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ABSTRACT

[i]

What theory can help us to explain the expansion of social assistance in low
and middle income countries? Prevailing theories of welfare institutions, including
power resources and varieties of capitalism, were developed to study the welfare
institutions that emerged among early industrialisers. The paper revisits these
theories with a view to identifying elements of general applicability to the study of
emerging social assistance in late industrialisers. Two hypotheses on the growth
of social assistance are tested using panel data for 2000-2015 and a within-
between mixed estimation model. The results suggest a general theory of welfare
institutions is capable of throwing light on emergent welfare institutions in low and
middle income countries, while highlighting important gaps.
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/USAMMENFASSUNG

Welche Theorie kann uns dabei helfen, die Expansion von Sozialhilfe in Léndern
mit niedrigem und mittlerem Einkommen zu erkléren? Vorherrschende Theorien
zu wohlfahrtsstaatlichen Institutionen, unter ihnen der Machtressourcenansatz
und der Varieties of Capitalism-Ansatz, wurden entwickelt, um die Entstehung
von wohlfahrtsstaatlichen Institutionen in frohindustrialisierten Landern zu analy-
sieren. In diesem Beitrag werden generelle Elemente dieser Theorien identifiziert,
die auf die Entstehung von Sozialhilfe in spatindustrialisierten Léndern angewen-
det werden kénnen. Zwei Hypothesen zum Wachstum von Sozialhilfe werden mit
Paneldaten fir die Jahre 2000-2015 und einem within-between mixed estimation
model getestet. Die Ergebnisse deuten darauf hin, dass eine generelle Theorie
wohlfahrtsstaatlicher Institutionen Aufschluss Gber entstehende wohlfahrtsstaat-
liche Institutionen in Léndern mit niedrigem und mittlerem Einkommen geben
kann, es aber weiterhin zentrale Leerstellen gibt.
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INTRODUCTION

Low and middle income countries have ex-
perienced a large expansion of social as-
sistance provision in the 21st century (Bar-
rientos, 2013). In terms of reach, social
assistance programmes are now the largest
component of social protection in low and
middle income countries (World Bank, 2015,
2016). Among pioneer countries, social as-
sistance programmes have evolved as an in-
stitutional framework responsible for poverty
reduction and eradication through guaran-
teed support and entitlements. Social assis-
tance will have a strong, maybe dominant,
role in the welfare institutions emerging in
low and middle income countries.! Drawing
on prevailing theories of welfare institutions
and a comprehensive dataset of social assis-
tance in low and middle income countries,?
the paper evaluates theory-based explana-
tions for the expansion of social assistance.
Prevailing theories explaining the devel-
opment of welfare institutions emerged from
research on early industrialisers’” welfare
state formation. They argue that the emer-
gence of welfare states is primarily explained
by the stratification generated by capitalism.
Two such theories will figure prominently in
the analysis below. The Power Resources ap-
proach (PRA) (Esping-Andersen, 1990; Kor-
pi, 1980; Korpi & Palme, 1998) argues that
welfare states emerge from a ‘democratic
class struggle” in which broad coalitions led
by workers’ organisations and parties suc-
cessfully push for social policies addressing
common ‘social risks’ associated with the
workings of capitalism. ‘Social risks” stratify
the population into economic classes en-
couraging collective action. The Varieties of

1 I use the term welfare institutions to describe in-
stitutions charged with ensuring acceptable levels
of welfare among a country’s population. Early
industrialisers use the term welfare state, a par-
ticular form of welfare institutions.

2 The Social Assistance in Low and Middle Income
Countries (SALMIC) dataset is available from
http://www.social-assistance.manchester.ac.uk.

Capitalism approach (VoC) (Hall & Soskice,
20071; Iversen & Soskice, 2001) argues that
welfare states are a response to the risks as-
sociated with human capital asset accumu-
lation under capitalism. Welfare institutions
facilitate the acquisition and protection of
skills. The primary role of welfare institutions
is o support workers’ and employers’ invest-
ment in ‘specific human capital” and protect
this investment when placed at risk by de-
mand fluctuations and/or structural change.
As will be discussed in more detail below, the
central focus on risk stratification shared by
the Power Resources and Varieties of Capi-
talism approaches has the implication that
social insurance plays a dominant institu-
tional role.

At first sight, the recent expansion of so-
cial assistance provides a challenge for pre-
vailing theories. Welfare institutions in low
and middle income countries are not unitary
but mostly dual. Social insurance institutions,
where present, reach a fraction of the labour
force and population (ILO, 2017). Emergent
institutions in low and middle income coun-
tries are built around social assistance rather
than social insurance. To the extent that so-
cial assistance programmes in low and mid-
dle income countries facilitate social invest-
ment, it is investment in general, as opposed
to specific, skills. The expansion of social as-
sistance in low and middle income countries
and their dual welfare institutions represent
significant anomalies for prevailing theories
of welfare state formation.

Faced with these anomalies, some re-
searchers have argued that welfare state
theories have limited applicability in low and
middle income countries, with the implica-
tion that researchers aiming to study late
industrialisers should consider developing
alternative theories. The discussion in the
paper rejects this proposition. It argues that
while the Power Resources and Varieties of
Capitalism approaches were developed ex-
plicitly to study welfare institutions in early
industrialisers, and to this extent they are
special theories of welfare institutions, further
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analysis can rescue elements of a general
theory capable of throwing light upon emer-
gent welfare institutions in low and middle
income countries. The general elements of
prevailing theories of welfare institutions pre-
dict dual welfare institutions with social assis-
tance playing a significant role in supporting
low income and disadvantaged groups.

Having extracted the elements of a gen-
eral theory of welfare institutions, the analy-
sis in the paper identifies testable hypotheses
on causal factors leading to the expansion
of social assistance and to dual welfare in-
stitutions. The paper adopts a ‘cause of ef-
fects” methodological approach (Gelman &
Imbens, 2013). It identifies anomalies in pre-
vailing theories of the development of wel-
fare institutions, shows how a more general
theory would explain the expansion of social
assistance and derives testable hypotheses
to be checked against relevant data. Social
assistance panel data comes from the So-
cial Assistance in Low and Middle Income
Countries dataset SALMIC and country level
data on political institutions and economic
development.

The rest of the paper is divided into three
main sections. Section 1 revisits prevailing
theories of welfare institutions with a view to
extracting elements of a ‘general’ theory and
formulating relevant hypotheses. The follow-
ing section presents the data and estimation
models. The section after that presents the
main results and discusses their implications.
A final section concludes.

1. A GENERAL THEORY OF WELFARE
INSTITUTIONS @

Prevailing theories of welfare institutions
emerged from the study of early industrial-
isers (Castles, Leibfried, Lewis, Obinger, &
Pierson, 2010). They focused on theorising
welfare states, representing the expansion of
public provision of basic services and social
protection in the post-World War Il period.
Esping-Andersen (1987, 1990) broadened
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the focus to welfare regimes, the configura-
tion of societal institutions producing wel-
fare, including markets and families.

Rapid economic development and emer-
gent welfare institutions in low and middle
income countries raise the question whether
theories of welfare institutions developed for
early industrialisers could be productively
applied to late industrialisers. This is con-
tested in the literature both from researchers
focused on early and on late industrialisers.
Researchers point to contrasting conditions
in early and late industrialisers precluding a
general theory (Gough and Wood 2004).
Gough (2004), recently restated in Gough
and Therborn (2010), for example argues
that the presence of underdeveloped forms
of capitalism in the global South necessitates
a radically different conceptual framework.
Others argue that imperfect democratic in-
stitutions in late industrialisers preclude the
application of welfare state theory there. Ef-
forts to apply welfare regime analysis outside
early industrialisers have thrown significant
anomalies (Barrientos, 2009).

The analysis in the paper argues a gen-
eral theory of welfare institutions is feasible.
A core challenge is to separate out general
from specific elements in prevailing theories
of welfare institutions. The analysis in the
paper identifies general elements in prevail-
ing theories of welfare institutions and tests
whether they throw light on the expansion of
social assistance in low and middle income
countries.

As scholarship on welfare states in early
industrialisers is vast and varied, parsimony
is required. In the paper we will focus on two
prevailing theories, the Power Resources ap-
proach and the Varieties of Capitalism ap-
proach.® They provide an actor-centred per-
spective and a rational-choice institutional
perspective respectively that are most com-
monly applied in the comparative literature
in welfare institutions in early industrialisers.*

3  Korpi (2006) and Iversen and Soskice (2015b)
contain recent re-statements.
4 | am grateful to a reviewer for suggesting this.



The Power Resources approach devel-
oped by Korpi argues that welfare institu-
tions under capitalism are explained by a
‘democratic class struggle’ in which broad
coalitions led by workers’ organisations and
parties successfully push for social policies
addressing common social ‘risks’. Social
and economic stratification arises from the
distribution of ‘social risks’ associated with
demographic, life course, and employment
factors  (Esping-Andersen, 1999; Korpi,
2006). Shared risk patterns, inversely cor-
related with power, lead to workers’ collec-
tive action in support of protective welfare
institutions. Partially overlapping risk patterns
across workers and the middle class create
the conditions for broader coalitions sup-
porting comprehensive welfare states.®

The Varieties of Capitalism approach ex-
plains welfare institutions on the basis of the
distribution of human capital assets and the
‘risks” associated with human capital asset
accumulation — skills for short (Hall & Sos-
kice, 2001; Iversen & Soskice, 2001). A core
distinction is made between general skills
and specific skills. General skills improve the
productivity of workers in employment across
economic sectors. Specific skills improve
productivity only under particular conditions.
This is because they require complementary
technology or workers to generate improve-
ments in productivity. Investment in specific
skills is therefore riskier than investment in
general assets. Employers in sectors requir-
ing specific skills have an interest in support-
ing such investment, but workers might be
constrained in investing in specific skills be-
cause of the associated risks. Demand for

5 The power resources approach “...argued that
because of the differences in the ways that so-
cio-economic class is related to types of power
resources controlled by citizens as well as to pat-
terns of life-course risks among individuals differ-
ently positioned within socio-economic structures,
welfare state development is likely to reflect class-
related distributive conflict and partisan politics...
These splits tend to generate interactions between
class, life-course risks, and resources”(Korpi,
2006, p. 168).

government support for skill accumulation
and for mitigation of associated risks ex-
plains welfare institutions. ¢

The Power Resources and the Varieties
of Capitalism approaches share some core
features. First, in both approaches ‘risks’
have a central role in economic and social
stratification. In the Power Resources ap-
proach the focus is on ‘social risks” such
as unemployment, sickness, old age and
child bearing. These stratify the population
into well-defined economic groups leading
to partisan groupings and coalitions (Korpi,
2006). Classes are risk-based. In the Varie-
ties of Capitalism approach, asset specificity
risks, and by extension the reduced risk pro-
file of generic assets, generate stratification.
Second, the stratification generated by so-
cial/asset specificity risks opens up avenues
for collective action and politics. Third, the
central role of ‘risks” in supporting stratifica-
tion and collective action bestows insurance
with a primary institutional role in welfare in-
stitutions.” Welfare institutions are first and
foremost insurance institutions, seeking to
mitigate the ‘risks’ associated with capital-
ism. Fourth, in the two approaches welfare
institutions are assumed to be unitary, in the
sense that insurance institutions cover the
population comprehensively.

The welfare institutions predicted by these
two theories stand in sharp contrast to the
welfare institutions now emerging in low and
middle income countries. In the latter, and
in the new century, institutional development
has focused primarily on social assistance
not on social insurance. This is frue even in
countries with developed, and longstanding,
social insurance institutions. Social assis-
tance instruments are not primarily oriented

6 The Power Resources and, especially, the VoC
approaches are considerable richer and more
encompassing than their brief treatment in the
paper would indicate. The aim in this paper is not
to provide a full review, but to help motivate key
hypotheses on the expansion of social assistance.

7 “...once risks are pooled, the individual faces un-
certainty no longer alone but as part of a larger
group”(Baldwin, 1990, p. 2).
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to address risk, but instead to redistribute
income and productive assets to disadvan-
taged groups. They are not employment-
based. Where social assistance instruments
support the accumulation of human capital
assets, as in conditional income transfers,
their focus is on general skills as opposed
to specific skills. And in terms of overall in-
stitutional structures, and in contrast to the
experience of early industrialisers, the expan-
sion of social assistance in low and middle
income countries has resulted in dual wel-
fare institutions, with social insurance cover-
ing workers in formal employment and social
assistance supporting population groups de-
pendent on informal employment.

Emergent welfare institutions in low and
middle income countries raise significant
anomalies for prevailing theories of welfare
institutional development, with the implica-
tion that they might have little to offer re-
searchers interested in explaining institutional
development in the South. From a research
perspective, this is unsatisfactory because a
hard divide between theories applicable to
early industrialisers and theories applicable
to late industrialisers moves us away from a
general theory of welfare institutions. The al-
ternative approach we follow in this paper
is to dig deeper within prevailing theories to
identify elements of a general theory.

1.1 Unitary welfare institutions are a
specific case

The Power Resources approach gives prima-
cy to social investment and social insurance
as the main welfare instruments in social
democratic welfare institutions. Comprehen-
sive social insurance makes social assistance
unnecessary, even counterproductive. In The
paradox of redistribution, Korpi and Palme
(1998) argue that social assistance under-
mines the sustainability of support coalitions.
In their view the “...targeted model creates
a zero sum conflict of interests between the
poor and the better off workers and the mid-
dle class who must pay for the benefits of the

[4] ‘.\ Global Dynamics socium
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poor without receiving any benefits...[target-
ing] drives a wedge between the short-term
interests of the poor and those of the rest of
the population”, instead universalism “brings
low income groups into the same institution-
al structures [supporting] the formation of
cross-class coalitions” (Korpi & Palme, 1998,
pp. 672; 682). The extension of social insur-
ance to the majority of the population limits
the scope for social assistance and precludes
challenges to the support coalition. The in-
clusion of disadvantaged groups reflects a
trickle down effect resulting from the strength
of (unitary) social insurance. It also works as
a reinforcing mechanism 8

Further examination of prevailing theories
suggests unitary welfare institutions in social
democratic welfare states and stratified wel-
fare institutions in conservative welfare states
constitute special cases of a more general
theory.

Prevailing theories of welfare institutions
share the view that the specificity of welfare
institutions is explained by the nature of sup-
port coalitions, with the middle class play-
ing a deciding role (Esping-Andersen, 1990;
van Kersbergen & Vis, 2014). Liberal welfare
institutions represent the general case where
the absence of favourable conditions for
cross-class coalitions results in dual welfare
institutions reflecting the core labour-capital
conflict. Esping-Andersen emphasises this
point. “Anglo-Saxon nations retained the re-
sidual welfare-state model precisely because
the new middle classes were not wooed from
the market to the state. In class terms, the
consequence is dualism. The welfare state
caters essentially to the working class and
the poor. Private insurance and occupational
fringe benefits cater to the middle classes”
(Esping-Andersen, 1990, p. 31). Dual insti-
tutions, social assistance and employment-
related insurance, are the general case

8 But see recent empirical research on the empiri-
cal validity of this claim (Brady & Bostic, 2010;
Jacques & Néel, 2018; Marx, Salanauskaite, &
Verbist, 2013), with implications for the role of
social assistance.



where the labour-capital cleavage applies.
Manow (2009) develops this point further.”
The presence of important societal cleavag-
es, overlapping the dominant labour-capital
cleavage, creates the conditions for cross-
class coalitions. The rural urban cleavage in
Nordic countries, or the state-church cleav-
age in continental Europe sitting on top of
the labour capital-cleavage shifts welfare in-
stitutions away from the liberal basic model.
In the Varieties of Capitalism approach,
unitary welfare institutions are explained by
the nature of the production regime. The in-
tegration of workers with only general skills
into social insurance institutions is a conse-
guence of Fordist production, in which ‘just
in time’ production techniques link the em-
ployment of workers with specific and gener-
al skills into continuous production process-
es. The productivity of workers with specific
skills now requires the active cooperation
of workers with general skills, facilitating an
extension of protective institutions to the lat-
ter. Fordist production creates the conditions
for comprehensive welfare institutions built
around social insurance,'® thus making so-
cial assistance unnecessary and residual.
The breakdown of Fordist production sys-
tems reverts welfare institutions back to dual
structures (Iversen & Soskice, 2015a). Work-
ers in specific skills intensive sectors continue
to benefit from publicly supported incentives
for specific skill accumulation and protection
against adverse demand or technological
change. But now access to these welfare in-
stitutions for workers in general skill intensive
sectors is not guaranteed. Dual production
regimes are likely to result in dual welfare in-
stitutions with social insurance institutions for
workers in specific skill intensive sectors and
social assistance for workers in general skill
intensive sectors. The breakdown of Fordist
production reverts unitary welfare institutions

9  Manow’s (2009) argument combines the power
resources emphasis on class conflict with the Va-
rieties of Capitalism emphasis on the political re-
gime.

10 Industrial relations are important, too.

back to the general case: dual welfare insti-
tutions.

Iversen and Soskice describe dual welfare
institutions in more detail: “the combined
effects of new production technology and
deindustrialization has been a divergence in
unemployment security and income between
core and peripheral workers” (lversen & Sos-
kice, 2015b, p. 78). In their account, welfare
institutions supporting the advanced sector
find strong support from governments. This
is because all governments are assumed to
have economic growth and productivity as
their main objective. “Policies towards the ad-
vanced sectors are non-partisan, and these
policies include key aspects of the welfare
state” (Iversen & Soskice, 2015b, p. 81). On
the other hand, “...redistribution towards the
vulnerable sector does not involve the institu-
tional framework that supports the advanced
sector...those aspects of the welfare state rel-
evant to advanced capitalism (its insurance

4

but not redistributive function)”(Ilversen &
Soskice, 2015b, p. 79)."" In the vulnerable
sector, redistribution depends on the power
and influence that parties representing the
relevant groups can exercise on governing
coalitions. Political regimes become crucial.
Proportional representation political regimes
open up the possibility that parties represent-
ing vulnerable workers could influence ruling
coalitions. In contrast, majoritarian political
regimes, where centre-right coalitions are
more likely, will prove harder to influence for
vulnerable groups.'? Redistribution to groups

11 The relative neglect of workers in the vulnerable
sector is explained by their employment in non-
tradeable sectors of the economy. “But redistri-
bution, and in general the protection of workers
in the vulnerable sector, is not part of the insti-
tutional framework of advanced capitalism. Be-
cause these markets tend to be concentrated in
non-traded, low productivity services, globaliza-
tion has affected them little” (Iversen & Soskice,
2015b, p. 79). This might not apply in full to low
income and informal workers who are employed
in large numbers in export commodity sectors in
low and middle income countries.

12 “Confronted with a choice between a centre-left
and a centre-right party, the middle class more
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associated with the vulnerable sector is more
likely in the context of proportional represen-
tation regimes.

In sum, revisiting prevailing theories of
welfare institutions with a view to distinguish-
ing between general and specific elements
finds that the social democratic and the strat-
ified conservative welfare states are special
cases of the liberal welfare state. The domi-
nant conflict between labour and capital de-
fining welfare institutions in the latter, is sup-
plemented by town-country and state-church
cleavages respectively in the former, giving
rise to their distinctive welfare institutions.
The unitary nature of welfare institutions in
the social democratic and conservative wel-
fare states is also found to be special cases
of dual welfare institutions that characterise
the liberal core. Trickle down effects from
large scale social insurance in the Power
Resources approach and Fordist production
in the Varieties of Capitalism approach ex-
plain unitary institutions as a consequence
of particular conditions. In the Varieties of
Capitalism approach, the breakdown of a
Fordist production regime effectively reverts
welfare institutions back to their dualist core.
The general elements of prevailing theories
of welfare institutions predict dual welfare
institutions with social assistance playing a
significant role in supporting low income and
disadvantage groups.

1.2 Redistribution, microfoundations
and politics

The primacy of social insurance in the unitary
version of the two approaches has important
implications for microfoundations and poli-
tics. The dominance of social insurance in
unitary welfare institutions implies by exten-

often votes right rather than left, fearing a left
government will exclusively cater to the interests
of the lower classes. In such a two-party system,
there is mainly one societal cleavage present,
namely the one dominant in all advanced in-
dustrial countries, the left-right or labour-capital
cleavage” (Manow, 2009, p. 106).
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sion a residual role for social assistance. It
privileges horizontal redistribution over ver-
tical redistribution. Horizontal redistribution
applies to the capacity of welfare institutions
to redistribute from good states to bad states
across the life course, or within particular risk
categories. Vertical redistribution describes
redistribution from the better off to the worse
off, or as commonly described from rich to
the poor."

In the Power Resources and Varieties of
Capitalism approaches, horizontal redistri-
bution overrides vertical redistribution as the
dominant objective of welfare institutions. In
social democratic welfare institutions, low in-
come groups are integrated within social in-
surance institutions even in conditions where
they are unable to contribute a premium.
Under Fordist production regime conditions,
workers with general skills are integrated
within social insurance because of their con-
tribution to the productivity of workers with
specific skills.

This has implications for microfounda-
tions.' The self-interest of participants is the
primary motivation for participation in social
insurance.'® Ex ante, incentives for participa-
tion derive from the likelihood of bad states

13 “[D]espite common assumptions to the contrary,
the welfare state does not, therefore, first and
foremost safeguard the interests of the poor as
poor. Within social insurance, redistribution does
not primarily take place vertically between class-
es...but horizontally over the lifespan of the indi-
vidual and, in cross-section at any given moment,
between risk categories (from healthy to sick,
young to old, ambulatory to disabled, working
to unemployed) that only secondarily and par-
tially overlap with social groups defined in other
terms”(Baldwin, 1990, p. 19). See also Esping-
Andersen and Myles (2009).

14 Microfoundations refer to the “...assumptions on
the level of individuals from which to generate
hypotheses on the relevance of class and class-
related partisan politics in the development of
welfare states and production regimes” (Korpi,
2006, p. 171).

15 Self-interest and risk pooling figure prominently
in the literature in microfoundations (Baldwin,
1990; Iversen & Soskice, 2001; Moene & Waller-
stein, 20071; Rehm, 2011).



of the world, whether from the materialisa-
tion of ‘social risks” or the effect of unan-
ticipated demand and technological change
on specific skills. Financed through contribu-
tions by workers and their employers, social
insurance compensates workers and their
dependents in the event that bad risks ma-
terialise. Stratification by risk profile ensures
the sustainability of insurance schemes.

The residual role of social assistance in
the special unitary cases — social democracy
and Fordism —is helpful in simplifying the the-
oretical linkages existing between risk strati-
fication, political competition, and social in-
surance. In fact, supplementing self-interest
with alternative motivations, such as solidar-
ity or social identification, is subversive of the
core microfoundations of social insurance.'
The microfoundations of rules-based social
assistance are unlikely to be found in self-in-
terest, especially as disadvantage is seldom
randomly distributed.'” And the politics of
social assistance cannot be fully understood
as a side issue, or a simple extension, of the
politics of risk-based stratification. Korpi and
Palme (1998) acknowledge this point in The
Paradox of Redistribution cited above.'®

Focusing on the general elements of
prevailing theories opens up for scrutiny
the issue of microfoundations. The Power
Resources and Varieties of Capitalism ap-
proaches discuss in some detail the micro-

16 For a discussion of models incorporating altruism
and group identity see Alt and Iversen (2016).

17 This is not to dismiss the role of self-interest, espe-
cially among elites, in welfare provision. Mares’
and Carnes’ (2009) review concluded that social
insurance schemes in developing countries have
been mainly intfroduced by authoritarian regimes
facing the need to sustain their rule. Clientelistic
social assistance in low and middle income coun-
tries is longstanding (Stokes, 2004). The issue for
the paper is why would people vote for social as-
sistance?

18 Because support for disadvantaged groups de-
pends on a trickle down mechanism, researchers
from this theoretical standpoint assume poverty
reduction effectiveness is largely dependent on
the generosity of welfare institutions (Brady, 2009,
Chapter 5; Kenworthy, 2011, Chapter 11).

foundations and politics of social insurance,
but they are sketchy, at best, on the potential
microfoundations and politics of social as-
sistance. In the Power Resources approach,
social assistance provision depends solely
on the capacity of left parties to tax the rich
and the middle classes, in order to support
explicit redistribution to low income groups.
In the Varieties of Capitalism approach,
support to population groups engaged in
the vulnerable sector of the dual economy
depends on the power and influence of the
parties that represent them. Their influence
in turn depends on the incentives faced by
governing coalitions to include representa-
tives of workers in vulnerable sectors. The
political regime matters a great deal. Under
proportional representation, “there is an in-
centive for the middle-income party to ally
with the low income party because the size
of the pie to be divided rises with the wealth
of those excluded from the coalition” (lversen
& Soskice, 2015b, p. 79). Majoritarian po-
litical regimes, and proportional representa-
tion regimes with cross-class parties, gener-
ate few incentives for the inclusion of parties
representing workers in vulnerable sectors.

lversen and Soskice raise the issue that
workers with only general skills in the vul-
nerable sector might have low demand for
social protection and a bias for market so-
lutions because their skills are fully transfer-
able. They note further that these workers
might oppose employment regulation as they
“might be hurt by such protection because
low-end service jobs require flexibility in hir-
ing and firing”(Iversen & Soskice, 2015a, p.
198).17

This discussion points to a crucial gap in
prevailing theories” conceptualisation of ver-
tical redistribution and social assistance.

19 The relative strength of employers and their po-
litical representatives are seldom discussed ex-
plicitly. In the context of social assistance in Latin
America see Fairfield & Garay (2017).
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1.3 Hypotheses

From the discussion in the last section it is
possible to extract two main hypotheses as-
sociated respectively with the Power Resourc-
es and Varieties of Capitalism theories of
welfare institutional development.

H1 Power Resources hypothesis: redistribu-
tion to disadvantaged groups is more likely
under coalitions led by left parties.

H2 Varieties of Capitalism hypothesis: re-
distribution to the vulnerable sector is more
likely under proportional representation than
under majoritarian political regimes.

These hypotheses will help testing whether
they throw light on the growth of social as-
sistance in low and middle income countries.
The next section describes data and estima-
tion model. The section that follows presents
and discusses the results.

2. DATA AND ESTIMATION MODEL

2.1 Data

The two hypotheses will be tested using pan-
el data for low and middle income countries
covering the period 2000 to 2015. The core
data on social assistance come from the So-
cial Assistance in Low and Middle Income
Countries (SALMIC) project. This project col-
lected social assistance programme data for
all low and middle income countries. It is an
unbalanced panel due to the fact that some
countries implemented or withdrew social as-
sistance programmes within this period, and
to missing observations for particular years.
It contains information on design, reach,
transfers, institutions and budgets for all exist-
ing social assistance programmes. The data
were harmonised across programmes and
countries to enable comparative research.
The working dataset was complemented with
country level data extracted from the Quality
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of Government dataset (Teorell et al., 2018)
and the World Bank’s World Development
Indicators (World Bank, 2018). The data
extracted from these sources were merged
with the social assistance dataset. Table 1 (p.
9) provides information on the variables
used in the analysis, their format, definition
and provenance.

Reach, the dependent variable, is cap-
tured by a measure of the aggregate reach
of all social assistance programmes in the
country Reach. Social assistance reach de-
notes the total number of people who ben-
efit from social assistance programmes in a
country, including direct and indirect benefi-
ciaries, standardised by population size.?°

To test the Varieties of Capitalism ap-
proach the variable Plurality was selected
as an empirical counterpart. This is a binary
variable measuring whether legislators are in
the main elected using a proportional rep-
resentation rule. This variable comes from

20 Two issues relating to the construction of this
variable need clarification: (i) where programmes
report only on the number of direct recipients,
pensioners for example, this figure is multiplied
by the country’s average household size to get
a measure of direct and indirect beneficiaries;
and (i) adding the direct and indirect beneficiar-
ies of individual programmes and dividing by the
population is a useful standardisation of social
assistance reach, the total number of direct and
indirect beneficiaries of social assistance, ena-
bling comparison across countries. However, this
measure might overstate the population reach of
social assistance, the share of population ben-
efiting from social assistance, where households
benefit from separate individual programmes.
This is uncommon as governments design pro-
gramme with a view to preventing overlaps of this
type. The objective of the analysis in this paper is
to capture the effects of politics on social assis-
tance provision by governments. Our measure of
a country’s social assistance reach does capture
this dimension. A measure of population reach
could be arrived at using household survey data,
but many low and middle income countries do not
collect household surveys annually and surveys
may not cover all social assistance programmes.
Furthermore, available household surveys show
large errors in measuring the population reach of
social assistance (Villatoro & Cecchini, 2018).



Table 1.
Variable definitions and source

Variable Title (original title) | Range Definition

Reach (benrec) 0-1.07 Social assistance recipients (direct and indirect) as a fraction of the population [SALMIC]

Left 0/1 1 if largest government party is left-oriented; O otherwise (dpi_gprlc1) [DPI]

Plurality (dpi_pr) 0/1 1 if legislators elected using proportional representation [DPI]

Democracy 0-1 Index takes account of level of democracy and of the extent to which democracy is de-

(vdem_delibdem) liberative. The deliberative component index is formed by point estimates drawn from a
Bayesian factor analysis model including the following indicators: reasoned justification,
common good justification, respect for counterarguments, range of consultation, and
engaged society. [V-Dem]

Party age (dpi_gpagel) 1-191 Age of Largest Government Party [DPI]

Revenue 0-100 Total non-resource tax revenue, excluding social contributions as % of GDP. Calculated as

(ictd_taxnresexsc) "Taxes excluding social contributions” minus “resource taxes”. [ICTD]

GDP GDP per capita based on purchasing power parity (PPP). PPP GDP is gross domestic

(wdi_gdpcappppcon2011) product converted to international dollars using purchasing power parity rates. [WDI]

Age dependency 34 -111 | Age dependency ratio is the ratio of dependents—people younger than 15 or older than

(wdi_agedr) 64—to the working-age population-those aged 15-64. [WDI]

Exports (unna_gse) 8-119 Exports of goods and services as a % of GDP [UNNA]

Services (serv) 0-100 Share of services in total employment [WDI]

Source: Author compilation

SALMIC Social Assistance in Low and Middle Income Countries
DPI Database of Political Institutions

ICTD International Centre for Tax and Development

WDI World Development Indicators

UNNA United Nations Statistics

DPI, ICTD, WDI, and UNNA data were extracted from the Quality of Government Dataset (Teorell et al. 2018)

the Dataset of Political Institutions (available
from the Quality of Government dataset).
The Varieties of Capitalism approach pre-
dicts social assistance reach will be positively
associated with proportional representation.
The empirical counterpart used to capture
the Power Resources approach is a binary
variable entitled Left capturing whether the
largest party in the governing coalition is to
the left of the political spectrum.?! This vari-
able also comes from the Dataset of Political
Institutions.

Control variables capture other factors
potentially influencing social assistance pro-
vision. The variable titled Democracy sourced

21 The left variable was taken from the Database of
Political Institutions” EXECRLC variable that codes
the orientation of parties in the executive as: right,
left, centre, no information, no executive. Left ap-
plies to ‘parties that are defined as communist,
socialist, social democratic, or left wing’.

from the Varieties of Democracy dataset
(available from the Quality of Government
dataset) captures the extent to deliberation
and inclusion in the (social) policy process.
The variable Party age captures the age of
the largest governing party. Korpi (2006) ar-
gues that the longevity of left influence on the
governing coalition is an important factor in
redistribution to vulnerable groups. This is
supported by Pribble, Huber and Stephens
for Latin America (2009). By contrast, Keefer
and Milanovic (2014) suggest that younger
parties are more likely to support redistribu-
tion than older left parties.

Revenue, measured as tax revenues to
GDP Revenue provides a control for fiscal
capacity. In the context of low and middle
income countries, where tax-transfer systems
are largely neutral in distributional terms
(Lustig, 2015), this variable may also cap-
ture a fiscal contract dimension. The variable
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GDP captures income per capita, converted
to 2011 US$ power purchasing parity. It
serves as control for the influence of a coun-
try’s level of economic development. This is
not intfended to represent a country’s need
but instead a country’s overall resource and
institutional capacity. As indicated above,
richer countries have on average strong-
er social assistance provision than poorer
countries.

The age dependency ratio Age depend-
ency is intended to capture demographic
pressures. The general expectation is that,
all other things being equal, countries that
are more advanced in their demographic
transition will experience stronger pressure
on social assistance provision. The share of
the labour force employed in services Ser-
vices is included to capture labour market
effects of tertiarisation and therefore associ-
ated pressures on social assistance (Thelen,
2012). The share of exports in GDP, Exports,
captures the openness of the underlying
economy. The literature on welfare institu-
tional development in high income countries
suggests that openness is expected to gener-
ate pressures for social protection, especially
in smaller economies, as well as relatively
stronger investment in general skills.

Table 2 (p. 11) provides descriptive sta-
tistics for all the variables employed.

2.2 Estimation model

In panel cross-country data there are mul-
tiple sources of variation in the data, in this
particular case variation between countries
and variation over time within countries. In
the context of our data, the hypotheses may
be interpreted in two separate ways. Take for
example the Power Resources approach. We
could investigate whether countries that have
coalitions influenced by left parties are more
likely to support social assistance provision
than countries lacking the influence of left
parties in governing coalitions, the between
effect. Alternatively, we could investigate
whether a shift to the left in the governing co-
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alition of a country leads to increased social
assistance provision, the within effect. The
former focuses on whether differences in left
partisan influence between countries could
explain support for social assistance provi-
sion. The latter focuses on whether changes
in the political make up of governing coa-
litions result in increasing social assistance
provision. Hierarchical data offers an oppor-
tunity to estimate within and between effects
of covariates but they also require care is
exercised in inferpreting the effects of these
variables.

The analysis in the paper relies on a lin-
ear random intercept estimation model. The
advantages of linear random intercept mod-
els over fixed and random effects models in
the analysis of panel data are considered
in some detail in Bartels (2008), Bell and
Jones (2015), Snijders and Boskers (2012)
and Rabeth-Hesketh and Skrondal (2012).22
The linear random intercept model separates
explicitly within and between effects and fa-
cilitates carrying out both investigations si-
multaneously. Whether between and within
effects are different is a matter to be settled
empirically.

Following an earlier contribution by Mund-
lak (1978), Bell and Jones (2015) write out
the linear random intercept model as:

yij = B0+ By (X1 — Xy5) +3§f2j+---
+BY (= %) + BR T + 1 + & (1)

where y;; is the dependent variable for coun-
try j in year i. The independent variables x;
are indexed k = 1,2,...,K for country j and
year i, with x;; as the mean of covariate k for
country j. Level 1 residual is p; and level 2
residual is €;;. The f8s are the parameters to
be es’rimo’reo{. To facilitate identification they
include a superscript ﬁ}?"b where the super-

22 Recent applications of this model to related areas
of social policy include Jacques and Noel (2018)
and Noel (2018).



Table 2.

Descriptive statistics for the estimation sample

Variable Mean Std. Dev. Min Max
Reach 0.138 0.181 0 1.07
Plurality (between) 0.667 0.459 0 1
Plurality (within) -0.003 0.095 -0.81 .5
Left (between) 0.356 0.379 0 1
Left (within) -0.002 0.290 0.88 0.812
Democracy (between) 0.410 0.216 .009 0.865
Democracy (within) .002 0.070 0.34 0.457
Party age (between) 29.36 24.73 1.5 116.06
Party age (within) -0.185 16.73 -110.06 105.12
Revenue (between) 16.10 5.61 1.88 44 .51
Revenue (within) 0.004 2.11 -11.51 9.85
GDP (between) 8431.08 5596.97 756.78 28379.93
GDP (within) -137.48 1733.50 -9358.07 5833.83
Age dependency (between) 61.22 16.12 39.28 110.78
Age dependency (within) 0.143 3.81 -13.23 16.65
Exports (between) 35.69 16.25 12.84 97.17
Exports (within) 0.266 6.31 -30.84 50.26
Services (between) 45.97 14.94 6.47 75.87
Services (within) -0.204 3.35 -13.62 16.08

Observations 907

Number of groups 87

script w,b denotes the w(ithin) country effect
and the b(etween) country effect.

The country-mean-centred  covariates
were generated using the full sample (Sni-
iders & Bosker, 2012, p. 56), that is, before
deleting cases with missing data. The model
was estimated using the xtmixed routine in
Stata, including the sandwich estimator to
ensure disturbances that are robust to het-

eroscedasticity and autocorrelation (Rabe-
Hesketh & Skrondal, 2012, p. 163).%

23 The estimating model does not address potential
cross-section or spatial dependence (Hoechle,
2007). It does not include a lag dependent vari-

3. Resutts AND DiscussION

The estimation results are presented in Ta-
ble 3 (p. 12). The first set of results (Mod-
el 1) reports on the estimation of the two
explanations of the expansion of social as-
sistance reach together. The other sets of re-
sults (Models 2 and 3) report on the separate
estimations of the two explanations.

able (Bartels, 2008) as this is likely to undermine
the assumption that RHS variables are not de-
pendent on each other. A lag dependent variable

cannot be statistically independent of  (Allison,
2015).
SOCIUM * SFB 1342 WorkingPapers No. 1 [11]



Table 3.

Estimation results

Plurality (between) 0.0227 0.0244
(0.035) (0.035)

Left (between) 0.0125 0.0089
(0.031) (0.029)

Democracy (between) 0.1611** 0.1610** 0.1769***
(0.075) (0.074) (0.067)

Party age (between) 0.0006 0.0006 0.0005
(0.001) (0.0071) (0.0071)

Revenue (between) -0.0023 -0.0021 -0.0020
(0.003) (0.003) (0.003)

GDP (between) -0.0000 -0.0000 -0.0000
(0.000) (0.000) (0.000)

Age dependency (between) -0.0020* -0.0020* -0.0021**

(0.001) (0.001) (0.001)

Exports (between) 0.0002 0.0002 0.0001
(0.0071) (0.001) (0.0071)

Services (between) 0.0012 0.0011 0.0012
(0.001) (0.001) (0.001)

Number of groups

Snidjers-Bosker R2 level 2

Robust standard errors in parentheses *** p<0.01, ** p<0.05, * p<0.1
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When variables capturing both explanations
are included together in the model, statistical
significance at conventional levels attaches
to the within parameters associated with pro-
portional representation and left influences.
The within parameter associated with left
influence is only marginally significant but
has the positive sign predicted by the Power
Resources approach. The within parameter
associated with proportional representation
has the opposite sign to the one predicted by
the Varieties of Capitalism approach, indicat-
ing that a shift to proportional representation
is associated with a reduction in the reach
of social assistance. It suggests rejection of
the Varieties of Capitalism hypothesis as an
explanation for the expansion of social assis-
tance in low and middle income countries.?*
The results also reject the left influence hy-
pothesis when understood as a proposition
applying across countries, but provide weak
support for the hypothesis understood as a
proposition on the effects of changes in left
influence within particular countries.?
Comparing the parameters for the main
variables of interest reported in Model 1 with
the estimated parameters in Models 2 and 3,

24 The analysis does not test for the presence of
cross-class parties that might counteract the fa-
vourable effects of proportional representation in
raising incentives for the influence of parties rep-
resenting vulnerable sector workers. Identification
of cross-class parties in low and middle income
countries is much harder than in the European
context and will be undertaken in future research.

25 It is worth reminding readers that the proportional
representation and the left influence variables are
binary. As researchers have noted in the context
of conditional income transfers in Latin America,
right of centre coalitions have expanded the reach
of these programmes (Fox in Mexico for exam-
ple), while some left coalitions have dismantled
them (Ortega in Nicaragua for example) (Bird-
sall, Lustig, & Mcleod, 2011). The same applies
to studies on partisan coalitions and redistribu-
tion in general (Cornia, 2014). In the full sam-
ple, before deletions due to missing observations,
changes with respect to the previous observation
in the proportional representation variable (full
sample) were 128(1149) and in the left influence
variable 102(1137).

SOCIUM * SFB 1342 WorkingPapers No. 1

reporting on their separate estimation, there
is only marginal change. The main change
is a strengthening of the significance level
associated with left influence. There are no
major changes in the control variable pa-
rameters.?®

The control variables did not produce
major surprises.

The parameter associated with the age of
the largest party in the governing coalition
is negative and significant for the within ef-
fect, but not significant for the between ef-
fect. This implies that increases in the age
of the largest party in power are consistent
with a reduction in social assistance provi-
sion. This is intriguing. Keefer and Milanovic
(2014) suggest that older established parties
might be less predisposed towards redistri-
bution in part because they do not have an
urgent need to extend their support base. An
alternative explanation is that older estab-
lished parties are slower to understand the
electoral effects of social assistance when
this is a newer policy instrument, as is the
case in sub-Saharan Africa.

As expected, the within parameter asso-
ciated with tax collection capacity confirms
its positive influence over social assistance
provision. The parameter associated with
the between effect is not significant. The age
dependency variable has a significant and
negative within parameter, implying that as
particular countries age, their support for so-
cial assistance declines. This is hard to ex-
plain, especially given the expansion of so-
cial assistance pension provision in low and

26 Readers will have noted that the number of ob-
servations differs across models. This is because
of countries having missing observations on the
three variables of interest. For example, China
has a score on deliberative democracy but not on
proportional representation as its political regime
relies on assembly election. To check on potential
bias arising from differences in the sample Mod-
els 2 and 3 were estimated on the Model 1 sam-
ple. The estimation produced no major changes
to the estimated parameters. Results are therefore
reported for the models with their specific (maxi-
mum) sample.

[13]



middle income countries. The between effect
associated with the share of services is posi-
tive and marginally significant for the pro-
portional representation and left influence
explanations. The link between tertiarisation
and social assistance has been discussed in
the related literature on high income coun-
tries (Thelen, 2012).

The parameters associated with per capi-
ta GDP and with the share of exports in GDP
were not found to be significant.

In sum, the results find some support for
the left influence but with limited scope. The
left influence explanation for the expansion
of social assistance finds support if reformu-
lated as a proposition of within country shifts
in the influence of left parties.

The Varieties of Capitalism hypothesis
does not find strong support in the data. If
anything, the results run counter the pre-
dictions from this model. It is important to
keep in mind that the analysis in the paper
does not test for the presence of incentives
to include parties representing the interests
of low/general skilled workers in governing
coalitions. The political regime, proportion-
al representation, might be necessary but not
a sufficient condition to generate incentives
for the inclusion of representatives of these
groups. The strength of business parties and
their influence on social policy might prove
relevant. So is the presence of cross-class
parties. Further analysis is needed to throw
light on sufficient conditions required to in-
centivise the inclusion of low/general skilled
workers. In the — perhaps narrow — formu-
lation of this hypothesis employed in the
analysis, the conclusion is that proportional
representation is not a valid explanation for
the expansion of social assistance in low and
middle income countries.

With regards to the main motivation of
the paper, the results demonstrate that the
general elements of prevailing theories of
welfare institutions can throw light on the ex-
pansion of social assistance in low and mid-
dle income countries. This is of considerable
importance in the context of the expansion of
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social assistance in low and middle income
countries.

CONCLUSIONS

The paper is motivated by the need to explain
the large expansion of social assistance pro-
vision in low and middle income countries
in the 21st century. Research has largely fo-
cused on programme design and outcomes,
but a more fundamental research question
is: Why has social assistance expanded?
Theory is needed to guide research on
this question, but prevailing theories of wel-
fare institutions were developed to study the
welfare institutions that emerged among
early industrialisers, especially in the post-
WWII period. Power Resources and Varieties
of Capitalism theories of welfare institutions
explain the latter as a consequence of social
and economic stratification under capital-
ism. Welfare institutions are a response to
political forces demanding public institu-
tions to protect workers against risks, with
social insurance the dominant instrument.
Comparison with welfare institutions in low
and middle income countries shows several
anomalies. Emerging welfare institutions are
dual, as opposed to unitary; increasingly
based around social assistance, not social
insurance; and with a social investment fo-
cus on general, as opposed to specific, skills.
At first sight, prevailing theories appear un-
suitable to explaining emerging welfare insti-
tutions in low and middle income countries.
The discussion in the paper revisited these
theories with a view to identifying elements
of general applicability to early industrialis-
ers. This exercise yielded interesting results.
In the context of the ‘three worlds’, the liberal
welfare regime emerges as the general case,
reflecting the core labour-capital cleavage.
The social democratic and the conserva-
tive welfare states are the consequence of
overlapping cleavages — town/country and
church/state respectively — enabling broader
coalitions in support of welfare institutions.



In the Varieties of Capitalism approach, the
unitary nature of welfare institutions also
emerges as a special case of core dual insti-
tutions. This is apparent after the breakdown
of Fordist production regimes.

The exercise was less conclusive as re-
gards microfoundations and politics. In pre-
vailing theories the pre-eminent role of insur-
ance fits seamlessly with risk-based stratifica-
tion and with incentives for political action
in support of horizontal redistribution. In
early industrialisers, and under Fordist pro-
duction, social assistance is residual. In low
and middle countries, social assistance is far
from residual and understanding the factors
explaining its growth requires conceptualis-
ing microfoundations and politics for vertical
redistribution.

The identification of empirical counter-
parts for the main hypotheses on the expan-
sion of social assistance enabled tests using
panel data for 2000-2015 and a within-
between mixed estimation model. The main
findings provide support for the left influence
hypothesis but with limited scope. Within
country increases in left influence are asso-
ciated with social assistance expansion, but
left influence has no systematic effect across
countries. Proportional representation ap-
pears to have no significant effects on so-
cial assistance reach when comparing coun-
tries, and negative effects when considering
changes within countries.

It has been suggested that research of
‘causes of effects’ does not produce well-
defined answers, compared to the ‘effects
of causes’ experimental research, but that
its advantage lies in opening the way for the
development of more general models that
can explain observed anomalies. The paper
makes a case for comparative social policy
research to develop a general theory of wel-
fare institutions, capable of explaining wel-
fare institutions in early and late industrialis-
ers. The analysis and findings in the paper
show the promise of its potential value for
the study of emergent welfare institutions in
low and middle income countries.
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