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Abstract

Distributional equity concerns are often at leastimportant as economic efficiency and
ecological sustainability in environmental and matuesource management policies. Until
recently, however, economists have shied away temkling equity issues, primarily because
equity appeared as a slippery concept, varyingsacpeople and circumstances. This study
takes this context-dependence of equity judgmesita atarting point and shows that such
dependence, far from being random, is systematicsefles of controlled laboratory
treatments with University students were desigrednvestigate the role on distributional
equity judgments of such context factors as knoggedf one’s position in society, how the
existence of equity-efficiency tradeoffs can affequity judgments, and the importance of
material incentives compared with hypotheticalaitns, where ‘in principle’ judgments are
called for. Key results include the relative disunating power of context factors, the
hierarchy of context-dependence, the dissymmettywden support and opposition to equity
principles, and the impact of different wealth ewdwents on equity judgments. A number of

common beliefs are found not to be substantiatedubyexperimental findings.

Keywords: Equity, fairness, resource allocation, environtaknpolicy, experimental

economics, welfare economics, public choice
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1. Introduction

Distributional equity concerns can be a major aspdécenvironmental policies when
economic efficiency or other policy motivations yaeé (Johansson-Stenman & Konow,
2009). Equity concerns can lead stakeholders istresrtain policies and raise their costs of
implementation. A major problem in dealing with @gussues is the plurality of the notions
of equity. Depending on which one is referred tagigen policy will appear as ‘fair’ or
‘unfair'®, and therefore, will or not be resisted. Any sboisistance to a policy increases its
implementation costs, thereby offsetting any otkecial gains it might have in store.
Understanding the nature and the origins of susistance on grounds of perceived inequity
appears as a major policy issue, at least in deatiogocieties.

To make matters worse, notions of equity vary vatimtext and with people (Konow,
2001). For a given situation, different people wiNoke different equity notions, while the
same person will change perspective dependingeasithation. Equity judgments, depending
on context or situation, have thus appeared to naauayysts to be a very slippery business,
where rational reasoning has a limited role, if.dnyckily, social research has shown that the
number of equity notions is limited, numbering rblyga dozen, depending on categorisations
(see e.g. Rose et al., 1998; Ashton & Wang, 20Ddis ‘stock’ of equity notions seems to be
quite universal and valid across countries anduce, as international negotiations on
climate change have demonstrated. Of course, tb&ealof specific sub-sets, as well as
relative emphasis, varies widely across cultures.

In the present study, the various equity principidsntified in the literature were
investigated using controlled lab experiments, whelements of context-dependence were
systematically manipulated. The use of controlkgal éxperiments for studying distributional
equity preferences is not a first: Frohlich & Oppemer (1992), Fehr et al. (2006) and Herne
& Mard (2006) have opened the way. Such studiegpareof the broader effort to apply the

methods of behavioural economics to social welfamalysis (Guth, 1994; Bernheim &

! In this paper ‘fairness’ and ‘equity’ will not bdistinguished. Both will refer to the social dibution of
benefits or costs, that is, to who gains and wisedo
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Rangel, 2009). The next section summarizes theaetditerature and lays the ground for our
methodological approach presented in section @jedlsas the experimental design. Section 4

presents the key findings and section 5 concludes.

2. Equity and context-dependence: psychological pegption and cognitive construct

The diversity of notions of equity or distributidrfairness across situations, people and
circumstances can be analysed from different petisjgs. At one level, differences can be
viewed as psychological: this leads to the studpeteptions of fairness. At another level,
they can be viewed as cognitive categories, leattirnthe study of categorizations of equity.

There exists a large literature on each.

2.1 Perceptions of fairness

Family upbringing, type of education, position ietcommunity, religion or philosophy,
political ideology and socially dominant values grest some factors that can affect
perceptions of fairness: they tend to create sjgebéliefs about how things should be and
thus expectations. When these expectations aremedt the situation is seen as unfair.
Psychological tendencies towards idealism or praigma individualism or collectivism,
respect of authority or revolt also affect percepsi of fairness. Schmincke et al. (1997)
analysed the effect of ethical frameworks on pdroap of organizational justice, and found
that ‘ethical formalists’ were more sensitive tamgedural justice and ‘ethical utilitarians’
were more sensitive to distributional justice. yFa@d Powell (2005) examined how different
worldviews in different cultures (Jamaica and Neealand) supersede the right-left political
divide in perceptions of distributive justice. Paidnd Vu (1994) investigated how individuals
from highly individualistic versus those from atettime (early 1990s) highly collectivist
cultures (USA and Vietnam) resolve conflicts oftdimitional equity. They found systematic
differences of behaviour, notably in the choiceslo@ring rules. Lupfer et al. (2000) looked at
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how people judged fairness of standard situatioms faund that they judged fairness to
themselves differently from fairness to others.ebily relevant to our study, Hoekstra (2000)
identifies four basic personal attitudes that petioes of fairness in water allocation
decisions: individualism, egalitarianism, hieraschiand fatalism. Of particular relevance to
environmental policy, Syme et al. (2006) inveseg&iow perceptions of fairness across

cultures relate to ecological risks.

2.2 Categorizations of equity as cognitive condsu

Putting some order in the jungle of causes andiemites outlined in the previous section
can be done from two different standpoints. Ona ategorization of such influences and
how they work; the other is a categorization of thgults of all such influences; namely, of
the notions of equity people end up using. Thisosdcperspective aims at producing an
analytical framework to analyse people’s use o$¢heotions. This is the perspective taken in
this study.

There seems to be two ways to do this. One iseotity basic and general principles that
underlie all the equity notions or rules people; tise other is to identify the notions or rules
themselves. Though both are acts of categorizatiwy, operate at different levels and fulfil
different purposes. The first is purely a classificn exercise, useful for organizing
experiments, questionnaires, or other researchrialateshereas the second can be seen as
‘chosen’, ‘used’, ‘invoked’ or ‘activated’ by peapl In this study, we take the second
approach.

Examples of the first approach can be found withgRis et al. (1998; 2002) who, in the
context of international climate change negotiajoitentify three basic principles — or
elements — for deciding ‘equitable’ burden allocas:

- responsibility where the allocation reflects responsibilities@using the problem;

- capability, where the allocation reflects ability to pay @aadindertake action;

- need where basic human rights are to be secured.
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It appears from their and from other similar wohlatt such categorizations are useful as
benchmarks fodesigningfair or equitable allocations; that is, they haveormative purpose.
A fair or equitable allocation is one that includdisthree of the above aspects; if it lacks one
or more, it is not ‘fair’.

Konow, in particular in his 2001 paper, identiftesee different basic principles:

- accountability the most basic equity principle, related to indiial outcomes

- efficiency— a secondary equity principle, related to ‘totaltcomes

- needs- a constraint or threshold-like equity principle

to which he later adds (Johansson-Stenman & Ko20@9)

- the principle okequality.

In his case, this categorization is a result aéripteting survey data in response to whether
there exists universal categories of fairness pleaiple then ‘interpret’ (to use his terms) in
different ways — this variance in interpretatiotraclucing the idea of context. Konow then
uses this information by modelling people’s speaifion of equity criteria as a function of
context on the universal notions of fairness. lorghthis categorization seems to have an
instrumental purpose in modelling people’s ‘prodtuct of equity criteria. He goes further,
however, by showing that, at least in the USA, aaotability ‘trumps’ the other two
principles and therefore constitutes the ‘fundamaleegsence’ of fairness judgments.

Konow’s approach, although he subsequently toak d@ther directions, marks already a
transition towards the second method, whereby oeeelmtries to identify and name, like a
botanist, the equity principles that people acjualte. This produces a list, rather than a
logical ensemble. Rose’s work, in Rose (1992), Ros&'ebber (1992), Rose et al. (1998),
Rose & Stevens (1998) and Rose & Zhang (2002)phaduced a widely cited list of equity
criteria or principles, which we have endorsed ased in this study, just as others have, e.g.
Cazorla & Toman (2001) and Cai et al. (2008). Ie first study, the list registered the
different equity criteria that the various parties climate change negotiations invoked in
order to push forward preferred g@boatement policies and resist others. This apprbad
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several merits. It highlighted the different compots included in notions of equity, and by
the same token, their multi-layered depth. In otherds, at least in our view, they made clear
the number of parameters that enter into the definbf a notion of equity, such as that used
by international negotiators. Another merit is ttia list, although finite in number, does not
need this number to be fixed. Depending on thelpmilat hand, the list will include 6, 10 or
14 equity criteria (on average about a dozen),itowill always, it seems, be drawn from a
background ‘stock’ available to us, and which etiohary anthropologists can explain from

a naturalistic point of view.

2.3 Dependence of equity judgments on context

Perhaps the most enlightening paper written orrdleeof context on equity judgments is
that by James Konow in 2001. Although his purpoas different from ours, his analysis sets
the scene. His key proposition is that judgmenti&iohess or equity are “not contesgecific
but contextdependerit nor are they context independent. Although hegdieot say it in these
terms, what this means is that the factors thdtientce equity judgments do not do so at
random, but in a systematic manner. In other woatthough context does affect equity
judgments, it does not do so randomly. There ageiip patterns to be discovered that tell us
something about what forces are at work in sodiedy shape people’s views on what is fair
and what is not. This is no different than Emilerkheim’s discovery, in 1897, that suicide

was as much a social phenomenon as a psycholagi€al

At one extreme, contexdpecificmeans that

Equity is a complex idea that resists simple formulations. It is strongly shaped by cultural
values, by precedent, and by the specific types of goods and burdens being distributed. To
understand what equity means in a given situation we must therefore look at the contextual

details (H. Peyton Young, Equity: In Theory and Practice994, p. xii).

2 Durkheim is credited to have the first establishediology as a discipline unto its own. In 1908 fublished
the classiclies régles de la méthode sociologiguehere he asserted that social phenomena couékplained
by social ‘laws’. He proved it with_e Suicidé Economics, more so than sociology, has sincegndiis point.
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At the other extreme, contektdependenimeans that

The complete principle of distributive justice would say simply that a distribution is just if
everyone is entitled to the holdings they possess under the distribution (R. Nozick, Anarchy,

State, and Utopial974, p. 151).

The first view is usually adopted by behaviouratl @wocial scientists, while the second
view is usually adopted by moral philosophers. Ppheblem with the first view is that it
indeed puts equity judgments beyond the realmtainmal analysis: every specific detail of a
situation may influence and change them. The resaiild be a totally random pattern of

influences. As for the second view, to quote Kor{f@@01: p. 138),

Normative theories of justice seem almost as humerous as the fairness contexts identified by

social scientists.

An additional bonus with Konow's idea is that ibpides us with a method to check if, in
fact, contextual influences do reveal non-randortiepas or not; in other words, whether
context has a systematic structure. It opens tdystf equity judgments to quantitative and

analytical techniques. The present study has takehis opportunity.

3. Methodology & experimental setup

The present study built on and combined four prnevimsights, which are all elements of
our approach:
(1) Existence of a finite number of equity notions (€&gse et al., 1998)
(2) Equity judgments depend on context in a systemaio;random way (Konow, 2001)
(3) The distinction between situational and universglity judgments (Kashimi et al., 1988;
Syme et al., 1999; Konow, 2008)
(4) Trade-offs exist between efficiency and any nobbequity (Le Grand, 1990)
Accordingly, we have based this study on a dozeitegrinciples, which can be grouped in
the following manner for greater clarity (abbreiwoat used later are also given):
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- Notions of relative positiofin socio-economic space)

Inequality-related notions

Eql: Equality (equal distribution to all irrespectiveindividual characteristics)
Mm: Rawls’ maxmin (the least favoured are given higjiperity)

Sov: Sovereignty (distribute in proportion to differescin existing wealth or
rights)

FI: ‘Future interests’ (give some weight to future stadlders or future

generations)

Ability-to-pay notions

AtP: Ability to pay (in proportion to one’s income oewalth)

VE: Vertical equity (a progressive distribution rateften used in taxation
schemes)

HE: Horizontal equity (in proportion to the size ofedm family, district or

country, often used in deciding rates for basiasesuch as water and electricity)

- Process equity notions

Market process and corrections thereto

Mkt: ‘Market justice’ (the distribution resulting fromllocations through a free
and efficient market are considered to be acceptableven desirable on equity
grounds)

Par: Pareto compensation (following a market allocgtmympensations are made
so that one is left worse off after compared tabef

Exc: Special exceptions rule (before or after a sorfecation outcome, special
groups of stakeholders are singled out as not bailbgect to that allocation rule;

often (but not necessarily) in relation to mark&ication outcomes)

Social and political processes

Cns. Consensus (is considered fair any outcome reguftom a procedure that

produces some form of social consensus)
9



e SB: Sovereign bargaining (is considered fair any ome@greed upon by elected
representatives)

In addressing element (1) of our approach, thefalareader will have noticed the absence of
Ringius et al.’s principle ofesponsibilityand Konow’s principle oaccountability One can
understand both as being two sides of the same ttirirst distributes burdens in proportion
to impacts caused by the stakeholders; the secstribdtes rewards in proportion to effort
invested. The reason is that, contrary to thoseghibe reference base for the responsibility
— accountability principle is endogenously defirrather than exogenously. Ability to pay
and horizontal equity, for instance, refer to stakders’statevariables such as income and
family size. By contrast, responsibility and accalnility refer to causal action and individual
investments in effort. Although they form a veryngeal principle of equity, their operational
implementation can require elaborate ad-hoc evalhst This is why we have not included
them in this study, although of course they canwiticbe included in later work.

Element (2) of our approach translates into thégdesf controlled lab experiments where
specific context factors are systematically maraped. These factors include elements (3)
and (4) above: (3), by designing treatments witth without knowledge of one’s position in
the distribution of initial wealth endowments, af®) with treatments with and without
equity-efficiency tradeoffs. In addition, to contrfor self-serving motives (see Fong, 2001;
Lange et al., 2008), treatments with and withoat (monetary) stakes were run, with ‘cheap
talk’ treatments run first. Rawls’ (1971) ‘veil adnorance’ scenario is implemented by the
‘no knowledge’ treatment in (3), and Syme’s (19€8&tinction is implemented both by (3)
and by the ‘with vs. without’ real stakes treatnsefithese treatments define three dimensions:
known (K) vs. unknown (U) position in society; watlt (E) vs. with (P) efficiency or
productivity tradeoffs; and with (M) vs. without \Teal monetary stakes. Combined into a
complete factorial, they define 8 scenarios: 1 KTE= MEK, 3 = TPK, 4 = MPK, 5 = TEU,

6 = MEU, 7 = TPU and 8 = MPU. Thus scenario 1 (TEKin ‘cheap talk’ mode (T), with no
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efficiency tradeoffs (E) and with known position)(i society (i.e., in one’s experimental
group).

Experimental subjects differed by their initial \tbaendowment and their ‘number of
dependents’, representing for example family sarejmportant parameter for investigating
the prevalence of the ‘horizontal equity’ principlEhey also differed by theindividual
productivity factor, designed so that a dollar gite a richer participant (measured by the
initial endowment) has a greater multiplying factorterms of total money available for
distribution. This could represent the higher maagipropensity to save and invest of richer
people, as opposed to the higher marginal propetsitonsume of poorer people. Thus a
dollar given to the poorest individual had no aryplig power while a dollar given to the
richest created two dollars available for distribnt with linearly interpolated values in
between. As a result, each equity principle leaddifferenttotal productivity factors of the
dollars distributed. Thus, equality leads to altfatetor of 1.50 whereas ability-to-pay leads to
a factor of 1.34, since this principle distributess money to rich than to poor participants.
The final differentiating factor, the contributiarf individual effort, was kept equal to one for
all participants, since the principle of accounigbwas not part of this study.

In each of the 8 scenarios defined above, expetahenbjects were asked to rate on a
Likert scale each of the 13 equity principles. Thieert scale had 21 points, ranging from —10
(maximum opposition) to +10 (maximum support), wibhrepresenting indifference or
indecision. Every subject thus rated 13 princifdsnes, in 8 different settings, given his or
her own position in the group, if known. In a giv&renario, each equity principle was ranked
using participants’ ratings, assuming, in this catbeir additivity. (This also assumes
interpersonal comparability, where a +6 by one\lial is assumed equal to a +6 by
another. Although debatable, this was deemed aaloleptfor this study as a first
approximation). For the 4 paid scenarios (the ewembered ones containing the code letter
M), the equity principle ranked highest (i.e. cotleely most preferred) was used to allocate
the available sum of money: 50 ECUs or experimeataiency units. The total gains in
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ECUs, including the initial wealth endowment, wém@nsformed into real dollars at the end
of the 8-scenario session, using an exchange hatadflected the budget constraint for that
session.

Participants were organized in groups of 10 andaltexation decision was to be done
within this group. A total of 10 groups had beeanpied, though only 9 eventually were set
up, vyielding a total of 90 valid participants. Thukin a given paid scenario the equality
principle prevailed, the available sum of money whstributed equally across the 10

members of the group. Experiments were carriedwvitht University students.

4. Results

We report on the more salient results generatedupyexperiments: the extent to which
different context parameters discriminate amongitgqudgments; how equity judgments
compare in terms of context-dependence; whethggatipnd opposition to equity judgments
differ in context-dependence; the impact of inchgdan equity-efficiency tradeoff; and the

role of initial wealth endowments.

4.1 Context discrimination

The first treatment may be referred to as investigathe positional ‘knowledge effect’
and implements Rawls’ ‘veil of ignorance” concef#pecifically, scenarios 5=TEU and 6=
MEU); the second may be called the ‘efficiency efffeand the third the ‘incentive effect’.

A measurement of ‘discriminating power’ can be dedi, such that it will be greater the
more diverse the equity judgments in responsedimaage in context parameter. Thus, if they
differ more when comparing K to U than when compgrM to T, we shall say that the
knowledge factor is ‘more discriminating’ in equijydgments than the incentive factor.
Given a level of aggregation of the data into alsmamber of bins, the measurement
principle is to compare the number of changes endategories of support and opposition.
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This approach only leads to a first approximat&s the absolute results depend on the level
of aggregation (number of bins); but the relati@ekings remain stable.

A first level of analysis aggregated the data facheequity principle into 3 bins, where
intensities on the interval ]+2, +10] defined ‘sopfy the interval [-2, +2] defined
‘indifferent’, and the interval [-10, -2[ definedopposition’. One can then, as a first
approximation, distinguish between the simple aaieg of ‘support’, ‘opposition’, ‘bipolar’,
‘undecided’ and ‘no data’, where ‘bipolar meansJahaped distribution and ‘undecided’ a
flat distribution, subject to statistical signifit@e criteria. It then examined the number of
category changes for each of the 13 equity priesijth each of the three dimensions, that is,
across each of the eight scenarios. Thus, when a@ongpscenarios 1 (TEK) and 3 (TPK) to
scenarios 6 (MEU) and 8 (MPU), that is, E vs. Rerehwere across the 13 principles 7
category changes between S1 and S3, comparedytommaichange of 0.5 between S6 and S8,
a unigue change from ‘undecided’ to ‘no data’. Thuscenario 8, in 12 out of 13 cases, the
equity judgments were identical at the level of raggtion chosen: if a principle was
supported under E, it was also supported undend? vece versa. In this sense, confronting
scenarios 1 and 3 is 14 times ‘more discriminatithgh confronting 6 and 8: this defines the
(rather crude) discrimination metric. There are begr four scenarios where K and U are
compared, and likewise four for each of the otkaer timensions E/P and M/T. By summing
all such scores over the four scenarios one canaedlafmeasure of total discriminating power.
On this basis, one can then compute the discrimgg@ower of each dimension: K relative to

U, E relative to P, and M relative to T. Table bydes the results.

Table 1 : Discriminating power of context-factagdtments

Experimental context Discriminating power Treatment parameter
type coefficient
K>U 2.08 (strong) Position knowledge & sedfrve
E>P 1.64 (medium) Equity-efficiency tradeoff
M>T 1.14 (weak) Real stakes vs. cheap talk

13



Table 1 tells two stories. The first is that K disgnates equity judgments more than U;
that is, when participants knew their wealth positin the group, they supported some equity
principles and opposed others more strongly thaenvthey did not know whether they were
rich or poor (the information being revealed latéikewise, introducing an equity-efficiency
tradeoff weakened the differences in equity judgisieand not having real monetary stakes
had the same effect. These are raw results in cpfesiterpretation. For now, one can
hypothesize that K>U (in terms of discriminatingwao) reflects self-serving motives, in
accordance with Johansson-Stenman and Konow’s J2fi¥®rvations; that E>P reflects the
fact that counter-balancing efficiency or produityiveffects take the edge away from pure
equity judgments; and that M>T means real stakegpsim preferences for equity. Logically
then, across all three dimensions K-U, E-P, and,M€Enario 2 (MEK) should be the most
discriminating and scenario 7 (TPU) the least. Tikisndeed the case, the discriminating
power of the former being 4 times stronger tharndkter.

One can go further in making quantitative comparss@nd the box below summarizes in

another way the values in Table 1 above:

KU >EP > MT

knowledge effect > efficiency effect > incentivdest

These tell us that the knowledge factor is moregy@w/ than the efficiency factor which itself
is more powerful than the incentive factor — astean the grounds of these results. In the first
case, the K treatment is more than twice as discatimg than U, whereas M is hardly 15%
more discriminating than T. This may come as arsgpTaken literally, the latter result is
telling us that distributional equity judgments dot depend much on, or are not very
sensitive to, the presence or absence of realsstakel therefore, logically, to the magnitude

of these stakes. One may conclude with the follgwéntative statements:
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« Knowledge of one's own socio-economic position atisty dominates judgments of
equity. However, the discriminating power of U Itge far from being zero: in the units
of this study, the U measure is 29.5 compared 806845 (the ratio being 2.08).

* Equity judgements without efficiency or productwitradeoffs discriminate more than
when such trade-offs are present, as could bedthgiexpected. Our study was able to
guantify this difference: efficiency tradeoffs regd the intensity of equity concerns by
about 35%.

» If introducing real monetary stakes create incatifor sharper preferences, the effect is
quite small overall: it increases discriminatingmeo by less than 15%. However, for
individual equity principles, introducing real seémkcan have significant effects, either
dampening or amplifying those observed in ‘chedig taode. This can be compared to

Alpizar et al.’s (2008) conclusions.

To conclude, the most efficient experimental candg for comparing people’s equity
judgments in different contexts are, accordinguoresults, where socio-economic position is
known, no efficiency tradeoffs are involved, andlnewards are at stake. Regarding the first
point, however, one needs to go further and disgihtasubjects’ equity considerations from
their self-serving motives, another experimentahtiment planned in the next phase of this

research.

4.2  Hierarchized context-dependence

Which equity judgments are more context dependent tthers and by how much? Can
we rank them as a function to their sensitivitych@nges in context? The experimental data
sheds some light on this question. Two levels djregation were used and compared to
check for ranking consistency: overall, it remaiggite stable, with only minor differences in
rankings, mostly adjacent. At any rate, four digtigroups of equity principles stood out,

invariant to the level of aggregation.
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« Group A was highly sensitive to changes in contaixfactors, that is, to experimental
treatments, and comprises only the market justigeciple. Distributions in equity
judgments responded to all changes in treatments.

 Group B groups those principles that are moderaselysitive: sovereignty, sovereign
bargaining, vertical equity and Rawls’ maxmin pipie.

e Group C groups principles with some but low sewyti equality, horizontal equity,
ability to pay, the exceptions principle and corssen

» Group D groups principles which did not appear gmesto any of the treatments carried
out and include ‘the future’s interests’ and Pacgimpensation.

The meaning of these results are, for example, ttiattwo group D principles generated

(much) more support than opposition irrespective wifich experimental scenario is

considered: the histogram of relative frequencyrithstions hardly changes shape across all 8

scenarios. By contrast, market justice is mostiseascross all scenarios.

The next question is whether some equity principles more sensitive to some context
parameters than others. This of course excludespgib above, but also the principles of
intergenerational equity and special exceptionsjchvhwere very little sensitive to all
treatments. This question distinguishes a princilg@ich could be sensitive to many
parameters but only moderately so, compared tordmeh could be very sensitive but to only
a couple of parameters. Results can be summarsztdlaws:

« The M/T dimension (the influence of real tangibtakes) is the one with the weakest
experimental impact: only the sovereign bargainmmociple was sensitive to it. This
principle is also sensitive to the K/U dimensiort hot to E/P. Non-dependence on E/P
may reflect the high degree of uncertainty in timalfallocation of benefits when using
this process principle, given that it depends @kedtolder representatives who must be
trusted. This would explain by it is also sensitigel/M: it mattered whether real money

was at stake or not.
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« The following principles were sensitive to the Eimhension (the role of equity-efficiency
tradeoffs): equality and, under K conditions (het so much under U conditions): ability
to pay, market justice and the sovereignty prirecipl

 The most wide-reaching factor was the K/U dimensi@rere highly sensitive to it:
vertical equity, horizontal equity, and sovereigirdaining; under E conditions: equality,

market justice and sovereignty; and under P caitability to pay.

4.3  Support—opposition dissymmetry

An unexpected finding from the experiments wasdissymmetry between support and
opposition with respect to equity principles. Itsyaossible to compare sensitivity to changes
in context treatments of the degree of supportthadlegree of opposition. The key finding is
that opposition is more context dependent than @iipdhis can be summarized in the
following formula, where ‘Opp’ represents the totmlantity of opposition to one or a given
set of equity principles and ‘Supp’ the total quigndf support;AX represents a change in

context parameter X. This inequality was robusbsstreatments.

A(Opp) _ A(Supp
AX AX

This relationship was established by first meagutatal average support for all 13 equity
principles and ranking them accordingly. The vahgbof their level of support across
context treatments was then measured establishimgwaranking. Table 2 shows the two
rankings side by side. Clearly, the more supporéa@uity principle obtains, the more stable

its level of support, and vice-versa (rank correlatoefficient is —84%).
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Table 2 : Inverse correlation between support aablilgy of equity judgments

Ranked by | Ranked by
Equity support variability
FI 1 11 Least dependent
Par 2 12 on context
Exc 3 9
AtP 4 8
Cns 5 10
Egal 6 6
HE 7 7
Sov 8 2
Mkt 9 1
SB 10 3
Mm 11 5 Most dependent
VE 12 4 on context

As already mentioned, ‘future’s interests’ (FI) aRdreto compensation (Par) obtained
most widespread support and were also least sensitichanges in context parameters. The
least supported principle was that of vertical 8q@VE), which ranked high in terms of
variability (4" out of 12). As for the most context-dependentgpile, market justice (Mkt),
it ranked low in terms of support"®ut of 12.

One way to interpret this dissymmetry is that pesitequity judgments are more
grounded in ‘absolute’ principles, whereas negafwegments more closely reflect the
specific situation in which the distribution of lefits or costs is at stake. This builds on and
adds to Syme et al.’s (1999) distinction of unieéngs. situational equity. An extrapolation
would be that negative judgments involve self-sggvimotives to a greater degree than
positive ones, but such a statement can only beulated as a hypothesis and would need to
be tested with tailor-made experiments.

An implication of this finding is that it might beasier or less costly to tackle the reasons
underpinning opposition than those underpinningpsupfor an equity judgment, should such

a judgment be seen as obstructing a policy program.
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4.4  Equity-efficiency tradeoffs

In the first section, efficiency considerations weshown to affect equity judgments
mostly by dampening them; that is, when equityeedficy tradeoffs are present, the intensity
of support or opposition to different equity pripleis diminishes. This can be stated in
another way: considerations of efficiency and gquiteract and affect each other. This
section provides some of the results obtained snrtkeraction.

We start with a particularly topical result, inathit directly relates to the use and
desirability of market-based instruments, especiall the context of environmental and
natural resource management policies (see Chiskiret al., 2000, for an overview of this
issue). This is the principle of ‘market justicéewed as a distributional equity principle.
Those who support it consider that allocations Itegu from an efficiently operating free
market system are ethically and socially acceptaBlavell as desirable; that is, they have
distributional equity status. Note that no refeeeme made here to any notion of equality,
which is a notion of outcome equity; ‘market justits a concept of process equity.

Figure 1 compares equity preferences for markéicpibetween scenarios TEK and TPK;
that is, with and without efficiency tradeoffs, wndknown socio-economic positioning but
without real stakes (the aggregate graphs for MBH BIPK with real stakes look almost
identical). The aggregate graph conveys a veryr cle@ssage: when efficiency criteria are
introduced in the experiments, the general suppmpbsition profile for market justice is
reversed. When no efficiency aspects are involvedghly twice as many subjects oppose
this principle as those who support it; when edfidy consequences are introduced, the
difference is reversed almost symmetrically. Re¢hdt these measures of support and
opposition really measure total intensities, nanbar of subjects (see detailed response data

in lower left quadrant).
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Figure 1: An example of equity-efficiency interactifor the principle of ‘market justice’:

top panels: raw data; bottom panels: 21-point abth&aggregates (ScenariosH ks THK).

The implication is that market-based instrumengsless likely to be opposed on grounds
of inequity if their efficiency benefits, net ofatisaction costs, are substantial and well
publicised. Again, this has nothing to do with @gtons of inequality in outcomes: the focus
IS on equity perceptions of a process, allocatlmnsarkets assumed to be free and efficient.
The validity of this last assumption is of courseat) but is a totally different issue.

The market justice principle is in fact structurbg the whole spectrum of E vs P
scenarios: in all four P scenarios, this principlas clearly much more strongly supported
than opposed. But the E scenarios differ dependimdhe K-U dimension. Under known
positioning, that is, in the two EK scenarios, agpon is stronger than support; but under
‘veil of ignorance’ conditions, in the two EU sceiog, support is stronger, but only slightly
so. That is, P conditions override all other coesations for market justice, but under E

conditions, knowledge of one’s position in sociplgys a role.
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One can contrast these results for market justith Whose for equality taken as a
normative equity principle. This principle is affted by efficiency tradeoffs but less so than
by the K-U dimension. Equality generates more stpghan opposition in all 8 scenarios, but
is more strongly supported under U than under Kdgmms. U introduces a degree of
uncertainty while K introduces self-serving motivéhe experimental data also yielded
information on the respective role of uncertainty aelf-serve motives, not reported here.
The presence of equity-efficiency tradeoffs did thatrefore affect all equity judgments in the

same manner. Indeed, only two others out of theangimg 11 were sensitive to E vs .P.

4.5Initial wealth distribution and equity judgments

There is a common belief that the rich in societydt to oppose distributional policies
more so than the poor. This may mean two thingandly mean that the rich oppose
distributional equity in general and prefer to sogp say, policies based on economic
efficiency. It may also mean that the concept afitggreduces to that of equality, meaning
that the rich oppose greater equality in societyfoBe going any further, it is important to
distinguish distribution from redistribution. IneHirst case, a certain quantity of benefits (or
costs) isalready available for distribution, without needing tortsfer anything from anyone
to someone else. By contrast, redistribution meearssferring goods (or bads) from some
people to other people in a zero-sum game (seendlet al., 2005 and Ebert, 2007). In the
experiments carried out in this study, only theribsation of benefits without transfers from
rich to poor was examined — a more interesting dabe goal is to study the preferences for
distributional equity. As it turns out, such bediefre poorly grounded and were not supported
by our experimental data. The role of initial weaéhdowments on one’s equity judgments
strongly depends on which equity principle is inedkand the rich do not unambiguously
oppose equality as an equity principle. This sttidys adds to previous experimental results

provided by Cherry et al. (2005) and by Buckley &&bn (2006).
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Recall that equality as an equity principle medrat an equal distribution of the benefits
(or costs) is preferred across all stakeholdeesrective of their individual characteristics. In
the experiments, this meant that the amount of maweailable for distribution was divvied
out equally to those initially well endowed (theh) and to those initially poorly endowed
(the poor), with the initial richest to poorest Wkaatio being 5 to 1 ($25 to $5). At the end
of the session, subjects were paid the sum of thgial endowments and of their gains. To
simplify exposition, the 10 wealth levels in a goduave been aggregated to three: poor ($5,

$7, and $9), middle ($12, $14, $16, and $18), &id(621, $23 and $25).

Equality principle Poor Middle Rich

Cheap talk . l

Scenario 1 (TEK h
Real payments l .
Scenario 2 (MEK ||

Figure 2: Initial wealth and equity preferencestfar principle of equality, comparing

scenarios 1 and ZEK vs. MEK)

Figure 2 shows how initial wealth influenced equptgferences for the equality principle
and compares scenarios 1 (TEK) and 2 (MEK), thatheap talk and real stakes under the
most discriminating context: no efficiency tradeofind full knowledge of one’s socio-
economic position in society. Clearly, in none bé tcases do the rich oppose an equal
distribution, and in no case are their preferemoash different from those of the other wealth
categories. In cheap talk mode, the rich tend voua equality just like the poorer subjects,
indeed more so; with real monies at stake, theyanerambiguous, much like everyone else.
The overall result, then, is that the rich like ffwor are of two minds with respect to equality.
The only difference between the rich and the othar categories lies in how they differ
between cheap talk and real stake modes: the leelly favour equality when no real monies

are at stake, but hesitate to do so when real mey be distributed. The other two
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categories did not exhibit this change of prefeee®r obvious reasons, these results would
not extend to redistribution where transfers fréwa tich to the poor are involved.

The findings for equality extend by and large te golitical process principles: sovereign
bargaining and consensus (see Appendix 1). Theofatetial wealth on the remaining equity
principles can be summarized as follows:

» The poor support and the rich oppose: ability tp, partical equity, and Rawls’ maxmin

» The poor oppose and the rich support: sovereigmiynaarket justice

* Both rich and poor support the future’s intereBereto compensation, the exceptions rule
and horizontal equity.

Some of these results come as no surprise: thdirghehree are supported by the poor and

opposed by the rich clearly reflects the stronglygpessive nature of these equity principles,

which are defined as a function of wealth. The saarebe said of the sovereignty principle.

However, the role of wealth on preference for majlstice was less obvious and is very

revealing of the link between the distribution oéalth in society and the voting power of

one’s wallet: in the market place, the rich havéigger say than the poor. Apparently,

experimental subjects spontaneously intuited thisdnd voted accordingly.

That the rich always oppose an equitable distrutis wrong, at least until the
distribution principle is clearly identified. Thepreferences will depend on which equity
principle is considered and their choice of equitinciple is itself context-dependent. The
experiments generated the data for studying thisexd-dependence, but the analysis of the

results is justifiable of a separate study.

5. Conclusions
The hypothesis that motivated this work has beemgelg substantiated by our
experiments: context-dependence of equity judgmeridss from being random, is

systematically structured and therefore, in prilgipredictable. In particular:
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. Context-dependence is hierarchized: some equitynghts are more context-dependent
than others; and one will be more sensitive toageitontext parameters than to others.

. Of the three context factors studied, uncertairdgua one’s position in society has the
greatest effect on one’s equity judgments; conait@rs of equity-efficiency tradeoffs
rank second; and the role of material incentiiesugh not negligible, ranks last.

. Efficiency and equity considerations interact inys/apecific to each equity principle.
One cannot extrapolate from the equality-efficietregleoff to other equity principles.

. Market-based instruments are less likely to be spgon grounds of inequityf their
efficiency benefits, net of transaction costs,@szlible and great enough.

. Opposition to an equity principle appears more extatiependent than support for it. A
policy maker would find it less costly to tackleetreasons underpinning opposition than
those underpinning support.

. The role of wealth on one’s equity judgments is al@tays straightforward and depends
strongly on which equity principle is involved. Anlle rich do not in general oppose
equality in distribution, provided no transfersrraich to poor are involved.

. When real stakes are involved in equity judgmethisiy role compared to when they are
absent is ambiguous. In some cases, real stakesalma@xacerbating effect; in others they

have a dampening effect. More work is needed terstdnd the nature of this ambiguity.

The results reported here are but skimming theasarbf the issues explored in this study.

First, there is still much to analyse from the dataduced by the experiments. Second, the

experiments should be run identically again andother settings, for example with

participants other than University students or wgiildents in other countries. Third, the study

of how self-serving motives operate in equity judgts is far from exhausted; in particular, a

third experimental treatment will be added in textrphase whereby participants are asked to

choose a distributional rule not for their own gvpibut for another identically structured

group, which will remain anonymous. Fourth, accability as an equity principle
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responding to individual effort will be included dcants interaction with other principles
investigated. Ringius et al.’s responsibility piple can be understood as being to the
distribution of burdens what accountability is be tdistribution of rewards: it does not seem
to differ fundamentally. Fifth, ‘field-truthing’ oexperimental outcomes will allow for the
control of external validity: are results from tlaé relevant for policy making in the field?

The scientific study of equity has only just begBuat equity is well on its way to appear
on an equal analytical footing with economic effiicy. In a democratic system, policy
makers can only benefit if their constituenciegaase their support because policies appear
fairer. Social welfare will also improve. This ianpicularly true of environmental and natural
resource management policies, where distributiccmsequences not only affect social

welfare, but environmental outcomes.
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Appendix 1 —Initial wealth and equity judgments conparing TEK and MEK

Equity principles

Sc 1{TEK) vs. Sc 2M EK)

POOR

Survey Payment

MIDDLE

Survey Payment

RICH

Survey Payment

Egal - survey

- real payments

Mm - survey

- real payments

FI - survey

- real payments

AtP - survey

- real payments

VE - survey

- real payments
HE - survey

- real payments
SB - survey

- real payments
Cns - survey

- real payments
Mkt - survey

- real payments
Par - survey

- real payments
Exc - survey

- real payments
So\ - survey

- real payments

LT TR ERETTTIE

A ds

k

Greens = majority support; blues = bipolar or undied; red/orange = majority opposition.
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