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Abstract

This paper provides a rational choice analysis of rituals, defined as predictable and regular observances of some acts or procedures dictated by formal rule or by informal custom.  The purpose is fourfold.  First, to make clear why rituals matter for economic and social outcomes, and to encourage economists to have a deeper appreciation of rituals in their study of economic life.  Second, to understand the explanatory power of the rational choice approach for understanding rituals.  Third, to engage in interdisciplinary exchange by demonstrating how the economic way of thinking can be blended with insights from other social sciences including anthropology and sociology.  Fourth, to gain insight into the process through which rituals change. 
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1. Introduction

Although they vary in form, rituals have played a central role in societies throughout human history.  In the broadest sense, a ritual is the predictable and regular observance of some act or procedure dictated by formal rule or by informal custom.  A ritual can be performed by a single individual or as part of a larger social group.  Some rituals are performed on specific dates while others are practiced at random intervals as decided by those involved.  Rituals can be performed in private or public settings.  The reason for rituals varies greatly and may include, but is not limited to: initiation, worship, celebration, social interaction, economic interaction, healing, transformation, protection, storytelling, and death.  

The study of rituals has long been a central focus of those working in anthropology, religious studies, and sociology.   Scholars in these fields have provided detailed analysis of the role that rituals play in a variety of social settings and contexts, as well as the broader meaning of rituals for social organization and operation (see, for example, Bell 1992, 1997; Collins 2004; Firth 1967, 1973; Geertz 1973; Goffman 1967; Goody 1961; Grimes 1990; La Fontaine 1972; Kertzer 1988; Rappaport 1999; Shaughnessy 1973; Turner 1969).  Psychologists (see McCauley and Lawson 2002) and psychiatrists (see Erikson 1966) have also explored the role of ritual and ceremony in social interactions.  Finally, ethnologists have studied the role that rituals play in non-human societies (see Bell 1992; Blest 1961; Cullen 1966; Etkin 1964; Grimes 1990; Hinde 1966; Huxley 1914, 1966; Wynne-Edwards 1962).

Only recently have social scientists turned their attention to the study of rituals using rational choice analysis.  Perhaps the best known work in this area is Chwe (2003) who argues that many rituals which appear irrational actually have rational foundations and exist because of scarce information.  Specifically, Chwe focuses on how rituals create common knowledge regarding certain courses of action.  Chwe’s analysis is important because it breaks new ground in the interrelation between economic action, culture, and norms.  At the same time, Chwe’s analysis is far from complete.  For example, it fails to offer insight into why rituals often persist and how, and why, they change.  Further, by emphasizing the common knowledge aspect of public rituals, Chwe’s analysis fails to discuss other rational choice aspects of rituals.
Scholars working in the area of law and economics have focused on how various informal practices facilitate social and economic cooperation in the absence of formal state enforcement (see, for example, Landa 1981, 1994; Greif 1989, 1993, 1997; Bernstein 1992; Clay 1997; Leeson 2005, 2006, 2008, 2009).  Although focusing on the importance of informal institutions, these studies are not explicitly intended to contribute to the economic analysis of rituals per se.  Instead, they are focused on understanding the role of various institutions in economic and social life.  Finally, those working in the area of new institutional economics have recognized the role played by both formal and informal institutions in shaping economic interactions (see, for example, North 1990, 2005; Williamson 2000).  While scholars working in this subfield recognize the role of culture, they have yet to develop a general theory of rituals.

This paper seeks to contribute to the aforementioned literature by providing a rational choice analysis of rituals.  Employing the rational choice framework, we analyze why rituals exist, why they often persist over time, and how they can change.  While rituals are often undertaken by single individuals (e.g., private prayer and religious worship), our central focus is on rituals that take place between people.  The logic behind this focus is straightforward given that economic development ultimately requires interaction between people, which increases the extent of the market.  Some rituals are directly linked to the act of economic exchange, while many others influence economic outcomes indirectly by creating or strengthening bonds which increase the extent of potential trading partners.  In other cases rituals constrain the extent of the market, and hence development, by limiting interaction.  Examples would include rituals which strengthen group bonds by promoting violence against other groups considered to be ‘outsiders.’  As discussed in more detail below (Section 2.2), we treat economic development in the broadest sense to include not only standard economic indicators (e.g., GDP per capita, investment, etc.), but also the ability to lead a fulfilling life.  

The purpose of our analysis is fourfold.  First, we want to make clear why rituals matter for economic and social outcomes and hence for the ‘wealth of nations.’  It is our contention that economists have neglected the important role played by rituals.  Understanding the disparities in wealth across nations, as well as the process of development in the broadest sense, requires a deeper appreciation of rituals. 
Second, we want to understand the explanatory power of the rational choice approach for understanding rituals which are an important part of economic and social life in all societies.  Our contention is that the rational choice approach is one means of understanding rituals.  As we will discuss further (in Section 2.3), while the rational choice approach cannot explain all ritual behavior, it can contribute to our understanding of rituals by complementing other existing studies of rituals.  In doing so we hope to show that many rituals have rational foundations.
  
Third, we demonstrate how the economic way of thinking can be blended with insights from other social sciences including anthropology and sociology.  From this standpoint, our analysis can be understood as an exercise in interdisciplinary exchange and arbitrage.  It is our contention that such exchanges are necessary to provide a more complete picture of economic and social life.
Fourth, we seek to understand the process of change associated with rituals.  To the extent that the rational choice framework can contribute to our understanding of rituals, it can also contribute to understanding of the process of change.  Rituals tend to persist over time, but we do observe cases where even well-established rituals change relatively quickly (e.g., footbinding).  Further, in many cases rituals impose significant costs on people—e.g., female genital mutilation and rituals associated with ethnic tension and conflict.  Given this, a deeper appreciation of the rational foundations of rituals can contribute to an understanding of why such rituals persist and how they can change.  

We proceed as follows.  Drawing on work in the area of new institutional economics, the next section situates rituals within the broader economic analysis of institutions.  We also discuss why rituals are important to economists’ analysis of the wealth of nations.  Finally, we consider the limitations of the rational choice framework for understanding rituals.  Section 3 explores explanations for why rituals exist.  Specifically, we draw on the notions of group identity, signaling theory, and the creation of common knowledge to explain the existence of rituals.  The subsequent sections explore why rituals often persist once adopted.  To do so we draw on the concepts of institutional path dependence and identity.  This discussion also provides insight into some of the conditions under which rituals can change.  Section 5 concludes with the implications of the analysis.
2. The Place of Rituals in Economic Analysis

2.1 The Importance of Institutions
Institutions are the formal and informal rules governing human behavior (see North 1990, 1991).  Examples of formal rules include codified legal and political structures, as well as written rules such as constitutions.  Formal rituals which are codified and known to all participants also fall under the category of formal institutions.  Specific examples would include religious rites of passage and public political ceremonies, which follow a set of formal rules.
Informal rules include culture, conventions, and mores not backed by formal law but by social custom.  Social manners and norms are two examples of informal institutions, since neither is codified in formal law.  However, in both cases there are enforcement mechanisms—social ostracism or embarrassment—typically associated with violating these institutions.  Many rituals fall under the ‘informal’ category.  For example, consider codes of honor such as vendettas, which are not formally sanctioned or governed but are instead characterized by a complex self-governing set of rituals (see, for example, Spierenburgm 1998).  

The concept of institutions has a long history in the discipline of economics.  Adam Smith and the classical economists paid attention to the political and legal institutions that were operating in any given society and their impact on economic performance.  However, despite this early recognition, economists increasingly lost sight of the importance of institutions for economic outcomes (see Buchanan 1964; Kohn 2004).  

  
However, a counter-revolution in economic thought began in the 1960s and 1970s.  This shift involved movement from equilibrium theorizing, which focused on the optimal allocation of resources, to a renewed focus on coordination and the institutions within which exchange took place.  This led to the emergence of the ‘new institutional economics’ which focused on   bringing back into economic analysis the political, legal, and social framework within which economic interactions and transactions take place (Williamson 2000).  It is within this context that we situate our analysis of rituals.  Rituals can be understood as a type of institution which plays a crucial role in economic outcomes.
To gain further insight into the role of institutions, consider Williamson (2000: 596-600) who provides a hierarchy of levels of social analysis.  This hierarchy is summarized in Table 1 and assists in understanding the place of rituals in economic analysis.
	Level
	Characteristics
	How Long It Takes to Change

	1
	Embeddedness: Informal institutions, customs, traditions, norms, religion


	100 to 1000 years

	2
	Institutional environment: formal rules of the game—esp. property (polity, judiciary, bureaucracy)


	10 to 100 years

	3
	Governance: play of the game—esp. contract 

(aligning governance structure with transactions)


	1 to 10 years

	4
	Resource allocation and employment

(prices and quantities; incentive alignment)
	Continuous


Table 1 – Williamson’s Hierarchy of Social Analysis
The higher the level of social analysis, the more permanent are the associated characteristics (i.e., the slower their rate of change).  Institutions, especially those in the higher levels, are characterized by their durability.  However, this does not mean that institutions cannot change.  Indeed, both formal and informal rules can evolve over time (see North 2005).  As Williamson’s Hierarchy reveals, Level 1 takes longer to change than Level 2, which takes longer to change than Level 3 and so on.  In fact, Williamson notes that it can take centuries, if not millennia, for embedded institutions (Level 1) to change.  In contrast, resource allocation (Level 4) is a process of continual changes and hence the least durable of the levels of social analysis. 
Further, the higher levels constrain the lower levels.  For example, a society’s embedded informal institutions (Level 1) will constrain the nature of the formal rules of the game (Level 2).  The formal rules in turn constrain the interactions that take place within those institutions (Level 3), which ultimately impact the allocation of resources (Level 4).  Williamson’s hierarchy is critical for a precise understanding of institutions and, by extension, rituals.
Various forms of rituals can be found in the first three levels of Williamson’s hierarchy.  For example, many rituals associated with religion and spirituality would be categorized in Level 1.  These rituals are often deeply embedded within societies where they exist.  Rituals associated with the operation of the meta-institutions of society—e.g., rituals of electing officials and judges, rituals associated with changing the meta-rules—would be categorized in Level 2.  Likewise, rituals which facilitate social and economic interactions and cooperation within the broader meta-rules would be categorized in Level 3.  As noted, the higher level institutions will constrain the lower levels of social analysis.  This means that the rituals found in Level 1 will influence the outcomes in Levels 2, 3, and 4.  It is within this context that rituals are of importance for the understanding of how real-world economic systems operate.
2.2. Why Do Rituals Matter for The Wealth of Nations?
The economics of rituals is important for our understanding of economic development, or the lack thereof, for several reasons.  First, rituals can facilitate or prevent interactions which will have real effects on economic outcomes for better or worse.  Economic development requires increases in the extent of the market, which generates benefits through specialization and the division of labor.  Increases in the extent of the market, in turn, require interaction with strangers grounded in norms of trust and reciprocity (see Akerlof 1972: 357; Fukuyama 1996; Keefer and Knack 2005). In other words, the willingness of someone to trade with a stranger ultimately requires that people respond in-kind and deliver on their responsibilities and agreements.  Within this context, to the extent that rituals play a role in communicating trust and reciprocity, they can have a positive effect on economic outcomes.  Likewise, to the extent that rituals constraint interactions, they can have a negative effect on development. 

Second, and related to the first reason, rituals play an important role in ethnic conflict.  As Ross (2007) indicates, conflict between ethnic groups often focuses on cultural symbols and rituals that evoke strong responses—both positive and negative—from all parties involved.  Empirical studies indicate that ethnic conflict can stifle economic development (Easterly and Levine 1997) in the absence of high-quality institutions (Easterly 2001).  From this standpoint, rituals can facilitate or prevent ethnic conflict, which, in turn, impacts economic outcomes as well as the quality of life of ordinary citizens.  This leads to yet another reason that economists should care about rituals in their analysis of economic systems.

Over the past decade, economists have begun to pay increasing attention to economic development in the broadest sense, as per Amartya Sen’s (1992, 1993, 1999) ‘capabilities approach.’  In contrast to focusing on the standard metrics of development—per capita income, levels of investment, etc.—the capabilities approach focuses on the well-being of individuals in terms of their capabilities to function and pursue the courses of actions which allow them to live a worthy and dignified life.  Nussbaum (2000) has extended Sen’s capabilities model to women in developing countries and emphasizes the importance of bodily health and integrity, among other capabilities.  In general, rituals are relevant to the capabilities approach because, in many cases, they can enhance or constrain capabilities and, hence, development.

An example will help make this point.  Female genital mutilation (FGM) is a ritual performed in many countries in Africa as well as in countries in Asia and in the Middle East.  There are various types of FGM, and the reasons for the ritual vary and typically include: (1) coming-of-age ritual, (2) a means of ensuring sexual purity, (3) religious obligation, and (4) patriarchy.  Within the context of the capabilities approach, the ritual of FGM is relevant for two reasons.  First, FGM poses significant health risks including pain, bleeding, shock, infection, infertility, and sexual difficulties (Gruenbaum 2001: 4-7).  These health issues can limit the capability of people to pursue a fulfilling life.  Second, FGM is considered a significant human rights concern because of the issues of women’s and children’s rights as well as questions of bodily integrity (see UNICEF 2005).  As the case of FGM illustrates, rituals can have real effects not just on purely economics outcomes but also on broader aspects of development.

2.3 Rituals – What Role for Rational Choice?

An important issue is the usefulness of the rational choice framework in understanding rituals and culture more broadly (Shapiro 1998).  In its simplest form, the rational choice framework says that people facing several potential courses of action will choose the one which generates the greatest net benefit.  At the core of the framework is the assumption that people act purposefully and respond to changes in costs and benefits.  Within the rational choice framework, decisions are instrumental in that they viewed as part of a broader process of achieving a desired end in the lowest cost manner (Elster 1989: 22).

Many rituals can be interpreted and understood in the context of the rational choice framework.  From this standpoint, rituals are instrumental in that participation contributes to achieving some greater outcome.  As noted in the Introduction, the ends associated with rituals vary and may include celebration, worship, social or economic interaction, health, transformation to a preferred state, protection against harm, the transfer of information, or respect for the deceased.  In some contexts, participation in a ritual might be driven by the desire for social acceptance or the desire to avoid social disapproval.  
Bell (1992: 70-71) notes that the existing literature on rituals tends to fall into two categories.  One focuses on the expressive nature of rituals with particular emphasis on the symbolic aspects.  The second strand focuses on the instrumental and practical reasons for the existence of rituals.  Some scholars focus on both the expressive and instrumental aspects in their analysis of rituals (see, for example, Horton 1960).  The rational choice approach can complement existing scholarship by contributing to our understanding of the instrumental reasons for rituals.

The rational choice approach to rituals also complements explanations from other social sciences.  For example, one explanation for rituals is that they produce psychological stimulation for those who participate (see d’Aquili and Laughlin 1979: 158).  A related explanation for rituals focuses on how ritual participation generates individual benefits in terms of feelings of belonging to a group or community (see Cohen 1982, 1985).  Neither of these explanations is at odds with the rational choice approach to rituals.  In both cases, rituals are means to certain ends (e.g., feelings of belonging, etc.) which benefit the individual participant.  In other words, they are instrumental in obtaining some outcome.

It should be noted that some types of ritual behavior pose problems for the rational choice approach.  One example is social norms which are often internalized behaviors (see Elster 1989: 113-123; Geisinger 2004).  Many norms fall under the broad category of ‘ritual’ because they are characterized by predictable and regular observance.  One example of an internalized norm is tipping for services rendered (see Levmore 2000).  Tipping is a social norm because despite the fact that it is not required by formal law or as part of the contract between the interacting parties, it is widely practiced.  The ritual of tipping poses a potential problem for rational choice analysis because leaving a tip, especially in one-shot interactions, makes little sense from a rational choice perspective.  The logic here is straightforward; the benefit to a one-time customer of leaving a tip seems small, if not nonexistent.  Despite this logic, the ritual of tipping is widespread, even in one-shot interactions such as riding in a taxi or eating in a restaurant while traveling.

One rational choice explanation for following norms is that doing so yields benefits to the individual in terms of the avoidance of social sanctions (e.g., ostracism, dirty looks, etc.).  However, this fails to explain the fact that some norms are followed in the absence of monitoring by other individuals.  For example, many people do not litter even when no one else is around to observe and punish them through social sanctions.  As Elster (1989: 119) notes, “In the process of internalizing norms other people’s attitudes are essential, but once the process has been achieved the norms stand, as it were, on their own.”  One potential solution to this dilemma is put forth by Becker (1996: 225) who notes that norms, which are externally enforced, often become internalized as preferences.  Failing to satisfy the internalized preference then imposes a cost on the individual.  Despite this explanation, rational choice theorists still lack a complete explanation for the process of norm internalization.
3. Why Do Rituals Exist?
3.1 Identity and Signaling

3.1.1 The Importance of Identity

There is a large interdisciplinary literature on social identity (see Aguiar and de Francisco 2008).  Fearon (1999:1) notes that social scientists often use the term ‘identity’ in two ways.  The first is in a ‘social sense,’ where identify refers to a social category characterized by specific rules and features.  The second is a ‘personal sense,’ whereby identity refers to some characteristic which is largely unchangeable and which the individual takes pride in and views as socially defining.  It is also possible, although not necessary, to use the term to indicate both meanings simultaneously.  In such instances, identity is the result of both the characteristics necessary to be recognized as part of a broader group (the social sense), as well as the individual’s concept of self (the personal sense).
Economists have lagged behind scholars in other social sciences in recognizing the importance of identity.  That said, identity is playing an increasingly important role in economic analysis.  For example, in an interview with Richard Swedberg, a sociologist, Nobel Laureate economist Amartya Sen noted that:

“…in order to pursue what the role of self is in rationality—we have to look into the issue of our identity much more closely.  This perspective provides a much richer outlook on the demands of rational action in my judgment.  It also helps to resolve some of the paradoxes of rationality, which people have earlier discussed in the context of games, such as the ‘prisoner’s dilemma,’ where each individual is worse off if what looks like individual rationality is pursued.  The very recognition that this is the case of course influences what we think the appropriate action should be in this context.  And this is not unrelated to our identity as members of certain groups” (quoted in Swedberg 1990: 260-1).
More recently, Akerlof and Kranton (2000) have developed the ‘economics of identity’ which provides a rational choice analysis of identity.
  We will return to their model of identity in a later section (Section 4.2) to explain why rituals, once adopted, often persist for long periods of time.

Rituals are closely intertwined with identity.  Landa (1994: 29) notes that “In addition to symbols of identity, many social rituals and customary practices of specific ethnic or tribal groups…can all be viewed as ways individuals in different societies establish individual and group identity for the purpose of coordinating the activities of interdependent individuals.”  Rituals also fit with the two meanings of identity put forth by Fearon.  Rituals are often critical in the ‘social sense’ in that they are a defining characteristic of many social groups.  At the same time, rituals are often important in a ‘personal sense’ because participation in a ritual is something that the individual can take pride in as a distinguishing characteristic of their personal identity and the notion of self.
Identity, and the associated rituals, can impact economic outcomes in two ways.  One the one hand, rituals can prevent interaction when the bonds of one group are strengthened by excluding outsiders.  From this standpoint, interaction is seen as zero or negative sum and creates a situation of ‘us’ (insiders) against ‘them’ (outsiders).  This is typically the logic underpinning ethnic tension and conflict (see Horowitz 1985: 141-184).  On the other hand, rituals can be seen as one means of facilitating coordination between people through the process of communicating one’s identity with a certain group.  The purpose of the next sub-section is to explore how rituals can facilitate interaction and cooperation by focusing on the notion of signaling.    
3.1.2 Signaling
In the broadest sense, the economics of information focuses on how information, or the lack thereof, influences decision making and outcomes.  Information has value because it reduces transaction costs and allows people to make informed decisions which maximize their utility.  Within the general study of the economics of information, a central issue is asymmetric or imperfect information.  Information asymmetry refers to situations where one person has superior information compared to that possessed by others.  Imperfect information poses a problem for a wide variety of interactions.  
For example, asymmetric information between buyers and sellers can lead to the breakdown of exchange and, in the limit, can result in the unraveling of the entire market (Akerlof 1970).  The logic behind this outcome is as follows.  Where buyers face asymmetric information and indiscernible quality, low-quality sellers have an incentive to offer their goods as if they were high-quality.  This leads to a pooling equilibrium, undermining the ability of true high-quality sellers to distinguish themselves from low-quality sellers. The result is that the market unravels.  The concept of asymmetric information has been applied to a variety of markets for goods and services including the market for used cars, formal credit markets in developing countries, and the purchase of health insurance by the elderly (Akerlof 1970).  This logic can be extended beyond purely economic interactions and can also be applied to social and political interactions as well.

One solution to the problem of asymmetric information is the revelation of information by the party possessing superior information relevant to the transaction.  Along these lines, Spence (1973) developed a model of the job market whereby potential employers are not able to discern the true quality of job candidates, noting that the problem of asymmetric information could be overcome by sending a costly and credible signal.  For example, job candidates might signal their ability and willingness to work through their education credentials.  The result is a separating equilibrium where high-quality sellers are clearly distinguishable from low-quality sellers.  Along similar lines, Leeson (2008) develops a model whereby socially distant people can send costly signals ex ante to facilitate exchange with others in the absence of formal government enforcement.  In general, where people can send a credible signal, problems of information asymmetries can be overcome, as they can signal their true type to others.  


Where rituals are observable by others, they can be understood as a signal to overcome the problem of asymmetric information.  An important issue with signals is the cost of sending information.  Specifically, when signals are inexpensive to send, the recipient has no way of knowing if the sender is engaging in cheap talk.  The result is that ‘fakers’ have an incentive to send the cheap signal, resulting in a pooling equilibrium.  Certain rituals can solve this problem because they serve as a costly signal which can create a separating equilibrium.  

An example will illuminate this logic.  Leeson (2006) provides an analysis of heterogeneous agents acting in the absence of formal state enforcement.  Logic would seem to dictate that self-enforcing arrangements would be unsustainable outside close-knit homogenous communities.  The problem is one of asymmetric information.  Inside one’s close-knit group, reputation and ostracism work to effectively sort people into groups (i.e., cooperators vs. ‘fakers’), facilitating social and economic interaction.  However, outside the close knit group, it is difficult to effectively gauge the true type of strangers.  Which people will cooperate, and which people will act like they are cooperative only to defect?  In the absence of formal state enforcement to overcome information asymmetry and ensure that agreements are fulfilled, it appears that interaction will be limited to small, close-knit groups.
However, in contrast to this view, Leeson shows that heterogeneous agents are often able to engage in peaceful exchange by signaling credibility and trustworthiness by participating in the in-group’s customs and traditions, including rituals.  These signals are credible indicators of trustworthiness because the cost is too high for ‘fakers’ to bear relative to the benefit they would get from defecting.  For example, Leeson discusses how tribal exchange often required an ex ante gift exchange ritual whereby outsiders would have to participate in a ceremony bestowing gifts on the leaders of the ‘in-group.’  Participating in this ritual would signal credibility and trustworthiness to the members of the in-group.  Similarly, Landa (1994: 162) notes that the gift giving rituals “serve as signaling devices of mutual cooperative intent on the part of both the giver and receiver.”  The result is reduced transaction costs, leading to an increased number of mutually beneficial exchanges.
The discussion above focused on the role of rituals in facilitating interaction between ‘outsiders’ and ‘insiders’.  Additionally, rituals play an important role in interactions between insiders.  The problem of asymmetric information is not completely removed even within homogenous groups.  Although people may belong to some group in the broadest sense, there are still potential issues of information asymmetry in terms of true commitment to the obligations and requirements associated with group membership.  To illustrate this, consider the case of religion.  Many people can belong to a religious group, but members may have different levels of commitment and dedication to the group’s goals.  Problems of asymmetric information arise because it can be difficult to differentiate between those who are truly committed and those who are not.  To at least partially overcome this problem, groups often establish rituals to signal dedication and commitment to the broader group goals.  For example, religious groups often have public rituals associated with worship as well as elaborate ceremonies associated with sacraments and other rites of passage.  Participation in these rituals can signal a person’s commitment to the group and can strengthen their identity within the group structure.  This, in turn, can strengthen existing relationships and create new relationships, further expanding the range of potential trading partners.
Bernstein’s (1992) analysis of the extralegal operation of the diamond industry illustrates how rituals can facilitate interactions between outsiders and insiders as well as between insiders.  For example, the ritual of outsiders applying for and obtaining membership in the New York Diamond Dealers Club, the most important club in the United States, signals trustworthiness to other club members.  This is especially important for smaller dealers because of weak or non-existent reputations.  For these dealers, “Club membership enables them to signal that they are trustworthy and, conversely, gives them the assurance that all the dealers in the trading hall have fulfilled the requirements for club membership, an important non-transaction-specific piece of information” (Bernstein 1992: 120-1).  This facilitates the process of transitioning from an outsider to an insider.  
Interactions between established insiders also rely on a series of rituals.  For example, a binding agreement is created when both parties shake hands and say the words “mazel u'broche” (Bernstein 1992: 122).  Prior to entering into this agreement, there is a transaction ritual, known as ‘open cachet’, which often takes place between potential buyers and sellers.  Bids for diamonds are followed by a ritual of sealing the stone in an envelope and sealing the envelope in a specific manner.  The proposed offer is then written on the envelope, and the offerer signs the seal of the envelope.  Once this is done, the offer is binding and the seller has until one o’clock the next day to accept or reject the offer (Bernstein 1992: 122).  Disputes are settled by a process of private arbitration dictated by the terms of membership in the Dealers Club.  By engaging in this established ritual, insiders signal their continued trustworthiness and dedication to the rules of the Dealers Club.
In sum, rituals reduce transaction costs by communicating valuable information about one’s true identity to other members of a group.  Those who are willing to incur the cost associated with participating in the ritual signal their true identity as being trustworthy and cooperative.  In providing at least a partial solution to the problem of asymmetric information, rituals facilitate interaction.  These increased interactions can take place between insiders and outsiders or among insiders belonging to an existing group.  From this standpoint, rituals can serve a bridging function between outsiders and insiders (i.e., heterogeneous people) and a bonding function between insiders (i.e., homogenous people) which further strengthens existing identity or creates new bonds between members of the group.  In both instances, the extent of the market increases.
3.2 Common Knowledge
Chwe (2003) attributes the existence of rituals to the need for societies to solve coordination problems.  A coordination problem arises where the interests of those involved align, but there is an issue of coordinating the participants on an outcome that satisfies those interests (see Schelling 1960; Lewis 1969).  For example, a group of people may all want to meet for dinner, but a coordination problem may arise if a specific time and location have yet to be established.
The easiest way for people to overcome coordination problems is to communicate with each other. But simply communicating is not enough. Since widespread adoption of a behavior requires reciprocation, each person must be confident others will respond in-kind.  As Chwe (2003: 9) notes, “Successful communication sometimes is not simply a matter of whether a given message is received.  It also depends on whether people are aware that other people also receive it.”
Common knowledge entails each person knowing the relevant information, knowing that others know that information, and knowing that others know that they know as well. When common knowledge exists, people are confident that everyone involved shares some core information and expectations.  The central issue then becomes identifying mechanisms that can effectively produce common knowledge. 

Given the reach of many public rituals, they can be effective generators of common knowledge.  In addition to communicating information from a central source to each person in attendance, public rituals also create common knowledge by informing each person that others in attendance also know the same information.  This can overcome the coordination problem because each person can be sure that other participants and observers have the same knowledge and expectations.

Note that the common knowledge explanation for rituals complements the signaling explanation discussed in the previous sub-section.  The act of signaling is undertaken to overcome the problem of information asymmetry.  As noted, from this standpoint rituals play a crucial role in facilitating economic and social interactions.  The ‘publicness’ of many rituals creates common knowledge regarding the signal, indicating the true type of the ritual participants to a large number of people.  This further contributes to the potential for interaction and exchange.
4. Why Do Rituals Persist?
4.1 Institutional Path Dependence

A defining characteristic of institutions is their stability and durability over time (see North 1990).  This is especially the case for informal institutions which are ‘embedded’ within the broader social fabric (see Section 2.1).  As Williamson (2000: 597) notes, embedded institutions “…display a great deal of inertia—some because they are functional (such as conventions); others take on a symbolic value…many are pervasively linked with complementary institutions (formal and informal), etc.”  One explanation for why institutions persist is ‘institutional path dependence,’ which emphasizes that increasing returns to institutions tend to ‘lock in’ particular institutional arrangements that have emerged in various places for unique historical reasons (see North 1990: 92-96).  There are several interrelated explanations for institutional path dependence.


First, there are high fixed costs of establishing institutions, especially when institutions are created anew.  Second, there are significant learning effects associated with institutions.  This implies that people must learn about the institution and its various nuances.  Third, there are coordination effects, which refer to the benefits from widespread coordination in terms of reduced transaction costs.  These effects are especially significant when a large number of people have already coordinated on an institution.  Where significant coordination effects exist, there are often high switching costs to coordinating people on a new institution.  A final factor influencing the sustainability of institutions is adaptive expectations.  Adaptive expectations exist because as the number of people coordinating around an institution increases, so, too, does the certainty that the institution will persist into the future.  In other words, as more and more people support an institution, others come to expect that the institution will sustain in future periods.  This serves to further reinforce the durability of the institution in question.

The implications of institutional path dependence can be illustrated in a basic coordination game as in Figure 1.
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Figure 1. The Coordination Game

In this game, φ > σ and the off-diagonals are zeroed out for simplicity.  Further, it is assumed that there are two possible institutional outcomes—“A” and “B”.  In this scenario, the “A, A” outcome is Pareto superior to “B, B” because both players are better off under the first outcome.  However, for a variety of reasons, it may be the case that people initially coordinated around the “B, B” outcome instead of the preferred “A, A” outcome.  The logic of institutional path dependence dictates that the “B, B” outcome, once accepted as the focal equilibrium, may very well be ‘sticky’ despite the fact that it is Pareto inferior to the “A, A” outcome.  In other words, it may be costly, as per the four reasons discussed above, to move away from the inferior equilibrium.

This logic helps explain why rituals, even those that appear irrational or destructive to outsiders, can persist for long periods of time.  Once in place, rituals, like many other institutions, are self-enforcing and self-extending over time.  In discussing the outcomes of coordination situations, Schelling (1960) notes that solutions are often suggested by their psychological salience.  This does not mean that the solution is necessarily ‘good,’ but instead that it has some unique characteristic or property that makes it easily noticeable to those involved.  In the game above, although “B, B” is inferior to “A, A,” once the inferior equilibrium becomes precedent, it will become the established course of action in future periods because of the four reasons associated with increasing returns to institutions.
To provide a specific example of how institutional path dependence can assist in understanding the persistence of rituals, consider the case of female genital mutilation (FGM).  Where it exists, the ritual of FGM has a long history (usually centuries) and plays an important role in communicating certain types of information—sexual purity, commitment to a certain religious group, etc.  This longevity and importance of the FGM ritual indicates that the set-up costs associated with establishing an alternative ritual are high.  The existence of learning effects also contributes to the persistence of FGM.  A variety of social structures has emerged to support and sustain the institution.  For example, older women who have had the FGM procedure performed serve as ‘gatekeepers’ and prepare younger females to take part in the ritual.  FGM also persists due to coordination effects because the ritual communicates information both within and across communities.  This lowers transaction costs associated with interaction.  Finally, adaptive expectations are at work because as an increasing number of people accept and participate in the FGM ritual, it becomes self-enforcing, as people expect it to continue to persist.  The combination of all of these factors provides an explanation for why FGM has persisted, even where efforts have been undertaken to change or end the practice (see UNICEF 2005).  FGM is the equivalent of the “B, B” outcome in Figure 1.  The FGM ritual has emerged as an important means of communicating information, and it persists despite the fact that it is an inferior equilibrium.  One could envision alternatives to FGM for communicating the same information.  However, where it exists, the FGM ritual tends to become locked in via institutional path dependence.

It is important to note that while institutional path dependence does result in the stickiness of institutions, it does not guarantee that they will persist indefinitely.  While many institutions are durable over time, one observes many instances of institutional change.  For example, Mackie (1996) analyzes how the ritual of footbinding in China, which persisted for millennia, changed relatively quickly.  The central mechanism of change was a widespread education campaign which made clear the inferiority of footbinding to alternatives.  In other words, by revealing more information, both about the costs of footbinding and the benefit of alternatives, people were eventually able to move away from the inferior ritual.  The main implication is that even in the face of institutional path dependence, movements away from established institutions, including rituals, is possible under the right conditions.
4.2 Identity as a Source of Ritual Persistence
As discussed in a previous section (Section 3.1.1), identity is an important aspect of economic and social interactions for better or worse.  It is possible for identity, and the rituals associated with identity, to reduce transaction costs between potential trading partners.  At the same time, identity can constrain trading opportunities by creating tensions and conflicts between groups who view potential interactions as ‘us’ against ‘them.’  For example, consider the rituals of gang culture.  To signify membership in a gang or claim a particular area or neighborhood, gang members may use their own graffiti tags on property, wear a particular color or hairstyle, or identify themselves through use of a hand signal or slogan.  In so doing, they acknowledge not only their membership to a gang, but their allegiance to that gang against all others, thus limiting opportunities for interaction and trade.
A deeper appreciation of identity can also provide insight into why rituals, once established, often persist over time.  To understand this, we turn to the ‘economics of identity’ as developed by Akerlof and Kranton (2000).  According to their model, many behaviors that appear irrational are actually rational from the standpoint that they perpetuate and strengthen individual and group identities.
At the core of the Akerlof-Kranton model is the assumption that identity is grounded in social categories existing in a specific context.  Categories may include belonging to a certain religious group or a certain peer group.  An important aspect of utility comes from identity, which is a function of an individual’s social category as well as the extent to which there is a match between an individual’s characteristics and the prescription (i.e., acceptable behaviors) of the social category.  Also important is whether the actions of others in the peer group align with the prescription of the social category.  This implies that people derive satisfaction from their own behavior as well as from the emergence and strengthening of an identity that fulfills the prescription associated with a specific social category.
Consider, for example, the social category of ‘good parent’ in a society where children are expected to participate in a coming-of-age ritual.  In such a context, parents derive utility on two margins from ensuring that their children participate in the ritual.  First, they increase their children’s standing in the group by ensuring that they fulfill the required obligations associated with the group’s identity.  Second, the parents derive utility from strengthening their identity as ‘good parents’ in the eyes of others who are also part of the same social category.  
Two coming-of-age ceremonies—Quinceañera and Bar and Bat Mitzvah—serve as examples of this point.  The Quinceañera is a Latin American tradition celebrated on a girl’s fifteenth birthday to recognize her coming-of-age.  This ritual involves both a religious ceremony and a reception akin to a wedding reception.  Not only does this ceremony signal that a female is now a woman in the community, but it also affirms her commitment to the Roman Catholic faith.  Thus, parents ensure their daughter’s standing in the community and signal that they are a family abiding by the practices of their culture.  Similarly, the Bar and Bat Mitzvah represent a male or female’s coming-of-age in the Jewish community.  The ritual marks the end of the parents’ responsibility for their child’s adherence to the faith and the beginning of their child’s sole responsibility in this task.  Additionally, the child is now able to participate in all aspects of Jewish life, with most Bar Mitzvahs including the male child’s reading from the Torah at a religious service.  Both the Bar and Bat Mitzvah and the Quinceañera serve to establish a child’s coming-of-age in their community and affirm that their parents adhere to community rituals and norms in the raising of their children.
A key aspect of the identity model is the spillover effects of individual behavior on the broader social group.  The actions of one person affect the identity of others.  For example, the identity of ‘good parents’—where the prescription is ensuring that children participate in a  coming-of-age ritual—may be threatened by a child who refuses to participate.  Similarly, the identity of those who have already participated in the ritual may be threatened by those who refuse if existing members view the ritual as losing importance and relevance.  In affecting the identity of others, this externality aspect of rituals indicates that the decision of potential participants will also evoke a response from existing members of the social group.  Where the identity of the social group is threatened, members may take action to respond.

Let us continue with our example of children participating in the coming-of-age ritual to understand why rituals, once established, often persist.  Note that this same logic can be applied to a wide range of ritual behaviors beyond the example discussed here.  Participation in the coming-of-age ritual will be rewarded by members of the existing social group—consisting of those who have already participated in the ritual—by extending membership or increased status to those who participate.  Children who refuse to participate in the ritual threaten the identity of other members of the group.  The result is that part of the prescription of being a member of the social group is to punish those refusing to participate in the ritual in order to protect the identity of the group.  Along these lines, in many societies refusal to participate in important rituals can lead to punishment of various forms including ostracism, harassment, or even violence.  For example, when one joins a gang, one is generally expected to be a lifetime member, abiding by the dictates of the gang culture until death.  If a member no longer wishes to remain in the gang, the punishment is typically a violent beating or death, thus raising the cost of abandonment. 

The ‘identity game’ developed by Akerlof and Kranton is shown in Figure 2 and clarifies the dynamics of identity described above. It also illuminates the conditions under which practices linked with identity persist or change.


[image: image1]
Figure 2. The Identity Game
There are two players and two ‘Activities’—Activity 1 and Activity 2.  To continue with our previous example of children participating in the coming-of-age ritual, Activity 1 can be understood as participation in the ritual, while Activity 2 is refraining from participation.  A player receives a payoff of V when they choose their preferred activity and a payoff of 0 otherwise.  For simplicity, Akerlof and Kranton posit two social categories—Red and Green—and assume that all people are initially thought of as ‘Green.’  Further, they assume that the behavioral prescription for a Green is Activity 1, while the prescription for a Red is Activity 2.  If a player chooses Activity 2, they are not considered to be a ‘proper’ Green.  The result will be a loss of the player’s Green identity and hence a reduction in utility by Is, where “s” refers to “self.”  This coincides with the example where a child refuses to participate in the coming-of-age ritual and is therefore punished by other members of the community.   

In order to capture the spillovers effects on identity, the model assumes that a player who chooses an activity that runs counter to the prescribed social category also negatively impacts the other players through a loss of identity.  Recall the example where a child’s refusal to participate in the coming-of-age ritual threatens the identity of the broader social category.  This loss to the other player is represented by Io, where “o” refers to “other.”

As illustrated in Figure 1, Player 1 (i.e., an existing member of the social group who has internalized the prescriptions of the group) chooses first.  In a subgame perfect equilibrium, Player 1, as a true Green, would always choose Activity 1, hence the absence of Activity 2 as an initial option.  However, Player 2 (i.e., the child who has yet to internalize the prescriptions of the social group) may choose Activity 1 or Activity 2 depending on the respective payoffs.  Player 2, although perceived as a Green, actually prefers Activity 2.  An example would be a case where parents and the community perceive that a child is going to participate in the coming-of-age ritual, but the child does not actually want to take part and refuses.  Following the selection of Activity 2 by Player 2, Player 1 has two options.  The first involves “responding” to Player 2’s selection of Activity 2.  The potential benefit of “responding” is that Player 1 restores their identity at a cost of c while imposing a loss on Player 2 equal to L.  In the context of our analysis, this would correspond to an existing member of the social group punishing a child who refuses participation in the ritual.  The punishment imposes a cost on the reluctant child while strengthening the punisher’s identity as a ‘true’ member of the group.  If Player 1 chooses “Don’t Respond,” they suffer a loss of Io while Player 2 suffers a loss of Is.  

There are four possible Nash equilibria to the game depending on the values of the relevant variables (Akerlof and Kranton 2000: 730).  We interpret these equilibria in the context of our analysis to shed light on the dynamics of identity as they relate to rituals in a general sense.  The Nash equilibria are:
(1) Player 1 plays “Respond” and deters Player 2 from resisting participation in a ritual when c < Io and Is < V < Is + L.  This will be the equilibrium outcome when the loss of identity to Player 1 from Player 2 undermining the ritual is relatively high and when the loss of identity to Player 2, as well as the punishment imposed by Player 1, is relatively high.  This equilibrium describes those situations where a ritual persists because of fear of severe responses, such as significant losses of honor or punishment through harassment or ostracism.

(2) Player 1 chooses to “Respond” against Player 2’s decision to engage in Activity 2, but this response fails to deter Player 2 from effectively resisting participation in the ritual, when c < Io and Is + L < V.  This equilibrium indicates that movement away from a ritual is possible but may be high cost.  The shift away from the ritual will occur only when Player 2’s utility from refraining from participation is relatively high when compared to the associated cost.

(3) Player 2 chooses Activity 2 (i.e., refraining from participation in the ritual) and Player 1 does not respond, when c > Io and Is < V.  This equilibrium represents a situation where the movement away from a ritual is most likely.  It is important to note, though, that this outcome still has a positive cost whenever Is > 0.

(4) Player 2 chooses Activity 1, no matter how Player 1 may respond if Activity 2 were chosen instead, when Is > V.  Under this scenario, refusing to participate in a ritual leads to a significant reduction in utility for Player 2 due to the loss of identity.  In this case, the potential response from Player 1 does not even factor into Player 2’s decision.  Under this scenario, the ritual in question will continue, since it is deeply intertwined with the identity of community members.

The identity game captures several important aspects of rituals.  First, rituals are an important aspect of the identity of community members.  One reason rituals persist is because they are intertwined with identity.  When deciding to participate in a ritual, a person will consider not only their own preferences, but also the broader social context—community and family expectations, social norms, etc.—and the impact on identity in both the personal and social senses.  Based on the perceived effect on their respective identities, as illuminated in the Akerlof-Kranton model, the individual will decide whether to participate in the ritual.  

Second, given the close connection between rituals and identity, the identity game illustrates how rituals that appear ‘irrational’ to outsiders are, indeed, rational.  Potential participants in rituals weigh the costs and benefits to themselves and to the relevant groups and community members of participating or refusing to participate in rituals.  These costs and benefits are often shaped and influenced by those already belonging to the relevant social category.  What appears irrational or even self-destructive to outsiders can have a rational explanation to the extent that those rituals bolster the identity of past and present participants.
Third, the identity game illuminates the conditions under which rituals are likely to persist and those under which it can change.  Specifically, rituals will tend to persist where the cost of punishing non-participants is less than the loss of identity to the existing members of the social group from others refusing to participate (equilibrium 1), and where the loss of identity to the non-participant is significantly high (equilibrium 4).  Likewise, rituals are most likely to change when the cost of carrying out punishment is greater than the loss of identity to existing members of the group (equilibrium 2) and when the benefit of refusing to participate in the ritual is extremely high (equilibrium 3).

In sum, identity and rituals are intricately connected; rituals are an important aspect of the prescription associated with identity.  Further, identity is an important aspect of economic and social outcomes and; hence, economic development in the broadest sense.  Therefore, efforts to create incentives to facilitate development must appreciate the role of identity and the rituals associated with identity.  Economists need to realize that creating incentives conducive to development often involve a cost in terms of lost identity.  In some cases, these costs might be prohibitive in terms of changing behavior in the desired manner.  For example, rituals such as female genital mutilation raise concerns over women’s and children’s rights but are often closely linked to identity and typically persist even when efforts are undertaken to change behaviors.  Likewise, ethnic tensions and conflict are often grounded in issues of group identity (Horowitz 1985).  Rituals which serve to express identity for one group may be viewed as threatening to the identity of another group (see Ross 2007).  Appreciating the link between rituals and identity indicates that these, and other related issues, can only be understood and remedied if the accompanying loss of identity is adequately addressed.
5. Concluding Remarks
Rituals are a crucial part of economic and social life in all societies.  This paper has provided a rational choice interpretation of ritual behavior.  Our analysis has several implications.  


First, rituals are critical for understanding the wealth of nations.  Societies which have achieved economic development are characterized by rituals facilitating cooperation, trustworthiness, and increases in the extent of the market.  In contrast, societies characterized by economic stagnation are dominated by rituals which limit interactions and, thus, the extent of the market.  In fact, in many of the poorest societies, rituals contribute to the destruction of wealth by facilitating ethnic tensions and conflict.  A deeper appreciation of rituals in both wealthy and poor nations is crucial to understanding development or the lack thereof.

Second, many rituals have rational foundations.  This is important for understanding why rituals exist and also persist.  What appears ‘irrational’ to outsider is rational to those actually involved in the ritual process.  This is especially important in cases where exogenous actors are considering interventions to remedy what are deemed to be irrational behaviors.  Such interventions can have several negative repercussions.  For one, given that the indigenous populace often views their own behavior as rational, interventions by outsiders to remedy what is deemed irrational will often be met with resentment.  Further, interventions to manipulate indigenous behaviors are less likely to stick because of a lack of knowledge about local behaviors and beliefs which ultimately underpin institutions (see Boettke, Coyne and Leeson 2008).  Finally, even if interventions are able to change negative behaviors, they can also have negative unintended consequences in terms of destroying beneficial behaviors as well resulting increased tensions and conflict (see Leeson 2005; Carilli, Coyne and Leeson 2008).  

Third, institutional path dependence and identity are two reasons why rituals often persist once established.  Due to increasing returns, institutional path dependence means that, once adopted, rituals will tend to be self-reinforcing over time.  Further, rituals are often intertwined with identity.  The decision of people to engage, or to refrain from engaging, in a ritual affects not only the identity of the decision maker, but also the broader social group.  Any effort to change behaviors associated with rituals must appreciate the potential cost of lost identity.


Fourth, while many rituals are embedded and therefore durable, they can change over time.  Change requires coordinating people on a new equilibrium.  Ultimately, this involves introducing alternatives to the status quo and creating common knowledge around these alternatives.  Further, to the extent that the ritual is linked with identity, the process of change involves shifting the costs and benefits associated with identity.  Only with an appreciation of these intricacies of rituals can effective change fostering economic development be successful.
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� The view of rituals as irrational can be, at least partially, explained by the distinction made by Pareto (1935) between ‘sociology’ and ‘economics’ where the former is the study of irrational behavior while the latter is the study of rational behavior.  Similarly, Samuelson (1983: 90) notes that economists “separate economics from sociology upon the basis of rational or irrational behavior [as] defined in the penumbra of utility theory.”  Because the study of rituals has often been undertaken by those in the fields of sociology and anthropology, they have often been characterized as irrational behaviors.


� For a discussion of ‘identity’ in the context of the rational choice model, see Aguiar and de Francisco (2008).
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