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Introduction

Not much attention has been paid in the economic literature to the in-
stitution of inheritance. One of the justifications given is that risk-aversion
would justify leaving an inheritance to our offsprings. But even if we
leave out the fact that risk-aversion is an arbitrary assumption, the argu-
ment does not take into consideration that the maximization problems solved
are not those of individuals, but of families which do include children.
Indeed several recent researches analyze the consequences of the assumption
that families rather than its individual members are the decision makers,
and in particular they take into consideration the well-~being of future
generations.l If this is the case again arises the question of why do the
parents leave inheritance? They could instead transfer their wealth
during their lifetime to their children and eventually when they retire
their children could support them until their death. If the parents give
away their wealth during their lifetime rather than constrain the transfer
to one particular point in time (i.e. their death), the family (they and
their children) could be better off since the opportunity set the family
faces is enlarged. But from the remote past inheritance at death is one
of the characteristic features of many societies.2 How to explain this
phenomena by maintaining the assumption that parents are rational utility

maximizers, but not risk-averse, is the purpose of this note.



The Prisoner's Dilemma and the

Question of Trust

The issue of inheritance will be examined within the framework of the
well-known non-zero-sum-game called the Prisoner's Dilemma. The game is

characterized by the following type of payoff matrix:3

Player 2
By By
a; [(5,5) (=4,6)
(1) Player 1
a, [(6,-4) (-3,3)

The lines and the columns represent the payoffs in monetary terms (which can
be transformed without any loss of generality to represent utilities) for the
two strategies ai, Bi, i=1,2 that each prisoner may choose. The conditions
of the game are such that each prisoner chooses his strategy without knowing
what strategy is being played by the other. However both players are rational:
they both know what the payoffs of the game are, and the set of strategies
each may choose. It is then shown that if the players expect this game to
be played just once, the outcome of rational utility maximization are the
strategies os 82 and the equilibrium outcome of the game is the (-3,-3)
payoff.4

Inheritance is a game that can be played just once: as soon as the
parents transfer their wealth to their children they no longer control it
and expect to depend on the good-will of their children in the future, would
they need assistance. Further clarification of the conditions of the game

for my purpose is useful : the game refers to situations where one player,



the parents, face information costs in discovering the strategy (or intentions)
chosen by the other player, the children. The meaning of the payoff matrix
for the analysis becomes this: the outcome (5,5) could be obtained if

parents trusted their children in playing the o, strategy and so they would

1
chose the 81 strategy. This is the case where the parents' wealth is
transferred during their lifetime to their children, and the opportunity

set the family faces being enlarged, both children and parents benefit from
this information capital called 'trust'. The outcome (6,-4) results when

the parents transferred their wealth during their lifetime, playing the al
strategy, but their children choose to play 82. The children are better

off, the parents worse off (in comparison to inheritance at death) and
Shakespeare's King Lear as well as Balzac's Pere Goriot warn parents

against this outcome, (~4,6) would result if children behaved nicely, supporting
their parents until their death only to find themselves disinherited when

the parents chose toleave all their wealth for charity, for example. The

high information costs in discovering the individuals' intentions lead there-
fore in this game to the stable (-3,-3) payoff, i.e. inheritance at death.

It is useful to notice that the conditions of the game fulfill all the

ordinary assumptions of economic theory: the result is the outcome of rational
utility maximization of parents, taking into consideration the high infor-
mation costs in discovering their children's intentions.5 Also notice that

the utility function may be linear in the monetary payoffs (so no risk-
aversion is assumed here) and that the word "rational" is used in the same
sense as defined by Muth (1961): the players of the game derive their

expectations from the game which describes the  behavior in the economy and



they adjust their behavior to its expected outcome.

This game explains in fact slightly more: it also shows why during their
lifetime a "nice' behavior between parents and children may result. Luce and
Raiffa show that if the game defined in (1) is expected to be repeated many
times in the future then if (a) the discount rate of future games is not too
small (so that the sum of payoffs converges) or (b) the repeat probability
of facing the same game in the future is not too small,then the equilibrium
pair is the repeated use of the first strategies by both players and the
outcome of the game is then (5,5). The meaning of this  supergame and
its outcome is this: parents transfer gifts, or help their children through
loans until their death. The children know that would they spend the money
"unwisely" (on drugs, or gambling for example), i.e. the outcome of the game
being (6, -4) '6' for them and '-4' for their parents, they cannot expect
the game to be repeated in the future.6 Thus instead of the (5,5) equili-
brium we would arrive again at the (-3;3) equilibrium, the ‘trust' between
parents and children being lost. In other words, the 'nice' behavior
between parents and children disappears and how long it takes to rebuild this
information capital called 'trust' is an open question.

Luce and Raiffs also note that there is an alternative strategy for
the supergame: if one player does not know how to arrive at the equilibrium
of the repeated game it is profitable for the other player to teach him.

In this way while one player is continuously playing the first strategy the
other player may play the second strategy for a while, obtain tempérarily
some transfers from the other player and only in the long-run the game
converges to the (5,5) type outcome. This strategy may shed light on the

incentives of parents to educate their children in the direction of their



own tastes: teaching them their religion, classical music, sports and so
forth, activities which are not necessarily related to the children's future
income. But clearly in the long-run parents benefit when their children

share their tastes.
Conclusions

A simple point was made in this note: both inheritance at death and
‘nice' (altruistic) behavior between parents and children can be explained
by rational utility maximization without assuming either risk-aversion or
that somebody's well-being enters someone else's utility function. Inhe~
ritance at death was explained by the fact that parents are aware of the
various strategies their children may play, would they rely on them for
assistance. The same model sheds light on the altruistic behavior between
parents and children, which stems from the fact that both sides expect to
carry out many transactions in the futﬁre.

Does the model accurately describe human behavior? The model's major
assumption is that a positive probability exists for children to neglect
their parents once they got their inheritance. In addition to King Lear
and Peére Goriot, a large fraction of the victims in detective novels fit

the game when they innocently8 played «a but their relatives played 32

1’
once they knew the contents of wills. Unfortunately no data exists on

actual cases where parents bring their children to court trying to recoup
part of the wealth they transferred to their children. The model makes a
prediction which should be emphasized: legislation effecting inheritance

will effect human behavior, in particular the attitude of children toward

their parents, or among relatives. For example, if the law would prevent
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parents from disinheriting their children, children could neglect more
their parents than in an, economy where parents can dispose of their
wealth freely. The murders in the Medieval royal families may not be
accidental, This and other applications of the model for the relationship
between law and economics (or laws and human behavior) will be subject for

further research.
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FOOTNOTES

See Becker (1978) and Becker and Tomes (1977) for example.

There were primitive societies where no inheritance was left. An
attempt toward explaining such a pattern also relying on the assumption
of rational utility maximization, is made in .

Brenner (1979c).

See Luce and Raiffa (1966), pp. 94-102, Davis (1973), pp. 93-103 for
further information on the game and its applications.

It is useful to point out that when the game is expected to be played
many times the outcome (5,5) will result under certain conditions.

For several applications of this supergame see Brenner (1979 a, b, c).
In Brenner (1979a) the game is applied to discuss the subject of
discrimination, in Brenner (1979b) to analyze long-term contracts and
the concept of X-efficiency, and in Brenner (1979¢) to analyze the
structure of markets in primitive societies.

We do not have (yet) professional mind readers.

These are the short-run outcomes in monetary terms, or in terms of
utility.

It is enough that there are many expected transactions to be carried
out in the future with members of the family, for someone to behave
altruistically toward them.

Innocence and ignorance can be easily confounded.
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