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Habits, Addictions, and Traditions

GARY S BECKER*

I INFRGDUCTION

The usnal assumption in most discussions of behavior over time 1s that choices
today arc not durectly dependent on choices in the past. J R HICKS expressed
strong disapproval of this assumption

*It1s nonsense that successive consumptions are independent, the normal condition 1s that there
15 a strong complementanty between them’ [1965, page 261]

It 15 wonc that this sentcnce comes at the ond of a rather lengthy monograph
on economic growth that rclics throughout on the independence assumphion

The assumption of independence is not ‘nonscnse’, for 1t uselully simplifics
many problems that are not crucially affected by dependencies over ime But
the assumption has discouraged economists from grappling with other 1ssucs
of considerable significance — including addictions, work habuts, preference
formation, why children support thewr elderly parents, preference solutions to
the problem of future commatments, and the evolution and stabihity of institu-
tions These are the kinds of questions I address 1n this paper

A growng hterature duning the past two decades has assumed nstead of
imndependence that current consumption 18 affected by past consumption The
most mfluential work has been by BOYER [1978], HOUTHAKKER and TAYL.OR
[196G6], KYDLAND and PREscOTT [1982], PuLips [1974], PoLLAK [1970],
RYDER and HEAL [1973], SPINNEWYN [1981], VON WEIZSACKER [1971], and
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various colleagues and students at Chucago IANNOCCONE, MURPHY, HANSEN,
SHGLER, CONSIANTINIDES HEA1ON and HOT7 T will not try 16 review,
summarze, or reference these contnibutions, but will concentrate on the 1ssues
that have wniterested me

II HABITS

Some mfluences of past consumption on present behavsor arc obvicus TET just
ate a filling dinncr, T do not want Lo cat another dinner 1n the ncar future — siot
even a Persian delight cooked by my wife Essentially all goods are substitufes
if the time ntervals are sufficiently closc and the quantites consamed arc big
cnough Even lovers of potato chips or those most hooked on crack do not want
any morc now 1f they consumed large guantitics dusing the past hour

But for many goods, when the time periods compared are not very close,
gicater consumption earhier siumulates greater, not lesser, consumption later
Following common usage, I define habitual behavior as displaying a positive
relation between past and current consumpiion, economists call these goods
complements Well-known exampies include smoking using herotn, eating we
cream or Kellogg's Cown Flakes, jogging, attendang church, tellng hies, and
often intimacy with a lover

A full discussion needs to consider both shori term substitulions w consump-
tion and the longer-term complementanitics MURPHY and T [1988] present a
model of cycles or binges 1 the amount of cating that has both subsututions
and complementarilics over time i food consumplion, and HCATON [1991]
finds both types of relations in the ime series on aggregaie consumpion i the
Unated States This paper concentrates on the complementary relations because
these are responsible for the habitual behavior [ want to highlight

Of course, therc are vast differences in the degree of hahituasion fo the same
activity most people can drmk or work regularly without ever becoming
alcoholics or workaholics And the likelihood that a person becomes habiluated
to any activity varses with curcumstances and age Soldiers who became
addicted to drugs while wm Viet Nam usually stopped the habit soon after
returning to civihan life, while former smokers and alcoholics often resuine
thetr habats alicr becomiag unemployed or when ther marrages brcak up

Habits are harmful or ‘bad’ 1f greater present consumption Jowers fuluic
utility, as m the detnmental effects on future health of heavy smoking or
donkang Similarly, habuts arc beneficial f grealer presesnt consumption rises
future utility, regular swimming or regular church attendan. e may be examples
It 15 natural that bad habitls get more attentton than good ancs, but as we » i
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HABITS, ADDICTIONS, AND TRADITIONS

see, ratonal behavior also mmplics that the observed strong habits arc more
likely to be harmful than beneficial

If greater past consnmption of a good increased the margmal utility of prescat
consumption, myopic persons who do not consider the future consequences of
their actions would increasc their present consumption But higher current
utiity does not guarantee that rational forward-looking persons consume more
than m the past Rational consumers also consider how greater current con-
sumption affects the marginal utilitics or disutilities i the future

MURPHY and I provide a necessary and sufficient condition for a rational
forward-looking consumier to develop a habat [1988], for carlier denvations,
see RYDER and HEATL [1973] and TANNACCONE [1986] It 15 indeed necessary
for greater past consumpiion to raise the marginal utility from present consump-
tion — this corresponds 1o what s called ‘rewnforcement™ 1n the addiction
Iterature But several other parameters are also important, mcluding the rate of
discount on future atiliies, and the rate of decay or depreciation in the
contribution of past consumption to current utdity The larger the rate at which
either the future or past 1s discounted, the more likely that a good with a given
amount of remforcement 15 habitual, and the stronger 18 the habit (sec section 1 of
the Appendix) This conclusion 15 intmtive, for the bigger are these discount
rates, the smaller are the effects on future utility of greater present consumption
Then remforcement has the more domnating effect

An addiction 1s defined simply as a strong habit Technically, a habut
becomes an addiction when the effects of past consumption on present con-
sumption are sufficiently strong to be destabilzing (see scchion 1 of the
Appendix) Thercfore, a shock to an individual, such as unemployment, may
lead for a whtle to larger ond larger increases over tume m the amount consumed
of addictive goods Demand for addictive goods tends to be bufurcated peoplc
either consume a lot, or they abstain because they anbicipate that they wall
become ‘hooked’ if they begin to consume Smoking 1s a good example of
bifurcation, for 70 percent of adults i the United States do not smoke, while
persons who do smoke generally consume at least half a pack a day

A habit may be riused into an addiction by exposure to the habititself Certain
habits, like drug use and heavy drnking, may reduce the attention 1o future
consequences — there 1s no reason to assume discount rates on the future are
Just given and fixed (elsewhere 1 have developed an analysis of endogenous
discount rates [BECKER, 1990] Since an inerease m the discount rate strength-
ens the commaitment to all habats, there would be further induced wcreases in
discount ratcs The result may be an explosive expansion of certain habits mnto
powerful addictions
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The presumption from the theory that addictions arc partly caused by heavy
decay rates on past consumption 1 a way 18 consistent with the med:cal
cvidence For the damage to lungs, liver, and other organs dechines rather
quickly after a person stops heavy drinking or smoking, unless the point of no
return had been reached

Since people who heavily discount the future and past would place lttle
weight on the future consequences of their behavior, they are less Likely to be
deterred from ‘harmful’ actwitics that reduce future utility, even when these
are not habitual And they would be less attracted by *beneficial” activitses that
raise utthity n the future, even when these are not habitual, such as hmuting
cholesterol intake But since hugh discount rates on the future and past akso
foster strong habats and addiction, people with high rates would be especrally
attracted by harmful activities that are addictive, or at least ghly habitual

Therefore, we expect addictions to be associated with harmful actiivities This
can explain why addictions usually cause duress — declines i well-beng over
tume It can also explamn why drug addictions and crime tend to go together, and
why religious peoplc tend to be law-abiders, cven o drug use and rehigion do
not affect the propensity to engage i cnime, and even if crime and rehigion are
not addictive

Nothing 1n the analysis of forward-looking uuhity-maxumizang behavior
presumcs that people know for sure whether they will become habituated or
addicted to a substance or activily, although thatis sometimes clumed by cntics
of this approach An indvidual may have considerable uncertainty about
whether she would become an alcoholic if she begins 1o dnnk regularly A
troubled teen-ager who begns to experiment with drugs may eapect, but not
be certawn, that hus life will begin to straighten out, perhaps because of a good
job or marniage, before he becomes addicted Since these and other choices are
made under considerable uncertainty, some persons become addicted sumply
because events turn out to be less favorable than was reasonable to anticipate
— the good job never rescued the drug user Persons who become addicted
because of bad luck may regret therr addictions, but that 1s no more a sign of
urational behavior than is any regret voiced by big losers at a race track that
they bet so heavily

1definc tradironal behavior as habigs that are sensitive to choices m the more
distant past — including sometimes choices made by parents and others 1n the
past -- because the effects of the past decay slowly Tradition-related habits are
unlikely to be addictive becanse low depreciation rates reducce the strength of
a habit Such habats are especially smportant for understanding culture and
institutions, as I will try to show later
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HABITS, ADDICTIONS, AND TRALITIONS
HI INVIDIOUS COMPARISONS

Economists usually do not consider why preferences are what they are, but it
15 advisable to discuss habit formation since many wrniters have claimed that
habitual behavior 15 not fully rattonal Although Little 18 known about the
mechanisms behind the development of habats, 1t 1s not obvious to me that they
are less rational than other preferences

Alcohol, herom, cocaine, smoking, and certan other drugs have well-docu-
mented biological-pharmacological effects on consumers that ratse their desire
for the drugs Habut helps economize on the cost of searchung for information,
and of applying the mformation 10 a new situation (see STIGLER and BECKER
(1977, p 81-83]) And most people get mental and physical comfort and
reassurance in contimnng to do what they did 1n the past THOMAS JEFFERSON
was surely right when he asseried 1n a letter to an acquaintance that ‘He who
permuts lumself to tell a ie once, finds 1t much easier to do it a second and third
time, ull at length 1t becomes habitual” [1785].

Another promising lead in understanding the formation of habit comes from
recogmizing that the utihiy of many goods depends on how present consumption
of these goods compares with the amounts consumed 1n the past For example,
a given standard of living usually provides less utility to persons who had grown
accustomed to a higher standard in the past It 1s the decline n health, rather
than simply poor health, that often makes elderly persons depressed. And what
appeared to be a wonde:ful view from a newly occupied house may become
boring and tnite after iving there for several years

Goods that involve such invidigus comparisons wath the past are *harmful’
1 the sense I am using this term because greater consumption now lowers future
utility by raising the future standard of companson What 1s more mnteresting
for present purposes and less obvious 1s that such goods also tend to be habitual
cwrrent consumption 18 encouraged by greater past consumption m order to
come closer to the standard set by past behavior

Indeed, a good must be habitual 1f utility from the good depends on the
difference between current consumption and a weighted sam of the amounts
consumed 1n the past Note that in such cases the effect of comparisons with
the pastis so powerful that a good must be habitual regardless of the discount
rate on future utihities or the decay rate on past consumption. The habit 18
stronger when past consumption has a bigger weaght, and it 1s an addiction when
past consumption 18 weighted more heavily than present consumption (see
section 2 of the Appendix).

If unlity depends on comparisons between present and past consumption, 1t
would be lughest just after consumption rose to a permanently higher level, and
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1t would declhine over ime as the person became accustomed to that level
Simadarly, utility would be lowest just after consumption fell to a pcrmancently
lower level

If the standard of living itself involved such comparisons with the past ihe
nouveau riche would tcnd 10 be the happiest of peoplc, the new poor the most
muserable, and the long-term rich may not be so much happier than the
long-term poor Tadeed, the long term rich are only a Litle happier than the
long-term poor when the weight on past consumption almost equals the weighit
on present consumption (see section 2 of the Appendix, and RYDIR and HFAL
[1973]) Suicides might be more closely related 1o dechnes i ihe living
standard — perhaps duc to a loss of wealth or health — than fo the level self

ADAM SMITH [1976] has a few wonderful paragraphs ia The Theory of Moral
Sentiments on the transitory gams v ubibty from a lagher standard of living

“The poor man's son, whom heaven i s anger has visted with ambition pursues the dea
of a centain arificial and elegant repose  which, if 1n the ~xiroonty of old age he shoutd at
last attain to1t, he will find io be 1n no respect preferable to that humble sccuriy 2ad contentment
which he has abandoned for it [pages 295-300] (T owe this reference 1o GEORG:. STIGTER }

Rapid economic growth rises the level of happiness partly by increasing the
rnumber of new nich and reducing the number of new poor Indeed, a mierc
slowing of the growth raic could lower utility even when incomaos conthinue to
nse of the habitual component to the standard of hving were sufficiently
powerful

1V PRICE AND WEAI TH EFFECTS

It 1s often claimed that habitual and tradstional behavior, cspecially addictions,
do not respond much to changes in prices and wealth The explanation some-
times offered 1 that habats infiuence behavior i ways that are independent of
calculation, or that habits are locked in by the past T will consider only the
responses of rational habitual behavior since I am clmming 1 this paper that
habitual behavior does not imply a reluctance te ‘calculate

An uncxpected fall i the price of an hahitual good may have only a shght
impact on demand as long as past consumption has not changed much This is
probably the basis for the claim that habats get Jocked m by the past But the
magnitude of the response to say 4 permanent fall 1n price would grow over
tune 2s consumption continues to wcrease, even if it only mcreased shightly at
first By the definition of aghly habitual goods, each increase 1n consumphion
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of these goods raises fulure consumption by relatively large amounts There-
fore, 1t 1s not surpnising that the long vun price elasticity of demand between
steady states 1s larger, not smaller, for the more strongly habitual goods (see
BECKER and MURPHY [1988]) Moreover, short run changes in demand are
misleading since the ratio of short run to long run elasticities 1s smaller for the
stronger habits (scc BECKER, GROSSMAN and MURPITY [1991])

GROSSMAN, MURPHY, and I [1990] recently used the rational habit model to
study empirically the demand for cigareites m the United States. We find
cigarctic demand to be rather strongly habitual, a not very surprising conclu-
sion The responses to price changes are not small a 10 percent permanent fall
i the price of a pack of cigarettes increases smoking by 4 percent one year
later, and by almost 8 perceni after a few years Perhaps more surprising 1s the
evidence that smokers are not myopic — they do try to anticipate the future, as
measurcd by the effects of future prices on current consumption

There are strong ddferences of opimon 1n the United States about whether
drug use should be legalized, differences that cut across political labels of
liberal or conservative Everyone agrees that legalization would greatly reduce
the retul price of drags but much of the disagrecment comes from different
views about how legalization will affect the demand for drugs Since many
drugs are strongly habitual and even addictive, the analysis of rational addiction
suggests that the demand for drugs may not increase much shortly after
legalization, but that 1t would increasc by a lot in the long run — especially by
the poor (sce BECKER, GROSSMAN and MURPHY [1991]) - unless legalization
has other effects than siraply lowering price

One unportant other effect concerns peer pressure, which induces some
teenagers to smoke, dnnk hcavily, and expeniment with drugs. Although I do
not know of convincing reasons why strongly habitual and addictive behavior
18 generally more subject to pressure from peers than other behavior, it 18
straightforward to show that habuual behavior 1s more vulnerable, i the sense
that a given level of peer pressure has an especially large effect on habitual
behavior Strong peer pressure can convert moderately habatual behavior into
what appears to be a strong habit or even an addiction

Consider a fall i price of a habitual good subject to peer pressure, Each
consumer would increase is demand, partly because price is lower, and partly
because other consumers have raised their demands Habit increases demand
over tume, and so too does the pressure to consume more when peers also do
This syncrgy between peer pressure and habit imphies that peer pressure has a
larger effect on the elasticity of demand when the habat 1s stronger, similarly,
a stronger habat has morz of an effect on the long run elasheity where there 18
greater peer pressure (see scction 3 of the Appendix) Conscquently, 1t may
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only appear that peer pressure 18 stronger for habitual behavior since such
pressurc has greater effects on demand when habits are stronger

The importance of peer pressure m the market for drugs generally strengthens
the conclusion that legalization would greatly increase the usc of drugs One
qualification would be 1if pressure 1o use drugs declined when they became
legal Another would be af the synurgy between peec pressure and habits
produced sections of positively sloped demand curves (sce section 3 of the
Appendix), and hence muluple equilbnia in the drug market Legalizalion
mught then lower both price and diug use by shufting the market to a wholly
different equlibnium  As yet, however, there 1sno evidence that the drug market
18 characterized by such multiple equilibna

Econometric studies usually find that hugh taxes on incomes and other iaxes
on work effort do not have large etfects on the hours worked by men Yet more
than fifty years of weak work wcentives under communist rule in Eastern
Europe and elsewhere had a shattering effect on work cffort i these countries
The commitment to hard work apparently has also croded in countries hke
Swedcen that greatly raised the effectve tax on work effort during the past
quarter century

The economeitric findings can be reconciled with these other observations by
recogmzing that work 15 a tradition-habit that builds up very slowly over lime,
perhaps partly under the influence of cxamples set by parents and others As
VICTOR HUGO saud, ‘Nothing 1s more dangerous than discontinued labor — i 18
habit lost A habait casy to abandon, difficult fo resume” [1909, Vol 1L, p 159]
The long time 1t takes for high taxes and other policics io break down slowly
accumulated work habits 1s not easily captured by econometric studies. even
by studies that use a few years of pancl data to discover some effccts of work
habits (see, ¢ g , BOVER [1991])

Countries can take advantage of the slow decay of good work habits by
imposing heavy temporary taxes on effort But the pessimustic side of the story
15 that Eastern Europe and the Soviet Union will have difficulty rebuilding the
good work habits eroded dunng the many decades of rmsmanagement and weak
waork incentives

Being on welfare may create a bad habut if chuldren and parenis lose their
mmtiative by becoming dependent on government handouts Then many fami-
lies may refuse to go on welfare, cven when cligible - as1s the case 1 the Uniied
States — because the cost of dependency exceeds the value of the payments
Althoungh a sizable fall in welfare payments might gicatly increasce the number
who declinc to go on, 1t could :nutialfy have only a mmor impact on the number
of famlies who remain on welfare since they have become habituated to the
welfare payments (see SANDERS [1991])
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The permanent income model explams why total consumption often docs
not respond much to income shocks by assuming that many shocks have a large
temporary component Yet some cntics have argaed that aggregate consump-
t1on 1n the United States 1s too stable — the excess stabihty 1ssue —to be explaned
by the permanent mcome story because aggregate shocks are atleged to have a
small transitory component Even 1f they are nght about aggregate shocks, and
there is considerable disagreement, the problem is not with the permanent
income concept — which 15 surely basically correct — but with the assumption
that preferences arc separable over time If current consumption depends on
past consumption, even a permancat shock to income may itially have only
a small effect on consumption

Habit-driven responses to permanent shocks can explam most of the behavior
usually explained since FRIEDMAN's work [1957] by nonhabitual responses to
transitory shocks For example, FRIEDMAN showed that lugher-income groups
would save a larger fraction of therr incomes than lower-icome groups if only
because these groups contan relatively many persons who received positive
transstory income shocks However, higher-mcome groups save a lot also
because they contaun relatively many persons who are newly rich Tbelieve that
the effects of habits as well as the distinction between permanent and transitory
mcome are needed for a satsfactory explanation of aggregate consumption
behavior (see HEATON [1991] and FERSON and CONSTANTINIDES [forthcom-

ing])

V PREFERENCE FORMATION

Each person 1s born pethaps not as a tabula rasa — an empty slate — but with
Iimited expeniences that get filled i by childhood and later expenences These
expenences influence teen-age and adult desires and choices partly by creating
habits, addictions, and traditions  The habats acquired as a child or young adult
generally contmue to influence behavior even when the environment changes
radically For example, Indian adults who migrate to the Umited States often eat
the same type of cuisine they had in India, and continue to wear the same style
of clothing A woman who was badly sexually abused as a chuld may forever
fear and dislike men, including those who would treat her wath consideration
and respect. A person may remain an alcoholic until he dies maunly becanse he
started dnnking heavily as a teen-ager,

Childhood expeniences can greatly mfluence behavior over a person’s enture
life because 1t may not pay to try to greatly change habats when the environment
changes. Childhood-acquired habits then continue, even though these would
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not have developed 1f the environment when growing ap had been the same as
the environment faced as an adult.

The Freudian emphasis on the crucial mfluence of early chuldhood on later
behavior would be consistent with utility-maximining forward-focking be-
havior if behavior were highly habitual For then experiences while a clukd
conld have a very large effect on aduit preferences and choices

Cluldren spend therr carly years under the care of parents and close relatives
who determine what they cat, read, observe, and hear The enormous influence
this has on childrer’s prefercnces explains the close link beiween parents and
children m many atttudes and chiceices, including religions and politscal party
aiTiliations, the propensitics to smoke eat breakfast, or divorce, and the iasie
for Chanese, Iranzan, or Scuthem-style cuisine

A natural way i a stility-maxumizing framework o model the wfiuence ol
paicnts on children 1s to assume that the preferences of children and adults
cvolve from carly chuldhood and later eapeniences under the snfluence of
habiinal, includmng addictive and traditional, behavior Tndeed, some of my
rcmarks will go well beyond habitual behavior to other recurvive wnfluences of
carly childhood and other past expericnces on present andg future preferetices

Allrmstic parenis maximize their own utiity i part by maxunizing their
children’s They would try to ducct the evolution of children’s preferences
toward raising the utiity of childien For cxample parcnts may refram from
smokmg cven when that givesthem mitich plzasure because therr smoking rauses
the likelihood that the children will smoke Or they may take their children (o
church, even when not religicus because they believe exposure Lo vcligion 1s
good for children Indeed, many parents stop going after their children leave
home

Selfish parents do rot care about the wellare of childres, bul they oo are
often concerncd about the evolution of children’s proferences They may want
to be taken care of when old or ill, but cannot have a contract with thesr children
to help out Howcver, they can try to shape the formation of children’s
preferences to raise the chances thewr children will help voluntanly

The preferences children get when young n eflect, can precomnut thew o
helping out much later when they are adults and theu parents are elderly
Parents can help make the chuldien alirwstic, or can make grown chuldren fecl
*gmlty’ when they do not help Propensitics toward guslt may lower the Lifetime
utility of chuldren - selfish parcats do not care - but helping out of guilt may
raise the utility of adult chuldren, conditronal on their past experiences

Therefore, even selfish parents do not necessarily neglect or abuse chuldren
for thcy might spend considerable timg, money and emotional resources on
chidren to nig the evolution of preferences n their own favor This sounds
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calculating and selfish Itis Yetthe opporiunity to ‘commil’ chuldren to helping
out when parents need 1 can induce selfish parents to treat thear children much
better than they would 1f adult preferences and behavior did not evolve from
childhood experiences and treatment It also implies that selfish parents become
meaner when they need not rely on thesr children, perhaps because the govern-
ment becomes committed to helping cut the elderly in need

Chuldren carry along into adulthood the baggage of experiences they had
only a luruted role in shaping. Thercfore, a rational person can meamngfully
state ihal she does not ‘like’ her preferences n the sense that she docsn’t hike
the inhented baggage the guilt, the sexual fears, the propensity 1o smoke or
drink hcavily, and so forth She can change the stock of expeniences over time,
but how much a rational person wants to change depends on how long she
expects to live, the strength of the mfluence of the past on present choices, and
other factors. We all are to some exient prisoners of expenences we wish we
never had

Economusts are so corditioned to aidentifying rational choice with separable
preferences that we often call ‘urrational’ quite rational behavior that 1s the result
of past experiences We have irouble understanding the people who take good
carc of elderly parcnts even when not forced by social norms or alirmsm — |
have tricd to indicate why this can be utillity maxumizing behavior once the
importance of guilt and other results of past expenences 1s recognrzed.

A prominent example is the literature on ‘endowment’ effects (sce
KAHNEMAN, KNETSCH and THALER, [1990]) A family may rcfuse to sell for
half-a-mullion dollars the house o has lived i for iwenty years, even though it
would be unwilling to spend anywhere near that amount for an otherwise
equivalent house Of course, the qualifier ‘otherwise’ 1s crucial since twenty
years in the same house presumably built up memories and attachments to that
particular house, not to a sceringly ‘equivalent’ house that 1s really not
equivalent

A morc difficnlt example of the endowment effect concems a person hike
SHERWIN ROSEN who stores a young bottle of wine that cost a few bucks By
luck the botile turns out ¢t be worth several hundred dollars after ten years But
SHERWIN refuses to scll, even though he would never contemplate paying that
much for an othcrwise equivalent boitle Irrational? Or Like the family that
refuses to sellits house, a case where the experience of ‘consuming’ a particular
botile for along tunc rased the value attached to that bottle, not to an otherwise
cquivalent bottle?

Other ‘rational’ interpretations of the refusal are possible, ¢ g , SHERWIN may
get pleasure from bragging about ms shrewdness in acquining such a bottle
And an inferpretation that uscs the cffects of owning the bottle for ten years on
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preseat demand for it may seem {orced since the bottle was not ‘consumed’
during the decadc But such a reacuon parily reflects the economist’s narrow
conception of ‘consumption’. People consume pamndiings, and old rugs and comns
simply by looking at them occasionally, and they may value such objects more
over time as they grow attachcd to them

VI COMMITMENT, INSTITU IONS AND CULTURFE

Gamc theory has shown the crucial importance of commitment in the strategic
mteractions over time of two or more participants The equilibria that emcrge
are often hughly sensitive to whether players can commit 10 future behavior
Yet it may be difficult to enforce commitment since people can renege on
promuses or slip out of contractual obligations Still, T behieve the difficulty of
obtamung binding commutments bas been exaggerated because of the common
assumphion that preferences are indepenident of the past so that a person’s
utility maximizing chowces at any moment do not dircctly depend on past
choices

For hahits, addictions, fraditions and other preferences that are directly
contingent on past choices partly control, and hence commit, future behavior
wn predictable ways Tndeed. habits and the bke may be very good subshiuies
for long-term contracts and other explicit commilment mechanisms

Consider, for example, a fum that would charge consumers a lower price
now 1if they agree to buy more of the good for some time o the futwre
Unfortunately, it tsnot possible to wriic acontract that ensures future purchases
But a contract may not be necessary 1f the good 1s habitual since habstuated
consumers are automatically commitled (o buymg more m the future when they
buy more now.

A firm may help finance vesiments ma worker's general skalls if the worher
will remain with the fum A writicn contract that coromuls the worker to siay
1s not enforceable, but the firm may know that the waorker s likely to reman
afier he has been there for a while since the job becomes a habut

I have already shown how parcats may be rcasonably confident that thar
chaldren will help out when they become adults and the parenis are clderly
because the parents help structure the children’s adult preferences by contiol-
ling childhood experniences

Such influences of habitual and other rccursive preference relations on
behavior get incorporated into ihic optimad strategies of players wi sequental
games For example, a parent may save less to support hersel{ when elderly of
her children are conditioned to help out A boss may explod his workers’
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attachments to their jobs, or socicty may punish cnimes more severely now
becausc that raises social support for pumishments i the future.

Elsewhere, GROSSMAN, MURPHY and I [1990] consider the optimal pricing
of a monopolist who sclls an habitual good We show that wealth-maxinuzing
prices are below the prices where current marginal revenue equals marginal
cost since a lower price now, 1n effect, ‘commits’ consumers to increase their
future consumption (for a more complete analysis of optimal pnicing, see
FETHKE and JAGANNATHAN [1991]) Therclore, the optumal prices will be
higher 1f consumers are prevented from rarsing their future consumption

Thus analysis can explamn the nise 1n price-cost margins, and hence ‘profits’,
of cigarette companzes during the past few years The continuing growth n
legislation (hat restricts smoking 15 a major observable obstacle to future
increases i the demand for cigarettes Producers are mnduced to raise cigaretie
prices and current ‘profi.s’, even though they are obviously hurt by legislated
restrichions on smokang

These examples of the effects of preferences on commuiment arc rather
straightforward, althcugh some of you may be dubious. You will then be far
more dubious of the following examples, which extend the analysis of habits
and traditions to mclude mstitutions and culture. 1 was led to this hine of
argument by rcadmg i the Federalist Papers JAMES MADISON’s criticisms of
JEFFERSON’s proposal for temporary constitutions that are rewritten by each
succeeding generation MADISON did more than just claim that a constitution
protects fundamental rights and helps commut the acoons of future generations
He recognized that a basic problem 1s whether people arc willing to obey a
constitution the world 1s strewn with wonderful consiututions that arc sgnored
or evaded

MADISON argued tn effect that a constitution 1s more likely to be followed
out of habit and tradition the longer 1t has been around. The frequent changes
advocated by JEFFERSON would depnive a constitution of — I can do no better
than quote MADISON's words —

‘that vencration, which tume bestows on everything, and without which perhaps the wisest and
freest governments would not possess the requisite stability’

and

‘when the examples which ~ortify opinion are ancient as well as numerous, they are known to
have a double effect” (Manison [1787])

MapisoN and others — he apparently was following HUME [1748] — claum that
preferences are formed not stmply by what a person did 1n the past, what his
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parents did, and what contemporary peers arc domg buf also by the behavior
of past generations of ‘pecrs” Thus extensive influence of the past on present
belicfs and bebavior helps stabilize older mstitntions and culfires As MADISON
argued n rejecting JEFFERSON's suggestion for frequent change, the ultimate
strength of the support for an mstitution depends on whether there 18 ime to
cumulate the support over several generations

Sometimcs, support for an mstitution or ethic — such as the helief in honesty
—sscalled ‘unthmnking” attachment to a culture or cthic WORDSWORTH claimed
that *habut rules the unreflecting herd” [1822] Bt this 1s no more ‘unthinking’
than other preferences that are formed by what happened i the past

Obcdicnce to wstitutions ofiei can be utilized 1n social decision making The
armed forces try to instili the haht of obedience to commands duning fighting
by emphasizing military traditions, ngid mles, and response to peer pressnre
Young pcople asked to contribule heavily to social sccunity may not have to
worry (hat the next gencration will refuse to support them when they became
elderly, even though it might appear to be an the neat generation’s self-interest
to do so Indecd, this generation’s support of the elderly may well strengthen
the tradition-habut that will mduce the neat generation to support the elderly

I readily admat that 1 do not know how far one can push this pomt of view And
the stress on nstitutions mfluenced by tradition-habats and peer pressure may
seem {0 be an ad hoc trick mvenied o solve intractable commitment and collective
choice problems But thns approach docs come out of an aicntion to mose
strarghtforward problems, such as heavy drinking, drag use, and brand preferences
And the evolution of preferences out of past expenences seems far more nluirve,
even when extended 1o mstilutions and cultwre, than the opposite assumplion so
dommant m economics that preforences arc independent of the past

Some of you might be surprised to hear a co-author of the ‘de gusiibus™ point
of view, with its emphasis on stable preferences, waxing enthusiastically about
the formanuon of preferences But what de gustibuc assumes 15 that meta
preferences are stable Meta preferences snclude past chowces and choices by
others as arguments in a person’s current utlity function In fact, addictive
behavior and social interactions were two of the major examples analyred by
SHGLER and myself [1977]

The message of that paper is not that preferences at iime ¢ for different people
depend m the samc way on ihicic consumplior at ¢ Rather 1t 1s that commoen
rules determine the way differcnt varables and cxpeniences enter the meta
preferences that motivate most people atmost imes And that forward-lookimg
rational actors maximaze the ulilty from thewr meis preferonces, not from
current preferences alone, because they recognize that choices today alfect their
utiditzes 1n the future
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VII CONCLUSION

My conclading remarks can be brief I have trnied to show that the past casts a
long shadow on the present through its influence on the formation of present
preferences and choices These links between the past and the present do not
simply provide a tcchnical generalization of the independence assumption
regarding prefercnces that permits a few more wiggles 1n the data to be
explained

The systcmatic analysis of habitual, addrctive, and traditional behavior, and
of other ways the past influcnces present preferences, have profound implica-
tions for the analysis of many kinds of economic and social phenomena These
surely include the demand for branded goods, how income shocks affect
aggregate consumption, and short and long run changes in smoking due to
higher taxes on a pack of aigarcttes They also include a better understanding
of how Iegalization would change drug use, the effect of income and other taxes
on effort and work habts i the long run, and why the nouveau riche and new
poor arc so different from the long-term rich and long-term poor

With a sull bolder vision and a lot of luck, the link between the past and
piesent chotces may also explain why and how parents influcnce the formation
of children’s preferences, how people get commtted to future decisions, and
the formation and support of nstitutions and culture,
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APPENDIX

1 Let the utility function at urre t be

Uty = U0, (1), S@1) an

where y 15 a non-habitual good ¢ 15 habitual, and § = (f) — 85(1), where & 1s the depreciation rate
on past consumption of ¢ The overall atlity function at 7 = 0 1s the discounted value of the U(r),
where G 15 the rate of discount 1 assume that overall utility 1s maximized subject to a wealth
constraint, where the amount of wealth 1s given

A good s habityal if

de()
as >0 (12

when the matgsnal utility of wezlth s held constant That s, when a *compensated” increase past
consumplion raises present consumption Since at a steady stale, ¢ = 88, 1t 15 natural to define an
addiction as a habit strong enough that

et
a8 (13

This mplies that a steady state 1s unstable if ¢ 15 addictive near this state
BEecker and Murpty [1988| show that a necessary and sufficient condition for a good to be
habitual ncar a steady state 15 that

(0'+28}ch > = U, (14

where Uy = 20/3¢3S , and Us, = 32U/ 35°

2 Letutibty from the habitual good ¢ at time t be separable from the other goods (¥}, and expressible
as

Vi) = Vic(y) ~dS()] @n

where ois aconstant > 0 Since § 15 the depreciation rate on past consamption of ¢, 88(f) = £(1), a
weighted average of past consumption Then

Vee = V7
Vc.! =3V
Vi = (013)21{"

and

28V =208V > Vi =—a?8V* forall ot < 2
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Therefore, for all & and 8= 0, the modilicd Stone-Geary utility lunclion i equation 20N
satisfies the condition 1 equation (1 4} for ¢ tobe ahabt It canhe showp that the habit ss stronger
when (£ 1s greater, and 1t 15 an addicion when o > 1

Equation (2 1) implies that in a steady state wheiee = 85 = ¢,
V= ¥dl-el
and e
V.= V{1l—
Thercfore, a nse 10 ¢ between steady <taies has a smaller effect wn utility when the babit () 15
stionger (given the value of V7
The effct on steady state consumplion of a purmancnt change 1n th price of ¢ compensat f to

hold the marginal vithty of wealth (&) constant 1s

de = —2\'4'- f o =

dpe  v1-o)? 3

(This 1s a special case of Fquation (18) @ BLeKFR and Murpiy [1988] ) Clearly, the effcct on
¢ 15 greater whun @ —the strength of the habit —1s bigger

3 I now expand the utihity function n Fquation (2 1) 1o inclode pecr piessure

Vit = [eft) — oBS(n —yC(n) A1)

1
where ¥ > 0 measures the stizngth of the pressire, 2 WO~ }"j_\’l = ¢ when all N consumers are

1dentical Peerpressure alters the effects of a change in ilie price of € on its steady wale consumphion
to

dpe - VA m(i-w -y 32

A proof 1s strmghtforward The farst order condiion for each consum. 7 near a siedy stal. 15

Ve

G190

Ve + = Apc

Diffcrentiating with respect to pe while holdmg b constant assuming & = 5§ and C=c, we get

V. Vi
Voot 4 Va v (5 + Ve = Vi)

Al_}
& G+d dp.

Substituting V” =V ,—0BY =V, , 8V =V W =Vz and ayBV =Vg and set-
ting 0 =0 Wi pet
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V(- 20— v+ ol b aprs = &
L3

which s Equation (3 2)
Clearly, [d/d(y)] [(dc)/ (dpo)] 1s greater in absolute value when o 15 greater Moreover, the
demand curve becomes unstable [(d:)/{dpe) > O] when ¢t + > 1

SUMMARY

The past casts a long shadow on the piesent through us nfluence on the formation of present
preferences The past influences present preferences through hatutual, addicuive, and traditional
behavior, and wi other ways These have profound inplications for the analysis of economic and
social phenomena, including short and long run changes in the amount of smoking duc to higher
taxes on a pack of cigaretics, and the efffects of taxes on effort and work habits in the long run The
Link between the past and present choice may also explam why and how parents influence the
formation of chuldren’s preferences, how people get commutted to future decisions, and the
formateon and support of mstitutions and culture

ZUSAMMINFASSUNG

Die Vergangepheit wirdt einen langen Schatten aul die Gegenwart, da sic die Bildung der
gegenwartigen Prafercnzen beemnflosst. Die Vergangenheut beeinilusst die gegenwartigen Prafe-
renzen durch Gewohnherten  Abbangigkeiten, Tradionen und auf andcren Wegen Dicse
Verhaltensmuster haben tiefgehende Implikationen fur die Analyse okenomuscher und sozaler
Phanomene, emschhesslich derkurzfnstgen und langfrnstigen Anderng i der Zahl der geraschten
Zigaretten als Folge von Tabak steuererhohungen uhd den langfristigen Wirkungen von Steuern auf
Arbeitsanstrengungen und Arbeaitsgewohnheiten Dchusammenl\ang zwischen vergangenen und
gegenwartigen Vorlicben venmag auch zu mklaren waram und auf welche Weise Eltern die
Budung der Praferenzen ihrer Kinder beemnflussen, wic Personen an Entscheidungen, die die
Zukunft betreffen, gebunden verden, und er erklart awch dic Bildung und Unterstutzung von
Institutionen und Kultur

RESUMF

Le passé etend largement son o nbre sur le present par I'influence qu'il exerce sur la formation des
préférences actuelles Cetle influence s'opdre au travers des habitudes, des dépendances, des
traditions etc loutcecs adenonbreuses implications dans I'analyse des phenoménes économiques
ct secraux, y compns par exemple dans les modifications a court et Jong terme de la consommation
de tabac consécutives 3 la vandtion des taxes sur les cigarettes, ou encore dans I'effet des mpdts
sur I'evolution 2 long terme des habitudes de travail Ce lien entre le passé et les chox présents
peut aussi expliquer pourquor et comment tes parents influent sur la formation des préférences des
enfanis, comment les gens s 1 pliquent dans les décisions A venur et comment se forment et vivent
les nstitutions et la culture
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