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1. INTRODUCTION

Survey studies in various countries reveal striking differences between the attitudes
people have towards governmental redistribution of income. While some individuals
strongly demand redistributive policies, others oppose them as strongly. Interestingly,
those different views characterize even individuals who share similar pre-fiscal income
levels and socio-demographic attributes. This finding suggests that there is more to
attitudes to governmental redistribution than selfish pecuniary concerns. To some
extent, demand for redistribution seems to be driven by individuals’ concerns for
fairness or distributive justice, i.e. the fact that people aspire to live in a just society,
a place where “one gets what one deserves, and deserves what one gets”.

If one accepts the idea that individuals have a concern for distributive justice, the
question remains about why such a concern produces heterogeneous views on redistri-
bution among individuals who extract similar monetary benefits from it. Arguably,
distributive justice can be seen as a public good that individuals consume. Prefer-
ences for that public good might differ: distributive justice might be very important
to some and not so important to others. Different willingnesses to pay for distributive
justice might thus explain different demands for redistribution.

A major difficulty with this approach is that it implicitly posits a one-to-one re-
lationship between attitudes toward governmental redistribution of income and con-

cerns for fairness, one which is not borne out by the data. E.g. there is no systematic
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evidence showing that people who are in support of laissez-faire care less about fair-
ness than people who support governmental redistribution.

A more subtle approach starts with the observation that what matters for in-
dividual judgement is the perceived amount of a public good. A given amount of
redistribution may be perceived as a public good by some and as a public bad by
others if those two groups maintain different beliefs regarding the fairness of market
incomes in the first place. Individuals who believe that market income is determined
mainly by family background and luck may consume the public good "justice" only if
redistribution occurs. Conversely, individuals who believe that market incomes result
from effort and hard work may see governmental redistribution of income as produc-
ing a public bad. Hence, different beliefs about the fairness of market outcomes may
induce different amounts of subjectively consumed distributive justice, which may
explain different demands for redistribution across otherwise identical individuals.

Consistent with this approach, survey data reveal large differences between the
views held by different people concerning the causes of economic success or poverty.
And econometric work has shown that individual beliefs about how fair market out-
comes are contribute significantly to explaining individual demands for governmental
redistribution of income.

This paper adopts the view that people care about distributive justice and pro-

poses a method to estimate the monetary value of distributive justice as they perceive
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it. How much income is society actually ready to give up in order to secure a fair
distribution of income? Does the average willingness to pay for distributive justice
amount to a few cents or many thousand dollars a year? In view of the considerable
resources that the polity devotes to the assessment of distributive justice and the
design of policies to attain it, these are very important questions.

In this paper, a theoretical model is developed that can be empirically imple-
mented to elicit the willingness to pay for distributive justice. The proposed method
exploits survey data but without running into the usual difficulties encountered by
survey methods for measuring the willingness to pay for public goods. Its applica-
bility is demonstrated by employing it to estimate the value of distributive justice in
the United States.

Our theoretical framework is a very stylized model of demand for governmental
redistribution of income in which demand is driven by both selfish pecuniary motives
and a concern for justice. Individuals share the same idea of justice but differ with
respect to their beliefs about how fair market outcomes are. Individuals who believe
market outcomes to be unfair require governmental redistribution to attain justice.
Individuals who view the market as a fair mechanism require laissez-faire in order
to perceive justice as realized. Thus, justice is defined as a dichotomous variable.
For an individual who believes that the pre-fiscal distribution of income is unfair,

her willingness to pay for justice is defined as the maximal amount of money that
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she would be ready to sacrifice in order to prevent the actual income distribution
from switching to the distribution that would arise under laissez-faire. For somebody
who believes that the pre-fiscal distribution is fair, her willingness to pay for justice
is defined as the maximal amount of money that she would be ready to sacrifice in
order to switch to laissez-faire.

In the basic model, individuals are posited to have different beliefs but common
preferences. In the final part of the paper, we generalize that model to allow for
heterogenous preferences. The willingness to pay for justice can then be decomposed
into a part which is common to everybody and type-specific parts.

In order to gauge the monetary value of justice, we embed the theoretical frame-
work into a random utility model. Estimating the random utility model requires only
measures of support for or opposition to redistribution, beliefs about the fairness of
market outcomes, and pre-fiscal incomes. A simple formula is derived which allows
one to recover the willingness to pay for distributive justice from the estimated coef-
ficients of a probit regression and fiscal data. Estimating type-specific willingnesses
to pay requires one to employ appropriate interaction terms in the probit regression.

In the current paper, that formula is used to estimate the monetary value of justice
in the US. Our estimates, based on data from a large representative sample drawn
in 1998, suggest that Americans’ average willingness to pay for distributive justice

is substantial. We produce various estimates of the value of justice using different
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measures. According to our estimations, the value of distributive justice in the US
roughly amounts to one fifth of its GDP. Expressed in per capita terms, the average
monetary value that American households put on distributive justice is estimated at
about $15,000 per year.

When we scrutinize the hypothesis of heterogeneous preferences for various types
of people (e.g., Republicans vs. Democrats, urban vs. rural dwellers), we find no
supportive evidence for it. This is consistent with the idea that political differences
between types are due to differences in the beliefs about the fairness of the market
system, rather than differences in the values they place on distributive justice.

This paper relates to two strands of literature. One consists of theoretical papers
that incorporate concerns of fairness into models of political redistribution of income.
A recent example is Alesina and Angeletos (2005), who aim at explaining the coexis-
tence of welfare and laissez-faire societies, each associated with different perceptions
about the sources of economic disparities. In their model, fairness enters the voters’
utility function and voters may face a tradeoff between own consumption and justice.
Piketty (1995) chooses a more extreme modeling option, according to which voters
only care about fairness, i.e. they vote so as to maximize a social welfare function.
Even if they share the same welfare function, individuals vote differently because they
have different beliefs about the market return to effort.

The other strand of literature to which this paper is related is the one of econo-
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metric investigations of survey data on attitudes toward governmental redistribution
of income. It includes papers by Alesina and La Ferrara (2005), Corneo and Griiner
(2002) and Fong (2001). Those studies show that individuals’ beliefs about how fair
market outcomes are contribute significantly to explaining their demands for govern-
mental redistribution. The probit regressions presented in this paper belong to the
same family as those in that literature.

The rest of the paper is organized as follows. In Sect. 2 we describe our econo-
metric model. Data and measures are discussed in Sect. 3, while Sect. 4 presents
our estimation results. In Sect. 5 we show how the model can be generalized to

heterogeneous preferences and estimate the generalized model. Sect. 6 concludes.

2. THEORETICAL FRAMEWORK AND EMPIRICAL STRATEGY
Individuals derive utility from the consumption of a numeraire good, C', and from the
feeling that the distribution of income among the members of society is just, J. All
other determinants of utility being held constant, perceiving the income distribution
to be unjust rather than just is assumed to decrease an individual’s utility. Utility is

assumed to be cardinally measurable and unit comparable and takes the form

U=aC+1J,
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where a and v are nonnegative scalars. The variable J € {—1,1} takes the value
1 if the individual thinks that the allocation of resources in society is just and -1
otherwise. So, 2¢ represents the utility gain for the individual if she feels that justice
is realized. The individual’s monetary valuation of justice is therefore W = 21/«
the individual is willing to sacrifice up to 2¢)/a units of her consumption to keep
justice preserved viz. to establish a just society.

Following the empirical studies discussed in the Introduction, we posit that the
existence or lack of distributive justice is related to two factors: the fairness of market
outcomes, f, and the governmental redistribution of incomes, R. Let f be 1 if market
incomes are perceived to be fair and 0 otherwise. Similarly, let R be 1 if the govern-
ment redistributes income and 0 otherwise. Justice is done if either market outcomes
are fair and government does not redistribute or market outcomes are unfair and

governmental redistribution occurs:

J=1e{/#R)

J=-1<{f=R}

Using these relationships, we can express utility as a function of f and R. Namely,



WHAT’S THE MONETARY VALUE OF DISTRIBUTIVE JUSTICE? 9

an agent’s utility may be written as

Ur = OLCR—l-ﬁ(l —2f)

under R =1 and as

Uy =aCy+B(2f —1)

under R = 0. In this formulation, C'r and Cy respectively denote consumption with

and without redistribution. The willingness to pay for justice equals

W= 37 (1)

as can easily be checked using the above definition of justice. By way of an example,
suppose that market outcomes are unfair: f = 0. If there is no governmental redistri-
bution of income, R = 0; then, J = —1. Since U = Uy if R = 0, we obtain ¢»J = —f.
Therefore, ¢ = f and W = 23/a. The three remaining cases can be checked in a sim-
ilar fashion. Notice that ¥ measures the willingness to pay for distributional justice,
not for governmental redistribution. The two notions only coincide if one thinks that
market outcomes are unfair. The theoretical model is closed by the assumption that
individuals support governmental redistribution of income if and only if they achieve

higher utility under redistribution.
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In order to bring the theoretical framework to the data, we express it in terms of

a linear random utility model. Let utility in the case of redistribution be given by

URZQCR+B(1—2f)+ZE/’YR+€R (2)

and utility in the case of absence of any redistribution be given by

Uv =aCy+B2f —1) +2'yy +en. (3)

In the above equations, x is a vector of observable individual characteristics, the first
element of which is normalized to 1. eg and €y represent the error terms.

Preferences affect attitudes according to

Pl‘[d: 1|CN,CR7f,.T]:PI‘[UR>UN], (4)

where d is a dummy variable which equals 1 if the agent supports governmental
redistribution of income and 0 otherwise.

Let y denote the individual’s market income. In the absence of redistribution,
market income and consumption coincide, i.e. Cy = y. In the presence of redis-
tribution, we assume Cgr = y(1 — t) + 2z, where ¢t and z are the parameters of the

(affine) redistributive system. According to several empirical studies, e.g. Roemer et
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al. (2003), actual systems of redistribution are described rather well by affineness.
Inserting the above definitions of Cy and Cg in (2) and (3), and substituting the

resulting equations into (4), one obtains

Prld =1y, f,z] = Prla(z — ty) + B(2 — 4f) + 2’y + ¢ > Oy, f, z], (5)

where e = e —ex and 7 = v — Yy
This relationship can be estimated as a binary probit model. Let Zf = oby and
a, = oa, be the estimates of the coefficients on f and y, respectively, where by and a,

are probit estimates and o is the (unknown) variance of the error term of the probit

2

equation.
Note that

—at = oay (6)
and

—453 = oby. (7)
Substituting into (1) yields

tb
W =L (8)

- 2a,’

'Tf we assume that v = v, = v then 2’y drops out of the model. Our empirical estimates do
not depend much on whether we impose this restriction.

2To obtain the probit model, one assumes that the distribution of the error is a standard normal
and thus ¢ = 1. Since in general the variance of the error term cannot be identified, only the ratio
of the coefficient to o is identified.
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This formula is the basis for our quantification of the value of distributive justice. By
estimating equation (5), we will obtain numerical values for a, and bs. The value for

t will be taken from studies of national tax-transfer systems.

3. DATA AND MEASURES

The assumptions of the model impose certain requirements on the data. First, the
model calls for a measure of pre-tax and pre-transfer income. Second, it calls for a
measure of absolute support for and opposition to redistribution rather than support
for more or less redistribution relative to the status quo. Third, it calls for a measure
that asks about a general redistributive policy that can achieve justice for society as a
whole. Widely available questions that ask about attitudes to “welfare” or “helping
the poor” may be inappropriate because they might be interpreted as asking about
small means-tested programs such as TANF or the former AFDC in the United States.
These programs may help the poor without having much financial impact on those
who never expect to qualify for benefits, because the relatively small costs of the
program are shared by many taxpayers.

An additional concern is to avoid using “target-specific” beliefs about the fairness
of market incomes. When a redistributive policy targets a specific group of people,
beliefs about the causes of income for that specific group - referred to as target-specific
beliefs - have much larger effects on support for that policy than beliefs about the

causes of income for people who are not in the target-group (Fong, 2005).
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Finally, the publicly available social surveys tend to contain many “double-barreled”
questions - namely, questions that ask about more than one concept at a time. While
it is difficult to avoid double-barreled questions altogether, it is important to avoid

those that would introduce serious confounds into the analysis.?

3.1. Data. With these considerations in mind, the best data set for our purposes
turns out to be the Gallup Organization 1998 Social Audit titled “Haves and Have-
Nots” (Gallup Organization, 1998). It is a national sample of the United States
containing 5001 respondents of the ages 18 years and older. The data set over-
samples the poor, so we use sample weights to make it nationally representative.

However, the sample weights have little effect on our estimates.

3.2. Measures. Tables Al and A2 present summary statistics and the exact
wording of the attitudinal measures used in our analysis. Our dependent measure of
demand for governmental redistribution is a binary variable that asks whether or not
“our government should redistribute wealth by heavy tares on the rich”. There are two
responses to this question - “should” and “should not” - plus “don’t know”. Out of
the whole nationally representative sample, 44.69 percent said the government should

redistribute, 51.52 percent said “should not”, and 3.79 percent said “don’t know” or

3For example, there was a question that simultaneously asked about whether or not the dis-
tribution of income is fair and whether or not it should be more equal, thus relating to both our
dependent and independent measures. This question is clearly inappropriate.
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did not respond.* We code the responses so that support for redistribution is one and
opposition to redistribution is zero.’

While none of the potential dependent measures in the data sets we searched
were perfect, this question is one of the best because it asks about support for gen-
eral redistribution of wealth - suggesting a large program that is likely to have a
substantial financial impact on much of the population, rather than a small program
that concentrates its financial impact on the poor. However, the question also de-
scribes a program that targets the rich more than the poor, so we are careful to
avoid regressing our dependent measure on target-specific beliefs about the causes of
wealth.

Beliefs about the fairness of market outcomes are recovered from two survey ques-
tions about the roles of effort and circumstances beyond individual control in causing,
respectively, poverty and wealth. These questions have nearly identical wording and
response scales. The one about causes of poverty is: “Just your opinion, which is more
often to blame if a person is poor — lack of effort on his or her part, or circumstances
beyond his or her control? 1) Lack of effort 2) Luck or circumstances beyond his/her
control, 8) Both, /) Don’t know.” We refer to this question as WHYPOOR. Out of

the whole nationally representative weighted sample, 42.80 percent said lack of effort

4Throughout this section we report nationally representative weighted proportions. The un-
weighted proportions are virtually the same as the weighted proportions.

SWe code “don’t know” as missing, because our model addresses the population of people who
know their preferences.
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explained why people are poor, 40.59 percent said “luck or circumstances”, 13.95
percent said “both”, and 2.66 percent said they “don’t know” or did not respond.

The question about causes of wealth is: “Just your opinion, which is more of-
ten to blame if a person is rich —strong effort to succeed on his or her part, or luck
or circumstances beyond his or her control? 1) Strong effort 2) Luck or circum-
stances beyond his/her control 3) Both, 4) Don’t know.” We refer to this question
as WHYRICH. Out of the whole nationally representative weighted sample, 53.22
percent said strong effort explained why people are rich, 31.89 percent said “luck or
circumstances”, 11.34 percent said “both”, and 3.56 percent said they “don’t know”
or did not respond.

Our theoretical model posits people with beliefs that are both “strong” and “gen-
eral”. By strong beliefs, we mean certain beliefs that either effort matters (i.e. that
market outcomes are fair) or that luck matters (i.e. that market outcomes are unfair).
By general beliefs, we mean beliefs that the causes of income are the same for every-
one. Therefore, when estimating the value of justice, we merely use the sub-sample of
respondents who had strong and general beliefs - that is, those who either said that
lack of effort causes poverty and strong effort causes wealth or that bad luck causes
poverty and good luck causes wealth.

While this way of estimating the value of justice closely follows the theoretical

model, it leads us to neglect a considerable amount of information, as about half of
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our sample does not consist of respondents with strong and general beliefs. Hence,
we also investigate a second regression equation, in which beliefs about the fairness
of market outcomes are constructed in a different way. Our second measure of beliefs
comes from the survey question: “Do you think the economic system in the United
States is (read and rotate 1-2)? 1) Basically fair, since all Americans have an equal
opportunity to succeed OR 2) Basically unfair, since all Americans do not have an
equal opportunity to succeed 3) Don’t know.” We refer to this measure as ECONFAIR.

The specific advantage of ECONFAIR as compared to the combination of WHY-
POOR and WHYRICH is that the former identifies the beliefs of the vast majority
of the survey participants. Out of the whole nationally representative sample, 68.00
percent of the respondents said the economic system is “basically fair”, 29.41 percent
said “basically unfair”, and only 2.59 percent said “don’t know” or did not respond.
We code “basically unfair” as zero and “basically fair” as one. The disadvantage of
ECONFALIR is its greater ambiguity compared to WHYPOOR or WHYRICH. While
we would like to know whether or not respondents believe the market system to be
fair, ECONFAIR asks about the fairness of the economic system, a less precisely
defined concept.

In all of our equations, we include annual pre-tax, pre-transfer household income.
Income was measured in nine categories. We specify it as a single measure by repre-

senting each category with an estimate of the median income of the people in that
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category. We obtain the category medians for income levels up to $100,000 from
the concurrent March Supplement to the Current Population Survey.® For income
levels greater than $100,000, we estimate the category medians using data on the
distribution of income up to $250,000 or more from the 2000 Current Population
Survey.”

The structural estimation of the theoretical model employs only market income
and beliefs about the fairness of market incomes as regressors. In order to check the
robustness of our results, we also run regressions with control variables. Including a
large number of controls has advantages and disadvantages. The main advantage is
that it helps address concerns about potential missing variables biases in the coeffi-
cient on beliefs about fairness of market incomes. More specifically, including a large
number of proxies for current and expected future financial security helps address
concerns that the means and variances of current and expected future income may
be correlated with beliefs that market incomes are fair and may bias the coefficient
on beliefs upward if they are missing or poorly measured. The main disadvantage of
including a large number of proxies for financial security is that it introduces multi-

collinearity with current income and makes it difficult to estimate the coefficient on

6For each income category in the Gallup survey, there is a set of smaller income categories in the
CPS. For each Gallup income category, we use the CPS income category cutoff point that is closest
to the 50th percentile.

"See Table HINC-07 of the Detailed Household Income Tables: 2000, from the 2001 Current
Population Survey March Supplement release.
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income.

To assess this trade-off, we examine the sensitivity of the coefficients on the belief
about fairness and on income to specification changes. Along with a structural specifi-
cation that includes only the beliefs measure and income, we present an intermediate
specification that controls for age, age squared, four age-group dummies, a dummy
for being white, a dummy for being male, the interaction between the dummies for
white and male, five education dummies, a dummy for being married, a dummy for
having one or more dependent children under the age of 18 in the household, and
dummies for living in a suburban area or a rural area (as opposed to an urban area);
and a full specification that includes additional objective and subjective indicators of
socioeconomic position and financial security. These additional controls are: seventy-
five occupation dummies, a dummy for being a union member, dummies for being
employed part-time and being unemployed (as opposed to being employed full-time),
a dummy for owning a home, the value of the household’s non-home assets (ten dum-
mies), subjective worries about paying bills (three dummies), and three dummies for
having had too little money in the past year to pay for, respectively, medical bills,
food, and clothing. The Gallup data set does not include geographical variables (e.g.,
state of residence). However, the detailed information about occupation, employ-
ment status, population density of residence (i.e., rural, suburban or urban), union

membership, and so on, control for many of the economic differences between people
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living in different states.

4. BASELINE RESULTS
Table 1 presents the probit results using the measure of beliefs about fairness con-
structed from WHYPOOR and WHYRICH. The table presents results from the
sub-sample of respondents who had strong and general beliefs about the causes of
poverty - namely, those who replied either that effort levels cause both poverty and
wealth or that luck or circumstances cause both poverty and wealth. Columns 1, 2

and 3 present, respectively, the structural, intermediate, and full specifications.
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Table 1. Probit regressions predicting support for redistribution with the belief
that effort levels cause wealth and poverty, rather than luck and circumstances

(WHYPOORRICH).
(1) 2) 3)
Fairness belief (WHYRICHPOOR) -0.820 -0.821 -0.799
(0.063)***  (0.066)***  (0.071)***
Income/$10k -0.066 -0.046 -0.028
(0.009)***  (0.010)***  (0.012)**
White -0.056 -0.098
(0.113) (0.121)
Male -0.104 -0.104
(0.145) (0.157)
White*male -0.243 -0.295
(0.161) (0.168)*
Age -0.012 -0.016
(0.025) (0.026)
Age? -0.000 -0.000
(0.000) (0.000)
High school graduate -0.062 0.037
(0.115) (0.126)
Technical, trade, or business degree after high school 0.074 0.154
(0.167) (0.176)
Some college -0.275 -0.161
(0.118)**  (0.131)
College degree -0.342 -0.209
(0.132)*F*  (0.147)
Some post-graduate education or more -0.276 -0.149
(0.131)**  (0.154
Child under 18 living at home -0.029 -0.096
(0.077) (0.085)
Married -0.016 -0.009
(0.072) (0.078)
Suburban -0.156 -0.190
(0.075)**  (0.079)**
Rural 0.017 -0.008
(0.088) (0.095)
Observations 2225 2190 2061
Wald X2 250.75 315.03 398.88

Numbers shown are coefficients (robust standard errors in parentheses). * significant at 10%;
** significant at 5%; *** significant at 1%. All equations include a constant. Equation in
column 2 also includes four age group dummies. Equation in column 3 also includes four age
group dummies, 75 occupation dummies, ten asset dummies, three dummies for not having
had enough money to buy food, clothes and medical care in the last year, three dummies
for subjective financial worries, and dummies for being unemployed, employed part-time, a

home owner, a union member.
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Table 2. Probit regressions predicting support for redistribution with the belief

that the economic system is fair (ECONFAIR)

(1) 2) 3)
Fairness belief (ECONFAIR) -0.682 -0.610 -0.613
(0.047)*F*  (0.049)***  (0.052)***
Income/$10k -0.061 -0.046 -0.027
(0.006)***  (0.007)***  (0.008)***
White -0.110 -0.147
(0.078) (0.083)*
Male -0.147 -0.182
(0.104) (0.110)*
White*male -0.111 -0.101
(0.115) (0.120)
Age -0.001 -0.008
(0.017) (0.018)
Age? -0.000 -0.000
(0.000) (0.000)
High school graduate -0.157 -0.075
(0.079)**  (0.084)
Technical, trade, or business degree after high school -0.087 0.032
(0.112) (0.118)
Some college -0.412 -0.301
(0.080)***  (0.089)***
College degree -0.334 -0.192
(0.091)***  (0.102)*
Some post-graduate education or more -0.295 -0.181
(0.090)***  (0.105)*
Child under 18 living at home -0.007 -0.046
(0.053) (0.057)
Married -0.052 -0.074
(0.050) (0.054)
Suburban -0.029 -0.034
(0.052) (0.055)
Rural 0.058 0.067
(0.061) (0.065)
Observations 4362 4289 4035
Wald 2 339.78 419.39 528.12

Numbers shown are coefficients (robust standard errors in parentheses). * significant at 10%;
** significant at 5%; *** significant at 1%. All equations include a constant. Equation in
column 2 also includes four age group dummies. Equation in column 3 also includes four age
group dummies, 75 occupation dummies, ten asset dummies, three dummies for not having
had enough money to buy food, clothes and medical care in the last year, three dummies
for subjective financial worries, and dummies for being unemployed, employed part-time, a

home owner, a union member.
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The effect of believing that effort causes wealth and poverty - compared to the
omitted category of believing that luck or circumstances cause wealth and poverty
- has a negative and highly significant effect on support for redistribution in every
specification. The table shows that the coefficient on the belief measure is virtually
unaffected by specification changes. When we move from the structural specification
to the intermediate specification, the coefficient on the belief about fairness stays vir-
tually the same, changing from -0.820 to -0.821. When moving from the intermediate
to the full specification the magnitude of the coefficient on beliefs stays roughly the
same, decreasing by less than three percent (to -0.799).

Income also has a highly significant negative effect on support for redistribution
in every specification. However, the coefficient on income is quite sensitive to specifi-
cation changes. Moving from the structural to the intermediate specification reduces
the magnitude of the coefficient on income by about 30 percent (from 6.58E-6 to
4.58E-6). Moving from the intermediate to the full specification reduces the mag-
nitude of the coefficient on income by about 40 percent (to 2.75E-6). Thus, for the
purpose of estimating the coefficient on income, the common practice of including as
many control variables as possible is clearly inappropriate.

Table 2 presents the probit results from equations using ECONFAIR to measure
beliefs about the fairness of market outcomes. The structural, intermediate, and full
specifications are presented in columns 1, 2 and 3, respectively.

ECONFAIR has a highly significant negative effect on support for redistribution
in every specification. Its coefficient is also quite stable across specifications. Mov-
ing from the structural to the intermediate specification decreases the magnitude of
the coefficient by eleven percent (from -0.682 to -0.610). When moving from the
intermediate to the full specification, however, the magnitude of the coefficient stays
roughly the same (-0.613).

Income has a highly significant negative effect in all three specifications. However,
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as before, its effect is quite sensitive to specification. Moving from the structural
to the intermediate specification, reduces the magnitude of the coefficient on income
by 24 percent (from 6.06E-6 to 4.58E-6). Moving from the intermediate to the full

specification reduces its magnitude by about 42 percent (to 2.67E-6).

4.1. Baseline estimates of the value of justice. The value of distributive
justice is given by Equation (8). In addition to our estimates of the coefficient on
income and the belief that market outcomes are fair, we need an estimate of ¢, the
marginal tax rate of the linear redistributive system.

Our dependent variable asks whether the government should redistribute, without
specifying the extent of redistribution. Since redistribution does occur in the United
States, a natural interpretation of the survey question is whether the government
should keep redistributing at its actual level. Under this interpretation, the ¢ of our
theoretical model corresponds to the actual marginal tax rate. Alternatively, the
extent of redistribution conjectured by respondents might have been larger than the
actual level. However, since we do not know what that conjecture could have possibly
been, we stick to the first interpretation and set ¢ equal to the actual marginal tax rate
of the US redistributive system. We set t = 25.56%, the marginal tax rate estimated
by Saez (2004, Table A) for the US in 1998.® One might view this as leading to the

estimation of a lower bound for the value of distributive justice in the US.

Range of estimates using WHYPOOR/WHYRICH measure. Table 1
gives us estimates of by and a, for a household with strong general beliefs. Substi-
tuting the estimates of by, a, from column 1 of Table 1 and the Saez (2004) estimate
of t into formula (8), one obtains an estimated value of distributive justice equal to

$15,955.98 for a household with strong general beliefs. This means the following: On

8Roemer et al. (2003) estimate the US marginal tax rate at 24.3%. However, their estimate
refers to 1991. Saez’s (2004) estimate for 1991 is 23.11%.



WHAT’S THE MONETARY VALUE OF DISTRIBUTIVE JUSTICE? 24

average, a US household with strong general beliefs about market fairness - which
characterizes about half of US households - is willing to pay almost $16,000 a year to
live in a just society.

Based on these estimates, the value of distributive justice for the United States eas-
ily obtains. In 1998 (the year the Gallup data were collected) there were 103,874,000
households in the United States (CPS march supplement). Assuming that every-
body has the same willingness to pay for justice as that of respondents with strong
and general beliefs, the value of justice for the United States is estimated to be
$1,654,007,856,247 in 1998. This represents 20.09 percent of the US GDP.

The above computations extrapolate from the results based on the sub-sample
containing respondents who had strong beliefs. According to our data, that sub-
sample represents 48.26 percent of the households in the United States. The remaining
51.74 percent of the sample had weak and/or specific beliefs. Our theoretical model
does not make predictions for these individuals. A priori, there seems to be nothing
wrong in positing that these individuals have the same willingness to pay for justice
as those in the other group. Preferences for justice have no evident relationship to
beliefs about the fairness of market outcomes. These beliefs should be related to
(indirect) preferences for governmental redistribution, not to (direct) preferences for

justice.

Estimate using ECONFAIR measure. Table 2 displays estimates of by and
a, produced by using ECONFAIR and the whole nationally representative sample.
Substituting the estimates of by and a,, from column 1 of Table 2, along with the Saez
(2004) estimate of ¢ into Equation (8) one obtains an estimated value of justice of
$14,350.23 per household. Thus, the aggregate value of justice for the whole economy
is the equivalent of 18.11 percent of GDP. These numbers are reasonably close to

those obtained using the WHYPOOR/WHYRICH measure.
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Clearly, our estimates indicate that the monetary value of distributive justice is
large. This is not the artifact of using the structural specification to recover the
coefficients for computing W. Using the intermediate or the full specification (i.e.
columns 2 and 3 in Tables 1 and 2) would produce even larger estimates. This is
due to the fact that, according to (8), the value of distributive justice is proportional
to the ratio between the coefficient of the beliefs variable and the coefficient of the
income variable. Including control variables leaves the value of the coefficient on the
beliefs variable almost unchanged while it decreases the value of the coefficient on the
income variable, in absolute terms. Hence, the estimate of WW increases when control

variables are included.

5. ESTIMATING THE VALUE OF JUSTICE FOR DIFFERENT TYPES OF
HOUSEHOLDS
So far, we have based our estimates on the assumption that individuals have the same
utility function. However, one may wonder whether this assumption is appropriate
or whether different types within the population value distributive justice differently.
To address this issue, we generalize the theoretical model of Sect. 2 in a straight-
forward way. We denote household types by & = 1,2,...K. Variable T, € {0,1}
takes value 1 if and only if the household has type k. Types are assumed to affect

preferences according to

K
Y=p= <1+Z5ka> v,
k=1

where VU is a constant and §, captures the type-specific preferences. The additional

willingness to pay for justice induced by having type k is thus given by

20, W
Wk: ka
(6%
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and

K
2
W="1+> LW
k=1

is the total willingness to pay.
Following the same steps as in Sect. 2, we embed this theoretical framework in a

random utility model. Now, we have

K
Prid =1y, f,z] = Prla(z —ty) + V(2 —4f)+ V(2 —4f) deTk—{—x”y—l—s > 0|y, f, z].
k=1

Let by, ¢ = obyy be the estimate of the coefficient on f7}. From

—4\11 = O'bf
and
—4\11(5k = O’bkf,
one obtains
bkf
O0p = —-.
k by
By
—at = oay,
one then has
20 thy
a 2a,

The additional willingness to pay for justice induced by having type k is thus given

by
. tbkf
- 2a,

Wi,
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Hence, estimating the specific willingness to pay of a household type merely re-
quires the use of appropriate interaction terms.

Bringing this theoretical framework to the data is not straightforward because
of the difficulty of finding proper empirical correlates of household types. Ideally,
one would like to employ characteristics of households that are exogenous and un-
correlated with the key regressors “beliefs” and “income”, so as to produce reliable
coefficient estimates. In practice, these conditions may be hard to fulfill.

In Table 3, we present estimates that include interaction terms which capture the
following types: White, Republican, rural dweller, and male. Column 1 presents the
results using WHYRICH/WHYPOOR in the sub-sample of respondents with strong
and general beliefs. Column 2 presents the results using ECONFAIR in the whole
nationally representative sample.

As our findings show, there are no robust interaction effects. The interaction
between beliefs and being white is statistically significant in the first column but not
the second column. No other interaction terms are significant. This picture would not
change if one includes in the regressions the control variables employed in Columns
2 and 3 of Tables 1 and 2. These findings suggest that the willingness to pay for
justice is fairly constant across types of people. This supports the view that political
differences across types of people are due to differences in the beliefs they hold about
the fairness of market outcomes rather than the extent to which they care about

justice.
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Table 3. Probit regressions predicting support for redistribution with WHY-
POORRICH (column 1) and ECONFAIR (column 2). Equations include in-
teractions between fairness beliefs and types of households.

0 )
Fairness belief -0.391 -0.356
(0.154)%%  (0.112)%**
Income/$10k -0.047 -0.048
(0.009)***  (0.006)***
White 0.022 -0.047
(0.119) (0.090)
Male -0.206 -0.112
(0.100)**  (0.083)
Republican -0.592 -0.420
(0.125)%%%  (0.104)%**
Rural 0.029 0.133
(0.119) (0.096)
Fairness belief*White -0.411 -0.146
(0.160)**  (0.117)
Fairness belief *Male -0.045 -0.127
(0.129) (0.098)
Fairness belief *Republican  -0.059 -0.173
(0.154) (0.118)
Fairness belief *Rural 0.147 -0.037
(0.152) (0.113)
Observations 2202 4315
Wald x?2 340.90 499.83

Numbers shown are coefficients (robust standard errors in parentheses).

* significant at

10%; ** significant at 5%; *** significant at 1%. Both equations also include a constant.

6. CONCLUSION

Most people agree that one should get what one deserves, and deserve what one gets.

Distributive justice can thus be seen as a pure public good that increases the utility of

all members of society. It is, however, a rather special good since people have different

beliefs about the appropriate technology to produce it. To some, distributive justice is

the outcome of free markets, whereas to others governmental redistribution of income

is necessary to achieve it.

The current paper has developed a simple theoretical model that can be em-
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pirically implemented to estimate the monetary value of distributive justice. Our
estimates indicate that, in 1998, the value of distributive justice in the United States
amounted to about one fifth of GDP. This is substantial.

We found no evidence that the monetary value of distributive justice varies across
types of people. This is consistent with the idea that political differences between
types are due to differences in the beliefs about the fairness of the market system,
rather than differences in the values they place on distributive justice.

Of course, our estimation results should be interpreted with some caution. The
theoretical model on which they are based is a very stylized one, which defines distrib-
utive justice as a dichotomous variable. While this is a reasonable first approximation,
in reality, perceptions of distributive justice are more like a continuous variable. Ex-
tending the current model to account for a richer structure of preferences and a more
realistic system of redistribution would be worthwhile. With respect to the empirical
measures of attitudes and beliefs, those available were far from ideal. It would be nice
to have survey questions that are less vulnerable to multiple interpretations and allow

for a finer grid of measurement. Attacking these issues is a task for future research.
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Data Appendix

Table Al. Exact wording of and responses to measures of dependent variable and
beliefs about fairness of market outcomes.

Dependent Variable: “People feel differently about how far a government
should go. Here is a phrase which some people believe in and some don’t. Do you
think our government should or should not redistribute wealth by heavy taxes on
the rich?”

“Should” (44.69%)

“Should not” (51.52%)

“Don’t know “(2.93%)

Non-response (0.86%)

WHYPOOR: “Just your opinion, which is more often to blame if a person
is poor — lack of effort on his or her part, or circumstances beyond his or her
control?”

“Luck or circumstances beyond his/her control” (40.59%)

“Both” (13.95%)

“Lack of effort” (42.80%)

“Don’t know” (1.84%)

Non-response (.82%)

WHYRICH: “Just your opinion, which is more often to blame if a person is
rich —strong effort to succeed on his or her part, or luck or circumstances beyond
his or her control?”

“Luck or circumstances beyond his/her control” (31.88%)

“Both” (11.34%)

“Strong effort” (53.22%)

“Don’t know” (2.61%)

Non-response (0.95%)

ECONFAIR: "Do you think the economic system in the United States is (read
and rotate 1-2)7”

“1) Basically fair, since all Americans have an equal opportunity to succeed OR”
(68.00%)

“2) Basically unfair, since all Americans do not have an equal opportunity to
succeed” (29.41%)

“3) Don’t know." (1.91%)

Non-response (0.68%)

Percentages shown are estimated nationally representative proportions using sample weights.

N = 5001 (including non-response).
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Table A2. Summary statistics for selected regressors.”

32

N Est. S.E.
Mean”

Continuous Variables
Income (Constructed by representing each of nine income categories by 4571 46772.19  553.258
their estimated medians. Category medians are estimated with data
from the concurrent CPS March Supplement.)
Age 4925 44.85 0.282
Age squared 4925 2311.82 28.437
Dummy Variables
White 4899 0.809 0.006
Male 4998 0.476 0.008
Age group 2 (30-39 yrs.) 4925 0.222 0.006
Age group 3 (40-49 yrs.) 4925 0.204 0.006
Age group 4 (50-64 yrs.) 4925 0.189 0.006
Age group 5 (65-99 yrs.) 4925 0.165 0.006
High school graduate 4959 0.279 0.007
Technical, trade, or business degree after high school 4959 0.053 0.003
Some college 4959 0.269 0.007
College degree 4959 0.11 0.004
Some post-graduate education or more 4959 0.118 0.004
Child under 18 living at home 4967 0.388 0.007
Married 4961 0.541 0.008
Suburban 5001 0.477 0.008
Rural 5001 0.228 0.006
In last year, did not have enough money to buy clothing family needed 4988 0.174 0.006
In last year, did not have enough money to buy food family needed 4989 0.11 0.005
In last year, did not have enough money to pay for medical care 4980 0.218 0.006
Worries that income will not meet bills: most of the time 4971 0.444 0.008
Worries that income will not meet bills: some of the time 4971 0.119 0.005
Worries that income will not meet bills: almost never 4971 0.094 0.005
Union member 4966 0.108 0.005
Employed part-time 4961 0.129 0.005
Not employed 4961 0.307 0.007
Non-home assets >$0<$1000 4453 0.029 0.003
Non-home assets >$1000<$5000 4453 0.057 0.004
Non-home assets >$5000<$10,000 4453 0.067 0.004
Non-home assets >>$10,000<$30,000 4453 0.162 0.006
Non-home assets >$30,000<$50,000 4453 0.109 0.005
Non-home assets >>$50,000<$75,000 4453 0.068 0.004
Non-home assets >$75,000<$100,000 4453 0.047 0.003
Non-home assets >$100,000<$250,000 4453 0.079 0.004
Non-home assets >$250,000<$500,000 4453 0.032 0.003
Non-home assets >$500,000 4453 0.032 0.003

@ The full specification includes 75 occupation dummies that are not summarized in this table.

b Means are estimated from the nationally representative weighted sample.



CESifo Working Paper Series

(for full list see www.cesifo-group.de)

1645 Burkhard Heer and Bernd Suessmuth, The Savings-Inflation Puzzle, January 2006

1646 J. Stephen Ferris, Soo-Bin Park and Stanley L. Winer, Political Competition and
Convergence to Fundamentals: With Application to the Political Business Cycle and the
Size of Government, January 2006

1647 Yu-Fu Chen, Michael Funke and Kadri Ménnasoo, Extracting Leading Indicators of
Bank Fragility from Market Prices — Estonia Focus, January 2006

1648 Panu Poutvaara, On Human Capital Formation with Exit Options: Comment and New
Results, January 2006

1649 Anders Forslund, Nils Gottfries and Andreas Westermark, Real and Nominal Wage
Adjustment in Open Economies, January 2006

1650 M. Hashem Pesaran, Davide Pettenuzzo and Allan G. Timmermann, Learning,
Structural Instability and Present Value Calculations, January 2006

1651 Markku Lanne and Helmut Luetkepohl, Structural Vector Autoregressions with
Nonnormal Residuals, January 2006

1652 Helge Berger, Jakob de Haan and Jan-Egbert Sturm, Does Money Matter in the ECB
Strategy? New Evidence Based on ECB Communication, January 2006

1653 Axel Dreher and Friedrich Schneider, Corruption and the Shadow Economy: An
Empirical Analysis, January 2006

1654 Stefan Brandauer and Florian Englmaier, A Model of Strategic Delegation in Contests
between Groups, January 2006

1655 Jan Zapal and Ondfej Schneider, What are their Words Worth? Political Plans and
Economic Pains of Fiscal Consolidations in New EU Member States, January 2006

1656 Thiess Buettner, Sebastian Hauptmeier and Robert Schwager, Efficient Revenue
Sharing and Upper Level Governments: Theory and Application to Germany, January
2006

1657 Daniel Haile, Abdolkarim Sadrieh and Harrie A. A. Verbon, Cross-Racial Envy and
Underinvestment in South Africa, February 2006

1658 Frode Meland and Odd Rune Straume, Outsourcing in Contests, February 2006

1659 M. Hashem Pesaran and Ron Smith, Macroeconometric Modelling with a Global
Perspective, February 2006



1660 Alexander F. Wagner and Friedrich Schneider, Satisfaction with Democracy and the
Environment in Western Europe — a Panel Analysis, February 2006

1661 Ben J. Heijdra and Jenny E. Ligthart, Fiscal Policy, Monopolistic Competition, and
Finite Lives, February 2006

1662 Ludger Woessmann, Public-Private Partnership and Schooling Outcomes across
Countries, February 2006

1663 Topi Miettinen and Panu Poutvaara, Political Parties and Network Formation, February
2006

1664 Alessandro Cigno and Annalisa Luporini, Optimal Policy Towards Families with
Different Amounts of Social Capital, in the Presence of Asymmetric Information and

Stochastic Fertility, February 2006

1665 Samuel Muehlemann and Stefan C. Wolter, Regional Effects on Employer Provided
Training: Evidence from Apprenticeship Training in Switzerland, February 2006

1666 Laszlo Goerke, Bureaucratic Corruption and Profit Tax Evasion, February 2006

1667 Ivo J. M. Amold and Jan J. G. Lemmen, Inflation Expectations and Inflation
Uncertainty in the Eurozone: Evidence from Survey Data, February 2006

1668 Hans Gersbach and Hans Haller, Voice and Bargaining Power, February 2006
1669 Frangoise Forges and Frédéric Koessler, Long Persuasion Games, February 2006

1670 Florian Englmaier and Markus Reisinger, Information, Coordination, and the
Industrialization of Countries, February 2006

1671 Hendrik Hakenes and Andreas Irmen, Something out of Nothing? Neoclassical Growth
and the ‘Trivial’ Steady State, February 2006

1672 Torsten Persson and Guido Tabellini, Democracy and Development: The Devil in the
Details, February 2006

1673 Michael Rauber and Heinrich W. Ursprung, Evaluation of Researchers: A Life Cycle
Analysis of German Academic Economists, February 2006

1674 Ernesto Reuben and Frans van Winden, Reciprocity and Emotions when Reciprocators
Know each other, February 2006

1675 Assar Lindbeck and Mats Persson, A Model of Income Insurance and Social Norms,
February 2006

1676 Horst Raff, Michael Ryan and Frank Stachler, Asset Ownership and Foreign-Market
Entry, February 2006



1677 Miguel Portela, Rob Alessie and Coen Teulings, Measurement Error in Education and
Growth Regressions, February 2006

1678 Andreas Haufler, Alexander Klemm and Guttorm Schjelderup, Globalisation and the
Mix of Wage and Profit Taxes, February 2006

1679 Kurt R. Brekke and Lars Sergard, Public versus Private Health Care in a National
Health Service, March 2006

1680 Dominik Grafenhofer, Christian Jaag, Christian Keuschnigg and Mirela Keuschnigg,
Probabilistic Aging, March 2006

1681 Wladimir Raymond, Pierre Mohnen, Franz Palm and Sybrand Schim van der Loeft,
Persistence of Innovation in Dutch Manufacturing: Is it Spurious?, March 2006

1682 Andrea Colciago, V. Anton Muscatelli, Tiziano Ropele and Patrizio Tirelli, The Role of
Fiscal Policy in a Monetary Union: Are National Automatic Stabilizers Effective?,
March 2006

1683 Mario Jametti and Thomas von Ungern-Sternberg, Risk Selection in Natural Disaster
Insurance — the Case of France, March 2006

1684 Ken Sennewald and Klaus Waelde, “It6’s Lemma* and the Bellman Equation for
Poisson Processes: An Applied View, March 2006

1685 Ernesto Reuben and Frans van Winden, Negative Reciprocity and the Interaction of
Emotions and Fairness Norms, March 2006

1686 Frangoise Forges, The Ex Ante Incentive Compatible Core in Exchange Economies
with and without Indivisibilities, March 2006

1687 Assar Lindbeck, Marten Palme and Mats Persson, Job Security and Work Absence:
Evidence from a Natural Experiment, March 2006

1688 Sebastian Buhai and Coen Teulings, Tenure Profiles and Efficient Separation in a
Stochastic Productivity Model, March 2006

1689 Gebhard Kirchgaessner and Silika Prohl, Sustainability of Swiss Fiscal Policy, March
2006

1690 A. Lans Bovenberg and Peter Birch Serensen, Optimal Taxation and Social Insurance in
a Lifetime Perspective, March 2006

1691 Moritz Schularick and Thomas M. Steger, Does Financial Integration Spur Economic
Growth? New Evidence from the First Era of Financial Globalization, March 2006

1692 Burkhard Heer and Alfred Maussner, Business Cycle Dynamics of a New Keynesian
Overlapping Generations Model with Progressive Income Taxation, March 2006



1693 Jarko Fidrmuc and likka Korhonen, Meta-Analysis of the Business Cycle Correlation
between the Euro Area and the CEECs, March 2006

1694 Steffen Henzel and Timo Wollmershaeuser, The New Keynesian Phillips Curve and the
Role of Expectations: Evidence from the Ifo World Economic Survey, March 2006

1695 Yin-Wong Cheung, An Empirical Model of Daily Highs and Lows, March 2006

1696 Scott Alan Carson, African-American and White Living Standards in the 19" Century
American South: A Biological Comparison, March 2006

1697 Helge Berger, Optimal Central Bank Design: Benchmarks for the ECB, March 2006

1698 Vjollca Sadiraj, Jan Tuinstra and Frans van Winden, On the Size of the Winning Set in
the Presence of Interest Groups, April 2006

1699 Martin Gassebner, Michael Lamla and Jan-Egbert Sturm, Economic, Demographic and
Political Determinants of Pollution Reassessed: A Sensitivity Analysis, April 2006

1700 Louis N. Christofides and Amy Chen Peng, Major Provisions of Labour Contracts and
their Theoretical Coherence, April 2006

1701 Christian Groth, Karl-Josef Koch and Thomas M. Steger, Rethinking the Concept of
Long-Run Economic Growth, April 2006

1702 Dirk Schindler and Guttorm Schjelderup, Company Tax Reform in Europe and its
Effect on Collusive Behavior, April 2006

1703 Frangoise Forges and Enrico Minelli, Afriat’s Theorem for General Budget Sets, April
2006

1704 M. Hashem Pesaran, Ron P. Smith, Takashi Yamagata and Liudmyla Hvozdyk,
Pairwise Tests of Purchasing Power Parity Using Aggregate and Disaggregate Price
Measures, April 2006

1705 Piero Gottardi and Felix Kubler, Social Security and Risk Sharing, April 2006

1706 Giacomo Corneo and Christina M. Fong, What’s the Monetary Value of Distributive
Justice?, April 2006





