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Abstract
nomic faimess which strives for generality by

D i
characterizing the faimess values which people share across differing contexts. The study attemp

to isolate these underlying values from the more situation-specific ‘perccl;:tual eﬁe:et: (;5(.), r;“::“:;f,
i i faimess. Central to the propo
) e iote hich, rough i requires that a person’s fair allocation (e.g., of

ility Principle which, roughiy speaking, | 1 '
AL":C::‘:;G‘:;);“ prop(’:rtion to the relevant variables which he can mfluel_lce (e.g. _work ;::r:z;‘l:lt:s
::)t according to those which he cannot reasonably influence (e.g., a physical hzfmtclillca:};:()):o
of telephone interviews and written questionnaires are presented in support of the Ty.

This paper presents a positive theory of eco

JEL classification: A13; D63
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1. Introduction

Manifestations of concern for distributive justice may be four‘nd nt\_ pol::n‘;sl,p :(1: tm:;k:; s
i i i i having a significa
and in laboratories. This concem often is seen as e omple
i iti ic and social goals. In the realm of politics, f ,
pursuit of political, economic an . i o o of
itai i ini Thatcher failed to heed an en g
Britain’s former Prime Minister Margaret oy oy
i i i 11 tax (a flat, per head levy). The same policy,
fairness when in 1990 she introduced a po at, per b e o
ich si i i > Revolt in Britain and forced the 14-ye
hich six centuries earlier set off a Peasants . i 1fo
zllllcg Richard 11 to flee for his life, led to Thatcher’s resignation within the year and to the

Werner Giith and Joe Oppenheimer for feedback on earlier
nd suggestions which have

of course, mine.

'My sincere thanks are extended to Gary Biglaiser,

versions of this paper and to two referees of this journal for many helpf.ul 'commcms al
ion or c< m

been incorporated into this version. Any errors of o
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eventual repeal of the poll tax amid public outrage over the unfairness of this tax. In the
private sector, gasoline price increases at the pump soon after the 1990 Iraqi invasion of
Kuwait based on anticipated increases in crude prices led in the US to public cries of
price gouging. Five months later, at the onset of the Persian Gulf War, major oil refiners
initially froze, and then actually lowered, wholesale gasoline prices despite widespread
expectations of soaring crude prices, a turnabout in policy which was widely attributed to
public relation concerns. Recently, an expansive literature has emerged around
experimental studies which generally confirm a role for fairness in economic decision
making.? In fact, much of the current interest in faimess can probably be traced to the
seminal Giith et al. (1982) bargaining experiment in which subjects demonstrated a
willingness to incur personal sacrifice for “fair” allocations.

Given the evidence from different sources that attitudes about fairness influence
economic behavior, it would be useful to have a theory of this phenomenon. As an effort
in this spirit, this paper presents a positive theory of economic fairness (or distributive
justice) which strives for generality by characterizing the fairness values which people
share across differing contexts or situations. It is best classified with “equity theory”
(found mostly within social psychology) which relates fair allocations to so-called
“inputs.” The theory advanced here aids, I hope, in clarifying this relationship by
introducing the Accountability Principle. Roughly speaking, this principle requires that a
person’s entitlement or fair allocation (e.g., of income) vary in proportion to the relévant
variables which he can influence (e.g., work effort), but not according to those which he
cannot reasonably influence (e.g., a physical handicap). In addition, a formula for the fair
allocation of economic variables is presented which embodies the principle and which
relates the fair allocation to inputs, outputs, endowments and costs. The evidence brought
to bear on the theory comes from responses to hypothetical scenarios presented to
subjects in telephone and written attitude surveys. However, one might view as casual
evidence of this principle many of the arguments in the debates about Affirmative Action
or the Americans with Disabilities Act.

Pursuing a positive approach to fairness, equity theory has its origins in the work of
sociologists Homans (1958, 1961), Blau (1964), who through the application of economic
principles, proposed modeling social behavior as exchange.’ This spawned an extensive
literature among social psychologists including Adams (1965), who was the first to state
explicitly an equity formula, and Walster et al. (1973, 1978) who tried to refine it. This
transdisciplinary research program came full circle when Selten (1978) suggested how
equity theory could be applied to economic behavior.

Most of the voluminous literature on fairness in economics to date, however, has been
dominated by a normative approach which has generated a plethora of theories with
differing premises and conclusions. With roots in philosophy, just a few prominent
examples of these theories include those traceable to Aristotle (Ethica Nicomachea),

>To mention but a few, see Bolton (1991), Fehr et al. (1993), Forsythe et al. (1994), Franciosi et al. (1995),
Frey and Bohnet (1995), Frohlich and Oppenheimer (1992), Hoffman et al. (1996), Spiegel et al. (1994).

3Several contributors to this literature trace its origins to Aristotle (Ethica Nicomachea). A more recent, and
radical, example of the application by a sociologist of economic principles to sociological issues is Coleman
(1990).
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Bentham (1791), Foley (1967), Rawls (1971) and Nozick (197.4). Based on intros;;(.:tcuo:

and deduction, normative theories of fairness aspire t0 a hlghhlevel oi ge;l:’; ‘l) iﬁcal
iki teristi is li i ly has been the paucity 0

(riking characteristic of this literature until recently b s '

isnvestiggation which addresses the value of these theories as descriptions of the fairness

standards held by real people.

. I £
Nevertheless, recent attention in economics has turned to the possible impact o

fairness on actual atutudes and behavlol. Nlost 0‘ tllese Studles have ta.kell the form Of the

entioned experimental tests. Very few studies have treat
“fl:(i)rrne:s]s in conjunc‘t)i:m with a survey design. The main such surveys kno»;rggtg)l:l:rag?;;
are those of Yaari and Bar-Hillel (1984) and of Kahneman et al. (1986: ) o
including several spin-offs of the latter.* The folrt:liz ;t';e:g; g ;or::;r‘:t:)\;; :s;l o oo
istributi echanisms without clear-cut results. , « ,
(si:rs;zzu::;zltt‘sl to buttress their new theory of dual et?titlement. This theoryt,o[l::::::ig
restricts its scope to the fairmess of changles in tran;acn::no;e;snsfb:;vsv:zr; ::,:menml nd
d landlords or employees and em . :
Is!:ler:/(:;a:g;iit:: ?\I:vsei:[:mtribuwd much to our understanqing of faimfass and o:; perc;p::n:
of faimess. Nevertheless, their aspirations for theoretical generality havse z; :;naan a'g‘d
remained modest. Moreover, other survey results, .such as Kon'}(?w (1995? anf ant and
Bar-Hillel (1984), cast doubt on existir‘x)i nomanlv: ?ndsg?;;:;es theories of ec
i izable propositions about actual Iairne . . ) )
fal?iizzs ccg:::\‘:rllll?/a:rav‘:n fl:zm the empirical fairness Tesearch.to date is tthat fam::s; al‘s
a highly differentiated phenomenon whichl vals-lz.s“ :1::,11] w;t;xg lco(:;)te); égt)a.gs;ate (ha;
instituti cultural context. For example, sm - 1991 (p.
l‘?z::tti‘:::\:nca)lf (;;imess are very situation-specific.” This king of “‘.S"tfmo,‘,‘all ancd e%e:l-
graphic specificity is what Elster (1990, 1992) means by' 19cal ‘])uit;(l:]e. . ;:\:\:ur wm;
(1991) outline a theory of fairness which depends on institutions ul ey oo
Elster (1989) who states that “at present 1 ar.n not able to formu ?te laggo gt
even plausible generalizations” about institunqns. 'I'homp.son. et al. ( h, on e
other hand, seem to make progress in formulating gex'lerahzatlons ab(.)ut culture.
es to fairness survey guestions among subjects in different

striking similarity of respons . . . .
countriges however, suggests little vyariation in notions of fairness across this contextual

6 )
dimension, the one acfoss which it would be pe.rhaps most expected.” The a'uthz;'ai
view, elaborated in Sections 2 and 4 of this paper, is that much of what appears sing

“The survey of Gorman and Kehr (1992) is identical to KKT while that of Frt?y an.d Gy,i:i (;32?‘)(::?:' ‘zl\:;i
i i faimess questions Inspil .
hne (1993), Ng (1988), Shiller et al. (1991) contain sofne i s
ll;‘;;:c‘;;:r:nd éhoi (1990) also included survey questions on fairness but wassno( cl.n(e:'lgysé;)cu:ndi:: af:::de::
i nd Szirmai ex
i ies of Arts et al. (1991), Kluegel and Smith (1986) a 2 ' .
:iswu::(li:ch;!l:rn?ie::ri:!::;::ig' but their theoretical di ion is limited and chiefly sociological and psychological
rather than economic. . e acconding (o
SThat paper undertakes a comparative analysis based on survey results of dilsu?bum"; 7]:; |l((:KT (‘986agb)v
egalitarianism, Aristotle (1925), Rawls (1971), Nozick (1974), Foley (1967) and Varian ( 3 N
A e e e Shlk i j d the results for common
6See, for example, the Shiller et al. (1991) research on U.S. and Soviet sub]cctls‘ an ol )resw“uﬂmd s
questions among subjects in Canada (KKT, 1986b), Germany (Frey and Pommerehne, s
and Gygi, 1988) and the US (Konow (1995, 1996)).
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t(:i :(:lsesc:,;;llls;?le is due to perceptual effects, not to the lack of generality in actual

While searching for a faimess theory which bridges contexts, this single paper is not
pf course, able to state and verify applications of this theory to all situations involvin ’
issues of distributive justice. In particular, the immediate goal is to present the theo ;
?pphed to the fair allocation of a single, sufficiently divisible economic variable (such e?;
mcf)m.e) and to demonstrate the consistency of this theory with the fairness standards of a
majority of people. Thus, the concern of this model is with faimess of outcomes or
endstates, not with fairness of opportunities.

Section 2 of the paper provides the reasons for and the details about the methodolo,
chos.en for this study. The balance of the paper builds up the theory stepwise with tiz
pem'nent survey evidence presented at each step. The Accountability Principle is stated in
Sectnon 3 while Section 4 examines how subjects interpret scenarios given incomplete
information and what the possible effects of this interpretation are on the result[; A
form.ula for the entitlement which embodies the Accountability Principle is suggeste(.i in
Section 5. The concluding remarks in Section 6 contain thoughts on how to generali
and add to this approach to distributive justice. ’ e

2. Methodology

Below I review the issues surrounding the choice of method and the details of the
surveys.

2.1. Issues of method

The [.)resuTnption of the theory and conclusion of the empirical work here is that
economic fairness is a genuine concemn of real people which may be described in
rigorous terms. Because of the possibility of perceptual effects, however, what is fair
accorfimg to the values of the majority may sometimes differ from what, the majorit
perceives or reports to be fair. As used here, a perceptual effect is detected wher):
the'qual?tlty or presentation of information about the same actual endstates affects
§ubject _!udg7ments. Specifically, one type of perceptual effect is due to incomplete
lnfonpatlon. .This was addressed by constructing survey questions with differences iﬁ the
?;z;)l:)t:]t; :f information about endstates and identifying the resulting differences in

‘Otht.:r perceptual effects may emerge, however, which are related to the evaluation of
given information. Fairness perception may be subject to “framing effects” whereb
responses are affected by variations in the presentation of a scenario in which ch
information about the endstates is qualitatively and quantitatively identical.® Since the

7 . . .
. Al; ;e;amplf: a(l::;r; be seen in question 2 of this paper (see Section 4 ) in which a majority of respondents judges
pay differenti tween two identical k i i i i
oy o i ical workers unfair until they are made aware of a proportionate difference in
8
For example, KKT (1986b) identif’ illusion i i
3 y money illusion in responses to faimess questions. See Kah:
Tversky (1979), Tversky and Kahneman (1986) for more on framing effects. neman and
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chief focus of this paper is on faimess values, not framing effects, several guidelines were:
adopted to try to eliminate the kind of scenarios with which the latter have been
associated. These included generally keeping the details simple, using certain rather than
risky outcomes, using levels of rather than changes in variables and formulating several
questions with inconsequential changes in presentation to confirm that subjects were
responding to the information and not to the frame.

I view reported fairness as a product of true underlying values which we must
sometimes interpret with an awareness of distinct perceptual effects.” Thus, agreement on
principles of fairness (even unanimity) does not preclude substantial disagree-
ment on perceptions of fairmess. The potential gap between actual and perceived
fairess may invite misrepresentation of fairness issues.'® The author (1993) has
argued with a simple illustrative model in which information is imperfect that one
may observe a ‘“‘mimicry” effect (to borrow a term from Frank, 1990), i.e., people
may feign virtue or appeal to specious claims about fairness to promote their own
interests (underscoring the importance of learning about “true” fairness). Indeed,
concern that a personal stake in the outcome might introduce a mimicry effect bias in the
results was one reason for the choice of a survey format and for the effort to make the
situations evaluated as remote as possible from the narrowly defined personal interests of
the subjects.

The theory and specific scenarios designed to test the theory of this paper evolved as
products of repeated induction. That is, surveys prior to this one suggested hypotheses
which led to pilot tests, then to revised hypotheses, then to revised surveys.“ The
evaluation and reevaluation of the theory and scenarios were based on the results of
previously canvassed questions, on the author’s intuition and on the unsolicited but
nonetheless frequent supplemental remarks of respondents.

2.2. The surveys

In order to test the theory in differing contexts, subjects confronted a variety of unique
scenarios. Also, contrasting versions of certain scenarios were posed which differed only
in some crucial aspect (along the lines of KKT, 1986b). Other questions appeared in
numerous similar versions which differed with respect to the magnitude of sorne
parameter. Contrasting or similar versions of questions were never posed to the same

subjects.

%Thus, faimess is seen not merely as a framing effect or a manifestation of expectations. Indeed, the
observation that history and institutions (see Isaac et al., 1991) and expectations (see Franciosi et al., 1995)
matter for reported fairness is, in the author’s opinion, more a reflection of the importance of history, institutions
and expectations for perceptual effects than for the underlying faimess values.

19[ndeed, a large part of the low regard for faimess among some in the economics profession is surely due to
the belief that faimess arguments are merely subterfuge for the furthering of self-interest. But, as Zajac, 1985 (p.
120) points out, “if the justice arguments are such transparent frauds, why are they advanced in the first place
and why are they given serious attention?”

1 Actually, the framework of the theory including the Accountab
initially emerged as an alternative interpretation of KKT’s results (
equity theory or the other fairness survey literature.

ility Principle and the entitiement formula
1986a,b) and without prior knowledge of
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The results reported in this paper are actually derived from two surveys: telephone
interviews and written questionnaires.l2 In order to draw responses from a diverse group
of individuals, telephone interviews were conducted with adults in the Los Angeles area.
Although no single metropolitan area is necessarily representative of the country as a
whole, Los Angeles is populous and its residents are arguably more representative of the
even larger world population given the great cultural diversity and large immigrant
community there.'? 481 residents, 18 or older, of the Los Angeles area were contacted of
whom 43% were male and 57% female."

A written questionnaire was also administered to students at Loyola Marymount
University (LMU) and was undertaken for two reasons. First, many questions involved
scenarios which were too lengthy or too mathematical for most respondents to evaluate
without a written presentation of the details. Second, group-administered surveys alone
among data collection methods avoid, for all intents and purposes, the possible self-
selection bias associated with nonrespondents.15 In comparing the populations sampled
here, the telephone interviews solicited the views of a more diverse group, but the
demographic characteristics of the LMU student population are similar to those of Los
Angeles area residents with the chief difference being age (e.g., the median age of the
latter is about ten years greater). Responses were collected from a total of 1570 mostly
undergraduate students enrolled in courses from a wide variety of fields.

To examine possible differences in the sample populations in the two surveys, several
questions were included in the written questionnaires which were identical or similar to
ones in the telephone interviews and to ones in the KKT surveys. The striking consistency
of results across these samples for identical or similarly phrased questions strengthens
one’s confidence in the universality of fairess values and in the interpretation of the
responses presented here.

12additional results from these surveys are reported in Konow (1995, 1996)). The telephone interviews
included twenty unique questions, counting contrasting and similar versions, which were sorted into twelve
versions consisting of five questions each which were posed in interviews lasting only about five minutes. The
47 questions (including contrasting and similar versions) on the written questionnaires were sorted into 29
versions of the survey consisting of three to eight questions per form depending on the length and complexity of
the questions. Following verbal instructions from the administrators respondents were given ten minutes to
compl the questic ire.

3According to the 1990 census of Los Angeles county, one third of the aimost nine million inhabitants were
foreign bom and over half of these entered the U.S. since 1980. In an effort to elicit responses from as many of
the targeted subjects as possible, telephone interviews were conducted in eight languages: Arabic, Cantonese,
English, Japanese, Korean, Mandarin, Russian and Spanish.

“Nonlisting of telephone numbers was addressed by the use of random digit dialing, and nonresponse was
reduced by attempting to contact all subjects up to twelve times: four times during the day, four times in the
evening and four times on \:/eekends. When the responses of male and female subjects were weighted equally, it
was found that none of the results was fundamentally affected: the same response was chosen by a majority and
the statistical significance remained unchanged.

ISA mailed questionnaire would have addressed the first problem of format complexity, but here also the
ability to identify a satisfactorily random sample is compromised and such questionnaires tend to elicit
notoriously low response rates (usually less than 30%, according to Fowler (1988)) raising the concern over self-
selection bias. In contrast, administrator reports and enrollment records suggest near universal response to our
survey among those classes surveyed. A third advantage of this format is the greater candor by respondents
which is usually associated witht this more anonymous method.

J. Konow/J. of Economic Behavior & Org. 31 (1996) 13-35 19

3. Fair’s fair: the accountability principle

This section introduces some basic deﬁnitiorlls an.d proposes a centralhpr(;n?p.lsozz
fairness upon which further analysis in the paper is built. To help lllustr.ate th f:hes el:vl eld "
and principle, they are presented parallel to a version of a simple scen.ano whic
a benchmark for numerous questions on both the telephone apd wnl-men sur-v;',‘y.s.d .d

The concern here is with the fair allocation of some economic van?ble whu? is desire
for example, the quantity of bananas. Fairness 15 a relative f:oncept,
mong participants t0 a relationship. Consider, for mstam.:e,
ipwrecked on an otherwise

by some individuals,
and it involves comparisons a g P ersons h
f bananas allocate ;
T;;:g;::& (i)sland. The set of participants among whom.comparisons are made is ca’lll:l:
the reference group, and the natural choice hf:re consn§ts of the two ce.xs;aways.m he
entitlement of participant i is defined as. the “falrf”t l:1\1ant1‘ty t:y:llocate to i, for example,
i itv of bananas to allocate to one of the castaways. .
theF:lr:\;l;aiTltzt(:)nly a relative concept but also a subjective valuati.on. The efmtleme;\t,
therefore, depends on the view of an observer, or a person .eval'uatmg the f.alr'nesslo. a
situation, for example, a survey respondent (or subject) considering a scenario u};o vuln‘g
the two castaways.“’ In evaluating the entitlemem: an observer may consi eth :
perceived output, or the production of the variable bemg.alloc'ated, eg. bananas whic
have been collected for eating, and the participant’s perce:lve'ad input to this output, e.g.},l a
measure of the castaway’s contribution to the availabﬂlty . of l3ar.1anas such as is
productive time of the number of bananas he collects. A pam.cnpant s input f’om.\s a l'?;li
for his perceived merit to receive some portion of the output in .th.e observer's ;lew. X zf
is, the input of a participant affects his entitiement, here determining how worthy eacl
s is to receive bananas. .
thel: aesvt::\vl:zing the entitlement, one considers relevant discretf'o.nary vana‘bles, or th:se
variables which affect production or costs and which the participant can mfluenc?(.i 01;
example, a castaway chooses his work effort so an observer can be t.:xpected to ;‘:01;51 elr 1f
a discretionary variable, and it is relevant since it should have an 1mpa.ct on eh.e\‘l]e t}(:
output. This is contrasted with exogenous variables, or tho§e vanat?lgs w lch ! :
participant cannot reasonably influence. For example, a cpngemtal condmor.l, suct :‘e
missing hand of one castaway since birth, would be conmder.ed an exogenous viana d
A view of the relationship among the emitlement,l discretionary variables an
variables is expressed in the following principle. ]
exf::(:zr:tability PrincipI:: The entitlement varies ir'l direct pmpt.)rtion to the value 0{, ﬂ;‘ei
participant’s relevant discretionary variables, ignoring other variables, bl{t ;iloes not ho
a participant accountable for differences in the va.llfes of .exogenou.s varial ehs.. 1 t
That is, ceteris paribus, the entitlement of a participant 18 proportionate to his re evan
discretionary variables, relative to others. For ex?mple, a cast?way whq is twice as
hardworking and efficient is, ignoring other variables, deserving of twice as many

Nevertheless, differences across observers 1n their perceptions of variables relevant to fairness. while
>
N .
bject of the formal model. Thus, the fact that the variables used

discussed in the following section, are not a su r th ari
represent an observer’s perception is not reflected in the notation or always explicitly stated. Also, it is assumed

throughout the paper that all of the allocable variable is distributed.
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bananas. Nevertheless, the participant is neither rewarded nor punished for exogenous
variables, even if they have an effect on output. For instance, a castaway with one hand
who works as hard as but produces less than his two-handed counterpart deserves just as
many bananas. In other words, this principle proposes that, for allocation purposes,
participants only be held accountable for factors they can reasonably influence. Of
course, what constitutes discretionary or exogenous variables may be subject to
individual interpretation.'” The results of this study suggest, however, that there exists
considerable agreement on the classification of many variables and that the
Accountability Principle is a view held by most observers most of the time.

Consider now version A of question 1 on the written questionnaire which is one
manifestation of the castaway scenario.'®

IA. Bob and John are identical in terms of physical and mental abilities. They
become shipwrecked on an uninhabited island where the only food is bananas. They
can collect as many bananas as they want by climbing up a tree, picking them before
they fall into the ocean and throwing them into a pile. In this way Bob picks 12
bananas per day and John picks 8 per day. Bob takes from the pile the 12 bananas he
picked leaving John with the 8 which John picked. Please rate this as:

Fair 74% Unfair 26% N=76, p=0.001

From a sample (V) of 76, 74% of the respondents found this fair and 26%.unfair. One
can conclude that a majority (more than 50%) of the population (i.e., Los Angeles
residents or, in this case, LMU students) would make the same choice (here “Fair’’) as
the sample at the 0.001 level of significance (p).'® Results reported in this paper are
characterized as significant if p<0.05, that is, if the probability is 95% or greater that the
answer selected by most sample respondents would be chosen by most of the population.
Although they may generally differ, here the unit of output, bananas for eating, is the
same as the natural choice for the unit of input, bananas picked. Bob and John are
portrayed as equal in terms of the exogenous variables of innate abilities and visibly differ
only with respect to the discretionary variable of picking activity. Thus, the entitlement
allocates in proportion to the actual input of bananas picked and total output equals the
total input, therefore the fair quantity of bananas to allocate to each equals the quantity
picked by each.

"Some variables which are relevant, such as the impact of health on labor input, many contain both
discretionary and exogeneous components, €.g., the benefits of physical exercise and genetic predisposition to a
certain state of health. On the other hand, the proper classification of many variables seems obvious to most
observers. For example, work effort and self-initiated education lend themselves to consideration as
discretionary variables while age, race and sex seem natural choices for exogenous variables.

"®Version A of question 1 is denoted 1A. In this paper the numbering of questions from the written
questionnaire is set in italic (e.g., /A) and while that for questions from the telephone interviews is set in bold
type (e.g., 2A).

'The level of significance results from the construction of a special test statistic for proportions and its
comparison with one-tailed t vatues. For a discussion of the tests of proportions and differences in proportions
employed in this paper, see Fleiss (1981) or Glasnapp and Poggio (1985). In the case of the written survey, p
should be consumed with the following caveat: while an attempt was made to stratify appropriaely the ple by
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Consider version B of this question.

1B. Bob and John become shipwrecked on an uninhabited islam:) whl(.erebqr:eg :)lgl);
i bananas as they want by chimbl

food is bananas. They can collect as many Dy e nile. Bob
icki hey fall into the ocean and throwing them

tree, picking them before they . win T was

i ical i hysical and mental abilities excep

and John are identical in terms of phy . s vor
i i hey pick a total of
th one hand and John with two. Together t

?i:;n I:::t because of his condition Bob picks fewer bananas per day than John. John

takes 12 bananas from the pile leaving 8 for Bob.
Fair 19% Unfair 81% N=78, p=0.001

In question /C the final sentence of 1B was changed to “John takes 10 bananas from
the pile leaving 10 for Bob” which respondents evaluated as follows.
Fair 90% Unfair 10% N=T8, p=0.001

. . ot
In these questions Bob and John are identical, as far as the r-ea(!;; can see,d\fvflft:rere;‘(s:gein
i i i ; I allocations are fair. The same di
discretionary variables; therefore equal alloc 3 e !

:location asa;l}l’estion 1A is now judged unfair since a discrepancy ml ‘;nputt is dn:; ref;",h tl(;
i i ital condition, which should not matier.

n exogenous variable, i.e., a congent ! oul natter s

ianterpregtation of this scenario was repeatedly confirmed in other sm'!xlar quesm;n.snmu:)soto
the written and telephone surveys including ones in which the ratio of actual inp

outputs was explicitly equal. ) . o
I‘t, must be no‘:ed that as a subjective valuation the entltlt?ment depends ofn thg1 panln::’lam
observer’s information about, perceptions of and subjective greft?rences o; e ;Tocated
variables. Moreover, the entitlement is intended for application to other a

i ion, i e or
variables including other goods, utility, satisfaction, income, wage,‘we:nl't’l,:"r:cve:(: o
i ent, Of s
i sents a different standard of measurement,
price, ol cable. Ther 4 in which the entitlement may vary
i | senses, therefore, in whic »
allocated variable. There are severa . , in : e iy
i i f the scenario including perceive s C
cording to the observer and specifics o : ' ;
2(; metricg and choice of reference group.zo These issues are taken up in greater detail in

the following section.

4. Subject interpretation and its effects

i i rio must resolve how to interpret the
j ho are confronted with a specific scenario T . .
ortion he scenario relates to their own fairness values and how

i i ided, how : !
o P e explores subject interpretation and its effects on

ultimately to respond. This section
responses.z'

in the labor and other markets seem able to rcsolvej. these intewmtativc
t and predictable manner and that their decisions have important
in Akerlof, 1982, Akerlof and Yellen, 1988).

20vet we observe that participants

i h 1 in a cc
questions for ves > D
implications for outcomes (see, for example, the discusstons

drawing on a variety of LMU classes, available methods precluded the kind of formal algorithm for randomness
employed in the telephone survey.

i i itional survey questions which, for
;'Much of the discussion in this section draws on resuits from additi y q

considerations of the length of the paper, are not reproduced here.
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4.1. Implicit assumptions

The results of this study suggest that information plays an important role in
determining the extent to which, indeed whether, a situation will be judged fair or unfair.
A scenario often does not contain all the information an observer might consider pertinent
and, in fact, subjects sometimes expressed a desire for more information (which was
never provided). In such cases, respondents made implicit assumptions about unknown
variables. Changes in the explicit information can dramatically affect results through its
influence on the implicit assumptions of the respondents. In particular, the answers and
supplemental comments of subjects indicate that they, depending on the circumstances,
take one of two approaches to coping with information gaps.

First, subjects may extrapolate from the facts provided to form assumptions about
relevant variables. For example, additional survey questions identified subjects using
information about a participant’s occupation or location, which are not per se relevant to
fairness, to form assumptions about its relative profitability, which is relevant. Second,
when there is no reliable basis for extrapolation, respondents may make a ceteris paribus
assumption about missing facts. That is, subjects will simply assume that the unknown
variables about participants, say, their income or utility, are equal and that the only
differences in data are those explicitly provided.

The faimess theory proposed here was found to be quite robust with respect to altered
presentations of a given scenario and even to very different scenarios designed to test a
given proposition. Nevertheless, perceived fairness can be very sensitive to changes in
information which affects the implicit assumptions of the respondents. Question 2 from
the telephone interviews underscores this point. Version A reads:

2A. Smith and Jones work in identical office jobs at a large company and have the
same experience, seniority and past performance records. Smith gets paid $800 per
week while Jones gets paid $400 per week.

Fair 6% Unfair 94% N=123, p=0.001

In version B the second sentence reads “Smith chooses to work 40 hours per week and

gets paid $800 while Jones chooses to work 20 hours per week and gets paid $400” with
the responses:

Fair 74% Unfair 26% N=121, p=0.001

In version A most respondents make the ceteris paribus assumption that the input of
work hours (and all else) is the same, view entitlements as equal and judge the pay
differential unfair. When a proportionate difference in voluntary work time, a
discretionary input, is made explicit in version B, most find this fair.22

In version C of this question the second sentence of version A is replaced with “Jones,
who has otherwise been healthy, worked half time last week because of doctor visits at
which he found out he had a serious heart condition. Smith got paid the usual $800 while

“When respondents are faced with a richer choice involving equal allocations, proportional allocations and an

allernative intermediate to these two, direct proportionality continues to be chosen by a majority, in fact, by an
even larger majority (see question 5 in Section 5.2 ).
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issed time” resulting in these
i ly $400 because of the misse
the company paid Jones on

responses:

—98, p=0.005
Fair 36% N=98, p

Unfair 64%
i i ime isdue to a
jority swings back to unfair because here the difference 1n workS tim
oo i €nous.

:h:lth éondition which most respondents apParently view as e):ggi oS, o bot is 0t
i uestion illustrates that perceived fairness 15 ser}sﬂwe ot simalat
;‘:ilzo?ls Indeed, this type of effect is not speciﬁchto );;itrftess. (Z;lt; c\::arios sl

Ca . nomi luate the efficiency

ions i mists were asked to eval f of scen hich the
ﬂ““‘““‘“_’“s lfaer(i::a)v.‘i‘osimilarly 23 The roles of information and implicit assumptio
information v .

often encountered among the results reported below.

4.2. Choice of metric

i i e metric, i.e.,
An important interpretative decision by the observer 18 tt'\e cho;ceg :(idt: e
. - . . com , etc.
i in units of utility, satisfaction, in 3 C
e I il soem vious to most observers based on the context, as 1S

i tric will seem ob s ¢ : X, a8 e
Typ“l:lall)tlilethzas“;ewhen only one allocable variable is mennorl\:l(!. Atfo:::e t:;:, s e
obserw licit or implicit possibility o :

t decide, based on the explict ) | o e
Ob:;l"'zer\;"i‘:l: multiple possibilities, the choice of metric can be crucial i
metric.

i location from
measured in one variable, say the quantity of a good, leads :10 ;\e ]c:fvferent alloc
fairness measured in the other, say uti]lity. ’l;::ls ;:i :!l\l;sstrz;eusmg Sa.tisfaction (or wility)
i bjects to evaluate the I2
Question /D asked su
over the quantity of a good. . . )
ID. Bob and John become shipwrecked on an uninhabited island w}:;r; ;l‘l;:eoth
fo<;d is bananas which simply fall at the rate of 212 p;::iaz :’)( ct:;tgt:; X e‘.,en p
identical i hysical and mental abtitic .
men are identical in terms of pl

needs 20%
the same activities, Bob digests bananas faster than John and therefore

ile
more bananas than John to feel just as full. Bob takes 12 bananas from the p

leaving 10 for John.
Fair 69% Unfair 31%

i ir di i i Bob and John

Given the absence of any explicit difference in their dls.cretlonar.); .van:(t))‘le:‘,c o a0 che

h;ve equal entitlements. This result supports satisfaction or utt “{{,e O ot the
melrichhe fair quantities of bananas are derived, of course, from »

iable, utility. . . < they have

rel;‘)’ anetn‘e,::l one would expect observers to deal with the choice of ?;;rl;o]:e s n); have

been ibserve:d to deal with other informational problems.: theyx:i; ::]Vaﬁon p

i i issing variables using €
estimate from it the value of missi . : o O o vatue
::fibus assumption. For example, one would expect, in the v1:z“v2 (;)fth(::bgame S
utility, that the utility functions of participants would be assul s

information suggests otherwise.

N=81, p=0.001

ons of a question about the efficiency of a

i t versi .
R s characterized by one

e bjects "CSP“’:" - tlely told that the market in question i
ici icy i i jects are alternal
firm’s pricing policy in which subjec altern: o lers.
seller, F)ne sfllgr who can perfectly price discriminate, few sellers and many
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4.3. Possible sources of dispersion

An effect of the lack of uniform subject interpretatif)n i§ dispersion or d:tt:ie;:;c;;
o e in evaluating the fairness of a given situation. Of course, a t é >y
efind _feSPf’“dems o cted to explain all aspects of reality but, at best, only to cz:lp :rnd )
del?:r::l(;:;tir::t lev’[(g;over, the chief purpose of this paper'is ':o ;:;s«::ti :‘r:gsﬁ ;a:.e -~
o ‘which i isti i f a majority,
faimess theory Wh-ltCl:i;: f)‘t}arl:iflt;;":;f);’i;it:s:ltz::e(:thelessf it reveals sor.nethingd ab(x):;
?O}ITCCSS ?tz(:ltl:nt:g:;:sider briefly possible sources of dispersion, some obvious and soi
airnes:
o Sllg.geSth. o ::d:t'tributed to standard sources of error common to any
S(‘m"e dlSPCTSll(:n canerror due to subject mistakes, misunderstanding and careles§nesss.
ot reots ma e.]gs.(’) simply have an undeveloped or underdeveloped sense of.fmmesr
o e ma)(’i?) the majority). This could lead to an inability to evaluate falme;s ol
e o soziate it incorrectly with certain states. For examfle’, on.e respon e;:Y;
toha lse:l:::‘ecg tth(::z:'isponse of the minority to a question, commented “It’s fair because
who .
efﬁc.lem:" 'fai“ni:org::lltnig:;is:a:z; lt::t. respondents might del?y a prem.ise -\;hich was
1“. z!ddmm:;eotaken as given in evaluating the scenario. Consider question k cach
P ked 6 pies to give to her two friends, Ann and Betty, wl?o do not n(;wrt o
e e ba: l?as been down on her luck while Betty has enqued good ortu ],;'
%t:::éft:eli{ wr(l)rl‘lld take 4 pies to make Ann as happy as Betty is with 2 pies.

distributing the pies what is fairer:

A. 2 pies to Ann and 4 to Betty, or 4(;‘;6
B. 4 pies to Ann and 2 to Betty, or - qj,
C. 3 pies to each?

N=226, p=2

i i i ested by
Part B is consistent with the choice of satisfaction or hap_pmess wl:;‘ceh, a(s)os‘;lg%part &
uestion ‘ID above, should be preferred as - the metric overssible egxplanaﬁon 9
(Iilevenheless in statistical terms, the two are tied here. One ‘p;, D e Tood i
provided by ;1 respondent who, in choosing f;;art ~C, co;‘m:::;i:‘i - Z i Gmorders, Thi
i " ection of ¢ :
to happiness,” presumably as a reflection ¢ G ey while
's‘:gvgv:s);s that ftipondents may deny a premise (in this case, that food mal PPy
, ing wi i i in utility. '
s agreeing with the notion of fairness : o 1o different
pc?:p(:i:cgurssedgpreviously, incomplete informatfon may also l:,ad ;l:’l:lj:’,;::hemer florent
n(;lusions because of differing implicit assumptions, for examp .e,l af D ering tplei
var re di i nous. The greater the potentia in
.t oae wiorerity o Id rally expect in the responses.” When the
i i ene
ions, the less uniformity one would g . ' . sogonoun,
assumpgg r:m inequality in allocation is more forcefully lde'ntlﬁed gs 2e|irr1‘gthes eg nous
;z‘::zser the opposition to such an inequity is nearly uniform. Eve

i ly a small minority of
i ici h and Jones as equal and on : i
e vpenr 10 soneci Pof""a)’s S:t'zliltted difference in their discretionary variables w;hlch
%) appears to conceive of an uns diff oy dissont from
respon'den'lfs (1?1 /:‘r) d:)?fiifferential. On the other hand, six tlme:s as many res;;:nil:rs\o nfe B bty for
o J}m‘l s vie iFrll question 2C in which one can easily imagine that Jones beal
the majority view

the heart condition rh se or poor diet) whi h results in his pay cut
1 (perhaps through lack of exerci P ) C 23 P

g
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though, a few dissenting views surface.

Questions 4A and 4B help illustrate these points
and their probable source.

4A. A small company employs both men and wo
average about 80% of what the men are paid.
Fair 5% Unfair 95% N=I111, p=0.001

This was followed up by the question:

Do you think that men on average contribute more in the workplace than women?
The initial and follow-u

P questions in version B were identical except for the
substitution of *‘white” for “men” and “black” for “women” with the responses:
Fair 1% Unfair 99% N=112, p=0.001

Respondents were nearly unanimous in viewing these as unfair, consistent with
categorizing sex and race as exogenous variables but in contrast to the si gnificant
disparity in earnings among these groups in the real world. This opinion held in spite of
the fact that 17% (23%) of those who answered “unfair” felt that men (whites) do
contribute more in the workplace. These results underscore the importance when

determining entitlements of ignoring exogenous variables even when they are associated
with differences in inputs.?

Another possible source of dis;

men but the women are paid on

persion is what I term threshold effects. These have to do
with the fact that when evaluating the fairness of a situation, observers allow sorne slack

between actual allocations and their idealized standard of fairness. When such
discrepancies exist, differences across respondents in their tolerance for such deviations

may account for additional dispersion in responses. These threshold effects may be
grouped into two categories.

First, the “threshold for unfaimess”
of an actual allocation from the ent
variables. Additional survey questions
surprisingly) increasing with the devia
people rating a negative deviation as un
are portrayed in the same manner, an
responses when actual allocations are
Second, the “threshold for fairness”
variables across participants holding
Principle embedded in the entitlement
disregard of exogenous variables, This
results here. Additional questions foun
vigorously willing to apply this strict

is related to variations in the size of the deviation
itlement holding constant values of exogenous
found 1) the percentage of unfair responses (not
tion of the actual from the fair amount, 2) more
fair than a positive deviation when both deviations
d 3) a more than proportionate increase in unfair
not only below the entitlement but below costs,?®
relates to variations in the size of exogenous
constant actual allocations. The Accountability
formula calls for a strong approach: the complete
view garners substantial support from numerous
d, however, that an ever diminishing majority is
standard of fairness when it is increasingly at

An interesting anecodote, however, is that one half (all) of those who found the earnings differentiall fair felt

that men (whites) do contribute more in the workplace. This higher percentage probably suggests the view by
these respondents that women (blacks) are on average less meritorious in some manner of their own doing. At
the other extreme, some people may always view all variables as exogenous, none as discretionary, and support
perfect equality of outcomes. Such is apparently the case among those few who advocate perfect equality of
income regardiess of variables such as work effort which most view as discretionary (see Arts et al., 1991).
*See also Jasso (1990) for additional analysis of the degree of perceived fairness.
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i ith allocations associated with exogenous varia}l?les, i..e., .as the lmpqnancte) (:i
e enous vari bles grows. Nevertheless, the Accountability Principle was quite 10 S
f\?i?fe: 2?;n:;::nte:nz§jorit); maintaining support for it even when exogenous variables
Pla)’.ed Iy it largisrgll:; in reaching judgments about what to call fair: people may drav;

o appcantability but also, under certain circumnstances, altruism (or needs) zlm
o 9“1)’ onl;f:f‘;(e):ences across individuals in the weight they pla{ce on accountability
eifrl::zntflise olther principles may also lead to dispersion. This view is discussed at greater
Versus

length in Section 6.

5. A specification for the entitlement

. . . he
In this section, a formula for the entitleme.nt is proposed \w;hlch f,l,vfp:,];cs:ﬁ:::, tto

Accountability Principle introduced in SeCthl.l 4 by sugges ing ar plication o

enc:(())wments production and costs. This formula is intended :;s a dlldaz:::; :1: g mnemon’e

i i the entitlement formula

FOOI a“d‘ CO“S‘St;i(::; ‘:}“‘:Z:;m ;;:z‘:t:n(:t:)‘::)ew to the case of our twq castaways, B(?b ar;‘d

“ShCO;‘_IS';‘hC: Z%taway paradi,gm is supplemented by other scenarios in order to verify the

Jg(;nz;'ality of certain claims and to test more specific propositions.

5.1. The endowment term

. - i's
The first term in the entitlement formula is the end9wrpent rtg:)r:.o:’ztx:;c;ﬁzl;; o
llocation endowment, or simply endowment, denoteq e;, is his p.o. e e

?mgable which is unrelated to any productive or merit-based activity. fFor e: treg i‘,‘to °

allocation endowment includes any bananas whlch' just happen .t(.) fall l::-:;ated oy

castaway's possession. Since the endowm.enF is, by deﬁnltlor;,nol:l T abnlyine the
discretionary variables of the participants, it is, thel'efon".‘,dex;)grl " hoid D eipam

Accountability Principle to the endowment such that one o.eb]esﬁ O e et

accountable for differences in the values of exogenous vanant e ence group

participant should receive an equal fraction of the total end(_)wrtr;::3 o e e torm of the
regardless of each participant’s personal endf)\fvment. Th'at is,

entitlement formula proposes that each participant receive

iz
n

where }:'.' | € is the total endowment of the allocated vari
i=

participants in the reference group.
Questions /E and /F focused on this term O

production is possible.

able and n is the number of

f the entitlement formula assuming that no

ial for framing effects, unanticipated implicit
inimiz, ntial for framing ts, d
2’This simple example was chosen to minimize the pote

jti he terms of the formula in this example are
assumptions and considerations of third parties. In addition. all the u ll | | . e e
e , vari bananas. If that were not the case, an evajuation could only take place
i i i s. If that wer h d k
denominated in a single variable,

i ., utility).
observers converted the various terms to a common metric (eg y
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IE. Bob and John. . [as question /A]. . -only food is the bananas which fall from the
only two banana trees on the island. Bob and John are unequipped to pick any
additional bananas. 12 bananas per day fall from the tree under which Bob happens
to sit while 8 bananas per day fall from the tree under which John happens to sit.
They collect the bananas which fall from the trees and put them in a pile. Bob takes
from the pile 12 bananas leaving John with 8.

Fair 28% Unfair 72% N=115, p=0.001

Question /F was identical except for the final sentence which read “Bob takes from the
pile 10 bananas leaving John with 10” which most subjects judged fair:
Fair 94% Unfair 6% N=119, p=0.001

Most respondents opposed different individual allocations and favored equal division
of the total endowment in support of the endowment term.2®

5.2. The production term

The second term of the entitlement formula refers to the perceived output or that
portion of the allocated variable which is produced. For instance, the output in the
castaway example is the bananas which are picked from the trees. The output of
participant i for contributing to production, the bananas he generates through his climbing
and picking, is denoted g,. The fair costs, if any, borne by i for his contribution to
production are denoted c;. For example, these costs may be the incremental bananas a
castaway consumes because of the additional energy expended in climbing trees and
picking bananas (fair costs are discussed in greater detail in Section 5.3 ). Thus, the
output net of fair costs for i equals g; — ¢; and for the group equals >iei(gi —ci).

The production term relates the fair allocation of this total output net of costs to the
perceived input. In the view of an observer, i’s input, x;, is a measure of his contribution to
output and may, in the current scenario, be thought of as the bananas picked by i. The
Accountability Principle calls for the entitlement to vary “in direct proportion to the
value of the participant’s relevant discretionary variables, ignoring other variables.” That
is, the output net of fair costs should be allocated in proportion to the discretionary
component of the participant’s input, for example, in proportion to productive work
effort. Nevertheless, the input is also a function, x{e;), of a participant’s resource
endowment, ;. The latter (not to be confused with the allocation endowment, e;) consists
of exogenous personal resources of 7, both human and physical, relevant to the production
of the allocated variable, for instance, i’s innate climbing, picking and sorting skills.

These, according to the Accountability Principle, should not affect a participant’s
allocation.

*Note, however, that if the perceived metric is the participants’ satisfaction or utility, the accountability
principle is applied not to the good but to the objective functions from which fair allocations of the good are then
derived. Thus, the endowment term does not necessarily imply equal allocations of goods or income. In
particular, suppose the objective (call them utility) functions of participants are viewed as incorporating an
“endowment effect” (Thaler, 1980) whereby objects in their possession are valued more highly than those not
already in their possession. In that case, observers might view an unequal status quo as fairer than a
redistribution which generates more dramatic (and reversed) inequalities in participants’ utilities.
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Thus, we define an adjusted input, X, which excises the exogenous component and
isolates the discretionary component of the input for participant i.2% Then i’s contribution
to production, adjusted for exogenous factors, relative to that of all participants is
%/ i) %i. This fraction is equal to the ratio of his adjusted input to the sum of the
adjusted inputs of all participants and is a measure of i’s relative merit to receive the
output. The production term of the entitlement formula proposes that i receive this
fraction of the total output net of fair costs or:

2 n
> (g <)
Zi:l Xi O
Thus, when Bob and John have equal resource endowments in question JA, their inputs
need not be adjusted and their fair allocations are in proportion to their unadjusted inputs.
If Bob, however, due to a congenital condition, has only one hand, he is unable, with the
same time and effort as John, to harvest as many bananas. Hence, their adjusted inputs are
equal and, assuming equal fair costs, Bob is entitled to an equal number of bananas
consistent with the results of /B and /C.
Question 5 provides a different test of the production term in which the allocated
variable is income and the input is labor time. With no explicit differences in costs or
resource endowments, this question examines somewhat more precisely to what extent

entitlements vary with inputs.

5. Bill and Sam manage a small grocery store at different times and on different
days. The manager’s duties are always the same and the days and times which each
work vary pretty much randomly, but Bill works 40 hours per week while Sam
works 20 hours per week. Suppose the manager’s salary for a 60 hour week is $1200.
Which of the following is the most fair division of this salary?

A.  Bill gets $600 and Sam gets $600. 2%

B.  Bill gets $700 and Sam gets $500. 13%

C.  Bill gets $800 and Sam gets $400. 85%
N=295, p=0.001

These results strongly support the proposition that, with no explicit role for exogenous
variables, the ratio of fair allocations exactly equals the ratio of inputs.

5.3. The fair costs term

Third term of the entitlement formula (and a variable in the production term above) is
fair costs, c;. These are costs of production for which it is fair, in the view of the observer,
to compensate the participant. Identifying fair costs precisely turns out to be a more

is the following. Define the value perceived by the
rce endowment, x£¢)). If, in this manner, i is ““put
d his input is averaged, we find an input of
s. For example, this could be the average
put not only in his

2°0One (but by no means the only) way to think of x;
observer of i's input if i had another participant’s, say j's, resou
in the shoes of " all other participants in his reference group an
% = Y0, xi{e;)/n which adjusts for the effects of resource endowment
of what one-handed Bob in questions /B and 1C would contribute to banana production if
own shoes but also in those of two-handed John.
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‘{clompli(.:ated task..There is ample evidence from prior surveys, however, of what fair costs
re not: opportunity costs. For example, question 10 of KKT (1986b) reads:

::eg;:(c:‘r’y sto:le .has several months supply of peanut butter in stock which it has on
es and in the storeroom. The owner hears that the wholesale price of peanut

butter has increased and i i i i
1 ediately r ock of peallut
. mm Yy raises the price on the current st

79% of the 147 telephone res; i i
he pondents to this question found this pri i
althfough it is consistent with a change in opportunity costs.>’ s price change unfai
aiIn fair 1c.f(zsts are not opportunity costs, are they costs incurred? This hypothesis seems to
‘g)e agu_a} :‘ lsed support from two versions of question 6 in my telephone survey whiich both
$2g up';,;ose numerous companies sell dishwashing liquid at an average price of
.00 a bottle” and continued as follows. P

6A. Acme Soap Compan its di i iqui ‘

- y sells its dishwashing liquid at $2.50 a bott i
ref:lccts the higher local business taxes where it produces. # botle which
Fair 54% Unfair 46% N=107, p=0.25

;B]] The Acme Soap Company could sell its dishwashing liquid at $1.50 a bott le and

: l:bSil(r;;;kehthe iam(:);)roﬁt as the other companies because of a local govermment
: where it produces. Acme sells its dishwashing liquid

Fair 41% Unfair 59% N=105, p=0.05 B liquid at $2.00 2 botte.

Versions C and D of ﬂllS same qUCSthll, IlOWeVCr, appear to contradict this h’ othesis.
Y P

6C. Acme Soap Compan its di ing liqui
y sells its dishwashing liquid at $2.50 a bott] i
> : . e wh
ret?ects the higher production costs due to Acme’s failure to modemize its macl:ivn y
Fair 40% Unfair 60% N=117, p=0.001 -

gt[il ThekAcme Soap Company could sell its dishwashing liquid at $1.50 a bottle and
ill make the same profit as the other companies because it has invented a more

efficient way of making soa| its di i
. p. Acme sells its dishwashing liqui
Fair 54% Unfair 46% N=118, p=0.2 e fquid = $'2.00 " e

Altllough the absolute responses to 6A and 6D are not SlgnlﬁCalll atthe § percent lCVe],
one may infer that a deviation in the entitlement from that of others in the reference group
in costs incurred is more fair if that cost difference is due to ex ogenous
f:

due toa dl“elellce St ditier 1S t X 08

d]fference 1S given (shon of it relocat’ hil T d D imply Acmee’s own
g)
g S mng), C a y

willie versions n mp me's

lespollslblhty for the cost dl"elellce. Ther CI()IC, there is a StatlSuCa“y Slgl"hCalll

o

pap‘::'h(l)sn w“a; i(:::l:l:::dmovam:tus (}ther scenario‘?; see also questions 1, 2A, 4A, 5A, 9A, 12 and 15 of the same

(1958) from » qucstion a.b(::;:ore ut:ny cosls' may influence or help define fair costs. For example, results of Ng

rgaments reganding officions S| duranl pnm.ng suggest th.at survey respondents may be swayed by economic

hgaments roparding efmct Y an opportunity costs (which in his vignette are also partially consiistent with
in this paper). Nevertheless, Ng's extensive and cogent arguments never succeed in

persuading a clear majority of adult i
n non-economists of the fai ice i i
opportunity costs with constant incurred costs. eimes of # price Tneease duc fo fnereased
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difference in the fairness of the higher price between versions A and C (p=0.001) and of
the lower price in versions B and D (p=0.001) even though respondents are at times
ambivalent (in statistical terms) about the fairness of the absolute prices. Thus, the fair
cost sword cuts both ways: a firm may either benefit or suffer from cost differences in
accordance with the Accountability Principle.

In the spirit of accountability for discretionary variables, a participant should not be
compensated for voluntary “inefficiencies” in production, as suggested by version G of

the castaway question.

1G. Bob and John.. .[as question /B].. .into a pile. The two men are identical in
terms of physical and mental abilities except that Bob takes 5 hours to pick the
bananas while John takes 4 hours because Bob chooses to work at a slower pace.
Nevertheless, they pick 9 bananas each for a total of 18. Bob takes 10 bananas from

the pile leaving 8 for John.
Fair 24% Unfair 76% N=80, p=0.001

The input chosen, bananas picked, is calibrated according to its contribution to
production which, in this case, is the same for both. Thus, the production term allocates
equal amounts. Turning to the fair costs term, Bob works longer than John, but this addi-
tional time cost is not compensated since it is due to Bob’s discretionary choice to work
are equal and the disparity in allocation is unfair.
d with the fair burden of costs in the context of a

more slowly. Thus, entitlements here
Questions 7A and 7B are concerne:
classic externality problem.

7A. Two firms await the decision of a court on a disagreement between them.
Without a pollution control device, a chemical factory discharges waste into a river.
With the $1000 device, the waste may be eliminated altogether. There is a brewery
downstream which uses the river water. If the chemical factory does not use the
pollution control device, the brewery incurs a cost of $500 to filter the water it uses

from the river. Suppose the court decides the chemical factory has the rights to the

river and, therefore, that it is the responsibility of the brewery to filter the water or to
pay the chemical factory to use the pollution control device.
Fair 20% Unfair 80% N=240, p=0.001

Version B of this question was identical except for the last sentence which read
“Suppose the court decides the brewery has the rights to the river and, therefore, that it is
the responsibility of the chemical factory to use its device or to pay the brewery to use its

filter” and was judged:
Fair 84% Unfair 16% N=219, p=0.001

This example illustrates that, even though the Coase Theorem might apply such that
tter for purposes of efficiency, it matters

the assignment of property rights does not mal
very much for purposes of fairmess. In the spirit of assigning responsibility for

discretionary variables, these results suggest that the emitter is obliged to bear all costs
associated with its production, even when the costs to it of eliminating the externality are
higher if it turns out side payments are not arranged, but that the emitter is then permitted
to include these in its fair costs. If, however, these costs are borne by another, then the
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S1g t costs consistent wi y p y
as; nment of co. S COI with the ACCOun[ablht Pri

inciple 1S tlla[ only the bealel 1s
entitled to incor porate these incurred costs into its fair COsts

5.4. The entitlement formula

The elltillelllellt f()”llu'a C()lllbl.lles mn addltlve form the CIIdOWIIIe"t, PlOdUCthll and
fai 1 f .. . 1
air cost terms an, or par "Clpallt t equals

13
i=1 €i Xi n
L= Gi ) o
n Z;':I % .§=1:(q’ ¢i) +ci.

As follows from the di i
e discussion of the individ :
application of . ividual terms, this formula repr
and benefits asts}:; i/::iiloul?tablhty Pn.ncu:!e to the allocation endowment and ':oets:: t: o
focused on a single t: W'fth production.” Most of the survey questions reported thus(’; .
multiple torms 0% " ;m of the entitlement formula at a time. Now we turn to joint test a;
(w0 terms of the fo r«:n olrmula. Thes? questions, however, were never directed at morest;0
Question 18 exam:ln:datj :u:ne tl: o;der not to strain the patience of respondents 32 an
L intly the first and second )
implicit assumpti ond terms of the formu
ev asuating a':P:ll:: of lzer(ilcosts, and 62% of respondents chose “Fair” overlillll:gl?r”ﬂ‘le
qual allocation which wa : . ir’ in
p=0.025). Thi ) ! s consistent with the formul —
Sensitivit)y of t;eq::(;s:;::nt Waﬁ (;‘ffer:d in several different forms in order to ex:n:ilr\l,e ZI?(‘:
s to slight changes in i .
the res X ) . presentation or wording. Th i
ponses across different versions was remarkable Questiongll a:kcgmlsmncy of
- ske

consider the scenario in /H
. , to compare th ion i i
choose the fairest of the three. P © allocation in [H with two o

subjects to
hers and to

11. Bob and John. . .[as question JA]. . only food is ban

t;; t]l.lfagnf;e; (;r;]iar;: :plle others fa!l into the ocean. Th:r)"a(sr;n: (():(t))lal:::?s.[z:rq?x?;tfglr:

Ths 2P a.tmal 01: ;z)at))' Bob picks 7 bananas per day and John picks 3 per day.

ibaionere are a d ananas per ‘day on the island. If you could decide the di -
as and wanted to be fair, which of the following would you choosles"

A. Bob gets 10 bananas, th i
' , the 7 that he picked pl i
3 which he picked plus 7 which fgll. 33‘75 ¥ 3 whieh el and John gets 10, the

B. Bob gets 12 bananas, the 7 i
t 2 that he picked i
which o o e S i fe";? 61; plus 5 which fell, and John gets 8, the 3

C. B gets 14 I)ananas the 7 that he ICked s 7wh ch fell and John ets 6 the 3
ob ets y
p plu* 1 » g >

It turns out that this formula is equivalent to certain well-known formulae in the a 'orementioned equit
1 q ) 1t |} f i quity
] .

eory literature when n=2, ¢ =e=U, £,=¢€, a 1 € case o ams 1Y), €| =Cr=! 3 8
» €17 3
th i h 2 - 0, €, nd, in th se of Ad. (1965), 1=c,=0, o, in the case of

32
As reported below, tests of the entith

of the hypothecis s e : lement formula sometimes seem to yield higher perc i
responser e o' e | S?m?::le:'t‘::: a(ddress a angIe r?lhcr than multiple lermsgof (If’: f:r'::\zgl:s “:‘":‘;PP‘}""
dloiags i agreeint it commemi ests are hlghI-y significant with a substantial majority of |"es '; i
laxed the atention ap e comme S suggc-:st a possible reason for this effect: the simultaneous ot ‘e'“s
ot a larger minority of respondents who then tended to choose ;a:;sr:l‘;a"o?s
S C or to

sele i
ct the most naive answer (usually equal allocations)
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n and recognizes no role for input to production,

Distribution A is completely egalitarial o Penality be

f pro
B is predicted by the entitlement formula and C suggests a rule of p

applied to all rewards.>
Question 1J omits the endowm

terms.

1J. Bob and John. . .[as quest'ion 1A].
They can collect. . .[as question 1A].

ent term and examines the production and fair costs

. .only food is the produce of two bana.na trees.
.into a pile. If they could avoid working, they

W()uld boﬂl lleed the same amount 0( bananas to maintain a healt‘ly diet. The

i burn up 2 more
however, causes Bob to

iti energy expended working, to p 2 move

— d gzlhzm ?fehe did not work. The same amount of plckm.g caus o

o add because the bananas on his tree are m

dditional bananas per day ) e more
:ufl;"[:c::l;: :) :each Working the same number of hours Bob and John pick 22 ba
i .

per day. John takes 12 bananas from the pile leaving 10 for Bob.
Fair 75% Unfair 25% N=717, p=0.001 . ‘
vant inputs are the same, earning them equa

John's fair costs of production, however, are
to harvest, a fact

To all appearances, the castaways’ rele
fair costs. r
unts of the output net of ! -
;l\ri;:er than Bob's by two since bananas from his Free z:;e ;\foor; dlgfit:‘,es O Tohn
i ir allocation, the: ,

cannot influence. The fair a fore, gi e e

hlf P“’;S““l;:)l:)‘)’ From these questions we see that the distribution suggest Yy

than to .

{ mualSChSe yaSatSla‘ySlglCnmal 1ty pp
entt lement for 1 osen b tatistic 1 A\l ficant orit of the po| ulation a"d
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example, Elster (1989, 1992), Yaari and Bar-Hillel, 1984, Zajac, 1985), I believe that a
more general theory can be constructed on three potentially conflicting principles: (1)
accountability, (2) altruism (or needs) and (3) efficiency. While the Accountability
Principle is viewed here as enjoying broad applicability, evidence suggests that altruism
and efficiency may sometimes have an impact on (and perhaps even dominate) notions of
justice.>* Altruism is thought of here as a selfless concern for the allocation of others
which becomes particularly acute when their basic needs are threatened. The impact of
efficiency on fairness judgments is revealed by question 8 from the telephone survey.

8A. Tom and Sam both work in a grocery store. They have the same qualifications
and work performance. The grocery store pays Tom more than Sam.
Fair 14% Unfair 86% N=104, p=0.001

Versions B and D of this question appeal to efficiency reasons for the pay differential
while version C attributes it solely to a physical difference between the two workers. In
all four cases a statistically significant majority of 65-85% of respondents judged a pay
differential unfair. Nevertheless, there was a highly significant increase in the percentage
of fair responses when statements about efficiency, as opposed to personal characteristics,
were introduced. Additional questions, which attempted to pin down this efficiency
concern, suggest that people are willing to trade off not only Pareto efficiency but the
Hicks—Kaldor efficiency which favors redistributions, including ones which generate
losers, as long as gains outweigh losses overall. These results suggest, however, that
efficiency may sway, but not necessarily dominate, fairness views.

i consisenty confimed dffrng verons Finally, a further step toward generalizing ethical theory is to go beyond merely

characterizing the values, with which the entire preceding discussion has been concerned,
to an analysis of norms. The distinction I wish to draw here is between moral preferences,
or values, and social rules of conduct, or norms, which may utilize the values, for
example, faimess may serve as a standard in reciprocity.* Thus, when allocations are
related to personal interaction, we often expect Person A to be more (or less) than ““fair”
to Person B when B is more (or less) than fair to A. It may be that the most significant

economic impact of fairness is due, not to its existence per se as a value, but to its status
in matters of reciprocity.

6. Conclusions

. f
i irical support for a positive th?o.r}f of
This paper sought to propose and provide empincal supp! o By disble

ili lied to a singl :
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etfonm:r‘ent model.and how a more general ethical theor.y mlgh.t bel C?iisible ‘;aﬁables.
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irst, s
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