





Figure 8 Difference-based Lorenz curves when hours worked, education,
and age are considered to be responsibility variables
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differences because of age.!!

We see that although the country ranking stays the same, the measured unfair-
ness decreases slightly for the upper bound of unfairness in both countries when age
is included as a responsibility variable. Again, we have a slight crossing of the two
Lorenz curves. However, the area between the curves where the United States is
closer to the horizontal axis is small, and only if we gave full priority to the most
unfairly treated we would get the conclusion that the United States is fairer than
Germany. However, we cannot conclude as robustly as for the classical inequality
measurement (see Figure 8). For the lower bound, the decrease in measured unfair-
ness of including age as a responsibility variable is more substantial. For this bound,
we have a clear crossing of the Lorenz curves, and hence, we have no robust ranking

of the two countries.

5.5 The libertarian responsibility cut

For the upper bound, the ranking of the two countries is reversed when considering

the libertarian fairness ideal: the United States is less unfair than Germany. How-

HSee Paglin (1975) and the many subsequent comments in the American Economic Review in
the late 1970s and 1980s.
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ever, as Figure 9 shows, the Lorenz curves cross when applying the libertarian ideal
of no redistribution, and hence we have a mixed picture: There exist other fairness

measures that would conclude that Germany is less unfair than the United States.

Figure 9 Difference-based Lorenz curves when all variables in addition to
the error term are considered to be responsibility variables.
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As such, the conclusion that the United States is fairer than FEurope for the
libertarian fairness ideal is not entirely clear. It is interesting to note that the shape
of the Lorenz curve for the United States is very different from the Lorenz curves
for the European country for this responsibility cut. We see that the unfairness in
the United States relates to the lower tail of the difference distribution. That is,
the most unfairly treated are treated worse in the United States than in Europe.
However, the major part of the population, in the middle of the fairness ranking
given in Equation (3), seems not to be unfairly treated in the United States as the
Lorenz curve is flat in the major part characterizing the middle of the distribution.
In Germany, however, the citizens in the center of the fairness ranking in (3) are
treated unfairly, and we see that the Lorenz curve for Germany has no flat part.

The measured unfairness is lower in both countries if applying the libertarian
fairness ideal than for all other fairness ideals. The measured unfairness is substan-
tially lower for the United States than for Germany, however. That is, the posttax

income distribution is closer to the pretax income distribution in the United States
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than in Germany according to the generalized Gini index.

6 The egalitarian equivalent and conditional egal-
itarian fair income: A robustness analysis

We now turn to two fairness principles other than the generalized proportionality
principle, namely the egalitarian equivalent and the conditional egalitarian principle.
The fair income calculated from the egalitarian equivalent (Bossert, 1995) principle
is given by:
sz:f(ei,B—NZ(f(ej,B—f(ej,tj)), (11)
J

where ¢ is the reference nonresponsibility vector. The reference vector we consider
is the vector of average nonresponsibility variables in society, £.12
The empirical counterpart of this is the fair income:

57 = exp(fes +98) — 1 S (exp(eg + 1) — exp(fie; + 1t + ),

N <
J

where t is the vector of mean nonresponsibility variables.

The conditional egalitarian (Kolm, 1996) fair income of individual 7 is given by:
~ 1 ~
2= flewts) — fEt) + 5 D f(Ety), (12)
J

where e is the reference responsibility vector. We consider the reference to be the

vector of average responsibility variables in society, €.1* The empirical counterpart

121f all variables are considered to be nonresponsibility variables, f includes average hours worked
per week, average level of education (operationalized through including average dummies, i.e.
between zero and one for all educational levels), average age, average sex, i.e. a dummy equal to
0.5 for females, and average immigration status, with a dummy variable equal to the average of
the immigration dummy.

13The average responsibility variables are calculated in the same way as £.
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Table 4 Measured unfairness for different responsibility cut. g¢p indicates
that the generalized proportionality principle has been used in the calculation. ee
and ce indicate that the egalitarian equivalent and the conditional egalitarian prin-
ciples have been used. All unfairness measures are calculated using the generalized
Gini index given in Equation (5).

Resp set Germany USA
Empty 0.285 0.368
RS1 gp upper 0.316 0.375
RS2 gp upper 0.310 0.367
RS3 gp upper 0.306 0.366
All 0.215 0.185
RS1 gp lower 0.269 0.266
RS2 gp lower 0.248 0.211
RS3 gp lower 0.221 0.195
RS1 ee upper 0.296 0.366
RS2 ee upper 0.289 0.350
RS3 ee upper 0.284 0.347
RS1 ee lower 0.259 0.258
RS2 ee lower 0.240 0.205
RS3 ee lower 0.218 0.191
RS1 ce upper 0.283 0.341
RS2 ce upper 0.279 0.304
RS3 ce upper 0.287 0.301
RS1 ce lower 0.228 0.221
RS2 ce lower 0.224 0.195
RS3 ce lower 0.216 0.189

of this is the fair income given by:

2P = % Z exp(Yt; +&;) + exp(vt; + ¢;) [exp(Be;) — exp(Be)].
J
Table 5 presents generalized Gini indexes according to the different ideals ap-
plying the generalized proportional, the egalitarian equivalent and the conditional
egalitarian approach, respectively. When considering the upper bound of unfairness,
Germany is less unfair than the United States for all levels of responsibility except
for the libertarian case of full responsibility. When considering the lower bound of
unfairness, the United States is less unfair than Germany for all levels of responsi-
bility, except the egalitarian case of zero responsibility. Hence, the results are robust

to the choice of fairness principle.
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7 Concluding remarks

The paper compares the income distributions of Germany and the United States
using a flexible group of fairness measures that allows us to calculate unfairness for
different fairness ideals. The fairness ideals that are discussed are the libertarian
ideal, the strict egalitarian ideal and different responsibility-sensitive intermediate
positions. The main findings of this paper are twofold. First, for the extreme case
of no responsibility, Germany has lower unfairness than the United States, whereas
in the extreme case of full responsibility, the United States has lower fairness than
Germany. However, in the latter case, the conclusion that Germany is less unfair
than the United States when considering a libertarian fairness ideal, depends on the
choice of the Gini index. Another unfairness measure giving a larger weight to the
most unfairly treated, would conclude that Germany is fairer than the United States
also in this case.

Second, for the intermediate positions of responsibility sensitivity, the picture is
mixed. When applying the upper bound of unfairness, Germany is measured to be
fairer than the United States for all levels of responsibility sensitivity. However, when
applying the lower bound of unfairness, the United States is measured to be fairer
than Germany for all levels of responsibility sensitivity. Hence, the fairness ranking
depends on the treatment of the unexplained variation. As responsibility sensitivity
seems to get more and more attention from researchers, however, the hope is that
more descriptives on cross-country comparable income-generating processes will be
gathered in the near future as “description can be motivated by predictive interest
or by prescriptive interest” (Sen, 1980). When more descriptives are in place, we will
be able to narrow the bounds and hence make more accurate measurements of the
unfairness in different societies. As has been advocated by Devooght (forthcoming)
and Almas et al. (2007), it is plausible that researchers as well as political decision
makers do not want to hold people responsible for variation they cannot explain.
Hence, the preferred strategy might be to apply the upper bound of unfairness—a

strategy that can be referred to as the ‘benefit of the doubt’ strategy.
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However, it is possible to argue against the ‘benefit of the doubt’ strategy and
consider the lower bound of unfairness to be the preferred strategy. Because we
have no measure of luck and only an imperfect measure of abilities (education), we
have reasons to believe that both luck and abilities are captured in the unexplained
variation. For Germany, it may be reasonable to include both these variables in
the nonresponsibility set. However, for the United States, this may be less obvious.
When the unexplained variation in the responsibility is included when evaluating
fairness in the United States, but not in Germany, the fairness ranking of the two
changes compared with the above mentioned ‘benefit of the doubt’ strategy. The
United States is then fairer than Germany for all levels of responsibility. More
generally, we might want to depart from the common norm for both countries and
include more factors in the responsibility set for the United States than for Germany,
as the citizens of the United States seem to be more responsibility sensitive (cf. the
evidence from the World Value Survey (2005)). However, unless we include the
unexplained variation in the responsibility set, applying a larger responsibility set

in the United States than in Germany does not change the results.
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