I SSN 2282-6483

10¢

Alma Mater Studiorum - Universita di Bologna
DEPARTMENT OF ECONOMICS

f Approaching an investigation of
multi-dimensional inequality through the
lenses of variety in models of capitalism

Gilberto Antonélli
Pinuccia Pasgualina Calia
Giovanni Guidetti

Quaderni - Working Paper DSE N°984 J




Approaching an investigation of multi-dimensional nequality
through the lenses of variety in models of capitadim

Gilberto Antonellf, Pinuccia Pasqualina Cdlj@Giovanni Guidetfi
Abstract

After a synthetic presentation of the state of pgwveand inequality in the world and the
contradictions incurred by economic theory in thedd after decades of globalization and in the
midst of a persisting global crisis, in paragraghand 3. we outline the rational for our theouadtic
analysis, underlining two main aspects. First &f ial paragraph 2. we recall the reasons which
makes inequality a multidimensional phenomenon Jevim paragraph 3. we explore the reasons
why the models of capitalism theory is relevant $tudying multidimensional inequality. These
paragraphs emphasise that inequality is a multidgiomal and cumulative phenomenon and it
should not be conceived only as the result of thkegsses of personal and functional distribution of
income and wealth, which even by themselves armantally multidimensional. The basic idea is
that institutions, the cobweb of relations amongnhand their interaction with the economic
structure define the model of capitalism which eletgrises a specific country and this, in turn,
affects the level and the dynamics of inequalityisTapproach is consistent with the sociological
approach by Rehbein and Souza (2014), based oandgtical framework developed by Pierre
Bourdieu.

In paragraph 4. we outline the rational for our @&mal analysis, applying the notion of
institutional complementarity and examining the ateinship between institutional
complementarity, models of capitalism and inequaBesides, refining Amable’s analysis (2003),
we provide empirical evidence on the relationshgpwieen inequality in income distribution and
models of capitalism. Additionally, basing on ckrsanalysis, we identify six different models of
capitalism in a sample of OECD countries, provideliminary evidence on the different level of
inequality which characterises each model and sigbat no evidence supports of the idea that a
single model of capitalism is taking shape in #pkere in EU.

In paragraph 5. we give some hints about issussanch for a new interpretation capable to fasten
together the process of increasing inequality, tbeon of symbolic violence and the models of
capitalism theory.

In the last paragraph we focus on conclusions usafearrying on our research agenda.
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1. Introduction

The state of poverty and inequality in the worlteaflecades of globalization and in the midst of a
persisting global crisis is openly disclosed by UN[2013, 2014). While some fragile success has
been achieved in terms of extreme povemtgiative povertyand inequality looks out of control.

At the world level the extreme or absolute povedte fell in 2010 to less than half the 1990 rate.
The 1.A. target of the Millennium Development Goalas met five years ahead of the 2015
deadline. This implies that 700 million fewer pempled in conditions of extreme poverty in 2010
than in 1990. As suggested in the Report by UNDIL82 p. 1), this result has been fostered by
“impressive average gains against multiple indicatd material prosperity*”

Nevertheless, at the global level 1.2 billion peogte still living in extreme poverty, with differe
trajectories in the different world regions.

Moreover, if we truly think that poverty is a muttimensional and cumulative phenomenon, the
overall scenario becomes more fuzzy and alarmiojowing UNDP (2014, p. 3) “Those living in
extreme poverty and deprivation are among the mdserable. Despite recent progress in poverty
reduction, more than 2.2 billion people are eithear or living in multidimensional poverty. That
means more than 15 percent of the world’s peopten vulnerable to multidimensional poverty.
At the same time, nearly 80 percent of the glolmgdytation lack comprehensive social protection.
About 12 percent (842 million) suffer from chrorianger, and nearly half of all workers - more
than 1.5 billion - are in informal or precarious@oyment.”

When we come to consider recent trends in inequtidg scenario get even worse. “The richest 1
percent of the world population owns about 40 parod the world’s assets, while the bottom half
owns no more than 1 percent. Despite overall deglin maternal mortality, women in rural areas
are still up to three times more likely to die vehdiving birth than women living in urban centres.
Social protection has been extended, yet persotisdigabilities are up to five times more likely
than average to incur catastrophic health experditiWVomen are participating more in the work
force, but continue to be disproportionately repnésd in vulnerable employment. Humanity
remains deeply divided.”

The optimistic scenario anticipated at the endast ICentury by mainstream econonTisasid
international organizatiofshas been radically overturned. Globalisation usetle thought good
for the poor, the unemployed and the middle-clBsg, the impact of the global crisis has deeply
challenged this view, fostering new interest foeguality in policy makers, citizens and social
scientists. And now the balance is bluntly desatiag follows.

“Over the last two decades, income inequality heenbgrowing on average within and across
countries. As a result, a significant majority loé tworld’s population lives in societies that areren
unequal today than 20 years ago. ... In fact, tepest increases in income inequality have
occurred in those developing countries that wepe@ally successful in pursuing vigorous growth
and managed, as a result, to graduate into higieenie brackets. Economic progress in these
countries has not alleviated disparities, but nagéxacerbated them. ... there are clear signghisat
situation cannot be sustained for much longer. Uagty has been jeopardizing economic growth
and poverty reduction. It has been stalling progreseducation, health and nutrition for large
swathes of the population, thus undermining theg Yseiman capabilities necessary for achieving a

! In the past, the absolute poverty line at therivtgonal level was next to $1 a day. From 2008 been revised by
World Bank to $1.25 a day at 2005 purchasing-pquegity.

2 Measuring relative poverty is akin to measuringoime inequality, since it is related to the ovediditribution of
income or consumption in a country; for exampleDIBBCD and EU the relative poverty line is set airmome level
which is at 60% of the median household income.

% Per capita GDP in low- and middle-income counttias more than doubled in real terms since 199¢hdrsame
period, life expectancy in developing countries tissn from 63.2 years to 68.6 years.

* Jessé Souza (2011) would probably include thesmps in what he calls the “underclass”.

® See for instance Sala-i-Martin (2002).

® The reference goes, for instance, to the s.c. Hiigson consensus’ view and the Davos World Ecorofairum,
especially in the 1971-2004 editions.
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good life. It has been limiting opportunities armt@ss to economic, social and political resources.
Furthermore, inequality has been driving confliodadestabilizing society. When incomes and
opportunities rise for only a few, when inequastipersist over time and space and across
generations, then those at the margins, who remaicgonsistently excluded from the gains of
development, will at some point contest the ‘pregréhat has bypassed them. ... But perhaps most
important, extreme inequality contradicts the nfasdamental principles of social justice, starting
from the notion, enshrined in the Universal Dedlaraof Human Rights, that “all human beings
are born free and equal in dignity and rights”’NDP, 2013, p. 1)

Of course poverty and inequality are very differ&aven if not unrelated, concepts. The mainstream
view oversimplifies the issue: “While it is unaniosdy agreed that poverty is bad, it is less clear
that income inequalities are undesirable. After altreases in inequality can arise from the
worsening of the poor (a situation that is cledidyl) or the improvement of the rich (a situatioat th

is clearly not bad).” (Sala-i-Martin, 2002, p. 1)

Following this way of reasoning, it is rather commto distinguish between inequality in
opportunities and inequality in outcomes. Much loé debate in development theory has been
structured along these lines: the first is prinyagbncerned with factors that inhibit equitable
outcomes, such as unequal access to employmenuoat®on; and the second with factors which
influence the level achieved in various materighesions of human success, such as income or
education. While the latter is regarded as a standesult of economic and social life, and
particularly of the competitive game, the formergéts disapproval as an infringement of
demaocratic principles.

In any case, every judgement on inequality is exélg diverse for at least four indirect reasony. (a
Economies are going through deep transformatioas dre affected by outsourcing/unboundling
and networks/value chains restructuring. (b) Ecanand social classes are at the same time more
and more fragmented, but less and less recognizablaccount of specific roles performed in
economic systems (and society in general). A rasigacome sources is available for the average
worker, but these sources are not anymore neclys$iaked to the factors of production the
individual is endowed with. (c) Welfare perspectiveary according to the position held by the
single agent in the household, in the society arntie networks in which she/he lives. (d) Different
social and economic models of capitalism scoreeradifferent end results.

At the same time, different layers of inequalitye aaltogether relevant: (i) intra and inter
generations; (ii) within and between genders; {iitfa and inter countries (especially among DCs,
Emerging Powers, LDCs); (iv) within and betweeraloeconomic systems; (v) within and between
employment categories (e.g., unions, professiosab@ations); (vi) within and between social
groups (e.g., economic, ethnic, religious groups);

Indeed, we have to recognize, and the more soanmntldst of a global crisis, that: (i) income
inequality represents only one of the several dsiwrs of economic inequality; (ii) economic
inequality may be determined by non economic inktyuand generate further economic and non
economic inequality (iii) also non economic inequality generates vienportant negative material
and immaterial effects. All this makes less sinpldind easy compensations to the economic and
non economic costs of inequality.

What's more, the global crisis in action is showisghat even basic elements we used to regard as
engines for equality in opportunitfesan be easily transformed over time into “privéstyby the

" For instance, a decrease in the incentive tosinvephysical and human capital and an increasedial tensions and
political instability may be driven by severe inoe@rquality.

® For instance, the citizens right to a decent lfelecent work, education and access to informatimhknowledge; or
the refugee’s right to be protected against refoete.
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adverse circumstances. This leads to blurring thenBaries, which are shaped by economic, social
and institutional behaviours and constraints, betwevhat we could define a sustainable or
unsustainable threshold of inequality. This caneundne the trade off between the bad and the
good side of inequality.

The overall scenario could change and, accordingotne authofs the XXI Century could be
characterized by the prevalence of the “patrimowgpitalism” pre-existing in XIX Century.
Since nowadays “Many people believe that modernwtironaturally favours labour over
inheritance and competence over birth” and “... denatic modernity is founded on the belief that
inequalities based on individual talent and eféoe more justified than other inequalities” (Pilgett
2014, p. 237 and p. 241), this shock could bringuala dramatic change in this popular confidence
and consequent expectatidns.

All this amounts to say that the very conceptiomefjuality and its role in society is changingtbot
in developed and developing countries and this ghas strictly linked to its multidimensional
charactel”

Therefore more than a single prescription deriveanfa mono-disciplinary perspective what is
really crucial is the methodological assumptionakhis implied in the reconstruction of the nature,
determinants and effects of inequality.

The assumption should comprise four steps. In tts¢ $tep, a multi-disciplinary approach is
important because it allows to understand morénefdifferent dimensions of social and economic
problems, avoiding, in this way, the pitfalls amigifrom the adoption of a unilateral perspective.
Secondly, the focus on the conditions of differ@auntries at the world level (developed,
developing, Emerging Powers) is also essential ussgaapart from helping to grasp the different
specific perspectives, allows to understand interas.

In the third step, after the focalization on keyse&rch questions and real problems, each
discipliné® can perform his proper task, making use of iec#je tools of analysis.

In the fourth and last step, multi-disciplinarigcovers a central role when we need to concentrate
on policy design.

The capability to pursue such an approach is dexis1 order to reach original goals in the
framework of the integrated cooperation programneeane implementing with the Global Study
Programme.

After the introduction, in paragraphs 2. and 3. tneto outline the rational for our theoretical
analysis, underlining two main aspects. First &f ial paragraph 2. we recall the reasons which
makes inequality a multidimensional phenomenon Jevim paragraph 3. we explore the reasons
why the models of capitalism theory (MCT)s relevant for studying multidimensional inequali

In paragraph 4. we try to outline the rational émr empirical analysis, applying the notion of
institutional complementarity and examining the ateinship between institutional
complementarity, models of capitalism and inequaBesides, refining Amable’s analysis (2003),
we provide empirical evidence on the relationshgpween inequality in income distribution and
models of capitalism.

° The most prominent is Piketty (2014).

19N this respect the XX Century could have beeretieeption.

" This perspective of study can be relevant algoying to assess the effects of other global phesmantaking place in
the present historical phase, such as “land grgbbin

12 This means that the definition of inequality canbe only economic and that it crucially dependsoagnother
factors on the actual performance of the sociaksysn which human beings live and interact.

31n our case, economics, sociology and law.

14 After some early work by Albert (1991) and Prot®91), non-mainstream economists like Amable (22003) and
Aoki (2001), as well as sociologists like Croucl®@2, 2010), have developed a theoretical frameveaded on the
notion of variety in models of capitalism, we widifer to as MCT.
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In paragraph 5. we give some hints about issuesanch for a new interpretation capable to fasten
together the process of increasing inequalitynibigon of symbolic violence and the MCT.
In the last paragraph we focus on conclusions usafearrying on our research agenda.

2. In what respects inequality is multidimensional?

Inequality, both at the macro-economic level, whiefers to national and supra-national entities, at
the meso-economic level, which refers to local camities, and at the micro-economic level,
which refers to individuals and generations, igttnessence a multidimensional and cumulative
phenomenon.

Even when we split income inequality, which depeoilshe personal and functional distribution of
income and wealth, from other sorts of inequalithis phenomenon remains multidimensional,
meaning that it evokes different types of individaad social background leading to the final
outcome. One of the most important reasons is ittequality depends on wealth and income
distribution and that “in all societies, income guoelity can be decomposed into three terms:
inequality in income from labour; inequality in tbenership of capital and the income to which it
gives rise; and the interaction between the twms$gi(Piketty, 2014, p.238).

The relevance of ownership of capital and inhecéarwhich is strongly linked to the historical
tradition, contributes to link economic inequalitythe socio-institutional framework and the socio-
cultural perspective. Talent and effort in thisecase less important than inheritance and marriage
in determining success and this in turns implié&dint tastes and behaviodfs.

Just when we confine our research on inequality@ome from labour, we have to be conscious
that it can be derived from self-employment or wéadsour, which imply totally different socio-
economic conditions, in which also the provisiormal permanent character of employment
contribute to differentiate the socio-economic lgaokind.

Furthermore, economic inequality is critical, btthe more we explore the extremes of the
distribution, the more we note an overlapping anthuanping up of different dimensions of
inequality. Low per capita incomes are highly clated with low quality of life, and therefore with
variables like poor health, low education, highecertainty and insecurity of employment and low
participation to civil society. Therefore, coungriith low human development index (HDI) suffer
most because they tend to have greater inequalityore dimensions (UNDP, 2013).

Besides, following Marmdf (2013), we can distinguish between the materiatidation, which
entails malnutrition, exposition to infected organs, low resistance to their effects, exposition to
hot and cold weather and to toxic elements, andptheesses conditioning adult mortality, which
take place even when poverty thresholds are owantaka this case human capital and human
development are affected by the living situationtha# single person both in terms of their direct
outcomes (life expectancy, productivity, incomedan terms of impact on their creation and
destruction channels (education, healthcare).

Another important implication is that a potentiauction in one dimension of inequality does not

15 This practice has been favoured by the hegemoayimd by the neoclassical theoretical agenda idemolabour
economics (Teixeira, 2003). This agenda, by the, Wwag greatly contributed to stress the mono-dimeat character
of inequality with the human capital theory.

'8 Also illegal accumulation of wealth and post-caftransition phases can have some impact, inrésigect.

" This epidemiologist is laying the foundations diat can be definesocial epidemiologythrough the establishment
of a systematic link between variance in healthld@adexpectancy, on the one side, and social staiu the other.
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imply an even reduction in all its dimensidfs.

The multidimensionality issue becomes more and moportant as the awareness of the
constraints caused by the existence of a “maximsustainable inequality threshold” (MSIT) for
the economy increases.

But, in order to pursue our argument in a moreesystic way, it is convenient to investigate the
different dimensions of inequality singling out issic characteristics, its determinants and its
effects.

2.1. Nature

In the last quarter of a century a deep rethinkinghe notion of well-being is leading to a rising
agreement on the idea that it arises “from a coatlwn of what a person has, what a person can do
with what they have, and how they think about whaty have and can do” (IDS, 2009).

Along this line of reasoning, well-being embrackeeé basic components: (a) the material and
economic one, stressing welfare conditions, stalsdaf living and economic values; (b) the
relational one, emphasizing personal and sociatiogls; (c) the subjective one, highlighting, moral
values and perceptions, side by side with optioth @xistence values. The three components are
merged together and their boundaries are highlgyfuMcGregor, 2007; Sumner and Mallett,
2013).

This, in turn, has induced a multi-layered revisminthe notion of inequality, thanks to which
nowadays also experience and intuition suggestiieguality is a multidimensional phenomenon:
so many are its features and the circumstanceshiohwit can be felt, conditional on culture,
gender, ethnicity, religion, race, geographic lmogt age and other characteristics, relevant for
human well-being, both across individuals and acgyeups.

It is important to specify that the multidimensibimature of inequality concerns both each basic
component per se and the connections betweenréne dhthem. We mean that, even separating the
material and economic dimension from the otherd,lemiting ourselves to consider inequalities in
each of the proxies for the standards of livingcsithis can concern variables such as income,
wealth, education, health and nutrition, the mutiehsional nature of inequality leaks out. Of
course the multidimensionality becomes broadethd three basic components are allowed to
interact.

Among the non-economic components an essentiaisqtayed by ethnicity, gender and religion.
In any case, beneath them, the access to many vgaoten unevenly distributed and limited by
economic constraints. Limiting ourselves only toywenmediate examples, we could mention the
option to us& sophisticated drugs and cures, safe transporifigd information and knowledge,
natural and environmental resources of higher puaid also a safe neighbourhood in which to rise
children. Direct and indirect linkages connect mateand immaterial components of inequality.
Income constraints can easily bring about fragsitand drive persons to suffer from non-economic
dimensions of inequality.

The inequality in access to goods and resourcedhantimits to an inclusive growth process are
often augmented by complementarities among goodstla@ increasing relevance of “network
products®* which characterize the actual conditions of corstion.

Moreover, the increasing diffusion of non privateods, contrary to what could be envisaged, can
contribute to increase inequality and decreaseusngdness. It depends on the multiplicity of

18 Even if this result is partly due to the measunsed, a study by UNDP (2013) shows that in teetigo decades at a
worldwide level there have been much greater réohgtin inequality in health and education thamoome.

¥ We can define MSIT as the maximum level of ineijyalot inhibiting inclusive growth in a given eaamic system
(Antonelli, 2013).

%0 Or even the benefit of knowing that a chance ifization exists in the future.

% For a comprehensive study see Shy (2001).
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economic goods and the prevailing regulation stmecfor their provisiorf?
In both cases the quality of consumption is cond#éd by the ease of use of related conditions and
externalities.

2.2. Determinants

When we come to consider the determinants of inlégweae can easily realize how much the social
and genetic components are able to influence tbeaggic ones and conversely. Wealth, education,
and social privilege are strongly interrelated witlychological temper and genetic privilege.

At the personal and family level, a poor environimamd natural gifts tend to lower the probability
of economic success and to increase income inéguaer the lifecycle. In fact, today, the
majority of experts believe that behaviour and tlgwaent are influenced by both “nature” and
“nurture™, while a minority take the extreme nativist or rerte empiricist views. However,
researchers and experts still debate the degreehtoh biology and environment influence
behaviour and performance. This suggest that tpakslity to take into account the interactions
between the different dimensions of inequalityriscal.

At the nationwide and, especially, at the meso-enua level, the welfare infrastructure and public
policies can be very important in supplying conera@ind timely assistance to disadvantaged
individuals and families in local communities. Teetextent that microeconomic studies observe
critical and sensitive periods in the life cycleimdividuals, indicating, for instance, that sorkéls

are more easily acquired during certain stages,nfost configurations of disadvantage it is
important to socially invest relatively more in tkarly stages of childhood than in later stages
(Cunha, Heckman and Schennach, 2¢1®ducation, health care and social welfare senatcéle
local level are therefore important drivers of tdagability of a community to practice cohesion and
civic virtues, with significant effects on the dibution of labour market performance and labour
income opportunities.

In this respect Adelman (2000, p. 18) adds anotitat remark which is more appropriate in a
meso-economic framework. “Cultural factors playignsicant role in shaping institutions and
societal responses to new challenges and oppoaesinit. Both individualistic and communitarian
cultures have advantages and disadvantages. ...idnodlistic responses foster innovation,
dynamism, creative destruction and geographic acdlsinequality. ... Communitarian responses
foster social cohesion and the social ability tesaab change, and hence national resilience and
malleability. They place a premium on social equitygrowth outcomes and foster societal and
governmental approaches to development. They alable societies to more easily absorb short
run decreases in personal welfare in the interesh@ common long run good (Rodrik 1997,
1998).”

At the macroeconomic level, up to now the optinigirediction by Kuznets (1955) was able to
persuade the majority of the economic professiomznets, using only U.S. data for the period
1913-1948, suggested that in every country, overdburse of industrialization and economic
development, inequality follows a bell-shaped cuiwethis theory inequality plays the role of an
endogenous variable which is decreasing aftertainenean income threshold has been overtaken.
In contrast with this view, Adelman (2000, pp. 18)Xtresses that fifty years of development
history show how inequality can play the role of exogenous variable which is negatively
correlated with economic development. In theses#serelationship is reversét.

More recently, Piketty (2014, p. 15) adds thatthe magical Kuznets curve theory was formulated
in large part for the wrong reasons, and its emgirunderpinnings were extremely fragile. The

22 For more details see Antonelli (2011).

% Even if the two terms are rephrased more exactly.

% For instance, the capability to timely supportgladdicted young woman in the first years of agéhefr children
can make social assistance much more effectivering of inequality outcomes.

% Adelman (2000, p. 17) answers: “Is there a Kuzmeize?” And her answer is “Not in the sense that-shaped
course of inequality is inevitable.”
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sharp reduction in income inequality that we obsarvalmost all the rich countries between 1914
and 1945, was due above all to the world wars hadvtolent economic and political shocks they
entailed (especially for people with large fortundshad little to do with the tranquil process of
intersectoral mobility described by Kuznets.”

This dispute is of crucial importance in studyimgquality, and, at least judging from the last
evidence which has been made available, the fintloone can be very influential in stressing that
the multidisciplinary focus on the issue and itdtidumensional character are essential ingredients
of scientific research.

Another very controversial macroeconomic issue eom the impact of trade liberalization on
inequality.

In the mainstream view, trade openness, monetatyfiacal policy, financial development and the
rule of law are the more relevant determinantsjpla@ning cross-country variation in growth rates.
Under the assumption that growth is a processildigion neutral, the study of the impact of
economic policies on within-country inequality da@ split into two distinct phases: first, the main
policies able to maximize the growth rate are ifiet second, sigf? and absolute value of the
elasticity of inequality or poverty with respectdgoowth can be estimated. (Berloffa and Segnana,
2006, pp. 374-5).

The second phase is relevant not only for evalgdtie impact of growth policies on inequality and
poverty, but especially in order to assess theagaility of growth in the long run. Moreover, the
key role played in the growth process by the legaicture, and particularly by the security of
property rights and privatization, apart from aliog/us to stress how composite is the nature of the
determinants of growth and inequality even in trenstream approach, is relevant also in order to
assess the transferability of economic and ingtital models in development, transition and
reconstruction processes.

However, empirical evidence shows that the growttc@ss can be “highly distributionally non-
neutral”, as it has been argued by Kanbur and §ud®99, p. 8) and we shall see in paragraphs
2.3. and 4.

Furthermore, country specific conditions, which endppropriate circumstances may be ascribed
to different models of capitalism, can make cledrywhe impact of the same policies is very
different in terms of economic development andritistion of income and wealth or poverty.
“Trade and accumulation policies are important @ednining the spread-effects of growth and
how growth and inequality interact. .... exportemtied growth in labor-intensive, consumer goods
industries is equalizing because it raises employraad returns to labor unless specific policies
are instituted to foster low wages. Also, when eigpoented growth is accompanied by low tariffs
and low exchange rates, it turns agricultural teofisade in favor of farmers and lowers consumer
goods prices, with favourable distributional consatces.” (Adelman, 2000, p. 16)

Thirlwall (2013, p. 4) extends the investigatiomga also to between-countries inequality and
concludes that: *“... trade liberalisation almosttainly worsened the distribution of income
between rich and poor countries, and between uedkWwage-earners and other workers within
countries, contrary to the predictions of orthodtheory.” If the global scenario is only
approximately similar to the one drafted in hisercbook by Piketty (2014), this causal factor of
inequality has to be taken seriously into account.

Finally, vicious circles fostered by austerity s&@pcan also arise which negatively impact on
inequality. “... adjustment patterns to the delisrof the 1980s have varied significantly among
countries (Balassa 1989). Some developing countmestly in Latin America and Africa, adopted
restrictive import regimes, deflationary governmerpenditure and macroeconomic policies, and
restraining wage policies, reduced subsidies, dratdlized their domestic markets to reduce their

% Which, coherently with the Kuznets curve, is assdro be positive.
?"|n this case, as also the recent evidence on Earopnion shows, countries that most ruthlesslyhmit budgets see
their overall debt loads increase as a share cé¢chaomy.
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current account deficits, lower inflation, and e&se competitiveness. For the countries that
followed this path, this was a lost developmentade¢ with substantial increases in poverty,
inequality and characterized by low- growth, frorhieh these countries have started to emerge
only in the 1990s.” (Adelman, 2000, p. 8) The recewolution of the most fragile European
economies belonging to the EU can be interpretedigathis line of thought.

2.3. Effects

Having so far stressed how much both basic charsiite and determinants of inequality are
multidimensional, we cannot be surprised by the faat also the effects of inequality share the
same character.

The relationship between inequality and growth evedopment has been examined, especially at
the macro-economic level, by a number of authoawipg that high initial levels of the fornf&r
may be harmful to the second, in this way discagdhe assumption that growth is a process
distribution neutraf?

Irma Adelman (2000) tried to single out the eigh&imlessons on the process of economic
development experienced in half a century by deuetp countries, which has been understood as
both multidimensional and highly nonlinear. In veaw “The distribution of income is established
mainly through the primary distribution of inconteat is generated by the production-determined
circular flow” (p. 14) Moreover, “There is scoper fohoice in institutions, policies and in their
sequencing, even at similar levels of developm&he choices made, in turn, generate the initial
conditions for subsequent development” (p. 6). &fwe, stages of development matter and
different case studies, mostly East Asfarsuggest that equalitarian policies, pointing fa t
redistribution of the property of original facton$ production (like land or education and human
capital), led some countries to travel “the whaodhpfrom underdeveloped to developed, since the
end of World War Two” (p.1).

In general, looking at the overall picture in deged countries, we are led to take into account two
equally relevant sides of the story. On the onedharequality and polarization of earnifgsan
have strong negative impact on several crucialrgshef the economic systems, such as contractual
disputes, social instability and transaction c8s&ven the solidity of a stable relationship betwee
the different generations, which favour their caagien to common goals, can be jeopardized,
making more complex to reach agreements at thevithgil and collective level. Furthermore,
inequality can be considered a concurrent causedine in the middle-class prominence, which is
currently destabilizing the economic and socidiisgtin different countries.

On the other, inequality in performance and outcgnoan be regarded as a ordinary result of
competition in everyday life, not conflicting wita sustainable growth. Therefore, in order to
discriminate between physiologic and pathologigueity and to assess to what extent this trade
off risks to be unbalanced, an order of magnituatetb be ascertained. This is why it is appropriate
to ask ourselves if does it exist and how can baswmed what we could call MSIT for an

% Highly correlated with phenomena like: rent-segkisocial tensions, political instability, a pooredian voter,
imperfect capital markets and a small share ofgrational income to the middle class, all of whiead to lower
investment, higher taxation and lower economic ghow

29 For a comprehensive account see Berloffa and $eg(2006).

30 Other countries, especially in Africa, Middle Eastd also Latin America, embarked on different pathading to
widening inequality.

31 According to scholars, like Autor and Katz (201@),phenomenon of “employment polarization” is sty
characterizing developed countries.

32 Because of the increase in uncertainty about theafing institutional rules and the decrease prerness to share
information.
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economy’®

Definition and measurement of this threshold atges to two conditions. First, it should referao
kind if inequality which violates equality in opgonities. Second, it should refer to a level of
inequality which does not match with economic, aband environmental sustainability.

This issue has been tackled, mostly indirectly bgnemic theory, in many different ways, even
without knowing exactly at what level MSIT is pagited and more than that, even without being
able to measure it in a comprehensive way. Howawdhe extent that a credible solution exist for
the governance of inequality in the actual fundtigrand sustainability of an economic system, this
option can be sufficient.

But this question cannot be worked around anymadnenwno credible solution exist. And the
problem , unhappily, is that this is becoming mar&l more true. In fact even if for different
reasons and with different severity, all the thmegn methods generally employed in the past for
this purpose have been badly worsening their pmdoce well before the end of the XX century.
And when the main available gateways to the eqgssiye fail, this, by itself, makes more relevant
to measure the actual value of MSIT.

3. Why the models of capitalism theory is relevarfor studying multidimensional inequality?
Summing up the main conclusions reached in theigue\paragraph, we may focus on three crucial
aspects.

(@) The debate on the fundamentals of inequalignads its multidimensional nature and
recommends high attention to the fact that diffe@ncepts and measures of inequality that have
been utilized generates different results. Evenniwst apparently straightforward ones tend to
retain a multidimensional nature and to refer féedent domains pertaining to the overall economic
and social system.

(b) The dispute on the determinants of within-cgunbequality steer us to stress its
multidimensional causes and to suggest that a @conslary role has been played by economic and
institutional factors that are internal, area sfie@nd local, together with the global and extérna
ones. This implies that we have to take into acteeneral forces interacting at the micro, meso
and macro level in shaping the final achievement.

(c) The study of the effects of inequality, apadnf drawing attention to its multidimensional
impact, shows how crucial can be its initial le¥@ subsequent development. At this layer the
issue concerning the relevance and definition BFSAT can be raised with significant implications
for the sustainability and inclusiveness of ecorogrowth.

33 We can define MSIT as the maximum level of inetjyalot inhibiting growth in a given economic syste

3 Three have been so far the main methods expedendée XX century to curb inequality over the geall these
methods are based on long term processes. Underpiafiorts at reducing economic inequality intallee cases was
a recognition that social equality through equéizenship had to be created. This meant that ecjtiaenship was
created across genders, religions, castes, eibri@nd regions through law. Countries and sosidtiewhich those
efforts have been made may not have achieved sawigllity enshrined in law fully, but that is thifi@al benchmark
they have established for themselves. An leaditgabmiddle classes was crucial to this purpose.

The more direct method has been focused on thetribdition of real assets. Therefore, land and atimeal reforms,
nationalisation of industries and services whergsaa create economic equity, not only in the datiand communist
countries, but also in the emerging capitalist ones

The second method, prevalent in the capitalistedies, was based on the redistribution of incomeutph progressive
taxation. The “welfare state”, by taxing the riclon@ and spending more in public goods aimed atiogea system of
gradual, but sustained reduction in income inetyali

The third method was shifting the burden to assgpaty in the distribution of personal incomestie mechanism of
“compensating differentials” through private invesnt in human capitaf.

Even if for different reasons and with differenvesty these three methods where badly worsenieg flerformance
well before the end of the XX century. And when thailable gateways to the inequality issue fdiis,tby itself,
makes more relevant to measure the actual vallsoT.
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Following this way of reasoning, we are led to khihat the way in which different economic and
social systems are able to evolve in terms of wadeging development and, more specifically, in
terms of income and wealth distribution paths, Whitturn strongly influence inequality, depends
on four main pillars:

(i) the baseline, that is the initial economic amstitutional structure of each system;

(ii) the capacity of each system to cope with aggpd to “natural” drift;

(i) the aptitude of each system to face and abgtwbal shocks;

(iv) the capacity of each system to react to pe\stategies and public policies.

On the whole, an appropriate theoretical frameworkdealing with such complex phenomena
requires the possibility to start from the analysfishe interrelated sub-systems from which overall
outcomes derive.

The basic idea is that the institutional architextof each economic system promotes the adoption
of some specific activities of innovation, whilenadizing some others, through the establishment of
complementarities involving enterprises and netwprkacroeconomic regulation and functioning
of goods, services and inputs markets, labour nsuded channels of human resources education
and training®> The approach based on the idea that different marfecapitalism determine the
existing incentive structure and compete with eattier is theoretically grounded and linked to the
observation of real economic facfsTax rates, benefit systems and access to the needfsstem in

the different models of capitalism can be rathéative in determining their performance in terms
of inequality’’

Varieties of capitalism are originated by variatyimterrelated sub-systems, whose main domains
are the product markets, the labour markets, thentiial markets, social protection, education and
innovation. The support of a model able to noussbh an effort at the theoretical level is as much
important as the availability of multidimensionaticators at the empirical one. And the main aim
of the present paper is to begin to calibrate lbothponents of our theoretical framewaork. This will
be the task of part Il.

However, in what follows of part | we have to patward two fundamental clarifications in order
to avoid just as many fatal misunderstandings.

The MCT recognizes a fundamental role to institgdostructure in explaining the evolution of
economic systems, but, and this is the first wayniih cannot be confused with neo-institutionalism
nor pan-institutionalism.

The neo-institutionalist literature in economicade to emphasize the endogeneity of institutional
rules, the limits of economic policy and the bowsdhess of institutional reforms when aiming at
improving the performance of national econonifeis this way it tends to ignore the complexity of
interactions which determine their performance siwdmp into pan-institutionalism. As suggested
by Schettkat (2003) and Zenezini (2006), best prestare considered key research questions and
dominant prescriptions also in the realm of insitial architecturé?

% See also Antonelli (1997).

% Common features of this approach with the studyhef German “social market economy” (in German,zisle
Marktwirtschaft”) can be found.

%" For instance, according to different statisticalirees, while economic inequality shows an increagiend for
English speaking countries, India and China, thiaadt true for continental European countries amhd, nor for the
Mediterranean and Scandinavian countries.

3 While Douglas North (1990) seems open to a semibganous explanation of institutions, Gary Beck&093) is
not.

%9The conclusion is that institutional settings arebably relevant in terms of distributional effedtsit scanty and not
easily detectable in terms of overall efficiencylaygregate performance. The evidence presentsal@ral empirical
studies, according to Zenezini (2006), Freeman@@@d Howell and Huebler (2001), does not supghertheoretical
approach endorsed by (IMF, 2003, p. 129) for wtittle causes of high unemployment can be foundboranarket
institutions”. By extension we could argue that maten the MCT is capable to directly explain theyragate
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While in the literature on models of capitalism evié a model cannot be defined without
institutions, because they shape and regulatentieeactions between agents, institutions play the
role of resources as well as constraints.

This difference can be better assessed if we censit in the neo-institutionalist literatitehe
economic structure interacting with the instituabone is straightforwardly based on the general
equilibrium theory and the theoretical model is truwith respect to the empirical setting.
Therefore the step of empirical investigation beesra purely descriptive application of this model,
the rules derived from the best practices beconmegersal and the “rule of law” is all over
transferable.

This is not true for the literature on MCT. In tluase, first of all, the institutional complexity i
accommodated in the model through the notion oftefielated sub-systems” and
complementarities are not necessarily positivejitepground for failures. Moreover, this literature
does not pretend to explain all kind of performaméeeconomic systems, and, what is more
important, it is based on a different theory of mmmic structure. Its main assumptions turn out to
be the following:

(i) non optimality of the final configurations (rsingle best solution can be achieved);

(i) diversity in micro, meso and macro objectiy@svails;

(iif) redundance and resilience are considered @shnmmportant as effectiveness;

(iv) real economic interdependences are relevarddecribing the economic structure;

(v) income distribution and inequality are not eped completely in an endogenous way.

In this manner institutional structure and econostiacture are always interacting for at leastdhre
basic reasons. First, economic structure and utistital structure relate at the same level of
abstraction and institutions cannot be interpreiegply as empirical artefacts or ad hoc elements
relevant only when we come at the applied stagees¢éarch. Second, the behaviour of agents
coherent with the economic assumptions is shapethdyaction of “institutional entrepreneurs”
(e.g., élites, policy makers at the different levef government and governance) in the making of
institution building. Third, scarcity of economiesources conditions very often the mandatory
character of the institutional rules and fundamilernggts are reshaped as law in books rather than
law in action.

The search for complementarities or codetermindb@mveen institutional structure and economic
structure becomes the core purpose of scientifeeaieh in an approach based on two
methodological assumptions:

(a) institutional rules, legal codes and constiigi are necessary, but not sufficient conditioms fo
cohesion and sustainability of economies and sesit

(b) institutional rules, which are essentially eariand partial, derive from different value

judgements associated with different cultures spetific historical backgrountfs

The second warning is tantamount crucial since @kes clear that focusing on interrelated
subsystems does not amount to believe that mediaai deterministic forces dominates the
interactions. Apart from the relevance of the s&stic components, the multiplicity of potential

performance of labour markets as a residual outcofma logical sequence in which labour markets conaest.

However, the latter can explain distribution anelgnality effects to the extent that a certain deg@feexogeneity in one
of the distributional shares is assumed.

0 Reference could be made to the economics of digtaition by Becker (1957).

“1 For instance, if a person get sick up againstrienair child labour and fights in favour of a “decemrk agenda”,

this is not because it exists a law prohibitingnthdut for ethical reasons that hopefully are thecpndition for new
institutional rules.

2 E.g., even within EU variety is binding. Dignityeedoms, equality, solidarity, citizens' rightsdajustice are the
titles included in The Charter of Fundamental Righitthe EU (2010). However, the Charter's provisido not extend
to the competences as defined in the EU TreatidshenEU cannot intervene in fundamental rights issueseas over
which it has no competence
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outcomes does not allows us to enfold in few amdrary categories the set of final configurations
taken by each economic system. This statement eabekter understood if we focus on the
meaning of complementarity and match it with anliggpexample.

The notion of complementarity is manifold and, cant to what may be thought, its most
appropriate meaning in MCT refers to the occurresfamutually compensating components rather
than of reciprocally reinforcing components or samiies* Therefore, to the extent that balancing
characteristics in one way or another are bettecrit®ng institutional complementarities in MCT,
determinism is prevented to exercise a significal& in it.

The example refers to the balanced complementtaking place in these months between the
channelling of a relevant amount of householdsrgmvin Germany towards internal financial
investments with very low retuthand the pro-deflation policy pursued by Bundesbé#rikflation
goes up in order to comply with the pro-growth pgliwhich is complementary to the needs of
Southern Europe countries, this will damage theclasing power of German households that
where led to choose these kinds of financial inwesits thorough the path dependence generated in
the German financial system in the earlier phadabe global crises. This example shows how
even in the case of the variously revered Germatiehmmplementarities are not always the result
of convergence of best practice institutions. Mgszan the next paragraph we shall see how this
can have a negative impact on other member coardafieU.

The ever-changing taxonomies arranged for desgrithe different models of capitalism can be
interpreted as provisional outcomes of a theorgearch of more comprehensive models and of
greater ability to work out this challenge. Theam@my can change in each given point of time and
overtime because models of capitalism can evolkautih the transformation of complementarities.

4. Rationale for empirical analysis

4.1. Ingtitutional complementarity as a tool of analysis

The notion of institutional complementarity playgigotal role in both the analysis of varieties of
capitalism and, more in general, in the analysithefrole of institutions. The latter point seems t
be quite obvious, but it is not. In these lasttyhyrears standard neoclassical economics has worked
out a lot of models which incorporate the existeacel the working of institutions and their
influence of economic performance. Basically, iresh last thirty years the great bulk of
neoclassical labour economics can be interpretédeadevelopment of models which deviate from
the standard model of perfect competition due te éxistence and operation of a specific
institution, giving rise to a sub-optimal equilibm. If one considers the debate on labour market
flexibility in European economies it seems quit#iclilt to deny this statement; most of standard
approaches used to explain involuntary unemployrasrthe consequence of specific institutional
settings, which prevent the labour market from siilpg with respect to unbalance between labour
demand and suppfy.The analysis of the effects of the functioningafingle institution, regardless
of how this institution interacts with other instibns, is a consequence of the methodological
approach of standard microeconomics, in which thelysis focuses on the direct effects of the
single institution, neglecting the complementar#iationships that the institution establishes with

3 As suggested by Crouch, Streeck, Boyer, Amablé, &tal Jackson (2005, pp. 359-363), these two netimoexist
with the notion employed in the economic theory afnsumption for distinguishing between substituted a
complementary goods and with the general notiosimilarity. The first one shares with that focusiog mutually
compensating components the notion of completioouiih compensation.

*In 2012, according to Eurostat data, 80% of tH&0@,billion euro savings where invested in depasitounts,
retirement accounts and bonds with negligiblerretu

*5 One could develop this paragraph talking aboutriee of real wage rigidity, such as the efficienegge hypothesis
or the insider-outsider model.
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other institution®.

However recent developments in the field of insitiinalist analysis have focused on the interaction
between two or more institutions and has led toroduce the notion of institutional
complementarity. We can have institutional completaety when two or more institutions interact
so that the working and the performance of thatutgins involved in this relationship is affected
by the working and the operation of the otHér8asically, the operation of a single institution
reinforces and is reinforced by the functioningptifer institutions.

Even on the basis of the functionalist interpretatof institutional complementarity, there are two
important consequences of institutional complenréagta(ii) possible prevailing of sub-optimal
configurations of institutions and (ii) path depende.

(i) Aoki shows that when two institutions are cosipkntary this configuration can be stable even
though, if compared to another configuration of ptementary institutions, it results to be sub-
optimal.

(i) the existence of complementary relationshipsn ccause institutional lock-in and path
dependence. Applying the notion of path dependeieyeloped in the field of evolutionary
economics by Arthur (1994) and David (1994), Kang006) shows how institutional
complementarity can bring about path dependenayesinimplies four mechanisms which are at
the basis of path dependency: (a) large set-ugs aosinitial costs for the agents affected by the
operation of the institutions; (b) learning effecty coordination effects; (d) adaptive expectadio
This entails the absence of a single best institaticombination.

In this framework it is very important to undersdafirst of all, who are the institutional buildéfs
Following Streeck (Crouch, Streeck, Boyer, Amalbla)l and Jackson, 2005), the political élites
acts as founders of specific institutions. It igyanportant to identify the composition of these
élites and the mechanisms through which thesesétitmtribute to the process of institutional
building. Second, we need to know who are the agehbse action is affected by the operation of
institutions. For some agents the institution carcbnsidered as a set of constraints and ruldseof t
game (a la North), for others institutions can esources. It is very important to understand the
objective functions of these agents. Third, we needunderstand how the operation of
complementary relationships can be influenced lygerous factors. At this point, in neoclassical
economic theory one would try to define the objectiunction to maximise subject to a specific
resource constraint. Sticking to this approach, @aresay that the institutional entrepreneurs would
set up institutions in order to take the maximurasible advantage from the foundation of the
institution itself.

Using a more general language, it is important tmlewstand which “ex-ante” purpose the
institution pursues. Basically, that means tha important to understand why a specific instanti
has been set up and its dynamics. However, it portant to emphasise that, unless we assume the
existence of a “homo economicus”, gifted with unted capability to work out the outcomes of
her/his actions and choices, the effects of a m®oé institutional building may well differ “ex-
post” from what the institution was “ex-ante” deség for. This is a consequence of the
complementary relationships which can be estaldistmeong a bundle of institutions; the setting up
of a specific institution affects the sub-system \idhich it has been conceived and, through the

46 For example, as to the effects of the laws cameg the firing restrictions, the standard apploémcuses on the
capabilities of firms to adjust the level of emptognt in order to reach the optimal equilibrium. STahalysis rules out
the effects, of this legislation on the propensityirms to provide training for their employeesnghasised by Soskice
and Hall (2001). This side of the analysis can d&egbt only if one takes into account the compleamntelationship
among institutions. In the standard microeconongioatassical approach, institutions are conceivedeasation with
respect to an institution-free equilibrium.

" See Aoki (2001) for a formal definition using angatheoretical approach.

“8 Or the “institutional entrepreneurs”.
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complementary relationships established with oiititutions, it can affect other sub-systeths.

In the process of institutional building, differemstitutional entrepreneurs, with possible
contrasting objective functions, can be involvetthei in the setting up of the same institutionror i
the assembly of interacting institutions. This & follows a trial and error procedure pursued by
agents with limited rationality, in a highly uncart environment. As a result, institutions do not
necessarily establish optimal relationships antyadly, can hinder each other. Even though they
are neglected in the literature, in this respect caa refer to the establishment of “negative
complementary relationship”. However, the allegegyativity/positivity of a set of institutional
complementary relationships depends on the obgdtiactions of both individual agents and the
whole social system. For example, let us considercesain framework of institutional
complementarity promoting the compression of thatinee wage structure. Can we deem this effect
satisfactory, neutral or negative? We cannot reagéfinite answer.

4.2. Complementarity and models of capitalism

A model of capitalism is a cobweb of complemeniasfitutions which affect the performance of a
socio-economic system, based on capitalistic oelahips among agents. This definition is
consistent with Amable's approach who maintains ‘@aariety of institutional complementarities
is possible, generating a diversity of models gfitzdism (Amable, 2003, pp. 102).

Amable points out five different types of institutial domains: (a) product markets; (b) labour
markets; (c) financial system; (d) social protetctsystem; (e) educational system.

As institutions affect the distribution of incomenang wages, profits and rents through the
structuring of both the labour markets and the mi@rkor goods, services and productive factors,
the model of capitalism defines the distributiorirafome. Starting from this point of departure, we
can state that different models of capitalism sti@xhibit different level of inequality in income
distribution. From this, following the Bourdieu'samework of analysis, inequality in access to
education, health services arise. It is importargttess that the definition of a model of capstali

is based on the operation of a set of institutiand does not imply an interpretation about the
functional relationships among economic variabldsctv define an economic model. Of course,
this does not mean that the model of capitalismeistral as to the relationships among economic
variables, but simply that the model of capitalisrdefined regardless of any economic model.

We could mention institutional change as a consecgief change in the environment, in the agents
affected, in the operation of the institution amdfotheir objective functions. Contrary to Amabkle'
statement that “institutional forms x and y are patible if their coexistence does not set in motion
a process of institutional change, in the sensedtime political forces would like to keep x and
change y”, when there are negative complementdayioaships we might observe the start of an
institutional change only if one of the institutadrentrepreneurs prevails on the others or if the
institutional entrepreneurs reach an agreemersd tdrange.

As institutions are linked together by complementaiationships, then the effects of institutional
building can be properly appraised only taking irmtocount the cobweb of complementary
relationships which can be potentially activatedhwtihe introduction of a new institution. An

institution is not efficient only “per se” but also accordance with the relationships established
with the operation of other institutiod$.In any case, important questions remain open:vean

analyse the effect of structural adjustments pngsons enforced by IMF through the perspective
of institutional complementarity? can we interptie¢ failures and, especially, the negative side

9 The example can be made of labour laws reguldtirigg and firing and propensity of firms to proeidraining for
their employees.
*%|In paragraph 5. we will try to develop some ideascerning the EU evolution.
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effects of these policy through the lens of insiitial complementarity?

4.3. Theempirical analysis

4.3.1. The research targets

After discussing the pivotal role played by thetitasional complementarities in the definition of
the models of capitalism, we have to test the engdirelevance of this analysis. The analysis
proceeds along two different stages.

First of all, we have to verify that by using a sétindicators of the operation of institutions and
their complex interactions, we can classify diffareountries into distinct groups, each one
corresponding to a model of capitalism.

Secondly, assuming that the previous stage of érapanalysis is successful, we have to see if the
classification introduced discriminates signifidgnthe countries as far as income inequality is
concerned.

Basically the research questions we are going wresd through empirical analysis are the
following:

(i) Is the approach followed by MCT, which definesodels of capitalism on the basis of
institutional complementarities, empirically robRist

(i) Does income inequality depend on the modetayitalism or is it an inherent characteristic of
capitalism itself with more or less similar threktsoeverywhere? Of course, the question does not
refer to the existence itself of income inequaliitycapitalistic societies, which one should take fo
granted, but to the degree of inequality in incatis¢ribution.

Empirical analysis is based on two distinct stdje first step consists in an application of cluste

analysis in order to identify empirically the moslef capitalism. Once we have defined the various
models of capitalism, we proceed to the secondisteghich we estimate the relationship between
inequality and model of capitalism.

4.3.2 Cluster analysis and models of capitalism

First of all, we have refined Amable's (2003) difisation of the five sub-systers He points out
the five domains mentioned earlier and, given tevance of technological change in labour
market dynamics, we have decided to add a sedafdators concerning the degree of technological
development of a country and the role played by ¢ private and the public sector in activities
of R&D.

Following (Everitt, Dunn, 2001, pp. 125) clusterabysis provides a “parsimonious way of
describing the patterns of similarities and differes in the data”. Basically, this means that thhou
cluster analysis one can group different statisticéts and classify them. However, as Everitt and
Dunn state, we have to remember that “any classifio is simply a division of the objects or
individuals of interest into groups based on acetlles — it is neither true or false (unlike, say
theory) and should be judged largely on its usefssii (ibidem, pp. 126).

Each cluster groups a set of countries which, an lihsis of a series of statistical indicators,
outlined in the Appendix, exhibits a high degreehomogeneity among them and a corresponding
high degree of heterogeneity with the countriesugeal in other clusters. More details on cluster
analysis can be found in Appendix.

1 He uses the term domains.
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4.3.2 1. The data

All the data used for the cluster analysis comenftbe OECD.StatExtract, the database set up by
OECD and the World Development Indicators (WDI-W&)|lected by the World Barik

For each institutional domain (Labour market, Patduarket, etc.) we try to recover data for each
year in the time span between 1995 and 2010 fom#memum number of countries. The final set
of indicators used in the analysis is the resultth& process that try to minimise the loss of
information on countries and, at the same timagetain the maximum possible number of years.
However, it was impossible to obtain complete tseees for all the years between 1995-2010 for
all indicators and all the countries. So we decigtesnplement the analysis at two specific point in
time: at the beginning and at the end of the pgil®@®5 and 2010). The definition and the source of
indicators we used in the analysis is reportedainld A.1 in appendix

For the analysis of income inequality, we have uaedestimate of Gini index (gini_net) of
inequality in equivalized (square root scale) hbose disposable (post-tax, post-transfer) income,
using Luxembourg Income Study (LIS) data as thedsted. This datum comes from Standardized
World Income Inequality Database (SWIID) providedtbe university of lowa.

Following Liskanen (2007), the LIS disposable ineoaoncept is given by gross income (GIW) minus
mandatory contributions and income taxes. In tesfriacome variables, it can be expressed by means
of the following equation:

LIS_DPI = GIW — CONTRIB — INCTAX

As far as the selection of countries is concertleel,complexity and the richness of data required
for the empirical research has forced us to fobesanalysis on a selection of 24 OECD countries,
which refer to: (a) 19 European countries - AustBalgium, France, Germany, Italy, Netherlands,
Denmark, Finland, Norway, Sweden, Czech Republadari®i, Portugal, Slovak Republic, Spain,

Hungary, Ireland, Switzerland and United Kingdofm); Z Asian countries - Japan and Korea; (c) 2
American countries - Canada and the United Sté&i¢4; country from Oceania - Australia.

The composition of the sample of countries is glprEurocentric, despite it includes some

important extra-European economies.

One of the most remarkable limits of this analysige exclusion of both developing countries and,
especially, the so-called Emerging Powers (Braissia, India, China and South Africa). As a

partial justification for this limitation, of whiclwe are aware, we can say that data availability fo
these countries can be rather problematic.

4.3.2.2. The cluster analysis

In order to identify whether different models optalism exist, we apply the cluster analysis ® th
institutional indicators of the 24 countries forialihwe have data at 1995 and 2010. We select the
maximum set of indicators common to both periodsfoBz applying the cluster analysis, we
proceed to standardize the raw data in order mimgite the influence of the different measurement
units.

In Tables 1 and 2 the cluster composition in 199% 2010 is presented. The choice of the number
of cluster in each year are based on the dendragslwown in Figures 1 and 2, and the measures
reported in Tables A.2 and A.3 in Appendix.

*2 See the Appendix for the list of statistical vhtés used and the source.
3 Roughly speaking Gross Income can be definedeafidtvs of earnings of productive factors plus plemsions plus
transfer income. For a precise definition see Nigka(2007).
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Table 1. - Cluster composition — 1995

1 2 3 4 5

Czech Republic,| Denmark, Austria, Belgium,Japan, Australia,
Poland, Portugal,Finland, Norway, France, Switzerland, Canada, United
Slovak Republic,| Sweden Germany, ltaly, |Korea Kingdom, United
Spain, Hungary, Netherlands States

Ireland

Data source: our elaboration on OECD data
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Figure 1. - The dendrogram based on 1995 indicators
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Table 2. - Cluster composition - 2010
1 2 3 4 5 6
Czech France, Denmark, Austria, Japan, Korea| Australia,
Republic, Ireland, Finland, Belgium, Canada,
Poland, Netherlands, | Norway, Germany, United
Slovak Portugal, Sweden Italy Kingdom,
Republic, Spain United States,
Hungary Switzerland

Data source: our elaboration on OECD data
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Figure 2. - The dendrogram based on 2010 indicators
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In the following we try to characterize the diffetegroups found by the cluster analysis for each
time period and compare the differences in the girguand the characteristics across time. We start
from the results of the cluster analysis for thary&995, so we can compare our results to the
grouping in Amable (2003) for the late ‘90.

Using data at 1995, two clusters are clearly idiedtias the ones that correspond to the two
opposite models of capitalism identified by Amalgg900, 2003): the market-based capitalism
model (or Anglo-Saxon economies) that correspondthée cluster composed by USA, Canada,
Australia and UK, and the Social-democratic mod#lich corresponds to the cluster composed by
the Scandinavian countries (Finland, Norway, Detinaind Sweden). In addition to those clusters,
a cluster with Japan and Korea, associated by Aentabihe Asian model, emerged in our analysis.
However, in our analysis this cluster includes t3grand, which in Amable’s analysis can be
found in a cluster with other continental Europeauantries.

The main differences between our cluster analys Amable’s one can be identified in the
composition of both cluster 3 and cluster 1.

Cluster 3 is associated to the model of Contindatmbpean Capitalism. Although the composition
of the cluster in our and Amable’s analysis is Bmithere are a few exceptions. For example, in
our analysis Norway is classified in the clusteattldentify clearly the social-democratic model
while Amable classifies this country together wiflnance, Germany, Austria, Belgium and
Netherlands (plus Switzerland and Ireland). Moreowe have found that Italy is in a cluster with
Germany and France, while Amable groups Italy v@ipain, Portugal and Greece in a cluster
collecting all the most Mediterranean countriesially, in our analysis one can observe the rising
of a cluster (cluster 1) including Spain, Portugad Ireland as well as four European countries
from central and eastern Europe (former social@ti countries) that were never considered in
previous empirical analyses.

As already stressed by Amable (2003), even thohghidentification of clusters allows to group
countries into homogeneous subsets, that does e that one cannot observe a certain degree of
heterogeneity among countries of the same clusterfar as certain variables are concerned.
Therefore, each cluster identifies a specific MagfeCapitalism, which can be considered as a sort
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of ideal-type, however countries belonging to thme cluster can significantly differ as to certain
variables.

In describing the clusters we look at the clustewverage for each indicator (Table A.4.) and
consider a measure of the level of heterogeneityd®n clusters and homogeneity across countries
within clusters. This is based on the share oflib®veen-cluster variability (deviance) of each
indicator on total variability: it measures how rhuaf the total variability depends on differences
among clusters, and so it indicates the charatitayithat mostly discriminate the clusters (Table
A5.).

Cluster 6 is characterized by a deregulated proaacket, since we can observe low values of the
indicators of Product Market Regulation (PMR ) at8tcontrol, Barriers to entrepreneurship, and
Barriers to trade and investments. As to labourketain this cluster countries present low values
of the Employment Protection indicators, little odioation or centralization for wage bargaining,
and low value of trade union density. Interestingihese countries have a sophisticated financial
system, with high stock market capitalization on R;Dhighly dispersed banking systems,
significant presence of foreign banks and a reledamestic credit on GDP. In this cluster social
protection is poor and the welfare system is lemgelbped; social public expenditure on GDP is
quite small in comparison to the other clusterse $hme can be said for unemployment benefit
and the incidence of public expenditure on paskitseur market policies. This group of countries
exhibits high level of gross domestic expenditir&&D on GDP and a high number of researchers
among employees. Finally, one can observe whatdmepio the indicators related to the working of
the fiscal system. In this cluster both the levietaxation on GDP and the value of the tax wedge
are lower than in other clusters (with the exceptd cluster 4). This framework is confirmed by
the structure of revenues by the different souafdaxation: taxes on income, profit etc. accounts
for the 46% of total taxation, while the amountsafcial security contribution on total taxation
accounts only for the 14%.

At the other end of the range of clusters clustewizich includes the Scandinavian countries and
Denmark. This cluster fits in with the social-demadic model of capitalism, characterized by a
highly developed welfare system with the highestiadopublic expenditures and high values of
other welfare indicators (public expenditures oemployment, public expenditure on passive and
active labour market policies). Labour market iareleterized by the highest participation in trade
union and a high value of the indicator of coortioa and centralization of wage bargaining, as
well as a stringent employment regulation, evemaf as strict as cluster 3. This cluster also
presents high values of the level of taxation Tiharfcial system is highly concentrated with a low
presence of foreign bank. Besides, the system sé&teh and Development is quite competitive
because this cluster presents one of highest wdl@oss domestic expenditure in R&D on GDP
and the highest number of researchers on totalecamant.

Cluster 5, composed by Japan, Korea, and Switzkrianclose to the cluster 6 in many domains
and it is the most distant from the social-demacmadel. It is characterized by low level of sdcia
protection, low public social expenditures and a level of taxation on GDP and on labour. The
labour market is more regulated than the marketdasodel with a certain level of employment
protection, especially for temporary employment,d aa high level of coordination and
centralization of wage bargaining but a very lowtiggoation in trade unions. It differentiates most
from the market-based model regarding the produantket regulation, with high levels of State
control and different type of barriers. The finai@ystem is well developed, with high value of all
indicators concerning the stock market and limivasiking concentration, but it differentiates for
the major role of the bank system (the highestcatir of domestic credit provided by banks). It is
also characterized by a R&D system with high investt, provided especially by the private
sector, and a high number of researchers on totplayment.

The other two clusters are somewhere in betwesitwb extremes and are similar in some respect.
Cluster 3 groups the countries that in the Amabéeialysis were associated to the continental
European capitalisms, with some exception (Norialy and Ireland). This cluster is characterised
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by a high level of employment protection (espegiédr temporary employment) coordination and
centralization of wage bargaining and trade uniensity. In addition to that, one can observe a
high level of social protection, especially of emphent-based benefits. The product market is
quite regulated, with higher level of state con@ol barriers to entrepreneurship compared to the
others clusters. The level of taxation is very higbpecially on the labour factor. Hence, in many
aspects this cluster is close to the cluster ofb@&ndinavian countries. The difference lies m th
domain of education and R&D. In fact, both the lesepublic expenditures on education (% of
GDP) and the Gross domestic expenditure in R&D @P@re the lowest among all clusters. The
same can be said as far as the number of resesu@mhéstal employees is concerned.

Cluster 1 is a novelty with respect to the analg$i8mable, due to the presence of some countries
that were not previously available. We recognisgaup of eastern European countries, and other
three countries (Ireland, Portugal and Spain) tirate classified differently in previous analyses.
This cluster is close to cluster 3 with regard @anyaspects. It has a strict employment protection
(less for temporary contracts) and a comparatilaly level of coordination and centralization of
wage bargaining. Participation in trade unionsasso high as in the former cluster. In addition to
that, countries in this cluster have a limited &edf state with a lower level of social protectibart

the previous cluster but higher than the “markeselod cluster. Product markets are strictly
regulated and the financial system is characteriged high concentration of the banking system
and a small and not too much efficient stock markee level of taxation is comparable to cluster 3
but the structure by type of taxation evidencesighdr incidence of “indirect” taxation rather
“direct taxation”. Finally, one can observe bothhyww levels of investments in R&D and in the
number of employees working in R&D activities.

However, the description hides the within-clustetelnogeneity across the countries because we
compare the clusters’ averages. Indeed, we findwhde for some indicators the clusters are well
differentiated and, to some extent, homogeneoudan$or others still remains high heterogeneity
within clusters. This emerge from the data in TahlB: differences between clusters are well
accounted by a small number of indicators, for White between-cluster deviance is greater than
65%. For many indicators the within-cluster devang greater than 50% of the total deviance,
indicating that there is a substantial heteroggneithin clusters.

The time lag between 1995 and 2010 is long enoadgkave room for structural change and for
radical institutional transformations to occur, ahican shift one country from one model (cluster)
to another one. Indeed, the situation at 2010 shavgseater diversification, above all for the
European countries: now we can clearly distingaisiuster of Eastern European countries (cluster
1) and a new cluster (cluster 2) is formed puttiogether some countries that were previously
allocated to two different clusters. This may adieorevealed by looking at the share of between-
cluster deviance, that is higher than 65% for aigrenumber of indicators.

The clusters differentiate mostly on institutiomadicators related to the labour market, the fiscal
and financial system and the system of driverseohimological innovation. Looking at Table A.6,
which shows the cluster mean of each indicatornotece there are large differences in trade union
density, with the highest value for the clustet ihaludes the North European countries (cluster 3)
and the cluster with Austria, Germany, Italy, arelgjum (cluster 4), and the lowest values for the
Asian countries (Japan and Korea - cluster 5) &edHastern European countries (cluster 1). We
observe a quite similar pattern for the degreeoafrdination of bargaining, with the exception of
the cluster of Japan and Korea, which is closethécacluster of North European countries.

There are also large differences in the incidesfckabour taxation and the level of the statutory
minimum wages. Tax wegde is wide especially forstdu 4 (Austria, Germany et al.), and the
North European countries, as well as for Easterroigan countries, while cluster 6 (Australia,
Canada, UK, Switzerland, and USA) and cluster 5 lmager values of tax wedge than the former.
Consistently with the previous pattern, these tlsters have the lowest values of minimum wage
in comparison, for example, to cluster 1 or clu&erhe small value of this indicator for cluster 3
and 4 is due to the fact that in the majority afsh countries there is no minimum wage.
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Taxation also varies greatly between clusters. Rixgg the share of income, profits etc. taxes on
total taxation, for two clusters (cluster 6 andt8jal taxation flows come largely from direct
taxation while there is a better balance betwederdnt sources of State revenues for the other
clusters. The lowest value is observed for clust€dapan and Korea). However, as far as total
revenue on GPD is concerned the lowest share et for the cluster of Anglo-Saxon countries
and the Asian countries, while all the Europeanntdes have larger levels of taxation, in
particular cluster 3 and 4, which also have tlghést values of average tax rate. Very different
welfare systems characterized the clusters: edpedtav values of Gross Replacement Ratio
(GRR) are observed for the cluster of Eastern Eranpcountries and the cluster 5 (Japan and
Korea) while, as expected, the highest benefituloemployment are in the Northern European
countries but also in cluster 2 (composed by aetanf countries: Spain, France, Portugal, Ireland,
and Netherlands). The same pattern is evidenceddt Public Social Expenditures and Total
Public Expenditures on passive labour market padici

There are quite large differences in the level tick Market Capitalization to GDP, with the
highest value in cluster 6 — the Anglo-Saxon caast~ and the lowest value in cluster 4 and in
cluster 1 (Eastern European countries). Finallgeninfluential indicators are the two indicators
related to the technological level of the econosyistem: the Northern European countries (cluster
3) and Japan and Korea (cluster 5) exhibit thedsglevels of investment in both R&D and human
capital, while the Eastern European countries hiagdéowest values for both these indicators.

From this descriptive analysis, one can draw soonelasions.

First of all, we find that the empirical supporttbé diversity of capitalism pointed out in Amaide
largely confirmed. It is worth mentioning thatistnot possible to identify a single European model
of capitalism. The 19 European countries are gptihg five different clusters in both years. In
addition to that, one can say that, with the exolusf the United Kingdom, in 1995 the European
countries were distributed among three differentsters, whereas fifteen years later the same
countries were split into four different clustesspparently, this suggests that no process of
convergence was at work in Europe in that periothoé.

As far as Europe is concerned, the interpretationluster analysis with 2010 data suggests the
existence of the following clusters: (i) a groupgf@fmerly centrally planned economies; (ii) a group
of Scandinavian countries and Denmark; (iii) twastérs of continental countries which, in these
fifteen years of interest, passed through a stdgestitutional restructuring, which, however, did
not imply any dynamics of convergence.

Second, an Anglo-Saxon model can be detected wdweposition seems to be quite steady. Third,
a stable cluster, which includes the two Asian toes, can be observed .

4.3.3 Models of capitalism and inequality. Soméimiaary empirical evidence

In order to understand whether each cluster diffiens the others as far as income distribution is
concerned, one can estimate the following econooetdel:

gini; . = Bo + Piclusterl + B,cluster2 + Pscluster3 + fyclusterd + fsclusterS + €;,

The dependent variable (gin) is a Gini index of income distribution for eacheoof the 24
countries. Cluster(where i= 1,2...5) is a dummy variable indicating ttluster of each country,
based on cluster composition of 2010. ClustertBasbenchmark.

This preliminary econometric analysis shows sonter@sting results. First of all, considering that
the cluster 6 is the benchmark of this straightBmdvmodel, one can observe that all the parameters
are negative and highly significant; from a statatpoint of view this means that the six clusters
are statistically different as far as inequalityincome distribution is concerned. The negativity o
the signs for all the coefficients indicates tha tluster 6 (Australia, Canada, United Kingdom,
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United States and Switzerland) shows the highegtegeof inequality in income distribution. It is
important to remember that the higher is the alisolalue of the coefficient related to the variable
Cluster, the lower is the degree of inequality in inconigtrébution. Therefore, one can state that
the countries belonging to cluster 3 (Denmark,d&nd|, Norway, Sweden) evidence the lowest level
of inequality in income distribution, whereas caieg belonging to Cluster 2 (France, Ireland,
Netherlands, Portugal and Spain) seem to be tilsesipas far as income distribution is concerned,
to the economies of cluster 6. Quite interestingihyg countries with formerly centrally planned
economies (cluster 1, i.e.: Czech Republic, Pol&halak Republic and Hungary) show, at least in
comparative terms, a low degree of income inequalit

Table 3 - Pooled OLS, using 384 observations - inded 24 cross-sectional units - time-series
length = 16 Dependent variable: gini_net

coefficient std. error t-ratio p-value
Const 32,4952 0,311187 104,4 7,30e-281 ***
Cluster 1 -5,15039 0,466780 -11,03 9,96e-025 ***
Cluster 2 -1,86836 0,440085 -4,245 2,75e-05 ***
Cluster 3 -8,61819 0,466780 -18,46 1,03e-054 ***
Cluster 4 -3,97942 0,466780 -8,5625 3,70e-016 ***
Cluster 5 -2,30250 0,582177 -3,955 9,14e-05 ***
Mean dependent var 28,95608 S.D. dependent var ,968814
Sum squared resid 2928,361 S.E. of regression 783341
R-squared 0,514546 Adjusted R-squared 0,508125
F(5, 378) 80,13052 P-value(F) 3,53e-57
Log-likelihood -934,9310 Akaike criterion 1881,862
Schwarz criterion 1905,566 Hannan-Quinn 8911264
Rho 0,959376 DurbiiYatson 0,034028
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Graph 1. The dynamics of income inequalit$y995-2010 (cluster 2010)
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The straightforward econometric analysis can becheat through Graph 1. This graph shows the
dynamics of inequality in the period 1995-2010, egivthe 2010 composition of clusters.

Interestingly, we can observe a remarkable levedtability as far as the relative ranking of each
cluster is concerned. Especially, as to Europeamtces, the classification obtained through the
cluster analysis seems to discriminate effectibly diverging performances of the countries in
terms of income inequality.

5. Issues in search for a new interpretation

Three are the filters we have used for selectimgisBues analysed in this paragraph. First, they
must be related to the process of increasing inggua some regions of the world. Second, MCT
can be helpful in investigating it and therefortemdative solutions are available when choosing
between different models of capitalism. Third, tiegion of “symbolic violence” can contribute to
improve the interpretation of their evolution ircssty.

In the case of the first two filters, we have atlga@one some work which can be of some help for
the present analysis. Even if we should stress the fact that the MCE baen worked out
especially for comparing different models in a giy®int of time and investigating especially the
distinctive characteristics of each model. Whileur view a similar effort should be performed in
studying also how specific models can evolve oiraetand the impact of the evolution of each
model on the sustainability of the others. A jaiesult of the latter effort could be relevant aiso
order to explore the attractiveness of establisiedlels on emerging powers and developing
countries.

Moreover, for two of the issues considered in frasagraph we will make use of the metaphor of
converging margins in the theory of plate tectoniksssuggested in (Antonelli, 2014), the theory of
plate tectonics identifies three types of dynam{eydiverging marginswhich separate the plates
moving away one from another while shaping newheemtist in correspondence to oceanic ridges -
in this case the plate boundaries are defidges (b) converging marginsalong which two plates

> For instance, see Antonelli (2011, 2012, 20134201
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are moving toward each other and their match caigisthe immersion of a plate under the other or
the collision between the two plates - in this ctse plate boundaries are defingcknches (c)
transformsor conservative marginslong which the two plates slide horizontally aviéh respect

to the otherTrenchesare destructive plate margins, whildgesare constructive plate margitts.
Applying this metaphor to the evolution of econospiave can infer that without an early
implementation of ambitious strategies of changehm economy and institutions, the economic
structure can accumulate damaging effects on ttteoss less regulated or dealt with as residuals.

But the most complex task for economists and si@tias like us is to correctly deal with the very
controversial notion of symbolic power or symbaoliolence, which stem from philosophy and
sociology and that, at least at first sight, cdelad to an undue intrusion in different disciplines
which we do not have enough knowledge.

A non arbitrary link between economic and sociatagiconceptions can perhaps be found through
the notion of human capital. Following the suggestof Portes (1998, p. 5): “The closest
equivalent to human capital in Bourdieu’s analysismbodied cultural capital, which is defined as
the habitus of cultural practices, knowledge, amineanors learned through exposure to role
models in the family and other environments” (Boewd 1979). In this case Bourdieu seems to
critically adjust a concept focused years in adedmcthe Chicago economists.

Another relevant thread is offered by one more ceminof Portes (1998, p. 3), according to whom
we owe the first systematic contemporary analy$isogial capital to Bourdieu, who defined the
concept as “... the aggregate of the actual or pialerisources which are linked to possession of a
durable network of more or less institutionalizeelationships of mutual acquaintance or
recognition. (Bourdieu 1985, p. 248; 1980)".

Since for Bourdieu inequality in modern societydige to unequal access to scarce resources, both
in their material and immaterial meaning, all theet different types of capital (“economic”,
cultural and social) distinguished by him are ral#vin interpreting inequality.

Social conflict rest very often on unequal accessesources and inequality. They can be engaged
by a huge array of conflicting actors dependingtloa object of interest. Local and global social
classes can be involved in them as well as diffeggoups at variance with culture, gender,
ethnicity, religion, race, age, sport and furthearacteristics.

Usually our interest is focused on dichotomic axtolike middle class and “underclass”,
incumbents and challengers or dissidents, immigramd autochthons, heterodox and heretic.
European economic literature has paid a lot oh#tie in the last decades to the insiders-outsiders
dichotomy.

Put in this way, social conflicts are managed amidesl not always by means of a rational, cost-
benefit, framework, but in an “opaque and subtlg'wW&ouza, 2011) which can be explained in
terms of symbolic domination. As argued by Bourd{@@79), symbolic domination or symbolic
power is crucial in determining how hierarchiespaiwer are structured and reproduced across
societies. It is understood as the imposition ¢égaries of thought and perception upon dominated
social agents who, once they begin observing aatliaiing the world in terms of those categories,
perceive the existing social order as fair. Thigoptuates the social structure which is favouret! an
serves the interests of the dominant agents. Toresesymbolic power is much more powerful than
physical violence in that it is embedded in theywaiodes of action and structures of cognition of
individuals and legitimates the current social arde

5.1. Labour marketsin the EU and middle class decline
The case of labour markets in EU can be relevaekpiaining how different models of capitalism

*5 Further clarifications can be found in Condie (200
% At the same time, we have to plainly recognizet tie discussions within the GSP research teamukedo
acknowledge the relevance of this notion and obtekground notions of capital in Bourdieu thought.
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interact and how inequality works through middld=urope.

The economic systems in which labour markets opaeraEurope are structurally diverse and this
reflect the variety of regional economic systemsl dahe persistence of different models of
capitalism®’

It is not possible and realistic to achieve, asiaa a reasonable time interval, a unique labour
market in Europe. Even in a more homogeneous utisiital context different labour markets
would continue to operate and this would generetersl interactions among the diverse segments
belonging to different countries. Moreover, thaistural heterogeneity of European regions do not
assist solutions devised mainly to take into actawerage behaviours of representative agents. In
this respect, the adoption of a different approaapable in allowing for the actual differences
among diverse models of capitalism can help. Thisue, also because in the European context it is
long time that more models of capitalism are camirgy themselves in a not much transparent way.
This new approach allows for the recognition of #agious relationships of action and reaction
(feedback effects) which explain the linkages betwéabour markets, markets for goods and
services and markets for production factors, intiomssystems and institutions that discipline, both
at the macro and micro-economic level, the differandels. The diversity in the procedures which
regulate these relationships bring about the war@hong the economic systems which coexist
within Eurozone and EU. Moreover, the way in whiblese subsystems are reciprocally related
shape the different capability to react to theatsi dynamics of under-investment in human capital,
stressed by Reich (1991).

On the other side, the inclusion of diverse labhmarkets in different models of capitalism helps in
diminishing their residual character and strengttieir governance without ignoring their variety.
In addition, it assists in exploring differentiatsgdlutions, some of them transitory and other
permanent, but all conceived in an evolutionaryspective. Furthermore, the possibility to
compare different models of capitalighand let them compete with each other synchroryicait
evolve diachronically do not exclude further comearce processes and new solutions not yet
predictable.

An important institutional feature distinguishingferent models of capitalism can be found in the
contractual condition and lay-off rules which arnstidctive of the case law considered. When
open-ended contracts prevail in labour marketsettee related to totally different production
organizations and financial institutions with resfp® when fixed term contract prevail. Of course
innovations bridging the gap between the two modals occur, but it is evident that the second
setting requires perfect or quasi-perfect equailamd passive flexibility in labour markets.

However, an overload of flexibility in labour matke especially for the young persons, can
discourage both the family, the worker and the fioninvest in general and specific education and
training activities. This, in turn, may discouraig@ovation activities and investmenitsin very
critical circumstances and in the long run pasfimability and labour income uncertainty fostered
by it can even determine human capital destructcmmtradicting in this way the strategy of
escaping the vicious dynamics of under-investmehiuiman capital.

The capability to conceive the different subsystasmsiverse models of capitalism may entail some
advantages. The more so if the perspective of aisaiyncludes both the synchronic and the
diachronic dimensions. The diachronic dimension lbarcrucial both in finding new convergent
paths and in assessing that old paths are not aeysustainable for the future. For instance, on
these grounds we could scrutinize if in our time stc. “Mediterranean model of capitalism” can be
relevant in solving the integration issues whileegarving the original characters of the
Mediterranean regions or, rather, some of theseactexs could be better preserved through a
transition to another model of capitalism whicimiere sustainable.

> For further clarifications, see Antonelli (2014).
%8 For example, through an formal exercise of opethoteof coordination (OMC).
9 With reference to the Italian labour market seg&uelli M., Cannari L., Lotti F. and Magri S. (2012
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To give credit to the idea that the economic stmecbf the European regions is too diversifiedd¢o b
able to hold out at the same time the Euro systednaasingle and exclusive model of capitalism,
and that, at least in certain cases, labour madeetdail in generating a stable equilibrium, means
to live room to a diverse regulation of labour neskable to reduce the overall entropy and
facilitate the identification of more sustainabiermediate trajectories.

This helps in clarifying, once for all, that the ngparison among different regions, when
implementing and evaluating EU policies, is to bade paying attention not mach to the average
values but to the variances of the key variableshis way, comparisons at a regional scale are
privileged and functional aggregations in terms‘rafcro-areas” or “Euro-regions” are eligible.
Moreover, since greater realism in the perceptibaconomic policies at a supra-national level is
allowed, the risk of systemic failure can be dirsi@d and the wiggling competition among models
carried out in the last two decades dismissed

Further advantages of the approach can be derreed its conceptual and analytical rigour. As a
result, the definition of models of capitalism daglp even in better categorizing and measuring
labour markets. Moreover, it can help in screeriimg impact of different types of flexibility on
development perspective of different sectors: figtance in the manufacturing industry recovery. It
could also help in devising how to protect the choof developing production activities from
conflicting interests and appetites of the finahbi#bs that are taking off in EU countries, invegti

in different models of capitalism and exploitingaatull range the advantages of financialization of
the global economy.

The phenomenon otonverging marginsin plate tectonics suggests that, when plates are
converging, their contact can determine the immerf one plate under another one or the
collision between the two plates, that is an eartig®® When we use this analogy in the sphere of
the European integration process these two consegse&an be paralleled to two possible negative
outcomes of this process. In the first case thegqs® can lead to a demise of one of the converging
parties, which is swallowed up by the other. In $keond one it can lead to a breakdown of both
parties and possibly to a systemic failure, arldasdt to a systemic risk. The third possible outeom
the only positive one, is not predicted in plateta@aics, but could be carried out in a politicatian
institutional setting, being aware that the otlwes hegative outcomes are not impossible and under
some circumstances even more likely than the pesine.

In our view, the phenomenon of “employment polai@#@ and consequent middle class decline,
which in Italy has taken the form of “detrimentanwergence™, can be better explained using this
theoretical framework.

As already said, the ability of European regiond aauntries to face and solve in a cooperative
way the problems deriving from their inner struaturmbalances is crucial in motivating the
interest of regions and countries of the globaltBdor the European strategies of integration.
Moreover, the changeover to an explicit compariaod competition among different models of
capitalism does not exclude a potential long teomvergence toward a uniqgue model to the extent
that the diachronic evolution may let emerge actunal prospective net benefits of each model both
within the Eurozone and the EU.

5.2. Flexicurity in European and Italian experience
As we have seen in the introduction, the good silénequality is strongly connected to the
successes of competition and flexibility is onétefinal outcomes.

0 When the stress typology is considered, whichuis © the different actions happening along théeplahree types
of rupture mechanisms can be detected for eartleguadtirect or relaxed faults; reverse or compressaults;

translation faults. All possible combinations oéske faults can occur.

®1 Observing the pattern of change in employmenteshaily wage terciles in the last fifteen years, éh@loyment
growth in Italy concentrates only on the job oppnoities in high-wage and probably high-skill jodsb opportunities
both in low-wage and probably low-skill jobs and tmaditional middle-wage and probably middle-skdbs have
decreased (Autor and Katz, 2010).
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When we come to interpret the term competition,clvhis a kind of interaction between human
beings crucial for economic growth and developnasnivell as for economic success, again we can
argue that its patterns and intensity are shapeithdynstitutional characteristics prevailing ireth
different models of capitalism in which they live.

John Kenneth Galbraith (1969, p. 96) maintained thawhat he named the “conventional
wisdom”: “The desire for economic security was locgnsidered the great enemy of increased
product. This attitude was firmly grounded in trediéf that the insecurity of the competitive model

was essential for efficiency. ..... Plainly, howewvide notion that economic insecurity is essential
for efficiency and economic advance was a majorcatesilation - perhaps the greatest in the
history of economic ideas. ... In fact the yearsnaofeasing concern for economic security have

been ones of unparalleled advance in productivity.”

Galbraith, in criticizing the conventional wisdomas taking advantage of the establishment of the
high-volume manufacturing in the US and its capigbib create “millions of jobs that swelled the
ranks of American middle class” (Reich, 1991, p).48owadays the limited and polarized
capability to increase the volume of jobs by thereenies of developed countries drive us to
consider an utopia the Galbraith’s assessmenintiteh between insecurity and competition seems
to have recovered a never-ending vigour.

However, insecurity fosters inequality and thisdaaff seems to be evident in the historical
experience of several developing countries (Adelr2800; Thirwall, 2012).

On the one side, we need competition in order kheze a good economic performance but, on the
other, we became aware that inequality, as a bgymtoof competition, can be unsustainable above
certain thresholds and economic policies and ap@tepinstitutions are essential in order to attain
inclusive growth.

Since, however, social dumping and “competitionrfrbelow” dominate the economic scene, we
have to confront ourselves with the “dark sidetompetition and not to appease ourselves with the
fundamental theorems of welfare economics. And wherurn to the term social dumping, first we
focus on a term “dumping” that has been carefullpsen to blame unfair practices of foreign
traders. “It was said that foreigners were “dumpittgeir wares in the United States — a term
conjuring up images of huge piles of substandamksgmer durables and cheap novelty items
littering American beaches.” (Reich, 1991, p. 71)

Then, considering the attribute “social’, we realithat it refers to many practices used by
employers to hire cheaper labour, through both amgworkers and off-shoring, but, in absence of
recognized “global legal standards” the preciseimgabf this unfairness is rarely stated with some
specificity.

Consequently, governments have been tempted to entsocial policy regime competition”
through which they would lessen their labour andaastandards in order to reduce labour costs on
enterprises and to attract business activity witthieir jurisdiction. (Crouch, 2009) An unsaid
threshold of the social dumping which is considesastainable is implied in this approach. In this
way “competition from below” is allowed by the “ceentional wisdom”.

Furthermore, what can be said about the raw pramudcactor called “labour” applies also to the
“broader production factor” that we could call “hamresources” or “human capitaf’At the same
time, what is true for human resources is true sthe other “broad production factors”: that is,
environmental and natural resources, on the oree sidovation, technological change and physical
capital, on the other. Social dumping occurs wéterrence to all broad production factors and often
can take advantage from exploiting linkages an@gyas between them.

If this reconstruction of the relationship betweaaequality, competition and social dumping is
suitable, “legal global standards” should be defia¢ a world level in order to balance the mix
between these components in a sustainable wayottr developed and developing countries. In
this way they would become a prerequisite of soatde development. Under the aegis of the

%2 Including its education and qualification proce®ugh work based experience and learning.
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“decent work agenda” ILO has implemented severalg@mmes at the global, regional and
national level$? Particular attention has been paid to equal reratioa, the elimination of racial
discrimination and better enforcement of legiskatio general.

Since this is well known from many years, togethih the severe risks faced by many countries in
the case of an overload of flexibility in labour mikets compromising human capital creation, we
could wonder why the EU suggests as a best prattc#lexicurity model” which has been tested
only in a small, wealthy, non Euro zone and, insthéspect, unrepresentative country like
Denmark? And why “outsiders”, at least in courdrlke Italy, seem to accept a reform of the
labour markets which tends to equalize their comalitvith that of “insiders” in a general frame of
reduced job security and tenure cutback?

As far as the Italian situation is concerned, w& caaintain with ISFOL (2013) that the
deregulation of labour markets policies, implemdrftem the beginning of the ‘90s, did not led to
improve neither productivity, nor job creation,wages. Liberalization and disproportionate use of
short term contracts and other forms of temporasyk& aimed at implementing more flexibility in
labour markets initially rather rigid. But, whileeducing the legal protection of some worker
categories, they were not able to enhance, onuiiel\yg side neither sales volumes of the firms nor
job creation, on the contrary they even contributedaise the cost of labour per product unit. At
the same time, they have increased inequality,cetithe demand for consumption and worsened
the crisis from the demand side.

A candidate explanation is that during the longgehaf decline in economic conditions, preceding
the global crisis, the misconduct of public andvate sectors coupled with twisted mass
communication, led many young outsiders to actileptview that they have been deprived by old
insiders, understood as employees with tetfuamd impersonal mechanisms based on competition,
meritocracy and flexibility are more fair.

5.3. Migration between the two shores of the Mediterranean Sea

The economic prospects of the Euro-Mediterraneam@@s (EMCs) are uncertain, not only due
to the long-lasting effects of the global crisiscial turbulence, political unrest and war, bubals
because of the impact of long term structural ckang the international division of labour and the
shortage of political and institutional tools pmeamged by EU and the international community at
large.

The sequence of events taking place from 2011arStbuthern shore of the Mediterranean sea asks
Europeans to reconsider the integration proceksmganto account the new challenges and the
deep interactions between the Northern and theh8aoutshores as well as to implement new
priorities and regional economic unions.

We may even say that, after all, at least somé@imany determinants of the “Arab spring” were
not unpredictable. For sure, what has been cdiledfever under the skin” of the Arab world heads
to a brand new stage of development.

As it has been the case with the transformatiothefEastern-Central Europe Countries (ECECSs)
after the fall of the Berlin wall, the puzzle oktpresent crisis reflects many of the factors gcin

a global scale: the impact of long term fragmeatatn trade and production; the emergence of new
economic powers; the changing composition of theufaiion and of the working force.

In fact, if we take into account the proper timg,l&ve may note clear similarities between the
ongoing transition of the ECEC and the potentiahsformation of the Arab League Countries
(ALCs).

8 Nondiscrimination has been included as a pridritthe Decent Work Country Programmes of 36 coastr{ILO,
2011)
% possibly organized in unions.
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For instance, the number of countries in each gisuwmilar (27 countries and 22 respectively);
the two groups of countries are similar in the sizprojected population in 2030 (384.7 and 412.8
million), even if the latter exhibit a higher spesfdgrowth and the median age is much lower.

Of course strong differences are also presentewh@ EU first comers countries are all included in
the group with a very high HDI, the ECEC are conticdrd in the group with high HDI and the
ALC are mostly distributed between the high HDIlgpcand the low HDI group. But this can be
also consistent with the assimilation of the préseents to a new transition process.

However, the key question is: how a new transitign likely to take place if EU, in
competition/cooperation with the US, will not intesough in it?

Structural and behavioural changes are now takingcaelerated speed, following a long run trend
pre-existent to the global crisis: scale effectsigny spheres of economic life (e.g., availabitity
broad production factors, production and tradejediification in the models of capitalism; variety
in economic leadership (e.g., China, with its 38,8@rkers in Libya evacuated in quick time, but
also Brazil as observer state in the Arab Leaguoe,vary influent in the Mediterranean area);
supply of new financial sources (e.g., sovereigrdfufrom Saudi Arabia and Libya).

In labour markets deep changes are taking pla@eroulti layers basis: (i) in the composition of the
labour force by age groups and generations; (ithecomposition of the labour force by gender;
(ii) in the composition of the labour force byusdtional qualifications; (iv) in the compositioh o
the labour force by geographical origin; (v) thedleof inequality is high and increasing.

Higher education graduates do not seem to repremgymore the main tool for shifting the
production frontier. They are becoming, togethethwipper higher education diploma holders, the
majority of the working force in the more advanaaintries, and in the developing countries as
well. The economic, but also the social and pdalitiole of education is changing over time.

This brings about several key research questioms. [Abour market adjustments to be still
conceived as the residual to the economic intemgrgirocesses? Which role is played by mismatch,
over-education, under-utilization of qualified mamgr? Do we experience complementarities or
substitution between the workforce of the two sk®@réo what extent labour markets governance
can be one of the main determinants in regionabmation processes?

The capability of European regions and countriedat® and solve in a cooperative way the
problems deriving from their inner structural imdnrates should be coupled with the capacity to
solve internal problems with an outward orientegrapch.

With reference to labour markets and social corereerg, three are the main implications. First,
complementarities in demographic growth and labdorce participation with the South
Mediterranean regions and other regions of theajl8buth should be explored, especially as far as
future professional needs are concerned, in omdemake the most of positive externalities.
Second, educational and training initiatives atwhgous stages of the life cy&eshould be started
on both sides of the Mediterranean shores in dadenprove design and regulation of international
flows of migration. The participation of businegganizations would be a key component of these
initiatives aiming at bridging the gap between the shores. Third, regional cooperation plans
concerned with the implementation of a new geogyaghobs could be tested. Regional networks,
involving not only neighbouring partners, coulddreggaged both in an offshore and inland creation
of new job opportunities in the relevant sectors.

Of course many constraints limit the European caipalo face this big issue. But why, instead of
engaging thoroughly in it, the main matter of hapsftitical debate has become the Mare Nostrum
operations in the Mediterranean sea? And why thkal Igovernors of the continental regions of
Europe, while neglecting international rights anehéfits incoming with the migrants human
capital, argue about the suspension of the Schemgesty, aiming at excluding, rejecting and

% Higher education can play a crucial role in thetsategies both in the education of the forthconfirgl teachers and
in the development of a qualified manpower.
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expelling migrant workers? Social tensions and éirt) attitudes towards migrants lead to
widespread discrimination and populist policiesstaklvantage of this fostering greater xenophobia
and discrimination directed towards migrants.

Also in this case a candidate explanation can blegps found in the day by day game of symbolic
dominance played by immigrants and lower-middlesglautochthones in which the former
frequently interiorize the interests of the dominagent<®

5.4. Does it exists a leading model for Emerging Countries?

Accepting variety in the way capitalism institutadly organize its functioning in different regions
of the world does not amount to admit that no commsioucture lies beneath all capitalist societies.
Financial capital and also cultural capital andiaocapital tend to preserve common fundamentals
in each model.

Not even it can imply the acknowledgment that eacidel, once born, can be sustainable and able
to persist for ever. We have seen that within gackel an evolution can take place over time and
this evolution can be influenced by the interaddibetween the different models of capitalism.
However, the joint action of the synchronic andctianic dimensions makes the analysis very
complex for reaching clear cut results at thisetadgtuition can be of some help, but is also sttbje
to multiple mistakes. Therefore, for the time bemugeasy answer can be reached.

In any case, the competition between the differeatiels can be expected quite strong due to the
frictions caused by the combination of common fundatals with diversity in interrelated sub-
systems. Moreover, the competition is fostered Hey ¢onviction that a zero sum game is being
played.

If we apply to the interaction between developedntoes and emerging powers the metaphor of
converging margins in the theory of plate tector{lgatonelli, 2014), we can reach, at least in
principle, similar results compared to those we re@th when applying it to the EU scaffold.

Starting from highly differentiated economic comatits, the Emerging Powers are confronted with
a triple corners’ choice. On the first corner, eank of them could be driven to imitate the model o
capitalism prevailing in the developed countrieshvwwhich they are connected in terms of trade
and economic interdependences. On the second acle,ome of them could be pushed to adapt to
the model of capitalism which is perceived as nei@r¢heir starting conditions, in order to simplif
the traverse path and maintain more autonomy. h@rhird corner, each one of them should take
carefully in consideration the reciprocal interdegencies with the other Emerging Powers, and,
more generally, with the global South.

Therefore, if, on the one hand, more degrees efifym in adapting their economic policies to their
strategies are available to Emerging Powers cordpaiin EU, on the other, they can suffer more
heavy constraints in terms of global interdependdredbacks.

Apart the always possible occurrence of divergimgtransforms/conservative margins, which
sounds as rather optimistic in the midst of a dlaesis, we can easily predict that the case of
converging margins will prevail.

In this case, it is also easy to foresee that thstmlamaging effects will accrue, even for Emerging
Powers, to the sections of their economic strudiess regulated, or dealt with as residuals, in the
adopted strategies. In particular no monetary zzare be designed without coherent strategies of
convergence in labour markets.

Moreover, positive-sum game outcomes, which arepredicted in plate tectonics, could be carried

% In many countries migrant workers make up 8 tg&0cent of the labour force, and in certain regjitve figure is
significantly higher. They face widespread pervasiiscrimination in access to employment, and mamgounter
discrimination when employed. Migrant workers hédeen particularly affected by the economic crigigh reduced
employment or migration opportunities and increagedophobia, a deterioration in working conditicensd even
violence. Unfair working conditions are faced bygnaints in both developed and developing count(le®, 2011, p.
Xii)
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out in the political and institutional setting, kihiey require prudent and proactive foresight, long
term planning and competent governance.

6. Conclusion

From this articulated paper it is quite complicatedraw some synthetic conclusions, as it isdtill
possible paths of development for future researoth brom a theoretical and an empirical
perspective. Therefore, one has to limit to draly éew conclusions in order to focus the attention
on some highly relevant and selected problems,idensg that this does not exhaust the possible
issues which can be taken into account. In ouriopione can work out two distinct levels of
discussion as a conclusive stage of this paperethagdological level, based on the methodologies
adopted and the theories introduced and furthemeldam empirical level, based on the non-trivial
results obtained in the quantitative analysis.

From a methodological point of view this paper hlamphasized how institutions affect the
definition of the notion of model of capitalism. ©@burse, the analysis of the role of institutions o
the functioning of markets for goods, capital aed/ees and on the economic system as a whole is
not new at allNowadays, whatever approach she/he decides to,atmgiconomist would dream
of denying the pivotal role played by institutiofte the determination of the performances of
markets.But in the analysis developed in this contributinstitutions play a role which is quite at
odds with other approaches for which institutions a cornerstone. First of all, in our approach,
institutions define the model of capitaligteelf regardless of any interpretative economic model.
This, of course, does not mean that micro and rracomomic models are irrelevant if one wants to
understand and analyze the dynamics and the ititamamf economic variable8ut the complex
and interrelated fabric of institutions which edigtb among themselves a complex cobweb of
complementary relationships (positive or negatm@yide the background on which the economic
variables interact and affect each other. In tpjgr@ach institutions are not only a constraint fos t
dynamics of economic variables or on their pathguaintitative adjustments. Institutions contribute
to define the economic variables themselves irs#nse that without institutions we would not be
able to observe, for example, the interactions betwdemand and supply on a market for goods
and services. Hence, in this sense, institutions lma considered as resources at disposal of
economic actors and not simply as constraints & kéhaviour of maximising individuals. In
addition to that, institutions and the way thesele explain the role of time and path dependence
in the determination of economic variables; theeleaf a variable X at time t depends also on the
level of a variable at time t-1 and affects what wgcur to the variable at time t+1. History madte
This way to conceive institutions is consistentimiRehbein and Souza’s (2014, p. 20) approach,
when, in their paper affirm: “Social structures,ltotes and practices are subject to constant
transformations and sometimes even revolutions. Metitutions appear, old ones are done away
with, new discourses emerge, economic crises eyupil is discovered. These transformations
have an impact on the configurations of inequaktywever, these do not appear out of the blue but
literally are transformations of earlier configuosis. Structures of inequality are relatively
persistent. Aristocracy or working class, the vatdea PhD or the reputation of doctors do not
disappear overnight. The structures, on which tweybased, change even slowlier, but they do
change. Through social revolutions new culturamieavorks for inequality emerge. We refer to
these frameworks as sociocultures. As sociocultpegsist, so do forms of action or institutions
that appear outdated. Monarchic rituals, bar aasiooss, village structures or sociolects would be
examples for this”. This approach is very closeotw approach where the institutions and their
relationships define the model of capitalism whighturn, affect the level and the dynamics of
income inequality.

In this paper there is second methodological pemth is worth mentioning and can be considered
as another point of contact with Rehbein and Ssuapproach. As a matter of fact, despite we
focus our attention on inequality in income digttibn, we have claimed the relevance of
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inequality as a multi-dimensional phenomenon. Surrmmg briefly what we said in the initial part

of this contribution, we can say that we do notaawe inequality as unequal distribution of
material resources, but also, at least, as unemealss to educational opportunities and/or to lhealt
services. This is very strictly related to the iddaocial “milieux” developed by Vester and, later
adopted by Rehbein and Souza as the educationattapfies and the access to health services can
be considered as a constituent element of thelsodiaux.

Turning to the results obtained in the empiricahlgsis of inequality, the analysis allows to draw
some preliminary conclusions about the alleged gge®f convergence in progress in both the EU
and at a world level, as a consequence of the psoo€ globalisation. As to the first point the
empirical evidence outlined in this work shows ttiegire is not a European model of capitalism and
apparently European countries are not convergihgs iE quite surprising because in the interval
between 1995-2010 the introduction of Euro pustmudatds the convergence of fiscal policies.
Apparently, this did not promote a process of cogeece, as the discussion about labour markets
in the EU and middle class decline has demonstrateel EU policies did not manage to merge the
different economies into a single model of capstali As to the effects of the process of
globalisation, the empirical analysis developethis paper has said nothing. Therefore, it seems to
be extremely important to extend the analysis lmu$ong on emerging countries. One of the big
guestions is to understand if these countries @ngarging towards an existing model or if they are
creating a new one. Does globalisation foster trevergence towards a single model, or does the
path-dependency effect prevail with the creatione& and, at the moment, unpredictable models?
An answer could be experimented only when we vellable to other explore other dimensions of
inequality in terms of effects, while we alreadywéaeen able to take into account of different
dimensions in terms of determinants and basic cheniatics, finding proper statistical indicators
and proper data-bases.
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APPENDIX

Cluster Analysis

The Cluster Analysis (CA) is an exploratory datalgsis tool for organizing observed data (e.g.
people, things, events, brands, companies) intanmegtul taxonomies, groups, or clusters, based
on combinations of certain variables that descuipés’ characteristics, which maximizes the
similarity of cases within each cluster while makimg the dissimilarity between groups that are
initially unknown. In this sense, CA creates newugings without any notion of what clusters may
arise. CA provides no explanation as to why thatels exist nor is any interpretation made. Each
cluster thus describes, in terms of the data delteche class to which its members belong. Itams i
each cluster are similar in some ways to each athérdissimilar to those in other clusters.

There are two basic approaches for generatingrarblgcal clustering: i) agglomerative (are by far
the most common techniques): start with two poastsndividual clusters and, at each step, merge
the closest pair of clusters. This require definengiotion of cluster similarity or distance; ii)
divisive: start with one all-inclusive cluster arat,each step, split a cluster until only a sirgiet
clusters of individual points remain; in this cage need to decide which cluster to split at eaep st
and how to do the splitting.

Many agglomerative hierarchical clustering techegare variation on a single approach: starting
with individual point as clusters, successively geethe two closest clusters until one cluster
remains. The merge of two clusters at each std@ased on a measure of similarity or distance
between the two cluster to be merged. The defmitibcluster similarity differentiates the various
agglomerative hierarchical techniques (for moraitiste, for example, Everitt et al. 2001).

In this application we use the WARD’s Minimum Varee Method, that assumes that a cluster is
represented by its centroid and measures the destagtween two cluster in terms of the increase in
the within-clusters Sum of Squares (SSE) that teswdrging the two clusters. This methods
attempts to minimize the sum of the squared digtso€ points from their cluster centroids.

If we indicate asx the vector of the observed variables, in the Véandinimum-variance method
the distance between two clusters K and L is ddfime

X =%, 01
DKL - 1 1
PR A

where||x, — %, ||?> is the square of the Euclidian distance betweencéintroids of the clusters K
and L (the centroid is the mean vector in the grimull the variables), anlly, andN; are the the
number of observations in the clusters K and L.

The distance between the two clusters is the ANGUA of squares (between-cluster sum of
squares) between the two clusters added up ovénealariables. At each generation, the within-
cluster sum of squares is minimized over all gartg obtainable by merging two clusters from the
previous generation. The total sum of squares aseseto interpret when they are divided by the
total sum of squares to give proportions of vargankt each step of the procedure, the square
multiple correlation (R-square) is the proportidriatal variance accounted for by the clusters. The
semi-partial R-square represents the decrease iprportion of variance accounted for by joining
two clusters.

When carrying out a hierarchical cluster analyHig process can be represented on a diagram
known as a dendrogram. This diagram illustratekviciusters have been joined at each stage of
the analysis and the distance between clustetgdtrhe of joining (this is usually the semi-pdrtia
R-square). If there is a large jump in the distabpet®veen clusters from one stage to another then
this suggests that at one stage clusters thaekatvely close together were joined whereas, at th
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following stage, the clusters that were joined weskatively far apart. This implies that the
optimum number of clusters may be the number ptggsnbefore that large jump in distance. This
is easier to understand by actually looking atdbedrogram, like the one reported in Figure 1 and
2. The choice of the number of cluster to consaar be done visually looking at the dendrogram.
A more formal rule for the choice of the numberchfsters is those based on the pseudo F statistic
calculated at each step of the procedure. The psEustatistic is the ratio of between-cluster to
within-cluster sum of squares, divided respectiv@yythe numbers g—1 and N-g, where g is the
number of clusters. A relatively large value (conggiato the preceding and the following values in
the series) indicates a stopping point.

TABLES

Table A.1: Definition of institutional indicators

Indicator

Description and source

Public expenditures on Active
measures on Labour Market

Public expenditure on Passive
Labour Market Policies
(% GDP)

Public unemployment
expenditure (% GDP)

Total public social expenditure
(% GDP)

Public expenditure on education
(% on government expenditure)

Wage coordination

Trade union density

Minimum wage/Median earning

Average Tax wadge (%)

Public expenditures as a percentage of GDP on é¢tabour market
policies (Active measures (20-70): Training - Eayphent incentives -
Sheltered and supported employment and rehalolitatDirect job
creation- Start-up incentives): OECD Dataset: Rutskpenditure and
participant stocks on LMP; 1985-2011

Public expenditures as a percentage of GDP on\Ralsabour market
policies (Out-of-work income maintenance and suppgarly
retirement): OECD Dataset: Public expenditure aadigipant stocks
on LMP; 1985-2011

Public unemployment expenditure % GDP: OECD Dat&&etial
Expenditure - Aggregated data; 1995-2013

Total public social expenditure % GDP: OECD DataSertial
Expenditure - Aggregated data; 1995-2013

Public expenditure on education % on governmeneedipures: UN;
1970-2012 (selected years and countries)

Wage setting coordination indicatVCoord of Visser (2009 ICTWSS
data base). It is a five-point classification ofggesetting coordination
scores, ranging from one (no coordination or fragiee bargaining) to
five (economy-wide bargaining); 1985-2012.

Union density rate definedhaspercentage of employees who are
members of a trade union (OECD Employment Databa98p-?7?

The ratio of minimumrA@dian earnings. Minimum wages are
measured relative to the median value of basidmgsr{excluding
overtime and bonus payments) of full-time employ€#sCD
Employment Database, 2000-2011.

Average Tax wadge (%) fangls person at 100 % of average
earnings, no child; OECD: Taxing wages (comparatides); 2000-
2012
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Continue Table A.1

Indicator

Description and source

Gross replacement ratio

Share of temporary employment
Employment protection
Temporary employment

protection

Product market Protection - State
Control

Product market Protection -
Barrier to entrepreneurship

Product market Protection -
Barrier to trade and investments

Domestic credit provided by
banking sector (% of GDP)

Domestic credit to private sector
(% of GDP)

Bank concentration (%)
Percentage of foreign banks
among total banks (%)

Stock market capitalization to
GDP (%)

Stock market total value traded to
GDP (%)

Gross replacement ratims€aeplacement rates are calculated as
gross unemployment benefit levels divided by presigross earnings
(average worker as reference); source OECD: Berafitl \Wages
database, 1995-2000 (yearly); 2001-2011 (everyy®eans)

Share of temporapl@ment; OECD LFS dataset: “Employment by
Permanency”; 1995-2012

Employment protection indicgtegular contracts): OECD
Employment Database; 1985-2013

Employment protection indicator (temporary contsgcOECD
Employment Database; 1985-2013

Product Market Regulation index: State control; GDEPMR indicators
database, 1998-2003-2008

Product Market Regulation index: Barrier to entegygurship; OECD
PMR indicators database, 1998-2003-2008

Product Market Regulation index: Barriers to trade investments;
OECD PMR indicators database, 1998-2003-2008

Domestic credit provided by banking sector (% off3Oncludes all
credit to various sectors on a gross basis, wihettception of credit to
the central government. The banking sector includesetary
authorities and deposit money banks, as well asr dithnking
institutions. World Bank, JOBS database; 1995-2011

Domestic credit to private sector (% of GDP): fiomhresources
provided to the private sector, such as throughdppurchases of non-
equity securities, and trade credits and otherwatsaeceivable, that
establish a claim for repayment: World Bank, JOB&Hase; 1995-
2011

Bank concentration (%):Wdkhk, Global financial indicators
database; 1995-2011

Percentage of foreign banks among total banks (%)d\Bank, Global
financial indicators database; 1995-2011

Stock market capitalization to GDP (%):Total vabiall listed shares
in a stock market as a percentage of GDP; WorldkB@itobal financial
indicators database; 1995-2011

Stock market total value traded to GDP (%): Stdckded refers to the
total value of shares traded during the periods Tdicator
complements the market capitalization ratio by shgwhether market
size is matched by trading. World Bank, Global fiicial indicators
database; 1995-2011
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Continue Table A.1

Indicator

Description and source

Stock market turnover ratio
(value traded/capitalization) (%)

Average income tax rate (%)

Net personal marginal tax rate:
Principal earner (%)

Marginal tax wedge: Principal
earner (%)

Total tax revenue on GDP
Taxes on income, profits and
capital gains (% total tax)

Social security contributions (%
total tax)

Taxes on goods and services (%
total tax)

Gross domestic expenditure on
R&D (% of GDP)

Total researchers per thousand
total employment

Percentage of GERD financed by
government

Percentage of GERD financed by
private sector

Stock market turnover ratio (value traded/capitdlan) (%): total value
of shares traded during the period divided by therage market
capitalization for the period. Average market calpgtition is calculated
as the average of the end-of-period values foctineent period and the
previous period: World Bank, Global financial indfors database;
1995-2011

Average income tax (Etgincome taxes paid by workers divided the
earning of the Average Worker for a single persohi08% of average
earnings, no child; OECD Taxing wages dataset; Z0IP.

Net personal marginal tax rate: Principal earney, @&CD Taxing
wages dataset; 2000-2012

Marginal tax wedge: Principal earner (%); OECD Thaxivages dataset;
2000-2012

Total tax revenue on GDIPCD Revenue statistics — Comparatives
Series dataset; 1995-2012

Taxes on income, profits and capital gains (% tag); OECD
Revenue statistics — Comparatives Series date3@5-2012

Social security contributions (% total tax); OECBMRnue statistics —
Comparatives Series dataset; 1995-2012

Taxes on goods and services (% total tax); OECDeRew statistics —
Comparatives Series dataset; 1995-2012

GERD (Gross Domestic Expenditure on R&D) as a paege of GDP:
OECD Main Science and technology indicators Dafd$35-2011

Total researchers per thousand total employmeBC@Main Science
and technology indicators Dataset; 1995-2011

Percentage of GERD financed by government: OECIDnNs&ience and
technology indicators Dataset; 1995-2011

Percentage of GERD financed by private sector: OB&Ih Science
and technology indicators Dataset; 1995-2011
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Table A.2. Cluster history, 1995

Number Clusters joined Freq Semipartial R-square Pseudo F Pseudo

of R-square statistic t-square
clusters

23 Australia Canada 2 0.0073 0.993 6.2

22 Finland Sweden 2 0.01 0.983 5.4

21 Austria Germany 2 0.0106 0.972 5.2

20 Czech Republic Slovakia 2 0.0107 0.961 5.2 .
19 CL23 United Kingdom 3 0.0164 0.945 4.8 2.2
18 CL21 Italy 3 0.0166 0.928 4.6 1.6
17 CL18 France 4 0.0189 0.91 4.4 1.4
16 CL22 Norway 3 0.0217 0.888 4.2 2.2
15 CL19 United States 4 0.024 0.864 4.1 2
14 Denmark CL16 4 0.026 0.838 4 1.6
13 Portugal Spain 2 0.0269 0.811 3.9

12 Belgium Netherlands 2 0.0271 0.784 4 .
11 CL20 Poland 3 0.0301 0.754 4 2.8
10 Japan Switzerland 2 0.0307 0.723 4.1 .
9 CL17 CL12 6 0.033 0.69 4.2 1.8
8 Hungary Ireland 2 0.037 0.653 4.3 .
7 CL11 CL13 5 0.0454 0.608 4.4 2
6 CL7 CL8 7 0.0512 0.556 4.5 1.7
5 CL10 Korea 3 0.0519 0.504 4.8 1.7
4 CL9 CL14 10 0.079 0.425 4.9 3.9
3 CL15 CL5 7 0.079 0.346 5.6 3
2 cL4 CL6 17 0.1229 0.224 6.3 4.1
1 CL3 CL2 24 0.2235 0 6.3
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Table A.3. Cluster history, 2010

Number Clusters Joined Freq Semipartial R-square  Pseudo F Pseudo
of cluster R-square Statistic t-squared
23 Austria Germany 2 0.0072 0.993 6.2
22 Canada United Kingdom 2 0.0078 0.985 6.2
21 Czech Republic Slovakia 2 0.0089 0.976 6.1
20 Netherlands Portugal 2 0.0122 0.964 5.6
19 Australia CL22 3 0.0127 0.951 5.4 1.6
18 Finland Sweden 2 0.0134 0.938 5.3
17 CL23 Italy 3 0.0163 0.921 5.1 2.3
16 CL20 Spain 3 0.019 0.902 4.9 1.6
15 CL21 Hungary 3 0.0228 0.879 4.7 2.6
14 France CL16 4 0.0238 0.856 4.6 15
13 CL18 Norway 3 0.0239 0.832 4.5 1.8
12 Denmark CL13 4 0.027 0.805 4.5 14
11 CL19 United States 4 0.0278 0.777 4.5 2.7
10 CL11 Switzerland 5 0.0316 0.745 4.6 2
9 Japan Korea 2 0.0357 0.71 4.6
8 CL15 Poland 4 0.0365 0.673 4.7 23
7 CL14 Ireland 5 0.0375 0.636 4.9 2.1
6 CL17 Belgium 4 0.0423 0.593 5.3 3.6
5 CL10 CL9 7 0.0533 0.54 5.6 2.3
4 CL6 CL12 8 0.0591 0.481 6.2 2.7
3 CL4 CL7 13 0.0902 0.391 6.7 35
2 CL3 CL8 17 0.1755 0.215 6 6
1 CL5 CL2 24 0.2153 0 6
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Table A.4 Cluster Averages for each indicator, 1995

CLUSTER
1 2 3 4 5
Public expenditure on Active Labour Market Policie% on GDP) 0.44 1.49 0.72 0.26 0.27
Average income tax rate (%) 12.54 27.29 18.31 6.66 20.18
Bank concentration (%) 64.38 87.68 61.92 54.05 42.76
Domestic credit provided by banking sector (% off3D 69.25 71.88 116.73 169.07 121.60
Product market Protection - Barrier to entreprertgéprs 2.27 2.04 2.44 2.74 1.59
Product market Protection - Barrier to trade aneé&tments 1.59 0.57 0.54 1.36 0.45
Domestic credit to private sector (% of GDP) 49.78 61.48 83.49 138.08 102.61
Public expenditure on education (% on governmepéepditure) 12.42 13.13 8.93 14.25 12.89
Employment protection 2.78 2.44 2.87 2.18 1.48
Temporary employment protection 1.45 1.88 3.14 1.98 0.41
Percentage of foreign banks among total banks (%) 0.004 4.25 17.67 8.67 33.50
Percentage of GERD financed by private sector 49.10 57.33 52.67 75.99 55.52
Taxes on goods and services (% total tax) 36.63 2732. 27.40 25.99 26.91
Gross replacement ratio 19.36 41.68 34.43 16.48 18.97
Net personal marginal tax rate: Principal earner (% 39.13 50.25 48.18 19.85 36.38
Marginal tax wedge: Principal earner (%) 52.04 B7.2 59.96 26.20 41.93
Minimum wage/Median earning 0.35 0.00 0.27 0.18 0.35
Public expenditure on Passive Labour Market Pdi¢i# on 1.28 2.88 1.99 0.53 0.91
'(I§0Et)eF1)I)public social expenditure (% GDP) 19.49 28.75 25.37 11.61 17.63
Public unemployment expenditure (% GDP) 1.39 2.93 851 0.54 0.93
Product market Protection - State Control 3.42 2.80 3.8 2.94 1.83
Share of temporary employment 12.35 14.50 8.69 15.83 6.99
Social security contributions (% total tax) 31.68 1. 37.36 24.28 14.18
Gross domestic expenditure on R&D (% of GDP) 0.82 .262 1.77 2.59 1.92
Total researchers per thousand total employment 7 3.3 7.49 5.33 6.82 6.77
Percentage of GERD financed by government 44,98 236.7 40.83 22.94 37.47
Stock market capitalization to GDP (%) 16.85 39.79 33.77 76.00 80.04
Stock market total value traded to GDP (%) 5.42 369. 20.16 53.15 39.71
Stock market turnover ratio (value traded/capitalon) (%) 41.47 50.23 63.90 69.68 54.55
Total tax revenue on GDP 35.36 45.70 41.06 24.45 31.40
Trade union density 36.53 74.47 32.63 19.72 28.29
Taxes on income, profits and capital gains (% tiate) 28.10 43.07 28.76 37.31 46.19
Average Tax wedge (%) 40.30 45.15 49.13 21.17 31.78
Wage coordination 2.43 3.50 3.67 4.00 1.25
Countries Czech R. Finland Austria Japan Australia
Slovakia Sweden Germany Switzter. Canada
Portugal Norway Italy Korea UK
Spain  Denmark France USA
Poland Belgium
Hungary Netherl.
Ireland
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Table A.5: Between and within-cluster deviance, 199

Indicator

Total tax revenue on GDP
Average Tax wedge (%)

Total public social expenditure (% GDP)
Gross domestic expenditure on R&D (% of GDP)
Marginal tax wedge: Principal earner (%)

Trade union density

Public expenditure on Active Labour Market Polic{é® on GDP)
Total researchers per thousand total employment

Employment protection
Wage coordination
Average income tax rate (%)

Product market Protection - State Control

Stock market capitalization to GDP (%)

Stock market total value traded to GDP (%)

Taxes on income, profits and capital gains (% tizte)
Net personal marginal tax rate: Principal earnéer (%
Social security contributions (% total tax)

Domestic credit to private sector (% of GDP)

Bank concentration (%)

Public expenditure on Passive Labour Market Pdi¢i& on GDP)

Gross replacement ratio
Temporary employment protection

Domestic credit provided by banking sector (% off3D

Product market Protection - Barrier to entrepresieipr

Public unemployment expenditure (% GDP)

Percentage of foreign banks among total banks (%)

Public expenditure on education (% on governmepegditure)
Percentage of GERD financed by private sector

Taxes on goods and services (% total tax)

Product market Protection - Barrier to trade angsments

Percentage of GERD financed by government

Minimum wage/Median earning
Share of temporary employment

Stock market turnover ratio (value traded/capitaiom) (%)

Within Between Total Between
cluster cluster SS SS
SS SS %
260.16 1012.53 1272.69 79.6
649.32 1935.6 2584.92 74.9
252.96 879. 932.83 72.9
3.71 239 12.94 71.3
1263.6 ®32 4059.91 68.9
3348.25 6882.86 10231.11 67.3
2.02 414 6.16 67.2
9133. 59.36 93.27 63.6
3.56 5.87 9.43 62.2
12.8 21.04 33.84 62.2
575.25 933.89 1509.14 61.9
5.94 8.28 14.22 58.2
10330.06 93109 24424.05 57.7
4981.86 6108.8 11090.66 55.1
1234.91 1343.67 2578.58 52.1
1962.54 2093.91 4056.45 51.6
1672.14 1613.43 3285.57 49.1
21@®5. 20001.33 41077.12 48.7
4598.88 4334.67 8933.55 48.5
16.22 13.46 29.68 454
2806.22 2183.49 4989.71 43.8
26.59 19.44 46.03 2.24
39002.82 27453.69 66456.51 41.3
4.21 2.88 7.09 40.6
19.18 12.9 32.08 40.2
18575 4652.21  11837.96 39.3
128.23 81.42 209.65 38.8
2520. 1605.51 4226.48 38.0
728.38 5.084 117341 37.9
11.96 5.96 17.92 33.3
2204.99 069.94 3274.93 32.7
0.87 0.37 1.24 29.8
883.76 224.99 1108.75 20.3
11202.57 2482.16 13684.73 18.1
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Table A.6. Cluster averages for each indicator, 2@L

CLUSTER
1 2 3 4 5 6
Public expenditure on Active Labour Market Policfés 0.40 0.75 0.91 0.70 0.32 0.20
on GDP)
Average income tax rate (%) 10.18 13.53 22.37 20.85 6.07 16.13
Bank concentration (%) 63.08 73.23 90.91 70.47 47.58 60.29
Domestic credit provided by banking sector (% off3D 65.45 204.32 136.19 135.07 215.54 192.14
PMR - Barrier to entrepreneurship 1.78 1.14 1.16 125 1.25 1.11
PMR - Barrier to trade and investments 0.79 0.17 0.37 0.54 0.96 0.23
Domestic credit to private sector (% of GDP) 54.67 186.77 133.22 111.61 136.60 165.72
Public expenditure on education (% on government 10.36 10.71 13.98 10.86 12.59 13.35
expenditure)
Employment protection 2.56 2.74 2.33 2.94 2.07 1.68
Temporary employment protection 1.45 2.03 1.69 1.67 1.50 0.58
Percentage of foreign banks among total banks (%) 8.757 35.00 8.50 20.25 12.50 38.60
Percentage of GERD financed by private sector 40.26 51.34 59.70 55.57 77.71 61.99
Taxes on goods and services (% total tax) 37.94 7631. 30.10 27.24 26.30 24.82
Gross replacement ratio 8.72 35.41 33.80 24.10 10.41 19.76
Net personal marginal tax rate: Principal earnér (% 35.36 33.83 40.59 49.89 23.87 32.89
Marginal tax wedge: Principal earner (%) 48.30 06.2 48.82 60.96 31.85 38.08
Minimum wage/Median earning 0.43 0.51 0.00 0.13 90.3 0.37
Public expenditure on Passive Labour Market Pdicie 0.51 2.14 1.21 1.61 0.35 0.63
(on GDP)
Total public social expenditure (% GDP) 21.16 26.33 27.87 28.30 15.76 20.17
Public unemployment expenditure (% GDP) 0.73 2.04 351 1.83 0.39 0.68
PMR - State Control 2.33 1.97 1.84 221 1.71 1.62
Share of temporary employment 12.90 18.20 11.90 2211. 18.39 8.50
Social security contributions (% total tax) 3860 2.2 19.85 34.32 31.96 16.76
Gross domestic expenditure on R&D (% of GDP) 1.02 761 3.01 2.21 3.50 231
Total researchers per thousand total employment 255 7.87 12.79 7.43 10.63 8.07
Percentage of GERD financed by government 47.43 939.7 31.74 33.95 21.96 31.65
Stock market capitalization to GDP (%) 21.48 58.19 69.88 31.66 85.09 142.96
Stock market total value traded to GDP (%) 10.91 651 58.75 24.56 123.80 149.25
Stock market turnover ratio (%) 43.77 76.27 85.94 01.10 135.71 102.86
Total tax revenue on GDP 33.03 34.55 44.63 4112  .3%26 28.88
Trade union density 16.42 18.81 65.37 33.25 13.98 20.07
Taxes on income, profits and capital gains (% tiate) 19.73 28.26 44.86 31.05 29.21 46.25
Average Tax wedge (%) 40.21 38.11 40.16 50.12 25.19 28.39
Wage coordination 1.75 3.20 3.75 4.00 3.50 1.60
Countries Czech R.  Netherl. Finland Austria Japan Canada
Slovakia Portugal Sweden Germany Korea UK
Hungary Spain  Norway Italy Australia
Poland France Denmark Belgium USA
Ireland Switzerl.
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Table A.7. Between and within-cluster deviance, 201

Indicator Within Between Total Between
cluster cluster SS SS
SS SS %
Trade union density 1242.68 7358.54 8601.22 85.55
Gross replacement ratio 638.43 2420.58 3059.01 79.13
Taxes on income, profits and capital gains (% tizte) 781.18 2281.47 3062.65 74.49
Stock market capitalization to GDP (%) 14765.9 4885 57820.4 74.46
Total tax revenue on GDP 323.1 872.89 1195.99 72.98
Average Tax wedge (%) 572.14 1414.3 1986.44 71.20
Wage coordination 10 22.63 32.63 69.35
Average income tax rate (%) 284.87 615.7 900.57 68.37
Total researchers per thousand total employment 7660. 125.56 186.32 67.39
Minimum wage/Median earning 0.4 0.81 1.21 66.94
Total public social expenditure (% GDP) 204.73 801. 606.54 66.25
Public expenditure on Passive Labour Market Pdi¢i# on GDP) 5.15 10.1 15.25 66.23
Marginal tax wedge: Principal earner (%) 846.88 469 2501.97 66.15
Gross domestic expenditure on R&D (% of GDP) 6.47 251 19.04 66.02
Stock market total value traded to GDP (%) 33794.621497.06 95291.68 64.54
Employment protection 2.61 4.7 7.31 64.30
Domestic credit to private sector (% of GDP) 26084. 46136.21 72220.24 63.88
Percentage of GERD financed by private sector 6. 2276.71 3582.99 63.54
Percentage of foreign banks among total banks (%) 2802 12400.76 19680.96 63.01
Product market Protection - Barrier to entrepresieipr 0.79 1.31 2.1 62.38
Public expenditure on Active Labour Market Policj@® on GDP) 1.24 1.62 2.86 56.64
Domestic credit provided by banking sector (% off3D 48006.35 61398.01 109404.4 56.12
Net personal marginal tax rate: Principal earnex (% 969.63 1205.71 2175.34 55.43
Bank concentration (%) 3040.21 3453.77 6493.98 53.18
Social security contributions (% total tax) 1437.731627.94 3065.67 53.10
Public expenditure on education (% on governmepegditure) 46.01 49.58 95.59 51.87
Percentage of GERD financed by government 1118.33167.98 2286.31 51.09
Taxes on goods and services (% total tax) 446.59 9.385 905.97 50.71
Product market Protection - Barrier to trade anetdtments 1.77 1.67 3.44 48.55
Public unemployment expenditure (% GDP) 12.15 8.7 0.82 41.73
Stock market turnover ratio (value traded/capitdian) (%) 29259.99 14852.37 44112.36 33.67
Share of temporary employment 633.41 311.93 945.34 33.00
Temporary employment protection 12.12 5.9 18.02 32.74
Product market Protection - State Control 5.02 155 6.57 23.59
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