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The Social Exchange Theory
Like investors choosing where to put their money in the stock market, we make decisions on how much we want to invest into our relationships.  The social exchange theory is “relationship behavior and status regulated by both parties’ evaluations of perceived rewards and costs of interaction with each other” (Griffin et al., 2015, p.100).  This theory is complex and compelling.  It explains how we make decisions by mentally converting benefits and costs into a bottom-line measurement of satisfaction and stability.  
Historical Development of the Social Exchange Theory
[bookmark: _Hlk21435070]“Since philosopher John Stuart Mill stated his philosophy of utilitarianism, there’s been a compelling logic to the minimax principle of human behavior” (Griffin, 1994, p.197). The minimax principle claims that people seek to maximize their benefits and minimize their costs (Giffin, 1994).  Therefore, the better an outcome seems, the more attractive the behavior is to make it happen.  
[bookmark: _Hlk21634447]Social exchange theory’s roots can be traced back to the early twentieth century, bridging such disciplines as anthropology, sociology, and psychology (Cropanzano & Mitchell, 2005).  “Although different views of social exchange have emerged, theorists agree that social exchange involves a series of interactions that generate obligations” (Cropanzano & Mitchell, 2005, p.874).   The first major publication on the Social Exchange Theory was issued by Psychologists John Thibault and Harold Kelley in 1952.   Their publication stated relationships go through four “transactional” stages: sampling, bargaining, commitment, and institutionalization.  (Emerson, 1976).  
[bookmark: _Hlk21895296]In 1964, American Sociologist Peter Blau presented a comparison of economic and social exchanges, focusing on exchanges as a form of transaction (Cropanzano & Mitchell, 2005).  Within the theory, these exchanges are seen as interdependent and contingent on the actions of another person (Cropanzano & Mitchell, 2005).   Blau also argued that the relationship between the exchange partners influences the type of exchange (Cropanzano & Mitchell, 2005).  
[bookmark: _Hlk21636118]In 1979, theorists Margaret Clark and Judson Mills studied relationship formation within the social exchange theory (Cropanzano & Mitchell, 2005).  “They argued that the term exchange relationship was more appropriate than economic exchange, and that communal relationship was more appropriate than social exchange.” (Cropanzano & Mitchell, 2005, p.882)   According to Clark and Mills, exchange relationships expect re-payment in a particular time frame for an economic good and are motivated by personal interest (Cropanzano & Mitchell, 2005).  Communal relationships are considered open-ended, re-payment is less time specific, involves the exchange of socioemotional benefits, and has a greater emphasis on the needs of the other party (Cropanzano & Mitchell, 2005).  
“Consistent with the work of Mills and Clark, recent conceptual thinking has placed a greater emphasis on relationship formation than was present in earlier research” (Cropanzano & Mitchell, 2005, p.883).  In 1989, theorists Denis Organ and Mary Konovsky articulated that the social exchange theory is more than simply a set of rules for transacting benefits (Cropanzano & Mitchell, 2005).  Their concepts distinguished between social exchange and economic exchange relationships and focused on the interpersonal attachment between two or more individuals (Cropanzano & Mitchell, 2005).
Link between Social Exchange Theory & Leadership
Social exchange theory and leadership are linked because exchange ideology endorses reciprocity (Cropanzano & Mitchell, 2005).  When a leader is seen as supportive, those in a non-leadership role will likely return the gesture.  Distinct relationships, such as a leader-member relationship, have consequences for behavior.  “Individuals return the benefits they receive; they are likely to match goodwill and helpfulness toward the party with whom they have a social exchange relationship” (Cropanzano & Mitchell, 2005, p.883).
[bookmark: _Hlk21809146][bookmark: _Hlk21435835]According to Blau, trust is the critical exchange mediator and is identified as a favorable outcome of social exchanges.  There is a strong relationship between effective leadership, trust, satisfaction, and commitment (Cropanzano & Mitchell, 2005).  When the outcome of a leader-member exchange is perceived as positive, members feel satisfied and more likely to maintain the relationship.  For example, if a supervisor asks their employee for advice or provides new opportunities, as a result, the employee returns support with commitment.  “Demonstrating perceived support generates greater commitment from members, which positively influences performance” (Cropanzano & Mitchell, 2005, p.885).  
How a Social Exchange Theorist Thinks
[bookmark: _GoBack]It is important that a social exchange theorist separates the relationship from the form of the exchange.  For example, in a manager-subordinate exchange, it is easy to assume the exchange is purely economic; however, it is imperative that a social exchange theorist recognizes that the values of social exchange go beyond simply being economic or social.  Social exchange theory’s values are evident in diverse areas such as power, networks, and justice (Cropanzano & Mitchell, 2005).  
According to Cropanzano and Mitchell (2005), one of the basic tenets of the social exchange theory is that relationships can evolve over time into trusting and mutual relationships, as long as parties abide by certain rules of exchange.  “Parties of exchange may also negotiate rules in the hope of reaching beneficial arrangements” (Cropanzano & Mitchell, 2005, p.878).  Therefore, social exchange theorists must examine these rules and norms as guidelines to understanding the interaction.  “Rules of exchange form a ‘normative definition of the situation that forms among or is adopted by the participants in an exchange relation’” (Emerson, 1976, p.351).
Additionally, theorists must recognize reciprocity as interdependent exchanges.  One party’s actions are contingent on the other’s behavior; when one participant makes a “move”, the other reacts (Cropanzano & Mitchell, 2005).  Therefore, once the exchange is in motion, each consequence creates a continuous, self-reinforcing cycle (Cropanzano & Mitchell, 2005).  This can make it difficult to assume outcomes of an exchange.  
How Evidence and Data are Used in The Social Exchange Theory
According to Griffin, Ledbetter, and Sparks (2015), the social exchange theory suggests that people try to predict the outcome of an interaction before it happens by calculating rewards of the exchange minus the costs.  “Social exchange theory identifies three key components of this mental calculation: relational outcome, relational satisfaction, and relational stability” (Griffin et al., 2015, p.100).
[bookmark: _Hlk22040895]To find relational outcome, one must calculate the perceived benefits and losses of an interaction.  “Social exchange theorists assume that we can accurately gauge the payoffs of a variety of interactions and that we have good sense to choose the action that will provide the best result” (Griffin et al., 2015, p.100).  For example, in the early stages of a relationship, we tend to see physical appearance and similar viewpoints as a benefit, and disagreements as a negative (Griffin et al., 2015).  As the relationship develops and changes, so does the nature of interaction.  If we find there is more benefit than cost in the relationship, we will continue to invest in the relationship; if the negatives outweigh the positives, we are more likely to avoid or sever the relationship (Griffin et al., 2015).
To gauge relational satisfaction, we evaluate and contrast outcomes with other real or imagined outcomes (Griffin et al., 2015).  “A person’s comparison level (CL) is a threshold above which outcome seems attractive” (Griffin et al., 2015, p.102).  Our relational history establishes our comparison levels for many of our personal relationships.  “We judge the value of a relationship by comparing the baseline of past experience” (Griffin et al., 2015, p.102).  For example, if one has a run of bad outcomes with taking the bus, developing a relationship with a friend who offers free carpooling seems more palatable. Additionally, sequence plays a large role in evaluating a relationship (Griffin et al, 2015).  Early impressions are important in a relationship. “Experiences that take place early in a relationship can have a huge impact because they make up a large proportion of the total relational history (Griffin et al, 2015).  Trends are important, so if there tends to be more unpleasant experiences within the first stages of the relationship, we are more likely to end the relationship early than if the unpleasant experience happened less frequently and later on (Griffin et al. 2015).
Lastly, the comparison level of alternatives (CLalt) represents one’s evaluation of other relational outcomes at the moment, or best available alternative (Griffin et al., 2015).  If the comparison level of alternatives is less appealing than the current outcome, one can assume the relationship is stable (Griffin et al., 2015).  However, if more attractive possibilities become available, and the outcomes fall below the established comparison level, the instability of the relationship will increase (Griffin et. al, 2015).  For example, if a benefit of a relationship is carpooling and the alternative is taking the bus, one finds themselves in a stable outcome.  However, if one was to be gifted a vehicle, relying on a friend to carpool seems less attractive.
Together, CL and CLalt can explain why some choose to stay in a relationship even when it is not satisfying (Griffin et al., 2015).  In many cases of domestic abuse, the victim may feel trapped because the alternative seems worse than their current situation (Griffin et al, 2015).  For example, when a victim evaluates the outcome of leaving their assaulter, they may be giving up their housing, their children, and their identity, which can feel like a worse alternative.  The victim will not leave until they perceive an outside alternative that promises a better life (Griffin et al, 2015).  
“The relative values of outcome, CL, and CLalt go a long way in determining whether a person is willing to become vulnerable in order to have a deeper relationship.  The optimum situation is when both parties find: Outcome > CLalt > CL” (Griffin et al., 2015, p.103).  When we gauge our exchanges as satisfying and stable, we will further invest into the relationship.
[bookmark: _Hlk21436017]Limitations of Social Exchange Theory
While the social exchange theory is among the most influential concepts for understanding behavior, it has its limitations.  First, the theory fails to recognize that people do not always behave rationally.  It also assumes we use economic logic in decision making and does not explain unselfish actions.  
“Theoretical tests, which compare only economic and socioemotional resources, are limited because we do not know which exchange rules apply to each resource” (Cropanzano & Mitchell, 2005, p.881).   We do not always consider the types of resources that are exchanged in different types relationships; it is likely that goods are exchanged in different ways at different times (Cropanzano & Mitchell, 2005).  
Another limitation of the theory is the concept of relationships and how they evolve over time is too vague.  The theory assumes that all relationships progress at the same rate and go through identical stages when many relationship cycles skip or repeat stages (Cropanzano & Mitchell, 2005).  Lastly, the social exchange theory ignores personal perceptions of what may be considered a risk or benefit and how we gauge personal satisfaction and stability.
Application of Social Exchange Theory
I unknowingly apply the social exchange theory in both my personal and work life.  Most commonly, I am forced to evaluate the possible outcomes of certain decisions regarding staying in my current job position and working relationship with my supervisor.  I can apply the social exchange theory when weighing my options and coming to a decision.
Before I accepted the offer for my current position, I mentally gauged the potential rewards and costs of working with my new boss.  The perceived benefits were that we share a passion for the work we do, he had skills that I wanted to learn to emulate, and the opportunity to have an income after being home with a child for two years was a big bonus.  However, I was aware that there could be potential downsides.  In some ways, we were too much alike and I feared we’d get on each other’s nerves.  Also, he did not have children or a spouse, so I feared he would not understand the stress that being a full-time working parent would have on me as I returned into an office environment.
I accepted the job because I felt the positive outcomes, such as learning opportunities and a steady paycheck, outweighed the negative outcomes.  “Social exchange theory assumes that we can accurately anticipate the payoffs of a variety of interactions” (Griffin, 1994, p.198).  I anticipated the payoff to be more benefit than cost to me, even if that meant we may butt heads at times.  
Over the past few years in this position, I have had to re-evaluate the outcome of our relationship a few times.  A person’s comparison level deals with relative satisfaction, or how happy or sad an interpersonal outcome makes them feel (Griffin, 1994).  Whenever I reach a professional goal, my boss is the first to congratulate me and make me feel valued.  “Satisfaction depends on expectation, which is shaped by prior experience, especially gripping events of the recent past” (Griffin, 1994, p. 199).  In a previous job, one large reason I left was because I often felt undervalued and underappreciated.  This history makes my current position seem more attractive. 
The comparison level of alternatives (CLalt) represents the evaluation of other relational options at the moment (Griffin et al., 2015).  “As more attractive outside possibilities become available, or as existent outcomes slide below an established CLalt, instability increases” (Griffin, 1994, p.200).  At times I would prefer a more consistent boss and sometimes, a new job opportunity presents itself.  However, if the best available alternative is a boss that has more negative qualities than my current supervisor, I consider my current working relationship stable. 
Conclusion
“Social Exchange Theory is among the most influential conceptual paradigms for understanding behavior” (Cropanzano & Mitchell, 2005, p. 874).  We are constantly evaluating our relationships and how they benefit our lives.  Through the exchange process, we can potentially generate high-quality relationships that continue to evolve over time (Cropanzano & Mitchell, 2005).  The social exchange theory allows us to make decisions about who we want to create, maintain, and sometimes break a relationship with.
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