a foremost determinant of party allegiance in the US, with wealthier individuals
being significantly more likely to vote Republican, and this association has indeed increased
in recent decades. Nevertheless, the emergence of the so-called “value voters” in popular
perception, especially after the 2004 election, has led many to conclude that this income effect
has become less important (e.g. Frank 2004). Typically, many pundits argue that social
conservative voters systematically vote against their economic interests, while others note the
fact that many of the “blue” Democratic states in recent elections are relatively high-income
states. While these may be important factors, they are also easily reconciled with the evidence
on the strength of the income effect. Even among social conservatives and evangelicals, there is
a strong relationship between income and propensity to vote Republican, as is the case within
states (McCarty, Poole and Rosenthal 2006, ch. 3).% Gelman et al. (2007) provide further
help in reconciling the evidence with those perceptions, showing that the link between income
and partisan identification is much stronger in the South than in the rest of the country,
and that it is also stronger in poorer states. In any event, our mechanism does rely on that
assumption, and should be present to the extent that income is indeed influencing partisan
preferences.*!

My empirical strategy is to identify the effects of inequality on overall voting and con-
tribution patterns, and also on party-specific patterns, using variation across counties in the
US. The fact that I use variation at the county level within the context of a national election

warrants some comments. First of all, this means that the empirical analysis will leave the

40See also Ansolabehere, Rodden and Snyder (2006), for more evidence on how economic issues have more
weight on voters’ behavior than moral issues have. On the other hand, in contrast with McCarty et al., they
also argue that the link between income and preferences on economic issues, while certainly present, is not
that strong.

4lIn that regard, it is quite interesting to note that, consistently with Gelman et al.’s evidence, all of the
empirical results that follow are strongest in the South, and to a larger extent in the Midwest; the West and
Northeast display very weak patterns. The results by Census region are available upon request.
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redistribution policy outcomes aside, since the model clearly implies that to understand such
outcomes one must consider how parties react to the link between inequality and political
participation in setting their platforms. This would in turn require that the source of vari-
ation and the level at which policy is chosen were the same, which is not the case with the
available data.

As a result of this feature of the data, what I am able to test is a stripped-down version
of the model in which party optimization is abstracted away, and the existence of two parties
with different platforms regarding redistribution is instead assumed. In such a model, because
platforms are exogenously fixed, the impact of an increase in inequality through changes in
individual’s preferences is zero. However, such an increase changes the amount of resources
each individual has, and thus how much she is willing to contribute to campaigns: the rich
will contribute more, the poor will contribute less. In other words, if we compare two coun-
ties, controlling for a number of characteristics that should affect the amount of contributions
and the party they tend to favor — income and education levels, racial and religious com-
position, political factors — one would expect that, in the more unequal one, relatively rich
individuals will hold relatively more of the wealth. As a result, there should be a higher level
of contributions, disproportionately going to the party less favorable to redistribution, and
disproportionately coming from relatively wealthy individuals. In sum, the predictions of this
stripped-down model regarding the effects of inequality on political behavior will be exactly
the same as in the richer model from the previous section.*?

While the effect of inequality via the individual’s preferences regarding redistribution can-
not be measured in this empirical setting — since they should not be affected by the income
distribution at the county level — its other effect, through the amount of resources each one
is willing to contribute for given preferences, can be identified in a particularly clean fashion.
This is because concerns with reverse causality are greatly attenuated: the possibility that re-
distribution set at the national level will affect inequality in a given county is less problematic
than would be the case if inequality and redistribution platforms were being studied at the
same level of aggregation.*® I believe this is a helpful strategy in addressing the identification
of the mechanism linking inequality and redistribution, which is a question that the empirical

literature on the topic has somewhat overlooked.**

42This stripped-down model is available upon request. It is worth noting that the predictions on the effect
of inequality on redistribution outcomes would be different in this case — more inequality would lead to less
redistribution — because the traditional “decisive voter’s preference” effect would be entirely shut down.

43In effect, many other levels of aggregation would be equivalent from the standpoint of the empirical
strategy being used. The advantages of using counties are that it yields a reasonably large sample, and that
it lends itself to a smooth merging of the Census data from which many of the variables come.

44For an example of a paper that addresses this identification issue, using an instrumental variables approach
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Another note on the implications of this source of variation concerns turnout. The impact
of inequality on turnout in the model comes in essence from the effect of contributions, but
contributions that are raised in a given county need not be used in that same county. As a
result, what happens to turnout in the data does not correspond exactly to what the theory
focuses on in that respect, and some caution is necessary when it comes to interpreting the

results on voting. As will be seen, the results can be nevertheless illuminating.

4.2 Data Description

I use data on individual campaign contributions in the United States, from the Federal Election
Commission (FEC). Each individual donation over $200 has to be registered with the FEC,
and there is publicly available information on the individual donor (name, occupation, zipcode,
city, state), the amount given, and the committee to which it was directed. These data are
available for all 50 states (and the District of Columbia), which is where my analysis focuses
on, plus donations made from Puerto Rico, Guam, U.S. Virgin Islands, and abroad. These
committees can then be matched with the campaign they are associated with, which includes
information on the kind of election, the name and party of the candidate. Since the focus
is on presidential campaigns, I limit my attention to contributions to presidential candidate
committees and national party committees.*> I aggregate the information at the zipcode level,
which then enables me to consolidate the data by county, in order to merge with the other
data. This leaves me with data on the total number and amount of contributions directed to
the Democratic Party, the Republican Party, and to other parties. Some contributions could
not be matched with the data on committees, so they are left as unidentified.

Table A-1 presents some descriptive statistics on the amount of contributions. This table
splits the sample between contributions directed to presidential candidate committees and
those given to party committees. The columns labeled “Direct Contributions” correspond to
donations from individuals directly to the committee, while the columns labeled “Total” add
those contributions that are intermediated by other committees. The main difference between
these two types is that contributions of the former type were subject to legal limits — which
at the time were set at $1,000 for candidates, and $20,000 to party committees — , while the

latter type includes the so-called “soft money”, not subject to those limits.*6

on historical US data, see Ramcharan (2007). He finds evidence of a negative relationship between inequality
and redistribution.

451 include party committees under the presumption that these are also ways in which individuals can
express support for presidential candidates.

46Campaign contribution amounts in the US have been subject to legal limits since the enactment of the
Federal Election Campaign Act (FECA), which was originally passed in 1971, and amended in 1974 to set
limits on contributions. The Supreme Court, in Buckley v Valeo (1976), upheld the limits on individual
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One important message from Table A-1 is that these individual contributions are typically
fairly small. The median direct contribution is $500, and less than five percent of them are
above $2,000; the mean is around $800. When all contributions are considered, the median
is still $500, and the 95th percentile is $5,000 with the mean hovering around $1,700. These
amounts are hardly decisive in the context of a presidential election. (In fact, even these
numbers are overestimates, since the data are restricted to contributions above $200.) Quite
interestingly, the table also reveals that total contributions are well below the individual con-
tribution limits, suggesting that such limits were typically not binding. In addition, since the
2000 election preceded the McCain-Feingold Bill, “soft money” could still be used by corpo-
rate or union donors essentially without limits. This is precisely in line with the discussion in
Section 2 and the theoretical setup outlined.

Note that the number of individuals contributing is not large, when compared with the
total number of potential voters — a situation that could be expressed, in terms of the model,
by a high value of §. Proposition 4 reveals, however, that the value of ¢ in itself does not
matter for the strength of the mechanism highlighted, but rather whether the amount of
resources generated by contributions is important enough in its impact on turnout. Table
A-1 shows that those small contributions, when put together, amount to a very significant
figure, in excess of $1 billion when total contributions are considered. This suggests that the
mechanism highlighted by the model is potentially very important.*”

Finally, Table A-1 splits the different types of contributions according to the party to
which they were directed. A few things are of note in that regard: First, with the exception
of a large amount of non-direct contributions that remain unidentified, the vast majority of
contributions goes either to the Republican Party or to the Democratic Party. This is hardly
surprising. In addition, it can be seen that Republicans vastly outdid Democrats in terms of
obtaining individual contributions — by a factor of two when all individual contributions are
considered.*® This is also consistent with the theory, which implies that Party R will collect

more resources than Party D.

contributions, but struck down several other limitations. As a result, FECA was amended in 1979 to allow
parties to collect and spend unlimited amounts in their activities during election campaigns. This loophole gave
rise to the so-called “soft money”— roughly speaking, money not donated directly to a candidate’s campaign
but that could be used for campaign purposes —, which was not subject to the FECA-imposed limits. This
situation prevailed until the enactment of the 2002 Bipartisan Campaign Reform Act, also known as the
“McCain-Feingold Bill”, which banned “soft money” while increasing the individual contribution limits to
$2,000. These limits are raised for every election cycle, in order to keep up with inflation. These numbers are
available on the FEC website: http://www.fec.gov

47Tn addition, once very small contributions are taken into account, survey data suggests that around 10% of
the US population over 18 years old contributed to campaigns in the 1999-2000 election cycle (Ansolabehere,
Figueiredo and Snyder 2003).

48Note that this refers to data on individual contributions, not to the total fund-raising of either party.
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One limitation of the FEC data is that they do not allow us to match individual contribu-
tions to individual characteristics beyond location and occupation (which typically registers
the name of the individual’s employer). Our theory, however, makes explicit predictions
about how inequality will affect contributions from individuals in different parts of the income
distribution. In light of that, I supplement the FEC data with information from the 2006
Cooperative Congressional Election Survey (CCES) (Ansolabehere 2007). This survey asks a
large sample of individuals (36,500 in total) whether they have contributed money to politics,
and how much.?® Although the information refers to 2005/06, the main advantage is that
we can match the contribution to individual characteristics, particularly income. In addition,
while it is far from the entire universe of contributions, on the other hand it also enables
us to consider those amounts below the $200 threshold, which are not covered at all by the
otherwise more comprehensive FEC data.

Finally, I also use data on the electoral results by county for all states except for Alaska
(where the results are only available at the state level) and for DC, from the Atlas of U.S.
Presidential Elections website. A description of all variables, plus their sources, is in the Data

Appendix, and the descriptive statistics at the county level is in Table A-2.

4.3 Results and Discussion

Table 1 shows the results when the contribution data are pooled, with Republicans, Democrats,
other parties, and unidentified recipients in the same sample. Columns (1)-(2) have (the log
of) total contribution amounts as the dependent variable, normalized by total voting age pop-
ulation (over 18 years old).”® One can immediately see that richer and more educated counties
contribute more, and that total contributions also increase with how lopsided the county is in
terms of contributions, which stands as a proxy for how competitive the election was at the
local level. This seems to suggest that contributions are lower in more “disputed” counties,
which suggests that the effect of higher awareness brought about by more tightly disputed
races is not felt in the level of contributions, or at least that the county level is not where such
effects are strongest. (Note that all regressions include state fixed effects, which are important
to control for a host of factors such as how competitive the election was (e.g. “swing” vs.

“safe” states), regional preferences, etc.) I am mostly interested, however, in the impact of

49The question is: “During the past year did you donate money to any candidates for office or to political
party committees?” To the 30% of the sample who answered affirmatively, the survey then asks the amount
contributed. Note in particular that this includes contributions for all kinds of campaigns, and not only at
the presidential and national party levels.

50More precisely, I consider the log of one plus the amount of contributions, so that zero values are left in
the sample. The results are qualitatively unchanged if such values are left out.
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inequality at the county level on political behavior.
[TABLE 1 HERE]

Column (2) introduces the income inequality variable into the analysis.’! It has a signifi-
cant positive effect on the amount of contributions, exactly in line with the prediction of the
model when contributions are modeled as a luxury good, even when controlling for other types
of heterogeneity (race and religion). Importantly, the effect of inequality is also quantitatively
important:52 using the point estimate, an increase in inequality of one standard deviation
leads to a seven-percent increase in the amount contributed per person of voting age.

Columns (3)-(4) put the result under an interesting light, highlighting the distinctive
effect of inequality: income inequality displays a clear negative effect on the number of people
contributing (per 1,000 people of voting age). In other words, inequality is associated with
fewer people contributing, but contributing a greater amount. This is a first piece of evidence
that is clearly consistent with the idea that the rich are contributing more, while the poor
reduce their contributions, as a result of greater inequality, as predicted by my model.?

Some additional insight can be gained from Columns (5)-(6), where the dependent vari-
able is voter turnout, measured by total votes as a share of voting-age population.®® Here
the effect of inequality (and racial heterogeneity) is clearly negative, which is consistent with
the evidence from the literature that has explored the correlation between heterogeneity and
turnout (e.g. Mahler 2002). More generally, this evidence reinforces one of the model’s cor-
nerstones, namely that contributing to campaigns is a distinct form of political participation.
In addition, the fact that contributions and turnout move in opposite directions in response to
changes in heterogeneity also helps us rule out the possibility that the effect on contributions
is a spurious one.

The model clearly predicts differences in the behavior of individuals according to their
wealth or income. In particular, it predicts that increased inequality reduces the amount of

contributions provided by poor individuals relative to wealthy ones. The FEC data do not

51The 2000 Census does not make individual data available at the county or census block level. This prevents
me from computing individual income inequality. As an alternative, I get data aggregated at the census block
level, and compute inequality between those blocks (weighted by population). While this underestimates
individual inequality, it should still be a good proxy for income heterogeneity, to the extent that incomes sort
into neighborhoods.

52Note also that this is likely to underestimate the effect of inequality as predicted by the model, since the
nature of the data implies that only one channel is fully captured in the analysis, as previously discussed.

53Note that the interpretation of the “number” variable has to be tempered by the fact that the dataset
does not contain information on contributions below $200. In any case, a lower number of contributions of at
least $200 still suggests that the relatively poor are reducing their contributions.

541 define turnout with respect to total voting-age population, as opposed to total registered voters, because
the decision to register is part of the decision to vote as conceptualized in the theory.
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allow us to test this directly, since they do not distinguish individuals by income; I thus resort
to the CCES data, which records information on the individual’s family income. 1 compute
the share of total contributions recorded in that data set for each county that were provided
by individuals in each (roughly defined) quartile of the income distribution in the sample.”
The theory predicts that more inequality within a county will lead to a greater share of
contributions coming from the top parts of the distribution, and this is exactly what we see
in Table 2. Columns (1)-(3) show that the share of contributions coming from the bottom
two quartiles is significantly lower in higher-inequality counties, and Column (4) confirms
this point for when the distribution is split in two halves. The significance of these results
is magnified when we note that the number of counties in the sample is significantly smaller
than in the FEC universe, both because not all counties are present in the CCES sample and
because we focus our attention on those that have sufficient observations so as to generate
meaningful numbers of individuals in each income category.’® In sum, the evidence suggests
that greater inequality indeed leads to more contributions coming from wealthy individuals,

relative to those coming from poorer ones, just as the theory predicts.
[TABLE 2 HERE]

Another testable prediction has to do with the distinction between the two main parties.
This is what we look at in Table 3. The comparison between Columns (1) and (4) displays
the main result: While inequality has a strong positive effect on the amount of contributions
directed to the Republican Party, it has a (weak) negative effect on the contributions raised
by the Democratic Party.>” This is exactly in line with what is suggested by my theory: The
party that favors less redistribution amasses more contributions with increased inequality, in
contrast with what happens to the other party. In addition, the negative effect of inequality

on the number of contributors is also more pronounced for the Democrats — in terms of

55Because income is recorded in discrete categories, these “quartiles” are actually just approximations. What
I call “1st quartile” actually corresponds to 20% of the sample, with the 2nd, 3rd and 4th representing 33%,
27%, and 20% respectively. (The procedure is described in the Data Appendix.) Note also that individuals who
chose not to respond to the income question in the survey were dropped from the sample; to the extent that
the likelihood of refusing to provide income information rises with income and with local income inequality,
which seem to be reasonable assumptions, this biases the sample against finding support for my prediction.

56Table 3 presents the results using counties with at least 10 total observations. The results are robust to
using much larger thresholds — they are significant at the 5% level even if we restrict the sample to counties
with at least 46 observations, which leaves us with a mere 153 counties, and the sign is robust for every
threshold.

5"Note also that Republicans and Democrats are affected differently by changes in racial and religious
heterogeneity. The former seem to benefit from religious heterogeneity, whereas the latter seem to profit from
racial fragmentation.
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statistical significance, if not in terms of coefficient size.’® Note also that the effect of income
on contributions is significantly higher for the Republican Party: Wealthier counties contribute
disproportionately more to the Republicans. This is also consistent with the mechanism
highlighted by the theory.

[TABLE 3 HERE]

In sum, the evidence shows that campaign contributions constitute a distinct form of
political participation, which reacts to heterogeneity differently than other more widely studied
forms, such as voting, do. More specifically, with respect to income inequality, the picture that
emerges is one in which an increase in inequality raises the amount of contributions by the rich
relative to those by the poor, and shifts contributions from the relatively pro-redistribution
party to the anti-redistribution one. This could very well shift the political system towards

the preferences of the relatively wealthy, as suggested by the theory.?

5 Concluding Remarks

I have proposed a framework where political participation is endogenously determined and
takes two distinct forms — voting and contributing resources to campaigns — in a context in
which individuals recognize that their decisions are not pivotal for aggregate outcomes. In
spite of this non-pivotal nature, and endogenous wealth bias emerges in the political process,
as a result of the interaction between contributions and voting decisions. When applied to the
context of the relationship between inequality and redistribution, the framework shows that
such relationship becomes much more subtle than the simple logic of the standard median
voter framework would suggest. In equilibrium, redistribution is non-monotonic in inequality,
increasing at first but eventually decreasing. In addition, the mechanism behind this inter-
action translates into specific empirical predictions, and US data on campaign contributions
and voting behavior suggests that this mechanism has substantial explanatory power.

This framework also sheds light on a host of issues that, while outside the direct scope of

this paper, still relate to its building blocks. One such issue has to do with the consequences of

58Columns (3) and (6) seem to suggest that the impact of inequality on turnout is stronger for Republicans.
Here, however, even more caution should be exercised: besides the aforementioned fact that the connection
between contributions and voting is not at the local level, in the data, here turnout is defined with respect to
total population, not population by group as in the theory.

59The results are also robust to a number of checks: they hold when election data from the 2004 cycle is
used, and when the analysis is restricted to direct contributions (which are the ones subject to legal limits.
Robustness is also verified for specifications with the Gini coefficient computed at the household level (available
only for 1990) and with median household income as a control, instead of mean household income. All these
results are available upon request.
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alternative forms of campaign funding.’® For instance, in the very active debate on campaign
finance reform in the US, it is often mentioned that public funding would curtail the dispro-
portionate influence of wealthier individuals and pressure groups on the electoral process. My
model suggests that this would indeed be the case, but only if a total ban, or at least very
stringent limits, on individual contributions were introduced as well.®* In fact, I can show
that, unsurprisingly, the central results concerning the effect of inequality on redistribution
are maintained as long as the contribution limits are not too restrictive.%? In particular, what
matters is not the limit in absolute terms, but rather in comparison with the share of income
that individuals would be willing to contribute in the absence of limits. Since the latter is
likely to be quite small — Ansolabehere, Figueiredo and Snyder (2003) quote the figure of 0.04
percent of national income devoted to political campaigns in the US in 2000 — the limits would
probably have to be very stringent indeed.

More generally, the framework can be used to analyze other implications of this mech-
anism beyond the ones addressed in the paper. Any policy choice over which preferences
vary systematically with individual wealth or income — say, if wealthier individuals have a
stronger preference for protecting the environment, or for financing tertiary over primary edu-
cation — can also be studied taking into account the role of contributions and the endogeneity
of participation. In particular, the endogenous wealth bias should still be present in these
other contexts. Topics on comparative politics, such as the redistributive consequences of
majoritarian and proportional systems, can also be reassessed under these lenses, as their
possibly different implications regarding the role of campaign contributions could translate
into different policy outcomes. These are some issues I intend to consider in future work.

On the empirical side, one would like to bring policy outcomes into the picture, which, as
stressed before, would require data on inequality, political variables, and policy outcomes to
be obtained from the same level — local, state, or country. One could then test for many other
predictions generated by the framework: how much of the cross-country differences in terms of
inequality and redistribution can be explained, or if a greater role of campaign contributions is
in fact associated with a stronger “right-wing” bias and with a stronger link between personal
income and turnout. At a sub-national level, this raises issues of data availability, such as
obtaining information on redistribution outcomes; at the cross-country level, it would require

a careful consideration of institutional differences These are also issues for future research.

60See Roemer (2006) for a theoretical discussion on the welfare consequences of different forms of campaign
finance.

61This has been the subject of a heated debate in which the Supreme Court has been called to intervene
many times since the 1970s, as briefly alluded to in the discussion of the data. On this debate on campaign
finance reform and the history of legal decisions on the topic, see Corrado et al (2005).

62These results are also available upon request.
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6 Appendix A: Proofs

Proof. Lemma 1:
Denote by p* the percentile of the distribution at which, given the parties’ platforms, an
individual is indifferent between Parties D and R. One can characterize the wealth level of

an individual at p* by:

(1—TD>wp* +TDw—

O |D\L7

2
e ()

Given the cdf of the wealth distribution, given by (1), it follows that any percentile p of the

distribution will have wealth w, described by:

p=1-— <w$in)” = Wy =Wyin (1 =) = wy=(1—-0)w(1—p)°  (14)

I—o)wl-p)* = w(l_TD;TR> i(l_p*)UZ%
= -] "

(More precisely, p* equals the maximum of (15) and zero, but p* = 0 cannot be an equilibrium,
since the more redistributive party would then obtain no contribution at all.) From this it
immediately follows that g%; < 0. Since relatively poor individuals will vote for the party
that proposes higher levels of redistribution, p* represents the share of the population that
supports the more redistributive party; we thus have that if either party increases its proposed
redistribution, this will decrease the potential support of the more redistributive party.

Now suppose, by way of contradiction, that 7p < 7x. It follows that the relatively poor
will prefer Party R over Party D. It then follows that, by reducing 7z, Party R can both
decrease the overall tax rate and increase its own share of votes, since gi;: < 0. This will
obviously increase the party’s utility. Similarly, Party D can unambiguously increase its

utility by increasing 7p. This situation cannot be an equilibrium. One thus concludes that,

in equilibrium, we must have 7p > 7. =

Proof. Lemma 2:
Part 1 follows immediately from Lemma 1: Relatively poor individuals, if they vote and /or
contribute, will do so for Party D. Hence the population of potential supporters of Party D

is those individuals below the p* percentile.
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We can use this and (14), plus (3) and the uniform distribution of §; (which is uncorrelated

with wealth), to compute the total contributions obtained by Party D:

Zp = /Op*/51(5—5)(1—0)@(1—p)‘”d6dp=/0p*(1—a)w(1—p)“’ </61(5—3)d5>dp:
(L-9)° "
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A similar reasoning yields Zr =

Proof. Lemma 3:
Let us start by considering 6 € [0,1). Suppose, by the way of contradiction and without
loss of generality, that we have mp > mg. Differentiating (5) with respect to 7;, in such a

situation, yields:
ov; _ (- Q)av (r.7;) 0T
oT; or 071
which follows from the step-function nature of the “office-seeking” term in the utility function.

From (6), it follows that:

(16)

S -
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Note also that, given (9) and (10), we have:

0= S 2) 44 (2o (1= D) W (- ) (1- ) "] <0 (19
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Putting these together, it follows that, if 7p > mr in equilibrium, we must have:

or _ ot _,

Otp OTgp

However, combining (17), (18), (19) and (20) also reveals that aar_TD = ;TTR implies mp = mg.
This contradiction establishes the result.

Now consider the case where § = 1 (parties are pure office-seekers). If mp > g, then it

must be that 7p # 7, and Party R will have an incentive to adopt 7p as a platform instead,

thus splitting the vote and getting a positive probability of winning office. The converse would

be true for Party D if 7p < mg. Equilibrium would thus require 7p = 7z. =
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Proof. Proposition 1:
Lemma 3 and (6) imply that in equilibrium we have 7 = 2372, Using this in (15)
immediately implies that p* and 7 are linked by equation (12): To any p* corresponds a

unique 7. In addition, Lemma 3 and equations (9) and (10) imply that:

g ('(1 _25)_ (1—p9)'° @> (1-p) =7 ('(1 _25)_ (1-01-p)"") W) P =
y <(1_26>2 (1—p)"° @)
- p* = 2 2 = Q(p*)
(B a-prw) 0 (SR a-a-m o)

Note that Q(p*) € [0,1], and also that it is a continuous function of p*. It follows from

Brouwer’s fixed point theorem that Q(p*) has a fixed point, which characterizes the equilib-

rium. Note also that:

V(Zr) 55 (1 Zr) +7(Zp)) =7 (’V’(ZR)%% + 7’(ZD)%%)

Hr) = o (Zn) ¥ (Zo)]
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It thus follows that this fixed point is unique. m

Proof. Proposition 2:

1. If 4/(-) = 0 everywhere, meaning that contributions do not affect turnout, then (11) will

imply that:
v 1
T
2. Using (12), one can compute:
@T *\—O *\—0 * % —
% = [(1—19) +(1—-0)(1-p") (10g(1—p)—01_p*>]—
o B oy (l=0)oop
= @ep) 7 | - oo -y - 20T (21)

The last term in square brackets is obviously equal to zero, given part (i) above. The

term (1+ (1 — o)log(1 — p*)) is equal to 1 — (1 — ¢) log2 > 0, hence 2 > 0.
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Proof. Proposition 3:
Suppose p* < 3. It follows from (11) and /() > 0 that Zr < Zp. This in turn requires:

1
. 1\N\7 1
1-p")7< :>p*21—(—) >3

1
2 2

_1
where the last inequality follows from the fact that 1 — (%) 1= is monotonically increasing in

1

1
2) =0 — % This contradiction establishes the result. =

o, and lim,_,o1 — (
Proof. Proposition 4:

Consider (21), as we momentarily disregard the possibility of a corner solution in which
pr>plo)=1—(1- J)é and 7 = 0. One needs to sign % in order to figure out the behavior

of g—;. Given (11), and using the implicit function theorem, it follows that:

W (0 ) w1 ) ()L =) 4+ (Zo (22)
720 +1E0) + W (= 0) (L) T () (1 - )+ (Zo)]

The key term is the one in square brackets, which is clearly negative. This means that the

numerator is positive, since log(1 —p*) < 0. Similarly, one can conclude that the denominator
is positive. As a result, we have % > (: an increase in inequality unambiguously leads to
the decisive agent being at a higher position in the wealth distribution. We can also rewrite:

Op* _ —(A—p)log(1—p)A
Jo (1-0)A+ B

where A = (1—73)2@(1 —p*) " [V (Zg)(1 — p*) ++'(Zp)p*], and B = ~(Zg) +v(Zp).

We can now use this back in (21). There are two terms in square brackets, which correspond
to two separate effects: the term (1 + (1 — o)log(1l — p*)) corresponds to the change in the
preferred rate of the decisive agent, keeping the identity of this agent fixed. This could be
called a “decisive voter’s preference effect”: Inequality affects the desire for redistribution of
any given decisive agent. Note that this term will be positive if p* is sufficiently small: A
sufficiently poor agent will always have her desire for redistribution increased by inequality.
(In particular, this will always be the case for the median agent, as shown in Proposition 2.)
However, it can be negative if p* is sufficiently large. The second term, —((11:‘;1‘;%, will be
negative, as argued above. This corresponds to an “endogenous turnout” effect, given by the

effect of inequality, by increasing the amount of contributions from the rich relative to those
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from the poor, in leading to the decisive agent being an individual at a higher percentile,
who is thus less keen on redistribution. Combining the endogenous turnout effect and the
possibility that the decisive voter effect be negative, it is possible that g—; be negative.

To see how (21) will behave when both the “decisive voter’s preference” and the “endoge-

nous decisive voter” effects interact, note that we can rewrite it as:

or _ *\—0 [ * (1_0)0(1_p*)10g(1_p*)14 _
% - (1_p> :(1+(1_U)10g(1_p))+(1_p*) (1—U)A+B :|_
= (1-p) 7 |1+ (1—0)log(l—p") <1—|—(1_;)—Ai4+3)} =
= =) i o)ty - ) ]

If we let A — o0, the term in square brackets will converge to 1 + log(l — p*). Us-
ing Zr as described by (8), we can rewrite A = ﬁZR V(Zr)(1 —p*) + ' (Zp)p*]; if
limy (Z7(Z)) = oo — ie. if 4'(Z) goes to zero sufficiently slowly, we can let A grow
without bound by increasing w. (Note that, by choosing units, we are essentially free to
increase w arbitrarily.) Under such conditions, the behavior of % will be determined by the
behavior of 1 + log(1 — p*).

Now consider the situation in which ¢ — 1.This is a situation of “perfect inequality”,

where all wealth is held by a single (zero-measure) individual who obviously favors Party R

(1)

2

against redistribution. In fact, ¢ — 1 implies Zp — 0 and Zp — w; since we denote

(1-3)°

limy o v(Z) = ¢, it follows that lim,_; p* = ( , which gets arbitrarily close to 1 as

¥ @E) +e

€ gets arbitrarily small. It is also straightforward to see that lim,_.op* = %, since when all

individuals are equal there is no incentive to deviate from the median to obtain contributions.

(1-3)°

2

2
It suffices to note that ¢ — 0 implies Zp — p* w and Zr — (1 —p*) @w, and

that with those values it will be the case that p* = % will satisfy the equilibrium condition.

In addition, we have shown that % > (0. Putting all of this together, we conclude that

limg_,og—; x 1 —1log(2) > 0, lim,_; g—; < 0, and % < 0 for all ¢ € (0,1). This in turn
or

means that there exists a o such that §7 > 0 if and only if ¢ < @. Finally, note that, from

(12), we have lim, o7 = lim,_,; 7 = 0. Given the results above concerning the behavior of
or 92T

9o’ 902>

have p* < p(o) for all o € (0,1), and there is no corner solution in this case. This completes

lim,_. g—;, lim,_ and these imply that 7 > 0 for all 0 € (0,1). In other words, we
the proof. m
Proof. Corollary 1:
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Totally differentiating (11) with respect to ¢ we obtain:

op*
oo

(1= (20) S = (Zp)

op*
Oo

Y/
+p'y (ZD)a—UD

—(Zr)

o Zp _ _ 92 :
From (7) and (8), it is easy to see that 5% = —=52, hence:

op* 0Zp

(v(Zp) +v(ZR)) 30rz[Ur—pﬂv%Zﬁ)+lfv%Zpﬂja;

It follows that the sign of % will be the same as that of %, while the opposite holds for

aa%‘ Since under the conditions of Proposition 4 we have 88%: > 0, the result immediately
follows. m

Proof. Corollary 2:

It can be shown that in this model we have:

— 2 = 2
1-9 1-9
7 = %w(l - pmin)(lio’) - % (1 - pmin) Lmin
It follows that:
BZ _ (1_0) __ —0 apmin
o X =0 (1 = Ppin) 1og(1 — Pmin) — [w(l = 0) (1 = pmin) * — xmin] oo

The first term, which is positive, corresponds to the fact that an increase in inequality shifts
wealth to relatively wealthy individuals, who are above the contribution threshold. The
second term corresponds to the effect of inequality through a change in the percentile at
which individuals start to contribute — i.e. the percentile at which the level of wealth x,;, is
attained. We can immediately note, from (14), that the term in square brackets is actually
identical to zero: The change in p.;, has no effect, since an individual at that percentile

contributes an amount of zero. It follows that:

oz _
— x—w(l— pmin)(1 7) log(1 — pin) > 0
Jo

as long as pyin > 0, which will be the case if z,;, > wnin. In words, increases in inequality

lead to larger amounts of contributions in equilibrium. m
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7 Appendix B: Generic Wealth Distribution

Now let us consider the case where the wealth distribution is given by some generic distribution
function F' defined over [0, 00). The only assumptions I will impose are that F' is differentiable
(and with full support, such that F’'(w) > 0 for all w > 0), that it has a finite expected value,
which T will denote w, and that it is right-skewed, such that w,,.q < W, where F(wpeq) = %

The main difficulty with a “generic” distribution is to conceptualize inequality. First of
all, keeping in line with the standard median voter framework, I will impose that changes
in inequality will increase the distance between median and mean income: % < 0. For
simplicity, I will consider that the “inequality” of F' is measured by a parameter A; in order to
fix ideas, I will consider A € [0, 1], and think of it as the Gini coefficient: A = 0 is a situation
of perfect equality, where every individual has the same wealth w, while A = 1 is the limit
situation where all the wealth in the economy is held by a single individual of measure zero.
This difficulty will nevertheless restrict us to heuristic proofs in a few cases, which can be
made more rigorous and precise by using specific functional form assumptions, as shown in
the main text.

I will now show how each of the proofs can be adapted for this general case:
e Lemma 1:

If the cdf of the wealth distribution is given by F', it follows that the percentile p* of the

distribution will be characterized by:
p*:F(wp*):F(E (1— TD;TR)) (23)

From this we get that % < 0, since F' is increasing. The lemma thus follows as before.
J

e Lemma 2:

The total wealth held by the individuals below p* is now [ ’ F~Y(p)dp, where F~! denotes

the inverse function — which exists, since we have F'(w) > 0. It follows that:

Zp = ﬂ/p F~(p)dp (24)

Zp = M /1 F~Yp)dp = X1 - 6w — Zp (25)

40



For future reference, we note that:

0Zp (1-79)

= F=(p* 2
o 570 >0 (26)
0Zr 0Zp

- — 2
o o <0 (27)

e Lemma 3:

Given the new version of Lemma 2, and the corresponding signs from (26) and (27), we

get:
(97TD 87rD 8p* ’ 8ZD %
= = Z 7 2
S = Go=on [w p) +7'(Zp) ap*P] <0 (28)
aﬂ'R aﬂ'R Gp* / 8ZB *
= = Zr) =~ (Z 1— 2
o - p {7( r) =7 (ZR) o (I—p )} >0 (29)

The lemma thus follows as before.

e Proposition 1:

Now we have

., ((1—;>2 I rl(p)dp)
(O )+ (G g )

Note that we still have that Q(p*) € [0, 1], and also that it is a continuous function of p*.
Note also that:

*

p:

= Q(p")

Y (ZR) 2 (4(ZR) +1(Zp)) = W Zn) (¥ (Zr) 928 + ' (Zp) %22 )

Q/ E3 —
) v (Zg) + 7 (Zp)]?
x v(ZDW'(ZR)%if _ ’y(ZR)’y’(ZD)aaif _

= —[(Zp)V(Zr) +1(Zr)Y (Zp)| A (1 = 0) F7'(p") <0

It thus follows that there exists a unique fixed point, and the proposition follows. The equi-

librium tax rate is now given by:
F(p)

w

T=1-— (30)

e Proposition 2:
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1. Same as before.

2. Using (30) one can compute:

or 10w, 1 1  Op*

or _ 20Uy 1 or 1
0N~ w 0A W F'(wy) OA (31)

where the last term uses the inverse function theorem. The last term in square brackets

is obviously equal to zero, given part (1) above. The term —%agjﬁ*

change in the wealth of the median agent, relative to mean income, that is brought

here captures the

about by a change in inequality. Since % < 0 by assumption, it follows that g—g > 0.

e Proposition 3:

Again, suppose p* < 1. It still follows from (11) and ¢/(-) that Zgz < Zp. This in turn

requires:

(1-3)" . 14
_ ol
ANl — 0T —Zp < Zp — Zp>-—2 2 Jo F~'(p)dp

Now note that p* < % also implies that:

wmed_/
2 B 0

Putting these two together, we get:

*

P
Wneadp > / FY(p)dp
0

N

1 1 —

Wmed f() F (p)dp w _
> = - = me 2

2 = 2 2 Wmed = 1

which is in contradiction with the assumption of right-skewness of the distribution F'. This

contradiction establishes the result.

e Proposition 4 (Heuristic):

We cannot establish the non-monotonic property as rigorously as was the case with the
Pareto distribution, since one needs to specify what exactly do changes inequality mean, and
this requires more structure on the family of distributions being considered — as was done by
assuming the Pareto distribution. We can still offer, however, some characterization of the

possible results, especially for limit cases of perfect (in)equality.

42



To see this, let us start by noting that the expression that corresponds to (22) is now:

op* _ —0'Zr)A—p) +7'(Zp)p"
- T vy b))+ 1

V(Zr) +v(Zp) +
The term in square brackets and the denominator are the same as before — hence they are

(32)

negative and positive, respectively. The numerator is likely to be positive, to the extent that
an increase in inequality will decrease the wealth of the relatively poor individuals, so that
fé’ Gup s dp would likely be negative. There is thus a tendency towards having 8pA* > 0: an
increase in inequality leads to the decisive agent being at a higher position in the wealth

distribution.

*

We can use this back in (31). The “decisive voter” effect is captured by the term —%8;1& .
.

Note that this term will be positive if p* is sufficiently close to 5, given our assumption on
the effect of an increase in inequality on the median agent: A sufﬁmently poor agent will
always have her desire for redistribution increased by inequality. However, it can be negative

if p* is sufficiently large. The “endogenous turnout” effect is captured by the second term,

11 o
EF’(U}IJ*) oA

cisive voter” effect and the possibility that the “decisive voter’s preference” effect be negative,

which will likely be negative, as argued above. Combining the “endogenous de-

it is possible that ~ be negative. We cannot be sure about that, though, without imposing
more structure on the distribution function.

Even without imposing additional structure, we can substitute (32) into (31), in order to
gauge at the behavior of equilibrium redistribution in response to changes in inequality when

both effects are taken into account. This substitution yields:
/ * / * (1_3)2 awp
o _ 10w, 11 Y(Zr)(1 = p*) ++'(Zp)p'] 5~ [y Fdp
OA — w OA W F'(w, 1-5)°
W) o Z) 4+ Z0) + Cwye ()1~ ) 47 (Z0))

Let us consider the limit cases of A — 0 (all individuals have the same wealth, W) and A — 1

(33)

(all the wealth in the economy is held by a single individual), thinking of A as being the
Gini coefficient. Since limy_o7(Z) = ¢, it is easy to see that we still have, when A — 1, p*
arbitrarily approaching 1 as € gets arbitrarily small, and lima_,o p* = %, for the same reasons
as in the Pareto case. Now note that, given our definitions for the limit cases, it follows that
when A — 0 and p* — %, we have F'(wp+) — oo; similarly, when A — 1 and p* — 1, we
have F'(w,+) — 0. (See Figures 4 and 5.) This seems to indicate that the “decisive voter’s
preference” effect should prevail when inequality is low — and it will then be positive, as stressed
before — while the “endogenous decisive voter” effect will be stronger when inequality is high.

This indicates the distinct possibility of a non-monotonic relationship between inequality and
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redistribution. That will depend, however, on the behavior of 2 along the distribution, and

understanding this requires more specific assumptions on What thls distribution is like.
[FIGURES 4 AND 5 HERE]
e Corollary 1:

Totally differentiating (11) with respect to A we obtain:

8p* GZR 8p* s/ 8ZD
—W(ZR)aA (L =p ) (Zr) 1 A ’Y(ZD)aA +p"Y(Zp) 5 A
It is easy to see that ‘9% = %ZAD, hence:
8p* ’ w7 8ZR
[v(Zp) +(ZR)] A =[(1 = p")Y(Zr) + 0" (Zp)] oA

It follows that the sign of 8ZR will be the same as that of 2& . while the opposite holds for

A
8ZD , just as before. To the extent that we have _ > 0, the result immediately follows.
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8 Data Appendix

The variables used in the empirical analysis are defined as follows, all at the county level:

1. Contributions: Individual contributions are obtained from the file “indiv00.do”, avail-
able on jwww.fec.gov/finance/disclosure/ftpdet.shtml#1999_2000;,, which are then merged
with data on committees from the file “cm00.do”, available on the same URL. I limit the
analysis to contributions to presidential candidates (filer type “P” in the committee file)
and party committees (filer types “X” (Non-Qualified Party, meaning party committees
not qualified as multi-candidate) , “Y” (Qualified Party), and “Z” (National Party Orga-
nizations)). (The procedure is analogous for gathering data for the 2003/2004 election

cycle.) “Direct contributions” refer to transaction type “15” in the “indiv00.do” file.

(a) Amount: Log of one plus total amount of contributions (in the two-year election

cycle) divided by population over 18 years old (so that zeros are kept in sample).

(b) Number: Number of individual contributions (in the two-year election cycle)

divided by population over 18 years old, multiplied by 1000.

(c) Contribution Margin: Absolute value of the difference between contributions to
Democrats and Republicans divided by total contributions to both parties (in the

two-year election cycle).

(d) Share of Contributions by Individuals in Different Parts of the Income
Distribution: From the CCES (Ansolabehere 2007), I add up within each county
all contributions made by individuals within each income category, from 1 (less
than $§ 10000) to 14 ($ 150000 or more), then aggregate into “quartiles” — which
are not exactly quartiles because of the discrete income categories, then divide
by the total contributions in each county. The 1st “quartile” of the distribution
comprises (roughly) 1 through 5 ($ 25000-$ 29999), which actually corresponds to
20% of individuals responding to the income question; the 2nd “quartile” (actually,
33%), 6 through 8 ($ 50000 - $59999); the 3rd “quartile” (27%), 9 through 11 ($
80000 - $ 99999); and the 4th “quartile” (20%), 12 through 14. Individuals who

did not respond to the income question were dropped from the sample.

2. Voting: Data on votes is obtained from the Atlas of U.S. Presidential Elections, on

http://www.uselectionatlas.org

(a) Turnout: Total number of votes in the election divided by population over 18

years old.
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(b)
(c)

Vote Margin: Margin of victory of winning candidate, in percentage points.

Bush Win: Dummy for counties won by George W. Bush.

3. Other Variables:

(a)

Income: Sum of median household income per census block, weighted by popula-
tion, divided by total county population. (Counties with a single census block are

excluded.). Computed from Summary File 3 of the 2000 Census.

Education: % of population with at least college degree. Computed from 5-
Percent Public Use Microdata Sample (PUMS) files of the 2000 Census.

Racial Heterogeneity: Herfindahl index of racial heterogeneity. The races are
defined by combining the definitions of “race” and “Hispanic origin” in the 2000
Census: My categories are “White”, “Black or African American”, “American In-
dian and Alaska Native”, “Asian”, “Native Hawaiian and Other Pacific Islander”,
"Other” — all of these restricted to “Non-Hispanic” origin — and “Hispanic”. Com-
puted from 5-Percent Public Use Microdata Sample (PUMS) files of the 2000 Cen-

sus.

Religious Heterogeneity: Herfindahl index of religious heterogeneity, from a
variety of sources obtained for around 1990. These data come from Alesina, Baqir
and Hoxby (2004).

Income Inequality: Gini coefficient between census blocks within a county,

weighted by population. Computed from Summary File 3 of the 2000 Census.
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Table 1. 2000 Elections: Full Sample

1) (2) (3) 4) 5) (6)
Amount Amount Number Number Turnout Turnout
Log Income 0.343 0.353 0.742 0.722 0.058 0.052
[0.064]*** [0.063]*** [0.194]*** [0.191]x** [0.008]*** [0.008]***
Education 0.045 0.036 0.139 0.142 0 0.003
[0.003]*** [0.003]*** [0.013]*** [0.015]*** [0.000] [0.0007]***
Contribution Margin 0.084 0.086 0.372 0.368
[0.030]*** [0.029]*** [0.088]*** [0.089]***
Vote Margin 0.096 0.035
[0.011]x** [0.010]***
Bush Win -0.085 -0.034 -0.148 -0.138 0.005 -0.012
[0.026]*** [0.026] [0.077]* [0.083]* [0.004] [0.003]***
Racial Heterogeneity 0.243 0.427 -0.162
[0.083]*** [0.307] [0.013]x**
Religious Heterogeneity 0.031 0.505 -0.005
[0.078] [0.263]* [0.011]
Income Inequality 1.301 -3.333 -0.43
[0.275]*** [1.388]** [0.037]***
Observations 2915 2880 2914 2880 2935 2900
R-squared 0.373 0.377 0.315 0.305 0.507 0.610

Notes: OLS regressions with state fixed effects; robust standard errors in brackets.

* significant at 10%; ** significant at 5%; *** significant at 1%

For the definitions of the variables, see Data Appendix.



Table 2. Share of Contributions Made by Individuals in Different Parts of Income Distribution

1) (2) 3) 4)
1% Quartile 2" Quartile 3" Quartile Bottom Half
Log Income -0.0866 -0.221** 0.119 -0.308***
[0.053] [0.090] [0.087] [0.098]
Education -0.00043 -0.00139 -0.00131 -0.00182
[0.0015] [0.0027] [0.0028] [0.0030]
Contribution Margin -0.0414 -0.0133 0.023 -0.0547
[0.043] [0.074] [0.067] [0.079]
Bush Win 0.000264 0.0271 -0.014 0.0274
[0.022] [0.036] [0.033] [0.039]
Racial Heterogeneity -0.0721 -0.0841 0.255* -0.156
[0.066] [0.12] [0.13] [0.14]
Religious Heterogeneity -0.116 0.384* -0.0643 0.269
[0.16] [0.22] [0.22] [0.23]
Income Inequality -0.517** -0.671* 0.127 -1.188***
[0.26] [0.39] [0.46] [0.44]
Observations 437 437 437 437
R-squared 0.151 0.117 0.153 0.184

Notes: OLS regressions with state fixed effects; robust standard errors in brackets. Sample limited to counties with at least ten

individual observations in 2006 Cooperative Congressional Election Survey.
* significant at 10%; ** significant at 5%; *** significant at 1%

For the definitions of the variables, see Data Appendix.



Table 3.

2000 Elections

: Democrats and Republicans

1) ) 3 4) ®) (6)
Amount Number Turnout Amount Number Turnout
Democrats Republicans
Log Income 0.124 0.143 -0.037 0.263 0.579 0.089
[0.025]*** [0.071]* [0.008]*** [0.042]*** [0.153]*** [0.008]***
Education 0.014 0.044 0.002 0.025 0.097 0
[0.002]*** [0.007]*** [0.0007*** [0.002]*** [0.0107*** [0.000]
Contribution Margin -0.212 -0.365 0.245 0.734
[0.013]*** [0.043]x** [0.018]*** [0.068]***
Vote Margin -0.175 0.219
[0.010]*** [0.012]***
Bush Win -0.068 -0.178 0.004 0.041
[0.013]*** [0.048]*** [0.016] [0.053]
Racial Heterogeneity 0.112 0.223 0.009 0.05 0.203 -0.146
[0.036]*** [0.140] [0.010] [0.057] [0.241] [0.012]x**
Religious Heterogeneity -0.006 -0.009 -0.029 0.1 0.514 0.017
[0.034] [0.092] [0.008]*** [0.058]* [0.227]** [0.009]*
Income Inequality -0.103 -1.688 -0.001 0.603 -1.645 -0.38
[0.135] [0.539]*** [0.028] [0.204]*** [1.131] [0.034]***
Observations 2880 2880 2900 2880 2880 2900
R-squared 0.442 0.285 0.550 0.387 0.275 0.669

Notes: OLS regressions with state fixed effects; robust standard errors in brackets.
* significant at 10%; ** significant at 5%; *** significant at 1%
All variables are defined as in the Data Appendix, except that votes and contributions are restricted to those for the corresponding party.
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Figure 4. Perfect inequality: A— 1
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