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What is the relationship between modern liberal democracy and de 
facto socioeconomic inequality? Liberal democracies are based broadly 
on the twin principles of liberty and equality. But what is the meaning 
of equality? Is the equality to which such regimes are committed simply 
juridical equality—that is, the equal treatment of persons under univer-
sally applicable laws? Is it equality of opportunity, which, in addition to 
equal legal treatment, might include equal access to education? Or are 
democratic societies committed to achieving some degree of de facto so-
cial equality, either through redistribution of resources or through guar-
antees of equal outcomes with regard to education, health, housing, and 
the like? If there is a tradeoff between individual freedom and de facto 
social equality, how does a society achieve a suitable balance? And are 
these questions to be answered on the basis of theoretical first principles, 
or should actual democracies take a more pragmatic approach? 

These are some of the questions that the articles on “Poverty, In-
equality, and Democracy” in this and earlier issues of the Journal of 
Democracy seek to address.1 The “third wave” of democratization that 
began with the Spanish and Portuguese transitions in the 1970s (and 
which now may be followed by a fourth wave in the Arab world) con-
sisted largely of political revolutions that sought to put in place regimes 
whose first objective was to secure electoral democracy and political 
rights in countries coming out of authoritarian rule. But the third wave 
also happened to coincide with a conservative trend in economic think-
ing, during which redistribution and active economic intervention fell 
out of favor, to be replaced by an emphasis on more classically liberal 
economic policies. Indeed, the collapse of communism after 1989 led to 
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a rethinking of the entire redistributionist agenda on the Left, since its 
negative impact on economic growth had become evident for everyone 
to see. While a number of new democracies put into place a variety of 
social protections designed to bolster equality, the broader trend in eco-
nomic thinking from the 1970s through the first decade of the twenty-
first century was, if anything, toward support for a reduction in the size 
of welfare states. 

Neoliberal economics implied a greater tolerance for economic in-
equality, since many economists argued market competition inevitably 
meant that value-creating entrepreneurs would be more richly rewarded 
than others. And indeed, in some advanced democracies such as the 
United States and Britain, the last three decades of the twentieth century 
saw increasing de facto inequality. Some have maintained that global 
inequality also increased during these years, though this assertion is 
highly contested and dependent on the way one defines and measures 
inequality. Incomes may have grown more unequal within individual 
East Asian countries, for example, though per capita incomes in the re-
gion closed the gap with Europe and North America. Levels of inequal-
ity began to decline somewhat in Latin America during the first decade 
of the twenty-first century, but overall they remained stubbornly high 
for the region.2 

There are a number of reasons why people interested in the future of 
liberal democracy should pay renewed attention to the question of equal-
ity. In recent years, there has been increasing concern about the ability 
of new democracies to deliver on the promises that democratic politi-
cians make to their publics to provide good-quality government services 
in areas such as education and health. Many democratic transitions have 
been stalled or threatened by the existence of large inequalities and high 
degrees of polarization between rich and poor. Countries such as Paki-
stan and the Philippines have poorly consolidated democratic institu-
tions, which most observers ultimately link to their high levels of social 
stratification and quasi-feudal institutions. In Latin America, populist 
regimes such as that of Hugo Chávez in Venezuela have undermined 
democratic institutions in the name of greater social equality. And in 
the Middle East, groups with a questionable commitment to liberal de-
mocracy, including Hamas in Palestine and the Muslim Brotherhood in 
Egypt, have gained adherents because they are seen as providing social 
services and catering to the needs of the poor. 

Theoretical Arguments

The early theorists of liberal democracy were concerned with politi-
cal equality, but either paid little attention to economic equality or else 
assumed that it would continue to exist. Thomas Hobbes in Leviathan 
(1651) asserts that human beings are equal because any given human 
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being can kill any other human being, and that all humans are equally 
driven by the fear of violent death. This leads him to derive a right to 
life as a “right of nature” that humans seek to preserve by entry into civil 
society (and is the progenitor of the rights to “life, liberty, and the pur-
suit of happiness” proclaimed in the U.S. Declaration of Independence). 
John Locke, in his Second Treatise on Government (1689), views hu-
man nature as both gentler and more focused on a universal desire to 
acquire property. Like Hobbes, Locke emphasizes the equality of politi-
cal rights, but goes on to acknowledge that there are important differ-
ences between the “industrious and rational” and the “quarrelsome and 
contentious” in their ability to mix their labor with the “mere things of 
Nature” and turn them into private property. Thus, while Locke’s liberal 
state protects equally the right to acquire property, it does not assume 
that there will be anything like equality of actual outcomes with regard 
to wealth. Indeed, his stress on the importance of property implies that 
the industrious and rational will need political protection of their wealth, 
both from the state and from others who might unjustly take it away 
from them. U.S. founding father James Madison revisits the latter theme 
in Federalist 10 (1787), in which he argues that “the first object of gov-
ernment” is the protection of the unequal ability to acquire property. 

More recent liberal theorists such as Friedrich A. Hayek are similarly 
insistent that the preservation of a “free society” entails acceptance of 
potentially high degrees of economic inequality. In The Constitution of 
Liberty (1960), Hayek defines freedom in very narrow terms as an ab-
sence of compulsion—in particular, compulsion by a centralized state.3 
He rejects metaphysical definitions of freedom as freedom of the will, 
and assumes that the absence of compulsion will be sufficient to provide 
space for the exercise of individual choice. While Hayek is not rigidly 
opposed to government provision of poor relief or health insurance, he is 
strongly critical of formal schemes of redistribution such as the progres-
sive income tax. His opposition does not stem from utilitarian concerns 
about the effects of progressive taxation on economic growth; rather, he 
argues that such a tax represents an illegitimate exercise of government 
power over individuals because it violates the principle of equal legal 
protection. Yet this seeming stand on principle is in fact based on a 
certain kind of consequentialism on Hayek’s part, since he also believes 
that once government gets into the business of coercive redistribution, it 
is more likely than not to increase its role over time.4

The theorists who believe that the promotion of socioeconomic 
equality is intrinsic to democracy can be divided into nonliberals and 
liberals. In the first camp are Karl Marx and his followers, who argue 
that formal democracy is in effect captured by the bourgeoisie, and that 
the outcomes of democratic elections do not really reflect the true in-
terests of “the people.” These interests are in some sense objectively 
knowable even in the absence of procedural methods for revealing citi-
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zen preferences such as elections, and can be promoted by authoritarian 
regimes speaking “in the name of the people.” Virtually all real-world 
communist regimes thus incorporated adjectives like “democratic” or 
“people’s” in their titles. Hardly anyone today believes that countries 
like North Korea or Cuba deserve to be called democracies, though it is 
interesting that, according to the Asia Barometer, a majority of Chinese 
today believe not just that democracy is the best political system, but 
that their country is already democratic.5

A far more influential strand of thinking on the question of equality 
today comes from within the liberal tradition itself, a tradition that sees 
society as based upon a social contract meant to enhance the freedoms 
of its individual members. An example is John Rawls, a contemporary 
Kantian who seeks to derive abstract rules of justice without reference 
to substantive understandings of human nature or a human essence.6 
Rawls’s “veil of ignorance” is a heuristic device to uncover ethical rules 
that individuals would choose if they did not know what position they 
would actually occupy in society. He argues that people deliberating 
under these conditions would agree upon a standard of justice based on 
the way that society treats its least fortunate members. Rawls does not 
go into the practical details of how societies are to meet the needs of the 
least fortunate, but clearly it would entail substantial redistribution.

The economist Amartya Sen offers a rather different set of argu-
ments, also from a liberal perspective, that in the end lead to a principled 
case for a more substantive view of equality. Like Hayek, Sen believes 
that individuals aim at different ends and that society’s role is to allow 
people to pursue their chosen life courses in the freest possible manner. 
Sen argues, however, that the actual freedom one can achieve is depen-
dent on a host of material preconditions: If one is starving, or in poor 
health, or is a woman in a society that limits female opportunity, then 
a simple Hayekian freedom from government coercion will not be suf-
ficient to allow one to make meaningful individual choices. A genuine 
liberal society, then, is one that provides the necessary preconditions for 
the exercise of individual freedom, something which again presupposes 
a degree of redistribution or at least an equitable provision of basic ser-
vices such as education and health.7 

In the course of the twentieth century, principled defenses of the 
welfare state and of redistribution came increasingly to rest on liberal 
rather than Marxist or other nonliberal grounds. That is, arguments for 
redistribution or active social policy were cast in the language of liberal 
individual rights8 and were enshrined in a host of new democratic con-
stitutions in the form of “second-generation” social or economic rights 
to education, health, housing, and the like. These were seen by many as 
natural follow-ons to first-generation political rights of the sort enumer-
ated in the U.S. Bill of Rights. For example, Brazil’s 1988 Constitu-
tion, drafted at the end of the military dictatorship, goes on for many 
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pages, listing a multitude of rights to various economic benefits and 
social services. Advocacy groups from South Africa to Colombia have 
tried to use constitutional courts to force reluctant executive branches to 
actually implement certain social policies said to be guaranteed in their 
country’s basic laws. 

Policy Debates

The real terrain of debate over the relationship between liberal de-
mocracy and socioeconomic equality is less the theoretical one than a 
more practical or consequentialist argument about the real-world impact 
both of socioeconomic inequality and of the various types of policy in-
terventions designed to correct it. Few people take a strict Hayekian 
position against all forms of redistribution or social policy; on the other 
hand, few today would argue that the single-minded pursuit of economic 
equality is an appropriate end of public policy. In most liberal democra-
cies, there is a consensus that excessive inequality is a bad thing, but 
considerable disagreement as to the practicality and likely effects of 
policies that governments can implement to mitigate it.

Let us begin with arguments that inequality undermines or is danger-
ous to democracy. Kate Pickett and Richard Wilkinson present data, 
mostly based on cross-country or cross-state analysis, purporting to 
show that high levels of inequality are correlated with a host of social 
ills, including drug use, criminality, obesity and other forms of poor 
health, poor educational outcomes, low social trust, and the like.9 While 
none of these results necessarily undermines democracy, democratic so-
cieties are clearly better off when their citizens are healthy, well-educat-
ed, secure, and so on. The statistical analysis in their book is relatively 
unsophisticated; they fail to test for endogeneity or excluded variables 
and assume that a correlation implies that the causal direction inevitably 
runs from inequality to the social ill in question. Moreover, they fail to 
ask whether poverty reduction brought about by rapid economic growth 
might cure certain of the social problems that they describe, even in the 
presence of substantial levels of inequality. Indeed, many years ago Si-
mon Kuznets argued that rapidly growing countries went through a pe-
riod of increasing economic inequality as certain sectors of the economy 
pulled ahead of others, but that levels of equality would then increase 
again as development became more broad-based.10 By this account in-
equality would, at certain stages of development, be a symptom of eco-
nomic health. 

Nonetheless, it is more than likely that some of Pickett and Wilkin-
son’s causal assertions would withstand more rigorous analysis. For ex-
ample, social trust between rich and poor in highly stratified countries is 
for a number of obvious reasons likely to be low, and low social trust has 
a number of deleterious effects on the quality of democracy.11 Economic 
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divisions often correspond to ethnic, racial, or religious ones. Paul Col-
lier’s work has suggested that much of what passes for ethnic conflict 
in poor countries is actually driven by conflicts over resources in highly 

unequal societies.12 Social conflict can 
be driven either by minorities who are 
poorer than the rest of society, as in the 
case of African Americans in the Unit-
ed States or Muslim immigrants in the 
Netherlands or France, or by minorities 
that are better off than average, like the 
Chinese in Southeast Asia or the Indi-
ans and Lebanese in East Africa.

Another line of research suggests 
that inequality leads to reduced eco-
nomic growth, which in turn has a 
negative impact on the prospects for 
democratic consolidation. Robert Bar-
ro has suggested that while there is no 
particular correlation between inequal-
ity and growth in developed countries, 
there is a negative one for developing 
nations when levels of inequality get 

to be very high.13 There are a number of possible reasons for this rela-
tionship, such as the fact that access to credit may be highly unequal 
in stratified societies, limiting possibilities for entrepreneurship outside 
of a relatively small oligarchy. Alternatively, demand for high-quality 
public services may be low in highly unequal societies, since the rich 
can afford to pay for them privately and do not want to tax themselves 
for the benefit of others. A middle-class country with more evenly dis-
tributed income, by contrast, is more likely to have median voters who 
will support broader public goods.14 Finally, other studies have suggest-
ed that more equal societies have lower fertility rates and higher rates of 
investment in education, both of which are positive for economic growth 
as well as for democracy.15

A more likely reason why inequality is bad for growth is directly 
political: Highly unequal countries are polarized between rich and poor, 
and the resulting social conflict destabilizes them, undermines demo-
cratic legitimacy, and reduces economic growth. The latter is a scenario 
that has played out over the centuries in the world’s most unequal region, 
Latin America. Highly unequal societies—what Douglass North, Barry 
Weingast, and John Wallis call “limited access orders”16—are capable 
of sustaining high rates of growth for considerable periods of time. Over 
a longer time frame, however, social conflict eventually catches up with 
them, and growth can be set back for an entire generation.17 One could 
argue that something like this scenario played out in Venezuela from the 

Perhaps the most power-
ful arguments against 
excessive concern with 
the problem of inequal-
ity have to do with the 
unintended consequences 
of social programs, in-
come transfers, and other 
policies designed to re-
distribute income or shift 
the targeting of public 
services more decisively 
to the poor.
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time of the Pacto de Punto Fijo in 1958 until the rise of Hugo Chávez in 
the 1990s. Both economic growth and political stability seemed reason-
ably secure, but the former was poorly distributed, and social conflict 
was exacerbated when energy prices fell during the 1980s.18 

It should be pointed out that many of the negative consequences as-
sociated with inequality, whether political or economic, do not arise 
as a linear function of the degree of inequality. They are rather associ-
ated with extremely high levels of inequality, suggesting that there is 
something like a tipping point at which social stratification becomes 
entrenched, producing political polarization and distinctive patterns of 
behavior between rich and poor. A separate question is whether rapid 
changes in the degree of equality—such as the sudden impoverishment 
of a particular group or the rise of one part of a society—have separate 
political effects from the aggregate level of inequality. Samuel Hun-
tington long ago suggested that rapidly rising middle classes that were 
denied adequate institutionalized forms of participation could be very 
destabilizing.19 As recent events in the Middle East suggest, however, 
authoritarian regimes may be more vulnerable than democratic ones to 
this threat, suggesting that this particular form of inequality may actu-
ally benefit democracy by undermining authoritarianism.

On the other side of the ledger are a number of arguments as to why 
liberal democracies should not worry very much about the impact of 
inequality on democracy and why efforts to remedy inequality will be 
more damaging than the problem itself. One argument made by many 
Americans in defense of their own country’s relatively high degree of 
inequality compared to other developed democracies is that single time-
point measurements of income inequality such as the Gini coefficient 
are less important than the question of intergenerational social mobility. 
A great deal of inequality is due to life-course effects—over time, peo-
ple accumulate skills and therefore wealth. What is more important is 
whether their society permits them to reap the rewards of their acquired 
skills and effort. Americans have historically tolerated higher degrees of 
inequality than have Europeans because of Americans’ perception that 
their society offers opportunity to rise, if not for them, then certainly for 
their children and grandchildren. 

Tyler Cowen makes a somewhat different argument against the sa-
lience of income inequality in contemporary rich societies like the Unit-
ed States: Compared to the dramatic differences in consumption levels, 
health, longevity, and work that existed a century ago, most ordinary 
Americans today have reached a level of material prosperity, health, and 
access to services that makes their lives qualitatively much more similar 
to those of the rich than previously. The rise in economic inequality is 
not a broad phenomenon, according to him, but rather is highly concen-
trated in the outsized earnings of an extremely small minority of people 
in the financial sector. This may be problematic for a democracy, yet it 
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is not at all similar to the kinds of class differences that drove the emer-
gence of welfare states in modern democracies early in the twentieth 
century.20

Perhaps the most powerful arguments against excessive concern with 
the problem of inequality have to do with the unintended consequences 
of social programs, income transfers, and other policies designed to re-
distribute income or shift the targeting of public services more deci-
sively to the poor. The first and most straightforward of these is the 
“moral hazard” argument—namely, that subsidies or income transfers to 
the poor reduce incentives to work and increase dependence on the state. 
In the American context, this was linked to the particular pathologies 
said to be produced by the New Deal’s premier welfare program, Aid to 
Families with Dependent Children (AFDC), which provided subsidies 
to poor women but only if they were unmarried. The perception that 
this was fueling the explosion of single-parent families in poor neigh-
borhoods was one of the reasons why AFDC was finally abolished in 
1996.21 

A second argument against social-policy programs is more political: 
Any subsidy or cash transfer given out by the state, however well-inten-
tioned, becomes a source of rents and therefore of political contestation. 
The poor who are the beneficiaries of subsidies come to see them as 
entitlements and try to hang on to them even when they are no longer 
poor; moreover, subsidies are sought by middle-class voters as well, 
and therefore tend to expand over time. Politicians catering to voters see 
social programs as a form of patronage that they can use to build politi-
cal machines. This produces an unhealthy interest-group politics at best, 
and clientelism and corruption at worst. The very popularity of social 
programs thus spurs their growth over time and the fiscal problems that 
this engenders. It is much easier for a politician to initiate a new pro-
gram than to take away an old one. Programs that were begun in flush 
economic times often persist in downturns or periods of low growth 
and become drags on national budgets. Fiscally unsustainable programs 
have all sorts of negative implications for macroeconomic stability and 
therefore long-term economic growth.

In many respects, one’s attitude toward inequality and the measures 
that one believes a democratic government should take to reduce it de-
pends on one’s belief about the type of society one is living in. The clos-
er a society comes to having a level playing field in which differences 
in outcomes reflect individual-level differences in talents and character, 
the more likely one is to favor a Lockean liberal political system in 
which government protects only the equal ability to compete. But if a 
society’s social structures or institutions obstruct individual access to 
opportunity, whether on the basis of class, race, gender, or some other 
ascriptive characteristic, then there is more likely to be a constituency in 
favor of government action to “level up” the playing field through vari-
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ous kinds of redistributive interventions. The belief on the part of many 
Americans that they live in a society with abundant social mobility, and 
that Europeans do not, provides one of the classic explanations for why 
Americans have been leery of European-style welfare states.22 Very few 
liberal democracies actually succeed in coming close to the ideal of a 
level playing field, however, so the demand for using social policies to 
rectify existing social inequalities is sure to persist.23 

The Future of Equality 

Today’s liberal democracies are sharply divided with regard to their 
approaches to socioeconomic inequality. On the one hand, there is a 
large group of democracies that suffer from high de facto inequality, 
as well as inadequate social policies that fail to provide basic services 
such as health and education to the whole of their populations. In Latin 
America, redistribution is often regressive, with public expenditure go-
ing to middle-class and elite groups rather than the poor and thus exac-
erbating existing income inequalities. One can make a strong argument 
that countries such as Brazil, Mexico, Pakistan, the Philippines, and 
South Africa will not be able to maintain long-term political stability 
if measures are not taken to provide essential social services on a more 
equitable basis.

On the other hand, rich developed democracies with far more ex-
tensive welfare states are all facing a long-term crisis of fiscal sustain-
ability. Existing social contracts regarding welfare-state benefits were 
written in an age in which birth rates were far higher and life expectan-
cies much lower than they are today. Even in countries that have a less 
generous level of public benefits, such as the United States and Japan, 
underlying demographic realities and the spiraling costs of health care 
have put national finances on a fiscally unsustainable path, with high 
debt-to-GDP ratios that will steadily worsen in the absence of remedial 
action.24 All modern democracies are plagued with the problem of inter-
est groups whose stake in protecting a certain part of the budget is much 
stronger than the diffuse general interest in long-term fiscal sustainabil-
ity. The difficulties that the French government recently had in raising 
the retirement age from 60 to 62, as well as the deadlock that currently 
exists in the U.S. Congress with regard to entitlement spending, are in-
dicative of the problem.

One profound question left unaddressed here is whether deep struc-
tural inequalities of the sort plaguing many developing democracies can 
ever be solved through democratic means alone. It is hard, for example, 
to find many instances of thoroughgoing land reform that occurred with-
out some degree of coercion. Many observers credit the post–World War 
II economic success of Japan, South Korea, and Taiwan to land reform 
that dismantled the hierarchical social structures prevailing in those 



88 Journal of Democracy

countries. But this was imposed on them by the United States, which 
uncharacteristically used its authority as an occupying power to bring 
about significant social change. In the history of the growth of European 
welfare states, elites were persuaded to give up privileges or to accept 
higher rates of taxation only by the threat of revolution, or else they 
were weakened or even physically eliminated by violent conflicts.25 

The success of democratic countries in Latin America in reducing 
extreme inequality during the early 2000s through well-designed social 
policies is perhaps a counterexample of social change occurring through 
what Albert O. Hirschman called democratic “reform mongering.” 
Hopefully this will be the preferred method of dealing with the problem 
of social inequality in democratic societies in the future. 
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