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Abstract

We define an indirect evolutionary approach formally and apply it to (Tullock) contests.
Whileit is known (Leininger, 2003) that the direct evolutionary approach in the form of finite
population ESS (Schaffer, 1988) yields more aggressive behavior than in Nash equilibrium, it
is now shown that the indirect evolutionary approach yields the same more aggressive
behavior, too. This holds for any population size N, if evolution of preferences is determined
by behavior in two-player contests. The evolutionarily stable preferences (ESP) of the indirect
approach turn out to be negatively interdependent, thereby “rationalizing” the more
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1 Introduction

Contest models based on a family of contest success functions, which was introduced
by Tullock (1980), have become a standard workhorse of contest and conflict theory;
this is true for both, the growing number of economic and non-economic areas of
applications of contest theory as well as the theoretical advancement of contest
theory itself (see e.g. the survey volumes edited by Lockard and Tullock (2001) and
- most recently - Congleton, Hillman and Konrad (2008)). The present paper hence
addresses a new theoretical question on purpose in the framework of Tullock's model
without striving for utmost generality of results.

Most of the theoretical body of contest theory, and in particular rent-seeking theory,
is based on the solution concept Nash equilibrium. Only recently have evolutionary
solution concepts like the notion of an evolutionarily stable strategy (ESS) success-
fully entered the field, in particular in the notion of Schaffer's (1988) adaptation
of the standard notion of an ESS (Maynard-Smith, 1974) to finite population of
players. While the latter amounts to a refinement of Nash equilibrium, the former
can, but need not, be different from Nash equilibrium. Leininger (2003) shows, that
for a large class of contest success functions, including Tullock contest success func-
tions, the two solution concepts must always give different solutions. Hehenkamp,
Leininger and Possajennikov (2004) provide a full ESS-analysis of Tullock‘s original
contest model and relate the results to those of the Nash-based theory. Among the
most striking results is the observation, that overdissipation of the rent can be an
ESS-outcome of the contest. Further analyses of contests, which use Schaffer‘s con-
cept are contained in Leininger (2006), Schmidt(2007), and Hehenkamp (2007). All
these papers refer to evolution of strategies, respectively behavior; i.e. the solution
concept ESS is applied to the strategy sets of a game with fixed preferences, which
could be termed the standard (or direct) evolutionary approach. In contrast, Giith
and Yaari (1992) have pioneered (and termed) an indirect evolutionary approach, in
which evolution operates at the level of preferences, while actions are still determined
by Nash equilibrium w.r.t. fixed strategy sets. The quest then is for evolutionarily
stable preferences (ESP). Giith and Peleg (2001) have addressed this question w.r.t.
Maynard-Smiths’ notion of ESS by searching for conditions under which standard
payoff (maximization) is evolutionarily stable, while Warneryd (2008) has identified
evolutionarily stable preferences w.r.t. Schaffer‘s ESS notion in a contest model, in
which cost parameters evolve evolutionarily.

The present paper goes one step further by investigating the relation between be-
havior determined by the direct evolutionary approach at the level of strategies and
the indirect evolutionary approach at the level of preferences. We develop both
approaches in detail and apply them to simple versions of an indirect evolutionary



Tullock contest. As is standard in evolutionary game theory we mainly concentrate
on two-player evolutionary games, which, however, are played by populations of ar-
bitrary size. For each population size we determine evolutionarily stable preferences
(ESP) uniquely and relate Nash equilibrium behavior w.r.t. ESP to behavior which
results from applying ESS to strategies directly according to the direct evolutionary
approach. Our main finding is that both approaches determine the same behavior
for all sizes of the population.

The paper is organized as follows: Section 2 summarizes Nash solution theory (Tul-
lock 1980) and ESS solution theory (Hehenkamp et al. 2004) of Tullock contests.
Section 3 introduces the indirect evolutionary approach, while section 4 gives an
illustrative example of a Tullock contest, in which non-standard preferences yield an
evolutionary advantage over standard preferences. Section 5 presents the indirect
evolutionary game and its solution concept in detail. Section 6 contains the main
body of analysis of two-player evolutionary games with variable population size.
Section 7 concludes.

2 Nash behavior and evolutionarily stable behav-
ior
Recall that Tullock (1980) proposed a model, in which n rent-seekers compete for a

rent of size V. If the contestants expend = = (1, ...,x,), x; > 0, the probability of
success for player i, 1 = 1,...,n is given by
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One can show that for r < n/(n — 1), a unique Nash equilibrium in pure strategies
exists in this game, in which each player maximizes expected payoff by bidding

ot ="y,

Aggregate rent-dissipation then amounts to



Equilibrium expenditures never exceed V', the value of the rent, but may be strictly
less than V. The " full rent dissipation”-hypothesis does not hold; yet overdissipation
is incompatible with individually rational payoff maximization as it would imply,
that at least one contestant has a negative payoff in equilibrium (and would therefore
be better off by non-participation or bidding zero).

Later Hehenkamp, Leininger and Possajennikov (2004) used the concept of an evo-
lutionarily stable strategy (ESS) for finite population (Schaffer, 1988) to reanalyse
this game.

A strategy is evolutionarily stable, if a whole population using that strategy cannot
be invaded by a sufficiently small group of "mutants” using another strategy. Simi-
larly, a standard of behavior in an economic contest is evolutionarily stable, if - upon
being adopted by all participants in the contest - no small subgroup of individuals
using a different standard of behavior can invade and ”take over”. Obviously, in
the context of finite populations the smallest meaningful number of mutants is one.
The emphasis of the evolutionary approach is not on explaining action (as a result
of particular choice or otherwise), but on the diffusion of forms of behavior in groups
(as a result of learning, imitation, reproduction or otherwise).

The definition of invadability is all important:

Definition 1:

i) Let a strategy (standard of behavior) x be adapted by all players i, i = 1, ..., n.
A mutant strategy T # z can invade z, if the payoff for a single player using
(against x of the (n — 1) other players) is strictly higher than the payoff of a
player using x (against (n — 2) other players using = and the mutant using 7).

ii) A strategy %% is evolutionarily stable, if it cannot be invaded by any other
strategy.

Roughly speaking, an ESS is such that, if almost all members of a group adopt
it, there is no other strategy that could give a higher relative payoff, if used by
a group member. The dynamic justification for this notion of equilibrium is, that
more successful strategies diffuse or "reproduce” faster than less successful ones
and ultimately extinguish the latter. Formally, consider a group of N potential
contestants, who may recurrently engage in a contest of size n < N; i.e. only n out
of N contestants compete in the contest. The expected payoff of a single mutant
among the NV contestants if he is drawn into a contest and plays a strategy T against
(n — 1) other players using strategy x is then still given by

(%, 2,..,7) = —2—V — 7



but one of the other (n — 1) players i, i € {2,...,n}, chosen for the contest expects
I = (1 — =), .. ) + 2= 10(T, 2, .o, 1)

as the probability, that a chosen player ¢ will face the mutant player 1 from the
remaining (N — 1) potential players among the further chosen (n — 1) players is
(n—1)/(N —1). Note that we have assumed that players are chosen for participation
randomly and with equal probability. Consequently, an ESS strategy 2% must now
solve the problem (Schaffer, 1988) of relative payoff maximization

Y
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Eliminating the constant term (1 — (n —1)/(N — 1))IL;(2®9%, ..., 2559) equivalently
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We can directly read off from the maximand, that as N — oo we approach the
Nash equilibrium problem and hence the difference in behavior among n contestants
in Nash equilibrium and among n contestants (chosen out of large population of
potential contestants) in evolutionary equilibrium disappears.

Hehenkamp et al. (2004, Theorem 5) show that for r < n/(n — 1) a unique ESS
exists, in which each player maximizes relative payoff by bidding

(DE) 2P =l Ny,

Hence a unique ESS exists under precisely those circumstances, which imply exis-
tence of a Nash equilibrium (NE) in pure strategies. Both concepts predict different
behavior for a population of N = n players! ESS behavior is more aggressive as
2B = =V always exceeds x* = W;—;VV. Moreover, aggregate ESS-behavior does
not depend on the number of players involved in the contest, only on the value of
the price V and the contest technology parameter 7 as n - 2%%% = r. V. This means
over-/under-dissipation of the rent if Tzl; in case r = 1 full rent dissipation applies.

3 The indirect evolutionary approach

The indirect evolutionary approach (Giith and Yaari, 1992) assumes that behavior
evolves evolutionarily indirectly; i.e. the evolutionary forces do not work on actions



or strategies directly, but on entities or ”stimuli” which in turn determine or at least
influence behavior. A quite general and economically highly relevant case occurs
when such genetically determined stimuli shape individual preferences of players.
Evolutionary forces then work towards preference evolution rather than behavior
(or strategy) evolution directly.

The indirect evolutionary approach assumes a large population of players, who play
an evolutionary game as follows: For expositional clarity let us focus on two-player
contests. From the population pairs of players are randomly drawn into playing
the contest, in which they non-cooperatively interact by choosing a strategy each,
which determines outcome and payoffs of the game. Moreover, the outcome of the
game also determines evolutionary fitness according to a "fitness function”, which
need not be identical to the payoff function of the players. This is the key insight
of the indirect approach that success in short terms of payoff need not coincide
with evolutionary success in the long-run. If, however, players differ with respect
to evolutionary success, the more successful will spread faster within the population
than the less successful and hence their ”stimuli” resp. preferences will become
more frequent in the population. This triggers an evolutionary process in the space
of preferences, which determines in the long-run a distribution of evolutionarily
stable preferences, which then in turn determine a stable distribution of behavior
(as the process of preference evolution has come to a halt). It is this behavior, which
results from indirect evolution, which we want to compare and relate to behavior
resulting from direct evolution of strategies (as determined by ESS according to the
Definition 1).

More precisely, we shall assume that any two players with whatever preferences (to
be specified later) play according to Nash equilibrium when drawn into a contest.
I.e. they behave rationally, which may be the result of a learning process. The Nash
equilibrium with respect to the given preferences then determines the evolutionary
success of both players (resp. preferences) according to the fitness function. This
fitness function is identified with economic, i.e. material success or payoff which
results from the differences between prize(s) won and effort or bids expended. The
indirect evolution of preferences then resembles incentive structures from strategic
commitment or delegation problems, in that direct (material) payoff maximization
may lead to lower evolutionary success than the maximization of other preferences,
which might emerge in the evolutionary process. One strand of the literature poses
independent preferences (i.e. material pay off) against interdependent preferences
(i.e. those which also express positive or negative concern for others) and ask for
strategic advantages of one over the other (see Kockesen et al. (2000 a, b) and for
contests in particular Guse and Hehenkamp (2006)). This literature, however, does
not ask, let alone answer the question of evolutionary stability of preferences; it



states advantages in material terms of one preference type over another. The next
section illustrates this point.

4 A simple (motivational) example

Consider a Tullock contest with just two players and a conflict technology parameter
r = 1, in which player 1 is an absolute payoff maximizer, while player 2 maximizes
relative payoff (a particular form of interdependent preferences):

I (z1,20) = 2=V —m and
HQ(.ZEl,.’ﬂQ) = (ﬁ\/—@) — <a:19—:}—1xgv_$1)

= armV T @-m)

Then it is easily calculated that the unique Nash equilibrium is given by
] = %V and 2} = gV

yielding payoffs of I} = %V and I} = %V.

So, due to his relative concern player 2 spends twice as much as player 1.

Suppose now that for evolutionary success the "material” payoff of each player is
decisive; i.e. the evolutionary success or ”fitness” function is given by the absolute
payoff II;(z1,x9) = —2-V — x; with i,7 = 1,2, # j.

Ti+T;

Then the Nash equilibrium behavior (z3, x3) determines material payoffs as
ﬁl(ZET?l’;) - %V

Consequently, the player with interdependent preferences is evolutionarily more suc-
cessful than the player with independent strategies! Does this mean that indepen-
dent preferences - i.e. classical homo oeconomicus - cannot be evolutionarily stable?
As we shall show, this depends on the size of the population, which plays the indirect
evolutionary game. For this we have to specify this game in detail.



5 The indirect evolutionary game

We now specify an evolutionary game in full detail by following ideas of Giith and
Peleg (2001). As is standard in evolutionary game theory (see e.g. Weibull, 1995)
we look at symmetric 2-player games.

Denote by M = M; x M, the "mutation space” of stimuli, which determines prefer-
ences parametrically. In the literature on delegation these would be called ”types”
of players; and let S = S; x S5 denote the strategy sets of players 1 and 2.

An individual preference II; is then a function
II; : S x M —R 1=1,2,
i.e. payoffs are determined by types and actions.

However, types and actions result via separate processes. Types evolve through an
evolutionary process while action choice is always the result of (Nash-) equilibrium
behavior in a game with given types.

Let f; ' S — R, ¢ € N denote the evolutionary success or ‘fitness‘ function for
player ¢ where N denotes the player population of the evolutionary game. Note,
that fitness of a player is the result of behavior only and does not - at least not
directly - depend on the types of players.

Whenever two players from N with types m; and my are randomly drawn into a
contest, they play the following game G:

G(m17 m2> = ({17 2}7 S? Hl('? M, m2)7 H?('? Y m17m2))
G is well-defined for any player set {1,2} C N.

Any equilibrium  ((@}(my, ma), 25(m1,mz)) of G(my,my) - in our case
equilibrium is always unique - determines not only equlibrium pay-
offs (IT5 (x5 (my, me), x5(my, ma), my, me), I (x5 (my, ma), x5(mq, ma), my, ms))
but also evolutionary fitness - or material payoff - of the players as
(fr(@1(ma, ma), 23 (ma, m2)), f2(27(m1, ma), 25(m1, ms))).

This gives rise to indirect fitness functions
Fi(my,mg) = fi(zi(my, ma), z5(m1, ma)) i1=1,2

for the players, which can be regarded as the payoff functions of an evolutionary
game, which is played over types resp. preferences. Denote this game by



G = ({1,2}, M, Fy(my,ms), Fy(my, my))

and the solution concept applied to G is ESS as defined above. Since an evolution-
arily stable strategy of this game is a type; i.e. a preference, we call an ESS of G in
the following ESP, which stands for evolutionarily stable preference.

Hence a solution of the (full) indirect evolutionary game is given by a vector of types
and strategies

(m*, 2" (m*)) = ((m{, m3), (x7(m7, m3), x5(mi, ms))

such that

i) m* = (mj, m}) is an ESP of G and

i) x*(m*) = (z3(m}, m3), x5(m3, m3)) is a Nash equilibrium of G(m3, m3).

This configuration is a stationary one, if we think of evolution as a process (which
we have not modelled), that determines the share of induviduals of type m; in the
overall population at stage (¢ + 1) as a function of types and their realized fitness in
period t. In particular, z*(m*) is the (indirectly) evolutionarily stable behavior.

6 Evolutionarily stable Preferences in 2-player
Contests

We now specify a two-player Tullock contest, which is played by a population of
contestants whose preferences can be of the following interdependent type:

I (21, 22]aq) = poprd A Sl al(m”fmv ) and
Hg(&?l, :1:2|a2) = xliffxzv — X9 — OJQ(IIJ:IQV — %1)

with a; € [-1,1] and oy € [—1,1]. Hence M = My x My = [—1,1] x [-1,1]
and5281 XSQZR+ XR+.

The stimuli «;, ¢ = 1,2, can be interpreted as determining ”social attitude” of a
single player: preferences with a; < 0 can be termed altruistic, those with a; > 0 are
spiteful, while o; = 0 refers to the independent type of pure self-interest. Accordingly
preferences with a; < (>) 0 are also termed positively (negatively) interdependent.



So let us analyse the game G(ay, ay), in which the two contestants have preferences

L1 -1 X2

T1+as V — (Z‘l — 061.1'2)

T (71, T2) =
7T2(ZL'1,I2) = z-@n |/ (.I’Q - OéQ.Tl)

x1ta2

It is then immediate that

Lemma 1:

The unique Nash equilibrium of G(aq, ) is given by

_ 14 _ 1+a
wi(on, a) = —dVoand 25(an, p) = V-
(+1ay) (I+17ay)
* _ 1tan | % * x _ l4+aitastag-as .
Note that 7 = {5+ - 25 and hence z] + 25 = =222V <V as - ap < 1,

if ; € (—1,1). So whatever the two types of contestants - altruistic preferences
meeting spiteful ones or otherwise - there is always incomplete dissipation of the
rent at stake. Equilibrium payoffs to both players are always equal:

*x *x (1*041062)2 .
I =115 = g ran Vs
i.e. the equality of payoffs in our motivating example G(0,1) is a general feature

over all games G(my,ms), (my,ms) € M.

Also observe that a more spiteful player behaves more aggressively against any kind

of opponent as gz > 0forall oj € (—1,1),4,j =1,2, i # j. Does this give spiteful

players the edge on less spiteful players in the game of preference evolution?

The answer to this question is given by an analysis of the resulting material payoffs
from equilibrium play x7(aq, ) and z3(aq, as). Material payoffs are given by

fi(xy,zg) = 22—V —xy and

r1+T2
fozr,22) = xlzfmzv — 22
and hence
Fi(ar, o) = = zi(a1,0) V —zi(ay, ag)

z} (a1,02)+as(a1,02)

x5 (a1,02)
x} (a1,a2)+x5 (a1,02)

Fg(al,ag) = V—l’;(al,ag).

Inserting the expressions for xj(aq, as) and x3(aq, ay) according to Lemma 1 yields

l—aj-ag 1+o¢27

asg
Fi(oq,ap) = —48-V = 42 V
T T
(a1, a2) (+5as)? (I 5a)?

9



l—aq-ag 1+aq _

_ 1+ag . 1+ag a1
FQ(Oél,OéQ) - (1+112§)2V - (1_;'_%)2‘/'
Note again, that F}(ay, ag) = }ig; Fy(aq, a0); i.e. the fitness of player 1 is higher if

and only if oy > as.

More importantly, Fj(a,az) and Fy(aq,an) are symmetric in the sense that
Fi(ay, as) = Fy(ag,a;) for all (a5, ) € [—1,1]%. Note that at this stage we can
safely exclude "perfect” altruists; i.e. @y = —1 resp. aps = —1, from further consid-
eration. A perfect altruist would bid z* = 0 against any opponent. Any opponent
would reply in equilibrium with a bid of 0. But this means that an opponent with
a > —1 ends up with positive fitness of V', whereas the perfect altruist obtains
fitness 0 (eg th_I)l’llFl(al,OéQ) =V and azh—I>an2(a17a2) = 0, if o > —1) The
case of two perfect altruists is indeterminate with regard to resulting fitness and can

hence not satisfy the stability criterion of evolutionary equilibrium.

We now solve the symmetric game G = (M,F) = ([-1,1] x [-1,1],
Fi(a1, a9), Fo(aq,a2)). In order to do this we have to specify the population of
players playing the indirect evolutionary game, two cases are considered:

i) Infinite Population

Suppose the population of contestants is infinitely large. We then define the concept
of evolutionarily stable preferences (ESP) in terms of the preference parameters « as
a symmetric Nash equilibrium, which is stable against invasion of another preference.
Definition 2:

a* € [—1,1] yields evolutionarily stable preferences, if (a*, o*) satifies

i) Fi(a*, a*) > Fi(ag, o) for all oy € [—1,1] and

i) Fi(a*,a*) > Fi(a,«a) for all o € [—1,1] which satisfy Fi(a*,a*) =
Fi(a, o).

Note that because of symmetry this implies the same inequalities with respect to Fs.
Hence (o, o) must be a symmetric Nash equilibrium, which satisfies the stability
condition ii). We now prove

Proposition 1:

For an infinite population the unique symmetric Nash equilibrium of G is given
by (a*,a*) = (0,0); i.e. the evoutionarily stable preferences are given by

10



[T (21, 22]0) = 2=V — 1 and Iy(xy, 22|0) = 22—V — 25

r1+x2 T1+T2

(Proof: see Appendix 1)

Hence material payoff or independent preferences turn out to be the unique ESP!
In an infinite population material payoff maximization also leads to evolutionary
success, a point already made by Alchian (1950). If we now compare behavior
determined by the direct evolutionary approach and indirect evolutionary approach
w.r.t. the same material payoff, we realize:

Theorem 1:

For an infinite population of players engaged in 2-player contests, ESS behavior
with respect to material payoff (direct evolution) coincides with Nash behavior
with respect to ESP (indirect evolution,).

The Theorem expresses the fact that Nash equilibrium (if unique) and ESS coincide
conceptually, if the population in the evolutionary game is infinite, and that material
payoff is the evolutionarily stable preference, if the population in the evolutionary
game is infinite.

Our Proposition 1 can then be related to Giith and Peleg (2001), who for such
2-player evolutionary games ask under what conditions payoff maximization (un-
derstood as material payoff maximization) will survive in the evolutionary game,
if this is played by an infinite population. Our game satisfies their Theorem 7 (p.
487), which gives necessary conditions. More precisely, our game satisfies their tech-
nical assumption (I1.10). However, their additional assumption (II.11), which would
make (I1.10) a sufficient condition is not satisfied everywhere in our type spaces.

ii) Finite Population

We now assume that the population of players in the evolutionary game, from which
contestants are pairwise randomly drawn, is finite. Schaffer’s (1988) definition of an
ESS has then to be adapted to the preference level, again we call it for this reason
an ESP.

Definition 3:

a* € [—1, 1] yields evolutionarily stable preferences (ESP), if (a*, a*) satisfies
the condition that o* maximizes

F1<a7 Oé*) - ﬁFQ(OQ Oé*)

11



Note that this condition simply results from (E), if n = 2.

So look at the following problem:

max Fi(aq, ag) — ﬁ&(al, ay) which reads
(¢35}
1+a2 1+a1
1+ay 2 1 14+ag —l
max — =V — =PV
a1 (1+ 1+3? )2 N-1 (1+ 1+Z; )2

The first-order condition of this problem is given by

(4722 (- 02 )~ (182 —02)2 (14 102) (- G2

+oaq 1+a1)2 1+aq 1+aq (1+a1)2 V
1+ag g
(1 2
14+aq 2 1 14oq 1409 1
1 . (1+ 1+o¢2) (1+a2 71)7(1+o¢2 7&1)(1+ 1+a2).2. 1+ao V _ 0
— 1+ - Y-
N-1 (1+1+Z;)4

Since we are looking for a symmetric solution we can set a; = @ = «, which yields

A=) -0-a)4(-y) 1 AgE-D-0-a)dg —0
16 N-1 16 :

Hence it must hold that

-1 It

(1+a)
4

or - after multiplication by

_1+(1_a)_N1_1+(]1\[toi)+]v1_1(1_a):0
1 1

—a-ygty =0

—oz—i—ﬁ:()
1

We have proven the following

Proposition 2:

For a finite population of size N the unique evolutionary stable preferences
(ESP) are given by (a*,a*) = (=, v ); i€

N—-1?" N—1
1 1\ _ = L (x2
Hl(xbx?’ N-1° N—l) - ac1+z2v 1 N—I(IH—JEQV $2)
1 1y _ _x _ _ L (= y_
HQ(x17I27 N-1° N*l) o z1+:1:2v L2 N*1(551+932V 'Tl)'



Proposition 2 shows that the evolutionary stable preferences vary between absolute
(or material) payoff; i.e. (a*,a*) = (0,0), in the case of an infinite population to
relative payoff; i.e. (a*,a*) = (1, 1), if the overall population is N = 2. Those are
the maximal and minimal population sizes of the evolutionary game. In any case,
ESP are negatively interdependent for all 2 < N < oc.

An immediate consequence of Proposition 2 is

Theorem 2:

For a finite population of size N of players engaged in 2-player contests ESS
behavior with respect to material payoff (direct evolution) coincides with Nash
behavior with respect to ESP (indirect evolution).

Proof:

The direct evolutionary approach yields ESS behavior according to equation

(DE) as 259 = ﬁv. The indirect evolutionary approach yields ESP as
-1

(ﬁ, NL), which yields Nash equilibrium behavior according to Lemma 1 as

ZE*<1 1)_1+ﬁv_%v_ N %4 e.d
N-UN-1) = 1 =71 YV T i q.¢.d.

QOur Theorems can be summaried as

Corollary 1:

For evolutionary 2-player contest games direct evolution (of actions) and indi-
rect evolution (of preferences) determine the same behavior of players, which
only depends on the size of the population.

13



7 Conclusion

Our investigation has produced an ”equivalence” result: applying the direct evolu-
tionary approach to Tullock’s contest model is equivalent to applying the indirect
evolutionary approach. Whatever the size of the population involved in two-player
contests, the same behavior is determined by the evolutionary solutions ESS and
ESP. We know from Leininger (2003) and Hehenkamp et al. (2004), that in case of a
finite population the former yields more aggressive - spiteful - behavior than rational
behavior according to Nash equilibrium w.r.t. independent preferences. The latter,
which combines an evolutionary process at the preference level with rational choice
at the action level, is now seen to determine negatively interdependent - spiteful
- preferences, which "rationalize” (in Nash equilibrium) this increased aggression.
With a fixed population size evolutionary forces at the preference level completely
neutralize the change in the choice criterion at the action level (from ESS to NE),
if preferences are endogenous to evolution.

Whether evolution works at the preference level or the action level it increases com-
petition among contestants beyond the level that would apply without any evolution.
With endogenous population sizes this would work towards a reduction in popula-
tion sizes (because more ‘fitness is dissipated in contest interaction) and hence to
the detriment of the population. This should - evolutionarily - favour groups who
manage to suppress this tendency, a topic which we want to pursue in future re-
search.

14



Appendix 1:
Proof of Proposition 1:

We have to search for an interior symmetric Nash equilibrium of the game with payoff
functions (Fi(aq, ag), Fy(ag, as)) and "strategies” ap € [—1,1] and ay € [—1,1].

Consider player 1 and his best response to any as € [—1, 1] of his opponent.

max Fj(ay, as) yields the first-order condition

a1€[—1,1}

l—aq-as 1tag 2
o ( 1+aq V) — o ( 1+aq )
dart (g T dar e

1+ag\2 _ 1+ag o 1+ag _ 1+ao 1+o¢27
(1+ 1+a1) ( (1+a1)2) 2(1+ 1+a1)( (1+o¢1)2)(1+a1 a2)

= 1+ao 4
(14122

After some rearrangement it can be seen, that the nominator can only assume value

0, if

1+ae 1+as
1+ e = 2—1+a1 209

which is equivalent to

_ 4o 1 a2
(A1) N = 120, L= 1202

(A1) gives the best reply function of player 1 as

(Bl) 041(062) = _1f22a2 Qo € [—1, 1]

A symmetric argument w.r.t. player 2’s maximization problem yields 2’s best reply
function as

OéQ(Oél) = _1+0421a1 o1 € [—1, 1]

The following Lemma may then come as a surprise.

Lemma:
For any o, a # —%, the combination (c, —ﬁ) 1s a Nash equilibrium.
Proof:
We have to show that as(ai(e)) = a for all o # —1.
ar(ai(a)) = eal-r5) = —1p=e; 1
= 1+2(;+2a =« for all o % -3 qed

15



In other words: Since the game is symmetric and yields symmetric best reply func-
tions, those best reply functions coincide in (aq, ag)-space. Figure 1 illustrates this
fact in detail.

Figure 1

=) IO ................... .......... ........... ......... _

N — — S— N non R TR ;
5 : : y=-iX f(1+2x)

We see from Figure 1, that only for values ay > —% the best reply of player 1 lies
within his mutation space M; = [—1,1]; the same holds for player 2 w.r.t. the type
aq of player 1. Since we are not interested in the path of the evolutionary process,
but only its possible rest points, we do not pursue and provide a full analysis, which
would take account of boundary values when our restrictions on types would become
binding. But it is obvious that the only relevant symmetric Nash equilibrium of
the game is given by (af,a3) = (0,0), which proves our Proposition 1, since this
equilibrium is a strict one (which implies stability). The other symmetric solution
of the first order condition; namely a; = @y = —1, is not an equilibrium w.r.t.
M = [-1,1] x [-1,1]. If e.g. 1 deviates to a; = —1 + ¢, € > 0, then 2 would
like to respond with an as < —1, but is prevented from doing so, which makes the
deviation by 1 profitable.
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It is worthwile to have a closer look at this family of Nash-equilibria.

Payoffs in equilibrium (o, 175 ) are
* _ 142
Fi(as—153) = 1tV

_ 1 \%

F3 (o, —1755) = 4(1+a)

Hence F} > Fy < o > 0.

Note that the sum of equilibrium payoffs is constant over all equilibria as

* * _ 242« _ 1

It is only the distribution of fitness, which differs in different equilibria. Naturally,
an unequal distribution would give a disadvantage to the recipient of the lower
part. None of these equilibria can be evolutionarily stable. Note also, that only
interdependent preferences of differing type can be equilibrium matches; if one is
positively interdependent the other has to be negatively interdependent and vice
versa.

Moreover, if we look at the 2-player contest G(a, we see that the Nash

equilibrium bids are given by

_1f2a)

* __« _ 142«
vl —5:) = qqaa V. and
* « _ 1
z3(o, —15a) = oV and hence

]+ oy = %V independent of «. In all contests, which are played with (Nash)
equilibrium preferences of the evolutionary game, exactly one half of the value of
the prize is dissipated in material terms, which leaves the other half of material
payoff to be distributed between the two players in order to determine their fitness.

17



References

1]

Alchian, A., 1950, Uncertainty, Evolution and Economic Theory, Journal of
Political Economy 58, 211-221

Congleton, R., Hillman, A. and K. Konrad (eds.), 2008, 40 years of Research
on Rent Seeking, Volumes 1 and 2, Springer Verlag, Heidelberg

Giith, W. and B. Peleg, 2001, When will payoff maximization survive? An
indirect evolutionary analysis, Journal of Evolutionary Economics, 11, 479-499

Giith, W. and M. Yaari, 1992, An evolutionary approach to explaining re-
ciprocal behavior in a simple strategic game, in: ”Explaining Process and

change - Approaches to Evolutionary Economics” (ed. Witt, U.), university of
Michigan Press, Ann Arbor, 23-34

Guse, T. and B. Hehenkamp, 2006, The strategic advantage of interdependent
preferences in rent-seeking contests, Public Choice, 129, 323-352

Hehenkamp, B., 2007, Nash vs. Evolutionary Equilibrium, in ”Interdepen-
dent Preferences in Strategic Interaction”, Habitation Thesis, University of
Dortmund, unpublished

Hehenkamp, B., Leininger, W. and A. Possajennikov, 2004, Evolutionary
Equilibrium in Tullock Contests: Spite and Overdissipation, European Jour-
nal of Political Economy, 20, 1045-105

Kockesen, L., Ok, E. and R. Sethi, 2000a, Evolution of interdependent pref-
erences in aggregative games, Games and Economic Behavior, 31, 303-310

Kockesen, L., Ok, E. and R. Sethi, 2000b, The static advantage of negatively
interdependent preferences, Journal of Economic Theory, 92, 274-299

Leininger, W., 2006, Fending off one means fending off all: evolutionary stabil-
ity in quasi-submodular aggregative games, Economic Theory, 2006, 713-719

Leininger, W., 2003, On Evolutionarily Stable Behavior in Contests, Eco-
nomics of Governance, 4, 177-186

Lockard, A. and G. Tullock (eds.), 2001, Efficient Rent-seeking: Chronicle of
an Intellectual Quagmire, Kluwer Academic Publishering, Boston

Maynard Smith, J., 1974, The Theory of Games and the Evolution of Animal
Conflicts, Journal of Theoretical Biology 47, 209-221

18



[14] Schaffer, M., 1988, Evolutionarily Stable Strategies for a finite Population and
a variable Contest Size, Journal of Theoretical Biology 132, 469-478

[15] Schmidt, F., 2007, A Note on Evolutionary Equilibria in Endogenous Prize
Contests, Discussion Paper, University of Mainz

[16] Tullock, G., 1980, Efficient Rent-Seeking, in: Buchanan, Tollison and Tullock
(eds.), Toward a Theory of the Rent-seeking Society, Texas A & M University
Press, 3-15

[17] Wiérneryd, K., 2008, The Evolution of Preferences for Conflict, mimeo, Stock-
holm School of Economics

[18] Weibull, J., 1995, Evolutionary Game Theory, MIT Press, Cambridge Mas-
sachusetts

19



CESifo Working Paper Series

for full list see www.cesifo-group.org/wp
(address. Poschingerstr. 5, 81679 Munich, Germany, office@cesifo.de)

2281 Katrin Assenmacher-Wesche and M. Hashem Pesaran, A VECX* Model of the Swiss
Economy, April 2008

2282 Christophe Rault, Robert Sova and Ana Maria Sova, Modeling International Trade
Flows between CEEC and OECD Countries, April 2008

2283 Timo Boppart, Josef Fakinger, Volker Grossmann, Ulrich Woitek and Gabriela
Wiithrich, Qualifying Religion: The Role of Plura Identities for Educational
Production, April 2008

2284 Armin Falk, David Huffman and W. Bentley MacLeod, Institutions and Contract
Enforcement, April 2008

2285 Axel Dreher and Stefan Voigt, Does Membership in International Organizations
Increase Governments Credibility? Testing the Effects of Delegating Powers, April
2008

2286 Xavier Freixas and Bruno M. Parigi, Lender of Last Resort and Bank Closure Policy,
April 2008

2287 Regina Dionisius, Samuel Muehlemann, Harald Pfeifer, Ginter Walden, Felix
Wenzelmann and Stefan C. Wolter, Cost and Benefit of Apprenticeship Training — A
Comparison of Germany and Switzerland, April 2008

2288 Francesco Daveri and Cecilia Jona-Lasinio, Off-Shoring and Productivity Growth in the
Italian Manufacturing Industries, April 2008

2289 Mikael Priks, Do Surveillance Cameras Affect Unruly Behavior? A Close Look at
Grandstands, April 2008

2290 Marianna Belloc and Daniela Federici, A Two-Country NATREX Model for the
Euro/Dollar, April 2008

2291 Nicolas Treich, The Value of a Statistical Life under Ambiguity Aversion, April 2008
2292 J. Atsu Amegashie, Socially-Tolerable Discrimination, April 2008

2293 M. Hashem Pesaran and Andreas Pick, Forecasting Random Walks Under Drift
Instability, April 2008

2294 Steven Brakman, Gus Garita, Harry Garretsen and Charles van Marrewijk, Unlocking
the Vaue of Cross-Border Mergers and Acquisitions, May 2008

2295 Eric O’'N. Fisher and Kathryn G. Marshall, The Structure of the American Economy,
May 2008



2296 Claudia M. Buch and Martin Schiotter, Regional Origins of Employment Volatility:
Evidence from German States, May 2008

2297 Helmuth Cremer, Philippe De Donder, Dario Maldonado and Pierre Pestieau, Taxing
Sin Goods and Subsidizing Health Care, May 2008

2298 Reinhilde Veugelers and Frederick van der Ploeg, Reforming European Universities:
Scope for an Evidence-Based Process, May 2008

2299 Jon H. Fivaand Lars J. Kirkebgen, Does the Housing Market React to New Information
on School Quality?, May 2008

2300 Tina Klautke and Alfons J. Weichenrieder, Interest Income Tax Evasion, the EU
Savings Directive, and Capital Market Effects, May 2008

2301 Harald Badinger and Peter Egger, GM Estimation of Higher Order Spatial
Autoregressive Processes in Panel Data Error Component Models, May 2008

2302 Jan K. Brueckner, Slot-Based Approaches to Airport Congestion Management, May
2008

2303 Soren Blomquist, Vidar Christiansen and Luca Micheletto, Public Provision of Private
Goods and Nondistortionary Marginal Tax Rates, May 2008

2304 Dan Anderberg and Alessandro Balestrino, The Political Economy of Post-Compul sory
Education Policy with Endogenous Credit Constraints, May 2008

2305 Tomer Blumkin, Yoram Margalioth and Efraim Sadka, The Role of Stigma in the
Design of Welfare Programs, May 2008

2306 Vesa Kanniainen and Paolo M. Panteghini, Tax Neutrality: Illusion or Reality? The
Case of Entrepreneurship, May 2008

2307 Thomas Dohmen, Armin Falk, David Huffman and Uwe Sunde, The Intergenerational
Transmission of Risk and Trust Attitudes, May 2008

2308 Guglielmo Maria Caporale and Mario Cerrato, Using Chebyshev Polynomials to
Approximate Partial Differential Equations, May 2008

2309 Peter Egger and Doina Maria Radulescu, Labour Taxation and Foreign Direct
Investment, May 2008

2310 Laurent Linnemer, Dissipative Advertising Signals Quality even without Repeat
Purchases, May 2008

2311 Jordi Jofre-Monseny and Albert Solé-Ollé, Which Communities should be afraid of
Mobility? The Effects of Agglomeration Economies on the Sensitivity of Firm Location
to Local Taxes, May 2008



2312 Andreas Haufler and Ferdinand Mittermaier, Unionisation Triggers Tax Incentives to
Attract Foreign Direct Investment, May 2008

2313 Ronel Elul and Piero Gottardi, Bankruptcy: Is it enough to Forgive or must we aso
Forget?, May 2008

2314 Andreas Irmen and Johanna Kuehnel, Productive Government Expenditure and
Economic Growth, May 2008

2315 Beate Henschel, Carsten Pohl and Marcel Thum, Demographic Change and Regional
Labour Markets: The Case of Eastern Germany, May 2008

2316 Gabriel Felbermayr, Wido Geis and Wilhelm Kohler, Restrictive Immigration Policy in
Germany: Pains and Gains Foregone?, May 2008

2317 Michael Hofmann, Gerhard Kempkes and Helmut Seitz, Demographic Change and
Public Sector Budgets in a Federal System, May 2008

2318 Paul De Grauwe, Macroeconomic Modeling when Agents are Imperfectly Informed,
June 2008

2319 Johann K. Brunner and Susanne Pech, Optimum Taxation of Inheritances, June 2008

2320 Thomas Eichner and Marco Runkel, Corporate Income Taxation of Multinationals in a
Genera Equilibrium Model, June 2008

2321 Rainald Borck and Matthias Wrede, Subsidies for Intracity and Intercity Commuting,
June 2008

2322 Patricia Apps and Ray Rees, Testing the Pareto Efficiency of Household Resource
Allocations, June 2008

2323 Amihai Glazer, Vesa Kanniainen and Panu Poutvaara, Firms Ethics, Consumer
Boycotts, and Signalling, June 2008

2324 Claudia M. Buch, Jorg Dopke and Kerstin Stahn, Great Moderation at the Firm Level?
Unconditional vs. Conditional Output Volatility, June 2008

2325 Helmuth Cremer, Philippe De Donder, Dario Maldonado and Pierre Pestieau, Forced
Saving, Redistribution and Nonlinear Social Security Schemes, June 2008

2326 M. Hashem Pesaran and Paolo Zaffaroni, Optimal Asset Allocation with Factor Models
for Large Portfolios, June 2008

2327 Harald Badinger and Peter Egger, Horizontal versus Vertical Interdependence in
Multinational Activity, June 2008

2328 Jan K. Brueckner and Harris Selod, A Theory of Urban Squatting and Land-Tenure
Formalization in Developing Countries, June 2008



2329 Paolo M. Panteghini, Corporate Debt, Hybrid Securities and the Effective Tax Rate,
June 2008

2330 Guglielmo Maria Caporale, Juncal Cufiado and Luis A. Gil-Alana, Modelling Long-Run
Trends and Cyclesin Financial Time Series Data, June 2008

2331 Avi Ben-Bassat and Momi Dahan, Social Identity and Voter Turnout, June 2008
2332 Martin R. West and Ludger WoélRmann, “Every Catholic Child in a Catholic School”:
Historical Resistance to State Schooling, Contemporary Private Competition, and

Student A chievement across Countries, June 2008

2333 Erkki Koskela and Panu Poutvaara, Outsourcing and Labor Taxation in Dual Labor
Markets, June 2008

2334 Philippe Choné and Laurent Linnemer, Optimal Litigation Strategies with Signaling and
Screening, June 2008

2335 Albert Solé-Ollé and Pilar Sorribas-Navarro, Does Partisan Alignment Affect the
Electoral Reward of Intergovernmental Transfers?, June 2008

2336 Antonio Cabrales and Piero Gottardi, Markets for Information: Of Inefficient Firewalls
and Efficient Monopolies, June 2008

2337 Sumon Majumdar and Sharun W. Mukand, The Leader as Catalyst — on Leadership and
the Mechanics of Institutional Change, June 2008

2338 Ulrich Hange, Tax Competition, Elastic Labor Supply, and Growth, June 2008

2339 Guy Laroque and Bernard Salanié, Does Fertility Respond to Financia Incentives?,
June 2008

2340 Adriano Paggiaro, Enrico Rettore and Ugo Trivellato, The Effect of Extending the
Duration of Eligibility in an Italian Labour Market Programme for Dismissed Workers,
June 2008

2341 Helmut Seitz, Minimum Standards, Fixed Costs and Taxing Autonomy of Subnational
Governments, June 2008

2342 Robert S. Chirinko, Leo de Haan and Elmer Sterken, Asset Price Shocks, Real
Expenditures, and Financial Structure: A Multi-Country Analysis, July 2008

2343 Wolfgang Leininger, Evolutionarily Stable Preferences in Contests, July 2008





