INTRODUCTION TO THE SERIES

The aim of the Handbooks in Economics series is to produce Handbooks for various
branches of economics, each of which is a definitive source, reference, and teaching
supplement for use by professional researchers and advanced graduate students. Each
Handbook provides self-contained surveys of the current state of a branch of economics
in the form of chapters prepared by leading specialists on various aspects of this branch
of economics. These surveys summarize not only received results but also newer devel-
opments, from recent journal articles and discussion papers. Some original material is
also included, but the main goal is to provide comprehensive and accessible surveys.
The Handbooks are intended to provide not only useful reference volumes for profes-
sional collections but also possible supplementary readings for advanced courses for
graduate students in economics.
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PREFACE TO THE HANDBOOK

Field and methods

The field of the Handbook is the analysis of non-market voluntary transfers of scarce
resources, of the reasons for their existence including notably the motives of the agents
involved, and of their relations and interactions with market allocation and public fi-
nance. It includes the measurement of the magnitude and share of non-market voluntary
transfers and their evolution over time; and the assessment of the importance of moral
conducts in market exchange for the good functioning of markets. It also includes the
developing, and systematic use for the purposes of economic analysis, of descriptions
and abstract representations of the “social man” significantly more realistic, accurate
and complete than the conventional representation of the “economic man” often as-
sumed in the economics of the nineteenth and twentieth centuries. From this latter
aspect, the Handbook extends and renews a continuous tradition of economic science,
notably represented in the works of most of the founders, from the late eighteenth cen-
tury (Adam Smith) to the early twentieth (notably Pareto). Applications include family
transfers, gift-giving and volunteering in charities and other non-profit organizations,
cooperation and reciprocity in labor relations, social transfers, public redistribution
and international aid. Methods cover a wide spectrum, in relation to the variety of
considered phenomena, notably: psychological and normative analysis, including the
relevant branches of moral and political philosophy; models of economic equilibrium
and growth; game theory, including its evolutionary variants; laboratory experiments in
psychology and game interactions; and econometric and statistical assessment of trans-
fers and transfer motives.

Purpose

The Handbook of the Economics of Giving, Altruism and Reciprocity aims to provide a
definitive source, reference guide, and teaching supplement for its field. It surveys, as of
the early 2000’s, the state of the art of the economic theory and of the econometric and
statistical study of its object, and it also provides extensive reviews of the contemporary
contributions of the other disciplines concerned by the domain, such as anthropology,
psychology, philosophy, political science, sociology, biology and socio-biology. In ad-
dition to its use as a reference guide, the Editors hope that this Handbook will assist
researchers and students working in a particular branch of this vast field to become
acquainted with other branches. Each of the chapters can be read independently.
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Organization

The Handbook includes 26 chapters on various topics in the field. Chapter 1 intro-
duces the subject and proposes a first overview of the field. The following chapters are
arranged into four parts. Part I treats Foundations, including reviews of economic theo-
ries and empirical findings relative to gift-giving, reciprocity and their motives, and also
surveys of similar contributions from within anthropology, philosophy, psychology and
evolutionary theory. The next three parts concentrate on applications to the three sectors
of society where non-market voluntary transfers are particularly significant: the family,
with Part II relative to Family Transfers, including microeconomic and macroeconomic
theories of family transfers and of their taxation, and corresponding econometric analy-
ses; the third sector, with Part IIl on Third Sector and Labour, including theoretical
and empirical analyses of philanthropy, non-profit organizations, cooperatives and co-
operation in labor relations, and organ donations; and the State, with Part IV covering
The Political Economy of Voluntary Transfers, including reviews of the theoretical and
empirical analyses of the welfare state and of international aid.

Level

All the topics presented are treated at an advanced level, suitable for use by economists
and social scientists working in the field, or by graduate students in both economics and
the social sciences.

Acknowledgements

First of all, we would like to make a special mention of gratitude to Louis-André Gérard-
Varet, who participated as editor to the initial conception of the Handbook, and who
unfortunately died shortly after the launching of the project. These two volumes would
not have existed without him. They are dedicated to his memory. Our other principal ac-
knowledgements are to Kenneth Arrow and Michael Intriligator for their friendly advice
as general editors of the series, and to the authors of chapters in the present Handbook,
who not only prepared their own chapters but also provided advice on the organization
and content of the volumes and reviewed other chapters. We are also most grateful to
Valerie Teng, senior publishing editor in charge, and her team, for their very helpful as-
sistance and their patience. The authors’ conference that we organized at Marseilles in
January 2002 was an important step in the preparation of the volumes. We are indebted
to the Institut d’Economie Publique, the Université de la Méditerranée, and the Ecole
des Hautes Etudes en Sciences Sociales for providing us with the necessary financial
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Abstract

Altruism, giving and pro-social conduct, and reciprocity, are the basis of the existence
and performance of societies, through their various occurrences: in families; among the
diverse motives of the political and public sector; as the general respect and moral con-
duct which permit life in society and exchanges; for remedying “failures” of markets
and organizations (which they sometimes also create); and in charity and specific or-
ganizations. Altruism has various origins: it can be hedonistic or natural altruism in
empathy, affection, sympathy, emotional contagion, pity, and compassion; or norma-
tive altruism of the moral, non-moral social, and rational types. Giving can be altruistic,
aimed at producing some social effect in the fields of social sentiments, situations or
relations, an intrinsic norm, or self-interested. Reciprocity, in which a gift elicits an-
other gift, is a pervasive social relation due to either a desire of balance (and possibly
fairness), or to liking a benevolent giver (moreover, self-interested sequential exchanges
look like it). Joint giving for alleviating poverty and need makes giving a contribution to
a pure public good for which efficient public transfers crowd out private gifts. Yet, pri-
vate giving can be an intrinsic norm or a demand of reason, or it can be motivated by the
non-moral concern about judgments of others or of oneself. Families — the institutions
for love and giving — are networks of reciprocities. Intertemporal giving includes gifts to
future generation through bequests, and to earlier generations through the relevant pub-
lic indebtedness (“retro-gifts”). Normative opinions about societies, and in particular
about justice, imply and require altruism and constitute a form of it. Moreover, altruism
is the mark of good social relations and good persons. Altruism and giving have always
been analysed by economics, notably by all great economists, with an upsurge of studies
in the last third of the 20th century.

Keywords

altruism, giving, reciprocity, transfers, family, charity

JEL classification: A13, B10, C71, D30, D31, D61, D62, D63, D64, E62, H21, H23,
H41, H53, H62, 131, J41, P35, Z13
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First think, then compute
(A teacher of mathematics)

Foreword

Love, justice, and compassion move people, allocate goods, and structure societies.
Families — the institutions for love — form and endow children, thus creating most of
accumulation and growth. Exchange and markets rest on the respect of rights and rules,
much of which is spontaneous. Compassion alleviates miseries collectively through the
support of public aid, and individually through private and organized charity. Voting
and political action are importantly motivated by views of the common good, the public
interest, and fairness, and they determine the high level of taxes paid. All organizations
require some mutual aid and trust among their members. Various associations are cre-
ated with the main or sole purpose of acting together or enjoying each other. Life in
society and its quality require the respect of others and their rights, basic fairness, and
readiness to help. The quest for self-interest is often in fact that of means to give to
one’s family, secure the respect of others, and sometimes help others or support causes.
Without the required concerns for others, self-interested interactions would produce
miseries, fail to work through exchange, and degenerate into wars of all against all. If
“you cannot make good literature with good sentiments”, as André Gide wrote, you can
hardly make good economics with only poor ones. “Man is neither angel nor beast”.
Altruism, giving or respecting, and reciprocities — i.e., answering a gift with another
gift — are “human rocks on which societies are built” (Marcel Mauss).! This includes
their economy.

This topic would have to become the new frontier of economics, were it not, in fact,
its oldest concern and tradition. Economics has always studied altruism and giving,
with landmarks in works of Adam Smith, John Stuart Mill, Ysidro Edgeworth, Vil-
fredo Pareto, Léon Walras, or Philip Wicksteed, for instance. These studies incurred an
upsurge in the last third of the 20th century, notably with analyses of “interdependent
utilities” motivated by affection, compassion, or a sense of justice, and of reciprocities.
Altruism also relates to the field of normative economics and “social choice” since car-
ing about the quality or fairness of society implies caring about other persons. These
studies seem to have proved that the general concepts and methods of economic analy-
sis can be very helpful for the study of altruism, giving, and reciprocity, provided that
the relevant motives, sentiments, and types of relations are adequately considered.

The present introductory chapter aims at providing the necessary basis for the eco-
nomic analysis of altruism, giving, and reciprocity. Its core is the second of its three
parts, which presents the various types of altruism and of giving, whose specification is

1 Essay on the Gift (1924).
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necessary for understanding the phenomena under consideration. The third part focuses
on the normative implications of altruism, giving, and reciprocity, and on historical
landmarks of their analysis. The first part presents main issues about the economics of
altruism, giving, and reciprocity.

This first part presents, in particular, the social importance and the scope of the var-
ious kinds of relations of giving and altruism (Section 9); the various structures of
altruistic concerns for others and of their interdependences (Section 3); the motives
and structures of non-altruistic giving (Sections 5 and 6); an outline of the question of
reciprocities (Section 8); the issue of the efficient crowding out of altruistic joint giving
by transfers of public aid (Section 7); the reactions of giving to transfers, and in partic-
ular the questions of intergenerational transfers through bequests and the public debt,
and of giving induced by redistribution (Section 10); the relation between selfish and
altruistic motives and conducts (Section 11); and the origin of altruism (Section 12).

Altruism and giving have many different types which, however, divide into main cat-
egories. Altruism is hedonistic (or natural), or normative. Hedonistic or natural altruism
includes affective altruism (affection and the milder sympathy), pure hedonistic altruism
which is either empathy or emotional contagion, and moral hedonistic altruism which
includes compassion and pity. Normative altruism refers to “intuitive” moral values and
norms, to non-moral social values and norms, and to rational moral principles (e.g.,
impartiality and justice, universalization such as Kant’s, or putative reciprocity).

All types of altruism can motivate giving and helping. Yet, giving and helping can
also result from other motives, which are to follow intrinsic norms or to induce various
social effects, or are more purely self-interested. The social effects of giving can consist
of judgments or sentiments (praise, esteem, status of virtuousness, gratitude, affection),
social situations (giving can result from or create both a higher or lower status), and
social relations (peace, goodwill, agreement, friendship, liking, and enjoying the social
intercourse). Giving can also favour the self interest of the giver through various effects
which can be return-gifts, rewards of various origins, consequences of status, or indirect
effects through markets or political or other social processes.

The most important effect of altruism is probably the respect of other persons and
their rights and properties, which could not sufficiently and well be secured only by self-
defence and the police. This permits peace, social freedom defined by this respect — it is
the basic social ethic of our societies —, and the general amenity of society. This respect
is in particular a condition of a working market system. Moreover, further norms of con-
duct and reciprocities provide the spontaneous correction of various market failures and
of similar potential deficiencies of organizations (yet, giving, benevolent collusions, and
reciprocities also sometimes constitute market failures). Families constitute of course
a prominent field of display of the sentiments and conducts under consideration. The
economic effects of bequests and family-induced education are particularly important.
Finally, altruistic care for alleviating misery leads to charity, which is important in some
societies, and also to political support of the large fiscal transfers where this motive as-
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sociates with a sense of justice (and the large number of uncoordinated givers makes
public transfers a priori the efficient means).

Part I: General overview
1. The economics of moral sentiments

One of the best known and most often quoted of all texts is the first lines of the first
book about society of the founding father of economics, Adam Smith:

Chap. 1
Of Sympathy

How selfish soever man may be supposed, there are evidently some principles in
his nature, which interest him in the fortune of others, and render their happiness
necessary to him, though he derives nothing from it except the pleasure of seeing
it. Of this kind is pity or compassion, the emotion which we feel for the misery of
others, when we either see it, or are made to conceive it in a very lively manner.
That we often derive sorrow from the sorrow of others, is a matter of fact too
obvious to require any instances to prove it; for this sentiment, like all the other
original passions of human nature, is by no means confined to the virtuous and
humane, though they perhaps may feel it with the most exquisite sensibility. The
greatest ruffian, the most hardened violator of the laws of society, is not altogether
without it.

(The Theory of Moral Sentiments, 1759, Part 1, Section 1, Chapter 1.)

Smith would probably want his remark to apply even to economists. However, later
economists would prefer to express it in a “spirit of geometry” rather than in Smith’s
“spirit of finesse” or subtlety (as Blaise Pascal puts it). They would represent the higher
or lower level of happiness of individual i by the value of an ordinal utility function u;,
and write the influence emphasized by Smith as

up =u;(U_;x;), (D

2 Many questions considered in this introductory chapter have been discussed with Jean Mercier Ythier,
sometimes for a long time. Jean also read in detail and commented the text, in proposing many improvements
always relevant and often adopted. Remaining imperfections of all kinds can only show my own limitations.
I also want to express my gratitude to all contributors of these volumes, for giving me the exceptional oppor-
tunity to read and comment their chapters, and for discussions during the two meetings which prepared this
work and a previous research volume on the same topic (The Economics of Reciprocity, Giving and Altruism,
2000, London, Macmillan, for the International Economic Association).
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where u_; = {u;};+; is the set of the levels u; for all individuals j # i, and x; denotes
other factors of individual i’s happiness, including her own consumption.®> The univer-
sal sentiment described by Smith makes each u; be an increasing function of each u;
for all j # i, particularly for low levels of u; representing individual j’s misery. Smith
even says that sufficiently high levels of u; for j # i are “necessary” to individual i,
which can probably be translated as necessary for u; to have a sufficient level. The
specific sentiment Smith has in mind does not even allow that some #; does not de-
pend on some u;, but the influence may have various magnitudes. Malevolence, malice,
schadenfreude, envy, and even plain indifference to others’ pain or joy, are other topics
and are probably suitably considered as pathologies of human sentiments.* However,
we should never forget that, as history teaches us, it is also a fact that practically any
human being can very easily kill others if he has been sufficiently persuaded that they
are different from him and noxious to his society. Man is capable, towards his fellow
men, of the deepest love and the most admirable sacrifice, as well as entrenched hatred
and the most atrocious cruelty, and anything in between. This volume, fortunately, re-
stricts its concern to altruism and giving — including reciprocity that the social science
classically defines as a set of related gifts.

The main importance of altruism, giving, and reciprocity, is that they constitute es-
sential facts of societies, which keep them together, are basic aspects of them, provide
some of their main properties, and influence all other aspects. They appear in general
sociality and the general respect of people and their rights, in families, in all groups or
communities, in works of charity, and in and through political life and public policy.
They are importantly and sometimes crucially enlightened by their economic analysis,
and they are essential in the working and performance of the economic system. They
both permit exchanges and remedy their various failures. Even in keeping to the most
superficial aspect — numbers —, private charity transfers some 5% of GNP in the US.
However, this joint giving to the poor and needy people is a public good and we will
see that efficiency, democracy, consistency, and morals demand that it be realized by
public transfers: this is indeed the case for several times this amount in most countries.
Moreover, gifts to children in education and bequest account for about 80% of savings,
and hence of investment, capital accumulation, technical progress, and growth.

2. Motives for altruism and altruistic giving

Altruism is the preference for the good of some other people in itself, and it also de-
notes acting in favour of this good for this motive. It has more causes or reasons than
noted in Smith’s introduction. Smith notes compassion and pity. He later mentions a

3 See Kolm 1966a.
4 The economics of envy and other comparative social sentiments is presented in Kolm 1995.
5 See Kotlikoff and Summers (1981), and Gale and Scholtz (1994).
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sentiment which is a kind of what we now call — after Max Scheler — empathy from
imagining oneself in the place of the other person. He also suggests a contagion of emo-
tions (Spinoza’s imitatio affectuum). The term sympathy he uses rather means nowadays
a weak kind of affection or liking (although it is etymologically quite close to compas-
sion). The induced emotions are generally of a different nature and lower intensity than
those of the observed ones, yet in being similarly agreeable or disagreeable and similarly
more or less intense. These effects constitute hedonistic (or natural) altruism. However,
if these sentiments make you desire the good of other people because this augments
your pleasure or diminishes your displeasure, as Smith has it, this is not a moral reason;
in particular this is not a moral motive for helping other people. Yet, there also exist
morals that makes you desire the good of other people, as some non-moral social norms
can also do (the difference between both is in particular revealed by the sentiment in-
duced by failure to abide by the rule: guilt in one case and shame in the other); these
two types of motives constitute normative altruism. All these sentiments induce you to
help the other person or to give something to her when the cost is compensated by the
relief, pleasure, or sense of moral or social properness that these sentiments induce in
you as a consequence of the resulting relief or pleasure of the beneficiary, or of other
improvements in her situation.

However, although empathy, compassion, pity, sympathy, or affection, as causes of
altruism and giving, are not moral causes, they nevertheless are commonly considered
as moral in themselves. Indeed, morals demand not only that you help others but also,
if possible, that you feel the corresponding altruistic sentiment. They demand that you
feel compassion or pity and value that you show sincere sympathy. They occasionally
demand that you practice empathy. They demand that you both help and like other peo-
ple in a way and intensity that depends on the proximity and type of your relation, in
particular in the family and in communities of various types. In a more demanding ver-
sion, however, morals demand, on the contrary, that you both treat and like other people
equally, meaning that you should behave justly towards them. They also sometimes de-
mand that you help and like some others, or all others, “as yourself” (which is again
justice), or even more than yourself — as Auguste Comte understood the terms “altru-
ism” and “altruist” when he introduced them. And many groups socially value that you
indulge in emotional contagion.

Morals include justice and fairness — although non-moral social rules also include
various norms of fairness. Giving and exchange are the two kinds of free transfers, but
giving also affects the distribution of wealth, income, or consumption in society. Giving
thus elicits judgments of distributive justice, and also the most acute conflicts among
them. Giving to your children, notably through bequests and education, results from
your affection and your right to freely use your resources, and your parental love, your
right, and your support are all praised or approved of by basic social and moral values.
Yet, from the point of view of the beneficiaries, these grants are not allocated according
to need, merit, or equality. Your children “only took the pain to be born”, as Beaumar-
chais puts it. This is the main source of inequality, and the paragon of inequality of
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opportunity. By contrast, giving to the needy people or to the poor satisfies basic needs
and tends to reduce inequality thanks to a free choice of the giver.

Any sense of justice or fairness implies caring about the good of other persons, that
is, altruism. And any consistent altruism towards several persons in a world of scarcities
faces the question of distributive justice. Conversely, a sense of justice necessarily im-
plies altruism, even if you use it to defend your interest. Indeed, since justice is impartial
by nature and definition, if you claim it for yourself it has to be for some “objective”
reason which also applies or could apply to other people (note that if you make up this
argument for the sole purpose of defending your interest, that is, you are a pharisian,
this implies that you believe that it may have an influence, and hence that some other
people have the corresponding altruism). This structure is basic for Adam Smith, who
emphasizes that impartiality implies altruism — and empathy favours impartiality. He
describes our capacity to be impartial by the successful image or concept of the “im-
partial spectator” that each of us harbours “in her breast”. John Stuart Mill even sees
all altruism as the result of impartiality (which, however, he sees as the restricted and
problematic form of a utilitarian valuation of the sum of utilities). Yet, you apply your
opinions about justice or fairness sometimes in individual giving, but often in attempts
to persuade by discussion and to influence public constraints through political partici-
pation. Indeed, justice or fairness often implies a constraint on some people and, in a
state of law, the public sector has the monopoly of the legitimate constraint on adults
(apart from self-defence).

3. Structures of altruism

The set of relations (1) for all individuals i has very important consequences and a
few possible variants, which will shortly be considered. Individual i wants to give to
individual j in transferring goods from x; to x; if this sufficiently increases u; (plus
other indirect effects) for overcompensating, in u;, the decrease of i’s goods in x;. The
“interdependence of utilities” shows that each individual’s “happiness” (or utility level)
or consumption is, in economic parlance, an “externality” for each other, and a collective
concern or “public good” for all others. A priori, this suggests that it should be a concern
of the social, collective, political and public level and sphere of action. There is also
mutual concern between individuals (but this is not the standard concept or reciprocity —
shortly considered — which relates either the gifts both ways or the functions u; (4;) and
u;j(u;), rather than the levels of utility, income or consumption). The set of equations (1)
can be solved for the u; in giving u; = v; (x) where x = {x;} is the set of the x; for all j.6
Low levels of altruism (u; depends little on u;) induce a unique solution. However,
high mutual concerns (dependence between the ;) can lead to multiple solutions such

6 This solution of the set of interdependent utilities is discussed in detail in Kolm 1966a (see also Kolm
1984a).
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that some are worse for everyone than others, including among stable states when a
dynamics of adjustment is considered — this relates classical situations in groups such
as couples or families which are stuck with mutually induced misery or are engaged in
dynamics of worsening interactions (for instance with u; (1;) and u; (u;) for a couple).7

Other reasons for the concern for others sometimes lead to different structures. Moral
“paternalistic” conceptions see the good of an individual in something other than her
happiness, and conceptions of justice also often consider as relevant other items con-
cerning an individual than her happiness. These reasons make u; depend directly on
individual j’s consumption or situation, say x;, and one can have u; = u;(u_;, x)
where x = {x;} is the set of x; for all j. This can even become u; (x) if individual i is no
longer directly concerned with others’ “utilities” or happiness u_;. Yet, a sentiment of
comparative justice about the distribution of happiness — or of the social value of some
eudemonistic aggregate — can make individual i be concerned with the set u of all u;,
including u;, thus leading to the forms u; = u; (u, x;) or u; = u; (u, x).

Finally, what may be relevant, concerning x;, is some concept of individual welfare
of individual i, represented by an index w; = w;(x;) — Pareto’s “ophelimity” —, or the
income y; of individual i/ with which she freely buys the goods she uses.

Possibly resulting forms are u; = u; (u—;, w;) solved as u; = v; (w) where w = {w;}
denotes the set of the w; for all j, or directly u; (w). These are particular forms.8 Yet,
the latter is proposed by Vilfredo Pareto in his article of 1913 “Il Massimo di utilita per
una collettivita in sociologia” (also reprinted as a long footnote in his Treatise of Soci-
ology and in Mind and Society), and Ysidro Edgeworth had considered in Mathematical
Psychic (1881) the particular case of two individuals and linear utilities, u; = w4+ Aw;
and u» = ws 4+ pwi.” Both authors note that, with increasing such functions u;, Pareto
efficiency relative to the utilities u; implies Pareto-efficiency relative to the ophelimities
w;, but there are ophelimity-Pareto-efficient states that are not utility-Pareto-efficient.
This is described by Edgeworth as a “shrinking of the contract curve” in the space of
the goods in the x;. Now, competitive markets secure Pareto efficiency with ophelimi-
ties only, whereas the ethically meaningful property is Pareto efficiency with utilities.
Hence, competitive markets secure this latter property solely with some restriction on
the distribution of resources, and they may have to be accompanied by the appropriate
redistribution.'” The redistributions that can have this effect can be favoured at una-
nimity, thanks to altruism. Compassion, pity, or a sense of justice usually make them
redistribute towards the poorer and diminish inequality. People could a priori decide

7 These multiplicities, dynamics, and stability, are analysed in Kolm 1984a.

8 The function u i(u_j, x;) can be replaced by u; (u_;, w;) when the ordering of instances of x; by function
u; does not depend on the levels u; for j # i. The functions u;(x) can be replaced by u;(w) when the
ordering of instances of x; for each j by function u; depends neither on the x; for k # j noron .

9 Pareto writes the relation in differential form du i = >_a;jj dw;. However he notes that the coefficients a;;
are not constant and depend on the situation. Moreover, he doubtlessly considered these differential forms as
integrable (you cannot “climb up the — smooth — hill of pleasure” along non-integrable paths).

10 See also Kolm (1963), Winter (1969), Collard (1975), Archibald and Donaldson (1976).
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this by direct agreement between themselves, but, generally, their number precludes
this solution and, therefore, the redistribution has to be made by the public sector (see
Sections 4 and 7).

Pareto’s altruism with u; = u;(w), or more general altruistic forms u; = u; (w_;, x;)
where w_; = {wj}j» is the set of the w; for j #i, differ from the forms
ui =u;j(u_;,x;) or u; =u;(u_;, w;) by the assumption that individual i derives no
pleasure from the pleasure that other people derive from the pleasure of other people,
or that she finds this pleasure of hers or of other people to be irrelevant for her choice
maximizing u;. This is at odds with the view of the apostle of the morality of pleasure,
Jeremy Bentham, who asserts that the pleasure that other individuals derive from the
pleasure of others exists and should be counted. That is, however, for the social ethical
purpose of maximizing the utilitarian sum which Bentham thus takes as > u; (whereas
most modern utilitarians would prefer the other alternative in using > w;). Yet, Pareto
also considers a social ethical maximand above individuals’ utilities or ophelimities.
However, he rejects the sum of utilities because “we can neither compare nor add them,
because we ignore the ratio of units in which they are expressed”.!! He thus considers
more general non-linear “social welfare functions” of the form W (), thus assuming the
moral value of the pleasure that people derive from the welfare of other people, if not
from their pleasure (yet, Pareto had used a form V (w) in his Cours d’Economie Poli-
tique (1897), but this can be reconciled with his later view as being V (w) = W[u(w)]).

Largely quoting Pareto, Abram Bergson considers “social welfare functions” in in-
sisting on the fact that they represent the social ethical views of specific individuals, be
they “advisors”, “officials”, or “the economist”, and which are, with the previous nota-
tions, V;(w) (1954) or W;[u(x)] (1966) where i is the index of one such individual (this
index is explicit in the first reference and implicit in the second). The first formulation
is also formally akin to the Paretian utility of individual i. However, the surest thing
about Bergson’s maximands is that they intend to describe moral views. Nothing is said
about the place of individual i’s particular satisfaction that she derives from her own
consumption or from her children’s. Nevertheless, these functions are increasing in all
their arguments, which implies a type of altruism of individual i. This altruism is of the
moral kind, contrary to the altruism described by Adam Smith as deriving from empa-
thy or emotional contagion (that which he calls “sympathy”) and is of a “hedonistic” or
“natural” kind — yet, Smith also later analyses duty.'?

Finally, one can consider preferences about income distribution. However, this has
to be justified, notably with respect to two essential issues (see Kolm 1966a). First,
the incomes in question should be defined when resource uses are variable and notably
in the common case where they include earned incomes and labour can vary. Second,
the set of Pareto-efficient income distributions is very large when most altruisms are

Y Cours d’Economie Politique, 11, p- 20. The issue of the strong limitation of the logical possibility of using
a utilitarian sum is presented in Kolm 1996a, Chapter 14.
12° All the reasons for being concerned with other people can be jointly present in Kolm 1966a.
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weak, which is the case in a large society (nations for instance). Hence this concept is
of little usefulness in itself for specifying the socially desirable distributions. Therefore,
one should consider more finely individuals’ preferences about the distributive structure
and their possible scope of consensus, and normative solutions for specifying the desired
distribution.

If individual i buys her bundle of consumption goods with income y; and a given
price vector p; (which may a priori depend on individual i, for instance if one good is
leisure bought in working less at a price which is individual i’s wage rate), then relation
(1) can be written as u; = u;(u—;, yi, pi), and if this holds for all i a solution of this
system (with the same discussion as above) can be u; = v;(y, p), where y = {y;} is
the set of the y;, and p is the set of the price vectors p;. One may also have directly
u; = u;(y, p) if individual i considers that each other individual j is responsible, and
hence accountable, for the goods she buys with her income y;, and is accountable for her
tastes which enable her to derive satisfaction from her consumption. Similar final forms
can also result from derived u; = v; (w) or direct u; = u;(w) in writing the indirect
(Roy) ophelimity functions w; = w;(y;, p;). In all cases, with constant prices p, one
has u; = U;(y). (The issue of the interdependence of individuals’ choices has been
analysed, but vanishes with perfect markets.)

If earned income is included, the income y; can for instance be that which, associated
with a notional given labour, is considered by individual i to be as good as her actual
pair of income and labour. It can be, in particular, the “leisurely equivalent income”
where the reference given labour is zero; or, rather, this reference labour can be around
average labour. Furthermore, in a large society where most of the corresponding altru-
isms are weak (most willingnesses to pay for others’ incomes (9U; /dy;)/(dU; /dy;) are
small — although nonnegative), the set of Pareto-efficient distributions y is very large.
Hence the interest of this property is quite limited. Therefore, other criteria of the social
value of distributions y are necessary. These criteria belong to principles of distributive
justice. Hence, the forms U;(y) led to the theory of the comparison and measures of
inequalities based on such distributional preferences, with the presentation of the mean-
ingful properties of redistributions, of their relations, and of people’s preferences about
them. Another solution resulted from the treatment of the distribution y as a public good
for the individuals (see Section 16).'3 The simple fact of functions U; (y) and of unani-
mously preferred redistributions was also considered by Hochman and Rodgers (1969)
and other studies.'*

All the specific motives and reasons to be concerned with other people give specific
structures to the functions defined above. These structures have often remarkable prop-
erties and consequences. Some of these motives and reasons are beyond the scope of
the present volume, such as the hostile sentiments of malevolence, malice, spite, and

13 All these topics and other related ones are throughly analysed in Kolm 1966a.
14 Musgrave (1970), Goldfarb (1970), Bergstrom (1999), Olsen (1971), Zeckhauser (1971), von Furstenberg
and Mueller (1971), Thurow (1971), Mishan (1972), Daly and Giertz (1972), Scott (1972), and others.
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schadenfreude, and the comparative sentiments which are negative with envy, jealousy,
and sentiments of inferiority or superiority, and more neutral with preference for con-
forming or on the contrary for distinction for oneself or for other persons, or preference
for social uniformity or diversity per se.!> Other social sentiments are on the contrary
closely related to the present topic, such as the sense of justice or fairness, whose struc-
ture has given rise to a particularly abundant literature.'® In fact, a basic method in
social ethics (called “endogenous social choice”) consists of the determination of the
structures of individuals’ preferences about social states that are common to all mem-
bers of a society.!” An important point is that individuals’ judgments of various types
— such as self-interested preferences and social ethical views — are sometimes indepen-
dent and disjoint in a structure of multiple selves with various possible types of relations
between them, and sometimes incorporated in the same overall evaluation. As an exam-
ple of the second case, for social ethical judgments that deem individuals to be both
responsible for spending their income in free exchange and accountable for their capac-
ities to be satisfied and other needs, the relevant variables are incomes y;, one can write
Ui(y) = U; (yi, ¥) where the second (vector-) argument y is the object of the social
ethical evaluation, and U; as function of this argument y is increasing for expressing
benevolence, and, when people face the same prices (for instance with the same given
notional labour noted above for erasing differences in wages), symmetrical for express-
ing impartiality, possibly augmented by transfers from rich to poor of less than half the
difference in their incomes (i.e. “rectifiant”, hence Schur-concave with the symmetry),
varying in specific ways under specific changes of y, and so on. The retained set of
properties determines a specific structure for U;, for use in applications.'®

The above noted interdependences apply to sets of individuals constituting various
groups or societies, of all possible type and size, from the dyad (sometimes a couple),
small groups (families or others), larger groups (e.g., some organization or category
of people), nations (in which a large part of redistributions motivated by overall justice
take place), or the whole world. A specific model can describe pure sentiments or mixed
ones. In the latter case, the functions incorporate the effect of the synthesis of their vari-
ous sentiments by the individuals (this can be smooth associations with compromises or
priorities among desires or duties or the outcome of “a tempest under a skull” as Victor
Hugo puts it). The functions can be used for evaluating the state of the society under

15 The comparative normative principle of “equity” analysed in Kolm 1971a is related to envy and jealousy.
Envy, jealousy, and sentiments of superiority and inferiority constitute a basis of the taxation of conspicuous
consumption (Kolm 1971b). Yet, the full analysis of the economics of comparative sentiments is presented
(about the case of envy) in Kolm 1995. It is in particular shown how individual preferences can be “laundered”
or “cleansed” from these sentiments in replacing notionally, in utility functions for instance, the items of other
people on which this sentiment bears by the individual’s own corresponding item — thus leading to “envy-free
preferences or utility functions”.

16 gee Kolm 19664, Sections 6 and 7, and a general survey in Silber, ed. 2000.

17" See Kolm 2004.

18 Studies that use specific structures of functions U; without justification, hence arbitrary structures, prima
facie transmit this shortcoming to their conclusions.
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consideration — possibly for choosing public action about distribution —, or for provid-
ing a step in explaining or forecasting the conduct of people, including in interactions,
giving, or voting.

However, the models constituted by the noted functions expressing individuals’ con-
cerns about others are limited when taken by themselves, and should be completed or
incorporated in other models, in two essential respects concerning evaluation and ac-
tion, respectively. First, individuals’ evaluation of the distribution (of goods, incomes,
welfare, or happiness) often depends on specific facts or acts, and often on the past,
and the relevant variables or parameters have then to be introduced or made explicit
when a more advanced analysis is sought or required. For instance, an individual may
be thought to deserve or merit some good, income, or satisfaction because of specific
acts or choices of hers (e.g., labour, effort). Individual needs may be relevant and may
have to be more explicit than only incorporated in the structure of utility or welfare
functions (e.g., family size, health, age). An individual may be entitled to an income
or a good because she has earned it, or because it has been given to her (basic social
freedom or process liberalism). An individual’s concern about others generally depends
on their social relation to her; it is in particular more intense when the “social distance”
between them is shorter (e.g., family, extended family, belonging to the same group of
various possible kinds, in particular to the same nation).

The second issue is that individuals act in different contexts, each of which mobilises
a particular set of sentiments and motives, with often a dominant (sometimes unique)
sentiment. For instance, self-centeredness is dominant in market exchanges (this is
Philip Wicksteed’s “non-tuism” — see Section 11 below) although fairness, promise-
keeping and truth-telling also have important roles in these interactions. Families are
the institutions for love and giving, although they display also all other possible kinds
of social sentiments. Charity is supposed to be motivated by pity, compassion, and soli-
darity although we will see that if they were the only motives, private charity should be
replaced by public transfers. The variety of motives at work in the political and public
sectors include some altruism and sense of justice, notably in militancy and to some de-
gree in voting (see Section 9.3). Solidarity is often particularly important within clubs
and associations. Hence, the effects of the various types of sentiments and attitudes to-
wards other people and society are in a large part segmented among various attitudes
and types of relations, although in each case other, possibly second-order, sentiments
often also play important roles.

This more or less segmented aspect of human life into various activities, and of ques-
tioning about the world into diverse issues, gives practical relevance to the question
whether an individual is — or is better represented as — a single, integrated self, or several
selves, one for each activity or question. Each such self can be considered as endowed
with one preference ordering or utility function. Economists tend to have a preference
for the single, integrated self, who in particular chooses among different alternatives
possibly in choosing or compromising among various interests or values. However, in-
dividuals’ social ethical values are often considered separately, by a specific ordering of
evaluation function. This is probably the meaning of Bergson’s social welfare function,
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and what the field of social choice calls individual values. John Stuart Mill and Léon
Walras see the individual as either self-interested or altruistic and moral according to the
moments. And various models focus on specific sentiments for analysis or application.

4. Altruism and democracy: Altruistic joint giving and its public implementation

An improvement in individual j’s situation x;, for instance an increase in her consump-
tion or income, increases u; or w;, and hence also altruistic u; for i # j, possibly with
indirect effects in the first formulation (u; depending on u_;), and it may also increase
u; directly. This makes individual i give to individual j if this effect overcompensates
for her the corresponding loss and the worsening of x;. However, as Smith emphasises
in the second paragraph of the Theory, the increase in satisfaction that an individual
derives from an improvement in another’s situation is generally lower than the increase
in satisfaction she would incur if this improvement were in her own situation.!® Hence,
this altruism does not generally lead to gift giving, or it does only when the other person
is sufficiently miserable — and in a rather small amount — or for the few people particu-
larly close to the giver such as the members of her family. Yet, an individual’s happiness
(uj), welfare (w;), or situation (x;), and gifts that improve them, are a priori favoured
by all other individuals. They are “public goods” for them. Hence, if these others could
agree that each gives to individual j, each could find that her own contribution is worth
the overall improvement in x; (or u; or w;). This individual contribution may be small
if the individuals are numerous. Actually, individuals are very numerous, and hence
only very low degrees of altruism suffice. The set of transfers would then be favoured
unanimously.

The givers can implement this result in making a collective agreement about their
gifts. As for any other contract, this agreement would be enforced by the legal system
and the public force. However, when they are numerous they cannot, practically, enter
into the necessary contact and bargaining. Then, a role of the public sector is to realize
nevertheless this set of transfers unanimously desired. As in the implementation of any
contract, each individual is forced to yield her contribution, although she prefers the
whole set of transfers to its absence — if the contributions of the other individuals are
given, she prefers to yield less or not at all. But since there is no actual contract, this
forced contribution appears as a tax. In this choice, the public sector can either try to
make out what the collective agreement would have been if it were possible (this is a
“liberal social contract”), or introduce other conceptions of distributive justice (since
this is another of its functions) (see Section 16).

Hence, such a system of redistributive taxes can be unanimously preferred to its ab-
sence. That is, its absence is not Pareto efficient. Now, a democratic political system

19 Smith interestingly explains that individual i tends to consider the function u;[u; (x;)] as & - u; (x;) with
o < 1, in “putting herself in the other’s shoes” concerning her situation (rather than also her propensity to
enjoy or suffer), and in discounting the intensity of the effect.
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normally secures Pareto efficiency. For instance, even with the imperfect democracy
of our electoral competition, any political program that is not Pareto efficient can be
defeated by other possible programs at the unanimity of expressed votes, by the very
definition of this property. Hence, a democratic political system will realize a system of
redistributive taxes manifesting unanimously desired altruistic joint giving.

The necessary public implementation of joint giving has been noticed for a long time.
For instance, “Private charity is insufficient because the benefits from it accrue to people
other than those who made the gift ... We might all of us be willing to contribute to
the relief of poverty, provided everyone else did. We might not be willing to contribute
the same amount without such assurance ...” And this justifies “government action
to alleviate poverty” (Milton Friedman, Capitalism and Freedom, 1962). Logic, in fact,
goes further than that, as we will shortly see, since it concludes that only the government
should alleviate poverty in a democratic, efficient, and altruistic society (Section 7).

Hence, when private giving to the poor is observed, either the motives are not altruis-
tic, or the society is not democratic and is inefficient (and the waste concerns aid to the
neediest).

None of these alternatives is ruled out a priori, which shows a scope for both political
and moral progress. In particular, there are many other possible reasons for giving to
people in need than to alleviate poverty and suffering. Some of these motives lead to
exactly the same conclusion: efficiency and democracy require public aid (for instance
if the giver cares about having the aura of an altruist in her eyes or in the eyes of other
people and hence behaves like one, or if she cares specifically about her own total con-
tribution — private gift plus redistributive tax — because it constitutes her sacrifice for the
poor, as we will see). Yet, other motives permit private giving in democracy but, then,
they are often rather immoral and inconsistent.

All these possible motives are, indeed, varied. There can simply be a norm for giving
in itself, without specific regard for the beneficiary’s welfare provided the gift goes this
way. This norm can be moral, or only social in bowing to public opinion. Giving may
even be a tradition or a habit. The individual may care about judgments about herself
by other people or by herself. This judgment can build an image of the person. This
judgment, however, can focus on various items. The full moral judgment is the praise
for being an altruist. Yet, this may not suffice for sufficiently influencing the person’s
motive, and thus inducing her to actually become an altruist. Then, the judgment can
withdraw to the praise of behaving like an altruist, which induces the same behaviour
and effects as if the person were actually an altruist. The judgment may also focus on
more partial items, and then it is rather inconsistent as a moral judgment. In particular, it
can appreciate the individual’s sacrifice in favour of the poor, that is her full contribution
through private giving and taxation — we have seen that this fails to induce giving.
Yet, the judgment can also emphasize the responsibility of the giver, and hence only
her private gift, except if the tax represents an implicitly desired contribution to the
joint giving — and then it again has to be added to the gift. Moreover, people may be
motivated by comparisons about the private gifts or the total contributions of themselves
and of other people for several possible reasons such as doing one’s fair share if others
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do theirs, keeping up with others, imitation, conforming, distinction, competition in
giving or contributing, sentiments of inferiority or superiority, envy, or jealousy. These
comparisons can be the direct view of the person or that of other people’s judgments
about which she cares. Finally, genuine altruism can be associated with principles of
conduct which avoids the “free riding” of the joint giving which makes taxation the
efficient solution. A classical such principle is universalization in the family of Kant’s
categorical imperative — give in imagining that everybody does like you. Another case
is that of altruism motivated by “putative reciprocity”, that is the reasoning “I help her
because she would have helped me if our situations were permuted”.

5. Motives and reasons for nonaltruistic giving

More generally, giving is voluntarily incurring a cost for the good of someone else,
but this may only be a means for another end. In particular, one may give for eliciting
self-satisfaction, praise, gratitude, esteem, admiration, liking, or love (Adam Smith em-
phasizes the difference between the moral desire to be praiseworthy and the immoral
or at best amoral desire to be praised); for gaining an aura of generosity in one’s own
eyes and in the eyes of other persons whose judgment one values; hence for acquiring
or maintaining such a reputation or status valued in itself or for the various other ad-
vantages it may bestow or permit one to obtain. One may give for showing and proving
one’s friendship, affection, liking or love, which tends to elicit or reinforce the desired
friendship, affection, liking or love of the other person in return. People also often give
in given circumstances simply because they feel they have to do it, possibly because it
is a tradition, in considering more or less the judgment of their conscience or of other
people, but also sometimes by pure habit and inertia.

Yet, one also sometimes gives or helps in order to obtain tangible advantages by
indirect effects through many possible types of social processes including rewards from
an organization (possibly a firm) or the family — when the aid is within such a group — or
from an institution (possibly an official one); effects of induced redistribution; political
(for instance electoral) advantage; indirect market effects (such as through the effects
of transfers on terms of trade classically discussed in international trade); and so on.
In particular, one may give for eliciting a return-gift in a reciprocity; or for obtaining
return-gifts from actors other than the initial receiver in a “reverse reciprocity” which is
often presented as vastly overcompensating the cost of the initial gift (by René Descartes
and Adam Smith, for instance). In any event, “give and you will be given to” (Luke).
One may also give as a return-gift for eliciting a further gift from the initial giver or
from someone else; for maintaining a social balance or fairness by comparison with an
initial gift; for showing gratitude; or for rewarding generosity or a deserving giver. More
generally, one may give to any giver or benefactor, as an incentive to reiterate her action
or as a reward for her merit or deservingness; and therefore one may also give knowing
that one may be remunerated in this way for these reasons.
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Yet, one may also simply give as a piece of information for showing and proving
peaceful intentions, or sentiments of friendship, affection, liking, love or gratitude, or a
desire to enter in a relation of any kind — and the gift may show and prove the generosity,
wealth or ability of a possible partner, or the quality of a supply (sample). The gift can
also only be a way of drawing information from the reaction, concerning the receiver’s
attitude, intention, or means. People thus give to put an end to a dispute, conclude a bar-
gaining, seal an agreement, an alliance, or a union, and establish or maintain good social
relations. These gifts can be mere symbols of the intention of the giver or be tangible
in proving, by their cost, the sincerity of the giver. The acceptance of the gift means ac-
cepting the relationship. Such gifts are often both ways, and then sometimes materially
identical. These gifts are varied, from pens and pins to wives and cities, in passing by
the mutual gifts of identical rings, drinks, or receptions. People also sometimes give for
the mere interest of the relationship in the process of giving and receiving.

A gift can also soften a hostile attitude. Yet, one classically gives both for showing
a superiority over the receiver and on the contrary for manifesting one’s submission
towards her; and for glorifying the receiver or on the contrary for humiliating her (for
instance in suggesting that she is unable to take care of her needs or of her family’s).
Other gifts intend to make the receiver morally indebted towards the giver (for the status
in itself or for the possibility of demanding some service in return later on), or they
intend on the contrary to redeem and erase a pending moral debt.

One may finally give for doing one’s fair share in giving given that other contributors
do theirs; for conforming to others’ giving in a similar situation of the giver and of the
circumstances; for keeping up with other givers; for not being humiliated or ashamed
by giving less or not at all; or on the contrary for eliciting the admiration, possibly the
envy, or even the shame or humiliation of those who give less or not at all; and for
maintaining or conquering a relative status in generosity or wealth, hence possibly in
engaging in conspicuous competitive giving (where the gifts are either used as in public
fund-raising operations or Papuan pig-feasts, or destroyed as in the potlatch).

Hence, the variety of forms of the giving way of allocating resources is bewildering.
Gifts are provided with very different aims, and sometimes strictly opposite ones. They
range from the most generous sacrifice to being the instrument of social sentiments
and relations among the most odious, in passing by the plain service of the giver’s
self-interest. They also range from the most spontaneous and even almost unconscious
act to resulting from the most elaborate pondering and strategies. They are both the
proof of sincerity and the classical vector of hypocrisy and treacherous lies. They are
the free single transfers, but are also sometimes insistently demanded by strong social
norms. They a priori concern two persons, but they are often imbedded in networks of
social relations. They look plainly material, but their real nature is often in fact, rather,
affection, demand of affection, gratitude, query, acquiescence, confirmation, promise,
vainglory, or spite. The variety of the giving relationship is matched by its pervasiveness
and crucial importance in society, as Section 9 will show.

Even the main field of economics, markets and exchange, when carefully analysed,
reveals the essential role of motives that are not self-interest, and hence consciously
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favour other people, often as the result of moral or social normative conducts. Indeed,
first, many relations of market, exchange, agreement, and cooperation thrive in spite of
the presence of classical causes of market failures which should have inhibited them,
thanks to the role of various moral conducts such as honesty, truth telling, promise
keeping, fairness, reciprocity, trust and trustworthiness, respect, and benevolence. This
permits them to overcome costs and impossibilities in information and communication,
exclusion and constraining, bargaining and transaction, and establishing and enforcing
contracts, which induce imperfect contracts, incomplete markets, missing agreements,
and free-riding public goods (bargaining is often concluded only thanks to a fair com-
promise, or is replaced by fair arbitration, and you often prefer a fair deal to a good deal;
various contributions to public goods and collective action are much higher than pure
self-interest leads one to expect; most opportunities to steal and cheat are not seized;
and so on). Similar virtues are essential in the life of firms and other organizations,
between members and between them and the firm, and they are powerful factors of
their efficiency. Second, on the contrary, these behaviours also interfere with the effi-
cient price system; for instance, various issues of fairness in the labour market, among
employees or between employees and employer, constitute a main cause of wage rigidi-
ties and hence of macroeconomic problems. Other behaviours influenced by norms and
status, or seeking status or relative positions, also depart from standard economic mod-
els. Third, voluntary altruistic respect of property and rights is a condition sine qua
non of the very existence and working of markets (self-defence is costly and often im-
possible, and the police is costly and could not be sufficiently present, informed, and
effective).

6. The structure of nonaltruistic giving
6.1. From motives to forms

Nonaltruistic giving is giving for a final reason other than the receiver’s good, or not
only for this motive. The choice of the gift by the giver can again be described by the
maximization of a utility function (or, more generally, by finding the best possible ele-
ment of a preference ordering), although the interesting part is often the psychological,
social or philosophical analysis of the motives and of their properties and relations with
other facts.2® Let u; denote an ordinal utility level and function of individual i, X; the
initial endowment of goods of individual i, and g;; a gift from individual i to individ-
ual j. X; and g;; are defined as vectors of quantities of goods (or services) in the space

20 1y particular, norm following can be represented in this way. A practically imposed norm shows by a
priority structure of the preference ordering. Moreover, most norms can be more or less obeyed, and this
choice can be represented with the ordering. Social opinion can be an explicit or implicit factor of the ordering.
The preference can also bear on the types of social relations and modes of interaction (this is for instance a
central feature in the theory of reciprocity).
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of the quantities of goods (they can in particular be one-dimensional, notably measured
in money as an income or wealth and an income transfer, but this does not fit for all the
cases). After the transfer of the gift g;;, individual i has the allocation x; = X; —g;;, and
individual j has the allocation x; = X; + g;;. If individual i is concerned about her gift
gij only because she has altruistic sentiments (in addition to self-interest), she chooses
gij that maximizes u; (x;, x;, ...) = u;(X; — gij, Xj + gij,...) where u; depends on
x; for the more or less direct or indirect reasons noted in Section 3. If individual i may
give to individual j for other reasons, she chooses g;; that maximizes
ui (Xi — gij, &j» Si),

where S; is the set of all relevant variables and parameters other than the first two argu-
ments of the function. If individual i has also some altruistic motives towards individual
J» Si includes x; = X; + g;;. The various motives for giving g;; are related to various
elements of the set S;.

For instance, if g;; is a return-gift of a reciprocity, S; includes a gift g;; from individ-
ual j to individual i. “Extended reciprocities” make S; include gi; for some k # i or
Jj in the case of a “generalized reciprocity” (you tend to help if you have been helped,
even by someone else, which is the classical “helping behaviour” of social psycholo-
gists), or gjx for some k # i or j in the case of a “reverse reciprocity” (you tend to
help meritorious people who help others, a case emphasized by the philosopher René
Descartes and by Adam Smith).

The noted motives of comparative fairness in contribution, conforming, or compar-
ative status in generosity and competitive giving, make S; include gi; (or gie if € is
another receiver) for at least one k £ i or j.

Note that u; is a priori an increasing function of gi; if individual 7 has altruistic sen-
timents towards individual j and hence appreciates higher endowments of individual j
Xj + gkj or Xj + gij + gk, but that u; tends to be a decreasing function of gy; if in-
dividual i is motivated by giving g;; for conformity, comparative status, or competitive
giving in comparison with g;.

In all cases, what may matter are gifts in relation to the wealth of givers or receivers
(which can express a relative sacrifice of the giver or a relative contribution to the re-
ceiver’s wealth), and the formulation allows this in including the relevant wealths in the
set S;.

Individual i is sometimes also motivated by her image as giver, in the eyes of other
people or in her own eyes, and by the associated judgment and status. Adam Smith ex-
plains this own evaluation of oneself by empathy of the view of other people judging
oneself (or of the view of the impartial spectator). A priori, one may praise or criticize
oneself without this detour. However, we will see that in the present case it practically
happens to be necessary — which shows the depth of Smith’s insights. At any rate, one
can denote as [ ,é the image of individual i in the eyes of individual k, and as I’ = {I,i}k
the set of the I,i for all individuals k. For k = i, I! is individual i’s image of herself.

l . .
Individual i’s images as giver to individual j depend on the gift g;;, I' = I'(g;;). One



22 S.-C. Kolm

particular such image of individual i is that of the receiver j, Iji , related to the benefi-
ciary’s gratitude (or resentment if she finds that g;; does not match her expectations).
A concern of individual i about her relative status as giver can be represented either by
the inclusion of gi; (or gxe) for other individuals k among the factors of the images of
herself 17, or directly by the inclusion of I¥ for k s i as arguments of individual i’s
utility function. This function then is u; (X; — gij, I',S;) or u; (X; — 8ij, 1, Si) where
I = {I'} is the set of the images I’ of all individuals 7, and S; is the set of other relevant
arguments (one of them is x; = X; + g;; or X; + Y, gj, according to the case, if
individual i also has some altruistic sentiment towards individual j).

In some cases, the gift g;; has indirect effects providing an extra allocation yi(g;;) to
individual k£ (which can notably be i or j). These indirect effects can have a number of
origins — economic, social of various types, etc. — discussed in forthcoming Section 15.3
(notably concerning y;(g;;)). The y; are again vectors of quantities of goods, possibly
reduced to a one-dimensional money or income, and with the possibility of negative
coordinates for describing a loss. Then, in the foregoing formula, X; — g;; has to be
replaced by X; — gi; + yi(gij) (and X; + gi; by X; + gij + y;(gi;j)). The various
possible origins of the y; includes the well-studied effects through markets, rewards of
various origins, and so on, but y;(g;;) can also be (or include) a return-gift provided by
individual j, y;(gij) = —;(gij) = gji(gij) where the last notation denotes the return
gift. In a number of cases, y; can overcompensate the loss of the gift g;; and thus make
giving profitable for the giver from a strictly self-interested point of view.

6.2. Contradiction and possibilities in the logic of motives

However, you cannot give only to be praised or praiseworthy as an altruist, or for a
moral action, or in order to have an image or a status as a moral person, because ob-
jectives of being praised or being praiseworthy are not moral in themselves, whereas
a moral action requires a moral intent, and any altruism requires seeking the good
of the receiver in itself. Even simply giving in order to be a moral person — and not
only to act like one — may not be possible because this is not a moral objective in
itself (you should, also, manage to direct your intention towards a moral aim). Yet,
acting with a result that helps someone when this is not the final objective can nev-
ertheless deserve some praise, but with a lower status and intensity. This approval
can be stronger if this action is costly to the actor, as with giving. Indeed, even if
it is not its final intent, a sacrifice that entails benefits for others can elicit posi-
tive consideration. Moreover, there are values and norms of giving that attach to the
gift or help in itself, rather than to the beneficiary’s situation, although it should be
favourable to it. These values or norms can be of a moral, or other social, psycho-
logical nature. Yet, the attachment to the gift in itself prevents this motive from being
genuinely moral. The nonmoral social norms or values induce the kind of conduct the
breach of which elicits shame rather than guilt. Then, the judgment of other people
is of primary importance (“you should be ashamed of not helping your brother”), al-
though it may sometimes be only imagined (this is the case in Smith’s conception of
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empathizing the imagined judgment of other individuals — or of the impartial spec-
tator — about oneself). Finally, you may try to deceive other people in pretending to
have genuinely moral motives, but this is specifically against morals, and it requires
again other people (in a personal, not anonymous, gift, there is at least the receiver,
but this is only one person and often of too low a status to be of importance in this
role). In all these cases, the contradiction may be soften if genuine moral altruism
is one of your motives, along with seeking praiseworthiness, praise, image, or status.
However, cognitive dissonance may tend to make this coexistence of opposite motives
psychologically unstable, and this can have drastic consequences (for instance sincere
benevolence tends to deteriorate the possibility of efficient joint giving — as we will now
see).

7. The inefficiency of individual giving when joint or public giving is possible:
The perplexing joint giving theorem

Joint altruism where several individuals want the good of the same individual(s) is no-
tably important for helping the people in need or poor. We have seen in Section 4 that
in these cases efficiency requires joint coordinated giving which, when the givers are
numerous, is achieved by transfers of the public sector. As we recalled, Milton Fried-
man has admitted that this is a case where public transfers can be justified. Yet, a simple
theorem says, more precisely, that Pareto efficiency precludes the very existence of indi-
vidually chosen givings, such as private charity, and all the transfers should be through
public taxes and subsidies. This also holds when the potential givers are not only al-
truists in caring for the welfare of the aided people, but care also, or only, about their
own total contribution to them (gift and tax) in itself, for any of the motives noted in the
previous section, such as seeking praise or praiseworthiness, or image or status in one’s
eyes or in the judgment of other people. (This also holds when givers care for all poverty
but specialize in the aid of some persons — they “have their poor”.) The Appendix at the
end of this chapter shows this “joint giving theorem”, and its various results which are
simply mentioned here.?!

This theorem should be compared to facts. Privately decided charitable giving ac-
counts for about 5% of GNP in the USA. It is very much lower in Europe. In both
places, public transfers of aid are substantial. They are clearly higher in Europe. We
have remarked above that democracy implies Pareto efficiency (Section 4). Hence, the
joint giving theorem, by itself, suggests the starting and startling conclusion that —
possibly contrary to appearances — Western European societies are less wasteful and
more democratic than the US. And the waste is first of all in the aid to the poor and
needy.

Fortunately, however, a next section of the theorem has it that an individual privately
chosen giving can be consistent with Pareto efficiency (and hence democracy) if this

21 A fuller analysis is provided in Kolm 2005.
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individual cares for her private gift specifically, and not only because it is a part of her
contribution (along with her taxes that aid the needy) which she would value in itself
or because it helps the needy or both. However, we will see that this solution is in fact
not possible in a large society. Yet, let us first remark that if this person is to be ap-
preciated because of her sacrifice (in favour of the needy), it is her whole sacrifice that
counts, her tax plus her individual gift. Then, to single out the private gift is irrational,
and the alternative to lack of efficiency and of democracy is irrationality. Moreover,
distinguishing one’s own gesture for boosting one’s image in one’s own eyes — Jim An-
dreoni’s “warm glow” —, or in the eyes of other people — that is, for showing off and
vainglory — is hardly moral. This would also hold for distinguishing one’s own total
contribution (tax included) from its effect on the overall welfare of the beneficiaries, but
private giving may be singled out because one’s taxes are less visible to other people,
distributive taxes are most often mixed with general taxes for all purposes, or private re-
sponsibility is valued in itself (whereas it is the total contribution that helps the needy).
At any rate, high private giving reveals either shameful waste and a lack of democracy,
or irrationality and immorality. And this waste, again, is notably in the aid to the poor
and needy. Moreover, the degree of immorality is suggested by still another result of
the joint giving theorem: on average, an extra gift should be provided N million times
more for the glory of the giver than for the relief of the poor, where N millions is the
population of the country. Now, this condition does not hold in a large society, even if
the average individual concern for the needy is low. Hence, again, there cannot be both
private giving and social efficiency (and democracy). Note also that if the distributive
taxes are computed as the amount that the payer would have agreed to pay in an agree-
ment with her co-givers, then the payer is also putatively responsible for its amount,
there is no reason to distinguish it from the private individual gift (see Section 16.5),
and then the existence of private giving implies waste and absence of democracy.

However, the individuals are sometimes concerned not only about their own specific
gifts, but also about those of other people, notably for comparison. They would for
instance envy the generosity of people who give more than they do, or feel inferior to
them, or on the contrary they would feel superior to those who give less than they do.
These are hardly nicer sentiments, and hence it is reassuring that this concern makes
no difference for the above results. Yet, there is a difference if such concerns are not
about the specific gifts of the individuals but are about their specific contribution (gift
plus tax), which is more rational — in so far as envy and sentiments of superiority are
rational. Then, indeed, another piece of the joint giving theorem says that an individual
can give in efficiency if envy (or sentiments of inferiority or superiority) towards an
extra contribution of hers exceeds the altruism it satisfies.

Of course, other facts can intervene, three categories of which can be noted here. First,
there are other sentiments comparing individuals’ contributions or gifts, which have the
same effect as those noted but not the same moral implications. Indeed, these compar-
isons can be motivated by sheer imitation or desire to conform (desire for distinction
takes up back to the previous cases), or by the desire to do one’s share if other people do
theirs. In these cases also, higher contributions or gifts by the others is costly for the per-
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son. Second, altruism can be associated with or result from other moral reasons which
lead one to give irrespective of others’ contributions, such as the noted universaliza-
tion and putative reciprocities (see Section 13.3.3).2? Third, fiscal modes can intervene.
Taxes are generally not lump-sum (with the resulting disincentive effects and the waste
of the “burden of taxation” which jeopardizes Pareto efficiency). Private donations can
be deductible from taxes (the part so recovered can be considered as belonging to the
public transfer) or matched by public subsidies. Taxes for aid can be singled out or pub-
lic aid can be financed out of general taxation. All these issues are the object of specific
analyses.

8. Reciprocities
8.1. An overview

A gift or favour motivated by another gift, for instance the return gift of an initial gift,
constitutes the very important social relation of reciprocity. This is very different from a
self-interested exchange where each transfer (or favour) is provided under the condition
that the other is provided, and hence is not a gift (in the proper sense of the term).

Reciprocity has three types of motives, which can be mixed. “Balance reciprocity”
aims at maintaining a balance between both gifts (sometimes from a sentiment of
fairness), or at avoiding moral indebtedness. In “liking reciprocity” the return-gift is
provided because the initial receiver likes the initial giver, either because she receives
this gift provided with benevolence, or because she is liked by the initial giver (then
this is a reciprocity of sentiments). However, the return gift may also aim at induc-
ing a further gift — this is “continuation reciprocity”. Yet, this latter motive leads to a
sequence of recurring transfers both ways, each of which aims at inducing the contin-
uation of the relation, and which can be self-interested: this sequential exchange is in
fact a type of exchange rather than reciprocity proper (however, the last transfer cannot
be self-interested if it is well foreseen).

Moreover, beyond the basic reciprocity where — letters denoting agents — A gives to
B entails B gives to A, one can observe and explain “extended reciprocities” such as
“generalized reciprocity” where A gives to B entails B gives to C (as in the classical
“helping behaviour” of social psychology), “reverse reciprocity” where A gives to B en-
tails C gives to A (emphasized, as we have recalled, by the philosopher René Descartes
and by Adam Smith), “chain reciprocity” where A gives to B who gives to C who gives
to D, etc., and “general reciprocity” which is a reciprocity between an agent and society
in general or the set of others (perhaps G.H. Mead’s “generalized other”).

In replacing giving (or favouring) by its opposite, harming, balance reciprocity
and continuation reciprocity have counterparts in revenge and in retaliation for deter-
rence (although deterrence stops the relation rather than extending it). However, liking

22 And, for a full presentation, Kolm 2005.
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reciprocities have no such counterparts since you do not tend to hurt someone because
you dislike her, or even to dislike someone only because she dislikes you. Reciprocity,
and revenge and retaliation, are called “reciprocation” — the understanding of the term
reciprocity retained here is that which has for long been classical and standard in the
social science.

Relationships of reciprocity are pervasive and often essential.

The general spontaneous respect of others and their property that is necessary to the
existence of a free and peaceful society (with the aid of self-defence and the police), and
in particular to the existence of property rights and of a market, is in fact a reciprocity
since people would not so respect others if they were not so respected themselves (this
is a general reciprocity).

Families, which have been successively modelled as a pater familias (Becker) and as
an exchange (Chiappori), are in fact essentially a network of reciprocities — as they are
now modelled — with relations of other types being more moments of this complex.??
Between generations, in particular, people give to their children given that their children
will give to them and to their own children, and given that they have received gifts from
their parents; and they give to their aging parents given that their parents have given to
them and to their own parents, and their children will give to them. This builds intergen-
erational reciprocities which are direct, or generalized and reverse chain reciprocities,
with reactions which are either delayed or anticipating the motivating gift — each indi-
vidual thus reciprocates in six such reciprocities between contiguous generations. Other
intergenerational chain reciprocities are found in the general acceptance, in many so-
cieties, of pay-as-you-go pension systems (the young, who will be financed by the
younger, finance the old who have financed the older), and of the public funding of
education (taxpayers, whose education has been financed by the older, finance that of
the young who will finance that of the younger) — in both cases, there jointly is a gener-
alized and a reverse reciprocity, which are anticipating and delayed, with a reversal of
the association of these properties (and there can also be a direct reciprocity of pension
for education).

The presence of reciprocity constitutes both a motivational and relational “failure” of
systems of market and of command solely based on self-interest, and the most common
cause of spontaneous remedy to the other “failures” of these systems due to difficulties
in information, communication, or coercion of all types, as we will see. Reciprocity is
also typical of communities of all kinds where they occur both between members and
between each member and the community as such or its institutions.

Voluntary contributions to non-excludable public goods are often favoured by the
knowledge that the other beneficiaries also contribute and do their fair share (in partic-
ular, this often happens for joint giving). Sequential mutual aid or transfers — which can
depend, in particular, on the specific needs of the receiver or means of the giver — are

2 See Chapter 14 by Luc Arondel and André Masson in this Handbook. Yet, in the intrafamily reciprocitarian
motives, affection predominates over balance (and continuation).
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often possible only because balance (or liking) reciprocity motivates the last transfer
(and, hence, it also certainly is one of the motives of previous acts). Reciprocity in trust
— which is favoured by the fact that trustworthy people tend to be trustful (they tend
to judge others from the sample of mankind they know best, themselves) — has been
shown to be a strong factor of economic efficiency and productivity at the level of firms
or of cultural areas. Bargaining is often concluded and sealed by reciprocal concessions.
Reciprocity of mutual help at the workplace is widespread and often necessary for its
working and efficiency. Labour relations are conspicuous for occasional conflicts but
are more often the seat of reciprocities in goodwill, benevolence, effort, and loyalty. All
these relations entail reciprocity equilibria which differ from the competitive market
model. For instance, reciprocity among workers checks competition among them and
creates downward wage rigidities. However, sociopsychologists have for long analysed
the fact that people often want to provide their pay’s worth of labour (the experiments
of Adam (1963, 1965) and Adam and Rosenbaum (1964) have given rise to much dis-
cussion, but there were others before, and there has been numerous others later). This
conduct is the logical opposite of tipping: a return gift of labour for pay rather than a re-
turn gift of money for good service. This conduct leads to an appearance of involuntary
subemployment — this is George Akerlof’s (1982) theory of “efficiency wages”.2*

Reciprocity also constitutes an economic system in itself, with various possible
scopes and extensions. Motives and relations of reciprocity constitute the ideal of the
social movement of cooperatives. Traditional economies are essentially systems of reci-
procity, and socially successful development depends largely on keeping and relying
upon specific relations and motives of reciprocity. Perceptive analysts of economic
systems classically retain the threefold division into market exchange, command, and
reciprocity. Actual societies are a mix of all three, in characteristic and varied propor-
tions. Reciprocity has been the central topic and concept of economic anthropology
from its inception.

Finally, the political system, and the vast allocation of resources it commands, rests
on important aspects of reciprocity. People receive freely the vast amount of benefits
provided by public services. They support politicians and vote for large taxes. Statesmen
are supposed to act for the good of the people whose reciprocal support rests on liking
and gratitude. Yet, this is a smaller part of the story for political men of lower ambition.

8.2. “Human rocks on which societies are built”

The fact, the importance, the nature, and the various types of reciprocity could not have
escaped Adam Smith:

“Of all the persons, however, whom nature points out for our peculiar beneficence,
there are none to whom it seems more properly directed than to those whose benef-
icence we have ourselves already experienced. Nature, which formed men for that

24 The various effects of this family on wages and employment are more generally analysed in Kolm 1990.
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mutual kindness, so necessary for their happiness, renders every man the peculiar
object of kindness, to the persons to whom he himself has been kind. Though their
gratitude should not always correspond to his beneficence, yet the sense of his
merit, the sympathetic gratitude of the impartial spectator, will always correspond
toit.”

(The Theory of Moral Sentiments, Part VI, Section 2, Chapter 1.)

This giving to someone because she has given to you was labelled reciprocity in
Smith’s time (by Morelly 1755).25 This pervasive social conduct®® was claimed to be
“the vital principle of society” by L.T. Hobhouse (1906), and “one of the human rocks
on which societies are built” by Marcel Mauss in his highly influential Essay on the Gift
of 1924, and it has been since then a central explanatory concept of the social science.?’
This pair of favours both ways thoroughly differs from an exchange in the strict and
proper sense — for instance a market exchange — because the two transfers are gifts, they
are given, hence, by definition, each results from an act that is free in isolation, whereas
the transfers of an exchange are mutually conditional, that is, each has to be performed,
by external obligation if necessary (or promise keeping), when the other is performed.?3

Smith sees several motives as explaining reciprocity. Tangible reciprocity is of
“beneficence”, but it rests on a reciprocity of kindness. This refers to both the action
and the sentiment that motivates it. The reciprocity in sentiment can be described as
“I like people who like me”. Smith also notes both the gratitude of the beneficiary of
the gift or kindness towards the first giver, and the merit of the latter. He also mentions
the “sympathetic gratitude of the impartial spectator”’; the reference to the “impartial
spectator’” suggests a reason of fairness.

This includes most of the motives for genuine reciprocity. They fall into two cate-
gories. As we have seen, in liking reciprocity the return gift is motivated by liking the
initial giver because she provided a benevolent gift, and/or because she likes the ini-
tial receiver. The latter reason is reciprocal liking, a reciprocity in sentiment based on
affection altruism. Smith emphasizes that reciprocal liking is particularly appreciated
because “nothing pleases us more than to observe in other men a fellow-feeling with
all the emotions of our own breast”.*® The initial gift can have the role of revealing the

25 Smith also occasionally used the term reciprocity. However, whether he uses it in this sense or only for
describing self-centered exchange is a classical debate in “smithology” (see, e.g., Danner, 1973). Later proper
uses include Proudhon (Le manuel du spéculateur a la bourse, 1853/1857), L.T. Hobhouse (1906), the anthro-
pologist student of Karl Menger Thurnwald (e.g., Die Gemeinde der Banaro, 1932), and many anthropologists
(Malinowski, Mauss, Firth, etc.) and sociologists (Simmel, H. Becker, Homans, Gouldner, etc.).

26 Conduct is behaviour plus its motives.

27 Fora general analysis, see Kolm 1984a.

28 Although the definition of reciprocity in the social science is unambiguous, some other discourses have
used this vocabulary in all directions. Some have seen exchange in the strict sense (as with market exchange)
as a type of reciprocity, while others have called reciprocity a type of exchange. The basic issue is that
distinguishing the motivations is essential.

29 The Theory of Moral Sentiments, 10.
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liking or of proving its intensity (even if the initial giver gives in order to be liked as a
result of her gift or of her liking, her gift reveals how much she wants to be liked, and
ipso facto how much she likes, because you want more to be liked by someone the more
you like her).3°

The second type of genuine reciprocity is balance reciprocity where the motive of
the return gift is to maintain some social balance with the initial gift, sometimes for
a reason of fairness. This motive often includes a desire to avoid moral indebtedness.
The desire of balance or the preference for it is quite primitive and basic, although
people are more or less sensitive to it, depending on personality, culture, education, and
social setting. It is to be compared with revenge and the desire for it, its counterpart in
conducts of negative reciprocation. The judgment of other people sometimes matter, but
not always and not necessarily. The motive has an aspect of a norm for reciprocating
or for avoiding moral indebtedness. It then belongs to normative altruism.>' This also
includes the desire of fairness when it is present. This norm can have dimensions of
inner demand or obligation, of a nonmoral social norm, and, more or less, of a moral
norm.3? The social aspect is related to the judgment of other people, but this judgment
can be imagined or become internalized.

Gratitude towards the giver both elicits or favours liking her, and favours providing a
return gift with a sense of balance.

The giver’s merit, for her voluntary sacrifice on behalf of the receiver, is a reason for
providing her with a corresponding reward. However, this remuneration can be provided
by the initial receiver or by someone else (including an institution). Indeed, Adam Smith
continues with: “No benevolent man ever lost altogether the fruits of his benevolence. If
he does not always gather them from the persons from whom he ought to have gathered
them, he seldom fails to gather them from other people”. He even specifies, quite opti-
mistically, “and with a tenfold increase”, before concluding generally that “Kindness is
the parent of kindness; and if to be beloved by our brethren be the great object of our
ambition, the surest way of obtaining it is, by our conduct to show that we really love
them”.

This giving to a giver by agents who are not beneficiaries of the initial gift — the
“reverse reciprocity” of the modern theory of reciprocity — had been emphasized, in
almost the same terms, by the philosopher René Descartes one century earlier, with the
same belief that, in the end, the initial giver will turn out to be better off.33 This relates
to classical promises of religions, for next lives or for this one (e.g., Luke: “give and you
will be given to”). If a giver is aware of this result, she may be tempted to give to obtain
this final benefit. In this case, however, the gift would no longer result from liking and
be the acting part of kindness.

30 A full analysis of these motives, relations, and sentiments is provided in Chapter 6 on reciprocity in this
volume.

31 “The norm of reciprocity” is the title of a renowned study of this topic by Alvin Gouldner (1960).

32 See the distinctions in Section 13.3.

33 Descartes, Letter to the Queen Christina of Sweden, Works, IV.
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Yet, among “extended reciprocities”, this reverse reciprocity is probably less impor-
tant than the opposite “generalized reciprocity” by which someone who has been helped
tends to help others, even those who have not helped her in the first place. This is the
“helping behaviour” of social psychology, one of the most studied and documented of
human conducts (these studies were especially motivated by the intense debate follow-
ing a much publicized crime where none of the numerous onlookers intervened or called
for help).3*

An individual also sometimes gives or helps in return to his receiving a gift or help,
in order to be given to or helped again, by the initial giver or by another agent, who then
would be motivated, at least in part, by the hope to receive again a further return gift or
help. This leads to a recurrent sequence of gifts or helping both ways, which occur by
themselves or in answer to the occurrence of some specific need of the receiver or means
of the giver. The motivations can be purely self-interested or at least partially so. When
they are purely self-interested, the relation is but a sequential exchange, where each
gives in order that the sequence continues. This relation, however, is better classified as
exchange than as reciprocity, as far as the crucial issue of motivation is concerned.

8.3. The special games of reciprocity

Consider two individuals i and j engaged in a simple reciprocity where they respec-
tively give g;; and g;; to the other, where these two items denote vectors of quantities
of goods or services. Individual i’s utility function is
wi = ui(X; — gij + &ji» 8ij» 8ji» Xj + 8ij — &ji)»

where X; and X; denote the initial endowments of goods or services of individuals i and
Jj, respectively (they are vectors of their quantities). The first argument manifests indi-
vidual i’s self interest. The last argument can describe individual i’s altruism towards
individual j — then u; increases with quantities of goods in this vector —, but it may also
not exist (or again it can support descriptions of individual i’s envy, sense of inferior-
ity or superiority, desire of distinction or of conformity, and so on). The pair of central
arguments, g;; and gj;, can describe preferences about the comparison of both gifts
for reasons of balance, fairness, gratitude, resentment (if the gift received is lower than
expected), comparative status, or competitive giving. The presence of the second argu-
ment g;; in itself can represent individual i’s duty, sense of propriety, or status-seeking.
However, if the reason for the duty or for the status were genuinely moral or virtuous, it
should in fact refer to the receiver’s benefit, hence to the last argument X; + g;; — gji-
When gj; is given, the function g;;(g;;) denotes the (a) g;; that maximizes u;. Similar
concepts are defined for individual ;.

If individual i is the first to give, she (more or less) foresees individual j’s return
gift gj; (gij). If she does not question this order of the givings, she chooses the (a)

34 The Kitty Genovese case, 1964.
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gift g;; that maximizes u; with g;; = g;;(gij). She is a “Stackelberg leader” in the
reciprocity game. She can be said to “exploit” the reciprocal reaction of the other person.
In so doing, she is purely self-interested if u#; depends only on its first argument, u; =
u;[X; — gij + gji(gi;j)]. But she is not in the other cases (in particular, she can be also
altruistic). This is a domination reciprocity.

However, reciprocity has a flavour of egalitarianism in actions towards the other per-
son. Now, there being a first and a second player constitutes a strong inequality, if they
act as described above. If the actors extend their reciprocitarian sentiments to the or-
ders of the moves in time, they seek a solution that does not depend on this issue, that
is, on who is first or second to give or even whether they give simultaneously. Then, a
first giver chooses a gift that could be her return-gift if she were the return-giver receiv-
ing the actual return-gift as initial gift. Hence, the chosen gifts satisfy the two relations
gij = &ij(gi) and g;; = g;ji(gij). The solution has the form of a Cournot—Nash so-
lution, but it has a full and rational explanation which is lacking in other cases of one
or two-shot games. It is a moral Cournot—Nash solution realizing the “ordering equity”
relative to the order of the moves. The result is an equilibrium reciprocity.

The classically known structures of these two solutions show that it generally seems
that other pairs of gifts can make both individuals better off: they seem not to be Pareto
efficient (the individuals’ indifference loci are generally not tangent to each other).
However, the individuals have to choose these other pairs of gifts. For instance, they
would make an agreement in this respect. Or, alternatively, an external benevolent power
would impose the solution on them. In both cases, however, the transfers would no
longer be gifts in the proper sense of the term. In the case of an agreement, the transfers
would be parts of an exchange, since they would be mutually conditional on each other
by external obligation or promise-keeping once the agreement is accepted. In the other
process, the transfers would be imposed on the agents. In both cases, the related atti-
tudes, meanings, and hence motives, would be different. Hence, the preferences about
these transfers, and the structure of the utility functions, would a priori be different.
The choice of the agreement or of the imposed transfers would have to be made with
these new preferences. And the individuals may not end up happier or more satisfied in
the end, even if one can make such comparisons when preferences change. In particu-
lar, they may lose intrinsic qualities of the relationship of reciprocity which they may
appreciate, such as mutual kindness, consideration or respect; fellow feeling; and not
being considered only as a means but also — at least in part — as an end (good reciprocity
— there are others — is exchange that places the partner “in the kingdom of ends”).?

3 A large part of what goes on in the process of so-called “development” consists of replacing relations of
reciprocity by market exchanges, thus changing the society and, in the end, the personality of people, in a way
that they generally cannot foresee or even conceive at the onset of the transformation.
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9. Importance and scope of giving, altruism, and pro-social conducts
9.1. Overview

Altruism, giving, and reciprocity have an overwhelming importance in society, its econ-
omy, and the allocation of resources. They permit their existence, performance, and
quality in various ways. Not only do they rule the life and the economy of families and
the sector of charity, and capital accumulation through gifts to children, but they are
a main factor of political life and of the role of the public sector and public finance
through the effects of conceptions of justice and of the common good in addition to
joint giving. They permit the very existence of a free and peaceful society and of a free
market through the respect of others and of their rights and property. They underlie
most of the spontaneous and decentralized corrections of the various shortcomings and
“failures” of the market and of organizations (including firms). Therefore, they are an
essential factor of economic efficiency, productivity and growth through various ways.
They have an important role in labour relations and at the workplace. They are a basic
objective of many cooperatives, associations, and clubs. They are crucial in general so-
ciability and hence for the essential amenity of life in society. They constitute a most
basic social bond. Finally, they are the most universal criterion for judging the intrinsic
quality of social relations and of individuals.

9.2. Families

The allocation of resources should first have people to whom to allocate; and persons
also provide the main economic resource, the stock of human capacities. Hence, there
should first be procreation, which usually results from love, a particularly strong type of
altruistic sentiment and of liking reciprocity.3® Moreover, no society can survive without
someone feeding children and taking care of them — gifts which again essentially result
from love (and a little from duty). The first social relations and sentiments a human
being is aware of and experiences, and the only ones for several years, are kinds of very
strong, warm and reciprocal altruism. The first social relations and sentiments mankind
has observed and experienced, in the family, the extended family, and small groups, are
mostly giving, strong altruism, and reciprocities.

Moreover, people tend to mate with altruists, notably because they are likeable and
prone to protect them and their common offspring, which favours the spread of ge-
netic configurations favourable both to altruism and to being attracted by altruists (and
hence again to the reproduction of altruists).>” This selection of the “altruistic gene” is

36 Adam Smith, a life-long bachelor, finds this “passion by which nature unites the two sexes” to be “always,
in some measure, ridiculous” and holds that this “passion appears to every body, but the man who feels it,
entirely disproportionate to the value of its object” (The Theory of Moral Sentiments, 39).

37 See Section 12.
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complemented by the “selfish gene” which makes you help people who might be ge-
netic relatives, and possibly by the selection of cooperative societies among competing
groups as conceived by Darwin and Kropotkin.

Nowadays, “more than one half of the American population depend for their secu-
rity and material satisfactions not upon the sale of their services but rather upon their
relationships to others” (Edmund Phelps, 1975).

Moreover, we have noted the impressive fact that gifts to children through bequests
and education produce about 80% of savings and capital accumulation, and hence of
investment, technical progress, and per capita economic growth — the rest of growth
being due to loving procreation — (Kotlikoff and Summers, 1981, Gale and Scholtz,
1994).

Even economists who scorn altruism and cherish the selfish homo economicus live
in families where they themselves probably love and give. They can hardly fail to no-
tice the presence of altruistic sentiments and behaviour there — or so it seems. Indeed, a
number of economists have emphasized for long the contrast between the motives in the
market and in the family. This was implied by Philip Wicksteed’s notion of non-tuism,
shortly discussed, or in our days by Gary Becker’s “altruism in the family, egoism out-
side of the family”. Becker (1974) sees indeed the family as dominated by an altruistic
distributing pater familias. Yet, a number of other economists, on the contrary, push
the consistency to the point of seeing even the family as a self-interested exchange, and
this model was theoretically developed (Chiappori’s initial work). This acknowledges
the effects of interactions and the multipolarity of a family, but with a surprising view
of motivations. Then, a new new economics of the family reconciled interactive multi-
polarity with giving and positive affects in basing a theory of the family on reciprocity
(Arrondel and Masson).?® In fact, families display all forms of relations — giving, ex-
change, and constraint —, but are better seen as a network of reciprocities where relations
of other types are in fact moments in this broader framework. And reciprocity of the lik-
ing type dominates other types in the family.

Yet, the family also manifests all the noted types of direct and chain intergenerational
reciprocities, since one gives to one’s children and to one’s aging parents, given that
one’s children will give to oneself and to their children, and one’s parents have given to
oneself and to their parents.

However, giving to children is more important than supporting one’s parents in fam-
ilies in developed economies. Indeed, people not only save for their retirement but, in
addition, give much to their children in the form of raising, education, gifts and be-
quests. This voluntary transmission in fact accounts for most of savings and hence of
capital formation nowadays (in countries with pay-as-your-go pension systems, this col-
lective scheme makes the young finance the retirees and saving for one’s retirement is
still lower).

38 See their Chapter 14 in this Handbook.
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9.3. The political and public sector
9.3.1. Public services and general political motives

You receive vast amounts of free public services. You benefit from numerous public
goods with free access and free of charge. If you are poor, you are granted public sub-
sidies, aids in kind, the assistance of social services, and again free public services and
goods; this is by far the largest amount of aid to people in need or poor nowadays
(and if you are rich you manage to have your area receive the best public services and
your firm receive public subsidies). On the whole, the public sectors give between one
third to more than one half of GNP in our time. You freely choose to vote for the very
high taxes that finance these services (you may have to choose among high levels only,
but if sufficiently many of us wanted low levels, some politicians would propose it).
What are, however, the motivations? What are, more generally, the motivations of all
the actors who can influence the public choice individually or collectively? Are these
people egoistic and self-interested, as they often seem, or are they altruistic and aim-
ing at the common good, as they often say? Indeed, a school of scholarship, notably
in economics, assumes the first alternative, whereas the actors themselves assert most
of the time that their choice is motivated by the defence or promotion of the general
good, including the realization of justice in society, or at least that it conforms to this
objective.

Before pointing out the main issue, specific to the political/public sector, in this
respect, let us notice that the various actors commonly want to help other people in
need through public regulation, public action and public finance even if they have to
contribute themselves, to some degree, for reasons of compassion, pity, moral duty, sol-
idarity, justice, or putative reciprocity (i.e., the reason expressed as: “I help them, given
that they would have helped me if our situations were reversed”).>® This is notably
related to the situation of joint altruism, joint giving, and its realization by the public
sector (see Sections 4 and 7). In particular, taxpayers choose as voters this aspect of
public finance.

Moreover, in most political/public choices of all kinds, a characteristic feature of this
sector is that the two types of motives — self-interested and altruistic — can lead to the
same choice and cannot be disentangled. The reason is clear and inherent to the nature
of this sector. Indeed, many of the issues in question concern general aspects of society
(e.g., moral, national, historical, aesthetic, environmental, etc.), and preferences about
them express both individual tastes and concern about the common good and about
what is good for the other people. Other issues concern more ordinary public goods or
regulation, that you generally want both for yourself and for others: the latter aspect is

39 The term “putative” means that the reverse situation is purely notional. An application of putative reci-
procity is that of “fundamental reciprocity” where the reason for aid is some given relative handicap from
birth (e.g. poor health) or family and social environment (for instance concerning education).
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an altruism. Still other issues affect specific personal interests that are best defended in
joining with the other people having similar interests, in political actions of all types
(votes, parties, other forms of expression, lobbying, revolution, etc.). Then, you jointly
defend your interest and that of the other people in a similar situation. You favour and
help them as they favour and help you — this is solidarity. Your interest becomes an
“objective” cause, and it should not be too difficult neither to find a conception of justice
that shows that the defence or promotion of this interest is right, just, or fair, nor for you
to adopt and possibly to believe these arguments.

Indeed, apart from the issues of public aid noted above, people rarely defend views of
justice that oppose their own interests. This is puzzling and worrying on the grounds of
human rationality, since ethics is supposed to be an exercise in end or value rationality
and its conclusion should have no reason to be correlated with the reasoner’s interests.
Yet, in ethicizing their interests in this way, people ipso facto transmute them into an
altruism towards people having the same interests. However, these moral arguments
defending one’s own interests may not be sincere. They may be just “noise” as a school
of economists is fond to say. They would be mere pharisianism — that is, defending
one’s interests with moral arguments in which one does not believe.

However, the existence of pharisianism does not support a conception of man as
exclusively self-interested but, on the contrary, it proves it to be false. Why, indeed,
would people care to argue in favour of their interests with moral arguments? If it is
for actually defending or promoting their interests, this assumes that these arguments
influence the behaviour of some other people. Hence, these other people are influenced
by morals, at a cost for their own self-interest. Since their action serves the people who
present the argument, this reaction is a moral altruism. Moreover, pharisians believe that
other people may react in this way from their experience and observations, and possibly
also from introspection and a hypothesis of analogy of other people with themselves
(or from empathy for these others). Therefore, pharisianism, a homage that vice pays to
virtue, implies some virtue and proves its existence. Even if people present the moral
argument in order not to appear purely greedy, this implies that other persons appreciate
the moral reason (this is also inferred as just noted). And even if they entertain a view
of the righteousness of their interest in order not to see themselves as purely acquisitive
individuals, then they themselves attach some value to this moral reason — contrary to
the hypothesis.

Hence, the fact that moral arguments are sincere or are not is beyond the point. In
any case, their simple use a priori implies that they are influential, or expected to be
from experience or introspection, and therefore that some people are influenced by such
arguments. These people then are moral altruists if these arguments favour the interests
of other people. And even arguments that only aim at softening the image of some
people imply this kind of recognition.

In fact, the issue of sincerity is ambiguous. People often present or emphasize argu-
ments in order to counterbalance other arguments presented with opposite conclusions,
so as to make a fair judgment possible. In these cases, these people can be sincere and
yet present biased arguments — for a justifiable reason. Moreover, when they defend
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their interest with moral arguments, people are often not clear to themselves whether
they really believe the reason they give or not. This does not matter, however: as we
have seen, the simple use of moral reasons proves their influence and, a priori, that of
moral altruism.

Finally, for example, the fact that freedom of exchange may be more defended by
the rich and inequality more criticized by the poor does not imply that only self-interest
matters. It implies, on the contrary, that both conceptions of justice can influence actual
political choices. This implies in turn that influential actors are to some degree moral
altruists motivated by these opposite conceptions of justice. Moreover, in a democracy
where the ultimate political power rests in the population — e.g., the electorate —, these
moral altruists have to be very numerous. The upshot is well epitomized by Jean-Jacques
Rousseau’s remark that “morals and politics cannot be separated, and he who wants to
study one without the other is bound to misunderstand both”.

Indeed, the abundant and pervasive political discourse speaks of nothing else than
the good for society and justice — corresponding to the two problems politics has to
solve, collective concern and sharing. Both topics imply kinds of altruism. This has
been noted for the common good. For justice, it results from the property of impartiality
inherent to the concept, whatever the specific form it takes. Indeed, this implies that
the values defended attach to “objective” characteristics which can be those of various
persons (for justice towards individuals). Hence, a position of justice that favours the
interests of a person also defends those of others, a priori. Moreover, the simple fact
of taking an impartial view of individuals’ interests constitutes a general altruism in
itself.

Conversely, altruism towards several persons, and in particular the altruism towards
all humans emphasized by Adam Smith, implies and requires definitions of the limits
between the interests of people when they oppose one another. Yet, setting an arbitrary
limit to the interests of someone would not be altruistic. Hence these borders of interests
have to be defined from justified, objective, and impartial reasons, that is, from criteria
and principles of justice. Finally, the implementation of justice and of the chosen com-
mon good generally requires constraints which, in a state of law, are the prerogative of
the public sector.

9.3.2. Actors of the political and public system

The noted close relations between self-interest and aspects of altruism affect all actors
of the political and public process. In addition, for each type of actors there are more or
less specific relations between their interested and altruistic motives. These actors are
of four types: voters; supporters, militants, activists and party members; the political
personnel; and civil servants.

No voter, party member, militant, activist or supporter has a decisive influence in a
large election, and yet they spend time, effort, and money in these activities. Hence,
they are not motivated by their self-interest. They say that they do this because it serves
other people, or also serves them, which is an altruistic motive. Other moral reasons that
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they may give are specific reasons for moral altruism. And, in fact, their actions serve
the other people having the interests they defend or holding the values they promote.
They also serve many people in permitting the functioning of a political system if it is
better than possible alternatives.

In addition to these actors, the political and public process has two other categories
of actors: politicians or statesmen, and civil servants, at all levels. Contrary to the other
categories, they are professional (at least for a part of their life). Hence they can have an
interest in their own career. This polarizes most of the self-interest that there is in their
motivations. Even if they had no other motivations, this one would suffice to transmit
and implement the objectives of the voters and supporters of all kinds, notably their
altruistic intents of all types. However, as the other actors, they also have other motiva-
tions, and they have various effective ways to translate them into acts and facts.

Political men seek fame, power, and income. Yet, most of them also want the good of
their society and of their co-citizens and want to do something about it. They see these
objectives as much more complementary than opposed, since more power by election or
promotion enables them to better serve and promote their view of the good; and seeing
the good as congruent with the positions whose defence and implementation will make
them elected or re-elected avoids the uneasiness caused by cognitive dissonance. Yet,
although political ideals may adjust to political interests, they also often determine the
choice of a political career and the basic choices in it. Disentangling these two kinds
of motives is therefore not easy or even not possible, even for their holders themselves.
Moreover, political men are not only implementers; they also have a major role of influ-
ence and in the formation of public opinion. When they are in power, poor information
of voters and the distance between elections leaves them a large scope for promoting
their own objectives, moral or immoral (Jean-Jacques Rousseau remarked that the Eng-
lish are free only one day every seven years, the election day; and a President in his last
term is free from electoral threats).*0

Finally, there is, in a number of societies, a special ethic of the civil service (or pub-
lic service), at work from the bottom to the top of the hierarchy. This is supported to
some extent by promotions which favour agents who display such a “spirit of the public
service”, thus providing them with both a reward in self-interest and an enlarged field
of public responsibility. This ethos and ethics includes strongly altruistic motivations.
The problems that this attitude leads one to pose have been a major impetus for the
development of public economics and normative economics.

9.4. Giving in philanthropy, solidarity, and charity
9.4.1. Social situation

Private giving outside of the family has a notable importance. For instance, we noted
that it takes up about 5% of GNP in the USA. It displays a large variety of forms: it is to

40 This view of Jean-Jacques Rousseau is still nowadays commonly proposed by his Swiss compatriots for
praising their system of referendums.
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people in need or as support of various specific causes that benefit many people, direct or
through various organizations, in money, in kind, or in giving the labour, effort, or body
parts of the human person. Private giving has, with both public giving and the market,
close relations which are associations, complementarities, substitutions, or competition.

Private giving is tied to public contributions through tax deductions and deductibili-
ties, and joint or matching contributions. Yet, a given support can also often be provided
either by private voluntary contributions or by the public sector. Different countries of-
ten choose different solutions in this respect, with a global tendency in each country,
so that the sharing between private and public aid is very different from one country to
the other. As a result, the size of the private philanthropic sector varies widely across
countries, as does the size of the public sector in an inverse relation.*! Section 7 has
shown how this sharing can depend on the individuals’ motives to give and on political
efficiency in the different countries. This is notably manifested in the traditions and po-
litical and social culture of the country, and hence in its social, political, institutional,
and ideological history. For instance, the historically large role of the public sector in
Europe jointly results from the ethics (or ideology) of the Welfare State, monarchical
traditions (even in Republics), the presence of a professional civil service, and, essen-
tially, the opportunity provided by the fact that public budgets increased tremendously
during the World Wars and could, when military expenditures subsided after the wars,
be largely redirected towards social aid — particularly needed at these times —, while
the wars had created a sentiment of interclass national solidarity which hardly existed
before. Practically, each type of aid tends to occupy fields where the other is absent or
insufficient.

Private giving is also sometimes an alternative to relying on the market. For instance,
the economic profession was impressed by Richard Titmuss’s (1971) findings that the
English system of giving blood for transfusion is much superior — notably in terms of the
quality of blood — to the American system of buying it, and by Kenneth Arrow’s (1974)
discussion of this issue and consequently of the role of giving and of moral behaviour
in the economy.

9.4.2. Motives

An individual, indeed, cares about another’s pain more, and wishes its relief more, the
larger the pain, the more she knows it, and generally the more she knows the other per-
son, relates to her, and likes her. This basic and obvious fact can mobilize various types
of sentiments (shortly presented in full). Sentiments of compassion and pity rest on an
emotion and are commonly supported by a moral demand. In most cases, their object is
the pain of another person. The emotion is then influenced by empathy about this pain
(with the possible assistance of some emotional contagion). Yet, pity and compassion

41 A recent important study by Alesina and Glaeser (2004) compares the modalities of the relief of poverty
in the U.S. and in Europe.
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can also attach to an act or a situation of the other person that are deemed improper
and not only to pain. At any rate, pity and compassion require having a priori some
emotional distance from the object: the more you a priori like the other person, the
more you suffer from her pain, but the less this is due to compassion or pity (and the
more this results from direct empathy). The intensity of the brute sentiment that induces
compassion and pity varies like that of the pain that elicits it (ceteris paribus) but is
usually lower than it. Compassion and pity lead to wishing an alleviation of this pain,
notably by the observer, and also by others and hence by joint giving and by public aid,
and moral altruism also induces this desire and action. Moral and (other) social altru-
ism also demand both affection and support among members of the same communities,
with an intensity parallel to the degree of closeness and proximity. This includes fam-
ily relationships and other solidarities. Moreover, justice and fairness, which are other
aspects of social ethics, can also demand the alleviation of the pain. Their comparative
dimension may then also specify who should pay for this relief.

Moreover, all the various noted normative (moral and social) values entail praise
or blame for the acts of aid and the sentiments that induce them, and hence of the
persons who give or should give and experience the sentiments, by other people, by the
person herself, by society in general, or as abstract intrinsic judgment made up by the
person. This often influences helping behaviour, and it occasionally also influences the
evaluated sentiments. The judgment of sentiments may foster benevolence, and hence
the resulting propensity to give. Caring about the judgment about oneself as actor is not a
properly moral motive. However, it can induce giving in cases where actual benevolence
does not suffice.

Therefore, the motives of aid to the people in need are compassion or pity, sense
of justice or fairness, and other moral or normative altruisms, supported by a sense
of community with various possible extensions, plus, possibly, a quest for praise or
favourable self-image. These motives are largely different from and incompatible with
those of the other main field of giving, the family, because affection has emotional
precedence over both compassion or pity, and moral or other social normative altruism.
You take care of your children when they need it because you love them, and you neither
really pity them nor have to help them because it is your duty or the proper thing to
do. The comparison between these two kinds of altruism is, of course, more complex
and subtle. A sense of community favours both sympathy (somehow a mild affection)
and compassion. Empathy associates naturally with affection and is, to some degree,
an ingredient of compassion. Fairness plays some roles in the family. Yet, the most
striking fact of the comparison is the difference and incompatibility, and the responsible
sentiment is affection, the feeling that blurs the border between self and other.

Finally, supporting people in need directly or through causes is a priori a case of
joint giving with many participants. We have seen in Section 7 that democracy or ef-
ficiency, and altruism and a number of other motives, lead to the realization of all this
aid through taxation and public aid. Hence, private giving realizes the transfers when
the political system is deficient (notably in democracy and efficiency), or when the mo-
tives attach to particular variables, such as the giver’s private gift or a comparison with
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the full contribution (tax plus gift) of other people. These particular sentiments can be
reinforced by others’ judgments, but all these evaluations are not altruistic and have a
limited rationality and morality.

9.5. General respect, civility, sociality, and help

The first altruism is restraint from harming. The first gift is restraint from stealing. The
first reciprocity is answering respect with respect.

Most of the time, most people neither harm nor steal nor lack respect, and — it seems
—nor even feel like doing it.

The general a priori benevolence and altruism towards our fellow humans jointly re-
sults from morals and norms, empathy, sympathy in all senses, and a priori affection for
what is similar to oneself. This feeling is something very important. Even if it is mod-
erate, each applies it to many people and benefits from this attitude of many people. It
makes people a priori respect others and be respected by them. It makes “spontaneous
order” a priori differ from the “war of all against all”. It makes normal societies differ
from the Hobbesian Iks described by the anthropologist Turnbull. Between two people,
this sentiment establishes a presumption of mutual help if needed, rather than war. This
feeling and attitude permit peace without a police state, and, hence, a free and peace-
ful society. They induce respecting rights and property, and hence permit exchange and
markets, with a tolerable level of private defence and public protection. They pave the
way to providing help to other people when they need it. In particular and most impor-
tantly, much below the level of need that induces assistance by some other person, the
large number of a priori benevolent others makes joint giving a requirement of unanim-
ity (a priori implemented by public aid and transfers).

In fact, no society can exist without a large extent of voluntary altruistic respect for
others and for their rights and properties. Peace and security can result from restraint
or constraint, and the latter can be due to self-defence or to the police force. Relying
on self-defence alone amounts to a detestable and untenable “war of all against all”.
Relying on the police alone is impossible if there is not one policeman behind each of
us, and it makes for an execrable police state. In fact, there would even have to be two
policemen behind each policeman for preventing him from self-interestedly using his
force. Solely relying on both these solutions is a mixture of two evils and would seri-
ously misallocate resources towards the weapon industry. These effects can be avoided
only if voluntary respect solves a notable part of the question, as is the case in normal
societies in normal times (although both other means are generally also more or less
required for prevention by deterrence).

In particular, this common general respect of other people, their rights, and in par-
ticular their properties is indispensable to the normal functioning of an extensive and
efficient system of exchange. This basic altruism is a requirement of a working mar-
ket.

Moreover, this respect, accompanied by politeness, menial help, and larger help when
needed, in all or most encounters, provides the social amenity necessary to a normal



Ch. 1:  Introduction to the Economics of Giving, Altruism and Reciprocity 41

and sufficiently smooth and even agreeable life in society. The closer the relationship
between people, the larger this necessity. This is indispensable to the general quality
of life and to the efficiency of activity in society. Altruism is the lubricant of social
relations, as necessary to the working of society as oily lubricant is to that of en-
gines.

9.6. The correction of “failures” of exchanges and organizations

The efficiency of markets is fettered by a number of “market failures” including exter-
nalities, non-excludable public goods, transaction costs, missing markets, incomplete
contracts or impossibilities of establishing or enforcing contracts, and so on. Organiza-
tions, notably hierarchical ones, are hampered by difficulties in information, transmit-
ting orders, reporting, imposing decisions, and so on. All these vices have two basic
causes: difficulties, costs, or impossibilities in information and in constraining people.
Impediments in constraining can be remedied by the corresponding voluntary action
or restraint of the concerned individuals, and those concerning information can largely
be remedied by voluntary transmission of information. When the actor sees these acts
as not being the most favourable ones to her interest, they constitute gifts. Concerning
information, this leads to truth-telling, sincerity, and voluntary disclosure. Concerning
actions, this leads to giving, helping, promise-keeping, trustworthiness, loyalty, absten-
tion from cheating, solidarity in an organization, reciprocal action or contribution, and
so on. The motives are often moral. They are also often normative and social of a non-
moral kind — like following a social norm whose violation elicits shame rather than guilt
which is specific to moral failure. These motives, or at least and particularly the social
non-moral ones, can be reinforced by a quest for image or status in the eyes of oneself
or of others. In the case of an organization, the motives can be loyalty or devotion to the
group or to its direction, sympathy or affection towards the other members, or solidarity
towards them. Sympathy, affection and solidarity leading to such behaviour can also
occur in an exchange, especially when it takes place within a community. Finally, these
conducts may be reciprocal and motivated by a concept of balance, possibly supported
by a sense of fairness — such as helping, contributing to a public good, telling the truth,
not cheating, keeping one’s promises, being trustworthy and trusting, and so on, given
that other participants do the same. Even if someone so acts in order that the other(s)
continue to act in this way in the future, this can work only if the last action has an-
other — not self-interested — motive and hence is a gift, and then this motive doubtlessly
also existed before (uncertainty about the end of the process or the motives of other
participants can also solve this problem, but the very steadiness of a mutually profitable
relation often elicits positive affective mutual sentiments).

In improving social efficiency, these various non-strictly-self-interested conducts and
motives often end up favouring the strict self-interests of these actors.*? Then, disinter-
ested conduct favours one’s strict interest in the end, as if by a kind of immanent justice.

42 Self-interest is “strict” when it excludes satisfactions from status, image in the eyes of others or of oneself,
and the like.
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People may be aware of this, but if they conclude that they will act this way for favour-
ing this interest, then this motive induces them to act differently, the magic of normed
and moral action is broken, and the underlying inefficiency surfaces. This occurs in a
framework of actions of several people, where each person benefits from this behaviour
of a number of other people, and the very original agreement failure prevents that they
choose to behave this way in a collective binding agreement. However, these conducts
are very often maintained by reciprocities: people behave in the proper way given that
others do t0o.*> Moreover, the fact that all or many people benefit from these behaviours
have often led to their becoming social norms, by a process involving many interacting
individual judgments rather than conscious individual decisions. In such situations, fur-
thermore, the individual choice tends to be supported by a “generalization ethics” of the
Kantian type.

Market failures are also commonly corrected by public intervention. Yet, this has
limits due to difficulties in obtaining the necessary decentralized and local information,
to costs and impossibilities of constraining, and to general problems of the public and
political sector caused by issues of motivation in addition to, again, questions of infor-
mation and of constraining. Hence, the decentralized corrections of all these “failures”,
due to different motivations including altruistic and normative ones, are essential factors
of economic and social efficiency.

9.7. Associations, clubs, cooperatives

In addition to these altruistic, giving, and reciprocitarian aspects of exchanges and or-
ganizations having other objectives, people create a number of social forms where these
types of relations purposefully have a particular importance. Setting aside the case of
marriage already noted, they are associations, clubs, and various groups. Their aims are
varied. Sharing among members and socializing are sometimes the only aims. Yet, these
relations are often important although there is another objective. This can be an activity
of the members in culture or leisure, mutual help which then becomes more than only
mutual insurance in terms of social relations, working for a cause or philanthropy, and
so on. Many instances of cooperation share this spirit. Cooperatives have specific aims,
but they are often set up with the ideal of maintaining, among their members, positive
relations that go beyond mutual self-interest. Cooperative movements emphasize this
aspect, which is sometimes lost in the course of time, but also survives in important
cases (notably when they are related to a political cause). The network of associations
with altruistic mutual cooperation or help — be they traditional or more recent — which
exist in a society, often constitutes a major aspect of this society, usually as a sign and a
vector of its quality in essence and achievements.

43 The chapter on reciprocity in this volume analyses extensively the efficiency effects of reciprocities.
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9.8. The workplace and labour relations

Some economists, who wanted to explain all behaviour by selfishness but lived in a
family, adhered to the view that there is “altruism within the family, egoism outside
of the family”. The above remarks show how erroneous this simplistic view is. Yet,
let us consider the social insertion of the individual which is in a sense the antithesis
of the family, the workplace and labour relations where the rule is self-interest orga-
nized by command and hierarchy. For simplicity, let us forget about family firms and
about how many families started at the workplace. The latter fact, however, says some-
thing. People spend at work most of their time outside of the family. They find there
most of their social relations, and therefore most of their friends. To begin with, the
general sociality of respect, menial help, and larger help if necessary, applies there.
These relations are particularly important because of the time and fraction of life they
occupy. Moreover, this duration, especially when the same people are met, or simply
because the relations occur in the same social framework which develops uses and
traditions, tends to make this sociality more intense. People working together know
each other. Empathy, sympathy, emotional contagion, and reciprocities have a large
field of opportunities for developing. The help includes issues relative to the work it-
self, including in providing information. All relations are reinforced by the fact that
they tend to be reciprocal. These non-strictly self-interested conducts lead to the behav-
iours, noted above, that permit the organization to overcome its inherent “failures” in
information and constraining. In addition, co-workers have common interests in work-
ing conditions and wages, with regard to the external conditions of the organization —
including competition —, or in opposition to other parts of the organization — such as
the management. This elicits and reinforces solidarity, while raising the public-good
and free-riding problems of joint interest, and their solutions by normed behaviour and
altruistic and reciprocitarian sentiments. Reciprocity develops even across hierarchical
relations. Even if bonuses are more incentives than gifts, there also is the more sur-
prising but much studied behaviour of working in order to match and deserve the pay
received (as noticed above, this was applied by G. Akerlof for explaining involuntary
unemployment). In the end, labour relations include strict command, hierarchical con-
straint, and exploitation, but they by no means reduce to that, and assuming they do
prevents understanding and explaining what happens in this essential part of the econ-
omy.**

9.9. Social giving: Relation, symbol, status

Gift giving is a voluntary unconditional act in favour of someone else. In its various
forms, it constitutes the positive social relation. Being in general more or less costly for

44 See Chapter 21 of this Handbook by Julio Rotemberg. Rotemberg (1994) analyzed mutual altruism at the
workplace (different from full liking reciprocity).
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the giver, it is a voluntary sacrifice of the giver in favour of the beneficiary. Hence, it can
a priori constitute a strong relation. It is therefore bound and apt to carry meaning about
the giver’s sentiments and intentions, and to be a particularly meaningful act in a social
relationship. Its cost can indicate and measure the intensity of these sentiments and
intentions. Yet, even when the cost is low, the act and the gift can keep their meaning
and be symbols sending a signal or acting as a reminder of the giver’s sentiments or
promises or of the relationship. Accepting a gift is also sometimes an option meaning
acceptance of the relationship proposed by the gift. The various meanings can be for
the giver, the receiver, or other observers of the relationship. All these functions of the
gift are very different from its direct improvement of the receiver’s situation and from
any satisfaction derived from creating this improvement. They manifest other-regarding
sentiments, social relations, and social bonds, and are sometimes important in their
existence. The instances of this role of the gift are very varied. The gifts can be of all
size and value. The symbolic and relational meaning can be essential or minute, and
durable or occasional. The relation and the gift can be fortuitous or institutionalized.
The setting can be the family, business relations, and all types of social relations. The
motivating sentiments and intentions can be those expressed or other ones. They can be
benevolent, self-interested, or malevolent.

Gifts can thus show, manifest, express, confirm, and prove by their cost, various
sentiments and intentions towards the receiver. They can mean peace, friendliness, ac-
ceptation, friendship, liking, or love. Gifts seal, celebrate, or confirm an agreement or
an exchange. They show goodwill in a relation. They can manifest consideration and
respect. Gifts, indeed, can mean things which are opposite to each other. They can ini-
tiate a relationship, maintain it, or put an end to it. They can manifest submission or
obedience, as well as superiority or domination shown by generosity, and also brotherly
friendliness between equals. They can express gratitude, pay back a moral debt, or in-
tend to bind the receiver by a moral debt. Giving and receiving, and the relation they
constitute or manifest, are thus often related to the social status of the giver or of the
receiver, often to a hierarchical status. Various statuses imply obligation to give or to
receive or result from such acts. You may give because you have a status, to maintain a
status, to acquire a status, or to get rid of a status.

More generally, gift-giving can have many important social roles, functions, and
intentions, other than only benefiting the receiver, and this latter effect is sometimes
negligible or absent. Giving and accepting provide information about sentiments and
intentions, constitute symbols of relations and of promises, and are the occasion of fes-
tive encounters, in social situations of various types and of all degrees of importance.
People sometimes find it important to transfer to each other identical rings. Others al-
ternately treat each other with identical drinks up to more than they wish or ought. Gifts
seal deals and agreements. They are used to confirm hierarchical relations of all types: a
domination with a gift to a subordinate, a submission by a gift to a superior, and even an
equality in a brotherly gift or reciprocity. As we have seen, gifts can have as their only
aim the promotion of the image or status of the giver in the eyes of other people or in her
own eyes — although this cannot be the true image of a moral person —, but other gifts
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are still worse when they aim at morally or socially enslaving the receiver by a moral
debt, or at humiliating her in showing that she is not capable to cater for her own need
or her family’s. Yet, other gift-givings, on the contrary, permit one to redeem a moral
debt or to erase or compensate an inferior status. The Inuit people, who have little else
to watch but their relationships and whose wisdom is expressed in sayings, have two
of them about giving, both concerning its effect on social relations: the gentle “friends
make gifts and gifts make friends” is matched by another view devoid of illusion, “the
gift makes the slave as the whip makes the dog”.

Finally, the most important consequence of the attitude and act of giving may be the
easiest to forget about precisely because it is ubiquitous and basic. Freely bowing to
another person’s will is a kind of gift whose pervasiveness, even in moderate degrees
and in reciprocity, constitute the condition of a viable society in a world where scarcities
make individuals’ desires oppose one another. Giving, yielding, accepting, acquiescing,
or endorsing constitute the essence of the multifarious acts and attitudes that make life
in society possible. This often goes with a sense of fairness and, to some degree, of
fellow-feeling.

9.10. Normative economics and the good society

Hence, even though giving can be motivated by self-interest, negative sentiments, and
vicious intentions, it essentially also has all the noted effects crucial to the quality and
even the existence of society, whereas altruism underlies the various social sentiments
that are the main source of human satisfaction, and altruistic giving is unanimously con-
sidered the most valuable of social relations and the most praiseworthy of social actions.
Now, the good society is made of good relations, not only of profitable exchange, and
of good persons, not only of sybaritic consumers. One discipline which cannot forget
this is normative economics.

Normative economics is more traditionally concerned with the quality of society con-
cerning the efficiency (notably Pareto wise) and the fairness and justice of the economic
system. As for efficiency, its central topic concerns the “failures” of markets, agree-
ments, and organizations. Hence, the very important effects of giving, altruism, and
pro-social and moral conducts for remedying these failures are a prime concern of these
studies — as is, similarly, the responsibility of such conducts in creating such failures.

Giving in all its forms also has important effects on the distribution of resources and
hence on its justice or fairness. When one helps poorer people, a free act both has this
valuable effect and generally diminishes inequality. However, the essential giving and
support within families are both usually praised and the major source of inequalities in
opportunities, non-earned incomes, and earning capacities created by education. Finally,
spontaneous respect of people and properties is an essential condition for the protection
of social freedom, the fundamental value of our societies.

Normative economics considers social ethical conceptions with the intention that they
be applied. This application, however, implies that these conceptions are endorsed by



46 S.-C. Kolm

some people who want, approve, or accept their realization. Indeed, a social ethical
view, principle, or set of principles is a priori three things: an ethical logic in itself —
that normative economics studies —; a sociological phenomenon of morals and opinion
when this view has at least some social importance; and an individual opinion for people
who hold this view. Realization — and, hence, the usefulness of the analysis — imply that
the last two aspects exist or arrive. If this view takes as end value a concept of what
is good for individuals, its endorsement by an individual constitutes an altruism of the
latter. Conversely, any altruism towards several people — and in particular the general
a priori altruism — implies a conception of the best sharing among them, that is, of
distributive justice, which is a basic part of a social ethical view.

These close relations between altruism and giving on the one hand and normative
economics, social ethics, justice, and fairness on the other hand hold at all social levels,
from the overall view of societies with often an implementation by politics and the
public sector, to issues of local justice and direct interactions among agents. The latter
case occurs in particular in one of the basic types of reciprocity.*>

In the end, “altruism is expressed in varied forms. It may be individual, inter-
personal, and unilateral, as within the family. It may also be cooperative and mul-
tilateral, being institutionalized in agencies of government, voluntary associations
or private philanthropies. If a task of economists is to illuminate the allocation of
resources, then the analysis of altruistic resource use is a bridge to be crossed”
(Phelps, 1975). This is to say the least. Yet, those among economists who are so
fond of quoting Robertson’s proposition that the role of economists is to econo-
mize on love — the scarcest resource —, miss a basic point that they could read in
an alternative reference, Aristotle. Altruism, like the capacity to love, is a virtue,
and this type of resource has the particularity that it is more augmented than eroded
by use, that the more you use it, the more you have of it, because it is per-
fected by training and habit. One economist who emphasized this is Alfred Marshall
(1890) who, after noticing that “men are capable of more unselfish service than
they generally render”, adds that “the supreme aim of the economist is to discover
how this latent asset can be developed more quickly and turned to account more

wisely”.40

45 The relations between normative economics and altruism and giving will be fully considered in Sec-
tions 14.3, 15 and 16.
46 See Stephano Zamagni (1995, Introduction).
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10. Giving reactions

10.1. About two particular issues that caught the fancy of economists: Intertemporal
giving and the internalization of the gift externality

10.1.1. Intertemporal giving, both ways: Bequest and the retro-gift public debt

Giving can go through time, in both directions. Downstream through bequests, and up-
stream by the appropriate public debt. Both are essential social and economic issues.

You love your grand-daughter, and your grand-daughter loves you. You want to help
her when you will no longer be here, and you do this by bequest. She herself will want
to have helped you when you need it. She cannot do it by herself, but the government
can do it for her thanks to public expenditures financed by issuing public debt that
will be later redeemed thanks to taxes paid by your grand-daughter. Hence, a present
government serving the people should foresee and anticipate this desire of your grand-
daughter as well as possible, and obey and realize it in this way (this has been called a
retro-gift).*” Although your grand-daughter approves of the whole operation, when the
redeeming time comes she generally has to be forced to pay because the helping first
part of the operation has already taken place.

Note that your grand-daughter will generally be richer than you are, because of eco-
nomic growth and technical progress, and of the bequest she received from you.

When you suffer from a situation of economic slump, she will wants to help you out,
thanks to debt-financed public expenditures. You accept her benevolent gift. You have a
way to refuse it, which is to augment correspondingly your bequest to her; this cancels
out both her sacrifice and the present effect of the public expenditure in increasing your
savings and decreasing your consumption. Yet, a priori you accept her benevolent gift.
This gift is also, in fact, a return-gift for the gift of bequest she receives from you. In
addition, she also provides this gift in her own interest, since maintaining the economic
activity also maintains the formation of capital from which she will benefit, and part of
your maintained income will be saved and transmitted to her as bequest.

Financing the public expenditure by a tax is forcing you to spend, whereas financing
the appropriate expenditure by a public debt is making you benefit from a gift of your
descendents which you do not want to refuse and know you should not reject. Hence,
the so-called “Ricardian equivalence” between tax and public debt (Robert Barro, 1974)
does not hold a priori, as facts show. Its theory thinks about your liking your grand-
daughter, but not about your grand-daughter liking you.

In fact, of course, many other things happen. People do not actually consider taxes
on their descendents for obvious reasons. They do not know the amount of the public
borrowing. At any rate, the global amounts say nothing to them. They do not know if a
part will be paid by their own descendents, and which one and when. In fact, the public

47 See Kolm 1985 (and also 1996a).
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debt can never be redeemed and grow as the interests paid (with the proper economic
growth). At any rate, public finance is subject to many other effects. People do not
know them, and nobody can foresee the future factors. Public finance other than what
they directly see of it is opaque to them. The future at the distance of a generation is very
uncertain. Moreover, gifts to descendents are joint gifts with those of other relatives of
the beneficiaries. These relatives can be in diverse generations. Some of them are not yet
determined (future marriages) and cannot be known. Hence, agreements of joint giving
are not possible. In addition, the motives for bequest are often not pure altruism. There
is a “warm glow” of bequest leading the giver to value the bequest per se. In fact, a large
part of the volume of bequest probably results from uncertainty about the date of death
— in this respect, bequest is more accident than gift. Finally, the public policy normally
takes people’s reaction into account. And, at any rate, taxation, and notably the large tax
on bequests, limits the possible effects on the beneficiaries.

10.1.2. Economic internalization of helping externalities

When an agent helps another at a cost that falls short of the value of the aid, this help
can be induced by buying it. However, this is not possible in a number of cases. For in-
stance, the service can be an externality. The relation can also happen between members
of a society where such buying does not occur. For example, the two protagonists are
members of an organization, for instance a firm, and the aid increases the productivity of
the beneficiary. Or they can be members or the same family. In these cases, the buying,
through some material incentive, can be performed by a dominating agent, who can, for
instance, use for this purpose something withdrawn from the beneficiary or from what
she would have received otherwise. This agent can for instance be a government who so
internalizes the externality, possibly in taxing the beneficiary. Or it can be the manage-
ment of the organization (firm) who can remunerate the helper with a bonus financed
with the extra gain. Or, again, this compensation can be performed within a family.
The same outcome can result from the authority pursuing its objectives in choosing,
in particular, financial transfers. For example, the government maximizes some social
welfare function and chooses taxes and subsidies. Or the firm maximizes its profit and
chooses the wages of its employees. Or, again, a family head maximizes a function of
the utility, consumption, or income of the members of the family and distributes or re-
distributes among them. This maximization has the noted effect of overcompensating
the helper if it follows the rule that an increase in the wealth of the group benefits all its
members. Indeed, the helping increases the wealth of the group by assumption, and the
maximization with the distribution or redistribution makes the helper better off on the
whole (as it makes all other members better off). The principle that an increased wealth
benefits everyone has been a national political ideal.*® This notion that an increase in

48 For instance, the French statesman Edgar Faure opposed redistribution of wealth but proposed that every-
one benefits from new benefits (a lawyer, he was inspired by the classical form of the marriage contract called
“community reduced to acquisitions”).
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any resource should benefit everyone is a classical principle of fairness, called for in-
stance “solidarity” by William Thomson. The condition says also that each individual
welfare is a “superior good” for the overall wealth. This is an implicit assumption in
Gary Becker’s (1974) conception of intra-family redistribution by a benevolent pater
familias with the noted effect (the so-called “rotten kid theorem”).

10.2. Interferences with altruistic giving: General view

The cases of the two foregoing paragraphs, and those of the effects of public transfers
on private giving discussed in Section 7, are particular cases of the effects on giving
of other transfers — or their equivalent — between the giver and the receiver, and, more
generally, of the interaction between giving and some interference with the donor, the
beneficiary, or both. Various types of phenomena intervene in these situations which,
for simplicity, are restricted here to cases of altruistic giving — that is, the donor cares
only about the receiver’s situation in addition to her own — (other important cases were
also considered in Section 7). The interference is often that of a public policy, but it can
notably also be that of any of the other distributing dominant agents considered in the
previous section. The gift can notably be aid to poor and needy people in charity, or
intrafamily gifts and notably bequest. The interference can affect one of the two parties
of the giving or both of them. It can be giving to or taking from the giver or the receiver,
or a transfer between them, in both possible directions. The type of interaction between
the giver and the interfering agent is a crucial determinant. The general case is that
they play a “game” which can be cooperative or non-cooperative. In the latter case, the
solution can notably be a Cournot—Nash or a Stackelberg equilibrium, and, in the latter
case, either the giver or the interfering agent can be the leader. The interference can also
simply be considered as given exogenously, but this is a priori a weak and imperfect
model, and there can be a fuller consideration of this agent’s objective.

An exogenous variation of the giver’s means (a decrease can result from a tax) induces
her to vary her gift in the same direction and of a lower amount if the receiver’s situation
is a normal good for her. An exogenous gift to the beneficiary leads the giver to reduce
her gift (in the same condition), and the final result should be the same as if this amount
were given to the giver — if she continues to give. However, the situation often turns out
to be an agreement between the two givers — with, for instance, a public subsidy (or a
tax rebate) for the initial giver.

As a gift can more or less “crowd out” another gift to the same person, it can also
deter the beneficiary from helping herself in self-care or effort. The standard solution
consists of providing conditional gifts, such as charity to the “deserving poor” rather
than also to the “undeserving poor” in 19th century England, the present restriction of
unemployment subsidies to people actively seeking a job, or aid tied to own contribution
or subsidies to effort. This effect is James Buchanan’s (1975) “Samaritan dilemma”.

The cases of transfers imposed between the donor and the beneficiary has a num-
ber of applications. The transfers have been considered as exogenously given. The gift
then a priori adjusts so as to exactly compensate the transfer and it erases its effects, if
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there remains a gift. In this way, lower private charity compensates public transfers. A
decrease in bequests erases the effects of government taxes to finance expenditures in
favour of future generations. Conversely, an increase in bequests compensates the ef-
fects of public expenditures financed by borrowing (Barro, 1974). Similarly, the actions
of the dominating agents of Section 10.1.2 amount to transferring from the beneficiary
to the giver, but the transfer considered now is explicitly chosen. Actually, of course,
the transfers are usually chosen in considering the giver’s reactions and various types of
game-theoretic relations can take place, and a number of other aspects are also impor-
tant in each case (see, e.g., Section 10.1.1).

11. Solving “Adam Smith’s problem”

As Blaise Pascal wrote, “man is neither angel nor beast” (he added “he who wants to
play angel plays beast”). Adam Smith seems to have been obsessed by the idea that
people serve the interests of other people. However, he relied, for this purpose, on two
opposite assumptions about motivations in his two main works. Indeed, the universal
altruist of the Theory of Moral Sentiments stands in a striking contrast with the selfish
exchanger of the Wealth of Nations (1776). The vivid description of the former may
lead one to think that she is ready to help other people, and yet Smith later says that you
would do better to rely on the other person’s egoism (in exchange) to obtain something
from her. The possible contradiction was even made a topic of scholarship by German
scholars under the name Das Adam Smith Problem. It is said that Smith reversed his
view about human nature after his visit to France where he met economists. In any
event, he certainly read the argument of the Wealth of Nations in the Essays on Moral
of the Jansenist Pierre Nicole, written one century earlier and translated into English
by John Locke.* In fact, Smith was probably ready to welcome the reversal of per-
spectives about motivations. Indeed, the altruist of the Theory of Moral Sentiments is
only limitedly moral. Much of his altruism is of the hedonistic kind. He largely favours
the other person’s pleasure because, by spontaneous empathy and somewhat by spon-
taneous emotional contagion, it fosters his own pleasure. Kant would sternly deny that
this is moral, or even good (however, Smith also introduces both impartiality and duty).

At any rate, Smith praises both the altruistic and the selfish characters because they
serve other individuals. For the selfish person, this is in the framework of market ex-
change. The idea was developed by Pareto into the Pareto efficiency of competitive
markets. This, however, is for individuals maximizing their ophelimities w; rather than
their altruistic utilities u;, whereas the highest utility is what they in fact want. Hence,
there is also a Pareto Problem. 1t is striking, in fact, that the economists who analysed

49 This is likely because some passages of the Wealth of Nations are very close to passages of Essays on
Moral, for instance those marveling about the very large number of persons whose work ultimately serve a
single one (and of those who ultimately benefit from a person’s work). Smith also read Mandeville and his
presentation of the “public virtue of private vices”.
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the efficiency of selfish exchange the most perceptively are those who also emphasised
altruism (Smith, John Stuart Mill, Edgeworth, Léon Walras for solidarity, Pareto). This
raises two questions: the relations between altruism and markets, and the motives of
individuals.

The most important fact is that there is no contradiction between the altruism and the
selfishness of humans, but, on the contrary, essential complementarities in their mani-
festations and effects, for three reasons:

(1) Although the market rests on selfish behaviour, some altruism is indispensable
to its working, for preventing generalized stealing and cheating that self-defence
and the police alone could not check (moreover, who would prevent purely self-
interested police and armed forces from robbing at gunpoint?).

(2) Altruism could jeopardize the efficient working of the price system through lack
of competition, price rebates, overpayments or overprovision.”’ However, most
of the altruism that exists in society beyond family circles and can lead to trans-
fers is joint altruism towards people in need or poor. It requires joint giving with
many contributors, which cannot occur spontaneously, and has essentially to be
performed by the fiscal system if this giving is socially efficient, rational, and
moral (see Section 7). Hence it is or should be performed by the public sector,
outside of the market. This permits the efficient working of the market not to be
jeopardized by intrusive giving (the public transfers can avoid such effects).

(3) Market exchange, giving, and voting for transfers occur in different circum-
stances, at different times, and among people with different relations — the mar-
ket, the family, charity, the polity.

Altruistic conduct in markets that would induce price rebates, overpayments or, for

a given payment, providing more goods or labour or accepting less of them, or again
abstaining from competing in supplying or demanding items or labour, would destroy
the economic efficiency of the price system as informing agents about relative scarcities
and desires. However, self-interest alone induces one to take rather than to exchange,
when the other person’s self-defence and the fear of the police are not sufficient. And,
in fact, a minimum of voluntary respect of others’ property and of spontaneous honesty
is necessary to a normal working of an extensive market system. Hence, exchange,
which is neither giving nor stealing, implies and requires an altruism low enough to
limit interfering giving and high enough to limit disruptive stealing. Low altruism could
also lead to some joint giving where contributors share the cost, but free riding checks
it (hence an agreement failure can prevent a market failure), and public realization takes
ipso facto the issue out of the market.

More generally, individuals commonly have different motives depending on whom
they relate to and the circumstances and moments. They can be selfish — yet, respectful

50 See Kolm (1984a) and Lawrence Kranish (1998) for a general analysis of these effects. A particular in-
stance is the reciprocitarian labour supply creating apparent subemployment (considered by Akerlof as noted
above).
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— in markets, and altruistic in the family, in giving to charity, in approving of joint gifts
implemented by public transfers (while preferring not to pay themselves), or in letting
their vote about public policy or a constitution be influenced by their sense of justice.
Indeed, we have noted that both John Stuart Mill and Léon Walras point out that people
can be selfish or concerned about other people or a common good according to their
state of mind, the latter case occurring in their moments of calm reflection — although
supporting the common good in choosing a constitution, in crucial votes, or in case of
collective danger is rather done in collective excitement — (remember that John Stu-
art Mill calls altruism favouring the highest utilitarian sum of individual utilities). And
Pareto distinguishes the sphere of the economy where people seek to maximize their
ophelimity w; from the higher sphere of “sociology” where the concerns are individu-
als’ utility u;.

Yet, the most elaborate answer to the challenge posed by “Adam Smith’s problem”
came from the most subtle and perceptive of English economists, Philip Wicksteed
(1888, 1906, 1933).5! In addition to his early contributions to economic choice the-
ory (transitivity and its limits, priorities, revealed preferences, marginal inequalities,
bounded rationality, allocation of time, effort and attention, intrafamily economics,
group preferences in “communal sense”, etc.), Wicksteed, also a methodist clergyman
and a profound commentator of Auguste Comte and Vilfredo Pareto, was particularly
interested in altruism. For him, choice theory (refined one) applies to this motive of al-
location no less and no more than to others. He is, of course, well aware of “economic”
exchanges by which each participant takes the other as only a means, and yet serves
the other’s ends in seeking only her own. He emphasizes, however, that these ends need
not be selfish in themselves. They only need to be selfish towards the partner in ex-
change, not towards the rest of the world. You may want to benefit in order to support
your family or give to charity or other causes. For Wicksteed, there exist such economic
relations, but no economic man in the classical sense. “What makes it an economic
transaction is that I am not considering you except as a link in the chain, or considering
your desires except as the means by which I may gratify those of someone else — not
necessarily myself. The economic relation does not exclude from my mind every one but
me, it potentially includes everyone but you” (emphasis added). Wicksteed labels this
attitude non-tuism. He also notes that motives depend on the moment, and that business
relations, and especially employment relations, are sometimes not purely non-tuistic.

12. The causes of and reasons for altruism
Information about the causes of and reasons for altruism can be useful for two reasons:

for foreseeing altruism and its consequences such as respect for other people or helping

51 An interesting recent presentation of the essence of Wicksteed’s Common Sense of Political Economy is
proposed by Ian Steedman (1989, Chapter 10).
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them, and for trying to influence altruism — essentially to promote it because of its
mostly favourable consequences and intrinsic value. Altruism is the main concern of
moral education, and the topic of the penal system can be said to be its absence or
misplacement. Hence, the causes of altruism and of its absence have been the object
of intense reflection and debate at all times and in all societies (as far as we know).
A standard and main issue concerns the relative importance of social influence and
education and of the underlying biological material, with a particular place for influence
during infancy. This question has taken prominence because the answer is supposed to
tell us what can and what cannot be changed and influenced. As far as mere explanation
is concerned, however, this question is not correctly posed because culture is not more
recent than other aspects of humans and it influences biological selection by mating and
survival rates (human “natural” genetic selection, as well as “human nature”, are largely
culture). Moreover, the very anatomy of the brain is influenced by culture which acts in
creating connections and neurons and not only influx. Neurobiologists have found with
relative precision the areas of the brain, neuronic circuits, and hormones “responsible”
for social emotions and attachments, but no useful conclusion have been derived yet
(such as finding out someone’s anti-social propensity).

The main information about the cause of altruism or lack of it is to be found in studies
in psychology, notably the psychology of the child and generic psychology (with the
landmark study of Jean Piaget’s (1932) The Birth of the Moral Sentiment in the Child
and the work of Kohlberg), social psychology, sociology, psychoanalysis (cum grano
salis), and history and anthropology. These contributions of other disciplines are, of
course, beyond our present topic.>>

Some adepts of the “dismal science”, faced with the sad evidence that human charac-
ter is not so sad after all, tried to save selfishness in displacing it from homo economicus
to her genes, and hence became interested in the sociobiological selection of altruism
towards kin. Another selectional cause of altruism can be found in group selection —
groups of altruistic co-operators outperform others —, which is as old as selection theory
since it is Darwin’s own theory of competing tribes. Yet, a third mechanism of genetic
selection explains altruism much more straightforwardly.

Indeed, you (that is, any animal) have an interest in mating with altruists since they
will protect you and your common offspring. This makes the “altruistic gene” (genetic
configurations favourable to altruism) spread more than alternatives. Moreover, since
your mate’s altruism helps you survive more, the character of being attracted by altruists
is also selected and spreads, in addition to consciously seeking protection. The altruist
protects your common offspring because of his/her altruism and because they are his/her
offspring — and you both care for your offspring (would it only be as a result of the
selection of altruism towards kin). People who give gifts in courtship may not do it
in order to pretend that they are altruists, but this behaviour of theirs may have been
selected for this very reason. Of course, altruism also can be a handicap for self-survival,
and an equilibrium obtains.

52 For a discussion of this literature, with synthesis and conclusions, see Kolm 1984a.
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Yet, I do not hope that any biological consideration will provide any conclusion suffi-
ciently specific, subtle, and to the point to be useful for understanding human altruism.
They only present hypotheses about very rough psychological features which do not
match, by far, the variety revealed by reflective and analytical observation. I regret it,
but, for example, the mere variety of types of altruisms pointed out in the next section
seems to vindicate this conclusion. However, the biological approach seems to be ap-
preciated by some people, notably in economics, and it seems helpful for them to be
convinced of the possibility of altruism.

Part II: Altruisms and giving

13. Altruisms: Types and causes or reasons
13.1. General presentation

13.1.1. Introduction

Understanding, explaining, and forecasting altruism, giving, and their consequences re-
quires having a clear view of the nature of these phenomena, each of which has a variety
of types and of causes or reasons. This is the objective of the remarks presented in this
section.

The very definitions of altruism and of giving are tricky, and can only really be pre-
sented after the consideration and analysis of the various cases. For a start, an altruistic
view of a person is a view that values positively and for itself what is good for another
person or what it deems to be s0.>3> And giving is an unconditional action of a person,
purposefully favourable in some way to another and costly in some way for the actor.
Note that, apart from this cost, the giver may benefit from other effects of her action and
give for this reason. The noted persons can be individuals — as it will be the case here —
or any other relevant social entities. An altruistic view leads its holder to give when this
person finds that the valuable consequences according to this view more than compen-
sate the costs for her. An altruist may be someone who holds altruistic views, but it more
commonly means someone who gives for this reason. Similarly, altruism may refer to
the existence of altruistic views (not far from benevolence), but it more commonly also
requires the resulting givings (not far from beneficience) — yet, since giving will often
be a variable of the analysis, these distinctions of vocabulary would not be fruitful here.
Altruistic views are of various types distinguished by their causes or reasons. These
types can more or less be jointly present. They divide into two categories, hedonistic or
natural altruism, and normative altruism. The social psychological phenomena of af-
fection, sympathy, empathy, emotional contagion, fellow feeling, compassion, and pity,

53 This “good” is the happiness, pleasure, satisfaction, or welfare of this other person only as a particular
case. The other cases are what economists call “paternalism”.
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make a person feel happy or sad as a consequence of the happiness or pain, or good or
bad situation, of another person. They induce “natural” or “hedonistic” altruism. On the
other hand, normative altruism is induced by moral intuition, non-moral social norms,
or various applications of reason or rationality. Moral intuition and moral reason induce
the two kinds of moral altruism.

There are, of course, many other reasons to give than altruism. They do not focus on
and value the improvement of the beneficiary’s situation in itself. The most direct such
conduct is following a simple norm or value of giving with this property. This norm or
value is psychologically of a moral kind without referring to an altruistic intention (for
this reason, one can validly deny that this conduct is actually moral in an ethical sense).
This norm of giving is a priori supported by a social view, and by the corresponding
opinion of some people (voiced or implicit). More generally, however, judgments about
giving elicit a number of motives that induce it. They are made by other people, by
some social opinion, and by the actor herself. They lead to seeking praise and approval,
absolute or relative status, and a good image, from the judgments of other people but
including self-approval and image of oneself in one’s own eyes (that Adam Smith takes
to be an empathy of other persons’ views of oneself). Both moral sentiments and so-
cial judgments induce social norms or values of the two kinds relevant here: a norm
or value for giving per se, and a norm or value for caring about the beneficiary, and
hence, possibly, for giving for her sake. Giving because of non-moral social norms or
values is in between giving from an intuitively moral motive and giving because of the
judgment of other people or of society, since it is close to the former and yet generally
requires the consideration of the judgments of other people (or the imagination of this
judgment). Yet, failing to abide by moral values and by non-moral social values elic-
its respectively guilt and shame, two very different sentiments. Moreover, some moral
norms of giving are derived from specific reasonings such as universalization of Kant’s
type, hypothetical substitution or reciprocity, etc. We have also seen the central role of
giving in a variety of types of social relations. Finally, various social or economic effects
of giving can provide strictly self-interested benefits to the giver. This includes effects
through markets, return gifts for reasons of balance, fairness, gratitude, or liking, and
other social rewards provided either for rewarding merit or for inducing further gifts.
The motives of such actions lose all social dimension.

The present part shows the various types of altruism (Section 13) and of non-altruistic
giving (Section 15), with special consideration of the relations between altruism and jus-
tice (Section 14). The varieties of altruism and of non-altruistic giving are summarized
in Tables 1 and 3, respectively. Motives for giving can focus on the beneficiary or on
the giver, and the former case can be “paternalistic” or not. Section 13.2 presents the
various types of natural or hedonistic altruism, whereas Section 13.3 analyses the three
kinds of normative altruism and their relations and effects. Non-altruistic giving can aim
at eliciting social effects concerning judgments, the giver’s and the receiver’s situation,
or social relations (Section 15.2), or at favouring self-interest through various possible
ways (Section 15.3) — including indirect economic or social effects, reward, or a return
gift.
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13.1.2. The twelve basic types of altruism
Table 1 summarizes the structure of altruism and its twelve basic types.

Table 1
Types and structure of altruism

SENTIMENTS APPLICATIONS
affection family
[ affective |:
sympathy friends, relations
direct general
empathy IE assumed closeness
[ hedonistic, natural pure hedonistic [ own need, suffering
emotional contagion
compassion need, suffering
L moral hedonistic { ’ in general
pity
Altruism need, suffering
_ moral intuition proximity, community
norms and values merit
social norm special beneficiaries

norms of fairness

“selfish”

| normative putative reciprocity

rational need, suffering
impartiality, justice merit

social rational inequality

{ substitution

universalization

13.1.3. The objects of reasons for giving and altruisms

13.1.3.1. Gift or receiver’s situation The relevant issue for evaluating a gift can be
either the resulting situation of the beneficiary, or the gift in itself. This distinction
practically identifies with the two families of reasons for giving: altruism values the
situation of the receiver, and various other effects of the gift are generally based on the
gift in itself. Norms or values and opinions of all types can attach to these two types of
items. From Sections 4 and 7, appreciation of the gift in itself can result from valuing
the sacrifice or the responsibility of the giver (the issue of distributive taxes was also
discussed there). Some instances may seem to belong to a case but actually belong to
the other. For example, if someone makes a conspicuous gift to someone else in order
to enhance the receiver’s social status, then this status is the aspect of the receiver’s
situation she values.
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13.1.3.2. “Paternalism” In altruism, favouring what is good for the beneficiary of a
gift can be either according to the receiver’s judgment, or according to another concep-
tion. The former case corresponds to economists’ classical “respect of the preferences”
of the receiver. It is then usually taken to mean valuing the receiver’s satisfaction. It is
also classically related to the more tangible meaning of valuing the receiver’s happiness,
pleasure, or joy, or the relief of her pain, suffering, misery, or dissatisfaction. The other
case is usually called “paternalism”, although this term is ambiguous in itself since a
benevolent “father” may also value his children’s satisfaction or happiness rather than
his own conception of what is good for them if it would lead to another choice. Altruism
resulting from empathy or emotional contagion favours the other person’s joy, happi-
ness, pleasure, or lesser pain. Normative altruisms and altruism resulting from affection
or compassion can be of both types.

Moreover, the dichotomy between the two cases is not simplistic, notably for reasons
concerning aspects of the beneficiary with respect to information, weakness of the will,
compulsion, addiction, and multiple self simultaneously or over time. The preferences
of a person are not always a unique well defined system. There often are oppositions
between her short-term and her long-term interests or desires, her greed and her de-
sire to be a good person or to behave properly, her choice and what she thinks she
should choose or what she thinks ex post she should have chosen. This raises issues of
prudence, moral behaviour, weakness of the will, compulsion, addiction, and regret. An
altruist who wants the good of the other person as this person conceives it may therefore
have values which oppose some desires, manifestations or expressions of this person.
The altruist and the person in question may have different relevant information, and one
piece of information, or the other, may be better. A person may even wish to be con-
strained in her actions in the name of better information, in her short-term pleasure in
the name of her long-term interest or prudence, and in her greed in the name of good
or proper behaviour. This can be both economists’ “paternalism”, and obedience to one
of the person’s desires. An altruistic sailor on Ulysses’ boat should forcefully tie him to
the mast in the name of Ulysses’ medium-term interest. The altruistic spanking justified
by the dictum qui bene amat bene castigat can be both drilling into the father’s ideal
(in a sense the extreme form of so-called “paternalism”), or promotion of the victim’s
long-term interest or moral ideal (or future moral ideal).

13.2. Natural or hedonistic altruism

When you are happier because someone is happier, or because she is in a situation that
you think is better for her, then your own eudemonism or hedonism makes you value the
pleasure or lesser pain of the other, or the relevant improvement in her situation. This
is natural or hedonistic altruism. It has several types of causes (which can be jointly
present).
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13.2.1. Emotional contagion

Emotional contagion makes you have emotions that you observe in others. This is well
known and also present in animal societies (particularly for fear and anger). This con-
stitutes the imitatio affectuum (imitation of affects) so central in Spinoza’s Ethics and
for David Hume. It is also a main factor of crowd psychology (Gustave Le Bon). The
induced emotion is generally of lower intensity than the original one (but it is higher in
appropriate conditions, and there can be feedbacks and phenomena of resonance).

13.2.2. Empathies

You can imagine yourself being in the place of some other person. This thought can
be called substitution. Yet, you can apply this to various characteristics of this other
person. Besides the other person’s material, social, or physical situation, you can also
imagine endorsing various mental characteristics of hers, such as understanding, inten-
tions, tastes and preferences, or some of them or aspects of them. When this mental
operation affects your emotions or feelings in the direction of those of the other person,
one speaks of empathy (a term due to Max Scheler). However, there are three types of
empathy, or three aspects of it. (1) In direct empathy, you imagine directly endorsing
the other person’s emotional state, or state of her feeling, which you infer from her ex-
pression (verbal, physical, written, etc.). (2) In assumed empathy, you imagine having
emotions or feelings that you infer to be those of the other person from what you know
about her situation, tastes, sensibility, and so on. (3) In own empathy, you imagine what
would be your own emotions and feelings if you were in the other person’s place for
the non-emotional characteristics for which you imagine the substitution. For instance,
the empathy described by Adam Smith (without the name) is own empathy. These three
types of empathy can be mixed and associated. In particular, you will want a consistency
between direct and assumed empathy, that is, between the emotions and feelings that the
other person seems to experience and their causes or reasons (including the other per-
son’s tastes, sensibility, etc.). Own empathy would amount to assumed empathy if there
were full substitution for all characteristics that can affect the considered emotions or
feelings (including tastes, sensibility, etc.), but this may not be possible. Direct empathy
can easily be associated with emotional contagion.

Then, these imagined emotions and feelings of yours, induced from the other person’s
emotions or feelings or from their causes, induce in you derived empathy-emotions
which differ from the imagined feeling — and a fortiori from the actual ones — in being
in the same way agreeable or painful, and with an intensity which varies in the same
direction but is generally lower. These empathy-emotions then induce acting, such as
giving or helping that pleases the other person or improves her situation, and hence
has parallel effects on the empathy-emotion, if they appear to be worth the cost. We
have thus noticed that empathy implies three levels of emotions, feelings or sentiments:
the original ones of the other person, those imagined for yourself, and the resulting
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empathy-emotions. The first and the last are real, whereas the intermediate ones are
imagined. Moreover, empathy can be more or less voluntary or involuntary.

13.2.3. Affection and sympathy

A priori affection towards someone, liking her, directly implies liking what is good for
her, and notably her joy or the alleviation of her pain. Affection can be associated with
empathy (notably when one knows the liked person well), and with emotional contagion
(notably if one is close to her, in frequent contact where she falls under one’s attention),
but it is a proper cause of altruism by itself. Affective altruism can value the pleasure
of the liked person, but it can also wish aspects of the person’s situation that one deems
to be good for her and that are not the most conducive to her pleasure (a “paternalism”
that can even lead to qui bene amat bene castigat).

Feeling sympathy towards someone a priori entails enjoying her pleasure and feeling
sorrow for her grief. The induced sentiments are generally of lower intensity than the
original ones. Sympathy is favourable to empathy and emotional contagion, but it is a
cause of altruism in itself. Sympathy is relatively close to a mild form of affection, but
there may also be some difference in nature. In particular, sympathy does not entail so
close an involvement with the other person’s good, and sense of responsibility for it, as
affection generally does. As a consequence, sympathy can lead one to value and favour,
in addition to the other person’s pleasure, her long-term prudential interest, but probably
not other aspects of her situation for themselves in a classical “paternalistic” fashion.

Apart from this present-day meaning, the term sympathy has meant different things.
Adam Smith uses it to mean empathy and, secondarily, emotional contagion. The ety-
mological sense of sympathy is about the same as compassion, and it applies well to
emotional contagion and to empathy.

13.2.4. Compassion and pity

Compassion and pity are altruistic sentiments towards people in poor situation. The
misery that elicits them can be material, but also purely mental in relation to some ex-
pectation or habit. These sentiments need no a priori positive sentiment towards the
other, such as affection and sympathy. On the contrary, affection precludes pity in
crowding it out, since the pain you feel from the pain of someone you like much or
love a priori leaves no room for a sentiment of pity. Less intense liking produces this
effect only to some extent. However, notwithstanding the apparent purity of the con-
cepts of compassion and pity, they are in fact cocktails of the other views and feelings.
Indeed, they mobilize elements of empathy and of emotional contagion, and they also
have a dimension of intuitive moral altruism — or are closely associated with it. They in-
duce sadness from the other person’s grief, usually with a much lower intensity (except
for saints), and they sometimes are motivated by specific aspects of the other’s situa-
tion and not only her pain, in a kind of paternalism. Pity can also have an element of
condescension.
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13.2.5. Relations and nature of hedonistic altruism

The various forms of natural altruism have relations between themselves. They can
more or less be jointly present, some favouring others or the converse. Affection and
sympathy favour empathy and emotional contagion because of the knowledge of the
other person they imply and of the focus of attention on her they induce. Empathy is
also favoured by the interest in and curiosity about the other person induced by affection
and sympathy. Compassion and pity are restricted to poor situations of the other person,
we have seen that they contain some empathy and emotional contagion, but that they
rather tend to be excluded or limited by the presence of affection or sympathy which
tend to mobilize — in a sense — the sentiment towards the suffering person.

Natural altruism can easily be seen as genuine and proper altruism, but it can also
be seen, on the contrary, as an extension of egoism, because it rests on one’s pleasure,
notably in the case of empathy and emotional contagion, and because it is, in the case
of affection and to some extent of sympathy, in essence an extension of the ego to one’s
family or friends. This reduction of natural altruism to egoism would notably oppose
it to moral altruism. Along this line, Kant would doubtlessly classify natural altruism
along with other tastes among the individual’s “inclinations” which morals should fight
(in the name of reason in his view).

13.3. Normative altruisms
13.3.1. The three types of normative altruism: moral, social, and rational

Normative altruism of an individual is her seeing the good of some other people as a
value in itself, a final or end value. This view can thus conceive of norms about this
good. It can motivate giving or helping in spite of the costs. There is also normative
giving concerned with the gift or help in itself rather than as improving the beneficiary’s
situation, although it has to have this latter effect. Such action can be induced by moral
advice on indictment or by non-moral social norms or values. It will be classified as a
type of non-altruistic giving.

Normative altruism divides into three categories, which can be called respectively
intuitively moral, social, and rational. Two are moral in nature: the intuitively moral
and the rational types. Yet, intuitively moral and social normative altruism refer di-
rectly to values or norms, in opposition to rational normative altruism in which some
reasoning of a moral and logical nature is basic (although it is sometimes quite short).
The names used require a few precisions. The adverb “intuitively” is meant to dis-
tinguish “intuitively moral” from “rational moral”. It is chosen because of the very
common use of the term “moral intuition” for describing the nature of the values
in question (this traditional use extrapolates the normal sense of the term intuition
which refers to a kind of cognition about facts, and in this sense it treats values as
if they were truths, which they are not). Moreover, these intuitive moral values are
doubtlessly no less social in origin than the other values to which we restrict the
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term “social” for the sake of brevity and convenience, and whose full name should
more exactly be “non-moral social”. Yet, these two categories are a priori neatly dis-
tinct. A moral value or obligation is felt as intrinsic — even if it applies in specific
social contexts —, it can entail a duty, and failing in this respect entails guilt. A (non-
moral) social value or norm basically refers to a judgment “of society”, or “of other
people”, it says what is proper or correct, or what is to be done, and failing in this
respect elicits uneasiness or shame. However, a few remarks are required. A social
value or norm may have become internalized, or it may have become a personal habit
— and this is in fact the most common case, in addition to the social judgment. The
judgment of other people or of society may be only imagined. Moral values are also
acquired by internalization of judgments “of society” or of others, but they are hy-
postaziated and acquire an autonomous status. Moreover, moral values are generally
also social in the sense that they are praised by “society” or by “other people”. Yet,
this is not necessary for them. The criterion is the judgment of your conscience. In-
deed, there are cases, often remarkable, of moral values that oppose general opinion.
In fact, in all these cases, “society” may be a sub-society whose views may oppose
that of other people or societies. These distinctions and relations are summarized as
follows:

Table 2
Normative altruisms

intuitive non-moral
rational moral social
moral social

13.3.2. Moral and social normative altruism

13.3.2.1. Nature and distinction Giving and helping are prima facie the paragon of
actions praised by morals. Benevolence as disposition to help, attitudes favourable to
other persons, and the corresponding sentiments, are the paragon of moral attitudes or
sentiments — where “moral” is taken in its ethical sense. Moral judgments, indeed, bear
not only on acts but also on intentions, attitudes, and sentiments. In particular, they
do not only praise helping per se in general, but also judge its motives. They discuss,
endorse or criticize various moral values and norms. In fact, moral judgments hold an
action to be moral — and praise it for this — only if its intention is, but they can also
approve of some acts that are not properly moral acts in this sense. In giving in order
to show off, they approve of giving but regret the motive. And they even condemn the
motive when giving aims at humiliating the receiver. Moral judgments even judge the
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motives of natural and hedonistic altruism, in spite of the fact that they are bare psy-
chological phenomena: these judgements can hold that you ought to love your family
or “your neighbour”, that you should not be insensitive to other people’s pain, and that
you should practice empathy. They see favourably that you let yourself be emotionally
contaminated when the sentiment is love but they condemn it when it is hatred. A partic-
ular religious tradition has emphasized the value, and developed the concept, of charity
in acts, sentiments, or judgments, towards persons in an unfortunate situation of some
kind (other traditions are content with compassion or with general solidarity).

This moral altruism is one kind of normative altruism. Another kind — social altruism
—refers to judgments “of society” or “in society” of praise or blame, that are not moral in
the strict sense of ethical. They refer to “properness”, to what “is done” or “is not done”,
often to custom, tradition, or uses (when not to fashion). A major difference between
these two categories of normative judgments is that social normative judgments focus
essentially on acts and attitudes, whereas moral judgments evaluate also the inner facts
of motives and intentions, which even constitute their most basic reference. This is due
to the fact that the judgment of other people is essential or at least important in social
normative evaluation: the actor judges herself through the judgment of others, whether
it is actual or imagined by her. Hence, essentially visible facts matter, that is, acts and
attitudes. Morals, on the other hand, consider more intentions and motives, and even
take them as the deepest criterion since they constitute the primary cause with respect
to the moral autonomy basically assumed by moral evaluations of conduct.

13.3.2.2. Applications Normative altruism can be favourable to other people in gen-
eral, more particularly to people with particular needs or with special social relations to
oneself, and it includes opinions about justice or fairness. In pity and compassion, it ac-
companies the corresponding natural sentiments, sometimes with the addition of some
sympathy or emotional contagion; indeed, it generally demands having pity or feeling
compassion to begin with.

Essential moral judgments (and possibly social normative ones) favour what is
deemed to be good for people in general, especially the relief of their misery or of var-
ious aspects of it, and of their pain. When held by an individual, this judgment favours
what is good for others in this way, and hence it is an altruism. Such judgments have
two types of application. Normative (notably, moral) altruistic judgments constitute one
motive for giving, notably for helping people in need. Moreover, a complete general
benevolent judgment must also choose when scarcities or other reasons create an oppo-
sition among what is deemed to be good for various people, for instance their interests
or well-being. When it is a normative judgment, this implies that this choice belongs to
questions of distributive justice or fairness. The solutions refer to issues of impartial-
ity and equality about various possible items, of merit or deservingness, needs, various
types of rights, responsibility, and tradition and custom. The implementation of these
principles is sometimes realized by giving, but it is more often achieved by more or less
coercive public action. Morals includes principles of justice and fairness, but some rules
of fairness belong to (other) social values and norms.
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Moreover, social normative and moral judgments also hold that you should particu-
larly give to and help people who are in a particular social relation with you, notably
members of your family and of various groups to which you belong. This is often made
redundant by affection (you certainly have a duty to take care of your children but you
generally do not take care of your children because it is a duty). Yet, these judgments
also praise this affection and make it a duty (you should also love your children).

13.3.2.3. Comparisons: natural, normative, moral, social Normative judgments are
of a nature thoroughly different from that of natural altruism, although there are relations
between them since the former evaluate not only acts but also sometimes sentiments,
including some sentiments that induce natural altruism, namely compassion, pity, affec-
tion, and empathy. Normative judgments refer to values which can belong to morals and
ethics, or to social norms or customs. In this sense, they are transcendent to their holders
who see them as “objective” and, generally for social norms and sometimes for moral
norms, as “external” to themselves — in contrast to the case of tastes —; they constitute
Freud’s superego. These judgments refer to what is proper, right, intrinsically good, or
to what should intrinsically be the case (which becomes a duty when a moral judgment
refers to a person’s choice). In fact, the psychological situation of moral values with re-
spect to ego is paradoxical, since they can be seen as both the most inner and intimate of
sentiments, and as fully external higher commands and indictments. However, all these
judgments may be more chosen by their holders than their ordinary tastes are. Yet, this
choice usually consists of adopting some position that already exists in the society, held
by some smaller or larger part of its members. And moral metanoia is sometimes a par-
ticularly deep experience. Finally, the effects of education and other social influences
are clear. Normative judgments are de facto cultural. Moreover, those considered here
are social not only by their nature and their origin, but also by their object.

Moral and social normative judgments thus have important common aspects, but they
also have important psychological and social differences. And they can both coincide
and support one another, and enter into conflict. The psychological and social differ-
ences are of five types.

(1) Moral values are seen as more “transcendent” than social ones. Social values
“transcend” the individual but not society, whereas moral values are felt as “tran-
scending” both.

(2) Moral values attach more importance to motives of action, whereas social judg-
ments principally consider acts.

(3) Social normative motives often require the judgment “of society” or of other
people, whereas this is not necessary for properly moral motives. However, this
“social judgment” may be “internalized” by the actor, imagined by her, presented
by her and to her in a division of personality, or sclerosed into habit or tradition.

(4) “Propriety” essentially refers to social judgments, whereas “duty” refers to moral
values.
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(5) Failing to behave (and sometimes think or feel) properly elicits shame for social
norms and values, whereas failing to behave and feel as required elicits guilt for
moral norms and values.>*

Of course, a person sees moral and social values as judging not only her own actions
and sentiments, but also those of other people, actions of institutions (in particular those
concerned with social aid and issues of justice), and states of society (notably concern-
ing the situations of individuals and fairness towards them). In the case of normative
altruism, both the actor and the object of the conduct can be not only individuals but
also, by extension, groups of them, institutions, or other social entities (e.g., patriotism
can be ranked along both normative altruisms, and also affective altruism).

13.3.2.4. The ambiguous status of social normative motives Social normative judg-
ments can lead to giving, but their role with respect to altruism is in fact ambiguous. On
the one hand, they are sometimes close to moral judgments, or even confounded with
them. On the other hand, respecting a social norm in order that other people have a good
opinion of yourself — or that they do not have a bad one — is not a morally motivated act
since this objective is not moral. In particular, taking care of the good of someone else,
and as a consequence helping her or giving to her, with such an objective, is not moral
altruism (this is a fortiori the case when the gift or aid in itself aims at eliciting this
favourable or not unfavourable opinion). This is not the directly hedonistic or natural
altruism described above either. In fact, it is not altruism at all. Two aspects partici-
pate to this ambiguous status: the types of manifestations of “society’s views” and the
intrinsic praiseworthiness of giving.

First, although social norms always require that a judgment “by society” is present
somewhere, its enactment may more or less put this aspect between parentheses. Fol-
lowing the norm may have become a habit, a mechanistic behaviour. However, if this
behaviour is seen by other people, notably if it concerns interpersonal relations, one
should consider what would happen if the habit is not followed: would there be some
disapproval or blame or not? Social norms can be simply justified by tradition or custom
— whereas when a moral norm is justified in this way, this implies a kind of hypostasis
of the corresponding social entity. Frequently, also, the individual has “internalized” the
social norm. This does not make it a moral norm although moral norms come into peo-
ple’s mind largely in this way. Such an individual has “society in her head”. If she does
not respect the norm, the individual may feel ill at ease, even sometimes embarrassed,
and even possibly ashamed, even when nobody else relevant knows it (yet, she does not
feel guilty as it would be the case for a moral norm). The individual may also want to
be praiseworthy rather than praised, or, if she is praised, she wants to deserve it. This
is also common for moral norms. This motive does not seek image or status in the eyes
of others. A next step is that the individual values her image of herself in her own view,
in itself or by comparison with other people, and she may also value a resulting status

54 See the discussion in Chapter 3 by Jon Elster in this volume.
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(in her view). This involves a dissociation of personality. Adam Smith argues that self
judgment is an empathy of the judgment of oneself or of one’s acts by other people or
by an “impartial spectator”. Yet, this is not necessarily the case: taking some distance
for evaluating oneself may suffice. Then, the individual may care for the judgment of
other people, but only in imagining it. This may be a dim view of the opinion “of soci-
ety” or of a part of it, or it may refer to the potential judgment of specific other people.
Finally, only, the actual judgment of other people may come into play. The basic point
is that there is a large spectrum of cases between what seems to be an own, intrinsic
motivation, and the desire to be favourably judged by other people, in avoiding reproof
or blame, eliciting approval or praise, building one’s image in others’ eyes, and seeking
to maintain or acquire some social status in this way.

The second issue is that there obviously are non-moral social norms, but when the
evaluated act is giving, this is an act which is prima facie morally praiseworthy in it-
self, and is a classical result of moral altruism. Hence, the association and confusion of
motives occurs easily.

As we have seen in Section 7, a crucial issue is whether a giver cares about the good
of the beneficiary — and this is altruism —, or whether she cares about her gift in itself.
Both may result from social norms or values. The most standard case is valuing the act,
which is external and visible. Yet, there may also be social values of aiming at the good
of some other people, and of actually caring about this good (full altruism).

13.3.2.5. A society is more altruistic than its members You approve people who give
to others whose good you value (including to yourself), and you may admire moral or
empathic altruism in itself. Now, the opinion of other people about oneself is one of
the main motives for action, and for satisfaction or dissatisfaction, in all societies, and
for all types of issues (including concerning one’s own consumption and way of life).
Hence, giving can be fostered by approval or by trying to avoid disapproval. Added
to other motives, this can elicit the act or induce giving more. It can even be the sole
motive present for some giving.

Adam Smith emphasizes that the desire to be praised and the desire to be praiseworthy
are very different in nature, although they are related and are often jointly present. In
particular, seeking approval, or trying to avoid disapproval, are not moral motives in
themselves. However, approval or disapproval, and praise or blame, can be made in the
name of some moral reason. In this case, acts motivated by them are determined by
moral judgments in the end. Moreover, someone who judges others in this way may
not give herself, because she finds it too costly or, possibly, because people influenced
by these judgments — notably hers — give sufficiently. Then, there may be people who
give without moral motives, and people who judge morally without acting morally, in
a nice social division of labour where some are “moral” in act and not in mind, and
others are moral in judgment but not in action, and yet, collectively, there are both the
moral judgments and the corresponding moral acts determined by them (the type of
economists who enjoy expressing scepticism or cynicism about human motives would
thus like these two kinds of individuals, the hypocritical moralist and the self-centred
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status seeker, and yet giving ultimately caused by morals can actually occur). Someone
may even both give because of the judgment of others and judge others in this way: then,
she both “acts morally” and judges morally but she does not act for a moral motive.
And this may be the case of everyone in the society, where there then are moral acts and
moral judgments that determine them but no moral motive. More generally, however,
people would jointly judge their own acts and the acts of others, and be sensitive to the
judgments of others (and of themselves) about themselves. Mutual approval can thus be
a powerful factor of giving in the society, inducing it or increasing it as a multiplier of
individual altruism.

13.3.2.6. Self-image These praises or blames, when they judge moral acts (or sen-
timents), have three noteworthy aspects. First, you often judge yourself also in the
same way, as if by an external observer, in addition to other sentiments concerning
your own acts or sentiments. You “are satisfied when you look at yourself in the mir-
ror”, or you “dare not look at yourself”. You may be under the scrutiny of the “eye of
your conscience”. This reinforces the direct moral motive for action. Second, you may
be concerned by the hypothetical judgment of the fact by people who do not know it
(sometimes more or less particular people such as a member of your family or your
guru, and they can be deceased persons). Imagining such a hypothetical judgment can
merely become a way of trying to determine the right action. This judgment can also
become depersonalized. It then is only a way of reflecting about the right conduct for
choosing it, in looking at it from some distance, so to speak. Third, these judgments
“crystallize” into an image of yourself as a more or less well-behaved or virtuous per-
son. Caring about this image of yours in the eyes of other people is not a moral motive in
itself, but caring about this image in your own eyes or as it is built by the depersonalized
and abstract judgment can be seen as an aspect of moral reflection.

13.3.2.7. Moral akrasia An individual may act morally, she may be forced to act
morally, and she may also welcome being forced to act morally because she regrets
the weakness of her moral will — her moral akrasia. In particular, giving is a free act
by definition, but an individual may regret her own excessive meanness without being
able to overcome it as she would like to. This kind of mental duality and conflict is
a common situation, which leads, for instance, to self-commitment for prudence (long
term interest) — as with Ulysses and the call of the sirens. The person may then welcome
to be forced to do what she thinks she ought to do but cannot do by herself. This can
notably be giving to people in need or whom she ought to support. The person then
welcomes to be forced to be as generous and good as she thinks she should be or she
really is. This constraint has to come from the public sector — in a state of law where it
has the monopoly of legitimate coercion of adults. And the individual may favour this
situation by supporting it on political grounds. Voting in favour of the corresponding
laws or taxes is then a form of self-commitment. The government becomes Ulysses’
mast against the sirens of selfishness. A similar situation is very common for prudential
issues, leading to safety regulation and compulsory insurance or saving. People are
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“forced to be free” (to do what they really want to), as Rousseau says,>> and they may
be free to be forced to be free in voting for it.*® This can add to the issue of joint giving
for demanding forced distributive transfers for implementing individual freedom.

13.3.3. Rational altruism

13.3.3.1. General principle One of the three categories of normative altruism is ra-
tional altruism. It is moral as is also intuitive moral altruism. It opposes the two other
categories, intuitively moral and social normative altruisms, in that its various forms
each rest on a reasoning using more or less counterfactuals. The reasoning can go from
the simplest one — such as imagining oneself in the situation of someone else — to the
most sophisticated theories of justice, fairness, or social ethics (because they have appli-
cations in altruistic conducts, and altruism and giving imply issues of justice or fairness).
A counterfactual is a situation that does not exist and yet can influence reality because
it is imagined by people and, in this way, influences their preferences, attitudes, and
possibly choices. For example, a person may imagine being in the situation of another,
or that their situations are permuted, or again that she is an “impartial spectator”, or
possibly that all the other people act as she does or follow the rule that guides her. From
the reasoning, the person derives a moral obligation, or a reason to follow a course of
action, which can lead her to help or give. We will consider three categories of ratio-
nal altruism describing respectively substitution, permutation, and putative reciprocity
for one, impartiality and justice for the other, and universalization (including Kant’s
categorical imperative) for the third.

The use of reasons and of rationality differs neatly from intuitive moral values and
from social norms and values. However, they are in fact used jointly with these other
values. On the one hand, these values and their application use, of course, aspects of
rationality such as basic requirements of logic, consistency, equal treatment of equals,
and so on. On the other hand, the use of reason and of reasonings usually requires at
some point the use of a value of another type in order to be complete and applicable. This
value determines, for instance, which characteristics of the persons and their situations
are considered for substitution, permutation, or equality among individuals, or what are
the desired properties of a society where everybody follows the same rule for applying
Kant’s “categorical imperative”. In fact, and more generally, Kant’s ultimate general
value, considering each person “in the kingdom of ends”, or “always treating others
also as an end and not only as a means”, is a moral altruism presented as being of
the “intuitive” kind (although reasoning using impartiality and substitution can help
supporting it).

35 Probably rather about the free riding issue.
56 Moreover, voting is compulsory in some countries, where people are then forced to be free to be forced to
be free.
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13.3.3.2. Substitution “Imagine you were in her situation” is commonly proposed for
inducing someone to help. This is an exhortation to some kind of empathy with the other
person, for inducing the corresponding altruism, possibly with an extension to compas-
sion or pity. Yet, the conceptual experiment of such a substitution can, more generally,
provide information about the other person, and this information can be used in various
types of moral altruism. This can lead to the application of intuitive moral or social val-
ues, or of the adequate principles of justice or fairness (notably concerning impartiality
or equality). Imagining oneself in the place of the other person is also sometimes asso-
ciated with imagining herself in one’s place, thus leading to the important reasoning of
“putative reciprocity”.

13.3.3.3. Putative reciprocities Indeed, “we should help them because they would
help us if this had happened to us” is a remark I heard from an 8-year-old French girl
after the tsunami in the Indian ocean. This assumption was definitively a counterfactual
given the place where she lives (the Alps). This reasoning appears not to be infrequent.
The help then is motivated as notionally being a reciprocity. The nature of this reci-
procity is a balance reciprocity, with an aspect of fairness, which focuses more on the
need of the helped person than on the gift or service provided — a distinction that has cru-
cial consequences in the case of joint giving.’’ This object of the reciprocity is related
to the fact that this view also includes a reciprocity in sentiments: we feel compassion
towards them notably because, and all the more that, they would have felt compassion
towards us if our situations were reversed.

Putative reciprocity is also sometimes extended: the belief that you would be helped
if you needed it may make you more prone to help others, even if they are not those
who would help you (a generalized putative reciprocity); and you may be all the more
prone to help someone if you know that she would help others if they needed it, even if
they are other persons than yourself (a reverse putative reciprocity).

13.3.3.4. Justice Another reasoning invites you to take an objective view. That is,
rather than imagining yourself in the place of a person who needs help, you imag-
ine yourself in the place of what classical thought calls the “impartial spectator” (you
take what the philosopher Thomas Nagel calls the “view from nowhere”). Then, if you
consider what is relevantly good for people, which implies a solution to the question
of sharing between them, your view refers to a notion of justice. It may demand that
you transfer something from your holdings to some other person, or that you help her.
This is a main conception in Adam Smith’s Theory of Moral Sentiments. A priori, any
conception or principle of justice can lead to the conclusion that you ought to give to
someone else or help her.”® In particular, the general respect of basic rights (or “social

57 Balance reciprocity a priori focusses on the gift or help, but it can be the gift given the need of the receiver
(or the means of the giver).

58 The literature about the concepts or principles of justice is very large. General analytical surveys are
provided in Kolm 1996a and in Part 5 of Kolm 2004.
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freedom”) induces you to respect the security and the properly acquired property of
other people. Such a general principle and its consequence for the overall distribution
of resources constitutes the “macrojustice” part of the general realization of justice in
society. Social freedom, Pareto efficiency, and the relevant facts, imply that this overall
distributive justice demands that you hand out to the other people the excess of your
wage for a given labour over the average wage for this labour in society (each individ-
ual being endowed with her proper given productivity), or give to each other person
the product of a given labour of yours, these notional “distribution labours” depending
on the degree in which the society in question constitutes a community.>® Other princi-
ples and criteria in “microjustice” (and “mesojustice”) can demand gifts and help from
you.

Following this aspect of Smith’s thought, John Stuart Mill sees, in the conception
of the impartial spectator, the only reason for altruism. However, being also strongly
influenced by Jeremy Bentham, he considers more specifically that this impartial spec-
tator is a moral utilitarian maximizing a sum of individual utilities (which cannot be
accepted in its classical presentation of a universal principle adding utilities, for rea-
sons that refer to meaning, logic, and also morals.).60 Yet, one may find interest in the
notion of an impartial spectator practicing empathy with every individual at once, and
hence aggregating their various interests or values and balancing among them when
scarcities or logic require it, within her own psychology, feelings, emotions, and judg-
ments.

There have been attempts to give more precision to the concept of the impartial spec-
tator and to the interindividual synthesizing and aggregating operation it implies. You
may, for instance, imagine that you are in the situation of each individual successively
for the same duration, or that you incur the risk of becoming each individual with the
same probability — these reasonings are moral time-sharing and moral risk, respec-
tively.! However, even if you consider that “being” a particular individual implies this
fact in all respects (including all aspects of the person, notably her tastes and prefer-
ences), the overall view still depends on the observer for two reasons: (1) individuals
have various preferences about “being” various persons (people who fancy glory dream
that they are Napoleon, while altruistic people wish they were Mother Theresa); (2) peo-
ple have different risk-aversion or preferences about variability in time (for the theories
of moral risk and moral time-sharing, respectively). These points have been missed by
John Harsanyi in his moral-risk theory of the “original position”. That is, because of
these two aspects of individual preferences, there is one specific original position for
each individual. Then, a consistent solution consists of considering these original posi-
tions for each of the actual individuals, and then, similarly, the original positions of these
original positions, and so on recursively in a process of infinite regress which is con-

39 See Kolm 2004. In the first formulation, people less productive than average receive an analogous subsidy.
60 See Kolm 19964, Chapter 14.
61 The notions presented in this paragraph are fully developed in Kolm 2004, Chapter 21.
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verging.®> However, the very reduction of a choice of justice to a self-interested choice
in uncertainty is problematic because the individual is responsible for her evaluation of
the risks she takes, whereas a choice of justice is accountable towards morals or society.

Another family of classical theories of social ethics or justice consists of the theo-
ries of the social contract. A social contract is an imaginary, hypothetical, and putative
agreement among people, whose result is taken as the social ethical principle to be im-
plemented. Many instances of applications can be found. In fact, John Rawls (1971)
presented his theory of the original position as a theory of the social contract — although
he sees people in the original position as having the same preferred choice of princi-
ples of justice, and hence their agreement is not one with exchange and compromise.
We will also see how a theory of the “liberal social contract” can determine the various
individual contributions in a joint giving (Section 16.6).

Yet, one of the most important instances of normative putative exchanges nowadays
is that of fundamental insurance. When people differ by characteristics that are given to
them, one can imagine that, at a hypothetical and notional time “before” these charac-
teristics are attributed to them, they agreed about a mutual insurance against the risk of
finding oneself with such characteristics of poor quality and their consequences. Then,
the implementation of this insurance constitutes transfers which compensate more or
less for this poor situation and for the inequality, and it provides a rationale for these
compensatory transfers. These characteristics can for instance be earning capacities
influenced by natural endowments and by family influence notably on education, or
having a natural poor health. The role of individual choices in uncertainty in the putative
insurance agreement raises the same problem as that noted earlier. However, if actual
individuals unanimously agree with such a theory, this justifies it. Moreover, there can
be, about these items, sentiments of putative reciprocity, which become fundamental
reciprocity; the outcome would be rather similar, but there is no (hypothetical) self-
ish choice in uncertainty any longer. In these cases, people who pay for helping others
agree, in the end, with this transfer.

A notable example concerns health insurance in Europe. This insurance is public,
and a practically unanimous opinion rejects its privatization with the argument: “with
private insurance, people who have a higher propensity to be sick will pay higher premia
or receive lower coverage for given premia; now it is already bad that they have a poor
health, and in addition they would have to pay more, or they would receive less care
whereas they need more”. The compensation for given health handicaps comes under
the heading of insurance because it is associated with the standard insurance against
health risk. In particular, the people with a lower propensity to be sick endorse this

62 However, the result is no longer a utilitarian-like sum of individual utilities. Now this theory of the im-
partial spectator of Harsanyi is commonly taken to be the central justification of a utilitarian form (although
the added utilities are the risk-relevant von Neumann—Morgenstern ones rather than those that could repre-
sent happiness as classical utilitarianism has it). That is, the idea was in fact that Harsanyi had established
an impartial spectator who should be utilitarian as assumed by John Stuart Mill, and in this way had vindi-
cated utilitarianism. Hence the foregoing remarks have a major importance in the history of economic and
philosophical thought.
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reasoning, and therefore their corresponding extra payment is in fact a gift. The amounts
of transfers in question are very important.

Fundamental insurance results in joint giving to the people in need, but it avoids the
pitfalls of both insurance — the “moral hazard” — and of joint giving — free riding and
mutual crowding out. Moral hazard does not occur because the (notionally) insured fact
is in reality a priori given and does not depend of the agent’s acts. The difficulty of joint
giving does not occur because the relevant variables are the transfers from each giver to
each receiver supposedly implementing the insurance contract between them, rather
than the receiver’s overall welfare (each contract takes account of the simultaneous
contracts with other people when they are — notionally — agreed upon). Yet, for issues
covering a large population, questions of information and practicality lead to a public
implementation.

13.3.3.5. Universalization The imagined actions can also be those of other people
only. For example, people contribute to the support of causes when their own action
makes no practical difference because they are small in a large number. When asked
why they do it nevertheless, a common answer is “what if nobody contributed?” The
same answer is the most common one when people are asked why they care to vote in a
large election given that their vote makes no actual difference — a most important issue
since without vote, de facto there is no democracy. These conducts obey the moral in-
junction: “you should act as if everybody acted similarly”. This is individually illogical
or irrational if the other people do not act in this way. This conduct becomes rational
only if all people follow the moral injunction and this leads them to the same act —
then, the assumption becomes true. Hence, this principle has a kind of social rational-
ity. An obvious application is to the voluntary provision of public goods, where this
“universalization principle” can check free riding. This applies in particular to joint giv-
ing. Another application is the general respect of the rights of other people and general
sociality. Of course, Immanuel Kant hypostasiated this common and spontaneous prin-
ciple into his “categorical imperative”: “act in such a way that you can want the maxim
of your action to become a universally followed principle” (it is not the place, here, to
discuss the specificities of this formulation).

14. Altruism and justice; impartial altruism
14.1. Altruism and justice

If you come from a family with several children, you probably discovered the pinch
of unfairness and the peace of fairness in your mother’s benevolence towards you and
your siblings. More broadly, parents’ altruism providing bequests and education is the
main source of inequality in society. It is the very essence of inequality of opportunity.
And education is a main factor of earnings. Moreover, the situation of elderly people
depends much on the care and support of their children. Therefore, family altruism is an
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essential cause of injustice as tangible inequality. However, these results are perfectly
just from the point of view of another social ethical conception that defends the legit-
imacy of free transfers and of their consequences, since gifts are such transfers, along
with free exchanges. These are the two basic and opposed principles of justice in our
societies. Their judgments about family altruism are thoroughly opposed. On the con-
trary, the other main application of altruism, charity, miraculously reconciles the two
enemy conceptions of justice: it alleviates poverty, satisfies basic needs, and diminishes
the inequality between the giver and the receiver, and it is a free transfer. The conflicts
can be moral and normative: you should help you nephew from normative community
altruism, and yet condemn nepotism from impartial universal justice.

The scarcity of desired items — the subject matter of economics — and the resulting
opposition of the self-interest of individuals, are the reason for both altruism and giving
on the one hand, and questions of distributive justice or fairness on the other. The two
issues are therefore intrinsically interfering and closely related. Your gifts, or their ab-
sence, influence the distribution in society and hence its fairness. This also holds for any
other influence of your altruism on the distribution (e.g., through public actions, such
as in implementing joint giving or resulting from the political process). Distribution is
affected by your sharing your gift or your benevolence between two people, or by your
giving to some and not to others. The simple fact of your giving affects the distribution
between yourself and the beneficiary. Symmetrically, an opinion about justice in society
implies a favourable concern about what is good for other people, which is an altruism.

The issue of justice refers to social ethics and therefore belongs to morals, as moral
normative altruism does. There are, however, a number of rules of fairness that belong,
rather, to social norms, as social normative altruism does. Moreover, emotions are raised
both by indignation against injustice and by the causes of hedonistic or natural altruism,
and the former can be among the strongest. Finally, empathy, a cause of altruism, and
impartiality, a necessary property of principles of justice, have close relations. The psy-
chological conditions of the application of the logical rule of impartiality require at least
some capacity for empathy, and empathy is in itself a kind of impartiality or at least a
step in this direction.

Altruism and justice or fairness are the two types of non-egoistic and non-
instrumental judgments about the allocation of goods in society, the topic of economics
(an instrumental judgment can for instance value the distribution for its effect on na-
tional output valued for a reason of national power). Each of these judgments can
influence this distribution, by gifts for altruism, and, for justice, notably by coercive
public actions of transfers or of defence of property. Hence, the judgments of each type
judge the effects of the judgments of the other type. Conceptions of justice can blame
family gifts because they promote inequality, or accept them as free acts, as we have
seen; and they can praise charity because it satisfies needs or reduces inequality, or
accept it because it is a free act. Family altruism can judge forced transfers affecting
relatives or gifts to them as egoism does, whereas pity can approve of redistributive
justice that alleviates misery — whether this is the aim of this policy or whether this
only intends to diminish inequality. The means of the implementation of the two types
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of judgments — altruism and justice — are essentially opposed to each other about the
essential issue of freedom, since gifts are free by definition, whereas distributive trans-
fers and the enforcement of rights constitute constraints. However, the relations are
more varied even in this respect only, since protecting a right to do something or a right
acquired by free exchange or action is also protecting freedom, a sense of justice can
motivate some benevolent acts or gifts, altruism can lead to some spontaneous respect
of rights, and joint giving often has to take the form of forced transfers.

In spite of their differences and oppositions, altruism and judgments of justice require
each other. Indeed, a sense of fairness or justice towards persons implies caring about
something which is assumed to be favourable for them (according to some conception),
that is, it implies altruism. Note that claiming justice or fairness for oneself is not an
exception to this conclusion. Indeed, justice has to be impartial, as we will see, hence it
can only be justified by “objective” properties — rather than because you are the benefi-
ciary —, and therefore it applies also to anyone in the same relevant situation (even if, in
a given case, you happen to be the only person to which it applies).

Conversely, altruism does not a priori require or imply considerations of fairness or
justice, but it is closely associated with them. One type of altruism results from some
sense of justice, “impartial altruism” considered in the next section (and, historically, all
of justice has been considered as a moral altruism, as we shall recall). For the rest, altru-
ism per se does not require considerations of justice. In particular, everyone can a priori
love everyone and wish her good without limit (except concerning limited cognitive and
affective capacities for attention to others or affection). However, when altruism trans-
lates into giving, it meets the constraints of the actual allocation. The most common
case concerns scarcities when someone wants to give to several others. Yet, there also
exists, for instance within families and between friends, cases of excess of generosity
where each wants to give to the other more than she receives from her. In the latter case,
the solution necessarily belongs to the field of fairness because it resolves an opposition
between opposite desires. In the other case of a giver who gives to several people, a
priori the choice could be seen as proceeding from ordinary preferences or tastes of the
giver concerning the set of beneficiaries. However, since the altruistic giver cares about
what she deems to be relevantly good for the receivers and there is a conflict in this
respect, the choice falls by definition in the domain of distributive justice or fairness.
For instance, a mother does not only allocate her love, care, and other means among
her children in equating marginal love. She importantly cares about rules of fairness, as
is demanded by the children themselves — and would it only be for avoiding jealousy
among them.®® Generally, when nothing relevant distinguishes beneficiaries, the gift is
equally shared, a solution characteristic of the field of justice. In cases where this is not
possible or there are strong economies of scale in the benefit, and the situation is not a
part of a continuing relationship, the solution consists of using a chance draw with an
equal probability that each person wins — again an egalitarian solution. The incorpora-

63 There is a limit to Victor Hugo’s contention that motherly love is a pure public good (“‘a mother’s heart is
like a bread that a god partakes and multiplies . . . each has her share and all have the whole”).
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tion of considerations of justice in altruism also occurs naturally, without the pressure
of conflicting choices. For instance, it is remarkable that the concept of justice restrict-
ing charity to the “deserving poor” occurred notably in Victorian ethics which wanted
transfers to the poor as charity from a sentiment of benevolent pity and certainly not for
a reason of distributive justice, since desert is a concept of justice. This case is an ex-
ample of a remarkable asymmetry between the two polar references of justice, namely
need, satisfaction, welfare or happiness, on the one hand, and desert or merit, on the
other hand: whereas the former can be the objects of both benevolence and criteria of
justice, the latter belong essentially to the field of justice.

Since a sense of justice or fairness requires altruism, such views can be seen as con-
stituting one type of altruism, as we have seen. However, let us make it precise that
this concerns the most common type of justice or fairness but not the whole field. This
is justice and fairness whose end-value is the good of individuals (some conception
of it) — indeed, there can also be justice and fairness for other social entities (firms,
regions, countries, and so on), and justice can evaluate the situation of individuals or
other entities as they relate to other values taken as ends (e.g., national independence or
influence). Hence, there is a common ground for altruism and justice or fairness, which
constitutes a rather limited part of altruism and most of justice or fairness. This is the
field of justice or fairness which is considered henceforth. Moreover, when a concept
of justice favours equality between individual items and each solution with equality is
dominated by other possible but unequal states where the item is better for all individ-
uals, altruism endorsing such a concept of justice should certainly lead one to choose a
second-best egalitarian solution, which is not so dominated but where the inequality is
minimal in some sense.

14.2. Impartial altruism

The characteristic property of justice is its impartiality among individuals for the chosen
characteristics of their situation. These characteristics can be of various types. Someone
who gives to several other persons can be impartial among them. But if someone con-
siders justice in a society to which she belongs, she has to make abstraction of her own
specific place in the evaluated state. Notably, the judgment should consider her own
self-interest and the interests of people she favours because of their particular relation
to her (kin, friends, members of specific groups to which she belongs) or because of
characteristics she likes and are irrelevant to the conception of justice in question, as if
they were the interests of anybody else. Hence, a main difference between altruism and
justice is one of viewpoint: the person caring for others is ego in the case of altruism and
some imagined external observer in the case of justice. Presenting a judgment of justice
implies taking the observer’s viewpoint. Hence, people can a priori agree about such
a view, whereas self-interest and self-centred favouritism are irremediably opposed in
questions of distribution. A judgment of justice is that of an altruistic external observer.
In this sense, one can say that justice is the altruism of society. The philosopher Thomas
Nagel calls this perspective the “view from nowhere”. Yet, the classical image is the
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“impartial spectator” of Hume, Hutcheson, Adam Smith, and others. In this respect,
justice is opposed to both individual altruism and egoism, since they are views of soci-
ety by a specific individual, for favouring others in one case and caring for oneself only
in the other — malevolence, mischievousness and sadism equally belong to this category.
Justice becomes individual altruism solely when specific individuals take this viewpoint
in their moral judgments, either in times when they are morally minded, or in associa-
tion or compromises with a specific valuation of their self-interest, of their favouritism,
or of other kinds of altruism. Adam Smith describes this internalization of the point
of view of justice as an empathy for the impartial spectator or as “having an impartial
spectator in one’s breast”. However, the property of impartiality does not suffice for
determining the judgment. There remains the choice of the relevant individual items,
and the structure of the judgment in addition to its impartiality (this structure shows,
notably, when the actual constraints on the distributional choice prevent reaching the
relevant equality and forces one to resort to a second-best allocation in this sense). That
is, there are a priori several possible impartial spectators, and a particular conception of
justice chooses a specific one. A spectator is “nowhere” but she still has a specific view.

Denote again as x; a set of relevant parameters describing the situation of individual
i, x_; = {xj}uj; the set of x; for all individuals j # i, x = {x;} = (x;, x_;) the set of
x; for all individuals, and u; an ordinal utility function of individual i. If individual i is
egoistic, u; = u;(x;). If she is altruistic in the usual sense, u; = u;(x;, x_;) where u;
increases when the x; of some individuals j # i improve according to some conception.
Note that Auguste Comte, who introduced the terms altruist and altruism, meant by it
u;(x_;), thatis, the individual’s full devotion to others. He forgot that Saint Martin gave
only one half of his coat to the poor in the cold, not all of it. This equality seems to result
from impartiality. Consider, therefore, an impartial judgment expressing a conception
of justice. Choose parameters x; that permit its representation. These parameters may
have to include commodities, individuals’ welfare w;, the larger satisfaction or happi-
ness of the individuals (see the discussion in Section 3, and this #; may therefore in fact
be the v; of this section), descriptions of needs, freedoms or rights of the individuals,
and relations to their previous acts for describing merit or deservingness. As a result,
some of the considered utility functions are, or are in part, classical (Roy) indirect util-
ity functions when the relevant characteristics include means of individuals choices and
actions. Assume that this impartial judgment can compare the states of society and say
if one is preferable to the other from its point of view (or if they are equivalent in this
respect), in leading to a corresponding ordering of these states representable by an or-
dinal function s(x). This function can be seen as the “utility function” of the impartial
spectator. Impartiality is described by the fact that function s(x) is symmetrical in the
relevant parameters of the x; (i.e., its value does not change when these sets of relevant
parameters are permuted among the individuals). This moral evaluation or evaluator is
better seen as benevolent, that is, the value of s increases when a x; becomes better
according to the retained conception. Orderings of justice are often not representable
by such maximand functions because they include priorities. Yet, any such ordering can
be approximated as closely as one wants by such a function. Moreover, the approxi-
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mation is often actually the priority rather than the function, because some degree of
compromise is often admitted, even if it is a very limited one.

Then, the choice of justice maximizes s(x) over possible x. For instance, Saint Mar-
tin’s utility function would be s (x), or u;[s (x)], where x; is the surface of cloth allocated
to individual j. It is not even u;[x;, s(x)] where u; increases with s, probably because
he is a saint (or, rather, he was declared one for this reason).* More ordinary people
can have such utility functions u;[(x;, s(x)]. This is a particular case of altruism that
can be called impartial altruism. Adam Smith proposes that individual i “empathizes”
the view of the impartial spectator, or that function s is, in some sense, “in the breast”
of function ;. John Stuart Mill thinks that altruism is only impartial altruism (although
he also urged Comte to distinguish benevolence from concern for justice). Note that
impartial altruism cannot be the Comte altruism noted earlier.

However, there are several possible conceptions of justice. In the foregoing repre-
sentation, they differ from one another about two aspects: the choice of the relevant
parameters in x; and the structure of function s(x). Individual i can choose one of these
conceptions, represented by the particular function s;(x), and her utility function be-
comes u;[x;, s;(x)]. Then, individuals can be opposed about the allocation of goods,
and about their conceptions of justice.

A classical mistake met in the history of thought is the — implicit — belief that
impartiality suffices for determining the principle of justice or fairness. Even Adam
Smith seems not to have avoided this pitfall. Yet, it appears most clearly with John
Stuart Mill because he added, to the impartial spectator inherited from Adam Smith,
Bentham’s influence which convinced him that social ethics — of which justice is an
aspect — is the utilitarian highest sum of individual utilities. His impartial spectator
was therefore a utilitarian, and she chooses s(x) = Y w; or > u; (see Section 3). The
impartiality is described by Bentham’s famous redundant dictum: “each is to count
for one and nobody is to count for more than one”. Of course, Mill also advocated
social freedom — a different conception of justice — and he could not derive it from
utilitarianism. If utilities or welfare indexes are so added, then function u; can have a
linear form, say, with w; for simplicity (see Section 3) and with numbers «; > 0 and
Bi > 0,u; =ajw; + Bi Z wj = w; + Bi Zuj?giwj if one takes «; + B; = 1. With only
two individuals, this is the form used by Edgeworth (1881). Yet, with a larger number
of individuals, this differs from a linear form of Pareto’s utility u; = w; + >, aijw;
because the a;; can differ for different j. The difference results from the fact that the
altruism in question is a form of impartial altruism, which is not a priori Pareto’s as-
sumption. For instance, you can particularly favour your kin over other people with
Pareto’s form but not with the other form. Yet, both types of altruism can jointly coexist
with a utility function of the form u; = u;[x;, x_;, s; (x)].

64 Did the pope who declared him a saint know the truth, namely that Martin was in fact a Comte altruist
— and hence still more a saint — since half his coat is all he could give because officers of the Roman army
owned only half of their equipment, the other half belonging to the Emperor? Only this structure of property
rights prevented Martin from becoming not only a saint but also a martyr.
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However, as we have remarked, both John Stuart Mill and Léon Walras (not a util-
itarian) considered that individuals are both egoistic and moral, yet not in the noted
synthetic form of a compromise, but in being either one or the other according to the
moment. They would be moral in their moments of calm and reflection. This sequencing
of individuals’ states of mind have doubtlessly some realism, although the adoption of
impartial constitutions, or self-sacrifice for saving someone or for a public cause, hap-
pen more often in times of collective or individual excitement. Then, people can get out
of their everyday self. They can in particular join some non-self-centred “group mind”.

14.3. History

The relations between justice and altruism are put to the forefront by a historical trans-
formation of the nature of the concept of justice in Western thought. Justice is for us a
property of a state of society, whereas it used to be a property of actions towards others
and of their actors, and, in fact, a type of altruism. In Antiquity, for instance in the per-
ceptive analyses of Plato (The Laws) and Aristotle (Nicomachean Ethics and Eudemian
ethics), justice is a virtue of people who practice it. In contrast, but with this history in
mind, John Rawls calls justice “the virtue of institutions”. The ancient meaning lasted
for a long time. For instance, Adam Smith in The Theory of Moral Sentiments sees jus-
tice as a virtue. It is, for him, motivated by the “impartial spectator” who rests “in the
breast” of each of us. This impartiality leads to seeing oneself as any other of one’s
fellow human beings. This leads one to want the good of other persons as one wants
one’s own self-interest, and hence, possibly, to act favourably towards others. It thus
is an altruism. This is complementary to empathy where you imagine your feelings if
you were in the place of the other person. It could indeed result from sufficient empathy
practiced equally towards all others. The impartial spectator can also in fact be imagined
as a person specialist in the exercise of multi-empathy, that is, of empathizing the feel-
ings of all people simultaneously and with the same care. Then, your empathy of such
an imagined external impartial spectator produces your sentiment of impartial altruism.
We have seen how John Stuart Mill, influenced by Bentham, gives a utilitarian form to
this conception. This impartial altruism can lead one to give. Yet, it does not lead one to
give enough according to Auguste Comte who — as we have seen — introduced the term
altruism as meaning self-sacrifice giving priority to others, hence as the full opposite of
egoism, rather than as only favouring balanced equity (and who, incidentally, happened
to be seeking Mill’s financial support).®>

65 A remnant of the ancient meaning of the concept of justice is found in Roman languages with the rare use
of the term “a just” for denoting a person endowed with this virtue. Note that the above historical remarks have
focussed on Western thought. In many other thoughts, the concept of justice as we understand it is altogether
inexistent — and yet these people survive. There are, of course, norms of fairness or local justice for sharing
chores or crops — say —, and occasional applications of the rationality of equality, but no general conception
of the property of justice as we understand it. Social rules can take this place in communitarian ethics. In the
very few other systems, the place of the concept of justice is occupied by a virtue in the family of altruism,
for instance compassion in Buddhism.
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14.4. Altruism and justice: Consistency or conflict, force or freedom

These numerous close relations between altruism and justice on the grounds of logic,
psychology and history contrast with the immediate evidence of a strong opposition
concerning their realization. Indeed, giving is by definition a free act, whereas con-
ceptions of justice are largely implemented by public coercion (even though some of
them inspire some individual private actions). The interest of a person induces her to
want more for herself. Her benevolence induces her to be ready to pay something for
some other person having something. Her sense of justice can induce her, in addition,
to favour transfers from some other person to another one. Hence, both altruism and a
sense of justice constitute externalities in preferences, which can induce interferences
with other people, but the latter only can a priori imply constraints — including that of
simply protecting rights (constraints for implementing joint giving are something else).
However, judgments of benevolent justice value the interests of individuals, even of
those they want to constrain — for instance, they can recommend a transfer from some
person to another while favouring an improvement in the former’s situation if it costs
nothing (preferring a lower endowment of a better endowed, without any gain for some-
one else, because it reduces an unjust inequality, is most often a perversion of the sense
of justice: benevolent justice a priori implies a priority of benevolence over equality).
Views of justice would not exist without this concern for the interests of individuals,
and in particular of others. Hence, these judgments of justice differ from benevolence,
altruism and concern for others, per se, but they require them for their existence, they
rest on them, and they specify them.

Distributive justice, more generally, draws the line between people’s interests. If nec-
essary, it demands transfers of money or goods, or services, from one to the other. At
any rate, it opposes people who want to take more than what it deems to be their share —
that is, it defines theft. This a priori requires the coercion of the persons who want more
or who want to yield nothing or less than justly demanded. Yet, in a “state of law”, co-
ercion of adults is a monopoly of the public sector. This sector is therefore in charge of
this very important part of the implementation of justice. Its actions are determined by
the political and institutional setting.

Justice is realized without coercion, hence by voluntary gifts or respect, only when
its demand coincides with the free choice of the relevant agents. This happens when the
principle of justice endorses the agents’ free choices in question, when agents endorse
this principle as a value inspiring their individual conduct, or when a different motive
leads nevertheless to an act favoured by the principle.

The former case is that of “process-liberal” justice which values “social freedom”.
This ethic states that the agents are fully free, except, necessarily, to violate the freedom
of others, that is, to interfere forcefully with them — hence, it amounts to freedom from
forceful interference. Exchanges and giving are the two kinds of transfers that respect
this rule.

However, these two kinds are also often distinguished by judgments about justice be-
cause giving affects the distribution of the value of wealth in society — contrary, a priori,
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to exchange — and there may be a value of justice other than process-liberalism con-
cerned with this aspect. Then, giving constitutes a private interference with this public
issue, as in the cases of intra-family and charity transfers discussed above. The freedom
of the giver may oppose the distributive justice of the outcome. However, the coinci-
dence is kept when the gift improves the justice of the resulting distribution as it is
conceived. This is frequent when helping the poor and needy, which may both allevi-
ate suffering and reduce inequality. Yet, the levels of transfers chosen by the giver and
favoured by the principle of justice may not a priori be the same, and the tax regime
of donations is often used to try to make them closer to one another. In particular, both
effects of satisfying needs and reducing inequality can motivate both private giving and
a public value, but the mix of motives may differ, with a gift motivated mainly by com-
passion and a public value leaving a larger place for the reduction of inequality.

In other cases, people freely apply rules of fairness that are seen as properly left to
their choice and not interfering with overall values of justice. This often occurs when
there are mutual gifts or favours, hence with little overall impact on the overall distribu-
tion. For instance, the return gifts of balance-reciprocity are often more or less motivated
by a consideration of egalitarian fairness. This category also includes rules of fairness
adopted to conclude an agreement (for instance an equal split of a difference is the sim-
plest case). People also often choose, accept, or settle for a “fair price” (the history of
the concept of the “just price” could be recalled here). They sometimes prefer a fair deal
to a good deal.

The distributive effects of public policy result from three issues, each of which has
a relation with altruism. (1) The political fight between groups of persons defending
their interests and those of the persons they like or think they should support. (2) The
implementation of principles of justice, which also results from conflicts between the
alternative principles and their supporters. These ethical — or ideological — conflicts par-
allel those among interests, but they do not coincide with them, because people are not
fully pharisians (as proved by the very existence of pharisianism which assumes that
moral reasons have an influence), and because the means are very different — they are
threats for conflicts of interest and arguments for ethical debates. (3) The implementa-
tion of joint giving with the appropriate distribution of the contributions (see Section 7).
Joint giving is unanimously desired, by definition, although each individual contribu-
tion may have to be imposed, and givers’ interests are opposed in the choice of their
contribution (Section 16.6 will take up this question).

In contrast, individuals’ interests are opposed in the application of a distributive pol-
icy. Even if the policy focuses on some aid, someone has to pay the tax financing it. This
policy may be the political outcome of the conflict of interests. However, it is always
presented as the application of reasons concerning justice, and the very insistence on
this justification proves that ethical arguments have at least some influence. In fact, peo-
ple are not uncommonly “of two minds” in admitting that “there is something” in a rule
that they oppose on any ground. No one is thoroughly devoid of some “impartial spec-
tator” sleeping “in her breast”. Ideally, politics should be the social process inducing the
manifestation of people’s inner “spectator”, the argumented dialogue of their ethics, and
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hence the synthesis of syntheses of interests rather than their conflict. This shows once
more the perceptive relevance of Rousseau’s aphorism that “politics and morals cannot
be separated, and he who wants to study them separately is bound to misunderstand
both”. In fact, this best part of politics commonly comes from a large acceptance of the
rule of the political process, a large agreement at the constitutional level. Now each such
free acceptation, full or partial, direct or indirect, of a rule, principle, or policy that does
not fully coincide with one’s interest implies the corresponding moral altruism.

15. Giving: An abundance and variety of motives and reasons
15.1. An overview

Giving is voluntarily favouring someone else or a public cause at a cost for oneself
without requiring a counterpart. It occurs when the giver’s desire for it overcompensates
the cost (and when it is accepted, when this is relevant). This desire results from one
or several motives among a large number of different possible ones. Any analysis of
giving for explaining, forecasting, or evaluating, crucially rests on understanding and
distinguishing these motives. Observation shows that the motives for giving are both
very numerous and very varied in many respects. A simple taxonomy of types of motives
shows at least fifty of them, and this is not the most detailed distinction, by far. However,
they group together in various categories, and, to begin with, into a few broad ones.

The first distinction is probably between altruistic giving motivated by altruistic sen-
timents of the giver and giving from other motives. The twelve broad types of altruistic
motives have been presented in Section 13. Each motive leads to giving to or helping
particular beneficiaries in particular circumstances.

In natural or hedonistic altruism, affection leads to giving in the family. Sympathy
elicits giving to friends and acquaintances. Empathy and emotional contagion lead to
helping in general, but particularly people in need or pain, and they are favoured by
closeness. Compassion and pity focus on need and suffering in general.

Normative altruism has four main dimensions of application: the relief of the needs
and suffering of other persons, a part of justice and fairness, giving to people in close
social proximity with the giver, and general benevolence. In particular, all types of
normative altruism can induce helping people in need or who suffer. Moral altruism
supports pity and compassion. Intuitively moral and social altruisms lead one to give to
people with whom one has particular relations, as in the family or in solidarity between
members of the same communities of various types. They also sometimes lead to giv-
ing to particular people in the society, distinguished by a special status, in following a
tradition. Finally, all types of normative altruism favour certain principles of justice or
fairness, which can lead to private giving and to demanding or accepting public actions.
For all types, these principles can lead to providing various kinds of rewards of merit
or desert, and of relief of needs. Rational altruism emphasizes impartiality and equality.
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The other types can value rules provided by tradition. In the end, moral altruisms can
make giving a duty.

The other motives for giving, leading to non-altruistic giving, can be classified into
three main categories focussing respectively on the social effects of the gift, on nor-
mative non-altruistic giving, and on self-interest more strictly conceived. Social effects
can themselves be divided into the three categories of the opinion of other people, the
resulting social situation of the giver and sometimes of the receiver, and questions of
social relations. Giving is also sometimes a norm or value without full altruism of the
giver, yet which she can feel as moral or simply social, as a duty or as proper action,
and which can induce praise (or blame) by the giver herself or by other people. This
latter effect is an aspect of social opinion. Such giving can also reduce to tradition or
habit. Finally, giving can favour the giver’s self-interest in various ways, through indi-
rect effects of various types — either economic through markets or otherwise social (for
instance political) —, in inducing a return gift or maintaining a sequential exchange, in
inducing a reward, or in inducing or maintaining a social situation or status that provide
some tangible advantage. If these benefits are the sole motive, an essential dimension of
giving is absent, but these benefits can also be associated with other motives.

Table 1 of Section 13, in presenting the various types of altruism, has also presented
the various types of altruistic giving. Table 3 completes Table 1 in summarizing the
types of giving in the other categories.

15.2. Social effects
15.2.1. Opinion

The social effects of giving that induce it concern opinion, situation, and relation.

When you give something to someone, or help her, this has two kinds of effects. You
improve the situation of this person, and this is a priori appreciated by her and by people
who are altruistic towards her, including possibly yourself (with the effects of possible
paternalistic altruism). This is what is described in Section 3. The people who so value
the situation of the beneficiary value ipso facto indirectly your action because of this
effect. However, this action is also bound to arouse other sentiments and judgements
in them: praise, approval, or esteem; gratitude in the case of the beneficiary and people
who are strongly altruistic towards her; possibly liking; and avoidance of disapproval,
blame, criticism, or contempt, when the gift or help was expected. These judgments and
sentiments have as object the giver — yourself. They are often appreciated by the giver,
and this may be a motive for giving. This motive can be at work even when you are not
altruistic towards the beneficiary. It may induce giving by itself or in association with
any other motive.

A priori, these judgments and sentiments are attached to the gift in itself and directly,
rather than to its effect on the situation of the beneficiary and in addition to the possible
direct evaluation of this effect, even though they require the existence of this effect for
the beneficiary (or, alternatively, the intention to produce this benefit), and even though
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Table 3
Motives for non-altruistic giving

duty
propriety
Non-altruistic < self-satisfaction
normative habit
tradition
\
praise, esteem; disapproval, contempt
Receive others’ view |  liking
(opinion) gratitude
status of virtue
higher
from and for hierarchical status { lower
Social effects Social situation moral liability
superiority or lower inferiority: { superiority/inferiority
create or suppress humiliation
maintaining or initiating a relation
sealing an agreement

Social relation showing goodwill or peaceful intentions
showing and proving liking or love
enjoying the process of giving

indirect effect markets
other
receive return gift
Self-interest from others
receive reward { from institutions
in future life

from situation or status

this evaluation of the gift and the giving is bound to depend on this benefit. Hence, your
appreciation of these judgments and sentiments also depends on these items, and so is
your resulting incentive to give. We have seen in Section 7 how important this issue
is in the widespread case of joint giving. The main reason for this structure of these
judgments and sentiments is that they appreciate that you took the decision to give,
and hence that you are responsible for the gift or help. This structure also generally
results, in addition, from an appreciation of the cost you incur (in considering the items
relevant for appreciating this cost). These judgments are something else than a possible
appreciation of the fact that you are an altruist towards the beneficiary. They may also
depend on other items, such as, by comparison, gifts by other people or other gifts of
yours, or a social norm.

In fact, the approval, non-disapproval, or esteem may not be judgements of specific
individuals, but of a general abstract social opinion that you imagine.
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These judgments about the giver by altruists are those that lead to the separation
between the act of giving or helping and the altruistic evaluator discussed in Sec-
tion 13.3.2, with the conclusion that they can make society as a whole more altruistic
than its members are. Note that the praise aims at the gift or aid in itself, but that it is
motivated by an altruistic concern for the beneficiary’s situation.

15.2.2. Situation

These judgments can provide the giver with a social status, and existing statuses may
demand giving. Thus, you may give to acquire or maintain a status. This aspect acquires
a particular dimension when the receiver enters into the consideration of statuses, and
relative status is emphasized. Giving and receiving are then often important with respect
to the relative social situations of the giver and of the receiver. However, it is remarkable
that such givings may be from the person of higher status to the person of lower status,
or the reverse. Giving to a superior can manifest submission or confirm its acceptation.
It can also be a reward for benevolence, or in fact a price for protection. Yet, it some-
times also is de facto extortion under threat, disguised in the more amiable relationship
of giving (and the superior may indeed protect this source of revenue from external
threats). However, giving is also often from the superior, as a proof or manifestation of
superiority, and its acceptance can be an acknowledgement of this status; it can then be
a display of generosity, possibly creating a moral indebtedness, or just in fact a reward
for inducing obedience.

In all kinds of encounters, giving can aim at creating a social superiority over the
receiver or over other people, or at erasing or diminishing a similar inferiority. It can
create moral indebtedness of the receiver, or, on the contrary, erase or diminish a pend-
ing moral debt. Giving also sometimes aims at creating and displaying an advantage
in the comparison of the quality of the persons: the giver appears to be generous and
disinterested, while in contrast the receiver may seem self-interested and greedy. As we
have noted, the aim can even be to humiliate the receiver (for instance in suggesting that
she is incapable of catering for her needs or for those of her family).

All aspects of social situation and status can be judged by the giver, by the receiver,
and by other people, and the giver is often sensitive to the corresponding social opinion.
The anonymity, or its absence, of the giver, the receiver, and the relation between them,
can thus be an important factor.

15.2.3. Relation

Finally, as emphasized earlier (Section 9.9), the very nature of giving as a voluntary
sacrifice for the good of the other person gives it a crucial function of information and
demonstration, inducing its widespread role for establishing or maintaining a relation-
ship, in showing and proving goodwill, peaceful intentions, liking, or love, in sealing an
agreement, and so on. In fact the simple pleasure of the social relation of the process of
giving is a motive in a number of cases, and occasionally the only one.
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15.3. Intrinsically normative (non-altruistic) giving

People often feel they have to give without much consideration of the situation of the
beneficiary. The gift should be useful, but the focus of intention is on the giving rather
than on the relief or benefit. This is not altruism since the motive is not an altruistic
intention. This motive is in the nature of a mental obligation or valuation, with various
possible intensities. It can be a duty or other social norm, rule, value or injunction, and
it can degenerate into a habit or a benign tradition. This motive for giving is normative
and deontic, and not consequentialist (as are, for instance, altruism or the desire to have
some social effect).®® Hence, as for all motives of this kind, describing it by a utility
function is awkward, although possible in describing “the satisfaction of following the
norm” or the dissatisfaction of failing to do so — this permits one to take account of
the sentiment about more or less following a norm. This motive is not moral in the
sense of moral altruism, and yet some other sentiment of moral value, norm, or duty
can be attached to an act of giving in itself. The motive may be felt as a social norm or
value or not. It can be conceived of as essentially personal. But it can also be seen as a
social norm or value, and, then, it can relate to actual or imagined praise. Finally, this
motive is not, in itself, being satisfied of oneself, although this sentiment can accompany
it. Seeing such an intrinsically normative giving as valued because it would provide a
“warm-glow” is drawing it to a consequentialist intention, which is not its intrinsic
nature. Yet, one has also to consider what happens when the agent fails to behave as
required. Even if there is no “warm-glow” when she obeys the norm, there may come a
“cold-glow” of guilt or shame — and possibly reproof — when she does not.

However, the normative character of such a gift or help implies its approval in itself,
or by any people, in particular the actor herself in self-approval and self-esteem, and,
possibly, other people whose opinion may count for the giver (who may only imagine
their judgement). Others’ evaluations may be altruistic or may solely value the respect
of the norm in question.

15.4. Self-interested giving
15.4.1. Introduction

Giving can also favour the strict self-interest of the giver, in various ways. These ad-
vantages may induce her to give because they overcompensate the cost of the gift, or
they can have this effect in being associated with other motives for giving. A most
obvious case is that of giving inducing a return gift in a reciprocity. If receiving this
benefit is the only motive, giving is an exploitation of the return gift, and the relation is

66 Normative altruism is both deontic and consequentialist. Favouring the good of the other person is conse-
quentialist, but doing this is a moral or social norm or value, a duty or proper feeling or behaviour. This is
deontology demanding concern for a consequence.
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a “half-reciprocity”. Yet, the return gift may come from a third agent (this is a “reverse
reciprocity”). A number of authors have pointed out this tendency to give to people who
give, from agents other than the receiver, and they often propose that the giver will be
better off in the end (René Descartes and Adam Smith are cases in point). One reason
for this gift to the giver is to reward her merit. This reward can be from private agents
or from institutions, and one cannot avoid noting here the beliefs in a reward in the next
life in various religions. The material benefits can also be attached to, or result from, a
status acquired thanks to giving, helpfulness, or generosity. Yet, the giver can also re-
ceive benefits irrespective of particular specific motives, as a result of various possible
indirect effects. These effects can for instance be of an economic, political, or social
nature (or a combination of such effects). The consideration of economic effects of this
type have a long and famous history, with the debates about the welfare effects of inter-
national transfers (the problem of “German compensations” after the first World War).
The conditions of the existence of such effects through changes in prices or otherwise
have been the object of intensive studies.

15.4.2. Gifts and interests

Self-interested giving may have to be excluded from the category of genuine giving
characterized by other motivations. This would in particular imply excluding sequential
exchange from reciprocities. Yet this conduct exists, and its motives are often mixed
in various ways with other, nonselfish motivations. First of all, reciprocity in general is
intrinsically such a mixed mode, and people often derive a purely personal and material
benefit from the set of transfers, in addition to the other types of sentiments, emotions,
and motivations. But there are also specific forms of selfish givings or selfish reciproci-
ties (possibly more appropriately named pseudo-gifts and pseudo-reciprocities). Yet, the
term selfish itself can cover various attitudes. “Strict self-interest” will refer to exclusive
attachment, in the actions considered, to one’s own consumption in the most standard
sense (“material” self-interest also expresses this idea but is awkward since one may
have to include various “intangible” goods or services, and some “intangible” valued
effects of consumption or possession). Yet, a number of “social” interests are in fact
also “selfish”, such as seeking, as ends in themselves, nonreproof, approval, fame, repu-
tation, good image, others’ consideration or respect, domination, status, good relations,
friendship, and so on. Of course, the meaning of words oppose selfishness to altruism,
and hence it would not be serious to suggest that all gifts would be “selfish” because,
being free and voluntary by definition, they are desired by their author, or could be ipso
facto considered as providing her with satisfaction or even pleasure. This holds for nor-
mative altruism — one could speak of the satisfaction of following a norm —, but also
for natural or hedonistic altruism although the corresponding giving decidedly makes
the giver happier or less unhappy (by the effects of emotional contagion, empathy, af-
fection, or pity). Many reasons can lead to selfish giving of various types, such as the
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following ones:

— The gift’s effect on some social process favours the giver sufficiently to over-
compensate the cost of the gift. This process can be economic, political, made
of intra-family relations, etc.

— A gift or a reciprocity can show and prove goodwill and hence permit a relation
that is beneficial to the giver, such as a concession to conclude a bargaining, a
favour to seal an agreement, a service or a gift to induce trust, and so on.

— The gift can have various informational effects favourable to the giver, such as
informing the receiver of a giver’s offer (as with gifts of samples), signalling some
other action of the giver, or eliciting a reaction that usefully informs the giver.

— In particular, a gift may in fact constitute a demand for establishing a relation of
various possible types (personal, commercial, political, and so on), and its value,
or the sacrifice it entails for the giver, may indicate the intensity of the desire for
this relation (as well as the means and the generosity of the partner).

— A strictly self-interested sequence of two-way gifts can constitute a mutually ben-
eficial sequential exchange.

— A giver may self-interestedly exploit the receiver’s return-gift reaction (a “half-
reciprocity”).

— A giver can receive gifts from third parties motivated by a reverse reciprocity, and
a classical moral view is that this will overcompensate the cost of the initial gift.

— A gift can elicit a variety of social opinions and sentiments, or of social statuses,
that not only can be favoured in themselves by the giver, but may also entail a
number of other advantages.

— And so on.

15.4.3. Giver’s benefit from the gift’s effect on processes and their outcome

15.4.3.1. The general property A gift a priori influences the processes and interac-
tions in which the giver or the receiver are engaged, and indirectly other processes and
interactions, and hence the results of these processes. These effects may be favourable
to the giver or unfavourable to the receiver, or both. And it may be that the global, over-
all effects make gift giving favourable to the giver, and/or unfavourable to the receiver,
from the point of view of their own strict self-interest. If the giver gains in the end and
is aware of these induced effects and of this consequence, then her strict self-interest in-
duces her to give. By the same token, if the indirect effects lead to an overall decrease of
the receiver’s welfare, giving is deterred by altruism and induced by malevolence, and
the receiver will refuse the gift if she can and if this can prevent the effect (since sim-
ple destruction of goods by the would-be giver may suffice for some types of effects).
Various cases will differ by the nature of the mechanism influenced by the gift and in-
fluencing the welfare of the people concerned. These mechanisms can involve markets
of various types, other interactions, public and political or family redistributions (see
Section 10.1.2), and so on. A number of discussions that have developed in economics
are about instances of this general phenomenon.
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15.4.3.2. The “transfer paradox” through effects on prices, markets, or exchange For
example, the gift can affect supplies or demands and hence prices, and this can induce
the indirect effect. Since resource owners sometimes benefit from a partial destruction
of the resource that boosts its price, they also benefit from giving this amount or its
product away to a distant country (as the European Community gave butter to Russia
for supporting Western European farmers or the US support their farmers in giving away
farm products as foreign aid).

Contrary effects of transfers have gained historical fame in the discussion of the
“problem of transfers” in international economics, that is, the effects of international
transfers on the terms of trade. The first debate concerned a “tribute” rather than a gift,
but the logic is the same. In the debates about the effects of the German war compen-
sations after the first world war, it was argued that the transfers could, by their effects
on supplies and demands in international markets, alter the terms of trade so as to di-
minish the actual amount of wealth transferred. Leontief (1936, 1967) then presented a
numerical example where this effect is so large that, in the end, the giver is better off
and the receiver is worse off. However, this “first Leontief paradox” (as I called it)®’
is exhibited in a competitive market, and Samuelson (1947) suggested that it can only
refer to unstable equilibria — hence it could not be observed in real life with competitive
markets. However, when there is monopolistic exploitation notably by tariffs (which af-
fect prices of internationally traded goods), the welfare of the exploiting nation always
varies in the direction of the transfer, while that of the exploited nation can a priori vary
either way (Kolm 1969a, 1970). Yet, when this exploitation is only partial, notably be-
cause there are other trading countries, then the giver can again benefit on the whole
(id.). This was applied to the analysis of foreign aid. Actually, of course, agents may or
may not be aware of such perverse effects through market interaction.

These results concerning this “transfer paradox” and its application to selfish giving
apply to any markets. With a Cournot monopolistic domination, the paradox cannot hap-
pen for the dominant (price setting) agent but it can for the dominated one who, hence,
can have a strict self-interest in giving to the dominant agent. With competitive markets,
the relation of the transfer paradox to the instability of equilibria depends on the con-
cept of stability, and standardly vanishes for more than two traders [Chichilnisky (1980,
1983), Brecher and Bhagwati (1981), Jones (1982), Geanakoplos and Heal (1983),
Polemarchakis (1983), Bhagwati, Brecher and Hatta (1983), Dixit (1983), Yano (1983),
Postlewaite and Webb (1984)]. Balasko (1978) and Safra (1983) consider occurrences
of the transfer paradox in the large due to multiple equilibria. Advantageous transfers
where both parties gain, with competitive equilibria and more than two traders, are
shown by Gale (1974) in an example and by Guesnerie and Laffont (1978) more gener-
ally, and by Leonard and Manning (1983). Postlewaite (1979) showed that the paradox

67 The second Leontief paradox (often just called the Leontief paradox) is the finding that the exports of the
US were more labor intensive and less capital intensive than their imports.
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can occur in any efficient and individually beneficial reallocation scheme, and Sertel
(1989, 1990, 1994) exhibited selfish giving in a number of types of interaction.®®

15.4.3.3. Redistribution Section 10.2 has discussed situations where an aid or a gift
benefits more the receiver than it costs the giver, and yet cannot be bought because it is
an externality or because this is not done between these agents who are members of the
same organization or family, and where a superior agent (government, firm, family head)
realizes transfers that overcompensate the giver, specifically or in general distribution.

15.4.3.4. Exploiting the return gift, sequential exchange, reverse reciprocity In many
instances, indeed, giving can be favourable to the strict self-interest of the giver in a
rather direct way by a reaction of some agent. This reaction may be sufficiently large
to overcompensate the cost of the gift. Reactions in the family of reciprocity provide a
number of instances of this situation.

An agent may give in order to receive a return gift from the receiver, whatever the
motive of this reaction. Many instances of this effect can be observed. For example, in
a number of cases employees want to match the pay they receive, or an increase in it,
by sufficient work and productivity. This is shown by numerous observations in studies
of labour relations (reviewed and used in Kolm 1990) and by classical experiments ini-
tiated by Adam (1963, 1965) and Adam and Rosenbaum (1964). This leads employers
to exploit this return gift in choosing pay. This is the basis of the noted proposal by Ak-
erlof of an explanation of apparently involuntary unemployment, generalized to other
reciprocitarian relations in later studies (Kolm 1990).

The aim of the return gift, however, may be to elicit another gift from the initial giver
who may then expect a new return gift. The relation then develops into a sequential
exchange. Both parties may be strictly self-interested in this process. This is what Peter
Hammond (1975) and Mordechai Kurz (1977, 1978) call “altruism”. The motive of the
last transfer raises a problem, but sufficient uncertainty about the end of the process or
about the other agent suffices to sustain it.®

The reward for giving may also be provided by other agents, in a reverse reciprocity.
A classical moral assertion is that altruistic giving will be overcompensated by such
benefits, leaving the giver with a net advantage in self-interest in the end — the al-
most identical formulations of this view by René Descartes and Adam Smith have been
noted (if this is true, this may be a pity, because this benefit may undermine the in-
trinsically praiseworthy altruistic motivation in the long run, and if the giving becomes
self-interested, the reward may cease to be provided).

68 The transfer paradox (and selfish giving) for competitive equilibria naturally also applies to a situation of
“Lindahl equilibrium” with public goods, as it appears in the diagrams in Kolm (1970) for the simplest case
of two persons and two goods. But the receiver can reject the gift, an objection that Sertel (1994) waved in
considering three agents and a receiver who also gains.

69 See Basu (1977, 1987), Radner (1980), Smale (1980), Axelrod (1984), Kreps et al. (1982).
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15.4.3.5. Reputation, social effects, image, status Giving often induces a favourable
judgment of the giver by other people, which the giver often appreciates in itself, and
which can also lead these people to act in ways that provide self-interested and notably
material advantages to the giver. This occurs in many forms. Giving can elicit trust and
permit a number of desired or profitable actions or interactions. It can provide a status
which may entail many advantages of all kinds. It can elicit gratitude or liking from
which the giver may derive various side-benefits. Firms give, most often to enhance
their public image and have more customers. Politicians give to attract votes.

15.5. Giving in social relations and communities

We have pointed out the essential relational, informational and symbolic role of giv-
ing (Section 9.9). Indeed, sacrificing one’s interest for the good of someone else — true
giving — is a priori a strong social relation. It relates to other social relations and so-
cial bonds with influences both ways. Notably, when it results from a relation, it often
manifests, actualizes, shows, proves and activates it, and thus makes it exist or last. In
particular, giving x% of one’s wealth to someone else can be seen as voluntarily sub-
mitting x % of one’s economic self to the disposition of someone else. This is a relation
with a priori a strongly integrative nature. In fact, genuine, altruistic giving is closely
related to the notion of community, as a privileged relation between members. This is
clear for the family and various solidarities, and shown by the fact that the volume of
private and public aid or redistribution in larger societies is closely correlated to the
prevailing sense of community.

Mankind is no less a set of communities than a collection of individuals, and this
fact structures the relations of altruism and giving. Communities include notably, below
mankind as a whole, national, cultural, political, labour, local, and kin communities.
Each individual relates to the other members of each of the communities she belongs
to, and to the community as a whole or its institutions. These relations include altru-
isms of various kinds, and more or less gift-giving for various motives. These altruisms
and giving are induced by the sentiment of common belonging, but they also intrinsi-
cally more or less constitute and maintain the community. In particular, various kinds of
gifts, support or aid between members or between members and the group manifest the
community, prove its existence and effectiveness, and contribute to the existence and
duration of this social structure and its institutions.

The various types of altruisms and of reasons for giving, and of communities, have
specific relations. Solidarity denotes the potentially mutual aid characteristic of com-
munities in general. Comparative justice, leading to impartial altruism (see Section 14),
is defined among members of some narrower or broader community. Pity, compassion,
empathy, and emotional contagion require a minimum sentiment of commonness and
similarity with the observed person (being another human person should suffice but un-
fortunately does not always, and some people extend these feelings to some animals).
The general altruism noted by Adam Smith, and the a priori respect and common help
noted above, manifest the general community of mankind. Aid within communities is
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commonly demanded by moral altruism, and still more by nonmoral social norms. The
intensity of these sentiments, and hence the importance and frequency of the resulting
help and giving, correlate with the intensity of the sense of community. This intensity is
due to several factors, including culture, interests, tradition, actual closeness, and size.
Fiscally implemented joint giving manifests solidarity in the national community. The
closest community takes us back to the family and its mutual and reciprocal love and
support. The tighter the community, a priori the more intense the altruisms of various
kinds and the larger the resulting giving. However, the nature of these motives changes
in the comparison, since the tighter the community, the more affection is likely to play
arole, and this sentiment tends to check those of pity and compassion, and to make that
of moral duty superfluous.

Part III: Values and history
16. The normative economics of altruism and giving
16.1. The ethics of economics

Improving society has always been the basic motive of economics, from its beginnings
and permanently (even the rather recent economists who did not want to emphasize this
aspect endorsed it by their injunctions which were more assertive the less they were
derived from analysis — and implicit or summary moral positions have little chance to
be sound ethics). This concern of economics implies that some people have ethical con-
cerns — those to whom these reflexions are addressed and those who would implement
the recommendations. This is a priori in contradiction with any hypothesis of purely
selfish individuals. However, economics has endorsed various moral values. These val-
ues turn out to all have an important relation with issues of altruism and giving. One
can begin with efficiency, in the modern form of Pareto efficiency, based on the social
value of unanimity. Then come the twin values of freedom and welfare. The basically
relevant freedom is social freedom, that is, an absence of forceful interference with in-
dividuals’ actions, including the intended consequences of these actions, by individuals
alone, in groups, or in institutions. Individuals’ actions are thus only constrained not
to forcefully interfere with others’ actions. Both free exchange and gift giving are non-
forceful interferences,’” and a free transfer is either a gift or one part of an exchange
or agreement. The ban on forceful interference applies in particular to consequences
of previous free acts respecting social freedom, such as rights acquired by free ex-
change or agreement (or received as gifts). Social freedom is classically presented in
various ways, depending on the emphasis put on various aspects, such as the classical

70 Let us discard here the cases where the beneficiary of a gift both wishes to refuse it and cannot refuse it
for material or social reasons.
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basic rights presenting the general principle and main fields of application, “process-
freedom” with emphasis on free exchange and markets, or the “negative freedom” of
Isaiah Berlin and others (Kant, J.S. Mill, etc.). The moral endorsement of social free-
dom is “process liberalism”.”! Historically, most economists have so endorsed social
freedom as an end value. Yet, a number of them only see its instrumental value, no-
tably through the economic efficiency of the competitive market for “welfare” — this
latter emphasis is rather recent, although it follows Adam Smith and Vilfredo Pareto.
Social freedom is a balance of rights between private agents, which a priori differs from
the balance of force and threats between them. Although maintaining it is the object
of law, courts, public coercion, and self defense, it is also commonly implemented by
voluntary restraint from harming and stealing. Compared with the sole use of force and
threat, this respect constitutes an altruistic gift from the agents who would benefit from
the confrontation.

Yet, with social freedom, there remains to allocate the given resources. The main ones
are human capacities, notably productive capacities which account for most of the value
of the economic output.”> The value of the disposition of these capacities (i.e., their
rent), can be left to their holders or more or less redistributed. Then, equalization with
the proper measures leads to an equal sharing of the proceeds of an equal labour of each
individual (with different given capacities), or “‘equal labour income equalization”. Each
individual keeps the proceeds of the rest of her freely chosen labour. This redistribution
also amounts to each individual yielding to each other the proceeds of the same labour.
This aspect of balance or fairness of these bilateral transfers may induce their more or
less voluntary acceptance, in a kind of pervasive reciprocity.

Social freedom and this distribution implement “macrojustice”, which defines the
bulk of the proper distribution. Yet, there remains many other issues of fairness, for
which a number of criteria can be applied. The analysis of these criteria developed
in economics since the mid-60’s, and it occupies most of the field of normative eco-
nomics nowadays. Its central concerns are issues of equality and inequality, of various
items in various circumstances, and provisioning needs, rewarding merit and desert,
and satisfying legitimate rights. These criteria are worthy of study and may be imple-
mented only if there is sufficient relevant altruism. Finally, economics has even not
forgotten what is obvious to everybody, namely that the good society is made of good
people and good social relations,”® although the “dismal science” brand of economists
are prompt to brandish the Wealth of Nations, the possible efficiency of markets, and
perhaps Mandeville to argue that “private vices make public virtues” (with relations of
exchange).

71 Called simply liberalism in other European languages and in English before some moment in the early
20th century.

72 The questions raised in this paragraph are presented in Kolm 2004.

73 Kolm 1984a.
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16.2. The intrinsic value of altruism and giving

In fact, almost all cultures, moral systems, and people see in giving and altruism the
paragon of moral conduct and sentiments, a main — often the main — moral value and
virtue (especially if one includes helping one’s kin or group). Hence, if economics con-
sistently applies its usual preference for “respecting individuals’ preferences” to all the
domain of individuals’ evaluations, it should endorse this intrinsic value of giving and
altruism. It should value, as people do, acts and sentiments of compassion, benevolence,
solidarity, charity, fraternity, favouring the common good, or fairness, and the quality of
good social relations that result from them. In fact, it can hardly avoid directly endorsing
this judgment.

16.3. Giving as improving fairness in freedom

Moreover, giving and reciprocity improve allocative fairness in provisioning the needy,
attributing to some people what is due to them (according to some criterion), securing
fair balance, and diminishing inequality between donor and beneficiary. They do this in
respecting social freedom and thanks to it, by decentralized actions without coercion.
In particular, giving to alleviate need or poverty constitutes a normative blessing since
it has one basic value, liberty, realize a number of others: it alleviates pain, reduces
poverty, diminishes inequality between the giver and the receiver and — generally —
overall inequality, and it is desired by the two people directly concerned and — generally
— by some people while nobody regrets it. Specifically, giving to a poorer individual
(without making her richer than the giver) constitutes a “progressive transfer” which
unambiguously diminishes the inequality between the incomes or wealths of these two
people, and hence also all the measures of overall income or wealth inequality that
respect this “transfer principle”.”* The unanimous (“Pareto”) improvement obtains if
everyone either approves of these free act and reduction of pain, poverty, and inequality,
or, at least, is indifferent about them. Joint giving that benefits someone poorer than
all the givers and in need has the same properties if it results from a free agreement
between the givers or if it is realized by a public authority in such a way that everyone
prefers the whole set of transfers, and if the beneficiary remains poorer than the givers
(concerning inequality, this redistribution amounts to a set of progressive transfers). On
the other hand, the much-praised solidarity or support among members of families or
other communities are the main source of inequality of opportunity and oppose ideals
of broader impartiality, equality, and justice.

74 That is, measures of inequality that are rectifiant. Rectifiance plus symmetry in the considered wealths or
incomes — symmetry is justified by the absence of relevance of individual characteristics that differ across
the individuals in question — is isophily, which mathematically amounts to Schur convexity. See Kolm 1966a,
1966b.
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16.4. Altruism, giving, reciprocity, and failures of economic interactions
16.4.1. Causing market failures

Altruism and giving are no less both the worst and the best of things in the second
main field of normative economics, the question of the various inefficiencies induced
by “market failures”.

Giving violates the mode of behaviour that constitutes competitive markets. Hence,
when it intervenes in a framework of exchange, a priori it undermines the efficiency
of such markets and of the price system. Important examples are found in collusions
that block competition and are sustained by conducts of solidarity, norms of fairness,
or promise keeping. These motives can prevent an agent from competitively undercut-
ting a supply price or overbidding in buying, when it would be her self-interest to do it.
Yet, these agents may finally gain from their collusive behaviour, although the means
are often these non-selfish conducts, normative and often achieved in reciprocity with
other agents in the similar situations. The resulting price rigidities jeopardize market
efficiency. Notably, these conducts in the labour market lead to downward wage rigidi-
ties inducing unemployment, and, in this field and others, to behaviours conducive to
inflation.

The non-purely-self-interested conduct can also take place between the parties of an
exchange. The competitive model and, a priori, the resulting efficiency of the price sys-
tem, can be upset by altruistic price rebates, overpayments, overprovision, accepting
underprovision, or settling for a “just price” or “fair price” that is not the competitive
price. Employees providing labour from a sense of reciprocity for the pay they receive
apply a conduct analysed for a long time by social psychology (with the landmark analy-
ses and experiments of Adam and others in the early 1960’s), and which is the basis of
the noted possible cause of unemployment pointed out by Akerlof (1982, a case of the
general effects of labour relations presented in Kolm 1990).

However, such disruptions of efficiency in markets are more or less qualified by two
aspects. First, as Wicksteed emphasized that people are more non-tuistic than egoists as
individuals (see Section 11), they are also more non-tuistic than altruists in exchanges.
That is, they largely keep their altruistic and selfish conducts for different relations.
Second, altruists enjoy what is good for the other, notably her welfare or means, and
both the donor and the beneficiary may enjoy the relation in itself. These benefits may
overcompensate possible costs in economic efficiency in a narrow sense. At any rate,
individual preferences are no longer those that produce the selfish behaviour, and this
is to be taken into account notably for considering the Pareto-efficiency of the relation
(this issue is discussed in Section 8.2 in the case of reciprocity).

16.4.2. Curing market failures

On the other hand, altruism and reciprocity are also essential causes of economic effi-
ciency. A most basic reason rests in the spontaneous respect of people and of their rights
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and properties. This is an indispensable complement to self-defence and to the role of
the police, and society is better and more efficient the larger the importance of this spon-
taneous respect. This respect can be extended to that of truth in truth-telling and of one’s
word in promise-keeping, and no market can function without a large minimum of such
normed conducts.

Economists have often been surprised to see working interactions where the model
assuming selfish motives predicts complete failure. This occurred for instance, for the
reasons noted in Section 9.6, in voluntary contributions to public goods, collective
actions, voting, the implementation of incomplete contracts, doing without missing
markets, to which one can add many cases of truth-telling and revelation of private in-
formation, promise-keeping, and spontaneous respect of persons, rights, and properties.
The main motives responsible for these conducts are moral values and norms. They are
generally “intuitively” moral, but rational moral values sometimes have an important
influence, notably with universalizations (popular “Kantianism’) or putative reciproci-
ties (see Section 13.3.3). Non-moral social values or norms also often play an important
role. There are also desires for reputation — possibly for deriving future benefits but often
valued in itself —, and for being praised or praiseworthy, and simple self-satisfaction (see
Section 13.3.2). Moral and (other) social values or norms manifest the corresponding
normative altruism. A number of these motives are norms of fairness of various types.
Many of these relations are reciprocities, notably balance reciprocities which can have
a dimension of fairness, in various types of applications. Indeed, these reciprocities lead
the agents to more or less duplicate the result of an exchange without the selfish moti-
vation: one gives not under the condition that the other people give, but simply given
that they also give (yet, we have seen in Section 8 that, in fact, the goods or services
transferred are not a priori in the same quantities or proportions as they would have been
in the selfish exchange if it had taken place). These behaviours permit the partial or full
remedy to the basic causes of these failures of exchanges or agreements: difficulties,
costs, or impossibilities in information or constraining, and transaction costs. They lead
to giving given that one is given to, or to contributing given that other people contribute,
where these gifts or contributions can be transferring objects, providing services, or
revealing information and truth-telling, keeping one’s promises, respecting others and
their rights and properties, and so on.

16.5. Liberal social contracts and joint giving

Joint giving, notably to poor people, is a case of non-excludable public good, and hence
of “market failure”, of major importance by the large number of possible contributors
and by its objective. Its realization and the determination of each person’s contribution
can follow the general principles and methods for dealing with such “failures” and in
particular public goods.
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16.5.1. Liberal social contracts

Social freedom (including free exchange) meets the various classical causes of “mar-
ket failures” due to difficulties in information, coercion or exclusion, and agreement.
Specific conducts that are not purely selfish remedy these problems, but only in part.
Adequate coercion is another mode of solution, notably by the public sector. The result
should be Pareto efficient given all available means (information, coercion, and so on).
Yet, there remains the choice of the distribution among the individuals that results from
this action. If the distribution that results from social freedom (with the appropriate dis-
tribution of given resources) is morally endorsed, the solution consists of determining
the outcome that would result from free action or agreement in the hypothetical case
where the cause of the “failure” is absent. Such solutions are “liberal social contracts”
(a social contract is, by definition, a theory in social ethics stating that the government
should do what would have resulted from a hypothetical free agreement in specified
circumstances).”> Such an agreement would achieve Pareto efficiency among its parties
in its setting if not reaching it is considered an agreement failure, and hence is assumed
away for this hypothetical agreement. Moreover, the resulting distribution is that re-
sulting from social freedom. A liberal social contract can thus be said to protect social
freedom from the impediments causing the “failure”, in enforcing what its result would
be in their absence. Note that even when an agreement is actually achieved, the enforce-
ment of the contract is secured by public constraint if necessary. More generally, even
if a right is actually acquired (possibly by labour, first occupancy, or discovery, and
not only exchange or agreement), its protection from the encroachment of other peo-
ple is secured by public constraint towards others if necessary. Hence, the actual state
with “failure” adds the constraints constituted by the cause of this failure (ignorance,
non-coercion, non-exclusion, transaction costs, etc.) to the ideal process-free state; the
liberal social contract adds the constraint of its implementation to this actual state; but,
to the ideal state without impediment, whose outcome it enforces, it adds no constraint
but only the hypothetical character of the agreement.

16.5.2. Public goods and joint giving

A main “market failure” is the case of joint concerns or “public goods” and of vol-
untary payments for them. In general, purely self-concerned individuals will not pay,
or pay sufficiently, in an individual decision. (They will be “free riders” of the contri-
bution of other people if there is any.) This “failure” has two causes. The individuals
could sign a collective agreement about their contributions. The agreement can then
be enforced by the public sector, as any other contract. This agreement can make any

75 The putative contract is between the citizens (sometimes their ancestors in some theories), or between
them and the government — both contracts are classically seen as jointly present. The particular “liberal social
contracts” between citizens are a main topic of Kolm 1985 and also the object of a general presentation in
Kolm 1987a and 1987b.
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beneficiary-contributor better off than its absence. Then, each individual signs the agree-
ment because if she does not sign or if any other person does not sign the other situation
prevails, whereas if she signs she is in a better situation if all others also sign. However,
if the people concerned are too numerous or dispersed, this voluntary agreement may
not occur because of difficulties, costs, or impossibilities of transaction, information,
contact, etc. Then, if people can be excluded from the benefit of the good, any agent
can produce the good in making them pay for access. In this case, however, this seller
will not know well which prices to charge. And exclusion is not possible in a class of
cases. In these situations, the hypothetical existence of such an agent in a liberal social
contract is not a possible solution notably because this would not say what to do with
the profit (in addition there may be other necessary characteristics of this agent which
are undetermined, such as her risk-aversion for choosing in uncertainty when choosing
which prices to charge). Hence, the solution is the hypothetical collective agreement in
a liberal social contract, essentially implemented by the public sector.

Joint giving is, for altruistic givers, a case of a public good which is the receiver’s
situation or total receipt. Transfers decided by a collective agreement about joint giving
are twice free: as gifts and as objects of a free agreement with co-givers. An altruistic
giver benefits simply from knowing the situation of the receiver (yet, hiding information
about this situation is not exclusion from this benefit but only introducing uncertainty
about it: the altruist does not basically want to know but only that the receiver’s situ-
ation improves). There generally are many possible contributors, notably when giving
to people in need (the situation is the same if some givers specialize in giving to some
needy people, since there should nevertheless be an agreement among all givers when
they are also concerned by gifts to other people than “their poor”). Therefore, the so-
lution implementing the distributive ethic of social freedom is the implementation of
the liberal social contract assuming the possibility of a direct collective agreement. The
next paragraph considers this agreement (for public goods in general).

16.5.3. The core with interdependent coalitions

There is a set of individuals. Each is free to act, given the possibilities, in the sense of
social freedom. The individuals of a group of this set are also free to agree to perform
acts which they can do. It is assumed that reaching the agreement and making it binding
for the people who agree is possible and costless — this is the hypothesis of the liberal
social contract (the obligation to abide by the agreement can be seen as enforcement
by the public force as for any lawful contract). Not making an agreement is a priori a
particular possible outcome for the group. If the group has to choose between two states
that it can realize, such that all members prefer one to the other, then it certainly chooses
the former. Let us consider, in addition, the assumption that a group does not realize a
state that it can realize if it can also realize another state that all members prefer to the
former one. If these two states are the only possible ones, this amounts to the previous
remark. But the assumption is something new in the other cases. This assumption can
be called one of collective rationality (the history of thought also suggests calling it the
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Coase hypothesis — rather than “theorem” or conjecture — and it is, in fact, the basic
assumption of cooperative game theory). The unanimous preference in question in the
group can be with indifference for some members, but not all (this definitional property
will not be repeated). A consequence of the assumption is that each group chooses a
state that is Pareto efficient for its members among the states that its cooperation can
realize (by definition of this property of a state: it is possible and no other possible
state is unanimously preferred). A cooperating group is classically called a “coalition”.
A consequence of the situation is that the achieved state is such that no coalition can
induce another state that is preferred by all its members. This is a theory of the “core”,
but we will see that it has to differ from classical such theories. It has in common with
other theories of the core that considering the “grand coalition” consisting of all agents
in question implies that the achieved state is Pareto efficient. Which of these states
prevails results more or less from the consideration of more restricted coalitions. Then,
the situation is quite different from that of other notions of the core or related concepts.

Indeed, when a (partial) coalition decides that its members provide contributions dif-
ferent from those of a considered set of contributions, the other individuals concerned
by the public good are affected by this choice, their preferences lead them to react in
choosing other contributions that are the best for them, and this change influences in
turn the members of the coalition in question. This holds whether each individual ac-
tion is chosen collectively in some coalition or individually (an individual is a particular
singleton coalition). That is, the relevant concept of the core is that of the “core with
externality” or the “core with interdependent coalitions”.”®

In contrast, in the other theories, a coalition takes the actions of other people as ei-
ther not affecting its members (core for private goods and Foley’s theory of the core
for public goods) or as given to them, as not reacting to their choice different from the
allocation in question (“strong Nash equilibrium”). In the core for private goods, the
members of a coalition allocate their own resources among themselves, and the other
individuals are not affected by this operation (they are only by the absence of a larger
cooperation). By analogy with the case of private goods, Duncan Foley’s (1970) theory
of a core for public goods assumes that the members of a coalition receive no benefit
from contributions (gifts for joint giving) from individuals who are not members of this
coalition. However, these other individuals could in fact contribute (give) individually
or in forming other coalitions. Hence, for a non-excludable public good, this assumption
a priori does not hold (this is the case of joint giving). If exclusion is possible, it should
be explained why agents who are not members of the coalition in question choose to
exclude the members of this coalition from the benefits of their contributions; it could
be in order to raise the cost of not accepting the allocation (contributions) under con-
sideration; however, these non-members could, or not, benefit from the contributions
of this coalition, depending on a decision of the coalition if it can also exclude others
from the benefits of its contributions; hence there is an exclusion game which should

76 See Kolm 1987c, 1987d, 1987¢, 1987f, 1987g, 1989.
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be explicit. The exclusion is necessarily the case only in particular types of material
situations, for instance if a coalition produces one quantity of the public good and there
materially cannot be two such quantities (but, then, which coalition produces the good
has to be determined), or if the public good is local and a partial coalition has to emi-
grate; these are the types of situations where Foley’s concept applies, and it is not the
case of joint giving. In still another theory in the family of the core, that of “strong
Nash equilibrium”, the individuals outside of the coalition do not react to the coalition
acting differently from the situation under consideration (a proposed set of contribu-
tions). However, with non-exclusion, this absence of reaction will not be the case in
general. Agents outside of the dissenting coalition have an interest to react, hence they
will do it, and the coalition has to take this reaction into account. Moreover, a strong
Nash equilibrium is both Pareto efficient (the case of the “grand coalition” noted above)
and a Cournot—Nash equilibrium (the case of singleton coalitions). Now, in the standard
cases a Cournot—Nash equilibrium is not Pareto efficient and, hence, no strong Nash
equilibrium exists. However, the assumption that other people do not react to the choice
of a person also holds for ordinary Cournot—Nash equilibria and they are commonly
considered, and Pareto efficiency may be desired for its normative value.”’

Therefore, the obtained state (set of individual contributions or gifts) is such that
there is no coalition whose members become all more satisfied in acting differently,
and this takes into account that this change will a priori induce changes in the acts
(contributions, gifts) of the other persons. In this respect, these other persons can act
individually, or cooperate among themselves, or again be partitioned into coalitions with
cooperation within each coalition but not across coalitions. A coalition may consist of
a single individual, either for the initial, dissenting coalition, or for any induced one
among other people. The non-cooperative relations among coalitions may a priori be of
any type, such as Cournot—Nash or Stackelberg.

Notable properties of the result are revealed by particular structures that may be
the case or be sufficient approximations. With quasilinear utilities, usually only one
coalition of a partition of people into non-cooperating coalitions gives, and the other
individuals and coalitions are free riders (with a Cournot—Nash interaction, this is the
coalition that gives the largest amount when it alone gives). The case of a large number
of small contributors also shows remarkable properties (and is realistic for aid to people
in need).

16.6. Retro-gifts and the process-liberal public debt

In a society where social freedom is fully respected, the only possible justification of
a public debt is to realize transfers to earlier generations desired a priori by the pay-

77 The only case where Cournot—Nash equilibria have a full justification in one- or two-shot games is a game
of reciprocity presented in the chapter on reciprocity.
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ers of the taxes that redeem the debt.”® Of course, the public sector determining such
a borrowing estimates these preferences of future generations. These transfers can in
particular be gifts to earlier generations. A notable consequence of this optimum public
debt policy has been shown in Section 10.

You give to your children and your children give, or will give, to you. You can give
to your great-grand children by leaving sufficient capital for them. A priori, however, in
our growing economies, they will need help much less than your great-grand mother did
(during the great depression). In fact, wise governments of the time provided public aid
financed by a public deficit that is now redeemed thanks to the taxes we pay. In addition
to contributing to reflate the economy, this achieved exactly what you want: you give to
your great-grand mother.

This is a retro-gift, which can also benefit someone of the past unrelated to you,
notably because of her needs and poverty. Retro-gifts are particular cases of retro-
transfers, which also include retro-payments in which you pay a previous generation
for a service it provides to you (for instance, they have planted a forest from which you
benefit, and this forest has been financed by public borrowing now reimbursed thanks
to your taxes).”® A retro-gift can also be a part of an intergenerational reciprocity. The
whole operation of a retrogift, and of a retro-payment for a unanimously desired in-
tertemporal exchange, is desired by the corresponding taxpayers. However, at the time
of the payment of the tax, the other part has already been performed — it is the subsidy
to the earlier generations or the service they provide that will benefit later generations
—, and hence taxpayers would a priori prefer not to pay. This is akin to any compulsory
implementation of a contract, but more original for gift giving, although this is similar
to the case of joint giving implemented by the public sector.

Retro-transfers constitute the only process-liberal justification of the public debt.
They remedy the “failure” of free transfers created by the “arrow of time”. Of course,
a retro-gift may also be a joint gift, when several persons want to help the same one(s)
in previous generations. The givers may be of the same or of different generations. For
instance, a person may have several descendents who want to help her.

16.7. Selfish altruism: The situation of the other person may be your own

In collective decisions that will affect an uncertain future, you often care about various
individual situations for a purely self-interested motive, because you do not know which
of these situations will be your own, into which possible individual situation you will
happen to fall. Hence, you may also take care of individual situations which will be
those of other people, and then you are de facto an “altruist”, that is, you are one in
your choice if not in your sentiments. A shift in time transferring this view to the later

78 However, if market imperfections create involuntary unemployment and cannot be directly corrected,
macroeconomic effects of the public debt can justify it by an extended and second-best application of a
liberal social contract (see above).

79 See Kolm 1985.
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situation transforms this viewpoint into a common reason provided for helping another
person in need, that described by the argument that “it could have happened to you”.
This notion is the basis of one of the most famous theories of social ethics or justice
of recent times, the theory of the “original position” notably proposed by John Rawls
and John Harsanyi. Both these authors propose that the moral choice or policy is the
one that an individual would have chosen in an “original position” where “it”” does not
know what “it” will have in all respects in actual life, including “its” own tastes (and,
of course, “its” sex). Their two theories differ, but we have noticed above a basic issue
that they do not face (Section 13.3.3.4). A choice in the original position is made with
preferences which have to have two given features: the preference about risk and the
corresponding risk-aversion, and the preferences about “being” various persons (and
in particular having their preferences in actual life). Hence, if actual individuals are
imagined back in an original position, they have to keep these two aspects of their
preferences for their choice in this position, and hence these individuals in the original
position are generally not identical and a priori do not make the same choice. Moreover,
the individuals can be imagined as keeping still other features of their actual preferences
and situation for their imagined hypothetical choice in uncertainty. These are theories
of the “partially original position”.80

Since the individuals in this hypothetical uncertain situation are not identical, their
preferred choices do not a priori present the unanimity that would result from this iden-
tity. Then, inspired by the theories of the social contract, one can propose to replace
this lacking unanimity of preferences by the unanimity of a free agreement among these
different persons (Rawls proposes this reference to the social contract, although he as-
sumes that all individuals in the original position have the same preferred choice). The
advantage of this agreement over an agreement between actual individuals is that these
hypothetical individuals are more similar among themselves, and, hence, the scope of a
priori possible agreements is more restricted. Therefore, these individuals are assumed
to make a unanimous agreement about what should be done when any of the a priori pos-
sible situations prevails. Such an a priori possible situation is defined by the fact that the
a priori uncertain (in the considered hypothetical situation) aspect of each individual’s
preferences and situation receives a specification. Then, the decision of this hypotheti-
cal agreement for the case where the actual preferences and situation occur is applied.
Taking a hypothetical agreement as a social ethical norm is by definition a theory of
a social contract. The present theory differs from other social contracts by the nature
of the state in which the agreement is made (called the “state of nature” in classical
contractarian theory). The notionally randomized items, that is, all that the individuals
do not keep and hence are uncertain about in this partially original position, can in fact
be specific and restricted. The theory then is a theory for compensating inequalities in
this respect in actual life. For example, this item may be given productive capacities,
depending on genetic endowment and education provided by the family, given health
as the propensity (not) to become sick, or any other characteristics of individuals. The

80 See Kolm 1985, 1998a.
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agreement then is in fact a mutual insurance against the risk of being poorly endowed in
the characteristic, and the actual result consists of compensations from the individuals
better endowed to the individuals poorly endowed. This is notably considered for items
that are given to the individuals before they could take out an actual insurance, such as
given individual characteristics, family influence, education received, and given social
advantages or handicaps. This theory then is a “fundamental insurance” defining actual
compensatory transfers.

However, this choice wants to be about justice but is determined by what would be the
individuals’ selfish conduct in uncertainty and in exchange. This raises a problem be-
cause justice and selfish conduct have different rationales. In particular, an individual’s
selfish choice in uncertainty has no reason to represent a choice of justice among the
various persons that she could be in the different realizations. The relevant justice may
focus on aspects of the individuals’ situation different from their utility (relevant for
the self-interested choice). Moreover, when they can be compared, the moral inequal-
ity aversion tends to exceed individual risk aversion. However, the situation is different
if selfish exchange is replaced by benevolent reciprocity. The motive becomes: “I help
this person, given that, if our situations were reversed, she would have helped me”. This
is the putative reciprocity whose actual importance and consequences have been noted
above (Section 13.3.3.3). Reciprocity is based on sentiments of balance or fairness or
of mutual liking. These seem to be morally acceptable bases of distributive fairness.
Moreover, we have also seen that fundamental insurance is the practically unanimously
endorsed justification of public health insurance — rather than private one — in many
societies, which implies large basically voluntary transfers (beyond actuarial insurance)
for helping people with poor given health (Section 13.3.3.4).

16.8. Justice from altruism, and distribution as a public good: The distributive or
moral surplus®!

If all individuals care about what they have only, any redistribution makes someone
worse off, in the absence of particular indirect effects.3> When some people care about
what some others have, the same property often holds. Yet, if some such concerns for
the situation of other people are sufficiently large, there may exist redistributions that
nobody regrets and some value. The social states from which such redistributions do
not exist have, by definition, a Pareto efficient distribution. Pareto efficiency is a prop-
erty of a social state that is certainly to be valued, because it means that there is no
unanimously preferred deviation from it (with the possibility of indifference for some
people). However, in a large society where most of the altruism that exists is only mod-
erate, the set of the Pareto efficient distributions is very large. Therefore, this property
does not help much in the quest of the Graal of normative economics, the optimum
distribution. Something else should be added, and this is the important ingredient.

81 See Kolm 1966a.
82 Notably in an economic surrounding of perfectly competitive markets.
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When some people care about what some others have, the distribution becomes a col-
lective concern, a public good in this sense. Hence, one proposal consists of applying
to it the standard principle used for the choice of public goods, in benefit—cost analy-
sis, the criterion of the surplus. This principle, however, should be properly applied as
follows.®? By definition, the surplus of a state B over a state A is the algebraic sum of
individuals’ money equivalent of having state B rather than state A (the m-surplus), or
of individuals’ willingness to pay for having state B rather than state A (the p-surplus).
The difference between both concepts and measures results from the fact that, for the
m-surplus, the individuals are in state A when their money equivalent is notionally given
to them for obtaining a state equivalent to state B; whereas, for the p-surplus, the indi-
viduals are in state B when their willingness to pay is taken out from them for obtaining
a state equivalent to state A. Then, the surplus principle chooses a possible state A such
that no surplus for having any other possible state B rather than state A is positive, both
for the m-surplus and for the p-surplus. This condition also amounts to the fact that no
surplus for having state A rather than state B is negative, for both the m-surplus and
the p-surplus (the condition for one of the two surplus concepts amounts to that for the
other in inverting the states).3*

83 See Kolm 1966a (see also 2004).

84 Calling y; individual i’s wealth, y = {y;}, y_; = {yj}uj;. and U’ (y) individual i’s ordinal utility as
a function of the distribution y, the money equivalent and the willingness to pay of individual i for having
distribution y’ rather than distribution y are respectively m; (y’, y) and p; (y’, y) defined by

Ullyi +mi (v, 9).y—i] = U' ()

and

Ul = Uy = pi v ). v ]

Cleatly, m;(y,y") = —pi(y'.y), and p;(y,y") = —m;(y', y). Define as m(y',y) = Y m;(y', ) and
p(Y,y) =Y pi(y',y) the m-surplus and the p-surplus, respectively. One has

m(y', y)+ p(y.y) =m@y.y)+ pQy',y) =0.

If P is the set of possible distributions, the chosen distribution is y € P such that, for all y’ e P,

m(y,y) <0, m@y.y)=0, p(y,») <0, pr.y)=0
(these inequalities constitute only two conditions). )
When y' is close to y, say y' = y+dy, and the U" are differentiable, these conditions imply }~; j Ujl- -dy; <
0 where v]’: = U;/U} and Uj’ = BUi/B}VJ-. For a pure redistribution, )~ y/ = > y; 'and > dy; = 0. Then,
since vf = lforalli, }; ; UJ’ dyj =Y iz U; -dyj =Y v -dy; withv; = Y, 4; Ui]' Hence, the conditions
are effective even when the vj’. fori # j are very low (lexical egoism). If distribution y is a moral (distributive)

surplus distribution, then > v; (y) - dy; < 0 for all possible Y = y + dy in the neighbourhood of y. If, in
particular, transfers both ways between y; and y; are possible, then v; = v;. Considering both surpluses
(m and p) gives second-order conditions. Various meanings and properties of this solution, second-order
conditions, existence, and uniqueness, are discussed in Kolm 1966a.
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If all people are purely selfish, this principle specifies no distribution. But if they
care about what others have, no matter how little, the principle gives a solution, most of
the time a unique one. This holds in particular when people value their own wealth very
much more than that of others, say with priority (“lexical egoism”). This results from the
basic logic of the surplus method, namely the following. An individuals’ self-interested
money value of, or willingness to pay for, a dollar for herself is a dollar. Hence, for
a redistribution without indirect effects, where the sum of incomes remains the same
by definition, the values measuring the self-interests of all individuals cancel out in the
sums of the surplus. Therefore, these sums depend only on the individuals’ values of
the amounts transferred for other reasons, notably because of their altruisms if they are
the social sentiments present (including the resulting conceptions of justice). In fact, the
basic justification of the described distributive surplus principle derives from this prop-
erty: if you want a distributive criterion that is derived from the opinions of the members
of the society about the justice of this distribution and from their altruism only, hence
discarding their own self-interest, the solution is the distributive surplus. The basic rea-
son is that cancelling out the self-interested values of a redistribution implies using the
algebraic sums of money equivalents or willingnesses to pay. The idea of deriving the
solution form the opinions of the members of the society only, called “endogenous so-
cial choice”, can be considered as unavoidable, since where else could we find such
information for the comprehensive society (and for a smaller society, imposition from
outside would be intrusion).

17. Historical landmarks
17.1. Economics and altruism

Almost all major economists in history made important contributions to the analyses of
altruism and giving, often in specialized books (Adam Smith, John Stuart Mill, Léon
Walras, Vilfredo Pareto, in particular). In recent times, the list of economists’ works on
this issue contains several hundred entries. Of course, economists have mainly studied
non-altruistic exchange, but the famous homo economicus they used for this purpose de-
scribes a non-altruistic relation and cannot be assumed to represent the full conception
of man of these authors. Its self-interestedness describes the non-tuism of the relation
rather than the egoism of the person, using Philip Wicksteed’s perceptive distinction.
Moreover, observation showed that self-interested exchanges or cooperation could not
work without important inputs of a different, other-regarding kind, based on morals,
respect, and, importantly, reciprocity. Why, indeed, is there exchange rather than theft,
why are many promises kept, why do people engage in collective action, why do they
sometimes tell the truth, etc.? Only part of these behaviours can be explained by the fear
of punishment or of retaliation. Furthermore, the topic of economics is more broadly
defined as the allocation of resources. Then, altruism sprang to the face of anyone who
opened the boxes of the other main allocative systems, the family, charity and donations,
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and the vast redistributive political and public sector with its complex of diverse moti-
vations — from the most cruel to the most altruistic and the whole spectrum in between.

It is an embarrassing situation, for a field of study, when the culminating work hap-
pens to be the first one, especially if it is over two centuries old. One strategy is to forget
about it — apart from paying lip-service. This has largely been the fate of Adam Smith’s
Theory of Moral Sentiments, certainly one of the major works in thinking about society
of all times.®> We have seen that much is in this work — including reciprocity, self-image
and praise-seeking.

Giving a Benthamite specification to the “impartial spectator” of Hutcheson, Hume
and Smith led John Stuart Mill to his utilitarian altruist (in her moments of calm re-
flection). Since Mill was both reflective and a person living by his ideals, this theory
made him a tempting target. This was not bypassed by Auguste Comte who, fond of
new terms as he was, concluded that altruists should give money to sociologists — as
he called these two categories of people — in a letter to John Stuart Mill where he ex-
plained his financial difficulties (1844).3¢ Mill then had two businessmen friends of his
help Comte out. However, when Comte repeated his demand one year later, Mill refused
and pointed out that altruism should mean an impartial balance of interest rather than
self-sacrifice for the other fellow as Comte understood it. Comte angrily answered that,
in any event, businessmen have the duty to support philosophers.®’

17.2. Interdependent utilities and social choice

From Mill’s utilitarian altruism (altruistic because utilitarian), economic studies con-
cerned with such issues divide into two branches. One of them considers individuals
who are jointly self-interested and altruistic, in a single utility function. Yet, since these
individuals also have a particular interest in themselves, it is natural to consider that the
intensity of their altruism can depend on who are the other individuals who can be the
objects of this sentiment. For instance, the representation of their preferences should be
able to admit that they make their children “count for more than others”, in Bentham’s
terms. Then, after the formulation of Edgeworth, restricted to only two individuals and
additive “welfares” (but with the notice of the “shrinking contract curve” property), this
leads to the more complete formulation of Pareto, with individuals’ “utilities” which
can depend on all individuals’ “ophelimities”. The second branch considers separately

85 It is advised to read The Theory of Moral Sentiments in its French translation, because it has three more
chapters than the English original. They were added by the French translator, Sophie de Condorcet (Antoine’s
wife) after Adam Smith’s stay in Paris — where he was converted, by their economist friends, to acknowledging
the magic of exchange which transmutes the private vice of “selfishness” into the public virtue of apparent
“altruism”.

86 Comte may have borrowed the term “altruism” from the poet Andrieux who was his professor at the Ecole
Polytechnique.

87 This put an end to their interesting correspondence. See Mill’s Unpublished Correspondence (1828-1871)
[Mill (1898)]. Yet, Comte continued to survive thanks to other gifts which became labelled “the positivist
subsidy”.
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the individuals’ concern for others, in focussing on its moral reason in social ethics (this
is not far from Mill’s view — and Walras’s non-welfarist conception — who see this as
people’s judgments “in their moments of calm reflection”). Yet, utilitarianism meets the
difficulty of the lack of general meaning of the operation of addition of utility func-
tions which can describe something like individual’s “happiness”. This led to Bergson’s
more general “social welfare function” representing an individual’s social ethics. How-
ever, since this function is no longer the unique utilitarian sum, what should it be for
representing what is better for society? These two branches thus led respectively to the
two fields of “interdependent utilities” on the one hand and of classical “social choice
theory” on the other hand. Finally, endogenous social choice leads to finding solutions
to the social ethical problem of the latter field in individuals’ “embodied” social ethical
view described by the former field.3®

17.3. Altruism and uncertainty

The logical problem in adding individuals’ utilities can result notably from their or-
dinal structure. This structure was pointed out simultaneously by Pareto and by the
mathematician Henri Poincaré in a famous letter in answer to Léon Walras. This an-
swer adds the further remark: “you consider individuals with perfect foresight and fully
egoistic; the second property may be acceptable, but the former one is demanding too
much”. Poincaré may not have known about Walras’s intense concern about positive so-
cial sentiments, notably expressed in his lectures and book about workers’ cooperatives
and associations. Yet, his remark points out the two issues of uncertainty and altruism,
which have logical and psychological similarities, and actual and theoretical interac-
tions, and have been considered and analysed by economics in parallel successive steps
(with a merging in theories of the original position and fundamental insurance).

Both concern for uncertainty and altruism consist, for an individual, of being con-
cerned with several individuals, who are herself in several possible prospects in selfish
uncertainty, and also other individuals in altruism. In fact, empathy, one of the main
sources of altruism, consists of imagining oneself in the place of someone else, as one
imagines oneself in the various prospects when facing an uncertainty that concerns one-
self. We have also seen that a main theory in social ethics, the “original position” and
“fundamental insurance”, consists of building a rational altruism from a notional uncer-
tainty. Moreover, interactions among agents can jointly involve giving and uncertainty,
and notably, at the deepest level of interaction, reciprocity and game-theoretic strategy.

The analyses of both domains developed in four parallel steps, concerning views and
acts, and single and interacting individuals. Table 4 shows these steps. Individual views
are those of uncertain prospects and altruism. They can lead to the individual acts of
a choice in uncertainty and of giving. With several interacting individuals, uncertainty
leads notably to contingent and insurance markets, while agents’ altruism and giving

88 See Section 16.8, more fully Kolm 1966a, and more generally Kolm 2004.
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Table 4
Uncertainty and altruism

Uncertainty Altruism
individual view uncertain prospects altruism
individual acts choice in uncertainty giving
interdependent acts contingent and insurance markets interfering giving
interdependent views games of strategy reciprocities

interfere in various notable ways with the choices of similar or different agents. More
deeply, the very views of various agents interfere with each other epistemically in games
of strategy and as regards motives for giving in reciprocity.

17.4. Interdependent utilities and interdependent giving

A main distinction is between concern for the good of other people, that is, altruism, and
other concerns about gifts and sentiments. The former phenomenon leads to the ques-
tion of “interdependent utilities” in a broad sense. Section 3 has recalled the history
and the various specific structures of this concept. This concept can explain or justify
transfers and notably gifts. The application has been in three fields, corresponding to
three types of institutions: the public sector, charity, and the family. The public sector
is notably concerned with two consequences of altruism, efficiency and distributive jus-
tice. It is ruled by the political system where self-interests and different social ethical
views find their equilibrium. This application of interdependent utilities begun in the
mid 1960’s. With joint giving, private charity met the problem of public goods analysed
notably in the late 1960’s. These gifts interfere with public redistribution, and, with
an efficient public action, private charity can only be explained by motives different
from the only concern with the beneficiary’s welfare, notably specific ethical principles
(universalization, putative reciprocity, fundamental insurance), or direct concern for the
gifts (demonstration effects, or specific moral or social norms or values, or specific self-
esteem, that attach to the gift in itself). The third application of interdependent utilities
is the economics of the family, notably with the analyses of G. Becker (1974), and appli-
cations such as Barro’s “Ricardian equivalence” (1974, see Section 10.1.2). However,
families manifest many other relations than simple altruism, notably the intrisic value
and interdependence of sentiments, and diverse reciprocities.

In reciprocity, a gift elicits another gift for a reason of balance, sometimes associated
with fairness (which includes merit), or because a benevolent gift elicits liking the giver
— in addition to the different phenomenon of sequential exchange. Reciprocity has con-
stituted a central concept in the social science for one century, and a topic of economic
analysis for several decades. This was accompanied by applications of the economic
theory of reciprocity to a number of issues such as distributive justice, labour relations,
the family, intergenerational transfers, intergenerational financing of pensions and ed-
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ucation, bargaining and the settlement of conflicts, voluntary contributions to public
goods, voluntary restraint in the use of natural resources, non-market economies, and
economic development and social change.?’

17.5. A notable debate: Blood and the efficiency of giving

For many epigones of Adam Smith’s second thoughts, market exchange is the most ef-
ficient way of transferring things. Later development of economics emphasized notably
the virtue of the price system for efficiently carrying the needed information. In some
cases, however, one can compare modes of transfers, notably market exchange and giv-
ing, as they actually work. For instance, blood for medical purposes is given in a number
of countries and sold and bought in others. In 1971, Richard Titmuss compared these
two modes, in the cases of the UK and US, respectively. His conclusion is that the giving
system of the UK is superior to the buying system of the US in all respects, for the qual-
ity of the blood, the situation of the donors, and the general attitude of persons towards
others and society. The issue of quality refers in particular to a question of information
in which the market is much inferior to giving. The reason is clear: some infections, and
notably hepatitis, were undetectable in blood samples. The altruistic people who give
their blood abstain from giving when they know they have had the disease. The purely
self-interested sellers of their blood lack this motive and practice. This is a classical sit-
uation of asymmetric information. Titmuss also intrinsically favours the general motive
and action that leads to giving, in particular to giving to society or others in general
rather then to specific known others, that is, general giving.*® Moreover, he holds that
it is not possible to have both systems in the same place.

This work launched a notable debate. Robert Solow (1971) proposed that its re-
sults constitute “a devastating and unanswerable indictment of the American system”.
Kenneth Arrow’s (1974) review turned into a much noticed, perceptive and pioneering
discussion of the role of altruism and morality for securing economic efficiency in reme-
dying market failures. Notably, altruism and a sense of responsibility prevent exploiting
advantages of asymmetric information, all commercial transactions imply an element
of trust, and, in general, “ethical behaviour can be regarded as a socially desirable in-
stitution which facilitates the achievement of economic efficiency”. Moreover, Arrow
notices that people who give are motivated by the result, and also by their gift in it-
self, and, for joint giving, by some implicit social contract with co-givers (suggested by
T. Nagel). However, Arrow suggests that Titmuss’s contention that there cannot be both

89 See, notably, Adam (1963), Kolm (1973, 1984a, 1984b, 1990), Akerlof (1982), Sugden (1984), Swaney
(1990), Rabin (1993), for various lines of study. In sociology, after Hobhouse (1906), reciprocity is studied by
Simmel, Gouldner, Howard Becker, Homans, and others. Reciprocity is central for many anthropologists such
as Thurnwald, Mauss, Malinowski, Firth, Lévi-Strauss, Sahlins, and others. See Chapter 6 of this volume for
other ancient and more recent references. The “pseudo-reciprocity” of self-interested sequential exchanges
has also been the object of a number of investigations and applications.

9 See Kolm 1984a.
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giving and a market for blood in the same place — and hence that buying blood crowds
out the superior giving (in a kind of Gresham’s law) — lacks a theoretical explanation.
The analysis of this issue requires that of the various specific motives, but let us only
remark here that, if we believe Kant, in acquiring a price blood looses its dignity.

17.6. Volumes in the economics of giving, altruism and reciprocity

Although the analysis of altruism and giving by economists has, as we have seen, a long
and glorious history, it became rather rare around the middle of the 20th century. The
revival of this field of studies in the last third of the 20th century, notably with the con-
sideration of “interdependent utilities” (see Section 3), was in particular marked by the
publication of a few volumes dealing with the economics of altruism, giving, and reci-
procity at a general level. Three of them are collective books, with a general presentation
or introduction. Two gather papers of conferences; they are edited by Phelps (1975) and
by Gérard-Varet, Kolm and Mercier Ythier (2000). The third volume, edited by Zamagni
(1995), gathers a number of notable articles about altruism, mostly by economists. Two
volumes, by Collard (1978) and Margolis (1981) present models of microeconomic in-
teractions with altruism, and a number of applications. A different approach, with more
philosophical considerations, is followed by Steedman (1989). An ambitious movement
aimed at studying the “grant economy”, with the humanistic vision of Boulding (1973)
as programmatic presentation, and collective volumes (edited by Boulding and Pfaff
1972 and Boulding and Wilson 1978). “Grants” are taken to mean transfers other than
exchanges, including gifts and things taken by force, private or public. The association
of giving and taking may raise a difficulty for analysis, but we have seen that the im-
portant public transfers can associate both modes. Kolm (1984a) analyses reciprocity
and giving, with an interest in the general quality of society. Reciprocity and giving,
exchange, and the use of force, are the three modes of social interaction and economic
transfers, present in various proportions in all societies, with various performances with
respect to efficiency, and very different consequences for the quality of society, of its
members, and of relations between them. Comparison and evolution in this threefold
partition of social interactions are particularly revealing for comparing societies and
analyzing their social progress.

Appendix: The joint giving theorem

The properties noted in Section 7 are shown here. The notations are as follows. Indices
i or j denote the individuals who may contribute. For individual i, consider her free
individual gift g; > 0, the distributive tax she pays #; > 0, her own total contribution
¢i = gi + t;, her initial wealth X;, and her final wealth x; = X; — ¢;. The total transfer
is ¢ = )_c¢;. The beneficiary has initial wealth X, final wealth x = X + ¢, and an
increasing ordinal utility function u = wu(x) with derivative ¥’ > 0. Individual i’s
utility function u’ increases with x;, it also increases with x or u(x) if individual i is an
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altruist, and, for the noted reasons, it may increase with ¢; or g;, and decrease when c;
or g; increases for some j # i. Hence, denoting c_; = {c;j}uj»; and g_; = {gj}u;; the
sets of the ¢; and g; for j # i, respectively,
u' =u'(xi, x, ci, &> C—i, §—i)

W_ith the respective partial derivatives ujci > 0,ul, >0, u’cl, >0, ”2’1 >0, uf:j < 0 and
u’g]_ < Ofor j # i (writing a derivative implies the assumption of its existence). Nothing
is changed if x is replaced by u(x). The chosen g; and #; make ¢; a relatively small part
of X; and hence no constraint x; > 0 is relevant.

Individual i individually chooses her gift g; that maximizes u’ (hence, given the other
variables g; for j # i and ¢; for all j). Therefore, if g; > 0,

—u;i +ul, —i—uii —i—ufgi =0. (1)

Pareto efficiency for this society of potential givers and receivers implies that there
exist coefficients A; > 0 such that U = Y Aju’/ + u is maximal (without loss of
generality). Public policy chooses taxes #;. When it implements a Pareto efficient social
state, this choice maximizes such a function U. This implies, for tax ;,

)Li.(—uii—i—u;—i—uii)—i—Z)Lj.(u)];—{—ug[.)—l—u’gO, 2)
J#i
with=0if#; > 0and < 0ifz; = 0.
Conditions (1) and (2) entail

_)‘i”;i + ij (ud +ul)+u’ <O. 3)
J#i
Since u’ > 0, and ui > 0and A; > O for all j, the condition can hold only if “fgi >0

and/or uZ.i < 0 for some j. Therefore, Pareto efficiency implies the following conditions
for individual gifts g;:

— If the individuals are only altruists (no direct effects of the ¢; or g; on utilities),
there is no private giving g;.

— If, in addition, or instead, they may care about their own specific contribution
(uéi # 0), the same result holds.

— If, in addition, or instead, they may care about the specific gifts of other people
(ug,/_ # 0), the same result holds.

— There can be a gift g; > 0 only if individual i cares for her own gift and/or her
contribution ¢; is envied by some other individuals (or they enjoy feeling that they
contribute more).

Moreover, if condition (3) is satisfied thanks to the envy or sentiment of superiority of

the other people (17, < 0, and ui,l, is zero or small), then, the |u, | should be on average

higher than the u)jc that is, individuals should be more envious or domineering than
altruistic, on average.
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In the other case of satisfaction of the condition, due to u;[_ > 0 with |u£l.| low or

zero, the condition shows that “fg,- should be higher than the average u? by an order of
magnitude at least equal to that of the population of the fiscal constituency. Hence, in a
country with a population of N millions, an extra gift is valued at least N million times
more for the glory of the giver than for the relief of the needy, on average. With a large
population, this condition will not hold, and, hence, caring about one’s own gift cannot
explain giving in an efficient society (in particular a democratic one).

Yet, private giving can be compatible with Pareto efficiency when it is motivated by
other, more specific, moral reasons, such as the principle of universalization (e.g., Kant’s
categorical imperative) or putative reciprocity, noted in Section 13.3.3 (see Kolm 2005).

The welfare u(x) of the aided people is an end-value of society before being a public
good for the givers. This shows by the fact that «(x) is a term of the social ethical max-
imand U. This makes this issue formally different from that of ordinary public goods.
Yet, the foregoing analysis translates into that of financing ordinary public goods by
voluntary contributions or taxes in writing # = 1’ = 0 in the formulas. Results similar
to those obtained above also hold. This can in particular apply to the present issue if
the efficiency in question is not that of the whole society but only that of an actual or
putative agreement among the givers. One difference is that, with a pure public good
or pure altruism — the ' depend only on x; and x —, condition (3) can be satisfied with
ui = 0 for all j # i; but this cannot occur for more than one i, and hence there is at
most one individual concerned with x (or altruist) in the society, and hence there is no
public good (or joint altruism) — at least at the margin.

The foregoing results are presented for public goods in general in Kolm (1970), and
for giving with an analysis of the motivations in Kolm (1984a). A specific concern
for one’s gift or “writing the gifts in the utility function” was suggested notably by
Arrow (1974) and Becker (1974), and also worked out by Steinberg (1987) and An-
dreoni (1989, 1990).
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Abstract

The empirical economic literature covers many different forms of pro-social behaviour
going from anonymous charitable contributions to caring for an ageing parent or buying
Christmas gifts. The chapter focuses on the meta-questions concerning the motivations
underlying this behaviour. While the “public goods”-model of altruism has played a
pivotal role in the economic work, the discussion in the chapter is structured around a
simple list of motivations, derived from the psychological literature. Altruism (or empa-
thy) is only one of the many motivations leading to voluntary transfers. Transfers may
also follow from a feeling of duty or because the donor wants to obey social norms.
They may be part of reciprocal arrangements, which finally are in the self-interest of
all the parties involved. They may reflect pure materialistic egoism or a desire to gain
social prestige.

The survey of the empirical literature makes a distinction between one-way trans-
fers where there is no real social interaction between the donor and the recipient and
two-way transfers, i.e. interpersonal gifts that take place in a non-anonymous setting.
The former refer to contributions of money and time to charities, the latter refer to in-
terhousehold and intrafamily transfers. It is argued that the simple oppositions between
“pure altruism” and “warm glow” or between “altruism” and “exchange” are insuffi-
cient, and that we should more explicitly think about how to distinguish the different
“warm glow” or “exchange”-interpretations from one another. Traditional economic
methods of “indirect testing” for motivational differences will probably be insufficient
for this task.

A better insight into the different motivations for pro-social behaviour is important
for its own sake. It is also necessary for understanding the consequences of government
intervention (the crowding-out effect) or the behaviour of charities.

Keywords
warm glow, pure altruism, dutiful altruism, social norms, social prestige, crowding-out

JEL classification: D10, D64, Z13
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1. Introduction

Simple observation shows that non-market transfers of money and time play an essential
role in the economy. Despite the existence of welfare states, people contribute money
or supply volunteer labour for charities. At Christmas or for special occasions they give
each other gifts, which are mainly non-cash. Parents spend money and time on their
children, even after they have grown up. Children keep supporting their parents when
they grow old. People help other people when these get ill or unemployed. In some
pre-industrial societies this has given rise to complicated networks of informal social
insurance.

In all of these transactions there is no direct or immediate gain for the donor. There-
fore, some people tend to interpret all these acts as indications of “altruism”. This simple
interpretation does not survive closer scrutiny, however. Although there may be no di-
rect quid pro quo, donors still may gain in the longer run, e.g., because they expect
reciprocal action at a later stage when they themselves need help. Since it is very well
possible that these delayed gains are the primary motivation guiding behaviour, social
scientists distinguish acts of pro-social behaviour from the motivations lying behind it.
The altruistic motivation is only one of the possible motivations explaining pro-social
behaviour.

As a matter of fact, many have questioned whether we even need such an “altruistic”
motivation to explain pro-social behaviour. Is it not possible to interpret all seemingly
altruistically motivated behaviour as basically egoistic? Certainly among economists it
seems to be a popular idea that it is the task of science to reason away the existence of
or the need for altruism. To quote Frank (1988, p. 21): “The flint-eyed researcher fears
no greater humiliation than to have called some action altruistic, only to have a more
sophisticated colleague later demonstrate that it was self-serving.”

However, this simple strategy of reducing all pro-social behaviour to a more or less
sophisticated form of egoism is nowadays much less popular than it used to be. Psy-
chologists have collected convincing evidence for the existence of a genuine feeling of
empathy, i.e. concern for others, in human beings. Sociobiologists have created room for
pro-social behaviour by showing how selfish genes may induce altruism at the level of
the phenotype. Cultural transmission of values plays an important role in the stimulation
of such pro-social behaviour. Hoffman (1981) describes how the emotion of empathy
can be seen as the main mediator between genetic inclinations and observed behaviour.
Evolutionary game theory has shown how altruists may survive in a population together
with egoists. Economists have incorporated altruistic motivations in their model of the
homo economicus.

If the simple research strategy of reducing all pro-social behaviour to egoism does
not work, we are facing a much more challenging task. What is the relative importance
of altruism and other motivations in explaining pro-social behaviour? Can we devise
a reasonable classification scheme for these different motivations? How to distinguish
between them? Are the behavioural predictions following from different motivations
identical?
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In this chapter I will look at the empirical economic literature on pro-social behav-
iour from this angle. The literature covers many different forms of pro-social behaviour
going from anonymous charitable contributions to caring for an ageing parent or buying
Christmas gifts. We know from psychological and sociological work that pro-social be-
haviour is highly context-dependent and that there is much interpersonal heterogeneity
in motivations. It therefore does not make sense to try constructing an encompassing
approach and it is not at all surprising that the literature contains such a wide variety of
models. I will not go into the details of these different approaches, which are discussed
in other chapters of this Handbook, but rather focus on the meta-questions concerning
the motivations underlying behaviour.

I start in Section 2 with a brief summary of some basic insights from the psychologi-
cal literature. This summary hinges around an admittedly simplistic list of motivations,
which can be used to structure the discussion later on. While economists traditionally
have been rather reluctant to introduce taste differences in their models, this is much less
so in their work on pro-social behaviour. In Section 3, I suggest some reasons for why
this may be the case. This offers me the opportunity to introduce the “public goods”-
model of altruism, which has played a pivotal role in the economic work. I then turn
to a more concrete discussion of different strands of the literature. I make a distinction
between one-way transfers where there is no real social interaction between the donor
and the recipient! and two-way transfers, i.e. interpersonal gifts that take place in a
non-anonymous setting. The former refer to contributions of money and time to char-
ities and are analysed in Section 4. The latter refer to interhousehold and intrafamily
transfers. I discuss them in Section 5, which also includes a short section on Christmas
gifts. Section 6 concludes.

Throughout the chapter I focus on the empirical work using real-life data. I largely
neglect the huge experimental literature on reciprocity, altruism and the voluntary pro-
vision of public goods. This is not because I think it is relatively less important. Quite
the contrary, I will argue that it is essential if we want to get a better understanding of
the motivational structure underlying voluntary transfers. I will illustrate this claim with
some examples.

2. Some basic insights from the psychological literature

The question of the identification of motives guiding pro-social behaviour is essentially
a multidisciplinary one. Economists tend to accept that other social scientists have a
comparative advantage in this field. As a matter of fact, many economists seem to treat
the academic literature in the other social sciences as a kind of toolkit from which they
can pick at any moment any tool they want in a highly selective way. But, while it is true
that almost any economic model can probably be justified by at least one psychological

! This is the “master—dog” model in the terminology of Archibald and Donaldson (1976).
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article, this practice hardly does justice to the richness of the work in the other social
sciences. Giving an overview of this work therefore looks like a natural starting point for
this chapter. Yet, given that this literature is large and disparate,? it would be rather naive
to imagine that a simple summary can be given. The main aim of this section is therefore
to introduce a framework that may help structuring my review of the empirical work of
economists. It may also help in seeing more clearly some of the remaining lacunae in
the economic approaches.

I first set up a structured list of different transfer motives. In a second subsection I
raise some broader questions related to that list.

2.1. A list of motivations

Neglecting the fine subtleties of the different theories and cutting through the differences
in terminology, I propose to distinguish four broad motivations, which seem to cover
the classifications used in the literature. I classify them from “more selfish” to more
“altruistic”, although the use of these terms is sometimes quite confusing.

(a) self-interest
a.l. material self-interest

A first series of motivations is related to pure material self-interest. People give money
and time because they hope to derive consumption benefits from it.> As Frank (1988,
p. 21) remarks: “Sure enough, when we examine membership lists of Rotary Clubs
and other “service” organizations, we find a surfeit of lawyers, insurance agents, and
others with something to sell, but not many postal employees or airline pilots”. The most
unambiguous evidence of such motivations can be found in the sphere of volunteering.
Volunteers participate more in service organizations when they have an active interest in
the good or service produced by the organization. Or they want to invest in their human
capital, e.g., when they are not participating in the job market and want to maintain or
rebuild their employment skills [Unger (1991), Piliavin and Charng (1990)].

But material self-interest may also be important where one would not expect it a pri-
ori. Even concern for the fate of the poor in society can be motivated by purely selfish
considerations: do not keep the poor too poor or they will steal your car or break your
windows [Brennan (1973), Archibald and Donaldson (1976)].

2 Batson (1998) has found in the psychological academic literature since 1973 not less than 538 articles
with “prosocial behaviour”, “helping” or “altruism” in the title. Another piece of evidence for the multifarious
nature of the non-economic literature is the (fascinating) “open peer commentary” following Caporael et al.
(1989). A more detailed discussion of the psychological literature can be found in Chapter 7 by Lévy-Garboua
et al. in this Handbook. The latter authors work with a slightly different classification of motivations than the
one I propose.

3 The term “material” self-interest is a little problematic because the personal consumption benefits may
refer to non-material goods (such as enjoying poetry or music).
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a.2. social prestige

Another self-interested motivation is the desire to acquire social prestige. Gift giving or
volunteering by themselves may lead to an increase in social prestige in a society where
these activities are valued positively. It is possible that the degree of “social prestige”
obtained depends on the relationship of one’s own gift and the gift of others [Holldnder
(1990)]. Or charity can be a means of signalling income [Glazer and Konrad (1996)].
What is obviously crucial to acquire social prestige is the fact that others know that
the gifts are made and by whom. As we will see later on, the “reporting” behaviour of
charities may help in identifying the importance of the social prestige motive [Harbaugh
(1998a, 1998b)].

(b) reciprocity

A more sophisticated (because less one-sided) version of the self-interest motivation has
always been present in the economic literature. Already in the seventies economists like
Hammond (1975) and Kurz (1978) presented simple game-theoretic models showing
that pro-social behaviour could be a stable equilibrium in a game of social interaction
between purely self-interested players. The more recent literature offers many more
sophisticated versions of the same idea. While it could be said that this is only another
version of the pure egoism hypothesis, I think it is useful to distinguish the two. In
the case of reciprocity all partners in the social interaction gain — and the fact that
others gain is a necessary condition for them to keep participating. My self-interest
therefore to some extent coincides with the self-interest of others. This is not true in the
“material interest” or “social prestige”-motivations. Moreover, in the reciprocal case
it is possible that I really do care about others — and that others care about me. It is
difficult to differentiate reciprocal altruism and continuous social interactions motivated
by egoism. Both the behaviour and the outcomes may be identical in the two cases: the
individuals act (apparently) in a pro-social way and they all gain.

The concept of “reciprocity’ has been used with many similar but not identical conno-
tations.* For some authors “reciprocity” refers in the first place to a pattern of behaviour.
Fehr and Gichter (2000) define reciprocity as a behavioural tendency through which
the actor is responding to friendly or hostile actions even if no gains can be expected.
“Reciprocity means that in response to friendly actions, people are frequently much
nicer and much more cooperative than predicted by the self-interest model; conversely,
in response to hostile actions they are frequently much more nasty and even brutal.
(...) People repay gifts and take revenge even in interactions with complete strangers
and even if it is costly for them and yields neither present nor future material rewards”
[Fehr and Géchter (2000, p. 159)]. Sugden (1984) uses the term “reciprocity” for the
situation in which individuals “match” their own contributions to a public good with the

4 See Kolm (1984, 2000b) for a more elaborate analysis and a more precise definition.
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contributions of others. I do not follow these behavioural interpretations and I use the
concept of reciprocity in a motivational sense, in which I am referring to “cooperation”
in repeated interactions where the actors help each other and at the same time expect to
gain from cooperation.

There are obvious links between this “reciprocity”’-motivation and the behavioural
patterns as described by Fehr and Gichter (2000) and Sugden (1984). But they do not
coincide. This brings us in the lively debate about the mechanisms, which can support
cooperative behaviour in repeated interactions, and about the further question whether
it is possible that behaviour which is “learnt” for prisoner dilemma-type situations then
also crops up in other situations. I do not want to go into this debate here. Nor do I want
to explore in any depth the role of social norms and emotions in this regard. For my
purposes, it is sufficient to remember that one motivation for pro-social behaviour may
be the expectation that the recipient will reciprocate this pro-social behaviour.

(c) norms and principles

People may act pro-socially because they want to obey personal principles or social
norms, which dictate pro-social behaviour in a given situation. If they obey their own
personal principles, we can talk about dutiful altruism; if they follow externally imposed
social norms they are sensitive to social pressure.

c.1. dutiful altruism

When norms are internal, we refer to a “sense of duty”. People feel committed to pro-
social behaviour because they want to follow their “conscience”, i.e. a set of internalised
moral norms. The dutiful altruist acts pro-socially, even if the recipient does not recipro-
cate this pro-social behaviour. The literature sometimes talks about ‘“Kantian altruism”,
referring to the deontological ethics in the work of Kant. However, the use of the ad-
jective “Kantian” may be problematic. “Kantian” conduct follows rational maxims, i.e.
norms obtained by reason and definitely not by tradition, education, imitation, and so
on.> I will therefore use the more general term “dutiful” altruism.

¢.2. social pressure

In the second case, the norms are external and social rewards are essential to explain
behaviour. A dutiful altruist will (try to) act pro-socially, even in a situation where no-
body else can see him. On the contrary, someone who obeys external social norms does
so in the first place to avoid blame or to get social approval. In many psychological
approaches the motivations c.1 and c.2 are considered to be different stages in moral

5 T owe this remark to Serge-Christophe Kolm.
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development. Someone who acts pro-socially because he wants to avoid social disap-
proval is then situated at a lower stage of moral development than the dutiful altruist,
who has internalised the moral principles.

It is obvious that there is some overlap between these motivations and the ones men-
tioned earlier. Obedience to norms may reflect (dutiful) unconditional commitment. But
it is equally clear that norms play an important role in sustaining a reciprocal equilib-
rium. Although the theoretical difference between the two interpretations is clear, real
world actors may not always be able to distinguish the two. The same is true for the de-
sire to acquire social prestige (as an egoistic motivation) and giving in to social pressure
in the acceptance of norms. The basic motivating factor may be different — but again
they are quite close® and it may be very difficult to distinguish them in empirical work.

(d) pure altruism and empathy

Finally we have the truly altruistic motivation of pro-social behaviour, reflecting a gen-
uine concern for the situation of someone else. The psychological literature now accepts
rather generally that “empathy” is an important motivating factor, where “empathy” can
be described in general terms as “an other-oriented emotional response congruent with
the perceived welfare of another person” [Batson (1998)]. This definition is close to
the economic modelling of utility interdependency, in which the utility of other hu-
man beings, and more specifically of the recipient(s), enters the utility function of the
donor.” More generally, however, the idea of “altruism” also covers the possibility of
what economists would call “paternalistic altruism”, in which other aspects of the recip-
ient’s situation (e.g., his health situation) enter the donor’s utility function. At the level
of motivations, the number of potential donors is not really relevant. For the analysis
of behaviour, however, it will turn out to be crucial whether there are many potential
donors or only one (or a few).

Considerable evidence has been collected to support the idea that feeling empathy
for a person in need leads to increased helping of that person.® Some have questioned
whether this is really “altruism”. Mueller (1986) mentions the so-called “hedonistic
paradox”: if a person is motivated to increase another’s welfare, he is pleased to attain
this desired goal and therefore his apparent altruism can also be seen as a product of ego-
ism. But this paradox is not really a paradox: even if goal attainment brings pleasure, this
does not imply that attainment of pleasure is the ultimate goal of human action [Batson
(1998)]. Of course, even after discarding the paradox, there still remains the more basic
objection that helping someone for whom one feels empathy could still be instrumental

6 One way to see the difference would be to introduce an asymmetry between going for rewards (social
prestige) and trying to avoid punishments (social disapproval). While this asymmetry may be essential for
some psychological work [Batson (1998)], it is much less popular among economists.

7 Note that the utility of the recipient in this sentence refers to her level of happiness. This presupposes a
level of measurement which goes beyond what is assumed in the largest part of economic theory.

8 Batson (1998) gives an overview of the most important studies.
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behaviour that is ultimately driven by the motivations described before. Careful experi-
mental work [Batson (1998)] has shown, however, that the empathy-altruism hypothesis
can in some cases better explain behaviour than the most evident of these egoistic
reinterpretations: (a) that helping behaviour reduces one’s empathic arousal, which is
experienced as aversive; (b) that it avoids possible social and self-punishments for fail-
ing to help; (c) that it promises social and self-rewards for doing what is good and right.
Nobody denies that these other motivations may dominate sometimes. But at the same
time the recent experimental research strongly suggests that “altruism-acting with the
goal of benefiting another — does exist and is part of human nature” [Piliavin and Charng
(1990, p. 27)].

Note that we use a narrow definition of “true altruism”. The two latter “egoistic”
reinterpretations of helping behaviour basically bring us back to the motivations of obe-
dience to social norms and of the sense of duty. Is the dutiful altruist really an egoist?
Most ordinary citizens will find it very strange to call a person who is driven by high
moral principles an “egoist”. After all, someone who would sacrifice his own life out
of a sense of duty would then also be called an egoist. While the definition of “pure
altruism” is clear and coherent from a “scientific” point of view, at the same time it goes
counter to the emotional and moral connotations of the concept of “altruism” among
the population. I will therefore keep using the term “dutiful altruism”, assuming that
obedience of moral principles may also be seen as a form of altruism.

Whether we call these motivations “egoist” or “altruist”, the basic distinction between
“social norms” and “empathy” is clear and is made by different authors, albeit under dif-
ferent names. It is close to the overview of values given in the book by Kolm (1984) or
in the articles of the sociologists Piliavin and Charng (1990) and the social psycholo-
gist Batson (1998). A learning theorist like Rushton (1982) distinguishes empathy and
norms. An “empathy” theorist like Hoffman (1981) distinguishes empathy, social ap-
proval and guilt. Oliner and Oliner (1988) find three dispositional factors to predict the
activity of people rescuing Jews in Nazi Europe: a proclivity to feel empathy, a sensi-
tivity to normative pressure from social groups and the adherence to moral principles.
Elster (1990) distinguishes the motives of love and duty, Sen (1977) talks about sym-
pathy and commitment. Although my list of motivations is admittedly superficial and
incomplete, it does reflect the distinctions made in the largest part of the literature.

2.2. Some broader questions

When we observe pro-social behaviour we tend to think in terms of altruism or charity.
But what about justice? In the philosophical literature there is often a difficult relation-
ship between justice and charity. Put (too) simply one could say that justice is about
the basic institutions in society and about rights, while charity is more about personal
behaviour and about compassion. In actual reality, however, many people will not make
these philosophical distinctions. In any case, there will be a constant interaction between
justice opinions and charitable behaviour. I give two examples.
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Take the case of a person who thinks that there should be no poor in a just society
(certainly when that society is rich enough). Suppose that person is consistent and votes
in favour of political parties or in favour of proposals that support a more equal income
distribution. What implications does this have for his charitable giving? Since his ideas
about justice reflect a concern for the poor, we could expect a priori that he would also
give to charities in a society where his justice ideal is not reached. But it is equally
well possible that he argues that justice is a matter of politics and of government in-
tervention and that his egalitarian opinions do not compel him to a specific pattern of
personal behaviour.” These attitudes do not only reflect differences in moral principles
concerning equality and distribution. They are also influenced by attitudes towards the
government. Why doesn’t the US have a European-style welfare state [Alesina, Glaeser
and Sacerdote (2001)]?

A second example can be found in the sphere of helping behaviour. Experimental re-
search has shown that people’s helping behaviour may be influenced by their attribution
of responsibility. When the need situation can be blamed on the victim’s laziness, drunk-
enness or other irresponsibility, others are less likely to help [Unger (1991), Batson
(1998)]. Here again, justice considerations seem to interact with compassion.

In a certain sense one could say that all these justice considerations can be captured
in the concept of “principles” and “norms”. But then the examples clearly suggest that
it may not be easy to derive the structure of these principles directly from observable
behaviour. Things get even more complicated when we realize that most people have
conflicting and incoherent principles — and that they may use arguments concerning
responsibility and justice to hide mere self-interest.

Giving a list of motivations can hardly be seen as an explanation of behaviour. I have
noted already that some of these motivations are overlapping. More importantly, in some
circumstances they will also be conflicting among each other. It is fairly obvious that
there may be a conflict between “empathy” and “material self-interest”. Trade-offs will
have to be made and different people will make these trade-offs in a different way. Cog-
nitive factors play a role in the complex benefit—cost calculations underlying behaviour.
Individual information processing and formation of expectations will influence deci-
sions in any specific situation. Moreover, there is plenty of evidence that human beings
react to specific cues in their environment and to specific experiences. People who have
themselves been helped or who did get a gift are more likely to help or make a gift
themselves, even when the people concerned are different persons. Even more surpris-
ingly, people tend to help someone or make him a gift if they have seen that other person
helping or making a gift, even if they were not involved in that previous interaction.'?
All this implies that pro-social behaviour is highly context-dependent.

9 1 do not want to raise the philosophical question whether it is consistent to be in favour of a more egalitarian
income distribution and at the same time keep the largest part of one’s income — see Cohen (2000).
10 Kolm (1984, 2000a) calls this the Descartes-effect, because it has already been observed and discussed
by René Descartes. An overview of the abundant psychological literature on helping behaviour can be found,
e.g., in Chapter 10 of Baron and Byrne (2003).
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In some cases it may be necessary to take the next step and ask the question: where
do these preferences come from? While economists have a tendency to take preferences
as given, this may be a serious limitation when preferences are endogenous. There is
consensus among psychologists that social learning — through reinforcement or sim-
ply through imitation — plays an important role in the process of preference formation
[Rushton (1982)]. Therefore social interactions may be crucially important: seeing peo-
ple giving might increase one’s own giving. Moreover, there is also some evidence of
a kind of hysteresis-effect [Piliavin and Charng (1990)]: someone who has given in the
past is more likely to give in the future (after controlling for personality factors). Cer-
tainly a better insight into such learning processes may be important to understand the
(optimal) behaviour of charities that want to raise money. It may also help explaining
why there is a well-functioning social network with reciprocal transfers in some villages
of a country and not in others. Modelling social interactions and taking into account the
past may be crucial to understand actual giving.

Many of the questions raised in this section belong traditionally to the realm of
other social sciences: sociology, psychology, anthropology and sociobiology. Econo-
mists have often been reluctant to think explicitly about motivations. However, this is
much less true for the economic literature on charitable giving and monetary transfers.
How to explain this unusual interest?

3. Tastes and motivations: Why are economists interested? Why should they be
interested?

For a non-economist the question of this section must be very surprising. How could
any social scientist not be interested in the motivations behind charitable behaviour?
Yet the economic tradition is rather suspicious of explanations of behavioural changes
or interindividual differences in terms of what is called preference changes or pref-
erence differences. These are often seen as ad hoc explanations and de gustibus non
est disputandum [Stigler and Becker (1977)]. Rather than being interested in motiva-
tions, many economists are only interested in rationalizing observed behaviour. They
are already happy with an approach in which people behave as if they are following a
simplified (and therefore easily understandable) model of rational choice. This focus on
observable behaviour is defensible. But the main reason for being interested in the mo-
tivations behind pro-social behaviour is exactly this: the reactions of economic agents
on exogenous changes in the environment will crucially depend on the motivational
structure (Section 3.1). This has immediate implications for the analysis of government
policy and philanthropic markets (Sections 3.2 and 3.3). Finally, the whole question of
pro-social behaviour raises doubts about the basic idea of the homo economicus (Sec-
tion 3.4). These four sets of reasons explain why the economic literature on charities
and gift giving has shown an unusual interest in motivations.
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3.1. The empirical predictions of the pure public goods model

The most straightforward approach to model gifts is to start from the idea that the
donor is concerned about the utility of the recipient, i.e. to introduce the utility of
the recipient into the utility function of the donor. As became already clear in Becker
(1974)’s influential article, this straightforward model turns out to have dramatic con-
sequences. Not only is it difficult to reconcile the predictions from the model with the
observable facts. In addition the choice of model turns out to have important policy
implications.

Let us first consider the simple case of two individuals. Assume that individual i is
concerned about j and maximizes the utility function U; (x;, U;j(x;)) where x; and x;
refer to the consumption of i and j respectively. Denote the initial income levels of i
and j by y; and y; respectively and the possible gift from i to j by g;. We then can
write the budget constraints for i and j respectively as

xi + & =i, (1)
Xj=y;j+&i, (1b)

where the consumption price has been normalized to 1. Combining expressions (1a) and
(1b), the maximization problem for individual i becomes

max U; (x;, Uj(x;)) ()

st xi+xj =y +Yyj.

This shows immediately that any redistribution of initial income between the two indi-
viduals (leaving the sum of the incomes unchanged) will not change the optimal values
of x; and x;: if individual j gets a larger income, individual i will reduce his gift by
the same amount so as to stay in the original optimum, i.e. the original combination
(xi, xj). This simple intuition has been used to model bequests and intergenerational
transmissions between parents and children. It lies at the heart of Barro (1974)’s inter-
pretation of the Ricardian equivalence hypothesis, i.e. the neutrality of debt financing
of government expenditures. For understandable reasons, this neutrality assumption has
been widely tested.

A similar result has been derived in the case of charitable giving. Again, the most
straightforward approach is to say that the donor is interested in the cause for which
she is giving. If we call this cause Z, the utility function of individual i is written as
Ui(x;, Z). The good cause Z can refer to the utility of the poor (in which case we are
close to the model sketched before), but other interpretations are also possible. In the
realistic situation where there are many donors, Z is “produced” by the total amount
of gifts, i.e. Z = z(G), where G = ), g;. Introducing this expression for Z in the
utility function the specification of z(-) can be merged into the functional form and
we get (with some slight abuse of notation and after reformulating the budget con-
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straint (1a))!!

max U; (x;, G) 3)
st. x; +G=y +G_,
where G_; = > ji 8j 1s exogenously given for individual i. It is immediately ob-

vious that the cause Z (or G) becomes a pure public good in this model. Among
others, Andreoni (1988) has shown that this would imply that in large economies
virtually no one would contribute. The model therefore predicts the non-existence
of what it tries to explain, i.e. charitable donations. Of course, this result is basi-
cally an application of the traditional free rider-argument [Samuelson (1954)] and
it brings us immediately into the large literature on voluntary provision of public
goods.

The public goods-specification leads to some other drastic predictions. Under the
traditional Nash assumptions individual i will treat G_; as given and therefore the ex-
pression y; + G_; plays the same role as money income in the traditional consumer
model. Taking into account (la), it is straightforward to derive that

dsi _ dsi | @

0G_; 0y

Sugden (1982) has argued that this is an extremely unrealistic prediction. Take the case
of someone giving 100 Euro to a certain charity, which collects 1 million Euros from
all kinds of sources. Now suppose the charity gets an additional 100 Euro from another
donor. If dg;/0y; is small enough, expression (4) implies that this would be sufficient
for donor i to reduce his own gift to almost nothing. This does not seem to be what we
observe.

An even more striking prediction is the one of perfect crowding-out of government
expenditures. For a complete formal analysis we have to analyse the full Nash equilib-
rium of the contribution game and take into account the possibility of corner solutions.'?
However, the basic intuition can be grasped with the following less rigorous reasoning.
Since for each individual j the budget constraint can also be written as y; = x; + g;,
we get for the budget constraint of individual i '3

xi+G=)’i+Z()’j_xj)- ()
J#i

1T 1 assume for convenience that the price of charitable gifts is equal to 1. This is not correct if gifts are tax
deductible. I will return to that possibility in Section 4.1.

12 See Roberts (1984) and Bergstrom, Blume and Varian (1986). The analysis can be extended to the case of
proportional tax and matching subsidy rates — see Boadway, Pestieau and Wildasin (1989a, 1989b).

13 Note that this way of writing the budget constraint already suggests that income redistribution will not
change the amount of G, a finding which is again similar to the one in the two-person case. This suggestion
has also been proven rigorously [Warr, (1982, 1983)].
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Now suppose that the government starts contributing G* to cause Z, financed through

taxes 7 on individuals k = 1, ..., n. The budget constraint for individual i then be-
comes
Xi+G=yi -1+ (vj—1—x))+G", (6)
J#i

which under the government budget constraint G* = ), 7 is completely equivalent
to (5). Therefore an analogous reasoning holds as in the simple two-person case: if
the government contributes G*, individual i will adjust his own giving behaviour so
as to stay in the original (x;, G) combination. Since the same reasoning holds for all
individuals, we can derive a prediction of perfect crowding-out: if the government starts
“producing” G*, it will “crowd out” private gifts completely. Government provision
will only influence G after it has fully crowded out all private gifts.

This perfect crowding-out prediction of the public goods model has important policy
implications. These were especially relevant at the time during the eighties when gov-
ernments in the UK and in the US wanted to cut down government expenditures and
argued that such a cut would be largely compensated by an increase in private charity.
Many authors have tried to test the crowding-out prediction in their empirical analy-
sis of charitable donations. As we will see in Section 4.2, the assumption of perfect
crowding-out was usually rejected. Therefore, doubts were raised concerning the basic
specification of the altruistic motivation in the public goods-model. This led to the for-
mulation of alternative models, which fitted better the observed facts. More specifically,
Andreoni (1989, 1990) argued that the empirical facts with respect to charitable giving
and crowding-out can only be explained if one makes the assumption that donors derive
a so-called “warm glow” from the act of giving itself, i.e. that the own contribution and
the contributions of others cannot be seen as perfect substitutes. The gift g; then enters
the utility function directly and we have to replace model (3) with

max U,-(x,-,g,-, G)
st. xi+G=y+G_;.

(N

The comparison of (3) and (7) has generated a keen interest among economists. We will
return to this debate in Section 4.2.

3.2. Other consequences for government policy

As noted in the previous section one reason for the interest of economists in the neu-
trality and perfect crowding-out hypotheses is to be found in their drastic policy im-
plications. One cannot model the effects of government debt or government provision
of public goods without making explicit assumptions about consumer motivations. The
typical agnostic stance of economists concerning tastes does not work here. As a matter
of fact, the limitations of such an agnostic stance for the analysis of government pol-
icy do not only show up in the debate on neutrality and crowding-out. I give two other
examples.
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First, as Kaplow (1998) has shown, the optimal tax treatment of gifts will depend on
the structure of preferences. This is fairly obvious. If the gift reflects the existence of
externalities, these will have to be taken into account in tax policy. And it obviously will
matter whether donors derive a warm glow from the gross gift (tax component included)
or rather from their net contribution to the charity. Empirical insight into the structure
of preferences is then crucial to formulate the optimal tax rules.

Second, the importance of motivations has cropped up in cost-benefit analysis and
in the environmental economics literature. Many economists have proposed the use of
interview techniques to evaluate non-market goods, which are often of a public nature.
There is a whole debate around the exact interpretation of the answers to these so-called
contingent valuation questions. Do they really reflect “willingness to pay”? Or are they
rather seen by the respondents as charitable contributions? In the latter case they may
also reflect a “warm glow” component [Kahneman and Knetsch (1992), Schkade and
Payne (1993), Spash (2000), Nunes and Schokkaert (2003)]. It has even been argued
that the warm-glow hypothesis explains some seeming anomalies in the contingent val-
uation responses. The most important of these is the so-called embedding (or adding-up)
problem: the fact that the sum of the revealed willingness to pay for two independent
projects A and B when the two questions are asked separately, is not identical to the
revealed willingness to pay for A and B together when both projects are included in the
same question. In its simplest form, the “warm glow” interpretation of this phenomenon
rests on the following hypothesis concerning response behaviour:

WTP, = WTP4 + WG, (8a)
WTP}, = WTPp + WG, (8b)
WIP}, 5 = WIPsqp + WG, (8¢c)

where the asterisk denotes “revealed” willingness-to-pay and WG refers to a warm glow
component, assumed identical in the different cases. If the “true” willingness-to-pay
values are consistent, i.e. if WIPsrp = WTP, + WTPp, it will still be true that the
“revealed” willingness-to-pay values are not. More specifically,

WIP , p < WIP, + WTP}. (©)]

The specification (8)—(9) is admittedly very simple and a more complete model should
incorporate the possibility that the warm-glow component does not necessarily enter in
an additive way and may depend on the nature and the size of the contribution. Yet it
suffices to make the point that many of the questions treated in the literature on contin-
gent valuation are closely related to the topic of this chapter. Given the methodological
and social (including financial) relevance of the contingent valuation techniques, it is
not surprising that the debate has been at times rather heated [Hausman (1993)].

3.3. The analysis of philanthropic markets and non-profit organizations

Non-profit organizations play an important role in the economy. Their financing does
depend to a large extent on charitable contributions. Moreover, they often use volunteer
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labour. Even to simply understand the rationale for the existence of non-profit organi-
zations — and why they are crucially important in some sectors and at the same time
completely absent in other sectors — it is necessary to understand the motivations of
donors and volunteers [Rose-Ackerman (1996)].

At a more concrete level, non-profits will use economic factors of production to
collect monetary contributions and to convince people to volunteer. The structure of
consumer motivations will influence the efficiency of these fund raising efforts and
therefore also the degree of competition on the philanthropic market. The crowding-
out effect is relevant here. Does an increase in government subsidies lead to a decrease
in the amount of private donations? But again, the scope of the inquiry is broader. The
optimal direction of information and advertising efforts will be influenced by the struc-
ture of consumer preferences. If potential donors are sensitive to social pressure, direct
social contacts (possibly via friends and peers) may be a good strategy. Things are com-
pletely different when donors are immune to this kind of pressure and rather want to get
objective and reliable information on the good cause supported by the charity. A policy
of reporting the names of the generous donors may be successful if people care about
social prestige and think they can enhance it by signalling their generosity. However, it
may be counterproductive if dutiful donors prefer to remain anonymous.

3.4. Rationality and egoism: The homo economicus

I think that there is still another and more basic reason for the unusual interest of
economists in the motivations underlying voluntary transfers. Some social scientists
(economists and non-economists alike) have argued that the mere presence of such
transfers points to the importance of altruism, and hence to the unacceptability of the
traditional paradigm of the homo economicus. It is not surprising that many economists
then have taken up the challenge and tried to show that pro-social behaviour can be
explained with the economic model.

I must admit that I find a large part of this literature very confusing. Many non-
economists see the homo economicus as a neurotic creature pursuing all the time his
own material self-interest. Yet the basic hypothesis of rational behaviour does not refer
to the content of the preferences, but rather to the idea that individuals try to do the
best they can according to their own subjective ordering of social states. For some, this
ordering will be dominated by material self-interest. For others, however, their “self-
interest” may consist in the pursuit of a higher moral ideal. The utility function does not
have any hedonistic connotation but simply reflects these orderings. Look at model (2)
with an individual i that is really concerned about the utility of individual j. This seems
an attractive way to model the purely altruistic motivation of “empathy”. As a matter of
fact, a large part of the psychological discussion about empathy — including the experi-
mental work — can easily be rephrased in terms of “utility functions”, on the condition
that one does not give these functions a hedonic interpretation.

On the other hand, economists have been very keen to show that many instances
of apparently pro-social behaviour reflect either immediate material self-interest, a de-
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sire for social prestige or at least reciprocal egoism. There can be no doubt that some
of the models proposed are really informative in analysing the social mechanisms at
work. However, one wonders why some economists seem to be so happy after having
constructed another example of an “egoistic” model. What do they want to prove? No-
body is denying that there are many different motivations for pro-social behaviour. And
formulating one specific example of an “egoistic” explanation is not at all convincing
evidence that real empathic altruism would not exist in the real world (and even less so
if the proposed model is not tested with empirical data). In their narrow-minded em-
phasis on material self-interest many economists have added to the confusion about the
homo economicus as an artificial construction without any link with the psychological
and sociological literature.

This does not dissolve all questions around the usefulness of the economic paradigm.
The real challenge consists in investigating whether pro-social behaviour can be ex-
plained in terms of a model of a rational actor without having to resort too often to ad
hoc-explanations. I think that it has become pretty clear in recent years that the ana-
lytical tools of economics have worked very well in explaining (or making sense of)
social interactions in general and pro-social behaviour in particular. This is true even
for “extreme” cases, such as the tendency for people to give non-monetary gifts at occa-
sions like birthdays or Christmas. I will return to this phenomenon in Section 5.3. At the
same time, however, some specific examples of context-dependent behaviour remain to
be explained. Why do people react so strongly to specific cues in the environment? Is it
possible to explain the Descartes-effect by considerations of merit? Perhaps these spe-
cific phenomena are beyond the interest of economics. But certainly much more work
about expectations and information processing is needed before we will be able to draw
a conclusion about the limitations of the paradigm of economic rationality. In the mean-
time, it remains an attractive and coherent framework, if only one makes room for a
sufficiently broad set of motivations.

The necessity of such a broad framework is well illustrated by the empirical work on
motivations for transfers, which is the main topic of this chapter and to which I now turn.
I first concentrate on charitable giving and volunteering, i.e. on a situation where people
contribute for a more or less anonymous cause. While in the case of some charities it is
possible that donors expect something in return, e.g., goods and services produced by
the charity, in any case they do not expect reciprocity. The charity or the good cause
in general will not reciprocate the gift with a counter gift. In Section 5 I will look at
the literature on interhousehold and intrafamily transfers. In these closer relationships
reciprocity is possible and in fact it will turn out to be an important motivation.'*

14 Remember the distinction made before between different definitions of reciprocity. Although reciprocity
in our preferred motivational interpretation cannot play a role in anonymous charitable giving, this is not true
for reciprocity in the sense of “matching”.
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4. Charitable giving and volunteering

The empirical work on charitable giving started already in the sixties. In the beginning
the focus was mainly on the effects of tax deductibility. Later the scope of the litera-
ture has been broadened. Put (too) simply the literature makes use of two kinds of data
sources. A first part of the literature works with data at the level of the donors. This ap-
proach allows (at least in principle) the introduction of direct motivational information.
Much of this research works with the total sum of charitable donations at the level of
the individual donor without distinguishing explicitly between different causes. A sec-
ond part of the literature is more interested in the behaviour of the charities themselves
and uses data at the level of these charities. Information about the characteristics of the
donors is then more limited. I will include some findings from that latter part of the
literature in so far as they are relevant for the purposes of this chapter. Certainly in the
United States private donations cover much more than what one usually would clas-
sify as charitable giving: the empirical work includes studies on donations to research
universities, to radio stations and to religious organizations. I will try to focus on those
gifts, which are most closely related to “altruism” in the traditional sense.

From the point of view of pro-social behaviour and giving to charities, decisions
about monetary gifts and about supplying volunteer labour are closely linked. While
the literature on volunteering is more limited, it still gives some interesting indica-
tions about motivations. Moreover, it will turn out that not including volunteering in
the model may lead to misleading conclusions. I will therefore include volunteering in
my overview.

In Section 4.1 I briefly summarize the older approach, in which giving is seen merely
as a private good. The empirical work on the crowding-out hypothesis is discussed in
Section 4.2. In Section 4.3, I argue that more attention should be devoted to the mod-
elling of social interactions. Finally, in Section 4.4 I summarize some of the work, which
has tried to introduce direct information on motivations.

4.1. Giving as a private good: Tax prices and income

In the first empirical work on charitable giving, gifts were treated as ordinary consump-
tion goods. The (mostly implicit) model behind this work was

max U; (xi, &)
(10
st xi + pig& = yi,
which can be usefully compared to (3) and (7). While I simplified the model in the
previous section by putting the price of the gift equal to 1, this (personalized) price
is introduced explicitly in (10). If charitable donations are tax deductible the price is
different from 1 and related to the marginal tax rate of individual i. In a certain sense,
(10) is an agnostic specification in the spirit of traditional demand analysis. This is
not so surprising, since the purpose of the first work on charitable donations was the
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estimation of price and income effects. Sociological and demographic variables were
included only as conditioning variables to control for taste differences. Of course, if
either (3) or (7) is the true model the neglect of G_; in the estimating equations may
cause an omitted variables-bias.

An overview of some results is given in Table 1.!5 The upper part of the table con-
tains studies with data at the level of the donors. The lower part of the table contains
work with data at the level of the charities. Note that in this latter work authors tend to
use a richer definition of the price of the gift than in the former work. Since Weisbrod
and Dominguez (1986) the price of giving is defined as the monetary cost for the donor
of increasing the output of the charity by one monetary unit. This price is equal to p =
(1 —1)/[1 — (f + a)], where ¢ is the marginal tax rate, f is the proportion of total
expenditures used by the charity for fund raising and a is the proportion of total expen-
diture used for administration. The fifth column indicates whether the authors included
a variable related to government provision with the intention to test the crowding-out
hypothesis. We will return to the interpretation of these results in the next section.

The data used and the variables included in the different papers vary widely. This
reflects largely the availability of data. At the same time, the degree of econometric
sophistication has grown over time. The original work consisted mainly of simple linear
regressions of (the log of) contributions on the available demographic and sociological
variables, income and the tax price. Later on, more attention has been devoted to: (a) the
treatment of zero donations. In a first stage, the use of Tobit regressions became very
popular. Later, it was emphasized that the variables explaining the decision whether
or not to give could be different from the variables determining the amount of giving
(conditional on the fact that one has decided to give). More sophisticated two-stage
specifications led to the rejection of the Tobit-restrictions; (b) the endogeneity of the tax
price, if gifts bring the donors in a different tax bracket; (c) the dynamics of income and
price effects. Permanent income may be more important than current income. Leads and
lags may also be important for a correct estimation of the price effect.

A deeper analysis of these econometric aspects and of the price and income elastic-
ities lies beyond the scope of this chapter. Yet it seems fair to conclude that the price
elasticities are significantly negative and considerable in the United States. The Euro-
pean studies yield estimates of the price elasticities, which are much smaller in absolute
value. Why is this so? Is the tax awareness larger in the US? It certainly is low in
the sample of Schokkaert and Van Ootegem (2000), who asked Belgian respondents
explicitly about their own subjective perception of their tax price. Only 30% of the re-
spondents were able or willing to give an estimate of their own individual tax price.
Since Schokkaert and Van Ootegem had sufficient information to calculate the correct
tax price for all individuals, they could check the accuracy of the subjective estimates
of the respondents. The Pearson correlation between the computed tax prices and the

15 This overview certainly is not complete. However, it is sufficiently large to allow a fair conclusion about
the main findings of the literature.



Table 1

Empirical results on charitable giving

Author Data Price elasticity Income elasticity Crowding-out Socio-economic Estimation
variables procedure
Papers at the level of donors
Schwartz (1970) U.S. aggregate time —-0.6 0.19 to 0.92! Log-linear
series data 1929-1969
Itemizing taxpayers
only
Feldstein (1975a) U.S. time series of —1.24 0.82 Log-linear
cross-sections
1948-1968
Itemizing taxpayers
only
Feldstein (1975b) U.S cross-section 1962 —0.49 (religious org.) 0.63 Log-linear
Itemizing taxpayers —2.23 (educat. inst.) 1.22
only —2.44 (hospitals) 1.08
—1.19 (health & 0.85
welfare)
Feldstein and U.S. cross-section —1.15 0.87 Community size: +  Log-linear
Clotfelter (1976) 1963-1964 Age: +
Itemizing and
non-itemizing givers
Feldstein and U.S. cross-sections for  —1.09 (1962) 0.76 Married?: + Log-linear
Taylor (1976) 1962 and 1970 —1.28 (1970) 0.70 Age: +
Itemizing taxpayers
only
Boskin and U.S. cross-section 1974 —2.54 0.69 Age: + Log-linear
Feldstein (1977) low and middle income

(continued on next page)
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Table 1
(Continued)
Author Data Price elasticity Income elasticity Crowding-out Socio-economic Estimation
variables procedure
Hood, Martin and Canada pooled time —0.52 0.68 Log-linear
s 1977 ies 1968-197
Osberg (1977)  series 1968-1973 ~0.86 0.52 Weighted data to
remove
heteroskedasticity
Abrams and U.S. pooled time series —1.10 0.81 —23 cents per Log-linear
Schmitz (1978)  of cross-sections (tax dollar
returns)
Reece (1979) U.S. cross-section —1.19 0.88 Age: + Maximum likelihood
1972-1973 Tobit
(expenditures)
Clotfelter U.S. panel data —0.39 0.45 Log-change model
(1980)3 (itemizers) short run: —0.9 0.42 Age: + Partial adjustment
long run: —1.5 0.7 #deps.t: + model
Clotfelter and U.S. cross-section —-1.27 0.78 Married: + Log-linear with
Salamon (1982) deps.G: + constant elasticities
age: +
—095t0 —1.78°  0.39t0 1.09 Variable elast. over
income groups
Abrams and U.S. cross-section 1979 —1.48 0.53 —30 cents per dollar  Poverty in resident’s Log-linear
Schmitz (1984)  (itemized tax returns) state: +
Woodward (1984) U.S. cross-section 1974 —1.51 0.45 Age: + Loglinear
Assets: +

(continued on next page)
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Table 1
(Continued)
Author Data Price elasticity Income elasticity Crowding-out Socio-economic Estimation
variables procedure
Schiff (1985) —2.79 (aggregate 0.76 (aggregate Stategov: +347 )
donations) donations) Locgov: —66 Tobit
—4.97 (donations to  0.43 (donations to Cash: —6
welfare) welfare) Welfare: +5
Locs$: +3
Reece and U.S. exp. Survey —0.85° 1.43 Age: + Maximum likelihood
Zieschang (1985) 1972-1973 Education: +
Kingma (1989)  U.S. data on public —0.43 0.99 —15 cents per Age: + Tobit
radio contributions 10,000$ of Education: +
government funds
Kitchen and Canada exp. Data 1982 —1.07 1.21 Age: + Tobit
Dalton (1990)
Jones and Posnett U.K. exp. Survey N/A 0.91 Education: + Standard tobit
(1991a) House owner: +
Regional dummies
0.53 Regional dummies Generalised tobit
Self—empllo: -
House-owner: +
Education: +
Jones and Posnett UK income survey Not robust 0.5to0 1.65 Over 651 + Generalised tobit
(1991b) 1985-1986
Lankford and U.S. 1983 tax file data —2.02to —1.45 0.2t0 1.0312 Box-Cox standard

Wyckoff (1991)

tobit

(continued on next page)
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Table 1
(Continued)
Author Data Price elasticity Income elasticity Crowding-out Socio-economic Estimation
variables procedure
Kitchen (1992)  Canada exp. data 1986 _2 .29 (all 0.91 (all Wealth: + Standard tobit
contributions) contributions) Age: +
Not sign. (religious 1.09 (religious contr.) Wealth: +
contr.) Age: +
Smith, Kehoe U.S. cross sectionon  —0.94 (not 0.7413 OVGT_65154+ Heckman 2-step
and Cremer giving to specific significant) Charity™: + method
(1995) charity Business-owner: +
Self-employed: +
Agriculturels: +
Hospital visits: +
Kingma and U.S. data on charitable (cts / $ 10,000) Censored regressions
McClelland giving to radio station ~ —3.25 0.57 —15 Education: + —Tobit
(1995) —3.54 0.71 -19 Age: + —Weibull
—0.62 (not sign.) 0.28 —15 —Generalised logistic
Randolph (1995) U.S. panel of tax return Permanent: —0.51 Permanent: 1.14 Age: + Generalised two-
data 1979-1988 transitory: —1.55 Transitory: 0.58 stage least squares
Ribar and U.S. state level data —L71 1.55 Random effects with
Wilhelm (1995) 1988-1991 socio-political
Contributions to controls
specific type of charity
Banks and U.K. cross-section N/A 1.12516 No evidence for Age: + Heckman two step
Tanner (1997) 1974-1996 crowding-out by Education: + method
introduction of Wealth: +

National Lottery

White collar: +

(continued on next page)
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Table 1 s
(Continued) e
Author Data Price elasticity Income elasticity Crowding-out Socio-economic Estimation
variables procedure
Unemployed: +
Region: significant
Proportion of females
in hh: +
Forbes and U.S. cross-section 1992; Tithing Age: + Tobit, with
Zampelli (1997) data on religious giving Catholics: 0.19 Church attendance: +  correction for
Tithing Confidence in org.: heteroskedasticitylg
Protestants: 0.04 +tax_ded: +1718
Non-tithing
Catholics: 0.40
Non-tithing
Protests.: 0.02
Barrett, McGuirk U.S. panel data —0.47 0.50 Married: + 2-way fixed effects
and Steinberg 1979-1986
(1997)
Andreoni and U.S. cross section of —1.20 to —1.4520 0.51 t0 0.56%0 Age: + Weighted data to
Scholz (1998) exp. Data 1985 Educ.: + take account of
interdependent
giving
Duquette (1999) U.S. —1.30 Itemizers: 0.91 # deps: +(item.)
Non-item.: 1.47 —(non-it.)
Married: +
Age: + Tobit
Schokkaert and ~ Flanders: 1991 survey ~ Not sign. (deductible 0.86 to 1.07 Evidence for Age: 421 Tobit
Van Ootegem with data on donations) (deductible non-perfect Education: + by
(2000) individuals’ motivation donations) 0.51 crowding-out Importance of A
for giving (non-deductible religion: + %
donations) ;;
)
3

(continued on next page)



Table 1
(Continued)

Author Data

Price elasticity Income elasticity Crowding-out

Socio-economic
variables

Estimation
procedure

Auten, Sieg and  U.S. panel data
Clotfelter (2000)

Weisbrod and
Dominguez
(1986)

Posnett and UK. data

Sandler (1989)

Khanna, Posnett  U.K. panel data

and Sandler 1983-1990
(1995)
Payne (1998) U.S. panel data

1982-1992

Persistent: 0.87
Transitory: 0.29

Persistent: —1.26
Transitory: —0.40

Papers at the level of charities

Library: —1.06

Art, museum,

200: —2.65

Poor & aged: —0.73
(not sign.)

Hospital: —1.28
Handicapped: —0.79
Scientific research:

—0.81
Education: —1.07

—2.02 Not sign.

—0.52 +9.4 pence per pound

OLS: +1 cent per
dollar

2SLS: —50 cents per
dollar

Estimation approach
that explicitly
models the dynamic
process determining
prices and incomes

OLS

OLS with White s.e.

One-way fixed
effects

Fixed effects

(continued on next page)
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Table 1
(Continued)
Author Data Price elasticity Income elasticity Crowding-out Socio-economic Estimation
variables procedure

Wong, Chua and Pooled time series Total donations: Partial crowding- out Weighted least
Vasoo (1998) Singapore 1980-1989  —1.87 (mixed results) squares

Direct donations:

—2.51
Okten and U.K. panel data Hospitals: —0.26 Hospitals: +0.012 2SLS fixed effects

Weisbrod (2000)

Khanna and
Sandler (2000)

Payne (2001)

1982-1994

U.K.

U.S. data on donations
to universities

Higher education:
—0.21

Scientific research:
—2.58

—1.00

(elasticity)

40.45 (elasticity)

+64 cents to +94
cents per dollar of
federal research
funding22

One-way fixed
effects, endogenous
government grants

Instrumental
variables

1Depending on income bracket. 2Dummy variable equal to 1 if giver is married, 0 otherwise. 3Reported results are for 1968-1970 period. 4Number of
dependents. 5Depending on income bracket. 6‘Dummy variable equal to 1 if giver has dependents, O otherwise. TCents per dollar. 8STATEGOV: total per capita
state expenditures, LOCGOV: total per capita local expenditures, CASH: per capita cash transfers to the needy, WELFARE: other welfare spending (non-cash) to
the needy, per capita, LOCSW: local government spending on social welfare, per capita. 9Based on full tax schedule, not solely on first dollar price. lODummy

variable equal to 1 if giver is self-employed. 11Dummy variable equal to 1 for those who are older than 65. 12For different price—income combinations. 13Step 2
coefficient. 14Charity: dummy set equal to 1 if the household gave to national causes (measures altruistic attitude/motivation). 15Dummy equal to 1 if household’s
head is employed in agriculture or forestry (risky occupations). 16Not corrected for price effect. ”Dummy equal to 1 if the household intends to use the tax
deduction for charitable contributions. '8These variables are significant only for catholics. 190LS confirms previous results that protestants give more than

catholics. 2ODepending on type of interdependence weighting matrix. 21 Significant only for deductible donations. 22Depending on type of university.
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answers of the respondents was —0.04. If tax awareness is really that low, it is not
surprising that the estimated tax price elasticities are insignificant or small in absolute
value.

This hypothesis is based on one study only and it begs the question how to explain
the (possible) differences in tax awareness between different countries. Perhaps such
differences in tax awareness are themselves related to underlying motivations. Can the
different results be explained by the relative size of private giving and of government
provision in the US and in Europe? If crowding-out is more important in Europe, the
remaining donors may to a larger extent be dutiful altruists. It seems reasonable to hy-
pothesize that donors who give out of a sense of duty may be less sensitive to price
variation. But this approach again begs a deeper question: why is government interven-
tion so much larger in Europe? I will return to that question at the end of Section 4.2.

Volunteering can be considered as a straightforward extension of the previous model.
One can indeed write the consumer problem as

max U (x;, &, li, vi)
an
st xi+ pigi = wi(l =1 —v)+ny;
in which /; is leisure time, v; is volunteering time (and total time available is normalized
to one), w; is the wage and ny; is non-labour income. Starting from (11) one can then
focus on the tax price elasticity of volunteering. It turns out that volunteering and do-
nating are complements [Menchik and Weisbrod (1987), Brown and Lankford (1992)].
This seems to reflect a “taste for giving” in general.'®
As said already before, however, there are also other aspects to volunteering. Menchik
and Weisbrod (1987) therefore propose an alternative “investment” model in addition
to the “consumption” model (11). In this model people volunteer because they hope
that this activity will raise their future earnings power by providing work experience
and social contacts. Their empirical work suggests that this purely egoistic motivation
also plays a role in the volunteering decision [see also Unger (1991) and Vaillancourt
(1994)].

4.2. Crowding out and the warm-glow of giving

As explained in Section 3, one can derive from the pure altruism model a hypothesis
of perfect crowding-out of private donations by government expenditures. The testing
of this hypothesis has received much attention in the literature, not in the least because
of its important policy implications. Since in model (3) the gift basically becomes a
contribution to a public good, the whole question of crowding-out goes far beyond the
problem of charitable giving and is in fact related to the much broader question of

16 The results of Freeman (1997), however, are less clearcut in this regard. Moreover as we will see later the
complementarity between volunteering and donating is much less clear for the contributions to one specific
charity.
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voluntary provision of public goods (where these public goods can be anything and
not just charities). Strategic considerations are crucial to explain behaviour and there
is no consensus among economists about how to model these. The huge experimental
literature on provision of public goods therefore also is relevant to understand the pattern
of charitable contributions. It is impossible to review this literature here and I will focus
on charitable contributions. But one should keep in mind that it might be dangerous
to neglect strategic considerations and to draw immediately strong conclusions about
motivations from simple empirical tests.

The testing of the crowding-out assumption raises some additional technical prob-
lems in addition to the ones already mentioned in Section 4.1. When using data at an
aggregate level there is an endogeneity problem: not only may government expendi-
tures influence private donations, the reverse causality may also hold. Things get even
more complicated because of the interaction between government expenditures at the
central and at the local level [Steinberg (1991)]. More important for our purposes is
the requirement of matching perfectly the definition of government expenditures as an
explanatory variable with the definition of the cause for which the private donations are
given. As was emphasized already by Roberts (1984, 1987) the hypothesis of one-for-
one crowding-out rests on the assumption that own donations and public expenditures
are perfect substitutes.!” When one wants to test the crowding-out effect of government
expenditures for the poor one should then only use private charity to the poor as the
dependent variable. If one uses instead “total charitable giving” one includes also do-
nations for religion, for health, for education. Much of the empirical work has therefore
to be taken with a grain of salt, since the match between private donations and public
expenditures is far from perfect and/or the data are situated at a very aggregate level.

Taking due account of the technical limitations of some of this work, it still seems
fair to conclude that the overall picture one can derive from the results in Table 1 is
clear. The individual-level data suggest that crowding-out does exist but that it is far
from perfect. There have also been some studies on crowding-out in the volunteering
decision. Both Menchik and Weisbrod (1987) and Day and Devlin (1996) find differen-
tiated effects for different forms of government expenditures — but they find only very
weak indications of crowding-out. Quite the contrary: in some cases they observe the
existence of crowding-in, i.e. the amount of volunteering increases with the amount of
government expenditures.

The data with charities in Table 1 also often indicate the existence of crowding-in: the
charities that get more government support also get more private donations. Note that
here the definitional match is almost perfect. Several explanations for this crowding-in
effect have been put forward. The most convincing explanation refers to informational

7 Kingma (1989) distinguishes in addition to the models (3)—(6), (7) and (10) a fourth one in which private
donations by others and government provision are not perfectly substitutable [see also Schiff (1985)]. How-
ever, in his empirical work he does not find a significant difference between the effects of contributions by
others and government contributions. The same result is found by Duncan (1999).
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aspects: government subsidies may signal to the donors that the charity is of high qual-
ity and, moreover, is well monitored by the authorities. Donors may therefore find it
more attractive to contribute to that specific charity. If this is indeed a good explana-
tion, it points immediately to a crucial limitation of the simple models of Section 3.1.
They all assumed that the (potential) donors had perfect information. Like the strategic
considerations mentioned earlier, the introduction of informational aspects makes the
immediate link between observable behaviour and motivations less obvious. It suggests
that the indirect testing of motivations may yield misleading results.

That caution is needed in interpreting the indirect tests is also made clear by Duncan
(1999). He proposes a model of the public good-variety in which individuals contribute
both time and money. In his approach consumers solve the following problem:

main|:xi,li,Z<Zgj,Zvj>i|
j j (12)
st. x; + pigi = wi(1 =1 —v;) +ny;.

The function Z(-) gives the total supply of the charity and is determined by the total
of all gifts and volunteer time by all donors. In model (12) the goals of the donor
are perfectly harmonious with the goal of the charity. The charity uses capital and
labour as inputs. Duncan (1999) shows that in equilibrium the charity firm will not
be capital constrained, i.e. it will not like to sell some of its volunteer labour. But then
the only remaining constraint is that it can hire labour and capital for a total amount
smaller than the total value of its charitable gifts, whichis 7 = ), g; + w ) ; v; or
T = ) ;(gi + wv;). This last expression suggests that for donor i his monetary gift
and his volunteer labour supply are perfect substitutes. Duncan proves that this is in-
deed true in the Nash-equilibrium. His model has implications for the analysis of the
supply of volunteer labour. In this approach the fact that charitable contributions of
time and money move in the same direction if there is a change in the tax price does
not imply that they are complements. One minus the marginal tax rate is the price of
total charitable contributions. If this price increases, quantity demanded will decrease
and consumers will accommodate this decrease by reducing money donations, volun-
teer labour, or both. More importantly for our purposes, Duncan’s model also yields a
reinterpretation of the crowding-out hypothesis. It suggests that government spending
will crowd-out total contributions, not only money contributions. Even in the pure “pub-
lic good” model, one-for-one crowding out of monetary contributions will only hold if
money is the only way to contribute to the public good. Estimates, which focus exclu-
sively on monetary contributions, will therefore underestimate the true crowding-out
effect. His own empirical work with US-data from the National Study of Philanthropy
suggests that the crowding-out parameter in the money equation is 27% smaller in mag-
nitude than the crowding-out parameter for the total value equation. On the other hand,
despite this correction, his more sophisticated testing procedure still leads to a rejection
of the hypothesis of perfect crowding-out. He therefore concludes that “households de-
rive ‘warm glow’ utility from the total value of their charitable contributions” [Duncan
(1999, p. 238)].
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Duncan’s quotation in a certain sense is typical for most of the authors who have
tested the hypothesis of perfect crowding-out. The rejection of this hypothesis has been
seen as support for the alternative hypothesis (7), made popular by Andreoni (1989,
1990). Let us therefore turn now to the interpretation of the latter model. Andreoni
himself talks about a “warm glow” — a good feeling that donors derive from the act
of giving. He interprets this feeling as an egoistic motivation and uses the terms “pure
altruism” for model (3) and impure altruism for model (7). However, this terminology
is rather misleading. What is crucial to explain the crowding-out phenomenon is the
distinction between the public good-character of the good cause in (3) and the private
good-character of the gift in (7) and (10). Very different interpretations may be given to
the motivations underlying these models.

This is immediately clear for the “private” component. Returning to the provisional
list of motivations in Section 2, we see that in addition to the warm-glow there may be
other reasons why g; appears directly in the utility function, i.e. why g; and G_; are
not perfect substitutes. People may give out of material self-interest (certainly relevant
for volunteering) or to build up social prestige. They may give out of a sense of duty
or because of social pressure.'® I argued already that it is confusing to call all these
motivations “egoistic”. And similar problems arise with the interpretation of the public
good model (3) as reflecting “pure altruism”. Some of the charities included in the em-
pirical work “produce” goods and services, which are in the interest of the donors. Even
concern for the fate of the poor does not necessarily reflect only altruism. Remember
the possibility that such concern follows from a desire to avoid stealing or aggressive
behaviour. The conclusion is obvious: the private good—public good distinction, while
very useful, does not coincide with the egoism—altruism distinction. The empirical re-
jection of perfect crowding-out therefore does not imply necessarily that donors are not
altruistic in the common sense of the word and a finer distinction between different mo-
tivations is needed to interpret the “private good” model. Still, there can be no doubt
that the literature on testing the crowding-out assumption has really set the stage for
such a deeper analysis.

Moreover, the policy implications of these results are less ambiguous. The optimistic
hypothesis that a decrease in government provision would automatically be compen-
sated for by private giving is not supported by the facts. Especially striking is the finding
of crowding-in with the data of the charities themselves. Government subsidies may sig-
nal to the public that the activities of the supported charities are important from the point
of view of the community. A reduction in government subsidies may then give to the
population at large the opposite signal that this kind of activities is not important.'?

18 Some of these interpretations suggest that it might be useful to work with a specification in which the
“private” motivation does not depend only on the level of the gift, but also on the relation between one’s own
gift and the gift of others.

19 See also the analysis in Jones, Cullis and Lewis (1998) of the effects of cuts in government activities during
the Thatcher-period in the UK.
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However, from a broader perspective all these explanations remain incomplete. The
real question is why there are such huge differences in the level of government provi-
sion in different countries and why this level changes over time. After all, it is the same
population that votes for or against given political programs and that decides whether
or not to give time and money to charities. Voting for government transfers may be a
possible way to give while at the same time avoiding the free rider problem. The inter-
action between motivations for private giving and attitudes towards distributive justice
and government intervention is especially important here. Both are linked to deeper un-
derlying institutional factors. In their analysis of the differences between Europe and
the US, Alesina, Glaeser and Sacerdote (2001) focus on the importance of racial het-
erogeneity in the US. This hypothesis points to the importance of social interactions.
Social interdependencies may also play a crucial role in the explanation of the level of
charitable giving.

4.3. Status of sociological and demographic variables

One of the most striking findings in the empirical work on charitable giving is the signif-
icant effect of the socio-economic and demographic variables included. Data availability
plays an important role in the decision which variables to include. Since the estimates
of the effects of specific variables may crucially depend on the other variables included
(or omitted), we might therefore expect a rather inconsistent pattern for the effects of
the sociological and demographic variables. Yet, in general the pattern is surprisingly
coherent (see Table 1).20 To summarize briefly: older and more educated people give
more. In addition, empirical work shows significant effects of geographic variables,
which are hard to interpret. Why would the Scottish be more charitable than the English
[Jones and Posnett (1991a, 1991b)]?

Some authors succumb to the temptation of interpreting the effects of sociological
and demographic variables in terms of the degree of “altruism” or “egoism” of the giver.
To give an example: if one finds a significantly positive effect of the age of the giver on
the amount of giving for old-age provisions, this might be interpreted as an indication
that “egoistic” motives play an important role. It is obvious, however, that one should
be very careful with this kind of rash conclusions.?! The sociological variables may
capture many different effects.

Economists, focusing on tax prices and income, have spent relatively little attention
to the interpretation of these significant effects. In the tradition of conventional con-
sumer theory, they treat the sociological variables as mere controls for taste differences.
This really begs the question of this chapter. It also neglects other possibly important

20 This contrasts with Batson (1998, p- 289), who writes about “the highly inconsistent effects on prosocial
behaviour of demographic variables such as age and sex”. An explanation for the contrast can perhaps be
found in the context-dependency of altruistic behaviour. Charitable gift giving is one specific context — and
this may explain why demographic variables have a similar influence in the different studies.

21 See Hudson and Jones (1994) for a similar criticism.
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questions. Consider the effect of age. To understand future patterns of charitable giv-
ing it is essential to know whether this is indeed an age or rather a cohort effect. If it
is the latter the positive “age’-effect suggests that social norms concerning giving are
changing over time and that charitable giving may be expected to decrease in the future
when younger cohorts grow older. Banks and Tanner (1997) find that the UK-evidence
suggests such a cohort effect. Of course, the fact that older and better-educated people
give more may also indicate an effect of permanent income, while the current income
would capture the transitory effect. Partly because of the lack of data, there is not much
research about these questions.

At a deeper level, the significance of the sociological, demographic (and even ge-
ographical) variables suggests the existence of social interdependencies. Such social
interdependencies are predicted by the bulk of the psychological and sociological liter-
ature, that has always emphasized the importance of imitation learning. Among econo-
mists also the interest for social interactions has grown in recent years. Manski (2000)
distinguishes three different reasons for why members of the same group tend to behave
similarly. Let us apply these three hypotheses to the phenomenon that higher educated
people give more. A first explanation is the existence of correlated effects. Agents in
the same educational group behave similarly because they have similar individual char-
acteristics or face similar institutional environments. This interpretation does not imply
the existence of social interdependencies and comes close to the simple idea that so-
ciological variables control for taste effects. A second explanation is the existence of
contextual interactions. Here the propensity to give varies with exogenous characteris-
tics of the group members, e.g., the geographic composition of the educational group.
Most important, however, is the third explanation, which refers to endogenous inter-
actions. The propensity to give of an individual agent varies with the behaviour of the
group. More specifically: individual gifts will vary with the average level of gifts within
a group. It is obvious that these different hypotheses have different policy implications.
More specifically, endogenous interactions imply the existence of social multiplier ef-
fects.

Given the policy relevance of this distinction, it is striking that social interdependen-
cies in charitable giving have received scant attention in the literature.?? After a first and
unsuccessful attempt by Feldstein and Clotfelter (1976), the only coherent approach to
the problem is in a paper by Andreoni and Scholz (1998). They start from the con-
cept of a “social reference space” [Van Praag, Kapteyn and Van Herwaarden (1979)]
to model the idea that contributions of any one person may depend on those who are
similar to that person in age, education and other characteristics. They then estimate a
model in which the average contribution of the individual’s reference group enters as
an explanatory variable. Income turns out not to be an important factor in the defini-
tion of reference groups. Depending on the concrete definition of the reference spaces

22 In the non-economic literature on altruism, much attention has been devoted to acts of heroism and self-
sacrifice in extreme situations, such as wars. Here also social interactions and group loyalty may be crucial —
see the analysis by Costa and Kahn (2003) of soldier behaviour during the American Civil War.
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they predict that if contributions in one’s social reference space go up by 10% one’s
own contribution rises by about 2-3%. The induced multiplier effects suggest that the
responses to policy changes are about 25% larger than in the conventional approach. At
the same time, however, the introduction of social interdependencies does not change
the estimates of the price and income effects. There is therefore no immediate need to
worry about the estimates of price and income elasticities as summarized in Table 1.

While the findings of Andreoni and Scholz (1998) give a clear indication of the im-
portance of endogenous social interactions, their methodology does not allow discrimi-
nating between the different channels of such interactions. As noted by Manski (2000),
the concept of endogenous interactions should be further refined. More specifically, it is
important to distinguish preference interactions from the effects of observational learn-
ing. People may want to give more if they see somebody else giving, either because
they want to act like the latter — or because they believe that the other person has su-
perior information about the consequences of giving. Both perspectives have different
implications for government policy and for the optimal strategy of charities. If the lat-
ter hypothesis holds true, the provision of new information may influence the degree
of charitable giving. If the endogenous interaction is mainly a matter of preferences,
additional information will have a negligible effect.

4.4. Direct evidence on preferences

While most of the empirical work on crowding-out has rejected the hypothesis of “pure
altruism”, this is only an indirect test of the motivational structure. As shown by Duncan
(1999), the interpretation of this indirect evidence on motivations may be ambiguous.
Moreover, it only gives a partial indication about the real motivations guiding behaviour.
Even if altruism is not perfect, genuine altruism can still be present. More importantly,
the rejection of perfect crowding-out does not give us any clue about what really lies
behind the “warm glow”. It seems that we need to incorporate more explicit information
about preference differences if we want to get a better insight into the motivations of
the givers. This is not easy, however, since data combining information on gifts and on
psychological characteristics are not regularly collected.

Some studies describe interesting findings, even when their principal aim is not to test
for different motivations. I give some examples. Menchik and Weisbrod (1987) find that
respondents with parents who contributed regularly, themselves supply more volunteer
labour. Kingma and McClelland (1995) find evidence for an egoistic motivation: those
who use the service more often also donate more. A possible shortcut to the measure-
ment of the degree of altruism is suggested by Smith, Kehoe and Cremer (1995). They
show that those who give to national charitable organizations have a higher probability
of giving to a specific health care charity. While they interpret this individual “history
of giving” as an indicator of altruism, they themselves are well aware of the ambigu-
ity of this interpretation. Apart from the technical problems, quite some psychological
and sociological work suggests the existence of a kind of “hysteresis”-effect, with peo-
ple having given more in the past also giving more in the future [Piliavin and Charng
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(1990)]. It makes a big difference whether the significant effect of the history of giving
reflects a stable personality trait or rather shows that past behaviour influences future
behaviour. The prospects for charities that try to increase charitable giving look much
brighter in the latter than in the former case.

A stable finding in the empirical literature is the “importance of being asked”. Long
(1976) and Keating, Pitts and Appel (1981) find that face-to-face solicitation is much
more effective in fund-raising than more impersonal approaches such as advertising.
Moreover, the closer the relationship between the solicitor and the donor, the greater the
contribution. Freeman (1997) finds a similar effect on the supply of volunteer labour:
people volunteer when asked to do so and most volunteers are contacted by either
friends or family. He hypothesizes that two factors underlie the response of individuals
to requests to volunteer.?® First, people are only willing to contribute time and money
for so-called “conscience goods”. They have a latent demand for such goods, which
a request brings to the fore. This interpretation is in line with the private good, warm
glow paradigm. Second, the request (mainly if it comes from family or friends) induces
some “social pressure”. Note that this interpretation is a mixture of the “social pres-
tige” and “social norms” hypotheses introduced in Section 2. In the case of the United
Way charities, analysed by Keating, Pitts and Appel (1981), pressure from the employer
plays an important role — and therefore contributions may even reflect pure material self-
interest. Moreover, there is an additional interpretation possible. Being asked also may
convey information about the existence of a given charity and the need of the charity
to being helped. This may even be important in a public good-interpretation. In the
Duncan (1999) model “being asked to volunteer” signals that the charity is not capital
constrained and that supplying volunteer labour therefore makes sense. Since “being
asked” is a social interaction, it is not surprising that we recover in these various in-
terpretations the crucial distinction between preference interactions and the spread of
information.

How then to identify motivations in a finer way? A first possibility in some spe-
cific cases is clever modelling of the interaction between the environment and the
donor’s preferences. A good example is the work of Harbaugh (1998a, 1998b) who
focuses on the “warm glow” and on the “social prestige”-motivations. The utility func-
tion of the donor is written as U;(x;, P;, g;), in which the direct inclusion of g; as
before captures a warm-glow effect and P; is prestige. Social prestige is determined
by reported gifts. The reporting behaviour of the recipient charity can in general be
written as P; = f(g;). Substituting the budget constraint into the utility function gives
Ui =U;(yi — gi, P;, gi) = Vi(Pi, gi; yi), where the price of the gift has been put equal
to 1 for convenience. The function V;(-) gives indifference curves in the (g;, P;)-space
as in Figure 1 where higher curves represent higher utility. We can now compare the

23 Freeman (1997) also mentions the fact that volunteers more often use the services of the charity for which
they are volunteering and suggests a possible interpretation as a form of “reciprocal altruism”. As I said
already in Section 2, the more egoistic motivations often turn up in the explanation of volunteering and I
deliberately left them aside here.
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Figure 1. Prestige in the model of Harbaugh (1998a, 1998b).

effects of differences in the reporting behaviour of the charity by drawing P; = f(g;)
in the figure. If no reports are made the prestige function is a horizontal line and the
optimal gift is gp. If charities report the exact amount of the donation, P; = g;, and
the best the donor can do is to give g». An interesting situation occurs when the charity
categorizes its report. In the case of one bracket sketched in Figure 1 they report the
names of the donors who have given gz or more. In that case there will be bunching
around g3. The model explains why so many donors indeed give exactly the minimum
amount necessary to get into a category. A person with preferences as given in the figure
will donate an amount equal to the lower bracket of the reporting category as long as
the latter is smaller than g4. It is easy to generalize the model to reporting by more than
one category.

Harbaugh (1998a) applies this model to analyse the donations by 146 alumni of a law
school and estimates the parameters of a Stone—Geary utility function using the methods
developed for nonconvex budget constraints. The concentration of observations around
the category brackets plays a crucial role in this estimation exercise. To get an estimate
of the importance of the prestige motive which is independent of the particular brackets
used under category reporting, he uses a simulation procedure and calculates (using the
estimated parameters of the Stone—Geary utility function) the difference between what
donations would be in the case of no reporting and what they would be under exact
reporting. He finds that under exact reporting donations would be 25-33% higher than
under no reporting and argues that this can only be due to the social prestige motive.
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Harbaugh (1998a) himself mentions some obvious limitations of his exercise. The
donations behaviour of alumni of a law school is not very representative for the pop-
ulation at large. If one did not find an effect of social prestige there, this would really
be very surprising! More basically, from a theoretical point of view one could propose
other specifications which would yield different estimates: e.g., one could hypothesize
that social prestige does not depend on the absolute amount of the reported gift but on a
comparison between one’s own gift and the gifts of others. Moreover, the identification
of the social prestige motive on the basis of the bunching around category brackets will
probably overestimate its importance, because the bracket amounts may also function as
focal points without much relevance for the trade-off between the intrinsic warm glow
effect and social prestige. However, despite its limitations, this is a clever approach to
infer information about motivations from actual behaviour and further work along these
lines would be most welcome.

A second possibility is the use of direct questionnaire information on attitudes. In her
study of volunteer behaviour Unger (1991) shows that a stronger perception of “commu-
nity need” leads to more volunteering. Perceived community need was measured with
a very simple scale based on two statements (“My community needs more volunteers
than other communities do”; “If more people volunteered, my community would be a
better place to live”). This is not a very adequate measure, however. Answers on the
second statement could capture attitudes towards social norms and duties which makes
the interpretation of the “community need scale” very ambiguous.

In an old and unpublished paper Woodward (1984) distinguishes eight categories of
donors on the basis of the answers on a series of attitudinal questions (see Table 2).
Introducing dummy variables for these motivational groups increases significantly the
explanatory power of a regression of total gifts. Kantian donors>* give significantly
more to charity than the other motivational types. Moreover, the results of interaction
variables with the motivational dummies and tax prices and income suggest a great deal
of variance among motivational groups. Altruist and Kantian categories are among the
groups with the least volatile reactions to prices. This result is consistent with a stronger
sense of commitment and sympathy in these groups.

More recently Schokkaert and Van Ootegem (2000) included 32 attitudinal questions
in a broader questionnaire on donations submitted to a representative sample of 1013
respondents of the Dutch-speaking population of Belgium. Factor analysis was used
to reduce the 32 questions to a set of underlying factors. Four psychological factors
emerged:

(a) a sense of principles and duty, closely related to dutiful altruism (a typical item

loading on this factor is “I consider it my duty to help wherever I can”);

(b) sensitivity to social pressure (with typical item “I will support sooner when I see

that others support as well”);

24 1 follow Woodward’s terminology. Remember that I have used the term “dutiful” altruism instead of
“Kantian” altruism.
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Table 2
Psychological dispositions in Woodward (1984)
ALTRUISTS Do not feel pressure to give, Give to the organizations Consistent
state that their gifts are made which they felt were worth
because of a concern for the supporting
organization Do not give to the Inconsistent
organizations which they said
were worth supporting
KANTIANS Either expressed pressure from Answered consistently to Consistent
guilt or obligation or stated questions about motives and
that they adhered to a rule in pressure
deciding how much to give Inconsistent in answers to Inconsistent
(“I tithe™) questions about either motives
or pressure
DIRECTLY Explicitly stated that they gave Do not feel either internal or Consistent
SELFISH in order to get something back external pressure to give
Either feel pressure or adhere  Inconsistent
to a rule
INDIRECTLY Feel external pressure to give ~ Consistent in answers to Consistent
SELFISH questions about pressure and
believed that others are both
responsive to pressure and
aware of the size of other
people’s gifts
Either inconsistent in Inconsistent

questions regarding explicit
motives or answered
negatively to one of the
questions on others’ giving

(c) narrow altruism, expressing a real concern for the purpose of the gift but with a
clear preference for specific uses in the immediate neighbourhood (typical item:
“Rather than giving via charity organizations, Id prefer to give it straight to peo-
ple who need it”);

(d) broad altruism, expressing a keen interest in the outcome of the charitable actions
(“Organizations have to tackle problems at their root”).

Once these four psychological factors are defined, each individual gets a specific score
for each of the factors by averaging the results for the individual items loading on the
factors. This means that individuals are not classified in discrete groups but rather char-
acterized by their position on four continuous scales. In general, the respondents agree
more with the altruism items (c) and (d) than with the warm glow items (a) and (b).
These psychological scale values are then introduced in Tobit regressions explaining
donation behaviour. This leads to a significant improvement in the explanatory power of
the regressions. At the same time, the estimates of the effects of income and tax prices
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hardly change after the introduction of the psychological information.”> More specifi-
cally there is a significantly positive effect of the sensitivity to social pressure and a very
strong significantly positive effect of the sense of duty. Again, as in Woodward (1984),
the motivation of personal duty turns out to be dominant. At the same time the altruism-
components do not have a significant effect. This result can be interpreted in two ways.
From a sceptical point of view, one could argue that the measurement of the altruism-
factors is weaker than that of the warm glow-factors. From a more ambitious point of
view, however, one could also say that this is exactly what we would have expected
on the basis of theory. Theory obviously predicts that people who are more sensitive
to warm glow considerations will give more. But the same is not true for the altruism
motivation. In a situation with huge government intervention, as in Belgium, a large
part of the “altruistic” contributions will be crowded out by the taxes used to finance the
government intervention. This leads immediately to the hypothesis that interindividual
differences in the altruism (or public good) motivations will not necessarily lead to dif-
ferences in individual donations. The empirical results are perfectly in line with these
theoretical hypotheses.

Results like the ones of Woodward (1984) and Schokkaert and Van Ootegem (2000)
suggest that direct information on motivations, even if measured in a far from perfect
way, can improve the explanatory power of regressions explaining charitable behaviour.
The strong effects of the duty motive are in line with what could be expected on the
basis of the theory. Future refinement of this work could help in answering some of
the questions raised before, e.g., in disentangling the effects of preference interactions
and observational learning in social processes. At the same time, caution is needed. The
interpretation of the attitudinal questions may be difficult and ambiguous and there is
much scope for adhocery. When one tries to explain subjective data with other sub-
jective data there is a real danger of interpreting spurious correlations as causal links.
This danger gets very big if the information on donation behaviour and on attitudes is
collected from the same respondents with the same questionnaire (as was the case in
the previous studies). It is to be expected that someone who is very sensitive to social
pressure will also be sensitive to the social pressure in the interview situation and may
therefore overestimate his donations. And similar doubts can be raised concerning some
of the other motivations.?® While the traditional scepticism of economists with respect
to survey data is strongly exaggerated, there is indeed need for caution and careful in-
terpretation.

Remains the third possibility: the use of laboratory experiments. Laboratory exper-
iments can be designed in such a way that they are perfectly suited to test different
motivational assumptions. Without going deeply into this literature, I give some exam-
ples. Andreoni (1993) tested the public-goods crowding-out hypothesis in a contribution

25 As mentioned already before the tax price effect is not significant in these regressions.

26 The practice of tithing has a positive effect on giving independent of the psychological disposition of the
giver — see, e.g., Forbes and Zampelli (1997). The inclusion by Woodward (1984) of all who tithe in the
“Kantian” category may be an additional explanation for the strong effect of his Kantian dummy.
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game and finds that crowding-out is incomplete. Since the behaviour of the subjects in
his experiment might be influenced by strategic considerations, it is not possible to de-
rive immediate conclusions about motivations. However, Bolton and Katok (1998) find
similar results in a dictator game. In this game one individual decides about the distri-
bution of a sum of money between herself and one recipient. To test for crowding-out
they manipulated the initial sum of money, owned by the recipient. Strategic factors do
not play any role in this one-person decision task. Therefore, the results may be seen as
strong evidence for the existence of a “private” motive of giving.

In another experiment Andreoni (1995) discovers significant framing effects on co-
operation in experiments. Cooperation is much larger in a setting where behaviour has a
positive externality (when subjects can “do good” to each other) than in a setting with a
negative externality (when subjects can refrain from “doing bad” to each other). These
results again lead to doubts about the simple pure public-good model. Moreover, they
suggest that there is some asymmetry in the way people feel personally about doing
good versus not doing bad: the warm-glow must be stronger than the cold-prickle. This
is in line with some of the psychological findings described in Section 2.

These and similar experimental results are fascinating and may yield revealing in-
sights in the motivational structure underlying charitable behaviour. At the same time,
however, the artificial setting of laboratory experiments has obvious disadvantages. To
illustrate, let us start from the finding that both in the experiments of Andreoni (1993)
and Bolton and Katok (1998) crowding-out is much larger (more than 70%) than in the
field studies summarized in Section 2. When the authors try to explain this difference
they introduce a whole bunch of additional factors “such as sympathy, political or social
commitment, peer pressure, institutional considerations, or moral satisfactions associ-
ated with particular causes” [Andreoni (1993, p. 1326)]. Not all of these motivations
can easily be tested in a laboratory setting. Field studies and laboratory experiments are
necessarily complementary. Perhaps cleverly designed field experiments may help in
bridging the gap.?’

5. Interhousehold and intrafamily transfers of money and time

In the previous section we considered transfer behaviour in a situation where the recip-
ients remain largely anonymous. In addition to these anonymous gifts, there are many
instances of intrahousehold and interhousehold giving in situations where people do
know each other. A large majority — but not all — of these gifts is within families, of-
ten between different generations. Such relationships within the family are most often
immediately connected with altruism. However, here also the predictions of “pure al-
truism” are rejected by most empirical work and alternative explanations have been

27 There are examples in the literature of the other social sciences, more on volunteering than on charitable
giving. See, e.g., the second experiment in Fisher and Ackerman (1998).
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provided. We can distinguish at least two (largely unconnected) streams of literature.
The first is on intergenerational transmission within families and on the relationship
between bequests and inter vivos transfers. The second is on informal insurance mech-
anisms and social networks, mainly in poor countries. In each of these domains the
literature is very broad and basically opposes an “altruistic” to a more selfish or strategic
or so-called “exchange” interpretation of behaviour. While the use of the term “ex-
change” is very popular in this literature, in some cases it is preferable to talk about
reciprocity. I will sketch these two streams of the literature in Section 5.1. However,
I will only give some examples and neglect the finer modelling questions. My main
aim is to start from these examples to link this literature in Section 5.2 to the broader
question of motivations. In Section 5.3 I will comment on the custom of giving non-
monetary gifts at special occasions.

5.1. Altruism versus exchange or reciprocity: A sketch

Intrafamily transfers have been the main source of inspiration for the influential articles
on altruism by Becker (1974, 1981). It is indeed within the family and in the relation-
ship between parents and children that one would expect altruism a priori. However, in
Section 3.1 I have already sketched the strong predictions following from the simplest
model of pure altruism. Choosing the interpretation that individual i is the parent, Equa-
tion (2) shows that for the parent’s decision only the sum of the incomes of children and
parents matters. Incomes are pooled and changes in the income distribution should not
change the consumption levels of parents and children.
More formally, one can derive from (1) that
0gi 0gi

dx; =dy; — —dy; —
i Vi d; Yi Byj

dy;. 13)
Since dx; = 0 for dy; = —dyj, it follows that

0gi g

dy;  dyj

=1. (14)

This is a very strong prediction. It has been tested by Cox and Rank (1992) and in a more
sophisticated way by Altonji, Hayashi and Kotlikoff (1997). The latter authors find that
an increase in parent’s income leads to an increase in the transfer and that an increase in
the child’s income leads to a decrease in the transfer, but the estimates of these effects
are much smaller in absolute value than what would be predicted by (14). They there-
fore reject the assumption of pure altruism. This immediately raises the question of what
could be a better explanation. This is not an easy question, as the exact modelling of in-
trafamily behaviour involves many different aspects. Decisions concerning inter vivos
transfers interact with decisions (and expectations) on bequests and with decisions to
invest in human capital. Taxes may induce shifts from one transmission channel to an-
other. The existence of capital market imperfections plays a crucial role. In this chapter
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I do not intend to go into these different aspects. Let me simply illustrate the treatment
of “motivations” for inter vivos transfers with two examples.?®

A first approach was formulated by Cox (1987). In this model altruistic parents trans-
fer economic means to their children in exchange for services delivered: attention,
companionship and conforming to parental regulations. Children will only accept to
participate in this reciprocal exchange if this does not lower their utility. If the parents
are sufficiently altruistic, the parent—child transfer is large enough so that the participa-
tion constraint is not binding. We are then back in the previous model. An increase in
the income of the recipient will lower the probability that she gets a transfer and will
also lower the transfer amount. However, things may change when the participation
constraint is binding. While it then is still true that the probability of a transfer depends
negatively on the income of the recipient, it now becomes possible that the transfer
amount itself increases with the recipient’s income. If income increases, the threat point
of the child also increases and the parent may have to increase his transfer to get the
desired services. If such a positive effect is found in the data, this suggests that we are
in the “exchange regime”. The model has been tested in a long series of papers and for
different countries [see, e.g., Cox (1987), Cox and Rank (1992), Cox, Eser and Jimenez
(1998), Secondi (1997)]. Most authors find overall support for the exchange hypothesis.

Another hypothesis is the one by Cigno, Giannelli and Rosati (1998). Individuals live
for three periods and do not derive utility from anything but their own consumption.
Family ties make it possible to reallocate consumption over the life cycle. Such realloca-
tion is governed by a self-enforcing family “constitution” stating that each middle-aged
person must transfer a specified amount of income to each of the children and a speci-
fied amount of income to each of the parents. The latter obligation only holds, however,
if the parent has obeyed the same rules when he was middle-aged. Given that the trans-
fer amounts are fixed by the family constitution, the model predicts only weak effects of
income changes on the transfers. It produces clear predictions on the effect of credit ra-
tioning, however. Rationing will have as a consequence that some persons switch from
a “go it alone” to a “comply with the constitution” strategy, because the latter strategy
will allow them a reallocation over the life cycle which they cannot realize without it.
Therefore rationing will have a positive effect on the probability of intrafamily trans-
fers. This prediction is different from the one made by both the pure altruism- and the
exchange-model: in both these models an increase in rationing would be equivalent to
a decrease in the donor’s income and would therefore lead to a decrease in the trans-
fer. Cigno, Giannelli and Rosati (1998) find support for their “constitution” model with
Italian data.

Interpersonal transfers are not only important as a channel of intergenerational trans-
mission. One also observes an extensive system of gifts and informal loans in the rural
environment of pre-industrial societies. These interhousehold transfers act as an infor-
mal insurance mechanism in smoothing consumption in the face of risk. Here also the

28 Laitner (1997) gives an overview of the literature on intergenerational and interhousehold economic links.
The topic of inheritance is treated in Masson and Pestieau (1997) and Arrondel, Masson and Pestieau (1997).
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question has been raised what are the motivations behind this behaviour and it has been
popular to oppose the view of a “moral economy” based on altruism with the view of
a system of precise and clearly defined (albeit informal) insurance contracts motivated
mainly by self-interested reciprocity [Fafchamps (1992)].

As before, the hypothesis of pure altruism leads to strong predictions in the spirit
of Equation (14). Reinterpreting the simple model sketched earlier within a context of
uncertainty, it is easy to see that a sufficiently high level of altruism would lead to com-
plete risk sharing. Analogous to what we had before, individual negative shocks will
then be fully compensated for by the altruistic network. This “efficient risk-sharing hy-
pothesis” has been tested by regressing individual consumption on average consumption
and individual income: individual income should be insignificant in these regressions.
The evidence [e.g., Ravallion and Dearden (1988), Cox and Jimenez (1990), Altonji,
Hayashi and Kotlikoff (1992), Townsend (1994, 1995), Dercon and Krishnan (2000)]
suggests that considerable risk sharing takes place, but the hypotheses of pure altruism
and efficient risk sharing are most often rejected.

The most interesting contribution of the literature then has been a thorough inves-
tigation of the self-enforcing risk-sharing arrangements, which are possible even if
individuals are not perfectly altruistic. It has been shown that such arrangements do ex-
ist [Coate and Ravallion (1993)]. Recently it has been emphasized that informal credit
— bringing in information about past transfers for the determination of current transfers
— may play an important role in a situation of limited commitment. Of course, for pure
altruists it would be unnecessary to introduce such a credit mechanism. Simple risk
sharing (not taking into account the past) would be sufficient. The wide spread of infor-
mal credit systems therefore in itself is an argument in favour of a “reciprocal exchange”
interpretation of the transfers.

At the same time, family and kinship remain the dominant criteria in the formation
of social networks. This may have to do with altruism. It is also possible that the regu-
lar contacts within a family help to monitor each other and that reciprocal behaviour is
only feasible in such a situation of repeated contacts. A synthetic model has been pro-
posed by Foster and Rosenzweig (2001). They find empirical support for the idea that
imperfect commitment indeed substantially constrains informal transfer arrangements,
whether kin-based or not. At the same time, however, altruism plays an important role
in ameliorating commitment constraints and thus in increasing the gains from income
pooling. Their simulation results show that there is an intricate interrelationship between
altruism and exchange or reciprocity.

5.2. Motives for interhousehold transfers

Let us now take some distance from this rich and disparate literature in order to link it
to the broader question of motivations for income transfers. Most economists working
in the field seem to have been mainly interested by the simple question: altruism or
exchange? If we provisionally accept that this is an interesting question, the conclusion
of bringing all the evidence from very different sources together seems clear: the strong
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hypothesis of pure altruism has to be rejected. Exchange and reciprocity considerations
play an important role in explaining pro-social behaviour. This is not very surprising
and completely in line with what was suggested in the previous sections.

The simple focus on altruism versus exchange has its advantages. In so far as recip-
rocal exchange arrangements will get translated into a set of social norms, the models
offer an explanation for the genesis of such norms. Cigno, Giannelli and Rosati (1998)’s
family constitution is an explicit example. The literature on informal insurance also of-
fers an explanation for the appearance of social norms with respect to gifts and informal
loans in poor rural villages — and a suggestion for why these norms tend to disappear
under the influence of external influences changing the economic environment and the
social networks of the villages. The literature on interhousehold transfers could be said
therefore to make a contribution to a theory of endogenous norms. This is certainly
better than introducing social norms as an ad hoc explanation for all kinds of behaviour.

However, one has to remain cautious and remember that most of the tests of “altru-
ism” are indirect tests, based on behavioural predictions within a specific model.?® It is
usually not difficult to respecify the model such that the predictions from an “exchange”
or a “reciprocity” model on the one hand and an “altruistic” model on the other hand
become observationally equivalent. A recent example is the model by Stark and Falk
(1998). They formalize the decision process of an egoistic donor as an optimisation
problem that incorporates anticipation of the recipient’s gratitude. This gratitude may
induce the recipient to help the donor at a later stage. Since gratitude will be larger if
the recipient’s income is lower, transfers may be larger the lower the recipient’s income.
Therefore in this case the reciprocity motive and the altruistic motive give rise to types
of behaviour that are observationally equivalent and “the ability to infer motive from
conduct is jeopardized” [Stark and Falk (1998, p. 271)].

Moreover, while pure altruism can be rejected, there is at the same time plenty of
evidence that altruism does matter and that the relationship between “exchange” and
“altruistic” motives is a fairly complex one. People who are in need because they get
ill or unemployed or because they are confronted with unexpected expenditures have a
larger probability to be helped, both in the intergenerational transfers in richer countries
and in the systems of informal insurance in the poor countries. Most of the interhouse-
hold transfers — also in systems of social insurance — take place in the setting of larger
families or kin. While altruism is perhaps not perfect, it certainly cannot be discarded.
As a matter of fact, many of the theoretical models give some role to altruism and model
the complementarity between reciprocal exchange and altruism.

At the same time, it is striking that the “intermediate” motivations related to “warm
glow” or “moral principles” play a rather minor role in this literature. After all we think
about the same individuals deciding at one moment about their charitable contributions

29 Phelps (1988) is an exception introducing explicit information from a psychological testing procedure: the
Thematic Apperception Test. “Altruism” is operationalized as the affiliation motive in this TAT. However, she
focuses on income formation and on the interrelationship between the effects of personality dispositions in
the family and in the market place.
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and at another moment about giving to their children or their parents. Certainly one
would suppose a priori that feelings of “responsibility” and “duty” — and ideas about
the equitable treatment of different children — play an essential role in the behaviour
of parents. In the context of parent—child relationships these feelings may have deep
biological roots. Where are the dutiful altruists, who figured so prominently in the lit-
erature on charitable giving? As we have argued before the predictions of a model of
“warm glow” and “duty” differ from the predictions of the model of “pure altruism”
— if parents get a good feeling from helping their children there is no reason why the
extreme prediction (14) would hold. Rejection of (14) therefore does not necessarily
mean that one has to resort to an egoistic “exchange” interpretation. In fact, as I argued
before, it is too simple to reduce “warm glow” and “duty” to egoism. Gifts may persist
in situations where the exchange motive is no longer relevant. Reciprocal relationships
may involve pure altruism.

An interesting part of the literature on intergenerational gifts raises the question how
parents can compel their children to take care of them when they are old. Again, pure al-
truism lets the problem dissipate, at least when the altruism is as strong in the children as
it is in the parents. A cynical alternative hypothesis is put forward by Bernheim, Shleifer
and Summers (1985). In their model parents threaten their children not to leave any in-
heritance if these children do not deliver the services the parents need. Another approach
has been proposed by Becker (1993) and is further worked out in Cox and Stark (1994).
Here parents shape the preferences of their children. They teach them the desired be-
haviour by setting an example, i.e. by helping their own parents. So doing they attempt
to inculcate a sense of guilt for misbehaviour in the children. Phrased in somewhat more
positive terms, the model endogenises the feeling of “duty” to which I have been refer-
ring before. Cox and Stark (1994) generate falsifiable predictions from this approach.
First, it should be the case that children who have seen their parents making transfers to
their grandparents should be more inclined to giving transfers themselves later in their
lives. Second — and more surprisingly — respondents will provide more services to their
parents when children are present than when they are not. These predictions are not fal-
sified with US-data from the National Survey of Families and Households. Of course,
while Cox and Stark (1994) focus on the deliberate behaviour of the parents in trying to
shape the preferences of their children, these parents have been children themselves —
so they will be under the influence of the “demonstration effect” induced by their own
parents and hence will be characterized also by duty (or guilt). The model therefore
gives some insight into the formation of “dutiful altruists”.

When reading the literature on intrafamily and interhousehold transfers one cannot
escape the feeling that there is a bewildering variety of sometimes highly specific mod-
els and a remarkably high correlation between the a priori’s of the researchers and their
empirical findings. This was perhaps to be expected from the psychological literature.
As I mentioned in Section 2, specific pro-social behaviour is highly context-dependent
and characterized by intricate person—situation—behaviour interactions. While anony-
mous charitable giving takes place within a rather well defined setting, this is not true
for the behaviour covered by the literature on intrafamily and interhousehold trans-
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fers. This behaviour includes both monetary and non-monetary transfers, exchanges of
(different) services by children and parents (babysitting and helping ageing parents),
informal insurance in the poorest countries of the world and bequests behaviour in the
richest. A lot of variation is therefore to be expected and psychologists have collected a
mass of evidence showing that the simple one-dimensional opposition “altruism” versus
“exchange” does not suffice to make sense of all these different behavioural patterns.
A mixture of motivations will be present and, moreover, there is considerable hetero-
geneity among individuals.

This is definitely not a criticism on the detailed models constructed by economists.
Quite the contrary, the main contribution of the economic literature is the careful theo-
retical analysis of the different forms of pro-social behaviour and the detailed modelling
of the constraints imposed by the economic environment. Here are the roots of the eco-
nomic approach and that is where it is best. It is rather meant to be a criticism of the
self-confidence with which some of the empirical work is given a simplistic psycholog-
ical interpretation. As soon as one accepts that it is not really useful to focus exclusively
on the motivation of pure altruism (albeit with the desire to reject it) or on the hypoth-
esis of perfect crowding-out (perhaps for political reasons), it turns out that many of
the more interesting models with a richer motivational structure are either observation-
ally equivalent or that the data available are not sufficiently rich to be confident about
the results of testing the motivational assumptions. “As if”” modelling may be fine if
one restricts oneself to predicting behavioural changes following from changes in the
environment. One can defend the position that the fine distinctions between different
motivations are not really important if the predicted behaviour indeed is identical. How-
ever, this also implies that one should not start drawing conclusions about motivations
while forgetting that the model is only “as if”".

Like for the motivations behind charitable giving, I think that real progress in un-
derstanding motivations for intrafamily and interhousehold transfers can be made by
using direct questionnaire information and by designing clever laboratory and field
experiments. The best hope for scientific progress in this matter seems to reside in a
combination of the experimental and survey techniques of the other social sciences with
the modelling apparatus of economics. This of course also will require that researchers
start setting up their own surveys through which they can collect the most relevant in-
formation instead of working with data collected by other agencies for other purposes.

5.3. Gifts: The deadweight loss of Christmas?

While until now I have concentrated mainly on monetary transfers, a large part of rela-
tively smaller gifts is typically non-monetary: only 10-15% of gifts offered at times of
celebration are in the form of money. Waldfogel (1993) argues that holiday gift expen-
ditures in the US totalled about 40 billion dollars in 1992. At first sight it is not easy
for an economist to understand why people give these non-monetary presents. Why not
simply give money so that the recipient can buy whatever he wants according to his own
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preferences? This in any case avoids the danger (that we are all well aware of) that gifts
do not match with the recipients’ preferences.

Waldfogel (1993) argues that the problem of mismatch leads to a so-called dead-
weight loss of Christmas giving. He asked student respondents to describe the gifts they
had received and to estimate the value of the gifts as the “amount of cash such that
you are indifferent between the gift and the cash, not counting the sentimental value
of the gift. If you exchanged the original gift, assess the value of the object you got in
exchange for the original gift. If you exchanged the original gift for cash, put the cash
amount you received here”.3° He then compared these estimated values to estimates
of the prices paid by the giver. The results are striking. The average value of the ratio
value/price, which he calls the percent yield, is only 83.9. Moreover, there is a clear
pattern according to the relationship between the giver and the recipient: for friends the
percent yield is 98.8, for siblings and parents about 86.0, for grandparents only 62.9.
And people seem to be aware of this yield: friends give only 6.1% of their gifts in cash,
parents 9.6%, grandparents 42.3%. All in all, he concludes that between a tenth and a
third of spending on Christmas gifts is wasted. In a later study [Waldfogel (1996)] he
finds similar, although less extreme, results.

Waldfogel’s article has led to a number of comments, questioning his methodol-
ogy and his results. Solnick and Hemenway (1996) replicated his study with a broader
(non)students sample and with a slight reformulation of the question. They found that
more than half of the respondents valued the gift above its cost. While they had some
real outliers in their sample, even after trimming the mean percent yield was still 214.
Half of the respondents valued the gift very much because it showed a lot of thought,
half said that the gift was something “you wanted but felt you shouldn’t spend money
on for yourself”, 22% said that the gift was something they needed but never remem-
bered to get, and 20% said they would not have wanted to shop for the gift themselves
[Solnick and Hemenway (1996, p. 1301)].

While Solnick and Hemenway (1996) criticized the unrepresentative nature of
Waldfogel (1993)’s sample, an alternative explanation for the differences between the
studies was offered by Ruffle and Tykocinski (2000). They focused on the formulation
of the valuation question. In the Solnick/Hemenway-study the question reads as follows:
“Aside from any sentimental value, if, without the giver ever knowing, you could receive
an amount of money instead of the gift, what is the minimum amount of money that
would make you equally happy” (my emphasis). The underlined part replaces the formu-
lation “the amount of cash such that you are indifferent” in the Waldfogel-study. When
asking the two versions of the question to two different samples, Ruffle and Tykocinski
(2000) find that valuations given in response to the “equally happy”’-question are much

30 For another sample he formulated the question as: “...apart from any sentimental value of the items, if
you did not have them, how much would you be willing to pay to obtain them?” One may expect that this
willingness-to-pay question will lead to lower estimates of the value than the willingness-to-accept question.
I will only concentrate on the latter: this will lead to a lower bound of the estimate of the deadweight loss.
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higher than those given in the indifference version. The estimated welfare yield from the
“equally happy”’-treatment is markedly higher than that from the indifference treatment.

The different answers obtained with the two experimental treatments are a warning
for all questionnaire work on motivations and altruism. The framing of the questions
may matter a lot. However, in this case the framing effect is indicative of a crucial dif-
ference between the “material value” and the “sentimental value” of gifts. The problem
is well sketched by Waldfogel (1996, p. 1306), who describes his own result as follows:
“The result is not that recipients value the receipt of gifts at less than the price paid by
the givers. Because of the thought that goes into choosing and giving gifts, recipients
may value the receipt of gifts highly, even if they dislike the gift objects themselves.
Rather, the result is that recipients generally value the objects received as gifts at less
than the price paid by the giver. As long as the sentimental value conveyed to the recip-
ient by the gift would also have been conveyed by an equally costly gift that has greater
material value to the recipient, the gift with lower material value engenders deadweight
loss”. A possible explanation for the different results of Waldfogel (1993) and Solnick
and Hemenway (1996) is that the formulation “equally happy” makes it much more
difficult for respondents to separate the sentimental and the material value of the gift
(despite the fact that they were asked explicitly to do so).>!

As a matter of fact the basic idea that recipients value the objects received as a gift at
less than the price paid by the giver seems very reasonable. But what does it mean? If it
is true, why then does the practice of non-cash gift giving persist? If we take seriously
the basic idea of revealed preference, simple observation of facts seems to indicate that
donors and recipients prefer in-kind gifts. In fact, there is a large psychological literature
showing that in some circumstances or relations cash gifts are not appreciated at all.
Pieters and Robben (1999) give an overview of possible reasons. A transfer of money is
an ambiguous instance of giving, because of the multiple economic functions of money.
It suggests a lack of motivation on the part of the giver. Its fungibility precludes it
from future identification with the giver. Money as a gift quantifies the relationship by
placing an exact price on it. This is why price tags are removed. All these reasons refer
in one way or another to the relationship between the giver and the receiver. It is not
surprising then that money gifts are better acceptable if the social distance between giver
and recipient is larger and/or if their relationship looks more like an employer/employee
relation. In general, common psychological knowledge suggests that it is the sentimental
value that really matters and that the sentimental value of a cash gift is very low and
sometimes negative.

This of course means that the whole idea of deadweight loss in this context is rather
ambiguous or, in any case, that one should avoid the normative connotations that the

3y yet another comment List and Shogren (1998) focus on the “hypothetical setting” of the original
Waldfogel (1993)-study and present the results of an actual random price auction procedure. The yields they
obtain are smaller than the ones of Solnick and Hemenway (1996) but larger than the ones presented by Wald-
fogel (1993, 1996). However, the real offers also contain sentimental values and their procedure to separate
the sentimental value of the gifts and the material value is not altogether convincing.
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term unavoidably must carry. The individual utility of the recipient does not only depend
on the commodity received, but also (and crucially) on the fact that it is given in a non-
monetary form. The process of transferring the gift itself enters the utility function —
and the way in which it enters depends on the personal relationship between giver and
receiver.’? It would be utterly absurd to say that a prohibition of non-cash gifts would
lead to a welfare increase. It is rather meaningless then to speak of a deadweight “loss”
if the reference situation of a cash gift used to calculate the “loss” is not ideal at all.3

Does this mean that economic theory cannot cope with these psychological insights
because “according to economic theory, money is the perfect gift” [Solnick and Hemen-
way (1996, p. 1303)]? Definitely not. Recently there has been a series of elegant models,
which try to capture the considerations from the other social sciences. Camerer (1988)
argues that gifts can signal good intentions at the start of a long-term relationship.
Carmichael and MacLeod (1997) more explicitly explain why the gift must be inef-
ficient for relationship building. In their evolutionary model, if the partners exchanged
money at the beginning of a match, then parasites could immediately enter, give (and
receive) the money, cheat, and move on. Ruffle (1999) introduces emotions of surprise,
disappointment, embarrassment and pride. Prendergast and Stole (2001) show that in-
efficient non-monetary gifts will be offered instead of cash because the donor wants to
signal the quality of his information about the recipient’s preferences. If altruism is high
relative to the desire to be known to know the preferences of the other, the deadweight
loss argument arises and cash gifts become more common.

These models offer an exceptionally rich framework to think about the “value” of
non-cash gifts in relations. They suggest how the existence of such gifts can be ex-
plained, despite the “deadweight loss™ attached to it. They witness to the flexibility of
the economic approach to integrate complex psychological phenomena. Future empiri-
cal research should try to go beyond the simple measurement of “deadweight loss” and
beyond the focus on the material value of the objects given. It should rather concentrate
on the components of the sentimental value of the gift itself. This is important to better
understand the processes behind gift giving. It is even more important to correct the
misleading conclusion that one could derive from the work on “deadweight losses”, i.e.
that a society without non-cash gifts would be a better society with people at a higher
welfare level. As before questionnaire and experimental techniques are complementary
in this effort.

6. Conclusion

Very different motivations may lead to voluntary transfers. Altruism (or empathy) is
only one of them. Transfers may also follow from a feeling of duty or because the donor

32 Kolm (1984, 2000a, 2000b) also emphasizes the possibility that in situations of reciprocity and gift-giving
the process itself enters the utility function.

33 Of course one could still say that in comparing different non-cash gifts both the donor and the recipient
will prefer a gift with a higher “yield”.
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wants to obey social norms. They may be part of reciprocal arrangements, which finally
are in the self-interest of all the parties involved. They may reflect pure materialistic
egoism or a desire to gain social prestige. A mixture of these different motivations
probably drives all individuals but the relative trade-offs are different and vary with the
concrete circumstances or over time. A better insight into these motivations is important
for its own sake. It is also necessary for predicting the consequences of government
intervention or for interpreting the results of contingent valuation studies. Nor can the
behaviour of charities be understood without a better knowledge of interindividual and
intertemporal differences in motivations.

It is not surprising therefore that economists have devoted much attention to these
motivations. Two features characterize the mainstream of economic research. In the
first place, the model of perfect altruism has played a pivotal role. This model leads to
very strong predictions, both in the setting of charitable contributions and in the set-
ting of intrafamily and interhousehold transfers. There is now plenty of evidence from
very different sources that these strong predictions are falsified by the data. This is not
at all surprising, however, as “the altruistic model is victim of its extreme simplicity”
[Laferrere (2000, p. 222)]. Alternatives have been proposed. Yet sometimes they re-
main rather vague. The popular idea of the “warm glow” of giving is a typical example:
it can refer to almost all the motivations described earlier and only little attention is
given to a comparison of these alternative interpretations. In the same way, different
“exchange” or reciprocity models have been presented in the literature on intrafamily
and interhousehold transfers. They all have been tested against the altruistic model, but
less attention has been given to a careful comparison of these different “non-altruistic”
models against each other. It is as if things are settled once one has rejected the pure
altruistic model. I think this is too simple. Now that we have discarded the simple ex-
tremes of pure altruism and perfect crowding-out, we should begin to tackle the really
challenging questions.

In the second place, the economic literature has tried to derive information about mo-
tivations in an indirect way. Clever models have been constructed to derive behavioural
predictions from different motivational assumptions. While the theoretical literature on
charitable contributions has remained relatively simple, the literature on intrafamily and
interhousehold transfers is extremely rich and interesting and testifies for the flexibility
of the economic approach to take into account specific features of the economic and
social environment in which economic agents take their decisions. We now understand
much better the interrelationship between bequests and inter vivos transfers and the self-
supporting social mechanisms, which may underlie informal social insurance. However,
in general economists have not bothered too much about the many cases in which dif-
ferent motivational structures are observationally equivalent. This is in the line of the
economic tradition in which an “as if’-explanation is often deemed sufficient. However,
while an “as if” approach may indeed be sufficient if preferences or motivations are rel-
atively similar and stable, it is by definition not sufficient to get information about the
motivations themselves. And it tends to break down if preferences are heterogeneous
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and change over time, certainly if these changes are caused by factors endogenous to
the economic system.

If one is interested in learning more about motivations, one should more explicitly
think about how to distinguish the different “exchange”, reciprocity or “warm glow”-
interpretations from one another. Moreover, the empirical research should perhaps take
into account more explicitly the heterogeneity of preferences and motivations within the
population — and their possible changes over time.

I am sceptical that “indirect” methods to test for different motivations will be suffi-
cient for this task. More experimental work certainly will be needed — including cleverly
designed field experiments. Moreover, I think that collection of direct subjective infor-
mation also is necessary. Let me quote Manski: “Rather than try to infer preferences and
expectations from observations of chosen actions, why not elicit them directly? Pose
this question to an economist, and chances are that one will receive an instant hostile
response. Economists tend to be deeply sceptical of subjective statements. Early in their
careers, they are taught to believe only what people do, not what they say. Economists
often assert that respondents to surveys have no incentive to answer questions about
their preferences or expectations carefully or honestly; hence, there is no reason to be-
lieve that subjective responses reliably reflect respondents’ thinking. As a result, the
profession has enforced something of a prohibition on the collection of subjective data.
In the absence of data on preferences and expectations, economists have compensated
by imposing assumptions” [Manski (2000, p. 121)]. I fully agree with this description
of the situation. I also fully agree that this situation is deplorable. If we want to get a
better insight into the motivations behind charitable giving, we will have to go for a
combination of the modelling techniques of economics with experimental methods and
with the data collection techniques of other social sciences.
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Abstract

Altruism can be understood in a behavioral or in a psychological sense. Motivationally,
altruism is the desire to enhance the welfare of others at a net welfare loss to oneself. Be-
haviorally, altruism is any act that could have resulted from altruistic motivations. The
economic literature shows many examples of how altruistic behavior can be generated
from self-interested motivations, in iterated games or in reputation-building. The chap-
ter provides further categories and examples, notably from political behavior. Two main
examples are taken from the debates at the Federal Convention in 1787 and the elections
to the Estates-General in France in 1789. In addition, it is argued that altruistic acts may
be caused by the emotions of the agents, notably pride and shame. A distinction is drawn
between acts whose performance is conditional on seeing what other agents are doing,
corresponding to quasi-moral norms of fairness or reciprocity, and acts whose perfor-
mance is conditional on being observed by other agents, corresponding to social norms.
The operation of quasi-moral norms is observed in experiments where subjects engage
in one-shot anonymous interactions. Many subjects not only display cooperative and
generous behavior, but are willing to spend resources on punishing those who do not.
Since A’s punishment of B may induce B to behave cooperatively with C in later inter-
actions, it can be seen as an altruistic act. Experiments by Ernst Fehr and co-workers
suggest that the motivation for such altruistic punishment may be non-altruistic, being
related instead to a “warm glow” effect. Whether this conclusion is valid for more gen-
eral forms of reciprocity, such as the tendency for A to punish B when he observes B
harming C, remains to be seen. Throughout the chapter there is an attempt to trace the
origin of these ideas back to writers such as Montaigne, Descartes, Pascal, Hume and
Kant.

Keywords

altruism, reciprocity, emotion, norms, punishment
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1. Introduction

I shall understand an “altruistic motivation” as the desire to enhance the welfare of
others at a net welfare loss to oneself, and an “altruistic act” as an action for which an
altruistic motivation provides a sufficient reason. If I see you giving money to a beggar
in the street I call it an altruistic act because it is an action that could spring from an
altruistic motivation. The topic of this chapter is the problem of sorting out altruistic
acts that spring from altruistic motivations from those that do not, that is, from cases in
which other motivations mimic or simulate altruism. I do not aim to provide complete
coverage, but to fill some gaps in the existing literature.

I shall proceed as follows. In Section 2 I describe some varieties of altruistic motives
and discuss how they may be derived from more fundamental motivations. In Section 3
I consider some ways in which inferest can mimic altruism, and some limits of that
approach. In Section 4 I similarly consider how passion can mimic altruism, and some
limits of that approach. In Section 5 I argue that these two motivations (interest and
passion) are also capable of being transmuted into altruistic motivations. I conclude in
Section 6 by discussing two closely related questions: whether, in the final analysis,
genuinely altruistic motivations are possible and, if they are, whether we can know it
when they are operating.

2. The nature and sources of altruistic motivations

The full set of human motivations can be classified in many ways. I do not claim that the
classification I shall use — the trichotomy of interest, passion and reason — is canonical,
but I have found it useful [Elster (1999, Chapter II)]. By interest I shall understand a con-
cern for the absolute level of welfare of the agent, on the assumption that concerns for
relative welfare are grounded in emotions such as envy or sympathy. By passion I shall
mainly understand emotions such as anger, indignation, fear, shame, contempt, envy,
sympathy and love. By reason — not to be confused with rationality [Elster (2004a)] —
I shall understand any benevolent and impartial motivation. (Benevolence is needed in
the definition, since some people might be impartially malevolent.) Impartiality should
typically be understood with reference to a proper subset of humanity. I act impartially
in donating to charity that will alleviate the fate of the poor in my country or in risking
my life for my fellow-citizens, even when in doing so I disregard the vast majority of
humankind.

Although these motivations often operate simultaneously, their mode of interaction is
not well understood. In some cases, the agent makes a conscious trade-off between (say)
private interest and the general good. In other cases, the agent resolves a motivational
conflict by non-compensatory procedures, e.g. by making one motivation lexicographi-
cally secondary to another or by making the satisfaction of one goal at a certain level a
constraint on maximizing another. In still other cases, causal metaphors such as “a par-
allelogram of forces” seem more appropriate. Path-dependence may also operate [Elster
(1998, pp. 65-66)].
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In a given society, these motivations are typically ranked in a normative hierarchy
[Elster (1999, Chapter V)]. In ancient Athens, the highest-ranking motive was patrio-
tism; next, revenge, then, self-interest; and at the bottom, envy. The motivation of hybris,
the deliberate humiliation of another for the sheer pleasure of it, was held in such low es-
teem that those accused of it might try to explain their behavior as motivated by revenge,
drunkenness, or erotic love. Tocqueville (1969, p. 526) claimed that the Americans he
observed on 1830 imputed even spontaneous altruistic behavior to self-interested mo-
tives, thus showing the privileged place of the latter motivation in the hierarchy [see also
Miller (1999)]. Today that ranking is reversed. A reversal has also taken place with re-
gard to the revenge motive, as seen from the fact that people no longer (or less strongly)
blame those who do not avenge themselves for insults. In these and similar cases, the
hierarchy induces a tendency to misrepresent one’s motive as better than it actually is.
Often, the misrepresentation is addressed to other people. In many cases it also operates
on the agent himself, by a motivational alchemy I shall refer to as transmutation.

The place of altruistic motivations in this scheme is somewhat indeterminate. On
the one hand altruism can derive from an impartial motivation, e.g. from a utilitarian
principle in which each counts for one and nobody for more than one, or from a desire
to improve the welfare of the worst-off, whoever they might be. On the other hand, it
can stem from an emotion-based desire to promote the welfare of close kin and friends
at the expense of one’s own. Feinberg (1984, pp. 74-75) argues that altruism that is
restricted to persons to whom the agent has close emotional relations is actually a “self-
interested”, although “other-regarding”, motivation. According to my definition, this
motivation is altruistic (and not self-interested) if the agent is willing to suffer a net loss
in welfare by the promotion of the welfare of another. Suppose I ask myself whether I
want to pay $100,000 to pay for my child’s college education, and that my answer is
positive if and only if the welfare gains I derive from the welfare of my child are greater
than the welfare loss I incur by lowering my consumption. In that case, I am motivated
by other-regarding self-interest. If my motivation is genuinely altruistic, I am willing to
pay the tuition fees even when this inequality is reversed. In practice, this distinction is
obviously going to be hard to draw. In many cases, we may not be able to tell whether
we observe altruism or other-regarding self-interest. For practical purposes, therefore,
we may define altruism by the willingness to incur a loss of material welfare to enhance
the welfare (material or not) of others.

Altruism thus defined may, therefore, derive from reason, emotion, or even from
(other-regarding) interest. Regardless of its proximate source, however, altruism may
ultimately be due to the pressures created by the hierarchy of norms. In many impor-
tant cases, we may think of human beings as motivated by two aims: their self-interest
and their need to see themselves as motivated not only by their self-interest. Similar
cases arise if we replace “self-interest” by “emotion” or “vanity” in the preceding sen-
tence. Thus Seneca: “Reason wishes the decision that it gives to be just; anger wishes
to have the decision which it has given seem the just decision” (On Anger [.xviii), and
la Bruyere: “Men are very vain, and of all things hate to be thought so” (Characters
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X1.65). The question whether, how and to what extent the first-order and the second-
order motivations can be satisfied simultaneously is the topic of Section 5 below.

Altruistic motivations can differ in scope as well as in strength. If induced by reason,
they have universal scope (within the relevant community); if induced by emotion or
other-regarding self-interest, a more limited scope. The strength of the motivation is
naturally measured by the size of the sacrifice one is willing to incur in order to produce
a given increment in the welfare of others. It is often assumed that scope and strength
are inversely related to each other, an assumption confirmed by the tendency for people
to spend more on education for their children than on donations to charity. The fact that
many people volunteer for dangerous war service or even for suicide missions suggests,
however, a more complicated relationship. The claim that Palestinian volunteers for
suicide missions are motivated by the benefits that will accrue to their families is ill-
documented and intrinsically implausible [Elster (2005a)].

There is one further issue I want to introduce here, and then return to in the concluding
section. Consider again a father who sacrifices net welfare for the sake of his child’s
education. He derives some welfare from the welfare of the child, but not enough to
offset his loss of welfare from reduced consumption. He might, however, receive welfare
from a third source, namely the satisfaction he takes from the act of giving. If this
satisfaction, sometimes referred to as the “warm glow” effect, is added to the welfare
he derives from other sources, he might end up being better off as the result of his
material sacrifice. In that case, is his motivation still altruistic? Intuition suggests a
positive answer if the warm glow is a mere side effect of the action, but not if it is the
aim of the action in the sense that but for the warm glow he would not have undertaken
the action. But how can we (or he) tell the difference?

3. Can interest mimic altruism?

Let us first note that if motivation A can mimic (i.e. produce the same behavior as)
motivation B, then B can also mimic A. Taking A for prudence (long-term self-interest)
and B for reason, some of the founders of modern philosophy offered both arguments.
Montaigne (1991, pp. 709-710) wrote that “Even if I did not follow the right road for
its rightness, I would still follow it because I have found from experience that, at the
end of the day, it is usually the happiest one and the most useful”. In other words, if we
are moral we shall also end up promoting our self-interest. Montaigne does not suggest
any mechanism, however, that might tend to bring about this happy coincidence.

The more common argument is that prudence can mimic morality. In two letters
to Princess Elisabeth Descartes affirms more explicitly the extensional equivalence of
these two motivations. In the first, he simply asserts it without argument

[It] is difficult to determine exactly how far reason orders us to interest ourselves
in the public; yet that is not something in which one must be very exact; it suffices
to satisfy one’s conscience, and in doing that, one can grant very much to one’s
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inclination. For God has so established the order of things, and has joined men
together in so connected a society, that even if everyone related only to himself and
had not charity for others, a man would nevertheless ordinarily not fail to employ
himself on the behalf of others in everything that would be in his powers, provided
he uses prudence [Descartes (1978, p. 164); translation slightly modified].

This is little more than a restatement of Montaigne’s optimistic view, with the left-
hand and right-hand sides of the equation reversed. In the second letter, he also offers a
mechanism, the “Descartes effect” [Kolm (1984)], by which this coincidence would be
brought about:

The reason that makes me believe that those who do nothing save for their own
utility, ought also, if they wish to be prudent, work, as do others, for the good
of others, and try to please everyone as much as they can, is that one ordinarily
sees it occur that those who are deemed obliging and prompt to please also receive
a quantify of good deeds from others, even from people who have never been
obliged to them; and these things they would not receive did people believe them
of another humor; and the pains they take to please other people are not so great as
the conveniences that the friendship of those who know them provides. For others
expect of us only the deeds we can render without inconvenience to ourselves, nor
do we expect more of them; but it often happens that deeds that cost others little
profit us very much, and can even save our life. It is true that occasionally one
wastes his toil in doing good and that, on the other hand, occasionally one gains in
doing evil; but that cannot change the rule of prudence that relates only to things
that happen most often. As for me, the maxim I have followed in all the conduct
of my life has been to follow only the grand path, and to believe that the greatest
subtlety [finesse] is never to make use of subtlety (ibid., pp. 176—177; translation
modified).

If we help out a neighbor in a pinch we may benefit him much more, in absolute
terms, than what it costs us to help him. If each of two parties to an interaction adopts
the strategy of responding to demands for help when helping doesn’t cost too much
and asking for help when it doesn’t cost the other party too much to provide it, both are
likely to be better off than if each tried to be self-sufficient. Although the net effect for A
in his interactions with B may turn out be negative, if B finds himself in a pinch more
frequently than A, the net effect of adopting the strategy in all his interactions with B,
C, D, etc. is likely to be positive. Assuming that agents have a reasonably long time-
horizon, enlightened self-interest may thus mimic morality. Note that Descartes does
not count merely on bilateral reciprocity, as in the iterated Prisoner’s Dilemma (PD),
since he says that if A helps B he is also likely to receive the help of C, even if the latter
has “never been obliged” to him. The argument, obviously, does not satisfy modern
demands for rigor, but, as we know from the theory of iterated games and reputation-
building, it can be made rigorous.

A different mechanism operates when the presence of some genuine altruists induces
other (selfish) persons to mimic them. The argument comes in several varieties. Con-
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sider first an argument proposed by Becker (1974), using the example of an altruistic
husband and a selfish wife. He likes reading in bed, which disturbs her sleep. Becker
claims [but see Bergstrom (1989)] that she nevertheless benefits from his reading be-
cause at the higher utility level it induces he will more than compensate her for her loss
of sleep. She would, therefore, not take the opportunity to prevent him from reading
if it were available to her at no cost. Her behavior is the same as that of a wife who
genuinely cares for her husband, but the underlying motivation differs. In real families
(but not in Becker’s model) a husband would rather be loved than not, i.e. he would
prefer that this wife let him read because it benefits him, not because it benefits her. If
he takes her altruistic behavior as evidence of an altruistic motivation, he is living in a
fool’s paradise.

Another variety of the argument arises when selfish individuals behave altruistically
because they are afraid of being punished by altruistic interaction partners if they don’t,
or hope to be rewarded by them if they do [Fehr and Fischbacher (2002)]. The argument
relies on an idea of conditional altruism, in which the altruist is motivated to reward
those who show a cooperative attitude and to punish those who don’t. This strong reci-
procity differs from the “weak reciprocity” of the iterated PD with self-interested actors
in that it shows up even in one-shot interactions. At the same time, since strong reci-
procity embodies a “normative standard” it also differs from spontaneous or pre-social
emotions of gratitude or vindictiveness [Fehr and Fischbacher (2004, p. 65)]. It is thus
reducible neither to interest nor to passion. [For further comments, see Section 3 below
and Elster (2005b)].

The Ultimatum Game (UG) offers an example of altruistic behavior induced by fear
of punishment [Camerer (2003, Chapter 2)]. By themselves, the generous offers made
by the typical Proposer in the UG might seem to reflect altruistic motivations. When we
compare them with the much less generous offers in the Dictator Game (DG), in which
the Responder has no opportunity to punish a stingy Proposer, we can infer that a large
part of the generosity is due to non-generous motivations. The logic of the argument
is clearly brought out by an intervention by George Mason at the Federal Convention
in 1787 in a debate over the terms of accession of future Western states. When Gou-
verneur Morris and others proposed that these should be admitted as second-rate states,
so that they would never be able to outvote the original 13 states, Mason argued strongly
for admission with the same rights as the original states. First, he argued from principle:
By admitting the Western states on equal terms, the framers would do “what we know
to be right in itself” [Farrand (1966, vol. I, p. 578)]. To those who might not accept
that argument, he added that the new states would in any case be unlikely to accept a
degrading proposal.

If the Western States are to be admitted into the Union, as they arise, they must be
treated as equals, and subjected to no degrading discriminations. They will have
the same pride & other passions which we have, and will either not unite with or
will speedily revolt from the Union, if they are not in all respects placed on an
equal footing with their brethren (ibid., p. 578-579).
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Mason refers to the “pride and passions” of the new states, not to their self-interest.
Even if it would in fact be in their interest to accede to the union on unequal terms rather
than remain outside, they might still, out of resentment, prefer to stay outside. At the
same time, he appeals to the self-interest of the old states, not to their sense of justice.
He is telling them that because the new states might be motivated by passion rather than
by interest, it would be in the interest of the old states to act as if they were motivated
by reason rather than by interest.

At the Federal Convention we also find repeated claims that, in Feinberg’s terminol-
ogy, self-interested other-regarding motivations can mimic altruistic motivations. The
best-known argument of this kind was made by George Mason when he warned against
the danger of overreacting to the abuses and excesses of popular democracy:

We ought to attend to the rights of every class of people. He [Mason] had often
wondered at the indifference of the superior classes of society to this dictate of
humanity & policy, considering that however affluent their circumstances, or el-
evated their situations, might be, the course of a few years, not only might but
certainly would distribute their posteriority through the lowest classes of Society.
Every selfish motive therefore, every family attachment, ought to recommend such
as system of policy as would provide no less carefully for the rights and happiness
of the lowest than of the highest orders of Citizens (ibid., vol. 1, p. 49).

A similar argument was offered by Gouverneur Morris in the debate over the repre-
sentation of the states in the Senate:

State attachments and State importance have been the bane of this Country. We
cannot annihilate; but we may perhaps take out the teeth of the serpent. He wished
our ideas to be enlarged to the true interest of man, instead of being circumscribed
within the narrow compass of a particular Spot. And after all how little can be the
motive yielded by selfishness for such a policy. Who can say whether he himself,
much less whether his children, will the next year be an inhabitant of this or that
State (ibid., vol. 1, p. 531).

On another occasion Gouverneur Morris was at the receiving end of the same ar-
gument. In response to Gerry’s espousal of Gouverneur Morris’s proposal to limit the
representation of future Western states, Roger Sherman replied that “We are providing
for our posterity, for our children & our grand Children, who would be as likely to be
citizens of new Western States, as of the old States. On this consideration alone, we
ought to make no such discrimination as was proposed by the motion” (ibid., vol. II,
p- 3).

Another episode from eighteenth-century politics may be cited to show how interest
may be made to mimic a more impartial attitude. In the elections to the French Assem-
blée Constituante in 1789, the normal pattern was that members of one estate in a given
electoral district chose a representative among themselves to represent them. The elec-
toral rules allowed, however, delegates of all three estates to the electoral assemblies to
vote jointly on who should represent a given estate. For instance, members of the clergy,
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the nobility and the third estate would all vote on who should represent the nobility in
the National Assembly. A few districts, notably the Dauphiné, took advantage of this
possibility. The idea seems first to have been formulated by the Comte de Virieu, who
proposed in 1787 that

in this new election all be elected by all, so that there is no deputy from one Order
that does not also have the support (voeu) of the other two. Although each deputy is
destined to communicate the interest of the body to which he belongs, he is never-
theless not its special mandatory, and thus is not obligated to embrace exclusively
its particular passions and views, but becomes through this mode of election the
representative of all [cited after Joubert (1990, p. 349)].

The system was adopted in the fall of 1788 by an assembly of the three estates con-
vened by the King for the purpose of organizing the meeting of the provincial Estates.
Mounier — the leading spirit in the reform movement in the Dauphiné — justified it as
follows:

This form offers a precious advantage: that of having all the Orders contribute to
the choice of their respective deputies. They all become the mandatories of the
people as a whole (le peuple en corps), and this union of the various classes of
electors will be a new motive for representatives to consult only the interests they
have in common [cited after Egret (1942, p. 76)].

Modifying the details of the arrangement in Dauphiné, I shall offer a numerical ex-
ample to show how such cross-voting [Elster (2005¢)] may temper the effect of interest.
Assume that an electoral assembly of 30 clergy, 30 nobles and 60 commoners has to
elect 15, 15 and 30 deputies from the three orders. Assume also, for specificity, that
within each estate two thirds want only to promote the particular interests of that estate
and one third want to promote the general interest. Suppose finally that the candidates
elected are those who receive the largest number of votes. Within (say) the clergy, the
10 members who want to promote the general interest will receive 10 votes from the
clergy, 30 votes from the nobility, and 60 votes from the third estate, 100 votes alto-
gether. These 10 candidates between them will receive 1000 votes. The total number of
votes to be castis 15 - (30 + 30 + 60) = 1800. The remaining 800 votes could in theory
be cast for 7 candidates who would each receive more than 100 votes. At worst, there-
fore, 8 of the 15 deputies from the clergy will represent the general interest. In practice,
the votes for those who do not represent the general interest will be so diluted (per-
haps for strategic reasons) that all will receive less than 100 votes. In that case, 10 out
of 15 deputies from the clergy will represent the general interest. The same reasoning
holds for the nobility.

Within the third estate, the 20 members who want to promote the general interest
will receive 20 votes from their own estate and 30 votes from each of the other estates,
80 votes altogether. These 20 candidates between them will receive 1600 votes. The total
number of votes to be cast is 30 - (30 4+ 30 + 60) = 3600. The remaining 2000 votes
could in theory be cast for 24 candidates who would each receive more than 80 votes.
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On that worst-case assumption, only 6 out of 30 deputies from the third estate would
represent the general interest. On the best-case assumption, the 2000 remaining votes
would be divided more or less equally among the forty remaining candidates. All would
receive less than 80 votes, and ten would be elected. In that case, 20 out of 30 deputies
from the third estate would represent the general interest. This outcome would in fact be
realized as long as the candidate ranked eleven among the forty candidates received less
than 80 votes. It would take considerable coordination to bring the vote of the eleventh-
ranked above this threshold.

Needless to say, the numbers are arbitrary. What the exercise shows is that even when
two thirds in each group are concerned only with the interests of that group, cross-voting
can produce an assembly in which two thirds of the members care only about the general
interest. As Tocqueville (2004, p. 531) wrote in his posthumously published notes to the
Ancien régime, “If the practice of voting in common [rather than separately by orders]
were to be adopted, it is to be regretted that one did not everywhere follow the practice
of the Dauphiné, so that the deputies from each order would have been chosen by all
orders; that would have favored agreement”. For an exercise in the same spirit, yielding
somewhat similar results, see White (1987, pp. 234-235).

These examples of interest-induced altruistic behavior fall in several categories.
(i) Reputation-building. (ii) Investing in the welfare of altruists to induce even larger
gifts in return. (iii) Hope of reward from strong reciprocators. (iv) Fear of punishment
by strong reciprocators. (v) The fusion of interest and impartiality behind the veil of ig-
norance. (vi) The emergence of impartiality through mutual checking of interests. This
is certainly not an exhaustive list. Yet however many further mechanisms we might want
to include, they will not be able to account for all observable altruistic behavior. There is
no reason to doubt the sincerity of those framers at the Federal Convention who thought
the new states should be admitted on an equal footing because it was “right in itself”.
At the same time, they tried to persuade others that this policy would be in their interest,
either because new states would reject unequal terms or because the descendants of the
original framers might be citizens of one of them. Also, when altruistic behavior occurs
in situations where people are shielded from the observation by others so that the latter
are unable to punish or reward them, it is likely to spring from altruistic motivations
(but see Section 6 for some complications). To elicit such motivations experimentally,
therefore, it is important that subjects do not engage in face-to-face interaction.

4. Can passion mimic altruism?

Earlier, I noted that emotions (e.g. love or sympathy) can produce altruistic motivations.
Here I shall discuss whether other emotions (e.g. pride and shame) can mimic altruistic
motivations, that is, make a non-altruistic agent act as if he cared about the welfare of
others.

As a point of departure, let us again consider the importance of anonymity in experi-
mental design. This condition may be important even when others are not in a situation
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to offer rewards or punishments. Since even a selfish person might feel uncomfortable
knowing that another person, who cannot punish him and whom he will not meet again,
thinks badly about him, the presence of the other might induce him to act altruistically.
Although he may not care about other people’s welfare, their thoughts about him may
matter to him. Immoral individuals need not be shameless. This is why experimenter
anonymity is sometimes imposed (and made known to the subjects) in laboratory stud-
ies that try to elicit “pure” motivations, i.e. motivations that are untainted by ongoing
social interactions [Fehr and Fischbacher (2002, p. 5; 2003, p. 785)]. Similarly, to pro-
vide reliable evidence of altruistic motivations, donations to charity must be unknown
not only to the recipient and to outside observers, but to the staff of the charitable orga-
nization. However, if people shield their good deeds from the world by dropping money
into collection boxes in empty churches, scholars are unlikely to learn about them. I re-
turn to this paradox in the concluding section.

The desire to be well thought of by others, independently of their capacity to confer
material rewards or punishments, can be a powerful mechanism for mimicking motives
that one does not really feel. Equally strong, perhaps stronger, is the desire not to be
badly thought of. These desires are linked to the emotions of pride and shame that guide
a large part of human behavior. Again I begin with Montaigne, who drew a distinction
between true and false motivational “coins” — acting for the sake of what is right and
acting for the sake of what other people think about you. As the former motivation is
rare, policy makers may have to rely on the latter:

If that false opinion [a concern for what other people think] serves the public good
by keeping men to their duty [. . .], then let it boldly flourish and may it be fostered
among us as much as it is in our power. [. . .] Since men are not intelligent enough to
be adequately paid in good coin let counterfeit coin be used as well. That method
has been employed by all the lawgivers. And there is no policy which has not
brought in some vain ceremonial honours, or some untruths, to keep the people to
their duties [Montaigne (1991, p. 715)].

Napoleon echoed the idea when, defending the creation of the Légion d’Honneur
in 1802, he said that “men are led by such baubles”. (His old soldiers from the republi-
can army reacted strongly against this invention.) Approbativeness [Lovejoy (1961)] —
the desire to be well thought of by others — is a false coin that may have to substitute
for the true coin of morality. Alternatively, shamefulness — the desire not to be thought
badly of by others — may serve as the false coin. Social norms may induce people to re-
frain from actions that they might have otherwise have carried out. Abiding by the norm
is not enough to make others think well of them, however. Approbation is reserved for
supererogatory acts that go beyond the norm. What is obligatory in one society may be
supererogatory in another. In Norway, there is a (mild) social norm that a sibling should
donate a kidney if one is needed for transplantation, whereas in France such behavior
might be seen as supererogatory [Lorenzen and Paterson (1994, pp. 110-111, 113)]. In
certain social circles, donations to charity are mandatory [Posner (2000, p. 61)].
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Whether approbativeness or shamefulness can mimic altruism depends on the sub-
stantive criteria others apply in assessing behavior. In societies that value disinterested-
ness highly, the desire for praise might cause people to act as if they did not care for
their personal welfare. Among the founding fathers in America, the desire to be seen as
disinterested [Wood (1987); Adair (1998)] generated behavior that was indistinguish-
able from that which would have been produced by genuinely disinterested motivations.
The self-denying ordinances of the French Assemblée Constituante on August 4 1789
[Elster (2004b)] and May 16 1791 [Shapiro (2002)] were at least in part motivated by
the desire of the framers to outdo each other in disinterestedness. It has been said, in fact,
that on the latter occasion, they were “drunk with disinterestedness” [Lebegue (1910,
p- 261)]. In suicide missions, the desire for posthumous glory may reinforce and perhaps
substitute for patriotic altruism [Elster (2005a)]. Contributions to good causes can also
owe much to the desire for tangibly expressed praise. In the Art Institute of Chicago,
for instance, the relative importance of donors is carefully indicated by the size of the
plaques honoring them. In Great Britain, it is sometimes alleged that there are two ways
of becoming a peer: by secretly giving a great deal of money to the governing party and
by publicly donating large sums to charity.

Other societies may place greater value on — and thus stimulate the expression of —
virtues that do not in any systematic way tend to mimic altruism. Napoleon’s baubles
were intended to encourage soldiers to risk their lives in battles that for the most part
were intended to enhance the glory of France, not the welfare of the French. Some indi-
viduals may choose a life of self-abnegation because of the praise their society bestows
on religious virtuosi, but hermits and monks are often more focused on the rituals of
worship than on their fellow beings. As far as I know, there is no tendency for com-
munities that place a high value on education and learning to generate more altruistic
behavior than others. The cult of beauty in modern Western societies stimulates self-
centered behaviors that would seem to be inimical to the concern for others. Overall
therefore, it is hard to say whether the desire for praise by one’s fellow beings tends to
induce behaviors that also enhance their welfare.

Social norms — based on fear of blame rather than hope of praise — are also ambiguous
in this respect. The behavior they dictate may or may not coincide with spontaneous
altruistic acts. Consider first how the causal structure of the operation of social norms
distinguish them from moral norms (Figure 1).

Although the content of social norms may be unconditional (“Don’t litter in public
parks”), their efficacy may be conditional on the presence of observers. (Later I consider
the converse phenomenon — norms that are conditional in content but do not require
observers for their efficacy.) The presence of others has, in fact, a very strong multiplier
effect. There is a consensus among psychologist that the burning feeling of shame is
more intensely painful than the pang of guilt [Lewis (1992, p. 77), Tangney (1990,
p-