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Abstract
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erence for other-regarding behavior / equal sharing. And, apart from this pref-
erence being potentially idiosyncratic in strength, qualifications are at most
made informally on conferences when empirical deviations from predictions are
explained by contextual variables. Starting from this observation, we present
a simple framework which allows us to model “social preferences” in a game
theoretic which explicitly separates economic incentives from potential social
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influence of subject characteristics on the sensitivity to such variables.
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1 Introduction

One of the fundamental tenets of economics is that people respond to incentives.
Traditionally, the incentives are assumed to be material and related to the individual’s
own consumption. By now, however, the tendency of people to deviate from the
predictions of simple self-centered utility-maximization, where utility is understood
in terms of economic benefits, is well documented in the literature (e.g. Bowles and
Gintis, 2011; Bolton et al., 2008; Gintis et al., 2005; Hoffman et al., 1994; Rabin,
1993).

Importantly, these findings do not imply that monetary incentives do not matter.
Rather, they suggest that the most important incentives are often social rather than
monetary. This simple observation suggests that there are fruitful insights to be gained
by combining the economic and psychological approach to explaining human behavior:
Economists study monetary incentives, and the models work well in many market
related activities. Psychologists, by contrast, take a different point of departure and,
for example, often take the fundamental human desire to be liked by others (to seek
social approval) as their starting point and study how this desire influences behavior.

In the present paper, we present a simple model that explicitly differentiates be-
tween economic and socio-psychological / context-driven effects on behavior. The
advantage in doing this, is that it enables us to study separately the influence of
changes in the economic incentives (keeping the type of context fix) and the psycho-
logical impact of changes in the context (keeping the economic incentives fixed). In
doing so we can, for example, test for effects of different individual characteristics
as determinants of the strength of socio-psychological context effects. In the present
paper, we exemplify this point focusing on gender effects and the expressed desire to
be liked by others.

Moreover, while a lot has been written by economist on social preferences, surpris-
ingly little has been said possible drawbacks of these. For example, are people with
social preferences more prone to cooperating in social dilemmas or does that depend
on the context? And if so, how? Or, more generally put, do social preferences foster
economic growth or does that again depend on some additional contextual variables?
Table 1 illustrates how a crude classification of behavior as selfish or other-regarding
combined with some normative criterion to evaluate consequences, generates four pos-
sible cases, labeled A to D.

As a matter of fact, much research in economics has examined the circumstances

under which selfish behavior leads to desirable social outcomes, theoretically using



criteria such as Pareto efficiency or social welfare functions, and empirically by ex-
amining growth or levels of GDP per capita. That research concerns case A versus
case B in Table 1. However, the corresponding discussion for other-regarding behavior
(case C versus case D) is much less developed. Yet, labeling case B market failure,
it is reasonable to acknowledge the possibility that social preferences may also have

undesirable consequences and to study the effects of such social failure (case D).

Table 1: Behaviors and their efficiency consequences

Behavior
Consequences Selfish | Other-regarding
Desirable A C
Undesirable B D

In previous research, several modifications of the standard model have been sug-
gested to account for behavior that seems incompatible with self-centered utility max-
imization. For example, Andreoni (1990) suggests that people derive utility from acts
of generosity (warm glow), Hollander (1990) assumes that selfish motives are modified
by a social approval activated by contributions to a public good, Fehr and Schmidt
(1999) suggest that some people experience disutility from income differences (in-
equality aversion), Sethi and Somanathan (2006) assume that some people have an
unselfish taste for punishment, Falk and Fischbacher (2006) assume that agents recip-
rocate good intentions, Tabellini (2008) suggest that people derive a non-economic,
psychological benefit from cooperating in the prisoner’s dilemma, and Wichardt (2011)
assume that some people have a preference for identity-consistent behavior.

These and similar models shed light on human behavior in various situations, but
they are typically designed to fit the behavior in specific situations. Furthermore, the
wider economic consequences of other-regarding behavior either follow by assump-
tion or are left unanalyzed. In contrast, the approach taken here makes no a priori
assumptions on social preferences having desirable or undesirable consequences.

Taking up recent developments in psychology, however, we use the liberties grated
by our approach and try and analyze the impact of the fundamental and well-documen-
ted human desire to be liked by others (James, 1890; Cooley, 1902) on behavior. The
desire to be liked by others has recently re-appeared in sociometer theory (Leary et
al., 1995), and has substantial empirical support. Anthony et al. (2007) and Leary
(2003) show that people have the ability to sense signals from others regarding how
accepted and liked their behaviors are. Srivastava and Beer (2005) show that being



liked by others lead to more positive self-evaluations. Masclet et al. (2003) show that
the option to assign “disapproval points” increased contributions in a public good
game, despite the fact that the disapproval points had no material consequences. As
Bowles and Gintis (2011) summarize, human sensitivity to criticism from their peers
means that purely symbolic punishment is often sufficient to induce cooperation in
social dilemmas. The data presented in the empirical part of this paper partly support
this view.

The rest of the paper is structured as follows: In Section 2, we introduce a for-
mal framework and illustrate it by means of some simple examples. In Section 3,
we move on to present survey evidence from different scenarios where the economic
consequences of other-regarding behavior varies as well as the data from a classroom

experiment in order to further support our basic argument. Section 4 concludes.

2 The Model

In the sequel, we introduce a simple formal framework to model social concerns in
strategic interaction (Section 2.1) and provide some illustrating examples (Section
2.2).

2.1 Technical Set-Up

As a starting point, consider a standard normal form game given by a finite set of
Players N, for each player ¢, : € N, a finite set of strategies S; and a utility function
u; : X;enS; — R reflecting player i’s preferences over outcomes.

In addition to this, assume that prior to the play of the game Nature chooses the
state of the world 6, with 8 € {E,S*,...,S"}, where the probability of E is given by
po and the probability of S* is given by px, k =1,...,n, and >_,_,pr = 1. Moreover,
for each player 4, i € N, and each state of the world S¥, k = 1,...,n, let there be a
distinguished subset of pure strategies S’Zk c S, S’f # (), such that if § = S¥ utility for
player ¢ is given by

ui(si, S—i) lf S; g SZk

Ui(si,s—i) = ] A
Ul'(Si, S,i) —+ fZ(S’“) if S; € Slk

with &; € Ra_l

IFor the sake of argument, we restrict attention to positive benefits of appropriate behavior.
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Intuitively, one can think of § = S* as indicating a certain (type of) social con-
text,? whereas E indicates a purely economic one. S’f , then, is the socially desired
or accepted behavior, e.g. the behavior prescribed by some social norm, in the corre-
sponding context. Thus, if the context is social in nature, players obtain a, possibly
idiosyncratic, additional social payoff & from complying to what is socially desired; a
possible motivation put forward in the introduction is that players might want to be
liked by others.

Thus, ex ante, there are two types of uncertainty: (a) wether the context is social
or not; and, if it is, what the appropriate behavior in the context is, i.e. knowing that
 # E uncertainty remains as to which S* actually realized. While the differentiation
between both types of uncertainty may appear unnecessary at first glance, we believe
that it is important as standard economic theory is best tailored the case § = E, where
only “visible” / “countable” incentives matter. Yet, apparently it has difficulties once
socio-psychological aspects, which again are likely to vary with the (type of) context,

come into play.

2.2 Examples

In the sequel, we illustrate the general effects of our model by means of some simple
examples. The discussion concludes with some predictions for behavior which we then

put to the test in the empirical part of the paper.

Transforming a Social Dilemma
As a first illustrating example, consider the a standard Prisoner’s Dilemma game as

depicted in Figure 1.

C [ D
C| 990,10
D 10,0 | 4,4

Figure 1: A common Prisoner’s Dilemma game.

Arguably, effects such as guilt (e.g. Charness and Dufwenberg, 2006; Battigalli and Dufwenberg,
2007) or cognitive dissonance (e.g. Wichardt et al., 2009) may suggest adding negative effects of
disobedient behavior as well.

2When referring to a context, we of course mean classes of contexts such as “meeting colleagues”
or “family.” If the individuation of the context went any further, the framework would become
tautological.



In addition, assume that the context is social, e.g. because players are observed
by peers who think that C' is the nicer action, i.e. S; = Sy = {C} and py = 0.
Moreover, assume that & = & = . Then, if the social payoff ¢ is sufficiently large
such that & > 4, C' is the preferred action regardless of the other agent’s action and
(C, C) becomes the unique Nash equilibrium. By contrast, for £ € [1,4] both (C,C)
and (D, D) are Nash equilibria. And, for a sufficiently low social sensitivity, { < 1,
(D, D) remains the unique Nash equilibrium. Thus, a sufficiently strong preference for
following the socially desired can transform the Prisoner’s Dilemma into a situation
where cooperation is individually rational — a line of argument which is often implicitly

taken in models of social preferences but without referring to the context.

£=0 £=3 £=6

C [ D C D C D
C |99 ]0,10| C[12,12]3,10|[C | 15,15 6,10
D[10,0] 4,4 ||[D| 10,3 | 4,4 |[D]| 10,6 | 4,4

Figure 2: Transforming the Prisoner’s Dilemma when peers like cooperation; Nash
equilibria are marked in bold.

Finally, assume that & = 5 but that there is some uncertainty as to whether the
context is really social, in which case C'is a strictly dominant action, or not, in which
case D is strictly dominant. A straightforward calculation shows that already for
po < 0.8 both players playing C' becomes a Nash equilibrium and, in expectation, a

very efficient one too.

Solving Coordination Problems

As a second illustration, consider a case where the uncertainty is not about whether
the context is social or not — we assume this is certain, i.e. po = 0 — but about whether
the context is S! or S?, where the socially desired behavior differs between contexts.
More specifically, consider the simple coordination game depicted in Figure 3 and
assume that, depending on the social context, either A or B is the socially desired

action.

As should be clear from the preceding discussion, if society has agreed on a cer-
tain desired behavior for certain contexts, an individual desire to conform to such
agreements will solve the coordination problem, provided the type of context is suf-
ficiently clear. However, even if there is some uncertainty about the type of context,

e.g. because it is uncommon (as an economic Lab), coordination may still fail.
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—E §=2,S={4}|[{=2,5={B}
A | B A B A B
Al1,1]00]|[A[33] 20 |[[A[L1,1] 0,2
B|00|1,1|[B|0,2] I,L |[B|20] 3,3

Figure 3: Solving a coordination problem; & = 2; Nash equilibria are marked in bold.

Why Having Yet Another Approach?
Finally, we want to conclude the formal section with a brief discussion of what we
think are the benefits of the present framework. We see at least two.

First of all, the present approach clearly distinguishes between the game being
played — the players payoffs — and the context in which this game is being played —
with whom as players, possible observers etc. The advantage we see in this is that it
allows to account for and study the incentives schemes provided by a strategic situation
in itself (e.g. by observing behavior in that game across different social contexts) in
isolation from effects of the context (e.g. by studying behavior in different games in
equal types of context). To exemplify this point, according to the evidence, offers in
dictator games decrease with anonymity of the context (see, for example, Camerer
2003).

Related to this, the second advantage we see in the present approach is that it
allows to (empirically) study individual effects more systematically. In particular, it
now is — in principle — possible to try and establish different determinant of & both for
a given type of context and across contexts. Some aspects we focus on in the sequel
are, for example, gender and the desire to be liked by others.

Thus, while admittedly rather simplistic, we believe that the present approach of-
fers a way to study and structure the variety of effects found in the empirical literature

in a rather neat way.

3 Empirical Analysis

In this section, we present two types of empirical evidence regarding social approval
seeking and its consequences. First, results from an online survey (Section 3.1), and
secondly from a classroom experiment with a randomized control group (Section 3.2).
The aim is to show that social approval seeking is a factor that matters for economic
outcomes and also to tentatively explore how individual level characteristics relate to
the desire to be liked by others (and thus matter for & in the above model).



3.1 The Survey

In an anonymous internet based survey, respondents were asked about personal char-
acteristics and also about their desire to be liked by others. Then, respondents were
asked to rate behavior in different hypothetical contexts on a scale from 1 (not at
all commendable) to 7 (highly commendable). Correlations between responses and
personal characteristics, which were elicited first, are reported below. The exact de-
scriptions of the contexts is given in Appendix A. The questionnaire was conducted
online via Swedish website and was open the first three month 2013; 630 people took

part in the survey.

The Desire to be Liked by Others

The desire to be liked by others was measured using answers to the categorical re-
sponse question “How important is it for you to be liked by others?”” By a large
margin, the most common answer to this question was “Important”, but about 25
percent of the respondents picked the strongest available answer “Very important”.
We consider these to be socially sensitive or approval seeking. Analyzing the tendency
of respondents to be approval seeking reveals some interesting patterns. A linear re-
gression model shows that gender and parents’ education have a significant impact. In
particular, women and people with better educated parents are more likely to indicate

high importance to being liked by others; see Table 2 for details.

0
Measure Approval Seeking
Gender .065%*
(.0321)
Parents’ Education .018*
(.0092)
Constant .070**
(.0338)
Observations 587
R? 018

Table 2: Linear regression model explaining Approval Seeking (importance of being liked);
robust standard errors in parentheses. *** p < .01, ** p < .05, * p < .10

We next report results from two scenarios designed to examine the economic con-

sequences of social approval seeking.



VARIABLES equality equality

Age 0.00507** 0.00515***
(0.00153)  (0.00163)
Education 0.0413*  0.0397*

(0.0204)  (0.0212)
Being liked very

important -0.136* -0.157**
(0.0723) (0.0756)
Religion important -0.0127
(0.0801)
Rightwing -0.00142
(0.0182)
Female 0.0318
(0.0521)
Constant 0.288** 0.301**
(0.111) (0.152)
Observations 375 347
R-squared 0.052 0.058

Table 3: Linear regression model, explaining preference for equal division (B) over
generosity (A); robust standard errors in parentheses. *** for p < .01, ** for p < .05
and * for p < .10.

Scenario 1: Generosity vs Sharing Equally vs. Social Insurance
The first scenario presented describes a situation where two homeless beggars are each

given a lottery ticket by an unrelated person. The behaviors to be rated were:

e Assuming that only one wins (20.000%), giving away everything to the other
beggar.

e Assuming that only one wins (20.000%), sharing equally.
e To propose directly to share any winnings equally.

Thus, the question was how to deal with a windfall gain that presumably means
equally much to both people involved.

As it turns out, 62 percent tend to find B (giving away half) to be the more
commendable than A (giving away everything). Only 5 percent preferred A to B, and
15 percent found C (the ex-ante agreement) to the the most commendable behavior.
Running a linear probability model to explain the preference for B over A, ie. favoring
equal division rather than pure altruism, gives the following results:

Both older and more highly educated respondents are more likely to find sharing
equally more commendable than giving away everything. More interestingly, people
who are socially sensitive are roughly 15 percent less likely to do so - and the effect is

actually slightly stronger when controlling for sex, political ideology and religiosity.



VARIABLES agreement agreement

Age 0.000975 0.00154
(0.00119)  (0.00135)
Education -0.00859  -0.0124

(0.0176)  (0.0182)
Being liked very

important -0.0834*  -0.0719
(0.0438)  (0.0468)

Religion important -0.0339
(0.0612)

Rightwing 0.0109
(0.0151)
Female -0.0958**
(0.0389)

Constant 0.173** 0.215*

(0.0839)  (0.118)

Observations 375 347
R-squared 0.010 0.032

Table 4: Linear regression model explaining the preference for the sharing agreement;
robust standard errors in parentheses. *** for p < .01, ** for p < .05 and * for
p < .10.

Explaining the preference for C over A and B reveals only one significant variable:

Women are significantly less likely to commend the proposition of a sharing agreement.

Scenario 2: Donating vs Investing
The second scenario describes a situation where a person unexpectedly inherits a large

amount of money. The behavior to be rated were:

e Giving half the sum to a fruit farmer in Zambia enabling him /her to hire 10

workers.

e Investing half the sum in a fruit farm in Zambia which, thanks to that, can hire

10 workers, and making a good return on the investment and retire.

As it turns out, 41 percent of respondents found the donation more commendable and
16 percent preferred the investment. As shown below, there are two significant pre-
dictors of finding the investment more commendable: identifying oneself as politically

right-wing, and being socially sensitive.

In all, the survey evidence suggests that some people attach a higher importance
to being liked by others, and also that socially sensitive seem to differ somewhat in

their views on what is the commendable behavior in reasonably complex economic
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VARIABLES Investment Investment

Education -0.00850  -0.00383
(0.0157)  (0.0156)

Age 0.00248*  0.00206
(0.00138) (0.00137)

Female -0.0149 -0.0101
(0.0385)  (0.0380)
Rightwing 0.0854***  0.0845***
(0.0156)  (0.0153)

Religious -0.0558 -0.0415
(0.0575)  (0.0560)

Being liked very imp. -0.165***
(0.0351)

Constant -0.0688 -0.0612

(0.107) (0.106)

Observations 327 327
R-sauared 0.109 0.134

Table 5: Linear regression model explaining the preference for investment over dona-
tion; robust standard errors in parentheses. *** for p < .01, ** for p < .05 and * for
p < .10.

situations. Because survey evidence inform us about stated preferences rather than

actual behavior, we have also conducted a class room experiment, described in the

next section.
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3.2 The Classroom Experiment

In addition to the online survey, we also conducted a classroom experiment — pen and

paper — confronting subjects with actual decision situations.

3.2.1 Design and Procedures

Design

The experiment consisted of a brief introductory questionnaire asking subjects about
some personal characteristics. After that subjects had to (simultaneously) decide on
their behavior in the four 2-by-2 games shown in Figures 4 and 5: the Prisoner’s
Dilemma and an asymmetric coordination game as well as versions of both games

with identical payoffs but reversed labels.

A B A B
100,100 | 0,140 40,40 140,0
140,0 40,40 0,140 | 100,100
Figure 4: The Prisoner’s Dilemmas.
A B A B
200, 200 0,0 100, 100 0,0
0,0 100, 100 0,0 200, 200

Figure 5: The coordination games.

Before the questionnaire was handed out, all subjects were told that, once the
questionnaire was finished, they would have to indicate how they would behave in
four 2-by-2 games in all of which they could choose between A and B. In the treat-
ment group, a weak social norm was created by having the participants vote on a a
collective non-binding recommendation for choosing A or B, described as “potentially

simplifying later decision making” but not enforced or verified in any way.

Procedures
The (classroom) experiment was conducted at the end of a lecture of a first year
micro course at Lund University on September 24 2013. After half of the lecture,

students were invited to take part in an decision experiment in which they could earn
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money. In all, 206 students participated in the experiment. Once those students who
preferred to leave had done so (very few chose to leave), the participants were divided
into two groups: a control group (41 subjects) and a treatment group (165 subjects)
and were taken to different rooms. They were told that 20 out of all subjects would be
randomly chosen to be matched with someone from their group and would be payed
1:1 for all games according to their behavior.

Subjects in both groups were first asked to fill in a brief questionnaire; in the
treatment group, part of the questionnaire was to vote for either A or B as a gen-
eral but non-binding recommendation for behavior. Once the everything was filled
in (including votes), questionnaires were collected and subjects and were presented
with the four games described above. Subjects in the treatment group were publicly
informed about the result of the vote before that. Once everyone had made their four
decisions, answer sheets were collected and the subjects to be payed were chosen by a
public random draw and privately payed after the experiment. The experiment lasted
45 minutes, and the average earnings of a subject selected to be payed were 60 US
dollar (450 SEK).

3.2.2 Results

We focus on the interesting cases when the action recommended by the norm created
by the referendum conflict with efficiency in the cooperation and the coordination
game. The table below shows the tendency to choose defect in the PD-game when the
referendum recommended defection. The first column shows that the norm increased
defections by almost 9 percent. Among the socially sensitive, defections were 27
percent higher in the treatment group. These effects are not significant at traditional
levels, but when controlling for gender (column 3) or running only on females (column
4) the effect of the norm is significant. The tendency is the same in the coordination
game, but because 90 percent followed efficiency, there are no significant effects in our
sample.

It bears emphasizing that the norm created by the voting procedure makes no
sense: When they vote either A’ or 'B’, participants do not know anything about
the decisions they are facing. Still the reform increases defection substantially among
female participants and among socially sensitive. Because female participants are
more likely to be socially sensitive, we cannot separate the effect of be socially sensitive
from the effect of being female in the class room experiments. It should be noted
however, that both gender and social sensitivity matters in the survey evidence as

well.
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VARIABLES 1 2 3 4

Treatment 0.0868 0.268 0.292* 0267
(0.0835) (0.162)  (0.166)  (0.135)
Female -0.160
(0.145)
Constant 0671 0485 (627 04007

(0.0742) (0.142)  (0.157)  (0.124)

Observations All Sensitive Sensitive Female
R-squared 0.005 0.057 0.080 0.041
Standard errors in parentheses

#* p=0.01, ** p=0.05, * p=0.1

Figure 6: Propensity to defect in Prisoner’s Dilemma when “the norm” suggests to
defect. Robust standard errors in parentheses. *** for p < .01, ** for p < .05 and *
for p < .10.

4 Concluding Remarks

[to be added|

Appendix A

Below, we state the descriptions of the two situations used in the survey to elicit

subjects’ judgements regarding commendable behavior.

winnings to Bengt.
VS.
1B. [...] Anders gives 10 000 to Bengt.

VS.

regardless of who wins.

1A. Anders and Bengt are two homeless beggars. A by-passer gives them one lottery

ticket each. Anders wins 20 000 dollar, Bengt wins nothing. Anders gives his entire

1C. [...] one lottery ticket each. Anders suggests that they split any winnings equally,

to a fruit farmer in Zambia. As a result, the fruit farmer can hire 10 workers.

VS.

3A. Anna unexpectedly inherits a large sum of money. She gives half the sum away

3B. [...] She invests half the sum in a fruit farm in Zambia. As a result, the fruit

farmer can hire 10 workers, Anna makes a good return on her investment and retires.

14
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