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1. INTRODUCTION

The present paper analyses the case for the retteas put on individual effort (called
personal responsibilityn many official documenty when designing financially and
politically sustainable redistributive policies. particular, it contributes to the ongoing
debate by investigating — using a laboratory expenit - the following questions: Do
individuals try to free-ride on their fellows’ eftowhenever they have the possibility of
doing so? Are individuals more willing to acceptdisgribution whenever it
counterbalancebad luckrather thanpoor effor? Besides subjective preferences and
beliefs, which objective circumstances do affectividuals’ attitudes towards
redistribution? Are individuals more favourable redistribution whenever they are
poor relative to others or when they perceive adegree of social mobility?

The idea of exploring such questions by meanslabaratory experiment is not
novel. Some studies (e.g., Rustrom and William©02®utterman and Durante, 2010;
Becchetti et al.,, 2012) have already consideredilit.these studies are basically
structured in two stages. ktagel the initial distribution of incomes is determined
either randomly (the source of income is luck, talby) or by taking into account the
individual success in performing a given task (soerce of income is eitheffort or
skills). In stage I| participants reveal their preferences for reitistion.

These studies are not fully satisfactory for twasans. First, they do not
appropriately take into account the key charadierds all redistribution games.e. the
presence of strong incentives to free-ride on tharidoution by the other members of
the group. Second, these studies neglect the tetgporal nature of redistribution (e.g.,
Alesina and Giuliano, 2008), which becomes evidensoon as the long lasting nature
of redistributive policies and the legitimate aafizns to upward mobility are taken into
account. Both thebjectivelevel of social mobility and theubjectiveinter-temporal

preferences and beliefs regarding the main soufcemomme may indeed play an

1 The notion of personal responsibility has deeply inspired the political discourse and the
academic debate over the last twenty years. Rarely mentioned in traditional welfare economics
(Fleuerbay, 1995), the notion of personal responsibility has been the object of careful scrutiny
(e.g., Arneson, 1990; Cohen, 1990; Dworkin, 1981; Rawls, 1971; Roemer, 1995, 1996; Sen, 1985,
1990) and has now received wide acceptance. The notion of personal responsibility has also
inspired political debate on redistributive policies, as witnessed by Tony Blair’s Labour Party
Manifesto (1997),, and by the speech with which President Clinton introduced the Personal
Responsibility and Work Opportunity Reconciliation Act (1996).



important role in explaining the demand for redlsttion, a point not yet investigated
in laboratory experiments.

In this paper we analyze the demand for redistiobutby designing the
redistribution gameas apublic good gameln our setting participants face a crucial
trade-off between providing an effort on their oamfree-riding on their fellows’ effort.
Put different, they operate in a framework in whithe pie and its distribution
simultaneously depend on circumstances that ate uater andbeyondtheir control.
Thus, we design a setting in which the initial disition of incomes is random and
beyond individuals’ control. However, individuals choostheir level of effort
(individual responsibility), which will influencencome distribution in a second period);
and they select the rate of a purely redistribugiwveportional income tax. In both
periods, the tax structure is such that individwaith incomes below average receive
positive net transfers, while those with incomesrage incomes are net contributors.
The key trade-off here consists in the fact thalviiduals may choose not to exert
costly efforts and thus profit from the benevolentéheir fellows.

The experimental results are of interest if comgagigher with the predictions
derived by our theoretical framework (see SectidnTechnical Appendix at the end of
the paper) or with what conventional wisdom wouldgest. First, and consistent with
previous studies, we find that self-interest alocennot give a comprehensive
explanation of the determinants of the demandddrstribution. Although self-interest
matters — as expected, support for redistributrimndeed generally decreasing with
income — many net contributors are still in favofiit. In particular, according to our
experimental results, people with incomes up to G0gher than the average society
income (i.e., net taxpayers) are in favour of artde higher than the sample mean level
(38%), and only those richer than this thresholgpsut a lower degree of redistribution
(i.e., a tax rate lower than the mean level). Fxangple, this means that — taking
average gross income in Italy to be around eurdD+- people with income up to euro
32,000 are still in favour of a higher degree afis&ibution.

Second, and more importantly, we find that indialbureward effort: they prefer
less redistribution. In other words, in meritoaratdcieties, in which effort matters for
personal achievements and it is presumably higheem tn other contexts, individuals

seem to suppotessredistribution.



Finally, and in line with most of the literature tme subject (e.g., Rustrom and
Williams, 2000), we also find that the demand #distribution is clearly motivated by
individual beliefs about the source of inequality.particular, our results support the
link between subjective values and the preferenfoesredistribution. The more
individuals believe that economic success is guldetlick (or is a reward by God), the
higher their demand of redistribution.

The perceived degree of social mobility also majtes the prospeof higher
upward mobility increaseghe probability that an individual rejects redistribution and
lowers the preferred tax rate by about 7-10 peaggnpoints with respect to the mean
level.

The paper is organized as follows. Section 2 dessrthe experiment, while
section 3 discusses the results. In Section 4 wepace experimental results with what
conventional wisdom and a more sophisticated thieateframework would predict.
Section 5 concludes.

2. THE EXPERIMENT

The experiment was held at thaboratory of Experimental and Simulative Economics
(Universita del Piemonte Orientale, Alessandria) ©ntober 18-17", 2012. We
elicited choices with respect to redistributioanr about twenty participants divided in
four sessions for a total of 71 subjects. Two sessivere run in each day, one in the
morning, the other in the afternoon. Each sesssted about two hours. In any given
session, participants were asked to play 12 rourgls they were asked to choose the
level of redistribution 12 times under different nditions. This provided 852
observations overall. At the end of each sessiartigipants were asked to fill in a
socio-demographic questionnaire; questions maiolycerned their political attitudes

and their views about both inequality and redisitidm.

2.1. General characteristics of the experiment.

The experiment is structured as follows. In a gen@und each individual is endowed
with a randomly generated number of tokens (betwg@rand 70) representing her
present (timdl) and future (timé& +h) gross income. Tokens can be converted into euro
at the given fixed rate 0.10 € per token, twiceti@e T (time BEFORE, one month
after the experiment); and at timé+h (time THEN, one+h months after the



experiment;h=1,2,3)? Individuals are given the possibility of modifyirtheir own
income (and the whole income distribution) both diywosing areffort leveland by
participating tahe selection of a purely redistributive tax

Effort is basically thought as an investment in lannor financial capital. It is
costly, since it reduces the number of tokens taat be converted into euro at time
BEFORE. Yet, it enhances future income, since d@raases the number of tokens
available at time THEN.

The distribution of income can be modified also blgoosing a purely
redistributive income tax rate, structured in a vgagh that people with income above
the average are net taxpayers, while people witbne below the average are net
recipients. Any individual participates in such hoice by simply declaring her
preferred tax rate; anyone has the same chancéehaireferred tax rate will actually
become the effective (or social) tax rate. Thig fm&nown to all participants.

The sequence of a generic round is the followirg @so Figure Al, Appendix
A).

Each individual

0 is endowed with a randomly generated income;

0 observes both the whole distribution of incomes #mel costs and
benefits associated to any specific effort level;

o declares both her desired level of redistributioe.-the desired rate of
a purely redistributive proportional income taxndahe desired effort
level;

0 selects an effective tax rate by means ofr#melom dictator rul€there
is an equal chance for every participant that hesirdd tax rate will
actually become the effective tax rate);

0 chooses her actual effort level, given the effectax rate.

Payments (i.e. post tax and transfers income lpaeésthen computed as follows:
- payment at time BEFORE (one month after the erpart) =
I'S gross income tax payment - cost of effort

? Payments are delayed to test for the impact of inter-temporal preferences on the demand for
redistribution. The first payment is provided one month after the experiment to avoid the bias
in favor of payments on the spot (e.g., Andreoni and Sprenger, 20124, b).



- payment atime THEN (one+ months after the experiment) =

I's gross income- productivity gains due to effort — tax payment

Individuals are informed that only the tokens woy them in a randomly
selected round (determined at the end of eachasgssiould be converted into euros.
They are also informed that the show-up fee of tbtk@ns would be been split in two

tranches of identical amount, to be paid at tim&BRE and THEN respectively.

2.2. Choice of the effort level

As emphasized above, at each round individuial given the chance to modify the
payments in her favor by choosing an effort leVélere are ten possible levels of effort.
Effort is costly in terms of resources thadlividuals have to give up at time BEFORE.
We run two different treatments: one in which tlestcof effort islow with respect to
the productivity gains they yieldnother in which the cost of effort legh. Fig. 1
below shows the amount of tokens a generic indalidhas to give up for any effort

level, depending on the treatment.

Fig. 1. Cost efforts in terms of tokenstdime BEFORE
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Table 1.i’s gross income at time THEN for six possible effédevels and
five different starting conditions.

Effort Levels

Gross 0 1 3 S 7 10

Income
Individual 1= g 3 83 358 587 711 796 889
IEIMEUEN 2 oo 388 572 725 807 864 926
Individual 3 45 g 425 598 741 819 872 930
e 589 712 815 87.0 909 950
Individual 5 g9 g 80.9 929 954 968 977 988

Effort is productive, sincés pre-tax income at time THEN increases withtit. |
is worth noticing that's pre-tax income at time BEFORE is independerdre's effort,
whereas i's pre-tax income at time THEN is not. Tp®ductivity of effort is
determined according to a function with the follogiproperties (see the Technical
Appendix for the details)a) for any given income level, the productivity dfcet is
higher for more disadvantaged individuals (decreasnarginal utility of effort)j) for
any two individuals providing the same effort, d@od any effort level, the income at
time THEN is higher for the individual with bettaitial conditions.

Table 1 indicates the gross income at time THEN Somndividuals with different
starting conditions (different gross income) and 6opossible effort levels. Similarly,
Figure 2 below showthe share of potential income at time THEN as a functbithe
effort provided (for 20 different initial conditiai.

Fig. 2. Share of potential income at time THH as
function of the effort provided for 20 different
initial conditions
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2.3. Choice of the tax rate

As emphasized above, the distribution of incomeslmalso affected by the choice of
a purely redistributive income tax rate. Each imdliial declares her preferred tax rate,
which is structured as follows: a) each individpalys a share of her income; b) the
proceeds are equally distributed among all theigiaaints. With such a tax structure,

the following holds:

I's net income = i’'s gross income[effective tax rate< (i’s gross income — average
income)].

This means that - as the tax rate increases athsttucture drives the income of
each participant to the average income. Whetheivangindividual pays a tax or
receives a transfer depends on whether her incerabave or below average income,
respectively. The tax is a purely redistributiveepand basically produces the effect of
reducing the variance around the mean as the tevimereases. With a tax rate equal to
1 the income of all individuals is equal to the ragge income and the variance drops to

Zero.

2.4. Structure of the experiment.

The experiments consists of four sessions. In ®gsiens, the cost of effort is low with
respect to the productivity gains; in the remainsegsions the cost of effort is high. In
any session, each participant plays the game feivewvrounds, each time under a
specific set of circumstances (see Figure A2, AdpeA and Technical Appendix for
more details):

a) fairness in the distributiorof gross incomes: gross incomes may vary across
individuals. This is to explore how different cotidins in terms of initial fairness in
the distribution of incomes may affect the demasrd-édistribution.

b) observability of effortindividuals either have or do not have information the
average effort in the society. This is to explordether effort levels are
complements or substitutes.

c) time of paymentwe study whether subjective intertemporal prafees affect the
demand for redistribution by changing the timingla# second payment (two, three
or four months respectively).



3. RESULTS
3.1. Models specification and variables descriptro

Our econometric analysis is based here on two siemple and stylised models aimed at
identifying the main determinants of redistributidio this end, we define two different
dependent variables: the first oiey_0, is a dummy variable taking value 1 when the
optimal tax rate for individuals is equal to zefdis variable allows us to explore the
determinants of the extreme choice of no redistidiou why do people do not want
redistribution at all? The second dependent variable is the continuousabla
taxrate_opt It spans a range of variation between 0 and lidexdtifies the tax rate
desired by each individual in each round of theeexpent. Here the question ishat
are the drivers of the desirable degree of redsttion?

Let the set of preferred tax rate be identifiedpasferred taxrate ={tro_0,
taxrate_op}. As in most of the literature, our general econoinetpecification can be

defined as follows:

preferred taxrate = a + f,X, + B.X, + F.X;. A.X, +¢

[3.1]

where X; is a vector of variables identifying income distriion, X, is a vector of
variables identifying optimal individual effor; is a set of variables identifying
payment times, and finallX, is a vector of different variables picking up widual

characteristics. In particular,

e Xj includes the following variablesyt, i.e., the income assigned to each
individual at the beginning of the experimentfair d a dummy variable
identifying whether the distribution of exogenousgsigned incomes in the
initial period is unfair. We also consider an iakgion variableunfair_ymean
which measures the proportion to which the socsegyerage income in the
initial period is higher than the individué income {t/yt = dist_ymeahwhen
the distribution of income is unfaiaigfair_d=1).

10



vector X5 includes two variablegprod_leve] a dummy variable identifying the
productivity with respect to the cost of effofrdd_leveltakes value 1 when
productivity is high); andnfo_emeanwhich measures the average effort level
(with values from 1 to 10When this information is available to all membans i
the society This can be interpreted as a way of discrimimativetween
anonymous and non-anonymous societies. In the foinfermation on average
effort is unavailable before production takes pldoehe latter, this information
IS available.

X3, only considers the variablmonths_postwhich measures the number of

months before the second payment.

vector X4 is an heterogeneous group of variables identifyjpgrsonal
characteristics, including demographic factors &#l as individuals’ opinions
which might affect preferences for redistributiohs for demographic
characteristics, we consider: the dumsexwhich takes value 1 if the individual
is a male; the variablageto measuréhe individual’'s age in years; the dummy
variable foreign which takes value 1 if the individual was born irfaaeign
country. As for individuals’ opinions, we consideur different domains. The
first one is related to perceived social mobilgyy., Benabou and Ok, 2001): we
define the variablesucc_fatheras a dummy taking value 1 if the individual
believes that her chances to earn are higher tiesetof her father. The second
domain is related to individuals’ beliefs about teterminants of income (e.qg.,
Alesina and Glaeser, 2004): we define the variabtx luck- taking up values
from 1 (strong disagreement) to 5 (strong agreememt order to measure how
much one believes that luck determines the econsomcess of a person; we
also define the variableoeff _poor(which takes also value from 1 to 5) in order
to assess how much one believes that the poorrappetd in their condition
because they do not exercise any effort to finaba A third domain is related to
religious and political ideology. We define the iahte succ_godaccording to
the degree to which one believes that the econsonicess of a person is an
reward from God for her effort (again, from 1 —osig disagreement - to 5 —

strong agreement). We also define the varigljealityto take into account the

11



feeling towards equality-oriented policies in refao individual freedom-
oriented policies. In this case, the range of wamais from 1 (strong
disagreement) to 10 (strong agreement). Finallycamsider the variablegust,
which measures the degree to which one has confidenoeost people (the
range of variation, in this case, is from 1 — sgralisagreement - to 5 — strong
agreement). Table 1 in Appendix B provides deseepstatistics for all the
variables included in our econometric model. Notltat the average tax rate is
about 38%, and in 16% of cases people prefer te havtax rate equal to zero

(no redistribution).
3.2. Results

The estimates of equation [3.1] ftro_0 and taxrate_optare in Tables 2 and 3,
respectively. For the two dependent variablesyéisalts are consistent across the seven
different specifications. In both cases, we begithva very simple model including
variables inXy, X,, and X3 (Basic Model). We then augment this specificatiothw
demographic controls in Model 1, and other varialgeking up different preferences
and opinions (Models 2 to 5). We finally considértiae variables together in the Full
Model.

Consider first the determinants of no redistribaiti@able 2). The model has
been estimated considering a Random Effects Lopécification to allow for
unobserved residual heterogeneity across indivedudMost of the variables are
significant and with the expected sign. A firstosiy and persistent result (in terms of
magnitude and statistical significance) is the tiggacoefficient associated to
unfair_ymean(while coefficients foryt and unfair_d are not statistically significant).
Simply put, when the distribution of income is unféhe higher the proportional gap
between average income and individual in the ing&iod is, the lower the probability
to reject redistribution. A second result (agaitrorsy in terms of magnitude and
statistical significance) is the positive coeffitieon info_emeanwhich means that —
ceteris paribus— the higher the observable average effort lettd, higher the
probability to advocate no taxation. As furthercdissed in section 4, there are two
possible explanations for this result. The firstthat individuals are inclined not to

discourage their fellows’ effort when they know ttlmaost of them are contributing to

12



increase the size of the pie. Moreover — and thike second explanation -- whenever
the effort generally provided is high, an indivitlumight feel more motivated to try

harder, and thus advocate a lower tax rate.

As for demographic characteristics, we find thatlemgrefer zero redistribution
more than female, while age and the fact that oag lvorn in a foreign country do not
seem to matter. With regard to mobility, we finétththe prospect of upward mobility
increases the chances that redistribution is mjectonsistent with the POUM
hypothesis advanced by Benabou and Ok (2001). &belts on the determinants of
income are less clear, though: we find that thdfiodent on succ_luckis negative and
statistically significant at the 10% level only ifodel 3, while it is not significant but
still negative in the Full Model. This is reasorgbkince it means that the more
individuals believe economic success is guided ugk,| the more they find that

redistribution is

13



Table 2. Determinants of the probability to choosea preferred tax rate = 0 (random effects logit esthates)

Regresors ° BASIC MODEL MODEL 1 MODEL 2 MODEL 3 MODEL 4 MODEL 5 FULL MODEL
Yt 0.013 0.013 0.013 0.014 0.013 0.013 0.012
(0.80) (0.82) (0.81) (0.84) (0.79) (0.79) (0.76)
unfair_d 0.197 0.198 0.160 0.162 0.230 0.253 0.229
(0.14) (0.14) (0.11) (0.11) (0.16) (0.18) (0.16)
unfair_ymean -2.875** -2.879** -2.836** -2.842** -2.902** -2.928 -2.881**
(-2.06) (-2.07) (-2.05) (-2.05) (-2.08) (-2.11) 09)
prod_level -1.236 -1.139 -1.147 -1.043 -1.180 -1.186 -0.939
(-1.49) (-1.40) (-1.49) (-1.30) (-1.51) (-1.48) 32)
info_emean 0.139*** 0.138*** 0.138*** 0.138**+* 0.139*** 0.139*** 0.140%**
(3.32) (3.32) (3.32) (3.30) (3.33) (3.32) (3.36)
months_post 0.321* 0.321* 0.321* 0.321* 0.316* 0.319* 0.314*
(1.84) (1.84) (1.85) (1.84) (1.82) (1.83) (1.81)
Sex - 1.944* 1.827* 2.134%** 1.388* 1.769** 1.640**
(2.37) (2.37) (2.59) (1.74) (2.19) (2.19)
Age - 0.093 0.069 0.112 0.076 0.097 0.066
(1.15) (0.91) (1.40) (1.03) (1.23) (0.99)
Foreign - -0.937 -1.590 -1.318 -0.011 -0.939 -1.430
(-0.73) (-1.27) (-1.01) (-0.01) (-0.74) (-1.18)
succ_father - - 1.989* - - - 2.106***
(2.56) (2.81)
succ_luck - - - -0.814* - - -0.576
(-1.87) (-1.53)
noeff_poor - - - -0.034 - - -0.033
(-0.09) (-0.09)
succ_god - - - - -0.906*** - -0.858***
(-2.85) (-2.92)
Equality - - - - -0.397* - -0.089
(-1.99) (-0.43)
Trust - - - - - -0.591 -0.681*
(-1.46) (-1.81)
Constant -3.915%** -6.772%** -6.932*** -4.929* -1.327 -5.200** -0.740
(-3.17) (-2.97) (-3.18) (-1.87) (-0.50) (-2.13) 26)
aDependent Observati'on.s , 852 852 852 852 852 852 852 variabletro O: z-
significance level: = 233.23 229.75 226, 227, 2281 2287 - **% 10h, ** 59,
*10%.
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®Dependent

Table 3. Determinants of preferred tax rate (OLS edmates with panel-corrected standard errors)

Regressorg BASIC MODEL MODEL 1 MODEL 2 MODEL 3 MODEL 4 MODEL 5 FULL MODEL
Yt -0.001 -0.001 -0.001 -0.001 -0.001 -0.001 -0.001
(-1.19) (-1.07) (-1.03) (-1.10 (-1.22) (-1.08) @3)
unfair_d -0.179%** -0.177%** -0.188*** -0.174%** -0.165** -0.176*** -0.164**
(-2.83) (-2.67) (-2.77) (-2.62) (-2.52) (-2.65) 43)
unfair_ymean 0.277** 0.275%* 0.286*** 0.273%* 0.266*** 0.274*** 0.267**
(4.94) (4.66) (4.73) (4.61) (4.59) (4.64) (4.49)
prod_level 0.001 0.043 0.030 0.042 0.059** 0.043 0.049
(0.06) (1.63) (1.50) (1.45) (1.96) (1.63) (1.39)
info_emean -0.004* -0.004 -0.004* -0.004 -0.004 -0.004 -0.004*
(-1.72) (-1.52) (-1.81) (-1.52) (-1.61) (-1.51) (#2)
months_post -0.014* -0.012 -0.011 -0.012 -0.013* -0.012 -0.012*
(-1.72) (-1.61) (-1.50) (-1.62) (-1.83) (-1.62) (1)
Sex - 0.070** 0.075%** 0.075%** 0.127*** 0.068** 0.124%*
(2.43) (2.95) (2.88) (3.47) (2.32) (3.75)
Age - -0.014*** -0.012%** -0.014%** -0.015*** -0.014%*** -0.013***
(-5.34) (-5.89) (4.81) (-6.59) (-5.36) (-5.95)
foreign - -0.002 0.043 -0.005 -0.028 -0.002 -0.003
-0.04 (0.86) (-0.11) (-0.49) (-0.04) (-0.05)
succ_father - - -0.108%** - - - -0.074%**
(-5.77) (-3.40)
succ_luck - - - -0.014 - - -0.010
(-0.89) (-0.66)
noeff_poor - - - 0.006 - - 0.019
(0.40) (0.98)
succ_god - - - - 0.013 - 0.015
(0.94) (1.10)
equality - - - - 0.033*** - 0.032***
(3.73) (3.44)
trust - - - - - -0.004 -0.013
(-0.19) (-0.55)
constant 0.457** 0.725%** 0.726*** 0.737** 0.459** 0.735*** 0.467**
(8.76) (8.71) (9.80) (8.82) (3.92) (6.84) (3.23)
Observations 852 852 852 852 852 852 852
Wald statistic xz) 78.89*** 121.78*** 172.09*** 137.01%** 201.09*** 132.51%** 258.05%**
0.31 0.34 0.35 0.35 0.37 0.34 0.38

_opt z-statistics _R

significance level: *** 1%, ** 5%, *10%.

variable:taxrate-
in round brackets;
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desirable. This is somewhat in line with the estedacoefficient folsucc_godwhich is
consistently negative and significant: the moreaviddials believe economic success is

a reward by God, the less they vote for zero radigion.

The coefficient forequalityis negative as expected, but statistically sigaiftc
only in Model 4: A greater feeling toward equalitgduces the likelihood of no
redistribution. Finally, the coefficient fdrust is negative, but statistically significant
only in the Full Model. As expected, trusting mane other individuals in the society

encourages redistribution.

Let us now turn to the determinants taikrate opt(Table 3). We have run
standard OLS methodology, but standard errors leeen corrected by taking into
account the correlation across individuals for saene round of the experiment, the
correlation over time within individuals, and groupeteroskdasticity. First, and
consistent with previous literature, the relativesiion of individuals in the income
ladder does matter when the income distributiaumigir. In particular, the relationship
with the preferred tax rate is monotonically desne@ with income, being negative for
the richer and positive for the poorer. In facg ttoefficients forunfair_d and for the
interaction termunfair_ymeanare now both statistically significant, with thepected
signs. Let us consider the Full Model (Figure @iyen that the income distribution is
unfair, people prefer a tax rate higher than the sammannievel (38%) if the ratio
between the average society income and the indiVithcome is at least 0.62. Hence,
people want more redistributi@ven if their individual income is above societgrage
and they arenet taxpayersThis is true for incomes up to about 160% of therage
(which is about euro 32,000 considering the ltab&erage income being around euro
20,000). When the ratigt/yti is equal to one, the estimated impact on the pedenax
rate is strongly positive (+10% compared to the@amean preferred tax rate). When
the ratio hits its maximum at 1.72, the increasevisn more substantial (around +30%).
On the contrary, the impact is negative for vechmpeople (in relative terms): in the
extreme case oft/yt equal to zero, the estimated impact on the prefeiar rate is -
16.4%.

Second, we find that individuals reward individeéflort. On the one hand, the

coefficient forprod_levelis always positive, but statistically significamlp in Model

16



4: when effort is relatively cheap (i.e., produttivs high relative to the cost of effort),
individuals prefer more redistribution (+6% withspect to the sample mean tax rate of
38%) than when the cost of effort is high. On thheo hand, the coefficient for
info_emearns always negative, albeit not statistically sfgaint at the usual confidence
level in all models. This means that when peopte able to know what the average
effort is, they prefer a lower degree of redisttibn the higher the average effort put
forward by the members of the society, with a réidncof the preferred tax rate up to 4
percentage points when the average society efoat ithe highest possible level. Put
differently, according to our results, in meritdarasocieties people vote for less
redistribution.

Third, the result omonths_posis also confirmed: the coefficient is consistently
negative, although the 10% statistical significameenot observed in all the seven
models. In a word, the longer individuals need &two obtain the second payment, the
lower their preferred degree of redistribution.iléely interpretation is related to the fact
that uncertainty increases with waiting time. Aihé greater uncertainty is, the lower

the willingness to give away resources to the gowent.

As for demography, the coefficient feexis at odds with the previous findings:
males now seem to prefer more redistribution tlesnales. We also find — in line with
Checchi and Filippin (2004) — that the coefficiéot age is negative and statistically
significant in all models: younger individuals an®re favourable to redistribution than
older people. As for individuals’ opinions, we fintdat the higher the prospect of
upward mobility, the lower the preferred tax ratgth a reduction of about 7-10
percentage points compared to the sample mean [Elvisl result is again in line with
Checchi and Filippin (2004). By contrast, the cm#ht for equality is now positive,
suggesting that people with greater sensitivenes&artls equality-oriented policies

prefer a higher tax rate.
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Figure 3. The impact of the relative position of idividuals in the income ladder
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4.DISCUSSION
In this section we compare our empirical findingghwthe results that a purely
theoretical investigation would suggest (see Seclit in the Appendix). To begin
with, theory predictghat rational individuals with incomes above therage will ask
for zero redistributionRedistribution should only be supported by thosth viselow
average incomes, since they expect to be net exdiThis mostly coincides with what
conventional wisdom would also suggest. Howevehoailgh our experimental results
show that disadvantaged individuals are indeed rmpaee to support redistribution, we
also find that redistribution is supported alsanwjividuals who are well aware of being
net contributors — possibly out of ethical conce(Rehr and Schmidt, 1999). The
intensity of these ethical concerns seem to depenthe source of income inequality.
In particular, the desired level of redistributiseems to increase whenever the initial
distribution is unfair.

Second, the theoretical analysis does not haveear gbrediction on how

individual effort and the desired level of redilstriion change in response to changes in
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the observed average effort exercised by the mesrdfethe society. This is because,
there can be complementarity or substitutabilityoag effort levels. In the case of
substitutability, for example, the higher the obseér average effort, the individual
might be tempted to free ride (hence, the higherdesired tax rate). However, our
experimental results show that the higher the @eeedfort provided in the society, the
lower the desired level of redistribution. Thus.eotould argue that individuals are
inclined not to discourage their fellows’ effort amever they know that most of them
are contributing to increase the size of the gisolindividuals would abstain from free
riding and let the other expand the size of theroom pie: it is better to make efforts in
a rich community than to engage in free riding inp@or society. The second
explanation is consistent with the hypothesis #f&drt levels are complementary. In
this latter case, whenever the effort generallyvipled is high, an individual is

encouraged to work harder and does not see thefoeetulich redistribution.

Finally, experimental results are consistent wile theoretical analysis and
conventional wisdom with regard to the effect ttieg prospect of upward mobility on
the preferences for redistribution: whenever sugiogpect improves, the desirable tax

rate goes down.

5. CONCLUSIONS

In this paper we have undertaken an experimentdl ite order to analyze social
preferences for redistribution. In our setting, tiggvants face a crucial trade-off
between making an effort to improve their wellbesryd free-riding on their fellows’
efforts. Several results emerge from the analybisst, given an initial unfair
distribution of income, individuals ask for moraigribution the lower their position in
the income ladder. Somewhat surprisingly, howewetividuals endowed with above
average income also ask for redistribution. We disal that the demand for
redistribution is also affected by individual etfoin particular, our results suggest that
individuals prefer less redistribution the highbe tcost of effort, and the higher the
average effort put forward in the society. It felt® that in meritocratic societies, Iin

which effort matters for personal achievement, vitllials support less redistribution.
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Our results also confirm that the prospect of uplwaobility increases the probability
that an individual objects to redistribution.

Another set of results concerns the link betweebjestive values and
preferences for redistribution: in particular, there individuals believe economic
success is guided by luck (or is a reward by Gibd),more redistribution they demand.
This might provide an explanation for the obserddterent degrees of redistribution

between US and Europe, the exploration of whicheage for future research.
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APPENDIX A

Figure Al. Timing of the experiment
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Figure A2.
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Appendix B.

Table 1. Descriptive statistics

Variable Obs Mean Std. Dev. Min Max

taxrate_opt 852 0.38 0.37 0.00 1.00
tro 0 852 0.16 0.37 0.00 1.00
tr_act 852 0.36 0.35 0.00 1.00
Yt 852 48.96 11.83 30.00 70.00
unfair_d 852 0.50 0.50 0.00 1.00
dist_ymean 852 1.03 0.20 0.67 1.72
unfair_ymean 852 0.53 0.57 0.00 1.72
prod_level 852 0.56 0.50 0.00 1.00
info_e 852 0.50 0.50 0.00 1.00
mean_e 852 4.83 2.82 0.00 10.00
info_emean 852 2.68 3.41 0.00 10.00
months_post 852 3.00 0.82 2.00 4.00
e_opt 852 4.64 2.99 0.00 10.00
e_act 852 4.61 3.09 0.00 10.00
sex 852 0.38 0.49 0.00 1.00
age 852 24 5 19 46

foreign 852 0.11 0.32 0.00 1.00
succ_father 852 0.46 0.50 0.00 1.00
succ_luck 852 2.86 0.94 1.00 5.00
noeff_poor 852 2.30 0.98 1.00 5.00
succ_god 852 2.46 1.29 1.00 5.00
equality 852 6.54 2.04 1.00 10.00
trust 852 2.58 0.96 1.00 4.00
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TECHNICAL APPENDIX
T1. THEORY

We consider a two-period economy where any indgidu= 1, ..., n is entitled to the same quantityof
good a, which can be either consumed (both at ttmendt + 1) or invested (at timg. The fundamental
source of differences among individuals is giventbg individual-specific probability of getting, the
potential incomeAt time t such a probability is given k§; € (0,1}, i =1, ..., n, which is exogenous and
reflects differences beyond one’s control. A lowlmability of gettingy may be due, for example, to bad
family background, lower innate capacities andlittes.

Whereas the probability of gettingis exogenous at timg it is partially endogenous at + 1, as it
depends also on the effart provided byi att, i.e. g::1(e;) = §; + @;(e;).* Effort is costly; moreover its
productivity is marginally decreasir(gp!,> 0,¢!" < 0). We suppose that;.+1(e;) = 1 ase; = &, i.e. we
suppose thaits probability of gettingy goes to one ass effort tends to the maximum feasible effort for
individuali. As it is natural, we assumg;(0) = 0.

Besides choosing the effort level, we supposeahgtindividual may affect the distribution of resoes
in the society also bgeclaringthe preferred rate’ of a purely redistributive proportional income jtéixs is

done, by each individual, being aware that anyoa® the same chance that her preferred tax rate will
actually become the effective (or social) tax raté,

In this model, the choice of the tax rate is sidfit to uniquely determine the tax-transfer scheme,
which is indeed structured as follows: anypays a share of her income and the proceeds are equally
distributed among the members of the community réfloee, an individual receives a subsidy wheneegr h
expected income is below the expected mean incehgepays a tax in the opposite case.

Notice that in the setting at hand preferencedudie self-regarding There is nothing which can lead an
individual to prefer more redistribution except ttensideration of the effects that such a redistigm has
on her own material welfare. Hence we simply asstiaeeach individual wishes to maximize her materi
welfare, given by her net income (hence her consimmpover time:

[ 1
U = ¢ {aﬁyﬁ —D+E ) @y ole)|+ o {qu(eam —D+Iy i%‘rﬂ(%‘]‘}’J
= 1=
1]

where:d; is i's specific discount factorz(eg;) represents the cost of effort, wittl,s" = 0; T = 0 is the

purely redistributive proportional income tax.

Al. The individual’s decision problem

® Formally, §; may be meant as a draw from a random variable X with supports (0,1), distributed according
to some f{.).

4 Note that the function ¢;(.) is individual specific; this means that individuals may differ as far as the
productivity of effort is concerned. In the context of this paper we mainly think at effort as an investment in
human capital.

5 This random dictator rule is incentive compatible (any individual has an interest in declaring her true
preference), hence free of strategic considerations which come about whenever voting over preferred
alternatives is allowed.

® Given 1, i's net income is determined as follows: E(y:)(1 — 7} + tE(¥) = E(y;) — t(E(w;) — E(¥)), where
EV.) is the expectation operator. It would be easy to show mathematically that the tax-transfer scheme can
never imply re-ranking.
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The decision problem of each individual can be ewmmently split in two stages and solved by backward
induction. Each individual determines at the secetaje the optimal effort level = ¢;(r|e;;) as a

function of the relevant tax raie given the effort of any other individual in thecgety, e;,.;. At the first
stage, givere; = e;(7|e,~;), €ach individual declares her preferred tax rgjieGiven the societal tax rate
and the effort provided by amye;, the material welfare of any individuais determined by [1].

A2. Individual’s choices without interdependence.
We first study the individual's choice problem begtecting the fact that the effort provided by each
individual might affect the effort provided by thamthers. In paragraph A3 we briefly consider how

interdependence among effort levels might affeet gblution to the individual choice problem. Wittho
interdependence, the first order condition of [ifhwespect t@; = e;(t] is:

—a'(el )+, [qgtﬂ(ef‘};-‘(l -7+ i:]]:o
2]

This simple condition requires that the optimalodfflevel equates costs and benefits at the margin.
Notice from [2] that the optimal effort decreasesew: the relevant tax rate increases (for this gesluhe
net benefit accruing to the individual for additdreffort); either (both) the discount factor onda the

marginal productivity of effort decrease.
By differentiating [1] w.r.tx and using [2] we get to the following conditionr the determination dfs

preferred tax rate, whe®(¥) andE(y;) are the average expected income &sdexpected income
respectively:

aU, _
E |a_|-'=a_|:,‘;f_;l' = [E(}r} - E(}?it}]
: dif fersnce betwean the averogs
income and i's incoms:
beyond i's contwrol

+4; [E(J_’:ﬂj - E(J’erﬂ:'] + & [% Zhiit?;zr+l(ehje;z(1}y] =0

dif ference between the average

incomeand i’ s income raduction intransfersini's
underi's control favour as T increases

[3].

Equation [3] states thas preferred tax rates;, is such as to equate her benefits from taxatiarosts.
The first addendum of [3] is the difference betw#snaverage expected income &stexpected income at
timet. Such a difference is beyoiid control. The second addendum is the same diféerat tima+1. It is
at least partially undars control fori is able to affect it by varying the effort levé@lhe third addendum
represents the reduction in transfers received byt increases (because of the disincentive effects of
taxation on effort).

To better understand [3], suppose both that theetedtax rater is set such as = 7 = 0 and that the
effort levels have been consequently chosen acuptdi [2]; suppose furthermore thas benefitted by the
redistributive scheme. As the societal tax ratsekected in accordance witls preferences, a marginal
increase in the tax rate must be such as to |€aveelfare (hence income available for consumption)
unaltered. This means that the marginal resourcés would get by increasing
T, [E(7.)— E(yv, )]+ &; [E(#.21) — E(¥;:+1)] = 0 must be offset by the reduction in transfers nesbbyi
ast increases, i.65' L T qp.2 (en)e (D]

Clearly if i's marginal benefit by increasirgis lower than the marginal cost for any givei 0, the
(corner) solution is such as to imply = 0.
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Notice that in this setting free riding is limitég the reaction of the others to an increase irtidkeate.

That is why there are limits to the strategy ofugdg effort and asking for an higher tax rate.eled, the
less is the effort of anft # i affected by an increase in the tax rate, the nwmnvenient foli both to

reduce her effort (in such a way as to enlargedifierence betweenE(#,.+1) — E(v;:+41) > 0) and to ask
for an higher tax rate.
The following propositions summarize the results.

Proposition 1 (Individual effort). Under the assumption that effort levels are inddpat, the effort of any i
only depends on its net contribution to i's matiewalfare. It increases with botfs patiences;, andi's
productivity of effort,e;(. ), whereas it decreases with the tax raféhe optimal effort by individual e,
is greater than zero at= 1 as long as d; [ﬁ‘;ﬁift’e =0)y G)] >a'(e; = 0).

Proof of Proposition 1.From [2] it is straightforward to notice thas effort increases with boti; and
@;(.) and decreases with If we suppose that the relevant tax rate equals[@heecomes:

_ C-'_"(E:' }+ 8; [q;r+1(‘9éj}’(i)]:o-
el >0 if the marginal benefit of effort is greater thahetmarginal cost where; = 0, that is
¥ [‘?;H1(“3i =0)y (%)] =o'(g;=0).m

It is worth noticing that, even if the social tate is set to one, an individual might still haweirrcentive to
provide a positive effort - as the marginal coseffbrt is low for low effort levels and a sharef the gain
1]

deriving from her additional effort accrues at théividual herself. It is crucial, however, thaethociety is
made up by a relatively small number of individ(ais the marginal benefit of effort goes to zerdhas
number of individuals increases.

The following two propositions characterize theidsbstax rate by individudl

Proposition 2 (Desired tax rate,r7 = 0). The desired tax rate; is zero (no redistribution) for any

individual for whom the marginal benefits of taxati are lower than the marginal cost for any
givent € [0,1], i.e. a—m|g[=gl.- < 0. A sufficient condition forr; =0 is that the sum of the average

&Tj
discounted expected incomes is no greater thasuimeofi’'s discounted incomes atand t+1respectively
for any givenr .

Proof of Proposition 2. Suppose:—f‘: le=er < 0 at ' = 0, hence, a lower tax rate=1"" < 7', must be
L

preferred by. If 5= |.—; <0 holdsVz € [0,1], t* = minfz|r € [01]} = 0.
&

Erj

EGe) ~ Evie) + B EGea) ~ Qe+ 0[5 ) Ghesa(enlen@y) < 0

Notice that, by [3];— |s=sr < 0 =

or
E(¥:) — E(yie) + 6 [E(F rar) — E(¥ies1)] < —6; '[E Fhzi Ghesr (En)en(Tly)
[A2]

"ie.n <, where i is such that §; [gi.: (e = 0y (Z)] = o'(e; = 0).
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As - by Proposition 1 e, (r) = 0, the r.h.s. of [A2] is positive. It is thereforefficient for |E,L_ « < 0to

hold that the Ilh.s. is nonpositive for any givent, which |mplles that
E(¥. ) —E(vie) + 6;[E(F 1) —Elyis )] =0 for any given T , or
that[E(F.) + 8 E(Fs J] + [E(vie) + E(yies1)] =0 . m

The main result given by Proposition 2 is that wstif-regarding preferences there might be indizislu
preferring no redistribution at alt{ = 0). Among these, there are certainly those whosennecis no lower

than average for any tax rate at botindt + 1. Proposition 2 simply establishes that witH-segarding
preferences individuals who cannot get any gaimfredistribution desire no redistribution at allotide
that this is independent from the source of inetguamong individualsi.e., it is independent from the fact
that differences among individuals may ultimatetypend on factors beyond one’s control.

The following proposition establishes.

Proposition 3 (Desired tax rate,z; € (0,1]). @) For any individuali such that |H;— =10 for some

T = 0,77 €(0,1]. For any such i the desired tax rajéncreases whenever
i) income differences which are beyond i’'s contr@. E(¥,) — E{v;.), increase
i) the productivity ofi's effort, @; (&), decreases for any given

iii) the difference between the average productivitefsrt and i's effort increases (provided
that the following increase itE(¥,+1)— E{¥;;+1) iS greater than the reduction in the

transfer caused by an increase)n
b) The desired tax rater; decreases if i's discount factor increasgwovided that

E(#.) —E(y;.) = 0.
Proof of Proposition 3.a) Suppose‘é—? le;=; = 0 for somer = 7' =0. AsU(.) is continuous anfir’, 1] is

a convex compact set, by the Bolzano-Weierstrageréin either i's problem has an interior solution,
77 € (0,1), or the problem has a boundary solution viik= 1; in any case; > 0.

Supposer; € (0,1) is an interior solution tgs problem. Since
E(:) —ECyid =¥lq: —qul=v [:% - Ei'\it}
and
5 v o a = J=1t] +n;~_||re_u| = (
GIEFr+1) —E(ie+1)] = 6¥[qe41 — Quesal = &1y [-q% - q[rw['\s[}},
the first order condition of i’'s problem w.r#;,[3], can be re-written as:

o P Th, ejl=jt)) ;
( _;EJI _ fﬁ'z‘r) 14 (%—"" — m[[g[l__'[::l})] +
&y [% Yinzi fP;zr+1{€h(T?]}e;z(T?}] =0

Teadje _~ o s
y [%— f:‘e:] + oy

[*]-
Uilr=1]

. L T g . . .
i if :Lqﬂ— G |ncrease,s—|5. =eteiz . = 0, hence the desired tax rate increases

.. re ] . . o TR wiE .
il. suppose (—; — pi(ep) | increases. This is because eitipeté) decreases Gﬁ% increases

more thanp; (&), for any effort leve. A decrease img;(.) V&, does not have any effect both on the

first and the third term df«], therefore ifg; (.) decrease¥é Mg —etvjms..n > 0and the desired

tax rate increases.
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(g;077))

ii.  Suppose for somel,...,n,¢;{.) increase®é, in such a way thM - .pl{aLur ]] increases
As ¢;(.) increasesvé, by [2] also the effort levels change. Lg;(.) and &; be the novel
productivity of effort and the effort level respiely. For z; to increase, a change frogy(.) to

=Ps0, o, by [+],

( @il D)ol s (i) — fpz{e(«f*}}]) 5 S hesa (80 (7)) > 0

T

@;(.) must be such that

that is: following a change in the productivityeffort (hence in the effort levels} increases if the

variation in the difference between the averagernme and i's income is greater than the reduction
in the transfer caused by an increasg in

b) Write the f.o.c. w.r.tt as follows

[@ _ fﬂr] — 5y [(EF:?;_EJ%_ t?er) N (E?:-_GDJ-'EB;ETE]_} _ m[[E[,:TE)}) +T;f Zhiifp;rﬂ{eh (T))e! (Tf‘}]
[*]

If &;increases, the I.h.s. remains constant, whereadtlse change is
E.‘_].:‘ ﬁ_l-. = TF:—m lE (1' | [ TE ! * ! ® PRl f i L
-y [{—% - ti‘:'r) + (f - qr*[[ﬂi'._f[:'_}) += Mpe Phes1(en (T }}Eh(fi}] + =870 (& (7] }}(; -
dei(x)
1) 8.&;

[***]
; & 1 GER RS J
Where §; v (e-(r- }}(—— ) Y is the impact of a change in the effort level bBgliowing a change in
Uyir=1{)

d;. For 7;to decrease ad; mcreases[***] has to be positive (so that at;, we would have— = 0).

T, ‘q‘
—dit

Consider than that the term in bracketg*irf] , by [**], equals — . Therefore, the change in the

r.h.s. of [**] following an increase ig; equals:

EI1':I.:' &jl.‘ ~ .
N i ST (3_ )aez-(n:-
y 5y siye'(e(z)) =~ 1 3.
H
A sufficient condition for this to be positive isatt =i=2 1t —§.,>00rE(F.)—Ely.)>0.m

There are some things worth noticing. First, theiréd tax rate increases with the difference witd t
average income arits income at time, i.e., the desired tax rate increases when efiath) the differences
which are beyond the individual’s control get large (and) the productivity afs effort gets smaller. In a
sense, these results can be interpreted by sdyatigndividuals try to compensate with more redisiiion
the disadvantage they are not responsible for.

Notice however, that wheits productivity of effort increases, a tax increas@ieferred by if the relative
(w.r.t. to the mean) productivity of her effort deases (but only if the increase in the tax rateesmses’s
net income, which depends on the disincentive tffettaxation on the effort provided by the others

As a last point note that the tax rate decreases discount factor increases, i.e.ifakes the future more
into account, provided thats income is below at timé This result can be read as follows: when an
individual is at the beginning at a disadvantageinarease in the discount factor, leading to amease in
effort, constitutes an incentive to ask for lesfigeibution.

3. 3. Interdependent efforts.
30



Interdependence of the effort levels might afféet $olution to the individual choice problem.
Such interdependence has to be considered as jmigdaic effect whose sign is not possible to
determine a priori. On one hand, an increase ineff@t provided byi may induce any other
individual h to increase her effort (for any givel. On the other hand, an increase in the effort
provided byi may induce any othdr to reduce her effort level in an attempt to freleron the
effort provided by.

If effort levels are positively correlated, effdevels are higher than in the case without
interdependence (See Appendix A). Otherwise the@sippis true.

Notice that if effort levels are correlated, theidcentive effect of taxation is strengthened. In
this case it is indeed necessary to consider nigttbe reduction in the effort provided thy+ i
because of an increase in the tax rate, but atsdifincentive effect on the effort provided loy- i
caused by a reduction iis effort whenz increases.

All the above suggests the following.

Proposition 4 (I nterdependent efforts). If de,,/de; = 0, then in deciding both the effort to be provided a

the tax rate, i has to take into account that h#oré will have a direct impact on the effort prded by
others hence on her welfare. @&, /de; = 0 effort levels are higher and the desired tax raiedr with

respect to the case in which effort are independent
Proof of Proposition 4. Differentiating [3] w.r.t.e; andz; we get to the following first order conditions,

[A3] and [A4], implicitly determining the optimahoice ofe; andt by individuali, that ise andz;:

—a'(e;)+6; [q{Hl(Eﬁ}}" (1=7+2) +Z Tnzi¥pesa(en) (Z_:)]:O
[A3]
E(F) — E(yie) =o' (e, )5+
8; [E(in] —E(ype )+ ¥ (1 -1+ i:] qiin(Ee}% + izhiiJTQ;zr—i-i(Eh}%]
=0
[A4].

By substituting [A3] in [A4], we get to

E(#.) — E(yi) + 8:[E(¥41) — E(yirs1)] + & EE h:e}’t?;zﬁlieh}] (?L: - Zi:%):o ..

T2. STRUCTURE OF THE EXPERIMENT
In any round(r = 1,...,12), a random drawg;, from a uniform distribution X with supports (0.8,7)

determines the gross endowment for any participaire. her (gross) incomey;,. = g;, X v, wherey, the
potential incomgsee Section 2) is set equal to 100 tokensoifekample, g;, = 0.43, the (gross) income
of individuali in roundr will be ¥, = 0.43 % 100 = 43 tokens.

After observing the whole distribution of incomesroundr, y, = {#;,.}, anyi declares both her desired
level of redistribution,7¥ and the desired effort levet®. By means of theRandom Dictator Rulen
effective tax rate™ is then selected from the set of the desiredates{z]. Given the effective tax rats;,
each individual chooses her actual effort les/el

During the experiment anyis given the chance of modifying the payments én favor by choosing an
effort level, e; € [1,10]. Effort is costly in terms of resources thdtas to give up at time BEFORE. The
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cost of effort is set atle;) = % tokens, wherexr = 1. We run two different treatments, one in which the

cost of effort islow, i.e.« = 0.5; the other in which the cost of effortliggh & = 3. Fig. 1 (see Section 3

above) shows the amount of tokens a generic ing@lilas to give up for any effort level, dependmgthe
value of the parameta.
If we do not consider the possibility of redistrilmn® and letg;, be the random draw generatifgjincome

in round r,i's income at time BEFORE wiill be:
Vi (BEFORE) = (g;r x y) — a(€),

whereas i's income at time THEN will be:
Fir(THEN)= {q; + (&) % y,

whereg is the effort level chosen by

It is worth noticing that’s pre-tax income at time BEFORE is independentfter effort, whereas i's pre-
tax income at time THEN is not. The productivityaffort is given by the following function (wité = 3):

2@ = (gt (53 * (Z2= )}

Such a function has some interesting propertieshvhre worth noticinga) it is concave in the income
level, hence, for any given effort level, the proukity of effort is higher for more disadvantaged
individuals;b) for any two individuals providing the same effanhd for any effort level, the income at time
THEN will be higher for the individual with bettestarting conditions (see Table 1 and Fig. 2, Sec8o
above).
The distribution of income§¥;,., can be modified also by the choice of a purelysteiutive income tax
rate. Given the costs and benefits associatedyt@izen effort level and the tax structure, ipssible to
write the payoffs of a given individual as follows:

1) i'sincome at time BEFORE:

2
=[ (gir X 3) x (-1 ]— Sl
i' zendowment: beyond i's control 8ffoctive tax rats =

cestef ef fort

2) i’'s income at time THEN:
i-gir

Vi (THEN)= [g;, + ¢: (@] xyx (1 —1*) = {QE?" + [(?) x ( 2.']:1%)}} xyx(1—1%)=

w3 Dopxa-n

i' z endewment: beyond i's control

increase ini' 3 sndowment given
an gf fort level & under i’ scontrol

8 Without redistribution i’s future income (at time T + k) would be v[§;+ @;(&)], where: ¥ denotes
potential income, §; is the exogenous share of potential income accruing to the individual and ;(e;} is
endogenously determined by i‘s effort.
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The experiments consists of four Sessions. In tixguch sessions the cost of effort is low with edfo the
productivity gains ¢=3) ; in the remaining sessions the cost of effottigh @=0.5). In any session, each
participant chooses the level of redistributiontib®es under a different set of circumstances, eestlting
by a particular combination of fairness in the rilisttion of endowments, observability of effortmg of
payment.

Any individual plays the game twelve times undex fibllowing circumstances:

{(.f—'ﬂ, B1,C1),(A1,B1,C2),(A1,B1,C3), (A1,B2,C1), (A1,B2,C2),(A1, B2, CE},}
(A2,B1,C1), (A2,B1,C2),(A2,B1,C3),(A2,B2,C1), (A2,B2,C2), (A2,B2,C3)

in a session characterized by either high or lost obeffort with respect to its productivity, wieer

Fairness in the distribution of incomes Al) different endowments for participanig, # q;», Vi # j ; A2)
equal endowments for participangg, = q, Vi # |

Observability of effort: B1) Individuals do not have any information on #werage effort in the society;
B2) Individuals are informed about the averageoreffi the society;

Time of payment: C1) individuals get the first payment after one thaftime BEFORE) and the second
payment after two months (time THENJ2) individuals get the first payment after one thoftime
BEFORE) and the second payment after three motiths THEN); C3) individuals get the first payment
after one month (time BEFORE) and the second payafeer four months (time THEN).
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