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Abstract

This paper analyzes a heterogeneous-agents endogenous-growth model incorporating both transaction costs and social
capital. An individual can either become an active part of the society’s middle-class networks of trust and mutual co-
operation, thus making a positive contribution to overall social capital. Alternatively, the individual can stay socially
disintegrated and free-ride on the community’s social capital. Due to the existence of asymmetric information, agents
face a moral-hazard problem on the credit market which gives rise to transaction costs and can be alleviated by
private, governmental or social governance structures. An increase in inequality and shrinking of the middle class
depresses the community’s social capital, which, in turn, weakens the informal social governance system and increases

economy-wide transaction costs. As a result a more unequal distribution lowers the economy’s growth rate.
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Middle-Class Consensus, Social Capital and

the Mechanics of Economic Development’

“By the problem of economic development I mean simply the problem of
accounting for the observed pattern, across countries and across time, in levels and
rates of growth of per capita income. This may seem too narrow a definition, and
perhaps it is, but thinking about income patterns will necessarily involve us in

thinking about many other aspects of societies too...”

(Robert E. Lucas (1988, p. 3))

1. Introduction

One of the most important issues in economics is the problem of economic development as defined
by Lucas (1988) in the quote given above. What causes economic growth and thus prosperity for
the people of the world?, in particular: Where do the huge differences in economic growth and
development which can be observed across countries in the real world come from? Neoclassical
growth theory tells us that if all economies were intrinsically the same except for their starting
capital intensities, then convergence would apply in an absolute sense; i.e., poor countries would
tend to grow faster per capita than rich ones. If, on the other hand, economies differ in various
respects — e.g. propensities to save, propensities to have children, willingness to work, access to
technology, and government policies — then the convergence force applies only in a conditional
sense: The growth rate tends to be high if the starting per capita GDP is low in relation to its long-
run (steady-state) position. As can be seen, many of these conventional, textbook explanations of
cross-country differences in economic growth and development merely move the issue to another,

more fundamental level. If, e.g., differences in saving rates across countries determine cross-

This paper has benefited from several comments made by participants of the Annual Conference of the European
Public Choice Society (EPCS) 2004 in Berlin and the 2004 Annual Congresses of the International Institute of
Public Finance (IIPF) in Milano and the Verein fiir Socialpolitik in Dresden. The usual disclaimer applies.



country income or growth-rate differences, then why do some societies save more than others? If
much of the international differences in growth rates are explained by diverse government policies,
then why do public institutions in some countries perform systematically better than those in other
countries? The dissatisfaction with explanations of cross-country differences in growth and
development by endogenous variables has led to a recent search in the literature for more
fundamental characteristics of societies that determine development outcomes.

The present paper puts forward the existence of a broad middle class the members of which share
with each other a fairly homogenous set of social orientations (“middle-class consensus”) and the
social capital built by social interactions and informal relationships within this middle class as
critical determinants of an economy’s growth and development. Accordingly, this paper is
motivated by and related to two recent strands of literature: First, there is the literature on the
economics of social capital which will be dealt with in some detail in section 2 below. Secondly,
there is the literature on the role of the middle class — or, more generally, of inequality — for
economic growth and development.

With respect to the role of the middle class for economic development there exists an odd
dichotomy in economics between its historical and its analytical branches. On the one hand,
economic historians have long been emphasizing the importance of a large middle class for
economic development. E.g. Landes (1998) reflecting on England’s leading role in the process of
industrialization points out that the “ideal growth and development society” would be characterized,
among other things, by “a relatively large middle class” (pp. 217f.). The development literature and
economists, on the other hand, have been virtually silent on the middle class." Only recently,
Easterly (2001) puts forward the existence of a middle-class consensus as a critical determinant of

international development differences. Defining a “middle-class consensus” as a situation of



relative equality and ethnic homogeneity, he goes on to show empirically that such a middle-class
consensus facilitates higher levels of income and growth, as well as higher levels of public goods.

Since ‘middle class”is — both in its general meaning and as defined in the model presented below —
essentially a distributive category, the present paper is also inextricably linked to the large (and yet
still growing) literature on inequality and growth. A number of empirical cross-country studies find
high inequality — measured in several studies by the share of quintiles 3 and 4, i.e. by the share of
the middle class — linked to poor growth performances.” Stimulated by both the empirical evidence
and the emergence of endogenous growth theory, the theoretical literature has, in turn, worked out
three basic sets of transmission channels through which inequality in income and/or wealth
distribution might actually slow down economic growth: First, there are economic channels. For
example in Aghion and Bolton (1997), capital market imperfections deny the poor to the efficient
amount of investment; with decreasing returns at the individual level, redistribution to the less
endowed will be growth enhancing since the latter’s marginal product is higher.” A second
economic channel stems from the fact that inequality affects an economy’s demand structure and
may therefore influence innovation incentives (see Zweimiiller (2000) or Matsuyama (2000)) and
economic development (see Murphy et.al. (1989)). In addition, there are politico-economic

channels. In models endogenizing both economic growth and public policy, income inequality

' A notable exception are Adelman and Morris (1967, p.30) who note that ‘in the economic development of Western

Europe, the middle class were a driving force” and, accordingly, ‘the growth of a robust middle class remains of
crucial importance in contemporary low-income nations”.

A survey and overall assessment of early studies can be found in Bénabou (1996). Note, however, that since the
emergence of Deininger’s and Squire’s (1996) new data set on income inequality the overall empirical evaluation of
the effects of inequality on growth has become much more blurred. In particular, Forbes (2000) and Barro (2000)
fundamentally challange previous findings of a negative inequality-growth relationship. However, both Forbes
(2000) and Barro (2000) use panel data and estimation methods, thus removing county-specific effects and focusing
on short-term intertemporal variations, while the argument of both the present paper and most of the previous
literature on inequality and growth refers to long-run growth effects of inequality. Furthermore, Deininger and
Olinto (2000) find that even in Forbe’s (2000) and Barro’s (2000) econometric methodology wealth inequality, as
measured by the distribution of land, still has a causal negative effect on growth.

Further seminal papers within this subset of theory include Galor and Zeira (1993); Banerjee and Newman (1993);
and Bénabou (1996).



influences the balance of power in the political system in such a way as to generate pressure to
government to increase income redistribution that, in turn, reduces incentives and, thereby, slows
down economic growth.”

The present paper aims at highlighting a third set of channels linking inequality and growth that has
received much less attention in the literature: socio-economic transmission mechanisms.” To do so,
this paper adds to the existing literature in two significant ways. First, it presents an endogenous
growth model in which heterogeneous agents transact under asymmetric information, which gives
rise to a moral hazard problem and economy-wide transaction costs.® Secondly, it supplements the
model’s economic sector by an endogenous, rational- choice derivation of social integration, middle-
class formation and social capital building. An individual can either become an integral part of the
society’s networks of trust and mutual co-operation, thus making a positive contribution to overall
social capital. Alternatively, the individual can stay socially disintegrated, participate in the
society’s economic transactions but not contribute to the community’s social capital, thus free-
riding on others’ investments in socio-structural resources. Within this formal framework, the
present paper shows that, when the gap between the rich and the poor widens in a society, the size
of the middle class whose members make positive contributions to the value of resources embedded
in the society’s informal relationships shrinks, while the share of social drop-outs in the population
increases. The economy’s social capital will be depressed which, in turn, increases economy-wide
transaction costs and, thereby, slows down capital accumulation. As a result, inequality and

economic growth are inversely related.

Important contributions to this field of study include Bertola (1993); Alesina and Rodrik (1994) as well as Persson
and Tabellini (1994). Perotti (1993), as well as Saint-Paul and Verdier (1993), combine asset market incompleteness
with the politics of redistribution.

Notable contributions to this field of study include Alesina and Perotti (1996), Benhabib and Rustichini (1996), as
well as Knell (1999). According to the former two, inequality may lead to socio-political instability and may thus
have a detrimental effect on economic growth. Knell (1999) considers the growth effects of inequality and status-
seeking in a social comparison model with different degrees of status preferences for young and old individuals. The
basic result is that the negative impact of inequality on growth is aggravated if individuals are more status-oriented.



The rest of the paper proceeds as follows. Section 2 provides a definition of social capital and distils
from the emerging economic theory of social capital four stylized facts which are relevant for the
current analysis. Sections 3 and 4 develop the formal framework of analysis, starting with decentral
optimizing decisions of individual agents and then moving to aggregate variables describing
macroeconomic behaviour and the economy’s equilibrium growth path. Section 5 explores the
effects of increased inequality on the economy’s growth rate and section 6 concludes by providing a

summary of results.

2. On the Economics of Social Capital: A Definition and Four Stylized Facts

The socio-economic explanation of the inequality-growth link proposed in the present paper is
based on the general idea that resources embedded in social networks of mutual trust and co-
operation reduce transaction costs and are, thus, an important determinant of long-run economic
performance. The concept of social capital provides a useful umbrella term to capture the intuition
and growing awareness among some (though not all) economists that ‘society matters’.’ There is no
single definition of social capital, but rather various approaches to the concept exist. For the
purpose of this paper, I choose a definition which is closely related to Coleman’s (1988, 1990)
original concept and define social capital as the set of socio-structural (symbolic) resources — like
values, norms, roles and moral obligations — that inhere in systems of social relations, or social
aggregates, and that facilitate co-operative behaviour within or between these social aggregates.
While — as said — various approaches to the notion of social capital exist, one can identify certain

“stylized facts” about social capital on which most social capital theorists seem to agree. Four of

®  The basic transaction-costs set-up follows Zak and Knack (2001) who, however, do not make use of an endogenous

growth model but utilize a neoclassical production function.

For instance, Gradstein and Justman (2000) present a political economy framework in which public schooling
contributes to economic growth not only by building human capital but also by instilling common norms that
increase social cohesion. See also Gradstein and Justman (2002). Temple and Johnson (1998) emphasize that society
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them which are of particular relevance for the issues discussed in the present paper will be outlined
more closely in the following:

(i) Social capital exhibits public good characteristics. Coleman (1988, 1990), among others,
emphasizes the public-good characteristics of socio-relational features that are useful to individuals
for specific actions. Once provided, these collective assets and features are nonrival in
‘consumption” and they are available to all members of the community, regardless of which
members actually promote, sustain, or contribute to such resources (non-excludability).8

(ii) Social capital is produced by individual investment of time and effort, but in a less direct way
than is human or physical capital. As an attribute of the social structure in which a person is
embedded, social capital is not the private property of any of the persons who benefit from it.
Accordingly, many of the benefits of actions that bring social capital into being are experienced by
persons other than the person so acting, i.e. there are positive externalities, and, thus, individual
incentives to invest in social capital are systematically depressed. However, many forms of social
interactions and networks also either have intrinsic value or are inextricably intertwined with
private, instrumental benefits for single agents.” As a result, most forms of social capital are built as
a by-product of various social activities not necessarily undertaken with a view to strengthen social
capital. Putnam (1993) gives the example that ‘members of Florentine choral societies participate
because they like to sing, not because their participation strengthens the Tuscan social fabric”.

(iii) An essential part of the instrumental value of social capital lies in the fact that it reduces

transaction costs by providing an informal governance structure against opportunistic behavior. In

matters for growth for reasons other than trust or social capital. However, they also show that one of their indexes of
‘Ssocial capability” may be a useful proxy for social capital in developing countries.

An important example is honesty. If each community member is honest in commercial transactions, all of society
benefits due to the reduction of the costs of doing business. Such cost reductions are characterized both by non-
excludability and non-rivalness.

E.g., according to Burt (1992) information and influence (over one’s own autonomy or that of others) are two types
of private benefits flowing from social networks. However, a third type of benefit may be identified in the form of
social solidarity involving co-operation, a sense of social duty and reciprocity not founded on any immediate
payback for those contributing to the welfare of others.



a world of bounded rationality, positive transaction costs and imperfect foresight, contracts are
necessarily incomplete, incompletely self-enforcing and incapable of dealing with all relevant
aspects of human action and contingencies. Furthermore, there exist systematic incentives for
opportunistic behavior both before (ex ante) and after (ex post) a transaction takes place. In such a
setting, social capital can work to reduce transaction costs by embedding single economic
transactions in a system of social relations, thus acting as an informal governance structure against
opportunistic behavior. Among other things, socio-structural resources that inhere in systems of
social relations generate expectations, informal rules of thumb and common understandings that
allow agents to conduct their personal interactions und business dealings efficiently. Well-
developed networks are also likely to reduce transaction costs both by reducing search costs and by
reinforcing compliance with group norms. Finally, the high levels of trust associated with social
capital are critical for many transactions that take place ‘in the context of an individual forming
expectations about actions of others that have a bearing on this individual’s choice of action, when
that action must be chosen before he or she can observe the actions of others” (Dasgupta (2000), p.
330).

(iv) Growing inequality of income and wealth leads to a decline in social capital. Knack and Keefer
(1997), Knack (1999) and Zak and Knack (2001) all find trust and income equality to be positively
correlated at the cross-country level. Using US state-level data, Kawachi et. al. (1997) also argue
that income inequality lowers social capital. Based on a broad survey of relevant empirical studies,
Putnam (2000, p. 359) concludes that ‘both across space and across time, equality and fraternity are
strongly positively correlated™ he goes on to claim that the recent decline in social capital in the US

is linked to growing inequality of income and wealth.



3. Social Capital, Transaction Costs, and Economic Growth. A Simple Model

To illustrate the basic interactions between social capital, transaction costs and economic growth,
let us consider an economy with a continuum of infinitely-lived consumers who differ only in their
respective ownership shares in the economy’s aggregate stocks of capital and labor. Each consumer
seeks to smooth his consumption over time by saving. However, to access the capital market
consumers have to utilize investment brokers. Only the brokers know the actual return earned on an
investment and thus face a moral-hazard problem. The brokers’ incentives and opportunity to cheat
their clients are counteracted by three potential governance mechanisms: First of all, consumers can
spend time investigating their brokers in order to reduce the latter’s ability to cheat (private
governance structure). Secondly, there exist formal institutions, including among others: financial
regulations, investigative agencies that oversee brokers, and the judicial system that enforces
contracts and prosecutes cheaters (governmental governance structure). Third and finally, a broker’s
opportunism can be sanctioned by informal institutions (social governance structure). Informal
sanctions depend on, or are facilitated by, a system of social relations that transcends the single
transaction. Economic transactions are thus embedded in a social structure that determines the
rewards for co-operation or penalties for deviation. Accordingly, informal sanctions will be the
more effective, the higher an economy’s social capital.

The closed economy modelled below consists of four sectors of economic agents: a sector of firms
producing the economy’s single good; an (implicit) government sector providing a governmental
governance structure which is financed via lump-sum taxes paid by private households; a sector of
heterogeneous infinitely-lived private consumers; and finally a sector of investment brokers who are
distinct from consumers and identical to each other in all relevant respects. Economic agents

interact on a goods market, a labor market and a capital market.



Firms and Factor Payments

The key to endogenous growth of the modelled economy is the interaction of learning-by-doing and
knowledge spillovers. According to Arrow (1962), the creation and adoption of knowledge is most
closely related to experience. In particular, he considers a firm’s investment a good measure for this
firm’s increase in experience and knowledge, since ‘each new machine produced and put into use is
capable of changing the environment in which production takes place, so that learning takes place
with continuous new stimuli” (Arrow (1962), p. 157). Romer (1986) uses Arrow’s set-up and
combines it with the second key assumption that each firm’s knowledge is a public good that any
other firm can access at zero costs. In other words, once discovered, a piece of knowledge spills
over instantly across the whole economy.
More formally, consider a neoclassical production function with labor-augmenting technology for
firm j,

Y, =F(K,W,L), (D
where Y; denotes the firm’s output which is a function of the firm’s stock of physical capital, Kj, the

firm’s labor input, L;, and the index of knowledge available to the firm. Function F(-) satisfies the
usual neoclassical properties and physical capital depreciates at rate ¢ which is identical for all
firms. Combining the assumptions of learning-by-doing and knowledge spillovers outlined above,
A; can be replaced by economy-wide capital K in equation (1). Assuming, furthermore, that the

production function takes the Cobb-Douglas form, the production function for firm j can be written

as

Y, =A, (K)*(KL)™, O<a<l. ()
Let us assume that each firm is small enough to neglect its own contribution to the aggregate capital
stock and therefore treats K as given. Denote by ¥, =Y, /Lj , Ej =K, /Lj , y=Y/L and k = K/L

the usual intensive variables, where L gives aggregate labor input. In equilibrium, all firms make



the same choices, so that y, =y and k ;= k. Economy-wide production in intensive form is thus
given by
F=Ak*K"™, (3)

and the average product of capital amounts to

=A,L™. 4)

=

According to (4), the average product of capital is increasing in the size of the aggregate labor
input. On the other hand, this average input is invariant with respect to the capital stock k because
the learning-by-doing and spillover effects eliminate at the social level the diminishing returns to
physical capital which each single firm faces.

Assuming, as usual, that each competitive firm takes factor prices as given, profit maximization and

the zero-profit condition imply productive factor inputs to be paid their respective private marginal

product:
aY,
r+6 = aKl =aA, L™ (5a)
j
aY, .
w=—~L=(1-o)A, KL, (5b)

oL

J
where r denotes the net interest rate (rental price of capital) and w is the wage rate per labor unit.
The private marginal product of capital is invariant with respect to the capital stock, is less than the

average product and is increasing in L.

Households and Factor Accumulation

The economy’s household sector consists of a continuum of heterogeneous infinitely-lived

consumers, indexed by ie[0,1], who differ only in their respective relative endowment with
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production factors labor, K, and capital, k. For analytical tractability, let us assume that all
consumers are endowed with the same amount of physical capital, i.e. that Vi;k, =k, 1% Thus at

time ¢ they differ only in their individual endowments with the non-accumulated factor labor. The

aggregate labor endowment of the economy is normalized to unity:
1
Vi H, = J.hfdi =1,
0

Each individual can earn income from both capital and labor. However, to access the capital market
consumers have to utilize investment brokers. Only the brokers know the actual return r; earned on
an investment and, due to this asymmetric information, they are able to appropriate a certain
fraction of that return on investments. Consumers have access to an investment investigation

technology:
nle’, p,S1:[0,1]xR* —[0,1],

with on/oe' >0, on/dp >0 and 9n/dS >0 (6)
which permits agents to determine the fealty of brokers in reporting investment income. "'

Technology (6) gives the fraction of the actual return to an investment that the consumer receives
from his broker. That fraction is determined by three alternative governance structures against the
broker’s opportunism: A private household i devotes a fraction e’ <h' of his individual labor
endowment to investigate the actual return on his or her investments. Secondly, formal institutions,
provided by the government and funded by a lump-sum tax 7 paid by consumers, seek to detect and
punish cheating brokers; let their effectiveness be denoted by p. Third and finally, a broker’s
opportunism can be sanctioned by informal institutions, the effectiveness of which is determined by

the economy’s social capital S. All three governance structures act to constrain the brokers*

' Since capital is an accumulated factor, individual capital stocks may, in principle, diverge over time; however, it
will turn out that this is not the case in the present model.
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opportunism, thus partial derivatives in (6) are positive. Since, furthermore, the governance
structures are alternatives to each other, let us assume that second-order cross partial derivatives are
negative.
That part of her labor endowment an agent devotes to investigating her broker she can no longer
allocate to working in goods production. Accordingly, labor supply of consumer i, ', is, at any
point in time ¢, restricted by

e 11 <h. (7)
After-tax income of consumer i is thus given by

yzi:Wz(hti_ezi)—i_rtnt[ezi?pﬂsz] kti_Tt' ®)

Let us assume that all individuals have the same CIES utility function. Allocative decisions of the

ith individual are determined by solving the following problem:

e

A il-6 _
Max Ui = J.Mepldt
. 1-6

st k= dk,
dt

=w(hi —e)+nlel p,. S |k =i~ (P1)

where 6 >0, so that the elasticity of marginal utility with respect to consumption equals the
constant —8, and p >0 is the subjective discount rate (or rate of time preference). The necessary

and sufficient conditions for a consumer optimum are

oi 1 '
S="(nir,~p) ©)
c, 6
w, =g (10)
de!

t

""" This model of moral hazard on capital markets is adopted from Zak and Knack (2001).
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Equation (9) is a standard Ramsey rule of optimal savings with the expected net yield on savings
being 71/r,. According to (10), the utility-maximizing allocation of individual labor input balances

the marginal income earned by working with the extra income one can generate by investigating
one’s broker.

Since individual endowment with physical capital is the same for all consumers, equation (10)
implies that in =0 all consumers make identical choices of ‘investigative labor”, e(’f. Taken (6)

into account, it then follows from (9) that individual growth rates of consumption at time O are also
the same for all consumers. Furthermore, using the households flow budget constraint in (P1) along
with the transversality condition of (P1), one can show that all individuals in =0 accumulate
capital at that very same rate.'” Thus, interindividual identity of capital endowments is preserved

over time and we have for any later point in time:
Vi, ki =k, e =e,n =n,.

>t

Investment brokers

As mentioned above, to access credit markets consumers must utilize investment brokers who are
distributed over the same interval but are distinct from consumers. Brokers take a portion of the
investment principle and interest as their wage w’. For simplicity, brokers are assumed to be risk

neutral and do not save. Consumption of a representative investment broker in ¢ is, thus, given by

¢/ =w' ={l-n,le,.p,.5,1}rk,. (11)

2 See Barro and Sala-i-Martin (1995), pp. 142f., 149 for a formal derivation of this result in a learning-by-doing
model with knowledge spillovers and homogenous consumers.

13



Equilibrium growth path
For the labor market to clear in any given period, overall labor input into goods production must

equal the sum of individual labor supplies:

1 1 1
I, :Jz;'di:J(h;' —e"Vdi=H, —Je;'*dizl—e,. (12)
0

0 0

Equilibrium in the capital market requires:
1

K, :kadi:k, —k(-¢). (13)
0

With population normalized to unity, economy-wide and individual capital stocks coincide, i.e.

k, = K, . Utilizing this normalization, as well as factor payment rules (5), (10) can be written as

%(1—@):1_—“. (14)
de o

t
For any constant values of p, and §,, labor spent by each consumer on investigating her broker is
also invariant over time. Let us assume from now on that both the effectiveness of public
governance structures p and the economy’s social capital S are indeed constant over time.

Accordingly, the economy’s growth rate is given by:

PROPOSITION 1 (Long-term growth)
For a given level of social capital, economy-wide output, physical capital stock and consumption

all grow at the common and time-invariant rate of

Y K C -
=—=—=—=—(An(l-e)“-5-p). 15
r=y=x "¢ g®ni-o P) (15)

1
0
Proof.

Acording to (9), dynamic evolution of consumption and physical capital stock of any individual

consumer is characterized by the following growth rate

kl ¢l 1
Vi, L =—=—(rn,—p).
e gl

t
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As this growth rate is the same for all consumers, ecoomy-wide consumption and physical capital
stock, as well as aggregate goods production, also grow at this rate. Taking into account (5a) and

the time-invariances derived above, one finally ends up with (15). q.e.d.

According to (15), the economic growth rate is the higher, the higher is the fraction 71 of the actual
return to an investment that the consumer receives from his broker and the less labor e consumers
have to spend on investigating their brokers.

Transaction Costs

The model economy presented so far implies a simple measure of the economy’s overall
transaction costs caused by asymmetric information and opportunistic behavior in the capital
market. Economy-wide transaction costs can be expressed as the aggregate amount of labor that

agents spend on verifying their brokers’ actions. That is, aggregate transaction costs are given by

1
TC =1-1L,=[e/di=e. (16)
0

4. Social Capital, Inequality and Middle-Class Consensus

Social Capital
In order to formalize the intuitive ideas and stylized facts presented in section 2, let us assume that
in period ¢ an economy’s social capital, S;, simply consists of the sum of symbolic resources, s/,

that each of its individual young members is willing to embed into the social structure:

1
&:jgwﬂ3 (17)
0

5 The following rational-choice derivation of social integration and social capital building is closely related to the one

outlined in Josten (2004).
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Due to the public-good characteristics of social capital, no individual has an incentive to directly
invest time and/or effort in its accumulation. However, every young individual rationally decides
whether she wants to become an integral part of the social community sharing a general social
orientation (norms, values, language, culture, etc.) or not. If an individual opts for social
disintegration she does not actively promote or sustain social interactions and networks and, thus,
does not contribute to the economy’s social capital. If, instead, an individual chooses to become an
active part of the society’s networks of trust and co-operation, she makes a positive contribution to
the value of resources embedded in these social aggregates. Accordingly, social capital produced by
any consumer i is given by

|=0,if iis socially disintegrated

Sl
>0, if iis socially integrated.

Individual integration decision

Every consumer bases her rational-choice decision on whether to socially integrate or dissociate
herself on a comparison of her own advantages and disadvantages. On the one hand, being part of a
community with shared norms, values, language, etc. will improve one’s own happiness and well-
being.'* To keep the exposition tractable, let us simply assume that social integration gives any

individual member of society a ‘warm-glow” utility denoted by the strictly positive constant
u; >0. On the other hand, however, social integration does not come without costs. For one to

become an integral part of the community, one has to adapt oneself to the group’s common attitudes
and social orientation which, probably, will deviate from one’s own. In terms of Coleman’s (1990)

rational-choice sociology, by joining a social community an individual gives up the rights to control

4" With reference to empirical studies on the association between supportive relationships and self-reported happiness
and well-being, Putnam (2000, p. 332) sums up that ‘in study after study, people themselves report that good
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certain of her own actions and transfers these rights to the collectivity. This transfer of rights
imposes costs on the individual which are indicated by the difference between the utility level
actually secured and the level which would have been secured under full maintenance of individual
rights to control one’s own actions. As outlined in Coleman (1990, 234f.), these costs will be all the
higher, the less the individual’s preferred behavior is congruent with the community’s prevalent
norms or expectations. Since, in the model above, individuals differ only with respect to their labor
endowments, it is natural to assume that individual social orientation is (perfectly) correlated with

this individual labor endowment. Accordingly, the cultural distance between consumer i and the

community’s social orientation is measured by |h —h'|, where

1
E::Jhidi:Hsl
0

denotes the community members’ average labor endowment. Furthermore, Coleman’s (1990)
reasoning implies that the larger this distance, the higher is individual i’s disutility from social

integration, as indicated by the following disutility function:

di =d(n,n), (18)

d 20, limd{(h,h')=co, limdj(h,h')=co."

where ds (E’ ]/7): 0, W =0 ' =00

According to (18), anyone with labor endowment equal to average will be able to comply to the
social reference norm without any loss of individual well-being. On the other hand, any individual
with A" #h will still be allowed to join the community, but will suffer from her non-compliance

with the social norms. Therefore, her adherence to the community’s social orientation comes at a

loss of individual well-being. While still enjoying the warm-glow effect of being a part of a

relationships with family members, friends, or romantic partners — far more than money or fame — are prerequisites
for their happiness”.
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community, non-average individuals, thus, have to weigh u; against the disutility d; caused by

their social integration. For any individual i, overall net utility from social integration will be given
by

ug =uj —di,
and agent i chooses social integration as long as her net utility is positive.

Given the assumptions made about (18), there exist exactly two critical values, denoted by h' <h

and h' >h, respectively, for which the respective consumer will be just indifferent between social

integration and social disintegration, for which in other words
ut =d (i, )=a, (i,07). (19)

All individuals with labor endowment between h’ and h’ constitute the society’s middle class:
They share a common set of relatively homogenous social orientations (‘middle class consensus”)

and actively engage in social interactions and networking, thus making a positive contribution to the
economy’s social capital. On the other hand, individuals with labor endowment below h! (lower

class”) or above h’ (‘upper class™ opt for social dissociation. They participate in the society’s

economic transactions, but they do not contribute to the community’s social capital. Due to the
public-goods aspects of social capital, they are, nevertheless, able to capture the instrumental
benefits of economy-wide social capital, thus free-riding on others’ investments in socio-structural

resources.

> A similar disutility function can be found in Gradstein and Justman (2000) refering to the cultural distance between
parents and child in an ethnically divided society with public schooling.
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Inequality and Social Capital

The continuum of individuals is defined over the intervall [0,1]. Therefore, the fraction j of

consumers who are socially disintegrated can be expressed in terms of the value of the cumulative

distribution function of the variable h', denoted by F L), as

j= i+ 0=7)= £ ) -7, 00) 0)
Due to this simple relationship, the effects of an increase in income inequality on an economy’s

social capital can be derived as:

LEMMA 1.

A more unequal distribution, in the sense of a simple mean-preserving spread in I, is associated
with a shrinking middle class, while the share of the population that does not contribute to the
economy’s socio-structural resources increases. Accordingly, a more unequal distribution lowers
economy-wide social capital.

Proof. See appendix q.e.d.

5. Inequality and Intertemporal Allocation

As shown by LEMMA 1, the share of socially disintegrated consumers and, thus, the size of the
middle class depend on the extent of inequality prevalent in an economy. Therefore, a simple mean-
preserving spread in the distribution of labor endowments influences the economy’s growth rate by

its adverse effect on social capital:

PROPOSITION 2 (Growth effects of inequality)

An increase in inequality reduces social capital, increases economy-wide transaction costs and,
thus, lowers an economy’s growth rate.

Proof.

According to (15), an economy’s growth rate is given by
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1 _a
y=5(0rAyn(1—e)' -5-p),

where, according to (16), e depicts aggregate transaction costs. None of the determinants of the
economic growth rate depends on the economy’s distribution in a direct manner. However, both

variable e and the value of function 1[e, p,S] are dependent on social capital, the value of which, in

turn, depends on the inequality in the distribution of labor endowments. Thus, we have

a_VzlaAy{n[e, p,S](l—a)(l—e)_“(— it J+ onle. p.5 ](1—e>"“},

Jdo; 0 00, d0;

where

de  de 3S an  an os
= an ="t )
do; 0Sdo, do; S J0;

According to LEMMA 1, BS/ do; <0. Furthermore, it has been assumed above that 917/9S >0.

Implicitly differentiating optimality condition (10), the effect of social capital on the optimal

individual amount of labor allocated to investigation follows as

o'n
de _ éas <0,

s azy
de’
Therefore, it follows that ae/ do; >0, 87‘]/ do; <0 and, finally, ay/ 80,3 <0. q.e.d.

The economy’s growth rate is reduced by higher inequality due to the following socio-economic
mechanism: A mean-preserving spread in the distribution of individual labor endowments widens
the cultural gap between the rich and the poor in a society. Accordingly, for a higher fraction of
individuals the costs of compliance with the community’s norms outweighs the advantages of social
integration. Therefore, the size of the middle class whose members make positive contributions to
the value of resources embedded in the society’s networks shrinks, while the share of social drop-
outs in the population increases. As a result, the economy’s overall social capital is depressed. The

reduced level of social capital, in turn, reduces the effectiveness of informal governance structures

20



against opportunistic behavior and, thus, lowers the economy’s growth rate via two channels: First,
economy-wide transaction costs rise because individual consumers try to compensate the lowered
effectiveness of social governance structures by increasing the amount of labor they allocate to their
own investigations. This reallocation of labor induces a fall in the marginal productivity of physical
capital and, thus, the economy’s growth rate. Since, furthermore, the increase in private
investigation against opportunistic behavior is only an imperfect substitute for the role of social
capital as an informal governance structure, the effective yield on savings that the consumers
receive is lowered. Households savings and the rate of private capital accumulation are, therefore,

reduced, which is also detrimental to economic growth.

6. Conclusion

This paper has analyzed a heterogeneous-agents endogenous-growth model incorporating both
transaction costs and social capital. An individual can either become an active part of the society’s

middle-class networks of trust and mutual co-operation, thus making a positive contribution to
overall social capital. Alternatively, the individual can socially dissociate herself, participate in the
society’s economic transactions, but not contribute to the community’s social capital. Due to the

existence of asymmetric information, agents face a moral-hazard problem on the credit market
which gives rise to transaction costs and can be alleviated by private, governmental or social
governance structures. An increase in inequality, as measured by a simple mean-preserving spread
in individual labor endowments, is associated with a shrinking middle class and has been shown to
depress the community’s social capital, which, in turn, weakens the informal social governance
system and increases economy-wide transaction costs. As a result a more unequal distribution
lowers the economy’s rate of capital accumulation and growth.

All in all, the above analysis — while in itself fairly restrictive — serves to illustrate two points of
more general validity. First, the existence of a broad middle class the members of which share with

each other a fairly homogenous set of social orientations (‘middle-class consensus™) and the social
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capital built by social interactions and informal relationships within this middle class are important
determinants of long-run economic growth and development. Secondly, in addition to economic
and politico-economic transmission channels mediating the relationship between distribution and
growth, there also exist socio-economic ones. As mentioned before, the specific transmission
mechanism demonstrated in the present paper should be seen as merely one of several channels
through which inequality and social background conditions interact to constrain or foster growth —

channels remaining to be further elaborated on in future research.

Appendix: Proof of Lemma 1.

Let F, and F,’ be two distribution functions of the random variable h'. Furthermore, let F,’ differ
from F, by a simple mean-preserving spread (as defined in Rothschild and Stiglitz (1970)). This is

equivalent to saying that both distributions have the same mean and in addition 3h' such that

Vh < , Fh1 (h') < th (h'), and Vh' 2 }Azi, Fhl(hi) > F,f (h') (single crossing property). For analytical

simplicity, let us assume that the single crossing occurs somewhere in the open interval 1h! W71

Then, the single crossing property of a simple mean-preserving spread implies that

j'=F ()< =Fh),
while J=F (W= =FXh).
According to (17), economy-wide social capital is given by:

1 J
S = J.sidi = Jsidi.
J

0
Therefore, for any simple mean-preserving spread, we have

-1 -2

J
S%:jym>sz;jym. q.e.d.

J J

22



References
Adelman, 1., Morris, C.T., 1967. Society, Politics, and Economic Development: A Quantitative
Approach, John Hopkins Press, Baltimore.

Aghion, P., Bolton, P., 1997. A Theory of Trickle-Down Growth and Development. Review of
Economic Studies 64, 151-172.

Aghion, P., Caroli, E., Garcia-Pefialosa, C., 1999. Inequality and Economic Growth: The
Perspective of the New Growth Theories. Journal of Economic Literature 37, 1615-1660.

Alesina, A., Perotti, R., 1996. Income Distribution, Political Instability and Investment. European

Economic Review 81, 1203-1228.

Alesina, A., Rodrik, D., 1994. Distributive Policies and Economic Growth. Quarterly Journal of
Economics 109, 465-490.

Arrow, K.J., 1962. The Economic Implications of Learning by Doing. Review of Economic Studies

29, 155-173.

Banerjee, A., Newman, A., 1993. Occupational Choice and the Process of Development. Journal of

Political Economy 101, 274-298.

Barro, R.J., 2000. Inequality and Growth in a Panel of Countries. Journal of Economic Growth 5, 5-
32.

Barro, R.J., Sala-i-Martin, X., 1995. Economic Growth, McGraw-Hill, New York et.al.
Bénabou, R., 1996. Inequality and Growth. NBER Macroeconomics Annual 11, 11-74.

Benhabib, J., Rustichini, A., 1996. Social Conflict and Growth. Journal of Economic Growth 1,
125-142.

Bertola, G., 1993. Factor Shares and Savings in Endogenous Growth. American Economic Review

83, 1184-1198.

Burt, R.S., 1992. Structural Holes. The Social Structure of Competition. Harvard University Press,

Cambridge, Mass.

Coleman, J.S., 1988. Social Capital in the Creation of Human Capital. American Journal of

Sociology 94, S95-S120.

Coleman, J.S., 1990. The Foundations of Social Theory. Harvard University Press, Cambridge,
Mass.

23



Dasgupta, P., 2000. Economic Progress and the Idea of Social Capital, in: Dasgupta, P. and L
Serageldin (eds.): Social Capital. A Multifaceted Perspective, World Bank, Washington, D.C.,
pp- 325-424.

Deininger, K., Olinto, P., 2000. Asset Distribution, Inequality, and Growth. World Bank Policy
Research Working Paper 2375, Washington, DC.

Deininger, K., Squire, L., 1996. A New Data Set Measuring Income Inequality. World Bank
Economic Review 10, 565-591.

Easterly, W., 2001. The Middle Class Consensus and Economic Development. Journal of Economic

Growth, 6, 317-335.

Forbes, K., 2000. A Reassessment of the Relationship Between Inequality and Growth. American
Economic Review 90, 869-87.

Galor, O., Zeira, J., 1993. Income Distribution and Macroeconomics. Review of Economic Studies

60, 35-52.

Gradstein, M., Justman, M., 2000. Human Capital, Social Capital, and Public Schooling. European
Economic Review 44, 879-890.

Gradstein, M., Justman, M., 2002. Education, Social Cohesion, and Economic Growth. American

Economic Review 92, 1192-1204.

Josten, S.D., 2004. Social Capital, Inequality, and Economic Growth. Journal of Institutional and
Theoretical Economics 160, 663-680.

Kawachi, 1., Kennedy, B.P., Lochner, K., Prothrow-Smith, D., 1997. Social Capital, Income
Inequality, and Mortality. American Journal of Public Health 87, 1491-1499.

Knack, S., 1999. Social Capital, Growth and Poverty; A Survey of Cross-Country Evidence. Social
Capital Initiative Working Paper No. 7, Washington, World Bank.

Knack, S., Keefer, P., 1997. Does Social Capital Have an Economic pay-off? A Cross-Country
Investigation. Quarterly Journal of Economics 112, 1252-1288.

Knell, M., 1999. Social Comparison, Inequality, and Growth. Journal of Institutional and
Theoretical Economics 155, 664-695.

Landes, D., 1998. The Wealth and Poverty of Nations. Norton, New York.
Lucas, R.E., 1988. On the Mechanics of Economic Development. Journal of Monetary Economics

22,117-134.

24



Matsuyama, K., 2000. The Rise of Mass Consumption Societies. LSE Development Economics

Discussion Paper 23, London School of Economics and Political Science.

Murphy, K., Schleifer, A., Vishny, R., 1989. Income Distribution, Market Size and
Industrialization. Quarterly Journal of Economics 104, 532-564.

Perotti, R., 1993. Political Equilibrium, Income Distribution, and Growth. Review of Economic

Studies 60, 755-776.

Persson, T., Tabellini, G., 1994. Is Inequality Harmful for Growth? Theory and Evidence. American
Economic Review 48, 600-621.

Putnam, R., 1993. Making Democracy Work. Princeton University Press, Princeton.

Putnam, R., 2000. Bowling Alone: The Collapse and Revival of American Community. Simon
Schuster, New York.

Romer, P.M., 1986. Increasing Returns and Long-Run Growth, Journal of Political Economy 94,
1002-1037.

Rothschild, M., Stiglitz, J.E., 1970. Increasing Risk: I. A Definition. Journal of Economic Theory,
2,225-243.

Saint-Paul, G., Verdier, T., 1993. Education, Democracy, and Growth. Journal of Development
Economics 42, 399-407.

Temple, J., Johnson, P.A., 1998. Social Capability and Economic Growth, Quarterly Journal of
Economics 113, 965-990.

Zak, P.J., Knack, S., 2001. Trust and Growth. Economic Journal 111, 295-321.

Zweimiiller, J., 2000. Schumpeterian Entrepeneurs Meet Engel’s Law: The Impact of Inequality on

Innovation-Driven Growth. Journal of Economic Growth 5, 185-206.

25



Bisher erschienen:

Diskussionspapiere der Fachergruppe Volkswirtschaftslehre

Josten, Stefan Dietrich, Middle-Class Consensus, Social Capital and the Mechanics of Economic
Development, No. 36 (January 2005).

Dewenter, Ralf & Ulrich Kaiser, Anmerkungen zur ékonomischen Bewertung von Fusionen auf
dem Printmedienmarkt, Nr. 35 (Januar 2005).

Gobel, Markus & Tobias Thomas, Informal Institutions and the “Weaknesses” of Human Behavior,
No. 34 (January 2005).

Dewenter, Ralf & Justus Haucap, Estimating Demand Elasticities for Mobile Telecommunications
in Austria, No. 33 (Dezember 2004).

Meyer, Dirk, Die Entmachtung der Politik: Zur Frage der Uberlebensfihigkeit demokratischer
Nationalstaaten in einer globalisierten Weltwirtschaft, Nr. 32 (Dezember 2004).

Josten, Stefan Dietrich & Klaus W. Zimmermann, Unanimous Constitutional Consent and the
Immigration Problem, No. 31 (Dezember 2004).

Bleich, Torsten, Importzoll, Beschéftigung und Leistungsbilanz: ein mikrofundierter Ansatz,
Nr. 30 (September 2004).

Dewenter, Ralf, Justus Haucap, Ricardo Luther & Peter Rotzel, Hedonic Prices in the German
Market for Mobile Phones, No. 29 (August 2004).

Carlberg, Michael, Monetary and Fiscal Policy Interactions in the Euro Area, No. 28 (Mérz 2004).
Dewenter, Ralf & Justus Haucap, Die Liberalisierung der Telekommunikationsbranche in Deutsch-
land, Nr. 27 (Marz 2004), erschienen in; Zeitschrift fir Wirtschaftspolitik 53, 2004, 374-393.

Kruse, Jorn, Okonomische Konsequenzen des Spitzensports im offentlich-rechtlichen und im
privaten Fernsehen, Nr. 26 (Januar 2004).

Haucap, Justus & Jorn Kruse, Ex-Ante-Regulierung oder Ex-Post-Aufsicht fir netzgebundene
Industrien?, Nr. 25 (November 2003), erschienen in Wirtschaft und Wettbewerb 54, 2004, 266-275.
Haucap, Justus & Tobias Just, Der Preis ist heiR. Aber warum? Zum Einfluss des Okonomie-
studiums auf die Einschétzung der Fairness des Preissystems, Nr. 24 (November 2003), erschienen
in Wirtschaftswissenschaftliches Studium (WiSt) 33 (9), 2004, 520-524.

Dewenter, Ralf & Justus Haucap, Mobile Termination with Asymmetric Networks, No. 23
(October 2003).

Dewenter, Ralf, Raising the Scores? Empirical Evidence on the Introduction of the Three-Point
Rule in Portugese Football, No. 22 (September 2003).

Haucap, Justus & Christian Wey, Unionisation Structures and Innovation Incentives, No. 21
(September 2003), erschienen in: The Economic Journal 114, 2004, C145-C165.

Quitzau, Jorn, Erfolgsfaktor Zufall im Profifulball: Quantifizierung mit Hilfe informations-
effizienter Wettmaérkte, Nr. 20 (September 2003).



Reither, Franco, Grundziige der Neuen Keynesianischen Makrodkonomik, Nr. 19 (August 2003),
erschienen in: Jahrbuch fir Wirtschaftswissenschaften 54, 2003, 131-143.

Kruse, Jorn & Jorn Quitzau, FuBball-Fernsehrechte: Aspekte der Zentralvermarktung, Nr. 18
(August 2003).

Bihler, Stefan & Justus Haucap, Mobile Number Portability, No. 17 (August 2003), erschienen in:
Journal of Industry, Competition and Trade 4, 2004, 223-238.

Zimmermann, Klaus W. & Tobias Just, On the Relative Efficiency of Democratic Institutions,
No. 16 (July 2003).

Biihler, Stefan & Justus Haucap, Strategic Outsourcing Revisited, No. 15 (July 2003), erscheint in
Journal of Economic Behavior and Organization, 2005.

Meyer, Dirk, Die Energieeinsparverordnung (EnEV) - eine ordnungspolitische Analyse, Nr. 14
(Juli 2003).

Zimmermann, Klaus W. & Tobias Thomas, Patek Philippe, or the Art to Tax Luxuries, No. 13
(June 2003).

Dewenter, Ralf, Estimating the Valuation of Advertising, No. 12 (June 2003).
Otto, Alkis, Foreign Direct Investment, Production, and Welfare, No. 11 (June 2003).
Dewenter, Ralf, The Economics of Media Markets, No. 10 (June 2003).

Josten, Stefan Dietrich, Dynamic Fiscal Policies, Unemployment, and Economic Growth, No. 9
(June 2003).

Haucap, Justus & Tobias Just, Not Guilty? Another Look at the Nature and Nurture of Economics
Students, No. 8 (June 2003).

Dewenter, Ralf, Quality Provision in Interrelated Markets, No. 7 (June 2003).

Bréauninger, Michael, A Note on Health Insurance and Growth, No. 6 (June 2003).

Dewenter, Ralf, Media Markets with Habit Formation, No. 5 (June 2003).

Haucap, Justus, The Economics of Mobile Telephone Regulation, No. 4 (June 2003).

Josten, Stefan Dietrich & Achim Truger, Inequality, Politics, and Economic Growth. Three Critical
Questions on Politico-Economic Models of Growth and Distribution, No. 3 (June 2003).

Dewenter, Ralf, Rational Addiction to News?, No. 2 (June 2003).

Kruse, Jorn, Regulierung der Terminierungsentgelte der deutschen Mobilfunknetze?, Nr. 1 (Juni
2003).

Frihere Diskussionsbeitrage zur Wirtschaftspolitik
Bréauninger, Michael & Justus Haucap, Das Preis-Leistungs-Verhéltnis ¢konomischer Fachzeit-
schriften, Nr. 120 (2002), erschienen in: Schmollers Jahrbuch 123, 2003, S. 285-305.

Kruse, Jorn, Competition in Mobile Communications and the Allocation of Scarce Resources: The
Case of UMTS, Nr. 119 (2002), erschienen in: Pierrre Buigues & Patrick Rey (Hg.), The
Economics of Antitrust and Regulation in Telecommunications, Edward Elgar: Cheltenham 2004.



Haucap, Justus & Jorn Kruse, Predatory Pricing in Liberalised Telecommunications Markets,
Nr. 118 (2002), erschienen in: Christian von Hirschhausen, Thorsten Beckers & Kay Mitusch
(Hrsg.), Trends in Infrastructure Regulation and Financing, Edward Elgar: Cheltenham 2004,
S. 43-68.

Kruse, Jorn, Pay-TV versus Free-TV: Ein Regulierungsproblem?, Nr. 117 (2002), erscheint in:
Mike Friedrichsen (Hg.), Kommerz - Kommunikation - Konsum. Zur Zukunft des Fernsehens in
konvergierenden Markten, 2003.

Kruse, Jorn, Regulierung der Verbindungsnetzbetreiberauswahl im Mobilfunk, Nr. 116 (2002), als
Kurzform erschienen in: Multimedia und Recht, Januar 2003, S. 29-35.

Haucap, Justus & Jorn Kruse, Verdrangungspreise auf liberalisierten Telekommunikations-
markten, Nr. 115 (2002), erschienen in: Perspektiven der Wirtschaftspolitik 5, 2004, 337-361.

Haucap, Justus & Helmmar Schmidt, Kennzeichnungspflicht fiir genetisch veranderte Lebens-
mittel: Eine 6konomische Analyse, Nr. 114 (2002), erschienen in: Zeitschrift flir Wirtschafts-
politik 53, 2002, S. 287-316.

Kruse, Joérn & Jorn Quitzau, Zentralvermarktung der Fernsehrechte an der FuBball-Bundesliga,
Nr. 113 (2002), erschienen in: Zeitschrift fur Betriebswirtschaft, Erganzungsheft zur Sport-
okonomie, 2002, S. 63-82.

Kruse, Jorn & Justus Haucap, Zuviel Wettbewerb in der Telekommunikation? Anmerkungen zum
zweiten Sondergutachten der Monopolkommission, Nr. 112 (2002), erschienen in: Wirtschafts-
dienst 82, 2002, S. 92-98.

Bréauninger, Michael & Justus Haucap, What Economists Think of Their Journals and How They
Use Them: Reputation and Relevance of Economics Journals, Nr. 111 (2002), erschienen in
Kyklos 56, 2003, S. 175-197.

Haucap, Justus, Telephone Number Allocation: A Property Rights Approach, Nr 110 (2001),
erschienen in: European Journal of Law and Economics 15, 2003, S. 91-109.

Haucap, Justus & Roland Kirstein, Government Incentives when Pollution Permits are Durable
Goods, Nr. 109 (2001), erschienen in: Public Choice 115, 2003, S. 163-183.

Haucap, Justus, Konsum und soziale Beziehungen, Nr. 108 (2001), erschienen in: Jahrbuch fiir
Wirtschaftswissenschaften 52, 2001, S. 243-263.

Brauninger, Michael & Justus Haucap, Was Okonomen lesen und schitzen: Ergebnisse einer
Umfrage, Nr. 107 (2000), erschienen in: Perspektiven der Wirtschaftspolitik 2, 2001, S.185-210.
Haucap, Justus, Uwe Pauly & Christian Wey, Collective Wage Setting When Wages Are Generally
Binding: An Antitrust Perspective, Nr. 106 (2000), erschienen in: International Review of Law and
Economics 21, 2001, S. 287-307.

Haucap, Justus, Selective Price Cuts and Uniform Pricing Rules in Network Industries, Nr. 105
(2000), erschienen in: Journal of Industry, Competition and Trade 3, 2003, 269-291.

Brauninger, Michael, Unemployment Insurance, Wage Differentials and Unemployment, Nr. 104
(2000) erschienen in: Finanzarchiv 75, 2000, S. 485-501.



Kruse, Jorn, Universaldienstlast etablierter Postunternehmen, Nr. 103 (2000) erschienen in:
Zeitschrift fir Betriebswirtschaft, Ergdnzungsheft 3, 2002, S. 99-117.

Kruse, Jorn, Sportveranstaltungen als Fernsehware, Nr. 102 (2000) erschienen in: SchellhaaR,
Horst-Manfred (Hg.), Sportveranstaltungen zwischen Liga- und Medien-Interessen, Hofmann:
Schorndorf 2000, S. 15-39.

Frihere Diskussionsbeitrage aus dem Institut fiir Theoretische Volkswirtschaftslehre
Bréauninger, Michael, Social Capital and Regional Mobility, Nr. 4/2002.
Schéfer, Wolf, EU-Erweiterung: Anmerkungen zum Balassa-Samuelson-Effekt, Nr. 3/2002,
erschienen in; Stefan Reitz (Hg.): Theoretische und wirtschaftspolitische Aspekte der internatio-
nalen Integration, Duncker & Humblot: Berlin 2003, S. 89-98.
Bréauninger, Michael, The Budget Deficit, Public Debt and Endogenous Growth, Nr. 2/2002.
Rosl, Gerhard, Die Umverteilung der Geldschépfungsgewinne im Eurosystem: Das Earmarking-
Verfahren seit dem 1.1.2002, Nr. 1/2002, als Kurzform erschienen in: Wirtschaftsdienst 82, 2002,
S.352-356.
Schniewindt, Sarah, Two-Way Competition in Local Telecommunication Networks, Nr. 2/2001.
Reither, Franco, Optimal Monetary Policy when Output Persists: On the Equivalence of Optimal
Control and Dynamic Programming, Nr. 1/2001.
Schafer, Wolf, MOEL-Wechselkursarrangements, Nr. 1/2000, erschienen in: Glnther Engel &
Peter Rilhmann (Hg.): Geldpolitik und Europaische Wahrungsunion, Gottingen 2000, S. 217-228.
Heppke, Kirsten, On the Existence of the Credit Channel in Poland, Nr. 8/1999.
Bréuninger, Michael, Unemployment and International Lending and Borrowing in an Overlapping
Generations Model, Nr. 8/1999.
Henning, Andreas & Wolfgang Greiner, Organknappheit im Transplantationswesen - Lésungs-
ansétze aus 6konomischer Sicht, Nr. 7/1999.
Chung, Un-Chan, East Asian Economic Crisis - What is and What Ought to be Done: The Case of
Korea, Nr. 6/1999, erschienen in: Research in Asian Economic Studies 10, 2002, S. 93-121.
Carlberg, Michael, Européische Wéahrungsunion: Der neue Policy Mix, Nr. 5/1999, erschienen in
Wirtschaftswissenschaftliches Studium (WiSt) 29(1), 2000, S. 8-13.
Carlberg, Michael, European Monetary Union: The New Macroeconomics, Nr. 4/1999, erschienen
in: Gerhard Ribel (Hg.), Real and Monetary Issues of International Economic Integration,
Duncker & Humblot: Berlin 2000, S. 155-175.
Brdauninger, Michael & J.-P. Vidal, Private versus Financing of Education and Endogenous
Growth, Nr. 3/1999, erschienen in: Journal of Population Economics 13, 2000, S. 387-401.
Reither, Franco, A Monetary Policy Strategy for the European Central Bank, Nr. 2/1999 erschienen
in: Rolf Caesar & Hans-Eckart Scharrer (Hg.), European Economic and Monetary Union: Regional
and Global Challenges, Nomos Verlag: Baden-Baden 2001, S. 213-226.



Bréauninger, Michael, Wage Bargaining, Unemployment and Growth, Nr. 1/1999 erschienen in:
Journal of Institutional and Theoretical Economics 156, 2000, S. 646-660.

Frihere Diskussionsbeitrage zur Finanzwissenschaft

Josten, Stefan, Crime, Inequality, and Economic Growth. A Classical Argument for Distributional
Equality, 2002, erschienen in: International Tax and Public Finance 10, 2003, S. 435-452.

Zimmermann, Klaus W. & Tobias Thomas, Offentliche Giiter, natiirliche Monopole und die
Grenze marktlicher Versorgung, 2002, erschienen in: Wirtschaftswissenschaftliches Studium (WiSt)
32,2003, S. 340-344.

Holm-Muiller, Karin & Klaus W. Zimmermann, Einige Anmerkungen zur Internalisierungsstrategie
mit dem produktorientierten Konzept der Pigousteuer, 2002, erschienen in: Zeitschrift flr
Umweltpolitik und Umweltrecht 25, 2002, S. 415-420.

Josten, Stefan, Nationale Schuldenpolitik in der EWU, 2002, erschienen in: Wirtschaftsdienst 82,
2002, S. 219-225.

Hackmann, Johannes, Der Sonderabgabenbezug nach dem Lebenspartnerschaftsergdnzungsgesetz,
2002, erschienen in: Wirtschaftsdienst, 82, 2002, S. 241-248.

Josten, Stefan, Das Theorem der Staatsschuldneutralitdt. Eine kritisch-systematische Rekonstruk-
tion, 2001, erschienen in: Jahrbuch fiir Wirtschaftswissenschaften 53, 2002, S. 180-209.

Zimmermann, Klaus W., Komplikationen und Fallstricke in der Pigou-Analyse von Externalitéten,
2001, erschienen in: Jahrbuch fir Wirtschaftswissenschaften 53, 2002, S. 245-267

Josten, Stefan, National Debt in an Endogenous Growth Model, 2001, erschienen in: Jahrbuch fur
Wirtschaftswissenschaften 53, 2002, S. 107-123.

Hackmann, Johannes, Vom Ehegattensplitting zum Partnerschaftssplitting?, 2001, erschienen in:
Volker Arnold (Hg.), Wirtschaftsethische Perspektiven VI, Schriften des Vereins fur Social-
politik 228/V1, Ducker & Humblot: Berlin 2002, S. 189-222.

Zimmermann, Klaus W. & Tobias Just, Politische Glaubwirdigkeit und der Euro: Eine ver-
fassungsdkonomische Perspektive, 2000, erschienen in: Fritz Sollner & Arno Wilfert (Hg.), Die
Zukunft des Steuer- und Sozialstaates, Physica Verlag 2001, S. 373-397.

Josten, Stefan, National Debt, Borrowing Constraints, and Human Capital Accumulation in an
Endogenous Growth Model, 2000, erschienen in: FinanzArchiv 58, 2001, S. 317-338.
Zimmermann, Klaus W. & Tobias Just, The Euro and Political Credibility in Germany, 2000,
erschienen in: Challenge 44, 2001, S. 102-120

Josten, Stefan, Public Debt Policy in an Endogenous Growth Model of Perpetual Youth, 1999,
erschienen in FinanzArchiv 57, 2000, S. 197-215.

Zimmermann, Klaus W., Internalisierung als Nirwana-Kriterium der Umweltpolitik, 1999,
erschienen in: Kilian Bizer, Bodo Linscheidt & Achim Truger (Hg.), Staatshandeln im Umwelt-
schutz. Perspektiven einer institutionellen Umweltékonomik, Duncker & Humblot: Berlin 2000.



Hackmann, Johannes, Die unterlassene Besteuerung der Nutzungswerte selbstgenutzten
Wohnungseigentums: Vergebene Reformpotentiale, 1999, erschienen in: R. Lideke, W. Scherf &
W. Steden (Hg.), Wirtschaftswissenschaft im Dienste der Verteilungs-, Geld- und Finanzpolitik,
Festschrift fur A. Oberhauser, Berlin 2000, S. 387-412.

Zimmermann, Klaus W. & Tobias Just, Interest Groups, Referenda, and the Political Process: On
the Efficiency of Direct Democracy, 1999, erschienen in: Constitutional Political Economy 11,
2000, S. 147-163.

Josten, Stefan, Staatsverschuldung und Wirtschaftswachstum in einem Diamond-OLG-Modell mit
AK-Technologie, 1999, erschienen in: Jahrbuch fur Wirtschaftswissenschaften 51, 2000, S. 237-
254,



