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We examine the distribution of economic productivity across subnational regions as a factor explaining the level and

allocation of central government expenditure. As regional productivity becomes more dispersed, the preferences influ-

encing national decision making should diverge, thus impeding agreement to expand the central state. However, if re-

gional productivity becomes more right-skewed, an increasing number of less productive regions may be able to press for

greater central outlays. Dispersion and skew of interregional inequality also shape the allocation of centralized spending.

With growing economic dispersion across regions, decision makers are more likely to fund policy categories that aid

citizens in all regions over those that are locally targeted. By contrast, with the distribution of regional productivity

skewing farther to the right, central expenditure is likely to become more locally targeted. We find strong evidence for

these propositions in error correction models using new measures of interregional inequality and government policy

priorities for 24 OECD countries.

ith Reunification in 1990, Germany realized a
long-held goal to come together again as a na-
tional political whole. Simultaneously, the nation
faced a distributive challenge in which merging West and East
German Linder meant combining political regions with very
sharp disparities in economic productivity. The productivity
of the Eastern Léinder approximated 40% of the average West-
ern level prior to Reunification. In 1989, West Germany’s
interregional inequality was 16 according to the Gini coeffi-
cient of per capita regional GDP (described below). With
Reunification, that number jumped to 25, a 150% change in a
relatively stable statistic. Under this new reality, Germany
faced a challenge to its central state. Would the more pro-
ductive Linder of the West be willing to redistribute resources
to the East as implied by existing federal arrangements?
Could the less productive Eastern Léinder join together with
the relatively poor Western Linder to continue or increase
the subsidization of the less productive regions in the German
fiscal system?
The example of Germany highlights the relevance of sub-
national regions to the political economy of inequality (Be-

ramendi 2012, chap. 6). Interregional inequality, defined as
unevenness in economic productivity among subnational ter-
ritorial units, is an underexamined but critical factor to how
we evaluate the interests of individuals in funding the cen-
tral state. In this analysis, we conceptualize interregional
inequality as contributing to an endogenous centralization
problem that may affect the resources delegated to the cen-
tral state. We argue that dispersion in regional productivity
is a source of preference heterogeneity that hinders national
coalition building to increase central government spending,
especially on budget categories characterized as locally tar-
geted goods. On the other hand, if regional productivity is
right skewed, implying a large number of less productive
regions, these regions may have enough voting power to in-
crease central government spending in their favor. Disper-
sion and skew are thus distinct distributive structures that we
expect to have diverging effects on central government al-
location (Lupu and Pontusson 2011).

Previous research on the political economy of inequal-
ity has focused primarily on the distribution of resources be-
tween individuals across the nation as the source of political
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preferences for redistribution. Subnational regions are also
relevant units in the political game in most nations, whether
as electoral districts, as units of representation in the legisla-
ture, as administrative and governance units at the subna-
tional level, as strongholds for parties, or as a source of re-
gional identities for voters. The distribution of productivity
across subnational regions may thus influence preferences
of political actors within regions (Bolton and Roland 1997).
Spatial proximity and shared economic fate within regions
may more easily translate into voting coalitions of regional
cohabitants to influence national policy than will class inter-
ests across a diverse nation (Simmons et al. 2016).

These premises provide reasons to explore whether inter-
regional inequality of economic productivity is an important
predictor of government spending. When are political actors
with regional constituencies willing to delegate resources to
the central government? If subnational groups have increas-
ingly divergent preferences for government spending, we ex-
pect that there will be greater division in the policy process
that determines government spending. With greater conflict
we should observe less agreement. This should lead to lower
growth in government spending and especially on budget
categories that distribute resources specifically to regions.

However, heterogeneity of preferences will not auto-
matically result in policy gridlock, depending on the balance
of power between the groups in favor of or opposed to cen-
tralization. For example, if a nation has only a few highly
productive regions and a large number of less productive
regions, the less productive regions may have voting power
in the policy-making process that they can use to reallocate
resources away from the productive regions. In the case of
France, for example, the Paris capital region substantially
outpaces the rest of the country in economic productivity. In
2011, the capital region’s per capita GDP was on average
1.8 times larger than that of the other 21 regions. The regions
outside of Paris could reasonably form a voting coalition
to direct resources toward themselves. All else equal, an in-
crease in the skewness of regional productivity may favor
greater centralization. We contrast the likely theoretical im-
pact of dispersion and skew, independently considered, on
central government spending. Related research models re-
gional conflict as taking place between two regions at dif-
ferent levels of productivity (Beramendi 2012; Bolton and
Roland 1997; Giuranno 2009). Our theoretical focus on and
measurement of the structure of the interregional economic
distribution is thus a theoretical contribution to this topic.

To examine the potential avenues of regional distributive
conflict, we relate interregional inequality to different al-
locations of government spending across policy categories.
We argue, similarly to Milesi-Ferretti, Perotti, and Rostagno

(2002) and Levitt and Snyder (1995), that expenditure cat-
egories have distinct spatial implications—some are more
easily directed to qualified individuals regardless of loca-
tion, such as welfare expenditures, and some are by necessity
spent as locally targeted goods, such as infrastructure. Crit-
ically, the agreement between regions to fund the central
state should depend on how resources are allocated across
individuals and regions within the nation. If interregional
inequality implies a centralization problem whereby hetero-
geneous regions resist subsidizing the spending of others,
then we should observe that spending for the (relative) mu-
tual benefit of all regions will be favored by a majority of di-
verse regions, whether strongly (by more productive regions)
or weakly (by less productive regions).

According to this logic, we expect high dispersion in re-
gional productivity to be associated with a shift toward pol-
icy categories that are often considered highly redistributive,
such as social insurance or health, because these resources
are shared across heterogeneous regions and help to mitigate
shared risks across the nation such as economic fluctuations
and internal migration (Beramendi 2012; Rehm 2016). This
does not suggest that regionally unequal nations spend more
on these categories overall. Instead, within their budget al-
lotment, resources are shifted toward categories allocated to
qualified individuals irrespective of their region and away
from other categories targeted to specific regions. Again, we
must consider other distributions of regional economic pro-
ductivity. If the regional distribution is skewed to the right,
less productive regions may have the voting power to adjust
the allocation toward locally targeted goods. Region-specific
redistribution may be preferred by less productive regions be-
cause the benefits are more concentrated in their regions. We
demonstrate these spending dynamics with a new compar-
ative measure of government policy priorities adapted from
research on US state politics (Jacoby and Schneider 2001, 2009).

Using a sample of 24 Organization for Economic Coop-
eration and Development (OECD) countries from 1991 to
2011, we provide evidence that high dispersion of inter-
regional productivity is a significant impediment to growth in
central government spending. We further show that high dis-
persion is associated with shifts toward spending targeted to
individuals regardless of region, over those allocated to geo-
graphic localities. We find the opposite (growth in central
spending, shifts toward locally targeted goods) as the national
distribution of regional productivity skews farther to the right.
These results provide strong evidence that the structure of
the regional economic distribution is important to political
outcomes.

The remaining sections are organized as follows. We first
offer theory that links interregional inequality to the size and



allocation of government spending. We make the case that
regions are relevant political units to both constituents and
the politicians that represent them. Next, we describe the ex-
pected preferences of regions at different levels of produc-
tivity over the size and allocation of central government
spending. Then we detail how the structure of interregional
inequality is likely to reveal potential coalitions in support of
central government spending. In the empirical sections, we
introduce our measures of interregional dispersion and skew,
and our adaptation of the government policy priorities in-
dicator. Then we use panel data to show supporting evidence
for our hypotheses, demonstrating robustness in the mea-
surement, modeling, and sampling of our tests, and exam-
ining alternative hypotheses. Conclusions and policy impli-
cations follow our empirical analysis.

REGIONS AS RELEVANT POLITICAL

UNITS TO CONSTITUENTS

Regions, broadly or narrowly construed, are a central unit of
economic organization. Companies and industries do not
exist independently but are characterized by agglomerations
of mutually dependent industries and competitors (Krug-
man 1991). While competitors in the same industry may try
to outpace each other in the business market, with regard to
government services they tend to have similar preferences
because they share economic needs and market risks. De-
pressions to the regional economy and failures of govern-
ment provision also impact industries in the same region
(Martin 1997). The same may be said broadly for individuals
within those regions—they share the economic fate of their
region’s economic sectors through such factors as employ-
ment and housing prices. Individuals within regions are par-
ticularly concerned with policies specific to their geographic
area, including environmental regulation, infrastructure de-
velopment, and other shared local goods. Thus we may rea-
sonably argue that relevant political actors, including interest
groups and voters, and the politicians that represent them,
hold preferences for regional prosperity, regional security, and
maximizing their region’s benefits from political centraliza-
tion.

Shared economic fate is important as far as it enables col-
lective action to press politicians to advocate for regional in-
terests. Economic interconnectedness (and competition for
resources with other regions at varying levels of productivity)
provides a motivation to vote together and organize to affect
centralized policy. Spatial proximity and government organi-
zation provide the means by which these shared goals may
translate into coalitions of regionally informed political ac-
tors. In the domain of business lobbying, for instance, Mc-
Gillivray (1997) has shown that geographically concentrated
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industries are more effective in lobbying for selective gov-
ernment goods. Decentralized actions to influence politi-
cians’ activities are more impactful when the organizers are
geographically concentrated (Rickard 2012). Politicians, more-
over, have incentives to target spatially concentrated groups
because they share interests and have lower barriers to col-
lective action (Bishin 2009). Intuitively, both the likelihood
that economic ties are interconnected and that vested actors
are able to coordinate to influence government in their in-
terest should be positively related to geographic proximity.

Geographic concentration also appears to activate partici-
pation and increase the organization of like-minded voters. Cho,
Gimpel, and Dyck (2006) demonstrate residential-proximity
effects on turnout that are independent of socioeconomic
drivers of political participation. Similarly, Crisp, Olivella, and
Potter (2013) highlight the clear importance of common local
interests in party system coordination across national terri-
tories. De Miguel (2017) shows that geographic concentration
of income and identity affects the territorial distribution of
national party support. Shared economic fate and the relative
ease of coordination within common geography enable col-
lective efforts to influence political outcomes.

POLITICAL INCENTIVES TO REPRESENT REGIONS
IN THE CENTRAL GOVERNMENT
The expression of regional preferences into central political
outcomes results from politicians representing the preferences
of constituents. If constituents have preferences to advance
regional interests, and are better able to engage in collective
action to achieve their goals, politicians have incentives to
represent regional interests to maximize votes and political
support. Importantly, political institutions may impact the
articulation of regional interests at both the representation
stage, through regionalization of electoral appeals, and the
policy-making stage, through the formation of regional co-
alitions for public policies. While some institutions create
more obvious incentives to represent regional interests, we
argue that interregional inequality creates divergent policy
preferences that can be expressed across the full range of
democratic electoral and constitutional institutions.
Regional economic preferences are likely to influence
policy making because geography is the organizing principle
of representation and political authority in most nations.
Regions serve as electoral districts in nearly every nation,
providing politicians with incentives to target appeals based
on district preferences (Weingast, Shepsle, and Johnsen 1981).
Regions are represented in policy making directly through
some nations’ upper houses and are the governing unit in
decentralized systems, which shape the constituencies of
politicians. Electoral institutions vary in the incentives they
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provide politicians to emphasize regional preferences in de-
cision making (Rehfeld 2005). Policy-making systems may
be characterized as more regional (with powers reserved for
individual regions) or more individual (with powers allo-
cated to the majority) along a spectrum (Franzese and No-
oruddin 2004).

Nonetheless, interregional inequality is expected to shape
economic preferences of citizens even in centralized political
systems because of economic geography. The dynamic of
shared economic fate should encourage regional voting blocs
across all systems. Regional preferences for economic policy
emerge even within strong political parties. For example,
Busch and Reinhardt (2005) have shown that geographic in-
dustrial concentration is crucial to voter turnout regardless
of political geography, including in nations such as the Neth-
erlands without spatially organized political institutions.

From the parties” perspective, the geographic agglomer-
ation of the economy impacts where they target their ap-
peals. André and Depauw (2016) have shown systemically
that centralized parties in proportional representation sys-
tems with high district magnitude, for example, are better
off targeting viable spatially concentrated subconstituencies.
Politicians have incentives to appeal to regions even in cen-
tralized parties because their votes cluster in particular geo-
graphic areas (de Miguel 2017).

In the Netherlands, the least likely case for regional rep-
resentation, Latner and McGann (2005) find that party eco-
nomic appeals closely match the economic interests of lo-
cations where they receive the most votes. We suggest that
the spatial concentration of votes and the corresponding in-
centives to appeal to those voters encourage representation of
regional economic interests. Thus interregional economic in-
equality may be politically relevant under any system of rep-
resentation through the mechanism of constituency repre-
sentation.

REGIONAL PRODUCTIVITY INFLUENCES CENTRAL
POLICY PREFERENCES

In the previous sections we established a theoretical basis for
the relevance of regions in policy making. In this section, we
consider the likely distributive preferences of regions with
different economic endowments. Centralized government
brings together regionally informed actors that have distinct
distributive preferences. Centralization disproportionately ben-
efits particular regions and citizens, depending on the nature

1. See appendix (OA) sec. 2 for correlations between our interregional
inequality measures and spatial concentration of party votes. These cor-
relations are stronger in more centralized political institutions.

of the tax and spending system (Bolton and Roland 1997).
In particular, centralization is likely to entail redistribu-
tion from relatively affluent regions to less well off regions,
whether the tool employed is welfare spending that goes dis-
proportionately to poor regions or progressive intergovernmen-
tal transfers (Giuranno 2009). Productive regions are there-
fore likely to oppose increased centralization. Accordingly, the
regional distributive implications of centralized spending are
highly politicized concerns in nations such as Germany, with
highly dispersed regions, or Spain, where productivity is rel-
atively concentrated in a small number of regions (Balcells,
Ferndndez- Albertos, and Kuo 2015).

Centralization does not simply or uniformly hurt the
most productive regions, however. Productive regions may
benefit from the provision of centralized policy, especially
if they have substantial low-income populations and high
market risks. The most productive regions, economic ben-
eficiaries of the process of economic development, are more
often economically unequal and recipients of internal mi-
gration in affluent nations (Kuznets 1955).> Economic risks
may also be higher in productive regions, strongly increasing
support for social insurance in these areas (Rehm 2016).
While highly productive regions may prefer to keep resources
within their borders as interregional inequality grows, they
can benefit from centralized provision of policies to share
market risks and externalities (Beramendi 2012). Thus, even
well-off regions have reasons to support centralized distri-
bution, especially policies that aid qualified individuals and
vulnerable subpopulations.

On the other hand, if central outlays are primarily locally
targeted, then more productive regions may lose out in a cen-
tralized system. Examples of this include within-region in-
frastructure projects, funds for local law enforcement, and
interregional fiscal transfers. Productive regions would be
better off if locally targeted spending were funded locally by
each region (Bolton and Roland 1997). Thus, as interregional
inequality grows, we expect relatively productive regions that
are net contributors to central expenditures to prefer alloca-
tions toward individuals, regardless of region, rather than lo-
cally targeted goods from which they do not benefit directly.

All else equal, we expect less productive regions to prefer
higher central government expenditure from which they
should be net recipients.’ Less productive regions do not have

2. According to OECD data collected for 225 regions across 19 countries
between 2009 and 2014, the within-region Gini index of disposable individual
income is strongly correlated with per capita regional income (r = 0.65,
p<.05).

3. Important caveats are necessary for this assumed preference, in-
cluding that local actors may have specific reasons to oppose centraliza-



straightforward preferences for the allocation of government
spending, however. These regions ostensibly benefit from both
distribution to qualified individuals and spending on locally
targeted goods. If productive regions prefer policies meant
to pool market risks as interregional inequality grows, they
should find allies in many less productive regions that also
benefit from those allocations. Nonetheless, locally targeted
goods need not be shared across the nation and dispropor-
tionately benefit less productive regions in a progressive tax
system. The most obvious allocations favorable to less pro-
ductive regions are interregional transfers. These resources
benefit all residents in the region and thus should bolster
local coalitions that favor these goods. Accordingly, less pro-
ductive regions can benefit relative to productive regions by
shifting resources toward locally targeted goods (Milesi-
Ferretti et al. 2002).

THE STRUCTURE OF INTERREGIONAL INEQUALITY
SHAPES COALITIONS FOR CENTRAL SPENDING

In this section, we integrate the regional preferences outlined
in the previous sections into theoretically driven predictions
of how the structure of interregional inequality (dispersion vs.
skew) is likely to shape voting coalitions in favor of increased
or decreased spending and individually or locally targeted
spending.

To form our hypotheses, we assume that the outcome of
the centralized budget process is a reflection of the coordi-
nation of preferences of politicians with regional utility func-
tions, which are determined by their region’s economic pro-
ductivity and the distribution of productivity across regions
within the nation.* We assume that the voting power of re-
gions is proportional to their population, whether through
institutional representation of regions or regional constitu-
ency bases within political parties. Our model of policy mak-
ing s clearly simplistic, but it allows us to focus on variation in
the distribution of interregional economic productivity as the
relevant parameter and theorize that different structures im-
ply distinct coalitions in favor of or opposed to central gov-
ernment spending.

As with most similar models of government spending
and redistribution, we assume that the utility of government
spending is determined by the costs and benefits of spending
and that tax resources are extracted disproportionately from
the more productive regions (Baunsgaard and Keen 2010). If

tion that can overshadow preferences for central spending, such as re-
gional identity or threat to the local status quo (Alston and Ferrie 1999).

4. For the purposes of clarity, we hold intraregional inequality con-
stant in our theory (Beramendi 2012; Bolton and Roland 1997). We con-
trol for intraregional inequality in OA sec. 11.
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government spending is proportionally or progressively dis-
tributed across regions, government spending represents an in-
come transfer from more to less productive regions. Accord-
ingly, the value a region nets from the centralized budget is
determined by its position within the economic distribution of
all regions (Bolton and Roland 1997). Relative regional gains
from the centralized budget are thus a function of interre-
gional inequality.

Intuitively, because more productive regions are paying
a larger share of public spending through taxes, their gain
from public spending decreases as interregional inequality
grows. Conversely, the gains from public spending increase
for the less productive regions as interregional inequality
grows. Rising interregional inequality is therefore expected
to increase polarization in preferences for expansion of pub-
lic spending. As regional productivity becomes more dispersed,
we expect this to limit potential coalitions to increase central
spending, likely favoring the status quo level. However, if re-
gional productivity becomes more right skewed, we antici-
pate a growing coalition of less-productive regions to push to
increase central spending. Our expectations thus contrast
with Romer’s (1975) and Meltzer and Richard’s (1981) mod-
els linking individual income to redistribution. Interpreted in
very simple terms, these models would anticipate that grow-
ing interregional inequality would lead to higher levels of
government spending (Giuranno 2009). We argue that spend-
ing could be higher or lower, depending on what the struc-
ture of interregional inequality implies for policy-making coa-
litions.

Nations also make choices regarding how to allocate their
central resources. By definition with a fixed budget constraint,
increased spending to assist individual beneficiaries implies
a net reduction in locally targeted spending. Below we label
this trade-off as the government’s policy priority. Individu-
ally targeted expenditure is distributed across regions accord-
ing to specific characteristics of individuals within those re-
gions. Locally targeted expenditure is distributed to regions
according to characteristics of those regions.

The gains from locally targeted expenditure are region
specific and not shared (i.e., regions cannot gain utility from
resources targeted to other regions).” Locally targeted spend-
ing by the central government thus implies an income loss for
more productive regions as excludable resources are trans-
ferred from more to less productive regions.

Given that centralized spending is never zero, due to
shared risks and benefits from economies of scale, regions

5. There are regional spillovers in region-specific spending, but we
assume that they are minimal.
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must agree on some distribution of spending. As interregional
inequality increases, more productive regions will increasingly
value spending for qualified individuals, which minimizes
losses to those regions relative to locally targeted expenditure.
Individually targeted spending includes social insurance,
which may benefit all regions and smooths risks across the
nation’s geography (Beramendi 2012). Social insurance mo-
tivations encourage cross-class coordination, including on a
regional basis, where economic risk is not tightly linked to
income (Rehm 2016). Poor regions value both types of spend-
ing. As polarization increases as a function of interregional
inequality, spending on individuals represents a shared pref-
erence across regions at all levels of productivity.

Whether the outcome of the budget process favors spend-
ing for qualified individuals or locally targeted spending de-
pends on the structure of interregional inequality. If regions
are highly economically dispersed, we expect a coalition for
individually targeted spending to be more likely to emerge,
as the type of allocation that benefits the largest number of
regions. The scenario changes if the regional economic dis-
tribution is highly right skewed, because this implies growing
voting power of less productive regions. Less productive re-
gions likely benefit from both types of central spending and
thus should ostensibly support both types. Importantly, all
individuals in the less productive regions benefit from locally
targeted spending on policy goods whose benefits are not
widely shared with other regions. This should broaden the
coalition for locally targeted spending within the less pro-
ductive regions, all else equal. In relative terms, therefore,
support within less productive regions may be higher for lo-
cally targeted spending than spending distributed to indi-
viduals.

HYPOTHESES: INTERREGIONAL INEQUALITY

AND THE LEVEL AND ALLOCATION

OF CENTRAL SPENDING

In sum, we argue that the level and allocation of central
government spending should depend on the distribution of
regional economic productivity which shapes the prefer-
ences of politicians who decide the budget. All else equal, if
the distribution of regional productivity is highly dispersed
we expect little agreement to expand the size of government,
and we should see allocation shift toward spending for qual-
ified individuals. This prediction emerges from our expecta-
tion that inequality increases heterogeneity of preferences
across unequal regions, which render agreement to increase
spending less likely. However, if the distribution of regional
productivity is skewed toward regions below the median in
productivity, they may form a coalition to press for the ex-
pansion of the central government. This configuration of re-

gional interests should also favor shifts in spending toward
locally targeted spending.

H1 (Dispersion). As interregional economic disper-
sion increases, growth in central government spend-
ing is expected to decline and central allocation to shift
toward individually targeted spending.

H2 (Skew). As the regional productivity distribution
grows more skewed toward the less productive regions,
central government spending is expected to grow and
central allocation to shift toward locally targeted spend-
ing.

DATA DESCRIPTION

Our sample includes data from 24 OECD countries from
1991 to 2011. The constraints on our sample are the avail-
ability of both regional GDP and itemized spending data
for enough years within this period to establish a reasonable
country estimate. We maintain a consistent sample across all
models. Although distinct in global comparison, the OECD
nations are valuable to examine in isolation because they
are “least likely” cases for interregional inequality to impact
preferences for government spending (Mahler 2002). Rela-
tive to developing countries, OECD nations have lower inter-
regional inequality and higher redistributive spending that
can mask pre-fiscal-transfer inequality. Our arguments hinge
upon differences in the shape of the regional distribution of
economic productivity. Accordingly, to evaluate the effect
of interregional inequality on centralized spending we show
evidence suggestive of distinct latent distributive coalitions
across our sample of OECD nations. Dispersed and skewed
configurations imply different voting coalitions for govern-
ment spending.

Independent variable of interest:

Interregional inequality

We aggregate region-level data into two indices to capture
the structure of regional income inequality: (1) the Gini co-
efficient of regional GDP per capita, to measure the disper-
sion of interregional productivity, and (2) the mean to me-
dian ratio of population-weighted regional GDP per capita,
to represent the skew of interregional productivity.

Our measures of interregional inequality are constructed
with region-level GDP and population data drawn from the
Cambridge Econometrics database and government national
accounts. The region concept is the state, province, or the
OECD Nomenclature of Territorial Units for Statistics, Level 2
(NUTS2). NUTS2 is the largest subnational unit in most
of the sample countries (e.g., Italian regions). In nearly all



nations this level serves as a basis for electoral districts and,
typically, administrative services. While geographic units other
than the region (such as cities or metropolitan areas) could
feasibly fit our theoretic construct of shared fate and shared
interests, we argue that this is the clearest locus of collective
subnational political action in most countries. In the few cases
that our data do not match a relevant electoral district, our
measures should introduce noise into the estimation that bias
against our results (de Miguel 2017). Summary statistics for
all variables are included in appendix (OA) section 1; ap-
pendix with sections OA1-OA12 is available online.

Our dispersion measure is the adjusted Gini coefficient of
regional GDP per capita (RDGINI). RDGINI is commonly
used in research in regional studies and economic geography
(Lessmann 2009). It allows for the intracountry variance
in regional GDP per capita to be captured in a numerically
continuous index (0-100). The value of zero denotes that
a country’s regions are equally productive; the value of
100 means that one region creates all productivity. RDGINI
is constructed as:

22 iy, n+1l

2 - n ( 1)
N&si=1Y,
where y; is the GDP per capita for region i and # is the number

of subnational units (Lessmann 2009, 2460). This variable
ranges from 5.19 to 29.23, with a mean of 11.63.

RDGINI =

To quantify the asymmetry of the regional economic dis-
tribution, we calculate a ratio measure meant to capture the
skew toward more or less productive regions:

MM _RATIO = ( Mean of regional GDP per capita )’

Median of regional GDP per capita

(2)
where each region’s GDP per capita is weighted by its pop-
ulation share to reflect our assumption that representation is
proportional to the national population. When this ratio is
equal to 1, we expect a symmetrical bell-shaped curve repre-
senting the distribution of productivity across subnational
regions. However, if the ratio is greater than 1, this distri-
bution will be positively (or right) skewed such that the less
productive regions outnumber their highly productive coun-
terparts.® A higher mean implies a smaller number of more
productive regions. Although relatively infrequent in our
cross national sample, the ratio may be smaller than 1. We
expect a negatively skewed distribution toward the more

6. The mean to median ratio is most precisely considered a measure of
asymmetry in the distribution. We chose this measure to capture skew to
match closely the theoretical concept of interest and to relate to previous
measures of right-skewed distributions (Meltzer and Richard 1981).
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productive regions in these circumstances. Alternative mea-
surements of both interregional inequality concepts are dis-
cussed in the section Additional Robustness Tests.

Figure 1 demonstrates variation in the structural con-
figuration of interregional inequality in four countries in our
sample: the Netherlands, Germany, Switzerland, and Spain.
Each was chosen for having a relatively high or low value on
the RDGINI or the MM_RATIO measures. For illustrative
purposes, we use region-level GDP per capita and population
data to present a hypothetical decisive 100-seat legislature in
which regions’ seats are determined by their population share.
The region-seat data are overlain with their kernel density
function and the normal distribution.

The two cases on the top of figure 1, the Netherlands and
Germany, show extremes in the dispersion of interregional
productivity in our sample. The range of per capita GDP in
the Netherlands is €18,000-€30,000. Germany, in compari-
son, has a much larger range of regional productivity, from
approximately €12,000 to over €36,000 per capita. This dis-
persion in regional productivity is reflected in the RDGINI
statistic, which in Germany (18.7) is more than twice that of
the Netherlands (8.6). The difference across the two cases
is also confirmed with the variance statistic (a measure of
dispersion) in regional GDP per capita shown in figure 1,
which is over three times higher in Germany than in the
Netherlands.

The comparison between Switzerland and Spain high-
lights the skew concept that we measure with the MM_
RATIO. These countries are near the bottom (Switzerland)
and top (Spain) of the MM_RATIO.” On the left we see that
vote share is weighted toward the medium and high pro-
ductivity Swiss regions, reflected in the skewness statistic of
—0.37 (left skewed) and the MM_RATIO mean of 0.96. The
value of the MM_RATIO close to 1 suggests that the regional
mean is nearly identical to the regional median in Switzer-
land. Accordingly, we expect the interests of highly pro-
ductive regions to be represented in a decision-making co-
alition in this hypothetical Swiss legislature. In comparison,
the majority of Spanish regions are concentrated in the rel-
atively unproductive end of the spectrum, reflected in the
skewness statistic of 1.37 (right skewed) and a MM_RATIO
mean of 1.66. The mean value for “population proportion
weighted” per capita regional GDP in Spain exceeds the me-
dian value approximately by 72% (€789 vs. €458).

The comparison across the dispersion and skew measures
is also instructive. Germany is in the top quartile for both the

7. For Switzerland and Spain the variance and skewness statistics are
based on population-weighted regional GDP per capita to match the
MM_RATIO calculation.
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Figure 1. Dispersion and skew: Mean distributions of interregional productivity (1991-2011)

RDGINI and MM_RATIO among the OECD sample coun-
tries. The Netherlands yields much lower values on those
inequality measures. Spain and Germany, on the other hand,
differ in comparative perspective. Spain is high on the MM_
RATIO but moderate on the RDGINI statistic. In fact, Spain’s
RDGINI level is quite similar to Switzerland’s. According
to our conceptual framework, these different distributions
should engender distinct coalitions for centralization in these
countries. Throughout this research we treat dispersion and
skew as independent factors. In future research, we intend
to explore potential interaction between these two structures
of distribution.®

Regional GDP per capita is not directly equivalent to
household income, as used in most studies of the effects of
inequality on redistribution. We employ regional GDP for
several reasons. Most importantly, regional economic pro-
ductivity is expected to be very important to regional poli-
ticians and their constituents as a major determinant of pref-
erences on matters of central allocation.” Second, regional
GDP is a reasonable proxy for market income data, which are

8. Analysis of the interaction between dispersion and skew requires a
strong assumption about the symmetry of interaction (Berry, Golder, and
Milton 2012). However, skew may vary even with a constant dispersion
while variation in dispersion can affect variation in skew. The potential
complexities of examining this interaction place it beyond the scope of this
analysis.

9. Other measures of regional economic conditions, such as regional
unemployment levels, may also influence regional preferences. See OA sec. 3.

not available by region for a large number of nations for a long
period of time. For the subsample of countries available in
Luxembourg Income Study data, the share of a region’s GDP
and the share of a region’s market income correlate at r =
0.82. Similarly, the share of regional GDP and the share of
net household income per capita for a larger set of countries
available from the OECD correlate at r = 0.91.

A crucial concern with our measures is that regional GDP
is plausibly endogenous to centralized spending. Thus, re-
gional GDP is a “net” value (after taxes and transfers) and
not the “market” value of interregional inequality. As dis-
cussed below, we address the endogeneity question directly
in our statistical modeling. Fundamentally, we argue that to
the extent that central government spending shapes inter-
regional inequality, it should bias against our results. That
is, centralized spending is expected to reduce interregional
disparities, at least in the OECD cases. As Tanzi (2000, 13)
argues, “one of the major functions of a national govern-
ment is precisely to redistribute income from richer regions
and individuals to poorer regions and individuals through
the broadly uniform provision of public goods and services.”
Accordingly, we argue that using post-tax and transfer re-
gional GDP data should be a “hard test” for our hypothesis
because it mutes interregional inequality.

Dependent variables: Size and allocation

of central expenditure

Our analysis examines two aspects of government spend-
ing: (1) how much governments spend and (2) how they



allocate spending. The size of government is measured as
the GDP share of total central government spending. We
use spending data for OECD countries (both old and new en-
trants) from 1991 to 2011. We focus on central government
spending as the locus of governments’ regional redistribution,
either directly through regional transfers or indirectly through
spending that should disproportionately affect rich or poor
individuals. Our central expenditure data are measured by
functions of central government expenditure (COFOG) from
the International Monetary Fund’s Government Finance Sta-
tistics (GFS).

Policy priority scores specify relative weight in central
government expenditure allocation. We analyze the com-
plete range of government spending by employing a spatial
model of expenditure developed by Jacoby and Schneider
(2001, 2009). Policy priority scores use all expenditure cat-
egories to “construct a geometric model in which yearly . . .
spending on policies is represented as distances between
points within a space” (Jacoby and Schneider 2009, 1). The
spatial unfolding technique separates policy areas that are
least likely to occur together. The policy dimension identi-
fied as particularized benefits to subpopulations (what we
call individually targeted) versus collective goods (we iden-
tify as local public goods) was assessed by Jacoby and Schnei-
der (2009, 6) for the US states using “recognizable patterns
in the relative positions of the policy and state points.”
We replicate this technique using expenditure data from
24 OECD countries from 1991 to 2011. The geometric model
calculates a yearly estimate that summarizes each nation’s
expenditures across all major policy areas and portrays the
trade-offs in allocations across categories. These scores may
thus be considered an empirical representation of a country’s
expenditure priorities."

We argue that this measure helps us to evaluate whether
countries spend more, in relative terms, on policy categories
targeted to individual recipients, regardless of region, or
categories more directly targeted to geographic regions. In-
dividually targeted categories are typically distributed to qual-
ified individuals or households through income subsidies
such as social protection and health care. On the other hand,
locally targeted spending tends to be broadly applied across
citizens within the relevant territory (Volden and Wiseman
2007). Given that most locally targeted goods are not targeted
specifically to low-income or vulnerable subpopulations, these
types of spending have not been examined in most studies of
inequality, apart from their contribution to total spending.

10. For a more detailed explanation of the statistical and theoretical
foundations behind policy priority scores, see Jacoby and Schneider (2001,
2009) as well as our R replication file.
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However, locally targeted goods are redistributive across ter-
ritories as more affluent regions subsidize local resources
(including through interregional transfers) in poorer regions.

Most research on inequality and government spending
has focused heavily on social expenditure allocations. We
suggest that a narrow focus on a subset of spending may ob-
scure important conflicts in central government spending
that reflect not simply class-based but also region-based dis-
tributive concerns. Isolation of social spending may thus
result in ad hoc or inaccurate assessments of the full range of
(re)distributive policy in a particular nation (Kramon and
Posner 2013).

Figure 2 summarizes our policy priority estimates. The
left panel shows the policy point position across spending
categories for the complete sample. Spending on locally tar-
geted goods such as public safety, defense, economic affairs,
and general public service is shown to be more commonly
high in the same jurisdictions and less associated with spend-
ing on individually targeted categories such as social welfare
and health care. The policy point location reflects the spatial
association between each policy category and the other policy
categories. For example, those countries that spend at high
levels on public order and safety tend to spend less on health
(shown as having the largest distance between those two
policy points). Importantly, many of the spending categories
that are typically considered redistributive are what we iden-
tify as spending directed toward individuals using this tech-
nique. Policy priority scores range from a negative value (rel-
ative emphasis on the categories we label as individually
targeted) to a positive value (locally targeted).

Our calculations for the country policy locations are shown
in the right panel of figure 2. These values should be read as a
country’s placement relative to the sample average across
all 24 OECD countries over time. Negative country scores
suggest relatively more spending on policies identified on the
left side of the policy category plot in figure 2. Again, their
placement on the right or left side of the chart does not mean
these countries spend at a high level on these goods. Rather,
they spend a lot in comparison to the other spending cate-
gories at the central government level. These are policies we
characterize as more often distributed to qualified individ-
uals, such as health, social protection, and housing subsi-
dies. The United Kingdom’s placement on the left side of the
policy priority plot, for instance, is driven by its relative
expenditure at the central level on health and social pro-
tection—two of its top three spending categories between
1991 and 2011.

Higher policy priority scores suggest that a country spends
relatively more on the categories with positive policy point
values on the left panel of figure 2, including public order and
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Figure 2. Country policy priorities, 24 OECD nations. Data points calculated using Jacoby and Schneider’s 2009 spatial unfolding analysis of policy priorities.
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safety, defense, economic affairs, and general public service.
In the OECD, general public services refer to spending on
commerce and labor, and sector-specific spending (agricul-
tural and fishing, fuels and energy, mining, transport, and
construction), including infrastructure. Most importantly,
general public services contain interregional transfers. Eco-
nomic affairs include national collective goods, such as ser-
vice on the national debt, state-run banks and industries, and
spending on the central government administrative appa-
ratus. These public allocations are broadly characterizable
as collective goods, whether to national or local constituen-
cies or both. In practical terms it can be difficult to separate
national public goods from locally targeted expenditure. For
example, defense is often distributed to region-specific mil-
itary bases and research institutions.

Spain and Belgium are at the extreme for providing lo-
cal public goods in our sample. A significant percentage of
both nations’ central spending is allocated to interregional
transfers, some of which is subsequently administered as
social policies, such as housing subsidies or education. The
United States also has high policy priority scores because it
allocates the bulk of its central resources to defense and
general public services, which includes infrastructure fund-
ing around the nation (such as highways) and transfers to the

states for education and health. Belgium and Spain spend at
high levels on social expenditure (% of GDP), when calcu-
lated across all levels of administration. The policy priority
scores thus highlight how resources are delivered (nationally
orlocally) in addition to what resources are delivered. Yet the
policy priority score does not account directly for whether a
policy reduces inequality (i.e., social policies could be redis-
tributive whether administered at the national or local level)
but how these resources are allocated within the expenditure
patterns of nations.

To understand the relative policy priority scores in fig-
ure 2, consider the comparison between Ireland and Hun-
gary. On average between 1991 and 2011, Ireland’s public
spending was relatively more oriented toward goods di-
rected to qualified individuals, in comparison to Hungary,
by 5% more of its total central expenditure. Symmetrically,
Hungary allocates 5% more of its total central spending to
locally targeted categories, in comparison to Ireland. This
type of relative comparison can be drawn across countries
and across years (Jacoby and Schneider 2009).

The results of the unfolding analysis give us a picture of
spending clusters across countries that can be characterized
according to the dichotomy laid out by Jacoby and Schnei-
der (2009) and Volden and Wiseman (2007). That is, some



spending categories are more commonly designated to qual-
ified individuals, regardless of location and others more com-
monly targeted to specific places, such as the nation, a region,
or a local government. However, it is also important to
recognize the ambiguity in these categories, such as whether
education should be considered a transfer to an individual
recipient or a local benefit to the economic base of a region.
We suggest that these values reflect broad trends in spend-
ing common to the affluent nations in our study and high-
light the trade-off between distribution across people and
distribution across places that puts interregional inequality
squarely into an area of concern for policy makers. This
measure presents a quantification of this trade-off and offers
a useful indicator for cross-national spending patterns that
can capture the dynamics of “particularistic” and collective
spending along the lines envisioned by Milesi-Ferretti et al.
(2002)."

Controls
We include standard controls that predict the size and nature
of central government spending. Population (Logged) has
theoretically ambiguous effects on government spending.
Population size may increase demands for spending in di-
verse populations or imply increasing returns to scale that
would lower spending. We also include the Population De-
pendency Ratio, measured as the percentage of individuals
above the age of 65 or under the age of 15. A higher de-
pendency ratio should be associated with higher government
spending and more emphasis on socially targeted allocation.
We include a measure of Economic Globalization in both
capital flows and policy restrictions (Dreher 2006). Global-
ization may invoke a race to the bottom on government ex-
penditure or cause governments to protect constituents from
losses. Similarly, openness may lead to relative spending on
goods that create an efficient business environment such
as infrastructure (locally targeted goods) or compensation
through social protection and investments in skill (individ-
ually targeted allocations). We control for the level of de-
velopment (Logged GDP per Capita). We expect higher GDP
per capita to predict higher central spending and greater em-
phasis on individually targeted allocations.

Our government spending models also take into account
a range of institutional variables. We include Leftist Power
because partisan theories suggest that leftist parties would
seek to increase government spending and individually tar-
geted allocations in OECD nations. To capture leftist influ-

11. We consider the relationship between policy decentralization and
the construction of the policy priorities score in detail in OA sec. 4.
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ence, we use a measure of the government seat share of social
democratic and leftist parties (Armingeon et al. 2013). “Cen-
tripetal” constitutional institutions such as PR Electoral Sys-
tem, Parliamentarism, and Nonfederal/Nonbicameral Sys-
tem (measures from Gerring, Thacker, and Moreno 2005)
are likely to favor class-based coalitions and dampen regional
coalitions. We expect these measures of centralized gov-
ernment institutions to be positively associated with the size
of government (Persson and Tabellini 1994) and govern-
ment spending more oriented toward individually targeted
goods.

There are a number of additional variables that could
potentially impact central expenditure, especially interper-
sonal inequality. Our results are robust to the inclusion of the
national-level Gini coefficient and a range of other controls,
discussed below in Additional Robustness Tests.

Modeling approach and estimation techniques

The relationship between interregional inequality and cen-
tral expenditure is a long-term, dynamic process. Rather than
approaching the empirical analysis as a series of correlations
relating interregional inequality to levels of spending, we
demonstrate the importance of interregional inequality to
changes in government expenditure through error correc-
tion models (ECM) (Rodden 2003). Our dependent variables
should be interpreted as measuring deviation from the status
quo levels of central spending and status quo policy priori-
ties. Predicting short-term adjustments to long-term pro-
cesses can elucidate causal mechanisms and help to isolate
co-moving variables. Modeling policy change is the most ap-
propriate way to analyze preference polarization (Franzese
2010).

Focus on the changes in expenditure also helps us manage
concerns with an endogenous link between levels of inter-
regional inequality and levels of government spending. We
also address endogeneity through the time structure of our
ECM. While levels of central allocation almost certainly af-
fect regional productivity, the change in government spend-
ing in year t cannot plausibly cause interregional inequality in
year t — 1. We take steps to manage challenges of time-series
cross-sectional data. Government spending data typically suf-
fer from nonstationarity, which can bias results in traditional
ordinary least squares (OLS) estimations of yearly data. The
ECM approach reduces problems of nonstationarity by trans-
forming the dependent variable into a stationary change term
(A).”> We estimate:

12. The null hypothesis of unit root, based on the Fisher-type test, is
rejected at p < .01.



498 [ Interregional Inequality and Government Spending Dong Wook Lee and Melissa Ziegler Rogers

Ayu = 0)’,’371 + 2 Bin,t—1 + EﬁkAXi,z—l
(3)
+2> B, Country + ¢,

where Ay;, is a first-order change of central government spend-
ing or a change of policy priority score in countryi (1, ... ,24).
We denote X as a vector of independent variables that pre-
dicts the size and allocation of government spending. The
key parameter estimates are expressed as a series of 3 with
the subscript j or k that refers to the particular independent
variable, respectively. The country dummies denoted by the
subscript m are also included to incorporate unmodeled
country-specific factors such as political and institutional his-
tory. Note that an estimated effect of transitory adjustment
in the dependent variable (Ay,,) is captured by the (3, esti-
mate whereas it is omitted for time-invariant or slow-moving
variables such as interregional inequality, government ideol-
ogy, and constitutional institutions."” To capture these slow-
moving causal processes, all the independent variables (except
constitutional institutions) are calculated as five-year mov-
ing averages (t = 1991, ..., 2011) of the preceding five years
(Lupu and Pontusson 2011). To reduce contemporaneous
correlation with the error term ¢, we adopt a one-year lag of all
of our independent variables X and AX. The long-run effect
caused by a one-unit increase in the independent variable
Xi,-, is estimated to be (8,/ — ), where 0 is the error cor-
rection rate captured by the coefficient estimate of the lagged
level dependent variable y,, .

We estimate our ECM using OLS with Beck and Katz’s
(1995) panel corrected standard errors to correct panel level
heteroskedasticity in our long panel. This adjustment also
includes a Prais-Winsten correction for panel specific AR(1)
processes because the first-order change variable can still be
autocorrelated in the error term for Ay, and Ay, | through a
shared component of ¢,_,."*

Central government spending results

Table 1 presents strong evidence for hypothesis 1. Across
24 OECD countries sampled over the recent 20 years, hold-
ing relevant variables constant, high dispersion in inter-
regional productivity is associated with a reduced rate of
change in central government spending. To simplify the pre-
sentation, we show only the long-run dynamics of the inde-

13. The results are robust when we include the delta term for these
variables.

14. The Wooldridge test for no first-order autocorrelation is rejected
at p < .01. We also tested our models with an AR(2) process and without
adjustments for autocorrelation. Our results are consistent.

pendent variables (Kwon and Pontusson 2010). RDGINI is
negatively and significantly correlated with changes in central
government spending. Per a unit increase in RDGINI, the full
model estimate in table 1 (model 4) predicts a reduced growth
rate in the GDP share of central government spending by
1.42%. Considering the real data range, if Sweden’s dispersion
at the mean (RDGINI = 6.42) increases to the level equiva-
lent to that of the Slovak Republic (RDGINI = 24.11), the
expected policy impact should be a reduced growth rate in the
GDP share of government spending by almost 25%.

We also find that skew of regional productivity matters.
According to hypothesis 2, the effect of interregional in-
equality on changes in government spending should depend
on whether the less productive regions have a strong voice in
central policy. Table 1, column 8, shows a positive and sta-
tistically significant relationship between MM_RATIO and
changes in government spending. As MM_RATIO increases
(in other words, moving from a bell-shaped curve to a right-
skewed distribution toward the less productive regions), the
model anticipates growth in government spending. If the
mean is double the median distribution of regional GDP,
the model predicts an increased growth rate in the GDP
share of government spending by 16%.

Most of the control variables show anticipated results. We
find that the most significant predictors of changes in cen-
tral government expenditure are economic globalization, per
capita GDP, and unitary systems. The effect of leftist gov-
ernment is mixed and insignificant in the models. We link
these inclusive findings to our sample period, which includes
fiscal contraction due to the pressure of globalization along
with the decline of organized labor (Kwon and Pontusson
2010). To minimize multicollinearity among the three cen-
tripetal democratic institutions (PR electoral rules, parlia-
mentary forms of government, and unitary systems), we break
down our regression estimates with each institution sepa-
rately as well as together. Our results remain across specifi-
cations.

POLICY PRIORITY RESULTS

Table 2 presents the results for the policy priority scores.
Across models, we show two robust findings. First, the dis-
persion of regional productivity, as shown in table 2, col-
umns 9-12, is significantly and negatively correlated with
changes in policy priorities. As a reminder, the negative di-
rection suggests that increased dispersion is associated with a
(relative) policy shift toward individually targeted policy
categories. To be precise, this negative sign means a decrease
in the rate of policy priority change, imposing a constraint
on a shift toward locally targeted goods. Since the policy pri-
ority measure is constructed on a trade-off basis, it is safe to
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Dispersion of Interregional Productivity (RDGINT)

Skew of Interregional Productivity (MM_RATIO)

Base Base Base Full Base Base Base Full
1 2) 3) 4) (5) (6) (7) ®)
Central government
spending,_, —.244%%* —.253%%* —.264*** —.260%F = 399%** —.400%  —.398*** —.400***
(.063) (.064) (.065) (.065) (.084) (.085) (.084) (.084)
RDGINI,_, —.382%%* —.385%** —.368*** —.369+**
(.143) (.143) (.141) (.142)
MM_RATIO (population
proportion weighted),_, 6.473%% 5.997** 5.974** 6.497*%
(2.915) (2.900) (2.897) (2.919)
Population (logged),—, —3.422 —4.963 —7.539 —6.389 13.953 12.939 13.011 13.902
(7.851) (8.072) (8.189) (8.164) (9.944)  (10.076) (9.990)  (10.032)
Dependent population
(% total),, —.296 —.207 —.102 —.177 259 .376% 377 258
(217) (219) (:208) (210) (224) (219) (:220) (224)
Economic globalization
index,_, — 2420 —.233%%¢ —.244% —.250%% =208 —.194%0F — 1947+ —.208***
(.038) (.038) (.039) (.039) (.060) (.059) (.059) (.060)
PPP converted GDP per
capita (logged),—, 11.427¢%* 11.478%%* 12.800** 12.715%%* 9.637%%* 9.793%** 9.798*** 9.629**
(2.516) (2.564) (2.654) (2.644) (3.689) (3.719) (3.703) (3.705)
Leftist power in government,_, —.004 —.005 —.004 —.004 .001 .001 .001 .001
(.003) (.003) (.003) (.003) (.003) (.003) (.003) (.003)
PR electoral system,_, 1.571*%* 1.236 1.297* 1.297*
(771) (.783) (.699) (.700)
Parliamentary system,_, .147 .230 .054 .071
(1.126) (1.142) (1.040) (1.042)
Nonfederalism and
nonbicameralism,_, 5.060*%* 4.705%%% 10.142* 19.896*
(1.566) (1.579) (6.070)  (10.663)
No. of observations 423 423 423 423 354 354 354 354
Countries 24 24 24 24 24 24 24 24
Country fixed effects Yes Yes Yes Yes Yes Yes Yes Yes
Adjusted R-squared 215 .208 220 219 264 .260 263 .261
Prob > chi-squared .000 .000 .000 .000 .000 .000 .000 .000

Note. ECM estimates using OLS with panel corrected standard errors and panel specific AR(1) adjustment. The subscript ¢ captures the previous five-year
averaged value (except centripetal democracy indicators). Temporary adjustment effects (A term) of time-varying independent variables, country dummies,
and the constant term are not reported. In models 5-8, MM_RATIO in five-year moving averages is unavailable before 1995. PPP = purchasing power

parity.

* p £ .1, for two-tailed tests.
** p <.05, for two-tailed tests.
** p < .01, for two-tailed tests.

assume that lower growth in the relative allocation of locally
targeted goods implies more weight given to individually tar-
geted goods. In table 2, column 12, a unit increase in the index
of RDGINT by 1 point out of 100 leads to a relative policy effort
toward individual goods (and reduction of locally targeted

goods) by 0.17% more of the total central expenditure in the
long run."” The Netherlands provides an example of this pro-

15. To make our interpretation easier, we recoded policy priority
scores to percentage scales.
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Table 2. Determinants of Change in Central Government Policy Priority

Dispersion of Interregional Productivity (RDGINI)

Skew of Interregional Productivity (MM_RATIO)

Base Base Base Full Base Base Base Full
) (10) (11) (12) (13) (14) (15) (16)
Policy priority,—, —.534*%* —.537** — 537 —.534%%* — 579+ —.581+%* —.580*** —.580***
(.077) (.077) (.078) (.077) (.089) (.089) (.089) (.089)
RDGINI,_, —.094%* —.093** —.093** —.094**
(.048) (.047) (.047) (.048)
MM_RATIO (population
proportion weighted),_, 2.095%* 2.143%* 2.154** 2.084**
(.892) (.925) (.930) (.886)
Population (logged),—, 1.217 1.386 1.367 1.237 4.808** 4.929** 4.888** 4.849**
(1.728) (1.704) (1.699) (1.732) (2.367) (2.358) (2.338) (2.385)
Dependent population
(% total),—, —.267%* —.205%%* —.295%*%* —.268*** —.258%*%* —.270%%* —.270%%* —.258%*%*
(.085) (.081) (.082) (.085) (.076) (.077) (.077) (.076)
Economic globalization
index, .004 .002 .003 .004 .014 .014 .014 .015
(.012) (.012) (.012) (.012) (.012) (.012) (.012) (.012)
PPP converted GDP per
capita (logged),—, —1.958%*  —1.997%*  —1.995*  —1.960*** —3.516%** —3.567"**  —3.552%%*  —3530***
(.670) (.671) (.669) (.673) (.876) (.883) (.874) (.884)
Leftist power in government,_, —.001 —.001 —.001 —.001 —.000 —.000 —.000 —.000
(.001) (.001) (.001) (.001) (.001) (.001) (.001) (.001)
PR electoral system,_, —.227 —.226 —.107 —.109
(.390) (.390) (.417) (.418)
Parliamentary system,_, —.067 —.072 —.082 —.086
(.204) (.206) (.186) (.189)
Nonfederalism and
nonbicameralism,_; —1.205 2.019* 5.521** 2.521*
(2.340) (1.125) (2.414) (1.459)
No. of observations 346 346 346 346 332 332 332 332
Countries 24 24 24 24 24 24 24 24
Country fixed effects Yes Yes Yes Yes Yes Yes Yes Yes
Adjusted R-squared 371 370 372 .369 .345 .345 347 343
Prob > chi-squared .000 .000 .000 .000 .000 .000 .000 .000

Note. ECM estimates using OLS with panel corrected standard errors and panel specific AR(l) adjustment. The subscript ¢ captures the previous five-year
averaged value (except centripetal democracy indicators). Temporary adjustment effects (A term) of time-varying independent variables, country dummies,

and the constant term are not reported. PPP = purchasing power parity.
* p L .1, for two-tailed tests.

** p .05, for two-tailed tests.

% p < .01, for two-tailed tests.

cess. In the period 2003-5, the dispersion of the Dutch regions
(RDGINI) increased 5.5%. In the years immediately following
(2004-6), the Dutch government increased the proportion of
public spending dedicated to social protection, health care,
and education by 1% of total central spending (2.3% increase
in these categories). This shift toward individually targeted ex-
penditure categories explains its negative change in the policy
priority score.

Table 2, columns 13-16, also present strong evidence
that highly skewed regional productivity (measured with the
MM_RATIO) is significantly associated with shifts in spend-
ing toward locally targeted goods. The positive coefficient
reflects changes in the direction of policy categories we label
as locally targeted. By doubling the distance of the mean and
median regional GDP per capita, our model predicts a long-
run 3.5% increase in locally targeted spending relative to



individual spending. In other words, as the group of highly
productive regions grows smaller or pulls away from the
majority of less productive regions, we observe a growing
shift away from resources that are spread across the regions
toward ones that are generally more regionally specific. For
example, in the period 1996-98 in Spain, the MM_RATIO
increased, as more regions grew less productive in relative
terms. During that same period, Spain renegotiated its sys-
tem of interregional transfers (a category within general pub-
lic services) to increase them overall (explaining the positive
change in the policy priority score). As part of that agreement,
the formula to allocate the transfers was reconfigured to place
greater weight on (low) regional income and less weight on
regional fiscal effort. Both changes were initiated by a coalition
of less productive regions (Vifiuela 2000).

Most of the control variables show the anticipated sign.
In particular, the negative association between age structure
and policy priorities (more dependent populations, more change
toward individually targeted categories), is confirmed across
models. Per capita GDP is correlated with changes in policy
priorities toward individually targeted categories, consistent
with arguments that demands for social protection rise along
with economic development. As expected, the left is linked to
greater emphasis on spending targeted to individuals, but
this result is not significant. Leftist parties may also have
incentives to target spending to local constituencies in less
productive areas.

ADDITIONAL ROBUSTNESS TESTS

We take steps to ensure that our results are robust to con-
sideration of alternative causal mechanisms, to different mea-
sures for interregional inequality and government spending,
additional controls, alternative modeling specifications, and
endogeneity concerns in our appendix. We also replicate re-
sults from a recent model of social expenditure to provide
validity for our policy priority measure.

Robust to regional identity

A plausible alternative hypothesis is that regional representa-
tion based on shared economic interest is more easily attributed
to shared regional identity, at least for certain countries in our
sample. The regional linguistic cleavage in Belgium, for ex-
ample, aligns with differences in productivity, with Flemish
regions relatively more productive than Walloon regions. Sim-
ilarly, the regions of Spain with clear identity claims are also
very high productivity regions.

Regional identity is certainly relevant to preferences over
centralization and to the political expression of regional
shared interests (Balcells et al. 2015). We took several em-
pirical approaches to assure that our results were not driven
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by identity concerns. First, our ECM modeling approach as-
sesses change, rather than levels, of spending and allocation.
Regional identity during this period in our sample is largely
static. Identity may help to explain initial levels of spending
or allocation but would not easily explain changes in those
values. Second, we include results in OA section 5, table G7,
with three different controls for regional identity—linguis-
tic heterogeneity (Desmet, Ortufio-Ortin, and Weber 2017),
and ethnic segmentation and fractionalization (Alesina and
Zhuravskaya 2011). We also tested our models excluding the
two cases with the most salient regional identity—Spain and
Belgium—and found consistent results (OA table H8).

Robust to alternative measures

of interregional inequality

In OA section 6, we test alternative measures of our inter-
regional inequality variables and find robust results. Previ-
ous research has revealed that regional dispersion measures
(such as regional coefficients of variance) may fluctuate ac-
cording to the number or size of regions (Lee and Rogers
2019). To address this concern, we adapted the RDGINI using
the Gini coefficient formula developed by Bochsler (2010)
for standardized party nationalization scores. This indicator,
SSGINI, corrects for potential bias created by the unequal
number of units and variation in unit size across countries.
This measure shows stable values whether the regional pro-
ductivity is calculated at the NUTS2 or NUTS3 (subsets of
NUTS2) level, thus increasing confidence that our unit of
measure is not driving our results. We show in OA table I9
that our results are robust to this new measure.

We also tested an alternative calculation of the MM _
RATIO. This measure of skew is weighted by population den-
sity of the region (per square kilometer). By including pop-
ulation density this measure adds information about the
potential for coordination within districts (assuming density
implies greater opportunity for coordination) and shared
fate in concentrated geographies. We include a correlation
matrix of our primary interregional inequality measures and
their alternatives in OA figure J10.

Robust to alternative measures

of government spending

In OA section 7 we test alternative dependent variables. One
plausible response to interregional inequality is fiscal de-
centralization to limit the redistribution from more produc-
tive regions by isolating their tax base. Accordingly, we also
examine general government spending (central plus state and
local spending) and state and local spending. The effect of
interregional inequality should be dampened in general gov-
ernment spending relative to central spending. In OA table K11,
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we show that higher dispersion in regional productivity is also
linked to lower growth in general government expenditure and
state and local expenditure.

Sampling specifications

In OA section 8 we show that our results are not driven by
subsets of data in our sample. Our results are not sensitive to
individual country-year outliers (OA table L12). Our main
results hold with each country excluded one by one (OA
fig. M13). We also reestimated our results with a country,
legislative session panel structure and found consistent results
(OA table N14).

Level results and instrumental variables

OA section 9 shows our main specification modeled as a fixed
effects regression with five-year average data of the level of
central expenditure. We find consistent results (OA table O15).
Also in OA table O15, we show supporting results from an
instrumental variables regression using two exogenous instru-
ments: (1) the value of RDGINI for the nearest country and
(2) the coefficient of variation in top-level soccer league scores
within that country. Both instruments and their testing are
discussed in OA section 9.

Replication of social spending data analysis

We also present evidence that (1) interregional inequality is
empirically relevant to previous studies of income inequality
and social spending and (2) the results of our policy priority
analysis can be validated with an independent data set, in OA
section 10. We argue that dispersion of regional productivity
may induce a shift of a country’s policy focus toward indi-
vidually targeted goods. Accordingly, we should observe a
positive and significant correlation between our dispersion
measure and social spending (a subset of the individually
targeted goods we identify above). We replicate Lupu and
Pontusson’s (2011) analysis of redistributive social expen-
diture with our RDGINI measure included. We report our
replication results in OA table P16, where we find strong
evidence that interregional economic dispersion is signifi-
cantly related to policy allocation, and in the anticipated
direction.

Additional controls

In OA table Q17, we show that our results are robust to a
broad range of controls discussed in OA section 11. Our
additional controls include: party system nationalization,
natural resource rents, legislative malapportionment, intra-
regional inequality, and regional cost of living. This table
shows the coefficient estimates and standard errors for our
main interregional inequality independent variables. Each

model is estimated according to our full model specifica-
tions.

These results are robust to inclusion of a measure of
interpersonal income inequality (the Gini coefficient of house-
hold income before taxes and transfers). A relevant concern for
our study is that interregional inequality simply captures dif-
ferences in household income. We show models with and
without interpersonal inequality to demonstrate the statistical
independence of these concepts in the OECD sample. Adding
this variable to the model does not substantively change the
effect size of our interregional inequality estimates. Weak cor-
relations between our interregional inequality measures and
interpersonal inequality are shown in OA figure R18.

Robust to models including dispersion and skew
In OA table S19, we show that our main results are robust to
including both dispersion and skew in the same models. The
correlation between these variables is not substantial (Spear-
man’s correlation = 0.16), indicating that they will not likely
impact the results for the other variables. Indeed, our results
remain robust, with the directional effects, the significance,
and the size of the estimated coefficients consistent with the
main models.

DISCUSSION

In this article, we stress the importance of interregional in-
equality to countries’ choices to fund the central state. We
show that dispersion of regional productivity is associated
with stagnation in government spending and resistance to
budget allocations directed toward specific regions. How-
ever, when the majority of regions grow less productive in
relative terms, government spending rises and shifts toward
policy areas targeted to regions. Our emphasis on the struc-
ture of interregional inequality is new to research on the
political economy of inequality. Our results highlight the
importance of region-specific interests in government spend-
ing and point toward region-based coalitions in central deci-
sion making. These findings also bolster the empirical foun-
dations of previous work in this field (Beramendi 2012; Bolton
and Roland 1997).

We focus our analysis on the logic behind a relationship
between interregional inequality and government distribu-
tion, including plausible mechanisms that link these two
concepts, and on demonstrating a robust statistical link to
changes in the level of spending and the allocation of spend-
ing. In our efforts to offer new theory and introduce new data
and concepts in both the explanatory and outcomes var-
iables, we cannot do full justice to the political mechanisms
that translate these tensions into policy outcomes. We em-
phasize that regional tensions may be politically relevant



across the full range of political institutions. Future research
can detail the diverse pathways through which constitutional
and institutional structures amplify and dampen interregional
inequality and the representation of regional interests. Politi-
cians’ incentives to make region-based appeals at the electoral
stage are shaped by whether their districts are geographically
defined and hold distinct regional preferences. Even where
elections are not strongly regional and parties are strong, we
will likely see region-based appeals and policy decisions where
parties secure votes disproportionately from particular areas
of the nation. This raises at least two questions for future re-
search. First, are region-based representative institutional struc-
tures endogenous to initial conditions of interregional in-
equality? Beramendi (2012) argues that this is the case for
government fiscal structures and federalism at the very least.
Legislative malapportionment (Samuels and Snyder 2001) and
electoral rules (Calvo 2009), among others, have plausible
connections to existing levels of interregional inequality and
to the role of regions in political decision making. Second, if
we may assume institutions are exogenous to some degree, are
the effects of interregional inequality conditional on institu-
tions that emphasize regions or individuals?

Our research speaks to work on fiscal federalism and de-
centralization. The policy priority measure is one way to cap-
ture the regional incidence of centralized spending. Our con-
ceptual frame and empirical analysis suggest the possibility
of a trade-off in redistributive spending to individuals ver-
sus regions. In related research we explicitly examine the
regional incidence of central policies. That is, which regions
benefit the most from government policies? This redistri-
bution is decomposed as the differential effect of individ-
ually targeted versus locally targeted allocation on net in-
equality and can tell us more about which efforts by the
central government appear to advance regional convergence.

We envision several different routes of research to extend
our analysis. We have presented our theory in an intuitive
way, building upon existing arguments and presenting hy-
potheses that fit the theoretical conditions. Moving forward,
this approach would benefit from formal modeling to specify
more precisely the relationship between dispersion and skew
and central government spending, and to consider addi-
tional relevant parameters, such as intraregional inequality.
Formalization would better pinpoint the decisive actors in
coalitions for spending, and elucidate their trade-offs, to
inform future theoretical and empirical research.

Much existing research suggests that regionalism is an
important “second dimension” political concern. From this
approach, regionalism is a source of identity that shapes pref-
erences for government policies outside of the core dis-
tributive concerns for smaller or larger governments. Impor-
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tantly, our research builds upon Bolton and Roland (1997)
and Beramendi (2012) by arguing that understanding in-
terregional inequality is critical to evaluating the preferences
for and outcomes of first dimension politics as well.
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