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ODED STARK*

On the Economics of Others1

We relate to others in two important ways: we care about others, and we care about 
how we fare in comparison to others. In some contexts, these two forms of relatedness 
interact. 

Caring about others can conveniently be labeled altruism. Caring about how we fare 
in comparison with others who fare better than ourselves can conveniently be labeled 
relative deprivation.

Practicing altruism is giving up some for the sake of another getting more. To appre-
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game with payoffs, starting from the bottom left and going clockwise through the four 
cells, 

3, 3 1, 4

4, 1 2, 2

we all know that the outcome of this game is (2, 2) which, for both players, is worse than 
(3, 3). But if each player cares about the other player as much as he cares about himself, 
the payoffs become

3, 3 2.5, 2.5

2.5, 2.5 2, 2

and the players hit the superior (3, 3) outcome. In this case of initial payoffs (4, 1), (3, 3), 
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1 Lecture delivered on the occasion of receipt of the degree of Doctor honoris causa, University of 
Warsaw, March 21, 2013.

* Oded Stark – Universities of Warsaw, Bonn, Klagenfurt, and Vienna; e-mail: ostark@uni-bonn.de
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(Stark 1989; Bergstrom, Stark 1993).

'������������	��	���������������
	�������
	���������������	���������������	���������
�	������������������	�������+�'�
�������������������������		���	��������!����/������������-
��	��	
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���������!�����������������	�������	����������������	����������	���������������
from work in faraway lands, with this trust premised on the migrant family member being 
altruistic toward his or her family (Lucas, Stark 1985; Stark, Lucas 1988; Lauby, Stark 
1988; Stark 2009).
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����������!���<��������	�!������	��	����+�6����������
�������������������	����������	���
ties with the country of origin, in particular with the family left behind, hinder assimila-
��	������������
��$����$�������	���������	�����������	�+�=����
���������������������������
from his or her family having more income, if remittances bring about this increase, and 
�
������������������	���������������	������	��������������������	������������!���!����	��������
then we can see how altruism – caring about the wellbeing of the family that stays behind 
– encourages assimilation; indeed, we can even anticipate that the stronger the altruism, 
the higher the optimal effort to assimilate (Stark, Dorn 2013).
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�������	������������!����	�-
duct by you not credible; after all, executing the punishment will hurt me because your 
pain from being punished translates or converts into my pain (Bernheim, Stark 1988; 
Stark 1993; Stark 1995).

Altruism may not also be the real reason for behavior that is seemingly motivated by 
��������+�G���	���������	����������	������	���������������������������
	��	��������������-
ents: one who is poor, another who is poorer. An altruism-based prediction is that you will 
give the dollar to the poorer. But the opposite need not be true; namely, being observed 
to give the dollar to the poorer does not attest to you being altruistic; you can so donate 
because of “the transfer value of gratitude:” the poorer will appreciate the dollar more 
than will the poor and, correspondingly, his disposition to reciprocate and his intensity of 
����������
����!���������+�6��������	������������	������		����
����H!��J��	���	�������������
��������	������������	������		�+�?
��	�����������������	����	
�����������������	��
���������
the dollar to the poorer, but not for any altruistic reasons (Stark, Falk 1998).

We mentioned at the outset that altruism and dissatisfaction at having less than others 
�	������������+�Q	����������������
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more will be earmarked to the economically less successful child. But an insightful parent 
��������$��
���X�	����������������������	
�����	�������
	�����		�������������������������-
ly compared, are usually urged to follow (or not to follow) the example of other children 
�������
������������	�	�+�Y����������������������������	���������������������
���������	����
���������������	�������������������	����	������	��+�Z����	���������������������������
inheritance than the other child, the latter will experience relative deprivation; an altru-
istic parent may not want to cause that, in which case he will divide the bequest equally, 
thereby avoid engendering any sense of relative deprivation (Stark, Zhang 2002).

\	
������
����������������	��������������	������������������
���������������+�'��	�����-
�	��
����	�������
��������	������
����!�������������	�����	
���������
����	��	�����������������
is quite natural to expect people to respond to this feeling. 
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��������+�=���������������
people are averse to relative deprivation. So, let there be two regions, let the cost of moving 
between the two regions be nil, let the two regions be identical to each other in all relevant 
����������������������������������� ���	����!���	������+�6�����������������	�������������
when an individual migrates, he takes along his income (as if he was born with that income, 
�	��	�����$�+�6�������	�����
������������������������	����������������������������<��������
comparison group. Individuals prefer to be in the region where their relative deprivation is 
�	
��+�Z�������������������������������������
�������������+�G���	�����������������������������
individuals with incomes 9.1, 9, and 2 who, to begin with, are all in region A. Now empty 
region B comes into being or becomes accessible. Then, individual 9.1 (the income of an 
������������������������
����������������	��'�!���������������	�������	������
�	���	������	�
region B, but 9 and 2 will move to region B; 9 will get rid of his relative deprivation, and 2 

�����<��������������������������������	��
����
����^����=������
����^+�����'+�G	���%&�	
�����
�	������	�������������������	��������������	
�
����	�������������	�	���������������	���-
quence of moving.

This simple, steady-state outcome, reached after just one period, is, of course, not the 
only possibility. Suppose that there are four individuals with incomes 9.1, 9, 8, and 2, and 
that once again, to begin with, all the individuals are in region A. Now region B comes into 
being. Individuals 9, 8, and 2 see the attraction of moving there, and they all do. But imagine 
����������<�����	
�������������������	�����"�����>����������
	��	
����������X�������������	�����
of the fraction of those who earn more, and of their mean access earnings.  Then, when 

2 is with 8 and 9, 3
2

�������������������
������������<��������	���	
��
2

9 2 8 2- + -^ ^h h

2
13

= , and thus his relative deprivation will be 
3
2

2
13 4

3
1

$ = , whereas if 2 were to return

to A, his relative deprivation will be . . .
2
1 9 1 2

2
7 1 3 55- = =^ h , which is less than 4

3
1

;

��������	������	�'����
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�����	+�=���������
���������!��$����'��_�
����
�����	�
!�����'��		�!��������������	�������
�����������������������������������������
�	�������	��
earner 9.1 than from the top earner 9 in B, the fraction of those who earn more than he

will be 
3
1

, not 
2
1 +�=���	����_�������'����
�������
����	�!�����=�
����^����������������'�
���

^+������_���	����
�����	����	�=������������	������������������
������>�����#����������������
will not obtain. The elegance of this example (where 8 will always want to be where 2 is) 
emanates from the fact that the behavior of 8 arises not from reaping joy from having 2 
to look down at, but rather from the presence of 2 reducing the agony from looking up at 
9 or at 9.1 (Stark, Wang 2005).

The “marriage” of migration with relative deprivation does not end with the prece-
ding constellation. We already mentioned assimilation. But we can say more. Imagine that 
������	������	
����������	�������������
	����������
�	����������������	������������������
���������������������������������
�	�������̀ +�=���������	
�!�������	����	������	�����������
	�
migrants compare themselves to each other, which yields no relative deprivation. Suppose 
that one of the two migrants considers assimilating, namely exerting an effort to learn the 
language, culture, and the native way of doing things, such that his earnings will rise to 3 
(4 net of the cost of assimilation of 1), while at the same time, his comparison group will 
change as well, namely become that of himself and the native; moving along the assimi-
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lation road is moving in social space. Then, upon assimilation, his new “package” will be

���	��� &� 
���� �� ��������� ���������	�� 	
�
2
1 7 3 2$ - =^ h . Suppose that the migrant

������������	�������
�������	����	�������������������
�������	�������������������	�+�6�����
if the latter weight is high enough, the value of his assimilation “package” will be lower 
���������������	
������������������/��	�������������������	��
�����	��������������+�z����
though assimilation confers an income gain, it will be rejected as an option because it 
�	������	���
������������������������	��������������������������	��!����
>�������	��	�-
pensate for the pain (Stark, Fan 2007).

Behavioral responses to the sensing of relative deprivation can prompt us to question 
even some of the most cherished beliefs about income inequality and social welfare. 
'�
�������������������	
����	������"��������������{��������<��{�����^���+�F�����������
�	����������	������	��	
��
	�������������
�	�����

���������	����x1 and x2 are such that 
x2 > x1+�?�����������	����������������������������{��������<��G(x1, x2) is: 

,G x x
x x

x x
21 2

2 1

2 1=
+

-^ ^h h .

?��
	���������{��������<�����"�����	�������������������	����������!���	�������	��+�}	�������-
tury now, following in the steps of Pigou (1912) and Dalton (1920), it has been maintained 
����������$�����������������
���
�	�����������������������	����		���������������~����	���������
�����$�����������������
���
�	����������������	��������������~�
��������������"������+�?�����
�	������<��������	���	�����������������	������	�������
�������������������	������	���	
���-
�"����������������������	�����������������{��������<���������	���
�������������������	
�
inequality. Yet the principle may not hold if the individuals adjust their behavior in response 
to the transfer. Consider the following reasoning. The poorer individual seeks income for 
two reasons: to obtain income “for its own sake,” and to obtain income in order to hold at 
bay relative deprivation. When income is taken away from the richer individual, the relative 
deprivation sensed by the poorer is reduced, and his incentive to work in order to maintain 
��H!����!��������J�	
�������������������	������	�����	��������
��$����+�'����	������������-
ditional reduction in the relative deprivation of the poorer from receiving that very income 
that is taken away from the richer. As to the richer individual, it is reasonable to assume 
that he will adjust his working time (effort) such that he will not be subjected to as great 
���������	��������	����������!������$����
���
�	��������������������������������
����
����
��	���	
���������/������������������������
��+�Z����!��
��������������
	��������������������

	�$��������������!�
	������������	
����������	������������	�����	��	
�����{�����	�
>�������
will be smaller than the corresponding pre-transfer value. If the reduction in total income in 
the denominator is greater than the reduction in relative deprivation in the numerator, or 
if the reduction in total income in the denominator coincides with the numerator remain-
ing constant, the ratio between the numerator and the denominator will rise, not fall, and 
���	������"��������������������!������{�����	�
>�������
��������������G	������G���$����&�+

}�����������
����!�����������	���$�����		$������
������������	�������	��	
��	�����
��
����
��<���/���	������������������������	�+�

Suppose, once again, that we have two individuals whose incomes are x1 and x2, and 
whose utility functions are u1(x1) = a1 x1 and u2 (x2) = a2 x2, where 0 < a1, a2 < 1 are 
�	�������+�6	��������
��������
��
�����������������	���� ���	�������	�����/������	����
namely that x1 + x2����+�Z��������������������>������	����	
��	��������������
�����	�
about interfering with the prevailing income distribution so as to bring social welfare to 
����<����+�Q������������������
���������
��������������	���������
��������	
������	�����
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�����		$�����������	�������������X��������-
��������	����������������=���	�����\�����	����������������������������������	������������+�
6����������������	����������������$���	���<���/����������	
���������������������������#�����
=���	�����\�����	����������������$���	���<���/��������	�����	
���������������������������#�
���������������������	�������������
������	��"����/�����	���+�

Z���		$�>�������������	�	�	��	
�����=���	�����\�����	������������X

Max(a1 x1 $ a2 x2) = a1a2 Max(x1 $ x2) = a1a2 Max[x1(1 – x1)] = a1a2 Max(x1 – x1
2).

Because 
dx

d x x
x1 2

1

1 1
2

1

-
= -

^ h ��������
�	������>����	������	�����	��	
�����<�����

namely from a1a2(1 – 2 x1) = 0, we get that x
2
1*

1 = ; the Bernoulli-Nash social planner will 

divide incomes equally; this will be welcomed by the egalitarian social planner. 
We next walk into the shoes of the utilitarian social planner. His protocol is:

Max(a1 x1 + a2 x2) subject to the constraint that  x1 + x2 = 1.

As long as a1 ! a2, this social planner will give all the income to the individual whose  
ai , i = 1,2 is higher. And even if a1 = a2, then any distribution will be optimal. One of 
numerous such distributions will be equal incomes; but being one of very many, the like-
���		��	
����	������������������������/��	+�G	�������������������������	���������������������
�������������	�������������
�����	�����������	�����������#������
����!������	�����+�

Really? What if the individuals care not only about their income but also about their 
relative deprivation? Quite remarkably, if the utilitarian social planner will only acknow- 
ledge this preference, then the utilitarian and the egalitarian social planners will be in 
���
��������	��#��������������
��������������	���������	���������
�������������	�����+

Here is why.
�����������������������������
�����	���!��ui (x1, x2) = ai  xi – (1 – ai)RDi. Because we have 

two individuals, then when incomes are not equal, only one individual can be relatively 
deprived. Without loss of generality, let this individual be individual 1, which is equivalent 

to stating that x
2
1

1 G . (The case in which individual 2 is relatively deprived, namely the 

case of x
2
1

2 G , is symmetrical). This consideration implies the following utility functions:

For individual 1

,u x x x x x1
2
1

1 1 2 1 1 1 2 1a a= - - -^ ^ ^h h h
or, because x1 + x2 = 1,

,u x x x x1
2
1

1 1 2 1 1 1 1a a= - - -^ ^ ch h m,

and for individual 2
u2 (x2) = a2 x2.

The marginal utility of individual 1 is then

,
x

u x x
1 1 1 1

1

1 1 2
1 1 1 1

2

2
a a a a= - - - = + - =

^ ^ ^ ^h h h h
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and the marginal utility of individual 2 is then

x
u x

2

2 2
2

2

2
a=

^ h .

Because 1 > a2, the utilitarian social planner will transfer income from individual 
2 to individual 1 and will do so until he hits the constraint or, in other words, until he 

transfers as much as is allowed by the constraint x
2
1

1 G ; namely, he will optimally set 

x
2
1*

1 = X����	���������"����/�����<��������������������������	�������������
������	���������

(Stark, Kobus, Jakubek 2012).
So we have seen how recognition that relative deprivation matters can reconcile  

opposing views, and settle disputes. We have seen that the alignment of the stance of the 
utilitarian social planner with that of the egalitarian social planner does not come about 
because the former exhibits any altruism toward the latter. Indeed, it is instructive to 
have in place an example as to how recognition of the distaste for relative deprivation can 
pacify opponents, just as altruism can.

In sum: there are many domains in which the incorporation of altruism and relative 
deprivation can point to novel perspectives and suggest rethinking, and possibly revi- 
sing, long-held views. And, as we have seen, there are domains in which consideration of 
relative deprivation can substitute for the prevalence of altruism, and vice versa. Here is 
��
�������������������������
	�����������	����	�	����������	�����!�����	�+�

Received on 22 March, 2013.
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