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Abstract.

If individuals are inequity averse in anonymous interactions, why is inequality pervasive in
society? In this paper, | theoretically investigate sources of inequality in mechanisms of social
interaction. A review of social-psychological approaches to the problem of inequality reveals
that previous research has mainly focused on the maintenance and reproduction of inequality and
overlooked the puzzle of its emergence. To fill this gap, | redefine the problem of inequality as a
process that skews natural individual heterogeneity into extreme distributions of power, status, or
rewards. Conceptualizing such a super-linear transformation allows me to identify four
mechanism pathways that give rise to inequality. Future research should derive more inequality-

generating mechanisms and test them empirically.

1. Introduction

Socio-economic inequality is one of the most serious problems that societies face: imbalanced
distributions of wealth and well-being lead to polarization and polarization promotes conflict;
thus, extreme inequalities undermine social order and cohesion. Inequality is universal and
persistent in large social systems, yet its emergence and perpetuation pose a puzzle. The reason
is that individuals tend to be inequity-averse in anonymous interactions. Numerous behavioral
experiments from laboratory settings demonstrate this fact (e.g. Bolton and Ockenfels 2000,
Bellemare et al. 2008). Most significantly, it has been shown that subjects experience negative

emotions towards high earners and take costly actions to equalize outcomes (Dawes et al. 2007)



and that they experience this equalization similarly to how they experience monetary and

primary rewards (Tricomi et al. 2010).

The prevalence of inequity aversion suggests that inequality cannot be derived from the
aggregation of individual preferences and motivations. Rather, inequality is a macro-level
phenomenon that emerges from the interdependence of individual actions (Coleman 1990).
Understanding how inequality emerges requires unraveling this micro-macro link. My goal here

is exactly this.

This paper investigates sources of inequality in mechanisms of social interaction. | critically
review well-established social-psychological theories on justice, social identity, expectation
states, status construction, social exchange, and status value of power to identify mechanisms for
the maintenance and reproduction of inequality in small groups and meso-level social
aggregates. To identify mechanisms for the emergence of inequality in large social systems, I re-

define the problem of inequality and derive four new micro-macro pathways.

The work here contributes to the literature in numerous ways. First, | contribute to inequality
research by introducing ideas from social psychology to a field that has been dominated by work
on socio-economic stratification and mobility. This body of research has avoided problematizing
the micro-macro link. Instead, it has mainly focused on how macro-level and micro-level factors
affect individual outcomes, which add up to global inequality. In particular, work in the tradition
of the Wisconsin model of status attainment has sought explanations of inequality in the additive
effect of structural and socio-psychological factors such as parents’ socioeconomic standing,
individual and peer status aspirations and innate ability (Kerckhoff 1995). In contrast, the
approach in this paper shifts the focus away from correlations to mechanisms and away from the

transmission of inequality across generations to its emergence and maintenance.

Second, | offer a new definition of the problem of inequality as an equity-incompatible link
between the distribution of individual characteristics and the distribution of individual outcomes.
This definition is intended to provide a common starting point for future inequality research from

different disciplines.



Third, by re-interpreting existing social-psychological theories from an inequality standpoint,
the paper generates new directions for theoretical and empirical research. The questions that the
paper raises and the provisional answers that it offers aim to expand our understanding of

inequality in society and to identify new ways to reduce it and its impacts.

The paper proceeds as follows. | start by reviewing how different social-psychological
theories have approached inequality. In light of the misses of this research, | then re-define the
problem of inequality. Using this new definition, | delineate four mechanism pathways that can

lead to inequalities in social groups. I conclude with a discussion of possible research directions.
2. Inequality in social psychology

Social psychology research has extensively dealt with issues of inequality. In general, this
research has shown that although individuals might be inequity averse in anonymous
interactions, they often accept and propagate inequalities in situations with salient social
differentiation. Social differentiation arises when people belong to different social categories or
occupy different structural positions, where some of the categories and positions are more
advantageous than others. When such differentiations and inequalities are pre-existing and
prominent, people often accept them as legitimate and reproduce them in other aspects of the

current interaction or in subsequent interactions.

Different theories deal with different realms of inequality (e.g. distributive justice, power,
and status) and reveal different cognitive and behavioral pathways in which these inequalities are
propagated. In what follows, | discuss each theory in terms of the inequality problem it deals
with, the assumptions it makes, and the inequality-generation mechanisms it proposes. | also
discuss some relevant empirical evidence. However, since the empirical support for these
theories has been discussed at length in some of the references | use, | here mainly concentrate

on disconfirmatory evidence.
2.1. The justice framework: maintaining inequalities by resolving them cognitively

Work in distributive justice is primarily concerned with perceptions and evaluations of injustice

and unfairness rather than with objectively existing inequality. A major assumption in this work



is that when people evaluate a situation as unjust (towards themselves or even towards others),
they experience emotional distress. To eliminate such distress, people can either change the
injustice or change their perception of it (Hegtvedt 2006). In the first case, they can resort to
action that alters inputs or outcomes, or they can exit the situation; in the second case, they can
distort their perception of inputs and outcomes (own or others’) in the situation or compare
themselves to someone else (Adams 1966). Thus, according to social psychological work on
justice, inequalities persist because people use cognitive strategies to deal with perceived

injustice rather than individual or collective action to correct actual injustice.

The empirical evidence on cognitive reactions to injustice is sparse because the effort has
been concentrated on the more easily observed behavioral reactions (Hegtvedt 2006). Stolte’s
(1983) test of the self-evaluation hypothesis could be considered an exception. According to the
self-evaluation hypothesis, variation in resources produces variation in self-evalution, which
leads both advantaged and disadvantaged actors to accept their unequal positions as legitimate.
The change in self-evaluation due to unequal rewards is essentially an example of a cognitive
reaction to injustice. However, this mechanism is not supported empirically: Stolte (1983) finds
that disadvantaged actors perceive the unequal outcome distribution as more unfair; Cook and
Hegtvedt (1986) replicate this result. Thus, it appears that arbitrary injustice may be harder to
accept and to adapt to than the justice framework suggests. To be accepted, inequalities may
need to be contextualized. Social identity theory suggests that social categories and social groups

could provide the necessary context.
2.2. The social identity approach: maintaining inequalities across social groups and categories

The social identity approach applies to reward, status, or power inequalities between social
groups. Hence, the approach assumes that social categories and social groups are present and
salient in social interactions. Indeed, social categorization emerges naturally in social life. Social
categories arise from prominent nominal characteristics such as gender and race, formal
organizational distinctions due to job titles or departments, the division of labor, or voluntary
group membership. When people realize their common category membership, they form a social
group (Hogg 2006). Although social groups emerge cognitively, they are further reinforced by



the homophily principle — the tendency of individuals to be attracted to and to affiliate with
similar others (McPherson et al. 2001).

The social identity approach suggests that inequalities persist because inter-personal
comparison happens within social categories. Baron and Pfeffer (1994) delineate how this
occurs. The authors suggest that individuals are guided by two opposing social-psychological
forces simultaneously — the desire for a sense of belonging and the desire for distinction. These
contradictory pressures are often reconciled by differential behavior towards in-group and out-
group members. For instance, people tend to evaluate their accomplishments relatively, by
comparing themselves to those whom they perceive as similar and contrasting themselves to
those whom they perceive as different. As a result, people remain in favor of equal rewards
within categories but might be willing to accept different awards across categories. Thus, social
categorization and comparison within social categories causes both advantaged and
disadvantaged individuals to accept their unequal positions. This reinforces inequality.

Baron’s and Pfeffer’s (1994) predictions have been confirmed both in the laboratory and in
office settings. It has been shown that members of both advantaged and disadvantaged groups

use stereotyping to rationalize unequal distributions (for a review, see Jost and Hunyady 2002).
2.3. Expectation states theory: reproducing inequalities through performance expectations

Expectation states theory is another approach that emphasizes the role of social categorization
for propagating inequalities. The theory is mainly concerned with the emergence of power and
prestige orders (Correll and Ridgeway 2003, Berger and Webster Jr. 2006) or reward inequality
(Parcel and Cook 1977) in small groups in which actors are oriented toward the accomplishment
of a collective goal or task, or in large-group situations requiring an assessment of one’s task

competence relative to others (e.g. in competitions or bell-curve graded exams).

The theory starts from the assumption of small initial social status differences among the
interacting individuals. These differences could be due to cultural beliefs about social categories
or chance-driven distribution of resources and rewards. Importantly, these initial differences lead
to differences in performance expectations. The performance expectations could form

independently in each individual (first-order expectations) but could also be conveyed or
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reinforced by others in the group as interaction evolves (second-order expectations; Correll and
Ridgeway 2003). The greater the performance expectation for an individual, the more
opportunities to act that individual receives, the more opportunities to act she accepts, the more
positively her actions will be evaluated, and the more influence she will exert in cases of group
disagreement. Thus, differentiated opportunities to act, differentiated behavior, and differentiated

evaluation of behavior reproduce inequality in a self-fulfilling-prophecy manner.

Both the mechanism pathway and the predictions of expectation states theory have received
extensive empirical support obtained mainly from laboratory experiments (for reviews of

relevant work, see Correll and Ridgeway 2003, Berger and Webster Jr. 2006).

2.4. Status construction theory: creating and maintaining status inequalities through status belief

diffusion

While justice theory concentrates on individually held perceptions of inequalities, social identity
and expectation states theory additionally incorporate the effect from in-group members’ and
interaction partners’ beliefs. In contrast, status construction theory is primarily concerned with
third-order beliefs on inequalities — status inequalities that one assumes to be espoused by most
people in general (Ridgeway 2006). Status construction theory extends expectation states theory
by suggesting that inequalities that emerge in one local situation can be reproduced in similar
interactions, generalized to different contexts, and transmitted to other individuals (Ridgeway
1991, Ridgeway and Balkwell 1997).

The original theory was based on the assumption of the existence of a correlation, even if
small, between a nominal status-relevant characteristic and the exchangeable resources or
production technology possessed (Ridgeway and Balkwell 1997). However, subsequent
theoretical research has shown that this assumption is unnecessary because such correlations can

also emerge by chance during the dynamic process (Mark et al. 2009).

Status construction theory proposes that inequalities emerge and propagate through the
combination of three mechanisms: the formation of performance expectations in structurally
similar interactions as proposed by expectation states theory, the transfer of situation specific

performance expectations to interactions with different goal activities through cognitive
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generalization, and the diffusion of performance expectations to new interaction partners through
social influence. These mechanisms form a self-reinforcing pathway along which a small local
and even accidental correlation between a nominal social category and exchangeable resources
can produce generalized, universal and consensual status beliefs about that social category. Since
status beliefs lead to differential treatment in all interactions, their emergence generates and

sustains inequalities.

There is convincing empirical support for the major assumptions in status construction
theory: people form status beliefs in doubly dissimilar encounters (encounters in which the
participants differ in both a nominal characteristic and resource levels), they form these beliefs as
result of the influence hierarchies they experience, they act upon the beliefs in inter-category
encounters, and the status beliefs are adopted by bystanders who repeatedly observe the
corresponding status-evaluated treatments (Ridgeway 2006). However, whether the theory holds
cannot be established until its macro-implications are tested. The reason is that there could be an
attenuation effect in the spread of status beliefs (Markovsky et al. 1984, Berger et al. 1998).
Since the beliefs weaken in each inter-category interaction or third-party observation, they are
likely to disappear before they can be reinforced in another accidental doubly dissimilar

interaction.

2.5. Social exchange theory: creating reward inequalities from structural position differences

through power use

Social exchange theory deals with inequalities in rewards that arise from differential power
positions and power use. In his foundational work, Emerson (1972) defined power as a function
of the dependence of one actor upon another: the more dependent actor A on actor B is, the more
power B has over A. The dependence of A upon B is determined by the value and availability of
B’s resources. The availability of B’s resources depends on the number of alternative resource
suppliers to whom A has access. Thus, power is not simply a dyadic concept but can be related to

the entire structure of exchange opportunities (Cook et al. 1983).

Inequalities in power are driven by variability in the structure of the exchange opportunity

network and the unequal distribution of valued resources. Social exchange research assumes



such pre-existing variability, usually preferring structurally-driven to value-driven power
inequalities (Molm 2006, Cook and Rice 2006). Another assumption that the theory makes is that
differential power leads to power use. More powerful actors are in a position to extract higher
rewards and they do so. Thus, power use leads to inequalities in rewards.

Most of the theoretical work in social exchange has concentrated on predicting power use
from network structure. Most of the empirical work has relied on standardized experiments on
negotiated exchange over fixed interaction structures and without knowledge of others’ rewards.
However, power is expected to be used less and consequently, to have lesser impact on reward
inequality, in situations where inequalities are known, networks can be modified, or exchange

can be reciprocated.

Firstly, Cook and Emerson (1978) have found that when eventual inequalities were explicit,
powerful actors reduced their demands, while less powerful actors increased theirs. Thus, equity
concerns from both advantaged and disadvantaged actors can weaken the effect of structural

power.

Secondly, Emerson (1972) was himself more interested in strategies to balance power than in
structures that promote power use. He identified four different strategies, each of which mitigates
power use and hence, decreases inequality: 1) withdrawal, which is when the low-power actor
loses interest in the high-power actor’s resource, 2) status giving, which is when the low-power
actor can offer something else in return, 3) network extension, or when the low-power actor
finds more alternative sources for the valued resource, and 4) coalition formation, or when low-
power actors collude to reduce alternatives for a high-power actor. Unfortunately, these
strategies to mitigate power use and reduce inequalities have not been subjected to systematic

empirical tests.

Finally, commitment can also reduce power use and decrease inequality. Reciprocal
exchange fosters long-term relations and higher feelings of commitment than negotiated
exchange does (Molm 2006). Thus, under experimental conditions, rewards end up more equally
distributed in reciprocal exchange compared to negotiated exchange (Molm et al. 1999).

Similarly, behavioral economists have found that the outcomes are more egalitarian when



employer-employee interactions are based on reciprocity, instead of based on market transactions
with third-party enforcement (Fehr and Gintis 2007).

2.6. Status value theory of power: reproducing power and reward inequalities from status

inequalities

The status value theory of power is concerned with power and reward inequalities that emerge
from status inequalities (Thye 2000). Thus, the theory assumes a pre-existing and salient status
differential. In addition, it assumes that actors’ resources are relevant to actors’ status

characteristics.

The gist of the theory is that status value can spread from a high-status person to that
person’s resources. This makes the person a more desired exchange partner, which increases the
person’s power and allows him/her to extract more favorable terms of exchange. As a result,
high-status individuals accumulate greater rewards and inequality in the interaction system

increases.

In essence, Thye’s theory combines expectation states theory and social exchange theory (See
also Thye et al. 2008). It shows that power differentials, power use, and consequently, reward
inequality can emerge from salient and relevant status characteristics, even when the exchange
structure and resource distribution are uniform. The experiment conducted by Thye (2000)
supports this mechanism pathway: subjects were trying harder to obtain by bidding more for
exchange items associated with a higher status partner even though they knew that these items

were not worth more monetarily.

In sum, the different social-psychological theories pertain to different aspects of inequality and
have different scope conditions. Since they outline different mechanism pathways in different
social contexts, most of the theories are compatible. Thye’s (2000) status value theory of power
exemplifies that a theoretical synthesis could be productive. Yet, some of the theories lead to
contradictory predictions. For example, according to social identity theory, task interdependence,
will decrease inequality by reducing the salience of social groups (Baron and Pfeffer 1994),
while according to expectation states theory, task interdependence provides the breeding ground
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for inequality. Which outcome occurs is likely a question of group size and hence, the

reconciliation of the two predictions could be achieved empirically.

Nevertheless, a closer look at some of the theories reveals certain common shortcomings.
Most of the theories rely critically on the assumption of a pre-existing resource and/or status
inequality. They then show how this initial inequality is either accepted and maintained (justice
theory and social identity theory) or how it translates to another type of inequality — from status
to power and influence (expectation states theory), from power to rewards (social exchange
theory), from status to rewards (status value theory of power). It remains unclear, however,
whether the inequality is simply reproduced or whether it worsens. Hence, with the exception of
status construction theory, these are theories of the maintenance and reproduction of inequality,
rather than theories of the emergence of inequality. Status construction theory presents an
exception in another way — it goes beyond the meso-level of small-group interactions to propose
an inequality-generation mechanism that has repercussions at the macro-level of society at large.

In short, existing social-psychological theories offer a variety of approaches to the problem
of inequality but fall short of providing a satisfactory answer to one particular question: What are
the social interaction mechanisms that lead to the emergence of inequality at system-level? To
provide some preliminary directions about approaching this question, | redefine the problem of
inequality and outline four potential mechanism pathways that cause it. I do this by drawing on
both social-psychological and sociological literature.

3. A re-definition of the problem of inequality

Since my goal is to analyze the emergence of system-level inequality, | define the problem of
inequality at the macro-level and in relation to a dynamic process. In essence, | define the

problem of inequality as the amplification and exaggeration of pre-existing variation.

The definition | propose is set against the interplay of two fundamental distributional justice
rules — equality and equity (Hegtvedt 2006). According to the equality rule, individual outcomes
should be objectively the same for all individuals while according to the equity rule, individual
outcomes should be commensurate with each individual’s contributions, such as effort and

ability (e.g. Deutsch 1975). Equality is considered a macro-level concept because it refers to the
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aggregate distribution of individual outcomes; in contrast, equity is considered a micro-level
concept as it relates individual characteristics to individual outcomes (Cook and Hegtvedt 1983,
Hegtvedt 2006). However, the two concepts are connected to each other through the distribution
of individual characteristics (Jasso 1983). In essence, following the principle of equity, we would
expect that the distribution of individual outcomes mirrors the distribution of relevant individual
characteristics. Inequality occurs when the distribution of individual outcomes diverges from the

shape of individual heterogeneity.

Social and behavioral scientists usually assume that the distribution of individual
heterogeneity follows a “bell-shaped curve,” with most individuals being “average” and only few
situated at the “extremes.” For example, the design of aptitude tests, intelligence tests, and
psychometric scales is based on the assumption that reading ability, intelligence, personality, and
beliefs are distributed normally in the population. However, individual outcomes such as income,
wealth, status, and power have been shown to follow highly skewed long-tailed distributions,
whereby most individuals have little, while a few individuals have a lot (Newman 2005, DiPrete

and Eirich 2006). This is the problem of inequality that this paper is concerned with.

In general, an extreme distribution of outcomes can be obtained from moderate individual
heterogeneity through some form of self-reinforcing process/positive feedback loop that
exaggerates small pre-existing differences. In what follows, | identify four mechanism pathways
that achieve this. Each of these mechanism pathways is sufficient but not necessary. It is up to

future research to establish the empirical salience of these mechanisms and to propose new ones.
4. Mechanisms for the emergence of inequality in social interaction
4.1. Self-reinforcing performance expectations

Expectation states theory offers a potential positive feedback loop that can exaggerate existing
variation into inequality. The crucial idea is that a reward in one interaction can turn into a
resource or a status characteristic in the next interaction. According to the theory, small
differences in initial resource distribution among the members of a task group will cause
differences in rewards. The advantaged individuals will have more opportunities to perform, will

perform more often, will be evaluated more positively, and will have more influence over the
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others. Since their contribution to the group task will be overestimated, the reward they are
allotted is likely to reflect this. When the advantaged individual moves onto another group
interaction, this past reward becomes a resource or a status characteristic and the individual will

gain even a larger advantage.

Through increasing performance expectations, repeated interactions in different small groups
could produce individual rewards that do not correspond proportionately to underlying
characteristics. In this way, expectation states can provide a mechanism pathway that amplifies

initial differences into highly unequal outcomes.
4.2. Cumulative advantage due to past reputation

The self-reinforcing process just discussed is generated by a belief-based mechanism. Similar
positive feedback loop can also be produced by an information-based mechanism. This
mechanism is likely to be prominent in large-group interactions characterized by information
uncertainty. In such situations, productivity and future performance may be hard to evaluate and
hence, they will be likely to be inferred from past performance. Then, personal reputation
becomes the amplifier that turns past accomplishments and resources into ever increasing new

accomplishments and resources. Merton (1988) labeled this feedback loop “the Matthew effect.”

Thus, information uncertainty can lead to an increasing-returns process in which future
accumulation depends on current accumulation (DiPrete and Eirich 2006, Petersen et al. 2011).
Since well-rewarded individuals gain rewards at a higher rate, the resulting reward distribution is

extremely skewed compared to any underlying variance in individual effort and abilities.
4.3 Cumulative advantage due to social influence

Information uncertainty also underlies this next positive feedback loop but the mechanism is
based on third-party behavior rather than past performance. In essence, when intrinsic quality is
hard to observe, people can infer it from the selections and recommendations of others. Such

network effects lead to increasing-returns processes that increase inequality.

One way this mechanism pathway can arise is through individual partner selections based on

popularity — individuals who are observed to already have many exchange partners are assumed
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to be more productive and are more attractive than those who have few. For example, popularity-
based partner selections form the basis of Gould’s (2000) model for the emergence of status

hierarchies.

Another possible pathway is through individual partner selections based on gossip —
individuals who are recommended as productive by current partners are more attractive than
randomly encountered individuals, whose productivity is unknown. For example, Pujol et al.
(2005) implement such gossip-based partner selections in their simulation model of social

exchange.

Overall, this mechanism pathway is likely to be prominent in environments dominated by
competition for relationships with attractive exchange partners. Additionally, it has also been
shown to be prominent in cultural markets. For example, Salganik et al. (2006) conducted a
large-scale online experiment to demonstrate that social influence increases both inequality and

unpredictability of popularity and success in a music market.
4.4. Segregation

The previous mechanism offers increasing rewards from more or better exchange partners to
those who already have more or better exchange partners. Thus, one possible positive feedback
pathway is through the positive assortment of individuals by productivity or another similarly
related characteristic. Such assortment could also occur due to segregation along salient social
categories. Thus, when wealth and resources become such a salient social category, in-group
attraction and affiliation implies that resource-rich individuals will exchange with resource-rich
partners, while resource-poor individuals will exchange with resource-poor partners. The
resulting distribution of rewards will be a much skewed version of the distribution of the

underlying individual characteristics.
5. Conclusion

This paper aimed to uncover the micro-foundations of inequality — the social psychological
processes and social interaction mechanisms that inevitably lead to the emergence of inequality

in larger social aggregates, despite individual aversion to inequity.
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| reviewed major social psychological theories to identify the mechanism pathways to status,
power, or reward inequalities that they describe and discovered that this previous research has
mainly focused on the reproduction and maintenance of inequality, rather than its emergence. To
remedy this, | proposed a new definition of the problem of inequality that alludes to the
dynamics that make inequality emerge. | then suggested four new mechanism pathways that

cause such dynamics.

My effort here aimed to critically evaluate previous social-psychological research from the
perspective of the problem of inequality and identify new directions for theoretical development
and empirical examination. My focus on micro-foundations was subservient to my ultimate goal

of deriving macro-implications and making macro-predictions.

Social psychologists traditionally espouse a modest conception of the macro-level. They
theorize for and examine mainly small experimental groups or moderately sized office
communities based on face-to-face interactions. However, the challenge of empirical research at
the macro level has been weakening with the increasing promise of readily available data on
interactions in online communities, as well as easily implementable large-scale field experiments
on such communities. These new opportunities for large-scale empirical research can only be
exploited with corresponding macro-level-oriented theories. One of the largest problems in
society — the problem of social inequality — is a good starting point for this new theoretical

program.
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