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Abstract

Much of economics is built on the assumption timaliviiduals are driven by self-interest and
economic development is an outcome of the free pfesuch individuals. On the few occasions
that the existence of altruism is recognized innecaics, the tendency is to build this from the
axiom of individual selfishness. The aim of thigperis to break from this tradition and to treat
as a primitive that individuals are endowed witk thooperative spirit’, which allows them to
work in their collective interest, even when thaaymot be in their self-interestThe paper
tracks the interface between altruism and groumtite By using the basic structure of a
Prisoner's Dilemma game among randomly picked iddi&ls and building into it assumptions
of general or in-group altruism, the paper dematssr how our selfish rationality interacts with
our innate sense of cooperation. The model is ueedutline circumstances under which
cooperation will occur and circumstances whereilithveak down. The paper also studies how
sub-groups of a society can form cooperative blpakeether to simply do better for themselves
or exploit others.
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Altruism, Other-Regarding Behavior and Identity:
The Moral Basis of Prosperity and Oppression

1. Celebrating Self-Interest

That the butcher, the baker and the bee-keepesuimg nothing but their self-interest,
can bring about social order is not an easy idemdsp. Hence, the proposition that it is possible
for meat to arrive on the diner’s table, breaddbdglivered to the street corner deli, and honey
to travel from the remote Tasmanian farm to thenkdigh restaurant without anybody intending
to help anybody else was a stunning intellectusibimt. It is not surprising that when, on 9
March, 1776, Adam Smith’s bookhe Wealth of Nations containing this proposition was
published it was quickly recognized as a cldss#®o enamoured were the political economists of
that time and their progeny, the economists, tmatliecame the central tenet of economic
theory. That individuals would be self-seeking was just taken to be a fact, but celebrated.
Development and growth were attributed to the astiaf such atomistic selfish individuals.
This, in turn, has tended to obscure the factridyaid growth and successful development may
also require individual integrity and altruism, aheé ability of individuals to forego some
personal advantages for reasons of societal benefit

In the early nineties | used to take a team séaech students to a cluster of villages in
one of the most anarchic and poor regions of Indiaw-in the state of Jharkhand. Seeing the
economic inefficiencies and lack of developmerthimregion, it would be natural for a budding
economist to proffer the popular advice that whateeded is for less government and for
individuals to be left free to pursue their selfeirest. But such an advice would be quite absurd
in this case.--There was no trace of any governroentessgovernment’ to be a feasible option.
And there was no dearth of individually selfish aelor either. What was lacking was the fauna
and flora of social values and the cooperativatgbiat make economic efficiency and

development possible. Contrary to what many textbdeach us, the regions of the world which

!t is interesting to note that, in the first twotbree decades after the book came out, Smittcomsidered a
renegade thinker (Rothschild, 2001). He would bextime voice of orthodoxy and be claimed by the eoratives
only after the safety of his death in 1790.



are economically the biggest disasters are ofteties which are models of the free market,
with amoral individuals seeking nothing but thewroself-aggrandizement.

Ever since Adam Smith’s classic, methodologicdlvidualism has become such a
deeply entrenched foundation stone of economidghlegpredominant tendency has been to
refuse to admit that a person can and often ddes acs national interest or class interest or
caste interest or interest based on some otherctiol identity. When the need to recognize
such collective interests was felt, the acceptai@éhod among economists has beedeiave
the social or cooperative behavior from the privaitof self-interest.

The aim of this paper is to break away from thdividualistic tradition and to treat as a
primitive the fact that individuals have hard-winadhem, admittedly to varying extents, the
‘cooperative spirit’, which allows them to often kkan the collective interest, even when that
may not be in theiselfinterest and to make sacrifices for the sake iofiéas and integrity.

It must be noted however that, though the cetgralency in economics has been to deny
the cooperative spirit, there is now a body of &gtwho have recognized this and have even
constructed models to make amends for it (seensance, Knack and Keefer, 1997; Fehr and
Gachter, 2000; Fehr and Falk, 2002; Hoff, Kshet@erand Fehr, 2006; Benabou and Tirole,
2006; Ellingsen and Johannesson, 20b&hd sociologists, cognitive psychologists and rhora
philosophers have for long written about the imace of trust and altruism among people, and
how these are important for more complex relatigyssto thrive and for a group or a nation to
progress economically (e.g., Luhman, 1979; Gamp&®d0; Fukuyama, 1996; Hauser, 2006).

That human beings have innate social and normaéitees is increasingly recognized in our

2 This remark must not be read as equating indivisetishness with methodological individualism.rfme, the
latter pertains to what trenalystdoes, whereas the former concerns the dgeing analyzedt is true that, if
individuals are motivated by nothing but self-imtt; thisfacilitatesthe use of methodological individualism, but
the relation does not run the other way aroundllIramark later on methodological individualismthibat is
secondary to the paper. This paper is about soutabmes when individuals are motivated by collectioncerns.
What methodological label one uses to describe ancdmalysis is of some intellectual interest (leemy
occasional remarks on this) but not germane to mayyais.

% This is not to deny that many interesting questiohfairness and justice can be raised withirdimain of self-
interested players. | explored some of this in B28W0). Recently, Myerson (2004) has developedrtfenious
approach of modeling justice as a method of selgatuilibria in contexts where there are multgdgiilibria and,
left to anarchy, agents can end up in the equilihrivhere everybody is worse off.

* One area where the cooperative spirit has beac@pted assumption is the analysis of the housetmal
economists and sociologists have tended to takéatively common approach (see Basu, 2006; Blumaedy
Coleman, 1989). Zelizer (2005, p. 165) observeshé] mixture of caring and economic activity withinouseholds
takes place in a context of incessant negotiaiometimes cooperative, other times full of conflict



formal social-science models, thanks to the neavditire on ‘behavioral economitgthough it
is a bit alarming that social-scientists needeargd literature to realize this).

In the light of this existing research, the maifechve of the paper is not just to
acknowledge that human beings have these trait$olitack their consequences in an area that
has received little attention—the interface betwakmism, identity and welfare. | will assume
that the ‘utils’ that measure a person’s welfarecheot coincide with the ‘payoffs’ that the
person seeks to maximize through his or her acthaite. Altruism, in particular, can cause a
divergence between the two.

The formal analysis begins by demonstrating a caevef the celebrated ‘invisible hand
theorem’ of economics, which asserts that, evengheach individual may be innately selfish,
the collection of such selfish behavior, mediatedugh the market, leads to socially optimal
outcomes. | shall here argue that human beingsaately social and other-regarding and, while
these traits typically aid cooperative behavioeréhare situations where, despite each
individual’'s instinctive cooperative spirit, socigbtimality breaks down. In other words, the
invisible hand is not always benevolent; it cankvorreverse, whereby a group of innately
altruistic individuals behave in a way that is eotively ruinous for them. | do not think that the
villagers of Jharkhand | mentioned above are inpatey different from the citizens of more
prosperous and well-organized communities. Theyaught in a malevolent equilibrium. The
possibility of such malevolent equilibria is, isetf, well-known and can be illustrated by lots of
standard games. My plan is to take this forwarthim ways. It is first illustrated how such an
equilibrium can be pervasive with incomplete infatiron and how there can be a domino effect.
Then | study the consequences of in-group altruism.

The paper is focused largely on positive analygigliberately do not take a normative
stand on the cooperative spirit. This is becauses#ime spirit of cooperation that promotes
progress can be, and in the long history of mankiede are many instances where it has been,
turned against other groups, usually minoritie$,adso0 majorities that are disorganized and
unable to promote their own cooperative spiritadistance. This is an important problem of the
interface between identity and altruism. When gopess altruism is confined to some in-group,

® See, for instance, the paper by Loewenstein alb@ghue (2005), which summarizes some of thidy wit
emphasis on how our rational selves combine withotlier selves to guide what we ultimately choose.



this can lead to even greater oppression than spireby selfish but atomistic individuals. For

one, group oppression allows for the free-ridingit among the oppressors.

2. Worldly Contexts

In one of his recent books, Amartya Sen (20053@8p-6) asks an interesting question.
Why did British investment, which came so plentifub sectors like tea, coffee, railways and
jute, of its prize colony, India, nevertheless faicome in, in any substantial measure, into
cotton textile, iron and steel? He goes on to pouttthat the latter were central to the old
established industries of Britain in Manchester aelsg@where. But this still does not explain why
the bureaucrats of the Raj, who had no direct@stan these industries, would deprive India of
capital. To close the argument, Sen notes thatawve to recognize that a “general sense of
social identity and priorities, which are knownplay a considerable part in economic decisions
in general, exerted significant influence on thegya of British investment in India.” The
British bureaucrats were working not in their saterest but in the interest of the group that
they identified with.

The converse was also true. When, in the earlptie# century, insurgency and
uprisings against British rule started in many ptam India, especially Bengal, there was some
puzzlement on the part of the British, as was ewiffl®@m the Rowlatt Sedition Committee
Report of 1918, about the fact that the leadeth@sge insurgencies were usually from among the
English-educated elites (known among the Britishgasitlemanly terrorists”), employed by the
British and the ones to gain most from the perstef British rule (Ghosh, 2005). The answer
once again lies in identity. These elites identifieemselves more with the Indian masses than
with the British rulers and were willing to makerpenal sacrifices in order to promote the group
interest. Winston Churchill was known to be puzzed irritated by this deficiency of narrow
self-interest among the Indian elites fighting lee nation’s freedom. This is not to deny that
people also have strong self-interests and, widmewore skillfully designed incentives, the
British rulers may have been able to keep the mdldes behaviorally loyal to the Raj. But, in

fact, to design such incentives right, one has&pkin mind that self-interest is often mediated



by one’s collective-identity interest, and the atias of this, as we shall presently see, can be
complicated even in the simple world of the PristmBilemma.

In addition to examples from out in the world, #hé now plenty of evidence from
controlled experiments that people can work inrtbellective interests, even when that entails
making personal sacrifices and, moreover, trustadindism can be conditional on who they are
interacting with, even when they are all strang€hat human beings have these additional
‘moral preferences’, like the desire to reciprocate win approval in the eyes of others and, at
times, of one’s own conscience is now well-docureehiAn interesting set of experiments was
conducted by Fershtman and Gneezy (2001) on stffent the University of Haiffa,
Academic College of Tel Aviv and Tel Aviv UnivergitThey were made to play the ‘Trust
game’, in which trust can generate wealth butqumes each player to curb his or her self-
interested behavior.

Fershtman and Gneezy found that, not only is tmidéspread, but a large number of
agents are willing to go all the way in trustingers so as to achieve the efficient outcdme.
What is more, they showed that trust can be canstion identity. Close to 60% of the
individuals playing this game chose to be trustiiigen their opponent was of Ashkenazic
origin; but only 20% chose to be trusting whendpponent happened to be of Eastern origin.
Similar results of conditional trust have been ré&gubfrom other experiments by other
researchers (Eckel and Wilson, 2002; Burns, 2004).

The objective of the next sections is to take sofiteese ideas—of our innate
cooperativeness and also our ability to vary thereof cooperativeness depending on the
identity of the person we are interacting with-atoabstract analytical model and track their
consequence for efficiency and development. Undetwonditions does the cooperative spirit
result in cooperation? And when does cooperatiealbdown, despite individuals having an in-

built cooperativeness?

® See, for instance, the discussion by Fehr and R8IB2). They show, interestingly, that not onlg #rese other
traits a part of the human psyche but, at timeg)atay incentives can actually backfire becausg tha weaken
one of these other mativations for human actiorr. @orals can also take the form of wanting to pliiseats,
even when that is costly to oneself (Hoff, Kshetmamand Fehr, 2006). In an earlier work, this, tedipvith the
instinct to cooperate with others is describedsér®hg reciprocity’ (Gintis et al, 2003).



3. Games and Allegories

3.1 Basic Framework

Instead of assuming that human beings are sdafidithey ‘cooperate’ only when
‘cooperation’ is a derivative of selfish behavfas most economics models do, | shall here
assume that the cooperative instinct is innatetydou Just as self-interest creates drive and
ambition, so can these other social concerns. rBate importantly, it is these other social
characteristics--mainly the cooperative instinbiattprovide the glue to hold society together
and prepare the ground for markets to functiorciedfitly (Granovetter, 1985; Elster, 1989;
Arrow, 1998; Nee and Ingram, 1998; Platteau, 2@82&u, 2000; Francois, 2002). Turning this
argument around, we could claim that economiedabwhen the cooperative instinct breaks
down. Traditional economics, rooted in methodolafindividualism, tends to make little room
for our innate cooperative spirit and so is hangleal in commenting on its breakdown.

Digressing momentarily, | would like to point dhat whether we view the present paper
as breaking away from methodological individualismmot depends on how narrow a view we
take of methodological individualism. The step takere may be best thought of as a partial
breakaway. If, for instance, we went further ansbiased that the altruism that one individual
feels for others and the intensity of it depend$iow society as a whole behaves and on societal
outcomes, then it would be impossible to fully ddsean individual's preference without
describing the behavior of the whole group and weld clearly have moved away from the
purest form of methodological individualism (Bag008). As Pettit (1993, p. 117) puts it, “the
guestion is whether the whole is something mora thaum of the parts or [...] whether the
parts are transformed through belonging to the ethdlam arguing that, in an important sense,

the answer to this last question isYes

" There is now a substantial literature that repsirtslar findings of trust and altruism in experintal situations
from around the world. See Ensminger, 2000; Helneical, 2004.

8 One may legitimately wonder why the word cooperaghould be used in such cases.

° If one took the negation of methodological indisédism to be the view that there are laws pertgininthe
collectivity which aresui generisand how we describe the individual has to be deddrom these laws, then
clearly what | am doing here has to be describgdsts form of methodological individualism. Hovezysome
would take the stand that the method just desciithedt the complement of methodological individsial but its
polar opposite—at times called ‘methodological siwli (Watkins, 1952) and that there are many othethods
which occur between these two extremes. Pettit31p9165), for instance, distinguishes betweenditgrnative
ways of moving away from strict individualism—'tlvertical’, which recognizes that individuals in sy are
“affected from above,” that is, aggregate sociatomes influence individual agency, and ‘the hamtati, which



There are many different kinds of games that @aoded to understand the connection
between trust, altruism and identity — for instartbe Trust Game, the Ultimatum game and the
Traveler's Dilemma (Basu, 2000; Heinrich et al, 20Bowles, 2004). But let me here use what
is, arguably, the most familiar game in the sosténces — the Prisoner’s Dilemma. Moreover,
the Prisoner’s Dilemma has been used very eleghgtien (1974) to motivate the dilemma
individuals face between their selfish wants anthte value judgments. The game is illustrated
below in Table 1.

Table 1. The Prisoner’'s Dilemma

Player 2

Player 1 C D
C 6, 6 0,8
D 8,0 3,3

Though its mathematical structure is standardjlitbg playeddifferently than in most
textbooks. Hence, it needs some explanation. \ighétistrated above are the dollar payoffs
and | shall take it (purely for expositional eaegdt each number represents an index of each
person’s overall well-being, for instance, unitautfity or ‘utils’. It is convenient to assume tha
utils match one-on-one with dollars. So in this ggptayer 1 can choose betwd&gandD and
likewise for player 2. Itis a useful mnemoniahik of C as ‘cooperative behavior’ arfdlas
‘defection’. If player 1 choosé&s and 2 chooseld — something that can equivalently be
described as “if players 1 and 2 chodSd))’ — then 1 earns $0 and 2 earns $8. If they choose
(D,C), they earn 8 and 0 dollars, respectively, or (8tOprief. And so on. This entire
information is summarized in Table 1.

The standard analysis of the game goes as folldNege that no matter what the other
player does, it is better for a player to choDséience, the outcome will {®,D) — both players
will choose defection -- and so they will earnegh. It is an unfortunate outcome since they
could have earned $6 each if both chGséhe cooperative strategy.

admits that individuals are affected by not higleeel forces but one another. A narrow definitafn
methodological individualism is the one taken byofw (1994), which allows him to argue that neodlzdsgeneral
equilibrium theory is not methodologically individlistic. If the method used in this paper has teetelabel it is
best thought of as belonging to Pettit's categdryazizontally holistic.



In reality, people do not just maximize their odailar incomes or even their own
utilities. People typically have fellow feelingtralism, and sense of fairness. To keep the
analysis as simple as possible, | shall allow for kind of other-regardingness in the formal
analysis, which will be referred to as altrufmThis will be captured by assumiag if$1 (or,
what is the same in this paper, 1 util) earnedneyather player is valued by this player as equal
to a dollars of his own, wher@< a <1. Later | shall allow the possibility af varying
depending on who the other player is. Thasmay be 1 for kin, % for kith, and O for an alien;
and so on. But let us, for now, treat this asdixélence, now if player 1 plagsand 2 play<,
player 1's behavior is predicted by treating (edfective) payofés 6 + @ . So the game that the

players actually play is described below.

Table 2. The Behavioral Payoffs

Player 2
c D
C 6+6u, 6+60 8a, 8
Player1 — p 8, & 3+3, 3+

It is possible to argue that the altruism thatel fer another person depends on the
altruism he or she is expected to feel for me av hace she is to me (Rabin, 1993; Levine,
1998; Gintis et al, 2003). Bringing in such intgvdadent altruism parameters would also allow
us to talk about trust and other kinds of socidlawor. But | leave such complexities out of the
present paper. Taking a rather novel route, Ser4(l&gued that our morals may be viewed as
a meta-ordering, that is, an ordering over the ramde of all the possible outcomes of the
Prisoner’s Dilemma. It is interesting to see thiadinga = 1, amounts to creating a moidéal

ordering over the four outcomes of the game; atithger = 0, amounts to capturing the

9 That people do more for one another than woulditiated by purely selfish considerations is widedged from
various walks of life. Laborers typically work harthan can be explained purely in terms of theead self-
interest (Fehr and Gachter, 2000; Minkler, 2004eQivers often give more care than they are redu give in
terms of their job requirements (Zelizer, 2005).
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selfishly best (or least morally-tainted) orderingo there is an implicit meta-binary relation
suggested by the approach taken Here

Two important clarifications are worth placing tord. First, one question that may
arise in the reader’'s mind is about the meaningetifshness. It appears at first sight that, once
thea is treated as a part of a person’s preferencesamethen on, be thought of being perfectly
selfish, since it iier preferenceo give a weight oéi to others’ income. So, it seems arguable
that, given her preference, she is just as sedfish person who values only his own dotfars
The problem with this critique is that it reduceffishness to a tautology; selfishness then
becomes impervious to criticism. To counter thisathas to be kept in mind is that, contrary to
what many economists claim, it is not a tautololgitedinition of selfishness that economics
uses. Economists would not have been able to danyaestable proposition if they did so.
Because all behavior would then be compatible satfishness, the selfishness assumption
would not be able to predict any behavior.

Hence, the way | view here is not as an innate part of a person’sybilitt simply as a
guide to a personlsehavior Indeed, it may not be a part of our preferencequld be simply
that we behavas ifwe valued other people’s dollars by that amournplayer’s welfare or level
of utility is throughout measured by the utils simow Table 1. To prevent ambiguity, the reader
may think of this as reflecting the persoanomiowvell-being or welfare. What is being
argued, in that case, is that people do not plagagimize their economic well-being but a
hybrid of that and social and moral values, caputingo.

Consider a person who gives $1,000 to a charityolild be reasonable to say that he
preferred to give this money (that would be prettymal use of English). But would we say that
he is better off by giving the $1,000 to the ch&iMany mainstream economists would say yes,
but I would contest this and argue that the persavorse off, in terms of most reasonable

1 Beyond this we know little about the binary redati It may be incomplete and also violate tranitivt is
arguable that when we try to rank alternatives thatbe evaluated by different yardsticks, intré@rngy and
incompleteness are more likely to occur. We man tieed to use other kinds of relational concepth sis “being
on par” or reconcile to the conundrums that arigh wansitivity (Qizilbash, 2003; Basu, 2007). Beeare more
likely to happen in contexts of moral binary redais. Fortunately, the route | am taking here, h@agimple use af
keeps us clear from these kinds of philosophidaiciacies.

12 This refers to a much larger problem, namely, tfianterpreting the payoffs in a game. We canafrse write
down the number that each player will earn butehgmno easy way of representing what this meattsetplayer,
who may ‘correct’ the number psychologically togaccount of fairness, altruism and so on. Notr&ingly, this
problem arises more seriously in sociological gaaresone of the earliest discussions of this pratdecurred in
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interpretations of well-being (and, if we restrttention to economic well-being, this is even
more obvious) but that he, nevertheless, prefensake that little sacrifice for a good catise
Otherwise, “making a sacrifice” would have to béetlsd from our lexicons. This divergence
between the index of individual well-being and wgaides individual behavior needs some
getting used to since it is alien to traditionabicke theory. Fortunately, there is a small literatu
in game theory that inclines towards this: see \Me{2004), Battigalli and Dufwenberg
(2005)*

Another way to get to the same conclusion is byghtsy unusual use of the familiar
mathematical method of “proof by contradiction”.riel@ve do not really reach a contradiction
but an unacceptable conclusion. Assume that a parshoice always exactly reflects his or her
utility or welfare. Economists often try to prevexcessive government intervention by arguing
that, if an exchange or trade enhances the usildfehe buyer and the seller, and has no negative
fall-out on a third party, then there is no motadtjfication for stopping the trade or exchange
(this is the Paretian argumé&nt Suppose now a politician bans the sale of hotes standard
argument that economists use against such anntteteed intervention is to point out that if an
adult wants to sell his house and another adultsManbuy it, it is reasonable to expect that they
will be better off by this, and since this is neealse’s concern, this is a Pareto improvement;
and so government should not ban it. But notetti@politician can turn around and argue that
since she is choosing to stop the sale, and cheflszts utility, the sale is no longer a Pareto
improvement.

So, by this argument, no government interventianezer be stopped on the ground that
the intervention impedes a Pareto improvement,usecthe mere fact of the politician choosing

to stop a transaction makes the transaction a aoetéimprovement. This somewhat absurd

Bernard (1954)--see also Swedberg (2001). WeiR004) encounters the same problem when analyzag th
problem of interpreting results from experimentaigs.

131n a paper focused wholly on this subject, we wdalistinguish between two kinds of other-regardiegavior.
When a person makes a sacrifice for her childinfstance, it is arguable that this behavior isxeresion of a
person’s selfishness, since a child’s welfare terofnternalized by us. But when one makes a dmittan to some
social charity or helps a person one does not kitag/arguable that this entails personal sa&ifione does it not
to gratify oneself but because one believes thashouldthis. Behaviorally the two cases may look the samte
they are prompted by different internal processetherefore would be evaluated differently whenneematively
compare the outcomes. In this paper | am consigehie latter kind of model for ‘other-regardinghavior.

4 Sen (2006, p.21) discusses the standard questiromists ask “If it is not in your interest whyddiou choose
to do what you did?” and observes: “This wise-gkgmicism makes huge idiots out of Mohandas Gardhitin
Luther King, Jr., Mother Teresa, and Nelson Mandatal rather smaller idiots out of the rest of U5 ...

15 There are critiques that have been aimed at thégfer instance, Sen (1983).
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conclusion arises from the supposition that chaleays reflects the chooser’s welfare. Indeed
it seems entirely plausible to me that a polititsgrolicy choice is not something that should be
equated with the politician’s own utility.

To sum up, there are three indicators associatdtdesich person—the dollars earned by
her, the utility she gets and what | call her ‘effee payoff'®. In this paper | treat the first two
as the same. This is an innocuous assumption, foag&positional convenience. However, |
treat the third as distinct from the other two.sTis a significant assumption—one that is crucial
to this paper. Hence, what is being assumed ighleagffective payoff numbers are guides to
human behavior. People behave as if they are magmnbf those numbers. Their well-being
however is related to but distinct from those nureb&he well-being numbers are given in table
1 and the effective payoffs shown in Table 2 agertimbers we get by making thdrased
corrections to them. In a paper trying to develofeda for moral decisions, Dietrich (2006)
draws a useful distinction between (among othergs) welfarism and preferencism. Using his
language, moral evaluation based on Table 1 amaantelfarism, whereas that based on Table
2 is preferencism. It must be evident that thisapap making a case for welfarish

Second, while formally what | am modeling is akra rather than trust, it is reasonable
to think of the model as an idiom for trust or athicators of a person’s sense of society. As
will be evident soon (from Figure 1 below), a persdikelihood of cooperation depends on her
expectation that the other person will cooperaegnde, we could think of the player’s decision
as follows. If she trusts that the other persoh @abperate, then she will be more inclined to
cooperate. Hence, the analysis that follows, wémglicitly that of altruism, could also be
thought of as a model of mutual trust.

We could similarly, introduce stigma into the motglassuming that there is some
stigma attached to being selfish and playing Dc@ifrse, the person who chooses D need not be
selfish but could be playing this in anticipatidtlve other player choosing D. But one of the

functions of stigmatization, as pointed out by G&r872), is to scapegoat individuals in order to

' Henceforth, a reference to payoff will mean effezpayoff. And when | want to refer to a persaitect well-
being (that is, the kind of numbers shown in Tabld shall speak of dollars or utility.

Y The favoring of welfarism over preferencism igiates a sign of paternalistism. This, however, dugsapply to
the kind of criterion being recommended in thisgrajit is not as if a person’s choice is being ewetten on the
ground that we, the analysts, know better whab@gor the person. All that is being suggestetias, in
evaluating a person’s welfare, we should discoumdtva person does for reasons of moral and samahitments.
There need be no disagreement with the person aldmitconstitutes his or her welfare. Hence, wtitre may be
basis to an indictment of ‘maternalism’ in this pgghe charge of paternalism would be unfounded.
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maintain certain norms of behavior. Further, in@emsophisticated and realistic model we may
wish to allow for the fact that thel attach to the other player’s utility would gealdy depend

on how she achieved it. | may attach a highty her income if she achieves it through (C,C),
than if she achieves it through (C,D). But | state stay away from such complications.

Let me conclude this sub-section with a digressioaddress a question of language that
arises here and later. It was argued above thanwbople are asked to play the Prisoner’s
Dilemma game as described in Table 1, they oftag pldifferently from what standard analysis
suggests. It is possible to argue, however, thatribt as if people play the Prisoner’s Dilemma
game differently from what textbooks suggest, bat ivhen they play the game in Table 1, they
are not playing the Prisoner’s Dilemma at all butentally re-interpreted ‘new’ game, that is
described in Table 2. In that case, instead ongptfiat people play the Prisoner’s Dilemma in a
non-standard way, we would have to say that thelyugnplaying another game in a standard
way. As soon as we differentiate between what denatperson’s utility and what represents a
person’s behavior, this dilemma becomes unavoidabiee what the players are playing may be
the Prisoner’s Dilemma when we look at the utiitiut quite another game when we look at the
behavioral payoffs. This is the same problem Y&atbull (2004) confronts and standard
analysis does not have to contend with this proldegause it assumes that players interpret
games literally and utilities and behavioral pagddfe always identical.

Given these alternative conventions of languageefer to say that when two players
play the game in Table 1 they are playing the ess Dilemma. More generally, the name of
the game will be determined by the utilities antithe behavioral payoffs. This has the
advantage that the name of the game does not depetie mental processes of the players. It is
just how they play the game that changes (with tiey mentally interpret the game). This
nomenclature has the added advantage of not rexgydixe claim of Nash equilibrium play into

an unfalsifiable proposition.

3.2 Homogenous Society

Suppose we have a society witindividuals and players are randomly matched with
each other and made to play the Prisoner’s DilemN@te that a society in which players
manage to cooperate a lot will become richer angebeff over time. And if we append to this

simple model a larger economy so that people cam @gart of their income (over and above
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what they need to consume) and earn interest antkiea a society that manages to reach the
outcome(C,C) often could become many times more prosperousdtsatiety that always
reaches the outcon{®,D). If, for instance, 3 is subsistence consumptilben the latter society
will, presumably, have no savings, whereas the éomwill not only earn more, but save and
become even richer in the long run.

Keeping in mind that the cooperative spirit, captuhere by the altruism parameter, is
natural to human beings, | want to locate condgionder which cooperation will occur and
conditions where it will collapse into individuatisand totally self-seeking behavior.

Let us begin by considering the case where a playecertain about how her opponent
will play. Supposei is the probability that the other player will plegoperatively, that is,
chooseC. Then, if this player play€, her expected (effective) payoff, denoteduf§), will be
given by:

u(C)=A(6+6a)+ @1L-1)8a.
And, if she chooseB, her expected payoffyD), is given as follows.
u(D)=A8+ 1-1)(3+3a).
These are easily derived from Table 2. Hence, shhelhooseC if and only if u(C) >u(D ), or
. 3-5a

A2
1+a

(1)

Strictly speaking, ifu(C) =u(D ) she is indifferent between C and D. In orderdekthe
language of discourse simple, | am using a harntiedsreaking assumption here, namely, that,
when a person is indifferent between cooperati@hd&iection, she chooses cooperation.

Equation 1 can be used to draw a line if@m - space which marks the zone where a
player will choose to play cooperatively. In Figurethe lineAB is the graph of (1), with the
inequality sign replaced by an equality. Hencefoif somea , the A happens to be on or above
the lineAB, then a player will choose to pl& In other words, if a player’s altruism parameter
a , and her expectation that the other player wilpgrate, captured by, are such thata,A )
lies on or above above the liAd, then and only then will she choose to cooperate.

This does not as yet tell us how this society balhave. This is because, while the

society’s altruism parameter may be exogenouslgrgiv A cannot be exogenous. Each

18 |n a more detailed work even this would be derifrech more basic assumptions of biology and psyainl
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individual's decision on how to play the game deti@es what fraction of society will play

and this determines whatwill be. Hence, we have terivethe value ofa .

Figure 1. The Zone of Cooperation

Cooperate

Defect

v

1
3

This is easily done. Itr is to the left ofA, that is,a < 1/3,then no matter what the value
of A, a person will choosB. If everybody does this] will in fact beO. Likewise consider the
case wherer is to the right oB, that isa > 3/5.Then, no matter what valug takes, each
player will chooseC. HenceA will be 1.

Finally, consider the case Whe%es a < § Let me usel(a )o denote the point on the

5
line AB. Thatis,A(a) = (3-5a)/(1+a ). If A > A(a), then a player confronting thi will
chooseC. Since all players are identical, all will cho@&sender such circumstances; hence
A =1. If, on the other hand} < A(a )y a similar reasoning will be 0. In other words, we
have multiple equilibria. This will lead to thredti@ffects and tipping behavior, as in
Granovetter and Soong (1983) and Schelling (19¥B¢reby behavior can swing over from one

extreme to another once it goes over a critical. Ifinally, if A = A(a ), then each player is
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indifferent betweerC andD. Hence, it is, in principle, possible to ha¥e players playC and

(L-A)n players playp. Hence, A = A(a )is also an equilibrium, albeit a precarious one.
Gathering the above derivations together, we hiawdollowing possible societal

equilibria. If a<1/3 A=0.If a>3/5 A=1 If 1/3<a<3/5 thend= 0orlorA(a).

This information is summed by the corresponderastiated by the thickened line in Figure 1,
denoted by FABO.

If we ignore the points on AB, which depict undéaéquilibria (a slight perturbation will
have society spiraling away to one of the two ot#twrilibria), then we see that if altruism is

very high (a > 3/5)cooperation will be automatic. If altruism is véoyv (a < 1/3), there can

be no cooperation. But with intermediate altruthiere are multiple equilibria. The same
society can behave totally cooperatively or totalby-cooperatively. By seeing one society
behaving cooperatively and getting richer and agrotihat is anarchistic, selfish and poor we
cannot conclude that there are innate differeneésden the people of these societies. It could
simply be the case of both behaviors being selfasnisg in equilibrium; and so twex ante-
identical societies could exhibit very differenhéls of outcomes.

Some useful policy wisdom emerges from the abogdah What we have modeled here
as altruism is part of the general idea of othgardingness and the social spirit. There are
situations in life — for instance, in starting sslmess — where we have to take the risk of
vulnerability for the business to work. This israto playingC in the Prisoner’s Dilemma. If
your business partner (player 2) is cooperativedsksC) you both do well, but if he betrays
you, you will do badly (get 0). Hence, what thisdel shows is that altruism and other-
regardingness are critical ingredients for a sgd@ido well and prosper. In the present model
we have treatedr as exogenous. But we know at an intuitive lelvat people (especially
children) can be taught or inspired to be moreuwtic, trustworthy and generally other-
regarding. Now, one person being more altruistaviiiig higha ) would not help that person
economically. In fact, he would be vulnerable &ing cheated. But, &t a societal levedll
individuals were more altruistic, for instance,wit going from less than 1/3 to over 1/3, then
there would be the possibility of greater cooperaaind, ifa@ went above 3/5, cooperation
would occur for sure, with all the attendant ecorbenefits of higher income and higher

utility, as shown in Table 1.
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Hence, greater altruism among a people is likeldipgood. How exactly a government
or an educational institute can create and nugur®re altruistic society we do not fully
understand, but, at the same time, we do knowttiege traits change and can be changed.
People can be taught not to litter the streetsieBes can cultivate habits of charity.
Corporations can become environment consciousn Ewee do not as yet understand how
these things happen, it is important to recograg¢ fa) unselfishness, altruism and
trustworthiness are traits that are innately presehuman beings and so can, potentially, be
modified and nurtured, and (b) such traits are afale: for economic development and efficiency.

3.3 Heterogeneous Society

All this time | have dealt with a society whereiatlividuals have the same level of
altruism. But some of the more interesting and glemissues arise when we recognize that the
‘cooperative spirit’, while innate, can vary acrasdividuals.

What we are interested in understanding is whaeigges greater cooperative behavior
among citizens. The degree of altruism, is an instrument towards this. In a homogeneous
society, our aim would be to raige if we wished to make cooperation more likely. Bua
heterogeneous society the relation between thelison of altruism and the possibility of
cooperation can be complex. Interestingly, a thgnge ina can cause huge changes in
behavior. For instance, the addition of a smathhar of selfish individuals in a society can, like
adding culture to milk, transform the charactethaf entire society, in this case to a non-
cooperating one. Hence, the cooperative outcoméea fragile equilibrium.

To understand this, let us suppose that parbas an altruism parameter @f If.we

number individuals from the most selfish (persomolthe least selfish (person n) — and clearly
there is no loss of generality in this — then weeha
a,<a,<..<a,,<a, (2)
An individual’'s altruism parameter is not visibli.will be assumed throughout thats
large; and that, when a player faces an opponeeatassumes that his altruism parameter, is
with probability 1/ n, a, with probabilityl/nand so on.

Consider first a case where alpersons have altruism parameters in the interval

[1/3, 3/5]. Itis then easy to see that everybpldyingC is an equilibrium and everybody
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playingD is another equilibrium. This is obvious. Sineeleperson’sy lies between 1/3 and
3/5 each person will choosgif he expects everybody else to choG@sand each person will
chooseD if he expects everybody to chod3e

What is interesting is that the introduction oegrerson can cause a breakdown in the
cooperative equilibrium. Indeed, the introductadronelow-a (or high-selfishness) person can
ensure that society will haveuaiqueequilibrium, where nobody cooperates.

The algebra of this kind of result is rooted ie tlea of ‘global games’ and Bayes-Nash
equilibria; in different contexts a similar reasuginas been used by Morris and Shin (1998) and
Baliga and Sjostrom (2004). The intuition is sthafgrward. Assume that the firspersons (i.e.,
persondl tot) preferD overC. Now consider thé+1)™ person’s decision problem. We know
from (1), he will prefeD if

< 3-5a,,
1+ 2}

A

Now, since the first persons prefdd, the probability that a randomly chosen persohpliay D
must be greater than or equatAm Hence, thel (probability that the other player will plag)

that playeit+1 faces is less than or equal(tb—l).
n

Hence, (continuing with the assumption that playeot play D), playert+1 will
certainly playD if
t_ 3—50”1.

1-—
n 1l+a,.,

This may be rewritten as

2n+t
6n-t

i (3)

This is the crucial equation that can be used tovatnow a small injection of selfish individuals
into society can cause a total break down in ccaijmer.

Here is an example. Let us start with a socié§iadividuals ranging from person 2 to
person 10. So, as of now, mysteriously, there ism®called person 1. For pergan this

society leta, be equal tdt + 19)/60 Hence,

2 60" % B0 B0
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As we have already seen, since in this society &l lie between 1/3 and 3/5, this society can be
in an equilibrium where everybody cooperates dtiraks.
Let another person now join this society whoseialin parameter is 19/60. Call him

person 1. That isg, =19/60.

So now we have a 10-person society. It is easeiify that, for every, going from 1 to
9, (3) holds. Let us, for instance, check thistfers. Sincen = 10, the left-hand side of (3) is

25/55. Clearly this exceedsy, = 25/60

Next note thatr, <1/3. Hence, player 1 will certainly chooBe Now, since all

players, 2 to 10, (that is+ 1 = 2, ..., 10) satisfy (3), we know that every player will stiyc
preferD. Hence, this society of 10 persons has a uniquailerium, where nobody cooperates.
Though everybody’s altruism parameter is unchantpedinjection of one habitual non-
cooperator results in a total breakdown of coojpamatn words, the addition of a new person
who is innately non-cooperative, vitiates the atphese for those individuals in society who
were close to the borderline—that is, they neededt @f assurance that they will not be let
down before they decided to play C. These indivislnaw switch to playing D. This means that
for the rest of society the probability of encouirtg a D player rises. Hence, those on the next
borderline switch their choice; and so on.

It should be obvious and can be demonstrated fbrmih a little additional algebra that
if, instead of the addition of a non-cooperativespa, one existing citizen had a change of
preference whereby he or she became habituallycnoperative, this could have the same
cascading effect. One person’s change of preferemceause a change in the behavior of all
other persons in society, despite their preferere@sining unaltered.

This result is akin to what | have in a differeonhtext described (Basu, 2005) as the
‘malignancy of identity’ whereby what may be a damhmarker of identity with no
consequence on behavior can, with a little eggmgaoquire malignancy, leading to conflict
between the races and different religious groupss @lerts us to the very real risk of how the
injection of a small dose of new social norms alividuals carrying those different norms can
create a cascading effect of change and breakddWwis. must be happening nowadays with the
global movement of people. And this must have kapd in the heyday of colonialism, when
the colonial masters arrived in new lands prep&remboperate among themselves but not with

the indigenous people. Radical writing in devehgptountries often talks about how the
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harmony of theseconomicallybackward societies, which nevertheless may hasieatragh

moral code of behavior among themselves, got disdupy the colonial invasions. There may
be an element of exaggeration and false nostalgtha tendency to glorify the distant past in
this, but that huge disruptions in behavior codes$ social normsanhappen is clear enough, as
the above theoretical construction illustratesst &8 we now recognize that the injection of new
viruses in a society can spell havoc, so can tjeetion of new norms. It is also conceivable that
‘good norms’ carried into a society by newcomerns sread through the entire society. These
are subjects that will need to be studied much ridhgin the future. What the above model

does is to provide a few basic building blocksdoch a venture.

3.4 Alcoves of Altruism

Thus far, it was assumed that the altruism per$eels, she feels for everybody in her
society. But, as the last discussion in the alsoNesection alerts us and the examples in section
2 highlight, this need not be so. People do hafferdnt ethics and altruism for in-groups and
out-groups. There are many societies fracturedgdiors of race, gender, religion, country of
origin, language identities and caste and peopénafhow extra trust and have an altruism
premium for those with whom they share some comitdentity (see Glaeser et al, 2000;
Luttmer, 2001%°.

With this recognition comes the possibility of nganomplexities. The simplest case is
where in-group trust partitions the society intfiedent alcoves, within each of which there is
trust and altruism, but these do not extend tosscgooups. But there can occur situations where
i treatg as belonging tds in-group, unaware that this feeling is not recgated. Cooperation
in a nation or a group can break down when thexelrase cross-cutting allegiances. If a nation
tries to create fellow feeling and a sense of caim@mt among its citizens, but a subset of
citizens have allegiance to a group identity whgcHifferent from that of common citizenship,

then cooperation can break down.

' The importance of identity in determining behawias long been recognized in sociology but is iretht new in
economics (Akerlof and Kranton, 2000; Fryer anckdan, 2003; Hoff and Pandey, 2003; Darity, Masoth an
Stewart, 2005; Basu, 2005; Iversen, 2005; Sen, 2@& identities are, however, not set in stortee Boundaries
of our identities can be fuzzy and we often chamseidentity and, equally, on occasions opt to gk some of
our existing identities. The reader should be wauthat | take a very simplistic view of identityreebecause the
aim is to solely illustrate the complications thréngs into our analysis of altruistic behavior.
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Moreover, in the previous sub-sections altruisrs alavays good. But in a society that is
fractured, with altruism confined to in-groups, skdraits can become instruments of group
oppression — where one group oppresses anothétinguup greater power in the oppressing
group than it would have managed if the membethefroup tried to carry out the oppression
atomistically.

These are directions that will take a lot of tiarel research effort to pursue. What | will
do here is to take some short, tentative stedtusirate the scope of research that opens up once
we allow altruism to be limited to those with whanplayer shares a common group identity.
Where this sense of identity comes from, whether ihalleable or permanent and whether it can
be contained from malignancy are large topics oithvimuch has been writtéhand much more
remain to be written. | shall here treat theseramipves by simply assuming that, when playing
such games, people make use of some pre-existisg & in-group allegiance to decide how
they will classify their opponents and how theyl\play against them.

Let me return to the assumption wheres a constant and work with the more
. . 1 3 . . : :
interesting case, wheF§< a <§ . Itis not as if | am assuming that everybodydedtruism

vis-a-vis everybody, but simply that, whiefeels altruism towards it is always at a constant
altruism parameter af. We could, in principle, allow the's to differ but that would
complicate the algebra unnecessarily.

To fix the idea of non-symmetric identities, let= {1, ..., n} be the set of all people and
for eachieN, let G(i) be the set of people with wharbelieves that she shares identity. The
presumption is that i’s altruism extends only tombers ofG(i). In the above section, we
assumeds(i)= N, for allieN. That is, everyone shared the same identity, winicdther words
means that there was no sense of group identéapyitonsequence. What is now being claimed
is that that need not always be true.

DefineC={X ON | there exists ¢ N, such that X = G(i)}. In words, C is the collsot
of all subsets of N, which have the property thateach subset, there is some person who
considers the subset to be exactly equal to thefsetople with whom he or she identifies.

If C happens to be a partition of N, then the asialwill be virtually the same as in the

above sections. Within each element of the pantjtibe game is played exactly as described

2 See Tajfel, 1974; Macy, 1997; Turner, 1999; Akkalnd Kranton, 2000; Basu, 2005; Sen, 2006.
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above. If we suppose people feel altruism onltheir own group members, then we could do
the same analysis as in sub-section 3.2, but sithpii of each group as a society. The analysis
then is trivial. When people play across grougy thre selfish, that is, they chod3e But

within each group there could be cooperation oectéin as in section 3.2. So we could, for
instance, have an equilibrium, where gréupooperates and progress economically, whereas
group B is a fractious community living in poverty.

The interesting variations occur whéns not a partition. Suppose society consists of
two groups. Let a fractio of the population belong to group A (A can be raeste or the fact
of belonging to the same fraternity) afid- y bélong to grouf. Hence,n is the population
of Aand (1- y)n is the population oB. In the formal language developed above, C = {p, N
where {A, B} is a partition of N.

So the people of grop think of Aand Bas a common identity, that is, their identity is a
general national identity, whereas those in grAwghare an in-group identity with members of
A. It could be that members of grodrecognize each other because, for instance, thlend
to a secret society, whereas to membeB éwerybody looks the same. So membeiB fafel
altruism for all individuals in this society andncet tell who belongs t& and who belongs to
B. But members oA can tell a member & from a non-member, and they have cultivated
altruism a only towards their own group members.

Now when a typd® meets another player, the probability that theogiayer will
cooperate isat most, (1y). Hence, using the same calculation that went bedgugtion (1) we
can see that a tyg@will cooperate only if
., 3-5a

 1+qa

6a -2
> 4
a+1 4 (4)

1-y

or,

Assume, for instance, that=  2/5Then (4) gives us the conditign  2/1et us

suppose this is true and all tyBés cooperate. TypA'’s, on the other hand, cooperate only with
their own types.

Hence in this equilibrium typ&'’s earn an expecteatbllar income of6y + 8(1— y )every

time they play the Prisoner’'s Dilemma. This isduese whenever they meet a type
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(probability ) they earn $6 and, when they meet t@oghe trusting type whom they let down),
they earn $8.
On the other hand, the expected income of B/jpe6(l— y). Hence, typd\’s earn more

thanB’s. But not just that, typA’s, by forming this in-group collusive block, earn radhan
they would have earned if they cooperated with @lie latter would give them a per-game
income of $6.

There is a Machiavellian lesson tucked away ia #igebra. Consider the case where

a=2/5andy > 2/7 We know from (4) that type B’s will now not coopee. It is however in

the interest of type A’s to get them to play coapeely, because that way they can be better
‘exploited’. One way of restoring the ‘exploitatieguilibrium’ is for type A’s to decide,
collusively, not to play D against type B’s alwapsit to occasionally play C. This will enable
them to delude the masses into believing that #fleshare one common identity and play
collusively at all times. It is in fact arguableattsome of the most successful exploitations of the
masses rely, wittingly or unwittingly, on strategief this kind.

One guestion that may arise in the reader’s nsrabout the general applicability of
these results, since all the derivations are béote here with the example of the Prisoner’'s
Dilemma and that too for a certain class of paydffss would indeed have been cause for
concern if | were trying to establish general resstabout what will always be true in society.
Instead, the aim here is to illustrate how soctatlyexhibit certain kinds of behavior that were
treated as not possible in our textbook modelsh@ie just shown how some groups can use
their innate traits of (in-group) altruism to casitor even exploit other groups. It is not being
claimed that this will always happen but simplytth&an happen under plausible conditions.
Hence, the illustration of this argument with a gatimat is accepted as a good model for some
social situations suffices for the present cont®ttcourse, testing the frontiers of its

generalization would be an interesting exercisdterfuture.

3.5 Focal Identity

The discussion of in-group trust draws attentmanother difficulty that could arise with
identity-based collusive behavior. As we haveaseseen, even if people want to trust others
and cooperate, one problem could arise from theirgglno ‘focal identity’ in the society. In

subsections 3.2 and 3.3 we had assumed that aa eation shares a common identity and they



24

are bound by a common altruism towards all (thangh3 one person’s extent of altruism could
be different from another’s). In 3.4 we saw cashsne there could be conflicting identities and
this could lead to a subset of society playing evapvely.

One variant of this problem can lead to a toteélifa in cooperation in society. It is of
course well-recognized that we have multiple ideggiand this can often (in fact, | believe,
more often than not) help hold societies togetBein( 2005; Dahrendorf, 1959). But this can
also lead to a failure of cooperation. To seeshjgpose people in a country resolve to be
cooperative among those with whom he or she sharegrimary identity. But if this society
lacks a focal identity or has overlapping idensitiestead of partitioned identities, cooperation
may fail to occur in equilibrium.

To see this suppose in a nation there are twesrdcend 2, two religions, 1 and 2, and
two language groups, 1 and 2. Using notation inlanous way, we can describe a person as
(1,2,1) or (2,2,1) and so on, where (1,2,1) megmarson of race 1, religion 2 and language 1.
Let me useéA to denote the set of all people of type (1,281 denote all of type (1,1,2) ad
to denote (2,1,1). Assume T/the population is of typa, 1/3° of typeB and 1/&' of typeC.

Let us now assume that &lls think that race is the primary identity (thattisgy try to
be cooperative with all and only those who shae# ttace), alB’s think that religion is the
primary identity and alC’s think that one’s mother-tongue is the primary titgn In this
society, each person will find that at least®¢s the times they will have the other player
choose defect.

Hence, we can see thatdf is less than Y2, the right-hand term in (1) is tgethan 1/3.
Since in this societyl is below 1/3, by (1) we know that no one will plegoperatively. Thus,

even if every player hag = T no cooperation will occur in this society. Tleason for this is

the lack of a focal identity.

This has the policy implication that if a govermmer some collectivity wants to
encourage cooperative behavior in the country arragrits members, it must try to create a focal
identity among its citizens. Conversely, variousressed groups that fail to rise collectively
against their oppressors probably do so for thear#hat they do not have a focal identity
among themselves. This is an equally useful résul tyrant or malevolent government trying

to prevent some group or nation from acting codperty within itself. The aim of the tyrant
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must be to destroy the group’s ability to form aedbidentity. Through a deliberate policy of
splintering the group’s identity into various oaping and conflicting identities it can keep the
group under control and keep at bay the possilofityroup rebellion. If you can break up a
large group into a partition of smaller groupst tten be useful in foiling rebellion. But if you
can destroy the large group’s focal identity bytarng overlappingidentities you can do even
more damage to the large group. This is the reaggynanalyses of this kind can be both useful

anddangerous.

4. Remarks

The model above is best treated as an allegattyeofeal world. Nevertheless, it talks to
us about policy and, like all science, does so drebur aims are noble or mean. It tells us how
to prosper economically and gives hints and suggesfor people trying to cooperate among
themselves and escape oppression, and also folepgapting to cooperate in order to oppress
others, not belonging to their group. It shows,ifistance, that one way to exploit a large mass
of people is to form a collusive sub-group the meralof which identify primarily with the sub-
group but deludes the large mass into believingithdentifies totally with the large mass. Of
course, and mercifully, the effort of the sub-graap be foiled by there being other sub-groups
trying to do the same. If too many opportunistiougys come into existence, society could
crumble into the low-output equilibrium of selfigharchy.

A central lesson that comes out from this allegiongl one that contrasts sharply with
popular wisdom concerns the ubiquitous ‘invisibéafl.” The ‘invisible hand theorem’, which
has come down to us from Adam Srfitttand was discussed in section 1, has had enormous
influence in shaping economic policy and has beemment in the advice that various think
tanks and organizations, not to mentions legiorecohomists, have given to developing
country governments. One inadvertent implicatiotheftheorem that many have taken away
from it and that has had considerable influenc¢éherorganization of our economic and social
life and also in the way we conduct ourselves as ihis fine to be selfish, since in the end ftlsat

2L As a digression on attribution, note that, thoogidern social scientists treat the ‘invisible haaslthe central
message of SmithWealth of Nations it is in reality a trivially small part of thablok, and occurs when dealing
with international trade. Smith had used the exqioesearlier, but in a different sense, in fifreory of Moral
Sentiments(1759) and even earlier in “History of Astronomwhich was however published posthumously.
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good for socie§?. This selfishness axiom has in recent times spileer into other disciplines,
such as sociology and the new political science.

As a consequence, we are taught that not onlyarsueners and producers necessarily
self-seeking but so are politicians, bureaucratsjadges; and, more significantly, that that is
fine. This has some alarming consequences. It meansall we can expect of a judge is for
verdicts that best serve his or her own interest o the only way to make judges and
magistrates give just verdict is to design theitugbnal and incentive structure of the courts in
such a way that it is in each judge’s self-intetedie just.

This ubiquitous philosophy has been damaging nbyt &ocially and morally but even in
terms of economic growth and development, becéhes&rith about development is that it needs
human beings to be other-regarding, fair, andwaorthy. And since these traits are innately
available to most of us, what we need is not teelthem muted through training and
socialization. Take the problem of bureaucraticwation, which has been eating into the fabric
of so many societies, and blighting the possibiitglevelopment. The standard policy response
to this, inspired by the popularity of the invightand theorem and the very visible global
economists, is to argue that government oughtdesign the system of incentives and
punishments for bureaucrats. What we do not sthaisthe ubiquity of corruption has a lot to do
with the lack (or, more appropriately, suppressipersonal integrity and individual moral
commitments. The design of incentives plays a fmléa bigger role is played by our own sense
of values and morals. Governments which are nornspbare largely so not because of third-
party monitoring of such corruption but becauséhefself-monitoring of bureaucrats. There is
no scope for this in standard economics becaysevides little space teelfmonitoring.

Hence, there is no reason to believe that cownvith rampant corruption are populated
by citizens who are innately less moral; but sinthit theyact less morally in equilibrium. This
is related to the findings from the celebrated expents by Frank, Gilovich and Regan (1993).
They showed that in games where one can be s#ifidifferent degrees, economists play the
most selfishly. There are different ways of intetprg the result but | take the view that, since
economists learn from their textbooks that everyhiedelfish and it is fine to be selfish, they,

like all human beings, try to conform to what thiake to be the standard behavior (see also

% This is what makes the occasional dissenting vafreshing: see Rubinstein (2006a).
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Rubinstein, 20085. In corrupt environments, people begin to treatuggtion as the norm
(moreover deviating from that norm also has laggests than in more honest environments) and,
like economists in the above-mentioned experimentso replicate what they take to be normal
behaviof”.

The starkest examples of this one sees in thetstod developing countries. With drivers
willing to break every rule and showing a relerglesmmitment to serving their own interests
and with very little presence of the traffic wargdéme streets of the developing nations should be
textbook models of neoclassical efficiency. The faat they are not should alert us to the
possibility that the central message of many oftemtbooks may just be wrong.

The truth is that human beings are not relentlesslfygshness—though they can learn to
be so if it is drilled into them that that is nodmathey grow up in societies caught in an ethios o
selfish-behavior; and, if we want society to pragrand economic development to occur, we

need to nurture our innate sense of social valuesh-as altruism, integrity and fairness.

3|t is conceivable though that in experimental ardmination-like situations people give the answieey feel are
expected of them, and so these findings merelgeethe disciplinary training of economists; andttlin reality, the
behavior of economists would be no different fohattof others.

24 This brings us back to the methodological pointienaarlier. What is being claimed is that it is pessible to
fully understand human behavior without explicit@gnition of the collectivity in which the humanibg happens
to be situated. Pettit (2002) calls this the metbbdocial holism.” According to this, the situdtgess is an integral
part of each human being. As he puts it (Pett®2@. 117), ‘As no one can be a sibling withoutihg or having
had a brother or a sister, so no one can be aphopean being, according to this claim, withoutogig or having
enjoyed the presence of others in his or her life.”
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