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1 Economic Theory and Contemporary Social Problems

From its inception conventional economic theory was designed to deal with the pro-

duction and consumption of marketable goods and services. With the growth of the

welfare state and the need for demand management in the post World War II period,

economic theory broadened its perspective to include public goods and a state sector,

considerably improving its ability to deal with the role of government in a�ecting eco-

nomic stability, growth, and equity. But economic theory today faces a novel set of

social problems for which it remains ill-prepared. This research project addresses a

key element in the underlying structure of economic theory contributing to its current

weakness: its representation of the individual human actor.

Conventional economics uses a rational actor model that treats the individual as a

self-interested utility maximizer with preferences over a narrow range of personal con-
sumption items. Preferences in the rational actor model are moreover considered as

determined outside the economic system and una�ected by the individual's economic

behavior. As we document below, a considerable body of empirical evidence contra-

dicts this view: people are motivated by duty and obligation as well as utility, they

have preferences over the well-being of others (they are both altruistic and vengeful),

they are concerned with issues of equity and dignity in interpersonal relations, their

preferences are determined in part by the character of the economic institutions within

which they operate, and their well being depends on the quality of their social relations

and the extent to which they have developed their personal capacities, not only on the

quantity and quality of the goods and services at their disposal.

Ignoring these aspects of human preferences doubtless has served economic theory
well in dealing with the traditional problems of state and market. But the same cannot

be said concerning its cogency in dealing with such contemporary social concerns as
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crime, drug abuse and other forms of socially pathological behavior, environmental

quality and sustainable growth, the public perception of morality and fairness in the

welfare state, the tendency for markets and the welfare state to undermine communities

and the family, the role of incentives in a�ecting population dynamics, and other
problems in which economic policy is implicated either as cause or potential cure.

2 The Unasked Question in Economics: Where do Preferences

Come From?

Economists currently make policy recommendations based on a model of the economy

in which individual preferences are determined through social and biological processes

that are outside the economic system. In e�ect, traditional economic theory recognizes

that individuals produce goods and services, but does not recognize that the economy

produces people, their preferences, and their values. Thus economic theory does not
recognize that economic institutions and policies should be judged not only according

to the goods and services they engender, but types of personal development they foster

and reward. As a result, economists thus systematically undervalue policy approaches

that either draw upon the explicitly normative resources of agents (e.g., altruism,

reciprocal altruism, and other forms of cooperative behavior), or rely upon changing

norms in directions favorable to the solution of economic problems.1

Until recently the liberal ethic of de gustibus non est disputandem reigned supreme|

some two decades ago Paul Samuelson, for instance, singled the notion that \some

preferences are better than others" (Gintis, 1972) for criticism in his Nobel Prize ad-

dress, on grounds of its illiberality. Hence until recently reasonable observers would

have assessed the receptivity of mainstream economists to dealing with the impact of
preferences on social welfare as meager at best.

However the notion that some preferences are superior to others in their capacity

to contribute to individual well being and to promote social welfare has been com-

pellingly argued from a variety of approaches (Elster, 1979; Sen 1982,1985; Doyal and

Gough, 1991), and no longer bears the illiberal connotations once attributed to it.

On the contrary, social theorists and policy makers, not to mention citizens and vot-

ers, are increasingly concerned about the preferences people have, given the ostensible

breakdown of civility, decline of community and traditional morality, and rise of social

pathology exhibited in the advanced economies. These concerns help explain the lively

interest economists have shown in the recent work of Gary Becker and his coauthors,

who attempt to reconcile addictive behavior with the rational actor model (Becker and
Murphy, 1988; Becker et al., 1994).

This project intends to investigate the impact of preferences on individual and social

1This weakness of traditional economics is analyzed in Gintis 1972, 1974; Bowles and Gintis, 1986).
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welfare in two di�erent directions. First, there is strong and compelling evidence that

preferences are not formed outside the economic system, but rather are constituted

through the interaction between individuals and the face-to-face communities to which

they belong. Thus to the extent that economic policies weaken communities, they
weaken personal development as well. This argument has been carefully developed

outside of economic theory(Anderson, Chiricos, and Waldo (1977); Ellickson (1987);

Tittle (1980); Putnam (1994), Taylor (forthcoming). Within economics, Bowles (1994)

and Bowles and Gintis (1995) have developed evolutionary models of the place of

community among the governance institutions of modern economies (other governance

institutions being markets and states). In these models, communities represent distinct

cultural environments characterized by information structures, systems of sanctions

and rewards, and learning opportunities unavailable in other forms of governance.

Communities thus provide the context for repeated, face-to-face interactions among

agents that transmit and stabilize norms and reputations, while disciplining agents in

a way not available to the relatively anonymous institutions of state and market. We

intend to support further development and testing of these models.
A second direction of research on preference change involves assessing under what

conditions and to what extent individual preferences and individual welfare coincide.

Many students of modern social life believe that people in general overstate the im-

portance of individual income in promoting personal welfare, and systematically un-

derstate the importance of other economically relevant social goods, such as personal

dignity, rewarding work, happy family life, and strong ties to community (Lane, 1993).

This issue is of extreme importance, because the economist's stress on income as a

source of well being leads to an overarching emphasis on economic growth as a mea-

sure of social welfare, in situation where the resource-using character of economic

growth is inimical to environmental balance and may lead to excessively inegalitarian

economic policies (Oswald 1994,1995). Easterlin (1974, 1995) and Blanch
ower, Os-
wald, and Warr (1993) suggest that economic growth does not correlate strongly with

social welfare, both because income is a relatively weak predictor of well-being except

for the poor, and because individual welfare depends on one's position in the income

distribution rather than one's absolute level of material a�uence.

3 Prospects for a Broader Model of Human Action

Three developments make us optimistic that a serious attempt at broadening the eco-

nomic model of individual action can succeed. The �rst is that as economists have

applied the rational actor model to an ever-widening range of individual behavior, its

limitations have become increasingly evident. The most reasonable setting for the ra-
tional actor model is the consumer in the supermarket choosing a commodity bundle

subject to a budget constraint. But if it is generally valid, the model must also apply
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to such socially complex areas as the cooperation, con
ict, and equity in the �rm;

criminal behavior; marriage, divorce, family size, and the care of children; education

and skill-acquisition, long-term trade-o�s between commodity consumption and envi-

ronmental quality; voting behavior and the organization of the public sector; addictive
behavior; as well as gender, racial, ethnic, and religious discrimination. The traditional

rational actor model is simply not suited to modeling such areas of economic life.

The second development is a growing concern with what Robert Putnam (1994)

calls an \erosion of social capital." This concern, which is evident across the political

spectrum, has undermined the relevance of the assumption that preferences are �xed

and exogenously given. Two decades ago the liberal ethic of de gustibus non est dis-

putandem reigned supreme. However the notion that some preferences are superior to

others in their capacity to contribute to individual well being and to promote social

welfare has been compellingly argued from a variety of approaches (Elster, 1979; Sen

1982,1985; Doyal and Gough, 1991). This notion no longer bears the illiberal connota-

tions once attributed to it. On the contrary, social theorists and policy makers, not to

mention citizens and voters, are increasingly concerned about the preferences people
have, given the ostensible breakdown of civility, decline of community and traditional

morality, and rise of social pathology exhibited in the advanced market economies.2

The third development boding well for a broadening of the rational actor model

is the large and growing body of evidence about human behavior that is emerging

from laboratory experiments. This work has its intellectual origins in experimental

psychology. The contributions of psychologists such as Kahneman and Tversky are

now widely, if perhaps begrudgingly, recognized by economists. Within economics,

the �eld of experimental economics has become increasingly in
uential in a�ecting the

research priorities (Smith and Williams, 1992; Davis and Holt, 1993). This research

has selectively supported and contradicted many of the central models traditionally

employed by economists. In particular, experimental economics has con�rmed that
people care about social relationships not captured in the traditional model of the

consumer, and they routinely behave cooperatively in situations where the rational

actor model predicts non-cooperative behavior.3 It has also demonstrated that peo-

ple will consistently give up resources in order to punish others, in situations where

standard economic theory suggests that it is irrational for them to do so.4

Prior to the development of experimental methods for investigating the nature of

preferences and motivation, economists feared that any attempt at a scienti�c explo-

2These concerns may explain the lively interest economists have shown in the recent work of Gary

Becker and his coauthors, who attempt to reconcile addictive behavior with the rational actor model

(Becker and Murphy, 1988; Becker et al., 1994). For an experimental test of the rationality assumptions

implicit in this model, see Fehr and Zych (1994).
3See for instance Caporeal (1987) and references therein.
4See for example the discussion of the ultimatum game in Davis and Holt, (1993).
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ration of the human actor would degenerate into vague philosophizing and argument by

introspection. Now it is possible to get solid, reproducible evidence on a wide variety

of conjectures about preferences and motivation.

4 The Preferences Project: Goals of a Research Initiative

We see three goals for our proposed research initiative. The �rst is to establish a pro-

visional model of human action that can be used to address the related questions of

how economic activity a�ect the norms, preferences, values, and capacities of human

agents, and how norms, values, and capacities a�ect the structure of economic institu-
tions, the nature of economic interactions, and the observed preferences of economic

agents.

Such a provisional model would be consistent with the fact that people often choose

to limit their behavior to the normatively acceptable, they seek to develop as well as

to satisfy preferences, and they recognize personal commitments and moral obligations

to other agents as bases for action independent of the welfare implications of so doing

(Sen, 1977; Basu, 1986a,b; Anderson, 1991). It would also be consistent with the

presence of framing e�ects in people's choice among alternative actions, since such

e�ects often involve adding a normative judgement to a welfare assessment of the

potential bene�ts of alternative choices.5

A second goal would be to establish a stronger basis for input from other social
sciences in addressing economic problems. Any model of human action that could be

developed and deployed in the near term would be highly provisional. Evidence about

the kinds of re�nements that will be required could come from related disciplines.

The role of experimental psychology has already been noted. Contemporary research

in social psychology may also contribute to a theory of endogenous preferences and

commitments. For instance Melvin Kohn and his collaborators (e.g., Kohn et al., 1990)

shows that such central personal values as valuation of autonomy and reciprocity in

social interchange depend on an agent's position in the occupational structure, and

in particular to the nature of the agent's work relations and the agents hierarchical

position in the organization of work. Other evidence could come from �elds such as

anthropology and biology.
One related line of research treats norms and preferences as elements of culture and

draws upon the extensive biologically inspired models of Cavalli-Sforza and Feldman,

and Boyd and Richerson. To integrate these models with economic theory, the content

5By a `framing e�ect' we mean that the relative desirability of states of a�airs may depend not only

on the di�erential contribution of these states to individual preference satisfaction, but on the way the

choice situation is presented to the individual, the economic position of the individual at the time of

choice, and the range of non-chosen alternatives available in the choice situation. This de�nition is an

extension of the usage in Kahneman and Tversky (1984) and (Kahneman, Knetch, and Thaler, 1991).
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of norms and preferences, as well as their rates of di�usion, should be treated as en-

dogenous variables that can be modi�able by economic institutions, perhaps through

their impact on the structure of family, work, and community life. These models can

be supplemented by historical and ethnographic evidence on the joint development of
normative systems and economic institutions. An object here would be, having sur-

veyed available historical and anthropological material, to develop a tighter analytical

framework facilitating the assimilation of these insights into economics.

Karl Polanyi's sweeping claims concerning the impact of market society on cultural

evolution, for example, have had little impact on economic reasoning, in part because

no attempt was made to specify the mechanisms responsible for the changes in question.

By contrast, Greif's work (1993, forthcoming), on di�erences in the normative struc-

tures of Maghribi and Genoese trading association, develops an adequately articulated

model. His work identi�es mechanisms by which community organization determines

which among a plethora of possible norms will obtain, and thus will be followed and

defended by community members. The e�ciency and adaptability of the resulting

community, on the other hand, determines whether these norms will reproduce and
expand over time.

A third goal of the initiative is to develop the joint analysis of economic institutions

and human action. Assumptions about institutions and about human action have

tended to be developed independently. For some types of problems, independence may

be a harmless simplifying assumption, but in other contexts the interaction between

preferences and institutions must be the central focus of the analysis. Preferences

determine the kinds of institutions that are viable, and institutions in
uence the kinds

of preferences that people develop and express.6

It may seem that achieving these three goals will force a dramatic break from

traditional economic analysis and that these strategies for broadening and endogenizing

preferences would displace rather than enrich the rational actor model. But given the
many explanatory successes of traditional economic theory, any new line of work that

forced economists to abandon the work that has come before would have little chance

of catching hold in the economics profession. However many of the insights suggested

above can be captured formally by what we will call the extended preference approach.

This approach is a relatively simple extension of the traditional rational actor model,

but one that gives it much added 
exibility. It is to this approach that we now turn.

6For research in this area, see (Bowles and Gintis 1976,1986,1993a,1995), Ostrom (1990), Weissing

and Ostrom (1991), Seabright (1993), Cavalli-Sforza and Feldman (1978,1981), Chen, Cavalli-Sforza

and Feldman (1982), Boyd and Richerson (1985,1988,1992,1994), Bowles (1994).
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5 Connecting with Traditional Economic Analysis

Economic theory has shown that under plausible conditions preferences can be rep-

resented by a utility function U(x) where x is list of goods and services demanded

and supplied. The conventional treatment, which we shall call the `narrow preference

assumption,' places two strong restrictions on this function and its arguments.

� Utilitarian Preferences: The arguments in the list x comprise a narrow class

of \consumption activities" involving the direct possession and enjoyment of ma-

terial goods and services. Examples include food (which forms the metaphorical

basis for most of the discussion of utility and consumption), direct sensations of

warmth and cold, and other sensory stimulations that relate to the individual

independent of the individual's social setting or interpersonal relations.

� Fixed Preferences: Consumption choices at one date do not a�ect the utility

agents receive from choices at another date. In particular, preferences do not

develop over time according to the particular historical experiences of individuals,
their past consumption choices, and the social contexts within which their choice

activity has taken place.

Consider, for example, the way conventional economic theory represents the action

of agents faced with the following Ultimatum game. There are two players in the game,

Proposer and Decider. Proposer is given $100 with the following instructions. \You

are to o�er Decider a share of the money. The amount $x that you o�er Decider is

totally up to you. If Decider accepts, Decider receives $x and you receive whatever is

left over. If Decider rejects your o�er, neither of you receives anything." The typical

outcome of this game, which has been staged many times in experimental economics,

is that Proposer o�ers something close to a 50-50 split and Decider accepts. Moreover,

when Proposer o�ers Decider su�ciently less than half the total, say $15, Decider will
frequently reject the o�er, apparently preferring no money to some money in an uneven

split. Finally, the amount o�ered by Proposer and the minimum amount Decider will

accept often depend on the previous experience the players have had with the game,

even when the particular identities of Proposer and Defender are unknown to one

another.7

In such a situation, the narrow preference approach predicts that Proposer will

o�er Decider the smallest possible amount (say one cent), and Decider will accept.

For according to the Utilitarian Preference assumption, Decider prefers one cent to

nothing, and Proposer knows this. But could not Decider reject the o�er simply to

strengthen her disposition to reject `unfair' o�ers, and hence improve her position

in future strategic situations, or to maintain a more positive self-concept as e�ective

7For an overview and references to experiments of this type, see Davis and Holt (1993), Ch. 5.4.
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interpersonal actor? If so, Proposer would be prepared to o�er a larger share. But

according to the Fixed Preferences assumption, this contingency is not available.

The extended preferences approach, by contrast, admits the observed behavior,

recognizing that, there is no a priori basis for limiting ourselves to the utility function
arguments favored by traditional economics. Rather, decisions concerning the proper

arguments must be made on the basis of evidence. The extended preference approach

allows both the possibility that Defender might reject an o�er because the satisfaction

of avoiding falling on the short of an unfair exchange is greater than the $15 she

would gain by assenting, or that Defender would reject the unfair split to reinforce

her disposition to drive hard bargains in the future when faced with the temptation to

accept short-term gains that cannot be justi�ed in long-term perspective. Formally,

we can represent this extension by writing utility as U(x; z), where x stands for money

and z stands for a new list of possible arguments concerning interactions in ultimatum

games that are neglected in the narrow preferences approach.

The claim that empirical evidence should guide the choice of arguments in the util-

ity function should be obvious, but in fact has been generally rejected by economists.
There apparently exists methodological taboo of unknown provenance forbidding any

scienti�c investigation of this type. The usual justi�cation of this taboo is that eco-

nomics is not concerned with the origin of preferences but only their satisfaction. But

this justi�cation is clearly 
awed, since to the extent that economic activity transforms

preferences, and preferences include not only the outcomes of economic activity but the

character of economic interactions themselves, the causes and content of preferences

are directly relevant to both behavior and welfare. Of course this taboo may have been

helpful to the extent that it kept economists from engaging in discussions of preferences

that were grounded only in introspection. But since the maturation of experimental

economics and sophisticated econometrics, the bene�ts of the narrow preferences ap-

proach have disappeared. As the body of evidence grows, methodological objections
to the scienti�c investigation of preferences are fading.8

The second extension beyond the narrow preference model is to let consumption

today in
uence both utility and choices tomorrow. This intertemporal interaction is

mediated by state variables that enter as arguments of the individual's utility function.

The use of such state variables expresses the notion that people derive welfare not only

from their consumption activities, but from the way in which they have developed their

personal capacities|cognitive, physical, aesthetic, spiritual, emotional, and other|to

derive welfare from a given array of alternative consumption bundles.

In the narrow preference approach, preferences over consumption variables are

invariant over time. In the extended preference approach, by the use of state variables,

8For research using the extended preference approach, see Gintis (1972, 1974), Becker and Murphy

(1988), and Becker (1994).
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the derived preferences over consumption bundles can develop over time as the relevant

state variables change in response to life history. For instance, increased exposure to a

good in the past may lead to increases in the appreciation of the good in the present.

State variables have their most important economic e�ects through interaction e�ects
with future consumption choices of this type.

For instance, by virtue of their evolutionary origins, human beings have capacities

to interact with their natural environments in varied and highly welfare-relevant ways

(Kellert and Wilson, 1993). The various capacities to interact with nature are thus

state variables, the development of which depends on the individual's past history.

These state variables then strongly a�ect people's evaluation of the bene�ts of envi-

ronmental sustainability and their personal abilities to enjoy the natural world around

them. Moreover, since the capacity to enjoy the natural world depends on one's past

history of interaction with this world, environmental destruction has a tendency to be-

come a self-justifying process: the paucity of ful�lling interactions with nature leads to

state variables in people's preference orderings that devalue the natural environment,

which in turn leads to economic policies promoting environmental destruction.
Conventional economic theory is ill-equipped to handle policy questions in this area,

by virtue of its assumption that preferences are exogenously given and unchanging.

For conventional theory can put a monetary value on our valuation of the natural

environment, but cannot put a value on how the natural environment alters the state

variables in our preference orderings so as to enhance people's capacities to interact

with and derive welfare from their natural environments.9

An important e�ect of the extended preference approach is to open research link-

ages with the other social, behavioral, and biological sciences precluded by the narrow

preference framework. In particular, state variables can capture developmental in-


uences, and a broadened set of arguments in the utility function can capture some

of the richness of interpersonal interactions studied by social psychologists and an-
thropologists. Approaching behavior from the perspective of the extended preference

framework allows economists to conclude that some of the most important variables

in a person's utility function are determined in social interactions and institutional

contexts. This perspective is wholly lacking in the narrow preference approach, which

considers the economic actor in isolation from his social environment.

9It is tempting to defend the conventional theory by considering a state variable to be a choice

variable under the control of the individual. However as this environment example suggests, some

of the most interesting applications of the extended preference model come in cases where the social

conditions a�ecting state variables are not under the control of the consumer, but are products of

the communities and social relations into which the consumer is ineluctably drawn in the course of

economic activity. It is precisely this larger context of economic relations that must be assessed and

justi�ed by economic analysis, and this is impossible in the conventional approach.
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At the risk of sounding excessively optimistic, we believe that one can look down

this path and see the outlines of an integrated body of behavioral and social science.

Such a movement towards the integration would bring the behavioral sciences into

line with comparable movements in the natural sciences over the past several decades,
which have witnessed the forging of deep linkages between physics and astronomy,

physics and chemistry, as well as chemistry and biology. Economics, by contrast,

has steadfastly held to the older notion that the integrity of a scienti�c discipline is

measured by its degree of isolation from other disciplines.

As in the physical sciences, di�erent relatively self-contained bodies of theory will

continue to operate along parallel tracks, starting from di�erent basic units of analysis

and often focusing on distinct domains. Nevertheless, there will be a well established

communications protocol that allows results from one domain be deployed in others.

Unresolved problems in one domain can also be passed back to another that might

be better able to address it. In this way, we can achieve the most e�cient division

of intellectual labor. Ultimately, psychology should be able to establish basic results

about human nature. Sociologists, political scientists, and anthropologists should be
able to use these results to guide their investigations of groups of people who interact

in speci�c contexts. Economists should be able to use them in their study of games and

markets. Puzzles identi�ed in these domains could be passed back to psychologists.

We would then be able to avoid situations, unfortunately common at present, in which

psychologists run experiments that economists ignore because they cannot see how

even to begin to incorporate the results into their theoretical structures, and economists

run experimental investigations of basically psychological questions whose fundamental

importance is unappreciated by experimental psychologists.

6 Potential Applications to Social Policy

We expect broader and more accurate models of individual choice to resolve anomalies

in standard economic theory and to lay a more secure foundation for economic and

social policy. Some relevant applications of our research lie in the following areas:

� The Public Perception of Economic Policy: Economists cannot understand

why seemingly irrational criteria are regularly deployed in public discussions of

economic policy. For instance, politicians and voters do not generally assess tax

and transfer policies according to the equity of the ex post distribution of income,

as would be suggested in the conventional model individual choice, but rather as

deviations from the pre-given market-determined distribution of income. Simi-

larly, `hidden' sources of government revenue, such as in
ationary �nance, debt

�nance, and value-added taxes, are more palatable to the public than the more

`visible' income and sales taxes. Moreover, users fees and `sin taxes' are more
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widely tolerated than taxes on income, property, and pro�ts. The conventional

model of individual choice of course suggests that people should care only about

the ultimate incidence of taxation, and not about the particular means used to

arrive there.

Equally mystifying in traditional economics is the fact that the public is more

sensitive to the loss of jobs that occurs through �rms' relocation decisions than

they are the corresponding gains of jobs at the new location.

The policy choices of voters may be explicable in terms of a model of individual

choice in which norms act as constraints on behavior rather than as arguments

of utility functions. Moreover, there is a large and growing literature in exper-

imental psychology and economics from which these and related anomalies in

the public assessment of economic policy may be understood: the `endowment,'
`status quo,' `loss aversion,' and other framing e�ects identi�ed by Kahneman

and his collaborators.10 If this is correct, the theory of economic policy should be

revamped to take into account these apparently ubiquitous dimensions of human

preferences and values. The methodological barriers to carrying out this project

disappear if we move from a `narrow' to an `extended' conception of preferences,

as outlined in the body of our proposal.

� Undervaluation of Environmental Protection in Traditional Economics

Economic theory has developed sophisticated measures of the bene�ts and costs
of social policy based on the notion that individual welfare is a function of mar-

ketable commodities. While this theory has a catchall residual category|social

goods|for in
uences on welfare that are not captured in marketable commodi-

ties, there is no systematic development of the content of non-marketable contri-

butions to welfare. One clear example of non-marketed contributions to welfare

is the natural environment, which has become increasingly threatened in recent

decades. The destruction of the natural environment often 
ows from unre-

strained market forces, but the lack of proper restraint is justi�ed by traditional

economic theory, which ignores issues of environmental degradation and places

no value on ecological preservation or biological diversity.

A broader model of individual welfare may be a key element in reorienting the

economic theory of environmental policy. First, an extended preference approach

recommends including arguments in individual utility functions not according

to their marketability, but rather according to their contribution to individual

welfare and their capacity to in
uence state variables that a�ect future individual

behavior. According to a considerable body of research (see, for instance Kellert

10See for instance Kahneman and Tversky (1984), Kahneman, Knetch, and Thaler (1986, 1991),

and references therein.
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and Wilson (1993) and references therein), environmental variables in fact a�ect

individual welfare to a degree and in ways not captured in traditional economic

models.

Second, one of the standard economic practices most detrimental to strong envi-

ronmental protection policies is that of discounting future costs at a rate equal

to that which individuals use for discounting future monetary costs and bene�ts

in market transactions. Yet there is compelling evidence that individuals may be

'irrationally myopic' in discounting future monetary costs and returns (Fehr and
Zych, 1994). If so, a considerably lower discount rate should be used, and the

proper way of revealing the correct rate may be a social processes (for instance,

a democratic political process) rather than a market process.

Third, a broader conception of welfare of the type developed in this project rec-
ognizes that individual preferences and individual welfare may systematically

diverge, both because of genetic aspects of the way human beings express their

preferences, and because of informational asymmetries and biases preventing in-

dividuals from appreciating their real interests. If this is true, economists should

include in dealing with environmental policy recommendations that individuals

reassess their environmental priorities, or that social forces leading to the sys-

tematic misestimation of the impact of environmental conditions on individual

welfare be corrected.

� Taxation vs. Prohibition in Environmental Protection: Modern welfare

economics argues that market transactions that negatively a�ect the environment

(producing undesirable `bads' along with the desirable `goods') should be taxed

rather than prohibited, on the grounds that the proper level of taxation will ap-

propriately limit the aggregate level of the `bad,' while allocating the production

of a `bad' e�ciently among agents in the economy. The public, by contrast, often

prefers outright prohibition of a `bad.' This seemingly irrational preference can

be explained in a model in which prohibitions lead agents to change their pref-

erences and norms in a manner that disfavors the production of the `bad,' thus

reducing the regulatory burden on the state, while taxing the `bad' reduces the

issue in the mind of the decision-maker to a simple economic calculation without

moral dimensions. Hirschman (1985) argues just this position:

Economists often propose to deal with unethical or antisocial be-

havior by raising the cost of that behavior rather than by proclaim-

ing standards and imposing prohibitions and sanctions.. . . A principal

purpose of publicly proclaimed laws and regulations is to stigmatize

antisocial behavior and thereby to in
uence citizens' values and be-

havior codes. This educational, value-molding function of the law is as
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important as its deterrent and repressive functions.

While the conventional model of individual choice precludes this explanation,

adding preference endogeneity and normative motives as bases for individual

behavior may allow us to distinguish those cases in which the e�ciency gains from

optimal taxation outweigh the transformations of preferences and commitments

that 
ow from prohibitions and sanctions.

� Punishment and Social Capital in the Regulation of Socially Undesir-

able Behavior: Economists have generally proposed changes in rewards and

punishments to deal with such socially pathological behavior as crime, drug

abuse, irresponsible parenting, graft and corruption. Indeed, such measures are

the sole available policy instruments in the repertoire of conventional economic

theory. Yet steep increases in the sanctions against some forms of antisocial be-

havior, such as crime and drug abuse in the United States, have not reversed

the behavior, and increasing sanctions in other areas, such as irresponsible and

ine�ective parenting has undesirable side-e�ects, including harming children and

disrupting family units.

Moreover, when we look across countries or over time, we observe wide variation

in rates of criminal activity that do not seem to be accompanied by comparable

variation in the levels of punishment imposed by the criminal justice system.
The broader notion of preferences outlined here provides a framework that can

be used to investigate the elements that are missing from the conventional, �xed-

preference analysis of crime. Just as an individual's consumption of food or drugs

in the past can in
uence his preferences for these goods today, aspects of an

individual's life history can explain the attitudes (or values, or preferences) he

or she expresses toward various types of criminal or antisocial behavior. Such

an approach forces us to think about the factors that in
uence these aspects of

preferences.

The role of community may be central in this process. Indeed, Putnam (1994)

has observed that the incidence of antisocial behavior can be predicted by such

concrete measures of the strength of community ties as the average number of

neighbors an individual can identify by name. This suggests that an alternative to

using governmental sanctions on individual behavior is the strengthening of those

community institutions that directly a�ect the level of social morality exhibited
by its members.

The concept of `community,' however, does not appear in conventional economic

theory, which has no consistent place for social institutions between the individual
and the state (Ostrom, 1990; Bowles and Gintis, 1995). This absence goes beyond

the conventional conception of the individual, but is intimately related to this
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conception, since individual norms and values are likely generated, stabilized, and

transformed, through the various `communities' in which the individual economic

agent participates (Bowles and Gintis, 1986, 1995).

� Fairness, Wage Setting, and Unemployment: As Akerlof (1980, 1982) and

others have stressed, the wage setting process, and by implication equilibrium

levels of unemployment, may be a�ected by the normative dispositions of employ-

ers and employees concerning fairness and reciprocity. Models of the employer-

employee relationship (Bowles and Gintis, 1993b) hold that worker e�ort, and

hence productivity and wages, depend on worker commitments and standards

of fairness. Bowles and Gintis (1976) uses such agency-theoretic reasoning to

explain an important anomaly in human capital theory: the fact that the return

to schooling cannot not be explained in terms of the traditional skill and cogni-
tion measures relevant to a technological conception of worker productivity, but

rather depend on worker attitudes and values as well.

The conventional model of the individual does not allow that motivational char-

acteristics and interpersonal skills may be important sources of worker produc-
tivity. As a result the importance of such factors is systematically undervalued

in empirical research and policy analysis. Similarly, economists may recognize

informally that di�erences in norms and values may account for di�erences in

average levels of unemployment among countries, but have no way to include

this in their research models.

� Public Choice Theory and the Anomaly of Electoral Participation:

Standard public choice theory explains that people vote according to their pref-

erences for di�erent public policy outcomes. This explanation, clearly based on
the rational actor model, has one serious problem: it cannot explain why people

vote at all. Since rarely does a single vote make a di�erence in an electoral out-

come, each `rational' voter would maximize welfare by simply not voting (this is

the famous `free-rider' problem). We may be tempted to defend the rationality

of voting by saying that if everyone thought that way, no one would vote and the

democratic process would be impossible. But this is an application of Kantian

morality (the categorical imperative) rather than economic rationality, which ob-

serves no such moral laws. Moreover the defense is not correct, since if no one

else voted, then it would be `rational' to vote, since one vote would determine

the outcome of the election. Following this train of thought, we would expect a

small number of people to vote, but not the large numbers that actually do.

When pushed to explain this failure of the conventional choice model to explain

participation in voting, economists, speaking `o� the record,' refer to the fact

that people care about more than just the goods and services they consume.
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They speak of the satisfaction from voting, the importance of a sense of duty

to the polity, the feelings of personal power and dignity that 
ow from political

participation, and the like. But this style of analysis has rarely been brought into

`for the record' analysis. Ironically, those researchers who do accept such `o� the
record' explanations tend to reject completely the economists' model of individual

choice (maximization of utility subject to constraints), thus precluding a fruitful

extension of economic theory to issues in public choice theory. Our research

aims to develop a model of individual choice that extends rather than replaces

the conventional economic model.

� Norms and Incentives in Population Dynamics: The conventional model

of individual choice suggests that to promote smaller family size in developing

countries, birth control techniques should be made available to families, and fam-
ilies should be penalized for having an excessive number of children. Yet evidence

suggests that reductions in desired family size may follow more surely from in-

creasing levels of female education and enhancing the in
uence of women within

the family system, since these measures promote changes in values favorable to

lower fertility, including receptivity to the use of birth control technologies.11

This alternative policy option is not available in conventional economics, which

does not allow for changes in preferences or values. A defender of conventional

theory might reply that states have often attempted unsuccessfully to solve prob-

lems by in
uencing the values of its citizens, so it is reasonable to be suspicious

of solutions depending on preference change for their e�ectiveness. Our point,

however, is not to o�er preference change as a panacea, but as one among a

variety of policy options, the e�cacy of which depends on the social context of

its application and its linkage to complementary policies. Certainly, however,

normative and educational considerations should not be excluded a priori when

modeling policy options.

7 The Preferences Project: Organization of the Research Ini-

tiative

We plan to organize the Preferences Project as an interdisciplinary research network

rather than as a collection of unrelated individual research projects. Our reasoning is

11See for instance Sen (1993) on the success of Kerala in lowering fertility in a relative poor region

of India, and the fairly uniform fertility decline in East Asia, despite extremely diverse systems of

incentives and birth control availability (Feeney, 1994). Additional support for the assertion that

fertility transitions are facilitated by a cultural transition process, see Zei and Cavalli-Sforza (1977)

and Pollak and Watkins (1993).
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that research concerning human behavior has advanced in all the behavioral sciences|

economics, sociology, anthropology, psychology, political science, and biology|in a

parallel over the past two decades, with considerable overlap and with the emergence

of common themes and analytical models. Now is the time to bring together researchers
who can unite and synchronize these e�orts.

We expect a number of di�erent forms of interdisciplinary cooperation to emerge.

All are predicated on the expectations that successful e�orts in modeling norms and

preferences are likely to take the form of joint research involving contributions both

to economics and its sister disciplines, by economists and other behavioral scientists

working together.

One form of cooperation will involve the direct collaboration of economists and

noneconomists in developing theories, testing hypotheses, and preparing joint research

papers for publication in standard economics journals. We have already identi�ed

several possible collaborations of this form, involving psychologists, anthropologists,

and political scientists on the one hand, and economists on this other. Such direct

collaboration has been rare in the modern economic literature, but the extremely well-
received collaboration of the psychologist Daniel Kahneman (a member of our proposed

core group) and various economists is indicative, we believe, of the current receptivity

of economists to such research, which we expect to undergo vigorous growth in coming

years.

A second form of cooperation will involve economists and noneconomists generating

a common framework for addressing a particular problem (for instance crime, cultural

di�usion, environmental preferences, experimental evidence on cooperation, or the

role of communities in fostering cooperative behavior), but developing their results in

publishable forms perinent to their separate �elds of expertise.

Finally, we expect to pursue a limited amount of research in which economists use

the expertise of the noneconomists purely as consultants in formulating and testing
theories concerning norms and extended preferences.

The Preferences Project will have two phases: a �fteen month development phase

and a four year implementation phase. During the implementation phase, we expect

to support four types of activities: 1) communication among core group members 2) a

Summer Institute that attracts about twenty young researchers 3) individual and small

group research projects 4) an external grants program that supports young researchers.

In this development grant, which will run through Fall 1996, we are asking for funds to

begin work on activities 1, 2, and 3. The communication function will take place in a

series of group meetings. We will organize the �rst Summer Institute during Summer

1996. We plan to o�er support for pilot research projects that will be undertaken by

individuals and small working groups during Spring and Summer 1996. In Spring 1996
we will report on accomplishments to date and submit a proposal to the MacArthur

Foundation with a fully elaborated research agenda for the four-year implementation

16



phase of the project.

During this development phase of the project, we plan to meet four times: at

core group meetings in September, 1995, January, 1996, and April, 1996, and at the

Summer Institute in June or July, 1996. Each of the core meetings will last two or
three days. We plan to ask core members and prospective core members to present

material from their own and related research relevant to our future collaborative e�ort.

In this way, group members will become becoming 
uent in the relevant parts of each

other's disciplines.

Second, using this interdisciplinary base, we will ask core members, or small sub-

groups of core members, to present potential research topics for the implementation

phase of the project. In the process of discussing these topics and identifying areas of

overlapping interests, we will establish the broad outlines of a research agenda.

At the 1996 Summer Institute, core members of the Preferences Project and re-

lated researchers will be invited to present on-going research related to the Preferences

Project, and interested behavioral scientists, including doctoral students, post-doctoral

students, and young assistant professors, will be invited to attend lectures and partici-
pate in discussions. The Summer Institute will both reach out to behavioral scientists

interested but not knowledgeable in the �eld, and allow broader interaction among

project researchers than is possible in a two-or three-day core group meeting.

During the implementation phase of the Preferences Project, grants will be made

to research groups consisting both of core group members and non-members. We be-

lieve that the optimal time frame for most research groups will be one or two years,

and we will encourage the rotation of core group membership in the course of the

implementation phase of the project, as some research goals are completed and new

research objectives materialize. We expect to run from four to eight research groups

concurrently when operating at full force, some of which may consist of a single re-

searcher and others as many as four or �ve. The areas of research are likely to include
experimental studies of altruism and cooperation, historical studies using normative

models to explain the development of economic institutions, developing and testing

models of cultural development and di�usion as a function of the structure of eco-

nomic institutions, the interaction of community structure and individual choice, and

the application of extended preference models to public policy, among others.

Experience has shown that it is not wise to have the entire group participate in

resource allocation decisions. We thus plan to leave resource allocation decisions in the

hands of the co-chairs. To avoid real or perceived con
ict of interest, we propose that

the co-chairs not be eligible for any of the research funds that they allocate among group

members. Their research support is budgeted as a separate line item and is subject

to the oversight of the program o�cer from the Foundation. This support is intended
to encourage the co-chairs work on the topics outlined below. It will also provide

compensation for the time involved in the administration of the Preferences Project.
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During 1995-96, the research funds provided to Paul Romer will be used to support his

work on political participation and criminal activity, and Herbert Gintis will extend

his current research, involving the interaction of market, state, and community in

a�ecting economic welfare, to deal with the role of community in establishing and
enforcing norms of reciprocity, cooperation, and fairness.

Meetings of the entire group will be central to the activities during the �rst year.

We propose that each core member be given what we refer to as \base support" at the

level of $6000 in the �rst year for contributing to the initial planning and development

activities. In subsequent years, we may choose to use other arrangements to support

group interaction. These could include small group meetings, or participation in a

Summer Institute organized around the topic of a small research group. We expect

to maintain an internal Working Materials series to facilitate the communication of

research results among core members. This may develop into an externally circulated

series of working papers. Ultimately, the co-chairs of the Preferences Project will

prepare one or more manuscripts or edited volumes of research work generated by the

project. In the past, similar groups have found that having four to six members spend
a year together on sabbatical at an institution such as the Center for Advanced Studies

in the Behavioral Sciences is very useful in the �nal \writing up" stage of an extended

period of collaboration. We may therefore want to set aside some research funds to

support this activity in the �nal year.

8 Prospective Members of the Norms and Preferences Project

Our list of core members is not yet complete, and this description of the current state

of a�airs in constituting the group's membership is strictly provisional.

Among the economists we intend to ask to join the group are George Akerlof (Uni-

versity of California, Berkeley), Kaushik Basu (Cornell University), Samuel Bowles
(University of Massachusetts, Amherst), Ernst Fehr (University of Berlin), and Avner

Greif (Stanford University). Professor Akerlof's work, including Akerlof (1980,1982),

has been pathbreaking in drawing on psychological and sociological theory in develop-

ing economic models|including of cognitive dissonance, norms of reciprocity, reference

groups, and myopia. Professor Basu's work, including Basu(1986a,b), has dealt with

the inability of game theoretic notions of rationality to explain individual behavior

and strategic interaction, and develops concepts of normative constraint to deal with

anomalies in traditional theory. Samuel Bowles' work on the interaction of individual

behavior and economic institutions has been extensive and internationally recognized

(Bowles 1985,1994; Bowles and Gintis 1975,1986,1993a,b,1995). Ernst Fehr, including

Fehr (1991,1994), is an experimental economist who has done pathbreaking research
in investigated how varying social rules a�ects the norms and commitments exhibited

by interacting individuals, including the fact that wage and price setting is a�ected
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by norms of fairness and reciprocity, and individuals spontaneously cooperate under

conditions where the rational actor model predicts strictly non-cooperative behavior.

Avner Greif is an economic historian whose research (1993, forthcoming) on di�erences

in the normative structures of Maghribi and Genoese trading association identi�es
mechanisms by which community organization determines which among a plethora of

possible norms will obtain, and thus will be followed and defended by community mem-

bers. The e�ciency and adaptability of the resulting community, he shows, determines

whether these norms will reproduce and expand over time.

The core group also includes the following members from various �elds: (a) the

anthropologist Robert Boyd (University of California, Los Angeles) who, with his

coauthor P. J. Richerson, has pioneered in developing game-theoretic, biologically-

inspired models of cultural development and transmission that provide powerful tools

for analyzing the links between culture and institutions (1985,1988,1992,1994); (b)

the biologist Marcus Feldman (Stanford University), who with his coauthor Luigi L.

Cavalli-Sforza has been a pioneer in developing gene-culture di�usion models of cul-

tural evolution (Cavalli-Sforza and Feldman 1978,1981); (c) the psychologist Daniel
Kahneman (Princeton University), who with various coauthors has revolutionized the

study of how individuals actually evaluate and choose among alternative situations

(Kahneman and Tversky 1984; Kahneman, Knetch, and Thaler 1986,1991; (d) the

sociologist Jane J. Mansbridge (Northwestern University), whose work (1980,1990)

centers on alternatives to the notion that individuals are motivated by self-interest

alone; (e) the political scientist Robert D. Putnam (Harvard University), whose in-


uential work on the growth and decline of community organization (1994) has the

potential to contribute strongly to our research objectives, since norms and prefer-

ences appear to develop within and are stabilized by the communities within which

individuals operate.

9 Notes on Budget Items

The budget for this grant is listed in tabular form at the back of the proposal. These

notes describe the main budget items.

1. Research support.

The most important item in the budget are the funds that support the research

activities of group members. Support will be provided in three ways.

As described above, each member of the network (other than the co-chairs) will

receive base support of $6000 per year. We are planning for a group with 10

members in addition to the two co-chairs. In subsequent years, we may rely less
on this lump sum support of this type and reallocate these funds to support for

speci�c research projects.
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Second, we have budgeted $120,000 for speci�c research projects. These funds

will be spent to support investigator research time, research assistance, disser-

tation work, and special expenses such as equipment or the costs of running

experiments. The level requested here is a transitional amount intended to carry
us over until the full implementation grant is awarded. In future years, we expect

that the bulk of the project funds will be used for this purpose. The decision

procedure for allocating these funds will be for the entire group to set the intel-

lectual agenda. The co-chairs will then make decisions concerning the speci�c

allocations of funds. We expect that most of these funds will be subcontracted

to other universities. Some of this research will be carried out both by group

members and researchers from outside the group who have particular expertise

in the high priority areas.

The �nal category of research support is that provided to the two co-chairs.

These are the only funds that the co-chairs will receive. They will not receive
the base support of $6000, nor will they be eligible for research support from

the funds they allocate for speci�c projects. In this way, the co-chairs will be

free to make decisions concerning the appropriate level of base support in future

years and the allocation of the research support in a way that is free of both

the appearance and the reality of a con
ict of interest. This support for the

two co-chairs, which is set by the program o�cer at the Foundation, supports

their research on network topics and will help free additional time for them to

compensate for the time spent leading and coordinating network activities.

2. Meeting expenses

We are planning four meetings in 1995-6. The meetings that have been held to

date have cost about $15,000 per meeting, and we expect similar costs for future

meetings.

3. Summer Institute

The summer institute in 1996 will attract about twenty participants from out-
side the core group and should last about two weeks. We have budgeted $80,000

for this activity. The Russell Sage Behavioral Economics group has organized

a summer institute of about this size at about this cost. The Center for Ad-

vanced Studies in the Behavioral Sciences runs summer institutes that cost about

$130,000 to about $150,000, but their program runs longer (six weeks).

4. Administrative Assistant

Following the model that has been used in other networks, this person will keep
the purely administrative demands on the co-chairs to a minimum. He or she

will be responsible for budgets, including the supervision of research budgets for
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individuals working at other institutions. This person will also handle meeting

arrangements and reporting requirements. He or she will work at Stanford, where

Paul Romer has an a�liation. The estimated salary is $36,000. The sta� bene�ts

rate there is currently 28.2% and will decrease to 26.2% in the fall.

5. O�ce Expense

We have allowed for o�ce expenses that will be incurred by Paul Romer, Her-

bert Gintis, and the administrative assistant. In the beginning, we expect to

purchase items such as fax machines and answering machines at both Stanford

and the University of Massachusetts and a personal computer and printer for the

administrative assistant. In future years, the equipment expense should be lower.

Postage and photocopying will probably be higher as the number of number of

working papers and the number of recipients of the working papers, grows.

6. Direct Costs

Following the guidelines speci�ed by the foundation, the budget does not allow

for any unallocated overhead expense. The direct costs of the Hoover Institution

were estimated from their experience with similar projects. For some items

the costs can be calculated directly. The cost of the o�ce space that they will
provide for the administrative assistant is unambiguous because they have rented

additional space in the private market in recent years (The cost of o�ce space is

included in the Facilities and Supplies line item.) Their experience is that it costs

about $100 per month for the network services sta�|the people who keep the

local network working and maintain the links to the internet. For other items,

we used an estimate of the level of activity that this grant will generate and use

this to scale the expense accordingly. For human resources, this meant using the

ratio of the human resources budget to total salary expense at Hoover (1.6%)

and applying this ratio to the cost of the administrative assistant. For the parts

of the facilities and supplies budget line and central administrative cost, we used

comparable ratios and applied them to the projected expenditures at Hoover.
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