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ABSTRACT: We introduce a model of homophily that does not
rely on the assumption of homophilous preferences. Rather, it builds
on the dual process account of Theory of Mind in psychology which
focuses on the role of introspection in decision making. Homophily
emerges because players find it easier to put themselves in each
other's shoes when they share a similar background. The model
delivers novel comparative statics that emphasize the interplay of
cultural and economic factors. Whether homophily is socially optimal
depends crucially on the degree of economic stability.
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