
bgt handout: Charness and Rabin (2002)

1 Context and issues

Goal of the paper: modelling social preferences, via building utility functions, on
the basis of simple psychological tests.

Results: the model and parameters that best fit the data shows that there is little
inequity aversion and a preference for increasing social welfare. The latter better
explains helpful sacrifice. Reciprocity is reduced to “concern withdrawal.”

Selfish vs. other-regarding preferences: what assumptions for neo-classical
economics?

• Maximising material benefits
• De gustibus non est disputandum

According to the second point: there can be an empirical study of social preferences.
It is possible to talk about altruistic preferences and gains in “utility” through pro-
social motives. Puzzles: altruistic choices, but also Pareto-damaging choices.

Revealing social preferences: preferences are revealed in choice situations, in-
sofar as we assume that:

• Motivations are crucial causes in determining choices. The underlying motiva-
tions can be revealed by observing choices: when one chooses A rather than B,
one reveals his or her preference for A over B.

• Choices allows ordering outcomes according to their relative subjective valua-
tion or ‘utility’. We can use the theory of utility and its ordinal interpretation
since there is no choice under risk in Charness and Rabin’s choice set.

Note: while revealing preferences can be interpreted, as above, as studying the motives of action, it

can also be interpreted as describing dispositions. In that case, utility is not describing subjective

valuation, but what it is that the cognitive mechanisms aim at (description of their function).
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The experimetal method
• Monetary payoff: true incentives required
• Simple games: no or simple strategic cognition involved
• Anonymity

Limits of some standard games:
• the ultimatum game
• the prisoner dilemma
• also: trust games, public good games, dictator games, ...

There are confounding factors, when used for testing social preferences:
• desires for reducing inequalities and desires for retaliation are counfounded

(ultimatum and prisoner dilemma)
• “the only plausible Pareto-damaging behavior permitted is to reduce inequal-

ity.” (ultimatum)
Charness and Rabin choice sets aim at telling apart multiple factors. They have
chosen forced choice among two possible distribution. Consequences:

• One shot game with no strategic stakes, then one shot with strategic thinking.
• The increase in social welfare is a variable that can be analysed (versus the

dictator game that is always a zero-sum game).
• The reciprocity factor is isolated (versus trust game, or prisonner dilemma).

⇒ Refer to pages 829-830 for choice sets.

Social preferences modelled
• Narrow self interest

• Warm glow
• Inequity aversion and difference aversion
• Social welfare
• Competitive

• Positive reciprocity
• Strong reciprocity
• Norm compliance

• Sense of fairness (distribution of wealth based on merit)
• Guilt aversion and aversion to disappointing
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2 Charness and Mathew’s method of analysis

The utility function

Simplified form (no reciprocity involved):

If πB > πA then:
UB(πA, πB) = ρ.πA + (1− ρ).πB

If πB < πA then:
UB(πA, πB) = σ.πA + (1− σ).πB

Interpretation
• competitive preferences is expressed by σ 6 ρ 6 0.

“B always prefers to do as well as possible in comparison to A, while also caring
directly about her payoff.”

• difference aversion is expressed by σ < 0 < ρ < 1
“B likes money, and prefers that payoffs are equal, including wishing to lower
A’s payoff when A does better than B.”

• social welfare preference is expressed by 1 > ρ > σ > 0
“subjects always prefer more for themselves and the other person, but are more
in favor of getting payoffs for themselves when they are behind than when they
are ahead”

• θ is a factor for expressing reciprocity: it plays a role only when the partner
has misbehaved (thanks to the factor q). When that is so, there can be Pareto
damaging preferences.
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When other pursue self-interest at the cost to social welfare, then subjects
decrease utility gained from partner’s payoff by θ > 0.

Practice exercise B has been playing four independent versions of the dictator
game and

1. B chooses (800,200) vs. (0,0)
2. B chooses (300,600) vs. (700,500)
3. B chooses (200,700) vs. (600,600)
4. B chooses (0,800) vs. (400,400)

In these four experiments, B chose the option that is on the left hand side in the
text above. What can we conclude about B? That he is irrational? inequity averse?
That he wants to maximise social welfare? Or has he just narrow self-interests?

Solution The goal of this exercise was to derive constraints from the choices made
by B on the variables in Rabin and Charness formula expressing social preferences.
The choice made in (a), B chooses (800,200) vs. (0,0), is expressed, in the theory of
expected utility with social preferences used by the authors, by:

UB(800, 200) > UB(0, 0)

Using Charness and Rabin expression of inequity aversion, we obtain:

200× (1− σ) + 200× σ > 0

which gives: σ > −1

3

From choice (c), we obtain by the same method that: ρ >
1

5
Such constraints on σ and ρ are compatible with B having the social preferences of
inequity aversion (since ρ and σ can be such that σ < 0 < ρ < 1) but also with social
welfare preferences (since ρ and σ can be such that σ 6 ρ 6 0). But B could not
have “simple competitive preferences,” which are expressed with σ 6 ρ 6 0.

Results The analysis consists in calibration, then conclusion on what preferences
explain better most of the observed choices.

Analysis of what utility functions would account for most choices.
E.g. “in Table II, the proportion of observations explained by social-welfare

preferences is signifi- cantly higher than the proportions explained by the other three
types of preferences” p. 883.
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3 Discussion

• Are the incentives adequate?
The mode of payment included a draw on what decision was paid ...

• Are the instructions clear (c.f. apendix A)?
• Can Berkeley and Barcelona results be included in a single analysis?
• What are the possible consequence of implementing role reversal?
• What are the possible consequences of implementing the ‘strategy method of

elicitation’ in the cases where reciprocity is at stake?

• What choices can be calibrated with Charness and Rabin model?
Is that a weakness or a strength?

• What about ecological validity?
– Can we assert that the preferences thus revealed motivate behaviour out-

side of the lab? Which one?
– To what extent are these preferences as dispositions context dependent or

can we assume that they are stable?
Note that the experiment did not check for consistency!

• How and why might these preferences evolve (evolutionary psychology) and
develop (developmental psychology). To what extent do they depend on en-
culturaltion (social and cognitive anthropology)?

• The results show an important diversity of preferences across subjects.
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