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1. Hobbes’ Fiction

[Let us] . . . return again to the state of na-
ture, and consider men as if hut even now
sprung out of the earth, and suddenly (like
mushrooms), come to full maturity, without
any kind of engagement with each other.

Thomas Hobbes {[1651]1948, p. 100)

If friends make gifts, gifts make friends. . . .
Thus do primitive people transcend the Hob-

besian chaos.
MARKETS AND OTHER economic in-

stitutions do more than allocate
goods and services: they also influence
the evolution of values, tastes, and per-
sonalities. Economists have long as-
sumed otherwise; the axiom of exoge-
nous preferences is as old as liberal
political  philosophy itself. Thomas
Hobbes” mushroom metaphor abstracts

Marshall Sahlins (1972, p. 186)

75

from the ways that society shapes the de-
velopment of its members in favor of
“taking individuals as they are.” Reflect-
ing this canon, most economists have not
asked how we come to want and value
the things we do.

Hobbes’ fiction neatly elides the in-
fluence of social arrangements on the
process of human development and thus
greatly simplifies the task of economic
theory. Baut the scope of economic in-
quiry is thereby truncated in ways
which restrict its explanatory power,
policy relevance, and ethical coherence.
If preferences are affected by the pali-
cies or institutional arrangements we
study, we can neither accurately predict
nor coherently evaluate the likely con-
sequences of new policies or institu-
tions without taking account of prefer-
ence endogeneity. In the pages which
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follow I review models and evidence
concerning the impact of economic in-
stitutions on preferences, broadly con-
strued, and comment on some implica-
tions for economic theory and policy
analysis.!

The production and distribution of
goods and services in any society is or-
ganized by a set of rules, among which
are allocation by fiat in states, firms,
and other organizations, patriarchal and
other customary allocations based on
gender, age, and kinship (as for example
takes place within families}, gift, theft,
bargaining, and of course markets. Par-
ticular combinations of these rules give
entire societies modifiers such as “capi-
talist,” “traditional,” “communist,” “pa-
triarchal,” and “corporatist.” These dis-
tinct allocation rules along with other
institutions dictate what one must do or
be to acquire one’s livelihood. In so
doing they impose characteristic pat-
terns of interaction on the peaple who
make up a society, affecting who meets
whom, on what terms, to perform which
tasks, and with what expectation of re-
wards.

One risks banality, not controversy, in
suggesting that these allocation rules
therefore influence the process of hu-
man development, affecting personality,
habits, tastes, identities, and wvalues.
One cannot be too far out on a limb
when in the company of Adam Smith as
well as Edmund Burke, Alexis de Toce-
queville and Karl Marx, John Stuart
Mill and Frederick Hayek: all cele-
brated or lamented the effects of mar-

LT abstract from other forms of preference en-
dogeneity such as the many variants of Harve
Leibenstein’s {1950) “bandwagon” and “snob” ef-
fects or James Duesenberry’s (1948) analysis of
keeping up with the Jones’ or Thorstein Veblen's
{1934} emulation effects, or the interdependent
preferences studied by Robert Pollak (1976).
Rather, I here develop the research agenda sug-
gested by Herbert Gintis’ early (1971, 1972) inves-
tigations of the impact of economic institutions on
preferences.

kets and other economic institutions on
human development.? But consensus
eludes any of the grand claims made
concerning the nature of the effects or
how they might be generated. The rea-
son is that most writers have implicitly
invoked a kind of functionalist corre-
spondence between economic strue-
tures on the one hand and values, cus-
toms, and tastes on the other, without
explaining the mechanisms by which the
former might affect the latter. Thought-
ful works on the subject—Joseph
Schumpeter (1950) on “the civilization
of capitalism,” Daniel Bell (1976} on
“the cultural contradictions of capital-
ism,” David Potter (1954) on the “peo-
ple of plenty,” Karl Polanyi (1957) on
“the great transformation,” or Peter
Laslett (1965} on “the world we have
lost”—are surprisingly bereft of causal
arguments.

Nonetheless, the argument that eco-
nomic institutions influence motivations
and values is plausible, and the amount
of evidence consistent with the hy-
pothesis is impressive. Many ethno-
graphic and historical studies, for exam-
ple, recount the impact of modern
economic institutions on traditional or
indigenous cultures. The rapid rise of
feminist values, the reduction in family
size, and the transfoermation of sexual
practices coincident with the extension
of women’s labor force participation
likewise suggest that changes in eco-
nomic organization may foster dramatic
changes in value orientations.

Drawing on literatures from the other

2In these pages and elsewhere, Albert
Hirschman (1977, 1982] has catalogued early
statements of the cultural effects of markets, obvi-
ating the need for more than passing mention
here.

TAmong the more instructive not mentioned
elsewhere in this essay are Kenelm Burridge
(1969), Daniel Lerner {1958), Margaret ]. Field
(1960), T. Scarlett Epstein {1962}, Michael Taus-
sig (1980), and Jean Ensminger (1992},
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social sciences, history, and experimen-
tal economics, I have identified five ef-
fects of markets and other economie in-
stitutions on preferences. Few are
supported by empirical evidence that
will convince a confirmed skeptic, but
most are plausible and consistent with
substantial evidence.

Framing and situation construal: eco-
nomic institutions are situations in the
social psychological sense and thus have
framing and other situation construal
effects; people make different choices
depending on whether the identical fea-
sible set they face is generated by a
market-like process or not (I address
these issues in Section 4).

Intrinsic and extrinsic motivations:
the ample scope of market choices and
often extrinsic nature of market rewards
may induce preference changes driven
by individual desires for feelings of
competence and  self-determination;
other institutions may have related ef-
fects {Section 5).

Effects on the evolution of norms:
economic institutions influence the
structure of social interactions and thus
affect the evolution of norms by alter-
ing the returns to relationship-specific
investments such as reputation-build-
ing, affecting the kinds of sanctions that
may be applied in interactions, and
changing the likelihood of interaction
for different types of people (Section
6).
Task performance effects: economic
institutions structure the tasks people
face and hence influence not only
their capacities but their values and
psycholagical functioning as well (Sec-
tion 7).

Effects on the process of cultural
transmission: in part for the above
reasons, and in part independently,
markets and other institutions affect
the cultural learning process itself,
altering the ways we acquire our values

and desires, including child rearing
and schooling, as well as informal learn-
ing rules such as conformism (Section
8). :
Until recently, economic theory gave
little guidance in understanding these
effects, for it purposefully abstracted
from what were considered to be the ir-
relevant sociclogical details of the ex-
change process. In the complete con-
tracting world of Walrasian economics,
for example, there is little reason for an
economic actor to be concerned about
his exchange partner’s psychological
makeup or moral commitments; more-
over there is no way that these personal
traits could be affected, if one were so
concerned. Markets of this type, wrate
Albert Hirschman in these pages (1982,
p. 1473), are peopled by “large numbers
of price taking anonymous buyers and
sellers supplied with perfect informa-
tion” . . . and “function without any pro-
longed human or social contact among
or between the parties.” Grocery mar-
kets approximate this ideal (a fact which
may explain why fruit stands and fish
markets figure so prominently in eco-
nemics textbooks).

By contrast, now-standard micro-
economic theories of labor, eredit, and
other markets as well as the contempo-
rary theory of the firm treat economic
interactions as personal, strategic, and

durable connections among peaple
whose identities matter for the out-
comes. Aspects of sacial life ance

thought to be the province of psychol-
ogy or sociology are thus seen to be es-
sential to the explanation of the bread
and butter of economics: prices and
quantities. The theory of asymmetric in-
formation and incomplete contracting
shows that markets may not clear in
competitive equilibrium, leading to
asymmetries between those on the short
side of the market (able to secure all
the transactions they desire) and those
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on the long side of the market, some of
which may be unable to secure any
transaction at all. An important conse-
quence is the reappearance of complex,
asymmetrically placed, opportunistic,
and {especially) malleable economic ac-
tors more reminiscent of the flesh and
blood dramatis personae of classical
economics than the anemic and one-di-
mensional homo economicus of the
standard textbooks.

Two aspects of exchanges with incom-
plete contracts aceount for this. First,
where contracts are incompletely speci-
fied or costly to enforce, the ex post
terins of an exchange may depend on
the normative commitments and psy-
chological makeup of the parties to the
exchange; where the amount of work
done on the job cannot be secured by a
contract it will be influenced by the em-
ployee’s work ethic or sense of aliena-
tion, for example.

Second, because of the durability of
the exchange, one or both parties may
have the capacity to structure the rela-
tionship so as to affect the preferences
of their exchange partner (Bowles and
Gintis 1993; Mulligan 1997). Paternalis-
tic policies in lifetime employment
firms are an example. Incomplete con-
tracts thus provide both the motivation
and the means for deliberate (as well as
unwitting) preference modification in
the exchange process.

Models of incomplete contracts not
only dramatize the shortcomings of the
exogenous preferences assumption, they
also provide a basis for a more nuanced
treatment of the effects of markets and
other economic institutions on prefer-
ences. Walrasian grocery markets sup-
port personal interactions quite distinct
from the long term relationship charae-
teristic of a lifelong employment firm;
and the differences in the structure of
these exchanges appear to have effects
on preferences, as we will see presently.

Or, to take another example, there are
significant differences in the personal-
ity effects on participants in markets
which clear in equilibrium and those
which do not, and in those markets
which do not clear, for people on the
short side of the market (whose advan-
tageous positions may allow them to
make take it or leave it offers) and
those on the long side of the market,
some of whom are simply excluded
from the exchange process, while others
fear losing the transaction they have se-
cured. Thus the details of market strue-
tures—and in particular the ways in
which social interactions are pat-
terned—may be important.

[ turn first to methodological issues.
In the next section I ask what we mean
by preferences and how they might be
influenced by economic institutions;
and in Section 3 I present a model illu-
minating the influence of economic in-
stitutions on the process of cultural evo-
lution.

2. Social Interactions and the Evolution
of Preferences

I do not know the fruit salesman personally;
and I have no particular interest in his well-
being. He reciprocates this attitude. I do not
know, and I have no need to know whether
he is in direst poverty, extremely wealthy, or
somewhere in between . . Yet the two of us
are able to . . . transact exchanges efficiently
because bath parties agree on the property
rights relevant to them. '

James Buchanan {1975, p. 17)

Preferences are reasons for behavior,
that is, attributes of individuals that
(along with their beliefs and capacities)
account for the actions they take in a
given situation. To explain why a person
chose a point in a budget set, for exam-
ple, one might make reference to her
craving for the chosen goods, or to a re-
ligious prohibition against the excluded
goods. Conceived this way, preferences
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go considerably beyond tastes, as an
adequate account of individual actions
would have to include values or what
Amartya Sen (1977) terms commit-
ments and John Harsanyi (1982) calls
moral preferences (as distinet from per-
sonal preferences). Also included are
the manner in which the individual con-
strues the situation in which the choice
is to be made (Lee Rass and Nishett
1991}, the way that the decision situ-
ation is framed (Amos Tversky and
Kahneman 1986}, compulsions, addic-
tions, habits, and more broadly, psycho-
logical dispositions. Preferences may be
strongly cognitively mediated—my en-
joying ice cream may depend critically
on my belief that ice cream does not
make me fat—or they may be visceral
reactions—like disgust or fear—evoking
strong emations but having only the
most minimal cognitive aspects (Robert
B. Zajone 1980; David Laibson 1996;
Loewenstein 1997; Rozin and Carol Ne-
meroff 1990). The term “preferences”
for these heterogeneous reasons for
behavior is perhaps too narrow, and
runs the risk of falsely suggesting that
a single model of action is sufficient;
Patrick H. Nowell-Smith’s (1984) “pro
and con attitudes® or “reasons for
choosing™ are more descriptive, but un-
wieldy.4

For preferences to have explanatory

+In ovder to account for an individual's actions
preferences need not coincide with the reasons
ﬁiucu by the particular individual, of course. Nor

o preferences alone generally give a sufficient ac-
count of behaviors: my consumption of aspirin is
accounted for by my aversion to pain plus my be-
lief that aspirin will relieve the pain and that this
little white object is indeed an aspirin, and so on.

5Benjamin Bloom (1964) documents stability
over time of a range of measured personality
traits. For particular psychological dimensions in-
troduced below see Herman Witkin and John
Berry (1975 p. 41; field independence), Paul An-
drisani and Gilbert Nestel (1976 p. 161; internal-
external locus of control), and Kohn and Carmi
Schooler (1983 p. 147; self-directedness). Ross
and Nishett (1991) provide a critical review of the

power they must be sufficiendy per-
sistent to explain behaviors over time
and across situations.? If preferences
are endogenous with respect to eco-
nomic institutions it will be important
to distinguish between the effects of
the incentives and constraints of an
institutional setup (along with given
preferences) on behaviors, and the
effect of the institution on prefer-
ences per se. The key distinction is that
where preferences (and not just be-
haviors) are endogencus they will
have explanatory power in situations
distinct from the institutional environ-
ments which account for their adoption.
Thus, however acquired, preferences
must he internalized, taking on the
status of general motives or constraints
on behavior. Values which become du-
rable attributes of individuals—for ex-
ample, the sense of one’s own efficacy
introduced below—may explain behav-
iors in novel situations, and hence are
included in this broad concept of pref-
erences.

We acquire preferences through ge-
netic inheritance and learning. Very
long lasting economic institutions, such
as the social structures of the simple so-
cieties which predominated in the first
100,000 years (90 percent) of biologi-
cally modern human existence, could
substantially affect gene distributions
in a population and hence could pro-
vide part of a genetic explanation of
preferences (Christopher Boehm 1993;
Linnda Caporael et al. 1989; Feldman
and Kevin Laland 1996; William Dur-
ham 1991). Nonetheless it seems likely
that the more important effects of eco-
nomic organization on preferences op-
erate through cultural transmission,
that is, learning. Drawing on the exten-
sive literature on food tastes, Clark

evidence for intertemporal and cross situational
consistency of behavior.
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McCauley, Rozin, and Barry Schwartz
(1994, p. 27) write:

The human being comes into the world with
certain likes and dislikes, such as innate dis-
like of pain, bitter tastes, and many types of
strong stimulation, and an innate liking for
eertain types of touch or sweet tastes . . . Al-
most the entire adult ensemble of likes and
dislikes is acquired, presumably in the pro-
cess of enculturation,

For this reason I will treat preferences
as cultural traits, or learned influences
on behavior: liking ice cream, or never
lying, or reciprocating dinner invitations
are cultural traits.

We know surprisingly little about how
we come to have the preferences we do;
the theory of cultural evolution is thus
similar to the theory of natural selection
prior to its integration with Mendelian
genetics. While it is comforting to recall
that Darwin’s contribution was possible
even though he did not know how traits
are passed on, this lacuna is nonetheless
a major impediment to endogenizing
preferences. We know that intentional
mativations are sometimes involved;
one learns to appreciate classical music
because one notices that aficionados ap-
pear to enjoy it (Gintis 1972; Bowles
and Gintis 1986; Gary Becker 1996).
But instrumental motivations may be of
limited importance compared to other
influences such as mere expasure
{Zajonc 1968), the unintended conse-
quences of activities motivated by other
ends (such as migration to a different

8The pioneering works in the formal theory of
cultural evolution are Luigi Cavalli-Sforza and
Feldman (1981} and Boyd and Peter Richerson
{1985}, Robert LeVine (1973} earlier developed
what he termed a Darwinian “variation-selection
model to culture-personality relations.” Sarah
Otta, Freddy Christiansen, and Feldman {1995),
Robert Plomin and his collaborators {see Plomin
and Denise Daniels 1987) as well as Rozin (1991).
Rozin and T. A Vollmecke (1986) provide evi-
dence that food tastes, psychological funectioning,
and other traits are far from exhaustively deter-
mined by genetic inheritance.

culture in search of work), and confor-
mism {(Solemon Asch 1952: Muzafer
Sherif 1937, Theodore Newcomb et al
1967). While the individual benefits ac-
cruing to those exhibiting particular
cultural traits may affect these learning
processes and hence the rate at which
the traits are replicated, most prefer-
ences are not chosen in the usual sense
of intentional action toward given ends.
Rather, preferences are learned as an
accent or a taste for a national cuisine is
acquired, that is, by processes which
may but need not be intentional.

However acquired, preferences are
internalized: there is considerable evi-
dence that preferences learned under
one set of circumstances become gener-
alized reasons for behavior. Thus eco-
nomic institutions may induce specific
behaviors—self-regarding, opportunis-
tic, or cooperative, say—which then be-
come part of the behavioral repertoire
of the individual. The effects of mere
exposure just mentioned provide a par-
ticularly transparent example: “likes” or
habits initially induced by exposure or
repetition become permanent reasons
for behavior.

Learning by doing is another mecha-
nism for the generalization of prefer-
ences: behaviors found successful in
coping with the tasks defined by one
sphere of life are generalized to other
realms of life. Paul Breer and Edwin
Locke (19653, p. 253) present substan-
tial experimental evidence to this ef-
fect. They asked subjects to perform
different sets of tasks and investi-
gated changes in apparently unrelated
values:

In a period of less than four hours and with-
out a single verbal reference to family, frater-
nity, way of life, or any of the other areas
measured, we succeeded in changing a wide
variety of attitudes ranging from specific be-
liefs about the most effective way to organize
a wark group, to abstract valyes concerning
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the individual and society. This evidence was
taken to mean that task experience is capahle
of exerting a very powerful influence on all
sorts of beliefs, wvalues, and preferences
which, to the casual observer, appear to be
only remotely related to the task itself.

Finally, preferences may become gener-
alized through a process which Lean
Festinger (1957, p. 260} termed disso-
nance reduction:

the human organism tries to establish inter-
nal ha.rmony, consistency or congruity among
his opinions, attitudes, knowledge, and val-
ues. . . . there is a drive toward consonance
among cognitions.

The cognitive elements in dissonance
could be one’s values and a behavior, as
when one is doing something which is in-
consistent with one’s values. Festinger
(1957, pp. 271-73) frequently used this
reasoning to explain “specific ideological
changes or opinion changes subsequent
to the change in a person’s way of life”
such as a:

sudden change in the job which a person
does. A worker in a factory, for example may
he promoted to the job of foreman. Suddenly
he finds himself giving orders instead of re-
ceiving them . . . these new actions will he
dissonant in many instances with opinions
and values which he acquired as a worker and
still holds. In pursuit of dissonance reduc-
tion, ene would expect this person to quite
rapidly accept the opinions and values of
other foreman, that is, opinions and values
which are consonant with the things he now
does.

Dissonance reduction thus provides an-
other explanation for how economic
circumstances may induce new prefer-
ences, and why the new preferences
might become general reasons for behav-
ior.

In contrast to the social interactions
based approach taken here, many would
emphasize the role of religious or politi-
cal indoctrination or advertising in pref-
erence change. These intentional forms
of inculeation are undoubtedly impor-

tant, but where empirical studies are
available, other influences appear as
powerful if not more.” If I am right that
acquiring preferences is akin to acquir-
ing an accent, studies of language
change may be illuminating. On the ba-
sis of intensive empirical study of lin-
guistic change in Philadelphia, for ex-
ample, William Labov concluded that

linguistic traits are not transmitted across
group houndaries simply by exposure in the
mass media or in schools. . . . Qur basic lan-
guage system is not acquired from schaool
teachers or from radio announcers, but from
friends and competitors: those who we ad-
mire, and those who we have to he good
enough to heat. {Labov 1983, p. 23)

The inference is not that institutions
such as schools and churches are unim-
portant, but that understanding their
role in the acquisition of cultural traits
may be enhanced by seeing them—along
with markets, firms, families, and gov-
ernments—as distinct patterns of social
interaction affecting the diffusion of cul-
tural traits in a population in ways often
unrecognized by any of the participants.

3. Economic Institutions
and Cultural Evolution

[The 17th century Salem “witches” and their
defenders were] a group of people who were
on the advancing edge of profound historical
change. If from one angle they were diverg-
ing from an accepted norm of behavior, from

7Studies of preferences for brands of food,
soap, movies, and other consumption items for
which one would expect an important advertising
effect indicate that personal contact is consider-
ahly mare important than advertising in motivating
brand changes (Elihu Katz and Paul Lazarsfel
1955.} Everett Rogers’ (1962) classic study of dif-
fusion of innovations found personal communica-
tion to be of substantial importance in the diffu-
sion of both ideas and practices such as cooking
methods. Some behavioral changes may be in-
duced simply hy providing information; in these
cases media exposure appears to be effective. But
where information alone is insufficient {changes in
smoking behavior, e.g.) face to face contact ap-
pears to be more effective (June Flora, Nathan

Maccoby, and John Farquhar 1989).
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another angle their values represented the
“norm” of the future. In an age ahout to pass,
the assertion of private will posed the direst
passible threat to the stability of the commu-
nity; in the age about to arrive it would form
a central pillar on which that stability rested.

Paul Boyer and Stephen Nissenbaum

(1974, p. 109)

How might allocation rules affect the
differential replication of cultural
traits? The gist of an answer is given
best by a concrete example. Erich
Fromm and Michael Maccoby’s (1970,
p. 232) study of social character in a
Mexican village led them to this conclu-
sion:

In a relatively stable society (or elass) with its
typical social character there will always be
deviant characters who are unsuccessful or
even misfits under the traditional conditions.
However in the process of socioeconomic
change, new economic trends develop for
which the traditional character is not well
adapted, while a certain heretofore deviant
character type can make optimal use of the
new conditions. As a result the “ex deviants”
hecome the most successful individuals or
leaders of their society or class. They acquire
the power to change laws, educational sys-
tems, and institutions in a way that . . influ-
ences the character development of sueceed-
ing generations. . . . deviant and secondary
trait personalities never fully disappear and
hence . . . social changes always find the indi-
viduals and groups that can serve as the core
for the new social order.

The traits of the “ex deviants™ in this ex-
ample enjoy heightened replication pro-
pensities both directly {(others may want
to emulate the successful} and indirectly,
because bearers of the traits become
privileged cultural models, such as
teachers.

The Fromm-Maccoby view is sup-
ported by the field research of LeVine
in Nigeria. Using David McClelland’s
{1961} measures of achievement moti-
vation and other value orientations,
LeVine (1966) found significant differ-
ences among distinct cultural groups

which were not explicable by religious
or educational influences. However, the
pattern of persenality differences were
consistent with the hypothesis that
distinct motivations had evolved as
adaptations to longstanding geographi-
cally determined differences in struc-
tures of competitive ecanomic opportu-
nity among the various cultural groups.
Moreover as market-based and other
competitive systems of advancement be-
came more generalized during the
course of the twentieth century, those
exhibiting high levels of achievement
orientation—some of them presumably
“deviants” in the premodern compli-
ance-based rather than achievement-
oriented subcultures—gained positions
of educational leadership, thus assum-
ing roles as privileged cultural models.
These studies of Mexico and Nigeria
suggest that new economic arrange-
ments might affect cultural evolution in
twa ways: either by influencing the eco-
nomic well-being of those exhibiting
distinct traits or by altering the learning
rules which make up the process of cul-
tural transmission itself. The cultural
transmission process translates eco-
nomic well-being, exposure to role
madels, and other influences into repli-
cation of traits, and thus intervenes be-
tween payoffs and replication.
Evolationary game theoretic models
typically abstract entirely from the pro-
cess of cultural transmission, repre-
senting payoffs associated with particu-
lar traits as if they were the only
influences on the replication of traits.8
By contrast, models of cultural evolu-
tion typically address what is known
about the particulars of the process by

8 One could interpret the payoffs in evolutionary
game theoretic mocﬁ:ls as the replication propensi-
ties themselves, but while thus formally accommo-
dating analysis of the process of cultural transmis-
sion, this would add no insight to the distinet
influences of the transmission pracess per se.
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which traits are acquired, distinguishing
between vertical transmission from par-
ents, oblique transmission from non-pa-
rental members of the previous genera-
tion (for example, teachers), and
horizontal transmission from one’s own
cohort (as in the case of language
change or fashion; Penelope Eckert
1988, 1982; Labov 1972, p. 304).¢ These
models, as well as the studies of Mexico
and Nigeria above, make it clear that a
trait which is advantaged in the trans-
mission process may diffuse in a popula-
tion even if the economic benefits asso-
ciated with the trait are inferior to the
population average. Thus the effects of
economic institutions on both payoffs to
distinct traits and the cultural transmis-
sion process must be studied.

A particularly important example of
how a trait may be advantaged in the
transmission process is termed con-
formist transmission: the prevalence of
a trait in a population may enhance the
replication propensity of each repre-
sentative of that trait, independently of
the payoff to those exhibiting the trait.
Under quite general conditions where
learning is costly, conformist transmis-
sion may be efficient in the sense that
an individual who sometimes adopts
traits by simply copying what others are
doing rather than on the basis of the
payoffs associated with various actions
will do better than those who always en-
gage in costly investigation of the rele-
vant payoffs {(Boyd and Richerson 1985;
Feldman, Kenichi Aoki, and Jochen
Kumm 1996). Conformist transmission
of preferences thus might have evolved
under the influence of either genetic or

9 Empirical studies in this tradition include
Kuang-Ho Chen, Cavalli-Sforza, and Feldman
(1982) and Cavalli-Sforza et al. {1982); Boyd and
Richerson {1985) survey many empirical studies of
these three transmission processes. Alherto Bisin
and Thierry Verdier (1996) present a model of
preference evolution integrating the cultural evo-
lution and evolutionary game theory approaches.

cultural inheritance. Frequency depen-
dent replication may also arise where
groups that are numerically preponder-
ant are disproportionately likely to oc-
cupy privileged roles as teachers or
other cultural models. Persistent ethnic
differences in food tastes, coupled with
very low vertical {parental} transmission
of these tastes {(Rozin 1991} is a piece
of evidence suggesting the importance
of conformist transmission. Another,
from empirical cross cultural psycho-
logical studies, is the importance of
membership in particular tribes as a
predictor of values orientations, inde-
pendently of sources of livelihood, ecol-
ogy, and other possible influences
(Robert Edgerton 1971).

The relationship between payoff-
based and conformism or aother fre-
quency dependent influences on the
replication of cultural traits and the
ways that these may be influenced by
economic institutions may be illustrated
by means of a simple model based an
Bowles (1996}. The basic intuition is
that the distribution of cultural traits in
a population is determined as the equi-
librium of a system whose exogenous
elements are subject to long-term influ-
ence of markets and other economic in-
stitutions. Economic institutions affect
the evolution of preferences by chang-
ing these exogenous determinants of
the cultural equilibrium.

Suppose x and y are muatually exclu-
sive cultural traits. Each member of a
large population is a “cultural model”
with replication propensities, r: or ry,
defined as the number of copies of each
model made at end of each period, pos-
sibly a generation. Agents implement
the strategy dictated by their trait in a
game which assigns benefits to each,
following which the traits are replicated
through an updating process described
below, generating a new population fre-
quency (one may think of the popula-
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tion as composed of single parents each
with a single child, who in the process
of growing up may or may not adopt the
traits of the parent). Cultural equilib-
rium is defined as a frequency of traits
which is stationary.

Members of the population are
paired to play a two-person game, the
payoffs of which are denoted n(i,j), the
payoff to playing trait i against a j-play-
ing partner. The “game” may be one of
the familiar interactions of the hawk-
dove, prisoners’ dilemma, or coordin-
ation game type. It might refer to an
interaction as everyday as eating a meal
together, or meeting in public, where
the two traits might dictate matters of
style (“wearing a tie”) or taste {"wanting
a drink”). Or it could refer to an ex-
change of goods or some more conven-
tionally economic interaction. The pay-
off structure could be degenerate in the
sense that my enjoyment of a beer may
not depend at all on what you are eating
or drinking; but the model is designed
to address more interesting cases of
emulation, social dilemmas and the like.

For any population frequency of the x
trait, p € [0,1] let Wy = py(p;8) be the
probability of being paired with a j type
conditional on bheing an i type, where
8 € [0,1] is a measure of the exog-
enously determined extent to which
pairing is nonrandom.!® If pairing is
random & = 0 and the probability of
meeting an x type is simply p, irrespec-
tive of one’s own type: W = Wy = p.
But where residence is correlated with
type, or where sorting by type takes
place by means of social networks or
other groups, the probability of meeting
one's own type may exceed that given

10The explicit relationship between the w's and
p is this: define & as the degree of segmentation
of the population, then-for p € {01), {1, = 8§ +
{1-8)p and L, = (1-3}{1-p), from which it is clear
that & is a non-genetic analogue to the “degree of
relatedness” in hiological models {W. D.Hamilton
1975, Alan Grafen 1979}

by the population frequency. The ex-
pected payoffs are thus

bl(ﬁ:a} = e ftlx,x) + I-l.\-yﬁ(:t,y)
by(Pas) = ngﬂ(y,x} + oy Ty )

Ta take account of frequency depen-
dent hiases in cultural transmission
suppose that conformist transmission is
described by the conformist bias func-
tion o(p), which we write as 6.(p - k)
and o, k-p} where for simplicity
Sy=06:=0>0and k € [0,1] is the value
of p for which no bias operates. Further
we define o € [0,1], the degree of con-
formism, as the weight placed on ¢ (p}
as opposed to b(p; &} in the transmis-
sion process. Thus we have the replica-
tion propensities:

ro=oaoip — k)

+{- a)(bL(Paa) - by(P;S)} +1 (2}
ry = oGtk — p)
+ (1 - a)thy(p;8) — bu(p:8)) + 1.

Where p = k, or if o = 0 conformist
transmission does not operate so replica-
tion depends solely on payoffs, as in con-
ventional evolutionary game theoretic
models. Equilibrium is defined hy dp/dt
= 0, which for p € (0,1) requires that
the effects of conformist transmission
offset the effects of unequal game out-
comes so that . = #,, or
aa(p — kN1~ o) = by(p;d) — bu(p:d) (3}
from which it can be seen that cultural
equilibrium does not require equal pay-
offs. Figure 1 illustrates this equilibrium
condition for the case of an interior sta-
ble equilibrium. This equilibrium can be
seen to be stable because for p > p* the
payoff advantage of the y trait (the right-
hand side of (3}} more than offsets its
disadvantage due to conformist transmis-
sion (the lefthand side), as a result of
which r, > r, giving dp/dt < 0. So dis-
turbances of p will be self correcting.
Markets and other economic institu-
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Figure 1. Cultural Equilibrium

tions will affect the distribution of cul-
taral traits in the population because
they influence the determination of the
exogenous variables in the above model:

i) the rules governing who interacts
with whom (as indicated by the func-
tions (1,,(p,8) measuring the degree of
segmentation into distinct social net-
works and other sources of nonran-
dom pairing);

ii) the payoffs n{i,{) to any given inter-
action (determined by the frequency
of interaction, ease of recognition of
types, for example};

iii} the structure of the transmission
process itself {in this case the nature
and strength of conformism, o, k,
and «, including the assignment of
some types as compulsory or other-
wise advantaged models, such as
teachers).
In more complex models, allowing for
movement among population groups,
cultural equilibria are influenced by mi-
gratory flows, which in turn are subject
to the influence of economic institutions
{Bowles and Gintis 1998).

To say that economic institutions
have these effects is, of course, to com-
pare markets, say, with some other allo-
cation rule or to compare various types
of markets. Allocation rules are differ-
ing mechanisms for coordinating the
transfer of goods and services. Econo-
mists tend to focus on the relationships
thereby established among the ohjects
of exchange, relative prices, for exam-
ple. But allocation rules also establish
relationships among people, based on
assignment to distinet positions with
corresponding rights, status and obliga-
tions and patterns of interaction. Thus
markets support interpersonal experi-
ences distinet from other allocation
rules. Robert Lane (1991}, whose The
Market Experience must be the starting
point for any consideration of the psy-
chology of markets, writes:

In spite of the variety of markets over time
and across cultures, I believe that it is possi-
ble to conceive of a market experience that is
typical, frequent, and paradigmatic for thase
who do market work for pay, use money and
buy—rather than make, inherit or receive
from government—the commadities with
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which they adorn their lives. {p. 4). . . Ineui-
tably the market shapes how humans flourish,
the development of their existences, their
minds, and their dignity. (p. 17}

What is psychologically distinctive
about markets as opposed to other
allocation mechanisms? Max Weber
([1922]1978, p. 636) wrote “A market
may he said to exist wherever there
is competition for opportunities of
exchange among a plurality of poten-
tial parties.”!! Markets structure social
interactions “each of which is specifi-
cally ephemeral insofar as it ceases
to exist with the act of exchanging
the goods.” As a result, according to
Weber,

The market community as such is the most
impersonal relationship of praetical life into
which humans can enter with one another.
This is not due to the potentiality of struggle
among the interested parties which is inher-
ent in the market relationship. . . . The rea-
son for the lmpersonality of the market is its
matter-of-factness, its arientation to the com-
modity and gnly to that.

In Weher's view, then, markets—at least
ideally—are characterized by imperson-
ality, ephemerality of contact, and ease
of entry and exit.!2 This might be
termed the economics textbook concep-
tion of competitive markets.

Contrast these arrangements with

11 Gearg Simmel {1900, p. 297) writes in similar
vein that “money . . . is conducive to the remaoval
of the persenal element from human relationships
thrcrl.lg[r-;J its indifferent and ohjective nature.” Tal-
cott Parsons (1949, p. 688) describes markets simi-
larly: “When a man walks into a store in a strange
city to make a purchase, his only relevant relation
to the clerk be;}JLind the counter concerns matters
of kind of good, price, ete. All other facts about
both persons may be disregarded. Above all it is
not necessary even to know whether the two have
any further interests in commeon beyond the im-
mediate transaction.”

120n the psychologieal dimensions of distinet
economic arrangements, see Alan Page Fiske
(1991, 1992). Amang economists, Yoram Ben-Po-
rath {1980, p. 4) provides the fullest deseription of
the idealized interactions among market agents as
“impersonal.” See also Zelizer (1996).

Anonyinaus ] Persanal
Ephemeral Ideal Markets Ascriptive Matlets
Durable Bureaucracies ’ Cammunities

Figure 2. Alloeation Bules as Learning Enviraninents

what Parsons (1967, p. 507} calls the

“two principal competitors” of the mar-

ket: “requisitioning through the direct
application of political power” and
“non-political solidarities and communi-
ties.” These allocation rules contrast
with markets in at least one of the char-
acteristics—impersonality and epheme-
rality—stressed by Weber. Centralized
bureaucratic allocations are in some re-
spects as impersonal as markets—at
least ideally—but membership in the
group defining the allocation is gener-
ally given, entry and exit costs are high
(often involving a change in citizenship
or at least residence), and contacts are
far from ephemeral. In contrast to both
bureaucratic and market allocation,
kin-like directly interacting communi-
ties with stable membership exhibit
neither ephemerality nor impersonality
in their characteristic rules governing
allocation.!13 Figure 2 presents these
three ideal types along with a fourth—
ephemeral and personal social interac-
tion—which I have termed ascriptively
ordered markets. Racially segmented
spot labor markets are an example, as
they are personal (the racial identities
of the participants matter) but the
contact among participants is not on-
going.

The contrast between personalized
non-market transactions and the puta-
tive impersonality of market exchange

131 have in mind allocation systems of the type
deseribed by Emile Durkheim’s “organic solidar-
ity" ([1933]1964), or Sahlins' (1972] “generalized
reciprocity,” or Ferdinand Tennies” {[1887]1963}
Gemeinschaft, or William Ouchi’s “clans” {1980).
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is, of course, a matter of degree, par-
ticularly in markets characterized by
the asymmetric information, incomplete
contracts and hence importance of
trust, ongoing interaction, and shared
understandings of the type analyzed by
the theory of social exchange 4 Imper-
sonality of contact and permeability of
baundaries, while characteristic of all
markets by comparison to other alloca-
tion rules, describe some markets more
aptly than others. Thus in assessing the
cultural effects of markets it will be
necessary to distinguish not anly be-
tween markets and other allocation
rules such as bureaucracy and commu-
nity, but among differing types of mar-
kets as well.

I turn now to evidence and reasoning
concerning the five effects of economic
institutions on preferences previewed
in the introduction.

4. Markets, Situations, and Framing

Money is one of the shatteringly simplifying
ideas of all time, and like any other new and
compelling idea, it creates its own revolution.
... [The] Tiv [of Nigeria] have tried to cate-
gorize money with other imported goeds . . .
to be ranked morally below subsistenece. They
have, of course, nat been successful in so do-

g,

& Paul Bohannan {1958, pp. 500, 503)

Markets frame choices; we will see
that a choice problem presented in a
market environment may induce behav-
iors different from the identical prob-
lem in framed in a non-market way.
Consider an example of market framing:
paying a tax and receiving a governmen-
tal service differs relevantly from buy-
ing the identical service on a market. In
the first case one may—as a citizen—

M EKenneth  Arrow (1971), George Akerlof
{1984), Heinz Hollander {1990}, Rachel Kranton
(1996), Kreps (1990), have recently formalized
some of Peter Blaw's (1964) and George Homans'
{1958) early reasoning caneerning social exchange.

feel entitled to the service {irrespective
of the taxes paid) and may be unlikely
to compare the value of the service to
that of other goods and services
whether traded or not; in the second
case one may feel that the good is ac-
quired by dint of one’s talents as an in-
come earner, and may readily compare
its price with other traded goods and
services, the value of one’s own labhor
time, and the like. This framing effect
may thus be part of an account of why a
particular action was taken; if different
institutions induce different choices
from an identical choice set institutions
may affect preferences. This is because
choices made under the influence of in-
stitutionally determined framing may
later be repeated even in the absence of
the framing effect if the effects of expo-
sure to the object of choice, or disso-
nance reduction effects are strong; how-
ever, [ am aware of no evidence to this
effect.

Markets thus affect behavior in ways
not fully captured by the fact that mar-
ket-determined prices and endowments
define the budget set: markets provide
presumptive reasons why people pos-
sess the goods they do, and they prompt
some comparisons while inhibiting oth-
ers. I call these the construal effects of
markets, borrowing the term from so-
cial psychology in preference to the fa-
miliar but narrower concept of framing
effects. The construal effects of markets
arise in large part because people ap-
pear to have what might be termed rela-
tional preferences: the terms on which
they are willing to transact depends
both on the perceived relationships
among the exchanging parties, and on
related concepts of fairness. Markets af-
fect both.

There is considerable experimental
evidence consistent with the impor-
tance of the construal effects of mar-
kets. Experimental markets and bar-
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gaining environments consistently yield
diserepant results, with markets quickly
converging to the competitive equilibria
implied by self-regarding preferences,
and bargaining games often vyielding
evidence consistent with other-regard-
ing or relational preferences.!5 An ex-
ample of the later is the comparative
study of bargaining and market behav-
ior in four cultures by Alvin Roth et al.
(1991). In their study both market
and bargaining experiments were de-
signed to have distributionally extreme
equilibria, one player receiving all of
the benefits. The market experiments
quickly converged to this equilibrium in
all four cultures. By contrast, proposers
in the ultimatum game (the bargaining
situation) made much higher than equi-
librium offers; and substantial positive
offers were frequently rejected.’S Posi-
tive offers are also common in dictator
games. These results are consistent with
a large body of experimental evidence
by others, beginning with Werner Giith,
Rolf  Schmittenberger, and Bernd
Schwarze (1982).

A considerable body of research has
sought to explain this now well estab-
lished aspect of ultimatum and dictator
game play, with interest centering on
the question (unrelated to my concern
here) of whether the unexpected results
were motivated by intrinsically gener-
ous preferences on the part of the pro-
posers. But the subsequent experi-

iCamerer and Richard Thaler (1995) is a re-
cent survey of results for ultimatum and dietator
experiments. Alternating offer bargaining experi-
mcnt)s vield similar results {Jack Ochs and Roth
1989).

164 high offer in an ultimatum game may not
indicate generosity toward the other player, but
rather the anticipation that low offers will be re-
jected. But the rejection aof a positive offer is other
regarding (perhaps motivated by spite or a com-
mitment to reciprocal fairness) so I represent high
offers by the proposer as evidence of other regard-
ing behavior {either that of the proposer or the
proposer’s anticipation of the responder}.

ments, particularly those by Elizabeth
Hoffman et al. (1994), have yielded
considerable insight on the construal ef-
fects of markets. Hoffman and her col-
laborators varied two aspects of the ex-
perimental environment for ultimatum
and dictator games: proposers either
won their position by doing well on a
trivia quiz or were randomly assigned,
and their relationship to their game
partner was described either as an “ex-
change” (with prices elicited by the ex-
perimenter) or simply as “divide $10.”
The combined “earned status” plus “ex-
change” experimental condition ap-
proximates a market arrangement in
that competitive success is not simply a
matter of chance but is based on appar-
ent accomplishment; and the exchange
framing of the game structure is tran-
sparently more market-like than the “di-
viding the pie” framework.l” Despite
the fact that the experimental situation
was otherwise identical, the two market
like protocols vyielded significantly
smaller offers in both the ultimatum
game and the dictator game.

In other experiments, market-like
anonymity generates behaviors differing
from those induced by more personal
settings. Communication or other con-
ditions contributing to group identity or
a reduction in social distance among ex-
perimental subjects increases contribu-
tions in public goods games (John
Ledyard 1995; Robyn Dawes, Alphons

I71f, as I have suggested, markets enhance the
perception that one's possessions are acquired by
merit rather than by cﬁancc, the extent of endow-
ment effects—the unwillingness ta part with gaods
in one's possession for prices considerably higher
than the mayimum price one would have paid to
acquire them—may be subject to market effects.
Exgerimental subjects reported by Loewenstein
and Samuel Issacharoff (1994} were particularly
unwilling to part with objects in their possession if
they came to possess them as a result of winnin
an inconsequential contest, Thus market—acquireﬁ
gﬁnods ma cLe more subject to endowment effects
than goods acquired as gifts or public transfers.
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van de Kragt, and John Orbell 1988)
and induces cooperative play in prison-
ers’ dilemma interactions (Peter Kol-
lock 1997). Simon Gaechter and Fehr
(1297} find that in a public goods inter-
action, even quite minimal (experimen-
tally induced) social familiarity among
subjects enhances the impact of social
approval incentives (implemented by ex
post revelation of subjects’ identities
and contributions); when familiarity and
the public revelation of ane’s contribu-
tions is combined, a significant increase
in participation results.

On the basis of experimental evi-
dence fram dictatar and ultimatum
games, Schotter, Avi Weiss, and Inigo
Zapater (1996, p. 38) offer this conclu-
SLON:

The morality of econamic agents embedded

in a market context may . . . be quite differ-

ent from their morality in isolation, While we
are not claiming that people change their na-
ture when they function in markets, it may be
that the competition inherent in markets and

the need to survive offers justifications for ac-
tions that in isolation would be unjustifiable.

A striking example illustrating this
suggestion is found in Catherine Andre
and Platteauw’s (1997, p. 32) study of
the impact of the land market in
Rwanda:

custonary obligations attached to lineage
lands, in particular obligations to redistribute
land in favor of landscarce kith and kin, cease
to apply when the lands are acquired through
a purchase instead of being handed down
within the lineage.

The experimental results might be
summarized by saying that the more the
experimental situation approximates a
competitive (and complete contracts)
market with many anonymous buyers
and sellers, the less other-regarding be-
havior will be observed.l® Because the

18 On the clifferin'g outeames of anonymons and
face to face bargaining see Roth (1995) and Roy
Radner and Schotter {1989).

above market and non-market experi-
ments were conducted with the same
subject pools, these results are consis-
tent with. the view that market-like situ-
ations induce self-regarding behavior,
not by making people intrinsically self-
ish, but by evoking the self-regarding
behaviors in their preference reper-
taires. Thus, the hypothesis that market
situations induce self-regarding behav-
jor does not imply that those living in
non-market societies would be intrinsi-
cally less self-regarding.19

Where competitive markets approxi-
mate the law of the single price and
where the extent of markets is such that
few things do not have a price, markets
have further construal effects: they fa-
cilitate comparison among disparate ob-
jects. The appropriate comparison is to
settings (in families or in so-called
“primitive exchange”) in which goods
may be transacted at vastly different ex-
change ratios depending on the social
relationships among the parties to the
exchange 20 Reporting on a pre-market
society in southeastern New Guinea,
Raymond Firth (1958, p. 69) writes:
“There is . . . no final measure of the
value of individual things, and no com-
mon medium whereby every type of
good and service can be translated into
terms of every other.” Well working
markets, by contrast, favor thinking of
goods both abstractly (hananas in gen-
eral, not this particular banana) and

19 In fact high {"other regarding”) offers in the
ultimatumn games of Roth et al. were made in what
would appear to be the most and least market-like
sacieties in the sample—U.S. and the former Yu-
goslavia (by contrast to Israel and Japan). In the
public %;mds experiments by Steven Kachelmeier
and Mohamed Shehata (1937} sub]ects in Beijing
acted no different than the Canadian subjects un-
der conditions aof anonymity but proved signifi-
cantly less self regarding when the identity of the

layers was public know edge.

20 Sahlins’ {1972) theory of primitive exchange is
distinet from market exchange precisely in this de-
viation from the law of the single price.
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comparatively (objects seen as repre-
senting more or less market value, di-
vorced from their particular uses or
properties). Markets are thus powerful
cognitive simplifiers, allowing radical
reductions in the complexity with which
one typically views an assortment of dis-
parate goods.

A dramatic example ‘is provided Bo-
hannan’s study (1959) of the extension
of markets in an African subsistence
economy, that of the Tiv in Nigeria.

The most distinetive feature about the econ-
amy of the Tiv—and it is a feature they share
" with many, perhaps most, of the pre-mane-
tary peoples—is what can be called a multi-
centric ecanomy . . . in which a saciety’s ex-
changeable goods fall inte two or more
mutually exclusive spheres, each marked hy
different institutionalization and different

moral values. (p. 482)

Among the Tiv, domestic goods, women,
and prestige goods were all exchanged,
and in the latter there was a monetary
equivalent {brass rods} but “no one, save
in the depths of extremity, ever paid
brass rods for domestic goods” (p. 493),
while “rights in women had no equiva-
lent or ‘price’ in brass rods or in any
other item save, of course, identical
rights in another woman. . . . Exchanges
within a category . . . excite no moral
judgements. Exchanges between catego-
ries, however, do excite a moral reac-
tion” {p. 496). The extension of general-
ized markets, and with them money,
eroded these arrangements:

General purpase money provides a cammon
denominator among all the spheres, thus
making the commeodities within each express-
ible in terms of a single standard and hence

immediately exchangeable. (p. 500)

Among the Tiv, the set of permissible ex-
changes has expanded with the advent of
markets and basic notions of what it
means to have a well-ordered life have

changed.

5. Markets and Motivation

In the realm of ends everything has either a
price or dignity. Whatever has a price can be
replaced by something else which is equiva-
lent; whatever is above all price, and there-
fore has no equivalent, has dignity.

Immanuel Kant {[1785]1949, p. 182}

The reward structures of markets
may affect motivation independently of
framing effects. The impersonality and
ephemerality of contact which charac-
terizes markets (by contrast to other al-
location rules} imply that a market
“transaction entails a full quid pro quo
(with) no left-aver business ar outstand-
ing halance” (Ben-Porath 1980, p. 4) By
default, then, the incentives relevant to
activities governed by markets fre-
guently center on the quid pro quo and
take the form of what social psycholo-
gists term extrinsic rather than intrinsic
rewards or sanctions, namely rewards
unrelated to the activities being moti-
vated. On the basis of dozens of experi-
ments by social psychologists over the
past 30 years one may conclude that the
salience of extrinsic reward in market
activities will have effects on prefer-
ences.

A series of well-designed experiments
show that the degree to which an activ-
ity is liked may be reduced by inducing
subjects to engage in the activity as a
means toward an extrinsic goal, such as
being paid. The nature of the extrinsic
reward is unimportant as long as it is
clearly a quid pro quo. Mark Lepper,
David Greene, and Nisbett (1973, p.
130) write “Contracting explicitly to en-
gage in an activity for a reward (will)
undermine interest in the activity, even
when the reward is insubstantial or
merely  symbolic.”  Correspondingly
when people are induced to engage in
an activity with little or no extrinsic re-
ward, they come to value the activity
more highly, that is, they come to be-
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lieve that their actions were intrinsically
motivated (Lepper and Greene 1978;
and Edward Deci and Richard Ryan
1985: Deci 1975).

Similar changes in evaluations in-
duced by extrinsic rewards have been
shown to affect subsequent behavior in
non-experimental situations. Frey and
Felix Oberholzer-Gee (1997} found
that proposing financial compensa-
tion reduced Swiss citizens’ willingness
to host a nuclear waste facility. Richard
Titmuss’ {1971} elaim that eliciting
blood donations by monetary incentives
had perverse effects on preferences
lacked compelling evidence, as was
pointed out by Arrow (1972} and Chris-
topher Bliss (1972). However a field
experiment by William Upton (1974}
partially supports Titmuss™ sugges-
tion. Among 1,261 prospective blood
donors in Kansas City and Denver,
some were offered financial induce-
ments, others not. Among those in-
itially exhibiting strong motivations to
contribute blood (as indicated by past
donations}, those offered financial
inducements were substantially less
likely to actually donate blood than
those offered no financial reward.
Among those expressing low intrinsic
motivation, however, the prospect of
financial reward had a (not statistically
significant} positive effect on eventual
donation.

The underlying psychological mecha-
nism appears to be a fundamental de-
sire for “feelings of competence and
self determination” which are associ-
ated with intrinsically motivated behav-
iors {Deci 1975). Relatedly, a person’s
perceived degree of self-determination
in making a choice influences the evalu-
ation of the things over which the
choice is being made. For example, risk
imposed by others is weighed more
negatively than risk chosen by the sub-
ject. (See Chauncy Starr 1969; see also

Camerer and Howard Kunreuther
1989.)

While the evidence for extrinsic re-
ward and other self-determination ef-
fects on preferences appears quite
strong, the relevant data provide little
support for the anti-market normative
inferences sometimes thought to follow.
First, the evidence does not implicate
monetary rewards per se, but rather any
extrinsic reward (including negative re-
wards such as punishments or admoni-
tions). Moreover, distinctly non-market
aspects of governance—close supervi-
sion, externally imposed time limits for
work tasks for example—appear to have
similar effects (Lepper and Greene
1978, p. 121). Paying someone to per-
form a task which they might willingly
have done without pay seems likely to
undermine motivation; but this says lit-
tle about the relative effectiveness of
the wvarious ways—pay, supervision,
threat of job loss, ete.—to induce pea-
ple to undertake tasks which they would
rather not do. Second, while the extrin-
sic nature of market rewards may un-
dermine motivations, the wide range of
choices often afforded in market situ-
ations may support the sense of self-
determination and thus induce positive
motivational effects.

6. Markets, Reputations, and Norms

The real reason why all these economic obli-
gations [among the Trobriand Islanders] are
narmally kept, and kept very scrupulously, is
that failure to comply places a man in an in-
tolerable position . . . The honourable citizen
is bound to carry out his duties, though his
submission is not due to any instinet or intui-
tive impulse or mysterious “group senti-
ment,” but to the detailed and elaborate
waorking of a system, in which every act has
its own place and must be performed without
fail . . .. every one is well aware of its exist-
ence and in each econerete case he can fore-
see the consequences.

Bronislaw Malinowski (1926, p. 40)



92 Journal of Economic Literature, Vol. XXXVI (March 1998}

“Market-like  arrangements” wrote
Charles Schultze (1977, p. 18) “reduce
the need for compassion, patriotism,
brotherly love, and cultural solidarity.”
Minimizing the demand on what might
now be termed social capital, plus the
conviction that the market system is, as
Hayek (1948, p. 11) wrote “a system un-
der which bad men can do least harm,”
are among the attractive features of
markets. This is not to say, however,
that markets make norms redundant:
where contracts are incomplete or un-
enforceable, trustworthiness and other
norms facilitate exchange. Arrow (1971,
p. 22) writes:

In the ahsence of trust . . . epportunities for

mutually beneficial cooperation would have

to be foregane . . . norms of social behavior,
including ethical and meoral codes [may be]

. reactions of society to compensate for
market failures.

But if, as Schultze and Hayek say, mar-
kets make fewer demands on people’s
elevated motivations, the impersonal and
ephemeral nature of market interactions
also affect the benefits and costs of ac-
quiring cultural traits affecting socially
valued behaviors. Markets thus affect not
only the demand for, but also the supply
of cultural traits. Among these are repu-
tations for trustworthiness, generosity,
and vengefulness.

Where markets govern the exchange
of well defined (meaning third party en-
forceable) property rights, reputations
of any kind will tend to be both costly
for peaple ta acquire and of little bene-
fit to those who do, and for these rea-
sons unlikely to be favored by differen-
tial replication. A consequence is that
markets lack the personal element of
non-market connections, and as Ben-
Porath (1980, p. 18) writes, with “[t]he
development of markets . . . the bene-
fits from a connection decline as iden-
tity becomes less important.” Thus
where markets approximate the ideal

complete-contracting assumptions of
the standard model, the adverse conse-
guences of lack of trustworthiness or
generosity may be attenuated; but at
the same time markets may militate
against the evolution of these traits.
Thus markets may undermine the re-
production of traits necessary for effi-
cient market transactions in the absence
of complete contracting.

To see how this might be the case, 1
will consider a subset of norms which I
call nice traits; these are behaviors
which in social interactions confer
henefits on others. Others would like to
be paired with those exhibiting nice

“traits in an interaction. Included are

such strategies as conditional or uncon-
ditional cooperation in a prisoners’ di-
lemma game, contributing rather than
withholding in a public goods game, or
playing dove in a hawk-dove game.2l As
my subsequent examples will confirm, it
is not possible to generalize about the
effect of markets on socially valued
norms: “nice traits” may sustain collu-
sion where competition would be mare
socially beneficial, for example (Rose-
Ackerman 1997). Using a model similar
to that presented abave, I (1996} show
that allocation rules which closely con-
form to idealized markets may support
lower equilibrium population frequen-
cies of nice traits, by comparison with
alternative allocation rules which devi-
ate from the market ideal. The intuition
behind this result is that behaviors de-
termined by nice traits affect others in
non-contractible ways, and the regula-
tion of non-contractible behaviors
through market-like interactions gener-

21 Bowles {1996) gives the following definition:
in a population with traits x and 2 the latter indi-
cating all other traits, x is a nice trait if mlxx) >
a{x,x’), wle'x) > nle'y), and  mix) > mixtx)
Other nice traits are “learn” rather than “imitate”
in games of conformism and learning of the type
studied by John Cenlisk (1980) and Boyd and
Richerson {1983).
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ates analogues to familiar market failures
which in many cases may be attenuated
by deviations from the market ideal.

To see why this might be true con-
sider the various ways—identified by bi-
ologists, students of cultural evolution,
and evolutionary game theorists—that
nice traits might flourish in a large
population. All, I will suggest, may be
weakened by the impersonality and
ephemerality of contact that charac-
terize markets. First, frequently re-
peated interaction of a given pair of in-
dividuals provides opportunities to
sanction violations of norms and to re-
ward nice traits. By contrast to other al-
location rules, the ephemerality and
anonymity of market interactions
clearly militate against repeated pair-
ings and hence against this mechanism
for supporting nice traits. Second, fre-
quent interaction of a limited number
of people likewise lowers the cost of ac-
quiring information about the recent
behaviors of others, thus increasing the
value of acquiring a reputation for he-
ing “nice ”?? The impersonality and
ephemerality of contact in markets
clearly militate against these mecha-
nisms favoring nice traits.

The third mechanism—segmenta-
tion—is less familiar to economists,
having been introduced by biclogists as
“games among relatives.”>3 Where, as in
the model introduced above, popula-

12 Baowles and Gintis {1897a) define a level of
“optimal parochialism” based on the latter mecha-
nism in a model of endogenous group formation in
a largﬁ! population. In a population paired te play
one shot prisoners’ dilemma games with the strat-
egy set augmcntcd b)! an opportunity to pay a cost
ta determine the type of the other agent and to
cooperate if the other is either a cooperatar or an
“inspector,” the fraction of defectors in a {stable,
interior} equilibrium population distribution varies
linearly wi?h the cast of inspection.

23 Grafen {1979) and Robert Axelrod and Wil-
liam Hamilton (1881). Bowles (1996) and Bowles
and Gintis {1998) study the effect af segmentaticn
on the evolution of nice traits in a large popula-
tion.

tions are segmented so that individuals
of a given “type” tend to interact dis-
proportionately with one another, nice
types will be favored. For example, if
because of geographical or cultural seg-
mentation, the probability of interact-
ing with one’s own type is greater than
the population frequency of the trait,
the equilibrium level of the nice trait
will exceed the equilibrium distribution
of traits in a population under random
pairing. The reason is that segmentation
partially internalizes the externality as-
sociated with the nice trait: the non-
random pairing means that the benefits
of niceness are disproportionately likely
to be conferred on others bearing nice
traits, thereby favoring the replication
of nice traits. To the extent that the im-
personality (and hence anonymity) of
markets erodes the bases of segmenta-
tion, markets inhibit this mechanism
that fosters the proliferation of nice
traits.

Finally, socially beneficial culturally
transmitted traits may evolve if the
pressure of cultural group selection is
sufficiently strong. This occurs when
the prevalence of nice traits in a sub-
group enhances the average perfor-
mance of the group sufficiently to allow
the trait to proliferate even if it is dis-
advantaged in replication within each
group. Group selection pressures vary
with the extent of group differences in
the distribution of traits among the sub-
groups in a large population, which in
turn depends on the level of migration
among groups and the extent to which
the formation of new groups contrib-
utes to between group differences, for

“example by favoring the formation of

groups which are more homogeneous
than the population as a whole (Boyd
and Richerson 1990}. High entry and
exit costs and other supports for popula-
tion segmentation sustain the group dif-
ferences which render the pressure of



94 Journal of Economic Literature, Vol. XXXVI (March 1998)
Maodel Effect favaring the Necessary structural Relatianship to
replication of nice fraits characteristic idealized markets
Retaliation Punishment of Frequent or long Unlikely given

Taylor (1976}, Drew antizacial behaviors
Fudenberg-Eric Maskin

(1956)

lasting interactions ephemerality

Enhanced value
of reputations
for niceness

Reputation Kreps (1990),
Carl Shapiro (1983),
Bowles and Gintis {1997a)

Low cost of
infarmation
about others

Unlikely given
impersanality,
ephemerality

Segmentation

Grafen (1973), Hamilton
{1975}, Axelrod-Hamilton
{1981}

Advantageous
pairing for those
with nice traits

Non random
pairing of agents

Unlikely given
impersanality, law
entry and exit
casts

Group selection
David Wilson and Elliot
Sober {1994}, Boyd and
Bicherson {1990}

Enhanced group
selection pressures
favor nice traits

Limited intergroup
migration, nan-randam
group formatian

Unlikely given low
entry and exit costs
and impersonality

Figure 3.

group selection effective. The low entry
and exit costs typical of markets—by
comparison to other allocation rules—
weaken the pressures of group selec-
tion.

Figure 3 summarizes these four
mechanisms supporting the replication
of nice traits, and the manner in which
market allocation rules may undermine
them.?¢ Because these conjectures pre-
dict differences between the distri-
bution of cultural traits in whole popu-
lations, adequate testing would require
comparative data in which entire popu-
lations governed by more or less market
like arrangements are the units of
analysis. As the following studies sug-
gest, however, less demanding tests us-
ing experimental data on a common
pool of subjects under varying institu-
tional conditions suggest that deviations

24 The bibliographic references merely give ex-
amples of the reE:vant models; inferences con-
cerning the relationship bhetween economic insti-
tutions and the evolution of norms are my own.

How Markets May Discourage the Evolution af Nice Traits

from idealized markets induce
“nice behaviors.”

We have seen already that even in
experimental markets characterized
by complete contracting and distri-
butionally extreme (unfair) equilibrium
outcomes, the competitive equilibrium
implied by self-regarding preferences
is rapidly obtained in a wide wvariety
of subject pools. This does not occur
in experimental markets with incom-
plete contracts. In a series of experi-
ments, Fehr and his co-authors have
found that contractual incompleteness
induces a pattern of reciprocity among
subjects which has durable effects on
competitive equilibrium (Fehr and
Jean-Robert Tyran 1996; Fehr et al.
1997; and Fehr, Gaechter, and Georg
Kirchsteiger 1997). For example in an
experimental labor market in which ef-
fort is selected by the “worker” after a
wage offer is made by the “firm,” the
subgame perfect equilibrium based on
self-regarding preferences in a one time

may
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interaction (offer the lowest wage, pro-
vide the lowest effort level) does not ac-
cur. Rather, “firms” offer wages higher
than necessary and “workers” recipro-
cate by working harder than the mini-
mum.

Relatedly, Kollack (1994, p. 341) in-
vestigated “the structural origins of
trust in a system of exchange, rather
than treating trust as an individual per-
sonality variable” with similar results.
Using an experimental design based on
the exchange of goods of variable qual-
ity, Kollock found that trust in and com-
mitment to trading partners as well as a
concern for one’s own and others’
reputations emerges when product
quality is variable and non-contractible
but not when it is contractible. These
experimental results appear to capture
some of the structure of actual ex-
changes. Ammar Siamwalla’s (1978}
study of marketing structures in Thai-
land contrasts the impersonal structure
of the wholesale rice market—where
the quality of the product is readily as-
sayed by the buyer—with the personal-
ized exchange based on trust in the raw
rubber market—where quality is impos-
sible to determine at the point of pur-
chase.

These experimental results suggest
that trust or reciprocity may depend on
the form of the contract, contractual in-
completeness leading to trusting and re-
ciprocal behaviors, and conversely.
Fehr, Gaechter and Kirchsteiger (1997}
present a surprising case of this in their
experiments with “firms” and “workers.”
When they provided more complete
contracting of labor effort through
monitoring and the imposition of fines
on workers in cases of verified shirking,
worker effort significantly declined.
Their interpretation is that explicit in-
centives may destroy trust- and reci-
procity-based incentives.

Outside the experimenter’s lab, of

course, the degree of contractual in-
completeness is not exogenous, and it
may respond to the levels of trust and
reciprocity exhibited by the relevant
population of traders. For example,
lower levels of trust and reciprocity
would plausibly lead those designing
contracts and the relevant enforcement
environments to be willing to pay more
for more complete contracts. Greif's
(1994} analysis of the divergent cultural
and institutional trajectories of the
Genovese and Maghribi traders in the
late medieval Mediterranean provides a
well documented historical example.
The individualism of the Genovese trad-
ers precluded the communitarian en-
forcement techniques of the Maghribi
traders; but it also provided an impe-
tus for the development and perfection
of ultimately more successful third
party enforcement of claims by the
Genavese.

If levels of trust and reciprocity on
the one hand and contractual incom-
pleteness on the other are mutually de-
termining one may define an equilib-
rium set of norms and contracts. If the
nature of the mutual influences are as I
have suggested, there may be any num-
ber of these equilibria, some with high
levels of trust and relatively incomplete
contracts (like the Maghribi traders}
and others with the converse (like the
Genovese). If this vastly oversimplified
view captures something about the dy-
namics of cultural change, we might ex-
pect rapid shifts in both norms and con-
tracts where exogenous events “tip” the
society from the basin of attraction of
one norm-contract equilibrium to an-
other. Thus, it seems reasonable that

~some of the apparently profound cul-
~ tural changes associated with the exten-

sion of markets in previously non-mar-
ket systems might be explained by the
structural characteristics in Figure 3
along with the increasingly contractual
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nature of transactions between people
and the related incentives to reallocate
time and effort away from human in-
vestments which are specific to a par-
ticular relationship (trust, ethnic or
communal capital) and toward general
investments (schooling}.

Florencia Mallon’s (1983) study of
- the growth of markets—particularly la-
bor markets—and the erosion of com-
munity institutions in the central high-
lands of Peru during the early twentieth
century suggests that some of the above
mechanisms may have been at work.
Central to the institutions of local soli-
darity among residents was the practice
of contributing labor to road building,
irrigation, and other communal proj-
ects: “Community membership itself,
and access to village resources was
defined in terms of a quota of labor
time that households owed to the com-
munity as a whole.” With the extension
of labor markets, many found employ-
ment in distant mines for extended pe-
riads of time, eventually converting the
labor dues they owed to the community
to cash payments collected and sent
home by migrants associations in the
mining towns. But “migration, by com-
modifying relationships and separating
them out from the intricately woven
fabric of local life, was changing the
very context within which community
could be defined”{Mallon 1983, pp.
264-65).

Traditional institutions were further
undermined by the sale of common
lands (or charging fees for the use of
the common lands) and the use of the
proceeds to build schools and roads. In-
creased access of the richer peasants to
distant markets for their produce freed
them of dependence on the locality.
The obligation to provide communal la-
bor—ar even maney payments in their
stead—thus became unenforceable, and
the practice declined. The institutions

which had directed community mem- -
bers’ efforts and imagination toward
common projects, and the dense net-
work of social relationships sustaining
this gave way to investments—schooling
and transportation—whose returns were
relatively independent of the commu-
nity social fabric, and contributed little
to it.25

The ethnographic literature on the
environmental degradation of local
commons provides numerous examples
of similar processes (Jean-Marie Baland
and Platteau 1995).

7. Markets, Firms, and Tasks

It is only our Western societies that quite re-
cently turned man into an economic animal.
But we are not yet all animals of the same
species.

Marcel Mauss ([1925]1967, p. 74)

Learning by doing is a ubiquitous
form of personal development; it ap-
plies to preferences no less than to
skills. The activities we engage in and
the tasks they present to us are not fully
determined by technology; they depend
as well on economic institutions. Thus
economic institutions may shape prefer-
ences by influencing the tasks we per-
form.

We know from the experiments of
Sherif {1937), Breer and Locke (1965},
and others that task performance affects
values. Relatedly, a substantial ethno-
graphic literature suggests that differ-
ing modes of livelihood are associated
with differing general attitudes and val-
ues. Edgerton’s (1971} cross-cultural
comparisons, for example, revealed a
large and statistically significant rela-
tionship between the predominance of
pastoral as opposed to farming liveli-
hoods and the general cultural valuation

%3 An analogous process, occurring in Botswana,
is described by T. §. Zufferey (1986). See also
Rau! and Luis Gareia-Barrios {1930).
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of independence.26 A plausible mecha-
nism for both the Edgerton and the
Breer and Locke findings is that strate-
gies found successful in coping with the
tasks defined by one sphere of life are
generalized to other realms of life. Be-
cause markets and other economic insti-
tutions affect the kinds of tasks we con-
front and structure rewards and
penalties to various behaviors, we may
presume that they affect learning.

What, then do market tasks teach?
Lane (1991, p. 11) reasons that the be-
lief that one is effective in influencing
his or her fate {called self-attribution}:

is learned from experiences of acting and see-
ing the world respond, contingent responses.
[Because] a transaction . . . requires mutually
contingent responses . . . an economy based
on transactions teaches self-attribution.

I know of no evidence for or against
this plausible conjecture; but if true, the
effects on self-attribution may well de-
pend on the structure of the relevant
markets. '
Consider, first, the following counter
intuitive example. Market interactions
are particularly likely to contribute to
the sense of personal efficacy under
conditions which allow what I term con-
sumer sovereignty with teeth—that
which aoccurs when the consumer’s pur-
chase confers a rent on the seller be-
" cause price exceeds marginal cost. In
this situation the consumer who
switches to another supplier imposes a
cost (the loss of the rent) on the seller
(Gintis 1989). In this sense monopo-
listically competitive markets may pro-

% Independent minded people may become
herders rather than farmers, of course, gut Edger-
ton’s results are robust even when the pastoral-
ism/farming measure is not the actual means of
livelihaod {e.g., livestock ownership} but rather
the geographical suitability of the relevant loeale
for each of these two pursuits, The relevant corre-
lations are only slightly diminished when the un-
detlying, and presumably exogenous, measure is
used.

vide at least as fertile a ground for the
development of a sense of personal effi-
cacy as do perfectly competitive mar-
kets: the latter will - exhibit a larger
number of potential suppliers, while the
former will exhibit the stronger version
of consumer sovereignty (because the
consumer confers a rent on the seller
whenever p > me) albeit vis 4 vis a
maore limited array of suppliers.

If Lane is right that markets teach
self-attribution or personal efficacy, the
extent to which this is true appears to
depend on one’s success in market ac-
tivities: income predicts self-attribution
better than other demaographic variables
including level of schooling; whites are
more self-attributing than  African
Americans; men are more self-attribut-
ing than women; and self-attribution
rises with age until leveling off in mid-
dle age .27

What the market teaches depends not
merely on the degree of success as
measured by income, but also on the
structural location in a market situation.
That the ipability to find suitable em-
ployment may undermine ones’s sense
of efficacy is unsurprising, but having a
job can do the same. The relevant fea-

“ture of the labor market is that it re-

quires employees to relinquish (sub-
stantial, but not unlimited) authority

27 Gerald Gurin and Patricia Gurin (1976);
James Birren, Walter Cunningham, and Koichi
Yamamoto (1983}). In the former study the normal-
ized regression coefficient of income in a multiple
regression predicting a measure of personal effi-
cacy is twice as large as that for education and
three times as large as that for race (p. 137). Lon-
gitudinal evidence suggests that intemalit(i/ {or
self-attribution) and success are mutually deter-
mining: while an internal locus of control contrib-
utes to success, the reverse is also true {Andrisani
and Nestel 1978). The strong relationship between
incame and self-attribution may thus arise because
the more self-attributing people are also more sue-
cessful (rather than the other way around}; bhut
this reasoning obviously dees not apply to the sub-
stantial correlations with exogenous determinants
of economic suecess such as race, gender, and age.
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over their actions to the employer (Her-
bert Simon 1951). The employer’s
authority can be effectively wielded
because the labor market does not
clear, and the employee is thus not in-
different to having the job or losing it
(Bowles and Gintis 1992, 1993). Of
course employees differ greatly in the
degree to which they are subjected to
hierarchical authority; and these differ-
ences appear to have psychological con-
sequences.

Over a period of three decades Kohn
and his collaborators have studied the
relationship between one’s position in
an occupational hierarchy and the indi-
vidual’s valuation of self-direction and
independence in their children, intel-
lectual ftlexibility, and persenal self-di-
rectedness, concluding that “the experi-
ence of occupational self direction has a
profound effect on people’s values, ori-
entation, and cognitive functioning”
(Kohn et al. {1990}, p. 967, see also
Kohn 1969, 1990). His collaborative
study of Japan, the U.S. and Poland
(1990) based on sample surveys of male
employees {from the 1960s and 1970s)
yielded cross culturally consistent find-
. ings: people who exercise self-direction
on the job, also value self-direction
more in other realms of their life (in-
cluding child-rearing and leisure activi-
ties) and are less likely to exhibit the
nexus of traits termed the authoritarian
personality. (See Kohn and Schooler
1983, p. 142.)

These results do not arise because
self-directed people select (or are se-
lected into) jobs where occupational
self-direction is substantial. In a series
of related studies using longitudinal
data, Kohn and his colleagues use two
stage least squares estimation to ad-
dress the question of reciprocal
causation (personality dimensions as
causes of job position); effects in both
directions are found, but the job to per-

sonality causal effects are robust.28
Compared to direct measures of occu-
pational self-direction, covarying influ-
ences such as income, race, ethnicity,
family structure, religion, and education
were considerably less robust and con-
sistent predictors of personality and
tastes.

Kohn and his co-authors reason that
“social structure affects individual psy-
cholagical functioning mainly by affect-
ing the conditions of people’s own
lives.” Summarizing his earlier work on
child rearing, Kohn (1969, p. 189}
wrote:

Self direction, in short, requires opportuni-
ties and experiences that are much more
available to people who are more favorably
situated in the hierarchical order of society,
comformity is the natural consequence of in-
adequate opportunity to be self-directed.

But why should work experiences affect
child-rearing values and leisure time
preferences? Kohn concludes that: -

The simple explanation that accounts for vir-
tually all that is known about the effects of
job on personality . . . is that the processes
are direct: learning from the job and extend-
ing those lessans to off-the job realities.”

Thus, just as the wide range of choices
and contingent reinforcement charac-
teristic of consumer goods markets may

28 See Kohn and Carrie Schoenbach {1983}, Jey-
lan Mortimer, Jon Lorence, and Donald Kumka
{1984, p. 113) use similar methods to address the
prablem of endogeneity of occupational selection,
and report a substantial caunsal effect of occupa-
tionally determined work autonomy on the sense
of self-confidence.

23Kohn (1990, p. 59). Gabriel Almond and Sid-
ney Verba (1963, pp. 180ff, 364{f) provide further
evidence that worl?experiences are assgciated with
generalized subjective orientations. Across all oe-
copational types in five different countries, those
who were consulted on the jobh scored significantly
higher on a measure of subjective civic campe-
tence measuring the sense of] personal efficacy in
dealing with local and national government boﬁes.
Differences {between those consulted and those
rnot) in subjective competence scores within broad
job types were larger tﬁan the differences hetween
Jjob types.
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promote personal efficacy, the surrender
of authority to employers which charac-
terizes the labor market appears to sup-
port far-reaching psychological effects,
some of which undermine the sense of
being in control of one’s life.

Unlike Kohn’s studies, most research
on the relationship between job struc-
tures and personality do not adequately
address the problem of mutual causa-
tion mentioned above. Robert Karasek
(1978) however, was able to study
the behavioral effects of exogenous
changes in job structure (including
hoth expert and self-reports of job char-
acteristics) using panel data on the
Swedish labor force over the years
1968-1974, a period of considerable ex-
perimentation with job redesign. He
found that;

warkers whose jobs had become more passive
also became passive in their leisure and po-
litical participation and workers with more
active johs became more active. These find-
ings were significant in eight out of nine sub-
populations controlled for education and fam-
ily class background. Karasek (1990, pp.
53-54)

The effect of economic institutions
on task performance and hence an per-
sonality may go beyond those stressed
by Kohn and Lane. The seemingly de-
sirable attribute of markets stressed by
Schultze above—that they make few de-
mands on our ethical reasoning—may
have a negative counterpart in a re-
duced salience of moral concerns or ca-
pacity for moral reasoning. A recent
public goods experiment suggests that
these market effects may be important
(Norman Frohlich and Joe Oppenheimer
1995). Subjects played five-person pub-
lic goods games under two conditions:
one group played the standard contribu-
tion game and the other played a modi-
fied game in which a randomized as-
signment of payoffs similar to the
Rawlsian veil of ignorance made it opti-

mal to contribute the maximal amount
to the public good. Half of the subjects
{in each treatment) were allowed to en-
gage in discussion prior to each play (of
course the discussion should have had
no effect on the outcome of the stan-
dard game, as the dominant strategy is
to contribute nothing). After eight
rounds of play another seven rounds
were conducted, this time with the
same groups but with all playing the
standard game. Among those who had
been permitted discussion, those who
had experienced the incentive compat-
ihle modified game contributed signifi-
cantly less in the final seven rounds
than those whose only experience was
the standard game, and (in subsequent
questionnaires} revealed that their be-
havior was less guided by considerations
of fairness.

The authors’ explanation of this strik-
ing finding is that the incentive compat-
ible mechanism rewarded those con-
tributing to the public good, thus mak-
ing self interest a good guide to action,
while those experiencing the standard
game succeeded only to the extent
that they evoked considerations of fair-
ness as a distinct motive. They con-
clude

The failure of the . . . (incentive compatible]
mechanism to confront subjects with an ethi-
cal dilemma appears to lead to little or no
learning in ethical hehavior in the subsequent
period. . . . It is an institution, like other in-
centive compatible devices, which can gener-
ate near optimal outcomes. . . . However
fram an ethical point of view it is not only
unsuccessful as pertains to subsequent behav-
ior; it appears to be actually pernicious. It un-
dermines ethical reasoning and ethically mo-
tivated hehavior. (Frohlich and Oppenheimer
1995, p. 44)

Thus far I have considered the direct
effects of markets and other economic
institutions on the evolution of prefer-
ences. But there are indirect effects as
well.
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8. Markets and the Process of Cultural
Transmission

.. . the modern and the traditiona! conscicus-
ness of the [early 19th century] French peas-
ant contended for mastery [in]. . .the form
of an incessant struggle between the school-
masters and the priests.

Kar! Marx ([1852]1963, p. 125}

Here I consider the influence of eco-
nomic institutions on the structure of
social interactions which make up the
process of cultural transmission, that is
on child-rearing practices, childhood
and adolescent socialization, and the
availability of and sometimes compul-
sory exposure to entirely new cultural
models such as teachers and media fig-
ures. Some of these effects are the in-
tentional result of people’s attempt to
acquire and to teach their children
those traits required for adequate func-
tioning in the social system; other ef-
fects are entirely unintended.

One avenue for the effects of eco-
nomic organization on cuoltural trans-
mission, the existence of a connection
between forms of livelihood and pat-
terns of child rearing, has been widely
documented. Herbert Barry, Irvin
Child, and Margaret Bacon (1959} cate-
gorized 79 mostly non-literate societies
. according to the prevalent form of live-
lihood (animal husbandry, agricultural,
hunting, and fishing) and the related
ease of food storage or other forms of
wealth accumulation, the latter being a
well documented correlate of dimen-
sions of social structure such as stratifi-
cation. They combined these with evi-
dence on the dominant forms of child

rearing including obedience training,
self-reliance, independence, and re-
sponsibility. They found large differ-
ences in the recorded child-rearing
practices, concluding: “knowledge of
the economy alone would enable one to
predict with considerable accuracy

whether a society’s socialization pres-
sures were primarily toward compliance
or assertion.”3% Other studies have
confirmed consistent relationships be-
tween these group differences in child-
rearing practices and group differences
in various measures of psychological
functioning (Witkin and Berry, 1975).
For example, hunter gatherer societies
stress in their child rearing (and achieve
in their adults) greater independence,
while more stratified agricultural socie-
ties stress {and achieve) greater obedi-
ence.

These results suggest economic struc-
tural effects on child rearing and
thereby on personality, but do not shed
light on the effects of modern economic
institutions; indeed markets played a
limited role in most of the societies
studied by Barry, Bacon, and Child and
Witkin and Berry. The expansion of
markets may have had its largest impact
in rendering inadequate the previously
dominant family-based and heterogene-
ous forms of socialization studied by
these authors. Ernest Gellner's (1983)
account of the rise of nationalism is
based on the transformation of sociali-
zation required by the spatial extension
of the division of labor made possible
by markets:

In the closed local communities of the agrar-

ian or tribal worlds, when it came to commu-

nication, context, tone, gesture, personality
and situation were everything . . . Among in-
timates of a close eommunity, explicitness

would have been pedantic and offensive [p.
33] . . . [but] the requirements of a modern

0 The statistical relationships observed were
not explainable by the covariation of child-rearing
practices and type of livelihood with other mea-
sures of social structure such as unilinearity of de-
scent, extent of polygyny, levels of participation of
women in the predominant suhsistence activity,
size of population units, and the like. A society-
level rather than individual approach has been
adopted in much of the cross cultural literature on
child rearing. See the work of Beatrice and John
Whiting (Whiting 1963, |. and B. Whiting 1975).
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economy obliges [us] to be able to communi-
cate contextlessly and with precision with all
comers in face to face ephemeral contacts. {p.
140;

This requires

sustained frequent and precise ecommunica-
tion between strangers involving a sharing of
explicit meaning, transmitted in a- standard
idiom and in writing when required. For a
number of converging reasons this society
must be exo-educational: each individual is
trained by specialists, not just by his own lo-
cal group, if indeed he has one. (p. 34)

As a result there emerged “a school
transmitted culture not a folk transmit-
ted one” (p. 38) in which children were
“handed over by their kin groups to an
educational machine” {(p. 37). Universal
schooling may be represented as a par-
ticular assignment of cultural models to
children, one unprecedented in its di-
vorce from family and degree of centrali-
zation.?) As a result the cultural trans-
mission  processes became markedly
more conformist as cultural models were
selected from (or by) dominant groups
and a society-wide socialization system
intruded into what was once an entirely
local learning process.

We know strikingly little about the
cultural impact of these historically
novel forms of socialization; most stud-
ies of the impact of schoaling and its
relationship to the economy have
stressed the contribution of schooling
to cognitive functioning, not to values
or personality. But the evidence that
personality effects of schooling are im-
portant is substantial, if indirect. The
substantial and apparently causal rela-
tionship between years of schooling at-
tained by an individual and subsequent
labor market earnings presents a puz-

3 Robert Dreehen’s {1968) book on the social-
ization tasks of schooling develops a similar argu-
ment based on “the liberating effect” of “the sepa-
ration of the workplace from the household” (p.
129}. See also Gintis {1971; and Bowles and Gintis
{1997k}

zle, for available data suggests that a
large part of the schooling-earnings re-
lationship is not mediated by the effect
of schooling on the level of cognitive
functioning. Schools make people
smarter, and richer, but the latter ef-
fect—at least in the U.S.—is surpris-
ingly independent of the former. The
relevant evidence is this: the estimated
effect of schooling on earnings is anly
modestly reduced if the individual level
of cognitive skill is econometrically
“held constant” by inclusion in an earn-
ings function.3?

Gintis and I (1997h} suggest that
schooling may raise earnings through its
contribution to the acquisition of such
personality traits as a lower rate of time
preference, a lower disutility of effort,
or a cooperative relationship to author-
ity figures, which are relevant to the
work situation but which are not meas-
ured on the existing cognitive measures.
We motivate this hypothesis using a
standard principal agent model of the
problem of labor discipline in an em-
ployment relationship characterized by
incomplete contracts. If we are right,
the structure of schooling would con-
tribute to preparation for adult rales in
a manner not dissimilar to that sug-
gested by the Bacon, Child, and Barry
study. But do schools produce these
non-cognitive  employment - related
traits?

To the best of my knowledge only
one study has attempted to provide an
answer; it does not provide a satisfac-
tory basis for generalization, but it is
nonetheless worth reviewing. The strat-
egy of the study was to see if schools
rewarded (and thus inferentially fos-
tered the development of) people with
the same personality traits that are val-
ued by employers. In parallel investiga-

32 Gintis (1971) first demaonstrated this. Bowles
and Gintis (1997h) reviews the large number of
relevant estimates aver a 40 year period.
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tions in distinct populations conducted
during the early 1970s, Richard Ed-
wards (1977) used peer-rated personal-
ity measures of employees in both
private and public employment to
predict supervisor ratings of these
workers. Peter Meyer (1972) used the
same peer rated personality variables to
predict grade point averages of students
in a high school, controlling for
SAT(verbal and math) and 1Q. Edwards
found that employees judged by their
workplace peers to be “perseverant,”
“dependable,”. “consistent,” “punctual,”
“tactful,” “identifies with work,” and
“empathizes” had significantly higher
supervisor ratings, while those judged
by their peers to be “creative” and “in-
dependent” were ranked poorly by su-
pervisors. Meyer found virtually identi-
cal results for the high school students
in his grading study: the exact traits
predicting favorahle supervisor ratings
in the Edwards study, predicted good
grades (holding constant cognitive
scores). Teachers and employers in these
samples reward the same personality
traits.33

9. Conclusion

Political writers have established it as a
maxim, that, in contriving any system of gov-
ernment . . . every man ocught to be supposed
to be a knave and to have no other end, in all
his actions, than his private interest. '

David Hume ([1754]1898 p. 117}

Lawgivers make the citizen good by inculeat-
ing habits in them, and this is the aim of
every lawgiver; if he does not succeed in do-
ing that, his legislation is a failure. It is in this
that 2 good constitution differs from a bad
one.

Aristotle (1962, p. 1103)

3 We would like to know (but do not} if schools
roduce the traits they reward, and if traits valued
Ey supervisors are rewarded by enhanced pay. The
underlying studies are reported and compared in
Bawles and Gintis {1576).

Economists have followed Hume,
rather than Aristotle, in positing a given
and self-regarding individual as the ap-
propriate behavioral foundation for con-
siderations of governance and policy.
The implicit premise that policies and
constitutions do not affect preferences
has much to recommend it: the premise
provides a common if minimal analyti-
cal framework applicable to a wide
range of issues of public concern, it
expresses a prudent antipathy toward
paternalistic attempts at social engi-
neering of the psyche, it modestly
acknowledges how little we know about
the effects of economic structure and
policy on preferences, and it erects a
barrier both ta ad hoc explanation and
to the utopian thinking of those who in-
voke the mutability of human disposi-
tions in order to sidestep difficult ques-
tions of scarcity and social choice.
Realism, however, cannot be among the
virtues invoked on behalf of the exoge-
nous preferences premise.3* Economic
institutions, we have seen, may affect
preferences through their direct influ-
ences on situational construal, forms of
reward, the evolution of norms, and
task related learning as well as their in-
direct effects on the process of cultural
transmission itself.

One hopes that the active research
agenda now being pursued by econo-
mists, other social scientists and biolo-
gists in this area may soon allow more

3¢ Indeed Hume, immediately following the pas-
sage just quoted, muses that it is “strange that a
maxim should -be true in polities which is false in
fact.” While in academic settings most economists
still adhere to the exogenous preferences canon
and its “de gustibus non est disputandum”
(George Stigler and Becker 1977} implication,
many appear aware of its limitations when it
comes to evaluating institutions and policies. Thus
Becker (1995, p. 26) refers to “the effects of a
free-market system on self-reliance, initiative, and
other virtues” and referring to government trans-
fers to the poor, claims that “the present system
corrupts the values transmitted to children.”
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confidence in assessing the empirical
magnitude and generality of these ef-
fects.?3 The following research priori-
ties seem particularly important.

First, we know very little about the
process of cultural transmission—who
acquires what trait from whom, under
what conditions, and why. Yet this in-
formation is critical to understanding
how economic institutions may impact
on preferences. Empirical studies of the
relative importance of parents, other
family members, friends, teachers, and
others in cultural learning, and the in-
terplay of cultural and genetic transmis-
sion would be very valuable.

Second, while we have evidence that
traits acquired in one environment are
then generalized to others (recall
Kohn’s studies of child rearing} we do
not know how this takes place or how
persistent the traits may be once the in-
itiating environment is withdrawn.

Third, because imitation of prevalent
traits, or enforced conformism may play
an important role in the transmission of
cultural traits, comparative studies of
whole societies may provide insights not
available in individual-based studies. An
example may make this clear. Recall
that Edgerton (1971, p. 195) found that
pastoralists valued independent action
more than farmers, But farmers in a
predominantly pastoral tribe valued in-
dependence more (almost twice as
much by his measure} than farmers in
predominantly farming tribes, while
pastoralists in predominantly - farming
tribes valued independence consider-
ably less than did pastoralists in the pas-
toral tribe. Thus it appears that the pre-
dominant livelihood in a tribe may have
cultural effects beyond the effects of
the livelihoad of the individual. Analysis
of individual data within a single cul-

3 pvner Ben-Ner and Louis Putterman {1997)
is a valuable collection of relevant work by econg-
mists,

tural group this may miss important ef-
fects of economic institutions operating
on group differences. Comparative
analysis of economic experiments im-
plemented in the differing economic
environments of distinet societies, in-
cluding those with premodern economic
institutions, would be illuminating.

I emphasize empirical studies be-
cause the proliferation of relevant theo-
retical models in economics has not been
matched by empirical investigation. But
important contributions could be made
by two types of conceptual work.

Fourth, experiments in economics,
sociology, and psychology have raised
serious doubts about the behaviaral ac-
curacy of the minimalist conception of
homo economicus: the individual actor
with self-regarding and outcome-based
preferences. Much of the impact of eco-
nomic institutions on behavior may oc-
cur through the ways that particular in-
stitutional settings prompt individuals
to draw one or another response—
whether self-regarding, spiteful, gener-
ous, or other—from their varied behav-
ioral  repertoires. A concept of
preferences more adequately grounded
in the empirical study of behavior
would assist in analyzing these pro-
cesses.

Finally, an integration of the insights
of the theory of cultural evolution with
those of evolutionary game theory
seems likely to be insightful, especially
in view of the apparent importance of
conformism in cultural transmission
{and hence the needed modification of
the concept of cultural equilibrium as
suggested in Section 3}.

Shortcomings of the existing empiri-
cal studies and the unsatisfactory “black
box” nature of extant knowledge of
social learning notwithstanding, the
weight of both reason and evidence
point strongly to the endogeneity of
preferences. If preferences are indeed
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endogenous in the senses suggested
here, four implications follow.

First, economics pays a heavy price
for its self-imposed isolation from the
other behavioral sciences. At its sim-
plest, the conception underlying con-
temporary disciplinary boundaries is
one of society marked by an implausible
degree of specialization among institu-
tions: families and religious institutions
shape culture, governments govern, and
economic institutions allocate re-
sources. These disciplinary boundaries
have favored the development of paro-
chial, incompatible, and inadequate
models of human behavior in the wvari-
ous disciplines, ranging from the over-
socialized homao sociologicus to the un-
dersocialized homo economicus (Mark
Granovetter 1985). Recognition of the
cultural effects of markets {and other
economic institutions) may foster a
more unified approach to the behavioral
sciences, a benefit of which might be
the more successful resolution of out-
standing puzzles in economics.38

Second, the effectiveness of palicies
and their political viability may depend
on the preferences they induce or
evoke.37 Hirschman (1985, p. 10} points

36 For example, given the poor empirical show-
ing of most theories of wages {Truman Eewley
1985) an adequate understanding of wage setting
institutions—ineluding why employers do not ien-
erally charge job fees (H. Lorne Carmichael
1985)—would seem to require an account embrae-
ing effects of wages on such preferences as the
disutility of labor and perceptions of just treat-
ment, along lines suggested by Akerlof's (1984)
analysis of gift excEange and Robert Solow's
{1990) treatment of “labor markets as social insti-
tutions,” as well as the work of Fehr and his co-
author mentioned abave.

37 Romer's (1996) account of the origins and
evolution of the social security system addresses
the ways that income transfer programs shape
preferences; and Frey's (1997} econometric study
of tax compliance in Switzerland explores the way
that different constitutional arrangements affect a
predisposition to tax avoidance. On the impor-
tance of considering the impact of environmental
policy on environmental preferences see Cass
Sunstein (1993).

out that economists typically assume
otherwise and for this reason propose

to deal with unethical or antisocial hehavior
by raising the cost of that behavior rather
than proclaiming standards and imposing pro-
hibitions and sanctions. The reason is prob-
ably that they think of citizens as consumers
with unchanging or arbitrarily changing tastes
in matters civic as well as commodity-related
behavior. . . . A principal purpase of publicly
proclaimed laws and regulations is to stigma-
tize antisocial behavior and thereby to influ-
ence citizens’ values and behavioral codes.

Frohlich and Oppenheimer’s and Fehr
and Gaechter’s experiments above sug-
gest that raising the cost of an antisocial
behavior and other incentive compatible
devices may actually do harm. Moreover,
the analysis in Section 6 of the evolution
of nice traits suggests that approximating
the market ideal by perfecting property
rights may weaken non-market solutions
to problems of social coordination.
There is thus a norm-related analogue to
the second best theorem of welfare eco-
nomics: where contracts are incomplete
(and hence norms may be important in
attenuating  market  failures), more
closely approximating idealized complete
contracting markets may exacerbate the
underlying market failure (by undermin-
ing the reproduction of socially valuable
norms such as trust or reciprocity} and
result in a less efficient equilibrium allo-
cation. An analogous caution applies to
governmental, family based, or other so-
futions: for example, numerous experi-
ments (as we have seen) suggest that
“earning” a claim on a resource differs in
psychologically important ways from sim-
ply receiving one, and an adequate un-
derstanding of public transfers would
seem to require attention to these ef-
fects.

Third, preference endogeneity gives
rise to a kind of market failure and sug-
gests a reconsideration of some aspects
of normative economics. The influence
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of our preferences on others is not even
approximately captured by contracts:
norms of generosity, non-aggression, or
punishment of antisocial behaviors con-
fer external benefits for example, while
a taste {or addiction) for smoking con-
fers external costs. Because our prefer-
ences have non-contractual effects on
others, how we acquire them is a matter
of public concern.

Just as the process of natural selec-
tion does not generally maximize aver-
age fitness, there is no reason to expect
that the process of cultural transmission
determining the equilibrium distri-
bution of traits in the population will
support a socially optimal outcome. The
cultural equivalent of a market failure
thus results; indeed the long-term per-
sistence of socially and even individu-
ally disadvantageous norms is hardly
open to question, extreme forms of
blood revenge representing a particu-
larly well documented example (Jon El-
ster 1989; Edgerton 1992; Boehm
1984). Because states, communities,
and markets may influence the process
of cultural evolution, any normative
evaluation of the role and scope of
these institutions must attempt to take
their cultural effects into account.

Fourth, there thus may be a novel
public interest in some types of eco-
nomic arrangements which are com-
monly considered private. Uncoerced
exchange among informed adults is
often considered a private realm in
which there is no public interest the ab-
sence of non-contractual effects on
third parties. The philosopher David
Gauthier (1986, pp. 95-96) writes “The
operation of the market cannot in itself
raise any evaluative issues . . . The pre-
sumption of free activity ensures that
no one is subject to any form of com-
pulsion or any type of limitation not al-
ready affecting her own actions as a
solitary individual.” But if preferences

are shaped by markets and other eco-
nomic institutions, both evaluative is-
sues and a public interest may arise, for
an individual's preferences induce ac-
tions imposing non-contractible costs
and benefits on others. Thus part of the
reasoning which conventionally estab-
lishes a public interest in the nature
and amount of schooling —the sociali-
zation of children is to some extent a
public good—would seemingly apply to
the effects of economic institutions on
preferences as well.

A broader concept of market failure
is thus required, one encompassing the
effects of economic policies and institu-
tions on preferences and for this reasan
more adequate for the consideration of
an appropriate mix of markets, commu-
nities, families, and states in economic
governance.38 Such a new welfare eco-
nomics would of course have to con-
front the longstanding liberal philo-
sophical reluctance to privilege some
ends over others; that is, it would have
to address the problem that Hobbes’
mushroom fiction eflides.

38 An example of the reasoning I am recom-
mending is Michael Taylor's (1987) suggestion
that the kinds of opportunism which the Hohbe-
sian state is said to curb might be the consequence
of living under a centralized autharity, or more
succinctly that the Hobbesian state produces Haob-
besian man {and then more or less successfully
curbs him}. Analogous reasoning may apply to
markets and homae economicus. :
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