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Abstract

Children who can count on support from altruistic parents may not
try hard to succeed in the labor market. Moreover, parental altru-
ism makes withdrawal of such support non-credible. To promote work
effort, parents may want to instill norms which later cause their chil-
dren to experience guilt or shame associated with failure to support
themselves. While social insurance pools risk across families, we show
that it also creates a free-rider problem among parents in terms of
norm formation. We also examine the formation of norms requiring
children to support their parents financially in old age.
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1 Introduction

In recent years, the influence of norms on economic behavior has been in-
creasingly recognized among economists. Attention has been devoted to both
ethics, which may be regarded as internalized norms, and social norms which
are upheld by the approval or disapproval of others. Norms are then usually
regarded as exogenously given — a rather natural assumption in a short-run
analysis since norms often have considerable inertia. In a long-term perspec-
tive, however, it is of interest to endogenize norms, i.e., to explain how they
emerge, are upheld and change. These aspects may also be relevant when
assessing the long-term effects of economic policies. While economic policies
usually address economic problems taking norms as given, or more often ne-
glecting norms altogether, policies are likely to influence norms in the long
run. This may be particularly important for tax and welfare state policies.
Nevertheless, long-term consequences for norms were probably seldom an-
ticipated by the engineers of today’s tax and social insurance systems. For
instance, when the welfare state was dramatically expanded after World War
II, few seem to have been concerned about the risk that work ethics and so-
cial norms concerning work would change in ways detrimental to the welfare
state itself.

Studies of the emergence of norms have predominantly been based on an
evolutionary perspective.! Alternatively, norms may be seen as the result of
purposeful, self-interested behavior on the part of certain agents, so-called
"norm senders”.? We follow the latter approach.

The purpose of this paper is to study the formation of work norms and

1 See e.g. Axelrod [1986], Boyd and Richerson [1985], Binmore and Samuelson [1994]
and Vega-Redondo [1993].

2 Bisin and Verdier [1998] examine the transmission of preferences for social status
from altruistic parents to children; see also Hauk and Saez-Marti [1999].



their interplay with economic incentives. In particular, we examine the norm
that able-bodied individuals should support themselves by working rather
than living off handouts from others.> Obvious senders of such norms are
parties that are directly or indirectly affected by the individual’s work effort,
such as parents, employers, co-workers and taxpayers. The ability to influ-
ence an individual’s norms certainly varies among these groups. We focus on
the role of altruistic parents as norm senders. Specifically, we analyze how
parents’ norm formation depends on factors such as parental income, wages
and labor market prospects for their children, education and the generosity of
the social insurance system. In the same framework, we also examine norms
requiring children to provide for their parents in old age.

Altruistic parents have an interest in their children’s ability and willing-
ness to support themselves. If children fail in this respect, parents feel obliged
to help them financially. Children’s labor market prospects depend partly
on luck and partly on their own effort, for instance in terms of investments
in human capital, job search, work intensity and career ambitions. Children
who can count on support from altruistic parents, should they fail to support
themselves, may be tempted to free ride on their parents’ altruism by exert-
ing less effort in their working life than otherwise and, more importantly, less
effort than their parents would like.*

Such incentive problems need not always arise; Becker’s [1974] "rotten-

3Work norms and norms against living off transfers have been discussed in Weber
[1930], Parsons [1952], Elster [1989], Moffit [1983], Lindbeck [1995], Lindbeck, Nyberg and
Weibull [1999] and Stutzer and Lalive [2001].

4 A seminal contribution on incentive problems in connection with altruism is Buchanan
[1975]. Lindbeck and Weibull [1988] provide a formalization.

There is also a literature on the possibility of alleviating free riding on altruistic parents
by early gifts or precommitment to bequests; for a critical discussion of the former ap-
proach, see Bruce and Waldman [1990]. The use of strategic bequests by altruistic parents
has been examined in e.g. Bernheim, Shleifer and Summers [1985], Lindbeck and Weibull
[1986], Wilhelm [1996] and Cremer and Pestieau [1996, 1998].



kid theorem” demonstrates that selfish children may well find it optimal to
act in their altruistic parents’ best interest. In the case we examine, however,
incentive problems do arise. The reasons are that parental altruism limits
parents’ ability to precommit to an incentive scheme for children and that
the possibility of transferring utility between parent and child is restricted
since children’s effort is a private good.’

Non-economic incentives embedded in individual ethics or social norms
are less likely to be subject to time-inconsistency problems than are economic
incentives. The reason is that norms do not require ex post enforcement from
parents in conflict with their altruistic preferences. A work ethic is based on
feelings of self-respect or guilt, depending on whether or not the individual
succeeds in his working life; in case of failure children ”punish themselves”
so to speak. By contrast, a social norm in favor of work is upheld by the
approval or disapproval of individuals outside the family, resulting in pride
and shame, respectively. Social norms may function as complements to or
substitutes for internalized norms.

Teaching ethics or social norms to your own children constitutes an in-
tegral part of upbringing. An important assumption in this paper is that
parents are, at least to some extent, successful in their attempts to influence
the preferences of their children. To instill a work ethic, parents have to make
children associate positive and negative experiences with their achievements
in working life. Similarly, a prerequisite for instilling social norms is that

parents can sensitize their children to the opinion of others. This is not the

5 It has been shown by Bergstrom [1989] that under these circumstances, the rotten-
kid theorem applies only if utility is quasi-linear. (In our context this would imply risk
neutrality, which is an unfortunate assumption in an analysis involving social insurance.)
Lindbeck and Weibull [1988] examined the consequences of altruism when precommitment
is not possible. They found that free riding then occurs not only when the child is selfish,
but also when he cares about the parent.



whole story, however. Individuals outside the family must also be willing
to enforce the social norm by expressing approval or disapproval, which in
some cases may involve harassment and ostracism. But why would other
individuals enforce norms if such enforcement is costly to themselves? One
reason may be that individuals who do not punish norm transgressions may
be subject to punishment themselves; see e.g. Kandori [1992]. Moreover,
some individuals might actually take satisfaction in punishing norm viola-
tions. The cost of enforcing norms may also be regarded as an investment in
future norm compliance.’

The risk that a child fails in the labor market, in spite of considerable ef-
fort, complicates his parents’ task of providing non-economic effort incentives.
This is the case both in the context of ethics and social norms. Children who
fail suffer doubly: in addition to a low income, they feel guilt or shame.”

Altruistic parents may also instill guilt in children to influence other types
of behavior than work effort. For example, even altruistic parents may be
interested in receiving transfers from their children in old age, at least if
children are well-to-do. An early study in this vein is Gary Becker’s [1993]
analysis where parents make children feel guilty if they fail to provide such
support. The model we introduce is extended to cover transfers from children
to parents.

It is important to recognize, of course, that parents can improve their

6 If the reactions of others also have economic consequences for an individual, then
the first condition (sensitivity to the opinions of others) may not be necessary. However,
Elster [1989, p. 99], argues that social norms cannot be based on material considerations
alone: ”For norms to be social, they must be (a) shared by other people and (b) partly
sustained by their approval and disapproval.”

7 Guilt or shame provides ”effort incentives” in the same way as deductibles provide
incentives for prudence in insurance markets. However, while deductibles constitute redis-
tributions between insurance companies and policyholders, guilt or shame is not matched
by any utility gains for other individuals.



children’s labor market prospects by investing in education. Such investments
also reduce future income transfers to children, which strengthens their effort
incentives. As we shall see, education may be a complement to or substitute
for instilling work norms.

The extent to which parents rely on non-economic incentives (norms)
and education depends on the economic conditions facing parents and chil-
dren. Important elements of the economic situation include not only parental
income and labor market opportunities for children, but also the social insur-
ance system. While social insurance is an effective device for pooling income
risks among families, it may have negative consequences not only for eco-
nomic incentives but also, in a long-term perspective, for norm formation.
Once families are insured against adverse outcomes, parents’ incentives to
instill strong work norms in their children are reduced. This leads to lower
effort and a reduced tax base. Thus, social insurance not only gives rise to
the traditional free-riding problem for insured individuals, but may also lead
to free riding in terms of norm formation. Thus, society at large also has an
interest in providing effort incentives, including non-economic ones.

Intergenerational transfers and related incentive problems have also been
studied in the context of other analytical frameworks. In particular, there
is a literature examining intergenerational transactions in overlapping gen-
erations models and how these transfers can be sustained as equilibria in
repeated games. Such equilibria are often interpreted as implicit contracts
between generations; see e.g. Sandler and Smith [1976] and Rangel [1999]
and references therein. The repeated games approach and our approach are
perhaps best viewed as complements, as they build on quite different mech-
anisms of intergenerational relations.

The paper proceeds as follows. In section 2 we develop a simple model



of a family with an altruistic family head. After examining parental deci-
sions about upbringing and transfer payments to children, we analyze how
these decisions interact with children’s choice of work effort. Transfers from
children to parents are addressed in section 3, and in section 4 we extend
the discussion to include the role of family networks and education. A social
insurance system is introduced in section 5. In particular, we examine how
a social insurance system affects the incentives for parents to instill work
norms. In section 6 we examine the stability of social norms in favor of work.

Section 7 offers some concluding remarks and possible extensions.

2 The Model

We analyze a model with two generations: parents and children. To high-
light the incentive problem we assume that parents are altruistic while their
children are selfish. Decisions are made in three stages. In the first stage,
parents instill work norms in their children. Analytically, we represent work
norms as a non-economic cost associated with failure in the labor market.
In the second stage, individuals in the younger generation choose their work
effort. In the labor market, they either become successful and achieve high

" or fail and have low earnings, w!, where h and [ correspond

earnings, w
to success and failure, respectively. Failure can be interpreted as becoming
unemployed or belonging to the working poor. In the third stage, after ob-
serving the labor market outcome, an altruistic parent with income I may
choose to provide financial support to the child.

The likelihood of success or failure in the labor market depends partly

on individual effort and partly on random events. Let p be the probability

of becoming successful given some effort level. Assuming that p is strictly



increasing in the child’s effort we can, for simplicity, assume that children
choose p directly. The effort cost associated with a specific p is assumed to be
given by a function v(p) such that v,(p) > 0. We also assume that v(0) =0
and lim,_,; v(p) = oo (Inada conditions). More specifically, we assume that
v(p) = —qIn(1—p) > 0. The parameter ¢ measures how costly it is to increase
the probability of success and may reflect labor market conditions, such as the
rate of unemployment and educational opportunities. If we interpret 1 — p
as a measure of leisure, this formulation of the v(p) function implies that
individuals have Cobb-Douglas preferences over consumption and leisure.

For simplicity, wages are assumed to be fixed — only the probability of
receiving a high or a low wage depends on effort.

The utility of the child is:

Incf — v(p) with probability p
Uk<ckap7 S) - (1)
Inct —v(p) —s with probability 1 —p

where ¢ can take two values, ¢ and ¢}, denoting the child’s consumption
in the high and low labor market outcome, respectively. The parameter s
denotes the non-economic disutility (guilt or shame) of failing in the labor
market.®

According to this formulation, the work norm is related to the labor
market outcome for the individual. Alternatively, the work norm could be
tied to the effort of the individual. An advantage of norms tied to effort is

that no individual is then punished soleley because of bad luck. However,

8 Non-economic incentives may, of course, also take the form of rewards that give rise
to self-respect or pride. Since an analytically interesting tradeoff occurs only when the
provision of incentives involves a utility cost, we normalize the utility derived from self-
respect and pride to zero, which may be interpreted as the highest level of self-respect or
pride that parents are able to provide.



enforcement of such norms is likely to be less reliable than for norms tied to
outcome.

Enforcement of internalized work norms is based on an individual’s sub-
jective perception of whether a norm is obeyed or not. Children may thus
have considerable discretion in determining whether they have violated a
norm or not, for instance by defining success differently than their parents
do. The scope in this respect is probably smaller for norms tied to outcomes
observable by other people, since an individual’s own assessment is then more
likely to resemble the assessment made by others. While work ethics in the
real world are likely to contain elements linked to both effort and outcomes,
we confine our analysis to norms based on outcomes.

In the case of social norms, parents can be more confident that violations
will actually be punished, since both the assessment as to whether the child
has broken the norm and the punishment is left to others. Since it is quite
difficult for outsiders to observe effort, the case for tying social norms to
outcomes rather than effort is even stronger than for internalized norms.

We assume that the utility of an altruistic parent depends on his own

consumption and the utility of the child in the following way:
Up(cp, ¢, p, 8) = Inc, + aUy(ck, p, s), (2)

where ¢, denotes the parent’s consumption and o reflects the degree of
parental altruism, i.e., the weight the parent attaches to the utility of the
child. The parent’s consumption is simply his income minus any transfer 7
he gives to the child, ¢;, = I —r*, where i € {h, [} indicates the labor market
outcome for the child. Similarly, the child’s consumption is ¢}, = w' + r*,
i.e., it is determined by state-dependent earnings and the transfer from the

parent.



We solve the model backwards, starting with the third and second stages
when parents decide on intergenerational transfers and children choose their

work effort.

2.1 Choices of transfers and effort

Parents decide how much to transfer after having observed their child’s per-
formance in the labor market. Parents choose r® to maximize utility, as ex-
pressed in (2), subject to 7* > 0. Recalling that ¢}, = I —r* and ¢}, = w*+r",the
first-order condition for the parent’s choice of ¢ is

avu, 1 Q

- = — - - - < 0.
dr? I—r’+w’+r’_

The optimal transfer depends on the parent’s degree of altruism «, income [
and the earnings of the child w, and is given by r* = max {(al — w') / (1 + «),0},
where i € {l, h}.

Three cases can occur. If a parent has a low income or is not very altru-
istic, so that af < w', then r' = r" = 0. If instead w' < o < w", transfers
are offered only in bad labor market outcomes. Third, if ol > w", then
parents support children financially also in good outcomes. Inserting 7* into

the expressions for the agents’ consumption yields:

¢, = max { 2= (I + w'"), v’
I.C {1+ | } (3)
¢, = min {ﬁ([ +w'), I}.

Let ¢ be the ratio between consumption in the good and the bad state, the

”consumption ratio” for short,

ép = c;/c]lo & =clh/ch. (4)

10



Note that if * > 0 then family income, I + w?, is shared between the parent
and the child in the proportions 1/(1+«) and /(1 + «), respectively. (This
follows from logarithmic preferences.) Thus, if children receive transfers in
both states, then ¢, = ¢,. If the child only receives support in the bad
outcome, then ¢, < ¢.

Given anticipated transfers and non-economic incentives, the child chooses

p to maximize expected utility,
E[Us(ck, s)] = plncy + (1 = p) [Incj, — s] —v(p). (5)
The first-order condition for the child’s choice of p is:

Incy+s—v'(p) <0 or lnék—l—s—%gO. (6)
Equation (6) says that a positive effort level requires the marginal benefit
of exerting effort, In¢; + s, to be equal to the marginal effort cost, v'(p),
of achieving p. (The marginal benefit of a higher p equals the difference in
utility between the states, Incl! — (Incl, — s) =In¢é, + s.)

We are primarily interested in cases where children exert at least some
effort. Thus, we assume that ¢ is so low that children who receive transfers
in both labor market outcomes choose a p > 0, even without non-economic
incentives, i.e., ¢ < In(I+w")/(I+w'). This ensures that condition (6) holds

with equality.

2.2 Norm formation (upbringing)

While altruistic parents cannot credibly threaten to withhold transfers as
a means of providing incentives for effort, we assume that they can influ-

ence the child’s work effort through upbringing. In the case of work ethics,

11



parents achieve this simply by choosing the level of non-economic incentives
s. In the case of social norms, parents instead make their children more or
less sensitive to the disapproval of others. For simplicity we abstract from
double standards and assume that only individuals who adhere to the norm
themselves will disapprove when others break it. Furthermore, we assume
that each individual’s disapproval carries the same weight for the violator of
the norm, so that the total disapproval is directly proportional to the share
of the population that succeeds in the labor market, w. Letting 5 measure
the individual’s sensitivity to disapproval, the utility cost of failing on the
labor market is now given by §m rather than by s. Since parents take the
aggregate labor market outcome 7w as given, choosing 5 and s is effectively
the same decision. The subsequent analysis of norm formation is therefore
cast in terms of s.

The parent chooses s to maximize expected utility taking the child’s effort
response, implicitly given by (6), into account. The expected utility of the
parent is simply the probability weighted average of the parent’s utility in

the two states,
E[Uy(cp, cx, 5)] = p(s) Incy + (1 = p(s)) In ¢, + aB[Uy], (7)

where we write p(s) to emphasize the direct link between s and the child’s

choice of p. The first-order condition for the parent’s choice of s is

ds In “Pas 0s Op Os (®)

where OF [Ug] /Op = 0, since condition (6) is assumed to hold with equal-
ity. Moreover, it follows implicitly from the same condition that dp/ds =

1/v"(p) = (1 — p)?/q. As expected, work effort increases along with the

12



strength of the guilt or shame associated with failure. Next, since OF [Uy] /0s =
—(1 — p), condition (8) simplifies to

Inc, q

- ——<0. (9)

dp
Inc,— —a(l—p) <0 or
P0s (1=p)< a 1—p
An explicit expression for the parents’ optimal choice of s can be derived by

combining (6) and (9): °
s =max {lné,/a —Iné,0}. (10)

Parents with low incomes or weak altruism provide only small or no transfers
to children in the bad state (so that ¢ ~ ¢}, and thus Iné, ~ 0). Thus the
child’s effort incentives are not seriously distorted. When the child faces the
full economic consequences of this effort decision, there is no point in making
the child feel any guilt or shame associated with failure; it can only harm
the child and does not benefit the parent. Hence, parents then set s = 0. (In
this case p is implicitly defined by condition (6).)

More affluent parents provide higher transfers in the bad state, thereby
reducing children’s incentives for effort. In this case expressions (3) and
(4) imply that r!, and thus also ¢,, increase in parental income while ¢
decreases. However, a parent will only choose s > 0 if the incentive distortion

is sufficiently large. (In this case p is implicitly defined by condition (9).)

9 Tt is straigthforward to show that d? E[U,]/ds? reduces to

OE[U,| 0|9p/0s| op O?E[Uy] Op

op dp O0Os “ Opds 0Os’

This equals —a/v”(p) when dE[Up]/ds = 0, i.e. E[U,] is strictly quasi-concave in s.

10 Note that the induced p is lower than that parents would opt for if they could control
p directly. In the latter case there is no reason to make children feel guilty because of
failure, which would be due solely to bad luck. Maximization of the parent’s expected

13



Not surprisingly, there exists a threshold income level I above which the
transfers offered by the parent are sufficiently distortive to motivate the use

of non-economic incentives. Formally,

Lemma 1 There exists a unique threshold income I € (w'/o, w" /o)) such

that s =0 for I <1 and s >0 for I > 1.

Proof. The threshold income I is the solution to &, = (¢)*. Both &, and &
are continuous in 7, and for al < w' it follows that ¢, = 1 < (w"/w!)* = (&)
so s = 0. If af > w", then ¢, = ¢ which implies that s > 0. By continuity a
threshold I exists, and since Cp 1s strictly increasing and ¢, strictly decreasing

in [ for I € (w'/a,w"/a), it is unique. W

Let us now examine how the behavior of parents and children is influenced
by changes in parameters such as parents’ income and altruism, wages and
the return to labor market effort. The effects on the parents’ use of non-

economic incentives are summarized in the following proposition.

Proposition 1 (i) If I € (I,w"/a), then s increases in I and o while it
decreases in wand w'. (ii) If I > w"/a, then s decreases in I, o and w'

while it increases in w". (iii) Changes in q have no effect on s.
Proof. See appendix. B

Not only higher parental income but also increased altruism result in

higher transfers. If the resulting incentive distortion is sufficiently large,

utility, given that s = 0, yields,

Iné, + a <1n5k - ﬁ) —0.

The p implied in this special case exceeds the p chosen by the child (equation (6)).

14



parents will respond by raising s. Moreover, a higher w' makes the bad
outcome more acceptable and, as a result, parents will reduce both r! and s.
By contrast, a higher w" increases the child’s effort incentives, implying that
a lower s suffices to implement the p preferred by the parent. (The preferred
p is independent of w" when (9) binds and " = 0.)

The effects on s are somewhat different when parents’ income and/or
altruism is so high that they offer transfers in both outcomes, in which case
¢p = & = (I +w")/(I +w'). Now, if parents raise transfers because their
income has increased, the deterioration of work incentives is mitigated since
parents provide transfers in both outcomes. Moreover, parents become less
concerned about the fate of their children in the labor market when the
children’s contribution to family income becomes relatively less important.
The net effect is that parents will choose a smaller s.

Stronger parental altruism increases the child’s consumption in the same
proportion in both outcomes, which leaves the child’s economic effort incen-
tives unchanged. However, it also makes the parent less willing to subject
the child to non-economic punishment and parents will choose a lower s.

l

The effect of changes in w' remains the same as before, but the effect of a

change in w" is different. Since parents will reduce r"

in response to a higher
w” children only receive part of the increased return on effort. They will
therefore choose a p which is too low from the parents’ point of view, which
causes parents to stimulate effort by raising s.

In our model, ¢ does not affect the parents’ choice of s. This follows di-
rectly from (10). Parents choose s to equalize their marginal benefit and cost
due to the child’s effort. They are not concerned with the success probabili-

ties per se.

The effects on children’s choice of p are summarized in proposition 2.

15



Proposition 2 (i) For I € (w'/o,I) and I > w"/a, the equilibrium p
decreases in I, a and w' but increases in w". (i) If T € (I,w"/a), then p
increases in I and decreases in w'. Changes in o have an ambiguous effect,
and changes in w" have no effect on p. (iii). A higher q leads to a lower p

but has an ambiguous effect on v(p).
Proof. See appendix. B

The results in the first part of the proposition are intuitively straightfor-
ward. Higher parental income and increased altruism lead to higher transfers
and lower effort incentives for the child. While a higher wage in the bad out-
come results in lower effort, a higher wage in the good outcome stimulates ef-
fort. (A higher w' will result in a lower parental transfer, but this only partly
offsets the negative effect on effort.) The second part, which reflects the case
where parents use non-economic incentives, but provide transfers only in the
bad outcome, is perhaps less intuitive. In this case higher parental income
increases the consumption ratio for parents. Parents therefore increase s in
order to raise p. On the one hand, increased altruism raises the consumption
ratio of parents, which makes them prefer higher effort. On the other hand,
parents would now prefer to reduce the non-economic punishment. The net
effect on p is ambiguous. Since changes in w” do not affect the parents’
consumption in this case, their preferred p remains unchanged.

Figure 1 illustrates how the parent’s choice of s and the child’s choice of
p depend on parental income [ in a parameterized example. The parameter
values in the example are w" = 2,w' = 1,a = 0.75 and ¢ = 0.1. In the
figure, the threshold income I (below which s = 0) is 2.48. For incomes
above this threshold, parents choose s > 0 and s increases in income, up to

I = 8/3(=w"/a). Above this income level s gradually declines in income.

16



3 Education

So far we have assumed that parents can only influence their children’s effort
via norm formation. In reality, parents may also promote children’s success
in the labor market by, for instance, investing in their education. A pertinent
question is whether the option to invest in education will change the work
ethic parents teach their children. Specifically, are investments in education
and work norms substitutes or complements?

One implication of the analysis in the preceding section is that the labor
market performance of children who receive transfers in both outcomes de-
creases in parental income. The reason is that higher incomes prompt parents
who are already well-off to offer higher transfers and instill laxer work norms,
thereby weakening their children’s economic and non-economic incentives for
effort. While there are real-world counterparts to Thomas Mann’s saga of
the decline of the Buddenbrooks dynasty, we do not generally expect children

from rich families to be less successful than others. For instance, investments

17



in education may offset the disincentive effects.

The direct effect of investments in education e can be viewed as an in-
creased probability of success for a given effort level or, equivalently, as a
reduction in the effort cost required to attain a certain probability of suc-
cess. In line with the latter interpretation we let the effort cost be a function
v(p, e) such that ve(p,e) < 0 where index 2 denotes the derivative with re-
spect to the second argument. As before, we assume that it is infinitely costly
to be successful with full certainty. Investments in education also influence
norm formation and the choice of work effort simply because education is
costly. The effect is the same as in the case of a reduction in parental in-
come. Parents will pass on part of the cost of education to their children in
the form of reduced transfers, thereby increasing the economic effort incen-
tives for children.

How does increased spending on education affect norm formation? Ex-
pression (10) states that the strength of the work norm is determined entirely
by the consumption ratios for parents and children and the parents’ altru-
ism. It does not depend on how education influences the effort cost. Thus
the effect on norm formation of increased spending on education is exactly
the opposite of that of higher parental income, stated in proposition 1.

This means that if a parent offers transfers in both outcomes, the ”Bud-
denbrooks case”, then increased spending on education gives rise to stronger
non-economic incentives. Thus, education and non-economic incentives are
complements. By contrast, if parents use non-economic incentives but of-
fer transfers only in the bad outcome, then education and work norms are
substitutes.

As before, the child’s effort choice is determined either by condition (6)

or condition (9) depending on whether the parent provides non-economic
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incentives or not. Condition (6) depends on the child’s consumption ratio
and the marginal disutility of effort. Condition (9) depends on the parent’s
consumption ratio and the child’s responsiveness to non-economic incentives,
which depends on the effort cost, dp/ds = 1/v11(p,e). Thus, in both cases
the effect of education on the effort cost matters.

If a parent does not use non-economic incentives, then a sufficient con-
dition for education to improve the child’s labor market prospects is that
education does not increase the marginal disutility of effort. If a parent in-
stills work norms in the child, then the effect of education on p depends on
how education affects the first term in condition (9), In¢,0p/0s. Provided
that education does not decrease the child’s responsiveness to non-economic
incentives, i.e., v112(p,e) < 0, education gives rise to a higher p as long as
the parent’s marginal valuation of a higher p, In¢,, does not decrease in e.
The only case where 0ln¢é,/0e < 0 is when parents provide transfers only
in the bad labor market outcome. How investments in education affect p is
then determined by the relative strength of these opposing effects.

When discussing the comparative static effects of investments in educa-
tion on norm formation and the labor market prospects for the child, we did
not address the investment decision per se. Parents have to consider invest-
ments in education in conjunction with norm formation, which increases the
complexity of the problem. Here, we merely state the first-order condition
for investments in education to illustrate the tradeoff faced by parents.

A parent’s incentives to invest in his child’s education differs depending
on whether the child receives no transfers, transfers only in the bad outcome

or in both outcomes. However, for all cases, the first-order condition for the
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parent’s choice of e can, after some simplification, be expressed as

OEU,] 1 1 Op. . ov(p,e)
——(p=+0-p)= |+ 2Ing —a——= <0
9 (pcg + (1—p) leo) + 9 In¢, — a 5o = 0 (11)

Thus, there is a tradeoff between consumption forsaken by parents and chil-
dren (the first term) and two beneficial effects. The second term reflects the
benefit of better labor market prospects and the last term the reduction in
the effort cost. The size of the last two effects, of course, depends on exactly
how education affects the effort cost. This also influences to what extent the
option to invest in education may counteract the ” Buddenbrooks effect”.

In addition to education there are other factors that may counteract the
”Buddenbrooks effect”. For instance, high-income parents often have social
networks that facilitate children’s labor market success. Furthermore, chil-
dren who become accustomed to a high level of consumption may raise their
aspiration level by e.g. increasing the weight on consumption utility relative
to that on the disutility of effort.

The effect high-income parents’ superior social networks on the child’s
probability of succeeding on the labor market can be modeled as a reduction
in the disutility of effort in the same way as for education above. Likewise, the
possibility that children’s aspiration level with respect to consumption may
increase in parental income can be analyzed in the same fashion. Specifically,
the reduction in children’s effort cost due to social network effects can be
reinterpreted a rise in the aspiration level with respect to consumption, i.e.
as an increased preference for consumption relative to leisure.

One important difference, however, is that investments in education also
affect effort incentives via the consumption ratios. Educational investments
may therefore have a stronger impact on the labor market prospects than do

social networks.
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For simplicity, we henceforth abstract from investments in education, so-
cial networks and aspiration levels in the formal analysis. These issues are

alluded to, however, in connection with social insurance.

4 Transfers from Children to Parents

So far we have only considered transfers from altruistic parents to children.
Work norms then served to mitigate the disincentive effects generated by
parental transfers. In cases with low parental income, weak altruism or high
incomes for children, the intergenerational transfers are zero. But, if children
are sufficiently well off, even altruistic parents would actually favor transfers
in the other direction, from children to parents. However, selfish children will
not voluntarily provide for their parents. Parents may therefore try to instill
norms in favor of supporting parents in old age. We extend our analysis to
encompass this case.

As mentioned in the introduction, Becker [1993] has analyzed a model
where parents can make children feel guilty lest they provide for their parents
in old age. Our approach is similar in spirit to Becker’s. However, we choose
a slightly different formalization more in line with our analysis. First, by
contrast to Becker we assume that instilling norms entails no resource cost
for parents. Second, for simplicity, we use a binary formulation of norms —
so that children either feel guilt or not, depending on whether they satisfy
their parents’ transfer requirements.

We assume that parents can make children experience a disutility o* if

the transfer to the parent in state i is below a certain level, g*. A child prefers
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giving ¢° to the parent, rather than keeping the money for himself, if
In(w’ — ¢*) — v(p) > Inw' —v(p) — o (12)

Thus the minimum o required for ¢' is ' = —In(1 — ¢g'/w"). It follows that
to increase ¢, a parent must raise o' by do'/dg" = 1/(w' — g') = 1/c;. In
other words, to induce higher transfers, parents must raise the disutility of
failing to provide for them in old age at a rate equal to the child’s marginal
utility of money, 1/c;.

Transfers from children to parents, just like transfers in the other direc-
tion, affect the consumption ratios and thus children’s choice of work effort.

Using (6) it is straightforward to show that

op 1 Op 1
- L — S 1
dg" cpv" (p) <0 gt " (p) =0 (13)

Under what circumstances, then, would altruistic parents want to instill
norms to secure transfers from their children to themselves? The first-order

conditions for the parents’ choice in this respect are:

OEUp, ~ 1 1 1
agh In CPch”(p) +pcg apcz <0

e lncpm + (1 —p)z —a(l—=p)+ <0

Ck

where the last terms in both conditions reflect the child’s disutility of lower
consumption: 1/cj.!"
If parents require no transfers from their children, then parents’ consump-

tion is the same in both states. The above first-order condition with respect

1 It can be shown that EU, is quasi-concave in both g" and ¢' and that if both
conditions bind, then the second-order condition for a maximum holds.
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to g" can then be simplified to 1/1 —a/w" < 0. Thus the threshold for g" > 0
is af < w". The intuition is straightforward. The less altruistic the parents
and the higher the children’s income relative that of their parents, the more
inclined are parents to instill norms in favor of providing for them in old age.
Moreover, it is easy to see that if parents require transfers from children in
bad labor market outcomes, g' > 0, then they will certainly require transfers
in good outcomes, ¢g" > 0.

Since transfers to parents in good states function as tax wedges, children’s
effort incentives are reduced. Parents can compensate for this, however, by
instilling work norms. To see whether parents will use work norms in con-
junction with norms in favor of support in old age, it is useful to decompose

the first-order condition for the choice of ¢ in the following way:

OE[U,] 1 1

T né,——
dgt .l "v'(p)

FOC for s>0.

—a(l—p) + (1 —QD)Z—iC <0. (15)

Hence, if parents were to instill work norms according to (9), then the above
expression would be strictly positive. This implies that it would be in the
parents’ to require their children to support them even in bad outcomes. In
fact, (15) implies that parents will not instill work norms when they require
transfers from children.

To summarize, the threshold incomes at which parents would instill norms
in favor of children supporting them coincide with those for transfers from
parents to children. Requiring children to support parents in good labor
market outcomes reduces the children’s work incentives. Requiring support
from children in the bad outcome stimulates work effort and dominates work

norms as an incentive mechanism.
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5 Social Insurance

Since parents cannot insure against fluctuations in family income, idiosyn-
cratic risks motivate risk pooling across families, for instance through social
insurance. However, a social insurance system introduces a link between the
decisions of a single family and the economy as a whole via the tax base, which
is affected by other families’ decisions about upbringing and work effort. As
a result, a social insurance system may give rise to free-riding behavior not
only in terms of work effort but also concerning norm formation.

Here, we assume that social insurance consists of a tax-benefit pair {¢, B},
where t is a proportional income tax levied on all children and B is a fixed
benefit provided to children who do not succeed on the labor market.'> Note
that since B is only paid out in bad labor market outcomes, the work norm in
this context can be interpreted as a social norm against accepting transfers
from the government instead of being self-reliant. It is assumed in what
follows that social insurance is less than complete, so that the consumption
level of someone who fails in the labor market is strictly lower than that of
a successful individual.

We assume that both parents and children take taxes and benefits as
given when they make their individual choices, i.e., they do not perceive
their choices as influencing the labor market outcome on the level of the
overall population. However, we require parents’ expectations concerning
the aggregate outcome on the labor market to be consistent with announced
policies (rational expectations).

Whether a policy balances the social insurance budget depends on the

resulting aggregate labor market outcome, 7. The social insurance budget is

12 The qualitative results of our analysis would not change if the tax base were extended
to include parental income.
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balanced in expectation if
t[rw"+ (1 —mw'] =(1-n)B. (16)

The budget-balancing transfer can thus be expressed as B = t[w' + Z=w"]
and is clearly strictly increasing in 7 and ¢. The aggregate labor market out-
come, however, depends on the tax and benefit levels which influence individ-
ual decision-making via their effect on consumption. With social insurance,

children’s consumption is given by:

h(t, B) = (1 —t) w" + rh(t, B)
;c(t7 B) = (1 - t) w —|—rl<t7B) + B.

Parents choose transfers so that (¢, B) = max {IJ%& (o — (1 —t)wh),0}
and r'(t, B) = max {IJ%Q (OJ -(1-t)w' - B) ,O} . Consequently, the equi-

librium consumption levels corresponding to (3) are now

ci(t, B) = max {1 (I +y') '}

it B) = min { ks (I +). T},

(3)

where i € {I,h} and y" = (1 —¢t)w" and 3' = (1 —t)w' + B. Expressions
y"and 7' reflect children’s disposable income before transfers from parents in
the good and the bad labor market outcome, respectively.

Since both parents and children take {¢, B} as given, the conditions deter-
mining children’s effort choice and parents’ choice of s are, as before, given by
conditions (6) and (9), though the consumption ratios now depend on social
insurance: ¢, (¢, B) and ¢ (¢, B) . The equilibrium s is still given by expres-
sion (10) with the same proviso. Note that the consumption ratios strictly

decrease in 7, since the budget-balancing benefit received in bad outcomes,
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B, strictly increases in . Consequently, individual effort and hence, success
probabilities, decrease in 7. Since 7 is the sum of the individual success
probabilities in the population, this observation ensures that for any tax rate
there exists a unique fixed point in 7 and a corresponding budget-balancing
benefit. Of course, if the tax rate t is above a certain level, then there is a
degenerate equilibrium where children exert no effort and they all fail in the

labor market. Formally,

Proposition 3 For any tax rate t, there exists a unique budget-balancing m*.

For sufficiently low tax rates ™ > 0.

Proof. See appendix. W

Note that the negative relation between the consumption ratios and w
does not depend on parental income, altruism or whether different children
face different labor market conditions, i.e., different q. Proposition 3 does
not require families to be identical in these respects.

What, then, are the effects of social insurance on aggregate outcomes and
individual choices? Will parents compensate for reduced effort incentives by
increasing s? Will the role of labor market conditions, g, change when there is

a social insurance system? The following proposition addresses these issues.

Proposition 4 For sufficiently low t (such that 7 > 0), the proportion that
succeeds on the labor market m decreases in t and q. The strength of non-
economic incentives s decreases in t and increases in q if v > 0. If r* =0

the effect on s cannot be signed in either case.

Proof. See appendix. B

The intuition is the following. As already mentioned, social insurance

lowers the preferred p for both parents and children. Since the cost of failure
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is then partly borne by other individuals, social insurance would be expected
to make parents reduce their reliance on non-economic incentives, s. But in
the case where parents only offer transfers in the bad labor market outcome,
this relation does not necessarily hold. The reason is that more generous
social insurance arrangements may reduce children’s effort incentives more
than parents would like. Parents may then strengthen the non-economic
incentives to moderate the decline in p.

Regardless of whether social insurance induces an individual parent to
instill stronger or weaker work norms in his own children, he would prefer
that other parents instill stronger work norms in their own children, since
that would increase the tax base. Thus social insurance results in free-riding
behavior among parents in terms of upbringing.

In section 2, it was shown that an increase in ¢ lowers p but does not
affect the parents’ choice of s. With social insurance, this no longer holds.
As in section 2, a higher ¢ results in a lower 7, but in this case the tax base
will shrink thereby necessitating a reduction in B. This indirectly increases
the consumption ratios which leads to a higher s, at least if parents offer
transfers in both labor market outcomes.

How would the analysis of social insurance change if education were taken
into account? Social insurance cushions bad labor market outcomes and
thus reduces both the incentive to invest in education and the willingness of
parents to instill work norms in their children.

If policymakers regard lower investments in education as undesirable, a
natural policy response might be for the government to subsidize and/or pro-
vide education. In this sense social insurance and education subsidies may
be regarded as complementary policy measures. However, if subsidies are

financed by income taxes, then the positive effect of the subsidy on invest-
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ment in education is counteracted and work incentives are weakened. To
determine the equilibrium effect on the aggregate labor market outcome it is

also necessary to consider the indirect effect on norm formation.

6 Stability of Social Norms with Social In-
surance

When the strength of a norm depends on the number of individuals willing
to enforce it, as may be the case for social norms, then the norm may be
unstable. The reason is that if failure in the labor market becomes more
widespread, the perceived non-economic cost of failing declines, thereby fur-
ther eroding effort incentives and augmenting the frequency of failure in the
labor market further. Below we examine the stability of a social norm in
favor of work.

Recall that individual parents do not expect their own choices to influence
the outcome on the level of the overall population. Thus they take the
aggregate labor market outcome 7 as given. As before, children’s choice of
effort is determined by condition (11) given their expectations about {t, B}
and 7, except that s is now replaced by smw. Parents choose the sensitivity to

disapproval so that
~ Op /
lncp(t,B)%—a(l—p)ﬂ'SO (9)

Since now dp/0s = m/v"(p) this condition is equivalent to (9), i.e., parents
simply choose s so that 57 equals the optimal s in the preceding analysis.
Consequently, the implemented effort level remains the same as before. In

fact, the only difference is that the present equilibrium is supported by the
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disapproval of outside agents. However, this difference may influence the
stability of the equilibrium. The reason is that the strength of the norm, s7,
is by assumption related to the number of agents who adhere to it. Sensitivity
to the opinion of others, s, is likely to be a stable character trait, at least
in the short run. By contrast, the expected labor market outcome, 7, may
well change in the short run because of anticipated changes in labor market
conditions, q.

A fall in m weakens the strength of the work norm and reduces individual
work effort, which in turn accentuates the fall in 7. Thus a small change in 7
could potentially make the equilibrium unstable. Below we state a sufficient

condition for local stability.'?

Proposition 5 If children take policies {t, B} and 3 as given, then equilibria
such that p > 1/2 for all children are locally stable.

Proof. See appendix. B

The property that bad labor market outcomes reduce the strength of a
social norm concerning work corresponds to the common notion that failing
to support oneself by work is less shameful if many others are in the same
situation. The implications of this mechanism were examined by Lindbeck,
Nyberg and Weibull [1999], who discuss the individual’s choice of whether
to work or live off benefits as well as his voting behavior with respect to the
government’s tax and benefit policies. In a sense, this paper may be regarded

as an attempt to create a micro foundation for that paper.

13 We have assumed that social norms are enforced only by those who obey them. The
discussion here, however, suggests that double standards could be socially useful in that
they stabilize the enforcement of norms. But if those who condemn norm breakers are
suspected of not adhering to the norm themselves, then its enforcement is likely to be
weakened.
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7 Concluding Remarks

We have studied how work norms are formed in the interaction between par-
ents and children, with the former as norm senders. The analysis covers both
norms which are internalized (the work ethic) and non-internalized (social
norms concerning work), upheld by the approval and disapproval of others.

Children who can count on support from altruistic parents have weaker
incentives to succeed in the labor market than others. Parental altruism
makes withdrawal of such support non-credible. The role of work norms in
our analysis is to solve this credibility problem. The use of work norms has
been shown to depend on factors such as wages, parental income and the so-
cial insurance system. If children have relatively high incomes and parents’
altruism is rather low, then parents may want to instill norms in favor of sup-
porting parents in old age. Even though this may reduce children’s incentives
for work effort we find that work norms will not be used in conjunction with
norms in favor of supporting parents in old age.

We also examined how social insurance influences norm formation in the
context of our model. Social insurance creates two related free-riding prob-
lems. In addition to the traditional free-riding problem in terms of reduced
work effort, incentives also arise for parents to free ride on each other by
instilling weaker work norms in their children. As a result, more generous
social insurance leads to weaker economic as well as non-economic incentives
for work effort.

When the strength of a norm depends on the number of individuals will-
ing to enforce it, as may be the case for social norms, then the norm may
be unstable. The reason is that if failure in the labor market becomes more
widespread, the perceived non-economic cost of failing declines, thereby fur-

ther eroding effort incentives and augmenting the frequency of failure in the
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labor market further. We examine sufficient conditions for stability of a social
norm in favor of work.

The purpose of the paper has been to develop an analytical framework
for thinking about the formation of work norms and their interaction with
economic incentives. The model also generates a number of — at least po-
tentially — testable predictions. Omne example is that the model implies a
certain relation between parental income and norm formation as illustrated
in Figure 1. Increased altruism obviously leads to higher transfers from par-
ents to children. A less trivial implication is that the effect of altruism on
norm formation depends on parental income. Specifically, increased altruism
causes "middle-income” parents to instill harsher norms while "rich” par-
ents would opt for laxer work norms. Similarly, the model implies that the
relation between investment in education and norm formation also depends
on parental income. On a more aggregate level the model implies a certain
relation between the generosity of the social insurance system and attitudes
toward living off benefits.

While the intensity of work norms and altruism can, in principle, be
measured in survey studies of attitudes, good data of this kind currently
appear to be quite scarce. Both cross-section data, e.g. for countries with
different social insurance schemes, and time-series data could shed light on
the questions raised here.

In this paper we have assumed that parents are the only norm senders.
Historically, institutions such as the school, the church and the military have
also been important norm senders. Schools and the military have been more
instrumental in establishing work norms than in enforcing them. Since the
influence of the church customarily extended over an individual’s life span,

it has been influential in both respects. Traditionally such institutions have
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commanded authority and credibility in these matters and reached a large
fraction of the population. Moreover, involvement or membership has often
been compulsory. Since these institutions already exist for other purposes,
the formation of norms in favor of work can be executed at little extra cost
for such institutions.

Research on work norms would benefit from better empirical measure-
ments of such norms and their potential determinants. It would also be

useful to study other norm senders than the family.
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8 Appendix

Proof of Proposition 1: I € (I,w"/a) implies that ' > 0,r" = 0 and
s > 0. Differentiating (10) with respect to I, for this case yields,

0s al +
— = — > 0.
oI al(I +wh)

Similarly, the effect of changes in « on s is given by,

1 2 1 2
%Z_[_a_lnép}>—2{ @ —In(14+a)| >0
a

O 1+« 1+«
for a € [0, 1]. The effects of changes in wages on s are

ﬁ—_i<0 ﬁ—_l_—a<0
owh — wh ow' ol +w)

If I > w"/a then ' > 0,7" > 0and ¢ = ¢, = & = (I +w")/(I + ).
Hence, s = (1 — a)/alnc > 0 and it follows that s decreases in I, o and w'

but increases in w".

Proof of Proposition 2: For I € (w'/a, I), when 1! > 0,7" = 0 and s = 0,
the effects of changes in I, o, w" and w! on p are determined implicitly from
expression (6):

op _ 1 _ 1 9 _ 1

oI —  v'(p) I+wt <0 a v (p) a(1+a) <0

Op _ _1 1 >0 Op _ __1 _1 < 0.
wh v”(p) wh 7wl vu( ) [+wl

Similarly, for I € (I,w"/a), when 7t > 0,7" = 0 and s > 0, the effects are
determined implicitly from expression (9):

op __ op __ 1 1 _gq
J av”(p) I(I+wl) >0 O~ aw'(p) [1+a 17pi| 0
Op op _ 1 1

owh 0 owt T av’(p) I+w! <0.

Finally, for the case I > w"/a, when r* > 0,7" > 0, expression (9) collapses

into In(1 + w") /(I + w') — aq/(1 — p). Thus, p decreases in I, o and w' but
increases in w".

For all cases, a higher ¢ has an unambiguously negative effect on p equal

o —1/(v"(p)(1 — p)). The effect on effort costs is twofold. First, a higher ¢

increases the cost of maintaining the current p. Second, individuals adjust
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their choice of p accordingly. The net effect is given by:

dv(p) 1 q
7R S o ki

The effect on the effort cost can be either positive or negative.

Proof of Proposition 3: First we examine how p depends on 7. If s > 0
then p is determined by (9) and the relevant consumption ratio is ¢, (¢, 7).
If s = Othen p is determined by (6) and the relevant consumption ratio is
¢k (t,m) . The consumption ratios are given by:

e Ty i) >0 r(w") =0
Cp (t,m = “Dw .
P s>0 %—lb if r(w!) >0 r(wh) >0
1—m
Ok :
% if r(w') =0 r(wh)

=0
Ek <t7 7T)|s:0 - a 1—t)wh .
%—Iﬂ(ﬂ;%wh if r(w') >0 r(w") =0.

Both ¢, (¢, 7) and ¢ (¢, ) decrease strictly in 7 and ¢. Hence, we can express
the child’s choice of p as a continuous decreasing function of m: p(r), where
p'(m) < 0 for p(m) > 0. If families are identical then the p for each child equals
the aggregate success probability, i.e., 7 = p(). Thus there is a unique fixed
point, which is greater than 0 if p(0) > 0. If families differ p;(7) denotes
the optimal p for a child of type ¢ . As before p;(7) is continuous in 7 and
pi(m) < 0 and the inequality is strict if p;(7) > 0. The equilibrium condition
is then 7 = >, \ m;pi(m), where N is the set of types andr; is the frequency
of type ¢ in the population. Since the right-hand side decreases in 7, the
fixed point is unique.

Proof of Proposition 4: As noted above ¢, (t,7) and ¢ (¢, ) strictly de-
crease in t. Thus it follows from conditions (6) and (9) that, for a given m,
an individual’s p decreases in ¢ , and strictly so for p > 0. That is, p(n)
shifts downward (for 7 st p(mw) > 0) which implies that the equilibrium =
decreases in t. The effect of a higher ¢ is similar to that of a higher ¢ in that
an increased cost of effort leads to a downward shift of p(7). Consequently,
7 also decreases in q.

The effect of ¢ on s depends on r". If v > 0, then ¢, (t,7) = & (t,7) =
¢ (t,m) and s strictly decreases in ¢. (An increase in ¢ leads to a lower 7 via
a lower ¢. The reduction in m moderates the fall in ¢ but cannot outweigh
the direct effect via t. A higher ¢ for everyone implies a higher, not a lower,
7 .) An increase in q affects s via 7 and thus leads to higher s for r* > 0. If
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r" =0, then the effects of ¢ and ¢ depend on the relative impact on ¢, (¢, )
and ¢ (¢, ) and cannot be signed.

Proof of Proposition 5: The effect of a change in 7 on p, taking ¢t and B
as given, can be derived implicitly from condition (11): dp/0r = 5(1—p)?/q.
This is non-zero only for families choosing § > 0 when the effect is,

dp 1-p (1_ alnék)

or 7 Inc,

where the last factor is less than one. If p > 0.5 for all children, then = > 0.5.
Thus dp/0r < 1 which ensures stability.
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