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Abstract

In an economic environment where prosocial behavior, specifically cooperation, is
widespread and prevalent in economic interactions, economic relations are more efficient than
in an environment where opportunism and free riding prevails. In an environment where
prosociality among economic individuals is widely accepted and established, for state
institutions is less costly to maintain such an environment and limit opportunistic behavior,
since they rarely have to use costly mechanisms to limit opportunism. Trust and cooperation
in economic relations have an important economic function, as they help individuals to
achieve mutually beneficial economic results and social well-being. However, there is always
a risk of opportunism in economic relations, be that trade agreements, labor agreements or
other types of economic agreements. The social dilemma of public good is particularly
important. Without large-scale cooperation it is impossible to produce a sufficient amount of
public good. Production of public good is the case where the tension between self and social
interest is well demonstrated.

State institutions have been assigned to provide public good precisely, because they are
authorized by society to regulate and sanction opportunistic behavior. The state institution,
which acts as a punisher of opportunism in economic interactions, brings more assurance
among individuals and stability in their expectations about each other’s cooperative behavior.
However, the effectiveness of state institutions and their trustworthiness are of particular
importance in countries with a "collectivist" type of society, where large-scale the cooperation
and trust among strangers is based on institutional trust or in other words, on the
trustworthiness of state institutions. The last three decade experience of countries with
transition economies in has shown, that effective and trustworthy state institutions can be
obtained as a result of a difficult, painful and lengthy process.

What happens when state institutions fail to function effectively and their
trustworthiness is questioned? How does it affect the prosocial behavior of economic
individuals? Our experimental research attempts to answer these questions. In Public Goodes
Game experiment, we introduce the centralized punishment mechanism with low and high
probability that are interpreted as a weak and strong state institution. The results of our
experiment revealed a significantly high level of prosociality. Our experiment results of
cooperation level appeared the highest compared to the results found in 16 different country
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cross-cultural experiment study by Herrmann et al. 2008. Next, we show that in case of a weak
state institution, a high level of cooperation cannot be maintained and the socially optimum
equilibria remains unattainable. In contrary, in case of a strong state institution, a high level
of cooperation is maintained, approaching to socially optimal equilibria. Next, regardless the
institution is weak or strong, after removal of centralized punishment mechanism the
cooperation is significantly lower than the in the control treatment without any such
experience.

Our results does not support the social heuristic based spillover theory, since we do not
observe that extrinsic motivations provided by the centralized punishment mechanism to lead
to more prosocial behavior after their absence. However, our findings are in line with the
motivation “crowd out” theories and experimental literature that argue that more top-down
control undermines intrinsic motivation of prosociality and warns on incentive compatibility
of sanctioning regulations, since the top-down control sometimes can backfire. Further, our
results are in line with the empirical findings that suggests that in large-scale cooperation
among strangers, the efficiency of state institutions and their trustworthiness are of particular

importance in countries with a "collectivist" type of society.

Key words: Prosocial Behavior, Centralized Punishment Mechanism, State Institution, Public

Goods Game experiment
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Enforcement of Social Norms." Human nature 13, no. 1 (2002): 1-25
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0bLEGHOEMHJOOL B9gImJdggdsls 93mbmdoz MM J3935%9.

0530005639 by 500603bML, GMmI dombgszs 0dols, MME 93mbmdozm®
@0@9M5GHMM5d0 0bLEGHOGMBHJOOL Lb3oolbgs gobds®mEgds sOBYdMBL, dolo Yz9wsbdy
RQIOOMO 3930390900 O J9B0SMJIMO gobTotEgds T9d9ga0s: 0BLEHOEWEHJdO gU
53O0l OMYMOEF BMOTSMOO (396Mbo, 3MBLEHOGME0S, BogMMMYdOL MREgds s Bb3Y),
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G®500(30900 s J3930L F9bgd0), MMIgegdo SHguM0gdL s FoMTsMMIZL 5ET0bMS
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36535 RgMM3560  F9g0dwgds ogml  dobo  49B30mMgdOL,  93mbmBozMGmo  fymdol,

3990EGHMOOL s M9oa00l Jobg300. Fogoomo@ BH3MMEIOOL MBGd9d0, biE T -
95306dEMdOl 0bLEOGHMGH0, ©IIM3IOGHOWO 0bLEHOGGHYd0, MmYsbol 0bLEGHOEHWEO,
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9329530900, B0bBLMMO dsBMYOO s 9.9. 5939 MBS 500b0TEMY, BT 3MUE)-LodFmms
939946900L oM53535¢00 93mbMT03900L FoQ50mMYdTS bSO oy35bsbs gPmo 50:
099 36M5GH0w0 LEBMASOMYOGOOL 93500396900 0BLEHOEMBHYd0, OHMYMEOOESS 35bMbols
B9659LMds, 3163MMIBEME0 BB, 35EH0MLIBO FM3MMDs, 39MHAM B3NNGS © 5.0.
dfomo  OHgbeOLos, MmamGdE b3y ygzgums GHodob Mmgbedlo 93mbmdozsdo.?® sgomo
0bLGHOEMAHPO0 MMM FoMOGH03 s FBS IMEIIMEMBSIE 9O 3393w069g305b, 96539
dom0 gm®HI0MGds bdot F9dmbggzsdo bgds bobaMdwogo s bmyx g 93303690
36m39L9d0L yBom.
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B®3dg00 Mol 93300009 MWo O HoMmBom™OgL 93MbMT0IME  MOPDOIMINMIYOUL.
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