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Hello Folk: We Are Responsible for What We Will
Face in 2025; Evidence from Philosophical
Underpinnings of Social Capital

GUL EJAZ and MARYUM BIBI

Social capital is a very important facet of society and has strong relevance to economic
landscape of a country. There are different theories about the nature, accumulation, growth and
validity of social capital as an instrument of economy. This paper explains the philosophical
context of social capital and validate through a model using Berg, Dickhaut and McCabe trust
game that we all transfer a set of values to our next generation, which ultimately manifest as
social capital in the real world. The transferred values affects each agent” decision whether to
trust other members of the society and participate in a socio-economic exchange or not. If he
trusts, he reaps substantial gains from exchange, and ultimately social capital will be
concreted. But if he does not, he will face a major loss and overall social capital will be dented.
A distrustful ancestor will further induce agents to withdraw from the market and not to invest.
This will lead a society to an overall mistrust paradigm and eventual downfall. On the other
hand, the level of cooperation in the members of society increases as the good experience is
transferred across generations. Economic impacts of social capital have been elucidated using
Leonhard Euler function and Newton Leibniz integration processes. The ethical framework for
society and role of literature in transfer of beliefs, values and culture from one generation to
other has also been discussed at length. The paper is a unique study of how we all will be
responsible for the kind of social capital will have in 2025.
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1. INTRODUCTION

Why we always remember our ancestors? If we think we remember them
because they left junk of wealth for us when they passed away then why we have
regards for those who have left nothing back? Surely, it is not the wealth.
Unintentionally we refer their talk and actions more often when confronted with a
situation which was experienced by them. Kids learn from their parents. Mother is the
first cradle of learning for the infant. In our personalities, we carry a reflection of how
have we been brought up? Lessons learnt from the parents and ancestors are never
forgotten. We normally speak of family values and traditions, which are uphold by us
as a holy duty and taken as core of loyalty to our ancestors. These traditions and values

Gul Ejaz <Gulenla@yahoo.com> is Former Staff Researcher, Economics, Nature and Leadership

Academy (ENLA), Peshawar. Maryum Bibi <MBBenla@yahoo.com> is Philanthropist and Social Worker,
Economics, Nature and Leadership Academy (ENLA), Peshawar.



806 Ejaz and Bibi

are passed from one generation to other, and we never let them die down.
Psychologically, an infant at the time of birth is always neutral, but then after birth
values and beliefs are transferred to him, which he carries throughout his life. This set
of values and beliefs has mark influence on his interaction with other people in society.
He cither becomes a cooperative optimist who participates in socio-economic
exchanges or an unwilling pessimist who refuses socio-economic interaction. In either
case he impacts the socio-economic life of society.

In this paper, we build a simple model based on transfer of beliefs and values from
one generation to another. Transfer of beliefs and values from one generation to other
plays a vital role in socio-economic life of nations. To analyse the possible variations in
this process, we build a generation model where children absorb the prior from their
parents and after experiencing the real world, they update it and transfer to their children.
This transfer of priors in the form of beliefs, values and traditions affects each individual
decision to trust other members of the society and participate in an exchange. If he trusts,
an individual is optimist and he will reap substantial gains from exchange. But if he does
not, he is pessimist and will face a major loss. As a result, a pessimistic prior will
persuade agents to withdraw from the market and not to invest. It will result into socio-
economic decline of society. It was shown in the paper that a small optimistic change can
have lasting effects on the behaviour of society. In the same context, it has been
described that there is a link between parents and children beliefs and values. It was
concluded that economic growth trend generally confirms to behaviour curve of socicty.
A thorough elucidation of ethical framework for a society with strong social capital has
been given in the paper. It was also corroborated that culture plays a big role in transfer
ring of beliefs across the generations based on comparison of two novels; “The
Kidnapping” and “Sparly Ba Zaroor Razee”. The two novels differ in optimism and trust
placed in others. Results of the paper suggest that if we define social capital as the set of
beliefs and values that increases cooperation, social capital can indeed enhance socio-
economic well-being of the nation.

2. LITERATURE REVIEW

Traditionally, economic growth depends on three types of capitals; natural capital,
physical capital, and human capital. However, it has been noted by Coleman that these
three types of capitals overlook the way in which the economic agents interact and
participate in economic activitics to generate growth and development. This process of
interaction and participation by economic agents is called social capital which is hitherto
a missing linkage [Coleman (1988)]. Krugman has investigated that countries with
similar stocks of natural, physical, and human capital have achieved different levels of
economic performance due social capital [Krugman (1994)]. Rice has explained that
there are many examples from the history where quantity and quality of social capital has
made the difference. The high growth rates of the East Asian miracle economies were
due to enabling policies and environment, characterised by institutional measures and
organisational strategies that enhanced efficiency and cooperation between government
and industry [Rice (1997)]. Putnam has argued that more voluntary associations among
people in northern Italy explain the region’s economic success relative to southern Italy,
where such associations are less frequent [Putnam (1993)].
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Francois has explained that concept of social capital has gained wide acceptance in
social sciences and most recently, in economics [Francois (2002)]. Wool has investigated
the relationship between economic growth and social capital and concluded that social
capital acts as catalyst to economic growth [Wool (1998)]. Scully has explored linkage
between social capital and institutions’ design and performance and inferred that social
capital improves the performance of institution and organisations manifold [Scully
(1988)]. Akerlof has found that crime rate reduces with increase in social capital [Akerlof
(1976)]. Philip has elucidated that social capital promotes innovation which in turn
promotes economic development [Philip (1997)].

Social capital shapes economic and the political environment of a country.
This is because we define social capital as a set of beliefs and values transferred from
one generation to other that facilitate cooperation among the members of a
community. Putnamin his works construed that social capital can be the result of
historical experiences transferred from generation to another [Putnam (1993)].
Taking lead from Putnam theory, Tabellini builds a very interesting model of cultural
transmission of values of cooperation. He argues that parents optimally choose what
values to pass onto their children, but in doing so they evaluate their children’s
welfare with their own values [Tabellini (2007)]. Cipriani has investigated that in
Tabellini’s model there is a linkage between norms and behaviour. If more people
cooperate, the cooperation increases and this expands the scope of cooperation. An
expansion in the scope of cooperation makes it easier for the parents to transfer good
values to their children [Cipriani (2007)]. Bisin, Alberto, and Verdier have narrated
that when individuals are allowed to choose their institutions though political voting,
the behaviour is always dependent on the values and beliefs of the voters: voters with
positive attributes will choose positive leaders fostering cooperation and
performance; voters with negative attributes will opt for negative leaders [Bisin,
Alberto, and Verdier (2001)].

Williamson has investigated in his works that economic literature on the role
of institutions is especially relevant in the context of social capital. The focus on
institutions in institutional economics literature has regenerated interest in social
linkages which provide strength to these institutions [Williamson (2000)]. Tabellini
has very clearly indicated that in the political science, sociological, and
anthropological literature social capital generally refers to the set of norms,
networks, and organisations through which pecople gain access to power and
resources, and through which decision-making and policy formulation occur
[Tabellini (2005)]. Later, economists focused their research cfforts on the
contribution of social capital to economic growth. North has extensively investigated
that at the microeconomic level social capital improves interaction and participation
of economic actors and the functioning of markets [North (1990)]. Similarly, Glaeser
has explored that at the macroeconomic level social capital has strong linkage to
institutions, legal frameworks, and the government’s role in production affecting
overall macroeconomic performance [Glaeser (2002)].

Researchers like Sobel views social capital as a set of associations between people
[Sobel (2002)]. In the same context Guiso has empirically inferred that social capital
consists of social networks of social interactions and associated norms that have an effect
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on the social efficiency of the community and these have important economic
consequences [Guiso (2004)]. According to Goldin, the main feature of social capital is
that it enables harmonisation and cooperation of the different actors for the mutual
benefits and overall welfare of society [Goldin (2001)].This concept has matured over the
years and has attained a considerable level of quantification. According to Glaeser the
measurement of social capital is fairly straight forward to count social and communal
associations, their membership, and the frequency of meeting [Glaeser (2000)]. However,
Alesina has brought out another angle to the measurement of social capital by theorising
that if social associations are only considered as social capital, then there has to be
agreement on what constitutes desirable outcomes from these social associations. In
practice there may be involvement of value judgment and consensus building on the
nature of desirable outcomes [Alesina (2002)].

A broader concept of social capital was enunciated by Fukuyama, who defined
social capital as mixture of two clements; social structure to interact and actions of
actors within the structure [Fukuyama (2000)]. This conjuncture broadened the
concept of social capital. Many researchers around the globe started work on social
capital as a platform for interaction between social agents and the behaviour among
other entities such as firms. According to Eldgridge this wide concept of social
capital covered a wide range of human behaviours; positive as well as negative
received as priors [Eldgridge (1995)]. This sparked another dimension of the social
capital and raised many related questions. Gambetta is explicit about this by
explaining that depending on the behaviour of agents, social capital may be valuable
or may be useless or even harmful for others. This view of social capital arrests
norms governing interpersonal behaviou [Gambetta (1988)].

Another view of social capital by Fisman emphasises political environment
that enables norms to develop and shapes social structure, as the most important
ingredient of social capital [Fisman (2001)]. Similarly, Klitgaard explicitly
elucidated that social capital includes institutional relationships and structures, such
as government, the political environment, the rule of law, the court system, and civil
and political liberties [Klitgaard 1995)]. Olson has argued that institutions have a
significant effect on the degree of economic development of the nations. According
to him political environment and institutions have greater role in the rise and decline
of nations [Olson (1982)]. According to Guiso, there is empirical evidence that social
capital can have an impact on development outcomes growth, equity, and poverty
alleviation. Associations and institutions provide an informal framework to organise
information sharing, coordination of activities, and collective decision making
[Guiso (20006)].

Sapienza has elucidated that social interactions reduce negative behaviour by
creating repeated interaction among agents, which enhances trust and cooperation
[Sapienza (2007)]. Berg has brought that there are two perceptions of trust; the recessive
and progressive, both depending on the values, beliefs and culture transferred from one
generation to another. Thisbasis for trust has been the subject of game theory [Berg
(1995)]. La Porta has concluded that a cohesive social and communal association creates
trust and utility of the group is maximised by the process of interaction between agents
[La Porta (1997)]. Ruben has very explicitly elucidated that trust has linkage with the
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values, beliefs and traditions transferred from one generation to other. If the positive
values are transferred, agents will trust each other and society will prosper. If negative
values are transferred, agents will mistrust each other and will withdraw from exchange
which will deteriorate the society [Ruben (2007)]. Narayan has investigated that social
capital based on trust paradigm has very strong influence on per capita income and
standard of life of houscholds [Narayan (1999)].

Recently researchers have worked on social capital as set of beliefs, values and
ethics transferred from one generation to other. According to Bisin social cooperation
and interaction by agents depends on the cultural trait of the agents. If they are
culturally groomed by parenthood, they will cooperate and integrate, if not they will
resist and differentiate [Bisin (2004)]. Dohmen has investigated that good and bad,
trust and mistrust, optimism and pessimism are not instantancous, rather, these are
acquired from the priors [Dohmen (2007)]. Gul has indicated that good social conduct,
values and beliefs acquired as priors have greater influence on the utility maximisation
of agents and society as a whole [Gul (2013)]. Eric has very fantastically explained the
essence of social capital as set of values, beliefs and culture acquired from the priors a
phorising that where we stand today depends upon where our grandparents sat
yesterday [Eric (2007)].

It needs to be pointed out that the existence per se of a group does not imply social
capital. Like Jarga culture in the tribal areas of Pakistan does not mean social capital. It is
the mechanism underlying the group’s ability to enforce positive norms that constitutes
the social capital in that setting.

3. CONCEPTUAL STRUCTURE

Psychologically, there is a difference between parents and children in the way they
weigh future and current benefits. This is because parents want to save their children
from costly mistakes. However, to protect children from costly mistakes, parents
naturally transmit them excessively conservative priors from social point of view.
Moreover, value of children learning through experiences not fully plugged in by the
parents in the priors they transfer to children. Therefore, if the net benefits of social
interaction and cooperation are not sufficiently high, a society starting with conservative
priors will be trapped in mistrust paradigm. Starting from this situation, a positive shock
to prevailing behaviour can permanently shift the equilibrium to a cooperative and
optimist one even when the shock is temporary.

To see the effects of beliefs, values and culture, we build a generation model of
prior transfer from one generation to other. Each agent ‘i’ lives for three periods each
spanning over 25 to 30 years and starts as a child in period zero and acquires its prior
from the parents. In period 1, each child become an adult, decides whether to invest an
amount ‘a’ in an exchange that has the characteristics of the Berg, Dickhaut, and McCabe
trust game. After investing, each agent updates his prior and transfers it to his children. In
the period 2, the agent, now mature, has another chance to play a trust game based on
experience in the last period. At the end of this period each agent dies. This process is
diagrammatically explained in Figure 1.
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By investing an agent gets more information which helps him in his subsequent
decision and he can transmit the same to his children. This is called updating of prior. It
was assumed that if an agent does not invest, he will not learn although people do learn
from the experience of others. However, learning from others’ experience is generally
weaker and particularly so when people lack trust. So, it is not irrational to assume that
non-trusting agents find it hard to learn from the outside milicu. Based on the emblems of
economy, different combinations of prior probability distribution were worked out as
shown in Table 1. It was assumed that an individual who invests will perfectly learn
whether the fraction of trustworthy people in the population is S; or S..

Table 1
Combination of Probability Distribution of Priors
Share of Share of Non-
Trustworthy trustworthy
Environment Probabilities Individual (T) Individual (NT)
Honest Environment, HE P S 1-S;
Cheaters Environment , CE 1-P S, 1-S,

If an agent has not invested in period 1, he will not invest in the period 2 as no new
information is accrued from the experience of period 1. Thus, the only stimulating case is
the one where an agent has invested in the period 1. Since investing allows the investors
to learn from experience, the expected return in the period 2 will only depend on ‘R’, ‘L’
and the true share of trustworthy individuals. Let X = S;R + (1 — S;)L represents the
expected return if receiver is from ‘HE’ and Y =S,R+ (1 —S,)L represents the
expected return if receiver is from ‘CE’. We assume that X>1 and Y<I1, so that the
expected return is positive if the receiver is from ‘HE’ and negative if he is from ‘CE’.

Here the important fact is that an agent who lives in “HE’ in period 1 will always
invest in period 2 since he obtains X>a. But if he finds out that he lives in “CE’ he will
never invest in period 2, since a>Y.

Moreover, an agent expects to observe ‘S;” with probability ‘P” and °S,” with
probability of (1-P). Hence, at beginning of period 1 the expected period 2 return will be
PXa + (1 - P)a. Consequently, the agent perceives payoff (O,) for period 1which is given
by Equation (1).

O, =P[SIR+(A-S)Lla+ A —-P)[S,R+ (11— S,) L]

O, =PXa+(1-P)Ya U]
Thus, the net expected payoff (Or) over the two periods will be given as Equation (2).
Op =(P.R.L,S5,.5;)=PXa+(1—-P)YYa+PXa+(1-Pa-2a

Or =(P,R,1,5,5,)=2PXa+(1-P)|Y +1]la—2a .. @

In Equation (2) 2a’ is the lifetime value of his asset if an agent does not invest in
either period. Clearly, in the first period an agent will invest if and only if Or> 0. However,
the decision to participate in socio-economic exchange depends on acquired prior which an
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agent received in period zero. Therefore, it is prudent to keep a threshold “‘m’ such that it is
optimal to invest if and only if the received prior is above this threshold.

4. TRANSFER OF VALUES FROM PARENTS TO CHILDREN

After mathematical model of investment behaviour of agents based on the set of
values they received in period zero, the optimum prior that parents want to inculcate in
their children was as curtained. This optimum obviously depends upon the parents’
perception of what they think is best for the children. But the problem is that parents do
not weigh future and current benefits exactly the same way as children do. This is
because parents bother excessively more about the cost of their children’s mistakes and
they suffer more if their children get into trouble when they are still alive. To simplify the
issue it was assumed that parents care about their children’s utility in period 1. But when
parents assess the value of investment in period 1, children will use their own experience
of period 1 to decide what to do in period 2.

Let ‘Q’ denote the belief based on acquired priors that share of honest in the
population is S;. The net expected utility “O,” of the child in period 1 from investing “a’,
as perceived by his parent is given by Equation (3).

OP = (Q>R>L>S1>S2) = PXa + (1 _P)a —-2a
Op =(Q.R.L.S,.S,) = a[PX +(1-P)Y —1] SN 6))

The parent will be indifferent between the child investing ‘a’ and not investing if
his prior is such that 0,(Q,R,L,S;,S;) = 0. Therefore, the threshold for indifference of
parents is as given in Equation (4).

m,=1-V)/(X-Y) @

For meaningful results, it must be that threshold set by parents higher than the
normal threshold “m’ i.e. m,> m. The parent will then choose what prior to transmit to
their children and their teaching strategy will then be as under.

P>m,if Q>m,
P<mifQ<m,

If parents have a sufficiently optimistic prior (Q > m,) they will transmit optimistic
prior to their children. As a result, children will invest and if the population is an honest
one will continue to transmit their optimistic priors to next generation and so on. If
parents have a sufficiently pessimistic prior (that is O < m), they will transmit pessimistic
prior to children, who will choose not to invest. Since the no-investment strategy does not
allow for any learning, the same pessimistic prior will be transmitted from generation to
generation unchanged. This pessimism will trap society in a no-trust-no-trade (NTNT)
paradigm and will result into ultimate decline of the society. However, there can be
positive shock to the behaviour of agents at any point of time. For example, consider the
extreme case where the share of trustworthy people is 1 in ‘HE’ and 0 in the *CE’, that is
S1 =1, S, = 0. In this case the thresholds will be as under.

m,=(1-L)/(R-L)y>m=(1-L)/2R~(1+L)
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Of completely different nature are the attitudes and values conveyed in “Sparly Ba
Zaroor Razee” which means “spring will definitely come”. This novel describes the story
of young couple Spogmay and Fawad who live in Sardaryab, a small village near
Peshawar. They fight against a cruel, powerful and dreadful feudal lord, Suhrab, who
forcefully prevents the young couple from getting married because he is interested in
Spogmay. While the difference in power between the couple and Suhrab is massive,
Fawad and Spogmay have the confidence of fighting Suhrab and, at the end, prevail
through social campaign and common voice. The novel is marked by a strong sense of
optimism; optimism about the future and optimism to help others in the difficult times.

While both novels focus on the opposing themes, in “The Kidnapping” the hero
used personalised venture for achieving personal gains, mistrusting the society. In
“Sparly Ba Zaroor Razee”, the couple had a trust on socicty to fight against the
oppressor. The view they transmit is completely different. “The Kidnapping” transfers a
prior of lawlessness and mistrust instilling a negative sense in the readers while “Sparly
Ba Zaroor Razee” radiates a message of hope and trust based on socictal power,
generating a positive sense in the readers.

Similarly, poetry and other forms of literature play very important role in
transmitting the beliefs, values and culture across the generations. The poetry of great
eastern poet Allama Muhammad Igbal has always been inspiring the youth and has since
been transmitting positivity and optimism across the generations.

8. PHILOSOPHICAL OUTCOMES

From our model and underlying theory, following interesting glaring philosophical
strands can be deduced.

¢ Social capital is not mere the number of social organisations, its participants and
frequency of its meetings. In essence, it is the set of values, beliefs and ethics
that is transferred across generations which either acts as binding force or
repulsive force amongst the agents of socio-economic organisations.

o Transfer of positivity and optimism to next generation will create a social
structure based on trust and optimism where agents willingly participate and
cooperate. This has been the case in most of the developed countries of the
world. Transfer of negativity and pessimism to next generation will create an
environment of mistrust and pessimism where agents will decline to participate
and cooperate in a socio-economic exchange. This has been the case in most of
the underdeveloped and deprived countries of the world.

e Trust breeds trust and mistrust breeds mistrust. Trust generates positive
participation in economic exchange resulting into economic growth. Mistrust leads
to withdrawal from the exchange and not to invest resulting into economic decline.

¢ Generations face both positive and negative shocks of behaviour based on their
experience and effort to update their priors. It is not true to say that we suffer
because of our ancestors as we have ample chance to update our priors and give
a positive shock to behaviour curve thereby emerging as a strong and prosperous
nation. If we don’t do that we shall be responsible for further intensifying the
current negative trend of socio-economic behaviour curve.
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o The trend of economic growth across the generations generally confirms to the
trend of behaviour curve across the same generational time period. Economic
growth receives negative and positive shock as is received by the generational
behaviour curve.

¢ Positive cthics help in prosperity of society. However, positive cthics are
acquired from positive priors. Therefore, we must concentrate on the ethical
grooming of our children.

o Literature is vehicle on which culture travels from generation to generation.
Writers and poets play significant role in transfer of beliefs, values, ethics and
culture across the generations. Good literature and poetry helps in shaping of
positive social environment.

¢ Social capital has strong relevance to socio-economic life of the nations. On the
globe, nations with strong and healthy social capital are prosperous more than
those with weak and declining social capital.

o The children of today will be the youth of 2025. We need to groom them and
transfer them positive and optimist prior after necessary pragmatic updation as
we shall be responsible for the kind of social capital that we will face in 2025.

9. CONCLUSION

In this paper a model of social capital based on transfer of beliefs, ethics, values
and culture from one generation to other was proposed. In the process it was validated
that social capital is in fact a set of beliefs and values that creates willing cooperation and
harmony amongst the agents of society. This characterisation makes social capital easy to
measure. We proved that it is the responsibility of parents to transfer positive and
optimist behaviour to their children. It has also been explained that it is our duty to
update our prior and convert societal behaviour from negative to positive. The positive
ethics foster cooperation and institute willing regards for social rights and obligations.
The economic ambiance of social capital showed that behaviour curve across the
generations confirms to economic growth curve across the same generations. It has also
been indicated that positive literature, poetry and novels play vital role in transfer of
ethics, values, and beliefs from one generation to other. Overall paper presents unique
study on philosophical underpinnings of social capital.
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