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Introduction 
• Why did the extent of welfare redistribution increase in the 20th 

century  in industrial countries?  

• What level of redistribution is likely to be realized in developed 

democracies?  

• Modeling the democratic institutional system : 

      – Direct democracy: voters vote for programs, not for parties.  

      – Majority rule: the winner is the program with more than 50% of 

votes. 

 

Assumptions:  

• Programs differ in one dimension 

• Individuals have single-peaked preferences  (there is one preferred 

policy which provides the greatest utility, and the farther the policies 

are from that one, the less they are preferred) 

 

Median voter theorem: in case of majority voting (with the above 

mentioned assumptions) the preferred option of the median voter 

cannot lose. 

 



Median voter theorem (illustration) 

• Three voters A, B, and C vote on the amount of a public good. Let us 

assume that their preferences can be represented by the curves 

below. Out of two alternatives each voter chooses the one which 

provides him/her more utility (which is closer to his/her most 

preferred amount of public good). 

 

• The amount (Q*) most preferred by median voter B gets majority 

against all other options. If Q<Q* (e.g. Q’), B and C vote for Q* and 

only A chooses Q’, if Q>Q* (e.g. Q’’), B and A vote for Q* and only C 

chooses Q’. 
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Median voter theorem and redistribution  
Assumption:  

• The government imposes tax rate t on income and redistributes the total 

tax receipt in the form of a constant r amount of transfer (r= t), where  is 

the average income. 

• y income is exogenous 

• U=U(c) 

• c=(1-t)y+r 

What kind of tax rate maximizes the welfare of individuals?  

Max U=max U[(1–t)y+ t]=max U[y+t(–y)] 

For individuals with >y, t=1 (tax rate of 100%) maximizes U 

For individuals with <y, t=0 maximizes U 

Conclusions: 

• In the case of a typical, skewed-to-the-right income distribution > median, 

therefore programs promising higher rate of redistribution get the majority. 

• In the case of increasing inequalities support for redistribution will be 

stronger . 

• The program which promises total redistribution (100% tax rate) would also 

get majority. 



Why do not we have 100% tax rates?  
Two types of explanation:  

A) The rational median voter does not want total redistribution. 

B) The dominant preference is not that of the median income 

individual.   

A) The rational median voter does not want total redistribution: 

1. Endogenous income (Meltzer and Richard 1981) 

Assume that income is endogenous, individuals choose between 

consumption and leisure in accordance with their preferences 

U=U(c,L). Period of time spent in work is n=1–L, and income is 

y=nx, where x0 expresses the productivity of the individual 

(exogenous).  

The government imposes tax rate t on incomes and redistributes the 

total tax receipt  in the form of a constant r amount of transfer (r = 

t), where  is the average income. 

Individual supply of labor in the case of given t and r: 

Max U(c,L)= max U[(1 – t)nx+r, 1 – n] 

First-order optimum condition: u/ n= Ucx(1 – t) – UL=0    x(1 – 

t)= UL/Uc 

 



Why do not we have 100% tax rates?  
• If U=ln(c+)+aln(L+) (Stone-Geary utility function), where , , are 

parameters, then Uc=1/ (c+), UL=a/ (L+)  

• This leads to the utility-maximizing supply of labor. In addition, it can be 

demonstrated that there exists an ability level x0=a(r+ )/(1 – t)(1 + ) 

below which labor supply is zero.  

• It can be shown too that y (pre-tax income) increases in proportion to 

productivity (x).  

 

Political decision making: voting for the tax rate 

Dual effect of the increasing tax rate: 

• Total tax returns increase for a while. 

• However, the average income () decreases! There will be people 

working less, and the number of people not working at all increases for 

x0/t= a(r+ )/(1 + )(1 – t)2 >0.  

• The amount of transfers payable as a function of the tax rate : 

r/t=t*/t+  because /t<0. Consequently, 

  r increases with t when  - /t< /t<0 

  r reaches its maximum, if r/t=0, when /t= - /t 

  r decreases with t, when  /t< - /t 

 



Why do not we have 100% tax rates?  
Preferences depend on income, which in turn depends on productivity (x).  

Everybody chooses the tax rate from among the feasible alternatives (r= t) that provides 

the greatest utility. 

• Those who do not work (x<x0) do not experience the income-reducing effect of 

taxation. They are represented by indifference curves U3 and U4, their preferred rate 

of taxation is t0. 

• Workers with x0<x<xmean have low income and indifference curves such as U1 and 

U2,. Their preferred tax-rate is tm. 
• Those who have x>xmean, are workers earning high wages. They prefer zero rate of 

taxation as they gain nothing from this kind of redistribution.  

• The accepted rate of taxation will be determined by the preference of the median 

ability level. But it will be lower than 100% even if the median voter does not work! 

Source: Mueller, 1989 



Why do not we have 100% tax rates?  
2. Inequalities can be favorable for economic growth 

The median voter might be willing to accept inequality if faster growth positively 

affects his welfare as well.  

• The rich are more willing to save. Supposing equal average income, higher 

inequality means higher level of saving resulting in higher economic growth.  

• Imperfect credit market: credits are attainable only for those, who posses a 

certain level of income. Redistribution of income could diminish the number 

of solvent individuals (typically at the income level of developing countries), 

so less people can start up new enterprises and invest.  

 

3. Conflict between the middle class and the poor 

Example: public subsidies for higher education. If the middle class is able to pay 

tuition fees, it will not support full public financing of higher education, fearing 

that extended education will devalue higher degrees.  

 

4. POUM=Perspective of Upward Mobility Hypothesis 

If the system of income redistribution lasts for a long period, people with below-

average income and expecting upward mobility (that is to grow above the 

average income over time), will not support redistributive programs.  



Why do not we have 100% tax rates?  
B) The dominant preference is not that of the median 

income individual 

 

1. Turn-up in elections is income dependent:  

People with higher income vote more frequently: the 

median income of voters is higher than the general 

median income. 

 

2. Political programs differ in more than one dimension: 

E.g. right-wing politics: low redistribution + support for 

churches 

Left-wing politics: high redistribution + no support for 

churches 

A left-wing party can suggest lower redistribution in order 

to attract anti-clerical right-wing voters. 

 
 

 


