
UvA-DARE is a service provided by the library of the University of Amsterdam (https://dare.uva.nl)

UvA-DARE (Digital Academic Repository)

Essays on Political and Experimental Economics

Sadiraj, V.

Publication date
2002

Link to publication

Citation for published version (APA):
Sadiraj, V. (2002). Essays on Political and Experimental Economics. [Thesis, fully internal,
Universiteit van Amsterdam - FEE].

General rights
It is not permitted to download or to forward/distribute the text or part of it without the consent of the author(s)
and/or copyright holder(s), other than for strictly personal, individual use, unless the work is under an open
content license (like Creative Commons).

Disclaimer/Complaints regulations
If you believe that digital publication of certain material infringes any of your rights or (privacy) interests, please
let the Library know, stating your reasons. In case of a legitimate complaint, the Library will make the material
inaccessible and/or remove it from the website. Please Ask the Library: https://uba.uva.nl/en/contact, or a letter
to: Library of the University of Amsterdam, Secretariat, Singel 425, 1012 WP Amsterdam, The Netherlands. You
will be contacted as soon as possible.

Download date:24 May 2023

https://dare.uva.nl/personal/pure/en/publications/essays-on-political-and-experimental-economics(6acb2c8e-6531-4433-9b8e-7a2d5493be15).html


Chapterr 7 

Testingg Inequality Aversion 

7.11 Introductio n 

Theree is a large body of data inconsistent with the implications of self-regarding prefer-

ences.. This has recently motivated development of alternative models. Fehr and Schmidt 

(1999)) and Bolton and Ockenfels (2000) build simple models that can rationalize seem-

inglyy inconsistent data from several distinct types of experiments. These models are based 

onn the assumption that agents' preferences or motivations are characterized by "inequality 

aversion",, meaning that utility is increasing with one's own material payoff but decreasing 

withh the difference between one's own and others' material payoffs. At the same time, 

Andreonii  and Miller (2001) and Charness and Rabin (2002) develop alternative models 

thatt explain the same data for different reasons. Their models are based on the assump-

tionn that agents' motivations are characterized by "quasi-maximin" preferences, that is: 

inn addition to their own payoffs, people are motivated to maximize the payoff to the lowest 

payofff  person and increase total payoffs. 

Thee success of inequality-aversion models in rationalizing diverse data suggests two 

questionss for subsequent research: (i) how do subjects behave in an experiment designed 

too provide a direct test of their aversion to unequal material payoffs; and (ii)  can a model 

thatt is not based upon inequality aversion rationalize the diverse data? 

Inn this chapter we present results from experiments designed to provide a direct test of 

°Thiss chapter is taken from Cox, Sadiraj and Sadiraj (2001b). 
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1322 CHAPTER 7. TESTING INEQUALITY AVERSION 

inequalityy aversion. We find that the large majority of subjects are not averse to unequal 

moneyy payoffs. Instead of inequality aversion, the new data support a model of "other-

regarding""  preferences with the property that utilit y is globally increasing in both one's 

ownn and others' material payoffs. 

7.22 Inequality aversion 

Thee central feature of both the Fehr and Schmidt (1999) model and the Bolton and 

Ockenfelss (2000) model is the assumption that decision-makers are averse to unequal 

materiall  payoffs. 

7.2.11 The Fehr and Schmidt model 

Thee Fehr and Schmidt model is based on the assumption that agents have preferences 

thatt can be represented by utilit y functions of the form 

Ui(x)Ui(x) = Xi- a, V"max(xj - xit0) - / 3 t -Y^maxfxi -X j ,0 ) , 
nn — 1 *—* n — 1 *—' 

wheree 0i < act and 0 < j3{ < 1. The utilit y function for the two-agent case can be written 

as s 

/ - ,vv TTf v I m-Q(y-m), if m <y 
(7.1)) Ui{m,y)=t 

II  m — 0(m — y), iim>y, 

wheree m = xx is "my income" and y = Xj is "your income". Figure 7.1 shows indifference 

curvess for the Fehr and Schmidt model with a — 1/2 and 0 = 1/3. 

7.2.22 The Bolton and Ockenfels model 

Thee Bolton and Ockenfels (2000) model is based on a "motivation function" of the form 

(7.2)) Vi = Vi(xi,Xi), 
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Figuree 7.1: Budget (dashed) line and indifference curves for the Fehr and Schmidt model 

withh Q = 1/2 and 0 = 1/3. 

where e 

kk = 
xxilYTj=x.ilYTj=x.xxhh if

 T,]=I XJ
 > 0 

Givenn that the sum of my income (m) and your income (y) is positive, the motivation 

functionn for the two-agent case can be written as 

(7.3) ) vv = v(m, m/(m + y)), 

wheree v(.,.) is assumed to be globally non-decreasing and concave in my income, m, 

strictlyy concave in relative income, m/(m + y), and have a partial derivative with respect 

too relative income with the property 

w2(m,, 1/2) = 0, for all m. 

Iff  we interpret the motivation function as a utilit y function then we can graph its 
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indifferencee curves. Figure 7.2 shows typical indifference curves for this interpretation of 

thee Bolton and Ockenfels ERC (Equity, Reciprocity and Competition) model. 

as as 

as s 

30 0 

25 5 

yy 20 

15 5 

10 0 

00 5 10 15 2 0 2 5 X 3 5 * ) 

m m 

Figuree 7.2: Budget line and "indifference curves" for the ERC model. 

7.33 Experiment 1: A direct test of inequality aver-

sion n 

Experimentt 1 is a dictator game experiment that provides each subject in a pair with an 

endowmentt of $10. The endowments are common information. The dictator with "my 

income",, m is asked to decide whether she wants to keep all of her own $10 endowment 

orr give part or all of it to the other subject. Any amount given to the other subject is 

multipliedd by three by the experimenter. 

Eachh of Figures 7.1 and 7.2 contains a line that represents the choices open to the 

dictator.. (Although only integer amounts could be chosen in the experiment.) The 

optimumm point in each figure is (10,10), the payoff pair that results from the dictator 

choosingg to send $0 to the other subject. 
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7.3.11 Procedures for  experiment 1 

Experimentt 1 was run at the University of Arizona in 2000. The subject instructions are 

containedd in Appendix D.l. The experiment procedures were as follows. The subjects first 

gatheredd in a "sign-in" room. A monitor was randomly selected from the group of subjects 

byy drawing a ball from a bingo cage in the presence of all of the subjects. Next, the rest of 

thee subjects were randomly assigned to group X and group Y. All subjects then entered 

thee adjacent large room of the Economic Science Laboratory. Group X subjects were 

seatedd at widely-separated computer terminals with privacy side and front partitions. 

(Thee computers were not used.) The group Y subjects were standing at the back of 

thee room. Each subject and the monitor were given copies of the instructions. Then an 

experimenterr read the instructions aloud. After the reading of instructions was completed, 

thee group Y subjects were escorted back to the sign-in room. The group X subjects had 

noo further contact with the group Y subjects. Then the group X subjects were given the 

opportunityy to raise their hands if they had questions. If a subject raised his hand, he was 

approachedd by an experimenter and given an opportunity to ask questions and receive 

answerss in a low voice that could not be overheard by other subjects. When there were 

noo more questions, the experimenter left the room and the monitor took over. There was 

noo interaction between the experimenter and the subjects during decision-making parts 

off  an experiment session. All distribution and collection of envelopes containing subject 

responsee forms was done by the monitor. 

Thee payoff procedure was double blind: (i) subject responses were identified only by 

letterss that were private information of the subjects; and (ii)  money payoffs were collected 

inn private from sealed envelopes contained in lettered mailboxes. Double blind payoffs 

weree implemented by having each subject draw an unmarked sealed envelope containing 

aa lettered key from a box containing many envelopes. At the end of the experiment, the 

subjectss used their keys to open lettered mailboxes that contained their money payoffs 

inn sealed envelopes. The experimenter was not present in the mailbox room when the 

subjectss collected their payoff envelopes. 

Alll  of the above-described features of the experimental design and procedures were 

commonn information given to the subjects before they made their decisions. The subject 
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instructionss and response forms did not use the terms "proposer" and "responder" to 

referr to the two groups of subjects. Instead, the terms "group X'" and "group Y" were 

used.. No subject participated in more than one experiment session. 

Al ll  of the experiment sessions end with each subject being paid an additional $5 for 

fillingfilling  out a questionnaire. Proposers and responders have distinct questionnaires. The 

questionss asked have three functions: (i) to provide additional data; (ii)  to provide a 

checkk for possible subject confusion about the decision tasks; and (Hi) to provide checks 

forr possible recording errors by the experimenters and counting errors by the subjects. 

Subjectss do not write their names on the questionnaires. The additional data provided 

byy the questionnaires include the subjects' reports of their payoff key letters. Data error 

checkss provided by the questionnaires come from asking the group X subjects to report 

thee numbers of tokens sent. These reports, together with two distinct records kept by the 

experimenters,, provide accuracy checks on data recording. 

7.3.22 Results from experiment 1 

Figuree 7.3 shows the amounts given by dictators in experiment 1. Note that 19 out of 

30,, or 63% of the dictators gave positive amounts to the other person. Figure 7.4 shows 

thee resulting payoffs to the two subjects in every pair: 63% of the dictators chose payoffs 

thatt are inconsistent with inequality aversion. Note that the behavior of this 63% of the 

subjectss is also inconsistent with self-regarding preferences. We conclude that subjects' 

behaviorr in experiment ] is not consistent with the prediction of the inequality-aversion 

models. . 

7.44 Experiment 2: How dictators respond to changed 

opportunitie s s 

Thee results from experiment 1 provide support for the conclusion that the majority of 

subjectss are not averse to inequality of payoffs and do not have self-regarding preferences. 

Thee majority of the subjects were willin g to give money to another who would, as a 
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 Exp. 1 

 Exp. 2 
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Figuree 7.3: Distribution of dictators' decisions in the two experiments. 

result,, have higher payoffs. Thus the majority of subjects were altruistic towards those 

withh higher payoffs when the price for giving the other person $1 was not higher than 33 

cents.. But are subjects also willin g to take money from others if given the opportunity? 

Experimentt 2 was designed to provide more information about the subjects' preferences. 

Experimentt 2 is a dictator experiment that provides each subject in a pair with an 

endowmentt of $10. The endowments are common information. The dictator with my 

income,, m is asked to decide whether he wants to give part or all of his $10 endowment 

too the other subject, take up to $5 of the other subject's endowment, or neither give 

norr take anything. Any amount given to the other subject is multiplied by three by the 

experimenter.. Each dollar taken from the other subject increases the dictator's payoff by 

onee dollar; that is, there is no multiplication by three by the experimenter. In summary, 

experimentt 2 differs from experiment 1 only by introduction of the opportunity to take 

moneyy from the other person. 
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Figuree 7.4: Distribution of relative payoffs in the two experiments. 

7.4.11 Procedures for experiment 2 

Experimentt 2 was run at the University of Arizona in 2000. The experiment procedures 

andd subject instructions were similar to those for experiment 1 except for changes neces-

saryy to introduce the opportunity for group X subjects to take money from paired group 

YY subjects as well as to give them money. The subject instructions are contained in 

Appendixx D.2. 

7.4.22 Results from experiment 2 

Figuree 7.3 shows the amounts given or taken by dictators in experiment 2. Note that 22 

outt of 32, or 69% of the dictators took money from the other person and 18 out of 32, 

orr 56% took the maximum possible amount, $5. Also, 3 out of 32, or 9% of the dictators 

gavee money to the other person and 7 out of 32, or 22% neither gave nor took any money. 

Figuree 7.4 shows the resulting payoffs. Note that 22% of the dictators chose equal payoffs 

andd 78% chose unequal payoffs. The behavior of the 56% of the subjects that took the 
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maximumm possible amount of $5 is consistent with self-regarding preferences, whereas the 

behaviorr of the other 44% of the subjects is inconsistent with that model. 

Figuress 7.3 and 7.4 show very different outcomes in the two experiments. Introduction 

off  the opportunity to take money changes the distribution of behavior from apparently 

predominantlyy altruistic to apparently predominantly selfish. Without inclusion of the 

takee opportunity, the behavior of the 63% of the subjects that gave positive amounts to the 

otherr is inconsistent with both inequality aversion and self-regarding preferences. With 

inclusionn of the take opportunity: (i) the behavior of the 56% of the subjects that took 

thee maximum is consistent with self-regarding preferences; and (ii)  the behavior of the 25 

outt of 32, or 78% of the subjects that took either 0 or the maximum is consistent1 with 

bothh the Fehr and Schmidt and the Bolton and Ockenfels models of inequality aversion. 

Howw can such behavior be explained? 

7.55 Other-regarding preferences 

7.5.11 The Charness and Rabin "reciprocity-free "  model 

Charnesss and Rabin's "reciprocity-free" model is based on the assumption that in reci-

procityy free environments, agents have quasi-maximin preferences that can be represented 

byy utility functions of the form 

Uifa,Uifa, 7T2, ..., 7TN) = (1 - 7)7Tf + 7 I 6 min {TTj}  + (1 - (5) V ] TTJ ) 
VV  je{i,2....,N} ^ J 

wheree 7 € [0,1], 6 € (0,1) are parameters that measure the degree of concern for self 

interestt and surplus maximization. The utility function for the two-agent case can be 

writtenn as 

II  m + 7 1 - % \im<y 
(7.4)) Ui{m,y)=l 

II  (1 - 7*)m + 7y, i fm>y , 

'Thiss can be derived straighforwardly from the f.o.c. of (7.3) and (7.1). 
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wheree m = TT{ is "my income" and y = TTJ is "your income". The model includes self-

regardingg preferences for 7 = 0. 

Inn experiment 1, a dictator can choose an amount, s € [0,10] to send to the paired 

subject.. If a dictator behaves as if he wants to maximize utilit y function (7.4), then he 

wil ll  choose to send an amount s satisfying 

10,, if 6 < 1 - 1/ (37) 

s=<s=<  0, if(5> 1 - 1 / ( 37 ) 

x,, if S = 1 - 1/ (37) , 

wheree x can be any number from [0,10]. Note that the behavior of 49% of the subjects 

inn experiment 1 is consistent with Charness and Rabin "reciprocity-free" model: 37% of 

thee subjects behave as if they have parameters 6 and 7 satisfying 6 > 1 — 1/ (37), and 

13%% of the subjects behave as if they have parameters 6 and 7 satisfying 6 < 1 - 1/ {37). 

Whereass the behavior of {50 ~p)% of the subjects is inconsistent with that model, where 

pp gives the percentage of subjects with parameters 6 and 7 such that «5 = 1 - 1 / (37). 

Inn experiment 2, a dictator can choose an amount s e [-5,10] to send to the paired 

subject.. If s > 0 then each $1 sent decreases the dictators's money payoff by $1 and 

increasess the paired subject's money payoff by $3. If s < 0 then each $1 taken increases 

thee dictators's money payoff by $1 and decreases the paired subject's money payoff by $1. 

Charnesss and Rabin's model predicts as follows. The dictator would choose an amount s 

satisfying g 

- 55 i f « 6 ( ( 7 - 3 / 7 ) / 5 , ( l - 7 ) / 7) 

00 if 6 > max{l - 1/ (37), (1 - 7V7} 

s=s= < € { - 5 , 1 0}  if 6 = (7 - 3/7)/5 

xx if 7 = 2/3 and 6 = 1/2 

100 otherwise, 

wheree x can be any number from [-5,10], Note that, with the inclusion of the opportunity 

too take money in experiment 2, the behavior of the 25 out of 32, or 78% of the subjects 

thatt took either 0 or the maximum is consistent with Charness and Rabin's model: 56% 



7.5.7.5. OTHER-REGARDING PREFERENCES 141 

—*—5=(1-7VYY —*—&=1-)/(3y) 5K7-3/YV5 

Figuree 7.5: The empirical distribution of preference parameters in the Charness and Rabin 

"reciprocity-free""  model, revealed in experiments 1 and 2. 

off  the subjects behave as if they have parameters 6 and 7 satisfying 6 G [(7 - 3/7)/5, (1 -

7V7),, and 22% of the subjects behave as if they have parameters 6 and 7 satisfying 

66 > max{l - 1/(37),(1 - 7V7} . However, the behavior of (22 - q)% of the subjects 

iss inconsistent with that model, where q is the percentage of subjects with parameters 

66 and 7 such that 6 = 1/2 and 7 = 2/3. Figure 7.5 shows the empirical distribution of 

preferencee parameters 6 and 7 revealed in experiment 1 and experiment 2. Our conclusion 

iss that Charness and Rabin's quasi-maximin model makes no specific prediction about 

thee decisions of 50% of the subjects in experiment 1. A different model is needed to 

rationalizee data from the dictator experiments. 
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7.5.22 The two-agent model of egocentric other-regarding pref-

erences s 

Considerr the following simple model of other-regarding preferences for "my income", m 

andd "your income", y: 

(7.5)) u(m,y) = [ma + 9(ya - ma)] 1/a 

== [(1 -8)mQ + 8y°]1/a, 

where e 

II  0_, if m < u 
(7.6)) e={ 

II  0+, if m > y. 

Thee utilit y function (7.5) is assumed to be monotonically increasing in m and y and 

too have indifference curves that are negatively-sloped and strictly convex to the origin 

exceptt for the boundary values of 0_ —6+ = 0, in which case the model is equivalent to 

thee model of self-regarding preferences. In addition, the other-regarding preferences are 

assumedd to be "egocentric", by which we mean 

u(6,, a) > u(a, b), 

forr all a and b such that b > a > 0. 

Together,, these assumptions imply the following restrictions on the parameters of 

(7-5): : 

(7.7)) 0 < a < 1; 0 < 0+ < 1; 0 < 0_ < 0+; and 0_ < 1 - 0+. 

7.5.33 Dictator  games 

Considerr dictator games in which a dictator can decide to give or take away money. In 

otherr words, a dictator chooses to "send" the other agent an amount of money, s. If s > 0 
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thenn the dictator gives the other agent money. In contrast, if s < 0 then the dictator 

takess money from the other agent. Let each agent have an endowment of money in the 

amountt u > 0. If s is the amount chosen by the dictator then the dictator's money payoff 

becomess m = UJ - s and the other agent's money payoff becomes y = u + ps, where p is 

aa positive relative price given by: 

( p + ,, i f « < 0 

11 p_, if s > 0. 

Thee dictator makes a decision by choosing an element s from some connected closed 

sett S C [-w/p+,(J\. The game allows the dictator to: (%) leave both payoffs unchanged 

(ss = 0); (ii)  increase the other's payoff by sp„  and decrease his own by s when s > 0; or 

(in)(in) decrease the other's payoff by \sp+\ and increase his own payoff by \s\ when s < 0. 

Thee dictator's utilit y for this game can be written as a function of s: 

(7.8)) u(s) = [(1 - 9){u - s)a + 0(w + ps)a

where e 

{{ $+,$+, i f s < 0 

6-,6-, if s > 0. 

Differentiatingg (7.8) with respect to s, one has 

^^ = u{8)l-\pB(u + ps)*'1 - (1 - 8){u - s)"'1}. 
as as 

Obviously,, ^ has the same sign as the expression between the brackets. Hence, if 

99 = 0 then ^ < 0 and the optimal amount is s* = min 5; if 6 > 0 then an amount s* sent 

byy a dictator is the optimal one if and only if it satisfies the following equation 

uu + ps* ~ \ p0 ) 

Solvingg the above equation and given the two sets of parameters, one has: 
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(7.10)) 8-+=u[l-  ((1 - 6+)/(p0+))^]  - [l + p ((1 - e+)/(p9+))^}  , 

and d 

(7-H)) s*_ = w [l - ((1 - ö„)/(pö_))T ]̂ - [i + p( ( i _ 0 _ ) / ( ^ ) ) i ^ ] . 

Lett s° be the dictator's optimal amount to send. 

Propositionn 7.1 Let S = [0,w]. One /MM; 

i .. ifd_ =0 thens° = 0; 

5.. t/" 0_ > 0 iAen 

5 o == f 0, tfp_<(l-0_)/0 

[[  **_, i / p _ > ( l - 0 _ ) / 0 _. 

Proof.. Since S = [0,u;], the dictator can only choose to send a nonnegative amount, 

ss > 0, and hence the relevant parameters are {0_,a,p_}. Note that s*_ < u;. Therefore, 

thee optimal amount is si if s*_ > 0 or 0 otherwise.

Proposit ionn 7.2 Let S C [-ui/p+,u] be a connected closed set that contains 0. One has: 

1.1. if6+ = 0 thens0 = s; 

2.2. i/9+>Q and 0_ = 0 then 

3.3. if6_>0 then 

s°=t s°=t 

s"s" = 

0, , 

max{s^,,s}, , 

max{s+,s}, , 

argmax{u(sl),M(max{s+,s})}, , 

wherewhere s = inf 5. 

otherwise; otherwise; 

ifp-<{l-6-)/0.ifp-<{l-6-)/0.  andp+>(l-e+)/6+ 

ifp_>{\-ifp_>{\-  9_)/e  ̂ and p+ > (1 - 0+) /0+ 

ifp~<(l-0-)/B-ifp~<(l-0-)/B- andp+<(\-0+)/e+ 

otherwise; otherwise; 

Proof.. Straightforward. 
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7.5.44 Rationalizing the results from the dictator  experiments 

Inn experiment 1, a dictator can choose an amount s £ [0,10] to send to the paired subject. 

Eachh $1 sent decreases the dictator's money payoff by $1 and increases the paired subject's 

moneyy payoff by $3. Hence, the slope of the dictator's budget line is —3 (and it is denned 

onlyy weakly above the 45-degree line). Since m = 10 — s and y = 10 + 3s, eqs. (7.8) and 

(7.9)) imply that the slopes of the dictator's indifference curves above the 45-degree line 

aree equal to —^  ̂ (xJotv) °  The limiting value of the slope of an indifference curve 

ass it approaches the 45-degree line from above is —^=-- Thus, if — ̂ f- < — 3 then the 

dictator'ss optimal amount to send, s°, equals 0. In the case where —jf- > —3, s*_, as 

definedd in (7.11), corresponds to the value of s at which a dictator's indifference curve is 

tangentt to the line y = 40 — 3m, above the 45-degree line. 

Corollar yy 7.1 Let s° be the dictator's optimal amount to send in experiment 1. One 

has: has: 

LL if  -^TT ^ " 3 then s° = °; 

2.2. if  > - 3 then s° = s*_ > 0. 

Proof.. Apply Proposition 7.1 for p_ = 3 and u = 10.

Notee that the behavior of 100% of the subjects in experiment 1 was consistent with 

Corollaryy 7.1: 37% chose according to part (1) of Corollary 7.1 and 63% chose according 

too part (2) of Corollary 7.1. 

InIn experiment 2, a dictator can choose an amount s E [—5,10] to send to the paired 

subject.. If s > 0 then each $1 sent decreases the dictator's money payoff by $1 and 

increasess the paired subject's money payoff by $3. Hence, the slope of the dictator's 

budgett line is —3 above the 45-degree line. If s < 0 then each $1 taken increases the 

dictator'ss money payoff by $1 and decreases the paired subject's payoff by $1. Hence the 

slopee of the dictator's budget line is —1 below the 45-degree line. The limiting value of 

thee slope of a dictator's indifference curve is — ̂ -^ as it approaches the 45-degree line 

fromm above and the slope is —j j - 1 as it approaches the 45-degree line from below. In the 

casee where — ̂ j^- < - 3, s*+, as defined in (7.10), corresponds to the value of 5 at which a 

dictator'ss indifference curve is tangent to the line y = 20- m, below the 45-degree line. 
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Corollar yy 7.2 Let s° be the dictator's optimal amount to send in experiment 2. One 

has: has: 

0; ; 

max{s+,, —5}  < 0; and 

s*_s*_ > 0 or s° = max{s+, - 5}  < 0. 

Proof.. Apply Proposition 7.2 for p+ = 1, p_ = 3, s = - 5 and UJ = 10.

Definee Xj, j — 1,2,3,4, as the percentage of subjects assigned to the parameter re-

strictionss of parts 1, 2,3,4 of Corollary 7.2. 

Fromm experiment 1 one derives that xx + x2 = 37% and x2 + x4 = 63%. Experiment 

22 reveals that xx — 22%, and hence x3 — 15%. Furthermore, experiment 2 shows that 

9%% of the subjects are included in x-i or :z4 and 69% of the subjects are included in £3 

orr x4. Therefore, one can conclude that: for (54 4- z)% of the subjects, 0+ £ [0,0.5] and 

0__ e (0.25,0+]; for 22% of the subjects, 0+ G [0.5,1) and 0_ € [0, min{0.25,1 - 9+}); 

andd for 15% of the subjects, 6+ e [0,0.5) and 0_ € [O,min{O.25,0+}]; and for (9 - z)% 

off  the subjects, 0+ e [0.5,1] and 0_ e (0.25,1-0+]. Figure 7.6 shows the distribution 

off  preference parameters. This distribution of preference parameters wil l be applied in 

Chapterr 8. 

Figuree 7.7 illustrates how the model of other-regarding preferences rationalizes the 

resultss from the two dictator experiments. Each of the pictures in Figure 7.7 contains 

aa piece-wise-linear "budget line" that represents the choices open to the dictator. The 

budgett line has a slope of —3 between the vertical axis and the 45-degree line (as in 

experimentt 1); it has a slope of —1 between the 45-degree line and the point, (m, y) = 

(15,5);; and it is vertical between (15,5) and the horizontal axis. Consider the median 

amountt given away by dictators in experiment 1,5 = 2.5, and the median amount taken 

byy dictators in experiment 2, s = - 5 . Figure 7.7(i) shows that a dictator with other-

regardingg preferences would choose s = 0 in both experiments if he/she had the preference 

parameters:: a = 0.11; 0_ = 0.15; and 0+ = 0.7. Figure 7.7(w) shows that a dictator with 

1.1. if-^r < -3 and  > _i then sa = 

1-9 1-9 1-04 4 2.2. if-^r > -3 and -  ̂ > -1 then s° = 

3.3. if-^tf ^ ~3 and -  ̂ < ~l then s° = 

II  if-1/  ̂ > -3 and -  ̂ < -1 then s° = 
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Figuree 7.6: Revealed preference parameters 

other-regardingg preferences would choose s > 0 in both experiments if he/she had the 

preferencee parameters: a = 0.11; 9- = 0.505; and 0+ = 0.7. Figure 7.7(m) shows that 

aa dictator with other-regarding preferences would choose s < 0 in both experiments if 

he/shee had the preference parameters: a = 0.11; 0- = 0.3; and 0+ = 0.36. Figure 7.7{iv) 

showss that a dictator with other-regarding preferences would make the median decisions in 

bothh experiments if he/she had the preference parameters, a = 0.11 and 0_ = 9+ = 0.37. 

7.66 Concluding remarks 

Inn this chapter we have reported two dictator experiments designed to test the inequality-

aversionn models. The results from experiment 1 support the conclusion that the majority 

off  subjects (63%) are not averse to inequality of payoffs and do not have self-regarding 

preferences,, and that quasi-maximin preferences have no power in predicting the behavior 

off  50% of the subjects. Results from experiment 2 show that with inclusion of the take 

opportunityy the behavior of 56% of the subjects is consistent with self-regarding pref-

erences,, the behavior of 78% is consistent with both models of inequality-aversion and 
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Figuree 7.7: Illustration of Corollary 7.2. 
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quasi-maximinn preferences. Results from the dictator experiments, especially experiment 

1,, show that a new model is needed to explain them. As a response to that, we have 

proposedd a two-agent model of egocentric other-regarding preferences. We have shown 

thatt the two-agent model of egocentric other-regarding preferences can rationalize dicta-

torr game data that are inconsistent with models of inequality aversion. This brings up 

thee important question of whether the other-regarding preferences model can rationalize 

dataa from several other types of experiments, as can the inequality-aversion models. We 

deall  with this issue in Chapter 8. 
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