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Abstract  

Most  analyses of social protect ion are focussed on public arrangem ents. However, social effort  is 

not  rest r icted to the public dom ain;  all kinds of private arrangem ents can be subst itutes to public 

program s. I n fact , in several count r ies there has been a shift  from  public towards private social 

arrangem ents. OECD-data indicate that  account ing for pr ivate social benefits has an equalising 

effect  on levels of social effort  across a num ber of count r ies. This suggests that  public and private 

social expenditures are com plem entary to som e extent . But  their dist r ibut ional effects differ. I n all 

OECD count ries, the social protect ion system  causes a m ore equal dist r ibut ion of incom es. I ndeed, 

using cross-count ry data, we find a negat ive relat ionship between public social expenditures and 

incom e inequality and a posit ive relat ionship between public social expenditure and income 

redist r ibut ion. But  we do not  find a significant  posit ive relat ionship between private social 

expenditures and incom e inequality or incom e redist r ibut ion. Consequent ly, changes in the 

public/ pr ivate-m ix in the provision of social protect ion m ay affect  the redist r ibut ive im pact  of the 

welfare state.  

 

JEL-classificat ion :  D3, H22, and H55 

Keyw ords:  Social Protect ion, Private Social Expenditure, I ncome Distribut ion 
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1   I ntroduct ion 

 

The welfare state aims to reduce income inequality between individuals. People differ in their talent , 

socio-economic background and opportunit ies. The market  process then results in large differences in 

income levels. Governments achieve interpersonal redist ribut ion of market  incomes through taxes 

and social benefits (cash benefits and benefits in kind) . I n recent years considerable progress has 

been made in empirical research on the impact of social protect ion systems on income inequality. But  

most  analyses of social protect ion are focussed on public arrangem ents. However, social effort  is 

not  rest r icted to the public dom ain;  all kinds of private arrangem ents can be subst itutes to public 

program s. The OECD has recent ly done a comprehensive study on public and private social 

expenditure (Adema, 2001;  Adema and Ledaique, 2005) . They define pr ivate program s as ‘social’ 

when they serve a social purpose, are subject  to governm ent  intervent ion and contain an elem ent  

of interpersonal redist r ibut ion. The data gathered by the OECD show that  such private social 

arrangem ents have a substant ial size in m any count r ies. I n fact , in several count r ies welfare state 

reform s have caused a shift  from  public towards private social expenditures. Our quest ion is 

whether such a shift  from  public to pr ivate social arrangem ents affects the redist r ibut ive impact  of 

the welfare state. Theoret ically, it  is plausible that  public and private arrangements in social 

protect ion systems have dissim ilar dist r ibut ional effects. I n this paper, we will empirically invest igate 

the relat ionship, if any, between cross-country differences in public and private social expenditure 

and the distribut ion of income in a number of wealthy nat ions. To that  end, we will use more recent  

data on private social expenditure than in earlier work (Caminada and Goudswaard, 2005) . We 

analyse the effects of account ing for private social benefits on social protect ion stat ist ics, and link 

both public social spending and private social spending to indicators of income inequality and incom e 

redist ribut ion. Our purpose is to present a simple and intuit ive analysis which elaborates on previous 

work. The aim of the paper is not  to explain the household income distribut ion across countries, nor 

will we discuss the direct ion of the causality of the relat ionship between cross-country differences in 

incom e inequality and the levels of social spending. Such an analysis should be based on a theory 

which would have to address several cross-nat ional differences explaining the household income 

dist ribut ion (cf. Gottschalk and Smeeding, 1997). Such a comprehensive approach is far beyond the 

scope of this paper. 

This contribut ion is structured as follows. Sect ion 2 summarises empirical results of the level of 

income inequality and income redist ribut ion through the welfare state across countries. I n sect ion 3 

we discuss the nature of private social expenditures and show recent data on these expenditures. In 

sect ion 4 we perform several empirical analyses on public and private social expenditures, and the 

dist ribut ion of income. Sect ion 5 concludes.  

 

 

2   Em pir ical evidence on incom e inequality and incom e redist r ibut ion  

 

The best  cross-nat ionally comparable collect ion of income data is the Luxembourg I ncom e Study 

(LI S) . LI S was created specifically to im prove consistency across count r ies. The LI S data are a 

collect ion of m icro data-sets obtained from  a range of incom e surveys in various count ries. The 

advantage of these data is that  extensive efforts have been m ade by count ry specialists to m ake 

inform at ion on incom e and household characterist ics as com parable as possible across a large 

num ber of count r ies. The approach adopted by LI S overcom es m ost , but  not  all,  of the problem s of 

m aking com parisons across count r ies that  plagued earlier studies (Sm eeding, 2002) .  

This sect ion sum m arises the evidence on cross nat ional com parisons of incom e inequality over 29 

nat ions based on em pir ical evidence from  LI S (Mahler and Jesuit ,  2006) . Levels of inequality can be 

shown in several ways, e.g. by Lorenz curves, specific points on the percent ile dist r ibut ion (P10 or 

P90) , decile rat ios (P90/ P10) , and Gini coefficients or m any other sum m ary stat ist ics of inequality. 

All (sum m ary)  stat ist ics of inequality can be used to rank incom e inequality in OECD count ries, but  

they do not  always tell the sam e story. The obvious advantage of the presentat ion of inequality by 

sum m ary stat ist ics is its abilit y to sum m arise several nat ions in one picture. 
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Figure 1 shows the m ost  often used sum m ary m easure of the income dist r ibut ion -  the Gini 

coefficient  of equivalized disposable income. The Gini coefficient  lies between 0 (no inequality and 

1 (m axim um inequality) . The figure indicates that  a wide range of inequality of disposable incom e 

exists across developed nat ions, with the nat ion with the highest  inequality coefficient  (Mexico)  

over twice as high as the nat ion with the lowest  coefficient  (Denm ark) . I n another study (Cam inada 

and Goudswaard, 2001)  we have shown that  income inequality has r isen since the early 1980’s in 

the m ajority of the OECD count r ies, although it  is wrong to think in term s of a world-wide t rend 

(Atkinson, 2000) . 

 

Figure 1:  Gini index of equivalized disposable income 
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Source:  Brandolini and Sm eeding (2005) ;  data to be found at  www.lisproject .org/  

 
 

But  what  is the im pact  of welfare states on inequality? Smeeding (2002)  showed that  social policies, 

wage dist r ibut ions, t ime worked, social and labour market  inst itut ions and demographic differences 

all have some influence on why there are large differences in inequality am ong r ich nat ions at  any 

point  in t im e. However, in this paper we focus on social protect ion system s only.  

Most  nat ions have designed system s of social protect ion to shield their cit izens against  the r isk of a 

fall in econom ic status due to unemploym ent , divorce, disability, ret irement , and death of a 

spouse. But  these social protect ion system s also aim  to reduce inequality between individuals and 

households. The substant ial differences in incom e inequality across welfare dem ocracies are well 

documented (e.g. Förster, 2000;  Atkinson et  al,  1995;  Got tschalk and Sm eeding, 1997;  Förster 

and d'Ercole 2005) . These differences are often at t r ibuted to social policies. Förster’s empir ical 

analyses showed that  in m ost  developed count r ies, between one third and 45 percent  of all public 

t ransfers goes to the lower incom es. Korpi and Palm e (1998) , for example, showed that  welfare 

states with generous social insurance program s redist r ibute econom ic resources m ore effect ively 

and have a m ore equal dist r ibut ion of incom es than welfare states with less generous insurance 

schem es. I n general, tax/ t ransfer system s as a whole reduce market - income inequality in all OECD 

count r ies.  

 

Usually the im pact  of social policy on the dist r ibut ions of incom e is calculated in line with the work 

of Musgrave, Case and Leonard (1974) , i.e. statutory or budget  incidence analysis. That  is, 
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im portant  issues of tax/ t ransfer shift ing and behavioural responses are ignored.1 The m easure of 

the redist r ibut ive im pact  of social protect ion on inequality is st raight forwardly based on form ulas 

developed by Kakwani (1986)  and Ringen (1991) :  

  

Redist r ibut ion by governm ent  =  (pr imary income – disposable income)  /  (pr imary incom e)  x 100. 

 

Figure 2 shows the reduct ion in inequality caused by social protect ion, where prim ary income 

inequality is given by a sum m ary stat ist ic of pre- tax, pre- t ransfer m arket  incom es and disposable 

incom e inequality is given by the sam e sum m ary stat ist ic of disposable equivalent  incom es. The 

figure shows the Gini incom e inequality before and after taxes/ t ransfers and the inequality 

reduct ion coefficient  in 22 count r ies around the year 2000. Taxes and t ransfers reduce the Gini by 

on average 26 percent . For example Sweden, Denm ark and Germ any achieve a greater 

redist r ibut ion of economic resources (m ore than 40 percent )  com pared to Canada, Spain, 

Switzerland and the United States. I t  turns out  that  the lat ter count r ies are in fact  those with the 

least  equality, while Sweden, Denm ark, and Norway are count r ies with a rather low degree of 

incom e inequality.  

 

Figure 2:  Gini indices of market  income and equivalized disposable income 
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Source:  Brandolini and Sm eeding (2005) ;  data to be found at  www.lisproject .org/  
 

 

However, the results in Figure 2 do not  show the redist r ibut ive im pact  of separate parts of social 

protect ion system s. Recent  literature suggests that  the determ inat ion of the relat ionship between 

social expenditures and inequality should be carr ied out  on a disaggregated basis (see Swabisch et  

al,  2003) . Ferrarini and Nelson (2002)  showed that  only a lim ited number of studies have at tempted 

to specify the link between specific social t ransfer programs and income inequality. Thereby, the 

knowledge about the inst itut ional st ructures that  produce certain distribut ive outcomes is lim ited. 

Especially earlier studies that  decom pose inequality into specific t ransfers do not  pay sufficient  

                                                 
1 See for a crit ical survey of efforts to measure budget incidence by Smolensky et  al. (1987) . However, models 

that  include e.g. behavioral links are beyond the scope of exist ing empir ical work (Got tschalk and Smeeding, 

1998, p. 3) . Therefore, researchers have restr icted themselves largely to account ing exercises which 

decompose changes in overall inequality into a set of components.  
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at tent ion to the problem  of taxat ion of social insurance. To gain a deeper understanding of the 

redist r ibut ive m echanism s of the welfare state it  is necessary to disaggregate the social t ransfer 

system  into program  specific com ponents. Recent  LI S data (Mahler and Jesuit ,  2006)  show a rough 

disaggregat ion for a number of count r ies. Table 1 indicates that  on average 24 percent  of the 

redist r ibut ive im pact  of the welfare state can be at t r ibuted to taxes and 76 percent  to t ransfers. 

However, the differences between count r ies are quite large:  in the US 40 percent  of redist r ibut ion 

com es from  taxes, while in Switzerland taxes account  for only 2 percent  of total redist r ibut ion and 

t ransfers for 98 percent . At  the program  level, pensions have by far the st rongest  redist r ibut ive 

im pact . More than half of the redist r ibut ive im pact  of social t ransfers com es from  pensions. 

Unem ploym ent  program s do not  cont r ibute very substant ially to incom e redist r ibut ion, while other 

program s (disability, health insurance, and social assistance)  account  on average for 30 percent  of 

total redist r ibut ion in the count r ies presented in Table 1.  

 

Table 1:  Gini indices of private sector and disposable incomes and fiscal redist r ibut ion 
 

Count ry 

Gini  

private 

income 

Gini index 

disposable 

income 

Fiscal 

Redist r ibut ion 

From  

taxes 

From  

t ransfers 

From  

pensions 

From  

unemp. 

From  

other 

Aust ralia 2003 0.460 0.312 32.2%  32%  68%  22%  5%  41%  

Belgium 1997 0.481 0.250 48.0%  32%  68%  46%  10%  12%  

Canada 2000 0.429 0.315 26.6%  35%  65%  33%  5%  26%  

Denmark 2004 0.419 0.228 45.6%  22%  78%  35%  8%  36%  

Finland 2004 0.463 0.252 45.6%  22%  78%  43%  6%  29%  

France 1994 0.485 0.288 40.6%  9%  91%  59%  8%  24%  

Germany 2000 0.473 0.275 41.9%  25%  75%  53%  5%  17%  

I reland 1987 0.500 0.328 34.4%  26%  74%  12%  10%  52%  

Nether lands 1999 0.372 0.231 37.9%  31%  69%  36%  2%  30%  

Norway 2000 0.403 0.251 37.7%  26%  74%  37%  3%  35%  

Sweden 2000 0.447 0.252 43.6%  19%  81%  39%  10%  32%  

Switzer land 2002 0.392 0.274 30.1%  2%  98%  81%  4%  14%  

UK 1999 0.498 0.343 31.1%  20%  80%  27%  1%  52%  

USA 2004 0.481 0.372 22.7%  40%  60%  33%  2%  25%  

          

Mean 0.450 0.284 37.0%  24%  76%  40%  6%  30%  

 

Source:  LI S data based on Mahler and Jesuit  (2006) ;  updated data are available at :  

ht tp: / / www.lisproject .org/ publicat ions/ f iscalredistdata/ fiscred.htm ;  and own calculat ions 

 

 

3   Pr ivate social expenditures 

 

The OECD defines social expenditures as ‘the provision by public and private inst itut ions of benefits 

to, and financial cont r ibut ions targeted at , households and individuals in order to provide support  

during circum stances which adversely affect  their welfare, provided that  the provision of the 

benefits and financial cont r ibut ions const itutes neither a direct  paym ent  for a part icular good or 

service nor an individual cont ract  or t ransfer’ (OECD 2007, p. 6) . Since only benefits provided by 

inst itut ions are included in the social expenditure definit ion, t ransfers between households -  albeit  

of a social nature -  are not  in the social dom ain. Social benefits include cash benefits (e.g. pensions, 

incom e support  during m aternity leave, and social assistance payments) , social services (e.g. 

childcare, care for the elderly and disabled)  and tax breaks with a social purpose (e.g. tax 

expenditures towards fam ilies with children, or favourable tax t reatm ent  of cont r ibut ions to pr ivate 

health plans) . 

There are two main criteria which have to be simultaneously sat isfied for an expenditure item to be 

classified as social:  1)  the benefits have to be intended to address one or more social purposes;  and 
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2) programs regulat ing the provision of benefits have to involve either inter-personal redistribut ion, 

or compulsory part icipat ion.  

The dist inct ion between public and private social protect ion is made on the basis of whoever controls 

the relevant financial flows;  public inst itut ions or private bodies. 

Within the group of private social benefits, two broad categories can be dist inguished:  mandatory and 

voluntary private social expenditure. Mandatory private social expenditure is social support  st ipulated 

by legislat ion but  operated through the private sector, e.g. direct  sickness payments by employers to 

their absent employees as legislated by public authorit ies, or benefits accruing from mandatory 

contribut ions to private insurance funds. In some countries public disability benefits (and somet imes 

unemployment benefits)  can be supplemented by private benefits with mandatory contribut ions, 

agreed upon in collect ive negot iat ions between employers and employees.  

Voluntary private social expenditure concerns benefits accruing from privately operated program s 

that  involve the redistribut ion of resources across households and include benefits provided by NGOs, 

and benefit  accruing from tax advantaged individual plans and collect ive (often employment-related)  

support  arrangements, such as for example, pensions, and, in the US, employment-related health 

plans.  

Table 2 summarizes which expenditures are social and which are not . 

 

Table 2 Categorizat ion of benefits with a social purpose a, b  

 
 Public Private 

 

 Mandatory  Voluntary  Mandatory  Voluntary  

 

Redist r ibut ion  
Means- tested 

benefits, social 

insurance benefits  

Voluntary 

part icipat ion in public 

insurance program s. 

Self-employed 

‘opt ing in’ to obtain 

insurance coverage.  

Em ployer-provided 

sickness benefits, 

benefits accruing 

from  m andatory 

cont ribut ions, to e.g. 

pension or disabilit y 

insurance.  

Tax-advantaged 

benefits, e.g. 

individual ret irem ent  

accounts, 

occupat ional 

pensions, employer-

provided health plans  

No redist r ibut ion  

Benefits from  

governm ent  

m anaged individual 

saving schemes  

 

Non tax-advantaged 

actuarially fair  

pension benefits 

Exclusively private:  

Benefits accruing 

from  insurance plans 

bought  at  m arket  

prices given 

individual 

preferences. 

 

Notes:  

a By definit ion t ransfers between indiv iduals, even when of a social nature, are not  considered to be within 

the social dom ain.  

b The shaded cells reflect  benefit s that  are NOT classified as social. 

 

Source:  OECD, Social Expenditure database (2007)  

 

 

Table 3 shows public and private social expenditure as a percentage of GDP, for the most  recent  

data year 2003. Most  social support  is publicly provided. I n most  count r ies the share of public 

social benefits in total social expenditures exceeds 85 percent . However, the role of pr ivate 

arrangem ents of varying nature in providing close subst itutes to public social protect ion 

expenditure is considerable in som e OECD count ries. I n the Netherlands, Switzerland, the United 

Kingdom  and Korea, the share of private social expenditure is more than 25 percent , while in the 

US this share is almost  40 percent . I n most  count r ies private voluntary expenditure are dom inant , 

but  there are except ions:  m ainly in Switzerland mandatory private expenditures are very high. 

Figure 3 shows that  in a num ber of count r ies private social expenditures have r isen quite rapidly 

over the years.  

There m ay be various explanat ions for this increase in pr ivate social expenditure in various 

count r ies. Lower public protect ion may induce private social arrangem ents of different  nature. But  

a shift  from  public to pr ivate provision of social protect ion can also be an explicit  policy object ive, 

to alleviate public budgets, or to st rengthen incent ives in the system . For exam ple, the 
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privat isat ion of the sickness benefit  program  in the Netherlands was directed at  increasing the 

incent ives for em ployers to reduce the num ber of beneficiaries. Policy m akers m ay also want  to 

realize efficiency gains through a shift  from  public to pr ivate provision, because private providers 

have st ronger incent ives to reduce costs. Anyway, account ing for pr ivate social expenditures is 

im portant  for judging the social effort  and the level of social protect ion in count r ies.  

 

Table 3:  Public and private social expenditure, %  GDP, 2003 

 

  

Public 

expenditure 

 

(2)  

Private 

m andatory 

 

(3)  

Private 

voluntary 

 

(4)  

Private 

expenditure 

 

(5)= (3)+ (4)  

Total 

expenditure 

 

(6)= (2)+ (5)  

Share 

private 

 

(5) / (6) * 100 

Aust ralia 17.9 1.2 3.2 4.5 22.4 20%  

Aust r ia 26.1 0.9 1.2 2.1 28.1 7%  

Belgium 26.5 0.0 3.9 3.9 30.4 13%  

Canada 17.3 0.0 5.4 5.4 22.7 24%  

Czech Republic 21.1 0.2 0.1 0.4 21.5 2%  

Denmark 27.6 0.2 2.3 2.5 30.1 8%  

Finland 22.5 3.5 1.2 4.6 27.1 17%  

France 28.7 0.4 2.3 2.7 31.4 8%  

Germany 27.3 1.2 1.8 3.0 30.2 10%  

Greece 21.3 0.0 2.4 2.4 23.7 10%  

I celand 18.7 5.1 0.0 5.1 23.8 22%  

I reland 15.9 0.0 0.5 0.5 16.4 3%  

I taly 24.2 1.8 0.5 2.3 26.4 9%  

Japan 17.7 0.7 2.6 3.3 21.0 16%  

Korea 5.7 2.2 0.2 2.4 8.1 29%  

Luxembourg 22.2 2.6 0.1 2.7 24.9 11%  

Mexico 6.8 0.0 0.2 0.2 7.0 3%  

Nether lands 20.7 0.7 7.0 7.7 28.3 27%  

New Zealand 18.0 0.0 0.5 0.5 18.5 2%  

Norway 25.1 1.6 1.0 2.6 27.7 9%  

Poland 22.9 0.0 0.0 0.0 23.0 0%  

Portugal 23.5 0.4 1.1 1.5 25.0 6%  

Slovak Republic 17.3 0.2 1.1 1.3 18.6 7%  

Spain 20.3 0.0 0.3 0.3 20.6 2%  

Sweden 31.3 0.6 2.4 3.0 34.3 9%  

Switzer land 20.5 7.2 1.1 8.3 28.8 29%  

United Kingdom 20.6 0.8 6.0 6.8 27.4 25%  

United States 16.2 0.4 9.7 10.0 26.2 38%  

Mean 20.9 1.1 2.1 3.2 24.1 13%  

 

Source:  OECD. Social Expenditure database 1980-2003 (www.oecd.org/ els/ social/ expenditure) ;  download 

February 26 th, 2008;  and own calculat ions. 
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Figure 3:  Change in public and private social expenditure 1980-2003, % -points of GDP 
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Note:  Countries are ranked in order of their level of private social expenditure in 2003. Note that not  all countries 

of Table 3 are plot ted in Figure 3, because 1980-data is not  available for all countries. 

 

Source:  OECD Social Expenditure database 1980-2003 (www.oecd.org/ els/ social/ expenditure) ;  download 

February 26 th, 2008;  and own calculat ions. 

 

 

But  what  about  the redist r ibut ive im pact  of private social arrangem ents? I t  is plausible that  the 

redist r ibut ive effects of t ransfers are weaker in count r ies where program s m ost ly rely on earnings-

related schem es com pared to count r ies with m ost ly (public)  means- tested provisions of t ransfers. 

Private insurance schem es are actuarially fair  as a rule. Most  pr ivate insurances are not  earnings-

related. I ndividual pr ivate pension insurances, for exam ple, have a defined cont r ibut ion character,  

and therefore do not  contain any elem ents of (ex ante)  incom e redist r ibut ion. Private schem es can 

also have earnings- related benefits. I t  is som et im es argued that  earnings- related social insurance 

benefits only reproduce inequalit ies in m arket  incom e and therefore do not  redist r ibute econom ic 

resources between income segm ents, in case benefits are perfect ly earnings- related and the r isk of 

being in receipt  of benefit  is equally dist r ibuted in the populat ion. So, in that  case a higher share of 

pr ivate social protect ion will not  have any (part ial)  effect  on the dist r ibut ion of incom e. However, 

pr ivate earnings- related schem es m ay not  be actuar ially fair  and m ay contain elem ents of solidarity. 

This is often the case when (supplem entary)  pr ivate schemes are negot iated by social partners in 

collect ive labour cont racts. These schem es are m andatory for (a group of)  workers. Defined benefit  

pension schemes, for example, generally redist r ibute resources both within generat ions ( for 

instance through redist r ibut ive elem ents such as thresholds or ceilings)  and across generat ions 

( r isk sharing, back service) . Defined benefit  system s for early ret irem ent  tend to redist r ibute to 

m em bers who leave before the official ret irem ent  age from  those who stay. I n fact , as we 

ment ioned in the former sect ion, pr ivate social program s by definit ion contain elem ents of 

interpersonal redist r ibut ion.  

Also, tax advantages ( to households or to em ployers)  can be used to st imulate the provision of 

pr ivate benefits. This is often the case in supplem entary pension program s, where cont r ibut ions are 

tax exem pt . The fiscal advantages related to, for example, supplementary private pension plans 

are posit ively related to income levels in most  count r ies. I n general, as Ferrarini and Nelson (2002, 

pp. 14-15)  showed, social insurance is less equalising after taxat ion in all count r ies.  
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I n general, we do expect  that  pr ivate schemes will generate less income redist r ibut ion than public 

program s, although at  this stage the dist r ibut ional im pact  of taking account  for pr ivate social 

schem es in a cross-count ry analysis is not  fully clear. Private arrangem ents will likely have less 

redist r ibut ional effects com pared to public program s. I n addit ion, it  is plausible that  m ainly higher 

income groups will make use of pr ivate social schemes (Casey and Yamada, 2002) . Considering 

also that  pr ivate schem es often have favourable tax t reatm ent  (deduct ibilit y of cont r ibut ions) , 

which benefits the r ich, it  is possible that  pr ivate social expenditure has a posit ive effect  on incom e 

inequality. I n other words, we expect  income inequality to be relat ively high ( low) in countries where 

the share of private arrangement in the total social benefits is relat ively high ( low).  

 

 

4   The link betw een public/ private social protect ion and incom e inequality 

 

We performed various cross-county analyses of the relat ionship between public and private social 

expenditures and the income distribut ion. 2  Obviously, this analysis is not  very sophist icated. The 

material presented here is only descript ive and does not  explain the household income distribut ion. 

Such an analysis should ideally be based on a theory, which would have to address at  least  the 

following cross-nat ional differences (cf. Got tschalk and Smeeding, 2000, p. 263) :  differences in 

labour markets that  affect  earnings of individual household members;  difference in sources of capital 

and in returns to capital;  demographic differences, such as the ageing of the populat ion and growth 

of single parent  households, which affect  both fam ily needs and labour market  decisions;  and 

differences across countries in tax and t ransfers policies that  not  only affect  family income direct ly, 

but  also may affect  work and investment decisions. Such a comprehensive approach is far beyond 

the scope of this paper. 

I n Figure 4 (panel a) , we have plot ted the average level of public social expenditure as percentage 

of GDP and the average level of the Gini coefficient  of disposable income for count r ies, where both 

data- item s are available. Both averages are represented by the cross of both axes:  21.8 percent  

for public expenditures, and 0.292 for the Gini. Several count r ies show levels in social t ransfers 

above this average. Other count r ies combine a below-average level of public social expenditure 

with an above-average level in inequality.  

We find a pret ty good fit  of a logarithm ic OLS-regression with the level of the Gini and the level of 

public social spending as a percentage of GDP (a sim ilar regression is done by Gouyet te and 

Pest ieau, 1999) ;  see Table 4. Using public expenditure as dependent  variable produces the 

expected negat ive sign, while the coefficient  is stat ist ically significant . I n other words, we find a 

quite st rong negat ive relat ionship between public social expenditures and incom e inequality. 

Obviously, public social security t ransfers are well- targeted towards the poor.   

The picture alters when we take pr ivate social security expenditures into account  in our analysis;  

see Figure 4 panel b. A negat ive relat ionship between private social expenditures and inequality 

can not  be found;  indeed the relat ionship is slight ly posit ive. This is confirm ed by a sim ple 

regression analysis reported in Table 4. The est imated coefficient  of private expenditure-variable is 

posit ive, but  not  stat ist ically significant . These are indicat ions that  support  our hypothesis that  

public and private arrangements in social protect ion do have opposite dist r ibut ional effects. This 

posit ive ( rather than a negat ive)  sign m ay reflect  that  higher income groups find it  easier to opt  in 

to pr ivate social program s. 

                                                 
2  We include 22 count r ies in our data set  on the basis of data availabilit y on both incom e ( re)dist r ibut ion 

m easures and private social expenditure m easures:  Australia, Aust r ia, Belgium , Canada, the Czech Republic, 

Denm ark, Finland, France, Germany, I reland, I taly, Luxembourg, Mexico, the Nether lands, Norway, Poland, 

Slovak Republic, Spain, Sweden, Switzer land, the United Kingdom , and the United States. See the Appendix 

for details. 
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Figure 4:  Public and private social expenditure and Gini index of equivalized disposable income 
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Table 4:  I mpact  of public and pr ivate social expenditure on incom e inequality around 2003 

 

Dependent  var iable 

 

I ntercept  

Total 

expenditure 

Public 

expenditure 

Private 

expenditure Adj . R2 

        -0.085 -0.329   0.391 
(1)  

( -0.71)  ( -3.81)* *      

-0.011  -0.401  0.543 
(2)  

( -0.10)   ( -5.10)* *     

-0.006  -0.405 0.003 0.520 
(3)  

- (0.06)   ( -4.80)* *  (0.17)    

-0.534   -0.024 -0.009 

Gini index net  

disposable income 

(4)  
( -30.95)* *      ( -0.90)    

 

Notes:  Logarithm ic OLS- regression;  t -stat ist ics in parentheses.   

* *  Signif icant  at  the 0.01 level;  *  signif icant  at  0.05 level 

 

Source:  OECD (2007) , LI S-data based on Brandolini and Sm eeding (2005) , and own calculat ions 

 

 

Note that  private arrangem ents m it igate the im pact  of public social effort  on incom e inequality to 

som e extent , although the est im ated coefficient  of the total expenditure-variable is st ill negat ive 

and significant . I n an earlier paper with less recent  data we found that , as a result  of the divergent  

effects of public social expenditure versus private social expenditure, the relat ionship between total 

social expenditures and income inequality across 16 wealthy countries appeared to be stat ist ically 

t rivial (Caminada and Goudswaard, 2005) .3 

 

We performed a sim ilar analysis of the relat ionship between public and private social expenditures 

with the reduct ion in income inequality caused by income transfers ( income redist ribut ion from taxes 

and social benefits as defined in sect ion 2) . I n Figure 5 panel a the expected relat ionship is shown:  

countries with a higher level of public social expenditure have more income redistribut ion or more 

reduct ion of the Gini. Panel b shows that  there is no obvious relat ionship between private social 

expenditures and income redistribut ion. This is confirmed by the regression results in Table 5. 

 

                                                 
3 Moreover, we performed another analysis as well and we find sim ilar results in case net rather than gross 

social expenditures are taken into our empirical analysis. However, data on net  public and net  private social 

expenditures are not  (yet)  available for Luxembourg, Poland and Switzerland. See the Appendix for details.  
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Figure 5:  Public and private social expenditure and the redist r ibut ion of incom e 
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Table 5:  I mpact  of public and private social expenditure on incom e redist r ibut ion around 2003 

 

Dependent  var iable 

 

I ntercept  

Total 

expenditure 

Public 

expenditure 

Private 

expenditure adj . R2 

        -2.734 1.234   0.604 
(1)  

( -9.17)* *  (5.75)* *      

-2.738  1.295  0.605 
(2)  

( -9.17)* *   (5.76)* *     

-2.620  1.188 0.081 0.633 
(3)  

( -8.81)* *   (5.23)* *  (1.59)    

-1.073   0.159 0.149 

Redist r ibut ion:   

(Ginipre – Ginipost)   

(4)  
( -22.03)* *      (2.16)*    

 

Notes:  Logarithm ic OLS- regression;  t -stat ist ics in parentheses.   

* *  Signif icant  at  the 0.01 level;  *  signif icant  at  0.05 level 

-  Gini index of market  (pre-governm ent  pr ivate sector)  income:  Ginipre 

-  Gini index net  disposable (post -government)  income:  Ginipost 

 

Source:  OECD (2007) , LI S-data based on Brandolini and Sm eeding (2005) , and own calculat ions 

 

 

5   Conclusions 

 

Most  analyses of social protect ion are focussed on public arrangem ents. But  social effort  is not  

rest r icted to the public dom ain;  all kinds of pr ivate arrangements can be close subst itutes to public 

program s. I n fact , OECD-data indicate that  in several count r ies there has been a shift  from  public 

towards private social arrangem ents. Private arrangem ents are considered as ‘social’ when they 

serve a social purpose and when there is some kind of government  involvement . Exam ples are 

supplem entary em ploym ent -based and tax advantaged pension plans and private health insurance 

plans with legal st ipulat ions. I n this cont r ibut ion we analysed the dist r ibut ional effects of public and 

private social arrangem ents. I ncom e redist r ibut ion is one of the im portant  object ives of the welfare 

state. I n all OECD count r ies, the social protect ion system  causes a m ore equal dist r ibut ion of 

incom es. Taxes and t ransfers reduce the Gini coefficient  by roughly 20 to 50 percent  in OECD 

count r ies. Public pensions have the st rongest  redist r ibut ive im pact . Based on cross-count ry 

regressions, we find a negat ive relat ionship between public social expenditures and income 

inequality.  
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However, we expect  that  pr ivate schem es will generate less redist r ibut ion from  r ich to poor. And 

indeed, we do not  find a stat ist ically significant  relat ionship between private social expenditures 

and incom e inequality and incom e redist r ibut ion. Consequent ly, changes in the public/ pr ivate m ix 

in the provision of social protect ion m ay affect  the redist r ibut ive im pact  of the welfare state. 

Account ing for private social arrangements mat ters as far as the dist ribut ional impact of the social 

protect ion system is concerned. 
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Appendix: Data and correlat ion tests across countr ies 

 

Our research hypothesis is that  the level of public social expenditure and income inequality across count r ies are negat ively correlated, while pr ivate social expenditure may 

have a non-negat ive redist r ibut ional effect . To analyze this hypothesis we include 22 count r ies in our data set  on the basis of data availability on both I ncom e 

(Re)Dist r ibut ion m easures and Private Social Expenditure m easures (gross and/ or net ) . For 19 count r ies all data item s are available. For another three count r ies -  

Luxembourg, Poland and Switzer land -  only data of net  social expenditure are m issing (although data on gross pr ivate social expenditure is available) , so we put  these 

count r ies also in our data set . As a result  we have perform ed regression analyses with two data sets containing 22 respect ively 19 OECD-count r ies.  

 

Data set  1 I nequality of m arket  income and net  disposable income  Gross public and pr ivate social expenditure, %  GDP, 2003 

              

  

Gini  

m arket   

income 

Gini  

disposable 

income 

Effect  taxes  

and 

t ransfers  

Redist r ibut ion 

m easure  

Most  

recent   

data year  Public 

Private 

m andatory 

Private 

voluntary Private Total 

Share 

private 

Most  

recent   

data year 

Aust ralia 0.406 0.311 0.095 23.4%  1994  17.9 1.2 3.2 4.5 22.4 20%  2003 

Aust r ia 0.382 0.260 0.122 31.9%  2000  26.1 0.9 1.2 2.1 28.1 7%  2003 

Belgium 0.343 0.277 0.066 19.2%  2000  26.5 0.0 3.9 3.9 30.4 13%  2003 

Canada 0.391 0.302 0.089 22.8%  2000  17.3 0.0 5.4 5.4 22.7 24%  2003 

Czech Republic 0.338 0.259 0.079 23.4%  1996  21.1 0.2 0.1 0.4 21.5 2%  2003 

Denmark 0.416 0.236 0.180 43.3%  1992  27.6 0.2 2.3 2.5 30.1 8%  2003 

Finland 0.361 0.247 0.114 31.6%  2000  22.5 3.5 1.2 4.6 27.1 17%  2003 

France 0.462 0.288 0.174 37.7%  1994  28.7 0.4 2.3 2.7 31.4 8%  2003 

Germany 0.438 0.252 0.186 42.5%  2000  27.3 1.2 1.8 3.0 30.2 10%  2003 

I reland 0.381 0.323 0.058 15.2%  2000  15.9 0.0 0.5 0.5 16.4 3%  2003 

I taly 0.427 0.333 0.094 22.0%  2000  24.2 1.8 0.5 2.3 26.4 9%  2003 

Luxembourg 0.352 0.260 0.092 26.1%  2000  22.2 2.6 0.1 2.7 24.9 11%  2003 

Mexico 0.495 0.471 0.024 4.8%  2002  6.8 0.0 0.2 0.2 7.0 3%  2003 

Nether lands 0.357 0.248 0.109 30.5%  1999  20.7 0.7 7.0 7.7 28.3 27%  2003 

Norway 0.408 0.251 0.157 38.5%  2000  25.1 1.6 1.0 2.6 27.7 9%  2003 

Poland 0.378 0.293 0.085 22.5%  1999  22.9 0.0 0.0 0.0 23.0 0%  2003 

Slovak Republic 0.303 0.241 0.062 20.5%  1996  17.3 0.2 1.1 1.3 18.6 7%  2003 

Spain 0.354 0.303 0.051 14.4%  1990  20.3 0.0 0.3 0.3 20.6 2%  2003 

Sweden 0.432 0.252 0.180 41.7%  2000  31.3 0.6 2.4 3.0 34.3 9%  2003 

Switzer land 0.358 0.307 0.051 14.2%  1992  20.5 7.2 1.1 8.3 28.8 29%  2003 

United Kingdom 0.506 0.345 0.161 31.8%  1999  20.6 0.8 6.0 6.8 27.4 25%  2003 

United States 0.451 0.368 0.083 18.4%  2000  16.2 0.4 9.7 10.0 26.2 38%  2003 

Number of count r ies 22 22 22 22   22 22 22 22 22 22  

Average  0.397 0.292 0.105 26.2%    21.8 1.1 2.3 3.4 25.2 12.7%   

 
Source:  OECD (2007, www.oecd.org/ els/ social/ expenditure) , LI S-data based on Brandolini and Smeeding (2005, www.lisproject .org/ workshop.htm ;  and own calculat ions 
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Data set  2 I nequality of m arket  income and net  disposable income  Net  public and private social expenditure, %  GDP, 2003 

              

  

Gini  

Market   

I ncome 

Gini  

Disposable 

I ncome 

Effect  taxes  

and t ransfers  

Redist r ibut ion 

Measure  

Most  

recent   

data year  Public 

Private 

m andatory 

Private 

voluntary Private Total 

Share 

private 

Most  

recent   

data year 

Aust ralia 0.406 0.311 0.095 23.4%  1994  17.2 1.0 2.7 3.7 20.9 18%  2003 

Aust r ia 0.382 0.260 0.122 31.9%  2000  20.6 0.5 1.0 1.5 22.2 7%  2003 

Belgium 0.343 0.277 0.066 19.2%  2000  22.9 0.0 3.1 3.1 26.0 12%  2003 

Canada 0.391 0.302 0.089 22.8%  2000  17.2 0.0 4.3 4.3 21.4 20%  2003 

Czech Republic 0.338 0.259 0.079 23.4%  1996  19.5 0.2 0.1 0.3 19.8 2%  2003 

Denmark 0.416 0.236 0.180 43.3%  1992  20.3 0.1 1.2 1.2 21.6 6%  2003 

Finland 0.361 0.247 0.114 31.6%  2000  17.7 2.1 0.7 2.9 20.6 14%  2003 

France 0.462 0.288 0.174 37.7%  1994  25.5 0.3 2.2 2.5 28.0 9%  2003 

Germany 0.438 0.252 0.186 42.5%  2000  25.8 0.6 1.6 2.2 28.0 8%  2003 

I reland 0.381 0.323 0.058 15.2%  2000  14.0 0.0 0.5 0.5 14.4 3%  2003 

I taly 0.427 0.333 0.094 22.0%  2000  20.6 1.4 0.4 1.9 22.5 8%  2003 

Mexico 0.495 0.471 0.024 4.8%  2002  7.6 0.0 0.2 0.2 7.7 2%  2003 

Nether lands 0.357 0.248 0.109 30.5%  1999  17.9 0.4 5.1 5.6 23.5 24%  2003 

Norway 0.408 0.251 0.157 38.5%  2000  20.2 0.9 0.6 1.5 21.7 7%  2003 

Slovak Republic 0.303 0.241 0.062 20.5%  1996  16.1 0.2 0.9 1.1 17.2 6%  2003 

Spain 0.354 0.303 0.051 14.4%  1990  17.6 0.0 0.3 0.3 18.0 2%  2003 

Sweden 0.432 0.252 0.180 41.7%  2000  24.3 0.3 1.5 1.8 26.1 7%  2003 

United Kingdom 0.506 0.345 0.161 31.8%  1999  19.3 0.6 4.8 5.4 24.7 22%  2003 

United States 0.451 0.368 0.083 18.4%  2000  17.3 0.4 8.9 9.2 26.5 35%  2003 

Number of count r ies 19 19 19 19   19 19 19 19 19 19  

Average  0.403 0.293 0.110 27.0%    19.0 0.5 2.1 2.6 21.6 11.1%   

 

Source:  OECD (2007, www.oecd.org/ els/ social/ expenditure) , LI S-data based on Brandolini and Smeeding (2005, www.lisproject .org/ workshop.htm ;  and own calculat ions 
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Correlat ion tests: Linkage betw een LI S incom e dist r ibut ion m easures and gross and net  social expenditure am ong countr ies around 

2 0 0 0 - 2 0 0 3  

 

 

Gross social expenditure (data set  1)  

  

Net  social expenditure (data set  2)  

 

Dependent  var iable I ntercept  Total Public Private adj . R2  I ntercept  Total Public Private adj . R2 

               

-0.085 -0.329   0.391  -0.112 -0.324   0.245 

( -0.71)  ( -3.81)* *       ( -0.68)  ( -2.61)*      

               -0.011  -0.401  0.543  0.022  -0.444  0.414 

( -0.10)   ( -5.10)* *      (0.15)   ( -3.71)* *     

               -0.006  -0.405 0.003 0.520  0.094  -0.507 0.033 0.412 

( -0.06)   ( -4.80)* *  (0.17)     (0.55)   ( -3.72)* *  (0.97)    

               -0.534   -0.024 -0.009  -0.534   -0.027 -0.031 

Gini index net  disposable 

income:  Gini post 

( -30.95)* *      ( -0.90)     ( -26.42)* *      ( -0.68)    

               

-2.734 1.234   0.604  -2.944 1.464   0.630 

( -9.17)* *  (5.75)* *       ( -8.54)* *  (5.63)* *      

               -2.738  1.295  0.605  -3.074  1.628  0.649 

( -9.17)* *   (5.76)* *      ( -8.70)* *   (5.86)* *     

               -2.620  1.188 0.081 0.633  -2.835  1.420 0.111 0.670 

( -8.81)* *   (5.23)* *  (1.59)     ( -7.44)* *   (4.64)* *  (1.43)    

               -1.073   0.159 0.149  -1.075   0.281 0.272 

Redist r ibut ion:   

(Gini pre – Gini post)    

( -22.03)* *      (2.16)*     ( -21.11)* *      (2.78)*    

               

-2.380 1.270   0.699  -2.545 1.464   0.671 

( -9.51)* *  (7.05)* *       ( -8.05)* *  (6.14)* *      

               -2.424  1.363  0.733  -2.732  1.673  0.733 

( -10.26)* *   (7.66)* *      ( -9.13)* *   (7.11)* *     

               -2.331  1.279 0.063 0.751  -2.572  1.534 0.074 0.737 

( -9.89)* *   (7.11)* *  (1.57)     ( -7.78)* *   (5.78)* *  (1.11)    

               -0.665   0.148 0.135  -0.671   0.258 0.237 

Relat ive redist r ibut ion:   

(Gini pre – Gini post) /  Gini pre   

( -14.07)* *      (2.07)     ( -13.24)* *      (2.57)*    

 
Note:  Logar ithm ic OLS-regression;  t - stat ist ics in parentheses. * *  Social expenditure var iable signif icant  at  0.01 level;  *  Social expenditure var iable signif icant  at  0.05 level. 

 

Source:  OECD (2007, www.oecd.org/ els/ social/ expenditure) , LI S-data based on Brandolini and Smeeding (2005, www.lisproject .org/ workshop.htm ;  and own calculat ions 
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