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I nt roducti on

The subj ect of val ues was once considered to |ie beyond the purview of

econom ¢ science. Preferences, taken as given to the agent and society, were
seen as bei ng about goods, dates of consunption, and states of the world, not
about means (how to behave), or about beneficiaries other than the self. But as
industrial civilization ends a turbulent century with rising anxiety over its
soci al health and cohesion, the subject of values has begun seeping into
econom ¢ di scour se.

That neocl assi cal economi cs viewed val ues as an alien issue may have been
natural given the positivistic spirit of its proponents. Robbins (1932) defined
econom cs as a science of means-ends rel ationships, with the choice of ends
(preferences) being of no account. And when Adam Smith's "Invisible Hand"
revealed itself in the theory of general equilibrium its manifestation was that
of a vector of prices supporting an optimal allocation of resources, with
preferences, technol ogi es, endowrents, and even the structure of property rights
and institutions taken as givens. "De gustibus non disputandumest"” and, a
fortiori, "de noribus," since econonm cs was becom ng a science of prediction and
testing, whereas value statenents are inherently not anmenable to falsification
Assumi ng behavi or based on self-interest, exploring where that |ed using
deducti ve reasoni ng and mat hematics, and

testing the resulting conclusions using data on observabl e choices: these
becarme the net hodol ogi cal Tao of the econonics profession

But as research in the neoclassical tradition expanded, it becane clear

that the econonics of the md-20th century had not really been as self-
consi stent as had been hoped. Assuming profit-maximzing firnms and utility-

maxi m zi ng househol ds possessing full information on their environnents, the
standard theory could i ndeed show how a conpetitive econony would sinmply "run
itself." But once the institutions of the economy were thensel ves to be

expl ai ned, benign and "wel | -behaved" equilibria seened far |ess assured. When,
instead of firns one | ooked at individual possessors of skills, funds, and so
forth, each maneuvering for their own advantages, then the enmergence of entities
havi ng wel | -defined organi zati onal objectives becanme anything but a certainty.
VWen, instead of traders in the market-place exchangi ng honogeneous goods and
nmoney of costlessly verifiable quality, one | ooked at agents trading in the face
of nmonitoring costs and asymetric information, the presunption that the trader
would faithfully fulfill his part in an agreed exchange could no | onger be

mai nt ai ned. And when the very institution of property was considered not as a
gi ven but rather as an outcone of predatory struggles and of collective rule-



maki ng, the view of economic |life as a natter of producing and trading from

gi ven endowrents took on a distinctly quaint appearance.

Taking self-interest to be as thoroughgoi ng as neocl assi ci sm has

heretof ore presuned, and thus letting no institution be taken for granted but
instead insisting that all be explained on grounds of self-interested action by
rati onal individuals, raises the puzzle of how the Invisible Hand gets on with
its work. Are people constantly |ooking for opportunities to steal from and
cheat one another, and do they desist from such acts, where and when they do,
only to avoid expected penalties exceedi ng expected gains, or in the expectation
of gaining through repeated interactions? Beyond the realmof the narrowy
econom c, is such a representation of behavior equally true of participants in
public life, of soldiers on the battlefield, of clergy at the pulpit, of child-
care providers beside their tender charges, of academn cs purportedly seeking
scientific truths? O mght self-interest, rather, be |ess thoroughgoing or

uni versal, or be broader in nature, with some people identifying thenselves wth
others, or feeling better off when acting according to val ues other than the
maxi m zation of their consunption and the avoi dance of effort? And could the

m x of interests, or the weights placed on selfish, altruistic, and noral

consi derations, not be deternined in part by the environnent facing the

i ndi vi dual ?

At one tinme, such questions seemto have led to an inpasse. One could

adopt the nodel of thoroughgoing econonmic man, but at the cost of ignoring
realistic conplexities in human behavi or and psychol ogy. O one could call for
a broader and, we think, nore realistic economcs, but at the seeni ng expense of
formal rigor, and thus condeming one's work to the margins of the discipline's
di scourse. However, recent signs suggest that econom sts stand poi sed, today,
to crack the nut of conplex preferences. In nodels of the fanmily and of savings
behavi or, assumned interdependenci es of wel fare have played increasingly

i mportant roles. In the theory of games and ot her branches of n croeconom cs,
the idea that players or agents nmay be of particular "types" -- nore or |ess
rati onal or opportunistic, for exanple -- has gained a firmfoothold, and the
endogenous determi nati on of these types has begun to be explored. As the
process proceeds, econom sts, usually an inperialistic |ot ever anxious to

i nvade the territory of other disciplines, have shown nore openness to using

i deas fromw thout. Evolutionary biol ogy has provided the nodel of evolutionary
gane theory, psychol ogy has introduced the concepts of nornms and fram ng, and
soci ol ogy has offered notions of reciprocity and reference group

Because trade and conpetition boost prosperity and because universa

honesty woul d reduce the cost of trade, it is easy to see why one mght wi sh for
a world in which people are notivated by self-interest in those choices where
this proves collectively beneficial, but are internally deterred fromacting
self-interestedly in situations in which opportunismis collectively harnful
VWile real societies fall short of this ideal, at |east sone do so, arguably, by
| ess wide a margin than econom sts sonetines presune. This raises the question
VWhat determ nes where along the spectrumfrom"noral" optimumto noral worst
case a given society cones to reside? And the further question: Are any of the
rel evant variables within the scope of human control ?

In this essay, we argue that there is no scientific basis for the

assunption that own well-being or conmand over resources is the exclusive and

i mut abl e concern of human individuals. The natural sciences, evolutionary
biology in particular, and other social and behavi oral sciences, especially

evol utionary psychol ogy, suggest that individual human bei ngs may be genetically
i nclined towards concern not only with their own success in acquiring the
resources necessary for thriving and reproducing, but also with the success of
of f-spring and other kin. They suggest, further, that we will be inclined,
conditionally, towards cooperation with others, towards concern with how we are
vi ewed by others, towards hostility to those who fail to reciprocate our



cooperation, and towards receptivity to noral reasoning that is consistent with
t hese and other propensities. Like all genetic inheritances, such propensities
do not directly dictate characteristics, but rather they are shaped into
characteristics -- in this case, preferences--under the influences of the
environnent in which the genes achieve their expression, with cultural, socia
and econom ¢ factors being anong the nost inportant of these influences upon
human behavi oral predispositions or preferences. Real, evolved human beings are
t heref ore capabl e of cooperation, of coordi nated social behavior, and of

responsi veness to concerns about process, but to degrees that differ depending
upon t he experiences, cues and incentives to which they are exposed.

These | ast points, however, anticipate the approach to studying the

genesi s of values and their relationship to institutions that we will argue for
later in this essay. Before devel oping that approach and our arguments for it
at greater length, though, we first offer further notivation for the nore
general project of studying the relationship of values to institutions, which is
the theme of this volune as a whole. This is done in Part | of our chapter
where we el aborate upon our reasons for believing that econom sts mnust
under st and val ues, and present views on how this m ght be done, draw ng
extensively on recent literature and on our perspectives as students of econom c
institutions and organization.2 |In Part Il, we discuss conceptual and

net hodol ogi cal issues concerning the endogeni zation of values in econonmic

anal ysis. There, we develop our ideas concerning evolved receptivities to
preference patterns, the influence upon these of environmental cues, and the

si mul taneous evol ution of institutions and of preferences, including values. In
Part 111, we explore the endogeni zation of value formation and the
val ues/institutions nexus by way of illustration. A brief conclusion foll ows.

I. Wiy Values Matter in Econom cs

Nunerous lines of argument |lead to the common conclusion that val ues matter

for econonics, and that the two-way interaction between econom c arrangenents
and values merits serious attention. To notivate the rest of our essay and the
study of the relationship between values and econom ¢ arrangenents, nore
broadly, we sketch three such lines here. First, we argue that the stock of

val ues hel ps determ ne the cost of operating the econony, and even what economnic
transacti ons take place. Second, we point out that value considerations are
likely to be crucial to the solution of inpasses in the theory of strategic

interactions -- that is, of games. Third, we consider the evidence that
contenporary society is suffering froma "crisis of values."
As el aborated further in Part Il, the individual may be viewed as being

endowed with preferences that are usefully (although in some respects
arbitrarily) grouped as self-regardi ng, other-regarding, and process-regarding.
Sel f-regardi ng preferences concern the individual's own consunption and ot her
out cones, other-regardi ng preferences concern the consunption and outcones of
ot hers, and process-regardi ng preferences concern the nmanner in which the

i ndi vidual in question and others behave, including the ways in which they
attain outcones of interest. W shall refer to process-regarding preferences
mai nly as val ues, but sonetines al so as codes of behavior, nores, ethics, and by
ot her terns, depending nostly on the context. W thus think of values as
argunents of the utility function.3 And we shall nmintain the standard

di stinction between preferences and behavi or, distinguishing between val ues and
ethics on the one hand and val ues-based and et hi cal behavior on the other hand,
and enphasi zi ng the point that behavior that m ght be judged as noral nay stem
fromanoral or even imoral attitudes.

a. Val ues and Transactions



Al nmost every economist is famliar with Adam Smith's dictumthat "[i]t is not
fromthe benevol ence of the butcher, the brewer, or the baker that we expect our
di nner, but fromtheir regard to their own interest." A standard interpretation
of this idea is that benevolence is sinply too scarce a resource to serve as the
foundati on for a prosperous econony, whereas self-interestedness is in plentifu
supply and nearly universal. A nore subtle interpretation is that even if
benevol ence were wi despread, it is not clear how the specialization and exchange
that sustain prosperity could be supported by it, since there may be no

ef fective mechanismto solve the information and coordination problens
confronting a legion of altruistic citizens |ooking to engage in collectively
beneficial activities, whereas such a mechanismis fortuitously found to arise -
- in the formof the price system-- when individuals have regard for their
private concerns. However w despread benevol ence is, therefore, self-interest

m ght be the sine qua non of a prosperous econony.

However, the argument appears capable of going only so far before

confronting an inportant dilemma. While self-interest can | ead butchers,
brewers and bakers into mutually advantageous exchanges under idealized
conditions of full information, once information becomes inconplete, it is |less
clear that unalloyed self-interest is what is required. |In particular

produci ng and supplying other parties with goods of desired quality now becones
only one possible avenue to one's own wel |l -being, conpeting with options such as
theft of others' property, engaging in cost-reduci ng but conceal abl e

adul teration of the products one sells, failing to honor one's side of exchange
agreenments, and so forth. For given probabilities of success of each of the
latter strategies, it may be the case that the nore thoroughgoing the self-

i nterest upon which econom c agents act, or the | ess checked by considerations
of "norality,"” the nore likely they are to choose such actions over val ue-
generating production and exchange. Wile the actions in question nmay be
primarily redistributive inintent, they are typically value-reducing in
consequence because (a) they attract effort away from productive activity, (b)
they lead to nmonitoring, contract witing, theft-deterrence, enforcenent and
other costly activities, and (c) they reduce trading and i ncrease otherw se
inefficient self-provision activities that substitute for it.

The |isted val ue-reducing actions mght be thwarted, for exanple by

threatening thieves with having their hands cut off, throw ng contract
defaulters into prison, or privately punishing product adulterators and

defaul ters by nonrenewal of trade. As just suggested, however, detection
consumes resources, and each of these deterrents has its costs. Prisons use up
real resources, chopped of f hands represent |ost productive potential, and there
is the dilemma of statistical errors: to avoid punishing the falsely accused
(letting the guilty go free), society nmust allow nore actual perpetrators to get
away (punish sone who commit no crine). To operate the nonrenewal strategy,
traders need to hold out the prospect of long-terminteraction, which puts a
check on nobility and the search for better trading matches. They nay al so have
to offer one another "continuation rents," which neans that markets will not
clear (see Bow es and Gntis, 1993). The upshot is that the nore thoroughgoi ng
or less circunmscribed the self-interestedness of trading partners, the nore
recourse rmust be had to costly deterrents and the nore otherw se beneficia
trades will be forgone, and thus the smaller will be the net gains fromtrade.
Al of this neans that if society can sonmehow nol d i ndivi duals who produce and
trade honorably with the gusto of self-interest, but who refrain fromtheft and
cheating out of adherence to a social code or norm all mght be better off. A
m xture of self-interest and normative constraint, not self-interest alone, is
what now appears to be required in order to achi eve maxi mum Snithi an
prosperity. 4Norm based behavi or seens desirable not only in the market, but also
in such contexts as group production settings, where cooperative behavior is
often jointly beneficial to those engaged in team production. A |large



literature now starts fromthe proposition that enployers and enpl oyees have
potentially opposed interests, since the enployer wants to elicit maxi numeffort
for m ni mum conpensati on, whereas the enpl oyee wi shes exactly the opposite.
Wth full information, their conflict can be resolved at the bargaining stage,
wi th a handshake sealing an agreenent that both parties know will be carried out
(threatened penalties will follow nonconpliance and thus need not be invoked).
Wth inmperfect information, however, the worker may attenpt to mnimze effort
at the contract inplenmentation stage, forcing the enployer to undertake costly
supervision, to offer job rents, and to inplenent threats of firing the

occasi onal violator even when doing so is irrational, but for reputation
effects. Goups of producers (for exanple, in a profit-sharing team or
partnership) nmight sinmlarly work together for nutual productivity and joint
earni ngs gains, but self-interest could |l ead themtowards collectively inferior
outconmes, in which all shirk their duties as the privately rational solution of
the prisoner's dilemm in which they find thenselves. The capacity to refrain
from opportuni smonce the enpl oynent handshake takes place, or to act
cooperatively so long as others are seen as doing so, can be beneficial to al
parties. Wile the literature discusses "forcing contracts" (e.g., Hol nmstrom
1982) and cooperation enforced by "trigger strategies" in repeated ganes (e.g.
MacLeod 1987 and Putternman and Skillnman 1992), where neither costly nonitoring
nor nmoral commitment are invoked, these approaches run into problens including
t hose of noral hazard (see Eswaran and Kotwal 1984 and MaclLeod 1987),
multiplicity of equilibria and sensitivity to renegotiation, boundedness of
rationality, and the need for trust (Schotter, this volunme). A meaningfu
capacity to engage in nutually fruitful cooperation may thus in nany cases
depend upon the presence of an ability to adhere to norns which deviate from
simpler forns of self-interest.

b. Val ues, Gane Theory, and Experinmental Econom cs

The need to incorporate values in econom c analysis has beconme manifest in an
area of economi cs that has been dom nated by the honp econom cus nodel inits
purest form gane theory. Predictions of gane-theoretic nodels predicated on

pl ayers behaving in strictly self-interested and rational ways do not conform
wel | with many observers' intuitions about how interactions anong pl ayers are
concluded in the real world, and with findings of experinments. In recent years,
an increasing nunber of attenpts have been nade to reconcile theoretica
predictions with enpirical findings and observation, primarily by nodi fying the
concept of the rationality of the individual. This has ambunted to pl acing
various bounds on how i ndividual s reason about their opponents' noves, how many
future potential noves they can anticipate, how nuch information they have at
their disposal, how they process information, how they |earn from past

experi ences, or how they deal with uncertainty. W rk on bounded rationality has
hel ped to provide a nore realistic understandi ng of human behavi or without

di scardi ng the essential and very useful framework supplied by gane

t heory. 5However, tweaking with rationality alone has proven insufficient; sone
consideration of the rules of the ganme and the institutions that give rise to
them and of notivations of players beyond self-interest, has al so been found
necessary. Wirking partly under the influence of psychol ogists |ike Kahneman
and his coll eagues (e.g., Kahneman et al., 1986), game theorists have sought to
i ncorporate into their nodels also concepts such as the sense of fairness

i ndividuals bring to bear on their interactions (see, for exanple, Rabin 1993).
The rules of the gane -- when are players allowed to nove, what nopves are

perm ssible, for howlong a game is played, and so on -- are found to have great
i npact on the outcone of ganes. Many equilibria are quite sensitive to the
specification of these rules, and therefore a quest to understand them (rat her
than just assune then) has taken gane theorists to the analysis of the formation
of institutions.



Sone of the key issues can be illustrated with the ultinmtum gane, which
represents one of the sinplest games of interaction, however mininmal, between
individuals. (W return to this game in nore detail in Part Il). One player
desi gnated as the proposer, is given the opportunity to propose a division of a
certain sum(a gift) between herself and another player, designated as the
responder. |If the latter accepts the proposal, the division is carried out; if
he rejects it, neither player receives anything. This gane has a unique
equilibriumin which rational, self-interested proposers who have no concern for
the other player and have no regard for fairness as commonly understood or for
ot her values offer a token sumto respondents with simlar attributes, who
accept the proposal (fromwhich they have sonething, even if little, to gain)
rather than reject it, in which case they gain nothing.

But this outcome al nost never materializes in experinents, for token

proposals are rarely nade, and are even nore rarely accepted. A sizable
literature in game theory and experinental economcs has energed to try to nake
sense of these findings. The upshot of this literature (sumrmarized by Camrerer
and Thal er 1995) is that a great nany proposers and respondents seemnot to
understand what is going on in the game (or proposers think that of
respondents), that players care about each other, don't want to feel or be
regarded as "dupes" who accept |ow proposals, or that they just play by certain
rul es such as 'fairness,' regardl ess of the opportunities afforded by the
specific gane. Since there is no question that some players do not quite
understand the setup of the ultimtumgane, sinple as it is, the question is
whet her there are other inportant factors that also affect the outcone. There
is anmpl e evidence that factors other than bounded rationality do affect

out comes. For exanple, subjects' gender, famliarity with each other, cultural
and educati onal background have clear effects on proposals and responses (Ecke
and Grossman, 1994, Hoffrman et al., 1996, Roth et al., 1991, and Frank et al.
1993).6 Although sone of these factors are likely correlated with the nature
and degree of bounded rationality, it is extrenely unlikely that they are not
strongly related to how nuch players care about each other, how they think of

t hensel ves and each ot her, and what they regard as acceptable or desirable
behavior in the circunstances that arise in these ganes. |n other words, the
ext ant evidence strongly suggests that behavior in ultinmtumgane experinents is
af fected by other- and process-regardi ng preferences, in addition to self-
regardi ng preferences.

Critics of one-shot-ganme experinments (such as the ultinmatum gane) claim

t hat such experinments can never test what they purport to test: how a proposer
woul d make her offers knowi ng that the respondent has no way to punish a stingy
offer or reward a generous one. The reason is that a one-tinme experinent is in
fact part of a long string of encounters with others, albeit with different

i ndi vidual s over time. Individuals cannot extract themselves fromtheir

experi ence of continuous human interactions in order to hide in the fold of tine
provi ded by the experiment. |In truth, critics say, proposers and respondents
act rationally and self-interestedly in the repeated gane of life (see, for
exanpl e, Aumann 1990).

Al t hough this argunent is offered by defenders of the honmp economi cus

nodel against attribution of non-self-interested notivation to players in one-
shot ultinmatumganes, it is clearly inconsistent with the nost denmandi ng
concepts of rationality. One mght go further and suggest that it is also
unconvincing as a refutation of the view that individuals have preferences
beyond self-interest. Wy would a mininmally-rational individual A think that B
will reciprocate A's behavior in a relationship with C, who is unknown to B?
The answer may be that A and B have devel oped standards of behavior that suit
repeated interactions with the sane individuals, but that they carry these
standards over to one-tine encounters with perfect strangers.7 The carried-over
st andards and associ at ed behaviors night be usefully described as reflecting



concern for how individuals should interact (process-regarding preferences) or
concern for others (other-regarding preferences). The gane-theoretic literature
focuses on the adoption of standards of behavior or strategies (and rarely,
explicitly on preferences), and suggests that their enmergence depends on the
institutions available in a society. These institutions include anything and
everything that hel ps individuals |earn about what others do, from custons,
norms, and |laws, to common frames of reference and focal points. Strategies are
enbedded in routines, codes of conduct, rules of thumb, social instincts and
proclivities, and so on. Many gane theorists have adapted the evol utionary
framework (especially nodels originating with biologist John Maynard Smith
1982). In biology, genes are viewed as the carriers of strategies, and they are
transmitted to of fspring; success is neasured in the nunmber of the offspring
carrying particular genes. 1In evolutionary gane-theoretic nodels, genetic
reproduction is usually replaced by imtation and enculturation.8 But in nearly
all nodels preferences matter, either through a selection process that affects
the mx of individuals with fixed but different preferences, or through an
adaptation of preferences that are determ ned endogenously in the process of
maxi m zing fitness (reproductive success).9All of this nmeans that it is
difficult, in the theoretical and experinental study of games, to avoid the

i nvocation of sone notion of concern for others, values, and/or norns. Put it
differently, it takes extraordinary intellectual contortions to construct

expl anati ons of observed real-life or experinentally-induced phenonena that are
based on a val ue-free honmo economi cus; these explanations strain credulity.

This seems to have | ed sone gane theorists, such as Binmore and Sanuel son
(1994), to reject the nodel of hono |udens (gane theory's version of hono

econom cus who has only self-regardi ng preferences) as often absurdly
unrealistic, in favor of a homp sociol ogi cus who behaves as though he were

optim zing, or stated differently, in favor of honp econoni cus who, when
optim zi ng, behaves as though he were enploying a social norm

One difficulty with incorporating bounded rationality and values in

econom ¢ nodel s has been the excessive degrees of freedomthese concepts all ow
the nodeler, since it is possible to obtain virtually any result by invoking
suitabl e definitions of these concepts. Wth so much fluidity and little
ability to restrict its range, this route to explaining behavior is
under st andabl y regarded as dangerously ad hoc. But carefully-designed
experiments coupled with original theorizing are increasingly helping to

di stingui sh anmong bounded rationality, values, and other preferences, and to
define their meaning. W present some thoughts about how econom cs m ght (when
necessary) take | eave of honp econom cus wi thout plunging into chaos, in Part

I, bel ow

c. The Contenporary Context: Does Society Face an Ethical Crisis?

The nineteenth century had seen numerous social noverments and phil osophi es

arise to contend against the inequalities, inhumanities, and socially atom zing
tendenci es of industrial capitalism The twentieth century in its turn becane
the stage for an i mense experinent in nonmarket economics, and for a gl oba
contest between the states enbracing and those opposing that experinent. Wth
the coll apse of Soviet-style socialismat the end of the 1980s, that contest had
nore or less run its course. The system whose defenders proclainmed it better
adapted to "human nature as we know it,"10 the systemthat took self-interest as
given and permitted it an extensive sphere of action, the systemthat as wel

had evinced relative hospitality towards political denmpocracy and individua
freedons, energed victorious, with | eading public, civic, and intellectua
figures throughout the world concurring in the belief that desired prosperity
and |iberty can best be achieved through its institutions of free exchange and
private property.

Yet, even as this victory and strengthened ideol ogi cal consensus around



liberalismwere being celebrated, the viability of the prevailing order was

conm ng increasingly into question, for the internal discontents of industria
mar ket societies appeared to |l oomas |large as ever. Typical listings of these
probl ens have included high levels of crinme and violence, fanly instability,
raci al tensions and xenophobia, seemingly intractable poverty and unenpl oyrment,
sel f-destructive behaviors including substance abuse and suici de, socia
unconnect edness and depression, and w despread alienation anong the young.

VWile it goes beyond the scope of this essay to assess whet her such problens are
in sone global sense nore severe today than was the case fifty or one hundred
years ago, the alarmon these issues that has spread fromone end to the other
of the contenporary political spectrum and their constant discussion in news
and opinion nedia as well as by politicians of all stripes, is sufficient to
suggest to us that the concerns involved have real bases.11Wen we | ook at the
state of the famly as an institution, for instance, several contenporary
phenonena that arguably bear inmportant relations to either the inculcation or

t he playing out of values conme particularly clearly to the fore. First,
statistics show degrees of fragility of marriages and nunbers of births to
unmarri ed nothers that have no recent precedent.12 Second, there has been a

| arge increase, of late, in the nunber of househol ds conposed of single parents
with children.13 Third, there has been a rapid novenent of woren out of full-
ti me household roles and into the external |abor force, and a correspondi ng
noverrent of young children to daycare outside famly settings. Fourth, these
changes have been acconpani ed by changes in incone patterns, including the

rel ative inpoverishnent of both divorced and unmarri ed wonen with children, and
by changes in the tine that parents have available to spend with their children
(Schor, 1991).

VWi le on the one side, many woul d hold that some of these trends, such as
declining marital stability, reflect at least in part changes in w dely-held

val ues, on the other side many fear that the conbined effect of these trends
will be to undernmine famlies' effectiveness as inculcators of positive val ues,
thus contributing to a decline in society's noral capital stock. Some, indeed,
have sought to link some of these changes to changes in behavior; for exanple,
the propensity to violence and other forns of social and econom c distress such
as crinme, drug abuse, and poverty seems to be greater in children of poor, unwed
parents. 14 Those who see signs of nore generalized decay in the noral
under pi nnings of society are hardly forced to direct their gaze at famlies
only. Behavior in the conpany boardroom in political life, in advertising, and
in other spheres of life, show signs of operating with | essened reference to
noral values, they may claim A recent Boston d obe columm, for instance,

| anented the fact that a | ocal businessnan who responded to the humanitarian
needs of his enployees and their famlies and who pronised to rebuild his
factory after a devastating fire rather than nove fromthe region to one with

| ower | abor costs, had been treated as a hero in the local and national presses.
VWil e the individual in question was certainly deserving of praise, the author
argued, his actions were precisely those that nbst business owners woul d have
clainmed to be nornmal only a generation ago.15 Anoral businesses and the profit
notive stand accused today -- even by traditional defenders of free enterprise -
- of everything frombuying their way to favorabl e government |egislation

(i ncludi ng nmeasures that conpronise the environment and consumer or worker
health and safety), to polluting the m nds of children wth glanorous depictions
of violence and dehunani zed depi ctions of sex in television, filns, pop nusic
lyrics, and electronic games.16 Yet Easterlin and Crinmrins find that in recent
decades "support grew for capitalist institutions such as profit maki ng and
advertising (1991, p. 499)." Mreover, those authors find a broad range of

val ue changes suggesting that the narket ethos has continued to nake inroads in
the culture of the day. Thus, during the sane period, the authors assert,
"[j]obs offering noney and status becane nore preferred relative to those with



opportunities for self-fulfillnment or public service." A drop in the inportance
attached to "devel opi ng a neani ngful philosophy of life" and "hel pi ng ot hers"
and a corresponding rise in the desire to "become well off financially," are

al so found by those authors in conparisons of responses to surveys conducted
between the late 1960s and the early 1990s.17The noral values of the young are
argued to have changed for the worse in a nunber of studies. Bovasso et al
(1991) attenpt to track the noral judgments nade by col |l ege students from 1929
to 1988, in four categories: nisrepresentation, violation of religious nornms,
sel fishness, and crinme. Although many of the changes are small, self-reported
tol erance of msrepresentation, crine, and sel fish behaviors (such as habitually
failing to keep prom ses and not giving to charity when able to) has increased
since 1958. "The college youth of the 1980s have retai ned the hedonistic
orientation of the 1960s" they conclude, "but the severity of their judgnent of
sel fi shness and mi srepresentation for financial gain has decreased since the
1960s" (1991, pp. 476-7). Cheating in schools and dishonesty in other settings

may |ikewi se be on the rise. In a survey adninistered to over 1,000 U S. high
school students in 1969, 34% of respondents reported having used a "cheat
sheet;" in 1989 the figure was double that; in 1969, 34% agreed that "sometines

it is necessary to be dishonest,"” whereas 67% did so in 1989; the percent of
students who said they would turn in a $20 bill they found at school dropped
from8l%to 32% and the percent answering "yes" to the question "Are nost
people in the U S A today honest?" fell fromd49%to 24% ( Schab, 1991).
Interestingly, "over 80% were convinced that the poor were nore honest than the
rich" (op. cit., p. 841).

Sone val ue changes may have | ong-term and others shorter-term causes.

Sone of these causes nmay be narrowly econonmic in nature, others |ess so; 18 sone
may be | asting, others cyclical;19 and sone negative val ue changes may be

associ ated with additional but desirable changes. Be that as it may, at |east
sone of the problens that we have enunerated are real ones, and any headway that
soci al science may nake in addressing them would be widely welcomed. Wth
econom ¢ forces playing such a large part in explaining such decisions as those
regardi ng marriage, divorce, childbearing, and the undertaking of crimnal acts,
it follows that our discipline mght be expected to contribute to inproving
under st andi ng of these phenonena and to hel ping devi se corrective policies.
Unfortunately, econom sts have nade |little progress in analyzing these and ot her
pressing issues of our times -- a fact that Henry Aaron (1994) has recently
attributed precisely to the exclusion of values from econom ¢ analysis. W
concur with Aaron's assessnment, and hope that by breaking old disciplinary
taboos and nmarrying the rational -choi ce perspective of economics with analysis
of the formati on and nutati on of values, the papers collected in this volune
will help to overcone that deficiency. 20

1. Sone Theory
a. PreferencesThe standard depiction of human notivation and behavior in
econom ¢ theory is parsinonious. Honb econonicus cares about his own well being;
sonetinmes nodelers allow himto care about the wel fare of others, too, but this
is often regarded as a way to address "ninor" phenonmena (such as vol untary
donations), and is also viewed by many as a regrettable departure fromthe
desired goal of explaining behavior on the basis of pure self-interest. Hono
econom cus refrains fromactions that nost people regard as norally
reprehensible only if her valuable reputati on woul d be danaged, or if the
expect ed punishnents inflicted on her woul d outwei gh her expected gains. Honp
econom cus has no moral compunction, does not engage in actions just because
sone abstract social norns require so, nor does she have feelings of guilt
(e.g., for violating a norn), pride (e.g., frombeing praised), or self-esteem
(e.g., for having overcone a tenptation to cheat and having acted honestly
instead). |In short, honp econonicus is not soneone w th whom nost people woul d



like to be conpared.21As we nentioned earlier, the "resort" to other- and
process-regardi ng preferences has been viewed quite negatively by sone

econom sts, who consider the essence of their trade to be explaining as nuch as
possi bl e of human behavior fromthe starting point of "rational econonmic nan."
That the honp econom cus paradigmis indeed a powerful one is easily illustrated
by sone sinple analytics of "norality." For instance, "noral behavior" is
insightfully viewed as a public good that it would benefit all to see upheld,

but that the individual may find profitable to forego when the private gain of a
single "inmoral " act exceeds the actor's share of the resulting social costs
("breakdown of norality"). Such reasoning yields the useful prediction that,
ceteris paribus, it will be easier to obtain adherence to a noral code in a
smal | group, in which each individual's share of the costs is significant, than
in alarge one, in which it is negligible. 1t suggests, too, that "noral"
dealings are nore |likely between pairs of individuals who know one another's
identity and expect to interact repeatedly. It permts linking "noral behavior"
to the severity and probability of sanctions. And it suggests why belief in an
omi pot ent and omi sci ent God who may deal out infinite punishnment w th perhaps
smal | but unknown probability nmay act to deter rmuch "imrorality," and why
declining belief either in the existence or in the sternness of such a being nmay
lead to a decline in the average | evel of "nmoral" behavi or.22However, i nportant
el enents remain absent fromsuch an account, as well, even if we | eave aside the
guestions of the rationality of such beliefs, and of how noral codes come about.
Few mothers seemto require either the fear of God or social sanctions to devote
caring attention to their children. People nmake the effort to vote in elections
despite negligible tangible benefit. And the fact that famlies, schools, and
opi nion | eaders devote resources to inculcating nornmative beliefs, suggests that
nost peopl e believe that human bei ngs can be made to act according to certain
norns even when they are not afraid of external penalties and hoping for
extrinsic rewards. Indeed, the large investnments we make in socialization
suggest that either (a) this belief in normative receptivity has sonme basis, or
(b) the belief that human beings are fairly rational has none. Neglecting the
way in which process- and other-regardi ng norns change not only with the size of
rel evant groups and the probability of repeated interactions, but also with
changes in the preval ence and efficacy of socializing agents and institutions,
woul d | eave some of the npbst inportant sources of value transm ssion unaccounted
for.

In this section we seek to describe preferences and behavior in a way

that not only allows individuals to recognize thensel ves but, nore inmportantly,
hol ds promise of allowing us to integrate the interactions between val ues and
institutions into our analysis. W do so while staying close to the otherw se
fruitful and rigor-inposing tenets of econom c nmethodol ogy. Qur object is to
characterize individual preferences and behavior richly enough to conformwith
conmon- sense observations and with the findings of social-scientific research

(i ncludi ng psychol ogy and the social research of biologists), and parsinoni ously
enough to be useful for systematic inquiry into the ways in which institutions
and organi zati ons affect the behavior of individuals through altering their

pr ef er ences.

As is standard in economcs, we think of the individual as being endowed

wi th preferences regardi ng her own consunpti on and other outcones. Wile a
great deal can be explained by such (self-regarding) preferences, and we have no
intention of denying their centrality, we think further progress is nade
possi bl e by acknow edgi ng that the individual may al so have preferences with
respect to both the consunption and outcones of others (other-regarding
preferences), and the process through which these outcones are attained
(process-regarding preferences). But to begin tracing the steps we think
necessary for going beyond approaches conventional in the past, it seens hel pfu



initially to elaborate on rel evant "nonstandard" preferences in sonething |like
the foll owi ng nmanner.

Sel f-regardi ng preferences are the essence of honmp econom cus.23 O her-
regardi ng preferences reflect concern either for the overall wellbeing, or for
certain of the activities or outcones, of other individuals. They cone in both
altruistic or benevolent and in envious or nalevolent varieties. The individua
who is other-regarding or altruistic to the degree that she derives equa

sati sfaction fromthe wellbeing of each and all of her fell ows as she does from
her own private welfare is inprobable; the individual who, conversely, enjoys
equal ly the pains of all others, is pathological. Mst individuals care about

t hensel ves, and then to varying -- but |lesser, and perhaps declining -- degrees
t hey care about sonme outcomes that affect their relatives, friends, co-workers,
nei ghbors, countrynen, and so on

I ndi vi dual s care about the manner in which they thensel ves and ot hers

behave, including the ways in which they attain outcones of interest.24 These
are process-regardi ng preferences (which we use, a bit |oosely, interchangeably
wi th val ues, ethics, codes of behavior, and simlar terns). Uncomon is the

i ndi vidual who is strictly indifferent about whether he has achi eved his incone
t hrough honest work or blind |uck, whether he cheated others or treated them
fairly, whether his gain was achieved by hel ping or by harm ng others.

Li kewi se, individuals care about how others conport thenselves.25As in the case
of out come-regardi ng preferences, process-regardi ng preferences vary in
intensity across individuals and, for given individuals, across processes.

Val ues and codes of behavi or that guide actions are internalized to varying
degrees by different people. One individual may rank types of behavior in terns
of their acceptability to him never nurder, cause bodily harmonly in extrene
cases, cheat only in certain situations, lie only if the gain is very |arge,

wi t hhol d useful effort whenever a mnimal threshold of benefit is attained, etc.
Anot her individual's rankings or intensities nay be quite different. And
process-norns and their relative intensities can al so vary across groups.

Li ke the category of other-regardi ng preferences, that of

process-regardi ng preferences (or values) is an inclusive one that is not
restricted to values of which noral authorities mght approve. For instance,
the desire to act according to the codes of conduct of a juvenile or crimna
gang also fits confortably within the rubric of process-regarding preferences,
al though it nay not neet various standards of pro-sociality or virtue.
Adherence to the process-constraints inherent in the norms of behavior of sone
fam lies, communities, or ethnic groups may entail discrimnation or even

vi ol ence agai nst outsiders, as noted by Bowles and Gntis (this volune). Sone
val ues may be dysfunctional for econonic perfornmance, as argued by Kuran and
Montias (this volune). And there is much room for disagreenment about which

val ues are good or bad. The upshot of all this is that while many references to
values in our essay are inplicitly about ones wi dely approved of, it is not

anal ytically necessary to restrict the concept of process-regarding preferences
to that sub-class only.

Qur distinction between other-regarding preferences and process-regardi ng
preferences is conparable with the distinction between altruismand nanners
suggested by Camerer and Thal er (1995); see also McCl oskey (1994). These ideas
may be fornalized al so by seem ngly retai ning an objective function defined

sol ely over personal outcones, introducing concern for others and for process as
constraints. This is the fornalization suggested by Rabin (1995), who shows
that the two alternative formulations are not entirely equival ent (see al so
Kuran, this volume). Another approach, attributable to Sen (1987), is to permt
i ndividuals to have possibly normative netapreferences over their potentia
preference functions, with an ability to distinguish between those preferences
they mght act on selfishly, and those which they would norally prefer

t hensel ves to have.26 Still other formul ations allow for both the other- and



process-regardi ng preferences suggested here, but nmake no distinction between
them Finally, a concern for the process is often identified with a desire to
neet the expectations of others, or to be regarded well by them Thus, Sugden
(this volune) suggests that individuals' desires to act in accord with other
peopl e's expectations can be "treated as an additional notivating factor, not

i ncluded in the payoffs."” Likew se, Fershtman and Wiss (this vol une) nodel
behavi or as being notivated by concern for social status -- how ot her people
regard one's behavior -- in addition to self-interest.

b. Preferences and Behavi or

Econoni sts di stingui sh between preferences and behavior. A given set of
preferences may lead to different behaviors in the face of different

constraints; different sets of preferences may |l ead to the same behavi ors under
different constraints. The distinction between preferences and behavior is
equal |y useful in the context of values and other-regardi ng preferences and the
behavi ors i nduced by them For exanple, an honest person resists the tenptation
to steal because of her beliefs in right and wong.27 An individual holding no
such value may well behave honestly (refrain fromstealing or even nore m nor
infractions) for totally self-regarding reasons.28 And many people may be
weakly honest in the sense that they prefer to be honest, but choose not to be
when the cost is high enough. Such sensitivity of process-regardi ng behavior to
relative prices nmeans that the framework proposed here is amenable to the sane
kind of analysis as is the famliar neoclassical franmework; for exanple, if
process-regardi ng preferences reflect adherence to a norm then such adherence
can be analyzed in nmuch the sane nanner as purchase of a tangi ble good (see
Rabi n, 1995, and Kuran, this volune).

But the influence of preferences on behavi or should not be

underestimated. An honest mechanic will not perform unnecessary work or charge
for fictitious repairs. A conscientious worker will not shirk if he thinks he
is treated well. A trustworthy nmanager will not break a pronise nade to an

enpl oyee or superior. A reliable business partner is good for his word. As we
shal |l argue later, the strength and distribution of preferences in society is
neither uniformnor fixed, and many such reputational differences may reflect no
nore than the |l ong-termoutl ooks of selfish persons in situations where it nakes
sense to invest in them Nonethel ess, the burden of our argunent is that
behavior can in fact be affected by affecting preferences, in addition to
standard vari abl es nore conventionally considered in econom c anal ysis.

Along with preferences, it is inportant to consider cognitive abilities

and habits, and in particular the ways and degrees in which rationality is
bounded, as determ nants of behavior. People vary in their ability to calculate
the course of action that is best considering their preferences and constraints.
They also vary in their inclinations to expend mental energy or tine on
calculations. Wiile the inclination to calculate is readily conceived of as a
process-regardi ng preference, the ability to do so is an endownent that

det erm nes how wel |l one can pursue her preferences. But since practice nay

i mprove proficiency, calculativeness (the preference) may al so engender over
time sharper calculating abilities. This is an exanple of the manifold

i nteractions between cognitive abilities and preferences.

To see how both preferences of all types and cognitive characteristics

determ ne an individual's behavior under a given set of econom c constraints,
consi der again the exanple of the ultinmatum gane. There are x dollars to be

di vided between A and B. A nakes a proposal for a division; if B accepts the
proposal, it is inmplenented, but if Brejects it, the x dollars are w thdrawn
and neither gets anything. A fully rational and self-interested individual A
who knows with certainty that Bis equally rational and self-interested wll
propose a division that gives next to nothing to B, knowing that it will be
accepted. The sane proposer will make a nore generous offer if she believes



that B is either boundedly rational in the sense that he does not understand
that he cannot affect the division in his favor by refusing a very small offer
in a one-shot game, or if she believes that B subscribes to an inviolable
concept of fairness that would lead himto reject an offer of less than a
certain anpbunt or percentage. Thus A nay neke nore or |ess generous offers,
dependi ng on her assunptions about B's cognitive abilities, ethical positions,
and ot her-regardi ng preferences.

The proposer's own preferences and abilities will |ikew se affect the

of fers she makes (but, unlike in the reverse case, not the |ikelihood of their
acceptance in a one-shot gane). A sonmewhat other-regardi ng proposer may offer
for exanple, a 60-40 division, taking advantage of her position as first nover,
but not exhausting that advantage (assuning she believes she could do so)
because of her concern for B. Alternatively, with little or no other-regarding
feelings, A could still adhere to a process-oriented notion of fairness that

hol ds, for exanple, that all rewards should be neted out according to
contribution only, with windfalls being distributed equally to those involved in
the event; she would therefore propose a 50-50 allocation.29 Many ot her
possibilities, based on conbinations of different types and degrees of the three
categories of preferences as well as the nature and degree of bounded
rationality, can be constructed (and matched with outcomes of the kind that have
been found in experinents with the ulti matum ganme). Thus what nmany nmay consi der
as ethical behavior -- sharing a windfall with one's fellow -- may stemfromthe
sharer's (proposer's) ethical attitude indeed, but may al so be the consequence
of the other person's (responder's) ethical attitude, or the result of the
expectation that third-party observers of the interaction nmay approve of
sharing; 30 bounded rationality (as noted above), altruism and the proposer's
attitude towards the risk that the respondent may be refusal-prone, wll affect
her proposals, too. Finally, the absolute size of the windfall may affect the
of fers nade and accepted, as nmay its size relative to the wealth of the

i ndi vidual s concerned (a weal thier individual can act nore easily on her ethica
concerns than a poorer one).31The exanpl e of the ultimtum gane suggests a
nunber of general (not necessarily new) |essons for econonic theorists. First,
t he behavi or of individuals can be affected by their own other- and process-
regardi ng preferences. Second, the perceived or inputed preferences of other
actors nay matter just as nmuch to the behavior of an individual as his own
preferences so that, in a static franework with stable preferences, it is
sufficient that only part of the popul ation be guided by noral considerations
for the rest of the population to find it utility-maximzing to act in a manner
that resenbl es noral behavior.32 Third, while the foregoing rai ses the

possi bility of saving hono econom cus by attributing virtuous or caring (or for
that matter, vicious or callous) behavior only to a few exogenous others, 33 such
an approach remains timd and inconplete. |If, as we argue bel ow, the

i ncul cation of other- and process-regarding preferences is to a considerable
degree a result of rational calculations, and if the mai ntenance of such
preferences depends upon interactions with others in predictable ways, then we
can go nuch further by enbraci ng and endogeni zi ng such preferences within a

br oader econonic cal cul us, rather than nerely acknow edgi ng t hem as unexpl ai ned
oddities. |Indeed, the framework of stable preferences is clearly
unsatisfactory, for many an individual who holds fairness or other-regarding
preferences dear will not continue to sustain themif she gathers sufficient

evi dence that they are violated or not reciprocated by others. Hence the need
to consider the evolution of preferences in situations in which individuals
accunul ate experience with both the behavior of others, and the preferences

whi ch they inpute to them 34Econom sts who have accepted the need for an

"ext ended" nodel of preferences35 have noved cautiously. Attenpting to begin
fromfamliar ground, sone have attacked questions of altruismand conscience
by aski ng whet her "economi c man," whose real concerns are with maximzing a



conventional function of wealth and | eisure, mght choose to have an altruistic
or noral utility function, or to work to endow his offspring with one, because
this would lead to better outcomes in ternms of that narrower set of
preferences. 36 Such an approach yields interesting results, show ng that
broadened utility functions m ght indeed be rationally chosen on the basis of
narrow ones; but it also has sone drawbacks. It is unclear, for instance, which
set of preferences are the real preferences of the agent: are they those with
whi ch the preferences governi ng behavior are selected, or the latter preferences
t hensel ves? |f the players of a gane that |ooks like a prisoner's dilemm to
hono economi cus have willed thenselves into finding cheating others distastefu
only because such an attitude is useful to thenselves as econonic nen and wonen,
how can we be sure that the real tastes governing their choice of attitude won't
reassert themsel ves once the playing is underway? W believe, however, that
there is a nore inportant reason for nmaking a cleaner departure fromthe

neocl assi cal honp econom cus nodel. It is that once we pernmt plasticity of the
utility function, there is no satisfactory theoretical rationale for proceeding
froma presunption of individual self-interest and nothing nore. On the
contrary, that body of extant scientific theory which does offer a rea
foundation for a scientific theory of preferences -- the theory of natura

sel ection which we discuss bel ow -- suggests that a honp economicus is a virtua
i mpossibility.37c. The Origins of Preferences: Genes, Culture, and
Coevol uti onWhil e the honmo economni cus approach has remained firmy entrenched in
econom cs since the nmid-19th century, its depiction of notivation is scarcely in
line with nbdern behavioral science, a fact that |ed Gunnar Myrdal to conplain
as early as 1927 that economics was basing itself on "a dinosaur psychol ogy."

It is not just that human behavior is sometinmes at variance with predictions of
nodel s based on the honmo econom cus; nore inmportantly, science provides no
reason to expect that it could be otherwise. In his book Darw n's Dangerous

| dea, Dani el Dennett (1994) argues that many phil osophers, humani sts, and even
cognitive scientists continue, nore than a century after Darwin, to resist the

i dea that honmp sapi ens coul d have been produced entirely by evolution, with no
hel pi ng hand fromon high. He night have extended his tarring brush equally to
econom sts, whose honp econoni cus seens to have been created by some invisible
"manus ex machina." Human beings, after all, did not spring fully grown from

t he head of sone enlightennment phil osopher. Rather, they have evol ved al ong an
eons-1 ong path of organic nutation and selection. To the extent that hunan

bei ngs have predictabl e behavi oral propensities, these would have energed
initially fromthe organi c evol utionary process, undergoing further nodification
by cultural processes that were thensel ves shaped by biol ogically-given
capabilities.38Were do preferences, indeed human nature, come fron®
Evol uti onary biol ogi cal theory and evol utionary psychol ogy, the human-specific
theory derived fromit, argue that "there is a universal human nature, but that
this universality exists primarily at the level of evolved psychol ogi ca

nmechani sns, not of expressed cultural behaviors" (Cosmides et al., 1995, p. 5).
While evolution |eads to universal hunman traits, there are differences in
expressed behaviors due to variations across individuals in exact genetic
blueprints (male vs. fenale, blue eyes vs. brown, and perhaps differences in
temperanmental and rel ated predispositions) and because behaviors are shaped, in
addition to genes, by environnental stimuli ranging fromfacts of birth order
child-rearing, and chil dhood nutrition, to broader differences in cultural and
institutional environnents. The conplex functional design that constitutes
human nature represents adaptations which have been produced by a process of
natural selection over a geological time-scale and nost recently genetically
adapted to the way of life of our Pleistocene hunter-gatherer ancestors (but

al nost certainly not to current circunstances).39Cosm des, Tooby, and Barkow
(1992) explain this process as follows. "lmagine that a new design feature
arises in one or a few nmenbers of a species, entirely by chance nutation..



Let's say that this new design feature solves an adaptive problembetter than
designs that already exist in that species: ... [for exanple, a] new | earning
mechani sm[that] allows one to find food nore efficiently. By so doing, the new
design feature causes individuals who have it to produce nore offspring, on
average, than offspring who have alternative designs. |f offspring can inherit
the new design feature fromtheir parents, then it will increase in frequency in
t he popul ation. Individuals who have the new design will tend to have nore

of fspring than those who lack it, those of their offspring who inherit the new
design will have nore offspring, and so on, until, after enough generations,
every nmenber of the species will have the new design feature. Eventually,

the nore reliable | earning nechanismw ||l beconme universal in that species,
typically found in every menber of it" (Cosmides et al., p. 9).

The unit of natural selection is not the individual organism(as one

m ght falsely infer fromthe quotati on above), but the gene. The organism --

t he individual person -- is the vehicle (host, bearer) through which the

i ndi vidual gene replicates itself (Dawkins, 1989). It is the individua
rationality of the gene, so to speak, that is considered to be the driving force
of evolution. The individual rationality of the gene, anthroponorphically
termed by Dawki ns gene sel fishness, neans that genes that procreate at the
fastest rate can be regarded as carrying out a cost-benefit analysis in
conparison of alternative strategies, where a strategy is a trait (such as
caring for offspring) that affects the behavior of the gene's vehicle (a

m crobe, a flower, a donkey, a wonman or a man).40Thus whereas econom sts posit
that the individual acts so as to maxinize his or her utility, biological theory
hypot hesi zes that traits are selected for according as they naxinmze the
proliferation of organisns bearing the associated genes.41 Traits that increase
the inclination or ability of organisns to experience psychic wellbeing (or to
have access to nore resources, or to have increased personal |ongevity) can
survive, of course, and pleasure (resources) and genetic survival are

associ ated. But the correlation between pleasure- or wealth-seeking and genetic
fitness is far fromtotal.42Consider the fact that hunan (and nmany ani mal)
mothers will sacrifice nourishment, rest, and sexual contact while caring for
newborn of fspring. These tendencies have been selected for in the course of our
evol uti on because they enhanced the prospects that offspring would survive to
procreate. A gene for nurturing, the renoval of which causes nbothers to ignore
their offspring who then die within days, may recently have even been di scovered
in mce (Brown et al., 1996). Mitations causing neglect of offspring (or
absence of genes causing attention to them) need not arise exclusively in

| aboratories but may al so occur accidentally in nature. Yet they are obviously
not viable, sinply because the vehicles carrying the altered gene (the mce)
cannot transmt these genes to viable mce, so that there is no nechani smfor
passing the mutation fromgeneration to generation.43Not only is the pleasure,
consunption, or resource accumrul ati on, of the individual or her proclivity to
singl e-m ndedly pursue these not what is selected for through the process of
evol ution, but even his or her physical survival is not central to evolution

If the chances of survival of a gene are increased by having its bearers
sacrifice themsel ves to save enough others of its bearers to nake benefit exceed
cost for the gene (in the sense of multiplying itself at the fastest feasible
pace), such behavior would be selected for. This principle of inclusive fitness
neans that genes that inclined their bearers to be solicitous toward their

si blings woul d have been selected for in our past.44 Solicitous behavior
probably works through feelings of enpathy and concern, as well as through
tendenci es of parents to help cultivate such behavior and of offspring to be
receptive of parental nessages, all of which can be summari zed by the terns "kin
al truisni. 45But cooperative tendencies may not be confined to one's relations
with relatives. Favorable attitudes towards one's relatives based on the
reproduction of the same genes seemto be conplenmented by at |east conditionally



favorabl e attitudes towards nenbers of the group with which ancestra

i ndi vidual s had to cooperate in order to survive and allow their genes to
reproduce. Some soci obiol ogi sts and evol utionary psychol ogi sts have argued t hat
genes favoring the playing of tit-for-tat type strategies in settings resenbling
the prisoner's dilemm would have been favored because they woul d have advanced
the survival and reproductive success of those bearing them under conditions of
non- anonynmous repeated play. In a small comunity of the sort our ancestors
probably lived in during the course of human genetic evol ution, each individua
coul d renmenber whether a given other had behaved cooperatively ("fairly") or not
(had "cheated") in previous interactions. Cooperators would have been favored
as partners -- the tendency to do so being itself selected for by its
evolutionary fitness -- and woul d accordingly have thrived. Thus a built-in
inclination to cooperate, and to feel noral outrage at those who do not, nay
have been selected for in the course of evolution.46 Desires for approval by
others, and inclinations to enmul ate the behaviors and apparent attitudes of
others in the absence of strong reasons to do otherw se, nay have been favored
for roughly the same reasons.

Among the interesting inplications of the theory of reciprocal altruism

is that because they evolved in situations of relatively snmall nunbers and hi gh
i ndividual identifiability, today's human beings m ght be nore prone to
cooperation than is currently individually rational.47 At the sane tinme, nodern
men and wonen, noving anong ot hers whomthey do not recogni ze as either
cooperators or defectors, are likely to be | ess cooperative and nore suspi ci ous
of one another than would be the case were the same partners to interact on a
nore regul ar basis (see Bowes and Gntis, this volune).

The foregoing should make it clear enough that while the result of hunan

evol ution has sonme innate enpathy and an inclination towards reciprocity, she
can be quite as devious as hono economicus in pursuit of her interests.48 The
picture of relations between the sexes and of the associated status rivalry that
energes fromconsidering the strategic interest of the genes of nales and
females is also hardly conely.49 The "sel fishness" of the genes transl ates not
only into consideration for kin and known persons wi th whom one m ght cooperate,

but also into a struggle to assure that a gene's bearer -- a person -- thrives,
reproduces, and (where possible) sees its offspring through to reproduction as
well. This neans that the role of self-regarding preferences renmins

central . Actual, evolved persons are al so sonewhat |ess rational than hono

econom cus, since instead of being endowed with perfect cal cul ating machi nes,

t hey have conpl ex cognitive and enotional equiprment built piggy-back on the nore
primtive nervous systens of reptilian and early mamualian ancestors, m xing
enmotive and rational elements in the process of cognition (Gol eman, 1995, de
Sousa, 1987, MaclLeod, 1996), and pernitting the individual to deceive his or her
own self when it is evolutionarily functional to do so.

It is inplausible to explain behavior in too fine a degree of detail on a
genetic evolutionary basis. For one thing, selection of purely random

nodi fications of genetically-enbedded behavi oral propensities could have been
fine-tuned to a limted degree only over the course of a nmere 50,000 generations
or so.50 Moreover, cultural change can in principle occur far nore rapidly than
genetic because to some degree its adaptations are designed, and because its
neans of proliferation include asexual copying as well as inmposition (e.g., of
behavi oral standards). O course, culture is a product of gene-based organi sns,
in the sense that it is built upon physically evolved nental and enptiona

machi nery. Furthernore, the human capacity for culture can only have evolved if
it showed evolutionary fitness fromthe standpoint of the usual genetic
criteria. While this suggests that hunmans will not have devel oped socia
propensities or psychological traits that were counterproductive to their
fitness, in the environnent in which they evolved, it is worth noting that



cultural variability remains possible, so that behavi or may not be uni quely

i nked to genes.

Bi ol ogi sts di stingui sh between the characteristics of the devel oped

organi sm including realized behavioral propensities, denoted the phenotype, and
t he underlying genetic nmakeup, or genotype (see, for exanple, the discussion of
Tooby and Cosmides, 1990). An organisns phenotype is determned by both its
genotype and its environment. For instance, the nmouse gene which was mentioned
earlier is apparently necessary for the evolution of nurturing behavior, but it
is not the only factor contributing to such behavior. Brown et al. (1996), I|ike
ot hers before them found that m ce possessing the "nurturing gene" |learn howto
nurture from observing other mce engaging in such behavior. Mre generally,
psychol ogical traits may well come in bundles of expressed behavior that are not
deconposable. If this is so, then while a particular bundle may have fitness
val ue, not all its conponents will necessarily have this property, and certainly
not under all conditions that may arise in different places and tines. For
exanpl e, Burkert (1996) argues for the existence of a biological basis for
humans' religious beliefs, while at the same tine pointing out sone of the
unavoi dabl e correl ates of religions (such as warfare) which nay not have fitness
value. In the past mllion years or so, cultural and genetic change nmay al so
have interacted; for instance, changes in brain structures that enhanced

I inguistic capacity may have had greater fitness value after primtive |anguage
use had begun to evol ve, so the appearance of |anguage may have accel erated the
evol ution of |anguage-capable brain structure (Lunsden and W1 son, 1983).

Dual theories of inheritance, which give weight to both genetic and

cultural factors, treat culture as an aspect of human phenotypes, and as a
system for the transm ssion and selection of traits inits ow right (Cavalli -
Sforza and Fel dman, 1981; Boyd and Ri cherson, 1985; and Durham 1991). The
theories vary with regard to the autonony of culture. Dawkins (1989) suggested
that the "neme," a proposed anal ogue to genes operating in cultura

transm ssion, is propagated frombrain to brain by forces having little to do
with genetic survival; Lunsden and W son (1983) use the i nage of genes hol ding
culture on a | eash; Durham (1991) proposes a positive correlation between
genetic and cultural evolutionary fitness; and Cavalli-Sforza and Fel dman (1981)
lean toward a tight fit between the two. One exanple of interaction between the
genetic and cultural evolutionary processes nmay be that pertaining to the

af orenmenti oned probl em of cooperati on anong non-rel ati ves, where the | ogic of
parent-child and sibling-sibling altruismno |onger appears to hold. The
evolution of cultural constructs conformng to the basic ethos of first
cooperating with a menber of one's group, then punishing himif deceived, my
not only have been favored by a genetic process of the sort referred to above,
but also may al so have reinforced and accel erated that process in the later
stages of its development. Cultural constructs include institutions, values and
norms, and their evolution over tinme and in different places was deternined in
part by local and tenporal circunstance and happenstance.51The rol e played by
emotions that are little if at all consciously controlled by those subject to
themis also of great inportance, and m ght help to explain, the peculiar
tendency to seek revenge agai nst soneone who has w onged us even when the
further cost to us cannot be rationally justified. But again, notions of
justice, reciprocity, and the like, may have evolved in culture in a fashion
conpl ementary to, and possibly nore refined than, these genetic predispositions.
Thus, there could be the physiological basis of an "ethics nodule" in our
nervous system but its detailed contents and the extent of its devel opnent
could be determ ned by our general culture and by our individual socialization
experiences.52 An interesting exanple of the effect of socialization on ethica
attitudes, and perhaps on an ethics nodule, is the effect on personality of the
order of an individual's birth in the famly. Sulloway (1996) regards the

fam |y not sinmply as a shared environnent, but as a set of niches that provide



different siblings with different outlooks. He argues that conpetition over

fam |y resources, especially parental attention and affection, creates rivalries
among si blings, and the order of birth confers distinct advantages and

di sadvant ages that cone to shape personalities. For instance, eldest children
tend to identify with parents and authority and support the status quo, whereas
| aterborns rebel against it. These differences appear to nmanifest thenselves in
di fferent preferences, such as greater synpathy for others exhibited by

| aterborns. Thus children are born without a specific gene for firstborn or

| aterborn, yet devel op preferences based on the order of birth on the basis of
broad genetic propensities, illustrating the phenotype-genotype dynam c
Conpetition over resources exists outside the famly, too, and its effect on the
evol ution of the preferences of individuals in the course of their persona

lives and in response to their personal experiences, within the confines of the
i nherited genetic nakeup, should al so be considered.

The respective roles of culture and of genes in determ ning the

characteristics of individual persons, bears sone sinmlarity to the roles of
prices and tastes in the theory of Stigler and Becker (1977). There, people are
endowed with a conmon set of basic tastes, but what particul ar goods they
eventual ly favor as neans of satisfying those tastes is determned by a taste-
acqui sition process, in which relative prices and i ncones play key roles.
However, it is not necessarily only the details of taste (whether one prefers

pi zza or apple pie) in a narrow sense that are affected by environment and
prices, as in the Stigler-Becker theory, but al so perhaps such fundanmental s as
the relative weights placed on self-, other-, and process-regarding
preferences. 53 Thus, our environnents, including institutions created by people
t hensel ves, may affect our preferences in ways that then have inportant inpacts
on soci al behavi or and outcones, both by affecting the relative costs and
benefits of different forms of behavior, and by offering different role nodels
and nessages of acculturation.In sum evolutionary theory provides a scientific
framework for predicting what type of preferences we are likely to be endowed
with.54 |If we pose to it the question of whether we hunan beings are red in
tooth and claw, or kindhearted and harm ess, what it tells us is that our genes
have been tested and tested again for reproductive success and that while this
demands of the individual organisma degree of what is commonly seen as

sel fi shness, we evol ved human beings are also inclined to help our fell ow gene-
bearers and to cooperate with | ess-closely rel ated conspecifics where
collectively higher pay-offs are likely to result. At the same time, our
phenot ypi ¢ behavi ors are not determ ned by our genes alone. While receptivity
to environnental influences is broadly circunscribed by genetic propensities,

our environments, including culture, also inportantly influence our noral
propensities. The |longer "leash" humans enjoy as conpared to all other aninal
species stens fromthe disproportionately large brain with which they ended up
in the evolution process.

Ref erence to the length of the | eash on which our genetic propensities

hold us brings us to a brief but, froma nornmative standpoint, rather inportant
remark, with which we will conclude this portion of the discussion. Although
our essay is not primarily concerned with the strictly normative question of
what our val ues ought to be (our interest lies in the question of what our

val ues are, how they evolve, and how they are and nmight be affected by the
arrangenent of our social and economic life), we want to enphasize that our

i nsi stence upon the inportance of evolutionary explanations for human traits
shoul d not be understood as an endorsenent of the view that "the good" is that
which is good for the genes. On the contrary, we would seek a thorough

know edge of the inplications of evolution the better to rebel against what is
frequently the anoral tyranny of the genes, unthinking machi nes that happened to
have a knack for replicating. O course, a belief in a freedomto so rebe
inplies a belief in a degree of autonony between culture and/or individual, and



genes, of just the type that we have advanced here. And a belief that noral
choice is a neaningful possibility may require openness to a domai n of genuine
noral reasoni ng (Hausman and McPherson, 1996), whi ch our discussion by no
nmeans rules out. Human nature is neither strictly selfish nor strictly innate,
but rather includes dispositions towards altrui smand openness to noral
sensibilities which are shaped over time by environmental stinuli. The
plasticity of preferences provides sonme scope for actions ained at shapi ng them
if only within the constraints inmposed by our natures.55d. Institutions,

Organi zati ons, and Changes in PreferencesWe will use the terminstitutions to
refer to rules, |laws, nornms and custons, and the term organi zations to refer to
the social settings within which activities such as production, |earning, and
consunption take place. Institutions include the legal or accepted ways of
carrying out various activities, such as the rules and | aws governi ng nmarket
exchange, jurisprudence, and politics, and also widely held nornmative notions
such as those regarding fairness and reciprocity. O ganizations include firnms,
fam lies, schools, the nedia, governnment agencies, and courts. There is

i nterplay between the categories: for instance, norns of fanmly interaction
shape behavior in actual famlies; legal norms and procedures govern activity in
specific courts.

Institutions and organi zations cone into being for a variety of reasons

and in a variety of ways. Qur sketch of hunman evolution inplies that sone
institutions and associ ated organi zati ons may rest inportantly on innate

i mpul ses, and that all nust to sone degree be consonant with innate

predi spositions, cognitive nmechanisns, etc. But the concept of culture inplies
human i nvention, a degree of freedomfromdirect genetic determ nation
Institutions may arise sinply fromthe cumul ative effect of the uncoordinated
actions of individuals. Satisfactory conventions may be hit upon accidentally,
and then may be replicated over time and space by intergenerationa

transm ssion, by horizontal copying within and anbng groups, and by inposition
by one group upon another. The time it takes to reach an equilibrium(e.g., to
attain a convention) nmay be shortened if people or organizations with authority
i mpose a solution that belongs to the set of potential equilibria, or if "noral
entrepreneurs” intervene in suggesting an institution, or help create the
conditions that facilitate reaching an equilibrium for instance by suggesting
coordi nation around a pre-existing focal point or simlar transaction-cost
reduci ng noves.

There is indeed a (probably quite large) set of institutions and

organi zati ons that have come into existence due to inposition, the results of
whi ch sonetines benefited prinarily those who | abored to i npose their solutions,
and at other tines benefited nmuch |arger groups, or at |east were accepted by
broader groups.56 Moreover, an institution nmay turn out to be universally
harnful , but be adopted anyway, if the costs becone clear only long after it
entrenches itself.57 And once interests are forned around the exi stence of a
particular institution and its |egitinmcy has been established through various
nmeans, its survivability increases, other considerations notw thstandi ng. Mra

entrepreneurs are individuals -- in early societies, shanans, elders, and
chiefs, in later ones, philosophers, social theorists and activists, preachers,
and others -- who both participate in shaping and articul ating noral codes (and

ot her conventions), and help to establish vehicles including beliefs,

cerenoni es, and pedagogi cal practices, that serve to insert those codes into the
cultures of their society. Their actions constitute a common event58 which

af fects the expectations of individuals aware of it, thus opening the road to

t he emergence of new institutions and organi zations. Wether an institution or
organi zation actually will conme into existence, and how long it will survive,
depends on the actions of individuals. Individuals decide whether to

partici pate or not, whether to abide by a normor not, depending upon their
perception of the costs and benefits, including strictly selfish but in many



cases al so other- and process-regardi ng consi derations. Since the strength of an
institution depends upon the proportion of persons who adhere to it, the

out comes of such calculations will -- sometines glacially, sometines
precipitously -- affect the perpetuation of that institution. Likew se, the
fate of an individual organization, and of the genre of organization to which it
bel ongs, depends on these sort of calculations. Mny institutions rise and fal
in part on the strength of individuals' enpathy for one another, on their rmnutual
respect or fear, on their willingness to abide by rules, their readiness, on the
contrary, to free-ride, and so on -- that is, on the full sets of self-, other-
and process-regardi ng preferences that were shaped by prior forces of inclusive
genetic fitness, cultural evolution, and individual experience.59 O ganizations
and social arrangenments rnust thus function at any given nmonment with the raw

mat eri al of preferences that happen to be at hand. Accordingly, the matching of
preferences to institutions is a determ nant of institutional outcones and
viability. For instance, if the butcher, baker and brewer are hardworki ng and
care about their househol ds but not about yours, you may find that you eat
better in a market systemthan in a comune, and if nobst people place great
store in eating, conmunes may become few and econom es consisting of private
firms serving custoners in markets may flourish.

The papers in this volune suggest nunerous exanples of how val ues affect
institutions. Certain forns of trust may be prerequisites for doing business
(North) or for reaching high payoff outcones in organizations (Schotter).
Inclinations to reciprocate and puni sh may rai se payoffs to enpl oyer and
enpl oyee (Fehr and Gaechter). The presence of an appropriate norm nay snooth
the flow of traffic over a bridge (Sugden). The waning of fenale acqui escence
to patriarchal values with respect to who cares for the young or elderly may
push "caring" activities into the market, altering their quality and enotiona
benefits (Fol bre and Wi sskopf). The strength or weakness of norns of honesty
may help to determne the effectiveness of a government bureaucracy or judiciary
(Rose-Ackerman), with inportant inpacts on countries' abilities to achieve
econom c growh. Overly stringent norals nmay inpede the devel opnent of
conpetitive markets (Montias) or reduce the ability to focus on productive
activities (Kuran).

Wth such exanples in mnd, we can also go on to |look at the relationship

bet ween institutions and values as a two-way street. Individuals' preferences
hel p to deternine which organi zations and institutions are perpetuated, but
organi zations and institutions in turn affect preferences. For instance,
exposure of the young to certain ideas or practices may lead to their favorable
di sposition towards them to a preference for followi ng them and to behavi or

i ntended to satisfy those preferences. Attenpts to affect famly structures,
school curricula, and tel evision programmng or their view ng indicate the
conmon belief in such exposure-value links, since their ainms are to affect the
val ues of today's youth and their behavior today and tonorrow. An institution
may thus provide for its replication by instilling the preference that it be

mai nt ai ned. The renmi nder of this section explores sone of the principa

net hods of shaping preferences, and the institutions and organi zati ons that play
key roles in that process. (W return to the issue of the mutuality of effects
of institutions upon values and of values upon institutions in the next
section).

The view that institutions affect values is of course not new, Aristotle

and Plato articulated such ideas, and were followed by a | ong string of

phi | osophers, politicians, and others. Those who coul d, sought to shape vari ous
institutions to protect and advance the preferences they preferred others to
hol d. 60 Owners of slaves, feudal privileges, or wealth, for instance, pronoted
belief in the sanctity of the property from which they benefited where doing so
saved on the costs of guards and private arnies. O her-regarding preferences
have al so inspired value pronotion, in sone instances by those with a genius for



identifying a widely shared common interest -- the "noral entrepreneurs”
mentioned earlier. Selfish and collectivist notives may al so have m xed, as
when Abraham adopted a nmoral code with the understanding that his "seed woul d be
as nunerous as the stars." God, it would seem understands incentives (and

i nclusive fitness).

There are several nethods of shaping the preferences of individuals, and

there exist diverse institutions and organi zati ons through which these methods
can be applied. The conbined effectiveness of methods with institutions and
organi zati ons depends, of course, on the target individuals' inpressionability,
the degree to which their true preferences are known to others, the
observability of their actions, and so on. Here, we suggest a few general ideas
about the effects of institutions and organi zati ons on preferences, discussing
briefly several methods of shaping preferences, frominculcation by preaching to
practice of desirable behavior and rol e-nodeling, and several institutions and
organi zations, from schools and famlies to social networks and the nedia. In
this discussion, we focus mainly on a nodern, western context.

One comon et hod for shaping preferences is to inculcate themdirectly,
general ly during the so-called "inpressionable years" of chil dhood. Teachers
tell children over and over again what is right and wong, as do parents and
other adults, and signs proclaimng virtues and denounci ng vices hung in
classroons and other institutions are just one, visible exanple of the multi-
channel barrage of nmoral nessages.61 Teaching values is also done through the
retelling of fables, nmyths, and religious stories in which the virtuous are
rewarded and the sinful suffer -- note well the appeal to self-regarding
preferences of the nessage receivers (nmore on this below). Wile recourse to

i ncul cation resenbl es sinple brain-washing -- what is repeated often enough
becomes directly fixed in the brain -- its efficacy seens al so to depend upon
enoti onal associations with the messenger, such as a trusted parent or role
nodel ; on acceptance of his or her authority (as with a parent or elder); and
per haps even the content of the nessage (viz. the perhaps innate receptivity to
urgings to help siblings or to notions of fairness and due puni shnent).

Trusting parents and authority figures is probably a human genetic

predi sposition, which is further shaped by the operative social environment.
Pref erences can al so be shaped through appeals to reason, by seeking to

teach that society cannot function w thout respect and caring for others and

wi t hout vol untary submi ssion to certain rules of behavior or civility. Schools,
nmedi a, political persuasion, and other institutions and organizations that
address nore mature individuals, or organizations in which such individuals
partici pate, are the commopn executors of this nmethod. |In conparison with

i nculcation, this nethod relies on a | esser degree of paternalism by preference
shapers towards the | earners and requires a greater neasure of their
rationality; but both methods share in comon the belief that individuals'
preferences can be affected through di scourse. 62 Exposure of individuals to
behaviors reflecting certain preferences is yet another way of transmtting such
preferences. (bservation teaches "how things are done here,"” which is the
essence of socialization.63 Children observe how adults behave, and the
tendency to learn through enul ati on causes themto internalize some of the

val ues that guide adults' behavior. Observation also allows the observer, child
and adult, to infer what kinds of behavior, and therefore preferences, are
rewarded and sanctioned, and therefore what it is in one's self-interest to
learn. This nethod is largely grounded in the human proclivity to reciprocate
behavior with |ike behavior, and therefore it can be carried out nost
effectively in the framework of organizations that foster repeated interactions,
where reciprocity can be practiced.64 Incentives that appeal directly to self-
regardi ng preferences are often enployed to shape other- and process-regarding
ones. Prizes are offered for being a virtuous person (a nonetary prize for
returning a lost item), praise (which is alnmost universally craved -- see again



Fersht man and Weiss, this volunme) goes to those who seemto behave in desirable
ot her- or process-regardi ng ways (a plague nam ng the donor of university or
hospital building), and puni shment may result from seem ng to act on wong
preferences. By changing the costs and benefits of holding particular
preferences, as judged by the preferences one already holds (for praise and
rewards, and for avoi ding punishnent), such prizes and puni shments help to shape
"pro-social" preferences, building a specific behavioral phenotype from genetic
stuff shapable in a multitude of possible directions. Repeated or transparent
appeal s to self-interest, especially by those unable to signal virtue on their
own parts, may by contrast foster the kind of calculativeness that allows only

t he opportunistic feigning of other- and process-regardi ng preferences. 65The

ef fecti veness of institutions and organi zati ons at shapi ng preferences depends
on a nunber of properties, including the frequency and continuity of

i nteractions anong individuals, the types and transparency of actions in which

i ndi vidual s may engage, and the ability to store and produce infornmation about

i ndi vidual and group behaviors and outcones. Particularly relevant to our

di scussion, for instance, is the fact that institutions nay provide nore or
fewer opportunities for practicing virtuous behavior. Thus, interactions within
fam lies and snall groups may permt desirable other- and process-regarding
preferences to be rewarded nore reliably than they can be in | arge-group and
anonynous interactions. If within-group attitudes are not built on negative
feelings towards outsiders, then habituation to other-regardi ng or virtuous
behavior in the small group setting may help build "noral rmuscle" and predi spose
i ndividuals to behave simlarly in situations involving outsiders, due to
processes of cognitive carry-over or di ssonance-avoi dance. 660rgani zati ons such
as firms -- in part, perhaps, due to our innate cognitive biases -- take on sone
of the attributes of persons in their interactions with us. A typica

i ndi vi dual has many fewer interactions with other individuals in social or

busi ness rel ations than does a typical organization, such as a firmof noderate
size, which may interact daily with hundreds or thousands of enpl oyees and
custonmers. As with individuals, those controlling an organi zati on nay choose to
have it behave in a manner that reflects nore narrowWy selfish interests, or in
one that seens to also put weight on certain virtues and on the well bei ng of
others. Because organi zati ons are nuch fewer than individuals and perhaps for
that reason nore easily accessed by prompters of social change, because their

obj ectives and behavi or are desi gned, and because they have frequent and
sustained interactions with many individuals, the effects of noral attitudes and
behavi or on organi zations' parts may be relatively influential in engendering
simlar and reciprocal attitudes and behavior on the part of the individuals

wi th whomthey cone in regul ar contact.

Institutions that help screen individuals according to their preferences,

or that help individuals to signal their preferences, may al so i nduce changes in
preferences. |If it is relatively easy to identify individuals' preferences,

t hen individual s possessing desirable preferences can be rewarded, pronpting the
processes of |earning and habituation described earlier. By contrast, if

i ndividuals are entirely anonynmous and their preferences are totally unknown, it
is only their behavior or its consequences that can be judged and rewarded. 67
This is done primarily by permitting reputations to be built through repeated
interactions. |Institutions that use long-termrelationships to foster
famliarity, affection, and consistency in the interpretation of signals, can
assist in the screening and signalling of individuals' types or characters.
Stabl e social networks, such as firms and voluntary organi zati ons, thus becone
stores of information about the individuals that popul ate them

Institutions and economi c arrangenents can al so affect preferences as an
uni nt ended by-product of their primary function. Tel evision progranmm ng

i ntended by the supplier as a nmeans of earning advertising revenue and by the
viewer as a nmeans of entertainment, may have unintended effects on val ues.



Firms are operated to produce sonme products, but through their incentive schenes
they may induce certain preferences in their enployees. And schools are run
primarily in order to inpart skills and know edge, but at the same time they can
be used as a vehicle for "nolding values." Mre abstract institutiona
arrangenents, such as nmarket coordi nation of economic life, or conventions wth
respect to property rights, may al so affect preferences. Typically seen as
bei ng enbraced by a society for their benefits to material prosperity and their
consi stency with individual freedonms, narkets nay at the sane tine help nold

val ues like competitiveness and individualism may strengthen work ethics or
concerns with reputation, or by reducing both the demand for and the feasibility
of reciprocity, they may |ower the preference for engaging in it. Although the
f eedback of such effects upon institutional viability and individual wel fare can
be expected to affect an institution's persistence at least in the long run, if
key deci sions governing the evolution of institutions and econom c arrangenents
are guided nostly by other considerations, then their effects on the evol ution
of preferences may have the character of unrecognized externalities.

An i nmportant question concerning the influences that organizati ons and
institutions have on preferences is whether their effect is permanent or
tenporary. The answer nmmy depend in part upon the tim ng and consistency of
these influences: cultural norns conmunicated consistently through many
channel s in childhood may be extrenely durable, especially if congruent with

i nnate predisposition; the inpact of values comuni cated by sone but not other
agents at later points in life may be conparatively fragile. 1In nopst

i nternedi ate cases, there nay be a degree of inertia in preferences and behavi or
that ensures sone continuity even when the operation of particular nethods of
shapi ng preferences is discontinued. However, the strengths of induced
preferences may tend to weaken with time when the stimuli which encourage or
sustain them are no | onger present.68 e. The Two-WAy Interacti on Between
Institutions and PreferencesA full understanding of the effects of preferences
upon institutions, and of institutions on preferences, requires a view of their
rel ationship as operating in two directions at once. But researching such a
two-way relationship rigorously presents serious methodol ogi cal challenges. |If
both institutions and val ues are endogenous, what can be the starting point for
one's anal ysi s?

As usual, what can be treated as exogenous and what as endogenous depends

upon the problemat hand. |If we are studying the evolution of multicelled
organisns fromearlier forms of life, such basics as the origins of sexua
reproduction need to be explained, perhaps by reference to success in thwarting
fatal predation by parasites (Tooby and Cosnides, 1990). |If we are studying
fam |y formation in hunan bei ngs, sexual reproduction and physi ol ogi ca
speci al i zati on anong the sexes, basic facts of brain structure and chem stry,
and nutritional requirenments can be taken as givens, but details of the socia
rel ati ons between the sexes and within famly or correspondi ng social units may
not be. |If we are studying the rise of divorce and of out-of-wedlock childbirth
inthe late 20th century, both basic biological drives and a backlog of socia
norns concerni ng gender roles and sexual behavior can be taken as given, and

ot her factors, such as changi ng economi c opportunities and demands, the
structure of public assistance prograns, and broad cultural trends, may be the
rel evant exogenous variabl es (Akerlof, Yellen and Katz, 1996).

In sone instances, it may be possible to conduct full-blow genera

equi | i brium anal yses, in which both institutions and val ues are determ ned

si mul t aneously by such exogenous factors as initial genetic and cultura
endowrents, resources, and technologies. |In general, tractability will require
t hat such studies focus on only a few variables at a time, so researchers need
to be alert to the sensitivity of their conclusions to their choice of nodeling
and enpirical research strategy. At other times, it may be worth trading the
simultaneity and sel f-contained character of general equilibriumanalysis for



the greater nodeling richness that night be obtained by having recourse to nore
partial equilibriumand recursive-type structures, in which one set of variables
(values, or institutions) is taken as an initial given, and its effects on the
other set (institutions, or values) is then analyzed. The inpact of this round
of effects on the first set of variables nay then | ooked at, and so on
Illustrating system properties by way of sinulation will be a useful

technique in both general equilibriumand partial equilibriumor recursive
nodel s, if closed-form solutions are unattainable w thout excessive sacrifice of
conplexity. Insights into directions of change may be inval uabl e even when they
cone without identification of an overall equilibrium for in situations in

whi ch change is sl ow and unpredi ctabl e exogenous disruptions are |ikely, both

t he existence and the nature of equilibriummay be irrelevant for practica

pur poses.

The approach advocated in this essay is one that would generally take

genetic receptivities towards preference patterns as a given. For the classes
of problens touched upon in this essay and book, these genotypic patterns wll
differ fromthose of honpo econom cus insofar as the typical person pursues

obj ectives other than maxim zation of wealth, pleasure, or longevity of the
individual -- as it is widely suggested will be the case due to the nature of
the inclusive fitness criterion and the incremental character of the

evol utionary process. Behavioral phenotype is then determ ned, at a second

| evel of analysis, both by genetic inheritance, and by environnent, which

i ncl udes both general cultural elenents, and details like birth order, famly
size and econonic situation, parental experience, etc. Wereas genetic
propensities vary perhaps nodestly and nore or less uniformy across all of
humanity, general culture is shared within groups of varying sizes, sone very
large, while the final set of factors, the details of the individual's
environnent, vary widely wi thin popul ations.

At the level of analysis which is likely to characterize nost applied

research, one takes as given a particular nmonent in cultural evolution and a
certain set of denobgraphic structures and organi zational forns. One then | ooks
at the effects of particular changes or sets of changes -- intensified
conpetition in international markets, increasing participation of women in | abor
mar kets, the wani ng of certain sexual taboos -- upon the shaping of preferences
and the further evol ution of econonmic and social arrangenents. W provide brief
and informal illustrations of this last type of analysis in Part 3 of this
essay, but first we close this section with sone remarks taking a | onger

evol utionary view, and attenpting to reconnect with sone of the broader issues
of our essay.

Institutions and val ues have evolved in tandem over the ages. At the

time when primate societies were gradually shading into human, culture as such
may have been mininmal, but social norms, feelings of concern, jealousy, etc.
toward ot hers, and senses of right and fairness already may have mani f est ed
recogni zably human qualities.69 Qur early ancestors would have devel oped
vocabul ari es to describe and gui de such feelings and noral senses, with details
differing with the terrain, and with sone culling of nore versus | ess successfu
adapt ations through the effects of differential survival. As societies shifted
fromthe hunting and gathering that characterized human life for all but the
nost recent mllennia on to pastoral and agricultural systenms and then to stil
nore conpl ex orders marked by social stratification, witing, taxation, fornal
religion, and cities, it is increasing technical nastery of environnents,
permitting greater population densities and the support of first small and then
| arger portions of the popul ation at above-subsistence | evels, that appears to
be the key factor explaining social and econonic evolution. Yet scientific and
techni cal know edge are thensel ves aspects of culture, and change was brought
about not by new tools alone, but by the conbination of new tools and know how
wi th new and increasingly conmplex social divisions of |abor, organized in



accordance with normative, legal, and belief systens that at npost tinmes neshed
with current techniques, and at sone tines also permitted the groundwork to be
laid for further technical and social changes.

The technol ogi cal and organi zati onal devel opnents characteristic of

capitalism for exanple, nay at least initially have been associated with

evol ving notions of private property, of personal liberties, of a domain for
states, of correct settings for reproductive and child- rearing activities, and
so forth. The evolution of institutions such as |abor and capital markets

i nvol ved not only organizational and technical innovations, but also changes in
noral notions such as the construction of norns governi ng enpl oynment

rel ati onships out of elenments of earlier master-servant and naster-apprentice
precedents, and the rel axation of prohibitions on so-called "usury."

A hall mark of cultural, just |ike biological, evolution, is that because
adapt ati ons can build upon accumul ati ons of prior know how using the principle
of nmodul arity, change tends to accelerate with time. Estimates suggest that it
took two billion years for the first life-forns to evolve to the eukaryotic
stage (in which cells contain nenbrane-bound nuclei), 0.7 billion years for
eukaryotes to become multi-cellular, and ever shorter spans to the appearances
of conplex land animals, and so forth on to the first human beings. In nuch the
sanme way, humans spent upwards of a million years in their prehistoric
"twilight," but it took no nore than a few thousand years fromthe birth of
irrigated agriculture to the apogee of literature and phil osophy in ancient
China, India, and G eece, less than two nmore mllennia to Copernicus, Newton

and the early nerchant states of Europe. Fromthere, it was but a few
generations nore to Darwin, Einstein, and the begi nnings of nodern industry and
nedi ci ne, and nere decades thence to nodern quantum physics and genetic

engi neering, the gl obal marketplace, the birth-control pill, and the Internet.
Nuner ous schol ars have taken note of the changes in nornms and val ues t hat

have acconpani ed social transitions such as the birth and denise of feudalism

or the rise of nodern capitalism Yet, while there is undoubtedly sone validity
in the notion that the noral "superstructure" of a society (to use Marx's
phrase) is adapted to its socio-technical or econom c "substructure," there are
al so reasons for doubting that the accel erating pace of technical and

organi zati onal change has been matched by equally rapid and appropriate
adaptations in acconmpanying normati ve and accul turation systems. W continue to
teach the ethics of the Bible and other ancient texts centuries after the

soci eties that gave birth to them have changed beyond recognition. There nay be
good reasons for doing so in a world w thout contenporary noral conpass, but the
di fferential speeds of organizational and technical versus noral change may al so
gi ve cause for concern. "Moral evolution" may nove slowy because the
foundati ons of our noral systens, which seempartly inherited through our genes
and partly handed down frommnillennia of culture, are only in smaller part
supported by our powers of reason, and have thus far remai ned under-studied by
sci ence. Canmpbell, who argues that nmarket nechani sns and | egal systens nay have
worked well in the past due to a "residue of awed indoctrination," suggests that
"[i]f indeed the process Wber described as di e Entzauberung der Welt (I oss of

t he enchanted worl dview) still proceeds apace, we nust |look to alternative nmeans
to protect collective goods" (Canpbell 1986:177).

Today's industrialized societies have seen a transition over but a few
generations froma state in which nost individuals spent their lives in a single
locality, produced many of their own necessities, and interacted with snal
nunbers of known others within a fairly rigid socioeconomc structure, to one in
whi ch peopl e depend for their |ivelihoods on selling commodities or |abor for
cash, work for a series of enployers and live in a nunmber of localities during
their life-times, and are able to purchase an extraordi nary variety of goods
fromlarge numbers of sellers, with many enpl oyers and sellers being |arge,
bureaucratic entities the | ocal personnel of which are short-termhires. Not



only are people interacting | ess personally, and with | ess opportunity to
benefit fromreciprocity through repeat interaction, in their production and
trading activities; but they are also interacting |l ess with one another because
of the increasing cost of tine, the availability of economc alternatives to
investing in relationships with others, and the attractiveness and accessibility
of anusenents (e.g., television) not requiring social interaction. Wth |ess
interplay and |l ess clear interdependence, people nay develop fewer |oyalties and
af fections, and may thus feel less regard for others (Putnam 1995).

An interesting exanple that my illustrate the points nade in the previous

two paragraphs mght be found in a conparison of the contenporary worlds of the
Western countries and East Asia. It has often been remarked that the vigorous
performance of Japanese industry in the post Wrld War Il period nay be

attributable in part to patterns of loyalty between enployee and the firm to
trust between trading partners, and to a work ethic, that are products of a
culture enphasizing famly ties, hard work, honesty, thrift, and rul e obedi ence.
Two rel ated and conpl enentary expl anati ons may be offered for the origins of
that culture. First, inits recent past as a firmy ordered feudal agrarian
soci ety, Japan consisted of tight-knit social and econom ¢ networks that
fostered loyalty, obligation, and rmutual "rmonitoring” in a wide array of
activities due to the transparency of individual actions in these networks, and
t he adherence to a correspondi ng set of w dely-shared val ues which nmade this
possi ble. These factors tend to engender stronger other-regardi ng and process-
regardi ng preferences than a nore | oosely-knit society.

Second, this social structure has allowed for deliberate, top-down

institutional design through borrow ng, adaptation, and innovation by noral
entrepreneurs. One aspect of the Japanese institutional |andscape (often

negl ected in Western di scourse about things Japanese) is that firns are said,
including by their top executives, to be run primarily in the interests of their
core enpl oyees, secondarily for the benefit of custonmers, and only lastly for

t he benefit of shareholders (Aoki, 1990, and Myazaki, 1993). |If this is indeed
so, the inplication is that those Japanese who are covered by this system have
nost of their encounters outside the fanmily with institutions that act as if

t hey had beneficent other- and process-regarding preferences. As we argued
earlier, this would tend to engender simlar preferences in individuals.

As the greater recency of Japan's transformation into an industria

mar ket society as conpared with Western industrial counterparts wanes, and as
the pressure for freer international and donestic trade (as well as for
institutional change within Japan) nmounts, the possibility rises that Japan'
differences with Western counterparts in the late 20th century will dw ndle, and
that many of the sane social conplaints heard in Europe and North America today
wi Il beconme nmminstays in Japan as it nobves into the next century. This suggests
t hat busi ness deal i ngs based on trust will becorme nmore difficult in Japan, as
they are now in the West; that engendering loyalty within famly-styled

enpl oyment relations will be less and | ess easy; and that hard work will need,
nore and nore, to be purchased with conplex incentive and supervision

systens. 70An interpretation of the "crisis of values" viewoint, in light of the
foregoing, is that contenporary individuals possess a stock of civility,
fairness, and other preferences which have been partly handed down from past
societies. Although Bowes and Gntis (this volune) are probably right to
suggest that institutions are unlikely to survive even as vestiges unlike they
serve some useful role in the current context, the principal institutions and
organi zations transmtting the values in question -- famlies, communities,
churches, etc. -- may today be weakening, even as the institutional settings in
whi ch the values are reinforced -- small towns, repeated relationship-specific
trade -- are replaced by less reinforcing forns of organization. Famlies and
other primary value transnmitters nay be weakeni ng under the influences of still-
expandi ng personal choice and nobility, and of the skeptical or nihilistic



cultural order spawned by a variety of factors, including the shocks that

Coperni cus, Darwin and others caused to earlier world views. Calls for noral
regeneration, famly values, and religious revival are quite understandable in
this context, even if a literal return to the past is neither possible nor
desirable. The prem se of our research agenda is that understandi ng our
problens -- in this case, those of the noral basis of a society we would want to
live in -- is the first step to effectively addressing them

I11. Applications

We have argued that human behavi or is governed by preferences, of both

i nherited and experiential origin, that include preferences with respect to
one's self but also ones with respect to process and to the well-being of

others. And we have argued that preferences both are influenced by the
institutions and organi zati ons of societies, and help to determ ne the selection
and the performance of those institutions and organizations. 1In this Part, we
illustrate these propositions in a manner suggestive of their relevance to those
who design and run organi zations, to policy makers, and to social scientists who
woul d advi se them The present discussion concerns three exanples -- the

fam |y, the workplace, and national social insurance -- although limts of space
and expertise nmean that even for these exanples we can offer only broad hints of
the prom se of our framework. The applications are organi zed around the key
qguestions that the framework of the previous Part helps us to address: \What are
the deternmi nants of individuals' behavior (a question we address with an
enphasis on the role of preferences)? Wat environnental factors nmold these
preferences? How are these factors enbedded in institutions and organi zati ons?
And how can the decisions of nanagers, policy makers, and others, affect
institutions, values, and behavior in socially desired ways?

a. Values in Three Institutional Exanples

The institution of the famly, already much remarked on in our essay, offers

an attractive subject for illustrative analysis. Fanilies are arguably the
forenost of the social settings in which preferences, including values, are
shaped. Certain noral inclinations are either instilled or fail to be instilled
at a young age, and if the presence of these inclinations is critical to the
snmoot h functioning of society in civic, comercial, and other respects, then the
socialization with which famlies provide their children as a nmeans of equi pping
them for success in the wider world creates a positive (or negative) externality
to society as a whole. Famlies are also inportant econonically, playing

prom nent roles as direct providers of |abor, and as consuners. Famly
structures are influenced by econom c forces, such as changes in the costs of

rai sing children. Understanding how fanilies affect val ues and how val ues
affect famlies could contribute to addressing these concerns.

In nmodern societies, nost fanmilies are formed and either maintained or

di scontinued as the result of choices by adult nale and fermal e partners. The
mai n notivators of famly formation include the desire for sexual relations and
the desire to procreate. Core features of these drives are alnost certainly
hard-wired into us as in other species. For the individual, sustained intinacy
and enotional security may be anot her benefit sought in nmarriage. Famly
formation is also desired as an assurance of financial support fromone's

of fspring, and of care in the event of sickness. Both the drive to |eave

of f spri ng beyond a single generation, and the desire for care in one's own tine
of need, may notivate investnent not only in the i medi ate physical welfare of
children, but also in their "noral upbringing." Success in that enterprise can
i ncrease children's future fitness if others select for signs of such norality
in those with whomthey interact, and it can increases, too, the likelihood of



their providing the required care to their parents when the tinme comes (solving
what woul d ot herwi se be from an econonic viewpoint a tine inconsistency problem
in inter-generational reciprocity).

A second institution which intrigues us is the workplace, or nore

specifically, the relationship between enpl oyer and enpl oyee, about which we
have al so comented earlier in this essay. Wereas famly and school are
central institutions where values are shaped in one's youth, the workplace
reaffirms and strengthens or invalidates and weakens val ues hel d by enpl oyees.
Since enploynent relationships are critical to productivity, to househol ds
econom ¢ security, and to living standards, the interactions between val ues and
the structure of enploynent relationships are potentially of great significance.
The biblical observation that nman rmust eat "by the sweat of his brow'

rightly inplies that it is necessity that is the first notivator of productive
effort, and in standard econom c nodels, its instrunental role in augnenting
weal th or consumabl e resources is the only notivator of work. It is

unr easonabl e, however, to suppose that workers check their extended preferences
at the door of the factory or office, and nore sensible to suppose that they
cone in as human beings, and that as Akerlof (1982) suggests, they relate as
such towards both enployer and fell ow enpl oyees. For exanple, jealousy,
resentment, gratitude, concern for coworkers, and |loyalty may compl enent the
desire for personal gain as sources of their behavior, and cooperation may be
sel ected as the outcome of an effort-choice game when propensities towards
reciprocity are appropriately reinforced. Here, too, society may inherit a
stock of noral capital, including such things as a work ethic, pride in

craft smanshi p, professionalism loyalty and solidarity. These may be sustai ned
or depleted by an enployer's practice of incentive schenes that nay either build
on such noral capital, or instead strengthen enpl oyees' self-regarding
preferences and erode their concern for fairness and for the well-being, or the
favorabl e regard, of others.

For the third illustration, consider an institution that operates at the

soci etal level: national social insurance schenmes. Such schenmes, highly

devel oped and fiscally significant in today's industrialized nations, have
potentially inportant inplications fromthe standpoint of social justice,
efficiency, and order. To be sure, the shaping of preferences has little or
nothing to do with what social insurance schenes were designed to do, and how
their operation depends upon and affects preferences m ght easily be overl ooked.
Yet even the relatively nonaltruistic explanation of these systens as nechani sns
of societal insurance which each individual would favor frombehind a "veil of

i gnorance" (before knowi ng her actual economic status), is consistent with the

i dea that ex post support for them depends in part upon a certain "noral
attitude. For those who believe that the provision of certain basic guarantees
is arequirement of a civilized society, the question is: how can such
guarantees be put in place in such a manner as to inpose the | east feasible
burden upon, and to maintain the nost support from those who nust pay for them
Preference and val ue questions arise on both sides of the issue, because they
can affect the | evels of abuse of social insurance prograns by beneficiaries and
providers, which can in turn affect programcosts and the support of
contributors (taxpayers). To the extent that program design can itself

i nfl uence val ue-rel ated behaviors and preferences, these effects nmay therefore
be critical to programviability.

Both the desire for personal insurance and certain shared noral

principles may explain support for social insurance progranms in devel oped
econom es. Consider, first, the notivation of recipients. Their own positions
nmake t hem candi dates for norally hazardous behaviors such as the fabrication of
clains for benefits and failure to make good faith efforts to find enpl oynent.
Thus, the less are these potential recipients constrained by "noral"
preferences, the nore abuse of such programs we can expect to see, and the nore



costly will the prograns be to operate. Abuse by beneficiaries may directly
reduce the | evel of benefits available to the genuinely needy, and it nay |ead
also to further reductions through its inmpact upon the preferences of the

t axpayers, who nmay take a less charitable view of such prograns the nore that
they believe they are being abused. The honesty and efficiency of the personne
of governnent agencies and nonprofit organi zations that act as agents of the
public in providing social services my al so be affected by noral factors and
may in turn affect public willingness to pay.

b. Policy Interventions and the Val ues-Institutions Nexus

Suppose now t hat we ourselves are noral onl ookers who wish to help society to
strengthen famlies in which enptionally and norally healthy children can be

rai sed, to inprove the design of workplaces so that both productivity and

sati sfaction are enhanced, and to provide humane | evels of social insurance at
the | owest feasible cost. W would approach these tasks very differently
dependi ng upon the nodel that we believe best describes human behaviora
propensities. For exanple, let us first, as a thought experinment, erase our
earlier priors and assune that self-interest is after all the only effective
notivator, and universally so. On this assunption, famlies may well be a | ost
cause; for the notivation to formand to remain in famlies would appear to be
wani ng rapidly as the stigm of divorce and of sex outside of marriage have
declined, as the availability of alternative forms of insurance has increased,
and as the likelihood of support fromfamly menbers shrinks with their

i ncreased nobility and individualism Enploynent relations nay have sonme hope
of being effectively engineered for econonm ¢ nmen, using piece rates where hard-
to-nonitor quality and equi pnment care issues are uninmportant, setting up
conpetitive tournaments for promotion which ease nonitoring demands by requiring
rel ative ranking only, and relying on reputational mechanisns to di ssuade

enpl oyers fromreneging on their end of enploynent contracts. But with severe
asymmetric information in the workplace, and with external narkets for
reputation working only inperfectly, one would expect to see a very different
wor | d of organi zati ons, assuming a popul ati on of economic persons-- one in which
productivity would fall bel ow al ready observed potentials, and where the

i nperatives of notivation would preclude nmaki ng work anything other than an
unmtigated (if necessary) evi

Under the sanme assunptions, social insurance progranms m ght have to be

limted to the benefits that are in the private ex post interests of the
majority of the taxpayers, to enploy tough rules of eligibility, to build in
abuse-deterring costs such as the requirenent of working for one's benefits, and
to enforce draconian penalties for beneficiaries and providers found to be
abusing them Indeed, the market economy as a whole could be expected to
function rather restrictedly, in a world of econom c persons, on the behaviora
assunption of pursuit of self-interest unnitigated by concern for others or for
process, as each agent woul d al ways be certain of being cheated by every other
agent whenever it were in their interest to do so, and the deterrence val ue of
prospective penalties could only exist to the extent that it could be nade to be
in soneone's self-interest to nonitor msdeeds (including self-serving
accusations). Under such conditions, nmuch potentially beneficial trade would be
foregone so as to maintain |ong-termdyadic relationships, or for the security
of outright self-sufficiency.

However, if behavioral propensities are of the nore conplex variety that

we have argued themto be, far nore fruitful approaches mi ght be avail able, the
best of which would take into account the receptivity of human beings to the

i nfluence of their experiences, the m xes of preferences that nay be

sustai nabl e, and the ways in which institutions can influence the preferences on
whi ch behaviors are based. The recent intensification of discourse about

"fam |y values" is suggestive of forces set in nmotion in reaction to the past



generation's swing of the social pendulum \Wile that pendul um never returns to
the sane status quo ante, these reactions may pronote the evolution of famlies
and simlar support networks in directions nore consistent not only with the
contenporary environnent, but also with the nore durable noral fundanentals of
civilized society and with contenporary extensions of those fundanmental s such as
equal ity of the sexes (Fol bre and Wi sskopf, this volune). Although sone of

t hese changes may, as it were, "well up" from below, the nodification of tax and
transfer systens to encourage parental responsibility is anmobng other changes, in
the nature of policy responses, that may use econom ¢ inducenents to strengthen
or at |east avoid weakening, an institution having such beneficial noral,

enotional, and insurance effects -- in the last instance also helping to
al l evi ate pressures on the social insurance schemes we have al so di scussed here.
Pol i cy thinking should be directed, as well, at strengthening other institutions

whi ch may buttress, supplenent, or provide alternatives to the famly's role in
the socialization of children, for instance the inprovenment of pre-schoo
prograns and of the val ue-rel ated conponents of schooling.

In the workplace, conpl ex, extended preferences do not unseat pecuniary

quid pro quo fromits center stage position (although a recognition of self-
regarding intrinsic notivation nay sonetines be of first-order inmportance).
Reciprocity and loyalty are now possibilities, but opportunismand attenpts to
free ride on or take advantage of the naivete of others are no | ess so.

Qut conmes depend on the experiences with which workers enter the enpl oynent

rel ationship, the m x of workers and their individual proclivities, the nature
and history of their relationship with the specific enployer, and the
possibilities inherent in the rel evant production processes and technol ogi es.

It nmay be profitable for an enployer to conmt to a long-termrelationship with
enpl oyees, structuring an environnent rewarding reciprocity and nouri shing
inclinations towards loyalty on both sides. Narrowing pay differentials even
when good indicators of individual productivity are avail able could induce good
wi Il and corresponding effort froma workgroup whose nenbers are inclined to

vi ew one another with synpathy, as in Akerlof's (1982) exanple; or this may fai
to happen, for instance if potential workgroup nmenbers are steeped in an ethos
of individualismof the sort that may have strengthened since the observations
about whi ch Akerlof theorized were recorded. Self-enploynment and the foregoing
of some scal e economies will prove superior for incentive reasons, in sone

i nstances; in others, group production with profit sharing. Wile the potentia
i npact of effort elicitation problenms on nmacroeconom ¢ outcones is al ready well
known fromthe efficiency-wage literature, it my al so be worth considering the
external effects of the strategies of individual firns by way of their influence
on the receptivity of workers who change positions to the incentive environnents
of their new firnms (see Schotter in this volume).71 As in the efficiency-wage
case, this could be the basis of certain policy prescriptions perhaps
resembling, for instance, the U S. Departnent of Labor's recent proposals to
award favorable tax treatnent to firns that engage in certain rel ationship-
enhanci ng | abor practi ces.

Per haps one of the npbst inportant points to be nade with regard to socia

i nsurance is that "virtuous behavior" on the part of potential beneficiaries --
not applying for or accepting assistance where it is unneeded or where the

rel evant qualifications are not in truth net -- is unlikely to be an "all or
not hi ng" proposition. Part of the nmotivation for avoiding such acts may be the
desire to avoid feelings of shame. Wen individuals have not conpletely
internalized the normin question, the | evel of shame felt by themw th respect
to these acts nmay be an increasing function of the Iikelihood which they attach
to their being discovered, and of the inmportance to them of the individuals
likely to learn of them It is, on the other hand, likely to be decreasing with
the proportion of others who are believed to engage in the disapproved act. The
first linkage suggests that insurance may be nore difficult to provide at the



| evel of the society than at that of the famly, where discovery by others who
matter to one is nore likely. The second suggests a reason why societies my
find their ability to provide such insurance declining over time: values of

sel f-reliance, which may have been firmy inplanted in nost individuals when
famlies were their principal support systens, begin to erode as the option of
using the nore inpersonal insurance of the state is exercised by both sone
deservi ng and some undeserving recipients. By reducing the shame of others, the
perception that sone are cheating can lead to a spiraling epidenic of fraud --
whi ch, again, will reduce both the capacity to help the truly needy, and the
amount of funding that taxpayers are willing to provide.72 Such observations
may point in the direction of putting greater effort into the di scouragenent and
detection of abuses, to considering nethods to reduce the anonymity of
applicants or at |east abusers, and to avoiding too conplete a shift away from
reliance upon the resources of the famly and other small groups. However, too
blatantly treating each potential recipient as a suspected cheater could further
deplete the remaining reservoir of civic virtue for reasons of the sort

di scussed by Frey (this volune); and elimnating or cutting back socia

i nsurance too severely could inmpact negatively on overall acceptance of the
soci al order by certain groups of individuals, with ultinmtely higher cost to
society. Thus, our renarks here, as with our other exanples, are only neant to
illustrate the potential value of taking into account the effects of program
design on values and the effects of values on programviability, and not to |ay
out any specific set of policy recomrendations.

Concl usi ons

Econonists take pride in the rigorous manner with which their nodels of
constrai ned naxim zation of self-interested objective functions pernit themto
anal yze probl enms of exchange under given institutions, and in sone cases al so
the choice of institutions thenselves. At the beginning of this essay we

of fered three reasons why it may be necessary to go beyond such nodels. First,
the institutions of a narket econony could beconme prohibitively costly to
operate were all norns of fair dealing and reciprocity to be displaced by

sel fish calculation. Second, it is difficult to reconcile sone gane-theoretic
predi ctions with observed behaviors unl ess nodels of preferences are extended to
i ncl ude el ements conventionally excluded fromthem Third, some of the nost
pressing social problenms of the day nay reflect stresses on society's normative
fabric, and such stresses both affect and are affected by the functioning of
institutions including famlies, firns, and states. Putting the strengths of
econom ¢ science to work on the task of addressing these problems, we have
argued, may be inpossible, in many instances, wi thout explicit recognition of

val ue-institution |inkages.

Exactly how best to do this is a matter that can hardly be prescribed to

the satisfaction of all researchers; which approaches prove the nbst prom sing
will be known only as the types of analysis illustrated in this volune are
further criticized, tested, and devel oped. Qur own general comrents have boil ed
down to suggesting that nodels of individuals solving constrai ned maxi ni zati on
probl ens, often in conplex interaction with one another, should remain at the
center of econonic nethodol ogy (with due allowance for linmts to rationality)

but that the objectives individuals are assuned to pursue should be permitted to
i ncl ude what we have called other- and process-regardi ng concerns. Those
concerns are not to be called upon ad hoc to explain what is otherw se

i nexplicable. Rather, they would be nodell ed as outcones of the environnments in
whi ch individuals devel op and |ive, within boundaries set by genetic

predi spositions. Both the paraneters of those predispositions and the selection



of institutions and norns are in principle amenable to anal ysis using

deductivel y-generated evol utionary nmodels that, if based on properly specified
fitness criteria and tested for enpirical corroboration, can provide gui dance
for maki ng the paradignatic transition from hono econom cus to real existing nan
and worman in a nonarbitrary fashion

A society's econonic arrangements arise to neet a variety of needs. In
prehistoric environments means of survival, social norns, and even the cognitive
and enotional equi pment supporting behavior and social interaction would have
evol ved in congruent ways given the workings of processes of selection. By
contrast, nodern technical and institutional change occur on tinme scales in

whi ch certainly genetic predispositions, and to sone degree also a heritage of
normative orientations, are essentially givens. And institutional change is
often driven by factors that make congruence with the needs of norm

rei nforcement at nost a secondary consideration. Wile patterns of small-group
soci alization and repeated econom c interaction nay be nore favorable for

i ncul cating values and for providing the ongoing rewards and benefits that
support their |ong-term mai ntenance, the productivity advantages of |arge

organi zati ons, conplex divisions of labor, individual nobility, and anonynous
exchanges, may becone driving forces behind change in econonic arrangenents,
weakeni ng the reproduction of socially beneficial nornms. But a decline in the
stock of desirable values may eat into the benefits of econom c conplexity.
VWil e recognition of such tendencies could | ead to checks on excessive econom c
atomi zation, socially appropriate responses may not be forthconming if

i ndividuals react to these trends according to private, rather than soci al
rationality. Unless sone individuals -- be they religious figures, politica

| eaders, philanthropists, or social scientists -- consider the interest of
society as a whole and identify ways of naking productively and allocatively
superior arrangenments consistent with a virtuous nmoral equilibrium the system
as a whol e may be unsustainable, or nay denmand unacceptabl e trade-offs between
life quality and material gain.

In truth, we are skeptical of clains that the tenple of noral

civilization is collapsing on our, and only our, generation. Al arm over noral
decline may be as old as civilization itself. The netaphor of collapse nay be a
bit too dramatic. Yet our tinmes are marked by | evels of change in technol ogy,
attitudes, and life-style that are unusual for their sweep and speed, and that

gi ve such alarma definite cogency. At the very least, we think that socia
scientists would not be earning their keep were they to treat such problens as
simple fantasy, or as the responsibility of other disciplines and professions.
Sone economi sts, in particular, may feel tenpted to see these problens as best
left to psychol ogists, sociologists, or noral philosophers, supposing that it is
the social, rather than the economc institutions, that require attention. W
woul d argue that there can be no true understandi ng of social organization

wi t hout a clear understanding of economi c arrangenments; that there is no clean
separability of institutions into econom ¢ and noneconom c¢; and that
institutions, including firnms and narkets, both affect and are affected by

val ues. This, and the mani fest potential of econonmic analysis, lead us to
bel i eve that the study of problens having both econonic and noral dinensions can
benefit not only fromthe econom c approach in general, but also fromuses of

t hat approach which explicitly incorporate value endogeneity and the nutua

i nfluences of val ues upon institutions and of institutions upon val ues.
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1We thank Ken Binmore, Tinmur Kuran, Margo W/ son, and participants at the
Conf erence on Econom cs, Values, and Organi zation, for hel pful conments.

2See, for exanple, Putterman (1990), and Ben-Ner, Montias, and Neuberger
(1993). 3Qur definition of values is different, and perhaps narrower, than
other definitions offered for the term Hechter (1993, p. 3), for exanple,
noting that there is no consensual definition of the term defines values as
relatively general and durable internal criteria for evaluation, distinguishing
them from preferences which he views as nore |labile. Like Hechter and others,
we will reserve the term"nornf for sonething "external to actors" or resulting
fromthe interaction of a nunber of actors -- a usage that still permts us to
say that the desire to adhere to a normnnay be one of the individual's values or
process-regardi ng preferences. Another definition takes values to be
"principles, or criteria, for selecting what is good (or better, or best) anopng
obj ects, actions, ways of life, and social and political institutions and
structures" (Schwartz, 1993a). Rabin (1995) nopdels val ues as constraints rather
than argunents in the utility function. W return to this issue in Part I1I.

4That Adam Smith hinself appreciated this point (especially in his 1759
book) has been enphasi zed by Sen (1987, 1993), anong others. That cooperative
behavi or m ght be fostered by institutions other than or supplenmental to narkets
is argued by Bowl es and G ntis (this volune); a parallel point is nmade by Geif
(1994).

5For a few exanples, see Abreu and Rubinstein (1988), and Vega- Redondo
(1994); for a general discussion, see Kreps (1990, ch. 6). 6The relationship
bet ween background vari abl es and behavior renmains to be investigated. In
particular, it is not clear whether culture or education operate through
i ndi vidual s' values or their degree and nature of bounded rationality. 7Kreps
(1990) discusses this issue, which he terns retrospection, as a variant of
bounded rationality. At sone level, the disagreenent is only about terni nology,
whet her we shoul d characterize behavior as generated by self-interest, nbderated
by bounded rationality and retrospection, or by self-interest along wth other-
and process-regardi ng preferences. But the carry-over effect can be reduced to
behavi or consistent with the sinple homo econom cus assunption only at the risk
of enptying that assunption of the content ascribed to it by npst users.

8The question of what is being maxi m zed -- payoffs or fitness -- renmins
unsettled and the two concepts are often confl ated. 9See, for exanple,
articles in the special issue on evolutionary gane theory of Journal of Economc
Theory (1992) and Weibull (1996). Guth and Yaari (1992) and Guth (1995) nodel
t he endogenous evol ution of preferences; see also Fershtnan and Weiss (this
vol une) . 10Kni ght (1957, p. 270); also cited by WIllianmson (1985, p. 3).

11We adduce bel ow sone, nostly indirect, evidence about changes in val ues,
behavior, and institutions. Evidence is |acking, in part, because of
nmeasur enent probl ens of val ues (Hechter, 1993, and Fischhoff, 1993). An equally
difficult problemstens froman identification problem the behavior and
institutions we observe in reality tend to reflect equilibriumoutcones, so that
noral or immoral behaviors are not determned only by individuals' preferences,
i ncl udi ng val ues, and the econonic constraints they face, but also by the



nmeasures taken to limt their undesirable effects or enhance their desirable
effects. For exanple, actual theft in department stores cannot be taken as a
nmeasure of the values held by the popul ace regarding the treatnent of others
property, both because extensive anti-theft neasures are available in stores,
and because the extent of "noral" behavior is also determ ned by factors working
t hrough self-interest, so that the frequency of theft may al so be affected by
econom ¢ cycles that produces nore or fewer needy people.

12Data fromVital Statistics of the U S. which show that the proportion of
children born out of wedlock rose from3 to 18% anong white and from24 to 64%
among bl ack nothers, between 1965 and 1990 (cited by Akerlof, Yellen, and Katz,
1996) .

13Census Bureau data show that in 1991, married couples with children
accounted for only 26% of U S. househol ds, and that of househol ds incl uding
children, 25%did not include a married couple. The proportion of households in
the "married with children" category was over 40% as recently as 1979.

14See Akerlof et al. (1994), Palernpo and Sinmpson (1994), Anderson (1990),
Kotlowitz (1991), Lemann (1991), Massey and Denton (1993), Wacquant (1993), and
Wlson (1987). O course, changes in the famly institution need not all be for
the worse. Shifts toward gender equality are still applauded by nost, those
toward nore choice in sexual matters by nany, and the ability to | eave a bad
marriage must al so not go unappreciated. Also, strong famlies may enphasi ze
self-interest, or a narrow concept of altruism thus failing to inpart val ues of
mut ual responsibility and actually contributing to the further tilting of val ue
systens toward unal | oyed self-interest or narrow group-oriented interest.

15See Goodnman (1995). Essentially the sane points were made about this
case in remarks by U S. Labor Secretary Robert Reich on February 13, 1996.

16The director of psychol ogical services at Swarthnmore Coll ege, for
exanpl e, recently argued that "increases in violent crime, weapon carrying, drug
dependency, eating disorders, and youth suicide rates in recent decades are both
refl ected by and pronoted by commercial interests. Addiction cultivation
whet her to cigarettes, alcohol or other drugs, diets, or violence per se is
extremely profitable for its purveyers" (\Witaker, 1993).

17See Easterlin and Crinmins (1991, p. 499); see also Conger (1988).

18An instance of the short term economic variety is provided by Easterlin
and Crinmins's (1991) argunent that the increasing inportance of private
materialismduring the 1970s and 1980s found in their study, as just cited, was
"caused by a growing feeling of economc deprivation in the post-1973 period as
real wages declined ..." A simlar observation is made by Yankel ovitch (1994).

19For instance, Bovasso et al. (1991) show that tol erance of "vices" was
nearly as high in the 1920s as in the 1980s, and sw ngs between "naterialisnt
and other concerns may |ikew se show an alternating pattern over |ong peri ods.
Simlar swings and cycles in the famly institution and behavi or have been
observed (Coontz, 1992).

20Concern about val ues has strengthened in other social sciences as well
See, for exanple, Aaron, Mann, and Taylor (1994), Hechter (1993), Bellah et al
(1991), and Etzioni (1992). 21Not all econonists have dealt with human
notivation and behavi or in accordance with honp econom cus assunptions. In
particul ar, see Akerlof (1980, 1982), Basu, Jones, and Schlicht (1987), Frank
(1988), Rotenberg (1994), Kandel and Lazear (1992), Hi rschmann (1985), Rabin
(1993), and even Adam Smith (1759), as noted earlier, along with others, have
contributed much to alternative views of notivation and behavi or

22See McKenzie (1977), who draws heavily on Buchanan (1965), and on O son
(1971). See also Guttman et al. (1992). Evolutionary psychol ogi st Donal d
Canpbel | uses simlar reasoning, arguing that "for larger social units the
precari ous establishnment of cooperative social units has been acconpani ed by
fantastic transcendental belief systens, with rewardi ng and puni shing
rei ncarnations and afterlives prom sing individuals a net hedonic gain optim zed



over a longer period than their inmediate lives." He goes on to posit a
natural ly-sel ected proclivity towards "awed indoctrination" (Canpbell,
1986: 177); see al so Burkert (1996).

23The difference between the characterizati on of preferences advocated
here, and that of the neoclassical tradition, should not be exaggerated. W do
think sel f-regarding preferences to be so inportant that the standard econonic
nodel which assumes a strict honp econonicus will give a good account of
behavior in a wide variety of situations. The salience of self-interest is also
underscored by our observation, in section 2.d, that the inculcation and
elicitation of other-regardi ng and process-regardi ng preferences often relies on
appeal s to self-regarding preferences. It mght also be noted that the
evol utionary perspective on preferences which we propose beginning in section
2.c, below, suggests that the grouping of preferences under separate categories
of the sort we use here is artificial, however useful it may be for taking our
first steps beyond the conventional approach

24As noted by Ariel Rubinstein at the Conference on Econonics, Values and
Organi zation, there is a potential difficulty in applying maxinization
approaches when the nethod of maxim zation is said to be of concern but is not
anong the outcones over which the maxinand is defined. Cearly, what we have in
mnd is that sone aspects of nmethod nay be included formally in the function to
be maxi m zed, or as constraints to maxinmzation. |In the former case, it may be
better to think of the process as being anong the outcones that concern the
actor.

25Canpbel | (1983, 1986) argues that ethics correspond to the way we woul d
like others to behave, and that we accept the same strictures for ourselves at
nost as a necessary cost of getting themto do so. One reason we m ght accept
this cost is that, insofar as we care how others regard us, we prefer to think
of ourselves as noral individuals. Indeed, we may be inclined to suppress from
consci ousness any indications to the contrary (Wight, 1994). Qur interest for
t he nonent, however, is with the primtive fact of noral concerns, wth
t heoretical explanations of their origins to be discussed later, in section 2.e.

26Mansbridge (this volune) notes Sen's enphasis on the inportance of
"counterpreferential choice," and goes on to argue that "both | ove and duty
contrast with self-interest, and cannot be reduced to it." Qur own suggestion
of view ng human behavi oral predispositions as inclusive of all three of these
cat egories, somewhat nore broadly construed as ot her-regarding, process-
regardi ng and sel f-regardi ng preferences, may differ methodologically, but is in
not substantively in conflict with her position

27Addi tional illustrations of the inpact of process-regardi ng preferences
on behavi or include the exanple wherein several dozen passengers on a vehicle
caught in a flood in India in 1973 are reported to have drowned rather than
escape by nmeans of a rescue rope that had been used by passengers of a different
caste (MKean, 1974, cited by MKenzie, 1977, p. 213). Oher exanples are the
facts that orthodox Muslins and Jews would incur great costs to avoid eating
pork, or eating at all on particular days. (Related exanples fromdifferent
cultures are provided by Darwin, 1871, pp. 99-100). "Progressive-m nded"
i ndividuals will avoid voicing opinions that they deempolitically
unconsci onable. And so forth.

28He may respond to the possibility of punishment if caught behaving
di shonestly, or may seek, given the prospect of repeated interactions over tine
with the sane group of economic actors, to build a profitable reputation for
bei ng honest (which may outweigh in his case the occasional benefits of
di shonest behavior), etc. The following quote froma work of fiction
illustrates the point well. Says M. Lander, the shipowner: "This business may
not | ook very good on the front side. But on the back it is full of what they
call ethics. And the two npbst inmportant rules are: You don't cheat a custoner.
And you never cheat a fellow shipowner... You screwthe state and the



authorities if an opportunity presents itself ... But you don't cheat a
customer. Because you need custoners to cone back. And above all, you never
cheat a broker. W shipping folks stick together. The way it works is, | have
a custoner who has a ship and you have a custoner who has a cargo, and we bring
themtogether. Next tinme it's the other way around. A ship broker lives off
ot her ship brokers, who live off other ship brokers..." (Peter Hoeg, Snilla's
Sense of Snow, Farrar, Strauss and G roux, 1993, pp.200-201).

29Thi s does not suggest that A nmust be a universal altruist to act in the
way suggested in the text. The participation in the gane puts Ain a
partnership of sorts with B, since A's fate is linked to B's fate via B's
ability to block any rewards to A. Hence A may well believe that B, as her
partner, should receive a reward according to the principle cited in the text;
yet in the absence of a partner, she may decide to keep the entire anbunt x to
herself. This may account for the finding that proposers act nore selfishly in
the "dictator gane," where A decides how nuch to give to B, who is entirely
passive (Hoffnan et al., 1996).

30Kreps (1990:116-120) examni ned the consequences of another process-
regardi ng preference -- of not wanting to be taken advantage of (being a "dupe")
-- for possible outcones of the ultimatumganme. Hi s discussion suggests that it
is not easy to deduce fromone's behavi or whether she is an ethical person, or
just one who wants to make the point that she is not a dupe.

31Ceneral ly, anonynmity of both A and B tends to generate outcones that
cone closest to the situation in which A and B are self-interested rationa
actors. Face-to-face interactions anong players famliar with each other
represent the other extreme, where outcones result nmost often in a near 50-50
division. Variations in these conditions are likely to be associated with
differences in the relative intensities of the three categories of preferences
di scussed here.

32For an early statenent of this point, see Becker, 1976. 33Thi s
prospect has not been mssed by theorists of orthodox inclination; an even nore
neocl assi cal strategy is seen in nodels which generate seem ngly unselfish
behaviors by sinply introducing a small doubt about whether sone other agents
may be of an unselfish or irrational type. See, e.g., Aumann (1990), and Kreps,
M| grom Roberts, and W/l son (1982).

34To be sure, the nunber of "noral" actors may remain snmall after the
endogenous incul cation of val ues has been nodelled. For instance, Guttman
(1996) provides a theoretical nmodel in which it pays for parents to invest in a
noral taste in their children, even when the probability of success is low. The
exi stence of sone genuinely or unalterably noral individuals nake feigning such
tastes profitable for the rest of the population. Wile this outcone has a ring
of authenticity, we believe that a nore realistic nodel would also allow for
i nternedi ate outcones, with some children becom ng somewhat noral, and with
adults thus varying widely in their degrees of internalized versus opportunistic
"virtue".

35We borrow the term "extended preference" from Paul Roner (persona
conmuni cati on). 36See, for exanple, Frank (1988), Rotenberg (1994), Bernhei m
and Stark (1988), and Weisbrod (1977). Models such as that of Guttnan (1996)
and of Fershtman and Weiss (this volune), in which a parent selects a desirable
utility function for the offspring based on narrower utility grounds, are
simlar in this respect.

37Darwi n was probably the nost articulate proponent of the naturalist view
of human tendencies, and as willing as anyone else to ground these tendencies in
as few "primtives" as possible. However, even he found the description of al
behavi or as selfishly notivated to be unsatisfactory. After discussing self-
sacrifice, he concludes that we cannot explain "the nost noble part of our
nature" by recourse to "the base principle of selfishness ... unless indeed the
sati sfaction which every animal feels when it follows its proper instincts, and



the dissatisfaction felt when prevented, be called selfish" (Darwin, 1871, pp.
98-99). The claim often made today, that reducing every voluntary action to
sel fishness is tantamount to a tautol ogy, seens to have resonated well with
Darwin. This is not to say that consideration of self-interest alone is always
an inferior point of departure for certain analytic purposes, or that it is
al ways necessary to work with a full-fledged nmodel of evol ved hunman beings. But
it is necessary to acknow edge what sinplifications are made, why, and how t hey
may affect the outconmes of a particul ar anal ysis.

38Whil e arguing for the theory of evolution is probably unnecessary and
beyond the scope of this paper, we may briefly paraphrase Buss (1995) who, in a
review of the literature of evolutionary psychol ogy, suggests that only three
causal processes are thought capabl e of producing conmpl ex physiol ogi cal and
psychol ogi cal mechani sms: evol ution by natural selection, creation by a
supernatural being, and seeding by extra-terrestrial organisms. Buss argues
that while creationismis unfalsifiable and seeding theory pushes the required
explanation to a different level, "[e]volution by natural selection, in
contrast, is a powerful and well-articulated theory that has successfully
organi zed and expl ai ned t housands of diverse facts in a principled way" (1995,
P. 20). The evolutionary approach to behavior is thus "unlikely to be
suppl anted by anot her unl ess sone radically new causal process ... is discovered
to account for the conplex adaptations that characterize humans and ot her
speci es" (1995, P. 26).

39Thi s is because the nunmber of generations since the industrial, and
probably even the agricultural, revolution, is sinply too short to have
permtted nmuch natural selection to occur (see also the conparison of post-
agricultural and overall human history in Douglass North's paper in this
vol une) .

401t is only figuratively, of course, that one should think of genes as
optim zing or even thinking. As Maynard Smith (1982:5) put it (in seeking to
provi de an anal ogy that allows using the term nology of intentionality in
expl ai ni ng evol ution), "Wen calculating the path of a ray of |ight between two
points, A and B, after reflection or refraction, it is sonetinmes convenient to
make use of the fact that the light follows the path which mninses the tine
taken to reach B. It is a sinple consequence of the |aws of physics that this
shoul d be so; no-one supposes that the ray of light setting out fromA
cal cul ates the quickest route to B."

41Whil e the main contours of evolutionary theory are uncontroversial, many
details are contested by theorists of various persuasions. However, differences
among different versions of evolutionary theory have only a linited effect on
our story of the evolution of preferences. 42Utilitarian theory was
devel oped nostly before evol utionary theory (Benthamwote in 1789, nuch before
Darwin). Although J.S. MIIl published his Uilitarianismin 1861 (in Fraser's
Magazine), two years after Darwin's On the Origins of Species by Means of
Natural Selection, MI| showed no awareness of Darwin's work. However, Darwin,
witing The Descent of Man, and Selection in Relation to Sex, in 1871, discussed
MI1's ideas favorably, although he thought that they are not sufficiently
i nfornmed by evolutionary theory. Darwin thought that there is no evol utionary
basis for the "G eatest Happiness Principle" (see Darwin, 1871, ch. 111), yet he
argued that "the social instincts ... no doubt were acquired by man, as by the
| ower animals, for the good of the [narrow] comunity"” (Darwin, 1871, p. 103).
This weak version of the "group selection"” theory is now viewed as erroneous by
many evol utionary theorists. Darwin held nostly an organi smcentered theory
(the concept of genes being unknown to hinm), and had difficulty going beyond a
warrior-like characterization of humans, yet he believed that there are traits
like altruismthat persist and their existence baffled himscientifically. It
has been conjectured that it was Darwin's difficulty (as that of nany other
scientists, until Hamlton, 1964) in explaining acts of sacrifice by an organism



whose survival depends on its own, not others', success, that led to his
occasi onal recourse to the idea of group selection. See Cronin (1992) for a
det ai | ed di scussi on.

431t m ght be supposed that the parent makes present sacrifices for the
of fspring mainly due to the anticipation of a future personal return. Bergstrom
(1996) reviews the evidence on this and concludes that both theory and enpirica
research suggest that it is not generally true -- calculated rates of return to
parents being extremely | ow or negative.

441Let r be the degree of rel atedness anbng two organi sns, and assune r =
1/2 anpng parent and child, sibling and sibling, r = 1/4 anong hal f-siblings,
ni eces, nephews, aunts, and uncles, r = 1/8 anpong first cousins. Then the logic
of natural selection under inclusive fitness would favor propensities to
sacrifice oneself for two or nore siblings, for eight or nore cousins, and so
on, with appropriate adjustnments for the remaining procreative and nurturing
potential of those involved.

45See Hamilton (1964) and Bergstrom (1995); see al so discussions in
Dawki ns (1989), Cronin (1992), and Wight (1994). |In Hanson and Stuart (1990),
natural selection of preferences over offspring' s consunption is nodeled as the
solution to a problem of maxim zing steady-state per-capita consunption, which
is there equivalent to genetic fitness.

46Hi rshl ei fer and Martinez Coll (1988) rightly caution against draw ng
overly strong inferences fromthe Axelrod's (1984) nuch cel ebrated work on the
evol ution of cooperation, pointing out that varying payoff structures and
assunpti ons about the selection process anong strategi es can generate different
strategy choices, or popul ations of m xed player types. Yet the indeterm nacy
of theoretical nodels and conputer simulations needs to be viewed al ongsi de
accunul ati ng evi dence from psychol ogi cal experinments and neurosci ence, which
seem broadly supportive of reciprocity theory. Although the exact mechani sm
remai ns unknown, for instance, an inportant el enment of cooperation appears to be
the ability to recognize partners to past interactions, thus a nenory for faces
and actions associated with those faces. The human brain apparently has a
capacity for such specific menory | odged in specific places, "the underside of
both occipital |obes, extending forward to the inner surface of the tenporal
| obes. This localization of cause, and specificity of effect, indicates that
the recognition of individual faces has been an inportant enough task for a
significant portion of the brain's resources to be devoted to it" (Axelrod and
Ham | ton, 1981:1395). Hence it is likely that an inclination to cooperate with
known ot hers has been hard-wired in us, as has a suspicion towards strangers.
Not e t he suggestion, however, that it is a desire to be perceived as a
cooperator that will have been selected for, since a tendency to cheat and
t hereby conserve one's resources for oneself and one's kin when one is sure to
get away with it, would in principle have been a favored trait. Cosmi des (1989)
argues that perhaps natural selection endowed us with an ability to search for
cheaters through a procedure that detects violations of social rules, and finds
experi mental support for her hypothesis. For a readable discussion of the issue
of reciprocal altruism see Wight (1994, Chapter 9); see also Guth and Yaar
(1992), which analyzes a game-theoretic nodel of the evolution of reciproca
altruism W note, finally, that the inportance of resentnment as a narker of
normati ve assessnment, stressed by Dani el Kahnemann and Allan G bbard in their
separate renmarks at the Conference on Econom cs, Values, and Organization, fits
well with the basic argunent about genetic selection of such propensities
t owar ds behavi or anmong nonki n.

471 n other words, the large-nunbers problens identified by Buchanan (1965)
and O son (1971) mght partly be avoided by the "hard-wiring" of traits acquired
in a small-nunbers environnent. Conpare also Bow es (1990) and Guttman (1991).
Li ke other economi sts, we note that the term"reciprocal altruism" favored by
some biologists, is sonething of a nmisnoner, for the logic behind it favors no



sacrifice except in the anticipation of at |east equal future gains for oneself,
in this respect contrasting with kin altrui smwhich may dictate genuine "self"-
sacrifice."

48There is inconpl ete agreenent about the devi ousness of honb econom cus;
for instance, Hirshleifer (1994), clains that her 'dark side' had not been
adequately explored. This reading of received econonmcs is consistent with
WIllianmson's inclination (1975, 1985) to add "opportunism to the usua
assunpti ons about human behavior, as well as with Bowes and Gntis's (1993)
argunent that a nore thoroughgoingly sel f-seeking hono economicus will have its
revenge on pronoters of its nore genteel textbook cousin by changing probl ens
once assuned solved by markets into ongoing "contested exchange" rel ationshi ps.

490n the other hand, we differ with Schwartz's (1993b) view that
soci obi ol ogy, and by extension evol utionary psychol ogy, sinply provides a
further instance of the prinacy of the view that human beings are selfish. The
"sel fi shness" of the gene and the selfishness of the person are quite different
matters. 50Great caution is surely called for before proclaimng traits
mal adaptive, for a hidden source of fitness nay await discovery. |n our present
i gnorance it seenms noteworthy, though, that genetic evolution has left us with
i nperfectly adapted backs, unneeded but frequently dangerous tonsils and
appendi xes, and such seem ngly anonal ous and presumably non-adaptive
propensities as those towards honpbsexuality, schizophrenia, as well as suicida
i mpul ses. A problemw th sone of the argunmentation in evolutionary theory (the
extreme "adaptationist” or "reductionist" position), it seens to us, is that it
| eaps fromarguing that a certain nmutation would have been beneficial, to
concludi ng that the nutation nust have occurred. This rem nds us of the joke
about the econonist who discounts a friend's report that there is a $20 bil
lying before himon the sidewal k, insisting that had there been one there, it
woul d have al ready been picked up by sonebody. There is at best some
probability that a hypothetically beneficial nutation ($20 bill) will have
occurred (been picked up) given a certain frequency of nutations (passers-hy)
and a certain period of tine.

51See the di scussion by Durham (1991), who argues that cultural selection
operates primarily through the mediation of what he calls "secondary val ues,"
which are standards or criteria that were in their own turn selected for by the
bi ol ogi cal evol utionary process acting on the usual criterion of inclusive
fitness. It is the biological-evolutionary sel ectedness of the secondary val ues
whi ch, according to Durham causes nmpost of our choices anmong cultura
alternatives to be made in a fitness-enhancing manner. On the role of culture
in the evolution of cooperation, see Boyd and Ri cherson (1985, ch. 7).

520n the ethics nodul e, see Dennett (1994) ch. 16, and McG nn (1993). The
propensity to anger at being 'wonged by others, while itself ‘irrational,’
may al so be seized upon by the rational self, which nmay cal cul ate which threats
to i ssue based on largely rational criteria, although the credibility of the
threats depends upon an 'irrational' inclination to carry them out when they are
ex post 'irrational' (see Frank, 1988).

53For exanple, the proportion of "collectivists" versus "individualists"
seens to vary significantly across countries (Hofstede, 1980). As the cross-
nati onal experinent by Roth et al. (1991) shows, "generous" offers in ultimtum
ganes are proposed and accepted in different proportions in different countries.
Evol utionary nodels with multiple equilibria, and of course with different
equi libria when the environmental paraneters (e.g., the payoff functions) differ
have al so been derived. See, for instance, the hawks-doves nodel (e.g., Mynard
Smith, 1982, and Mailath, 1992).

54As Canpbel | (1986:172) puts it: "Rationality in economic theory is
primarily a rationality of the neans whereby individuals ... maxinize utilities.
Especial ly where the behavior of persons is at issue, the content of the
utilities is left open, unspecified by theory... [E]volutionary biology offers



the prom se of theoretical grounds for predicting such contents, that is,
predi cting what sort of interests the products of biological evolution would be
apt to have."

55Canpbel | (1989:177) wites: "W probably have an innate anbival ence

(facultative polymorphism...: an available repertoire of cooperative group
solidarity and another one of individual optimzation at the expense of the
group. " 56Dur ham (1991: 430) lists inmposition of cultural choices on sone

actors by others as one of the fundanental forces of cultural evolution.
Sl avery and serfdom and rul es governing which side of the road to drive on, are
a few out of nunerous exanples of institutions that were inposed by a few upon
many to benefit few and many, respectively.

57Dur ham (1991) terms "opposition" the survival of a cultural trend
despite its negative contribution to genetic fitness, and asserts that such
exceptions to the general rule of cultural evolution are in fact observed in
certain instances. 58Young (1996b) suggests the foll ow ng exanpl es of
conmon events: a news item (Rosa Parks refuses to sit in the back of a bus), a
speech ("l Have a Dreani), or a new theory (Das Kapital).

59For various perspectives on the evolution of institutions, see Schotter
(1981), Ul mann-Margalit (1977), North (1990), Schlicht (1995), Sugden (this
vol une), and Young (1996a and 1996b). On organi zati ons, see Al chian (1950),
Di Maggi o and Powel | (1983), and Nel son and Wnter (1982). For analysis of
organi zati ons that enphasize the dependence of organizational survival on
i ndi vidual cal cul ations, which in turn are determ ned by individual values, see
Ben- Ner (1987 and 1988), and Hansnmann (1996).

60Canpbel | (1983), as noted earlier, suggests viewing norality as the set
of rules to which one wants others to subscribe, and which one will accept for
oneself also if their doing so requires it. Marx depicted norality as the rules
that the ruling class prescribed for the ruled, to be followed at its own
conveni ence only. 61l n a recent decision, the Tennessee | egislature
recommended that the "ten commandnents"” be posted in schools and state agenci es;
and in communi st countries, noral exhortations were displayed in various nedia.

62The effects of institutions and organi zati ons on the preferences of
adults are sel dom di scussed, reflecting the assunption that past their (early)
yout h, individuals are too old to | earn or unlearn anything in the real m of
val ues. More often, the inplicit assunption is that adults hold the desirable
val ues, and the only problemis to get themto belong to traditional fanlies to
transmit these values to their offspring. 1t is unclear that either assunption
is correct.

63The effectiveness of observation as a source of change in preferences is
suggested by the findings of Bunn et al. (1992). They found that "those
students who saw others cheat had an increase in the probability of having
cheated in college of .41 ... [and] ... a 10 percentage point increase in one's
expect ati on about what proportion of other students are cheating was associ at ed
with an increase in the probability of having cheated in college of .10."
Unfortunately, self-reported cheating, and self-reported observations and
expect ati ons about others cheating, are not externally verified in this study,
so correlations due to desires for noral self-justification cannot be ruled out.

64Fehr and Gaechter (this volune) illustrate the inportance of behavior
grounded in individuals' reciprocal instincts. Fehr and Tyran (1996) al so
denonstrate the presence of interactions between institutional setups and the
scope for fairness-infused (reciprocal altruist) behavior, by show ng that
reciprocity can play a big role when contractual inconpleteness is built into
experiments. And Axelrod (1986:1105) wites: "The actions of others provide
i nfornmati on about what is proper for us, even if we do not know the reasons."

65The currencies of self-interest and of altruismor virtue nmay not be
snoot hly i nterchangeabl e, as when reliance on incentives that appeal to self-
regardi ng preferences seems to crowd out behavi or based on other- and process-



regardi ng preferences (H rschman, 1985, Frey 1993 and this volune). However,
this crowdi ng-out phenomenon with stable preferences does not conflict with the
possibility of inducing preference change towards desirable other- and process-
regardi ng preferences by appealing to self-interest.

66Bow es and G ntis, and Montias, both in this volune, consider cases,
i nvol ving comunities of larger size, in which much the opposite occurs.
Canpbel I (1983:35) considers "a double standard of preaching, an altruistic
norality for exhortation to others, a self-serving one for own of fspring" but he
conjectures that "in the long run such a systemwould not work to produce
conpl ex social coordination, even though it would end up with the altruistic
preachi ngs heard by the of fspring generation being many tinmes nore numerous than
the selfish ones.™

67Guth (1995) finds that when there is a ot of uncertainty about the
types of individuals with which one interacts, the evolutionarily stable
strategy is not necessarily desirable (in the sense that beneficial reciproca
behavior will not arise).

68The Hutterite col onies in Canada succeeded in the transm ssion of
preferences through cultural channels for nmore than four hundred years through
organi zati onal design, chiefly isolation and de facto enul ati on of genetic
reproduction. After attaining a certain size, a Hutterite colony splits into
two hal ves consisting of identical populations in terns of detailed denpgraphic
and personality characteristics, in a fashion that has been characterized by
evol utionary theorists David Sloan WIlson and Elliot Sober (1994:604) as
follows: "The simlarity to the genetic rules of neiosis could hardly be nore
conplete.” The inculcation of other-regardi ng preferences (selfl essness,
solidarity) is enphasized in various Hutterite practices, presumably because in
t he absence of such practices Hutterite children would be nore selfish than what
is regarded as necessary to ensure the continuity of the colonies in the desired
form

69For exanple, Trivers (1983) and de Waal (1996) discuss cooperative
tendenci es in baboons, chi mpanzees, dol phins, and whal es.

70At | east some of the hard work of enployees in |arge Japanese firns
m ght be explained by the fact that a large part of their conpensation takes the
form of bonuses (Freeman and Weitzman 1987, Aoki, 1990). But since repeated-
gane nodel s of self-interested behavior show that the high-effort outcone of
profit sharing is only one of a nmultiplicity of possible equilibria. Since an
equilibriumrepresents a set of endogenously devel oped norns (as Axelrod, 1986,
argued), cultural and normative factors can still be assigned a role in
sel ecting just how efficacious such profit sharing really is (Witznman and
Kruse, 1990, and Weitzman ad Xu, 1994).

71Anot her negative externality of (perhaps privately optim zing) enployers
who deplete, rather than invest in, enployees' noral capital, is that society at
| arge may be harmed by the negative attitudes that enpl oyees devel op towards
ot her people and towards civic behavior in general (see the comments nmade by
interviewees in The New York Tines's series of front-page articles on "The
Downsi zi ng of Anerica" that appeared daily between March 2 and March 9, 1996).

72See Lindbeck (1995). Similar points can be nade with respect to
nonpayment of taxes and other socially di sapproved acts.






