
Religion, Ethnicity and Economic Development

INTRODUCTION

Hence, just as capital has the tendency on one side to create ever

more surplus labour, so it has the complementary tendency to create

more points of exchange; i.e. here, seen from the standpoint of ab-

solute surplus value or surplus labour, to summon up more surplus

labour as complement itself; i.e. at bottom, to propagate production

based on capital, or the mode of production corresponding to it. The

tendency to create the world market is directly given in the concept

of capital itself. Every limit appears as barriers to be overcome. Ini-

tially, to subjugate every moment of production itself to exchange

and to suspend the production of direct use values not entering into

exchange, i.e. precisely to posit production based on capital in place

of earlier modes of production, which appear primitive from its stand-

point. [Marx (1857)]

In this thesis, I explore the relationship between social heterogeneity

and economic development, speci�cally in the way that religious

organizations and ethnic groups represent social heterogeneity and

that national states represent actual functioning capitalism.

Social heterogeneity is linked to capitalism in two ways. Firstly,

identi�cation with others is an intrinsic human characteristic and

forms the underlying psychological basis of adherence to ethno-

religious groups. People adhere to these groups, and as a result

develop an essence which makes the division between the groups
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seem real. A person who perceives oneself as a member of an ethno-

religious group gains a sort of immortality, as the group goes on

even if the individual does not. This makes members place partic-

ular importance on the survival of the group, which is special with

respect to the unifying dominant culture. Consequently, belonging

to a speci�c group a�ects the economic behaviour of citizens and

their choices, eventually a�ecting economic development and thus

the shape of capitalism. Secondly, the dominant global culture and

hence the economic development tends to homogenize tastes and

values, which increases the importance of ethno-religious identity.

As a matter of fact, ethno-religious identities are an essential social

tie, as they provide a sense of community, social welfare and values,

and as a result become increasingly violent against the shrinking

of the world due to the expansion of capitalism. Here, capitalism

is conceived as the sole way to get economic development; it is ex-

panding its boundaries to envelop the entire globe, to the degree that

the world seems to be becoming �at, even if people are increasingly

averse to such homogenization.

Although social cohesion, cultural belonging, and political partic-

ipation are no longer strictly de�ned within the geographical and ad-

ministrative boundaries of a state, this research utilizes the state as

the unit of measurement. Above all, in the globalized era, states and

nations conceived as imagined communities do not exist anymore �

instead, it is possible to consider nation states as bureaucratic ap-

paratuses of capitalistic function, existing to manage the �ow of

people and commodities. Further, in order to allow capitalism and

the world market to expand, states must permit the propagation of

the capitalist mode of production, at �rst within the boundaries of a

nation state and then beyond its borders. The globalization of cap-

italist production generates a contradiction between nation states

and multinational capital. On the one hand, the states should act
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as a social gendarme by increasing labour surplus for its citizens; on

the other, globalization reduces its ability to mitigate civil con�ict,

due to the importance of assuring the best economic conditions for

capital production in order to increase the state's wealth. There-

fore, globalization of capitalist production generates a contradiction

between nation states and people. Today, states shape the will of

multinationals, which allocate capital toward the pursuit of �peace�

and �justice� - yet who can determine what de�nes �peace� and �jus-

tice�? Consequently, people �ght against modern states, the global

system they represent, and the soulless �peace� and �justice� they

implement.

All these reasons make the study of the impact of religiosity and

ethnicity on states an interesting topic. In fact, the exposed view

of the secular world and the way it is a�ected by capitalism, states,

global society and heterogeneity is the main reasons that my research

began to focus on the e�ect of religious organizations on states.

The present research began by attaining familiarity with literature

concerning Economics of Religion and the theory of nation states,

and then focused on case-studies, all the while questioning the point

of world evolution and capitalism.

Mainstream economic literature surrounding Religion is divided

into a supply-side approach and a demand-side approach. Social

thinkers, who founded social sciences, all agreed that the rational-

ization process within modernity would reduce the role of religion.

As long as laws determine the criteria for proper behaviour, sci-

ence o�ers an understanding of the world and psychological science

provides an explanation for evil, religion will lose its importance

in the life of individuals. The demand-side theories focus on the

way that demand varies with socioeconomic changes. Economic rea-

soning predicts that an increased cost of activities would, caeteris

paribus, reduce those activities - since economic development leads
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to an increase in the value of time and thus the opportunity cost to

participate in religious activities, it tends to reduce attendance at

religious services. As a consequence, demand-side supposes that the

demand for religiosity decreases with the economic development of

societies. The supply-side theory instead examines the conditions

a�ecting religious organizations, and works under the assumption

that the level of religious demand is constant. This theory supposes

that participation in religious activities increases as the number of

religious entrepreneurs increases, in accordance with Adam Smith's

ideas. Speci�cally, Smith supposes that a larger number of religious

organizations would increase the consumer surplus in the market

of religion, as other �rms do in other markets. At the heart of all

rational choice perspectives is the application of the market anal-

ogy to religion; religious markets involve exchanges for supernatural

compensator promises of future rewards and supernatural explana-

tions for life events and meaning. Like other commodities, religious

goods are produced, chosen, and consumed. Religious organizations

are �rms dedicated to the production of religious goods and they

are franchises led by entrepreneurial salespeople, creating value for

the customers.

In the �rst and second papers, these two approaches to the eco-

nomics of religion are synthesized and is considered the modern the-

ory of the state too. According to the supply-side theory, humans

have the same innate desire for spiritual life, while according to the

demand-side theory, the di�erentiation process characterizing mod-

ern societies leads to the modi�cation of participation levels in reli-

gious activities. Furthermore, the �modern approach� to the study

of nations and states a�rms that the concept of a nation and a state

is intrinsic to the evolution of society toward a capitalist economy

- the rise of secular power is necessary to create the institutional

conditions for the spread of a market economy.
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In the �rst paper of the present thesis, it is assumed that at

the beginning of humanity, no secular institution existed to improve

the conditions of human life and hence, religions and religious or-

ganizations evolved to satisfy both spiritual and material needs of

individuals. Insuring the well-being of members when facing ad-

versity, supporting norms of cooperation, increasing the number of

exchanges and maintaining peace between groups are means of pro-

viding �temporal bliss,� improving life conditions, and sustaining

the credibility of �deferred perpetuity.� Nevertheless, putting di�er-

ent ethnic groups together increases the heterogeneity of preferences

with respect to the moral code and decreases the possibility of re-

ceiving help from other members of the community, which conse-

quently decreases the level of temporal bliss that can be achieved.

In this paper, a simple model of religious organization formation is

presented, implying that the organization's goal is to maximize the

individual's utility by increasing the value of both temporal bliss

and deferred perpetuity. This maximization results from the trade-

o� between the bene�ts of belonging to a large organization and the

heterogeneity cost resulting from the increasing membership. The

model used here is structurally similar to that proposed by Alesina

and Spalaore (1997), which determines the optimal size of a nation

and a further explores the way that a religious organization's size is

modi�ed by the rise of one or more states, and vice-versa.

When the rise of nations is explained by considering the utility

that it provides to individuals, the competition between the state

and religious organizations becomes immediately clear, as does their

possibility to a�ect each other's size. The two institutions homog-

enize the behaviour of people and o�er social protection to indi-

viduals, and although they have di�erent objectives, they converge

in maximizing the utility of individuals. The goal of each state's

government is to be re-elected, while the mission of religious organi-
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zations is to spread the message of salvation. As a result, this paper

demonstrates the dynamics of deferred perpetuity and heterogeneity

costs when one or more states rise on the territory of one universal

religion, and shows the e�ect that the rise of one or more religious

organizations has on the optimal size of a nation. The main �nd-

ing is that increased welfare spending increases the size of religious

organizations, all the while decreasing participation levels and thus

religious strictness.

Nowadays, in a time when such institutions are formed, they are

kept under siege by people's movements, so that the state's rela-

tionship with religious organizations is under pressure too as well.

Actually, state involvement in religion means either that the gov-

ernment funds religious organizations, or that the state gives up its

exclusive sovereignty in some matters � often, the state allows re-

ligious organizations to provide local public goods. Therefore, the

second paper analyzes the government interventions necessary to

cope with evolving social needs, as is required by changes in social

diversity indices caused by the process of globalization. Assuming

that the state exists to advance the welfare of all its citizens, state

subsidies to religious organizations are justi�ed by the fact that they

provide a public service with positive externalities to the entire na-

tional community. This line of justi�cation is easy in states where

all citizens are members of the same religion. However, subsidies to

religious organizations become problematic when the two communi-

ties do not coincide.

Alesina and Spalaore (2003) demonstrate that when there are

two types of public goods about which preferences vary and when

the heterogeneity cost is lower for the essential public service than

it is for the other public services, a pyramidal system of government

is the optimal solution. In this situation, the state provides the

essential public service, while the public good with the higher het-
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erogeneity cost is decentralized and provided by one or more small

jurisdictions; by supposing that these jurisdictions are religious or-

ganizations, a similar model is used, and the second paper presents

a speculation on their possible behaviour. Especially, when the par-

ticipation criteria of membership, values, and preferences over the

public goods are incompatible, con�ict is likely to arise between

overlapping national and religious communities. In other words, if

the distance between preferences is very large, it is possible that the

religious organization may seek complete autonomy and the civil

con�ict can be extremely intense. Consequently, the religious or-

ganization would seek secession from the state that is running its

community so that it may devote part of its members' income to

preferred public good, instead of paying taxes to a central govern-

ment that �nances public goods that are not preferred. Therefore,

drawing on the work of Spalaore (2008), I propose a model for exam-

ining the conditions under which di�erent communities divert costly

resources to �ght each other, ultimately suggesting that the state

supports religious organizations to reduce the probability of social

con�ict. This outcome is perfectly in line with the conclusion drawn

in the previous paper.

Finally, in the third paper, the subject of inquiry is the interac-

tion between the state's �nancial and political support of religious

organizations and ethnic groups, as well as its a�ect on a country's

economic growth. Thereby, the topic of scrutiny is the way in which

social heterogeneity a�ects a country's economic development and

thus, indirectly, the world market and the global culture imposed

by capitalism. This investigation uses a number of empirical exer-

cises. The paper begins with the study of an updated version of

the model proposed by Montalvo and Reynal-Querol (2005) and an

explanation of the way that empirical results are interpreted using

institutional economics. Furthermore, I expand upon the model by
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exploring the group dynamics and special features of four groups of

countries with di�erent social heterogeneity compositions.

A general analysis of the entire set of countries considered in the

third paper results in a hump-shaped relationship between religious

phenomena and the common well-being indicator, and a downward-

sloping curve between ethnic phenomena and the common good.

Theoretically, the hump-shaped pattern is strictly related to Man-

cur Olson's idea (1982,1965), which demonstrates that organized

interests are most harmful when they are strong enough to cause

major disruptions, but are not broad enough to bear a signi�cant

fraction of their action's cost to society. Ethnic phenomena instead

can be interpreted di�erently because ethnic groups are mainly spe-

cial interest groups whose unifying factor is cultural and linguistic

homogeneity. Nevertheless, if a language spoken by a special ethnic

group is di�erent from that spoken in society, language is likely to

undermine the common good. Empirically, the hump-shaped pat-

tern for religious phenomena is represented by a positive relationship

between religious fractionalization and private investment, while the

downward-sloping curve related to ethnic phenomena is represented

by a negative relationship between ethnic fractionalization and pri-

vate investment.

Additionally, the paper investigates the four sets of countries dis-

tinguished by di�erent levels of religious and ethnic heterogeneity

� in particular, one or more dominant religious groups and one or

more dominant ethnic groups. The results of this analysis are con-

sistent with the analysis that examines the countries together. Re-

spectively, social heterogeneity a�ects the economic conditions of

society, but does not directly a�ect growth. Social fractionalization

has some e�ect on economic conditions, while social polarization

has a negative impact and is able to address public spending. This

analysis allows me to predict that we are following a path toward
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a more fragmented yet more uni�ed world simultaneously, which in

some conditions can increase the probability of civil con�icts and re-

sults in the events that we are witnessing in our postmodern world

today.
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Religious Organization's Size and the State

Abstract

The purpose of this paper is to analyze the relationship between the
size of religious organizations and the state. Both of these institutions
maximize the utility of individuals to modify one another's size. The
literature regarding the economics of religion recognizes that the size of
a religious organization is inversely related to the level of participation in
religious activities and that religious organizations provide temporal bliss
and deferred perpetuity. Empirical analysis and history suggest that an
increase in the number of members of a religious organization increases
deferred perpetuity credibility but decreases the level of temporal bliss
that can be achieved. Empirical evidence also highlights that the state
can change participation levels in religious activities. This paper proposes
a model whereby the religious organization's size is determined by the
trade-o� between the goods provided and is modi�ed by the rise of one
or more states.

JEL codes: B52, F52, H11, O50.

1 Introduction

Religion is an explanatory intelligent account of cosmos, and re-

ligious beliefs are di�erent from others because they involve a meta-

physical claim about reality.1 Beliefs sustain the behaviors of be-

lievers, who are characterized by their level of attachment to rules,

a high level of mutual insurance, and their value of group altruism. 2

The concept of deprivation is often cited as the reason for the

existence of religion and for the level of religiosity3. Deprivation is

de�ned as a situation in which individuals are unable to satisfy one

or several needs. �When individuals �nd themselves in this situa-

tion they will seek a solution to their problems. Religions can help

by referring to myths and thus providing meaning to deprivations;

embedding su�ering into ritual actions; promising hope and good

outcomes in the future. A part from this intangible goods, �religious

organization may also give a concrete help� 4. As a result, individu-
1Leiter (2008)
2For example, experimental studies suggest that being members of religious organizations

positively a�ect sharing tendencies (Anderson & Mellor (2007), Ru�e & Sosis (2007)).
3For example: Weber 1956 (1905), Norris and Inglehart (2004), Chen (2010)
4Stolz (2009)
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als develop religious preferences depending on how important these

actions are as means of reaching their �nal goals.

As at the beginning of humanity no secular institution existed

to improve the conditions of human life, religions and religious or-

ganizations evolved to satisfy both spiritual and material needs of

individuals 5. Religious organizations o�er the expectation of life

after death and they spread a common moral code for achieving

it. The existence of a common moral code leads to homogenized

culture of many di�erent ethnic groups belonging to the religious

organization, establishing at the same time a sort of social safety

net between people based on the principle of mutual help. Insuring

the well-being of members when facing adversity, supporting norms

of cooperation, increasing the number of exchanges, and maintain-

ing peace between groups are means to providing �temporal bliss,�

improving life conditions, and sustaining the credibility of the �de-

ferred perpetuity� 6. Nevertheless, putting together di�erent ethnic

groups increases the heterogeneity of preferences with respect to the

moral code and decreases the possibility of receiving help from other

members of the community, which consequently decreases the level

of temporal bliss that can be achieved. In this paper I will propose

a simple model of religious organization formation, supposing that

the organization's goal is to maximize the individual's utility by in-

creasing the value of both temporal bliss and deferred perpetuity.

This maximization results from the trade-o� between the bene�ts

of belonging to a large organization and heterogeneity cost resulting

from the increasing membership.

The relatively recent division of temporal and spiritual power has

decreased the religious organizations' role as provider of utility to

the population. According to the concept of deprivation, in modern

societies there is no longer need for religion. However, this is not the

5Levy & Razin (2009)
6Hull & Bold (1989)
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case. Empirical evidence demonstrates the importance of religious

movements, highlighting that in societies characterized by a clear

division between spiritual and temporal power, religion is important

to individuals with respect to facing adversity and developing an

identity.

Drawing on deprivation theory again, the di�erent participation

levels can be explained by considering the state's policy. When the

government o�ers services substituting for those o�ered by religious

organizations, people will begin to drift away from an active partic-

ipation in religion activities and resulting in a change in size of the

religious organizations. The literature surrounding the economics of

religion characterizes small religious groups as having a high level

of participation and supplying a high level of religious good, to be

interpreted in terms of mutual help. In large groups there is a low

level of participation and a low level of religious good. In fact, when

people do not actively participate in religious activities the institu-

tional role played by religion is important because: �(people) entrust

to religious institutions very speci�c responsibilities and complain if

these are inadequately ful�lled� 7.

This study explores the size of religious organizations in modern

societies through a two step procedure. First I will examine the

trade-o� between the bene�ts and the cost of increasing membership

of the religious organizations; then I will consider the existence of the

state and how it impacts the optimal size of religious organizations.

The remainder of the paper is organized as follows: section 2 pro-

vides a brief overview of the related literature; section 3 illustrates

the determinants of the size of religious organizations and presents

a simple model to that e�ect; section 4 examines how the state's

intervention can a�ect the size of religious organizations and brie�y

outlines the inverse relationship between the two institutions; sec-

7Davie (2000)
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tion 5 discusses consequences and concludes the paper.

2 Related Literature

The literature surrounding the economics of religion considers

the religious dimension of life as if religion were a product to sell on

the market. It can be divided into two major theories of religiosity:

supply-side theories and demand-side theories.

Demand-side theory treats the supply side of the religious mar-

ket as exogenous and �xed, and focuses on how demand varies with

socio-economic changes. Economic reasoning predicts that an in-

creased cost of activities would, ceteris paribus, reduce those activ-

ities; since economic development leads to an increase in the value

of time and thus the opportunity cost to participate in religious ac-

tivities, it tends to reduce attendance at religious services. As a

consequence, demand-side supposes that the demand for religiosity

decreases with the economic development of societies. Supply-side

theory, instead, examines the conditions a�ecting the religious orga-

nizations and works under the assumption that the level of religious

demand is constant. This theory supposes that participation in re-

ligious activities increases as the number of religious entrepreneurs

increases, in accordance with Adam Smith's ideas8.

Speci�cally, demand-side theory research can be divided roughly

into two branches: secularization theory and functional theory. The

secularization thesis states that with scienti�c progress the role of

religion in society would diminish over time, since rationality would

have rendered beliefs implausible. The argument of functional the-

ory focuses on the practical tasks of religious organizations; it states

that the activities of religious organizations would have been dis-

placed by other institutions, due to the process of functional di�er-

8Adam Smith talks about church in theWealth of Nation: he supposes that more religious
organization would have increased the consumer surplus in the market of religion, as well as
other �rms do on di�erent other markets.
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entiation in modern societies and consequently religion would have

lost its appeal.

In his critical review of the economic analysis of religion, Kumar

(2008) states that no conclusive evidence exists in favor of supply-

side or demand-side theory. Nowadays, what is clear is that the

importance of religion in the lives of individuals is not declining. As

a result, this paper synthesis the two approaches of the economics

of religion. On the one hand, according to the supply-side theory,

it is assumed that all humans have the same innate desire for spiri-

tual life. On the other hand, according to the demand-side theory,

it is assumed that the di�erentiation process characterizing modern

societies leads to the modi�cation of participation levels in religious

activities. Consequently, the number of members and the partic-

ipation level in religious activities determines the size of religious

organizations.

The existing economics of religion literature has examined the

characteristics of religious organizations of di�erent sizes in terms

of membership and participation. The concept of participation

does not coincide with the concept of membership: while the for-

mer refers to active involvement in religious activity, the latter is

more concerned with the act of believing9. The analyses of many

scholars of the economics of religion converge with Iannaccone's

(1988,1991,1992,1993,1994) research on sects and churches. Reli-

gious organizations are conceived as team productions where reli-

gious activity provides each member with the production's outcome

in proportion to the resources given to them. According to the

traditional interpretation, this paper supposes that sects, or small

religious groups, require high levels of participation with high levels

of the social production, conceived as mutual help. Churches and

religious groups with large memberships require a low level of par-

9The di�erence between participation and membership is recognized by some authors, such
as Barro & McClearly (2003), Huber (2005) and Betterndorf & Dijkgraaf (2008).
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ticipation and thus provide a low level of social production that is

among members.

The level of participation is determined by maximizing the utility

of individuals, and people maximize utility by receiving both types

of religious goods. The �rst good is related to the provision of pub-

lic good in the form of deferred perpetuity, and is achieved through

a given moral code. In addition to their goal of proselytism, reli-

gious organizations increase their memberships as means to provide

insurance to the quality of the good, because �life after death� is a

credence good. Moreover, increasing membership decreases the level

of contribution that each member must give to spread the message

of salvation, that is the set of behavior prescribed by common moral

code, which in turn increases the utility of individuals. The utility

of individuals is also increased by the expectation of life after death,

which decreases the uncertainty and pain of worldly life. The sec-

ond religious good is related to the level of reciprocal help between

the members of the community, constituting a social safety net that

helps members reach temporal bliss; as the level of participation in

religion activities rises, the level of mutual help increases and the

religious organization's membership and size decreases.

Existing literature provides some evidence that religious orga-

nizations provide public goods (Hull & Bold (1995), Iannaccone

(1998)) and there is also some evidence of the religious organiza-

tion's role as a provider of social protection (Hungerman and Gru-

ber (2005), Hungerman (2005), Gill and Lundsgaarde (2004), Chen

& Lind (2007), Reda (2010), Chen (2010), Iyer et al (2011)). In

fact, religious organizations are well positioned to provide consump-

tion insurance against income shocks (Dehejia et all (2007); Clark

& Lelks (2005)) and psychological bene�ts for individuals who have

su�ered through di�cult life events (Ellison & George (1994), Sheve

& Stasavage (2006)). Furthermore, religious organizations are the
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guardians of identity issues and of collective memory as the basis of

community existence, as recognized by many sociologists of religion

(Bruce e Willis (1995), Herveieu-Lèger (2000), Grace Davie (2000).
10

The relative importance of the two religious goods based on the

maximization of the utility of individuals can be partially deter-

mined by the existence of secular authority. The existence of the

state a�ects the optimal size of religious organizations due to the

�competition� between secular and religious activities. In the mod-

els proposed by Barro and Garraupa (2002) and Iyer et al (2011),

the size of religious organizations is driven by the competition that

exists between them. Speci�cally, the authors of the second arti-

cle recognizes that the state plays an active role in determining the

nature of the goods provided by religious organizations. The paper

argues that state intervention modi�es the participation levels in

religious activities because of the state's ability to o�er a substitute

to the religious organization's functions to maximize the utility of

individuals. Pagano and D'antoni (2002) and Pagano and Bowles

(2003) a�rm that in order to provide people with insurance and to

decrease the risk involved in labor, the state standardizes working

culture and o�ers social protections.
Even the mechanisms used by the two institutes to maximize the

utility of individuals are similar and can a�ect each other, and the
contemporary existence of religious organizations and modern states
proves that they are imperfectly substitutable. Overall, while reli-
gious organizations maximize the utility of individuals with respect
to an in�nite time horizon, the state generally takes the constraint
of life span as given. Nations o�er public goods connected with the

10Extensively, Bruce and Willis (1995) recognize the role of religious organizations for �cul-
tural transition� and for �cultural defense�. The former concept refers to the fact that religious
groups act as social structure that integrate immigrants in host societies while the second
concept is based on the evidence that religious groups are ways to express identity when it is
threatened. Hervieu-Lèger (2000) also focuses his research of the role of religion to maintain
the tradition at the basis of community existence; in particular, he notes that although mod-
ern society are corrosive of the traditional forms of religious life, at one and the same time, in
modern society people are encouraged to seek answers and so they are closer to religion.
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provision of a common defense, foreign, �scal and monetary policy,
market regulation, taxation, and possibly identity and the meaning
of life. Religion instead provides public goods relating to issues of
identity and the meaning of life. The state can avoid the provision
of social protections; however, as a consequence the social safety net
can be only partial. Even if the insurance were complete, the private
information of people facing adverse life events would lead to severe
adverse selection and moral hazard that could not be supported by
state. According to Dejia et al (2007a), religious organizations in-
stead have the ability to monitor the behavior of their members by
means of reference to spiritual power, so to avoid the problems of
formal insurance and as a result can deal with adverse life events by
increasing the level of trust and cooperation between members .

This paper supposes that religious organizations exist a priori

within the state, and after proposing a model to de�ne the determi-

nants of the size of a religious organization, is examined the ways

that a state's appearance can modify the religious organization's

size characterized by the division between temporal and spiritual

power.11

3 Optimal Size of Religious Organization

The public good o�ered by religious organizations is a credence
good12 with a value that cannot be determined until a future point
in time; consequently, increasing membership is the religious orga-
nization's main objective, with the aim of insuring the quality of the
public good o�ered. The public good o�ered is the expectation of
life after death to be achieved by adopting a moral and behavioural
code; it is provided by means of costly services that are �nanced by
members' contributions13. To encourage membership, religious or-
ganizations increase the utility of individuals by reducing the level
of individual contributions. Nevertheless, increasing membership
increases the distance of individuals from their most preferred be-
havior for achieving life after death and it reduces the level of the

11The idea that the religious organization depend on the function of state is just proposed
by Berman & Laitin (2008): using a club good model they explain the formation of Hezbollah,
Hamas and Taliban, drawing on the ability to provide public good while state does not.

12Hull & Bold (1989), Iannaccone (1995), Gill & Lundesgarde (2004)
13It is assumed that the cost of spreading a common moral code, thus a uniform code of

behavior, does not depend on size of membership
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cooperation between individuals. As a result, the level of temporal
bliss that can be obtained, or the individual's utility, is reduced.
Therefore, there exists a trade-o� between the bene�ts and the cost
of membership in the determination of religious organization's size
that has to be set in order to maximize the individual's utility. 14

For instance, a well-known strategy to spread the universal mes-

sage of salvation was to di�use a common language and law between

members. The role of religion in the evolution of linguistic stan-

dards is discussed by Ghosh and Kumar (2005) as well as by Cosgel

& Minkler (2004); they speci�cally recognize that the religious con-

sumption norms serve as standardized communication devices. Bet-

ter communication allows social networks to increase in size, and

the most important function of these networks is to provide social

insurance against the risk of agriculture and production, through

an elaborate system of social exchange 15. The role of religion in

the emergence of the rule of law is studied by many authors; the

majority of authors examine the European case and the e�ect of

the Roman Catholic church on the formation of secular institutions.

For example, Berman (1983) and North and Gwin (2007), based

their consideration on the division of Church of Power and Church

of Piety. The Church of power was the main body of the church, it

was related to the role of clergy, �nanced by the immense wealth ac-

cumulated by the religious organization through donations and the

management of rural lands that promote the public good; church of

piety instead refers to monasteries, the institutions that, by provid-

ing mutual help between members, sustained the church of power's

credibility. Since after the fall of Roman Empire a multitude of

14In the economic literature there are various explanation of the religious organization's
as related to clergy objective: for example Iannaccone (1991), (1998), Shy (2001) explains
the existence of religious organizations with the aim to maximize pro�t of clergy; Ekelund et
all (1996, 2008), Hull & Bold (1989) and Stonebracker (1993) maximizes the revenue of rent
seeking activities. Our interpretation that religious organization maximizes the welfare of its
members agree with a signi�cant part of sociological author and speci�cally considering the
economic theory, it is in accordance with the same position Berman (2000), (2008) and Barros
& Garoupa (2002) among others.

15Neittle (1996)
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European secular powers tried to exploit the church's wealth, many

scholars argue that the papal reform of the eleventh century led the

emergence of ecclesiastical court. The court's role was to protect

the church, and as a consequence, to force temporal authorities to

set clear boundaries regarding the extension of secular power16. The

role of religion as provider of Law was also studied by Hull & Bold

(1995), who note that the Roman Catholic Church was able to en-

force property right system through the low-cost invention of heaven

and hell. The income distribution provided by religious organiza-

tions can be seen as a cost-minimizing method of enforcing property

rights, which prevents the poor from being incentivized to steal.

The strategy of spreading a common law, language, and belief

system of life after death allows the number of exchanges to grow

by reducing the transaction costs and the level of each individual

member's contribution. Therefore, expanding the religious organi-

zation's membership also enhances the utility of each individual by

increasing their wealth.

However, an increase in membership also has negative e�ects on

the utility of members. A con�ict in ideas regarding which behavior

is leads to salvation decreases the level of mutual support between

members and decreases the level of temporal bliss. In fact, an in-

crease in heterogeneity has negative repercussions on community

life. Hungerman (2008) shows that increasing heterogeneity in a re-

ligious group decreases the amount of voluntary contributions pro-

vided. Moreover, Bowles (2004) and La Ferrara (2003) proved theo-

retically and practically that heterogeneity within a group negatively

a�ects the mechanisms that support the individual's interaction in

repeated games: sanctioning devices and reciprocity mechanisms

are less e�ective. Consequently, increasing membership increases

16Moreover, since from the twelve and sixteen centuries Canon Law of the Roman Catholic
Church was interpreted as a re�ection of natural law and the secular order was considered
more imperfect, the former idea of order served as a model for the latter.
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the distance of each individual from his or her ideal behavior, which

in turn reduces the level of the members' utility. 17

Members receive utility from religious organizations because they

provide two kind of goods, and the relationship of the two goods with

the number of members re�ects the trade-o� that determines the

optimal size of religious organizations. While the value of deferred

perpetuity increases with the religious organization's membership,

the temporal bliss decreases. In the next section I will propose a

model structurally similar to that proposed by Alesina and Spalaore

(1997, 2003) with respect to an analogous trade-o� that determines

the optimal size of a nation.

3.1 Model

3.1.1 Assumptions

� Individuals Utility: U = y + b− hdi − ci

Where:

y : Exogenous Income: assumed to be equal for all individuals

b : Bene�t from Public Good. It is a parameter that measures

the maximum utility of the public good when the distance

from the ideal behavior for achieving deferred perpetuity

is zero.

h : Heterogeneity Cost. It is a positive parameter that mea-

sures the loss of utility that individual su�ers with increase

heterogeneity in the group.

di : Distance from Public Good. As the membership increase

the preferences become more heterogeneous and the ideo-

logical distance of each individual from the ideal behavior

17Here, the distance from the ideal behavior, the one centered in the middle of the distri-
bution of preferences is taken as cost, as it is done also by Enswaran (2011).
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increases.

ci : Contribution to Religious Organization: same proportion

of income for all individuals. It is a voluntary contribution

that all people pay to support the daily functioning of re-

ligious rituals and thus to spread the message of salvation.

The contribution decreases as membership increases.

� All individuals belong to one Religious Organization.

� The objective of the Religious Organization is to increase mem-

bership.

� The size of the Religious Organization is re�ected by its mem-

bership size.

3.1.2 Analytical Model

The mass of world population is equal to 1, with individual pref-

erences distributed uniformly on a segment [0, 1]. The utility of

individuals decreases as heterogeneity increases, in other words, as

the distance increases between the behavior promoted by the reli-

gious organization and the ideal behavior.

Religious organization borders are endogenously determined by a

social planner that maximizes the sum of individuals' utilities. The

problem that the social planner has to solve is the following:

R: numbers of Religious Organizations

x: Religious Organization

sx: Size of Religious Organization x

v: value of Public Good (not dependent on size)

max

ˆ
uidi

22



s.to

ˆ 1

0

cidi = Rv

The sum of the individuals utility from 0 to 1 is:

ˆ 1

0

uidi =

R∑
x=1

sx(b− hdix + y − cix)

The maximization of the utility involves the minimization of in-

dividual contributions for the public good18 and of the ideological

distance from the behavioral rules to achieve deferred perpetuity.

The distance from the behavior is minimized if the public good is

located in the middle of the distribution of the members` preferences.

Consequently, it must be located halfway along the segment from 0

to 1; the average distance of individuals from it is 1\4. Therefore,

the social planner's problem can be written as:

min(
h

4

R∑
x=1

s2x +Rv)

Given the uniform distribution of preferences, the sum of squares

is minimized, or the average utility is maximized, by choosing reli-

gious organizations of equal size. 99K s = 1
R
;
∑R

1 s = 1

min(Rv +
h

4R
)

The Optimal Number of Religious Organization is the integer

closest to:
18The value of public good increases with increasing membership for two related reasons.

Increasing membership increases the credibility of the good for a spillover e�ect between
people and for members are induced to believe by the fact that they pay a few for getting a
huge bene�t (Pascal's Wager docet). Therefore, minimizing contribution for each individual
maximizes membership and so it maximizes utility.
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R =

√
h

4v

The number of religious organizations is optimized by the trade-

o� between the average bene�t of increasing size and cost of het-

erogeneity; R is decreasing in the value of deferred utility and it is

increasing in the cost of heterogeneity. It follows that the optimal

size of a religious organization increases with the value of public

good and decreases with the heterogeneity cost. Thus, the higher

the ratio between the two, the smaller the optimal size of the reli-

gious organization. For a low ratio between the heterogeneity cost

and the value of public good there exist a few larger religious orga-

nizations.

3.1.3 The Individual's choice of which religious organiza-
tion to join

The borders of religious organizations, which are determined by

the social planner by maximizing average welfare, are not stable if

individuals choose to which religious organization they wish to be-

long. Since the membership's moral code corresponds to the median

position of the preference's distribution and all members give equal

contributions to the religious organization, individuals with ideals

that are closer to the public good enjoy a higher level of utility with

respect to those with ideals that are further away from the median

position. The latter carry a disproportionate share of the hetero-

geneity cost. As they have an incentive to break away the group,

individuals at the edges of the group make the di�erence.

To determine the equilibrium number, consider an individual

whose ideal behavior is equidistant (1/2) from two di�erent behav-

iors spread by two adjacent religious organizations of size s1 and s2.

This individual is indi�erent with respect to the two organizations

if and only if he or she were to get the same utility from both.
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Hence, the following equation must be satis�ed:

y − hs1
2
− v

s1
= y − hs2

2
− v

s2
The above condition is satis�ed if:

s1 = s2

or for a religious organization of a di�erent size:
s1s2 = 2v/h19

By de�nition of equilibrium stability, a perturbation in the pop-

ulation composition of the religious organizations would result in a

return to the original equilibrium size. Thereby, the number and

the size of the religious organizations is determined by considering a

perturbation ε, that changes the size. The size of the two religious

organizations becomes (s1 − ε) and (s2 + ε). The equilibrium at

which the religious organizations are equal in size is stable if and

only if the individual at the border strictly prefers the smaller reli-

gious organization to the larger one.

y − h
(
s1 − ε

2

)
− v

s1 − ε
> y − h

(
s2 + ε

2

)
− v

s2 + ε
which implies that20:

(s1 − ε)(s2 + ε) >
2v

h
for ε that tends to zero, the condition becomes:

s1s2 >
2v

h
Since the product of the religious organization's size cannot be

simultaneously equal to and bigger than 2v/h, there can be no sta-

bility if the two organizations are di�erent sizes.

Maximizing the utility of the individuals at the borders deter-

19y − h
s1

2
−

v

s1
= y − h

s2

2
−

v

s2
−hs1 + hs2

2
=
s2v − s1vk

s1s2

s1s2 =
2v

h
20y − h

(
s1 − ε

2

)
−

v

s1 − ε
> y − h

(
s2 + ε

2

)
−

v

s2 + ε
−h(s1 − ε) + h(s2 + ε)

2
=
v(s2 + ε)− v(s1 − ε)

(s1 − ε)(s2 + ε)

(s1 − ε)(s2 + ε) >
2v

h
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mines the optimal, stable number of religious organizations21; it is

the largest integer strictly less than R =

√
h

2v
. Therefore, the equi-

librium number of the religious organizations is larger than the op-

timal number: maximizing the utility of individuals at the borders,

rather than the average-utility, leads to smaller religious organiza-

tions. 22

When a group of individuals decides autonomously to leave the
religious organization, a religious entrepreneur immediately creates
a new religious organization; however, if the borders of the religious
organization are determined by individuals, the unilateral secession
would not take place because the religious organizations are not
large enough to be advantageous for a border group to break away.
23

21In the following of this paper the label �optimal religious organization's size� will refers
also to the equilibrium size of religious organizations.

22The assumption of the previous argument is that a benevolent social planner set the
religious organization's borders by maximizing average welfare. It is possible if the individuals
can choose to which religious organization to belong to, starting with a su�ciently large
number of small sets as it is given on the basis of the assumption stated, the system will

stabilize with R∗ <
√

h

2v
. Supposing instead that the system starts with R < R∗, we shall

consider two cases. For instance, it happens after an exogenous perturbation.
- A group of size g secede from a group of size s. The marginal individual in the break way

group has utility f(g). The utility if this individual remains in the old group is f(s− g). This
individual will be indi�erent if f(s− g) = f(g). For the equilibrium to be stable this requires

that g = s/2. It also requires that s > 2
√

2v/h.To be robust against unilateral secession

requires that R >
√

h
8v
.

- Suppose that s1 = s2 = s and that a breakaway group of size g2secedes from A2and
draws g1 members from A1. The marginal individuals will be as well o� in the new group if
f(s − g) = f(s − g) = f(g1 + g2). For this to be stable we require that g1 = g2 = s. In the
new situation all three groups will have size 2s/3. This will be stable if 4s2/9 > 2v/h and

hence R = 1/s <
√

(2h)/(9v). Thus, if R >
√

(2h)/(9v) it is not possible for a new group to
break in, even if it draws members from both adjacent groups.

23Suppose a group of g connected individuals in a country of size s are considering whether
to o�cially leave the religious organization. Clearly, the individual in the middle of the group
would never secede, so that: g < s/2. The g individuals will agree upon secession if and only
if the individual who is least well-o� in the secession agrees; such individual is the one who
stay at distance s/2− g in the original organization. This individual would not agree on the
secession if and only if:

b− h
g

2
+ y −

v

g
≤ b− h(

s

2
− g) + y −

v

s

+
3hg

2
+
v

g
≥ +

hs

2
+
v

s
For s to be robust to unilateral secession this equation must hold for g < s/2. It is true

only for the value of g that minimize (3hg/2) + (v/g).

d(3hg/2) + (v/g)

dg
= 0 =⇒ g′ =

√
2v

3h
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4 Optimal Size of Religious Organizations and State In-

tervention

The �modern approach� to nations a�rms that the concept of the

nation is intrinsic to the evolution of society toward a capitalistic

economy24; the rise of secular power is necessary to create the insti-

tutional conditions for the spread of the market economy. Since the

market economy is characterized by a continuous process of �creative

destruction� in which old labor skills are continuously replaced by

new skills, the existence of a secular institutions allows this process

to happen. Secular institutions homogenize the culture of society

to which they belong, they increase the labor mobility and thus de-

crease the risk that a worker with specialized skills could not �nd

employment in another job. Nations can reduce the risk involved in

labor specialization also by providing social protection to the peo-

ple. Therefore, the existence of nations is conceived as a necessary

device to make possible the transition from the agricultural system

to the industrial system of production; practically, the role played

by secular institutions is to permit an increase of the utility of indi-

viduals during the process. However, the policies for maximizing the

utility varies among countries. All nations homogenize the culture

of the several ethnic groups located within their borders. The role

of providing social insurance through welfare spending is not part

of their nature.

When the rise of nations is explained by considering the utility

that it provides to individuals, the competition between the state

By substituting: +
3h
√

2v/3h

2
+

v√
2v/3h

≥ +
hs

2
+
v

s
=⇒ s ≤ (

√
6 + 2)

√
v

h
⇒ R ≥

1
√
6 + 2

√
h

v
Since the number of religious organization determined by individuals is bigger then this

value, the religious organizations are not big enough to be advantageous for a border group
to break it away. Therefore, the borders of religious organization would not be destroyed by
unilateral secession.

24the terms �nation� and �state� will be used as substitutes
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and religious organizations becomes immediately clear. The two

institutions homogenize the behavior of people and o�er social pro-

tection to individuals; although they have di�erent objectives, they

converge in maximizing the utility of individuals. The goal of each

state's government is to be reelected, and for this purpose is nec-

essary to maximize individual utility; the mission of religious or-

ganizations is to spread a message of salvation, and to sustain the

credibility of this good it must maximize individual utility.
The emergence of an institution in the area previously �governed�

by the other institution can have two e�ects as it modi�es the public
good value and the heterogeneity cost. Supposing that the new in-
stitution is formed by temporal power, it could modify the value that
the people attribute to life after death by changing the level of con-
tribution that people are willing to give to the religious organization.
Temporal power could also change the heterogeneity cost supported
by the religious organization. Either e�ect strictly depends on the
policies characterizing the institutions, and ultimately the size of the
incumbent institution is adjusted because of the new institution's
presence. For instance, an increase in the size of a religious organi-
zation means that it has expanded geographically, that its borders
are more stable, or that there is a process of internal de�nition of
priorities that tends to put emphasis on doctrinal strictness. The
functional choice between behavioral and doctrinal strictness, with
respect to size25, is the religious organization's choice of whether it
should be more concerned about temporal bliss or deferred perpetu-
ity, and whether it should be more involved in promoting the mutual
help among members or by playing an institutional role. 26

25Ferraro (2008), using a spatial model, explains the passage between sect to to church
of Catholic Roman Church by suggesting that behavioral strictness characterizes more strict
denomination while doctrinal strictness characterizes religious organization with large mem-
bership.

26The expression �institutional role� can be explained by two considerations. First, In-
gleahrt and Norris (2004) highlight that religion is perceived in postindustrial, industrial and
agricultural societies as having functions related not only to moral problem but also to social
one. Speci�cally, they make an empirical analysis based on WVS 1981-2000 on the �perceived
function of religion organizations�, that among other questions respond to the following: �Gen-
erally speaking, do you think that the religious authorities in your country are giving adequate
answers to the social problems facing our country today�; the percentage of people who agree
to this sentence are the following, respectively: 58%; 76%; 80%. Second, Grace Davie (1994,
2000) coins the label of �believing without belonging� for European religiosity, pointing out
that religious have to �remember to European what they have in common�.
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In the rest of the paper I consider how a change in an organi-

zation's size is caused by the emergence of a new institution, given

that it is a very slow and abstract process.

4.1 Universal Religious Organizations and the National

State

As there is only one state in the territorial extent of each religious

organization, it implies that the relationship between the number

of states (N) and the religious organizations is represented by the

average: R ≥ N .

When considering the e�ect of the religious organization's size

the heterogeneity cost is no longer a parameter, but instead has a

functional form. Suppose the heterogeneity cost (h) is formed by two

components: an autonomous component and a component that has

a negative relationship with the heterogeneity expenditure by state.

This cost is a result of the di�erent ethnic groups that comprise

the religious organization and it determined by the level that people

care about having a uniform moral code and thus uniform behavior

of members of the same religious group.

The nation reduces the heterogeneity cost supported by the re-

ligious organization through welfare spending27. In fact, when all

members of the population enjoy some sort of social protection,

they feel less insecure and are more likely to consider the behaviors

of di�erent groups valuable and helpful 28. In the present paper only

the case of increasing welfare spending is considered. 29

27In principle the state could spend an unlimited amount of money without worrying about
where the money came from (usually from taxes levied on citizens).
As well, I do not consider where the money for welfare spending come from because I suppose

that rising of states is a phenomenon going together with the di�usion of market economy
and it leads to an increasing of wealth. For this reason, I assume that rise of states is neutral
with respect to the contribution level; the increasing wealth o�sets the payment of taxes by
individuals, without a�ecting the contribution level to religious organizations. Hence, I can
not consider taxation's e�ect at all.

28Inglehart & Baker (2000)
29Otherwise, it would need to suppose that state and religious organization coexist; this

assumption would have impeded to examine the e�ect of one contender institution on the
incumbent one.
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h (w) = ho(N) +
h1
w

where:

w : Welfare Spending, andḣ0 > 0

Following a slightly modi�ed version of the procedure in section

1.2, 30

R =

√
h0
2v

+
h1
2vw

(1)

The number and size of religious organizations depend on de-

ferred perpetuity, the autonomous component of the heterogeneity

cost, and on the expenditure by state to reduce heterogeneity. The

number of religious organizations decreases with a rise in the value

of deferred perpetuity and a rise in welfare spending. As a result,

the importance of mutual help between the members of a group and

thus their appreciation of the religious organization's smaller size as

the state provides more tangible services.. These relationships are

expressed by the following equations.

∂R

∂v
=
(
1
2

)(h0
2v

+
h1
2vw

)− 1
2
(
− h0
2v2
− h1

2wv2

)
< 0

∂R

∂w
=
(
1
2

)(h0
2v

+
h1
2vw

)− 1
2
(
− h1
2wv

)
< 0

∂R

∂h0
=
(
1
2

)(h0
2v

+
h1
2vw

)− 1
2

(2v)−1 > 0

w, h,R > 0

4.1.1 Changing the value of Deferred Perpetuity through

constant Welfare Spending

Generally the rise of a modern state decreases the utility of large

30max
´
uidi

s.to
´ 1
0 cidi = vR

´ 1
0 uidi =

R∑
x=1

sx

[
b−

(
h0 +

h1

R

)
dix + y − ci

]
min(KR+ w +

h0

2R
+

h1

2Nw
)

FOC : h0w + h1 + 2wR2v = 0
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religious organizations because the state implements a set of com-

mon behaviors by creating secular institutions that ful�ll the roles

previously held by religion. For instance, the state can have many

di�erent e�ects on the value of deferred perpetuity. When state

supports nationalistic policies, or promotes �nationalism�, the value

of deferred perpetuity decreases. In fact, both religion and nation-

alism increase the well-being of individuals by providing symbolic

utility. Since nationalism is concerned with death and immortality

it permits individuals to overcome the fragility of human existence,

and as a result provides a fairly su�cient substitute of deferred per-

petuity. It then decreases the importance of life after death as a

common good and consequently reduces the religious organization's

size.

It is possible however that the existence of the state could increase

the value of deferred perpetuity. This would occur when the emerg-

ing state needs the incumbent religious organization to legitimize its

newfound political power. The state can also augment the value of

the public good by emphasizing the importance of a common moral

code set by the religious organization, which also allows the state to

maintain the status quo of the social structure of collectivity 31.

4.1.2 Changing the value of Deferred Perpetuity and Wel-
fare Spending

When the state's welfare spending results in larger religious or-

ganizations, this is mainly because a high level of mutual help no

longer exists between members. As a result the size of religious or-

ganizations increases or at least remains constant by exploiting the

economies of scale. Using Implicit Function Theorem it is possible

to determine the amount of the state's expenditure for reducing the

heterogeneity cost that results in a constant number of religious or-

31As it is involved in the famous Marxian statement equating religion to the �opium of
people�
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ganizations, when the deferred utility value is changed by the state's

intervention.

−

∂R

∂v
∂R

∂w

= 0⇔ dw = −
[

h1v

w (h1 + wh0)

]
dv

This relationship is negative because when the value of the public

good decreases, the heterogeneity expenditure by the state has to be

increased by the amount de�ned in the previous equation. Specif-

ically, for the religious organization's size to remain constant, the

ratio between a marginal change in the deferred perpetuity value

and welfare spending must be
dv

dw
= −

(
h1v

wh0
+ v

)
.

When instead the value of deferred perpetuity increases as the

welfare spending increases, the cumulative e�ect is an increase in

the religious organization's size.

4.2 Universal Religious Organizations and Multinational

States

When N ≥ R, more than one state arises in the territorial extent

of one religious organization. It is assumed that the emerging states

will enact the same policies relating to welfare spending and the

value of life after death as the religious organization.

The emergence of more than one state in the territorial extent of

a given number of religious organizations increases the autonomous

component of the heterogeneity cost that must be supported. In

fact, the existence of more national states highlights the di�erences

in behaviors between ethnic groups. The creation of these national

states could encourage individuals to gather into one homogeneous

group, which would increase the heterogeneity cost supported by

the religious organization. Thus, the emergence of multiple national

states in the territorial extent of one religious organization causes a

reduction of the religious organization's size.
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4.2.1 Changing the value of Deferred Perpetuity and Het-
erogeneity Cost through constant Welfare Spending

From a standard application of the Implicit Function Theorem32,

it follows that in order to leave the religious organization's size con-

stant while the value of the public good changes and the autonomous

component of the heterogeneity cost increases, both values must

change in the same direction, in accordance with:

dv =
vh1 + wvh0

h0h1
dh0

If the equation above is not satis�ed because the value of life

after death decreases while the autonomous part of heterogeneity

cost increases or because the marginal change does not satisfy the

equation, the size of religious organization decreases.

4.2.2 Changing the value of Deferred Perpetuity, Hetero-
geneity Cost and Welfare Spending

When the ratio of the value of deferred perpetuity to the hetero-

geneity cost satis�es the equation
dh0
dv

=
h0
v
+
h1
vw

, welfare spending

does not change and the size of religious organization remains con-

stant. However, if the state partakes in welfare spending, then three

di�erent cases must be considered.

In this �rst case, welfare spending is the total amount of out-

�ow by states. Increasing welfare spending decreases the dependent

component of the heterogeneity cost; it leads to an increase in the

size of religious organizations. If the existence of more nations in-

creases the autonomous component of the heterogeneity cost of re-

ligious organizations, the state's intervention could counterbalance

the heterogeneity cost.

Using the Implicit Function Theorem, we arrive at the equation

that determines the variation in the value of deferred perpetuity

should the number of religious organizations remain constant, when

32dR = 0 =
∂R

∂v
dv +

∂R

∂h0
dh0 +

∂R

∂w
dw
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welfare spending and the autonomous component of the heterogene-

ity cost di�er.

dv =

(
v

h0
+
wv

h1

)
dh0 −

(
h1v

wh0
+ v

)
dw

It follows that the variations of the heterogeneity cost and public

spending o�set each other when the following equation is satis�ed:
dh0
dw

=
h1
w

. In this case there is no change in the value of deferred

perpetuity and the size of religious organizations remains constant.

When the value of the public good provided by religions orga-

nizations changes, the e�ect on the number and size of religious

organizations depends on the satisfaction of the corresponding in-

equalities. When the value of deferred perpetuity decreases, if the

ratio between the marginal change of the autonomous cost and wel-

fare spending does not satisfy
dh0
dw

<
h1
w
, the number of religious

organizations is likely to increase and the size of the religious orga-

nizations is likely to decrease. When rising nations enact policies to

increase the value of deferred perpetuity but the condition for the

constancy of size33 is not satis�ed, the size of religious organizations

is likely to increase.

The same process of modi�cation of the sizes of religious organiza-

tions and thus the net e�ect of nation's existence can be viewed as a

result of welfare spending, rather than by the public good's value as

determined by the state's policy. If welfare spending varies, to leave

the number of religious organizations unchanged, the value of the

public good provided by religious organizations and the autonomous

component of the heterogeneity cost has to change according to the

following equation:

dw = −wh0 + h1
h1v

dv +
w

h1
dh0

Speci�cally, when welfare spending increases and the value of de-

ferred perpetuity or the autonomous component of the heterogeneity

33it is given by
dh0

dw
>
h1

w

34



cost do not vary in such a way that
dh0
dv

>
h0
v

+
h1
vw

, it is highly

possible that the size of the religious organizations will increase.

The net e�ect of a nation's rise can understood by considering

the change in the autonomous component of the heterogeneity cost.

For the religious organization's size to remain constant, when the

changes in the values of deferred perpetuity and welfare spending o�-

set each other, the heterogeneity cost must not change34. Otherwise,

if welfare spending and the deferred perpetuity value both increase,

the cumulative e�ect of these changes is likely to be stronger than

the e�ect of increasing the autonomous part of heterogeneity cost,

as the number of religious organizations will decrease and the size

of each organization is likely to increase.

4.3 Optimal size of Nations and one or more Religious

Organizations

According to Alesina and Spalaore (1997, 2003), the size of na-

tional states is a result of the trade-o� between the bene�ts of size

and the cost of the public good and policies. The bene�ts of the

size come from the fact that the per-capita cost of the public good

is lower in larger states as more taxpayers can pay for them, and

the large market increases individual productivity and thus wealth.

However, since in large nations there are more divergent preferences

within the population, heterogeneity threatens the stability of the

border. The same idea about the existence of this trade-o� is applied

to the determination of the religious organization's size.

Supposing that the religious organization has an e�ect on the

willingness of people to pay taxes, for example by avoiding addi-

tional expenditures to collect taxes, it modi�es the cost of the pub-

lic goods provided by nations. Furthermore, religious organizations

in�uence the heterogeneity cost faced by state very e�ectively. This

34See case 4.1.2
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allows us to use the framework proposed by Alesina and Spalaore

and, thereby, to shed light on the modi�cation of the state's size

after the emergence of the religious organizations on its territory.

If one universal religious organization exists in the geographical

extent of one nation, the heterogeneity cost supported by the state

is decreased by the religious organization's ability to homogenize the

behaviors of people to achieve the utility of life after death. Decreas-

ing heterogeneity cost augments the size of the state, or the stability

of its border. On the contrary, the existence of more religious or-

ganizations is likely to increase the heterogeneity cost supported by

the state because the religious organizations play a rule of cultural

defense35 for the ethnic groups composing the nation. The smaller

religious organizations can cultivate dissatisfaction of people toward

the central government's policies, resulting in a centrifugal force to-

ward secession. This happened in Slobodan Milosevic's Yugoslavia.

Future research should explore the relationship between the state

and religious organizations, expanding upon the reasoning provided

in this paper36.

As the model proposed in this paper suggests, to maintain its size

when centrifugal tendency exists, the state can increase the value of

the public goods it provides to citizens or decrease the heterogeneity

cost of preferences regarding the central government's policies. For

instance, for state size to remain unchanged, the government could

increase the nation's power and prestige with respect to other states

to encourage its citizens to feel more proud of their country and thus

creating more stability at its borders. The situation in the United

States of America after World War II is an example of the state's

ability to create a sense of nationality through its policies. The U.S.

government has built up a strong sense of nationality and national

35Bruce & Willis (1995); Hervieu-Lèger (2000); Davie (2000). (see note 8)
36Actually, in other paper of this dissertation it is studied the relationship between the

heterogeneity cost and the border stability by considering whether increasing the religious
heterogeneity in a society a�ect the probability of civil wars.
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power that allows it to impede any secession, while also decreasing

the heterogeneity cost supported by the state by involving faith-

based organizations in the provision of social justice.

4.4 Summary Chart

Universal Religious Organizations and One State

7→ dh0 = 0

dw = 0

dw > 0

dv > 0 dv < 0

ds > 0 ds < 0

ds > 0 ds = 0

Universal Religious Organizations and Multi-States

7→ dh0 > 0

dw = 0

dw > 0

dv > 0 dv < 0

ds = 0 ds < 0

99K ds > 0 99K ds < 0

One State and One Universal Religious Organization

dh < 0� d(Size) > 0

One State and Multi-Religious Organizations

dh > 0� d(Size) < 0

5 Conclusion

This paper suggests that the size of religious organization is de-

termined by the trade-o� between the determinants of membership.

The bene�ts and the cost of size are related respectively to an in-

crease in the value of deferred perpetuity and to a decrease in the

level of temporal bliss that can be achieved through the mutual in-

surance between members. Although historically the rise of secular

institutions has decreased the utility of large religious organizations,

by changing the principle according to which the people's behavior

is homogenized, states can also have no impact on the size of reli-

gious organizations; for example, when the state increases welfare

spending.

Empirical evidence con�rms that increasing welfare spending de-
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creases participation in religious activities37. This paper suggests

that this is a result of the inverse relationship between the optimal

size of religious organizations and the heterogeneity cost. Since the

state's welfare spending provides tangible services that a homoge-

neous religious group could provide, it augments the size of religious

organizations. Moreover, according to the traditional interpretation

of sects and the church, lower participation levels in religious activ-

ities results in larger religious organizations. Henceforth, increased

welfare spending increases the size of religious organizations and

decreases the participation levels. 38

This relationship between welfare spending and the size of re-

ligious organization results in an implication for economic policies

which aim to reduce the level of tension in society. Iannaccone

(1994) and others suggest that the smaller the religious organiza-

tion in size, the larger the gap between religious traditions and

social norms, as there is likely to be tension between members of

strict religious organizations and members of other religious orga-

nizations and members of society as a whole. Therefore increasing

state welfare spending would decrease the level of religious con�icts

in society.

A historical example of the process of sectarian secession due

to the rise of secular institutions is the transition from the Ro-

man Catholic Church's monopoly of power to the introduction of

Protestantism in the religious market. Ekelund et al (1996) ar-

gue that the Catholic Roman Church lost its appeal in the sixteen

century because new secular institutions began providing the same

public goods to the population as religious organizations and thus

37A growing amount of literature �nds that government crowds out church participation
(Hungerman and Gruber (2005), Hungerman (2005), Gill and Lundsgaarde (2004), Reda
(2010)).

38The economics of religion literature recognize also that churches are inclusive, lenient and
tolerant to secular values, while the sects, exclusive and strict, are critical of secular society;
hence a policy implication of the model proposed here for decreasing the tension between
religious organizations and the state is to increase the level of social protection to the citizens.
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decreased the cost of the products provided by the existing religious

organizations, opening the religious market to the emergence of new

religious organizations. Since secular institutions provided common

law and language, the importance of the existence of a behavioral

code to achieve life after death was decreased, so the church's power

to homogenize the behavior of the people decreased. As a result,

the religious organization would be only a �church of piety� rather

than a �church of power� and the religious product's price would be

reduced. Speci�cally, Ekelund et al consider this transition a result

of the change in consumer preferences: as consumers that tend to

switch brands when the competition o�ers a lower price for a simi-

lar product, believers switch religions in the same conditions. This

phenomenon mirrors the explanation o�ered in this paper because

in both cases the intervention of secular institution a�ects the value

of the public good provided by religious organization and hence its

size. According to these other authors, the e�ect is indirect and op-

erates through the change in consumer preferences, while this paper

suggests that the e�ect is direct. I also suggest that the process

of sectarian secession is explained by the fact that when secular

institutions decrease the value of the public good, people cluster

into smaller religious organization to receive more bene�ts from the

particular behavior they prefer.

Nowadays, the explanatory power of the model proposed in this

paper can be con�rmed by the di�erence of religiosity in the United

States and the countries in the European Union. In fact, these coun-

tries all present very di�erent levels of religiosity and hold di�erent

sets of governmental policies. Sociological literature compares the

case of the �religious U.S.�, having a high level of participation in

religious activity, and the case of the �secular E.U.�, with a lower

level of participation. An attempt to explore the di�erence between

U.S. and E.U. religiosity is made by Inglebert and Norris (2004)
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with their �existential uncertainty theory�: it a�rms that the pop-

ulation's drivers toward religiosity are not simply the national eco-

nomic resources but also their distribution. Because the U.S. is the

most unequal post-industrial society while European states are the

most egalitarian societies, the former has a high level of religiosity

and thus smaller religious organizations. The authors recognize that

�Americans face greater anxieties than citizens in other advanced in-

dustrialized countries about whether they will be covered by medical

insurance, whether they will be �red arbitrarily, or whether they will

be forced to choose between losing their job and devoting themselves

to their newborn child� 39. Europe, instead, is a union of egalitar-

ian countries with high levels of social spending. Key di�erences

between the U.S. and E.U. welfare systems are that the former re-

lies more heavily on private provision of pension and healthcare,

places more importance on work-conditioned bene�t and selective

scheme40. Since the US system is �work-conditioned,� in contrast

with the generous European system, the former induces more feel-

ings of uncertainty about the futures and as a result Americans tend

to be more religious to receive a higher level of religious good and

thus mutual support. The European system instead induces lower

levels of participation in religious activities, as is expressed by the

size of religious organizations. This does not mean that religious in-

stitutions have no role; in Europe religion is considered a guardian

of identity and its importance can be explained by the notion of �Be-

lieving without belonging� 41 and by the concept of vicarious memory
42. Vicarious memory means that a relatively small number of active

39Ekelund (2008) con�rms this view by showing that some of the fastest growing sect in US,
that places high demand on followers, have higher average education and income levels. It
means that belonging to a small religious group is not directly related to income, as indirectly
involved in the traditional interpretation of sect and church, but a more general issue related to
the well-being of a community. Moreover, on the same line of reasoning, Bettendorf & Dijkaarf
(2008) show the existence of a positive e�ect of income on membership and participation.

40Alber (2010)
41Davie (1994)
42Davie (2000)
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believers may be able to look after memory on behalf of others as it

is demonstrated by the vigilant attitude of European society toward

the religious organization's behaviors.

To summarize, this paper expands upon the �existential security

thesis� of Inglehart and Norris (2004) by considering religiosity de-

terminants around the world. The U.S. case can be represented as

a situation where the state provides a public good yielding a high

level of wealth to the people, but it does not provide security. As

a result, the people gather together in groups which provide high

levels of mutual insurance. The E.U. case can be portrayed as a

situation where the concomitant change of the deferred perpetuity

value, of welfare spending, and of the autonomous part of the au-

tonomous heterogeneity cost leads to an increase in the religious

organization's size, increasing the importance of religion's institu-

tional role. In the E.U., the e�ect of policies sustaining the value

of deferred perpetuity 43 on the number of religious organizations

could be o�set by the e�ects of an increased heterogeneity cost, due

to the existence of di�erent nations; the generous welfare spend-

ing permits the sustenance of larger religious organization sizes and

further permits emphasis to be placed on their institutional role.

43Branas and Solano (2007)
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Why does the state support the religious orga-
nizations?

Abstract

When religious organizations and nation-states are equivalent in size,
the state's support of religious organizations is justi�ed by the fact that
the latter provides some positive externalities to the collective community.
A problem arises, however, when there is a disparity between the sizes of
the two overlapping organizations, and the state continues to support re-
ligious organizations both �nancially and by allowing them to provide
public goods on its behalf. This is problematic because religious organi-
zations and the rest of the national community often have di�erent views
with respect to public policies elaborated by the central government. In
this paper I propose an analytical model to explain why the state supports
religious organizations. Existing literature about federalism suggests that
the government should decentralize the supply of public goods, and there
are many con�icting views with respect to preferences of sub-jurisdictions.
Drawing on this literature, I will examine under which conditions the dif-
ferent communities will divert costly resources to �ght each other, ulti-
mately suggesting that the state supports religious organization to reduce
the probability of social con�ict.

JEL Classi�cation: D74, H50, H73

6 Introduction

State and Religion

Huntington (1996) claims that separation of Church and State is a

salient feature of the West, and this is one of the key reasons that

Western countries tend to be democracies. However, a closer look

at the relationship between religious organizations and the state re-

veals the existence of linkages between them in these countries as

throughout the rest of the world. The aim of this paper is to explain

this relationship by assuming that religious organizations and the

state are overlapping communities with di�erent preferences with

respect to the management of public goods44. Because of these dif-

ferent preferences, the coexistence of the two can lead to con�ict;

thus, in this paper I suggest that the state supports religious orga-

nizations to maintain social peace.
44For example, it is likely that the religious organization prefer that the state redistribute

only to the religious community while it redistribute toward all the national community.
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The relationship between the state and religion dates back to

the beginning of history and has changed its shape over time. The

Sumerian state, the �rst about which we have written records, was

an absolute monarchy with religion as its ideology. The king was

the god's representative on earth possessing absolute power; be-

neath him priests and scribes ran the state with the help of a large

bureaucracy. The same was true for Ancient Egypt and for others

ancient states. The �rst major break with this pattern occurred in

the �rst �democratic� state, Athens. All the decisions were made by

the assembly of citizens without including any otherworldly power.

However, the lack of public reference to one or multiple gods was

short-lived, and this situation has changed radically and persistently

since the beginning of Roman civilization. From April 21, 743 BC

until the 5th century AD, Rome was characterized as a superstitious

civilization. In the early years of the Monarchy period, Romans

believed that supernatural forces were embodied in stones, rivers,

trees, and plants. The legend of its birth, the twins Romulus and

Remus who were raised by a she-wolf who found them in a box

�oating on the Tiber River, speaks to that. As other ethnicities

assimilated into Roman society throughout the Republic's years, the

faith that was once placed in natural objects was replaced by that in

more human-like forces. In addition, the Romans believed that the

future could be predicted and altered by performing certain rituals.

Every public event required the performance of rituals presided over

by priests45, who were part of the aristocracy. Consequently, the

priests exercised considerable power over the state due to their role

in public decision making. In 313 AD Constantine made Christianity

the state religion: an act that was not only motivated by religious

reasons but which also had political motivations46. Furthermore,

45Here the category of �priest� is very wide and refers to certain individual who o�ciate
over any religious event.

46Those reasons was linked with the di�culty of governing such a big empire.
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this act represents the beginning of the close relationship between

Church and State in Western countries.

During the following centuries, Europe was characterized by �erce

con�icts between secular and spiritual powers. 47

The need to keep religion under control was at the core of the

agreement that marks the beginning of modern nation-states, the

Treaty of Westphalia (1648) (Philpott (2000)). Eventually there

was a balance of power in which the Church provided legitimacy

for the states by providing monarchs with its blessing, while states

repaid the �avor by protecting Church properties. This relationship

came under �re during the Enlightenment. Enlightenment thinkers

proposed the separation of Church and State, but their proposals

were never implemented. The excess of the French Revolution and

the Napoleonic period led Europeans to �ght against France's athe-

ist tyrant, reinforcing the position of religion and religious organi-

zations in the public space. Nowadays, the world is experiencing

big waves of immigration from very religious countries to less reli-

gious countries, with a positive correlation between religiosity and

birthrate48. As a result, the relationship between the state and re-

ligious organizations is becoming increasingly important.

According to Fox (2008), Europe has an atheistic but close re-

lationship with religion, since Western states are heavily involved

with the regulation of religious activities. Throughout the rest of the

world, the relationship between state and religion runs the spectrum

47Over a century before Westphalia, Protestant reformers led thousand of Europeans to
defy the Catholic Church, which in turn lead the Catholic authorities to respond with armies,
bringing on a century of battles, erupting �nally in the holy cataclysmic of the Thirty Years
War, a war that took life on a scale unrepeated until the World Wars.

48Kaufmann (2008) a�rms that �American Catholics have been able to o�set large net losses
to other denominations through gains arising from (largely) Hispanic-Catholic immigrants
and their higher fertility. Fertility di�erentials can also play a key role - especially long
term. Mormons, once a very small sect, now equal or surpass Jews among post-1945 birth
cohorts due to their considerable fertility advantage over Jews and other denominations.�
Moreover, Kaufman (2011) suggests that by considering the demographic forces, immigration
and fertility, Western Europe may be more religious at the end of our century than at its
beginning.
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from weak separation to strong government involvement in religious

activities; only the United States has a complete, formal separation.

Nonetheless, in academia there exists a trend of ignoring religion as

a social factor. Although it is rarely explored, there are a number of

possible motivations for a state's support of religious organizations.

Many states want to protect their indigenous cultures, others have

a symbiotic relationship with religious organizations whereby they

support one other, and for some states this relationship is the result

of historical inertia. Speci�cally in Europe, it can be interpreted as

a means to maintain social peace.

By taking into account the growing importance of religious issues

on public policies, I will present an analytical model that explores

the possibility that the state's support is partly due to its aim to

maintain social peace. In fact, since religions are belief systems

that provide ordered meaning and prescribe actions, and given that

almost all religions involve authoritarian power structures, overlap-

ping authority between the state and religious organizations may

cause con�ict. On the basis of this consideration, here I propose a

positive analysis regarding why the government regulates religious

organizations. 49

The remainder of this paper is organized as follows. Section 2

reviews existing literature on the topic, �rst by brie�y recounting

the evolution of the economics of religion, and second by discussing

the contemporary relationship between states and religious organiza-

tions. Section 3 presents a stylized model of the con�ict probability

between religious organization and the state. Section 4 concludes

the paper, suggesting areas for future research.

49This analysis is in accordance in spirit with the one of Gill (2005) and Barro & McCleary
(2005): they argue that studies on the relation between religious organizations and state should
take the form of positive analysis on why the government regulate the religious organization.
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7 Literature

The trend of ignoring religion as social factor dates back to the

foundation of the social sciences during the Enlightenment; in fact,

secularization and modernization has had a profound in�uence on

the study of religion. The social thinkers who founded the social

sciences, such as Freud, Marx, Durkheim, andWeber, all agreed that

the rationalization process within modernity would reduce the role

of religion. To understand this relegation of religion as a signi�cant

social force, it is important to remember the historical context. The

major thinkers of the Enlightenment promoted rationalism, reason,

and science as the basis for guiding government, society, and human

behavior. Accordingly, religion was seen as a threat to this kind

of society and thus was marginalized. The secularization theory

and the modernization approach suggest that the demise of religion

is a result of its replacement by rationalism and science, both on

individual and institutional level50. As long as laws determine the

criteria for proper behavior, science o�ers an understanding of the

world, and psychological science provides an explanation for evil,

religion will have lost its importance in individual life. Nevertheless,

some existential issues still remain51.

Over the last several decades, the modernization-secularization

paradigm has been increasingly called into question. World events

have called attention to religion's in�uence on society and politics in

both non-Western and Western countries. The 9/11 attacks on the

United States and religious fundamentalism, the Iranian revolution,

and the liberation theology movements in Latin America evidence

of the need to reconsider this approach. Many scholars have begun

50Until the latter part of the 20thCentury the dominant paradigm on religion of the social
scientist was alternatively known as modernization theory to political scientist and secular-
ization theory among sociologist.

51"If we discover a complete theory (about the universe's con�guration), it would be the
ultimate triumph of human reason � for then we should know the mind of God." (Stephen
Hawking (1989))
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studying religion and social sciences together, and economists have

also begun studying religious phenomena. Economics of Religion

is an attempt by economists to study religion, whereby economic

theory is used as a set of analytical tools and religion as the object

of study.

Economic inquiry is composed of many qualitative studies exam-

ining the in�uence of religion on human behavior and on the two

schools of rational choice thought with respect to religion: supply-

side and demand-side theory. Supply-side theorists emphasize the

importance of constraining and facilitating factors of the collective

production of religious value and assume that underlying preferences

for religious goods remain stable (Stark & Finke (2000)). Demand-

side theorists highlight the shift in preferences and the in�uence of

social constraints on the individual's choice for religiosity. At the

heart of all rational choice perspectives is the application of the

market analogy to religion: religious markets involve exchanges for

supernatural compensator promises of future rewards and supernat-

ural explanations for life events and meaning (Stark & Baindridge

(1987)). Like other commodities, religious goods are produced, cho-

sen, and consumed. Supernatural compensator and explanations

cannot be proven or disproved, so religious goods are credence goods.

Religious organizations are �rms dedicated to the production of re-

ligious value. Congregations are franchises led by entrepreneurial

sales people (ministers), who create value for customers.

Demand-side theory leads to the same result as secularist the-

ory. Supply-side is the dominant economic theory and its scholars

contend that religious monopolies produce expensive, inferior reli-

gious goods52. Pluralism is claimed to be the natural state of reli-

gious economies, and religious monopolies can only be maintained

52The supply-side theory refers his basic argument to one of the founders of the economics
science, Adam Smith. In a chapter of his Welfare of Nations (1776) Smith states that state
favoritism of a single denomination create a lazy monopoly that ill serves its parishioners.
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through state regulation. Separation of Church and State ensures,

on the macro level, that religious institutions compete with each

others. Since religious organizations resources are scarce and vol-

untarily sacri�ced, while states assets are extracted through taxes

(Iannaccone (1991)), as a result the supply side theory suggests that

the extent to which a state supports religion is inversely proportional

to the state's population that is religious. On the micro level, for

what concerns the individual's personal relationship with religion,

the analogy of the market leads us to a�rm that each religious

consumer engages in a maximization of bene�ts and minimization

of cost53, while religious producers maximize the number of con-

gregants. Therefore, in a free religious market where the religious

organizations are free to compete amongst themselves, there is a vir-

tuous dynamic whereby consumers and religion are more attractive

and e�cient than they would have been in a regulated market with

state-supported religion.

Recently, this dominant theory is receiving increased criticism.

Not only is the empirical evidence for the supply side theory mixed

and challenged by the existence of a mathematical problem that

undermines the validity of any empirical test, but there are also dis-

agreements over its ability to explain the level of religiosity in dif-

ferent countries. In fact, the supply-side theory of religion links reli-

gious monopolies and individual religiosity, predicting that individ-

ual religiosity, conceived as individual participation, would decrease

as the government involvement in religion increases. However, this

outcome is empirically inconsistent54, and Voas et al (2002) demon-

strate that the religious pluralism variable used in these studies, the

Her�ndahl index, has a mathematical relationship with the measure

53Bene�ts of adopting a religion include individual and social bene�ts, such as homogeniza-
tion of the culture and mutual help between members. The cost of religious participation can
be computed in term of time, behavioral restrictions or monetary costs of charity.

54For instance, Norris and Inglehart (2004)�nd that regulation of religion is unrelated to
religiosity but Barro and McCleary (2006) �nd that having a state supported religion bene�ts
religiosity; see for example Chave & Gorsky (2001).
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of religiosity. Moreover, the supply-side theory of religion, devel-

oped by American economists, is adept to explain the U.S. level

of religiosity, but is inadequate to in Europe. For example, Steve

Bruce (2000) shows that the monopolistic situations in Poland, Ire-

land, and Italy are linked with a high level of religiosity. Another

problem is that supply-side theory is partly counter-intuitive, as

states with larger religious populations are likely to expect a higher

level of government involvement in religion due to the population's

preference, which would result in a positive relationship between

the state's level of involvement in religious issues and its citizens'

religious behavior, rather than a negative one55.

In recent years, many scholars of economics of religion have pro-

vided new contributions and have moved beyond the supply-side

approach. There are studies which endogenize the supply and de-

mand for religious services (Poutvaara & Wagener (2004)) and there

are many qualitative studies that question the in�uence of religion

on economic outcomes (Guiso et al (2003), Helble (2007), Lewer

and Van de Berg (2007), Guo (2004)). There is also a �ourishing

experimental literature that focuses on the varied behavior of indi-

viduals belonging to di�erent denominations, and there have been

many studies on the e�ect that an unequal society has on the re-

ligiosity of individuals and the link between religious organizations

and the government's size (Palani (2008), Rees (2009), Elgin et al

(2010), Iyer (2011)). In sum, there is an increasing interest in the

relationship between the state and religion.

On the theoretical side, Gill (2005) has studied the origin of the

state's regulation of religion, proposing a theoretical approach that

focuses on the political self-interest of governments o�cials. Speci�-

cally, Gill supposes that politicians want to regulate religious organi-

zations because they are primarily interested in their own political

55In this view the US case it would be an exceptional case
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survival and want to minimize the cost of ruling society. These

considerations lead politicians to seek ideological compliance of the

population when possible, as the conveyance of ideological legiti-

macy frequently comes with the support of religious organizations.

Cosgel and Miceli (2009) also suggest that citizens pay taxes more

willingly and that the level of social tension is reduced when the

state is legitimized by religious organizations. With the assumption

that religious goods pacify the population and that religious teach-

ings legitimize the state, they developed an economic model that

explains the relationship between the state and religious organiza-

tions, describing the conditions under which it is optimal for the

state to control religion. On the empirical side, the same line of in-

quiry is pursue by Barro and McCleary (2005)who have studied the

determinants of the state religions. The relationship between states

and religious organizations is studied by J.Fox, whose research is

presented in depth in next section.

7.1 Religion and State relationship

The empirical analysis of Jonathan Fox (2008) creates a clear picture

of the relationship between states and religions for countries all over

the world.
By examining the extent of separation of religion and the state

(SRAS) between 1990 and 2002 in 152 states, Fox draws many con-
clusions with respect to the relationship between the state and reli-
gion, attributing his �ndings mainly to historical reasons. He sug-

gested that religion is arguably at the basis of many nationalist

ideologies, that religion institutions have a symbiotic relationship
with the state whereby they support one other, and that govern-
ment involvement in religious activities is also due to the need to

place religious organizations under state control. Speci�cally, Fox

demonstrates that no state has full SARS except the Unites States
and that typically economic development is positively related to
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government involvement in religion (GIR)56. He provides a deeper
understanding of this relationship by dividing the world's countries
into �ve blocks and analyzing each of them separately.57

The Western democracies block is composed by Western Europe,

North America, Australia, and New Zealand, according to a de�ni-

tion that gathers countries with a common culture and established

tradition of government. Overall, the states in these regions have

one or more o�cial religions and actively promote them through

legislating aspects of the religion, granting them control over some

aspects of the law, requiring religious education for members of the

religion, supporting the clergy, maintaining church properties, and

collecting religious taxes. The only Western country which is openly

hostile to religion is France, the cradle of Enlightenment; yet even in

France religious associations enjoy a tax-exempt status, state sup-

port of religious building, and subsidies for religious schools. Al-

though Australia and Canada practice a moderate separation of

state and religion, they still legislate several aspects of religion be-

yond support for religious education. As previously stated, the only

country in which religion is completely separated from the state is

the United States. Fox a�rms that this exception can be explained

by the fact that the USA was established in a period during which

the concepts of religion and state should not mix and it was founded

by people from diverse backgrounds in a place with no history of re-

ligious con�icts.

56The authors measures 6 aspects of GIR: a) state support for one or more religions either
o�cially or in practice b) state hostility toward religion c) comparative government treatment
of di�erent religions d) government restrictions on the practice of religion by religion minorities
e) government regulations f) legislation on religious laws. SRAS: Separation between State
and Religion; no government support for religion, no government interference in religion, no
government regulation of religion. It requires that the state neither help nor hinder any
particular ideal than others, and it requires also that the state should not base its actions on
a preference for any particular way of life.

57Interestingly, Fox (2008) tests also the supply side theory using OLS regressions. He �nds
that a number of factors a�ect religious participation and that they a�ect the religious partic-
ipation more than the government involvement in religious activities does; thus it undermines
further the validity of the supply side theory of religion. These factors are: the religious
tradition of the state, the size of its population, religious homogeneity and lack of economic
development.
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The states of the former Soviet bloc tend to exhibit a paternal-
istic attitude toward religion; in these countries, religion is subject
to heavy regulation and is often restricted as it is seen as dangerous
to the state. Africa is the world's most diverse region with respect
to government involvement in religion; while some countries prac-
tice nearly full separation of religion and state, others are among
the world's states with the lowest levels of separation. The Middle
East and North Africa have the highest level of state involvement
in religion. Asia has an high level of diversity both with respect to
religious identity and government religious policy, where the general
pattern of government involvement in religion is based on the reli-
gious identity of the majority of a state's citizens and whether the
government is communist. Latin America is relatively religiously
homogenous: the majority population in most states is Catholic,
and most non-Catholics are Christian. 58

Drawing heavily on Fox's research, Mueller (2012) analyzes the

potential dangers associated with the state's �nancial support for

religious organizations. He highlights that in a full three quarters

of countries in the West, Latin America, Asia, North Africa and the

Middle East, the state directly subsidizes religious charities or other

religious organizations, especially in the education and health ser-

vices industries59, and in 70% of these states clergy members are on

the state payroll. Mueller also recognizes that indirect religious sub-

sidies often arise because many states allow donations to religious

organizations to be deducted from an individual's personal income

or from a corporation's pro�ts before calculating taxable income.

58Some example follows. Tanzania: constitution guarantees religion freedom subject to
maintaining the public order. there is not o�cial state religion, though an o�cial Muslim
leader is elected periodically.Turkey: constitutions bans discrimination on the basis of reli-
gion, however Islam is the fact state's religion: government appoint local imam that are civil
servants. minority religion are registered as foundations and cannot acquire new property.
Bangladesh: Islam is the state religion; there is �nancial support for mosques. family law is
determined by the religious laws of one's faith and though proselytizing is not illegal local
government restricts the actions of missionaries monitoring them. Argentina: federal govern
supports Roman Catholic Apostolic religion; education is secular; the government provides
Catholic Church with a variety of subsidizes. Uruguay: state support no religion; religion
education is prohibited; registered religious organization have tax exceptions.

59For instance, with the exception of US, all the world democracies funds religious school
directly.

57



Further, the state indirectly supports religious organizations by ex-

empting religious properties from property taxes. He suggests that

the state's support of the various religious organizations merely en-

trenches religious diversity, planting the seed of religious strife; here,

in the light of recent events, we point out a diametrically opposing

interpretation of the same phenomenon with respect to the one of

Mueller.

In his research Fox(2006) notes that in general, more economi-

cally developed countries have higher levels of government involve-

ment in religious activities. He asserts that this is due mainly a re-

sult of �modernization�, which causes an increase in the importance

of religion as the role of tradition declines, and for the sake of e�ec-

tive policy making, results in higher state involvement in religious

activities. Consequently, the areas of modern society in which reli-

gious and political institutions are overlap are larger, which in turn

increases the possibility of clashes between them. Interestingly Fox's

primary explanatory variable to account for the increased levels of

religion in society, �modernization�, is the same variable posited by

other authors to explain decreased levels of religiosity. This paradox

can be solved by specifying the mechanism by which modernity leads

to di�erent outcomes in di�erent contexts. The literature recognizes

that where there already exist strong religious traditions, modern-

ization leads to the creation of active religious movements, while the

result of modernization is secular nationalism where the pre-existing

levels of religiosity are low. Speci�cally, the model proposed in the

following section focuses on communities with strong religious ties

located in a nation where the majority of citizens have a di�erent

cultural background. In other words, it is assumed that there is one

unifying national state with many religious organizations.

The rest of the paper presents an analytical model to explain the

thesis that the state's support of the religious organizations is partly
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explained by its need control them and thereby prevent them from

secession.

8 The model

From the previous analysis60, it emerges that state involvement in

religion means either that the government funds the religious orga-

nizations or that the state gives up its exclusive sovereignty in some

matters, as often the state allows religious organizations to provide

local public goods. Assuming that the state exists to advance the

welfare of all its citizens, state subsidies to religious organizations

are justi�ed by the fact that they provide a public good with positive

externalities to the entire national community. This line of justi�-

cation is easy in states where all citizens are members of the same

religion. In states where the religious organization and the state

coincide, individuals receive the maximum level of utility by paying

taxes since the distribution of preferences over the public good will

be the same. However, subsidies to religious organizations become

problematic when the two communities do not coincide. On the one

hand, the secular states construct �imagined communities� based on

allegiance to a territory; on the other hand, the religious organiza-

tions can regulate membership through doctrinal strictness. When

the participation criteria of membership, values, and preferences

over the public goods are incompatible, con�ict can arise between

these communities. When the distance between di�erent preferences

is very large, the con�ict can be extremely intense and it is possi-

ble that the religious organization may seek complete autonomy. In

these cases, the religious organization would seek secession from the

state that is running its community so that it may devote part of its

members' income to preferred public goods, instead of paying taxes

60as well as in the previous paper composing this dissertation
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to the central government that �nance public goods that are not

preferred.

Theoretically, a link between religion and con�ict is established

by the �mobilization hypothesis.� Certain religious structures such

as parallel ethnic and religious identities are prone to mobilization;

once politicized escalation to violent con�ict become likelier. Here, I

propose that the state supports religion organizations to avoid con-

�icts of secession. Speci�cally the following analysis draws attention

to the crucial fact that the state's policies toward religious organiza-

tions must involve socioeconomic policies, which is bene�cial in that

it creates a uni�ed community rather than two distinct entities. 61

8.1 Optimal size of the states and optimal policy

Survey data demonstrates that members of stricter denominations

devote more time and money to their religions and are more likely

to describe themselves as strong members of their faith. They so-

cialize more extensively with fellow members and are less involved

in secular organizations. Sociologists characterize denominations by

the level of �tension� they maintain with their local secular society,

making it possible to distinguish between various denominations on

this basis. Sects exist in a state of tension with the existing society

because they reject the prevailing moral code, while churches ex-

ist with little tension with the rest of society (Iannaccone (1994)).

These considerations allow us to conclude that members of religious

sects have more di�erent preferences than do church members with

respect to the public goods provided by the central government. It

follows that the stricter the religious organization, the higher the

61In detail, with respect to the literature of Ethno-national con�ict management, here is
proposed a �structural approach� to the issue, where the model proposed here seeks to accom-
modate Ethno-national di�erence through an institutional mechanism. According to Kaufman
(2011) structural mechanism are increasingly being accepted as central to the successful man-
agement of Ethno-political con�ict.

60



heterogeneity cost, or the cost of maintaining a public good that is

di�erent from the preferred public good. Hence, if a new state is

created where sects already exist, it would be smaller than a state

formed where larger religious organizations exist.62

In many cases religious organizations were founded before the

states in which they exist, and national governments normally do

not provide all public goods, rather many policy prerogatives that

they attribute to subnational jurisdiction. Consequently, the sub-

sequent analysis focuses on determining the state's optimal policy

toward religious organizations and handling situations in which re-

ligious organizations are not satis�ed with the state's chosen pol-

icy. When the religious organization and the state are the same

size, meaning that there exists only one national church within a

state's territory, there is no di�erence in preference for the public

good among the population. When the size of the religious organi-

zation di�ers from that of the state, the religious organization can

62Analytically, here there will be considered three cases of how the state's size changes
by changing the composition of the religious organizations located on the national territorial
extent. In the �rst case the state is composed by two sects; in the second there are two
churches; in the third case the state is composed by one church and one sect. Following
Alesina & Spalore (2003; Ch II), the utility of an individual i belonging to a nation that
provides public goods in a centralized manner is the following:

ui = y − b− ti −
∑

j=1,2

ajdij

Where:dij is the distance between the location of the preferences of the individual with
respect to the location of the public good, on a segment with homogeneous distribution of
preferences, ai measure the marginal cost of distance, ti is the tax level and b−

∑
j=1,2 ajdij .

For every public good j, the social planner divides the world intoN jurisdiction of equal size
(1/N), and locates the public good at the middle of each jurisdiction. When the aggregate cost
of providing the two goods together is lower than providing them separately(

∑
kj < kc) and

if the economy of scope is large enough to o�set the heterogeneity cost from centralization, the
centralized jurisdiction solution is more e�cient. In order words, after some manipulation, it
is possible to get that the centralized jurisdictions is optimal if the utility it provides is given

by ui = y − kcNc −
∑
aj

4N
.

It follows that average utility will be maximized by the formation of Nc jurisdiction where
Nc =

√∑
aj/4kc, each of them providing very public goods.

Assuming that the heterogeneity cost with respect to the public good centrally provided
is bigger for the sects that for the churches (as > ac), we get that the optimal number of
states is bigger when all the countries are composed by sects(Nss) then when the countries
are composed by one church and one sect (Nsc), that is further bigger than the case of states
composed by two churches (Ncc). (⇒ Nss > Nsc > Ncc). As result, stricter are the religious
organizations and smaller are the countries hosting them.
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be characterized either as a small community belonging to a big

supranational religious organization, such as the Roman Catholic

Church, or as a small and strict religious community. The literature

exploring the economics of religion recognizes that stricter religious

organizations, or the sects, are likely to use the restriction of certain

behaviors, stigma, and self-sacri�ce to distinguish their members

from the members of the national community63. Friction is more

likely to exist between strict religious organizations and the soci-

ety's social norms and economic life, while con�icts are less likely

between the churches and the national state.

Alesina and Sapalore (2003; Ch IX) studied the optimal decen-

tralization policy of the government in a hierarchic situation in which

some public goods must be shared by all individuals as precondition

for the provision of other public goods64. They demonstrate that

when there are two types of public goods about which preferences

vary and the heterogeneity cost is lower for the essential public good

than it is for the other, a pyramidal system of government is the opti-

mal solution. In this situation, the state provides the essential public

good, while the public good with the higher heterogeneity cost is de-

centralized and provided by one or more small jurisdictions. In the

present model, these subnational jurisdictions are represented by

the religious organizations that aim to secede and whose members

are just a proportion of the national population.

Assuming that Alesina and Sapalore's model is the optimal cen-

tral government policy, the following model analyzes the e�ect of a

change in the degree of political centralization and the heterogene-

ity cost on the religious organization's will to secede. The model

demonstrates that a state's support to a religious organization, in

63Iannaccone (1994) shows that these seemingly unproductive costs have a strong economic
reason, serving to screen out people whose aim is to free-ride on the utility created by the
religious group.

64It is just the case of religious organizations located on the territorial extent of a national
state providing members of the religious community with a local public goods.
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terms of both money and power, is determined by its aim to prevent

the religious organization from secession. Speci�cally, the desire to

secede stems from the religious organization's di�erent preferences

with respect to the public goods provided by the state. In cases of

social con�ict between a national government and a religious orga-

nization, it follows that the heterogeneity cost would be larger than

the bene�t of a political union, even when the provision of the public

good is partly decentralized.

8.2 Analytical model

This model follows the basic structure of a model proposed by Spo-

laore (2008), used to study the issue of regional distribution and

country stability, in which the cost of a failed secession and the

amount of resources that the organizations divert for the con�ict

are endogenized.

Consider a country where the government provides a continuum

of public goods, indexed from 0 to 1; some public goods are provided

by the central government, while some others are provided by the

religious organizations locally. The utility of a member of a religious

organization is determined by adding the net utility of the local

public good (b) and the centrally provided public good (b− a+ k).

Uro = γ(b) + (1− γ)(b− a+ k)

The net utility of citizens of the national state is:

Us = γ(b) + (1− γ)(b−Ba+ k)

Where65:
65It is assumed that the parameters are the same for all the public goods
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γ : Degree of decentralization. It measures the pro-

portion of public good provided directly by the religious

organization.

B : Share of the population belonging to the religious

organization.

a : Heterogeneity cost. This measures the cost associ-

ated with the central provision of the public good, result-

ing from the di�erences in preferences between the reli-

gious organization's members and the rest of the national

community. The rest of the national community has a

heterogeneity cost of zero.

k: Bene�t of the economy of scale. Public goods are

characterized by the fact that the economy of scale is pos-

itive and increases as the size of the community increases.

This is true because its cost can be spread over a larger

number of citizens, and the cost of production decreases

as the number of di�erent goods produced increases.

Given that we are interested in the case of potential secession, the

heterogeneity cost is higher than the economies of scale (a > k) of

the public goods.

The net utility of a religious individual is maximized when he

or she enjoys full independence from the state's provision of public

goods (γ = 1). The net utility of separation for the national com-

munity is the same as that for the religious community, but for the

former it represents a loss with respect to the status quo, while for

the latter it represents a gain. In other worlds, the utility from sepa-

ration is b for both communities, but the state bene�ts more from a

union than it would from separation (UsU > UsS), while the religious

organization's bene�ts more from separation (UroU < UroS).

Consequently, the state's bene�t from union over separation is:
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γ(b) + (1− γ)(b−Ba+ k) > b =⇒ (1− γ)(k −Ba) > 0

The religious organization's bene�t of separation over union is:

γ(b) + (1− γ)(b− a+ k) < b =⇒ (1− γ)(k − a) < 0

As a result, assuming that the heterogeneity cost is larger than

economies of scale of the centrally provided public goods, the people

of the national state prefer to remain uni�ed, while the religious

organization's members prefer to secede. For the sake of simplicity,

by �people of the national state� I am referring to citizens of the state

who do not belong to the religious organization being analyzed.

The members of a religious organization obtain higher utility

from attempting to secede if and only if the sum of the probabilities

of gaining full independence(π) and the probability of ending up

with a lower utility (1− π) is larger than the utility of the status

quo. The cost associated with a failed secession is determined by

the loss of the possibility of providing a proportion of the public

good locally.

When the incentive to secede (S) outweighs the cost of a failed

secession, the religious organization will attempt to secede. This

can be represented by the following equation.

πb+ (1− π)(Uro − γb) > Uro

From this equation we can determine that the religious organiza-

tion's incentive to secede is66:
66πb+ (1− π)(γ(b) + (1− γ)(b− a+ k)− γb) > γ(b) + (1− γ)(b− a+ k)
πb+ (1− π)((1− γ)(b− a+ k))− γ(b)− (1− γ)(b− a+ k) > 0
πb− π((1− γ)(b− a+ k)) > γ(b)
πb− π((b− a+ k − γb+ γa− γk) > γ(b)
π(a− k + γb− γa+ γk) > γ(b)
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π(1− γ)(a− k) > γb

Suppose that the probability of contest success (π) is a function

of the ratio of resources diverted to the con�ict by the two commu-

nities, and it increases as the religious organization becomes more

capable and decreases as the state becomes more capable. Thus, the

technology of con�ict is determined by:

π = π(c, t)

where

t : taxes

c : voluntary contribution

and
δπ

δc
> 0,

δπ

δt
< 0;

we assume the speci�cation is: π =
c

c+ t
.

This function of the winning probability is known as the ratio

function. The ratio function implies that if one side makes no e�ort

while the other side commits any �nite amount of resources to the

con�ict, the side that makes no e�ort will have a zero probability of

success.67

The religious organization's incentive to break up the state is de-

termined by a number of factors, including the heterogeneity cost,

the bene�t of the central provision of the public good, and the

level of decentralization. To understand the e�ect of these variables

on the organization's incentive to secede we have to compute the

amount of resources, c and t, that the organizations devote to the

π(1− γ)(a− k) > γ(b)
67An alternative speci�cation is the logistic function: it ensures side face a positive proba-

bility of success even when investing no resources in the con�ict and that the side making no
e�ort would not lose everything but just keeping the status quo.
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con�ict. Contributions to religious organizations are voluntary while

the state, having a coercive power, imposes taxes on its citizens. It

can be assumed that in cases of con�ict, members of religious orga-

nizations do not pay taxes to the national state but instead provide

voluntary contributions to the religious organization equivalent to

the amount requested for the con�ict.

Even thought the amount of resources can be increased with ad-

ditional external resources provided by external actors interested in

the result of the con�ict68, for our purposes we will suppose that the

amount of resources involved in the con�ict depends solely on the

maximization of the expected utility of the union and the separa-

tion of the two communities. To determine the necessary quantity

of resources required, the religious organization has to maximize its

expected utility, which is determined by the sum of the probability

of winning the contest, or succeeding, and the probability of keeping

the status quo, minus the amount of resources available for the �ght.

EUro = πb+ (1− π)(γb+ (1− γ)(b− a+ k))− c

By substituting the expression for the contest success function

we arrive at the optimal level of contribution. As a result, the

best response function for the Religious Organization is to set the

following amount of contributions:

c = −t+
√

[at− aγt− kt+ γkt]

Analogously, the state expected utility is:

EUs = πb+ (1− π)(γb+ (1− γ)(b−Ba+ k))− t
68For instance, external actors involved in such con�ict can be a league of national states

supporting the central government for keeping unchanged the borders of the state or a big
supranational religion willing to form an organization where the components are independent
by the secular law of the national state in which they are located in. Nonetheless, here it is
not considered the existence of any external actors with respect to the relation between state
and religious organization.
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and the best response function for the State is the following

amount of taxes:

t = −c+
√
[−aBc+ aBcγ + ck − cγk]

At the Nash equilibrium the resources devoted to the con�ict are:

c∗ = ((−1 + γ)(a− k)2(aB − k))/(a2(−1 +B)2)

and

t∗ = B(a− aγ − 2K + 2γK) + γk

(−1 +B)2
+

((−1 + γ)(a− k)(aB − k))
(a(−1 +B))

+

+
(k2)(2 +B − 2d−Bγ)

(a(−1 +B)2)
+

(k3)(γ − 1)

(a2(−1 +B)2)

Therefore, the religious organization's probability of winning the

contest is:

π∗ = (a− k)/(a(1−B))

Since a > k and (1−B) > 0, it follows that π∗ > 0.

8.2.1 Reducing the incentive to secede

By substituting π∗ in the function demonstrating the organiza-

tion's incentive to secede, S = π(1− γ)(a− k)− γb, and deriving it

from the heterogeneity cost, the net economy of scale from central

provision of the public good, and the amount of decentralization, we

can gain useful insight on the state's behavior toward the religious

organizations. It will become clear that the state's behavior is de-

termined by its will to reduce the religious organization's incentive

to create con�ict.
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For what concerns the relationship between the incentive to se-

cede and the heterogeneity cost we have:

δS

δa
> 0

This means that increasing the heterogeneity cost faced by the

religious organization increases the probability that it will engage

in con�ict. As a result, it is possible to consider the state's �nan-

cial support to the religious organization as a �side payment� that

serves to compensate a community with di�erent preferences from

the central government with respect to public policies, with a goal

of reducing the community's level of heterogeneity cost a.

The relationship between the incentive to secede and the economy

of scale of the public good is represented by the inverse function.

δS

δk
< 0

In this case, increasing the economy of scale decreases the or-

ganization's will to secede and thus the probability that it will en-

gage in con�ict. To that end the state can increase the economy

of scale/scope deriving from the union by increasing the bene�ts of

remaining a part of the larger community, by decreasing the level

of taxation for all citizens, providing the public goods in a more

e�cient way, and/or producing more public goods.

Finally, the incentive to secede is negatively correlated with the

level of decentralization69.

δS

δγ
< 0

By increasing the degree of decentralization, the state decreases

the religious organization's incentive to engage in con�ict with the

national community. This is a bene�cial e�ect of the government's

69In Appendix: γ = d
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optimal policy.

This model demonstrates that the relationship between the prob-

ability a religious organization's secession and the cost and bene-

�t of the political union with the larger community evidence that

the state supports religious organizations to decrease the probabil-

ity of secession. Given that cultural divides are associated with

greater likelihood of intense ethno-political con�icts 70, the goal of

the state's �nancial support to the religious organization is to reduce

the heterogeneity cost. Moreover, the state gives up with some of

its sovereignty to make the cultural divide feel less prominent by al-

lowing the religious organization to provide local public goods, such

as education.

Consequently, the various levels of state involvement in religion

across countries can be partly explained by the di�erences in pref-

erence for public policies between the national community with and

the religious community. Ceteris paribus, an increase in the het-

erogeneity cost and a decrease of the economy of scope for the

commonly provided public good would lead the state to increase

regulation of the religious organization, both by decentralizing the

provision of some public goods and by supporting the religious or-

ganization �nancially.

In reality, secession is unlikely as it is the most extreme outcome

of the relationship between the state and the religious organizations;

members of the most extreme groups are typically only a minority

of the faith they represent. Moreover, the literature a�rms that the

outcome of this relationship is based less on doctrine than on strate-

gic calculations, which corroborates my analysis of the importance

of socio-economic policies that maximize the economy of scope of

the centrally provided public goods.

70Roeder (2003), Ellingsen (2005)
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9 Conclusions

State support for religious organizations is widespread across the

world, although these relationships di�er based on the approaches

that di�erent government take toward religion.

The United States is the only country that does not provide gov-

ernmental support to religious organizations; however, the U.S. is

characterized by centrally provided public goods with a strong econ-

omy of scale and a high level of decentralization. This permits the

various American religious communities to coexist in a larger state

without any explicit �nancial help. The model proposed in this

paper helps to interpret the U.S. Supreme Court's famous decision

about the Amish community, whereby Amish parents were granted

the right to deny their children education beyond the eighth grade,

so that they could �protect the children from exposure to ideas that

might undermine their faith in the Amish religion� 71. This norm

is linked to a decentralized education policy that provides religious

organizations with a signi�cant level of autonomy, allowing for the

paci�c coexistence of groups even without �nancial support and re-

specting the o�cial �complete separation� of church and state.

In the Middle East, the relationship between religious organi-

zations and the state is controversial since it is a question of the

appropriate role of Shari'a, the Islamic Law. In Asia a number of

religious and political con�icts have emerged as a result of the disso-

lution of the Soviet Union and the Yugoslav federation that have not

yet been solved72. Latin America is unique in that most states either

support a single religion or do not support any religion; however in-

digenous communities throughout Latin America are facing the loss

of their cultural traditions and are experiencing divisive con�icts in

71Supreme Court Decision: Wisconsin v. Yoder (1972)
72�Communist countries, such as Soviet Union, East Germany and China, attempted to

destroy organized religion partly on ideological ground and partly as a way to weaken the
organized competition with the state power.�[4]
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the name of God (Cevallos (2005)) 73. The �mobilization hypothesis�

is supported in Africa (Basedau et al (2011)), evidenced by the re-

cent attacks on Christian churches in Nigeria (2012). Although a low

percentage of Europeans believe in God, European states provide a

high level of support to religious charities 74. Contrary to the idea

that religion strengthens morality, immoral behavior in the name of

religion continues to harm the community, such as the train bomb-

ing in Madrid (2003) the public transportation bombings in London

(2005), and the persistent violence in Northern Ireland.

This paper provides an analytical model to support the hypothe-

sis that the state's support to the religious organizations is a result

of its goal to reduce the probability of con�ict. This model pro-

vides a positive theory to explain the relationship between religious

organizations and states. The hypothesis that state support to reli-

gious organizations is explained by its desire to avoid social con�icts

is historically justi�ed in Europe75. Most European countries pro-

vide direct subsidies to religious charities, fund religious education,

and often include clergy on the state payroll. The existing research

about the relationship between religious organizations and the state

suggests that the state support has historical motivations, including

the need to control the religious organization and religion's ability

to strengthen people's moral convictions.

There has been a partial change in the kind of social con�icts

at the basis of the state's support to religious organization. It is

not only linked to the formation of a state system, but it is also

linked to maintaining social peace and preventing the development

of religious fundamentalism (Badet & Veit (2003)). For instance,

Europe's immigration debate has a strong religious dimension, as

73What is a better unifying policy than having a Latin American Pope?
74Fox (2008)
75For instance, Garza & Solano (2007), claim that the European governments favor religion

because the majority of the population is �secularization averse�, highlighting how considera-
tion about religious issue are involved in the European way to behave.
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Europeans are gradually becoming accustomed to living with others

with di�erent cultural backgrounds and religious identities, such as

the Muslim immigrants in Germany (DeBartolo & Kladec (2008)).

One way to integrate communities with di�erent backgrounds is to

decentralize the provision of the local public good and to support re-

ligious organizations economically to compensate them for the high

heterogeneity cost of the essential public good. Moreover, Europe is

facing increased pressure to structure the relationship between co-

operation, coordination, and subordination between the state and

religious norms and values by guaranteeing that faith will in�u-

ence the policy maker's decision (Laudeur & Ausberg (2008)). This

would increase the economy of scope for the centrally provided es-

sential public goods. In fact, studies across Europe show that the

institutional recognition of religious minorities and the o�cial inclu-

sion of religious organizations in policies relating to the governance

of diversity positively impact the process of integration (Vertovec &

Wessendorf (2005)), decreases the heterogeneity cost and increases

the economy of scope, by increasing the quantity of public goods

that are centrally provided. 76

The hypothesis that European countries support religious orga-

nizations as part of their immigration policies to reduce levels of

social con�ict between immigrants and their host societies can be

empirically tested in future research. Generally, this is supported

by the empirical evidence relating to the increase in Europe's im-

migration rate and the state's involvement in regulating religious

organizations (Fox (2010)). A fruitful line of inquiry would explore

whether the interaction between the state's �nancial and political

support of religious organizations and immigrants a�ects the na-

76Nevertheless, in recent years throughout Europe have risen critiques on diversity; for
example, among others scholars, Rowthorne (2003) argues that too much diversity disrupt
a national identity by breaking down a society's sense of cohesion and dissipating common
values. It follows that it is increasingly important to get into the understanding of the relation
between the state and the religious organizations for being able to cope with this issue in the
best way.
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tional redistribution policies and the state's immigration crime lev-

els related to religiously-motivated violence to persons or property 77.

Another interesting line of research that question the point of the

world society would analyze the relationship between ethnic and re-

ligious diversity, inquiring which dimension of social heterogeneity

more frequently leads to secession, civil con�icts, and other economic

conditions.

77Empirical research shows that when the immigrants do not have di�erent view towards
religiosity with respect to the native people, increasing the percentage of the foreign-born
immigrants have a relatively low negative e�ect on the chance of supporting national redis-
tribution policies by natives, much lower than if the immigrant had a di�erent view toward
religiosity. [Burgoon (2011)]
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Appendix

Mathematical Calculations:
The expression for EUroand EUscan be simplify as
EUro = b− (1− π)(1− γ)(a− k)− c
EUs = b− (1− π)(1− γ)(k −Ba)− t
Di�erentiating with respect to t
∂EUro

∂c
=
∂π

∂c
(1− γ)(a− k)− 1 =

t(1− γ)(a− k)
(c+ t)2

− 1

∂EUs

∂t
= −∂π

∂t
(1− γ)(k −Ba)− 1 =

c(1− γ)(k −Ba)
(c+ t)2

− 1

Putting
∂EUro

∂c
=
∂EUs

∂t
= 0 yields

c+ t =
√
t(1− γ)(a− k)

c+ t =
√
c(1− γ)(k −Ba)

From above
t(a− k) = c(k −Ba)
and

(k −Ba)
√
t(1− γ)(a− k) = (k −Ba)[ t(a− k)

(k −Ba)
− t]

(k −Ba)
√
t(1− γ)(a− k) = t(a− k) + (k −Ba)t

Thus
ta2(1−B)2 = (k −Ba)2(1− γ)(a− k)
Hence

t∗ =
(k −Ba)2(1− γ)(a− k)

a2(1−B)2

c∗ =
(k −Ba)(1− γ)(a− k)2

a2(1−B)2

and

π∗ =
c∗

c∗ + t∗
=

c∗

c∗ + t∗

c∗
=

1

1 + k−Ba
a−k

=
(a− k)
a(1−B)
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Ethnic and Religious Heterogeneity and Eco-
nomic Conditions

Abstract

The rule of capitalism has created a homogenization of the world's
cultures while paradoxically the importance of identity has been growing
on global level. This paper aims to study the e�ect of social heterogeneity
on the expansion of the world market and, speci�cally, on the economic
conditions of countries. To date, only one study has tried to analyze the
contrasting Tendencies of globalization that are creating a more uni�ed
yet pluralistic world at the same time. In this paper I expand upon that
model with more recent data, speci�cally by considering the composition
of local heterogeneity in a large number of countries. Recent data shows
that social heterogeneity does not a�ect growth directly, but instead in-
directly. The results of this research highlight world cultural Tendencies
such as the importance of religious fractionalization to increase private
investment and ethnic fractionalization to decrease government spending.
I additionally re�ect upon the Pressure Group Theory and its ability to
explain such changes. Ultimately, I discover that changes in the compo-
sition of social heterogeneity are likely to increase the probability of civil
con�ict. The goal of this paper is to o�er an in-depth investigation of the
relationship between capitalism and social heterogeneity to demonstrate
that the Western method of development is not the sole possible way.

JEL Classi�cation: D43, E21,F63

10 INTRODUCTION

This paper examines whether the presence of ethnic and religious

identity di�erences a�ects a country's socioeconomic conditions.

Two phenomena linked with the evolving world scenario have re-

sulted in my interest in this topic. The �rst is related to the growing

importance of identity and religion. The second reason is related to

the homogenization of culture as determined by capitalism and the

world market. I do not deny the obvious and well-established fact

that political and social factors a�ect economic conditions, nor do

I abandon the view that economic conditions can cause or accen-

tuate the salience of identity78. In this paper, I seek to explain

78�Globalization may not mean the world is being swept up by the unrelenting and unstop-
pable homogeneizing forces of a blandly uniform globalization. What is taking place is more
accurately, if awkwardly, been called �global localization� or �glocalization�. What is taking
place is that worldwide processes are being adapted to local circumstances, and globalization
may be a self limiting process insofar as it incorporates locality. Many of the forces that appear
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a relatively new and additional phenomenon: the relationship be-

tween social heterogeneity and capitalism, where social heterogene-

ity is the division of a society in ethnolinguistic and religious groups

and capitalism is not only a means of production and an indicator

that can be computed by measuring economic growth, but also as

a sum of the aspects that shape the economic organization of the

social system, the capitalism, and thus the globalization process:

economic growth, government policies, private investment, and civil

con�icts.79

Speci�cally, to achieve a broad view of social heterogeneity and

capitalism at the global level, I consider a large number of countries

by using a statistical model that computes this speci�c relation-

ship with capitalist powers. In other words, I would like to answer

questions such as the following: which type of diversity a�ects eco-

nomic growth and in which way? How does social heterogeneity

a�ects government spending? How does social heterogeneity a�ect

private investment and how the probability of civil war is related?

To answer these questions I analyze a �General Model� of panel

data comprising a set of countries all over the world. This �Gen-

eral Model� results in strong empirical evidence, i.e. results that

are robust to any speci�cation, and Tendencies in the variables, or

results appearing more than once during the analysis but not in all

the regressions where such variables are included.

Sometimes religious diversity seems to be more relevant than

ethnic diversity (conceived as linguistic diversity) when explain-

ing these socioeconomic conditions, while other times the opposite

holds, which leads to the question of why this is so. For exam-

ple, there have been religious phenomena such as the secession of

to be homogenizing the global market involve subtle, but important cultural di�erences, and so
what is actually taking place is the universalization of particularism and the particularization
of universalism.� [Thomas S. (2005)]

79Here, I am dealing with positive economics and by using the classical economics's theory
words, especially the one of Pierangelo Garegnani, I am investigating the relationships outside
the core economic theory.
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the Christian and Animist populations in Sudan, and the tensions

between the government and Islam in Ethiopia; while, in Rwanda

there have been ethnic riots with the Hutu leadership, an ethnic

group. There are even cases where it is impossible to indicate which

aspects prominently a�ect economic conditions. For instance, a con-

�ict in the former Yugoslavia started with nationalistic/ethnic mo-

tivations and later assumed a religious dimension with the use of

religious symbols, and today the regional economic growth seems to

be strongly a�ected by social heterogeneity.

As a result, I want to inquire whether the relationship between

the di�erent kinds of social heterogeneity and economic conditions

is linked to the special form of social heterogeneity. I aim to answer

to the following questions: What happens when there is religious

diversity and a strong unifying ethnicity in a country? What hap-

pens when there is ethnic diversity and a unifying religion? What

happens when there is both religious and ethnic diversity?

To answer this set of questions I used a new model, labeled �Re-

stricted Model.� This new model is restricted not because of the

assumptions it makes, but due to the additional explanatory vari-

ables involved. The �Restricted Model� is almost identical to the

�General Model�, but includes dummy variables that allow di�erent

groups of countries characterized by a certain social heterogeneity

form to be taken into account. Speci�cally, I investigate four sets

of countries, distinguished by their di�erent kinds of religious and

ethnic heterogeneity: in particular, one or more dominant religious

groups and one or more dominant ethnic groups. From the �Gen-

eral Model� one can conclude that social heterogeneity a�ects the

economic conditions of society, but does not directly a�ect growth.

In general, social fractionalization has some e�ect on the economic

conditions, while social polarization has a negative impact and is

able to address public spending. The �Restricted Model� con�rms
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all the Hard Facts revealed by the "General Model� and explores

the features and dynamics of each group of countries characterized

by a special social heterogeneity composition.

The rest of the paper is aligned as follows. In Section 2, in ad-

dition to reviewing the literature pertaining to this paper, I will

also review the literature regarding the relationship between reli-

gious and ethnic heterogeneity and economic growth. In Section 3,

I present the models of economic growth and the data set. In Sec-

tion 4 I discuss the estimations and results from the regressions of

the General and the Restricted Models. Finally, Section 5 concludes

the paper.

11 REVIEW OF THE LITERATURE

11.1 Group Pressure Theory

Theoretically, the relationship between social heterogeneity and well-

being of a society can be analyzed through Pressure Group The-

ory, as explained by Olson in �The Rise and Decline of Nations�

(1982) and in �The Logic of Collective Action� (1965). His reason-

ing demonstrates that when there is one organization (or a coali-

tion comprising several organizations), its interests coincide with

the broader social collective interest and its actions are likely to in-

crease economic growth. When there are many organizations, they

tend to be too small to successfully promote their special world vi-

sion and the "right" behavior to obtain it. However, their existence

allows society to bene�t from the variety of abilities and experiences

that trigger innovation and creativity, leading to increases in eco-

nomic growth. An intermediary numbers of groups instead could be

harmful for economic growth because they are too small to make

their special interests coincide with the collective interest, but they

compete with each other to achieve the dominant position, and once
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large enough to succeed, they tend to become exclusive and limit

the diversity and values of their membership. As a result, the rela-

tionship between social heterogeneity and the wealth of a country

can be described by a hump-shaped curve. The hump-shaped pat-

tern is strictly related to Mancur Olson's idea, which demonstrates

that organized interests can be most harmful when they are strong

enough to cause major disruptions, but not su�ciently encompass-

ing to bear any signi�cant fraction of the cost to society of their

action in their own interest.

This argument allows us to draw a curve of the religious phe-

nomena as an indirect function of social con�ict. The level of so-

cial con�ict is very low when there are few religious organizations,

high when there is an increasing number of organizations with each

trying to a�rm its own world view, and is low when there are so

many religious organizations that tolerance among them dominates.

Speci�cally, the social health indicator is a quadratic function of

the number of religious groups. An elementary representation of

this function follows80 (Figure 1).

The reasoning proposed to demonstrate the relationship between

a religious organizations and the wellbeing of a society can be roughly

summarized as the indicator of economic growth, and can be applied

to ethnic groups as well. However, in this case the previous reason-

ing does not provide an adequate representation of the distinguish-

ing features of ethnic organizations. Instead, it is more appropriate

to consider ethnic groups as special interest groups whose unifying

factor is cultural and linguistic homogeneity, rather than a special

world vision [Montalvo, Reynal-Querol (2005a)]. Ethnic groups are

characterized above all by sharing a common language; if the lan-

guage spoken by a special ethnic group is di�erent from that spo-

ken in society, language is likely to undermine economic growth.

80It is possible to de�ne it as an �escatological function�
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Figure 1: Religious heterogeneity phenomena and the Pressure

Group Theory

The e�ciency of a system requires zero transaction costs; increasing

the transaction costs because of a lack of communication decreases

voluntary exchanges, concretely impeding the system's economic

growth. Therefore, I suppose that the number of ethnic groups

existing in a society has a negative relationship with the indicator

of collective wealth. It is possible to draw a curve representing the

ethnic/linguistic phenomena where the social health indicator is a

negative function of transaction costs and social con�ict, which are

both positive functions of group heterogeneity (Figure 2).

Nevertheless, although religious and ethnic groups are charac-

terized mainly by one kind of relationship with economic growth,

hump-shaped or downward-sloping curves, both curves coexist in the

groups composing the social heterogeneity. Roughly, ethnic identity

and religious identity can overlap. For example, one cannot exclude

the possibility that religious groups have special internal procedures

constituting an internal communication code, in the same way that

one cannot exclude the possibility that ethnic groups aim to man-

age the world according to their own views. Consequently, the two
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Figure 2: Ethnic heterogeneity phenomena and the Pressure Group

Theory

curves coexist in each of the two groups even if their relative impor-

tance di�ers. As the two exist simultaneously I am unable to achieve

the statistical results required to draw these curves; regardless, this

theory will be useful as a reference framework.

11.2 Measures of social heterogeneity

A growing amount of economic literature recognizes a high degree

of social heterogeneity as a crucial factor of growth81. The potential

costs of diversity are clear. Population heterogeneity may impact

economic growth through various channels. First, diversity can af-

fect economic choices by directly a�ecting individual preferences:

for example, people may gain positive utility from the well-being of

members of their own group and negative utility from that of mem-

bers of other groups. Second, diversity can a�ect economic outcomes

81In what follows I do not review in any detail the literature linking social heterogeneity to
growth or the literature about the e�ects of social heterogeneity on other economic conditions.
However, boundaries are never neatly de�ned and judgment calls are often necessary about
which paper falls on which side of the boundary. I tried my best, but I readily plead guilty of
making judgment calls that may re�ect my uneven knowledge of the literature.
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by in�uencing the behavior of individuals: for instance, a lack of

communication due to linguistic diversity or an a priory incompat-

ibility between di�erent conceptions of the world could hinder the

di�usion of ideas, innovation, and markets. Third, the private and

public allocation of physical and human capital based on concern

for these groups can lead to ine�ciencies, such as encouraging rent-

seeking activities. Finally, because religious and ethnic di�erences

are important social cleavages, the social response to this hetero-

geneity could generate violence and consequently inhibit economic

growth. Further, the government could increase public spending to

mitigate potential con�ict, causing either bene�cial or detrimental

e�ects on economic growth.

However, population diversity also provides a wide variety of abil-

ities, experiences, and cultures which may be lead to innovation and

creativity, creating a prosperous society. Since individuals di�er in

productivity and in the way that they interpret and problems, di-

versity may even be entered as a positive variable in the production

function. Thus, there is a trade o� between the bene�ts and the

costs of diversity in a multi ethnic society.

To account for the trade o� between their costs and bene�t, it

is important to capture the direct and indirect e�ect of social het-

erogeneity on economic growth. The fragmentation and polariza-

tion indices capture the e�ects of social heterogeneity on economic

growth, through direct e�ects, government spending, private invest-

ment, and social con�ict [M. Reynal-Querol (2002), Alesina et al

(2003)]. The fractionalization index captures the probability that

two randomly paired individuals in a country belong to di�erent

groups. This index increases monotonically with heterogeneity. The

polarization index captures the distance of religious groups from the

situation that leads to the maximum con�ict. It assigns "returns"

to each group size, transforming the group size into a power, so
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Figure 3: Polarization versus Fractionalization indexes

that what matters is not only how many groups there are but also

whether they view other groups as a threat to their interests. To

study the e�ect of social heterogeneity on capitalism in this paper I

will use both indices.

The fractionalization index allows us to consider the proportion

of di�erent groups in each society and thus the actual composition of

subjectivities; instead, the polarization index allows us to determine

the level of tension resulting from the existence of di�erent groups.

The relationship existing between the fractionalization and polar-

ization indices depends on the number of organizations in a given

country. A linear relationship between the two indices is observed

in countries where there is a large religion that accounts for more

than 2/3 of the population. For di�erent cases, the relationship is

close to zero (Reynal-Querol (2002)); consequently, when there is

ethno-religious heterogeneity the correlation is low. Also for this

reason I consider both of the indices in the following analysis.
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Using the fractionalization index and considering ethnic diversity,

Alesina (2003) shows that ethnic fragmentation is negatively corre-

lated with measures of infrastructure quality, literacy, and school

attainment and positively correlated with infant mortality. Alesina,

Glaeser and Sacerdote (2001) prove the existence of an inverse rela-

tionship between ethnic fractionalization and the amount of govern-

ment social spending and transfers relative to GDP. One explana-

tion is that altruism does not travel well across ethnic lines. Alesina,

Baquir and Easterly (1999, 2000) attest that more fragmented cities

provide a lower level of productive public goods, such as roads, while

expenditures that more closely resemble transfers targeted to ethnic

groups are larger. Using the polarization index and taking religious

diversity into account, Montalvo and Reynal Querol (2003) �nd that

religious polarization has a negative and signi�cant e�ect on GDP,

while religious fractionalization does not have any e�ect.

Montalvo and Reynal Querol (2005b), analyze the e�ect of dif-

ferent dimensions of ethnic diversity on economic development and

compare the empirical performance of fractionalization and polar-

ization indices. Speci�cally, by considering the e�ect of di�erent di-

mensions of ethnic diversity on di�erent regressions, they determine

that religious polarization decreases investment, increases the pro-

portion of government consumption to GDP and increases the prob-

ability of civil wars; in other words, ethno-fractionalization has a

negative and signi�cant e�ect on growth. They �nd that both types

of heterogeneity a�ect growth negatively through direct and indi-

rect channels. Contrary to this �nding, Akbhari and Shabani(2011)

show that religious heterogeneity measured by both indices has a

positive e�ect on regional economic growth, which they suggest is

driven by the fact that people di�er in their productivity and in the

ways that they interpret and solve problems.

Given the ambiguity of these results, and given the increasing im-
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portance of religiosity as a social cleavage82, and given the increasing

power of globalization, in this paper I will question whether Mon-

talvo and Reynal Querol's argument still stands with newer data.

Moreover, I will propose a comparison between the General Model

and the Restricted Model to determine the relative importance of

the ethnic and religious phenomena on economic growth, govern-

ment spending, private investment and intrastate wars in di�erent

groups of countries characterized by their varied compositions of

social heterogeneity.

11.3 The resurgence of Religion interest

Traditionally, the resurgence of religion has often been explained

as a response to personal insecurity that results from a wrongful

distribution of wealth in society. Generally, when placed in stress-

ful or di�cult environments, some individuals are likely to attempt

to communicate with supernatural entities through prayer, causing

participation and beliefs to become stronger. This is due not only to

psychological reasons but also to the practical assistance provided

by religious organizations. 83

Today, we have a new interpretation of the resurgence of religion

and ethnicity, in which active social heterogeneity is seen as a form

82For example, it has been shown that the increasing fervor in religious feelings leads the
religious con�ict to be the majority of all domestic con�ict, since 2002. (Fox 2004)

83Huber (2005) notes that increased inequality increases the religiosity level. Sheve and
Stasavage (2006) show convincingly that personal religious beliefs can provide a bu�er against
adverse life events. Many other authors keep the idea of a substitution between state spend-
ing and religion on security basis. For example, Gruber and Hungerman (2005) reveal that
provision of services to the poor during the New Deal crowded out the church sector; Gill
and Lundusgaarde (2004) and Hungerman (2005) present a crowding out e�ect at work when
government welfare spending depresses the level of religious participation, e�ectively provid-
ing an incentive for people to switch away from welfare goods provided by religious groups,
since participation incurs higher transaction costs in terms of time; Chen and Lind (2006)
look at religion as a substitute for state provided insurance and showed that religiosity de-
creases an individual demand for welfare state accordingly; Rees (2009) and Stegmuller (2011)
demonstrate that state level actions reducing insecurity decreases religiosity; Reda (2010) and
Ceyhun et al (2013) show that religious individuals prefer to give less to the government in
the form of taxes.
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of defense against forces challenging traditional values84. Religion

and ethnicity allow for the creation of alternative communities with

respect to that de�ned by capitalism. Scott Thomas (2005) uses the

term �authenticity� to describe the link between the resurgence of

religion and rejection of global capitalism. As there is a scarcity of

literature addressing the relationship between ethnicity and capital-

ism, this paper attempts to �ll this gap.

The concept of authenticity allows us to interpret fundamental-

ism in a new way. Instead of understanding fundamentalism as

an anti-modernist movement marked by a resurgence of primordial

identities and values, it is more appropriate to understand the var-

ious types of fundamentalism as a powerful refusal of the contem-

porary historical passage in course. According to this view, the

case of Islam is emblematic, as Islam has been a radical critic of

the capitalist model of development. The various forms of Islamic

fundamentalism are coherently united in their resolute opposition

to modernity and modernization. While political and cultural mod-

ernization has been a process of secularization, Islamic fundamen-

talism instead poses sacred texts and religious leaders at the center

of human life and society. The anti-modern movement de�ning fun-

damentalism can be then understood not as a pre-modern project,

but rather as a post-modern project. The post-modernity of funda-

mentalism has to be recognized primarily by its refusal of modernity

as a weapon against Euro-American hegemony.

The idea of Islamic economics was popularized by Maududi (1975),

a Pakistani ideologist who aimed to defend Islamic culture against

the in�uence of the West. His work set the tone for later develop-

ments. However, Islamic Economics has contributed little to rele-

vant issues in modern economics, simply because attention is given

84Norris and Inglehart (...): �individuals who oppose the majority values are galvanized into
unusually active and disruptive form of behaviour in order to defend the threatened values�
(I: 1997 modernization and post modernization...)
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to issues of negligible importance to modern readers, instead focus-

ing on topics covered in classical Islamic sources, as Islamic Eco-

nomics has been used as a means of establishing Islamic authority.

Prohibition of interest, as well as other �un-Islamic� economic prac-

tices of insurance, such as arbitrage, speculation, and indexations,

can be found in the Koran or other sources of Islamic authority85.

Regardless, in this paper I am not interested speci�cally in the man-

ner in which Islam deals with economics either in theory or practi-

cally. In the following analysis, I inquire if the Islamic aversion to

the prospect of being assimilated into a global culture with west-

ern elements will be actualized. Consequently, I will also run one

model which is identical to the general model, but with dummy vari-

ables to indicate Islamic countries. In a recent contribution, Noland

(2003)demonstrates empirically that Islam is not inimical to growth,

a �nding in direct contrast with a larger strand of literature arguing

the opposite thesis, including the work of Timur Kuran. My results

are instead consistent with Noland's work.86

11.4 Ethnic-Religious Con�icts

Many researchers in the political sciences have emphasized that re-

ligious di�erences are a cause of ethnic con�ict, arguing that reli-

gious di�erences are more important than ethnic di�erences as so-

cial cleavages that can develop into con�ict87. There are two main

reasons why religious di�erences can generate more violence than

other social cleavages: �rst, religion is exclusive; second, religious

di�erences imply di�erent ways of understanding the world, a varied

approach to social relationships, and so on. But there are also coun-

85Timur Kuran (1995, 2012)
86In the empirical exercises I am referring to I used a dummy for Islamic countries and West

countries; they are available from the author upon request.
87There exist even the opposite thesis: for instance, Desmet (2009) �nd that ethnic hetero-

geneity is signi�cantly and positively correlated with the onset of civil war.
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terarguments: while religious conversion is possible, ethnic conver-

sion is usually not, and ethnic di�erences may also result in di�erent

perceptions of the world. 88

Indicatively, Reynal-Querol (2002) provides empirical results sup-

porting the view that compared with ethnic di�erences, religious dif-

ferences, measured as religious polarization, tend to be associated

with a higher incidence of con�ict, while fractionalization of either

type of di�erence has no e�ect. However, the �ndings of Montalvo

and Reynal-Querol (2005b) di�er: while polarization raises the risk

of con�ict, religious polarization has a positive impact by reducing

the risk of con�ict when religious fractionalization (which is repre-

sented as negative) is also included. Additionally, in this paper I will

also explore the roles of ethnic or religious diversity in civil wars to

determine which type of diversity is primary.

Global trends have been shifting. During the last two centuries

collective action has shifted from local and private targets to na-

tional and public targets. In the last century, a substantial increase

in the number of rebellions led by identity groups in the seventies

and eighties was followed by a veritable explosion in the early 1990s.

However, the end of the Cold War did not spur ethnic and religious

rebellion at world level, empirically proved by the work of Roeder

(2003). Roeder instead indirectly supports the idea that the process

of rebellion is against a certain kind of development. In his research

he highlights that the majority of con�icts is between Western civ-

ilization and another ethnicity, with the Western civilization repre-

senting a certain kind of development and values that can be linked
88The increased importance of religion issue is not only linked with its level of con�ictuality.

For instance, there is a growing trend in the literature a�rming that demography is the clue
for religion increasing importance. For example, Stewart (2009) suggests that two factors
in�uence which identity is chosen: �rst, which identity is used politically in the allocation of
government resources and secondly, what the demographic situations is, with the mobilizing
identity being one that unites a large and e�ective group. Kau�man (2010) is even proposing
that, thanks to the high level of fertility of religious people, the world is going to be more
religious than ever. However, given that demographic variables are only available for a limited
set of countries, I decided to avoid a large reduction in the sample size and so in this research,
demographic issue are not considered.
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with capitalism.

Moreover, most of the wars of the last half century have been

fought over issues of group autonomy and independence. While

more of these ethno-national wars have been settled or contained

through international engagement and negotiations since the early

1990s than in any decade prior, wars continue to persist. Often,

federalism is viewed as the solution to avoid wars, but not always,

as often religious minorities are targets of systemic discrimination.

Discrimination based on doctrinal justi�cations is highly resistant

to international arguments about minority rights. As a result, it

is impossible to stop war by achieving solutions through peaceful

negotiations, as it is part of the globalization process and thus in

the capitalism need of expansion.

12 The Model

The purpose of this section is to analyze the e�ects of the di�erent

dimensions of ethnic diversity on economic development. In each

empirical exercise I consider a sample of 114 countries and data

from 1990 to 2010 organized in 5-year intervals. This is the max-

imum number of countries I could analyze due to empirical data

availability. Through studying a large number of countries I was

able to achieve the most comprehensive vision of the relationship

between social heterogeneity and capitalism possible.

The empirical study is composed of two sections: the �rst section

allows for a direct comparison with Montalvo and Reynal-Querol

(2005b)(referred to as MRQ for the rest of the paper), with re-

gional dummies to take the broad di�erences between world regions

into account; the second section examines four groups of countries

separately, each of which characterized by its speci�c social hetero-

geneity composition, according to the information collected by the
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CIA World Factbook.

To analyze the direct e�ect of religious and ethnic diversity on

growth, we adopt the standard speci�cation 89.

Growthit = α+βlnGDP0it+
∑

j γjXjit+δ1CWit+δ2POLit+

δ3FRACit + εit

where GROWTH is the growth rate of GDP per capita and lnGDP0

is the log of gross domestic product per capita of country i and year

t in the initial year of each sub period. The vector X of i=1,...,J

variables includes the ratio of real government consumption to real

GDP90 (GOV), the absolute deviation of the PPP value of the in-

vestment de�ator from the sample mean91 (PPDEV), the ratio of

real domestic investment to GDP (INV), secondary-school enroll-

ment rate (SECS), primary-school enrollment rate (PRIMS) and the

dummies. The sample covers the countries as in Barro-Lee (2013).

We add three variables to the basic growth regression (Barro 1991):

civil wars (CW), ethnic (religious) fractionalization (FRAC) and

ethnic (religious) polarization (POL)92. Contrary to MRQ, I have

chosen to use only the variable civil wars (CW) rather than the sum

of the following variables: civil war, revolution, coups per year, and

assassinations per million of the population. I consider only CW

because my interest focuses on a speci�c notion of civil war that is

less restrictive than the notion used by MRQ, according to which a

civil war had to cause over one thousand deaths. By using a wider

notion of civil war used, I do not need to consider other indicators

of social struggles.
89Barro (1991), Montalvo et Reynal-Querol (2005a)
90Expenditure on education and defense included
91In order to proxy for market distortion, I calculated the magnitude of the deviation of the

price level of investment of the period from the sample mean.
92With respect to Barro (1991) and to MRQ I do not consider the number of revolutions

(REVOLT) or coups (COUP) per year and the proportion of assassinations per million pop-
ulation (ASSASS) because I have used a more sensitive CW de�nition.
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12.1 Data

In each empirical exercises I rely upon the Penn World Tables

7.1 data set for the standard variables, and data from MRQ for the

ethnic and religious heterogeneity indices. In the following models

three indirect e�ects of ethnic/religious heterogeneity are consid-

ered: on investment, on public consumption, and on the probability

of civil wars. In order to avoid variable �shing, I choose the most

common speci�cations studied in the literature for each of these

variables. Of particular importance is the de�nition of civil con�ict,

since it highlights the dimension of the present analysis. Data on

civil con�icts were obtained from Armed Con�ict Dataset (1946 �

2012) (UCDP/PRIO), where con�ict is de�ned as �a contested in-

compatibility that concerns government and/or territory where the

use of armed force between two parties, of which at least one is the

government of a State, results in at least 25 battle-related deaths.�

Speci�cally, this considers internal armed con�icts that occur be-

tween the government of a State and one or more internal opposition

group(s) without intervention from other States, and international-

ized internal armed con�icts that occur between the government of a

State and one or more internal opposition group(s) with intervention

from other States (secondary parties) on one or both sides.

The sample is composed by 114 countries. Annual country data

between 1990 and 2010 have been averaged over each �ve years to

obtain four years indices (1990-1995; 1995-2000; 2000-2005; 2005-

2010). As a result, my data is given by a sample of 456 observations

(4years indices*114countries).

Summary statistics of the data are shown in Table1.
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Obs Mean Std. Dev. Min Max

year 456 1997.5 5.59631 1990 2005
lnpop 456 9.242908 1.651126 4.566845 14.07615

lnGDP0 456 8.385263 1.425607 4.878703 11.20154
GOV 456 9.462373 4.973945 2.746 32.438
INV 456 23.15649 8.507754 2.938 53.57
CW 456 0.252193 0.4347484 0 1
pi 456 73.01533 115.1063 12.5 1594.7

ppdev 456 -2.620868 35.2438 -484.434 225.162
ethpol 456 0.505512 0.2445075 0.0198523 0.9824263
ethfrac 456 0.4356446 0.2794737 0.009962 0.958587
relpol 456 0.4712887 0.3498962 0.0011994 1
relfrac 456 0.2873552 0.2332362 0.0005998 0.7822098
prims 456 18.3139 10.0021 0.69 48.28
secs 456 17.43452 11.97469 0.55 51.16

country 456 57.5 32.94384 1 114
democ 456 0.6140351 0.487357 0 1
regdum 456 0.6929825 0.4617633 0 1
RRE 456 0.1666667 0.3730873 0 1
RE 456 0.3596491 0.4804246 0 1

RREE 456 0.254386 0.4359938 0 1
REE 456 0.2192982 0.4142255 0 1

Table 1: Summary Statistics
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12.2 Estimation Procedure

The estimation procedure for the direct channel (growth equa-

tion) and the indirect channels (investment, government consump-

tion over GDP and civil wars) is the Seemingly Unrelated Regres-

sion Estimator (SURE) developed by Zellener (1962) and commonly

used in recent empirical research on growth (Montalvo and Reynal-

Querol, 2005b). The seemingly unrelated regression model is a re-

cursive model which occurs when a series of endogenous variables

are considered as a group because they bear a close conceptual re-

lationship to each other. If the disturbances of each equation are

simultaneously uncorrelated, there is no relationship between the

equations and OLS estimation is appropriate. If the error terms

are correlated, however, e�cient estimates can be obtained by using

a more sophisticated technique. The SUR model involves general-

ized least-squares (GLS) estimation and achieves an improvement

in e�ciency taking into explicit account the fact that contempora-

neous cross-equation error correlations may not be zero (Pyndyck

and Rubinfeld, (1998)). The SUR estimator o�ers a gain in e�-

ciency over equation-by-equation estimation by OLS depending on

the magnitude of the cross-equation contemporaneous correlations

of the residuals, measured by their covariances. The higher those

correlations, the greater the gain will be. To test whether apply-

ing SUR yields a signi�cant gain in e�ciency I have performed the

Breusch and Pagan (1980) test of independence to each of my regres-

sions. Their LM statistics adds up the squared correlations between

the residuals vectors of the equations, with a null hypothesis of zero

contemporaneous covariance between the errors of di�erent equa-

tions. This test is produced in STATA by the SUREG command

when the CORR option is speci�ed (Baum (2006)). If these covari-

ances are actually zero, applying SUR produces no gain in e�ciency.

If the vectors of explanatory variables are identical across equations,
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again there is no gain, as the GLS estimator is identical to equation-

by-equation estimation by OLS. As I will demonstrate below, even

though in what follows I �nd no contemporaneous correlation of the

equation's residuals and hence there are not common unobserved

factors that in�uence the dependent variables in the equations93,

the use of a SURE model is due to the fact that it allows us to draw

a direct comparison with the results of MRQ analysis, which is use-

ful to get an idea of the evolution of the world over the last 50 years.

In addition, using this kind of estimator in absence of cross-equation

contemporaneous correlation of the residuals does not bring about

a loss of e�ciency with respect to other estimators, and this pro-

cedure accounts for random e�ects of individual countries that are

correlated across decades (Baum (2006)).94

12.3 Polarization and Fractionalization Indexes

The Fractionalization Index measures the probability that two

randomly selected individuals in a country will belong to two di�er-

ent groups, either ethnic or religious. It is de�ned as:

FRAC = 1−
∑N

i=1 π
2
i

where πi is the proportion of people professing religion i .

The Polarization index is a summary statistic of the ethnic/religious

groups in a population. It is de�ned as :

P = k
∑N

i=1

∑
j=1 π

1+α
i πj ‖yi − yj‖

where π is the size of each group in proportion to the total pop-

ulation,

‖yi − yj‖measures the distance between the two groups

and α, k are two parameters95.

93The Breusch Pagan Test is used to test the assumption that the errors across equations
are contemporaneously correlated. The null hypothesis is no contemporaneous correlation and
it is accepted in every regression.

94In order to deal with the issue of heteroskedasticity I calculate the standard errors using
the sandwich formula instead of the usual estimator of the asymptotic variance of the seemingly
unrelated regression estimates.

95α is an index of the �polarization sensitivity�; k: multiplicative value to use for population
normalization (Esteban & Ray 1994)
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In order to obtain a measure of ethnic polarization, Montalvo and

Reynal-Querol (2005b) assume that the absolute distance between

the two groups is equal so that there is no need to consider any

measure of distance. I use the same heterogeneity index as MRQ,

as using a polarization index without measuring distances is more

appropriate since the identity of the groups is clearer than their

relative "ethnic distances,� as there are no empirical measures of

distance across ethnic groups available and generally accepted. Fur-

ther, by using such an index, it is possible to avoid problems related

to endogeneity.

Hereafter, I utilize a Polarization index in the following form:

P = k
∑N

i=1

∑
j=1 π

1+α
i πj

This indicator of polarization has two basic proprieties:

a) If we merge the two smallest groups into a new group, the new

distribution is more polarized than the original one.

b) If we shift population mass from one group equally to two

other groups, of equal size, the polarization increases.

Rent-seeking literature96 demonstrates that social tensions emerge

more easily when the population is distributed in two groups of equal

size. This is because the probability of the outcome depends on the

resources spent by each group, meaning that two groups of the same

size would face perpetual war.

13 Empirics

In this section, both in the General and in the Restricted Anal-

ysis, a Hard Fact refers to a �nding that is supported both in re-

gressions comparing the two kinds of religious/ethnolinguistic het-

erogeneity and in regressions where all types of social heterogeneity

are taken into consideration. A Tendency, instead, is the label for a

96 Alesina et al (1997), Spalaore (2008)
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�nding that appears either in systems where all social heterogeneity

indices appear simultaneously or in systems where the religious and

ethnolinguistic indices appears alternatively.

In the following analysis I will interpret econometric results based

on the research questions and on Group Pressure Theory, explaining

the relationship between heterogeneous groups and the indicators of

well being. I will also compare my results with those of MRQ.

13.1 General Analysis

In this section I will compare my results with those of MRQ to

account for the evolving world scenario over time, especially with

respect to the relationship between heterogeneity groups and so-

cial/economic conditions. While MRQs' work considers data from

1960 to 1989, my analysis evaluates the years from 1990 to 2010.

The main �ndings of MRQ are the following. First, ethnolinguis-

tic fractionalization has a direct negative e�ect on growth. They

do not provide any justi�cation to argue that the negative e�ect of

fractionalization on growth is due to its impact on the indirect chan-

nels mentioned above. Instead, I �nd that ethnic fractionalization

negatively a�ects the indirect channels. Second, MRQ suggest that

an increase in ethnic polarization has a negative indirect e�ect on

growth, because it reduces the rate of investment and increases pub-

lic consumption and the incidence of civil wars. Third, the MRQ

analysis shows that religious polarization has a negative e�ect on

the rate of private investment, a positive e�ect on the probability of

civil wars, and a positive e�ect on government consumption. The

results of my analysis for the case of ethnic and religious heterogene-

ity are partially di�erent. In the General Model I �nd that the two

kinds of polarization have a null e�ect on both direct and indirect

channels. I �nd instead that religion fractionalization positively af-

fects private investment and that ethnic fractionalization negatively

a�ects government spending.

101



Clearly, the changes in the conditions of economic growth, invest-

ment, government spending, and civil war that took place across the

two studies explain some of the di�erences between the two analyses.

The investigation period of my research is particularly interesting

due to the gathering of the capitalism expansion process, as well as

the accelerating rate of the �rebellion the las masas� 97. These two

phenomena are two faces of same coin. The expansion of capital-

ism requires that on the one side, all people are consumers possibly

with homogeneous preferences, and on the other side, people as con-

sumers have the freedom to choose their own commodities, including

their identities and way of life, as much as di�erent as they prefer.

Paradoxically, as a result of these two phenomena, the global-

ization process nowadays brings fewer Hard Facts into being with

respect to the years analyzed by MRQ, but still con�rms old Ten-

dencies. None of my �ndings is truly surprising, as they represent an

evolution of preexisting Tendencies. This is the case, for example,

of religious fractionalization's positive e�ect on private investment

and the negative e�ect on government spending carried out by eth-

nic fractionalization, as these results follow the reasoning of Pressure

Group Theory. Finally, the comparison between MRQ and my anal-

ysis highlights the decreasing importance of organizations and the

growing importance of di�erences in the population composing the

multitude, the subjectivities. This is registered by the fact that in

recent years the Hard Facts are indicated by the fractionalization

index, while in the earlier analysis they are recorded by the polar-

ization index. 98

97Ortega y Gasset (1939)
98With the increasing intensity the institutions provide discrete place where the production

of subjectivity is enacted. Each group has his own rules and logic of subjectivation. The
general crisis of the institution that is actualizing nowadays does not mean that they no
longer produce subjectivity. This crisis means that today the enclosure used to de�ne the
unilateral space of the institutions have broken down so that the logic that once functioned
primarily within the institutional walls now spreads across the entire social terrain. Carceral
discipline, school discipline, factory discipline and so forth interweave in a hybrid production
of subjectivity. Therefor the index that is better able to describe the social and economic
conditions nowadays in the fractionalization index and no longer the polarization one.
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13.1.1 Religious Polarization & Religious Fractionalization

Table 1 shows the comparison between the e�ect of religious po-

larization and that of religious fractionalization on growth, invest-

ment, civil war, and government spending. This analysis allows us

to shed light on the consequences of di�erent numbers and relative

sizes of the religious groups. To test the consistency of this regres-

sion, the e�ects of the two indices are evaluated separately (Table2).

MRQ �nd that �there is no direct e�ect of the index of religious

fractionalization on economic growth. Religious polarization index

does not have any statistically signi�cant e�ect on growth, either.�

Consistent with their �ndings, I �nd that the null hypothesis of

no direct e�ect of the religious fractionalization and polarization

indices on growth cannot be rejected. Also consistent with their

�ndings, religious polarization also tends to decrease investment,

increase the proportion of government spending over GDP, and in-

crease the probability of civil wars. Given a particular degree of

polarization, more diversity increases the investment rate, decreases

the ratio of public consumption, and decreases probability of civil

war. Further, since increasing religious fractionalization decreases

the probability of civil con�ict in both MRQ and my analysis, it is

likely that increasing the number of religious groups in a country

implies a higher level of tolerance in the country, as it is involved in

the increasing part of the escatological curve (Group Pressure The-

ory). Instead, the fact that religious polarization tends to increase

the probability of civil con�ict allows us to assume that when there

are fewer religious groups, they are more aggressive in their mission

to spread their own world vision to the society as a whole.

Considering the e�ects of religious polarization and fractionaliza-

tion separately, MRQ arrived at the following results. �The direct

e�ect of religious heterogeneity on growth is again statistically in-
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Growth INV CW GOV

lnGDP0 -3.6 * 5.37* -6.15* -6.22*

lnpop 6.59*

democ -2.64* -1.67***

GOV 0.96 2.35**

CW -1.23 -1.9*** 0.72

INV 2.14**

pi -5.5*

ppdev 1.69*** -1.72***

prims 1.8*** -1.64

secs 1.65*** 1.45

relpol -1.98** -2.36** 3.25* 1.69***

relfrac 2.21** 2.92* -3.17* -1.86***

regdum yes yes

_cons 3.87* 1.34 2.68* 10.9*

OBS 456 456 456 456

R-sq 0.0808 0.276 0.2703 0.1784
*: Signi�cant a 1% level; **: Signi�cant a 5% level; ***: Signi�cant a 10% level.

Table 2: The effect of religious heterogeneity SUR estimator for

5-year period

signi�cant. However, religious polarization has a negative e�ect on

investment and a positive e�ect on government consumption and the

likelihood of civil wars. By contrast religious fractionalization has

only a statistically signi�cant and positive e�ect on government con-

sumption�. While I achieve the same results concerning the impact

of religious polarization and fractionalization on growth, my results

di�er from MRQ in that religious polarization has no e�ect on the

indirect channels and fractionalization has a signi�cant e�ect only

on the investment rate. In Table 3 I consider the e�ect of religious

polarization in columns I to IV, and fractionalization in columns V

to VIII.

The fact that religious fractionalization positively a�ects the in-

vestment rate is incontrovertible (see Tables 2 and 3). It signals the

growing importance of the religious dimension in the public space.

Today, religious groups actualize strategies to increase group power

and in�uence. Increasing private investment on their own goods is
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I II III IV V VI VII VIII

Growth INV CW GOV Growth INV CW GOV
lnGDP0 -3.57* 5.35* -6.79* -6.65* -3.43* 5.79* -7.17* -7.11*

lnpop 6.33 6.3*

democ -2.4** -1.53 -2.59* -1.66***

GOV 0.73 2.17* 0.71 2.2**

CW -1.37 -2.42** 0.94 -1.38 -2.2** 0.79

INV 2.34** 2.26**

pi -5.82* -5.72*

ppdev 1.57 -2.02** 1.61 -1.91***

prims 2.18** -1.18 2.29** -1.18

secs 1.83*** 1.85** 1.74*** 1.65***

relpol 0.32 1.23 0.77 -0.21

relfrac 1.03 2.11** -0.32 -0.81

regdum yes yes yes yes

_cons 3.68* 1.13 3.26* 11.4* 3.55* 0.75 3.68* 12.4*

OBS 456 456 456 456 456 456 456 456

R-sq 0.0708 0.2633 0.2546 0.1724 0.0729 0.2677 0.2537 0.1733
*: Signi�cant a 1% level; **: Signi�cant a 5% level; ***: Signi�cant a 10% level.

Table 3: The effect of religious heterogeneity SUR estimator for

5-year period

a successful strategy to enhance group prestige and membership99.

13.1.2 Ethnic Polarization & Ethnic Fractionalization

Table 4 shows the e�ect of ethnic polarization and ethnic fraction-

alization on growth, investment, civil war, and government spend-

ing. As for the religious indices, this analysis reveals the various

consequences of di�erent numbers and group sizes on the social di-

mensions. For the sake of consistency, as in the previous analysis,

Table 5 allows us to consider the e�ects of the two indices separately.

With respect to the direct e�ect, MRQ �nd that ethnolinguistic

fractionalization has a negative e�ect and polarization has no statis-

tically signi�cant e�ect on economic growth. My results di�er with

99For example, Berman & Laitin (2008)
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Growth INV CW GOV

lnGDP0 -3.3* 4.15* -6.61* -8.48*

lnpop 5.5*

democ -2.65* -1.5

GOV 0.93 1.54

CW -1.73*** -2.33** 1.22

INV 2.27**

pi -5.86*

ppdev 1.62 -2.14**

prims 2.28** -1.13

secs 1.86*** 1.73***

ethpol -0.12 2.4** 0.53 4.08*

ethfrac 1.38 -2.29** 0.92 -4.76*

regdum yes yes

_cons 3.16* 2.55** 3.27* 13.14*

OBS 456 456 456 456

R-sq 0.0768 0.272 0.2581 0.2153

*: Signi�cant a 1% level; **: Signi�cant a 5% level; ***: Signi�cant a 10% level.

Table 4: The effect of ethnolinguistic heterogeneity SUR estimator

for 5-year period

respect to the e�ect of fractionalization: I �nd no signi�cant e�ect

of either ethnolinguistic fractionalization or polarization on growth.

In addition, MRQ recognize a negative e�ect of polarization on in-

vestment rate, a positive e�ect on the probability of civil war and a

positive e�ect on the proportion of government spending. I �nd a

similar e�ect for what concerns the impact of ethnic polarization on

government spending, but instead I discover a positive and signi�-

cant impact of ethnic polarization on the investment rate. Further,

with respect to ethnolinguistic fractionalization on indirect channels,

MRQ and I both observe a null e�ect, except that I also discern a

statistically signi�cant negative e�ect of the fractionalization index

of government spending.

When ethnic fractionalization and polarization are considered
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I II III IV V VI VII VIII

Growth INV CW GOV Growth INV CW GOV
lnGDP0 -3.66* 5.5* -7.01* -6.9* -3.32* 4.53* -6.59* -7.76*

lnpop 6.27* 5.51*

democ -2.6* -1.62 -2.65* -1.32

GOV 0.62 2.12** 0.93 2.01**

CW -1.43 -2.5** 0.89 -1.74*** -2.33** 1.28

INV 2.2** 2.28**

pi -5.84* -5.86*

ppdev 1.59 -2.07** 1.62 -2.12**

prims 2.32 -1.17 2.34** -1.51

secs 1.8*** 1.93*** 1.86*** 2.01**

ethpol 0.94 1.23 1.41 1.47

ethfrac 1.67*** -1.01 1.61 -2.83*

regdum yes yes yes yes

_cons 3.69* 1.63 3.26* 12.21* 3.16* 2.42** 3.43* 12.81*

OBS 456 456 456 456 456 456 456 456

R-sq 0.0726 0.2634 0.2567 0.1761 0.0768 0.2625 0.2577 0.1868
*: Signi�cant a 1% level; **: Signi�cant a 5% level; ***: Signi�cant a 10% level.

Table 5: The effect of ethnolinguistic heterogeneity SUR estimator

for 5-year period

separately, as in Table 5, I identify no e�ect of either of the two

indices on growth. As far as the indirect channels are considered,

while MRQ �nd no signi�cant impact of ethnic fractionalization, I

�nd that it has a negative and signi�cant impact on the share of

government spending on GDP. As for religious fractionalization and

ethnic fractionalization, their negative relationship with government

spending can be attributed to the fact that increasing the number of

groups decreases the relative power of each group to use state funds

to ful�ll their own interests. In other words, each group has limited

power and consequently the government can avoid worrying about

them, unlike when ethnic groups are very polarized.

Ultimately, I �nd no statistically signi�cant impact of ethnic po-

larization on the indirect channels.
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13.1.3 Religious Polarization, Religious Fractionalization,
Ethnic Polarization & Ethnic Fractionalization

When the indicators of ethnolinguistic and religious heterogeneity

are jointly considered (Table6), my results con�rm the analysis of

MRQ. Likewise, when religious and ethnic polarization and religious

and ethnic fractionalization are considered separately, my results are

consistent with those of MRQ.

According to MRQ, ethnic fractionalization has a statistically

negative e�ect on growth and a high level of religious polarization

increases the share of government spending and the likelihood of civil

con�ict, while religious fractionalization tends to have the opposite

e�ect on the same variables. I �nd a null e�ect of ethnolinguistic

fractionalization on growth, a positive e�ect of religious fractional-

ization on investment and a negative e�ect of ethnic fractionalization

on investment. It appears that religious organizations increase their

number of believers by providing them with private club goods, and

that the existence of ethnic groups is likely to involve di�erences

in taste that hinder investment, in accordance with Pressure Group

Theory.

When polarization and fractionalization are considered separately

(Table 7)100 MRQ note the following: �Ethnic fractionalization con-

tinues having an important direct e�ect on growth. Ethnic polar-

ization has a negative e�ect on investment, a positive e�ect in the

likelihood of civil war while religious polarization has a positive ef-

fect on government consumption�. I instead �nd a null e�ect of

ethnic polarization on direct and indirect channels, a positive e�ect

of ethnic fractionalization on the probability of civil war, a negative

100 In Table 7 I consider separately the e�ect of religious polarization, columns I to IV, and

fractionalization, columns V to VIII
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Growth INV CW GOV

lnGDP0 -3.42* 4.16* -5.5* -7.69*

lnpop 5.37*

democ -2.94* -1.42

GOV 1 1.42

CW -1.51 -1.42 1.17

INV 2.02**

pi -5.39*

ppdev 1.71*** -1.68***

prims 1.93*** -1.41

secs 1.66*** 0.81

relpol -1.91*** -3.25* 3.3* 0.57

ethpol 0.41 3.41* -0.39 3.64*

relfrac 1.94*** 3.97* -3.53* -0.52

ethfrac 0.74 -3.48* 1.92*** -4.47*

regdum yes yes

_cons 3.41* 2.29** 2.57* 11.7*

OBS 456 456 456 456

R-sq 0.084 0.298 0.277 0.216
*: Signi�cant a 1% level; **: Signi�cant a 5% level; ***: Signi�cant a 10% level.

Table 6: The effect of ethnolinguistic and religious heterogeneity

SUR estimator for 5-year period
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I II III IV V VI VII VII

Growth INV CW GOV Growth INV CW GOV
lnGDP0 -3.56* 5.39* -6.77* -6.64* -3.22* 5.18* -6.68* -7.62*

lnpop 6.28* 5.25*

democ -2.52** -1.75*** -2.87* -1.22

GOV 0.62 -1.04 0.9 1.86***

CW -1.43 1.81*** 0.78 -1.73*** -1.74*** 1.28

INV 2.2** 2.25**

pi -5.82* -5.71*

ppdev 1.59 -2.02** 1.63 -1.93

prims 2.3** -1.04 2.37** -1.28

secs 1.79*** 1.81*** 1.79*** 1.49

relpol 0.01 0.94 0.21 -0.75

ethpol 0.88 0.93 1.21 1.64

ethfrac 1.39 -1.87*** 1.97** -2.72*

relfrac 0.42 2.65* -1.15 0.23

regdum yes yes yes yes

_cons 3.55* 0.91* 3.1* 10.95* 3.07* 1.41* 3.61* 12.25*

OBS 456 456 456 456 456 456 456 456

R-sq 0.073 0.265 0.257 0.177 0.073 0.265 0.257 0.177
*: Signi�cant a 1% level; **: Signi�cant a 5% level; ***: Signi�cant a 10% level.

Table 7: The effect of ethnolinguistic and religious heterogeneity

SUR estimator for 5-year period

one on government spending, and a null e�ect on economic growth.

I also see that while religious polarization is always not signi�cant,

religious fractionalization positively impacts the investment rate.

13.1.4 General Analysis results

Table 8 below summarizes the General Model's results.

As stated previously, a Hard Fact is a �nding that appears simul-

taneously in regressions comparing the two kind of religious/ethnolinguistic

heterogeneity and in regressions where all types of social heterogene-

ity are taken into consideration. A Tendency, instead, is a �nding

that appears either in systems where all social heterogeneity indices

appear simultaneously or in systems where the religious and ethno-

linguistic indices appear alternatively. Hard Facts and Tendencies

are used to describe the e�ects of di�erent types of social hetero-
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x/y Growth Invest. Gov. Spend. Civil War

Eth. Pol. 0 (a) 0 (a)

Eth. Frac. 0 (b) - (b) - (a), [-(a)]* 0 (c), + (b)

Rel. Pol. 0 (b) + (b), + (c)

Rel. Frac. + (a), [+(a)]* 0 (b) - (b), - (c)

0: x variables (on the �rst column) do not a�ect y variables (on the �rst row);

+: x variables positively a�ect y variables; -: x variables negatively a�ect y

variables. (a): hard fact; (b): all social heterogeneity indicators are consid-

ered together; (c): only ethnolinguistic or religious heterogeneity indicators

are considered; (*) hard fact for Islamic countries

Table 8: General Model Results

geneity and crucial aspects of capitalism.

In summary, new Hard Facts with respect to the MRQ empirical

analysis include that ethnic fractionalization has a negative e�ect on

government spending and that religious fractionalization has a pos-

itive e�ect on the rate of investment. The latter can be attributed

to the growing importance of the group's visibility and power: reli-

gious groups privately invest in goods that are used as local public

goods for their members to increase both power and adherence to the

group. Additionally, MRQ �nd that large religious groups seem to

be the bene�ciaries of the public consumption, while in my analysis

it is incontrovertible that religious heterogeneity does not in�uence

public consumption.

The negative impact of ethnic fractionalization on government

spending is likely due to the time between the two analyses and

is related to the government's approach toward social heterogeneity.

The role of ethnic diversity has grown in importance since the earlier
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analysis, as the recent empirics demonstrate that it has a strong

e�ect. The Tendency of ethnic fractionalization to negatively a�ect

government consumption has become a Hard Empirical Fact. This

change can be explained by taking into account the fact that large

ethnic organizations are able to address government intervention to

satisfy their own needs, while an increasing number of groups does

not, causing an inverse outcome as explained by Pressure Group

Theory.

Although the resulting econometrics are unable to provide an

exhaustive representation of the relationship between social hetero-

geneity and social wealth101, the following table shows two graphs

of the most signi�cant Hard Facts and Tendencies102 that support

Group Pressure Theory. In fact, considering the level of private in-

vestment as an indicator of social well being allows us to interpret

these results according to the theory proposed initially, con�rming

the hump-shaped relationship of the religious phenomena with the

social well being (Fig.1), as well as the negative relationship of the

ethnic phenomena (Fig.2). The Tendency toward a negative rela-

tionship of ethnic fractionalization and investment (Fig.5) represents

the same dynamics involved in the downward sloping curve (Fig.1).

Meanwhile the positive relationship between religious fractionaliza-

tion and investment level represents the hump-shaped curve related

to the religious phenomena (Fig.2 and Fig.4). 103

Moreover, a deeper analysis of the relationships represented in

the graphs as Hard Facts and Tendencies demonstrates the di�-

culty of distinguishing between the di�erent social phenomena and

101given the interaction of the curves where the two phenomena of linguistic heterogeneity
and of the escatological function coexist with a di�erent intensity for the ethnic and the
religious groups
102Other Tendency is the increasing relationship between ethnic fractionalization and the
Civil War; it is not rapresented here because the latter is a dicotomic variable.
103It accords perfectly with the Olsonian expectation of an inverse relationship between
collective provision and group size (fractionalization index in this case) that is guaranteed
when the elasticity of individual e�ort is between 0 and 1 and the collective provided good
has no public attributes [Poteete, Ostrom (2004)]
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Figure 4: Hard Facts

Figure 5: Tendency
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their e�ects on collective well being. On the one hand, I discover

that the relationships between religious fractionalization and pri-

vate investment and between ethnic fractionalization and govern-

ment spending are cubic functions, not simply quadratic104. On the

other hand, the relationship between ethnic fractionalization and

investment is more complex than that of a linear relationship105.

Actually, the complexity of these curves, which do not allow for a

simple quadratic or linear representation, can be explained by the

complexity of the real world. The real world is complex not only

because religious and ethnic phenomena often overlap, data can be

di�cult to collect, and institutional and cultural variables can play

a fundamental role, but also because the in�uence of government

spending is not well de�ned: according to the existing economic lit-

erature, it can be both a welfare-increasing and welfare-decreasing

factor of a society's economy 106.

It is interesting to note that the fractionalization index, speci�-

cally the ethnic fractionalization index, can better explain the vari-

ation of the dependent variables.

Still, it is worth considering that the positive relationship be-

tween religious fractionalization and private investment seems to be

in contrast with the �ndings of Bernabou et al (2013), who �nd a

negative relationship between religiosity and informativeness, mea-

sured as patents per capita. However, this is not a challenge to

the theory of religious Pressure Groups, because the two studies are

104Statistics available from the author upon request
105Speci�cally, intending here private investment as an indicator of the social well being,
ethnic fractionalization=0.2 determine the minimum level of investment for the range of value
of ethnic fractionalization that goes from 0 to 0.45; thus, it is con�rmed the Olsonian hump
shaped curve and it seems that 0.45 is the best possible level of ethnic heterogeneity with
respect to private investment level. Then, considering the function starting from 0.45, there
is the tendency to decrease private investment increasing ethnic fractionalization, con�ming
the supposed negative relationship between the ethnolinguistic phenomena and the collective
well being as if the linguistic heterogeneity involved in an high level of ethnic heterogeneity
would hinder the latter.[Statistics available from the author upon request]
106 John Maynard Keynes' thought and the Neoclassical Sinthesys docet...
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rather di�erent; the patents per capita represent only a small part

of the broader category of private investment, and the results of

Benabou et al are based on U.S. data while my research focuses on

a large number of countries with a heterogeneous level of develop-

ment, leading to other outcomes. Additionally, this theory suggests

the existence of an interval where a negative relationship exists be-

tween the number of religious groups and social wealth, but the

conditions of the existence of this range should be studied carefully.

Additionally, the number of religious groups does not coincide per-

fectly with the concept of religiosity, and innovativeness does not

coincide perfectly with the concept of social wealth.

Finally, if it is true that Islam is waging a battle against cap-

italism, my empirical results prove that Islam is not succeeding.

Considering a similar system of regressions as those analyzed above

and adding dummies for countries with Islamic majorities, the re-

sults do not dramatically change. It is possible to recognize the same

Tendencies with respect to the e�ect of religious and ethnic hetero-

geneity on economic conditions. Those countries are characterized

by two Hard Facts that can be found in the General Analysis: the

positive relationship between religious fractionalization and private

investment, and the negative e�ect of ethnic fractionalization on

government spending. The analysis of the case of Islamic countries

also �nds the other two Hard Facts which emerge from the General

Model regarding the null e�ect of ethnic polarization on economic

growth and the probability that civil con�ict will grow with the

level of ethnic fractionalization in a society. Notwithstanding, in

these two latter cases the Islamic dummies are insigni�cant107.

13.2 Restricted Analysis

The following empirics focus on the question posed initially about

the e�ect of social heterogeneity's composition on the economic con-

107Statistics are available from the author upon request
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dition of a country, especially relating to its e�ect on the dynamics

identi�ed in the General Analysis.

Considering the information about the proportions of religion

and ethnic groups in each country provided by the CIA World Fact-

book, each country in my sample has been assigned to one and

only one group108. The di�erent compositions of social heterogeneity

have allowed me to identify four groups of countries: countries with

more religious groups and one large ethnic group (RRE); countries

with only one religious group and one ethnic group (RE); countries

with one religious group and more ethnic groups (REE); countries

with more than one religious group and more than one ethnic group

(RREE).

I have created dummies in the following restricted analysis to

characterize these groups of countries. Although the results of the

General Model are con�rmed, each set of countries contains some

di�erences regarding speci�c trends and Hard Facts. For instance,

in country set with many religious groups and one dominant ethnic

group, the additional Hard Fact with respect to the General Model

is the positive in�uence of ethnic polarization on private investment;

in the country set with one dominant ethnic group and one dominant

religious group, the new Hard Fact is that ethnic fractionalization

has a negative in�uence on private investment; in the country set

with many ethnic groups and many religious groups, there are no

Hard Facts other than those of the General Analysis; in the country

set with many ethnic groups and one preeminent religious group,

the additional Hard Fact is a positive e�ect of ethnic polarization

on government spending, where government spending is represented

by cubic function.

The dummies used to perform this analysis are related to the so-

cial heterogeneity composition of each country: RRE, RE, RREE,

108independently the of number of people belonging to every country
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REE. In the restricted analysis there are also variables used to de-

scribe the statistical interaction between the dummies indicating the

four groups of countries and the fractionalization and polarization

indices. For example, in the �rst group of countries, the new dum-

mies are the following: RREethnicpolariz, RRErelpolariz, RREeth-

nicfraction, RRErelfraction. These additional explanatory variables

increase the accuracy of results and allow us to perform a marginal

analysis to make predictions on possible future scenarios, assuming

the same conditions.

13.2.1 Multiple Religious Groups and One Ethnic Group
(RRE)

The countries belonging to this group are: Australia, Botswana,

Burundi, Germany, Hong Kong, Hungary, Japan, Korea, Republic

of Netherlands, New Zealand, Rwanda, Singapore, South Africa,

Tonga, United States, Uruguay, Yemen, Lesotho, and Swaziland 109.

The proportion of the number of countries in this group and the

whole set of countries is 19/114, or 16.67%.

The special social heterogeneity composition of this group of

countries is signi�cant in terms of private investment and govern-

ment spending. The positive e�ect of the ethnic polarization on

the investment rate is a Hard Fact. This can be partially explained

by the ethnic groups' aim to gain importance in a social environ-

ment where there are many competing religious groups. In other

words, this behavior is the expression of the product di�erentiation

strategy: to increase the sale of a product in a market, one should

di�erentiate the product from that of competitors. This result cor-

responds with Pressure Group Theory as it shows that when there is

one group, it is likely to have a special interest that coincides with

the collective interest and its actions are likely to increase social

109Percentage of countries per continent: Africa, 36.8%; America, 10.5%; Asia, 21.1%; Eu-
rope, 15.8%; Oceania, 15.8%.
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wealth.

With respect to government spending, there are two Hard Facts

concerning polarization and fractionalization. While the inverse

relationship between ethnic fractionalization and the government

spending appears in this set of countries and in the General Model

and is thus a well-known result, the fact that ethnic polarization

increases government spending in countries where there are many

religious groups and one prominent ethnic group is new. In the en-

tire restricted analysis, this result is repeated only when there is one

prominent religious group in a society and multiple ethnic groups.

According to Group Pressure Theory, when there is an intermediate

number of groups or/and an intermediate level of social heterogene-

ity, the public sector must spend public resources to deal with the

polarized ethnic group's power. Additional research is required to

understand if this is the case, given a deeper analysis of the hetero-

geneity composition in each country of this data set.

The following results are Tendencies where the dummy of the

country's heterogeneity composition is not always signi�cant. The

General Analysis shows that religious fractionalization positively af-

fects the investment rate, which is a Tendency for this set of coun-

tries. Moreover, there is a strong Tendency for religious fraction-

alization to negatively a�ect the probability of civil con�ict. This

result is consistent with the supposed hump-shaped curve of the re-

ligious organizations, given that a large number of religious groups

increases tolerance in society, which increases societal welfare as a

whole.

In possible future scenarios determined by means of the marginal

analysis, is possible that an increase in religious polarization in-

creases the private investment rate in the countries with many reli-

gious groups and one preeminent ethnic group.
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13.2.2 One Religious Group and One Ethnic Group (RE)

The countries belonging to this category are: Argentina, Austria,

Bangladesh, Barbados, Chile, China, Costa Rica, Cyprus, Denmark,

Egypt, El Salvador, Finland, France, Greece, Haiti, Honduras, Ice-

land, Iraq, Ireland, Israel, Algeria, Italy, Jamaica, Luxembourg,

Malta, Morocco, Norway, Panama, Paraguay, Poland, Portugal,

Saudi Arabia, Spain, Sri Lank, Sweden, Syria, Taiwan, Thailand,

Tunisia, Turkey, and United Kingdom110. The proportion of the

number of countries in this group and the whole set of countries is

45/114, or 35.96%.

Not surprisingly, the cluster of countries with one religion and

one ethnic group is the largest aggregation and contains the largest

number of European states of the four clusters (44%)111. All the

Hard Facts and Tendencies existing in the General Analysis exist

in this country set, although the dummies related to the speci�c

heterogeneity composition that typify the set are not signi�cant.

This consideration and the fact that this group of countries includes

many European countries allow us to imagine that these societies

are blended enough for capitalism due to the social and economic

dynamics existing in each country.

The well-known Hard Facts are as follows: there is a positive rela-

tionship between religious fractionalization and private investment,

possibly due to a strategy to increase the number of believers; there

110Percentage of countries per continent: Africa, 9.7%; America, 24.3%; Asia, 22%; Europe,
44%; Oceania, 0%.
111European modernity is inseparable from capitalism. This relationship between the form
and the content of modern sovereignty is fully articulated in the work of the founder of
political economy: Adam Smith. The capitalist intends only its own gain but the invisible
hand of the market promote an end which was no part of his intention. The invisible hand of
the market works thanks to a state, minimal but e�ective, which give content to the mediation
of interests and represent the axis of rationality of that mediation. In other word, it makes the
well being of private individuals coincide with the public interest reducing all social function
and activities to one measure of value. Therefore, Smith's theory of value gives the substance
of the concept of modern sovereign state. Modern European sovereignty is thus capitalist
sovereignty, a form of command that put together the relationship between individuality and
universality as a function of the development of capital. (Negri & Hardt 2000)
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is a negative relationship between ethnic fractionalization and public

spending, possibly due to a negative approach of government toward

ethnic groups, especially in homogeneous Europe; ethnic polariza-

tion has no direct e�ect on economic growth. There is a new Hard

Fact that con�rms one of the General Model's Tendencies: there is

a negative relationship between ethnic fractionalization and private

investment, in accordance with Pressure Group Theory.

The Hard Facts related to the marginal increases of religious and

ethnic fractionalization that could be considered possible future sce-

nario are alarming. Speci�cally, two Hard Facts demonstrate that

increasing both ethnic and religious fractionalization increases the

probability of civil con�ict. Another Hard Fact indicates that in-

creasing the religious fractionalization leads to an increase in gov-

ernment spending. This could potentially cause an increase in fed-

eralism to deal with di�erences where such di�erences could lead to

an explosion of con�ict. In any case, additional research regarding

the nature of public expenditure would be required to understand

this further. 112

13.2.3 Multiple Religious Groups andMultiple Ethnic Groups
(RREE)

The countries with both religious and ethnic heterogeneity are:

Benin, Cameroon, Canada, Central African Republic, Congo, Dem.

Rep., Fiji, Gabon, Ghana, Guatemala, Guyana, the Ivory Coast,

Kenya, Kuwait, Liberia, Malawi, Malaysia, Mauritius, Mozambique,

Nicaragua, Papua New Guinea, Sierra Leone, Switzerland, Tanza-

nia, Togo, Trinidad and Tobago, Uganda, Zambia, and Zimbabwe 113.

The proportion of the number of countries in this group and the

112Moreover, it is worth to know that the positive relationship between religious fractional-
ization and public spending is the only hard fact of a general analysis where it is considered
a dummy of Western countries. This empirical exercise is available from the author upon
request
113Percentage of countries per continent: Africa, 65.5%; America, 17.3%; Asia, 6.9%; Europe,
3.4%; Oceania, 6.9%.
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whole set of countries is 29/114, or 25.44%.

This group of countries exhibits three Hard Facts. Religious and

ethnic fractionalization and ethnolinguistic polarization signi�cantly

a�ect private investment and government spending. Con�rming pre-

vious general empirics with a global view, one Hard Fact is that

there is a positive relationship between religious fractionalization

and private investment. The other Hard Facts con�rm the General

Analysis Result: : ethnic fractionalization negatively e�ects govern-

ment consumption. As stated previously, increasing the number of

subjectivities in the multitude decreases their individual power and

consequently their ability to address government spending. This

result is also con�rmed by the marginal analysis. It represents a

possible future scenario: increasing the number of ethnic groups in

countries with higher levels of social heterogeneity could reduce the

level of government spending.

13.2.4 One Religious Group and Multiple Ethnic Groups
(REE)

The countries in this group are: Afghanistan, Bahrain, Belgium,

Bolivia, Brazil, Colombia, Dominican Republic, Indonesia, Iran,

Mali, Mauritania, Mexico, Nepal, Niger, Pakistan, Peru, Philip-

pines, United Arab Emirates, Venezuela, Ecuador, India, Jordan,

Senegal, Sudan, and the Gambia114. The proportion of the number

of countries in this group and the whole set of countries is 25/114,

or 21.93%.

This category has three Hard Facts, one of which appears as a

Tendency in the General Model and as Hard Fact in the country set

with one preeminent ethnic group and many religious groups. Eth-

nic fractionalization and polarization impact government spending

in opposing ways; ethnic polarization increases government spend-

114Percentage of countries per continent: Africa, 28%; America, 36%; Asia, 32%; Europe,
4%; Oceania, 0%.
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ing, while ethnic fractionalization decreases government spending.

This demonstrates that although polarized groups can partially in-

�uence public spending, when there are many fractionalized groups,

the government of the country can ignore their speci�c requests.

Interestingly, in this country set we �nd that increasing ethnic po-

larization decreases government spending.

Another Hard Fact observed in the marginal analysis is related

again to civil war: increasing ethnic fractionalization increases the

probability of civil war in countries where there are many ethnic

groups and one preeminent religious group.

13.2.5 Restricted Analysis results

The following table summarize the Hard Facts and Tendencies of

the Restricted Model for each group of countries.

My intention in running the restricted analysis is to determine

whether the e�ect of social heterogeneity on economic conditions

is a�ected by the di�erent type of social heterogeneity existing in a

country. I �nd that ethnic groups play a more active role in economic

and social life, with a recognizable e�ect on the variables in each set

countries considered. However, neither ethnic nor religious diversity

have a signi�cant e�ect on economic growth, which is in�uenced

indirectly by social heterogeneity.

Government spending has a negative relationship with ethnic

fractionalization, which is con�rmed in all country sets and also in

the marginal analysis of countries with the maximal level of social

heterogeneity. Regardless, it is relevant that the public spending

phenomena are explained only by the ethnic dimension of social

heterogeneity. Private Investment is a�ected positively by religious

fractionalization, a�ected positively by ethnic polarization in coun-

tries with many religious groups and one dominant ethnic group,

and is a�ected negatively by ethnic fractionalization in countries

with one religious group and one ethnic group. Civil wars are af-
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RRE Growth Invest. Gov. Spend. Civil War

Ethn. Pol. + (a) + (a) 0 (a)

Ethn. Frac. - (a)

Rel. Pol. + (d)

Rel. Frac.

RE Growth Invest. Gov. Spend. Civil War

Ethn. Pol. 0 (a) 0 (a)

Ethn. Frac. - (a) - (a) + (d)

Rel. Pol.

Rel. Frac. + (a) + (d) + (d)

RREE Growth Invest. Gov. Spend. Civil War

Ethn. Pol. 0 (a) 0 (a)

Ethn. Frac. - (a), - (d)

Rel. Pol.

Rel. Frac. + (a)

REE Growth Invest. Gov. Spend. Civil War

Ethn. Pol. 0 (a) + (a), - (d)

Ethn. Frac. - (a) + (d)

Rel. Pol.

Rel. Frac. + (a)

0: x variables (�rst column) do not a�ect y variables (�rst row); +: x variables

a�ect positively y variables; -: x variables a�ect negatively y variables; (a):

hard fact; (b): all social heterogeneity indicators are considered together;

(c): only ethnolinguistic or religious heterogeneity indicators are considered;

(d): marginal analysis.

Table 9: Restricted Model Results
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fected both by religious and ethnic phenomena; clearly the situation

is more complex than the General Model where the ethnic hetero-

geneity has no e�ect on the probability of civil war.

Further, the results of this analysis seem to show that social

conditions are better explained by ethnic diversity than by religious

diversity. Categorically: in RRE the religious dimension a�ects only

one possible scenario; in RE the religious dimension a�ects only pri-

vate investment and the marginal change in civil con�ict and public

spending; in RREE and in REE the religious dimension positively

impacts only private investment. The ethnic dimension instead af-

fects the rate of private investment and the level of government

spending in all four country sets.

Beyond the obvious con�rmation of the results of the General

Analysis, the outcome of the restricted analysis sheds light on the

troubling possibility of an increase in the probability of civil con-

�ict when considering the marginal changes in religious and ethnic

heterogeneity that are likely to occur in future years.

14 Conclusion

There are too many cultural and natural factors involved to be

able to specify which type of social heterogeneity is most detrimental

to economic growth. This is linked with the other problem of this

analysis and is related to a lack of data. For instance, the results

of the analysis could have been improved if I were to consider other

population features, such as population density, group size, income

distribution, and local institutions in each country.

Despite of the lack of data and the existence of interrelated phe-

nomena due to the coexistence of ethnic and religious groups, the

empirical analysis of this paper is able to achieve a broad con�r-

mation of Pressure Group Theory. Speci�cally, these results allow

us to draw the hump-shaped relationship between religious groups
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and the common well being indicator, and the downward sloping

curve between the common good and the number of ethno-linguistic

groups.

Additionally, by examining the composition of social heterogene-

ity and its e�ect on economic conditions, we can predict a path

toward a more fragmented and a more uni�ed world simultaneously.

The importance of the fractionalization index, the similarity of the

social heterogeneity conditions in any set of countries, and the Is-

lamic countries' lack of any special e�ect on economics con�rms this

view.

We can certainly say that social heterogeneity does not have any

distinctive e�ect on economic growth. Considering the other eco-

nomic conditions, it is possible to a�rm that religious fractional-

ization increases private investment. In addition, it can certainly

be said that ethnic issues are more prone to a�ect government con-

sumption than religious heterogeneity; the e�ect is positive when

ethnic groups are relatively large, and negative when ethnic groups

are relatively small. These results derive from a situation where

ethnic fractionalization negatively a�ects economic growth and eth-

nic polarization negatively a�ects private investment; they signal

the increased power of transnational institutions, represented by

national states, to manage and control di�erences between social

groups. Furthermore, the results of this research demonstrate an

evolution from the scenario studied by MRQ, where the concentra-

tion of religious groups guarantees positive payo�s for the national

state, as demonstrated by the positive relationship with the gov-

ernment consumption, to the current scenario demonstrated by the

more recent empirical results in which religious groups are viewed

with suspect.

Although is impossible to provide a clear answer on the in�uence

of social heterogeneity on economic conditions and civil wars, I hope
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to shed light on some dynamics of this relationship, understanding

that there is much to continue studying. In fact, I believe that

studying the social heterogeneity conditions that a�ect economics

will allow us to overcome the presumption that the secular/Western

model is the universal code for development, and that religion and

ethnicity are simply part of the local context. The Western pedi-

gree of capitalism I aim to identify in my analysis describes only an

initial point for the spread of capitalism; from the restricted anal-

ysis it is clear that countries are altering their economic conditions

to �t their own special needs. This supports the idea that nowa-

days, the point of departure of the growing importance of social

heterogeneity is the rejection of the �modernizing mythology of the

West� and turn towards a revitalization of religious and ethnic tra-

ditions. Consequently, I believe that by studying the relationship

between social heterogeneity and economic conditions in di�erent

environments on a deeper level, we will be able to make progress in

overcoming critical challenges beyond those discussed in economic

analysis. Speci�cally, by adopting a �substantive approach� to eco-

nomics, economic conditions would no longer be separated from the

underlying ethnic and religious convictions that determine particu-

lar economic goals. Then perhaps each person could focus on the

almost forgotten idea creating a happy life in his or her own environ-

ment; only then could we prevent a future marked by an increasing

probability of civil con�ict and decay.

Let's hope.
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Appendix

Overview of the Data

The data set contains variables for the panel estimation. Data are presented

quinquennial for the years 1990-2010, i.e., 1990, 1995, 2000, 2005, 2010.

Data sources

For the data sources, references are abbreviated as follows:

BARRO and LEE 2013 : Barro, Robert and Jong-Wha Lee, April 2010,

"A New Data Set of Educational Attainment in the World, 1950-2010." NBER

Working Paper No. 15902; The revised paper is forthcoming in the Journal of

Development Economics.[2013 09 April Update]

MRQ2005 : �Ethnic diversity and economic development�, M. Reynal-Querol

and J. G. Montalvo, Journal of Development Economics, April 2005.

UCDP/PRIO: Armed Con�ict Dataset v.4-2013, 1946 � 2012. (Uppsala

Universitet)

Polity IV (2010): Polity IV Project; Monty G Marshall (Societal-System

Research Inc.); Ted Robert Gurr (Founder University of Maryland)

PWT 7.1 : Alan Heston, Robert Summers and Bettina Aten, Penn World

Table Version 7.1, Center for International Comparisons of Production, Income

and Prices at the University of Pennsylvania, Nov 2012.

Variable : De�nition and Source

Year : 1990-1995-2000-2005

lnpop : log of population at beginning of the period; from PWT 7.1

cgdp : PPP Converted GDP Per Capita, G-K method, at current prices (in

I$); from PWT 7.1

lnGDP0 : log of the real GDP per capita (cgdp) at the beginning of the

period

growth1 : Growth rate of GDP per capita of the period, from PWT 7.1

GOV : Government Consumption Share of PPP Converted GDP Per Capita

at current prices [cgdp], (%), average for the period; from PWT 7.1
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INV : Investment Share of PPP Converted GDP Per Capita at current prices

[cgdp], (%) PWT 7.1, average for the period (computed from ci); from PWT

7.1

ppdev : Magnitude of the absolute deviation of pi from price level investment

per year; from PWT 7.1

relpol : Religious Polarization; from MRS2005

relfrac : Religious Fractionalization, from MRQ2005

ethpol : Ethnic Polarization, from MRQ2005

ethfrac : Ethnic Fractionalization, from MRQ2005

secs : Percentage of secondary school attainment in the total population

+15, taken at the beginning of the period; from Barro and Lee 2013

prims : Percentage of primary school attainment in the total population

+15, taken at the beginning of the period; from Barro and Lee 2013.

CW : civil war. A dummy that takes value 1 if there is a civil war during

the period and zero otherwise. The data comes from UPSALA.

democ : Democracy score: general openness of the political institutions

(0=low, 10=high) (Source: Polity IV) I transform the score in a dummy variable

that takes value 1 if the score is higher or equal to 4.

laam = dummy for Lain-American countries: 3, 11, 13, 18, 20, 80, 81, 110,

111, 28.

ssafrica = dummy for Sub-Saharian African countries: 10, 12, 14, 15, 17,

21, 22, 24, 34, 35, 37, 56, 60, 59, 62, 66, 67, 70, 75, 85, 87, 88, 90, 94, 93, 99,

101,106, 113, 114.

easia = dummy for East-Asian countries: 19, 98, 54, 57, 43, 7, 100.

RRE = dummy for more than 1 Religion and 1 Ethnicity countries: 4, 12,

14, 36, 43, 44, 54, 57, 59, 72, 73, 85, 89, 90, 94, 102, 109, 110, 112.

RE = dummy for 1 Religion and 1 Ethnicity countries: 2, 3, 5, 7, 8, 18, 19,

23, 25, 26, 29, 30, 32, 33, 38, 41, 42, 45, 49, 50, 51, 52, 53, 61, 65, 69, 76, 78,

80, 83, 84, 86, 91, 92, 95, 97, 98, 100, 104, 105, 108.

RREE = dummy for more than 1 Religion and more than 1 Ethnicity coun-

tries: 10, 15, 17, 21, 22, 24, 31, 34, 37, 39, 40, 56, 58, 60, 62, 63, 67, 70, 74, 79,

88, 96, 99, 101, 103, 106, 113, 114, 16.

REE = dummy for 1 Religion and more than 1 Ethnicity countries: 1, 6,

27, 9, 11, 13, 20, 47, 48, 64, 66, 68, 71, 75, 28, 35, 46 , 87, 55, 77, 81, 82, 93,

107, 111

Isl = dummy for Muslim majority countries: 1, 2, 29, 69, 66, 86, 97, 104,

105, 7, 64, 77, 107, 55, 35, 6, 48, 49, 47, 75, 87, 93.
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Isl1 = dummy for Muslim majority countries, net of countries existing in

regional dummies: 1, 2, 6, 29, 47, 48, 49, 55, 64, 77, 69, 86, 97, 104, 105, 107.

IslRE = dummy for Muslim majority countries, net of countries existing in

RE dummy: 1, 6, 7, 47, 48, 55, 64, 66, 75, 77, 87, 93, 107.

Isl1RE1 = dummy for Muslim majority countries, net of countries existing

in RE1 dummy: 1, 6, 47, 48, 55, 64, 77, 107.

IslREE = dummy for Muslim majority countries, net of countries existing

in REE dummy: 2, 7, 29, 49, 69, 75, 86, 87, 93, 97, 104 105.

Isl1REE1 = dummy for Muslim majority countries, net of countries existing

in REE1 dummy: 2, 29, 49, 69, 86, 97, 104, 105.

RRE1 = dummy for more than 1 Religion and 1 Ethnicity countries, net of

Regional Dummies : 4, 36, 44, 72, 73, 89, 102, 109, 112.

RE1 = dummy for 1 Religion and 1 Ethnicity countries, net of Regional

Dummies: 2, 5, 7, 8, 25, 26, 29, 32, 33, 38, 41, 45, 49, 50, 51, 52, 61, 65, 69, 76,

83, 84, 86, 91, 92, 95, 97, 104, 105, 108.

RREE1 = dummy for more than 1 Religion and more than 1 Ethnicity

countries, net of Regional Dummies: 16, 31, 58, 79, 96, 103.

REE1 = dummy for 1 Religion and more than 1 Ethnicity countries, , net

of Regional Dummies: 1, 6, 9, 47, 48, 64, 71, 75, 46, 87, 55, 93, 77, 82, 107.
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Country List

code country ETHPOL ETHFRAC RELPOL RELFRAC

1 Afghanistan 0.7864032 0.603395 0.9581288 0.4918636

2 Algeria 0.5139474 0.298558 0.0317441 0.015872

3 Argentina 0.5788137 0.407925 0.182253 0.0959646

4 Australia 0.4918205 0.315372 0.0441586 0.0224286

5 Austria 0.2398399 0.128079 0.0510534 0.0257564

6 Bahrain 0.5693305 0.382919 0.9342601 0.536008

7 Bangladesh 0.1317742 0.0684201 0.5026155 0.2608891

8 Barbados 0.3663607 0.198882 0.3739339 0.206008

9 Belgium 0.8707317 0.543913 0.0668149 0.0337472

10 Benin 0.4364001 0.868322 0.820304 0.5524

11 Bolivia 0.7665777 0.7084 0.9569531 0.5340566

12 Botswana 0.6501532 0.484548 1 0.5

13 Brazil 0.7732216 0.64411 0.621956 0.3321278

14 Burundi 0.5123105 0.285911 0.94752 0.4878

15 Cameroon 0.5755745 0.816575 0.893256 0.6474

16 Canada 0.6723696 0.766822 0.1559429 0.0820422

17 Central African Republic 0.577752 0.786988 0.90088 0.5462

18 Chile 0.7226138 0.43164 0.2713168 0.1457601

19 China 0.6613016 0.598569 0.8191959 0.6707677

20 Colombia 0.7889462 0.67466 0.3145791 0.170092

21 Congo 0.6737266 0.721379 0.6558481 0.3546001

22 Congo, Dem. Rep. 0.5859115 0.799275 0.84276 0.4338

23 Costa Rica 0.4203556 0.240833 0.0783999 0.0392

24 Cote d`Ivoire 0.4319443 0.874283 0.8861019 0.647278

25 Cyprus 0.6522008 0.356536 0.6155089 0.3086745

26 Denmark 0.0966647 0.049223 0.0143186 0.0071815

27 Dominican Republic 0.3702123 0.202082 0.0079839 0.003992

28 Ecuador 0.837188 0.65663 0.6049488 0.3112926

29 Egypt 0.4269835 0.246788 0.3600001 0.1800001

30 El Salvador 0.2790943 0.145266 0.1383014 0.069544

31 Fiji 0.9297509 0.559042 0.9285336 0.5686938

32 Finland 0.294143 0.148121 0.0063851 0.0031962

33 France 0.2943999 0.1472 0.1927969 0.100052

34 Gabon 0.518816 0.8338 0.5302068 0.271232

35 Gambia, The 0.689322 0.727926 0.4848246 0.267626

36 Germany 0.2274357 0.123359 0.1178709 0.0592724

37 Ghana 0.6610081 0.730978 0.8800371 0.5819094

38 Greece 0.1860905 0.098798 0.0609919 0.0305316

39 Guatemala 0.9546801 0.52009 0.7588984 0.3819495

40 Guyana 0.8133403 0.633882 0.8714195 0.5944684
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code country ETHPOL ETHFRAC RELPOL RELFRAC

41 Haiti 0.2070293 0.104459 0.7474254 0.3796202

42 Honduras 0.4296185 0.254094 0.2718587 0.142998

43 Hong Kong 0.0659822 0.033642 0.7409157 0.7021824

44 Hungary 0.3080201 0.16676 0.043108 0.0215667

45 Iceland 0.055216 0.027608 0.0257221 0.012943

46 India 0.3482196 0.901163 0.5640861 0.345496

47 Indonesia 0.5287927 0.793439 0.8232126 0.6598619

48 Iran 0.5984298 0.75625 0.3523935 0.1849321

49 Iraq 0.6649471 0.390493 0.9468961 0.5518334

50 Ireland 0.1405512 0.072302 0.0051907 0.0025972

51 Israel 0.5477495 0.2855521 0.5430749 0.295866

52 Italy 0.1540314 0.079757 0.0095654 0.0047913

53 Jamaica 0.6002134 0.353784 0.2932613 0.1501785

54 Japan 0.0672234 0.033581 0.8080537 0.567608

55 Jordan 0.9824263 0.515196 0.3466274 0.1692887

56 Kenya 0.3812851 0.890242 0.831744 0.4824

57 Korea, Republic of 0.0278041 0.0139021 0.6688758 0.7822098

58 Kuwait 0.9798205 0.513024 0.7836815 0.445625

59 Lesotho 0.3428295 0.185026 0.64 0.32

60 Liberia 0.3903874 0.890471 0.8878479 0.643322

61 Luxembourg 0.5955039 0.297752 0.0292395 0.0147261

62 Malawi 0.7359079 0.684387 0.8176353 0.546725

63 Malaysia 0.761617 0.695012 0.7403216 0.6762493

64 Mali 0.4198661 0.861989 0.6200888 0.3270459

65 Malta 0.1671394 0.083485 0.0023978 0.0011994

66 Mauritania 0.5361458 0.333856 0.0198682 0.009958

67 Mauritius 0.8031082 0.482206 0.8876118 0.6275697

68 Mexico 0.6535605 0.576452 0.1556855 0.0790612

69 Morocco 0.8973976 0.474702 0.0783999 0.0392

70 Mozambique 0.4986064 0.837866 0.83328 0.5592

71 Nepal 0.6517658 0.682179 0.3421308 0.1854521

72 Netherlands 0.2136837 0.113302 0.094156 0.048198

73 New Zealand 0.3658242 0.195922 0.0396676 0.0200781

74 Nicaragua 0.6809213 0.496156 0.2697963 0.1425055

75 Niger 0.6977216 0.718459 0.4226727 0.2138064

76 Norway 0.0901551 0.045386 0.0059866 0.0029967

77 Pakistan 0.6975809 0.6084 0.7104035 0.3969907

78 Panama 0.5861965 0.047643 0.5161488 0.297926

79 Papua New Guinea 0.668669 0.353676 0.1263689 0.0644414

80 Paraguay 0.3096495 0.173938 0.121932 0.062468
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code country ETHPOL ETHFRAC RELPOL RELFRAC

81 Peru 0.817017 0.6581 0.8896964 0.4604271

82 Philippines 0.4965057 0.842858 0.2124433 0.108202

83 Poland 0.0991952 0.05119 0.002798 0.001399

84 Portugal 0.0198523 0.009962 0.0011994 0.0005998

85 Rwanda 0.4012621 0.221275 0.711288 0.4265999

86 Saudi Arabia 0.1138508 0.0588619 0.1125993 0.058411

87 Senegal 0.5595772 0.809295 0.3170509 0.1691751

88 Sierra Leone 0.6002349 0.792714 0.9203166 0.571438

89 Singapore 0.666299 0.421427 0.7383223 0.6234467

90 South Africa 0.7177831 0.469259 0.7904783 0.441794

91 Spain 0.6933327 0.435864 0.001599 0.0007998

92 Sri Lanka 0.7492799 0.451912 0.7267059 0.500158

93 Sudan 0.6993763 0.711419 0.7108643 0.426778

94 Swaziland 0.3184385 0.177684 0.6852467 0.363018

95 Sweden 0.3367502 0.18914 0.0178777 0.0089698

96 Switzerland 0.7241683 0.560405 0.0322465 0.0163121

97 Syria 0.3725578 0.206611 0.4096471 0.2197411

98 Taiwan 0.6852467 0.363018 0.9194476 0.590964

99 Tanzania 0.2710496 0.958587 0.8818274 0.647864

100 Thailand 0.5822896 0.36078 0.2658832 0.1433175

101 Togo 0.6732706 0.732451 0.8969109 0.6236125

102 Tonga 0.0660696 0.03362 0.0563491 0.0281994

103 Trinidad &Tobago 0.8417499 0.66248 0.8053156 0.5177164

104 Tunisia 0.1673397 0.087164 0.039387 0.019854

105 Turkey 0.3424468 0.185058 0.0218587 0.0109446

106 Uganda 0.2785829 0.931868 0.845672 0.52435

107 United Arab Emirates 0.64 0.32 0.8389386 0.5073568

108 United Kingdom 0.5706469 0.372961 0.1370616 0.0712815

109 United States 0.6912928 0.582796 0.4677373 0.2629873

110 Uruguay 0.4263952 0.259502 0.1658902 0.086155

111 Venezuela 0.7578776 0.539362 0.2274269 0.1185527

112 Yemen 0.0634789 0.0316149 0.9752443 0.5069999

113 Zambia 0.6062649 0.787442 0.8936369 0.450822

114 Zimbabwe 0.6977813 0.53379 0.9576129 0.4974459

Statistics:

Restricted Model

132



Table 10: The effect of religious heterogeneity SUR estimator for

5-year period

Table 11: The effect of ethnolinguistic heterogeneity SUR estima-

tor for 5-year period
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Table 12: The effect of ethnolinguistic and religious heterogeneity
SUR estimator for 5-year period

Table 13: The effect of religious heterogeneity SUR estimator for

5-year period
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Table 14: The effect of ethnolinguistic heterogeneity SUR estima-

tor for 5-year period

Table 15: The effect of ethnolinguistic and religious heterogeneity
SUR estimator for 5-year period
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Table 16: The effect of religious heterogeneity SUR estimator for

5-year period

Table 17: The effect of ethnolinguistic heterogeneity SUR estima-

tor for 5-year period
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Table 18: The effect of ethnolinguistic and religious heterogeneity
SUR estimator for 5-year period

Table 19: The effect of religious heterogeneity SUR estimator for

5-year period
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Table 20: The effect of ethnolinguistic heterogeneity SUR estima-

tor for 5-year period

Table 21: The effect of ethnolinguistic and religious heterogeneity
SUR estimator for 5-year period
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