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Abstract
People often act as if they care about others’ welfare as well as their own (i.e. have “social preferences”).
One plausible assumption is that people have preferences for social implications of their actions, determined
by exogenous “conventions”, in addition to the material consequences of actions. I construct games with conventions using the psychological games framework developed in Geanakoplos et al. [Geanakoplos, J., Pearce,
D., Stacchetti, E., 1989. Psychological games and sequential rationality. Games and Economic Behavior 1,
60–79]. With a notion of distributional convention combining efficiency and fairness, I show equilibrium
behavior reflects social preferences. The model yields tight and testable predictions consistent with a large
body of experimental results, is parsimonious, and is suggestive of further studies, both experimentally and
theoretically.
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1. Introduction
Social preferences refer to the phenomena that people seem to care about certain “social” goals,
such as the well-being of other individuals or a “fair” allocation among members in society, in
addition to their own material benefits. The evidence is ample; Camerer (2003), Kahneman and
Tversky (2000) and Sobel (2005) all contain extensive accounts of both real life examples and
experimental results.
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Depending on the fine details of the environment, social preferences exhibit many patterns:
sometimes people reciprocate, rewarding kindness and punishing unkindness; sometimes people
show unmotivated altruism; sometimes people act in the entire group’s interest, even if it hurts
some individuals in the group. The following experimental results are illustrative of the variety
of the patterns of social preferences.
1. In an experiment of the dictator game,1 subjects choose between pairs of (self, other) allocations. About 50 percent of the subjects choose (375, 750) over (400, 400) (Charness and
Rabin, 2002).
2. Subjects first play a dictator game, choosing between (self, other) allocations of (US$ 10, US$
10) and (US$ 18, US$ 2).2 Then some choices were randomly selected and realized. Finally,
those subjects whose decisions were not realized were given the choice of evenly splitting US$
12 with a person whose first offer was (18, 2) or evenly splitting US$ 10 with a person whose
first offer was (10, 10). The one who was not chosen for the interaction receives 0. About 74
percent of the subjects chose the latter (Kahneman et al., 1986).
3. Two players sequentially make private contributions to a public good, which is supplied either
at the maximum of the two contributions (the best-shot game) or at the sum of them (the
summation game). The first-mover has a smaller marginal-willingness-to-pay than the secondmover.3 Subjects behave very differently in experiments of these two games: the first-mover
typically does free ride in the best-shot game, but not in the summation game; in addition,
when the first-mover contributes 0, the second-mover responds by contributing 0 almost three
times more often in the summation game than in the best-shot game (Andreoni et al., 2002).
4. The ultimatum game is another famous example where theoretical prediction fails.4 In laboratory experiments, it is rarely observed that the proposer demands the entire sum, and offers
of 20–30 percent are frequently rejected. Offers of 50/50 split are observed in all experiments,
often being the mode. With stakes between US$ 5 and US$ 20 and as high as US$ 100, the
average offer is around 40 percent of the sum. Moreover, the rejection rate seems to depend on
possible offers the proposer did not make. For instance, when the proposer chooses between
offering 20 or 75 percent, an offer of 20 percent is rejected 33 percent of the time; however,
when the proposer’s choice set is changed to (20 percent, 87.5 percent), the rejection rate for
an offer of 20 percent drops to 16 percent (Brandts and Sola, 2001; Camerer and Thaler, 1995;
Charness and Rabin, 2002; Thaler, 1988).
It turns out to be a challenging task to explain all these complex patterns in a parsimonious
model. The existing literature on social preferences includes two main classes of models, the
distributional preferences models and the reciprocal preferences models.
Distributional preferences models assume players have preferences over final payoff allocations. For example, Fehr and Schmidt (1999) and Bolton and Ockenfels (2000) explain the
1 The dictator game is a one-player game in which the player allocates a sum of money between himself and another
inactive player. Obviously, traditional game theory predicts the player takes everything himself.
2 Consistent with the previous result, in this experiment 122 out of 161 subjects chose (10, 10) over (18, 2).
3 Subgame perfect equilibrium predicts the same outcome in both games: the first-mover free rides and the second-mover
provides the entire public good.
4 In the ultimatum game, two players split a sum of money. The proposer moves first and makes an offer to the responder.
If the responder accepts the offer then the money is divided as such. If the responder rejects it, then both players get nothing.
In all subgame perfect equilibria of this game, the proposer makes an offer of no greater than the minimum share he can
offer, and the responder accepts whatever she is offered.

