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Henrich clearly presents the convincing evidence that the evolution of prosocial
preferences—altruism and altruistic punishment—is both theoretically possible and empir-
ically present in human populations. Henrich convinces us using only the most restrictive
arguments. If one goes beyond the assumptions of one-gene, one-trait, or recognizes the
existence of “social cognition"Gaporael, 1997 the case for the existence of prosocial
behavior is overwhelming. Furthermore, while Henrich is probably correct in saying that
large-scale social cooperation is unique to the human species, mounting evidence suggests
that prosocial behavior is also present in such diverse non-human species as lions, meerkats,
fire ants, and Arabian babbler8I(itton-Brock, 2002 So why is the reaction against the
notion of pure altruism so strong in both economics and biology? A likely reason is that it
goes against the dominant cultural belief in progress through competition among individu-
als. Both evolutionary biology and political economy matured in Victorian England where
Darwin’s careful and cautious argument for evolution by natural selection was recast as
“survival of the fittest”, a metaphor which fit the dog-eat-dog world of commercial society.
Rugged individualism is reflected in the gene-based reductionism of biology as well as the
agent-based reductionism of welfare economBexr¢h and van den Gowdy, 2003

In his contribution, Henrich establishes the theoretical basis for cultural group selection
based on large-scale cooperation. He shows that the existence of prosocial behavior cannot
be explained by individual-based characteristic alone such as kin selection, reciprocal al-
truism or costly signaling. This does not contradict Darwinian natural selection which can
operate on any statistically reliable pattern. Patterns of culture may vary widely in human
societies based on the different kinds of cultural transmission including conformist trans-
mission (a short cut to reliable information), prestige-based transmission, punishment of
non-conformists, and normative conformity by which people want their behavior to match
that of the group. The interplay between these kinds of cultural transmission and the in-
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teraction between within-group and between-group variation gives the enormous array of
human cultures on the planet. Human societies exhibit multiple stable equilibria with dif-
ferent mixes of selfish and non-selfish people and different cultural rules enforcing group
behavioral norms.

As Henrich suggests, these results and others from behavioral economics, experimental
economics and game theory have important implications for economic theory and policy.
These results have uncovered “large, consistent deviations from the predictions of the text-
book representation d¢fomo economicus’ (Henrich et al., 20011 “Economic man” is the
cornerstone of orthodox economic theory and is an essential support for economic polices
based on standard model of general equilibrium welfare economics. The axioms of con-
sumer choice insure that this creature is selfish, consistent in choices, always prefers more
to less, and is thus able to efficiently allocate a limited income among an array of desir-
able goods so as to achieve a unique global utility maximum. Of course, many economists
know thatH. economicus is a caricature of real-world behavior. Leading economics jour-
nals routinely publish empirical studies refuting the axioms of consumer choice. Prefer-
ences routinely violate the canonical assumptions of transitivagines and Taylor, 1992;
Tversky, 1969, continuity Spash and Hanley, 199%reversibility (Knetch, 1992and nar-
row self-interestiFehr and Géachter, 20D2rhe findings of Henrich and others demonstrate
that group level differences are more important than individual characteristics in explaining
economic behavio{enrich et al., 2001

The canonical model is not only at odds with empirical evidence about human decision-
making, but it also fails the predictability test of a good economic model as set forth by
Friedman (1953n half-century ago. Evidence from game theoretic experiments such as
the ultimatum and dictator games, various versions of the public goods game and the exis-
tence of altruistic punishment show that individual agent-based (non-social) explanations
of economic behavior are poor predictors of real-world economic behavior. Economic,
ethnographic, and experimental evidence from a variety of traditional and market-oriented
societies show unequivocally that people do not behave according the canonical model of
welfare economicsHenrich et al., 2001p. 73). Experimental results show that pure al-
truism holds even in simple one-shot games where the patrticipants know they will never
interact againfehr and Géachter, 2002; Frank et al., 1p9®wak et al. (20003uggest that
human emotional responses have been shaped by millions of years of living in small groups
and that our emotions are not finely tuned to anonymous interactions. This suggests that the
impersonal market economy might not be the best vehicle to determine social choices.

These findings are not new. Economists have known about Veblen and Bandwagon effects,
public goods, oligopolies, and other group-based economic behavior for decades. So why
do most economists still cling to the notiontdf economicus? The answer is that, together
with the assumption of perfect competition, it is one of the essential supports for the notions
of general equilibrium and Pareto optimality. These concepts are the essence of neoclassical
economic theory and neoliberal economic policy; they provide the theoretical justification
for the superiority of competitive market outcomes.

Neoclassical economics remains firmly grounded in the two fundamental theorems of
welfare economics. The first asserts that any perfectly competitive outcome is Pareto op-
timal. The second asserts that any Pareto optimal outcome may be achieved as a compet-
itive equilibrium with the proper lump sum transfers. In spite of its widely acknowledged
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shortcomings, the goal of Pareto efficiency dominates contemporary economic policy.
Lockwood (1987 p. 811) summarizes the importance of the second Pareto theorem:

It is no exaggeration to say that the entire modern microeconomic theory of government
policy intervention in the economy (including cost—benefit analysis) is predicated on this
idea.

Armed with the two fundamental Pareto theorems, economists attack any problem by
attempting to create the conditions for a competitive economy so as to achieve Pareto
optimality. The solution to any real-world problem is a secondary outcome of “getting
the prices right” so that Pareto optimality may be achieved. Welfare economic models
are much more than mildly interesting theoretical toys. These models lie behind the pro-
nouncements of leading economists on a variety of critical issues including global warm-
ing, international trade and development policies, and biodiversity protection. For example,
Nordhaus (1992, 2001jses a dynamic general equilibrium model assuming a CES utility
function (with one omniscient consumer) and a Cobb—Douglas production function (with
one omniscient firm) to advocate a business as usual approach to controlling greenhouse
gases. According to Nordhaus (quoted\NawScientist online, June 12, 2002a vague
premonition of some potential disaster is insufficient grounds to plunge the world into
depression.”

A major problem for standard welfare theory, and the policies that come out of general
equilibrium models, is that empirical results from behavioral and experimental economics
undermine the assumptions of the canonical model of preference formation. And this un-
dermines the notions of general economic equilibrium and Pareto optimality, concepts
essential for contemporary neoliberal economic policy. But acknowledging prosocial be-
havior is essential for constructing scientifically valid explanations of economic behavior.
Models allowing for altruism and other aspects of social decision-making consistently lead
to better predictions than those which do not allow fo@irtis, 1999.

In surveys of consumer preferences, information is collected that routinely violates the
axioms of consumer choice. Lexicographic preferences are widespread, people express eth-
ical concerns based on group norms, and considerable evidence exists that people value the
medium and distant futures about the same (hyperbolic discounting). But collected infor-
mation about consumer attitudes is filtered by economists through the axioms of consumer
choice tofitthe stylized “facts” of welfare economi&sd. 1). If economics is to be a serious
science, its models of human behavior should describe behavior as it really exists and not
as it “ought to be” to make it mathematically tractable.

Again, criticisms of economic man are not new. In spite of the obvious fact that culture
matters in economic behavior, attempts to incorporate it have not fared well in the past.

Expressed Preferences TheFilter of Welfare Economics  Distorted Preferences
[lexicographic ordering, = [transitivity, non-satiation, =>» [everything is tradable,
hyperbolic discounting, universal substitutability, everything has a price,
stewardship] methodological individualiam] straight-line discounting]

Fig. 1. Preferences and the axioms of consumer choice.
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Nevertheless, contemporary criticisms of H. economicus are likely to have more of an
impact for two reasons. First, the empirical evidence for prosocial behavior is overwhelm-
ing, and second, this behavior can now be mathematically modeled. One need not deny
that egoism runs deep in human societies to argue that it may be tempered by a variety
of cultural checks and balances. The century-old behavioral foundations of neoclassical
welfare theory cannot withstand the current onslaught of accumulating empirical evidence
and mathematical analysis. The question iswhat happens next? Can standard theory accept
prosocial behavior and till retain the basic framework and results of neoclassical welfare
economics? An obvious possibility for mainstream theory isto treat “groups’ asthe unit of
analysisrather than individual s or families. Each group could maximizeits collective utility
based on the fundamental results of consumer theory, and economic analysis and policy
could proceed as before. Thisis exactly how institutions are incorporated into mainstream
theory in the “new institutional economics’ of Demsetz (1967), North (1990) and others.
In this view, ingtitutions are no different than other market commodities. New institutional
economists refer to the “demand” and “supply” of ingtitutional change, whose “market
clearing price” occurs (of course) where the “demand curve for ingtitutional change” meets
the “supply curve for institutional change” (quotes are from Alston et al., 1996, taken from
Bromley, 2000).

But what if economics took the new findings in behavioral and experimental economics
seriously and replaced H. economicus with a species that more accurately reflected the
behavior of real Homo sapiens? What would the new economics look like? The implica-
tions for economic policy of a science-based theory of human behavior are far-reaching.
At a minimum, the emerging model of human behavior and decision-making implies the
following:

1. Policies should focus on the specific problem under consideration rather than relying on
spillover effects from the construction of hypothetical efficient markets.

2. The aleged global optimality of competitive markets is an illusion. If consumer de-
cisions are not strictly rational, then there is nothing sacrosanct about any particular
competitive market outcome. Market efficiency is only one of many possible economic
goals (Bromley, 1990).

3. Atomistic agent-based models cannot adequately capture the complexities of human
decision-making. Economic policies should allow for group choiceswithin aframework
of within-group diversity.

4. Economic policy should recognize that decision-making is parametric and based on
multiple criteria. Traditional cost—benefit analysis distorts human preferences by forcing
incommensurable preferences into a single money metric.

A recent articlein aleading economicsjournal (Bergstrom, 2002) presented the convinc-
ing evidence supporting the existence of prosocia behavior, but concluded: “ Doesthismean
our familiar analytic tool, selfish old Homo economicus (sic), is an endangered species? |
don’t think his admirers have reason to worry.” Bergstrom may be correct. H. economicus
is himself a fine example of group selection. Such a maladjusted and ill-adapted creature
could not survive in the jungle of academia without the support of legions of economists
with a carefully constructed network of rewards and punishments ensuring his continued
existence.



J.M. Gowdy/ J. of Economic Behavior & Org. 53 (2004) 69-73 73

References

Alston, L., Eggertsson, T., North, D., 1996. Empirical Studiesin Institutional Change. Cambridge University Press,
Cambridge.

Bergh, J., van den Gowdy, J., 2003. The microfoundations of macroeconomics: an evolutionary perspective.
Cambridge Journal of Economics 27, 65-84.

Bergstrom, T., 2002. Evolution of socia behavior: individual and group selection. Journal of Economic Perspectives
16, 67-88.

Bromley, D., 1990. Theideology of efficiency: searching for atheory of policy analysis. Journal of Environmental
Economics and Management 19, 86-107.

Bromley, D., 2000. A most difficult passage: the economic transition in central and eastern Europe and the former
Soviet Union. In: Proceedings of the Presentation of the Paper at the KATO Symposium, Humbolt University,
Berlin, November 2—4.

Caporael, L., 1997. The evolution of truly social cognition: the core configurations model. Personality and Social
Cognition Review 1, 276-298.

Clutton-Brock, T., 2002. Breeding together: kin selection and mutualism in cooperative vertebrates. Science 296,
69-75.

Demsetz, H., 1967. Toward atheory of property rights. American Economic Review 57, 347-359.

Fehr, E., Gachter, S., 2002. Cooperation and punishment i n public goods experiments. American Economic Review
90, 980-995.

Frank, R., Gilovich, T., Regan, D., 1993. The evolution of one-shot cooperation: an experiment. Ethology and
Sociobiology 14, 247-256.

Friedman, M., 1953. The methodology of positive economics. In: Friedman, M. (Ed.), Essays in Positive
Economics. University of Chicago Press, Chicago, pp. 3-43.

Gintis, H., 1999. Game Theory Evolving. Princeton University Press, Princeton.

Henrich, J., Boyd, R., Bowles, S., Camerer, C., Fehr, E., Gintis, H., McElreath, R., 2001. In search of Homo
economicus. behavioral experimentsin 15 small-scale societies. American Economic Review 91, 73-78.

Knetch, J., 1992. Preferences and nonreversibility of indifference curves. Journal of Economic Behavior and
Organization 17, 129-139.

Lockwood, B., 1987. Pareto efficiency. In: Eatwell, J., Milgate, M., Newman, P. (Eds.), The New Palgrave
Dictionary of Economics, vol. 3. Macmillan, London, pp. 811-813.

Loomes, G., Taylor, C., 1992. Non-transitive preferences over gains and losses. Economic Journal 102, 357-365.

NewScientist online, 2002. Two years to save the world. June 12 (http://archive.newscientist.com).

Nordhaus, W., 1992. An optimal transition path for controlling greenhouse gases. Science 258, 1315-1319.

Nordhaus, W., 2001. Global warming economics. Science 294, 1283-1284.

North, D., 1990. Ingtitutions, Institutional Change and Economic Performance. Cambridge University Press,
Cambridge.

Nowak, M., Page, K., Sigmund, K., 2000. Fairness versus reason in the ultimatum game. Science 289, 1773-1775.

Spash, C., Hanley, N., 1995. Preferences, information, and biodiversity preservation. Ecological Economics 12,
191-208.

Tversky, A., 1969. Intransitivity of preferences. Psychological Review 76, 31-48.


http://archive.newscientist.com

