The economics of human relationships

Pier Luigi Sacco Paolo Vanin Stefano Zamagni
Department of Art and Department of Economics and Business DepartmeBtonomics
Design
IUAV University, Venice Pompeu Fabra University,rBelona University of Bologna
Italy Spain Italy

Forthcoming in “Economics of Giving, Reciprocity and Altruism”,
L-A. Gerard-Varet, S-C. Kolm and J. Mercier Ythier, eds.
Elsevier/North-Holland, Handbooks in Economics Series

This version: March, 24, 2004

JEL-Classification: A12, B52, D64, Z13
Keywords: Altruism, Reciprocity, Socially Provided Goods, Evolubf Norms

1. Introduction

Polanyi (1977) identifies three main forms of integration of economic
relationships: centralized redistribution, dispersed exchange market base and
reciprocity based transactions. Economists’ attention has begorically more
devoted to market and state than to reciprocity, which, m has been at the center
of anthropologists’ investigations for a long time. As this volumeudeents, though,
several transactions in modern economies are regulated on acggifrase and
economists’ attention to such issues has been sharply increasitige ftast few
decades. Reciprocity is not just important besides the markkthe state, but, even
more, it underlies some relevant transactions within thosetier spherés To take
just three examples from this volume, Fehr discusses a wideiragpéal evidence
showing the relevance of reciprocity, Rotemberg shows how rettiproatters for
the way how employees react to their employers’ decisions, amkBet al. argue
that reciprocity norms are very relevant determinants of thatlwidespread support
for the re-distributive system of the welfare state andawhe criticisms to its bad
functioning.

In this chapter we are going to focus on the fact that rectgreatails deep
‘relational’ aspects, which cannot be entirely captured wighpurely individualistic
and instrumental approach, and therefore a ‘relational’ perspauiy prove useful.
Consider a situation in which | decide to reciprocate another peraotits), say a
friend’s gift. From an individual perspective, | may have bothrumséntal reasons to
do it, for instance because | believe that the other pergbrewiprocate in turn in

" The ideas expressed in the present chapter owd meutruitful discussions with Luigino Bruni,
Benedetto Gui, Jean Mercier-Ythier, Roberto Scazzéenartya Sen and Robert Sugden; we are also
grateful to two anonymous referees for very indightcomments and criticisms, with the obvious
disclaimer.

L A convincing example of the contemporary relevanteeciprocity comes from Akerlof's (1982)
analysis of efficiency wages as partial gift exayeg On a similar position is also Blau's (1964ad

of social exchange.



the future and | foresee future benefits from this, and | can fcamemunicative’
reasons, for instance because | am motivated by the desireabtistsa reciprocal
relation (in this case a friendshipgr se In a theory of rational individual action,
such ‘communicative’ reasons can be incorporated as an argumem afent’s
objective function. We are going to review a recent litemthat takes this direction
and introduces ‘relational’ concerns through the concept of ‘spgedvided goods’.
From a relational perspective, however, individual intentioeashat all that matters: a
relation is characterized by the two (or more) persons linkedog the kind of link
they have. This perspective, which in our view should complementnibre
traditional, individualistic one, is better suited to discuss imglications of
individuals’ social identity (and also of groups’ identity), beeaiisnakes it easy to
recognize that establishing a certain kind of link (say, recadr but also altruistic)
with a certain kind of person (or group) also affects my own iijertt least in its
social component, and, as Akerlof (1997) and Akerlof and Kranton (2000), dingue
choice of one’s social identity may be the most relevant eciendetision, which
then drives all other economic choices. Therefore, after disguse literature on
‘socially provided goods’, we draw attention to the fact thatprecity and altruism
may be seen as specific social norms, which determine aircesdcial identity,
depending on who adopts them and to whom they are directed. In partigalar,
emphasize that, while such norms affect traditional economic me&aon an
important way, their evolution is also conditioned by usual econoariebles. We
illustrate this point by mentioning some contributions on the dynamicsoahl
norms (in particular of altruistic norms). One consequence ®fitarature is that the
dynamics of social norms may lead to a contraposition betwsegiety’s material
success and its well-being, i.e., between its ‘vitabyd its ‘satisfaction’. Finally, we
discuss at a higher level of generality the scope, the advardadebe limits of an
instrumental perspective on reciprocity, based on methodologicaidndlism, on
one side, and, on the other side, of a more ‘relationalgnted’ approach. Our
discussion is closely related to the one developed by Bardsl@ySugden in their
chapter of this volume and should be seen as complementdry to it

2. ‘Communicative’ aspects of reciprocity and altruism and theconcept of

‘socially provided goods’

A systematic investigation of reciprocity in economics dateX lad least to
Kolm’s (1984) book and Kolm's chapter in this volume extensively dissuge
concept of reciprocity. Its most salient economic featurerisgps that, unlike market
exchange, which occurs at contractually pre-determined prieegraocity-based
transactions take the form of gifts and counter-gifts (and fttrereéhey are also
different from pure altruism, where transfers are uni-dioeetl). As argued by Kolm
(1994), reciprocity occupies an intermediate position betweernnsetést and pure

% They study how the social dimension of human mahas been introduced in economics, first by
discussing some ‘fathers’ of modern economic thgugiich as Hobbes, Hume, Rousseau and Adam
Smith, and then by considering several contempaagproaches to the introduction of sociality into
decision and game theory.



altruism, and as noticed by Zamagni (2004), it is characterizedpeguliar relational
orientatior.

In a discussion on the birth of modern individualism, Pulcini (200d)des
on gift giving and argues that its engine is the desire iokadf a relation. According
to her, a gift is neither fully self-interested nor totadljruistic: it starts a game of
reciprocity, of material and symbolic exchange which does n& pd&ce at pre-
determined terms and time, but is rather intrinsically uncereipresses trust and
recognizes a dimension of non self-sufficiency. In gift givithe other person
assumes a special value, since she (or he) gives us backlatiena¢ sense of
ourselves. A gift is generally driven by both an ‘instrumental’ eamé¢or the counter-
gift and by a non-instrumental intention, corresponding to the de&sishape a
relation (and possibly, thereby, one’s own identity). The distincive mentioned
above between ‘instrumental’ and ‘communicative’ reasons is takenHabermas’
(1981) concepts of ‘instrumental action’, which just pursues its purp(aes
therefore presupposes them, as pertaining to an individual idenéityd of
‘communicative action’, which builds social relations, sensédeftity and shared
sense of a common world (and therefore, in a way, precedessanynental action).

The economic relevance of such ‘communicative’ aspects isundirstood
by Akerlof (1997), who recognizes that ‘social decisions’ aféewd are affected by
one’s social network, are induced and, in turn, determine @oeial distance from
other individuals and groups, and shape an individual’'s social tiglehtis worth
quoting Akerlof at length: “The key difference between socialisttmts and
conventional economic decisions (e.g., the choice of fruitspisthie social decisions
have social consequences whereas economic decisions do not. [...] All of these
activities will affectwho | amin an important way, and thus how | associate with my
friends and relatives, as well as who those friends may ba&a ésnsequence, the
impact of my choices on my interactions with other membemsysocial network
may be the primary determinant of my decision, with the orgidaterminants of
choice (the direct additions and subtractions from utility duéng¢ochoice) of only
secondary importance.” (1997, p.1006)Yn our context, the decision to act
reciprocally or altruistically, towards certain individualsgroups and possibly not
towards other ones, may be seen a ‘social decision’ in Akettefias. Bourdieu
(1979) in sociology and Akerlof and Kranton (2000) in economics document
extensively that, by shaping an individual’'s social identity,iadodecisions are a
major determinant of his or her future preferences and choibesmeans that if we
reduce choices of altruism, giving and reciprocity to the imiaation of given
preferences, we possibly miss some of their most interesspgcts. Of course,
depending on the scope of our enquiry, a ‘traditional’ rational chp@cgpective on
altruism and reciprocity, as can be, for instance, Besk@981) analysis of the
economics of the family, can be very useful to highlight whataveeinterested in,
but, as Akerlof observes, “a proper theory of social decisiorjsnjust first spell out
their consequences for social exchange.” (1997, p.1007).

One of such consequences, indeed the easiest to introduce in a dheory
individual action, is that social decisions provide social rd&aThe concept of

® Discussing the economic theory of gift-giving amdlistribution, Mercier Ythier points out, in his
chapter in this volume, that the distribution ofalth is a ‘pure relational good’, in the sense tihat
‘consists of moral relations between individuaich as ‘moral sentiments’ and ‘individual senses o
distributive justice’. We discuss ‘relational gobdad their economic implications below.

* Akerlof's paper is not focused on the issues ofpmcity, giving and altruism, but his analysis of
social decisions is more general than the scopésaipplications.
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‘socially provided goods’ is a way of specifying such sociat¢imives to action. The
peculiar feature of socially provided goods is that they areprmtided by either
market or state, but rather by social interaction. Examplesaélly provided goods
include friendship, social approval, social identificationates and social status.
Evidently, such goods differ from standard commodities, since diregtly shape
human relationships. A consequence of the fact that they are prdwdedcial
interaction is that an individual’s decision to purchase is notcgeriti to obtain them,
since their enjoyment does not just depend on individual choices sbubrala whole
set of characteristics of social interaction, like otheople’s behavior, identity and
motivation, and the norms, relational networks and opportunitiedabiaiin the
social environment. Therefore, by definition, wide externaliies present in the
enjoyment of socially provided goods.

We find it convenient to organize our discussion of the literadarésocially
provided goods’ by distinguishing two basic motivational orientattonsrds other
people: ‘positional’ and ‘relationdl’ Essentially, a relational orientation corresponds
to the desire to get closer to someone else, whereas a padsibideatation
corresponds to the desire to gain a better position than other ones ometative
scale. Although both motivations may be seen as oriented to thetmirsome kind
of socially provided goods, it is easy to think of relational rdgiton as generating
altruistic or reciprocal behaviors, and of positional orientatierbaing rather the
source of competitive behaviors. While an interaction based onoreéty’, with its
components of altruism and reciprocity, generates ‘relationatig), an interaction
based on ‘positionality’, with its prevalence of competitive bédra, generates
‘positional goods’. We therefore consider here positional interacs opposed to
relational interaction, in order to better understand the diffeerand thus the
implications of reciprocal and altruistic behaviors. Moreover,shall argue that a
relational disposition (and the corresponding behaviors) towarddaancgroup may
be the other side of a positional disposition towards other grougkasovhen we
acknowledge that altruism and reciprocity may be selectivalycidid to certain
relations and not to other ones, an analysis of social and ecoclemiages becomes
directly relevant to the issue. While a deep account of th@idations of such
cleavages would lead us too far, we shall mention a few batitms in which they
clearly emerge. Our analysis of relational and positionatation, which is meant to
be illustrative of how the concept of ‘socially provided goods’ negture the social
incentives that lie behind some forms of altruism and rediyrowill be focused on
their implications for some labor market issues, for groavtth for well-being, with a
particular attention to social participation, to sociglitzd and to their dynamics.

3. The positional side of economic interaction

As mentioned above, the positional orientation corresponds to the ttesire
gain a higher relative position along some scale, that iaytots reduce the distance
from those who are above and to increase the distance fromwhosare below. As

5 A third basic orientation, which can be calledutral’, corresponds to the case in which indivigual

are self-concerned and do not care about othermeShis is the typical assumption in standard
economic models, in which individuals care only atbown consumption, we do not insist on it.

Although the classification of social motivations terms of positional, neutral and relational i¢ no
exhaustive, it offers a framework at the same tmtieulated and simple.
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pointed out by Hirsch (1976), competition for relative position i®@ sum game,
since to somebody’s relative gain corresponds exactly somebody edksive loss.
Therefore, resources invested in this sort of competition @m, thhe aggregate point
of view, a waste that gives rise to an inefficient-tate’.

Social status is the typical example of a positional, sgc@ibvided good.
The questions of what are the mechanisms according to whical sbatus is
attributed and what kind of economic behavior is stimulated by suchiipbes/e
been tackled quite in detail in the recent economic debate.o?s there on two
issues analyzed by this literature: the implications of sst&ls concern for labor
issues (in particular for labor supply and job satisfaction)fandconomic growth.

Positional competition and labor issues

The desire of a positional advancement may be satisfied rinugaways,
according to the scale on which one evaluates relative posg@mme economically
relevant examples of such scales are the distributions othyedlincome and of
human capital. For instance, if relative income is an imposacil ranking device,
the effect of positional competition may be an incentive to wodfficiently too
much. Corneo (2002) considers this possibility and draws the policycatiph that
progressive income taxation may have an efficient side, textemt that it corrects
the over-work distortion and reduces the ‘rat-race’.

Neumark and Postlewaite (1998) conduct an empirical study on the
relationship between comparison income (i.e., income of aircegference group)
and women'’s choice whether to work or not. They show that, ingakich decision,
women tend to compare their own family income with their redatifamily income:
they choose to work if this is necessary to keep a good rankihgiobivn household
in their reference group. This mechanism gives rise to patesitain effects, which
are also in very good accordance with empirical findings.

Clark and Oswald (1996) provide an empirical estimation of theaete of
comparison income for job satisfaction. Using UK data for 1991, fthdythree main
results: first, “workers’ reported level(s) of satisfaatiare at best weakly correlated
with absolute income alone”; second, “measures of comparisosbme are
significantly negatively correlated with reported levelshappiness at work”; third,
“the higher the level of education, the lower the reportéidfaation level”. This last
result is explained with the idea that higher education brings &lghdr aspirations,
which are more difficult to be met satisfactotilfhe comparison income is specified
empirically as “the income of ‘typical’ employees of given rauteristics”, as
predicted by a standard Mincerian wage regression. The ceeffigi this measure in
a job satisfaction regression is negative, significant and bgttehin absolute value
and more significant than that of individual income; moreov&hiasquare test does
not reject the null hypothesis that these two coefficiergsegual, thus supporting a
pure relative income effect. The same result is confirmied asing different

® Aspirations seem to play a crucial role in det@img satisfaction, as argued, among others, by®acc
and Vanin (2000) in a simulation model of netwonkeraction. Clark (1997) explains the empirical
finding that women report on average a higher jatistaction than men with the consideration that,
mainly because of historical reasons, they have beed to having worse positions and therefore they
have on average lower aspirations, which are masilyesatisfied. If this explanation is correct, it
means that the gender differential in satisfaci®rjust temporary and will disappear as soon as
women's aspirations are adapted and revised upwards
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empirical proxies for comparison income. Analogous results are fophthmermesh
(1977), Lévy-Garboua and Montmarquette (1994) and Sloane and Williams (1994),
using American, Canadian and British data, respectively.

Positional competition and growth

Many economists are reluctant to introduce social stauts ietusigbjective
functions, because they fear that this might leacidohoc explanations without
explanatory power. One clever way out of such fears, cleardlgdprit by Coleet al.
(1992) and often adopted in the literature on status seeking, isdgniee that
markets are incomplete, so that some private goods are nottedlat@ough the
market, but rather through social interaction according to individoalal status.
Social status is thus interpreted by the authors “as a rankingediéht determines
how well an agent fares with respect to the allocation of nakehagoods”, and
concern for social status is not exogenously postulated, but ratdegenously
generated by private concern for non-market goods (indeed, squ@agied goods).
They focus on the case in which social status is attributed aegotdirelative
wealth: the wealthier you are, the higher your social statdsthus the better you are
able to enjoy private non-market goods. In their model, differercesocial
organization, i.e., in the allocation mechanism of non-market goctsrding to
social status, induce different preferences for relativeiposiand since this depends
on wealth, indirectly they induce different preferences forltwesccumulation, and
therefore may lead otherwise identical economies to grovifetaht rates.

An alternative formulation, pursued by Fershtnetnal. (1996), considers
status attributed according to relative human capital ratherttheelative wealth: the
higher your rank in human capital, the more you deserve and ecayve social
esteem. When human capital is not directly observable, thex dhgt it may be
inferred from an individual’'s occupational group, and thus they focus on the
consequences of status seeking for talent allocation in so€lety find in particular
that wealthy individuals with low ability may be induced to acqbisenan capital to
gain higher status, thus driving poorer high ability individuals outhef more
productive sectors. Consequently, growth might be enhanced by a gatitaran
distribution of wealth, which would reduce the demand foustat

The link between social status, attributed according to relateaith, and
long-run growth is studied in a modalla Solow (1956) by Corneo and Jeanne
(2001), who show that concern for social status may generate endoggootis.
While in endogenous growth theadyla Romer (1986) growth is the result of positive
externalities, and thus may be sub-optimally low, an improvemeai dafidividual’s
relative position imposes a negative externality on otherghat growth resulting
from status competition may be sub-optimally high.

The idea that positional competition takes place through a concenre#dth
rank is investigated by Corneo and Jeanne (1999a) in a scenariomplete
information on wealth distribution and by Corneo and Jeanne (1999b) in one of
incomplete information. The first paper shows that, when weigltiperfectly
observable, status competition creates an incentive to ataterwealth and thus
fosters growth; moreover, when there is a strong social segtims, positional
competition takes mainly place within each segmented socialespiace within
each of them wealth is more uniformly distributed and thus weattking can be
changed more easily through individual effort: under strong segmentageoe is a



higher incentive to engage in positional competition and therefore #re higher
growth rates.

When wealth is imperfectly observable, Corneo and Jeanne (199@ie)taat
social status may be attributed on the base of noisy signalsh wgkiterate the
phenomenon called by Veblen ‘pecuniary emulation’: lower class @eigpto over-
accumulate in order to be taken for upper class people, whereasclagsepeople
over-accumulate to keep the wealth difference clear and exisBibth too much
equality in the distribution of wealth and too much inequality rdgsthe signaling
power of wealth and thus the incentive to accumulate it to gfains. The highest
level of pecuniary emulation, and therefore the highest groattds, correspond to
intermediate levels of initial wealth inequality.

While Corneo and Jeanne (1999b) consider noisy signals on wealththrea r
abstract way, two previous contributions by the same authors sgacifysignals in
terms of conspicuous consumption, i.e., consumption of luxury and vigiblke
necessarily useful) goods. Corneo and Jeanne (1997) derive some unconventiona
policy implications, related to the fact that the signalpmwer of conspicuous
consumption may be increasing in price, so to generate an upwangstnand
curve. This means that taxing this kind of goods might increagediyand rather
than decreasing it, so that other policy instruments are neededirtcedts/e this
channel of positional competition. Corneo and Jeanne (1998) arguevtkiiat,in a
static framework conspicuous consumption for status reasons amoantsdoction
of savings, this effect may be reversed in a dynamic framewf individuals
accumulate when young and engage in conspicuous consumption and status
competition when old.

One of the interesting aspects of this approach to sociakstathat it starts
with the broad consideration that socially provided goods are loottdd through
the market, but rather through social interaction. The next nowe spell such
interaction as a competitive game, in which social st&tusainly a way to win the
competition. The archetype of such interaction, often consider¢his literature, is
therefore the competition for an individual’s mate. Though, i l& observed that
not all socially provided goods are allocated through competitiezaictions, since
participatory dynamics plays a relevant role as well. Te&d$ us to consider a
participatory, relational orientation, besides a competigigsitional one.

4. The relational side of economic interaction

The relational orientation corresponds to the desire to ire@ass proximity
to other people, for instance through friendship, sympathy, shairiegds, of norms,
of group belonging and, at the limit, of life. It is clear trdthough we can think of
‘positionality’ as a desire to go ‘above’ others and of ‘relalityi as a desire to
come ‘closer’ to others, these two motivational orientationsnateopposed to one
another in a trivial way. For instance, the desire to slif@revith a certain mate may
generate the need to win the social competition to get tla#e,rand a relational
orientation towards the members of the upper class may judiebBig side of a
general positional orientation. In other words, both positional cotigoetand
relational attitudes may be either pursyst seor instrumentally: a good position
may serve to gain desired relations and certain relationssarag to gain a higher
position. Though, we focus on the ‘pure’ forms of these two orienggtisince an
instrumental perspective on either of them already presuppadasf@ation of the
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other one, which constitutes its purpose. In its pure form, ‘reldtighreflects a
participatory logic, which prompts to solidarity towards other peapid fosters
identification with them. Since identification with other peoplaibasic source of
altruism towards them, or at least of benevolence, ané sioums of solidarity and
reciprocity often go together, those environments where a pattiofparelational’
logic may develop are natural sources of reciprocal and pratdmhaviors.

The link between ‘relationality’ and participation is well understdnd
Uhlaner (1989), who introduces in the economic literature the notitrelafional
goods’. She argues that traditional rational choice models caxplairewhy people
are willing to undertake costly actions such as politicaligpation and voting,
despite their awareness that the actual influence of theicipation or of their vote
is indeed negligible in terms of final outcome. On the contraigh $ehaviors can be
understood as rational once we consider that people are enjoy@tatianal good.
According to her definition, relational goods are a particular typéocal public
goods, which can only be produced and consumed through the joint actionraf seve
individuals, whose identities become relevant. Two peculiarcéspe relational
goods are that they cannot be enjoyed alone and that it is mesglydifficult to
separate their ‘production’ from their ‘consumption’, since thagilg coincidé.
Indeed, not only ‘consumers’ and ‘producers’ are the same agentssobiai
participation ‘produces’ relational goods at the same timeitthpaits participants in
the condition to ‘consume’, i.e. enjoy, thtrExamples of how social interaction may
generate relational goods range from going out with friends to ipattity to a choir,
a football club, a voluntary organization, and so on.

The aspect of joint production, and the fact that they présghtprivate good
and public good characteristics, makes relational goods a spasa&lof Cornes and
Sandler's (1984) joint production model, of which Andreoni’s (1990) theory of
‘warm-glow giving’ is also a special cds@®ne implication of Cornes and Sandler’s
mixed private-public good approach is that there is the possibilityoefding in and
of multiple equilibria, in the sense that, if everybody else dmrttrs much to the joint
production, this may raise my private returns from contribution la@ettore lead me
to contribute much myself, but if other people’s contribution is, Ibmay have no
incentive to contribute much. When Uhlaner emphasizes théie icase of relational
goods, an increase in the number of participants may incredis&lual utility, she is
indeed applying this general result to the case in which thegobduction is that of
relational goods and individual contributions take mainly the fofreome kind of
social participation. As we shall see, this aspect opengdhksibility that, due to
coordination failure, social participation is inefficiently loar {nefficiently high) and
a society gets stuck in a Pareto-dominated equilibrium, whichthencase of
inefficiently low social participation, may be called ac&l poverty trap’.

Another closely related concept, often used in development econasriicat
of ‘productive consumption’ (for instance, expenditure in food, heaitheducation
are consumption activities that raise individual productivity).cdnsequence of
productive consumption is that, contrary to what we are usedirk, th higher
consumption level may increase production, accumulation and growtheaghe

" The fact that in post-fordist economies productér consumption converge to some extent is
observed, among others, by Zamagni and Bruni (2009nati (1991) and De Vincenti and
Montebugnoli (1997).

8 Gui (2000) emphasizes affective and communicatsgects of relational goods.

® Interestingly, Cornes and Sandler already nottbed their theory might be applied to the economics
of philanthropy.



higher savings may result ineffective, as shown, for itstaby Steger (2002). We
shall see later that similar surprising results appyé¢oeffects of social participation,
but, while Steger considers the effects of joint production on hunagitat
accumulation, social participation may be seen as one of tjur foeces of social
capital accumulatiofl.

A further interesting aspect about relational goods, which alsmgiisshes
them from other kinds of joint production or of productive consumption, isthiea
identity of the people involved matters. As noticed above, Akeahd Kranton
(2000) emphasize the relevance of identity (a person’s sense ohs®itiated to
certain behavioral patterns) for a variety of economic outcBresd Akerlof (1997)
notices that, as far as social decisions are concerned, thedetarminant of my
choice may be the impact | imagine it will have on the netwonkyfelations with
others. What is relevant here is whom | interact with and vghiie ‘social distance’
between us (a special case of which is economic inequality)n Agai shall see later
that the literature on social capital emphasizes both the tloabrand the empirical
relevance of social and economic cleavages for social pattaipand social capital
accumulation.

A common objection to the economic consideration of relational godbatis
they would not be economic goods. Such objection takes two main. fAoosrding
to the first one, they should not be regarded as economic ‘goods’, swhde
standard consumption goods exist and may be objectively defined haidre
independently of individual actions concerning them, relational goods toraxist
only through social interaction. This distinction is indeed corrough, its only
consequence should be that relational goods are a class of ecgoaascdifferent
from private consumption goo’&s unless one objects at the same time that relational
goods are not ‘economic’ goods, a much less easily endorsable claim.

This second criticism starts from the conceptualizationeadriemic’ goods as
‘scarce’ goods and argues that relational goods are not scameghl besides other
possible inputs, enjoyment of relational goods requires participad some social
activities, which are typically time-intensive. Since dins a scarce resource, as
already argued by Becker (1965), and since an increased pressursaynieéad to a
substitution of time-intensive activities for time-saving qrregational goods can be
considered scarce goods on their own right, and the more so, the thighmessure
on time in a society: in other words, they are scarcer in addamconomies than in
less developed ones.

As we did above for positionality issues, we focus again on twoif&pe
aspects of the literature on relational orientation: labaresgin particular, labor
supply, productivity and satisfaction) and economic growth (wisipexial focus on
the dynamics of social capital accumulation and on well-being).

0 Narayan (1999) provides the following general défin: “Social capital is defined as the norms and
social relations embedded in the social structofescieties that enable people to coordinate ad¢tio
achieve desired goals”.

" They argue that “choice of identity may be the triogortant ‘economic’ decision people make.
Individuals may—more or less consciously—choose wigy want to be. Limits on this choice may
also be the most important determinant of an inldial’'s economic well-being”.

2 We do not discuss here the difference from stahgmrblic goods, since it is not of particular
relevance. Generally speaking, relational goods imayegarded as an intermediate case between
private and public goods.



Relational orientation and labor issue$®

Relational goods may be produced through interaction in any sphereaif soc
life, like family, peer groups, associations and workplace. ¢t @ them, relational
and positional attitudes usually appear mixed to some degreéebutetative weight
is different in different spheres. As far as relations atkplace are concerned,
Rotemberg (1994) studies whether and how firms may benefit fromogrgna
relational orientation among workétsHe argues that workers’ solidarity may lead
them, depending on the specific situation, either to work harder exdrt a lower
effort. This explains why empirical results on the connection ée&tveohesiveness of
the working environment and labor productivity are generally mixed.

In a similar vein are also previous contributions by Holmstrom aiigrdrn
(1990) and by Lazear and Rosen (1981), who show that in some circurastance
competition (and in particular positional competition) can lead werke increase
effort, whereas the possibility of ‘collusion’ would reduce labor pradiigt In other
circumstances, though, and especially when workers are not rextachern an
individual basis but rather on the basis of team performancdateomal orientation
among group members would increase productivity, whereas a cougetiti
orientation would easily generate social dilemma situations.

Sugden (1993) sheds further light on this argument, showing that, if
individuals interpret themselves as members of a teanr rididne as competitors, the
typical inefficiency of social dilemma situations may beoided®. Rose (2002)
argues, moreover, that payment on the basis of individual n@ngioductivity may
be impossible when team synergies arise, so that remuneratitve dadis of team
performance may become necessary, whereas Holmstrom (1982) thlavwsernal
competition in teams is worthless per se, and that its ongnedé may be the optimal
extraction of information about agent characteristics.

Rob and Zemsky (2002) consider that, although workers are not usually
directly rewarded for cooperation, they could cooperate bedhegederive direct
utility from doing it, in an amount that depends on firm specificadaapital and on
firm’s direct incentives to cooperation. In this case, m fimight be interested in
building social capital among its workers, a concept that weussin the next
section and that, in the context of Rob and Zemsky, may be irtestpre cultural
terms as a norm that prompts cooperation and associates a psiethatogt to
defection. The degree to which such a norm is effective,atmye, basically depends
on the history of past cooperation among workers.

Rob and Zemsky's (2002) contribution captures two phenomena of broad
relevance. The first one is the interplay between the psyckalagcentives provided
by relational goods and the material incentives provided by the ifi form of
remuneratioff. The fact that this interplay does not work in an obvious way is
highlighted by Frey’s (1997) seminal work and by Gneezy and Rusti(2(@0),
who show through a field experiment that material incentivesarayd out intrinsic
psychological incentives, because they change the way peomle &aituation and

13 For more on this topic see Rotemberg’s chaptérigmvolume.

¥ In particular, he focuses on feelings of altrummong workers and treats them as a choice variable:
individuals choose to be altruistic if it is in thewn interest.

5 Bardsley and Sugden’s chapter in this volume piesia more detailed analysis of team-thinking.

% The idea that some interplay of this kind may élevant goes back, in the economic debate, at least
to Akerlof's (1982) consideration that labor coetsamay be seen as partial gift exchanges.
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therefore the kind of norm they see as adequate. Thereforejantorbe effective,
material incentives have to be strong enough to compensat@stiaological

incentives crowded out by their introduction. Prendergast (1999) aydakRd Jegen
(2001) offer exhaustive reviews of the economic literature on tvedang-out effects
of material incentives; whereas Deci, Koestner, and Ryan (188€8)ss the empirical
evidence accumulated by social psychology on the crowding-out edfeet®nomic

incentives on intrinsic motivation.

The second phenomenon is that there is a two sided relationshipebet
social capital accumulation and enjoyment of relational goods: osidaga higher
social capital increases returns to cooperation (in terimlational goods) and
therefore fosters it; on the other side, cooperation and enjayoheelational goods
contribute to reinforce cooperative norms and habits, and therfdster social
capital accumulation.

We may summarize the main conclusions of this literaturdnenfallowing
way: while the relationship between relational orientation armdiymtivity is not
univocal, but rather depends on the specific context, the lsotitm of relational
orientation to job satisfaction is generally positive. Moreoves hot subject to the
social constraint faced by positional competition, namely, dfhdieing a zero-sum
game. Therefore, at least from a static point of vielgtional orientation entails a
higher potential for aggregate well-being than positional competiibough, the
ambiguity of its impact on productivity raises interesting qoestiabout its dynamic
consequences. For instance, one may wonder whether, under cerditions, a
widespread relational orientation may be statically benéfioa well-being but
harmful in dynamic terms, or even just statically harmfulvietl-being, due to the
latter effect. To understand such questions more deeply, let usimot the analysis
of the connection between relational orientation and growth.

Relational orientation and economic growth

Endogenous growth theory puts a special emphasis on human capital,
technology and positive externalittésbut at least in its standard versions it tends to
disregard social issues. However, the literature on scajatal, developed in the last
fifteen years, has started to fill in the {apAs Putnam (2000) observes, “The
touchstone of social capital is the principle of generalieegprocity — I'll do this for
you now, without expecting anything immediately in return and penvdapsut even
knowing you, confident that down the road you or someone else will rdtarn t
favor.” ¥ (p.134). The basic reason why “a society that relies on geretali
reciprocity is more efficient than a distrustful sociefy.135) is that it saves on
considerable transaction costs. Of course, trusting otheficierg only if they are
trustworthy: ‘Generalized reciprocity is a community asset, but generalizeibitjtyll

7 See, e.g., Romer (1986), Lucas (1988), Barro aald-iSMartin (1995) and Aghion and Howitt
(1998).

8 This literature is by now too wide to review ithaustively here. Coleman (1988 and 1990) and
Putnam (1993) are seminal contributions. The WBddk (2004) has an excellent electronic library on
social capital.

9 putnam provides a number of examples of behairisgired to generalized reciprocity: “raking your
leaves before they blow onto your neighbor’s ydedding a dime to a stranger for a parking meter,
buying a round of drinks the week you earn overtikieping an eye on a friend’s house, taking turns
bringing snacks to Sunday school, caring for thladf the crack-head one flight down” (p.134).
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is not. Trustworthiness, not simply trust, is the key ingredient” (p.1B®)eed, the
literature on social capital has proposed a number of themlrdgéinitions, but most
of them focus either on trust and norms of civic behavior or on netwbharizontal

organizations, and again Putnam observes that “An effective nbrgeneralized
reciprocity is bolstered by dense networks of social exchafmé36).

Knack and Keefer (1997) examine various specifications of the pbote
social capital, namely in terms of trust, civic norms assbaiational activity, and
assess their impact on growth on the basis of data from the Walleés/Survey for
29 market economies between 1981 and 1991. As a proxy for trust TR
take for each nation the percentage of respondents that most peojbe tasted
(after deleting the “don’'t know” answers) to the following questitt@enerally
speaking, would you say that most people can be trusted, or thatagtube too
careful in dealing with people?” To capture the strength of norms of civic
cooperation, they construct a variable (CIVIC) on the basikeonswers to various
guestions about how individuals evaluate some anti-civic behavidrsse two
variables are highly positively correlated and both of them asgymied to capture
generalized trust and cooperative attitudes, rather thaal @gital at the level of a
specific group. Therefore, we can consider them as indicatbrsociety-wide
relational orientation. Knack and Keefer’s first main findinghat “trust and civic
cooperation are associated with stronger economic performangeartioular, they
find that one standard deviation change in TRUST is assdcwith a change in
growth of more than half of a standard deviation. This res@mns to be quite robust.

The second question they address concerns the effects of aesatiati
activities. Theoretically, such effects are ambiguouso®I(1982) emphasizes that
the purpose of some groups is to exert a distributive pressuréy seek rents, and
that active participation to such groups indeed increasesettet of distributive
struggle in society and decreases social capital. In cgnfastam (1993) considers
participation in associational networks as the main component iad sapital, since
it creates the civic engagement that improves both governmehteaonomic
performance. As a proxy for the density of horizontal networks isoaety
(GROUPS), Knack and Keefer consider the average number of goitieols per
respondent when faced with the question of whether they belong to anijisofof
groups of ten kinds. Their second main result is that “assmuéhtactivity is not
correlated with economic performance — contrary to Putnam’s (18@8)ds across
Italian regions”. They also split the data to identify thesfig contrasting effects of
‘Putnamesque’ and ‘Olsonian’ groups, i.e., of groups that “involveaatiens that
can build trust and cooperative habits” and of groups with redistréoigoals,
respectively. The results are contrary to what the theodigtse but, by admission of
the authors, they should be regarded as only preliminary. Thewarale, rather than
substantial, is methodological.

Zak and Knack (2001) perform a similar analysis, using the sanabiefor
trust, but with more data. In particular, while Knack and Kesfémvestigation
concerns 29 OECD countries, Zak and Knack add to the sample 12 additional
countries. The effect of the larger sample is basichHy it reinforces the statistical
impact of trust on investments and growth. Moreover, they irgadstithe impact of

20 The variable TRUST exhibits a high cross-countayiance and high serial autocorrelation within
each country. Glaeser et al. (2000) use two exmarimnand a survey to address the question of what
exactly TRUST measures and argue that it captanesatorthiness better than trust.
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formal institutions and social homogeneity, finding that they &ase growth in part
by building trust”.

Taken together, this evidence consistently shows that sociahlcasipecially
in the form captured by the variable TRUST, has a relevaradtgmn growti’. This
raises the question of how social capital is accumulated. kkand Keefer (1997)
find for instance that “trust and norms of civic cooperation amnger in countries
with formal institutions that effectively protect property and caxtt rights, and in
countries that are less polarized along lines of classorcdly”.

That measures of social capital tend to be positively coecelatth property
and contract rights protection may appear surprising, since tndsta@ntracts are
generally seen as substitutes. Putnam (2000) confirms thig rgkah he shows that
U.S. investment in the legal system (as captured by employamehtexpenditure
measures in police, guards, watchmen, lawyers and judgesineshfairly low for
most of the twentieth century, while all measures of soaipital were increasing,
and started to increase sharply in 1970, in correspondence witiegining of a
marked and prolonged decline in social capital. Nevertheless hond distinguish
between institutional quality, as measured by the extent to whicpegty and
contracts are protected in a given institutional setup, and to@al @ovestment of
resources in contract enforcement. While trust, saving oreitios costs, is indeed a
substitute for the resources invested in contract enforcemerntutinetl quality
provides an environment in which individuals have a further incetdive®have in a
trustworthy manner, and it can thus stimulate trust.

The negative impact of class and ethnical polarization oralsoapital is
confirmed by Glaeseet al. (2000), who find that a smaller social distance among
people, for instance due to joint group membership or the sane ranationality,
increases both trust and trustworthiness; moreover, a person’s bighes induces
others to behave in a more trustworthy manner toward him &t her

Alesina and La Ferrara (2002) consider both personal experiences and
community characteristics as possible determinants of individusi. Using data
from the General Social Survey for the United States from 1794, they find
that the major causes of low trust are recent traumaperences, belonging to a
discriminated group, low income, low education, living in a sgcieith strong
‘racial’ cleavages or in one with high income inequality. ielis beliefs and ethnic
origins, in contrast, are found not to affect trust signifigant

Results for social participation are quite similar. Alesind La Ferrara (2000)
study participation in associational activities like religiog®ups, sport groups,
hobby clubs, unions, and so on (they consider patrticipation in a | different
kinds of groups). They analyze data for metropolitan areas in.eftdm 1974 to
1994, mainly from the General Social Survey, and find the following rksylts:
social participation is higher where income inequality, ahcsegmentation and
ethnic segmentation are lower. This happens in the North/Nortloiéise U.S., the
opposite features appearing in the South/Southeast. Moreover, lookagicipation
in different kinds of groups, the authors find that heterogeneityersatess for
participation in groups with a relatively high degree of excludgtnk a low degree
of close interaction among members. Finally, they find thatt could be expected,
‘racial’ segmentation matters more for individuals more av&sracial’ mixing.

2L Another relevant empirical contribution, althoughbit harder to interpret, is due to Temple and
Johnson (1998), who show that a measure of somahility is a good predictor of long-run growth.
2 This is one of the ways in which positional anktienal issues are linked together.

13



Helliwell and Putnam (1999) investigate whether and how education
determines social capital, specified both in terms of st of social participation.
They start with the observation that, although average edudaleweds have risen
sharply in the United States in the last half century, the sdichenot happen to
political and social participation. This is somehow puzzling,abse individual
education is widely acknowledged to be the best predictor of fioamg of political
and social engagement. Using data from the US General Sagiady from 1972 to
1996 and from the DDB-Needham Life Style surveys from 1975 to 1997 atisegs
that higher average education increases trust and does not rediicipgian. A
strong positive correlation between education and social jpeticn is also found by
Costa and Kahn (2001). Since such results are based on U.S. dashoaltk be
careful in extending them. For instance, trust appears to beitigome countries
with low formal education, but this may be due to a varietyea$ons, which are still
largely to be explored. One might speculate, for instancejntitsatme less developed
countries the lower educational level is compensated by a highiance of the
economy on the reciprocity-based transactions rather than on priggitets, but this
is just a conjecture.

The broad message of this literature is that trust, genatabzgrocity, social
participation and relational orientation develop more easily wheterogeneity and
social distance among individuals are low, that is to say,latively homogeneous
groups or societies. Moreover, institutional quality and educatlenels also tend to
exert a positive impact on social cafital

The case of private growth and social impoverishment

These considerations constitute the theoretical background of AS@acto
and Vanin’s (2001, 2002 and 2004) investigation of the dynamics of seg#hlc
accumulation in a homogeneous society. They develop two ‘neoclassichkls and
an evolutionary model, to investigate to what extent such dynamiioslated to
economic growth and what is the overall impact of different passiblvelopment
paths in terms of well-being. The basic setup of their modelidssfrom the
recognition that individual well-being depends on satisfaction of bwiterial and
relational needs, the first ones mainly addressed through piestaties, whose
outcome are private goods that enter in the GDP, the second oimdg tma@ugh
social activities. Such activities yield relational goods,ciwtdo not enter in the GDP,
to an amount that depends on own and average social particigeiovell as on
social capital. Besides yielding relational goods, social gipation has a positive
external effect on social capital accumulation. Individual a®iof time allocation
between private and social activities may therefore afitdhe same time GDP
growth and social capital accumulation.

In formal terms, their basic model (2002) considers a continuous popllati
whose individuals (denoted by subscripf0,1]) choose how to allocate their time
among social activities (a shasef the entire population), private activities that yield
a private ‘subsistence’ godd (a shard), and private activities that yield a private

23 Many of the quoted studies adopt an instrumenasiables approach to tackle reverse causality
issues.
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goodC; (a shards), which is a perfect substitute of the relational gBpth order to
maximize their lifetime stream of discounted utility:
MaXs (). (1).s,(t) ] 000 ut) e t dt,

wheret denotes timer, is the individual intertemporal discount rate and)
represents instantaneous individual preferences, which, ontitiindz for notational
simplicity, are given by

u=U(C,B,G) =In(C) + bIn(B+aCy),

wherea is the MRS betweefs andB, andb is a strictly positive parameter
(equal to 1 in the evolutionary model). It is assumed that theppatjuction factor of
private goods is individual lab@t whereas the relational godis produced by own
social participatiors, aggregate (or average) social participator| Ols[ dr and social
capitalKg, according to the function ‘

B=G(s,§,K) =08 5°K¢,

whereg, y, 9, ¢ > 0 are parameters. Here production and consumpti@naoé
not distinguished.

Besides production technology and the constrasifty 1.(t), Is(t) > 0 and
s(t)+ s (t)+ (t)=1, individuals have to take into account the dynamics of sociaiatapi
accumulation. It is assumed that social capital accunsukagesocial participation
brings about relational goods

. dKg(t)/dt = B -7 K1),
where B =/ o B:(t) dr andy is social capital depreciation rate (relations die out if not

taken care of). This means that social capital is treatedt ascumulated externality.
Assuming a homogeneous population (identical individuals), at a symnNash
equilibrium the representative individual's instantaneous chaficedepends orKs.
The resulting dynamics ¢fs depends on the parameters. The main result is that there
exist social poverty traps, i.e., Pareto-dominated fixed pointmgAthe convergence
path to such equilibria the economy may experience at the $amee private
expansion and social impoverishment. When a social poverty trap, eidgsattraction
basin depends on the initial level &% economies which are identical in the
fundamentals, but differ in their initial stock of social cdpitaay follow different
paths of growth, social development and time allocation betre private and the
social sphere.

This basic setup is extended in two ways. First, the (2004) mutietiices,
besides social capitaKs, individual private capitalK; which, omitting T, is
accumulated according to

dK(t)/dt = Y () - C(t) - G(1) - $K(D),

241t is not true that work is just a private actyibut it is both theoretically and empirically igmate

to assume that it has a primarily private orieotatiAlesina and La Ferrara (2000a) argue thatef'aft
controlling for the level of income, the effecttohe spent at work could be twofold. On the onechan
a constraint on time may decrease participatiortherother hand, socialization in the workplace may
increase social interaction, incentives and abtlityparticipate.” Empirically, they find that fuiime
workers participate more than people out of theolallorce, but less than part-time workers: both
effects are present, but among working people tieeeenegative relation between the time spent in
social participation and in private production. @w’s (2001) empirical finding, discussed belowaof
positive correlation across countries between ithe tevoted to watch television and to work is also
illuminating.

%5 This is coherent with Rob and Zemsky's (2002) argnt about firm-specific social capital, but is
applied to society-wide social capital.
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where & is private capital depreciation rate avift) is an individual's total

private production, which, omitting is given by
Y = A (1-sf K*?,

where ¢ is a parameter andl = (1-5)¥ K¥ captures possible externalitigs (
and g are parameters). Even in this setting, where one may eyaqirivate growth
is strong enough to more than compensate the negative -effectsoail
impoverishment, still social poverty traps are possiblewels as the simultaneous
experience of private growth and social impoverishment along thesxgmnce path.
The attraction basin depends now, among other things, on the amtalvment of
social capital relative to the representative individualisal private capital.

The (2001) model investigates the same idea in an evolutioranework.
For simplicity, individuals may only choose between two purdegiias: a relational
one, in which they produce and consume ddlgndB, and a private one, in which
they spend more time in private activities, in order to produceamsuime als€s. It
is assumed that the fractionof the population that follows the relational strategy
evolves according to the ‘replicator dynamics’:

dx/dt = x [Ur(Ks,X) - U(KsX)],

whereU(Ks,X) = Ur(Ks,X) X + Up(Kg,X) (1-x)is the average payoff argk and
Up are the payoffs of the relational and private strategy, céisply. Here only social
capital accumulation is considered and it is modeled in the sams &s in the two
‘neoclassical’ contributions. This model displays two asymp#itiactors: a ‘private’
one, in which everybody adopts the private strategy and socialldagdib&, and a
‘relational’ one, in which everybody follows the relational gy and social capital
is high. Again, along convergence to the ‘private’ equilibriumg #conomy
experiences a private expansion based on destruction of social oppestaniti on
substitution for them with private goods. In some cases the sociattpdrap is just
the result of a coordination failure, in other ones it is alge to impatience. It is
interesting to notice that the effect of impatience chamge®e model with both
private and social capital, since in that case impatikazs to prefer present socially
enjoyed leisure to future private consumption, so that it inducesbatitution of
social for private activities and thus fosters social eapitcumulation.

Apart from the differences, the three models converge &® tmain message:
they show that, even with a homogeneous population, an economy maycgeh st
social poverty trap. Moreover, they all find that, along thesiteon path towards the
socially inferior equilibrium, an economy may experience atsdm@e time private
growth (which is reflected in national accounting statisticend social
impoverishment (which is not): as a consequence, the usual macooeic
indicators fail to detect this kind of dynamic inefficiency.

The basic engine of this mechanism (a substitution of time-ineerssicial
activities for time-saving private ones) may be self-feedamgce when an economy
is experiencing at the same time private growth and a deolisecial participation
and social capital, the time spent in social activitie®ivexs both more expensive (in
terms of opportunity cost) and less ‘productive’ (in terms a@ftiahal goods), so that
it becomes even more convenient to shift time towards privaigti@s’®. A simple

% This perspective on growth is connected to a dtadrihe environmental economics literature, which
focuses on negative externalities. The idea thett sxternalities might stimulate private activiteasd
therefore foster growth is studied within an eviolmary framework by Antoci and Bartolini (1999)
and Antoci and Borghesi (2001). The same idearthdu studied within a neoclassical framework by
Antoci (1997a and 1997b), Bartolini and Bonattig791998, 1999a and 1999b), Antoci, Borghesi and
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intuition of this mechanism may be provided by the following exanptay friends
work too much and do not have time to go out together, or if they dohbut t
environment does not offer any interesting social opportunity, | deaide to work
more myself, in order to earn more, increase my levedrivhte consumption, and
therefore rely less on other people and on social environmentezantekources of
my well-being.

Once the possibility of a conflict between growth and social dpweént (in
terms of social capital, relational orientation and well-beisgacknowledged, the
guestion becomes whether the mechanism that may lead to iteandrditions under
which it emerges are plausible or not. Hirsch (1976) arguAs:tte subjective cost
of time rises, pressure for specific balancing of personahrddge in social
relationships will increase. [...] Perception of the timenspe social relationships as
a cost is itself a product of privatized affluence. Theatfis to whittle down the
amount of friendship and social contact [...]. The huge increapersonal mobility
in modern economies adds to the problem by making sociability mar@ublic and
less of a private good. The more people move, the lower arehtdinces of social
contacts being reciprocated directly on a bilateral basis80)pThis means that, in a
society with a high degree of mobility, bilateral reciprpcst not enough, in the sense
that many interactions take a one-shot form, and therefore peegbedooperating
only if their trust is generalized, in the sense that theyr@ady to make a favor to a
stranger with the (quite uncertain and unpredictable) expectatiosaim&ione else in
the society will return it. This is for instance the cadsemvsomeone watches a
stranger’s children and expects other people to do the same in suPutdam (2000)
observes, “At this extreme, generalized reciprocity becdraes to distinguish from
altruism and difficult to cast as self-interest.” (p.135).

The relevance of personal mobility for the substitution of privatesocial
activities is also investigated by Schiff (1992)n whose words: “The need to cope
with the high degree of isolation caused by the higher degreeagraphic labor
mobility may lead to the creation of alternative institutiarisere people who are not
as close can interact (e.g., singles’ bars, dating ssvitursing homes, insurance,
and so on). These market activities enter into the gross napimthlct (GNP) but do
not necessarily imply higher welfare than in societies whemgesof these functions
are carried out outside the market.” (p.167-168). Such argumeeinierced by
DiPasquale and Glaeser’s (1999) empirical finding that homeowpeishreducing
mobility, raises investment in social connections.

The issue of whether we should be worried about a process ofl socia
impoverishment and decline in social capital has started toveeaeademic and non-
academic attention after Putnam’s (1995 and 2000) contributions. He ddsuaen
rise in U.S. social capital in the first half of the twieth century, reaching a pick for
most of its forms in the Sixties, followed by a marked idecfrom then on. The

Galeotti (2002) and Antoci (2002). A common powithat growth results from a coordination failure
(a failure to internalize negative externalitieslas not necessarily desirable. An implicatiorgrsid
also by Antoci, Sacco and Vanin (2004), is thaicsiimpatience slows down undesirable growth, it
may turn out to increase steady state welfare.ri&ie difference between Antoci, Sacco and Vanin’'s
contributions and this literature is that the formee not focused on natural resources, but rather
social capital accumulation. While (reproduciblextural resources are typically subject to a
spontaneous flow of renewal, social capital accatmh rather depends on individual choices of docia
participation.

" See also Schiff (1999) for a general equilibriurodel of labor mobility in the presence of social
capital.
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general diagnosis on the contemporary U.S. society is theréfairét is becoming
more selfish, less altruistic and less able to participatecooperate on a reciprocity
base: in one word, that Americans are bowling alone. The maintswdpe identified
in television and aging of the ‘civic generation’ of Amarns born between 1910 and
1940, with a respective responsibility for up to a quarter and up ftofhihle decline
in social capital.

Corneo (2001) presents striking empirical evidence that the timatetkto
watch television and to work are positively correlated across wesir@nd explains
this evidence through a model based on the substitution between priemajeed
and socially enjoyed leisure (i.e., between some private goudiselational goods).
His results support the relevance of the mechanism discads®a, namely, of a
possible self-feeding shift between social and private #esviSince he displays a
static model with multiple equilibria, he focuses on statitemalities of social
participation and on coordination issues. The models developed by ABdéocip and
Vanin integrate such issues into a dynamic framework, which Hdsesato consider
the dynamic externalities of social participation (i.e., etirallocation to social
activities) on social capital accumulation.

Costa and Kahn (2001) argue that the decline in U.S. sociablichpg been
overestimated by Putnam, although some forms of social participéikengroup
membership and the time devoted to entertainment and vishisfends, relatives
and neighbors, indeed declined in the U.S. from 1952 to 1998. Thegaaisdoubts
on Putnam’s culprits, showing that the decline in the sociatatgpoduced outside
the home is mainly due to rising community heterogeneity (esfpedancome
inequality), whereas the decline in the social capital produgdgdnwthe home is
mainly explained by women’s increased labor force participatete (always
controlling for education). Moreover, they find that, while nreainly substituted
social activities for television, women substituted themiiork.

This hints at the fact that Puthnam’s emphasis on the roleswigigin might be
more relevant for men’s time allocation patterns rather thamwéonen’s ones (at
least in the U.S., but possibly more generally). At a nganeeral level, it indicates
that various dimensions of population heterogeneity play a crucidbrdiee analysis
of social interaction and of social capital accumulation. [gvtiie emphasis on such
aspects is shared, as we have seen, by Alesina andreaaH2000 and 2002) and by
Zak and Knack (2001), among others, a sound theory of social capital aattamin
presence of a heterogeneous population is still missing. One @hdkt interesting
analyses from this point of view is due to Narayan (1999), who shuatssocial
capital tends to exert positive aggregate effects whest, tnorms and networks that
foster cooperation extend beyond primary, ethnic, linguistic or evenmie groups
and form ‘bridges’ across different grodpsThe reason is that the same links that
keep together the members of a group may also exclude the molbense

Inequality along some positional scale may be seen as a speample of
population heterogeneity. This takes us back to the discussion spatleat the
beginning of this section, where we argued that relational andgmasibrientations
may be simultaneously present but referred to different groupsmdiance because
solidarity with the members of my group (or of the group to whigépire to belong)
is the flip side of competition with the members of other groWdsle this possibility

8 He displays an analytical framework to study ‘bioigd and ‘bridging’ (i.e. intra-group and inter-
group) social capital at the level of the civil &y, together with its connections to the funciignof
the state.
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is explicitly acknowledged in some of the contributions consideredrséof instance
in those by Corneo and Jeanne, in most cases it 7 Adte literature on social
capital then tells us that its potential effects in termsvell-being may crucially
depend on its ability to ‘bridge’ heterogeneous groups and, in partitmlaontrast
the negative effects of positional inequality.

The above discussion has been carried out under the implicit assuopa
given set of dispositions and of corresponding social norms, in tvdemderstand
under what conditions certain relational or positional dispositionstareilated by
the economic and social environment, bringing about different possjblebeum
outcomes. The time has come to investigate how such dispositidrsoeaial norms
may themselves evolve through the action of an underlying, ‘deejal smiection
dynamics. This issue is dealt with in the next section.

5. Cultural and economic selection: the evolutionary foundationsof altruism

and pro-sociality

We have emphasized so far either a cultural interpretafi@ocial capital in
terms of trust and norms of cooperation, or an interpretationnmstef associations
and horizontal networks. The first aspect is the most releeartur discussion of
altruism and reciprocity. Indeed, as we have already notitee t6uchstone of social
capital is the principle of generalized reciprocity.” (Putn&00, p.134). From a
cultural point of view, altruism and reciprocity may be sean (dispositional
counterparts of) specific social norms, and norms are effeatian people widely
follow them. Therefore, we now focus on reciprocity and alnuas social norms and
investigate some of the possible reasons that may induce peapi®pt them. As
mentioned in the introduction, a relational perspective oraknorms is particularly
suited to recognize not only their relevance for the deterromaii individual social
identity, but also their evolution through time. We shall consseme recent
contributions in evolutionary game theory that shed light on trehamsms of norms
evolution, and then complement them with some reflections ommk@md context of
altruism and reciprocity from an aggregate point of view, to rstaled where and
how they can develop. As these issues have received cob$idattention in the
literature, especially in the past decade, this discussiantimeant to be exhaustive,
but rather illustrative. In this volume, a wider discussion wlisim and social norms
is spelled out by Elster in his chapter, and a more extensalgsanof the selection
mechanisms that drive the evolution of social norms and sociavibefgarticulated
by Bergstrom in his chapter.

The basic idea in the literature on social evolution is ¢héttiral traits, like
preferences, values, norms, habits and identities, are nohagronly) innate
characteristics of individuals, but are rather endogenous, in ehge sof being
acquired through, or influenced by, various processes of cultareniission and of
social selection, which, in turn, are influenced by the econamsitutions present in

29 A possible reason is that the reference point obtntontributions is constituted by traditional
economic models, which are based on agents whmawngrally’ oriented towards one another so that
many scholars have started to introduce, one anhe, either positional or relational orientation in
models in which neutral orientation is already preésFor instance Corneo (2001) and Antoci, Sacco
and Vanin (2001, 2002a and 2004) focus on neusralelational.
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a society”. A deep account of this perspective, and of old and recenattlite on the
subject both in economics and in other social sciences, is providdgowies
(1998)31. He discusses how markets and other economic institutions mest af
individual preferences (conceived in broad terms as reasonsefavibr), and
identifies several possible channels. He argues that thieategn of cultural traits
depends, among other things, upon the interplay of two factors: theiapecul
mechanism of cultural transmission (for instance from pa#ritsachers to children,
or from peers to peers) and the social selection mechanistedtdatto the replication
of more rewarding traits (typically studied by evolutionary géireory). On both
issues there is by now a considerable literature, whichascalmbined to the analysis
of different models of learning. In the impossibility to revigwere, let us focus on a
simple example.

To fix ideas, suppose that Betty is following an altruistic ntrat prescribes,
say, unilateral donations in certain well determined situatibmsa cooperative
context, her donations may be reciprocated, so that it is teasgagine possible
scenarios where the norm turns out to be both (subjectively) higtisfestory and
(objectively) materially rewarding. There is thereforgamd chance that Betty keeps
following the altruistic norm and that she is even ‘imitatiey’other people, so that
the norm spreads over. Notice that, in this cooperative coimexhich there is a
straightforward incentive to behave nicely, whether peagtgpt the norm because of
its apparent material convenience or because of the arousaleafpar commitment
to what they perceive to be the underlying disposition, is velgtirrelevant insofar
as both possibilities yield the same behavioral prescription.nlrogportunistic
context, though, the altruist Betty may be materially exploitecbtners, with the
consequence that, due to the undesirable payoff implications of rampliance,
other people are likely to choose not to embrace it. On the loémel, even if she is
materially worse off, Betty may gain a high intrinsic s&@ittion from donation,
because she truly adheres to the norm she abides by, and igdhappyother people
well off because of her, even if this does not deliver inentterms. Can then one
conclude that, apart from our nice Betty, nobody else will emktec@orm? Not at
all: despite the negative material payoff, some people til&yired attractive to do
the same as Betty, insofar as they either believe tlogtiamg the altruistic disposition
their subjective, non-material reward will more than compene material loss, or,
even more radically, insofar as they choose to abide by the noatever its material
or psychological implications in terms of well-being.

This simple example calls for some basic distinctions. ,Farstorm may be
either embraced because it corresponds to an intrinsic dispoasiam,the case of a
true altruist, or instrumentally, because adopting the correspobdirayior turns out
to be rewarding even if the individual would behave differently ihaeé to follow his

% Many models and ideas in this literature come frewnlutionary biology. See, among the many
possible references, Cosmides and Tooby (1992)tHer connections between socio-biology and
evolutionary psychology, Dosi, Fagiolo and Marer{$®96) for the issue of learning in evolutionary
environments, Weibull (1995) for a theoretical pexgive on evolutionary game theory and Basu
(1995) for an interesting application to civil iitgtions. Some contributions go further, boilingcisd
evolution down to genetic evolution, but we do censider them here.

%1 The general idea that preferences, although gtdtele, may be endogenous, is not incorporated in
textbook economics and requires a departure from atomistic version of methodological
individualism, to recognize that individual actitakes place in social contexts, which may influeibce
The methodological reasons for such departure akeady clear two decades ago, as shown, among
others, by Weintraub (1979), Granovetter (19854t (1986) and Boland (1982).
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intrinsic disposition, as in the case of an egoist who — in a&gbwthere other people
are altruist with seemingly altruist partners and egoigt s#emingly egoist ones —
finds it egoistically convenient to pretend to be an altruist, hacetore follows an
altruistic norm instrumentally. But, as the example suggesés) m the case of an
intrinsic commitment to the norm, one has to distinguish betweetrulg
unconditional commitment, i.e. the choice to embrace the noaspectively of its
consequences of any nature, and a ‘rational’ one, i.e. theecttoembrace it in view
of the favorable tradeoff between the psychological benefitl@dnaterial loss. We
can therefore speak, respectively, of strong and weaknsbnimentality.

Secondly, in picking up more rewarding traits, social selectioay
consequently operate at different levels, according to whdtbaetevant rewards for
selection purposes are the material ones or the psychological asnssme
combination of the two. As shown in our example, in a cooperativeextotiie
selection mechanism may have little or no discriminatory powkereas in an
opportunistic context there is much more scope for discrimina@tearly, in this
latter case, strongly non-instrumental variants of the norrmateaffected by the
selection process insofar as they are not sensitive to payoffacmons of any kind,
thereby playing the role of a ‘drift’ factor (which may howelseing about important
consequences on the selection outcomes as they alter theeretatvenience of, say,
instrumental vs. weakly non-instrumental altruism vs. egoism).

Thirdly, social selection may not just operate at the individexal| but also
the group level, i.e., entire groups may be induced to embrace tiwaitrare highly
rewarding when collectively followed, although their individual adopyiefds a low
payoff?. While under individual selection it is easy that Betty agms an isolated
exception, under group selection her altruistic norms have much ragheces to
spread over, as demonstrated by Sober and Wilson (1998).

We now consider some papers that investigate various agpeicis manifold
set of analytic possibilities.

Sacco and Zamagni (1996) consider the evolutionary implications ofateve
altruistic type® in the context of a simple contribution game and focus on ‘triee! (i
weakly non-instrumental) dispositions. They find that that each kindltofistic
disposition proves to be (evolutionary) robust against certain playes (or
combinations of players) and weak against certain othefbriefollows that, from
an evolutionary perspective, the discussion about altruism andvigadynossibilities
is a subtle one and requires the distinction among different kfnalsneinstrumental
altruism (e.g., more or less conditional, more or less comséglistically oriented,
etc.).

The possibility that individuals adopt a certain altruistic normrfstrumental
reasons is investigated by Menicucci and Sacco (1997), who focuaitésnative
types of ‘pseudo-altruistic’ behavior, namely, what they c&awlsian’ and
‘Nietzschean’ ‘pseudo-altruisi?. ‘Rawlsian’ and ‘Nietzschean’ players act ‘as if

%2 Convincing examples are provided by Akerlof (1997)

% A type here is like a social norm: it specifies #ippropriate behavior in several possible sitnatii

is a rule to decide behavior. The possibility tleathorm has a direct behavioral translation is
investigated by Sacco (1997), who studies the ¢eoiwf a cooperative norm in a prisoner’s dilemma
situation and considers the willingness to enfameperation as a meta-norm.

% The same result is also found by Antoci, Sacco Zamhagni (2000), who, building on this work,

consider the possibility of having three motivatibtypes present in a society at the same timeewhi
Sacco and Zamagni (1996) only allow for two typebe simultaneously present.

% They develop the-players approach elaborated by Menicucci and SE296).
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they were maximizing, respectively, the lowest and the higtegoff between their
own and their opponent’s otfe The basic idea is that self-interested individuals may
find it profitable to act ‘as if’ they were altruists, senthis choice, when shared by
enough people, improves their own (selfish) payoff. The evolution cfughs
altruism’ therefore depends on its ability to provide higher thesrage selfish
payoffs. It is shown that both kinds of ‘pseudo-altruism’ are patiyfiragile, in the
sense that they are able to survive and even spread ovetaiim c®ntexts but not in
other ones, and that ‘Rawlsian’ altruism can be particutanhducive to efficiency.

While these contributions focus on the evolution of certain kinddtafism,
Sacco and Zamagni (2001) concentrate on reciprocity in a hawk-dove aadh
consider both the possibility that it is undertaken for instrumesedaions and that it is
embraced out of intrinsic motivatiols A robust result in their model is that,
whatever the initial distribution of player types in the populatibe, évolutionary
dynamics leads to an equal split of players acting as ‘Haavicsas ‘doves’ (which
corresponds to a mixed strategy Nash equilibrium of the statie)gat least as long
as either intrinsic or instrumental reciprocity is représgnin the population.
Allowing for psychological externalities shows that, while ‘tiglaal’ players may
eventually dominate in equilibrium, with beneficial social effe positional players
cannot, precisely because they impose negative externalitiese another.

Although sometimes it may be difficult to identify the preasgposition that
prompted an observed action, every day experience and an increasibgr mafm
studie® show that we indeed care very much about the ‘true’ intentiomshef's,
and we interpret the same behavior in different ways, andftre react in different
ways, according to our beliefs about other people’s intentions. rAateer of fact, a
large number of social interactions acquire meaning only inighe 6f a mutual
claim of absence of instrumentality. The meaning of a generciecmaowards a
friend, a child or a business colleague lies precisely imeiag gratuitous. If we
found out that such action had sprung from an indirect, manipulatgiy, it would
be read in a completely different way, and the response by thesselelreould differ
substantially. That is why it is not only necessary to distifgbistween material
outcomes and psychological satisfaction, which in general alsmd®p® own and
other people’s alleged dispositions, but it is also important to uaddrsvhether a
certain behavior follows from ‘intrinsic’ or from ‘instrumeritedotivations.

We have discussed so far a number of evolutionary game ficeoret
contributions, in which social selection leads to the diffusionhoke traits that
provide superior rewards. We have distinguished between matssatds and their
subjective evaluation and have so far conceded that, in principégal selection
might operate at both levels. Let us now investigate morefullgredhese two
possibilities. The hypothesis that what ultimately matterssfurial selection are

%6 As one can easily see, the reference to RawldN#tdsche is rather evocative than substantial.

3" They consider a game in which a given surplustbdse distributed between two players, who can
either pretend it for themselves or accommodataceSidistributive conflict is costly, they find it
optimal to accommodate if the opponent pretendstartetend if the opponent accommodates. The
authors then study the evolution of different ptaggpes. They consider both ‘naive’ players, who
always play either as hawks or as doves, and ‘stiphied’ players, who choose their action accaydin
to their opponent’s type. Such sophisticated plymay have different motivational orientations,
namely neutral (traditional self-interested ‘BestpR/’ players), relational (‘Rawlsian’ players, who
maximize the least advantaged player's payoff) positional (‘Positional’ players, who maximize the
difference between their own and their opponera\gof).

% These studies include part of the experimentallende discussed by Fehr in his chapter of this
volume.
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material rewards is coherent with the idea, studied by Bijstedt and Weibull
(1996) and by Schlag (1998), that social selection works through onit@df other
people’s successful behavior). Indeed, it is easier to absemnd hence imitate,
individuals’ relative material success rather than netgpisychological satisfaction. In
such case, as pointed out by Menicucci and Sacco (1996), socidioseteads to
attribute a premium to those traits that have a high iwjtaldefined in terms of
material (and therefore reproductive) success, over those ortedawvm a high
‘satisfaction’ potential, defined in terms of subjective agéibn of the outcomes. If,
on the contrary, social selection works through reinforcement of sweccessful
behavior, as studied by Borgers and Sarin (1997), it may welatgpdirectly at the
level of subjective utility, since, after experiencingaatain number of behaviors (or
of different behavioral norms), individuals may infer which onéhefn may be most
satisfactory and may adopt it with increasing frequence. fncdmse, social selection
might offer a premium to satisfaction over vitality.

Joiremanet al (1996) present an interesting contribution in which players
with different social value orientations are pair-wise meatt to play a random
sequence of games. Value orientations are geometricptigsented as angles, whose
co-sinus and sinus denote the importance attributed to own and @tyer pmaterial
payoffs, respectively. Consequently, if we restrict attentempositive co-sinus and
omit pure altruism and pure sadism (corresponding, respectit@lyy2 and to
(3/4)m), we find at O neutral orientation, at4 relational orientation, and at (7rd)
positional competition. In this context, the degree of satisfacfi@ach given type of
player depends upon the value orientation of the opponent. For instancstione
between a pure altruist and a pure egoist is generally sadigfeor both of them,
since they both just care about the egoist’'s material payoffremdfore pursue the
same purpose; interaction between two positionally oriented pléyemnsatisfactory
for both, because both try to be better off than the other on¢harefore work in
opposite directions; interaction between two relationally orienpdgyers is
satisfactory for both, since they both equally care about their awd the other
player's material payoff. Mixed interaction between differtgpies of players leads to
articulated results, which are not easy to summarize Aée.authors do not just
compare the degree of satisfaction obtained by each motivatdeatation in the
various combinations, but also their vitality in terms of matesuccess, i.e.,
accumulation of material payoffs. They find that, from the poinview of single
individuals, neutral orientation displays the highest vitality,flmrh the point of view
of the pairs the highest vitality is shown by the pairs of twatimmally oriented
players.

What is, then, the relevant dimension for selection: therraliyedriven one,
which creates a natural environment for instrumentality, or tigehpfogical one,
which is definitely more conducive to non-instrumentality? The foimelearly what
is commonly meant by economic selection, whereas the laidgr be phrased as
cultural selection. In fact, neither of them is self-®ight in regulating economic
interaction completely. As J.S. Mill put it, culture andngeetition together are "the
two agencies determining the market" (Schlicht, 1998, p.22). Apart extreme
circumstances, then, the relevant selection dynamicskedy Ito result from a
combination of the economic and the cultural dimension. Of counsespecific
weight of these ‘two agencies’ is not the same in differembiiicsl phases. At a very
general level, one may argue that in traditional societiepr@ominant agency is
generally believed to be culture (although someone claims\batie such contexts
the apparent prevalence of ‘culture’ is, in Mill's terminolpggothing but
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‘competition’ in disguise; see e.g. Townsend, 1988). In industoeieties, the forces
of competition take over, in that, by virtue of the increasing prodtyc of the
material side of the economy that marks the various stagks ofdustrial revolution,
the material set of incentives trades off better and agjainst psychological ones.
Finally, in post-industrial societies where saturation efféotsmaterial incentives
seem to arise as a consequence of the attainment of a gesterhlgh standard of
living in absolute terms (see e.g. Frank, 2003), the cultimansion strikes back to
some degree. This is clearly seen e.g. in the timessefridae poll that is conducted on
a yearly basis by the Japanese prime minister's cabimggtrdiag the relative
relevance of the material vs. spiritual dimension in dateng life satisfaction in
Japanese society: after a phase of prevalence of thaahdimension up to the early
eighties, one notices a steady growth of the relative netevaf the spiritual
dimension, which in the past few years has been stably reportee the primary
concern for approximately two Japanese out of three (ACA, 2002).

The alleged inexorability of economic selection as the inarghsrelevant
dimension governing the evolution of market societies may therémiguestioned to
a large extent. The outcomes of the selection dynamicsnmdagd be quite complex
and subtle. Moreover, the relative strength of the various dioensf selection
(e.g., economic vs. cultural) is itself subject to adagiatclearly on a much slower
time scale and at a much deeper level. Therefore, the idifud altruism and of
other (seemingly anti-economic) pro-social dispositions and behavioay be
usefully investigated with the tools of co-evolutionary modelsseRrch on these
topics is still very preliminary, but is likely to flourish the close futur®.

6. Back to the basics in the economic analysis of human intertgan?

Notwithstanding the fact that most of the literature revieweave is very
recent, the discussion about positional and relational oriensatiand their
connections with economic growth, has ancient roots in the dablgtes among the
fathers of political economy and the moral and political philosophbosconstituted
their natural reference. Two cornerstones of such debateRddniees (1651) and
Rousseau (1768 For the former, in the ‘state of nature’ human relations are
characterized by violence, and the need of self-preservationtifi@bellum omnium
contra omneglrives to a social contract and to the attribution of powergoperior
‘artificial person’, the State. Therefore, Hobbes might s a modern father of a
‘positional’ view on human beings. In contrast, Rousseau devel@micalrcriticism
of competitive passions and desire for distinction, based dia¢héhat they produce
a division between being and appearing. His solution lies in theatefisompetition
in favor of a re-discovery of the authenticity of the self ahthe common good (the
‘general will’). Moreover, he thinks that the origin of compegitpassions and of
false identity lies in social relations, rather than in hamature ‘before history’.
Hence, the internal transformation of the individual is the pestada passage from a
society based on competition to a community based on solidarity phiid.

% For instance, Axelrod (1997) uses simulations wgmetic algorithms to provide fascinating
insights, but his research essentially calls foihier theoretical and empirical studies.
40 See Bardsley and Sugden's chapter of this volume.
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Therefore, some authors are willing to read Rousseau as a motiepreter of a
‘relational’ conception of human beirfgs

Although stimulating to some extent, straightforward interpietat of this
kind risk to be misleading, not only for the over-simplificatidntlee thought of
seminal authors of such caliber, but also because they mdayge the idea that
relational orientations are intrinsically ‘good’ and positional omésnisically ‘bad’.
That the matter is more complicated is clear at least ditendeville (1714), who
contrasts two types of society: one is small, peaceful, fraganogeneous and close
to commercial trade; the other one is large, open and niylimnd commercially
organized. In the first one there is a direct connection betwelanidual intentions
and social effects, because individuals know each other verydeédictive behaviors
are highly visible, modes of interaction are stable and stdizéarand the emergence
of exotic behaviors and dispositions is unlikely. As a consequerm®| virtues are
likely to spread over and are the source of public benefitssich benefits are
intrinsically limited: this closed and virtuous society canretadop a prosperous and
growing economy, scientific progress and political supremacgomtrast, economic
growth and prosperity are favored in the open, large, aggrssiniented society
through private ‘vices’, like pride, ambition, envy and avidityich are likely to be
selected in this environment. Such vices, although morally unatteptare the
source of public benefits, since they stimulate economic agtedpecially through
luxury consumption. The ‘vicious’ society may thus be much more thiah the
‘virtuous’ one. Mandeville is aware of the potentially disrupteeial effects of the
egoistic vices that promote economic welfare, but thinks tiegt are avoided by the
fact that individuals learn, opportunistically, to simulate soneeessary social
virtues. Interestingly, he interprets such learning as takiagepbecause of specific
interests dictated by actual life in society and not as ditthy pure rationality in a
fictitious state of nature. It is evident that several cbations discussed above
articulate and formalize similar ideas, showing under which donditcertain
dispositional orientations may be adopted, instrumentally or nothagdpread over,
and evaluating the consequences of these dynamics in terosadfvgell-being.

An interesting aspect of Mandeville’s reflection is that, lion, wealth and
consumption do not just satisfy material needs, but entail ddigrelement: they
attribute social status and distinction. In a similar vé&idam Smith (1759) too
considers the general desire to be admired and approved as theestongest and
most pervasive human passions, but he derives different itnplisafrom
Mandevillé”?. At the heart of his vision of human being there are self-$émcedesire
for distinction. As for Mandeville, these are the enginesoainemic activity in a
competitive society, but Smith emphasizes that the desire tdimred does not
necessarily lead to private vices. One also desires to bevappby the ‘impartial
spectator’ that is inside each of us, to be worth of admiragsides being admired
actually. Social cohesion is not preserved by simulatedeartbut rather by true (i.e.,
non-instrumental) virtues: self-love is able to generate betiwty and social
cohesion. The Hobbesian struggle for life becomes, in the @miterspective, a
more peaceful race for wealth. In contrast to Mandevilletgpleasis on luxury
expenditure, wealth accumulation is made possible by the virfpeidence, with its

! See Pulcini (2001).

“2 Cole, Mailath and Postlewaite (1992) open thepepavith this quote from Smith’s Theory of Moral
Sentiments: “It is not wealth that men desire, that consideration and good opinion that wait upon
riches”.
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content of foresightedness and sacrifice, whereas the irvisiahd composes
individual interests into social ord&r

Both Hobbes’ competitive passion and Rousseau’s utopia of solidanityteee
play a minor role in the society observed by Tocqueville (1840) after the advent
of democrac}’. The reason is that democracy increases equality, which, i
Tocqueville’s view (but contrary to most of the theoretical angiecal evidence
discussed in section 4 above), stimulates an individual senselfefufficiency,
which tends to erode social ties and to generate atomizatimmymity and
massification. One of the consequences is that individuals rappea and
independent, but also weak and disoriented, and therefore show a patausedcaf
authority — one of the sources of the possible authoritarian dedgenerof
democracf’. From a slightly different point of view, we might sayttH@cqueville
anticipates the contemporary widespread social dilemma hetwee need for
security and the restrictions to freedom, through which securitylé be grantéef.
While aware of democracy’s dangers, Tocqueville’'s way isuin turn entirely
internal to democracy and relies on its ability to promoge@ational activity, that is,
it relies on the strength of civil society.

The intellectual stimulation brought about by the reappraisdleobtiginating
thought of modern political economy through the lenses of current aahlytols can
hardly be denied. Endorsing Hobbes’s rather than Smith’s point ofhasvbeen for
a long time also a matter of ideological positions, e.geims$ of one’s inclinations
toward an optimistic vs. pessimistic view of human natamd toward the likely
implications that such a fundamental option would deliver. As we Bmyghasized,
the basic lesson we learn from the recent literaturewed in this chapter is that one
should avoid evaluating, say, individual inclinations at their fzadee, but should
rather try to understand the often tricky ways through which thay generate
certain instantaneous aggregate outcomes and, even more infpottentong-run
outcomes of social dynamics. We do not want to maintain #iee nposition that
thanks to the new theoretical developments we can eliminatiealbgical elements
from political economy debates, but rather that we are nowaprdpto dig a big
deeper into the economic and social implications of certails whthuman nature and
of their likely effects in certain environmental contexts, dngtto allow for a more
mature and articulate ideological debate on these issues.

The thought of the founding fathers of political economy provides tis avi
rich array of logical schemes that examine in subtle and eonvphys the interplay
between individual dispositions and behaviors, institutional settingsial and
economic organization, and collective outcomes, often providinghitssias to the
possible dynamic mechanisms linking all these dimensions. Nemvaliether one
agrees with Tocqueville (or with any of the other scholarsl aieove), it must be

43 A criticism of both the contractualistic and théitarian approach is developed, after a discussib
Mandeville’s thought, by Marina Bianchi (1993), waggues that both approaches use categories that
are indeed adequate for a closed and homogeneciesysdut not for an open and dynamic one.

4 See again Pulcini (2001).

“ From a different perspective, Marx as well emphesithe fact that economic (capitalistic)
development clears all the colorful personal lirka@f the Middle Age and leaves individuals only
linked through their private economic interestsedmined by their production relationships.

¢ The difference is that loneliness and weaknesscatsed for Tocqueville by the tendency of
democratic societies towards atomization and miaasibn, but these factors must at least be
complemented with international considerations xplan insecurity and freedom restrictions in
contemporary democracies.
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recognized that the recent developments of the literatureeoecttnomic analysis of
human relationships reviewed in this paper invite to a nedingaf these ‘classics’
and to a substantial broadening of economic modeling to address isatdmye
been all too often conventionally put outside the scope of economic tfAdw@rye-
reading of the classical texts is replete with surpridese is an impressive number
of hints and intuitions that have been disregarded by eaebelers but that now, in
the light of the theoretical developments discussed in this papgrbe seen under a
new light and may become fresh food for thought and inspiration, ararexeable to
theoretical and empirical testing. The issue is clearly natpbjust, that of providing
a more sophisticated interpretation of the Good Old Thought, but tatieey down
the first building blocks of a new, up-to-date approach to politicah@my that is
equipped to put in their proper context the new problems posed by thecaparios
of advanced industrial societies and by their cultural and econsei&ction
dimensions. We look forward to a stream of new and exciting n&sem these
issues.
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