
ECON7560
Dr Cameron Murray


Week 8: War, groups, trust, cooperation and 
conflict

Recap
• Institutions are the rules of the game, formal or informal. 

— require enforcement mechanisms etc.


• Quality of national institutions thought to be key part of 
the causal story of growth. 


• Big part of globalisation has been emergence of global 
institutions regulating currencies/payments, trade, 
shipping and global resources, etc. 


• Hard to know how to get good institutions. 

Recap
• Complexity is about tacit knowledge being accumulated 

through ‘learning by doing’.


• Tries to explain A and K (if you still think factors of production 
view is relevant). 


• Arguably the diversity and ubiquity of products exported 
reflects this accumulated tacit knowledge.


• Implies that stable long run growth requires expanding range 
of productive capabilities (incrementally).


• Conflicts with traditional theories of specialisation. 

Course objective
1. Provide you with a set of historical facts to provide context to 

debates about growth and globalisation.


2. Learn some of the core and contemporary theories and 
learn the “language of economics”. This will help you when 
conducting your own research.


3. Foster a) a critical mindset for interrogating theories and the 
evidence for/against them, and b) an appreciation of details.


4. Simulate an interest in economics! This course is what you 
make of it - so what do you want to learn about? Ask 
questions! No tutorials to this is your chance.

Bringing it together
• Investment in machines/equipment leads to growth (AK model)


• However, you can’t just build the same things over and over (Solow-Swan). 
If you don’t incorporate new knowledge into production, you will run into 
diminishing returns. 


• Investment that expands production capabilities is benefits from 
accumulation of tacit knowledge.


• Trade that imports tacit knowledge (FDI) can accelerate growth (but that 
usually requires protection of trade-exposed industries).


• Good institutions help generate investment and policy conditions to import 
or expand tacit knowledge. 


• Where do good institutions come from?

–Richard Nixon (15 Aug 1971)

“America today has the best opportunity in this 
century to achieve two of its greatest ideals: to 

bring about a full generation of peace, and to create 
a new prosperity without war.” 

http://www.presidency.ucsb.edu/ws/?pid=3115 
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How are successful sports 
teams made?

• From the perspective of an individual team, it looks like 
some combination of coaching (governance), strategy 
(institutions), and skill (capital/technology). 


• Get a good coach, develop a successful team. 


• But how does a coach know what a good strategy is, or 
what mix of skills are needed for that strategy?

How are successful sports 
teams made?

• From the perspective of a sports league it looks 
different. The most successful strategy is the winning one.


• The competition itself is a method for selecting the best 
combination of coaching (governance), strategy 
(institutions), and skill (capital/technology).


• Groups that have the best institutions, skills and 
government (another type of institution) are selected for in 
a competitive situation because they eliminate the others.

Group selection theory

• Natural selection processes happen at multiple levels 
(genes, individuals, families, tribes, firms, nations, etc.)


• Selection effects at one level can favour less selfishness 
(more group-ishness) at a lower level. 


• Why did Sapiens survive when Neanderthals were 
individually much stronger?

Harari, Y. N. (2014). Sapiens: A Brief History of Humankind (London: Harvill Secker)

Development & economics 
• Trust and internal cooperation are key factors 

supporting growth. Internal conflict wastes resources that 
could otherwise be put to productive use. 


• Behaviours are different depending on the relationship/
affection/trust of others. Recall our million regressions?


• "virtually every commercial transaction has within itself an 
element of trust, certainly any transaction conducted over 
a period of time. It can be plausibly argued that much of 
the economic backwardness in the world can be 
explained by the lack of mutual confidence." (Arrow, 1972)



Muir’s chickens

• If you wanted the most productive ‘nation of chickens’, 
how would you get it?

https://www.ncbi.nlm.nih.gov/pmc/articles/PMC3352501/ 

Variation of heritable group 
traits

• Groups have norms, rules and processes that persist 
even when individuals come or go. 


• At a country level we have bureaucracies and policies, the 
institutions that enforce them, legal systems, and political 
procedures.


• While these do change for various, essentially random, 
reasons. For example, natural disaster, war, political affair, 
in elections cycles, etc.

Selection mechanism

• At the level of firm (another group layer) selection can 
work through market competition. 


• At the level of nation, warfare is a big part. Although most 
people live in peace within countries, most countries are 
still fighting wars at the boundary between groups 
(nations).

https://en.wikipedia.org/wiki/List_of_wars_1900–44  
https://en.wikipedia.org/wiki/List_of_wars_1945–89 

https://en.wikipedia.org/wiki/List_of_wars_1800–99 

http://www.defence.gov.au/review/docs/ops_fact_sheet.pdf 

Why do men wear pants? Jared Diamond

• Institutions -> Economic development


• What causes institutions? Geography


• Geographic determinism suggests that the evolution of 
human society differs due ultimately from geographical 
differences. 

http://www.economist.com/node/151364 



Peter Turchin

• So geography determines roughly where large scale 
human settlements are possible. 


• But how do good institutions get selected for over time at 
these locations?


• War is the selection mechanism for well-organised 
societies.

Warfare as the key
• Over the very long run, the large scale cooperative institutions 

that most developed countries have came from either war 
preparations, or post-war commercialisation of otherwise military 
organisations. 


• “Turchin believes that these empires were the product of one 
factor: social cohesion, or the willingness of groups to cooperate 
against their opponents. 
 
Turchin calls such solidarity asabiya, an Arabic word used by the 
14th-century Islamic scholar Ibn Khaldun to denote "mutual 
affection and willingness to fight and die for each other". A 
courtier of several North African sultans, Ibn Khaldun was the first 
person to propose that asabiya is the fuel of empire building.”

https://www.theguardian.com/science/2005/aug/25/controversiesinscience 

Warfare predicts large scale 
society and trust

• “large states should arise in regions where culturally very 
different people are in contact, and where interpolity 
competition – warfare – is particularly intense.”


• “willingness to sacrifice life and limb for the sake of a 
nation—an imaginary construct with uncertain boundaries 
encompassing millions of people, most of whom could 
never even hope to meet each other—presents a huge 
problem to the standard evolutionary theory. It is a central 
part of the “puzzle of ultrasociality”—the ability of 
humans to form cooperating societies consisting of huge 
numbers of genetically unrelated individuals”

http://peterturchin.com/PDF/WarComplx.pdf 

Trust -> Coordination

• "There are countries in Europe ... where the most serious 
impediment to conducting business concerns on a large 
scale, is the rarity of persons who are supposed fit to be 
trusted with the receipt and expenditure of large sums of 
money" (Mill, 1848, p. 132)”


• Often government bodies the enforce standards help with 
trust. A licensed builder is probably better than an 
licensed one. 

http://econ.sciences-po.fr/sites/default/files/file/yann%20algan/HB_FinalVersion1.pdf 



https://ourworldindata.org/trust 

http://www.cambridge.org/us/catalogue/catalogue.asp?isbn=9780521874892 https://ourworldindata.org/trust 

Stylised example

A , B Cooperate Defect

Cooperate 10 , 10 0 , 15

Defect 15 , 0 5 , 5



A

B

C

http://journals.plos.org/plosone/article?id=10.1371/journal.pone.0123507 

http://www.people-press.org/2015/11/23/1-trust-in-government-1958-2015/ 

Country as a whole
Sub. 1 A B Sub. 2 A B
A 20 0 A 20 0
B 0 10 B 0 10
Externality on others of choice of A = -15

What is optimal for the Country?

Measuring trust

• “Generally speaking, would you say that most people 
can be trusted or that you need to be very careful in 
dealing with people?”  
Trust is equal to 1 if the respondent answers “Most 
people can be trusted” and 0 otherwise. 


• “Do you think most people would try to take 
advantage of you if they got the chance, or would they 
try to be fair?” 

https://ourworldindata.org/trust 

Trust is persistent
• “Our empirical strategy is based on the estimation of the 

inherited part of social attitudes of second-generation 
Americans, used to evaluate the inherited social attitudes 
in the home countries. In the spirit of the epidemiological 
literature, we show that social attitudes of second-
generation Americans are significantly influenced by 
the country of origin of their ancestors. This empirical 
result bears on the fact that part of the beliefs and values 
of individuals are passed on through generations 
independently of their institutional and economic 
environment.”

https://hal-sciencespo.archives-ouvertes.fr/file/index/docid/1066088/filename/cepr-
dp6403.pdf 



Economics effects of trust

• “less trustworthy individuals form overly pessimistic 
beliefs and avoid being cheated, but give up profitable 
opportunities, therefore underperforming.”


•  
 
 

https://link.springer.com/content/pdf/10.1007/s11127-009-9473-4.pdf 

How to get it?

• National symbols — singing the anthem at events. 


• National holidays. Military services young adults. 
Reinforcing culture in music and film. 


• Repeated signals of group loyalty are valuable. In 
experiment just giving people the same shirt is enough to 
develop some trust and increase their cooperation.


• What about catching the bus with an empty Go Card?

Sniff test

• Slightly different meanings across languages


• Scale of 0 to 1 (sometimes yes/no)


• Can timing of survey in the year affect results (after major 
sporting event or national holiday vs other time)?


• Still few examples of the mechanism. 

Tax and morale

https://archive.treasury.gov.au/documents/1156/HTML/docshell.asp?
URL=01_Brief_History.asp 

• “Please tell me for each of the following statements whether 
you think it can always be justified, never be justified, or 
something in between: Cheating on tax if you have the 
chance (% “never justified” – code 1 from a 10-point scale, 
where 1 = never and 10 = always).” 
 
 
 
 
 
 
 
 
 



https://www.fs.blog/2016/01/yuval-noah-hararri-on-why-we-dominate-the-earth-myth-
making/ 

https://www.smithsonianmag.com/arts-culture/what-makes-humans-different-fiction-and-
cooperation-180953986/ 

Trade, globalisation, war
• Strangely, when it comes down to it, trade theory (political and 

economic) should at least allow for the possibility of war!


• Politics is war by other means, or perhaps it would be better to say 
the containment of conflict between groups and the nurturing of 
cooperation. 


• In fact the global institutions that were in place during the ‘Golden 
Age’ (1950s to 1970s) were an attempt to avoid future wars by 
keeping trade balanced and fair.


• Not only did that last great war increase within-group coordination, 
it fostered a lot of between-group coordination as well because of 
the mutual interest in avoid between-group competition.

Japan

• What points did you think were interesting?


• Japan did inherit trust, but it was mobilisation for war that 
broke down the conflict between the interest of elites and 
the broader population. 

Readings for Wk 9
• Trilemma & Balance of payments crises 

Optional (my attempt at a simple explanation)


• Rent-seeking & Inequality 
Milanovic, B. (2012). Global Income Inequality by the 
Numbers: in History and Now 
http://documents.worldbank.org/curated/en/
959251468176687085/Global-income-inequality-by-the-
numbers-in-history-and-now-an-overview 


• Migration & Automation 
Google it!


