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Economists hold nothing too sacred to invade with supply and demand curves, not even matters of faith.  Religion may not be bought and sold like fish and chips, but there are parallels.  

Religion is a differentiated commodity that is produced and consumed in a competitive marketplace.  Consumers make choices about which brands of religion to consume and how much religion to consume.  Some of us choose to "believe," and others not. Some of us choose to be Catholic, others Baptist, other Muslim.  What factors drive those choices?   Is it the hand of God, or is it the hand of economics?  Religion is supplied and marketed by firms called churches, or maybe synagogues or mosques.  Each must choose production technologies, set prices, and deal with free riders.  How are these choices made?  They must compete among themselves as well as with secular firms for the time, attention and financial support of potential adherents.  How do they compete and what determines which will prosper and which will not?


Section I of this chapter considers the demand for religion and how it can be analyzed in terms of such traditional economic factors as scarcity, opportunity costs, prices of related goods and capital stocks.  Section II analyzes supply side issues with a particular emphasis on how providers of religious goods and services cope with endemic free rider issues.  Section III explores the problems of risk and uncertainty in religious choice and Section IV concludes by looking at how competition and government regulation shape the structure and conduct of religious markets.
I. The Demand for Religion

Religion took quite a bashing from 19th century intellectuals.  Nietzsche proclaimed that “God is dead.”  Karl Marx and Sigmund Freud predicted that religion would be crushed by the relentless march of science and rationality, and sociologists began theorizing about the dawning age of secularization.  Similar claims mark much modern discourse.

Curiously, the data refuse to submit.  Religious adherence and church attendance as a percent of population have risen over time in the United States.  In recent surveys more than 60 percent of Americans claim membership in a specific religious group compared to a paltry 17 percent in 1776 (Iannaccone et al 1997).  While religious declines have accompanied modernization in a handful of countries, recent studies indicate that religion remains remarkably robust in most areas of the world.  In the Gallup International Millennium Survey almost two-thirds of respondents claimed that God is very important in their lives (see Figure I) and over 80 percent considered themselves to be a part of some religion (see Figure II).
Figure I     
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Figure II  
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Scarcity and the benefits of religion

This continuing demand for religion should be no surprise.  Economists assume that scarcity drives behavior.  We invest heavily to find new and better ways of producing more and more goods.  While these efforts certainly matter, human technologies have inherent limits; limits that can be transcended by gods.  Religion offers the chance that supernatural beings might supply us with rewards, both current and eternal, well beyond what we could supply ourselves.  One important lure of religion is the potential increase in our collective production possibility frontiers.  In this sense religion becomes an additional technology that rational humans might use to combat scarcity. Using the terminology of sociologists Rodney Stark and William Bainbridge (1987), religion provides compensators that promise people rewards they could not otherwise obtain in the physical world of the here and now.  According to economist Laurence Iannaccone, “the demand for supernaturalism is as basic and irrepressible as the wants it seeks to satisfy (Iannaccone 2002b:6).”

Moreover, the advance of science and “rational” thought will not necessarily undermine religion.  In the world of supernaturalism Iannaccone (2002b) differentiates magic, which involves the belief in impersonal supernatural forces, from religion, which involves belief in supernatural beings.  Magic can objectively be studied.  For example, claims that Tarot cards accurately forecast the future can be subjected to scientific analysis.  Controlled experiments can be used to verify or reject such claims. However supernatural beings elude such simple tests.  It is true that we cannot prove that supernatural beings exist; but neither can we prove that they do not.  Confronted with such uncertainty, rational humans might well choose to cut their risks and jump onto the religious bandwagon.  As the philosopher Pascal put it long ago, “Let us weigh the gain and loss in wagering that God is....If you gain, you gain all; if you lose, you lose nothing.  Wager then, without hesitation that He is (Pascal 1660).”   To Pascal, investments in religious activity are perfectly rational reactions to eternal risk.


Because religion conflicts neither with science nor rational thought in this context, there is no logical reason to expect it to wither away in modern society.   Magical aspects of the supernatural that can be disproved will fall prey to science, but religion will not.  Indeed, among college professors, those in the “most” scientific fields such as mathematics, chemistry, physics and biology profess the most religious faith (Iannaccone et al 1998).

Many consumers emphasize the potential benefits religion might provide them in the future.  Indeed, an initial economic study posited that the demand for religion springs from the demand for afterlife consumption (Azzi and Ehrenberg 1975).  However religious activity can also offer concrete benefits in the here and now.  It is one avenue, among others, that might provide consumers with a sense of affirmation and a sense of meaning or purpose.  As such it can create a sense of happiness or serenity in the present.  Religion can also provide a wide assortment of other social and personal benefits.  Religious activity can create improvements in both physical and emotional well-being through a variety of channels (Ellison 1998).  For example, church attendance can build stronger social networks, provide both formal and informal support systems, and improve skills for coping with stress.  In addition, by discouraging tobacco and alcohol, religious beliefs can promote healthier life-styles.
Determinants of demand

To model the demand for religious activity most economic studies begin with a variant of Gary Becker’s (Becker 1965) household production model.  They assume that households and individuals will allocate their scarce time between secular and religious goods to maximize utility.  Although initial studies emphasized the “afterlife” value of religious activity, recent ones pay increased attention to the current benefits derived from participation (Sullivan 1985, Sawhill et al 1997, Heineck 2001).  Individuals are assumed to maximize a utility function that depends upon the consumption of secular and religious goods and services in each time period.  Specifically: 


U = U(S1, S2, ..., St,..., Sn , R1, R2, ,…, Rt,.., Rn)
(1)
where the St are bundles of secular goods and services in time period t, and the Rt are bundles of religious goods and services.  The values of St depend upon the quantities of secular goods and services purchased in period t (QSt) and the amount of leisure time in period t (TSt).  The Rt, in turn, depend upon the quantities of religious goods and services purchased (QRt) the amount of time spent in religious activities (TRt). Or:


St = S(QSt, TSt)   and
(2)

Rt = R(QRt, TRt).  
(3)

Religious activity responds to conventional microeconomic variables in these models. For example, price should negatively affect the consumption of religious goods just as it negatively affects our willingness to buy secular items.  Prices could be explicit prices for purchased religious goods or implicit prices that reflect the opportunity cost of time spent in religious activities.  As a simple illustration, when inclement weather, three-day holidays or championship football games raises the opportunity cost of time, attendance at religious services falls.  Statistical studies typically have examined the impacts of such traditional variables as wage rates, the price and availability of complementary and substitute goods, and consumer tastes and preferences.

Wage rates can have several effects.  Since higher wage rates increase the opportunity cost of time spent in religious activities, consumers might substitute toward work and away from religious activities (TRt falls).  On the other hand, higher wages can also raise income and release individuals from having to work as many hours.  With increased income and fewer hours on the job, consumers might also decide they can better afford to invest money and time into religious involvement.  In this scenario, both QRt and TRt can rise. Thus, the theoretical impact on the quantity of religion demanded is ambiguous and statistical studies do show mixed results (Sawkins et al 1997).  

More interestingly, the models predict that wages should affect the type of religious involvement demanded.  When wages and income rise, consumers should shift from time-intensive to money-intensive forms of religion.  Using the terminology above, QRt should rise relative to TRt.  And it does.  For example, studies find that consumers with higher incomes do not necessarily spend more time in religious pursuits, but they do throw more money in the offering plates.  Financial contributions relative to attendance rises with income.  Wealthy consumers tend to join congregations that hire professional staff to preach, to teach, to sing, to cook and to clean.  Religious groups that rely upon and expect members to shoulder those responsibilities often attract members with lower wages (Iannaccone 1998).  

Complementary and substitute goods also matter.  Just as a cup of tea can be enhanced by judicious amounts of lemon and sugar, the benefit of religious activity can be enhanced if it is shared by other family members.  Indeed, families with mixed religious preferences experience significantly higher rates of divorce (Lehrer and Chiswick 1993).  As we would expect given these religious complementarities, people are inclined to marry within their religion or to convert to their spouse’s religion in a mixed marriage.  We also find higher levels of religious activity among spouses who share the same faith (Iannaccone 1998) and among families with children (Sawkins et al 1997).   As for substitutes, the most likely suspect is employment.  Hours spent on the job are hours not available for most religious activities.  Employment does have the predicted effect.  Historically, men have been more likely to enter religious communes such as the Shakers during periods of high unemployment (Murray 1995) and any modern cleric can cite examples of how the influx of women into the labor market decreased the number of volunteer hours that women offered their local church.

Tastes and preferences are a final consideration.  Economists typically take these as given, but if the benefits of religion stem from its ability to provide compensators and social support, then tastes and preferences might be molded by perceived needs for these factors.  For example, there is some evidence that religiosity is affected by illness and the recent death of a loved one (Miller 1995) and, although the evidence is mixed, the tendency for adults’ religious activity to increase with age might partly stem from increased concern with afterlife consumption.
Religious capital


Extending this basic model to include human capital sheds additional light on patterns of religious behavior (Iannaccone 1992).  In the secular world, individuals routinely invest in education, training and practice to build human capital.  The sacred realm is no different.  Just as an athlete practices to build athletic skills and a neurosurgeon studies to build medical skills, those who study and participate in religious activities create “religious capital” that enhances their religious skills and enjoyment.  

The appreciation and enjoyment of religion, like that of music and art and literature is a skilled consumption activity; it requires investments in human capital.   Those who have never struggled to produce music themselves will not appreciate the full power and beauty of a Bach Requiem.  To be pleasurable, a stimulus must contain the right mix of redundancy and novelty.  Experiences too familiar or redundant are boring; we need an element of surprise or novelty to hold our attention or interest.  But experiences can be too new as well.  Those we perceive as totally foreign can bewilder, even frighten.  A film such as Alien3 might delight a teenager accustomed to cinematic horror, yet terrorize a younger child with no prior exposure to movie mayhem.

Movies are not alone.  According to the late economist Tibor Scitovsky, art cannot be fully appreciated unless it is in a reasonably familiar style, and successful literature must portray characters and dilemmas to which we can relate.  Similarly, conversation, even gossip, must be about people or places we know if it is to hold our interest (Scitovsky 1992).  In this sense, cultural capital provides the background we need to appreciate additional information; it provides the redundancy needed to appreciate additional experiences.  Just as knowledge of art can increase the demand for and the benefits from additional experiences in art, religious capital can raise the demand for and benefits from additional religious activity.  Those who know the liturgy and theological nuances find more meaning in church services and sermons.  Those already familiar with the melodies find hymns more uplifting.  Those already plugged into congregational networks find more social support.

Religious capital creates a feedback loop.  Participation in religious activities creates religious capital that, in turn, raises the benefit and demand for further participation.  The fact that this capital grows over time provides an alternate explanation as to why religious participation tends to increase over an adult’s lifespan.  Similar to models of addiction, increased consumption in one period raises the demand for consumption in the next.  Mathematically:

Rt =   R(QRt, TRt, RCt)
(4)
where RCt is the amount of religious capital “owned” by a consumer.  Over time RCt grows with the consumers’ religious consumption.  Specifically:

∆RCt =   RC(QRt-1, TRt-1, RCt-1)
(5)

Much religious capital cannot easily be transferred across denominations or even congregations.  Thirty years of faithful participation in the local Methodist congregation does nothing to prepare one for life as a Hindu.  Because religious capital is faith-specific, brand loyalty should predominate.  A sale on Pepsi will readily cause consumers to switch from Coke, but switching from Methodism to Hinduism means the costly loss of religious capital.  As a result, most children follow in the religious footsteps of their parents, relatively few people switch faiths, and those who do tend to switch at earlier ages before the amount of religious capital at risk becomes too large (Iannaccone 1992).
II. The Supply of Religion

While some religion can be self-supplied, most is produced and marketed through nonprofit firms such as churches, synagogues or mosques.  The nonprofit form largely results from information imperfections.  In markets for which information is easily and cheaply obtained, consumers can make efficient and informed choices.  For search goods (those for which quality can be determined easily by inspection), the process is trivial.  Selecting the correct-sized mailing envelope or the dress shirt of appropriate color require little stress.  However, experience goods cannot be easily judged until after they have been consumed.  For these we seek advice from others. We consult Consumer Reports and friends to assess which autos are likely to be most durable and which wrinkle-free slacks are truly wrinkle-free.  


Information problems are most severe for credence goods -- goods whose quality we cannot objectively measure even after use.  For example, suppose we take a pill our doctor prescribes and then we recover.  The recovery might have been caused by the pill, but we might have recovered, anyway.  We cannot be sure.  Crediting recovery to the pill requires a subjective leap of faith.  Religion is the consummate credence good.  We may never know, at least in this life, if we picked a winner.  Credence goods expose consumers to increased risk and vulnerability.  With no effective method of judging product quality for themselves, consumers must take supplier claims on faith.  

Can suppliers be trusted?  For-profit firms might be especially prone to exploit their information advantage with bogus claims of product quality.  Nonprofits have less of a financial stake in our choices and, therefore, might be less likely to deceive or to skimp on quality.  As a result, nonprofits are more believable and easier to trust.  In addition, managers might self-select.  Those primarily interested in monetary rewards might locate in proprietary firms, while those with more altruistic bents plausibly could gravitate toward nonprofit employment.  Given that nonprofits often open their accounting ledgers to the public and even allow consumers a voice in how their organizations are managed, it is not surprising that they dominate markets for credence goods such as education, health care and religion (Rose-Ackerman 1996).

Despite their nonprofit nature, religious organizations and leaders are certainly not immune from financial incentives.  Numerous religious entrepreneurs have parlayed evangelistic efforts into substantial personal fortunes and recent economic studies suggest that prior to the competitive entry during the Protestant Reformation, Catholic officials routinely “controlled and manipulated doctrine and rules in order to increase its revenues.” (Ekelund, et al 1996:649)

Although money does matter, many modern studies model religious organizations as clubs which produce quasi-public goods that are accessible to members, but not to outsiders or non-members.  Their products include worship services, religious education opportunities, counseling and a wide array of social activities.  Many of these are produced within the organizations by participating members, but others are produced by agents such as clergy and other professional staff.  In club models, clergy are treated as agents of the members much as corporate managers are agents of the stockholders.
External effects and free riding


Along with traditional principal-agent issues, clubs and religious organizations are plagued by a variety of external effect and free-rider problems.  Because church members produce and consume many products jointly, their utilities are interdependent.  Participation, both in terms of volunteer labor and contributions, creates positive spillover or external effects.  The more one member contributes, the more others have available to them.  The benefit received by one member depends on the quantity of participation by others.  To modify our earlier model, a consumer’s utility in period t (Ut) is given by:


Ut =   U(St, Rt, Qt)
(6)
where Qt represents the quantity and quality of religious production by other members of the group in period t.


If individual members ignore their impact on others, inefficiencies result.  As with other club goods, most religious goods are non-excludable.  Once produced, they are available to all members at no additional cost.  Because religious goods produced by one member are available to all, the marginal benefit of religious output to the group exceeds that received by the individual producing member (see Figure III).  
Figure III:
Spillover Benefits and Efficiency











The marginal benefits to the group cover marginal cost all the way to output R1t.  But members who care only about themselves will rationally balance their personal benefits with cost and produce only R0t, an inefficiently small amount from the perspective of the group.  Of course, selfless individuals who care only about the greater good would consider the spillover benefits and produce larger quantities.  Many members do voluntarily contribute generously in terms of both time and money.  But many do not.  Faced with the opportunity to enjoy the benefits of religious output whether or not they pay, many choose not to pay.  They choose instead to free ride on the contributions of others.

Free riders create at least two problems for a religious congregation or group.  First, free riders can be expensive; they raise costs for the more committed members.  Free riders might avoid helping to supply religious outputs, but they are seldom shy about demanding them and often complain loudly when such goods and services are slow in coming.  Clerics of every stripe can identify free riders who rarely attend services or contribute funds, yet place disproportionate demands on their time and energy.


Second, free riders can demoralize other members of the congregation.  Worship services are chapters in a congregation's continuing and collective journey of faith.  Occasional and uncommitted participants do not appreciate where the congregation has been or where it is going.  They do not sing with enthusiasm because the melodies and responses are unfamiliar.  They do not pray with conviction because their own commitment is marginal.  They do not seek out and greet new visitors because they cannot identify which people are visitors.  Committed believers add excitement to worship; free riders often reduce it.

Sacrifice and stigma

Secular clubs alleviate free-riding through membership screening and pricing.  Committees scrutinize applicants and deny membership to those deemed unlikely to act in the best interest of the group.  Those passing this initial test are then charged explicit fees.  Just as governments levy compulsory taxes that force citizens to pay for efficient quantities of public goods, secular clubs levy initiation fees and annual dues to finance their programs. Potential free-riders who are unwilling to pay and contribute are excluded and lose access.  In the face of scarcity, we cannot allow free access to all goods and services.  We must ration some potential consumers out of the market.  Most firms ration access to their products by pricing the products themselves.  Secular clubs ration access to their products by pricing membership in the club.

However, because most religious groups consider screening committees and annual dues theologically offensive, they need more creative ways to weed out uncommitted members likely to free ride.  Unwilling to screen potential members through explicit prices, they use implicit prices instead.  These implicit prices often are charged in terms of sacrifice and stigma (Iannaccone 1992).

Religious membership may not require a monetary sacrifice, but it often requires significant non-monetary ones.  Hare Krishnas are expected to shave their heads and don saffron robes. Jehovah Witnesses are expected to engage in door-to-door evangelism and forego blood transfusions.  The Amish must do without cars and electricity.  When religious groups impose prices this high, free riders vanish quickly.


Sacrifice and stigma serve a second function as well.  Not only do they keep free riders out, they keep committed members in.  For example, Amish men find it difficult to interact easily in the secular world.  Their beards, hats and drab black clothing set them apart and make them curiosities subject to the bemused stares of others.  As a result, they avoid such interactions when possible.  They prefer to remain in their own communities among those of similar beliefs.  In other words, secular and sacred activities are substitute goods.  By imposing heavy demands on their members, religious groups effectively raise the price to their members of interacting with people outside their own faith.  By increasing the price of secular substitutes, they raise the demand for religious activities and eliminate free riders.  As Iannaccone puts it:

Distinctive diet, dress, grooming and social customs constrain and often stigmatize members, making participation in alternative activities more costly.  Potential members are forced to choose: participate fully or not at all (Iannaccone 1992:276).

 Since the equilibrium output in a free-riding world is inefficiently low (see Figure III), this increased demand for religious activity can add net value to the group.  In this context, imposing harsh requirements that isolate members from other societal groups can be a rational method to discourage free-riding and build a cohesive community.   High-cost or high-tension religious cults and sects are often accused of brainwashing their members.  But there is considerable evidence that people are well aware of the costs and benefits in joining these groups and that their memberships were not coerced (Richardson 1991, Iannaccone et al 1998).  


The high-cost strategy can work.  Such groups enjoy significantly higher levels of giving and participation per member than do other religious groups.  Iannaccone (1992) divided denominations into four categories: Most Churchlike, Churchlike, Sectlike and Sect.  Those denominations categorized as most churchlike impose the lowest demands on members while Sects demand the most.  For a sample of Northern Californian church members, Iannaccone found that, compared to members of the most churchlike denominations, members of sects attended more Sunday services per year (49.5 compared to 34.5) and more evening events per year (96.8 compared to 34.5).  They also contributed significantly larger percents of their incomes (8.43% compared to 2.64%) and were less likely to belong to other organizations (1.72 compared to 3.59). More complete results are listed in Table I.  Similar differences can be found using national data and these results persist in regressions that control for differences in such background characteristics as age, sex, education, income, marital status and geography.

 Iannaccone's sacrifice and stigma thesis also explains an intriguing paradox of church growth.  Conventional wisdom would predict that making membership easy would increase a group's rate of growth.  However, those faiths which demand the most sacrifice and stigma are among the fastest growing.  Mormons have enjoyed exponential growth, yet place heavy demands upon members in terms of expected monetary contributions and evangelistic service.  On the other hand, mainstream Protestant denominations place minimal demands upon members have been losing members and market share in recent decades.  Membership is cheap, but so is free-riding.  According to Berman (2003), a similar model can be used to explain the success of radical and high-cost religious militias such as the Hamas and Taliban.

Sacrifice and stigma are not foolproof strategies for enhancing church growth.  Not all potential members will be persuaded, and not all current members will stay.  As economists should expect, the strictest and most demanding religious groups do tend to attract those with the least attractive secular options:  the less educated, the less well-to-do, the young, women and minorities (see Table I).  These groups also experience cyclical swings.  When the economy drops into a recession and unemployment rates rise, membership in strict religious groups also tends to rise.  When the economy recovers and job opportunities improve, membership in these same groups falls (Iannaccone 1992).

Table I 
Denominational Characteristics: 1963 Northern Californian Data

	
	      Most    Churchlike
	Churchlike
	   Sectlike
	Sects

	Size of congregation
(# of members)
	939
	787
	335
	173

	Household Income
($ per year)
	$10,140
	$9,435
	$8,399
	$6,944

	Respondent education

(years)
	14.5
	13.9
	12.3
	12.5

	Sunday attendance

(services/year)
	33.8
	38.4
	44.2
	49.1

	Evening attendance

(meetings/year)
	34.5
	44.9
	69.0
	96.8

	Church contributions

(% of yearly income)
	2.64
	3.36
	4.64
	8.43

	Church friends

(# out of 5 closest friends)
	1.32
	1.51
	1.80
	3.15

	Nonchurch memberships

(number claimed)
	3.59
	3.07
	2.13
	1.72


Source:  Raw data are from 1963 northern Californian Church Member Study. Table is adapted from Iannaccone (1992).  Using two-tailed tests, differences between the mean values for Most Churchlike and Sects are statistically significant for all reported variables.

Optimal firm size


Large congregations are especially vulnerable to free rider woes.  The larger the group, the easier it is to hide.  Shirking one's proportionate responsibilities is tough in a group of two, but relatively easy in a group of 1,000.  A congregation of 1,000 members might be lucky to find 300 at worship on a particular Sunday.  

On the other hand, being large does bring benefits.  Multiple staff members support a diversified menu of programs and interest groups that smaller congregations can only imagine.  And there are cost advantages as well.  Attendance at liturgies, church school classes, youth groups, and Bible studies rarely approaches physical capacity.  Stuffing in extra participants almost always lowers the cost per person.  Even when capacity is strained, constructing larger facilities often generates economies of scale.  A building large enough to handle 1,000 parishioners is not likely to be twice as expensive as one built to accommodate 500.  Statistical studies document both effects.  Within many Christian religious traditions, larger congregations attract fewer contributions per member, exactly what we would expect if proportionately more free riders are present (Stonebraker 1993, Zaleski and Zech 1994).  However, larger congregations also enjoy scale economies that lower operating costs per member.  

For some mainline Protestant churches the size advantage dominates.  As congregational size rises, average operating costs fall faster than average revenues.  In these cases, the larger congregations are able to allocate disproportionately more funds for benevolence and mission projects that aid ministries beyond the congregation itself (Stonebraker 1993).  However, patterns in stricter denominations might differ.  High-cost religious groups and sects that rely on sacrifice and stigma are likely to find smaller sizes more efficient.  The larger the group, the more difficult and expensive it becomes to monitor and enforce behavioral standards.  Theory predicts that mainline groups which impose few standards and have no significant monitoring costs will find larger sizes more efficient while high-cost sects will find smaller sizes more efficient.  Interestingly, these are precisely the patterns we find.   High-cost religious groups tend to be smaller than low-cost groups (see Table I). 
III. Religious Risk

Religious suppliers must also confront risk   To Pascal, choosing to believe in God was elementary logic.  If we choose not to believe, we risk eternal damnation.  If we choose to believe, we risk nothing.  If God does exist, believers will be rewarded.  If God does not exist, believers end up in the same boat as non-believers.  Belief creates no risk, no possible loss.  


But things are not so simple. Which God?  Which religion?  The prerequisites for salvation vary markedly among religions.  Different faiths demand different and often mutually exclusive beliefs and actions.  The official dogma of the Shiite Muslim and the Southern Baptist each condemns the other to an eternal hell.  There is no safe belief.  


Suppliers try to convince potential adherents that theirs is the one true faith.  Consumers are often skeptical but, since religion is a credence good, claims cannot easily be disproved, at least in this life.  Cautious buyers will seek strategies that might cut the likelihood of falling prey to religious fraud.  For example, they prefer testimonials from trusted friends rather than from strangers and testimonials from those with no financial interest at stake.  Personal invitations from trusted friends and lay testimonials have proven to be successful evangelistic tools and the fact that religious professionals often earn considerably less than others with similar education and training probably contributes to their credibility as well.  Nonetheless, risk remains. 

In financial markets we combat risk through diversification; we spread investments over a wide variety of corporate stocks and bonds.  Might religious diversification bring similar rewards? Religious diversification is not a new idea.  Ancient Rome offered many potential and competing deities.  Venus, the goddess of love, handled matters of the heart while Ceres, the goddess of agriculture, took care of crops and Mars, the god of war, handled military matters.  

All these existed, side by side, in an atmosphere of mutual toleration.  Adherence to one did not preclude involvement in another.  Citizens could, and many did, participate in multiple cults -- sacrificing to several gods, worshipping the Emperor, and undertaking a variety of different rites and initiations (Iannaccone 1995:293).

More modern examples exist as well.  Indians might worship a variety of Hindu gods, while Japanese families might claim both Buddhism and Shintoism, and yet rent a Catholic church for their daughters' wedding (Ono 1998).  New Age proponents mix and match tarot readings, meditation, astrological charts, trips to a mystical energy vortex, crystals, pyramids and witch's covens.  


Despite its potential, religious diversification remains the exception in Western countries.  Most adherents choose a specific brand of faith and consume it exclusively.  Of course, no firm wants its customers to diversify.  Ford prefers that its customers not diversify with General Motors and Pepsi prefers we not diversify with Coke.  But secular firms rarely command the fierce customer devotion enjoyed by churches.  What enables a particular religious faith to command the sole allegiance of its worshippers?
Strategies for exclusivity

Secular firms wanting exclusive consumer allegiance first must diversify themselves.  They become full-line merchandisers and market themselves for one-stop shopping.  Ford produces a full line of vehicles and Pepsi a full line of soft drinks.  So it is in the sacred world.  Because gods in the Roman panoply specialized, none could command exclusive devotion.  But the Judeo-Christian God is an all-encompassing deity.  Churches and synagogues in this tradition provide a full range of cradle-to-grave services; services that include a comprehensive theological system and a broad network of fellow members to meet both social and emotional needs.


Comprehensive services are necessary, but not sufficient.  Consumers will grant exclusive allegiance only if firms make it efficient to do so.  Developing exclusive technology is one common corporate tactic.  Enthusiasts lured by Sony’s PlayStation games had better buy the PlayStation game platform as well; Nintendo's are not compatible.  Similar ploys succeed in religion.  While the Greco-Roman gods tolerated multiple allegiances, the Judeo-Christian tradition demands exclusivity.  The Ten Commandments are quite explicit.  “You shall have no other gods before me,” and “You shall not make yourself a graven image...you shall not bow down to them or serve them; for I the Lord your God am a jealous God” [Exodus 20: 3-4]. Polytheism and Christianity are not compatible.

The first two commandments forbid Christians to shop for alternative gods, but they place no restrictions on sampling different traditions within Christianity.  They explain why Christians do not diversify into Hinduism, but not why Presbyterians fail to diversify into Catholicism.  Perhaps such diversification is costly.  Strategies that reward allegiance and/or penalize defection might build loyalty.  Each November many U.S. supermarkets offer a free Thanksgiving turkey to those who spend at least $250 in the preceding month.  Consumers that patronize one store exclusively can usually make the $250 level.  But those that diversify and split their purchases among several stores may not.  Airlines grab allegiance in the same way with frequent-flier programs.  Consumers that patronize a single carrier exclusively more easily can run up enough miles to win free trips.  

Competing Christian groups pursue similar strategies. Christianity is largely a communal faith.  Worship, sacred rites, and other services are produced and consumed collectively within a congregation of believers.  Consumers not spliced into the intricate social networks within these congregations derive few benefits.  But these network connections seldom arise naturally; they must be carefully cultivated over time.  And those who split their shopping among several congregations are unlikely to be successful.  To drive home the point, many Christian faiths forcibly evict members who are intent on comparison shopping.  The Catholic who strays into Mormonism risks ex-communication and separation from the family of faith.  Mormons who regularly seek absolution from Catholic priests risk analogous penalties.  

IV. Religious Markets

The success of a religious group might be affected by the types of demands it places upon members and by its ability to command the exclusive loyalty of those members.  However, just as in the secular world, success will also hinge upon the quality of the product delivered.  While religious groups certainly provide a variety of social products, their main products are doctrines.  These doctrines vary significantly across religious traditions, yet most share a common logical structure.  They contain a series of assertions, typically improvable, about what specific outcomes will result from what specific religious actions.  While economists cannot prove that one doctrine is “better” than another, we can make predictions about the types of doctrines that are most likely to succeed in a competitive marketplace (Iannaccone 2002b). 
Religious products and market competition

First, only those doctrines that offer positive expected net benefits can expect to flourish.  Consumers will quickly reject religions that promise negative payoffs.  Second, successful doctrines will reserve the greatest net benefits for those who are the most faithful.  If they offer the same rewards to all, the marginal benefit will be zero.  Consumers will expend little or no time and money pursuing religious activities if they promise no additional gain.  This creates problems for many liberal Protestant denominations.  According to Iannaccone, these groups often lose members to more conservative congregations “not because they offer too much or too little, but because they cannot bring themselves to promise members substantially more than they offer nonmembers.” (Iannaccone 2002b:15).  Similarly, he argues, “with little to offer and less to withhold,” it is not surprising that atheists have made little headway in religious market (Iannaccone 2002b:15).

Successful doctrines must be able to attract sellers just as they attract buyers.  We cannot buy what no one is willing to sell.  The fact that priests traditionally would claim a share of any sacrificial offering certainly might have affected how vigorously they touted such offerings, and the burgeoning New Age market for Tarot readings, meditation lessons and channeling sessions has been helped by the variety of people willing to sell such services.  


While not all doctrines are created equal, those that persist show remarkable diversity.  Religious markets in many countries, including those of the United States, are characterized by many firms, differentiated products, and easy entry.  Like restaurants and clothing manufacturers, religious groups exhibit monopolistic competition.   

Because consumers have differentiated food tastes, restaurants race to fill every available spot in their product space.  Some specialize in ethnic dishes, others in seafood.  Some offer drive-through service while others offer six-course, three-hour extravaganzas.  Religious groups offer a similar diversity.  We can find groups that offer short worship services or long ones, high liturgies or none at all, conservative theologies or liberal ones.  And new entrants will quickly fill unexploited market niches in religious product space.  If Pentacostalists are underserved in a local market, storefront suppliers rapidly will emerge.

Although diversity and competition dominate many religious markets, such pluralism generates very different reactions.  Some insist that pluralism erodes the overall demand for religiosity.  They maintain that competing religious claims undercut the credibility of all.  According to sociologist Steve Bruce (1992:170), “Pluralism threatens the plausibility of religious belief systems by exposing their human origin…A chosen religion is weaker than a religion of fate because we are aware that we choose the gods rather than the gods choosing us.”  In economic terms, religious pluralism raises consumer costs by increasing uncertainty and lowering the expected utility of commitment (Hull and Bold 1998).  In this view, a single monolithic faith will maximize religious faith and participation.  

However many economists disagree and suggest that pluralism might increase religiosity.  Pluralism allows religious groups to specialize and differentiate their products to more accurately match up with diverse consumer tastes and preferences.  Just as an ice cream parlor that offers only a single flavor will lose sales, a country that offers only one brand of faith will lose religiosity. 

Economists Pedro Pita Barros and Nuno Garoupa (2002) recently have used a spatial location model to analyze the effect of religious competition.  Using a simplified variant of their approach, imagine a “theological product space” in which consumer tastes are uniformly distributed along a spectrum from conservative to liberal views. Next, assume that consumers will join a church only if the church’s theology is some reasonably consistent with the consumers’ own tastes. For example, suppose consumers will join only if the church is located within X units of the consumers’ own positions in theological product space.  In Figure IVa, if a conservative monopoly church locates at point A, it will attract members located between A1 and A2 (A ± X).  If the church wants to attract members with more liberal tastes it can do so by moving to the theological left.  But this will cause its more conservative members to drop out.  Anything a single, monopoly faith does to please one market segment will alienate another.  

If new churches enter the mix, they can locate in areas not served by the incumbent. For example, if a new church enters at point B (see Figure IVb), consumers located between B1 and B2 (B ± X) join the fold.  As new faiths emerge through time, they capture the minds and hearts of the heretofore heathen.  Pluralism boosts religion participation.

Competition might also force churches to produce more efficiently.  Clergy in a monopoly religion have less need to recruit members, less need to preach and teach effectively, and less need to respond and tailor their product to meet needs of their members.  A lack of competitive pressure means a lack of evangelistic zeal.  Monopoly power is likely to sap the evangelical fervor of the dominant faith over time.  Monopolies in the sacred realm are just as prone to sloth as those in the secular world.

Pluralism proponents bolster their case by citing the example of the United States where both religious participation and religious competition are unusually high by international standards. 
Many statistical studies also support the positive impact of pluralism.  Using appropriate control variables, they find significant positive correlations between measures of pluralism and religiosity (Iannaccone 1991).  However, many of the studies are plagued by data and statistical shortcomings and some do reach opposite conclusions (Olson and Hardaway 1999, Voas et al 2002).

The impact of market concentration might also depend upon its cause.  For example, religious participation in Ireland, Poland, and the Canadian province of Quebec have been remarkably high even though all are heavily dominated by Catholicism.  However, in these areas, the church often served to galvanize opposition to outside political repression.  Attending church was viewed as much an indication of nationalism as of religiosity.  Interestingly, with the demise of the Soviet hegemony in Poland, religious participation has begun to wane.  The same decrease in religiosity has been seen in Quebec as the French Canadians have increased their local political power (Stark and Iannaccone 1996).
Figure IV: Theological Product Space
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Figure IVb: Competitive Entry
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Regulated religion


While the overall impact of pluralism remains an issue, economists generally agree that artificial restrictions on religious pluralism, especially those imposed by governments, do restrict participation (Chaves and Cann 1992).  


Religious suppliers are no keener on competition than their secular counterparts.  Adam Smith recognized this more than 200 years ago.  He knew that if clergy are confronted by competitive pressure "their exertion, their zeal and industry" must rise (Smith 1965: 740).  He knew that churches, like other producers, would fight to insulate themselves from the rigors of such competitive pressure; that, barring natural economic entry barriers, they would seek refuge in protective government regulation.  They have.  Religions provided divine endorsements and legitimacy to kings who, in return, granted state-endorsed monopoly privileges.  The religion of the king became the national, established religion, and alternative faiths were repressed through both legislation and violence.  As Iannaccone puts it, "From Old Testament Israel to contemporary Iran, religious uniformity has arrived on the edge of the sword, and only the sword has sufficed to maintain it (Iannaccone 1991:159).

Although the American colonies were settled by refugees seeking to avoid monopoly church repression, they were intolerant themselves.  They quickly set up government-backed religions of their own and used state power to erect entry barriers against new, upstart faiths.  Congregational churches received revenues from colonial New England taxes, and itinerant ministers were banned from preaching without the prior approval of local clergy.  Nonetheless, the constitutional separation of church and state has allowed the United States to escape the formation of a state-established church. This laid the groundwork for religious diversity that has been responsible for one of the most competitive religious markets in the world.  

In many European countries state-established and state-protected churches endure.   The German government still subsidizes Lutheran congregations through state-imposed membership taxes and several Scandinavian governments continue to pay Lutheran pastors as civil servants.  Despite woeful attendance, the established churches of Europe display considerably less evangelistic zeal than their American counterparts.  

Europe’s monopoly churches are, like its monopoly utilities, directed towards the needs of producers rather than consumers.  Producer-run businesses favour technical excellence over cost-effectiveness.  Compare European cathedrals with the no-frills premises of the new fundamentalists…Unconstrained by market forces, European churches devote energy to doctrinal niceties [that] do not interest most users.  The seminaries of Southern Baptists are concerned with practical skills, just as Wal-Mart’s training is directed towards minding the store, not the financial engineering of a Harvard MBA (Kay 2003).
The message seems clear: government-imposed entry barriers restrict competition and output.  

Deregulation set the stage for several major religious shifts in the United States.  The first, following the constitutional disestablishment of religion in 1791, unleashed a torrent of entry in the early nineteenth century that increased consumption of religious services significantly (Olds 1994). Changes in immigration policies helped lead to changes in the population that spurred the growth of specific religious groups.  Immigrants from Ireland and Italy strengthened the competitive presence of Catholics.  The relaxation of controls on Asian immigrants in the latter half of the 20th century brought increased numbers of Buddhists and Hindus into the country.  Perhaps more importantly, the new laws also enabled the entry of guru-entrepreneurs who quickly showed the ability to market their religious practices successfully among native-born Americans as well as among Asian immigrants (Iannaccone Finke, and Stark 1997).  


Changes in Federal Communication Commission (FCC) broadcast regulations also proved to be important.  Prior to the 1960’s FCC policies pushed broadcasters to grant free airtime to religious programming. Well-heeled station owners, in turn, parceled out the free time to the denominations to which they themselves belonged:  liberal, mainline Protestant denominations.  However, when new policies no longer gave preferential treatment to broadcasters offering free airtime to religious groups, the major stations and networks quickly began shifting to paid religious programming instead.  The mainline denominations hesitated at paying for access to a heretofore free resource, but conservative faiths did not.  Having been denied free airtime, more conservative evangelists had been forced to buy airtime on local stations for years.  They jumped quickly into the broadcasting breach.  They knew the market and they knew how to cajole their audience into funding their broadcasts.  Within a short period of time fundamental Christians began to dominate the American airwaves (Iannaccone, Finke, and Stark (1997).

Deregulation has spawned similar changes in other countries.  After the Allied Occupation disestablished the Shinto religion and repealed religious regulations, Japan experienced a dramatic religious revival (Iannaccone, Finke, and Stark 1997).  Deregulation of Catholic state-monopolies have led to the rapid growth of Protestant churches in Latin America, and the demise of Soviet control created comparable increases in Hungary and other Eastern European nations (Froese 2001).
Competition and doctrine

In addition to its impact on religious participation, competitive pressure can also impact the nature of the product or doctrine being marketed.  Barros and Garoupa (2002) consider a case in which consumers that were originally forced to join a monopoly church are suddenly given the option of not joining.  Those most inclined to leave the church are likely to be those most opposed to religious strictness.  As a result, an established church concerned about its power is likely to liberalize to stem the potential outflow of members.  If tastes and preferences change in a way that makes the population less religious, we should observe the same liberalizing effect as the established church tries to hold onto its market.


If new faiths are allowed to enter the market, the established church should move in the direction of its new competition.  Entry by conservative sects is likely to pull the established church to the right to cut off support for the new threat.  Similarly, competition from more liberal faiths should pull the established church to the left.  Barros and Garoupa use this theory to explain why the dominant churches in the U.K. and Scandinavia (where the main competitors are fairly liberal) are less strict than are the dominant faiths in Southern Europe and Brazil where the competition comes primarily from the right.

Competitive pressures might also explain the Catholic Schism of 1054.  Barros and Garoupa explain that the Catholic Church enjoyed far more monopoly power in the West than in the East.  Catholic rulers controlled Western Europe and acknowledged the spiritual leadership of Rome.  With no major challengers, the Western Catholic Church could afford to market a conservative doctrine.  However, the Eastern Catholic Church faced significant competitive pressure from Muslims and local sects, and found itself being pulled in very different theological directions; directions that ultimately caused the split.

Competition might also explain why church officials have increasingly soft-pedaled the concept of Hell.  With a near monopoly, the Catholic Church could afford to deliver a fire and brimstone message.  Toe the religious line, or burn forever.  According to Barros and Garoupa, increased competition, both from Protestants after the Reformation and from the “non-church” during the Enlightenment, forced official doctrine to become more user-friendly.  In addition, a doctrine that condemns non-Catholics to Hell is more viable in a world populated almost entirely by Catholics.  The doctrine becomes harder to stomach in a world of religious pluralism in which many of one’s best friends and relatives are non-Catholics (Iannaccone 2002b).
Conclusions

Where do we stand?  At its heart, economics is a science of choice in which people rationally consider the expected costs and benefits of their actions.   It assumes that if behavior differs across individuals or across time, it must be because perceived costs and benefits differ across individuals or across time.  Such notions generate little controversy in secular enterprises and microeconomic theories consistently predict real-world behavior with uncanny accuracy.  The theory works.

Does it work equally well in the sacred world?  Can we model religious behavior with the same tools we use to analyze General Motors and Wal-Mart?  For many years social scientists considered religious choice antithetical to rationality.  Religious behavior was deemed illogical and “scientific” analyses were often couched in terms of social and psychological pathologies.  


Recent scholarship suggests otherwise.  Decisions about how much and what types of religious activity to demand and supply appear remarkably consistent with traditional economic maximization behavior.  Religious choices closely mirror those made in more secular pursuits.  Negatively sloped consumer demand curves for religion shift in response to factors such as changes in tastes or price and availability of substitute and complementary goods.  Suppliers of religion compete for members, search for strategies to lock in customer loyalty, and welcome government regulations that restrict competition.  Religious markets evolve much like secular ones.  Prices, outputs and product mixes respond to shifts in consumer tastes, technologies, and competitive pressures.  In the sacred world, just as in the secular world, the theory works.
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