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ABSTRACT

In the Eye of the Beholder:
Subjective Inequality Measures and the Demand for Redistribution

This paper presents a simple conceptual framework intended for describing individuals'
subjective evaluations of occupational wage inequality and their demand for redistribution.
Most importantly, the framework explicitly allows for the distinction between individuals'
perceptions and their normative beliefs. | illustrate the framework using Swiss survey data
from the International Social Survey Program. While most individuals accept quite large wage
differentials across occupations, they also prefer a lower level of overall wage inequality than
what they perceive to exist. Consistent with previous evidence, the empirical analysis also
shows that financial self-interest, social norms about distributive justice and perceptions of
how wages are determined in reality all simultaneously influence the demand for
redistribution. Finally, | show that subjective inequality measures and the demand for
redistribution are substantially significant predictors of both individuals' support for
government intervention and their party identification. This result provides indirect evidence
on the presumed link between perceptions and beliefs on the one hand and political
outcomes on the other hand.
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1 Introduction

Redistribution is one of the primary objectives of the modern welfare state. Such redistributive
interventions are most often justified on the grounds that redistribution ensures certain mini-
mum standards of living and insures individuals against unexpected loss of income following,
for example, job loss or sickness. However, redistributive measures are often also explicitly
aiming at the reduction of existing inequalities per se (Barr, 1992). It is therefore no surprise
that all OECD countries spend huge amounts of resources on redistribution. In the mid-2000s,
for example, public cash benefits accounted for 15.8 percent of disposable household income
of all individuals in working age and the tax burden ammounted to 31.1 percent for the same
group of individuals, on average over all member countries of the OECD (OECD, 2008). In
fact, overall expenditure on redistribution is arguably even higher than these figures suggest
because public goods are also financed by taxes they often have an implicit redistributive flavor.
Therefore, the question arises of why so much redistribution takes place in the first place.
Most economists probably tend to think that the amount redistribution is, at least in
part, determined by voting and thus shaped by individuals’ preferences over redistribution
(Borck, 2007).1 In fact, inspired by the well-documented differences in the distribution of
earnings and the differences in the impact of redistributive measures across countries (for
recent empirical evidence, see OECD (2008)), recent theoretical work has pushed forward
the idea that the amount of redistribution is essentially linked to individuals’ beliefs about
distributive justice as well as their perceptions of the determinants of inequality. Indeed,
as pointed out by Bénabou and Tirole (2006), it seems difficult to think about these huge
differences between countries with respect to inequality and redistributive policy without any
reference to differences in such beliefs and perceptions. In the model of Bénabou and Tirole
(2006), people hold different beliefs about the determinants of economic success and the reward
of own effort. If a majority of people thinks that own effort is decisive of success, then they will
vote for a low level of redistribution because they are not in need of redistribution. A low level
of redistribution in turn will strengthen individuals’ incentives to choose a high level of effort,
which will therefore also strengthen their belief in that own effort will ultimately pay out.
In the model of Alesina and Angeletos (2005), individuals’ beliefs about the determinants of
income inequality determine redistributive policies by choosing the tax rate, and redistributive
policies in turn determine the actual amount of inequality, which then feeds back on individuals’
perceptions and attitudes. Both of these models give rise to multiple equilibria and therefore
are able to give a stylized explanation for the difference in attitudes, but also in policies, across

2

countries.” The potential feedback from incentives created by any redistributive scheme to

!Similarly, Di Tella and MacCulloch (2002, 2004) argue that the level of unemployment benefits is determined
by workers’ desire for insurance against the risk of unemployment.

2Both models contrast the European experience with that from the United States. Indeed, empirical studies
tend to find marked differences in attitudes and beliefs between Europe and the United States. For example,
Alesina et al. (2004) show that there are differences as regards who is concerned about inequality. In Europe,
they find that mostly the poor and people on the left are unhappy about inequality, while in the United States
it is the rich individuals who are unhappy about inequality. On the other hand however, Osberg and Smeeding
(2006) argue that Americans do not really have different attitudes about inequality than Europeans on average,



individuals’ attitudes and norms over redistribution has also been pointed out by Korpi and
Palme (1998).

As regards the hypothesized link between individuals’ beliefs and attitudes to economic
or political outcomes, there are several empirical studies provide evidence in support of such
a line of argument. For example, Di Tella et al. (2007) study how economic endowments
change individuals’ market beliefs, studying a natural experiment near Buenos Aires which
randomly granted legal land titles to some squatters while not to some others. They find that
the lucky squatters — those who were entitled legal land titles — exhibit more materialist and
individualistic beliefs later on; beliefs which are assumed to be favorable to a market economy.
In a similar take, Di Tella et al. (2008) study the manipulation of beliefs and the conditions
under which beliefs can be manipulated in the context of the re-nationalization of the main
water company in Argentina. The other way round, it has been shown that social norms - i.e.
the norm to earn his own living - affect individuals’ unemployment behavior (Clark, 2003). For
example, Stutzer and Lalive (2004) show that social norms can affect individuals’ behavior in
turn. Specifically, they use regional variation in a referendum on the level of unemployment
benefits in Switzerland as measure for the norm to work and not live off public benefits as to
show that the social norm to work influences the average duration of unemployment. It turns
out that unemployed individuals do find a job more quickly in those regions where the social
norm to work is high. Abramitzky (2008) provides additional insight into the delicate interplay
between social norms and economic incentives in the context of Israeli kibbutzim.

The idea that the actual amount of redistribution is linked to individuals’ preferences over
redistribution is also born out by the available empirical literature studying the determinants
of individual demand for redistribution. Fong (2001) models the support for redistribution,
measured on a scale ranging from 1 to 6, as a function of beliefs about the determinants of
pay and controls for self-interested redistribution using survey data from the U.S. She finds
that people’s beliefs about the determinants of pay have large and significant effects, even after
controlling for variables describing self-interested motives for redistribution, most importantly
the own the level of income. Although income does predict some of the variation in the support
for redistribution, it is a surprisingly poor predictor on itself, given its prominent role in the
economic literature. Similarly, Corneo and Griiner (2002) also show that the support for
redistribution is driven by selfish motives, but not exclusively so. They also find that people
seem to share a common belief in distributive justice, and that individuals’ attitudes and
perceptions are relevant for shaping preferences for redistribution. Moreover, they also show
that status concern, i.e. relative comparisons, is an additional determinant of the demand
for redistribution. Similar results are presented in Alesina and La Ferrara (2005) and in
Alesina and Giuliano (2009). On top of the arguments already laid out, the former study
additionally stresses the impact of expected changes in income in the future, which is likely to
be linked to past experience of social mobility. The latter study emphasizes the potential role

of cultural and historical factors in explaining the variation in preferences over redistribution.

but that they only differ in more subtle ways from European citizens. As an example, they present evidence
that there is less concern about the bottom of the wage distribution in the United States than in Europe.



The potential feedback from political and economic institutions is the focus of Alesina and
Fuchs-Schiindeln (2007). They study the effect of the German separation and reunification on
individuals’ attitudes towards state intervention. Not surprisingly, they find that East Germans
are much more supportive of state intervention than West Germans. They also argue though
that East Germans’ attitudes will converge towards those of West Germans within the course
of some generations. Corneo and Fong (2008) go one step further and estimate individuals’
willingness-to-pay for distributive justice, again using data for the United States. They show
that the people put a substantial monetary value on redistribution, and that differences across
individuals are driven by differences in income, but also in differences in beliefs and norms that
people hold.

However, less is known about the forces that shape the demand for redistribution in the
first place. That is, we do not really know whether individuals demand redistribution because
they want to increase the lowest wages or because they would like to decrease the highest
wages, or whether it is driven by misperceptions of real pay differentials or because their
normative standards are violated. Moreover, empirical evidence on the hypothesized link
between the demand for redistribution and political outcomes is almost completely lacking.?
In this paper, I therefore try to add to the literature mainly by proposing a simple, yet very
intuitive, conceptual framework which is suitable for measuring individuals’ evaluations of
wage inequality and their demand for redistribution. In the empirical part of the paper, I
apply the framework using data from the International Social Survey Program (ISSP). The
framework explicitly distinguishes between individuals’ perception of the factual distribution
of wages on the one hand and their evaluation of the desired distribution of wages on the
other hand. The discrepancy between these two variables is then used for measuring the
demand for redistribution at the individual level. This conceptualization explicitly recognizes
that individuals might differ both in their perception of the factual distribution and in their
belief about the distribution they judge as legitimate. Demand for redistribution can thus
only arise if the perceived level of inequality diverges from the desired level of inequality.
The paper will also explore the anatomy of the demand for redistribution, i.e. I will explore
whether the demand for redistribution is primarily driven by desired changes at the bottom
or the top end of the wage distribution or both, eventually. Analogously, the demand for
redistribution can be understood as the interplay between the perception of the actual wage
inequality and the belief about how wage inequality ideally should look like. Second, I will
study the importance of various factors in explaining the observed variation in the support for
redistribution. Specifically, I will explore the question of whether and to what extent these
differences can be attributed to either self-interest, to perceptions of how wages are set in
reality and social norms over distributive justice, or to both of them. Fourth and finally, the

paper will explore the empirical link between the demand for redistribution on the one hand

3 At the aggregate level, there is some evidence that welfare retrenchment (i.e. cutting back unemployment or
sickness benefits) is associated with partisan politics, see Allan and Scruggs (2004) and Korpi and Palme (2003).
At the individual level, there is some evidence that values are associated with party identification (Goren, 2005)
and that party identification is in turn related to individuals’ voting behavior (Beck et al., 2002).



and stated preferences over political parties on the other hand and thereby provide indirect
empirical evidence on the hypothesized link between beliefs and political outcomes. One of the
main goals of this paper is to establish some indirect empirical evidence on the hypothesized
link between individuals’ perceptions and beliefs and political outcomes and thus finally the
factual amount of inequality. To this end, I chose to exclusively focus on Switzerland in the
empirical part of the paper. Switzerland seems an ideal candidate because there are more
than two decisive political parties, and these parties differ strongly in their point of view as
regards redistributive policy (Feld and Kirchgéssner, 2000). Second, Swiss citizens are not only
involved in regular elections, but they are also asked to regularly poll their vote for the many
referenda and initiatives that are held each year and which often involve issues that directly
touch on issues of redistribution (Feld and Matsusaka, 2003).

The main empirical findings of this paper may be summarized as follows. First, there is
considerable support for at least some redistribution of wages. That is, there is support for at
least some equalization of wages, resulting from the fact that the desired inequality in wages
is on average considerably lower than the perceived inequality in wages. At the same time
however, most people accept rather large differences in wages between different occupations.
Second, and consistent with previous evidence, self-interest, perceptions of how wages are
determined in reality, and attitudes about distributive justice all do explain some variation
of the individual support for redistribution. Third, I also find empirical evidence on the link
between the demand for redistribution and party identification and thus indirect evidence on
the potential feedback from norms and beliefs to political outcomes (e.g. tax rates). Indeed,
the demand for redistribution turns out to be a strong predictor of individuals’ support for the
welfare state (i.e. individuals’ support for redistribution by the state) and subjective inequality
measures also have quite some power in predicting individuals’ stated preferences for different

political parties.

The remainder of this paper is structured as follows. Section 2 describes the data source
along with the key variables on individuals’ estimates of occupational wages. In section 3, 1
discuss the conceptualization and the measurement of subjective measures of wage inequality
and individuals’ demand for redistribution. Section 4 presents extensive descriptive results,
stressing the diversity of perceptions and beliefs that people hold. Section 5 presents some
simple regression models which link individuals’ attitudes towards distributive justice and
perceptions of inequality to their demand for redistribution. Further, more detailed results
look along the dimension of perceived versus desired wage inequality and along the dimension
of top versus bottom of the wage distribution, respectively. In section 6, I present and discuss
empirical evidence on the hypothesized link between the demand for redistribution and support

for the welfare state and party identification, respectively. Section 7 concludes.



2 Data

I use data from the International Social Survey Program (ISSP, 1999). The ISSP is an interna-
tional collaboration of several national survey organizations which aims at conducting annual
cross-national survey collaborations. The program focuses on different thematic topics each
year like, for example, the environment, religion, or the role of government. In 1987, the ISSP
administered its first survey on issues of social inequality. The corresponding survey provides
data on individuals’ perceptions of the income distribution and the factors determining indi-
vidual incomes, issues of distributive justice as well as the role of the government regarding
the distribution of incomes. Two more surveys on the same main topic followed in 1992 and
1999, and a fourth survey is under way in 2009.

As mentioned in the introduction, I focus exclusively on the data from Switzerland for the
empirical analysis in this paper. Stamm et al. (2003) provide many more details regarding
the collection of the data and an extensive descriptive discussion of the data (the data can be
obtained from the Swiss Information and Data Archive Service for the Social Sciences, study
no. 6396). The selection of the sample used in the analysis is primarily driven by missing data
and thus basically by the selection of the variables that I will use in the subsequent empiri-
cal analysis. For reasons of comparability and consistency, all results to follow are confined
to the same sample of observations providing full information on the dependent variable and
all independent variables. There ultimately remain about 590 observations providing full in-
formation on both the dependent variables and the full set of regressors, out of the original
1,258 observations. Although there are some slight differences between the sample used in the
analysis and the observations not included due to missing data, appendix C.1 shows that the
quantitative results are not strongly affected by sample selection due to missing data, and thus

that the qualitative results are therefore not driven by sample selection.

2.1 Individuals’ Estimates of Occupational Wages

The most interesting part of the survey certainly is a battery of questions about subjective
estimates of the wages of people working in different occupations like an unskilled worker in a
factory, for example.* Individuals were asked to estimate what they thought to be the actual
monthly net wage (i.e. the wage net of social security contributions, but before taxes and
transfers, in Swiss francs) of people who are working in nine different occupations plus their
coworkers. Implicitly, all wage estimates refer to full-time employment, such that differences
in wages do not reflect differences in working hours. Second, they were asked to estimate what
they thought people working in these occupations should - in their very own and subjective

view - earn net per month.> In what follows, I will refer to these wage estimates as actual

4The full list of occupations and the exact wording of the questions is given in appendix A. Kelley and Evans
(1993) provide an interesting international comparison of such occupational wages using data from an earlier
survey of the ISSP.

5The demand for redistribution will be conceptualized as the discrepancy between actual and just wages
(see section 3). As a consequence, there is a little twist in using these data for evaluating the demand for
redistribution because both actual and just wages are asked for before taxes and transfer payments (note that



(perceived) and just (desired, ethical) wages, respectively.

Importantly, note that I am not concerned with factual occupational wages in this paper,
and that individuals’ estimates of actual occupational wages need not necessarily be the same
as the true occupational wages.% Nonetheless, these wage estimates allow me to examine differ-
ences between individuals’ perceptions of actual compensation and the level of compensation
that they would judge as appropriate for the nine different occupations and moreover, in a cer-
tain way, I am even making a virtue out of necessity because I will explicitly allow individuals’
misperceptions of reality to be one important channel in the framework which I will use later

on.
Table 1

Descriptive statistics for these individual wage estimates are given in table 1. The first
column shows average estimates of actual wages, while the second column shows average es-
timates of just wages. Table 1 tells us, for example, that people on average think that an
unskilled worker in a factory earns about 3,200 CHF a month. At the same time, they also
think that people working in this occupation ought to be paid about 3,900 CHF, or about
700 CHF more than the perceived actual wage. Similarly, as regards a lawyer, the average
estimate of his actual wage amounts to about 18 thousand CHF, while the average estimate of
his ethical wage is about 13 thousand CHF. Figure 1 makes this feature of the data visible.”
Individuals’ estimates of their coworkers’ wages are interesting on their own because they may
be used as an evaluation of whether they perceive their own pay to be fair or not. Most people
actually tend to judge the wage of their coworkers - and thus presumably their own wage also
- as appropriate, and that this judgment appears virtually independent of the absolute level
of compensation. In fact, about 38% of the individuals gave exactly the same estimate for the
actual and the desired wage of their coworkers.® Some few individuals even state that their
coworkers’ wage should be lower than its actual level. Still, most respondents would like a
higher wage than perceived, the average respondent would judge a wage about 13% higher

than his actual wage as appropriate for him- or herself (for his coworkers, respectively).

Figure 1

‘net wage’ in Switzerland corresponds to gross wage net of mandatory social security contributions only). The
total amount of desired redistribution in occupational wages would be given by comparing actual gross wages
with desired net wages (i.e. wages after taxes and transfers), which would capture the total desired reduction
(or increase, respectively) due to redistributive measures. Because I can only compare wages before taxes and
transfers, I can only capture redistribution on top of the redistribution already implemented implicitly by the
current system of taxes and transfers literally.

SInterestingly, Stamm et al. (2003, p.166) note that average wage estimates and factual wages are surprisingly
close. For example, average monthly wages of a salesperson and a skilled factory worker equal 3,030 and 4,660
CHF, respectively (according to the Swiss Labor Force Survey of the years 1998/99). Note how close these
numbers are to the corresponding numbers of table 1 (about 3,000 and 4,200 CHF).

"On top, figure D.1 in the appendix shows density estimates of the full distribution of these wage estimates,
separately for each occupation.

8 Another question in the survey directly asked “Do you think that your wage corresponds to your effort and
your skills?” More than 50% of the individuals in the sample think that their wage is appropriate in this sense.



Taken together, table 1 and figure 1 show three important points. First, there is a clear
ranking of the different occupations with respect to the average estimate of their actual monthly
wages, from a low of about three thousand CHF (the wage of a shop assistant) to a high of more
than thirty thousand CHF (the wage of a chairman of a large national company). Interestingly,
almost the same ranking of occupations holds with respect to ethical wage estimates. The first
remarkable feature of the data therefore is thus the fact that most individuals seem to accept
rather large differentials in pay between different occupational groups. Note that this also
implies that absolute equality - equal wages for all occupations - does not seem not to be
judged as a fair distribution neither.” Second, most people are prone to equalize wages to a
quantitatively important degree, as evident from panel (a) of figure 1. Within each occupation,
average estimates of actual wages are different from average estimates of desired wages, the sign
and magnitude of this difference varies across the occupations however. The third key feature
is the obvious dichotomous grouping of the nine different occupations with respect not only to
the average estimate of actual and ethical pay, but also with respect to the desired change in
pay. It is evident that average estimates of just wages are higher than average actual wages for
those three occupations with the lowest estimated actual wages (i.e. shop assistant, unskilled
and skilled worker). The reverse holds true for the occupations with high average estimates
of actual wages. Specifically, there is one group of occupations (the three blue-collar jobs:
unskilled worker, skilled worker and salesman) for which there is a positive average difference
between the two estimates and another group of occupations (all other professions, leaving out
one’s own occupation) for which this difference is negative on average. In what follows, the
first group of professions will be referred to as the low-wage group (or bottom group) and the
second as the high-wage group (or top group).

Another interesting observation relates to the variation of the wage estimates within and
across occupations. Table 1 and panel (b) of figure 1 show that the occupations not only differ
with respect to the average estimate, but also with respect to the dispersion of these estimates
across individuals. First, the observed variation of the estimates (both actual and desired
wages) for some occupations are larger than for the others (this holds true even if taking
account of the difference in the level of the estimates). In particular, there is a very clear
distinction between the blue-collar and the white-collar occupations, presumably reflecting the
fact that most people have no real connection to people working in these occupations. Second,
the dispersion of actual estimates is in fact higher than the dispersion in desired wages for
most of the occupations (see table 1 again), somehow suggesting that people’s perceptions
are actually more dispersed than their beliefs. Consequently, comparing wage estimates not
only within occupations but also across occupations, we see that the overall distribution of
just estimates shows higher dispersion than actual wage estimates (also due to the fact that

average estimates are closer in the case of just wages).!® More interestingly, the dispersion in

In fact, focusing only on those individuals who gave estimates for all nine occupations, only two of them
gave exactly the same estimate for all occupations.

0This is confirmed by comparing any measure of dispersion. For example, the Theil index evaluated over
the distribution of all actual wage estimates yields a value of 0.3865 and a value of 0.2990 with respect to the



the desired wage changes is notably larger for the high wage group than the low wage group,
presumably reflecting the fact that in general both actual and desired wages of the high wage

group are more dispersed than the corresponding wages of the low wage group.

3 Conceptual Framework

The key feature of the framework I propose is the distinction between the level of wage inequal-
ity that individuals perceive to exist on the one hand, and the level of inequality that they are
prepared to accept on the other hand. This distinction is not now however. Indeed, researchers
from different fields have pointed out that fairness evaluations must always be relative to some
reference point. Jasso has published a series of papers on this issue (Jasso, 1978, 1980, 1999),
arguing that distributive justice is essentially a relational concept. Similar arguments have
been put forth by Alwin (1987), Shepelak and Alwin (1986), and Younts and Mueller (2001).
More recently, Osberg and Smeeding (2006) have used an conceptual and empirical framework
similar to the one proposed here. This point is nicely described by Sen (2000, p.60), who
points out that “people’s attitudes towards, or reactions to, actual income distributions can
be significantly influenced by the correspondence - or lack thereof - between (1) their ideas of
what is normatively tolerable, and (2) what they actually see in the society around them”.

Such a conceptualization allows that people differ in their support for redistribution, even if
they share the same perception, as long as they differ in their evaluation of the just inequality.
On the other hand, individuals with the same evaluation of the ethical level of wage inequality
may still differ in their support for redistribution as soon as they have different perceptions
about the factual distribution of wages. Support for redistribution may thus arguably only
arise if these two evaluations differ from each other, but differences between individuals may
either be driven by different perceptions or by differences in their normative evaluations, or
both. In this sense, both the evaluation of occupational wage inequality and the demand
for redistribution are specific to each individual and therefore, ultimately, in the eye of the
beholder.

3.1 Individual-Level Data

The second feature of my framework is that I borrow from methods that are usually applied to
the measurement of inequality as regards objective wage data. A useful and natural starting
point therefore is the measurement of wage inequality in an objective sense. Let yp, be the

vector of individual wages for some random sample of size n, indexed by i = 1,...,n:

Y = {Y)s - U@y Y } s (1)

with y1) < y@2), -+, Ym—1) < Yn). Therefore, y(;) denotes the wage of the poorest individual

in the sample. Note that is is, in principle, sufficient to observe yp, in order to measure

distribution of just wage estimates (excluding coworkers’ wages in both cases).



wage inequality in any given sample because yj,) fully describes the wage distribution within
the sample and because most inequality measures are some function of yj,; only (e.g. Cowell,
2000).1

Measuring subjective wage inequality, i.e. measuring wage inequality at the individual
level, is conceptually a simple task. In principle, it only requires that the vector of wages
is allowed to depend on the evaluation of individual ¢ and therefore to differ across different

individuals:

Y@ ={w@F, - y@) -y} (2)

where the second index w also introduces the distinction between perceived and ethical wages,
with w = a referring to actual wage estimates and w = j referring to just wage estimates
of invidual i, respectively.’?> From this point of view, the measurement of objective wage
inequality may actually be regarded as a special case of (2), where each individual only gives
an estimate of his or her own actual wage.

Given individual evaluations for both actual and desired wages, it’s straightforward to
define the individual demand for redistribution as the desired reduction in occupational wage

inequality, relative to one’s perceived level of actual inequality:'3

R(i)=—1- [W} : (3)

with R(i) = 0 denoting that an individual does not demand any redistribution at all, because
her perceived level of occupational wage inequality is exactly the same as the what she judges
as an just level of inequality. In turn, R(7) = 1 corresponds to the case where she would like to
eliminate all differences in occupational wages, irrespective of her perception. Summing over all
individuals yields a matrix of wage estimates of size (n x n) overall. Because each individual
gives his estimate of the the whole distribution of occupational wages, individual measures
of