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Abstract

We propose a theory of tolerance where endogenous lifestyles and exogenous traits
are invested with symbolic value by people. Value systems chosen by parents for their
children affect the esteem enjoyed by individuals in society. Intolerant individuals attach
all symbolic value to a small number of attributes and are irrespectful of people with
different ones. Tolerant people have diversified values and respect social alterity. We study
the formation of values attached to various types of attributes and identify circumstances
under which tolerance spontaneously arises. Policy may affect the evolution of tolerance
in distinctive ways, and there may be efficiency as well as equity reasons to promote
tolerance. An empirical investigation of tolerance of homosexuality demonstrates that
our theory helps to shed light on survey data of endorsed values.
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1 Introduction

Tolerance - i.e. respect for diversity - is often viewed as a distinctive feature of modern
western societies, one that clearly differentiates them from traditional ones. Whereas
"traditional man" surrenders to social norms and heavily sanctions those who deviate,
"modern man" accepts social alterity without raising his eyebrows. Tolerance may pro-
mote peaceful coexistence between diverse groups and favor individual self-actualization.
Conversely, intolerance hinders the manifestation of proclivities and talents and demands
a heavy toll on those who dare to be different. Minorities enjoy a substantial degree of
protection only in tolerant societies, and that protection strengthens democratic political
rights.

While tolerance might be desirable in principle, not all contemporary societies can be
qualified as tolerant. Supporting this, empirical evidence comes from the World Values
Surveys - waves of representative national surveys about attitudes, starting in the 1980s
and covering many countries. Those surveys show that present pre-industrial societies
exhibit distinctly low levels of tolerance e.g. for abortion, divorce, and homosexuality
(Inglehart and Baker, 2000). Cross-country differences with respect to tolerance are typ-
ically explained by sociologists and political scientists resorting to so-called theories of
cultural modernization. Accordingly, along with economic prosperity and with the deep-
ening of market relations, deferential orientations, which subordinate the individual to
the community, give way to "democratic personalities" and "liberal attitudes" that entail
growing tolerance of human diversity (e.g. Nevitte, 1996; Inglehart, 1997). Economists
are perhaps the only social scientists who have been silent about the nature of tolerance.
However, economic reasoning may contribute original insights into the determinants and
consequences of tolerance. In the current paper, we develop a framework based on utility-
maximizing agents to think about tolerance.

In our model, every individual is equipped with a value system. The latter maps
each element of a set of judgeable types into a scalar. The value system of an individual
determines how much esteem he allocates to himself and others. In turn, self-esteem and
the esteem received from others are arguments of an individual’s utility function.

We study equilibria in which not only ressource allocation and relative prices but
also symbolic values are endogenously determined. A comparison with price models may
illuminate our approach. Economists have developed formal models to explain how prices

form within various market structures. Similarly, value formation can be explained with



reference to various socialization structures. While perfect market competition is the
reference mechanism for studying prices, perfect socialization by altruistic parents can be
considered the benchmark model for studying symbolic values. This means that parents
choose the value system of their children so as to maximize their children’s expected
utility.!

We propose to think of tolerance as a property of the value system endorsed by people.
A person is tolerant if she attaches symbolic value not only to her own characteristics but
also to those that she does not have - but others have. Conversely, an intolerant person has
an unbalanced value system that makes her at the same time complacent and irrespectful
of traits and lifestyles that are not her own. A theory of tolerance must identify the
circumstances under which parents have an incentive to educate their children to open
minds, i.e. transmit a value system that attaches relatively equal worth to different traits
and lifestyles.

The judgeable attributes that enter value systems and for which tolerance can be
defined are as diverse as ethnic group, gender, profession and sexual orientation. The
current paper is organized around three headings: endogenous attributes (e.g. occupation,
dealt with in Sect. 3), exogenous stochastic attributes (e.g. homosexuality, dealt with
in Sect. 4), and exogenous deterministic attributes (e.g. race and gender, dealt with in
Sect. 5). While in some cases it may be debatable how to classify a particular attribute
(e.g. religion), this way of proceeding enables us to present the relevant trade-offs in a
very clear fashion.

Occupation is a central category for defining one’s identity and a natural object of
evaluation. Today, occupational diversity, with the exception of illegal activities, is ac-
cepted by virtually everyone; by contrast, intolerance with respect to various occupations
was not rare in medieval european society. To put it in positive terms, craft honour and
local patriotism were much stronger in those societies than today. The model presented
in Section 3 offers an explanation for such a change.

In the case of endogenous attributes, a value system can be seen as an incentive
mechanism designed by a benevolent parent. If the parent knows in which occupation the
offspring will fare at best, the parent optimally tilts his child’s value system in favor of
that occupation. By teaching pride for that occupation and contempt for the remaining
ones, the parent enhances the offspring’s self-esteem at no private cost. Value systems
will instead be balanced if socialization occurs behind a veil of ignorance. If parents are

sufficiently uncertain about their offspring’s talent or the future income opportunities

! Parents actually compete with other agencies like school, churches, and commercial advertisers, which
all invest resources in order to affect the value systems of people. The key role of the family in shaping
people’s values has been documented in many empirical studies.



associated with the various occupations, value diversification is optimal, as it avoids the
risk of very low self-esteem due to the wrong combination of values and behavior.

Pre-industrial societies displayed both rare occupational change (because of entry re-
strictions and slow technical progress) and low geographical mobility (because of exhor-
bitant mobility costs). This implied a relatively high degree of predictability of future
activity and location. We suggest that craft honour and local patriotism began to vanish
because technological and political innovations dramatically increased professional and
geographical mobility.

Section 4 employs the notion of symbolic values to shed light on tolerance with respect
to exogenous traits that parents cannot observe when they socialize their children, like ho-
mosexuality. Because of the insurance effect just described, the symbolic value associated
with a given trait increases with the subjective probability held by the parents about their
child developing that trait. As a consequence, beliefs dynamics can be a crucial ingredient
for explaining the rise of tolerance.

To illustrate the role of beliefs dynamics, we develop a simple model where societies
may be trapped in an intolerant equilibrium. In such a situation, individuals with the
minority trait hide their true identity and by doing this confirm the belief that the trait is
rare. This, in turn, leads families to instill intolerant values which justify the mimicking
behavior of those with the minority trait. In such a situation, an anti-discrimination law
that weakens the incentive to hide the trait may induce outing, updating of beliefs about
trait frequency, and, eventually, a more tolerant value system.

We use this particular model to demonstrate that our theory allows one to look in a
productive way at the survey data on the values endorsed by people. Legislation prohibit-
ing the discrimination of homosexuals is especially developed in the European Union, and
in the wave of the last enlargement new EU member states had to pass corresponding
anti-discrimination laws. Using survey data from the World Values Surveys, we scruti-
nize the conjecture suggested by our model that values attached to homosexuality have
become less negative in the new EU member states. Results from a treatment analysis
presented in Section 4 are supportive of the model’s prediction.

Nowadays, the hottest issue concerning tolerance is, at least in Europe, the one about
the ethnicity of immigrants. In terms of our approach, this is an example of a deterministic
exogenous trait, similar in this to gender and race. Section 5 develops a simple model
devoted to the emergence of tolerance for such traits.

The main thrust of that model is that educating to respect for alterity can be seen as
an investment prior to matching. When individuals compete for matches, e.g. between

national business owners and immigrated workers, being tolerant may yield a competitive



advantage to its carrier since the latter can be expected to respect the partner’s identity
and is therefore a more attractive companion. Thus, the emergence of tolerant values
requires both complementarity between the services provided by carriers of different traits
and "personalized" teams, where members care about the treatment that they receive from
the other team members. The resulting degree of tolerance depends on the intensity of

competition for good matches.

2 Symbolic values and related literature

Our theory of symbolic values is based on four main assumptions. First, we posit that
individuals pass judgments of approval, admiration, etc., and their opposite upon certain
traits, acts, and outcomes. Those judgements obey an individual’s value system, which is
a way to allocate value to bundles of judgeable characteristics. Formally, we shall describe
the value system of an individual as a function that maps the set of judgeable types onto
the real line. We take the set of judgeable types as exogenously given.?

We think of the evaluation of types as an essentially relative procedure by which
granting more value to a type implies that less value is attributed to the remaining ones.
A special case is one where the individual ranks all types and the symbolic value that the
individual associates with any particular type is that type’s rank. Since the total number
of ranks is given, assigning a higher value to a given type would imply that a lower value
is associated to other types. However, we do not want to restrict value systems to be
rank-dependent because people’ s judgements seem to entail more than rank information:
two types that rank one after the other may be close or far apart in terms of their symbolic
values and that difference should be captured by two different value systems. Therefore,
in order to capture both the relative dimension of values and value differences that do not
stem from differences in rank, we normalize the total amount of value that an individual
associates with all types to a constant; the allocation of that amount to the various types
is then defined as the individual’s value system.

Second, we assume that individuals desire a good opinion of oneself on the part of
other people. The relevant human environment for approbativeness may be an individual’s
family, friends, colleagues, neighbors, or society at large. The desired ways of thinking
may be in a scale that distinguishes contempt, indifference, interest, approval, praise,
admiration, and veneration.

Third, individuals have a desire for self-esteem. This desire for a pleasing idea of

oneself presupposes self-consciousness. Humans are both actors and spectators of what

2 A similar approach is adopted in the models of cultural evolution and identity discussed later. There,
the existence of a culturally relevant trait and that of a social category are taken as given.
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they are doing. Since they are evaluative beings, they also judge themselves.

Fourth, we posit that the standards of approbation or disapprobation which the in-
dividual applies to himself are the same as those which he applies to other people. This
postulate corresponds to the rule of judging yourself as you would judge of others. While
psychologists have identified ways of self-deception, i.e., methods that individuals adopt to
manipulate their self-image, in the main individuals are subject to the control by the logic
of consistency. It is difficult to systematically approve in oneself acts which one condemns
in others, and when one does so, his fellows are quick to point out the inconsistency.

In the current paper, value systems stem from socialization by altruistic parents.?
This approach is closely related to models of cultural evolution proposed by Bisin and
Verdier (2000, 2001), who have studied settings in which parents purposely socialize their
children to selected cultural traits. In their models, vertical socialization, along with
intragenerational imitation, determines the long-term distribution of cultural traits in the
population.*

Our theory mainly differs from Bisin and Verdier’s one in two respects. First, Bisin
and Verdier assume that parents want their children to have the same cultural trait as
themselves. They motivate this assumption by the possibility of "imperfect empathy"
on the side of parents. This means that parents evaluate their children’s actions using
their (the parents’) preferences. In our theory, parents choose the value system of their
children so as to maximize the child’s utility. Second, the objects that are transmitted
from parents to children are modeled in different ways. Whereas in Bisin and Verdier’s
theory parents transmit a preference trait, in ours they transmit a value system. The
essential property of a value system is that, taking it in conjunction with an individual’s
attributes, it determines the esteem enjoyed by the individual. In our theory, individuals
have preferences over esteem and the usual list of consumption goods. The advantage of
modeling socialization to a value system rather than to a preference trait is that one keeps
preferences fixed, so that normative analysis based on the Pareto criterion is possible. A

cost of this modeling approach is that one has to add esteem to the standard arguments

3 An alternative route followed by the literature - e.g. Frank (1987) and Fershtman and Weiss (1998)
- is the evolutionary approach, where the preference profile in society is determined by a process of
economic selection. In that framework, the exogenously given preferences are replaced by an exogenous
"fitness" criterion which determines the number of individuals with given preferences. Our approach
is consistent with the view that caring about esteem may be wired into human beings as the outcome
of evolutionary selection, whereas the symbolic values of attributes are the outcome of a socialization
process. Such a dualistic view was proposed by Pugh (1978).

4See also Bisin et al. (2006). Empirical evidence on cultural transmission from parents to children has
been presented e.g. by Fernandez et al. (2004), who argue that mothers affect their sons’ preferences over
women. A model where ideology is affected by parents and schools is offered by Kremer and Sarychev
(1998).



of the utility function. This is also true of Bisin and Verdier’s theory, which introduces
the offspring’s preference parameter in the parent’s utility function.

A related approach has been developed by Akerlof and Kranton (2000, 2005), whose
notion of identity shares some important features with our notion of self-esteem. In their
theory, a person’s identity is associated with different social categories and how people
in these categories should behave. Violating behavioral prescriptions causes a utility loss
and may produce responses by others who want to defend their sense of self. We follow
Akerlof and Kranton’s theory in that we also generalize the utility function so as to include
arguments that capture important nonpecuniary motivations of human action. However,
we employ a different method to determine the prevailing norms of behavior. Akerlof and
Kranton use sociological evidence to formulate assumptions about behavioral prescriptions
that are likely to capture important aspects of reality. We derive those prescriptions as
part of an equilibrium in a model based on individual optimization under constraints.’

An alternative route to behavioral prescriptions is proposed by Brekke et al. (2003) to
explain voluntary contributions to public goods. In their model, individuals derive self-
esteem from conforming to a contribution norm that is endogenously determined. The
ideal contribution level is the one that maximizes social welfare when all individuals con-
form to it. Similarly to the warm-glow model, there is a moral motivation that alleviates
the free-rider problem. A distinctive insight of Brekke et al. is that policies indirectly
influence voluntary contributions through their effect on the individuals’ perception of
the morally ideal contribution. Kaplow and Shavell (2007) offer a general model of com-
pletely centralized norm formation, where feelings of guilt associated with some acts are
inculcated by a central planner so as to maximize social welfare. They find that such
moral sentiments can be welfare-improving in the presence of externalities but that they
should only imperfectly correct behavior because they are costly to inculcate and subject
to various constraints on their use.

Our approach is also related to Auriol and Renault’s (2008) analysis of status allocation
in firms. In their model, a principal designs a contract stipulating each agent’s wage and
status so as to solve a moral-hazard problem. Similarly to the model in the following
section, Auriol and Renault study how a symbolic but scarce resource is allocated so as

to create the desired incentives. There is a given amount of status that the principal

5Concerns for self-respect and esteem also play a key role in Benabou and Tirole’s (2006) model of
pro-social behavior. Their main interest is the interaction between those nonpecuniary motivations and
asymmetric information. That interaction gives rise to both social signaling and self-signaling — when
people are uncertain about the kind of people they are. Assuming that people value public spiritedness
and disvalue greed, Benabou and Tirole generate several insights into individuals’ contributions to public
goods. By contrast with the current paper, they do not deal with the issue of why people attach value
to certain attributes and not to others.



attaches to the various positions within the firm and the agents care about the status
associated with their own position. In terms of the approach of the current paper, their
principal can be seen as selecting the value systems of her agents, where positions are the
attributes invested with symbolic value and agents care about self-esteem and the esteem

received from the other agents in the firm.

3 Economic activity

We first develop a deterministic model where tolerance does not arise. Then, we extend
the model to incorporate uncertainty and identify circumstances under which tolerance

arises.

3.1 Deterministic benchmark

Consider an economy populated by a continuum of atomistic individuals i € [0, 1]. In-
dividuals consume one homogeneous good, which is used as the numeraire. They have
common preferences and specialize in one of two activities or occupations, referred to as a
and b. The income accruing to an individual specializing in activity « € {a, b} is denoted
by v,.% In order to capture decreasing returns and congestion effects, we assume that the
income obtained from an activity is a decreasing function of the number of individuals
who practice that activity. Denoting by n the number of individuals who practice activity
a, the incomes y,(n) and y,(n) are respectively decreasing and increasing with n, and
both functions are continuous.”

Occupations are invested with symbolic value by individuals. The value attached to
occupation x € {a,b} by individual i is measured by a non-negative index v(x,i). The

couple {v(a,7),v(b, i)} describes the value system of individual i. We use the normalization

v(a,i) +v(b,i) =1, (1)

so that the value of an activity relative to the alternative is between -1 and +1.
Individuals care about consumption and esteem, both of which depend on occupational

choice. Preferences are additively separable and represented by

U(i) = S(e(i)) + BV (sel fo(i)) + yW (socv(i)). (2)

6Income should be thought of as including not only pay but all material consequences of an occupation
that are relevant for utility.

TAn example that satisfies our assumptions is the following. The consumption good is produced by
competitive firms with two types of labor, a and b, and the production function is increasing and strictly
concave in the two types of labor. With competitive labor markets, the equilibrium wages of the two
occupations are continuous and decreasing functions of the number of individuals in each occupation.
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The functions S(-), V() and W(-) are strictly increasing and continuous. The first one
captures utility from consumption, which is given by the individual’s income: ¢(z) = vy,
where z(i) € {a,b} denotes the individual’s occupation.

The second one captures utility from self-esteem. We define an individual’s self-esteem

as the esteem in which he holds his own occupation:

sel fu(i) = v(z(1),1). (3)

The third term of the utility function captures utility from esteem received from others.
In the model of the current Section we only consider the esteem received from society at
large, i.e. an individual’s social esteem. This is defined as the average of the esteem

granted to an individual’s occupation over the whole society:

socu(i) = /0 o(2 (i), §)d. (@)

Parameters § and v are positive and capture the strength of value concerns.

The timing of decisions is as follows. First, each individual i chooses his value system
{v(a,i),v(b,i)} subject to constraint (1). This step of the game can be interpreted as
a benevolent parent choosing the values of his child. Second, individuals choose their
activities x(i) conditional on their values. Then, individuals receive their income and
consume.

A socio-economic equilibrium is a situation in which each agent chooses his activity
and values so as to maximize his utility function, taking the choices of other agents as

given. A basic property of that equilibrium is the following one:

Proposition 1 In a deterministic equilibrium, each individual attaches the maximal amount

of value to the activity that he practices:

v(x(i), i) =1, Vi.

Hence, individuals are completely irrespectful of alterity: v(z,i) = 0 if x # z(i).
The proof of Proposition 1 relies entirely on the fact that individuals know their future
occupations when they choose their values.® Given the absence of uncertainty about the
returns to occupations a and b, individuals know their future occupation in equilibrium.
Individuals cannot expect to be indifferent between the two occupations when they choose
their values: if it were the case, they would strictly increase their utility by changing their

values in a way that tips the balance towards one of the two occupations.

8 All proofs in this paper are in the Appendix.



To prepare for the analysis of the stochastic version of the model, it is useful to stress
some other properties of the equilibrium. By Proposition 1, the net benefit of occupation

a relative to occupation b is
Ba(n) = [S(ya(n)) = S(ys(n))] +~ [W (n) = W (1L —n)]. (5)

The first term in square brackets on the right-hand side of this equation captures the
material gain from choosing occupation a rather than b. This term is decreasing with
n because of the impact of the relative scarcity of the two types of labor upon their
relative income. The second term in square brackets captures the symbolic gain from
choosing occupation a rather than 0. This term is increasing with n because the social
esteem granted to an occupation increases with the number of individuals who value
that occupation which is, in equilibrium, the number of individuals who choose that
occupation.

An interior equilibrium, in which both occupations are chosen by a strictly positive
mass of individuals, must satisfy the equilibrium condition B, = 0. One can also have
corner equilibria in which all individuals choose occupation a (n = 1 and B, > 0) or b
(n =0 and B, <0). If B, is strictly decreasing with n on the whole [0, 1] interval, then
the equilibrium must be unique.

The second term on the right-hand side in (5) increases with n from —y[I¥ (1) — W (0)]
for n = 0 to y[W (1) —W(0)] for n = 1. If v is large enough this term dominates, implying
that there are two stable equilibria, one in which all individuals practice a and one in
which they all practice b. Conversely, if v is small enough, the equilibrium is unique.

Therefore, concerns for social esteem can lead to conformism. By choosing to invest
symbolic value in his own future activity an individual reduces the social esteem for the
other activity and thus induces other individuals to imitate him. This may generate
bandwagon effects in the choice of values and activities.

In an interior equilibrium, the concern for social esteem magnifies the difference be-
tween the size of group a and that of group b. Suppose that there exists n € (0,1) such
that y,(n) = yp(n) and suppose 1 # 1/2. The condition B, = 0 can be satified at n = n
if and only if v = 0. Consider a stable interior equilibrium, satisfying B/, (n) < 0 (this
requires 7 to be not too large). If n < 1/2, then B,(n) < 0 and B, is equal to zero for a
value of n lower than n. If n > 1/2, then B,(n) > 0 and B, is equal to zero for a value of
n higher than n. Hence, the concern for social esteem reduces the size of group a if it is
smaller than 1/2 and increases it if it is larger. The reason is that individuals who belong
to majority groups tend enjoy more social esteem in an intolerant society.

Notice that this conformism effect could not arise in a perfectly tolerant society. If

all individuals attach the same value to each occupation, the symbolic rewards of both



occupations are equal, independently from the size of their relative workforces, and only

income matters for the individual’s choice of activity.

3.2 Socialization behind the veil of ignorance

A natural interpretation of the above model is that an individual’s values are selected by
his benevolent parents and the latter have perfect foresight about the occupation of their
child. We now relax the assumption of perfect foresight by allowing the income level to be
stochastic. Specifically, individual 7 is assumed to earn y,(n)(1+4;) if employed in sector
a, and to earn y,(n)(1 — A;) if employed in sector b, where A; is a binomial zero-mean
random variable equal to A € [0, 1] with probability 1/2 and to —A with probability 1/2.
Thus, A measures the degree of uncertainty and captures the parents’ lack of knowledge
about the relative payoffs of occupations faced by their children when adults. We refer
to the realization of A; as to the income opportunities or the talent of individual i. For
ease of exposition, we assume completely independent risks. Thus, ex post there is one
half of the population that is talented for a and the other half is talented for b; there is
no aggregate risk.’

We additionally assume that S(-) and V(-) are strictly concave, and that a positive
consumption level is necessary for subsistence, i.e. lim. o S(c) = —oc.

The sequence of events is as follows. First, the parent of individual ¢ € [0, 1] chooses his
child’s value system {v(a, i), v(b,7)} subject to (1). The parent is perfectly benevolent and
selects the values that maximize his child’s expected utility. Second, Nature selects the
income opportunities and each individual gets to know them. Third, individuals choose

their occupations x(7), receive their income, and consume.

3.2.1 Decision problem at family level

We solve for the parent’s optimal investment in values by proceeding backwards, looking
first at the child’s choice of occupation, conditional on his values. Notice that when the
child makes his choice, uncertainty has already been resolved so that the child has perfect
foresight.

Utility derived from social esteem attached to each activity is exogenous at the indi-
vidual level; thus, it will simply be denoted by W, for activity a and by W, for activity
b. Similarly, we use y, and y, for the pecuniary return to activities. Individual ¢ selects

activity a if and only if

S(Qa(l + Az)) + ﬁV(’l}a) + ’yWa > S(yb<1 - A’L)) + @V(l - Ua) + 7Wb7

9As shown by Corneo and Jeanne (2007), the case of aggregate risk leads to qualitatively similar
results.
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where we use v, for v(x,17), z € {a,b}, to save notation.

There are three cases to consider. The individual chooses activity a irrespective of
his income opportunities, he chooses activity b irrespective of his income opportunities,
or he chooses activity a if and only if A; = A. These cases respectively arise under the

following conditions:

V(va) = V(1 —va) > Z[S(me(1+4)) = S(ya(l = A)) —7(Wa — Wa)],

R~

V(va) = V(1 —va) < Z[S(me(1 = A)) = Sya(l +A)) = 7(Wa = Wa)],

[S(yp(1 = A)) = S(Wa(L+ A)) =y (Wa = W)] < V(va) =V(1—va) A

|

Vo)~ V(L —v) < gﬂmﬂ+AD—ﬂ%ﬂ—AD—%Ww4%ﬂ

Since V' (v,) — V(1 — v,) is strictly increasing in v,, these conditions define three sub-
intervals for the value of activity a, say [0, v,[, [v,,Ta], and |, 1], such that the individual
chooses activity a (b) irrespective of his income opportunities if and only if the value he
puts on activity a is in the third (first) interval, and he chooses the activity for which the
income shock is positive if and only if v, is in the intermediate interval. This is intuitive:
the individual chooses the activity with the highest pecuniary payoff when his choice is
not too much influenced, in one way or another, by symbolic values.

Note that, depending on preferences and returns to occupations, one could have v, = 0
or v, = 1, in which case the first or the third interval have zero measure. The intermediate
interval collapses to one point v, = v, if there is no uncertainty about the child’s talent,
ie. A=0.

Let us turn to the parents’ decision problem. Since there is no aggregate uncertainty,
parents have perfect foresight about the aggregate variables. However, they are uncertain
about their child’s income opportunities. In the three sub-intervals defined above, the

level of their child’s expected utility is given as follows:

S(yp(1 = A)) + S(yp(1 + A))

in [0,v,[, E[U] = 5 + BV (1 — vg) + Wy,
i [, BIU) = (8001 + A)) + BV () +9Wal + 5S((1+ A)) + BV (1 = va) + W),
i, 1), Bv] = Sl ENESEED) | gy 4w,

Figure 1 shows how E[U] depends on v, in the case where the three intervals have a
strictly positive measure. The child’s welfare is strictly decreasing with v, in the left-
hand-side interval: increasing the value put by the child on activity a unambiguously

reduces his welfare since he will practice activity b with certainty. The child’s welfare
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strictly increases with v, in the right-hand-side interval. The child’s welfare is a concave

function of v, in the intermediate interval, since

n [Qa,@a], dgizj] = g[vl(va) - V,(l - Ua)]a
LEU] 8

T = §[V”(Ua) + V"1 —w,)] <0.

From the expression above, it follows that if the interval [v,,7,] contains 1/2, then in
this interval the child’s welfare is maximized by v, = 1/2. If the interval [v,,7,] does
not contain 1/2, then E[U] will reach its local maximum at a bound of the interval: 1/2
should be replaced by v, if v, > 1/2 and by 7, if 7, < 1/2.

E[U]

A

Va

1
1
1
1
1
!
1
1
1
1
1
1
1
1
!
1
1
l
|
/

[ e e e ]

0 Va 1/2

Figure 1: The parents® decision problem

Letting v,, denote the optimal value of activity a in the interval [v,,7,], the corre-

sponding maximum value of welfare is given by

BIUT, = 51801+ A)) + S(u(1 + A)]+ SV (o) + V(1 = 0] + 2, + W)

In the left-hand-side and right-hand-side intervals, the child’s expected utility is max-
imized by setting v, to respectively 0 and 1, since in the left-hand-side interval expected
utility strictly decreases with v, and in the right-hand-side expected utility strictly in-

creases with v,. Hence, the maximum value of welfare attained in those two intervals is

given by
in (0,0, Bf = SWEZRDESWAER) ) g,
in [v,,1], E[U]; = Sl = 4)) ; Sa(1+4) + BV (1) + 4W,.
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*

The parent’s optimal investment in values results from the comparison of E[U]f, E[U],

and E[U]?.

Proposition 2 There exists a critical threshold in the uncertainty over the child’s income
opportunities, A > 0, such that:

if A < A, the parent invests all the symbolic value in one activity which his child will
practice irrespective of his income opportunities;

if A > A, the parent invests the same symbolic value in each activity and the child

chooses the one for which the income shock is positive.

If the amount of uncertainty is negligible, parents optimally invest all symbolic value
in one activity because doing so maximizes the child’s self-esteem and costs little in terms
of expected consumption. Authoritarian paternalism inculcates such values that the child
is led to embrace the occupation that his parents actually chose for him. The result is a
society of highly complacent and intolerant people.

If the veil of ignorance is thick enough, a paternalistic strategy will not be optimal. In
order to preserve a high level of self-esteem, the child might perform an activity for which
he is not talented. Beyond some point, uncertainty becomes so large that the income
risk is not worthwhile bearing and the parents wish their child to perform the activity for
which he turns out to be more talented. In this case, an agnostic view of the worth of
occupations is transmitted. The result is a society of tolerant people who take advantage

of their economic opportunities.

3.2.2 General equilibrium

At the general-equilibrium level, both the returns of the activities and their social esteem
are endogenous. These variables determine the threshold level A which is crucial for the

choice of values by the parents.

Proposition 3 An equilibrium in which all individuals are perfectly tolerant exists if and
only if the uncertainty over the child’s income opportunities is large enough. The threshold
level of uncertainty is strictly increasing in 3, the concern for self-esteem, and is unaffected

by v, the concern for social esteem.

In the general equilibrium, there are three strategies that parents may follow: author-
itarian education investing all value on a, authoritarian education investing all value on

b, and permissive education with value diversification. The general equilibrium can be
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monomorphic, with all parents choosing the same strategy, or polymorphic, with different
strategies yielding the same expected utility in equilibrium.

Besides the monomorphic equilibrium described in Proposition 3, tolerance may arise
with respect to a subset of the entire population as a part of a polymorphic equilibrium.
In such a case, tolerant individuals choose the activity with the highest income and enjoy
a less than maximal level of self-esteem. The remaining individuals attain a maximal
level of self-esteem, but face the risk of choosing the activity with the lowest income.
While ex ante the expected utilities of tolerant and intolerant individuals are equal, ex
post they differ. The conditions for existence of this type of equilibrium are derived in
the Appendix. It remains true that the general equilibrium displays tolerant individuals

if and only if the uncertainty parameter A is large enough.

3.3 Remarks on efficiency

While the socialization strategies selected by parents are privately optimal, they need
not be socially optimal: a socialization failure may occur. For instance, it could be that
the socio-economic equilibrium only has intolerant individuals while tolerance is socially
desirable. We now sketch the possibility of efficiency reasons for collective action in
support of tolerant values.

In order to illustrate how efficiency concerns may justify policies for tolerance, consider
the deterministic model. If all individuals are intolerant, the two activities will carry a
different social esteem as soon as n # 1/2. In contrast, if all individuals are perfectly
tolerant (i.e., attach the same value to each activity), the two activities will carry the
same esteem. Hence, a distinctive consequence of intolerance is to induce a wedge, in
equilibrium, between the real return of the two activities. The move from an intolerant
to a tolerant society would therefore increase aggregate income. Intuitively, in a tolerant
society there is no social pressure to choose any particular activity and people choose the
one with the largest material return. Thereby, production efficiency is enhanced.

As noted above, there is a utility loss inherent in the shift to tolerance, that comes
from the reduction in self-esteem. However, if S[V (1) — V' (1/2)] is sufficiently small, this
loss is more than offset by the income gain. The Appendix offers an example where a

shift from laissez-faire to a tolerant society generates a Pareto-improvement.

4 Sexual orientation

In contemporary societies, intolerance mainly concerns groups that differ by some char-

acteristic that they are not really responsible for, like sexual orientation, colour of skin,
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and ethnic group. Differently from occupation, those traits cannot freely be chosen by
individuals. The same could be argued with respect to traits like alcoholism and drugs
use, the occurrence of which might have genetic causes.

This Section illustrates how beliefs affect the amount of tolerance and discusses equity
reasons for public policy in support of tolerance in that case. Symbolic value is attached
to a trait « € {a, b} that is exogenously acquired with a given probability. As an example,
individuals with trait a could be the heterosexual ones and those with trait b the homo-
sexual ones. Parents inculcate values about x in their children before knowing which trait

they will have.

4.1 Symmetric information

There is a continuum of individuals ¢ € [0, 1] who derive utility from consumption and
esteem. Preferences and value systems satisfy equations (1), (2), (3) and (4). We assume
that V" < 0. The trait is exogenous and, for simplicity, economically neutral, i.e. y,(n) =
yp(n) = y for all n. Denote by ¢ € (0,1/2) the probability for a child to develop trait b,
the minority trait.

Benevolent parents choose their child’s value system before knowing the child’s trait.
The realization of the trait in conjunction with the value systems determine the esteem
of individuals. In equilibrium, every parent maximizes his child’s expected utility taking

other parents’ decisions as given.

Proposition 4 In an interior equilibrium, all individuals select the value system {v,, vy}

uniquely determined by
(1= q)V'(va) = qV"(vs)

and (1). The value attached to b is strictly increasing with q.

If ¢ is close to 0, people will attach a very low value to b; for instance, if V(-) is
logarithmic, v, = q. Then, those who end up with trait b will suffer from both a very low
level of self-esteem and a very low level of social esteem.

This laissez-faire outcome may be publicly viewed as unjust because the individuals
are not responsible for their trait. Conversely, tolerance would equalize the level of esteem
over individuals and this outcome may be seen as equitable. Specifically, tolerance would
be implemented by a Rawlsian social planner whose task is to select a common value
system so as to maximin the ex-post level of utility in society.

Notice, however, that tolerance would not be warranted on equity reasons if one adopts

a utilitarian welfare function. In that case, the first-order condition for the maximization
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of social welfare is

(1—q) |V'(va) + %W’(UQ)] =q [V’(l —v,) + %W’(l — V)
Since ¢ < 1/2, this condition cannot be satisfied by v, = 1/2. This condition is also
different from the equilibrium first-order condition under laissez-faire because of the terms
in W’'. However, it is a priori unclear whether the values preferred by the utilitarian
planner are more or less tolerant than those arising under laissez-faire. If W’ is constant,

the planner prefers less tolerant values.

4.2 Asymmetric information and learning

The veil of ignorance behind which socialization takes place may sometimes be altered
by public policy. We now illustrate how anti-discrimination laws may induce private
information to be released and thereby increase the degree of tolerance.

Modify the model above so as to introduce asymmetric information and learning along
the following lines. First, assume that generations t = 1,2,..T" sequentially choose their
values. Second, assume that there are two possible states of the world: s and s. Those
states are associated with different frequencies of the trait b in the population: for every
generation, Pr{z(i) = b|s} = q and Pr{z(i) = 0[5} =g, with ¢ <q < 1/2. Third, assume
that the trait b is private information and its carriers can mimick those with trait a at a
utility cost 1. This cost may be interpreted as the psychologic cost of repressing identity,
net of any costs due to discrimination. Without significant loss of generality, assume that
V(-) is logarithmic.

All individuals ex ante choose their values and type-b individuals ex-post simultane-
ously choose whether to mimick type-a individuals. Each generation observes the fre-
quency of revealed trait b in the previous generation before choosing their values and uses
that observation to update its beliefs about the state of the world. To focus on essentials,
suppose that each generation has the prior Pr{s = s} = 1.

We analyze the model starting with the socialization and mimicking decisions of the
initial generation. As in the static model, the optimal socialization strategy for individuals
at ¢ = 1 is to set v = ¢. Individuals who turn out to have trait b choose to hide their

trait, given that everybody else does the same, if

W((1 -+ )~ W(g) > % (6)

where the left-hand side is proportional to the utility gain derived from improved social

esteem and the social esteem of an imitator is his expected value, quy + (1 — q)v,.
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Suppose that (6) is satisfied, so that there exists a pooling equilibrium, i.e. outing
does not occur. Then, an equilibrium where b-type individuals reveal themselves cannot
exist. In a separating equilibrium, the condition W(1—¢q)—W/(g) < ¢/y must hold, since
deviating would entail receiving a social esteem equal to v,. Since ¢ < 1/2, that condition
cannot hold if (6) is satisfied.

If nobody in the initial generation reveals trait b, the second generation does not learn
anything about the true state of the world. Hence, it replicates the decisions of the initial
generation. By iteration, this remains true of all generations.

This equilibrium path may be interpreted as depicting an intolerant society where
alterity does not manifest itself. In each period, individuals with the minority trait hide
their true identity and by doing so they confirm the prior that the trait is rare. This,
in turn, leads families to instill intolerant values which prompts those with the minority
trait to hide it.

Now, suppose that at some time ¢ a shock shifts the utility cost of mimicking from
to ¢’ > 4, for instance as a consequence of passing an anti-discrimination law. Suppose
that "

Wl —q)-Wi(g) < o (7)
Then, the previous mimicking equilibrium breaks down and the new one has type-b indi-
viduals outing themselves.

In this case, generation ¢ + 1 learns the true state of the world. If the true state of the
world is not s, as believed by all previous generations, but s, the individuals realize that
the probability to get endowed with trait b is ¢ > ¢q. As a consequence, they invest trait
b with value §. At t + 1, individuals with trait b reveal themselvs if

”
W(l-g9-W(@ < —.
~
By (7) and g > ¢, this condition is indeed satisfied and no pooling equilibrium exists.
Hence, the value attached to trait b increases to g for ever. By setting an incentive to
reveal their minority trait, an anti-discrimination law can trigger a decentralized move

towards a more tolerant society.

4.3 Empirical application

The Charter of Fundamental Rights of the European Union is the first international human
rights charter that explicity prohibits discrimination based on sexual orientation. Member

states of the EU have not only to conform to its general principles but also to implement
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European directives that contain norms against the discrimination of homosexuals.!’ As
a consequence of the last EU enlargement, countries from central and eastern Europe had
to introduce legislation in line with Furopean anti-discrimination policy, including norms
protecting gay and lesbian rights. A standard economic model would predict that this
change in legislation expands the economic opportunities of gay individuals, but would
have nothing to say about its impact on the values and beliefs of the general population.
Our model, by contrast, suggests that legislation may cause changes in behavior and beliefs
that lead individuals to revise their attitudes towards homosexuality so that homophobia
is reduced. We now look whether there is evidence of such an effect in the data.

Values attached to homosexuality can be inferred from answers given to the World
Values Surveys. In the waves 1989-1993 and 2005-2006, respondents were asked whether
homosexuality can be justified. Answers were coded on a 1 to 10 scale, where 1 stood
for "Never justifiable" and 10 for "Always justifiable". We use the answers given to that
survey question to measure the respondent’s tolerance of homosexuality. In order to assess
the impact of legislation, we focus on the evolution of attitudes in new EU member states.
Since those states had to make distinctive adjustments in their legislation to cope with EU
norms, we expect that tolerance of homosexuality has increased more in new EU member
states than in other countries.

There are twenty-three countries in the World Values Surveys for which data on tol-
erance of homosexuality exist for both the 1989-1993 and the 2005-2006 wave. Those
countries include four new EU members: Bulgaria, Poland, Romania, and Slovenia.!' Ta-
bles B1 and B2 in the Appendix present the list of countries in our dataset and summary
statistics for all relevant variables.

From the survey question mentioned above we derive two dependent measures of tol-
erance of homosexuality. The first one is a binary variable that equals 1 if the respondent
chose 10 ("Homosexuality is always justifiable") and 0 otherwise. Thus, this variable cap-
tures those individuals whose attitudes towards homosexuality are very tolerant; we refer
to this variable as TOL. The second one captures the opposite attitude of extreme intol-
erance. It is a binary variable that equals 1 if the respondent chose 1 ("Homosexuality is
never justifiable") and 0 otherwise; we refer to this variable as INT.

Table 1 reports probit results using TOL as the measure of individual tolerance of

homosexuality. Column 1 presents results for our baseline specification, while Columns 2-

10The most recent directive touching upon discrimination on grounds of sexual orientation is the Em-
ployment Directive 2000/78 /EC. Resolutions of the European Parliament on gay and lesbian rights date
back to the early 1980s.

' Although Bulgaria and Romania only entered the EU in 2007, they already made legislative ad-
justments during the EU-negotiations stage. Legislation against discrimination on grounds of sexual
orientation was passed in those two countries in the early 2000s; see De Schutter (2008, p. 23-30).
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4 refer to specifications with different sets of controls. All specifications include a constant
(unreported) as well as the following three regressors: a dummy for the 2005-2006 wave,
a dummy for the new EU countries, and their interaction. The latter is our variable
of interest since it captures the distinctive evolution of attitudes towards homosexuality
in the countries that had to incorporate EU legislation against discrimination based on
sexual orientation. As shown by column 1, results from the baseline specification exhibit
a positive and statistically significant coefficient on the interaction term. This suggests

that tolerance of homosexuality has distinctively increased in the new EU member states.
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Table 1. Probit regressions predicting tolerance for homosexuality (TOL).

(1) (2) (3) (4)

Wave 2005-2006 0.478%*¥*  (0.267*F*¥*  (.285%**  ().127***
(0.014)  (0.015)  (0.015)  (0.018)
New EU member state -0.427%F% 0 _0.202%F*  -0.170%*¥*  _0.127**

(0.038)  (0.039)  (0.040)  (0.041)
Wave 2005-2006 * New EU member state  0.292***  (.239*%**  (.253%**  (.377***
(0.044)  (0.045)  (0.046)  (0.048)

Log GDP per capita 0.431%**  0.473%F*  (.528%**
(0.010)  (0.011)  (0.013)
Female 0.143%#F%  0.150***
(0.014)  (0.017)
Age -0.002 0.002
(0.002)  (0.003)
Age squared -0.000***  -0.000**
(0.000) (0.000)
Married -0.100%**
(0.023)
Divorced of seperated 0.070
(0.037)
Widowed -0.138**
(0.045)
Income category 0.019%**
(0.003)
Primary Income Source:
Part-time work 0.189%*
(0.030)
Self-employment 0.072*
(0.032)
Pension -0.076*
(0.035)
Housewife -0.130***
(0.029)
Student 0.196%**
(0.034)
Unemployment Benefits 0.014
(0.033)
Other 0.079
(0.056)
Observations 68,978 68,978 68,978 56,177
Wald chi-square 1537.39 3157.93 3737.27 2902.99
LR chi-square 1660.97 3789.61 4551.89 3643.36

Numbers shown are coefficients (robust standard errors in parentheses). *, ** and ***

indicate significance at the ten-, five-, and one-percent levels, respectively. All equations
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include a constant.
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According to the theories of cultural modernization discussed in the Introduction,
economic prosperity favors the emergence of tolerance of human diversity. Therefore, in
column 2 we present the results obtained when the logarithm of the per-capita GDP of
the country in the year of the survey is added to the set of regressors. The coefficent
on the interaction term remains positive in this specification. Columns 3 and 4 refer
to specifications that take individual control variables into account. The specification
in column 3 only incorporates the exogenous traits gender and age. The specification
in the last column includes controls for marriage, income class, and primary income
source.'? Again, the regression results strongly suggest that tolerance of homosexuality
has especially increased in the new EU member states.

Table 2 replicates the empirical exercise using INT as the dependent variable, i.e.
it focuses on the probability for individuals to be very intolerant of homosexuals. As
shown by Table B2 in the Appendix, extreme intolerance is much more common than
extreme tolerance in our data set. We expect that the probability to observe a very
intolerant attitude has decreased more in the new EU member countries, i.e. we now
expect a negative coefficient on the interaction term. Columns 1-4 in Table 2 refer to
the corresponding specifications of Table 1. In all specifications, the coefficient on the
interaction term has the expected sign and is statistically significant at conventional levels.
As a further robustness check, we have run ordered probit regressions using the original
1 to 10 scale of the dependent variable. In all four specifications, results similar to those
in Tables 1 and 2 obtain; in particular, the coefficient on the interaction term has the

expected sign and is statistically significant.'?

2Income is measured in ten categories that might be interpreted as the deciles of the income distribution
in the respondent’s country. Educational achievement was not measured in the 1989-1993 wave and is
therefore neglected.

13Results are available from the authors upon request. Statistical significance is lost in many specifi-
cations if standard errors are adjusted for clustering by country of the respondent.
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Table 2. Probit regressions predicting intolerance for homosexuality (INT).

(1)

(2)

(3)

(4)

Wave 2005-2006 -0.561F**F  _0.314%*F*  -0.333***F  _(.227F**
(0.011)  (0.011)  (0.011)  (0.013)
New EU member state 0.499*%**  0.271%FF*  (0.234%**F  (.251%**
0.021)  (0.022)  (0.022)  (0.023)
Wave 2005-2006 * New EU member state  -0.340%** -0.250*** -0.269*** -(.332%**
(0.028)  (0.028)  (0.029)  (0.030)
Log GDP per capita -0.546%*F*F  _0.595%**  _0.620%**
(0.007)  (0.007)  (0.008)
Female -0.110%F%  _0.143%**
(0.010)  (0.013)
Age 0.007***  -0.001
(0.002)  (0.002)
Age squared 0.000*%**  0.000%**
(0.000)  (0.000)
Married 0.156%+*
(0.018)
Divorced of seperated -0.032
(0.029)
Widowed 0.132%**
(0.030)
Income category -0.045%%*
(0.003)
Primary Income Source:
Part-time work -0.168***
(0.024)
Self-employment -0.057*
(0.023)
Pension 0.087**
(0.023)
Housewife 0.125%**
(0.020)
Student -0.144%%*
(0.027)
Unemployment Benefits -0.001
(0.024)
Other 0.136**
(0.045)
Observations 68,978 68,978 68,978 56,177
Wald chi-square 4304.25 9965.11 11184.46  9741.34
LR chi-square 4446.06 11611.55 13301.42 11820.06

See notes to Table 1.
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As we have no information showing that no legislative changes concerning the discrim-
ination of gays and lesbians occurred in the remaining nineteen countries of the sample,
our empirical exercise cannot be seen as a proper treatment analysis. However, if such
legislatory changes occurred, it is unlikely that they have reduced the rights of homosex-
uals; then, the interpretation that anti-discrimination laws in the new EU states had a
causal effect on attitudes towards homosexuality is actually reinforced. Our theoretical

model allows one to make sense of this empirical finding.

5 Gender and race

Hitherto we have argued that individuals may attach value to characteristics that they
do not possess because their socialization took place behind a veil of ignorance. However,
there are characteristics like gender, nationality, and ethnic group that are known by par-
ents when they socialize their children. While the above model would predict intolerance
in that case, one observes people who do pay respect also to the gender, nationalities, and
ethnic groups that are not their own.

Tolerance with respect to those traits can be explained even within a model of per-
fect vertical socialization. Parents may instill tolerance because it indirectly increases
their child’s expected consumption when the latter is determined through matching with
other people. Matching includes marriage (in which case value is invested on gender),
employment when the race of the employer and that of the employee differ (value put
on race), international trade ventures (value put on nationality). In those situations, an
individual’s payoff from a match increases with the amount of esteem received by the
individual’s partner, i.e., the value that the partner attaches to the individual’s trait. If
people compete for matches, being tolerant increases one’s attractiveness as a partner,
because a tolerant partner is respectful. Thus, educating to tolerance can improve the
child’s chances to make a good match at adult age.

As an application, consider the social integration of immigrant workers from a different
ethnic group. Assume that production occurs in teams where workers personally interact,
i.e. they receive esteem from their co-workers. To begin with, assume that national and
foreign workers are perfect substitutes. Then, there is an equilibrium with segregation
where all teams are ethnically homogeneous and people are ethnically intolerant. No
integration occurs because teaching tolerant values decreases the esteem that a worker
confers to the other members of a team and thus makes that worker less valuable to such
a team. In this case, tolerance cannot arise unless it is costly for firms to set up teams

according to ethnicity. Notice that public policy can alter those costs, e.g. by forbidding
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firms to hire and fire according to ethnic group.

Assume now that national and foreign workers are complementary; for instance, na-
tionals own restaurants and foreigners can cook pizzas; teams must be formed by one
national and one foreigner. In this case, equilibrium value systems depend on the inten-
sity of competition on the two sides of the market. Suppose that the pizza bakers are
vertically differentiated according to their skill. Then, a pizzeria owner who wants to
hire a high-quality baker has two instruments at his disposal: posting a high wage and
attaching a positive value to the immigrants’ ethnicity. If nationals’ assets have differ-
ent productivities, they may eventually offer vertically differentiated jobs, i.e. packages
of material and symbolic rewards, to the immigrant workers. In order to get a better
job, immigrants may then have an incentive to attach a positive value to the nationals’
ethnicity: for given skill, pizzeria owners prefer a more deferential baker. In such a case,

both ethnic groups may end up respecting each other.!4

5.1 Matching model

We illustrate the above mechanism by means of a simple model of a marriage market,
where gender is the characteristic on which symbolic value is put. There are two types
of individuals, men, denoted by M, and women, denoted by F', that are to be bilaterally
matched. Each group consists of a continuum, whose mass is normalized to one. Each
individual is characterized by an initial endowment of a gender-specific good. We denote
by wy and wpr the endowment of, respectively, men and women. For simplicity, the
endowment is assumed to be distributed according to the same density function for both
sexes. Density is strictly positive on some interval [0, @], where @ > 0. After that couples
are formed, every man consumes his wife’s endowment and every woman consumes her
husband’s endowment.

Symbolic value is associated with types. The value that individual i assigns to type
0 € {M,F} is measured by a non-negative index v(6,7) and total symbolic value is

normalized to unity:

v(M,i) +v(F,i1) = 1. (8)

Utility is an increasing function of own consumption, self-esteem and esteem granted

Becker’s (1957) seminal work on employer discrimination takes racial prejudice as given and derives
implications for racial wage gaps. Despite this difference, there is a similarity concerning the idea that
market competition matters for the persistence of prejudice. In Becker’s model, prejudiced employers
have a competitive disadvantage because they insist hiring more expensive whites. Thus, they may be
driven out of the market if competition is intense. In our model, prejudice is tempered by the expectation
of more intense competition for matches.
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by one’s partner.'® Self-esteem is the esteem in which the individual holds his own type,
while the esteem that the individual receives from the partner is the value put by the

latter on the individual’s type. We specialize the utility function to
U =ow,+Inw)+ (1+wy)vp, 9)

where w),, is the endowment of the individual’s partner, v is the value that the individual
puts on own type, v, is the value that the partner puts on the individual’s type, and o
is a positive preference parameter. Thus, the second term of the utility function comes
from self-esteem, while the first and the third term come from matching. If an individual
is not matched, then w, = v, = 0.

The timing of decisions is as follows. First, individuals simultaneously choose their
value systems {v(M,1i),v(F,i)} subject to constraint (8). This step of the game can be
interpreted as benevolent parents choosing the values of their children. For simplicity,
there is no uncertainty, i.e. parents know their children’s endowment when they socialize
them. Second, individuals voluntarily match. In equilibrium, values are optimally chosen,
the matching outcome is stable and correctly anticipated when the values are chosen.

We establish the following fact:

Proposition 5 There is an equilibrium at which the value that an individual invests in

_w

T where w is the individual’s endowment.

the other type is

In this equilibrium, the degree of tolerance depends on the individual’s endowment.
The larger the endowment, the larger is the value that an individual puts on alterity. This
result is driven by the fact that the marginal utility generated by the esteem received
from the partner increases with the consumption level, see (9). This makes competition
for matches more intense at higher levels of endowment and leads the corresponding
individuals to invest more value on alterity.

Equilibrium is not unique if ¢ = 0. In that case, complete intolerance also is an
equilibrium. If nobody of the opposite sex is expected to be respectful, there is no com-
petition for partners as lack of respect kills their matching value. Then, individuals of the
other sex put no value on alterity, which prompts the opposite sex to do the same. This

equilibrium is Pareto-dominated by the one with tolerant individuals.

6 Conclusion

Tolerant attitudes towards diversity can be socially desirable on various grounds. However,

they are not necessarily the outcome of a spontaneous process. At the decentralized level

15Gocial esteem could be added without any change in results.
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of families - society’s cells - there exist powerful incentives based on self-interest to shape
children’s attitudes. Moving from an intolerant to a tolerant attitude means that the
individual passes a more positive judgment on the attributes that he does not possess
relative to the ones he has. For tolerance spontaneouosly to arise, the ensuing psychic cost
must be outweighed by the private benefits conferred by tolerance. A first benefit is that,
to the extent that values are transmitted by parents behind a veil of ignorance, tolerance
produces an insurance effect with regard to the individual’s self-esteem. A second benefit
is that having an open mind is an investment prior to matching with persons who possess
the attributes that the individual does not have. The family’s economic and institutional
environment, influenced by public policy, may heavily affect those incentives, favoring or
hindering the emergence of tolerant personalities.

The analysis in this paper has been carried out in very stylized models that aim at
exhibiting fundamental trade-offs in a crystal-clear fashion. There are several possibilities
to develop more detailed models of tolerance, yielding policy implications for distinctive
issues like assimilation and crime. Whereas the current paper has employed a benchmark
model in which benevolent parents select their children’s values, future research could
scrutinize richer settings of cultural transmission, e.g. including horizontal transmission
by peers, medias and other agencies of socialization. Incorporating insights from psychol-
ogy and neuroscience, as practiced by behavioral economics, would also be a worthwhile

strategy to extend the approach proposed in this paper.
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APPENDIX A

Proof of Proposition 1: It is optimal for an agent who knows which activity he will
perform to invest all symbolic value on this activity, since this increases his self-esteem
without affecting the other determinants of his utility. QED

Proof of Proposition 2: We first show that there exists a unique A > 0 such that the
parent is indifferent between concentration and diversification of value, i.e.,

Uy, = ElUT, (10)

m?

It is easy to see that E[U]*, is strictly increasing with A, since

where U, = Sup {E[U]}, E[U];}.

8%[2]; = % [YaS (Yo (1 4+ A)) + ypS" (yp(1 + A))] > 0.

By contrast, Uy, is strictly decreasing with A because both E[U]; and E[U]; are. For
E[U]; this results from,

OEU];
oA

= 215 (1 + A)) = §'(m(1 - A))] <0,

where the inequality follows from the concavity of S(-). A similar argument holds for

Hence E[U]y, — U}, is strictly increasing with A, negative for A = 0 and converges to
plus infinity if A = 1 because S(0) = —oco. Since U, and E[U]};, are continuous in A,
there exists a unique A between 0 and 1 such that E[U];, = U

It remains to be shown that whenever diversification is optimal, then both activities
are invested with the same symbolic value. This can be proven by contradiction. Suppose
that the optimal value choice belongs to the interval [v,, 7,] but is not 1/2. Since it is given
by v, the optimal value must therefore be either the lower or the upper bound of that
interval. First, suppose v, = v,. Since E[U] is strictly decreasing in the interval [0,v,],
there exists a v, in this interval that yields a higher expected utility than v,. Hence, v,
cannot be optimal. Second, suppose v,, = 7,. Since E[U] is strictly increasing in |7,, 1],
there exists v, in this interval that yields a higher expected utility than v,. Hence, v,

cannot be optimal either. This shows that if v,, is optimal, then v,, = 1/2. QED

Proof of Proposition 3: By Proposition 2, in an equilibrium without intolerant indi-
viduals, v(a,i) = 1/2, Vi and n = 1/2 since one half of the population is talented for

one or the other occupation ex post. As a consequence, y, = 4.(1/2), y» = u»(1/2),
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W, = W, = W(1/2). By Proposition 2, tolerance is the optimal strategy for parents if
and only if A > A, where A is implicitly defined by (10).

Hence, a general equilibrium without intolerant individuals exists if and only if A is
larger than the threshold level implicitly defined by (10) where the functions U}, and
E[U|;, are evaluated at v, = ya(1/2), yp = ys(1/2), W, = W, = W(1/2).

Let A* denote the general equilibrium threshold level. Proof of existence and unique-
ness of this threshold level is equivalent to that given for Proposition 2. Straightforward

computations reveal that the threshold level of uncertainty A" is implicitly defined by:

s(n(3)a+5)+s(n(3)a+3)
5 (i ()0 -3) 45 (5 () 1+ 3D),
S () =39)+5 (3 1+5)

()]

Totally differentiating this expression reveals that the threshold level is strictly increasing

—Sup

in 3, the concern for self-esteem, and is unaffected by =, the concern for social esteem.

QED

Polymorphic equilibrium: At most three types of socialization strategies may exist in
equilibrium: investing all symbolic value in a, investing all symbolic value in b, or putting
the same value in each activity. Define, respectively, by p, A and p the mass of families
following each socialization strategy in equilibrium, with p + A + pu = 1.

By the law of large numbers, one half of the number of children of permissive parents
will perform activity a, while the other half will choose activity b. Thus, n = p+ /2 and
1 —n = XA+ u/2. Using these relationships and the derivations in Section 4, the expected
utilities associated with each socialization strategy can be written as,

Rp.m = 0% = 5[5 (s (+ B) 4 8)) 45 (e (04 5) (0 = )[4V (1) 00w (p+5),

L) = E[U]Z‘z%[S(yb<1—)\—g) (1+A)>+S<yb<1—>\—g> (1—A))]

+8V (1) + W (A+ g) ,

Mipa) = B = 5[ (e (o+ §) 0+ ) 45 (w(1-2- 5 1+.)
g

2
+8V (/2 + (W (o+5) +w (A+ 5]
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An equilibrium vector (p*, \*, u*) is an element of Simplex {3} such that if p* > 0,
then R(p*, u*) > Sup{L(\*,u*), M(p*, \*, p*)} and satisfying analogous conditions for
the cases A* > 0 and u* > 0.

In principle, seven types of equilibria may exist: three monomorphic equilibria in
which only one socialization strategy is employed, three polymorphic equilibria in which
only one socialization strategy fails to be employed, and one polymorphic equilibrium in
which all three socialization strategies are employed by a strictly positive mass of families.

However, an equilibrium with three groups cannot exist. If it existed, all three social-
ization strategies would deliver the same level of expected utility. Meeting the equilibrium
conditions E[U]: = E[U]; is equivalent to

118 (o (1) (1 ) + S (g () (1 — AY)] + AW ()

=N

= 5w ) A+A))+8 () (1 - A)+ W (1 -n),

while E[U]* = E[U];, implies
515 (m) (1 ) = S (g () (1 = A)] = T W (m) = 7 (1~ )]
= BV) - V(2]

Since this two-equations-system only has one unknown, it is overdetermined and generi-
cally has no solution. Hence, an equilibrium with three groups does not exist in general.

Consider now the possibility of an equilibrium where p* > 0, A* > 0, and p* = 0.
Then, n = p* is determined by E[U]: = E[U]; or,

1S (a (p°) (1 4+ A)) + S (ya (p*) (1 = A))] + AW (p)

= 515 () A+ A4))+ 5w (p7) (1= A)] + W (1 - p).

el

This equation is similar to the condition B, = 0 in the deterministic model. This is not
surprising, since the equilibrium configuration that we are now considering is one in which
each family puts all symbolic value in one occupation. This is precisely what occurred
in the model studied in Sect. 3. Therefore, the same results apply here. In particular,
the case of a corner solution in the model of that Section corresponds here to the case
of non-existence of the equilibrium with both p* > 0 and \* > 0. In that case, all the
individuals practice the same occupation in equilibrium.

Consider now the more interesting case where p* > 0, u* > 0, and \* = 0. Such a

configuration could not arise in the model without uncertainty. In an equilibrium with
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*

-, must

both tolerant people and intolerant people practicing activity a, E[U]f = E[U]
hold and the equilibrium has to satisfy,

1S (ys (n) (1+ A)) = S (ya (n) (1 = A))] = % (Wn) =W (@ -n)]=p5V(Q1)-V(1/2)]

N | —

Using n = p+pu/2 and p+p = 1, we can express the equilibrium partition as a function
of n. The portion of intolerant individuals is given by p* = 2n — 1 and the fraction of
tolerant individuals is u* = 2(1 — n).Notice that one necessarily has n > 1/2. Hence,
in such an equilibrium, a permissive education leads to both lower self-estem and lower
expected social esteem than an authoritarian one; but this is offset by a larger expected
income.

The net benefit of value specialization relative to value diversification is given by

1S (ya (n) (1= ) = S (3 (n) (1 + ADHBIV D)=V (1/2)]+2 W (n) = W (1= n)].

By(n) = 5

N | —

Each root of this equation that belongs to the interval (1/2,1) defines an equilibrium
where p* > 0, u* > 0, and \* = 0 if it also satisfies E[U]* > E[U];. Again, multiple roots
are possible if v is large.

Similar properties hold for polymorphic equilibria of the type p* > 0, \* > 0, and
p*=0.

Example of Pareto-improving tolerance: Consider the deterministic model of Sect. 3

under the following specification:

U(i) = Inc(i) + Bsel fo(i) + ; In socv(i).

The incomes from the two occupations are given by:
2 (1-n\"*
Ya = g ( n ) )
1 n 2/3
=3 (1 — n) '

Under laissez-faire, the fraction of those in occupation a is determined by

2 2
Iny, + glnn =Iny, + gln(l —n).

Substituting the expressions for y, and y, into this equation and solving it, yields n* = 8/9.
Under tolerance, sel fv(i) = 1/2 = socv(i), Vi. The equilibrium in the labor market is

then determined by Iny, = Iny,, which yields n™° = 2/3.
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Everybody is better off under tolerance rather than under laissez-faire if and only if
UTol > ULF | where

2 (1\"? 2. 8
U =mnZ (= “ln-
n3<8> +5+3n9

and

2 (1\"? B 2 1
Tol
=In-|(= —+-Iln—.
U ng ( 2) + 5 + 03
Substituting these two equations in the above inequality shows that the latter is satisfied
if and only if 8 < (4/3)In(9/8).

Proof of Proposition 4: At the individual level an individual’s social esteem is given;
thus, the value system is chosen so as to maximize the expected utility from self-esteem.
By (1), (2) and (3), in an interior equilibrium, the socialization strategy will satisfy
the first-order condition given in the Proposition. The symbolic value of trait b is then
implicitly given by

V(1 —wp) q
Vi)  1-¢q
Differentiating this equation and using V” < 0 shows that v, strictly increases with q.
QED

Proof of Proposition 5: Each individual can be characterized by a type 6 € {M, F'}

and a matching value,

m=ow+ (1+w)(1l—u). (11)

The latter is the utility that the individual contributes to the partner. It is easy to verify
that any stable matching must be assortative, i.e., men with higher matching value form
couples with women with higher matching value.

Now, consider the first stage. Instead of choosing a value system, individuals can
equivalently be seen as choosing their matching value, the relation between the two vari-
ables being given by (11). In a symmetric equilibrium, men and women with the same
endowment choose the same matching value. So, let H denote the common distribution
of matching value of men and women in equilibrium.

Because matching is positively assortative, a man who chooses m will be matched with
a woman whose rank in the distribution of female matching values is H(m), i.e., the same

as the man’s rank in the distribution of male matching values. Then, that man’s utility
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derived from matching will be H'(H(m)) = m, i.e., the matching value chosen by that
man.
Hence, making use of (9) and (11), an individual’s choice of values is optimal if it

maximizes

U=In(v)+ow+ (1+w)(l—v).
Manipulating the corresponding first-order condition yields

1
v=—",
14+ w

which establishes the second part of the Proposition. QED

33



APPENDIX B

Table B1. Country sample and number of observations by wave.

Country | 1989-1993 | 2005-2006 | Total
Brazil 1,764 1,444 | 3,208
Bulgaria 979 2,260 | 3,239
Chile 1,477 937 | 2,414

China 971 1,601 | 2,572
Finland 560 984 | 1,544
France 958 995 | 1,953
Germany 3,125 1,957 | 5,082
India 2,369 2,350 | 4,719

Italy 1,925 931 | 2,856

Japan 909 976 | 1,885

Korea, Rep. 1,242 1,200 | 2,442
Mexico 1,504 1,448 | 2,952
Netherlands 995 1,016 | 2,011
Poland 1,841 884 | 2,725
Romania 1,080 1,599 | 2,679
Russian Federation 1,836 1,829 | 3,665
Slovenia 938 939 | 1,877
South Africa 2,565 2,895 | 5,460
Spain 3,926 1,122 | 5,048
Sweden 931 2,136 | 3,067
Turkey 997 1,310 | 2,307
United Kingdom 1,427 927 | 2,354
United States 1,744 1,175 | 2,919
Total 36,063 32,915 | 68,978
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Table B2. Summary statistics of all relevant variables.

Variable Obs Mean Std. Dev. Min Max

TOL | 68978 0.109 0.311 0 1

INT | 68978 0.502 0.500 0 1

Wave 2005-2006 | 68978 0.477 0.499 0 1

New EU member state | 68978 0.153 0.360 0 1
Wave 2005-2006 * New EU member state | 68978 0.082 0.275 0 1
Log GDP per capita | 68978 9.299 0.886 6.683 10.691
Female | 68978 0.514 0.500 0 1

Age | 68978 42.575 16.574 15 98

Age squared | 68978 2087.346  1555.334 225 9604

Income category | 56177 4.520 2.374 1 10

Single (reference category) | 56177 0.221 0.415 0 1
Married | 56177 0.661 0.473 0 1

Divorced of separated | 56177 0.055 0.227 0 1
Widowed | 56177 0.064 0.245 0 1

Full-time work (reference category) | 56177 0.418 0.493 0 1
Part-time work | 56177 0.067 0.250 0 1
Self-employment | 56177 0.079 0.270 0 1

Pension | 56177 0.157 0.364 0 1

Housewife | 56177 0.128 0.334 0 1

Student | 56177 0.066 0.248 0 1

Unemployment Benefits | 56177 0.067 0.250 0 1
Other | 56177 0.017 0.129 0 1
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