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Abstract
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1. New Governance Systems

The ‘invisible hand’ in economics prompts a permdrdrive towards more efficiency in a
competitive market, reflected inter alia in massduoiction in relation to labour specialisation,
or industrial districts in relation to flexible spalisation. Several theoretical frameworks have
been developed to map out the industrial and mamikgications of a given economic system,
such as the technological, the institutional, tigustrial-organisational and the evolutionary
approach (see also Sabel and Zeitlin, 1985 and Y@®5). In all cases, a decisive factor for
successful performance of an economic system has igeod governance’ (not only in the
form of the public sector, but also reflected inmaipal and paternalistic modes of control).
The history of economic development in many regioh®ur world witnesses a variety of
policy or control systems and managerial arrangeésnérat are often culture-specific and
geographically determined. For example, the emeeerh public-private water management
boards (‘waterschappen’) in the Netherlands igéisalt of a long-lasting struggle of centuries
against the water threats in the ‘low countries’.

Currently, we observe new forms of decision-malkaggncies in our ICT age, such as
virtual and network organisations, which seem tcobge a substitute for fordist institutional
constellations. Learning and — in relation to entdeethess — control play a key role in these
new economic arrangements (see also Raub and Wd&&€8). In these new conceptual
frameworks, trust relationships between differetoes are essential. For example,
Granovetter (1985) calls attention for the questionhow far a trustor can adjust his
expectations on the behaviour of a trustee on #séskof past experience. Networks are then
information mechanisms that serve to reduce uriogytaegarding the behaviour of other
agents. In addition, networks call for tailor-mantestitutional support systems, such as
clustered control structures, bilateral pricingsdgies, etc. (see Hagen and Choe, 1998).

All such new modes of governance configuratiorsl [® an unprecedented variety in
the appearance and functioning of economic systemshich social, cultural, geographical
and institutional factors are essential ingredieAitsa consequence, we observe a high degree
of heterogeneity in regional economic developmdi. account for this variation across
nations or regions we need to go beyond neocldlssaréented growth theories.

Empirical research in economics increasingly recsgs the decisive importance of
institutions and policy mechanisms as backgroundbkes for productivity and productivity
growth. Hall and Jones (1999) label these factersaial infrastructure. Good governance

has often been identified as the main conceptésdhinvestigations (Olson, 1996). In many
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economic analytical frameworks, property rightsceoément, an autonomous state and sound
macroeconomic policies are seen aaditio sine qua nanThis approach is only partially
satisfactory, however. The emergence of good mdicr good governance is usually not
sufficiently addressed. Most notably, the critigakstion is: why do some countries or regions
fail to install good policies and why do other ctigs or regions fail to perform well in spite
of good governance? For recent investigations théospatial variation of institutional and
organizational features, and the implications fegional development, we refer to, for
example, Lambooy, 1997 and 2002; Lambooy and BoacB601, and Boschma et al., 2002.

Recently, macroeconomic research on growth hassitsted paying attention to the
effects of social structure and social relationsespnomic performance. This has led to a
revival of interest in ‘old’ institutional and ewdionary approaches to institutional change,
which focus on culture and informal, social normsteyns (see, for example, Hodgson, 1998).
Much of the literature appears to be clusteredraddhe concept of social capital and one of
its main constituents, namely interpersonal trirsthis chapter, we present an overview of
the concepts ‘social capital’ and ‘trust’, as waddl their link to productivity and development.
We will also illustrate the main theoretical andpéncal questions that remain to be answered
in future research.

This chapter is organised as follows. In sectipnv@ present the basic argument for
the importance of cooperative behaviour in econdifeé¢ and the resulting pivotal role for
social capital. Section 3 shifts the focus fromeaeayal notion of social capital to trust as its
operationalization. A synthesis of the insights nfraresearch into the emergence of
interpersonal trust is the aim of the next sectaiter which section 5 intends to transfer trust
from ‘microeconomic’ networks to a macroeconomidtisg. We stress the possibility of
negative consequences of network-based trust farrameonomic performance, and the
relation between the generalisation of interperstrnat and formal institutions, imposed and
enforced by the state. In this way we return to cemtral questions of the emergence and
effect of good governance. Section 6 presents odim@y remarks and suggests some

guestions that remain to be answered.

2. Social Capital and Trust in Economic Transactions
People engage in economic transactions, because #re beneficial for all parties. The
benefits of specialisation and trade are well-distiagd pillars in traditional economics. Still,

the quid-pro-quo inherent in any (market) trangactis by no means automatic. When we
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adopt the postulate of economic man, who decidesl\pwn the basis of self-regarding
considerations, the Hobbesian problem of orderear{g&ranovetter, 1985; Ostrom, 2000).
Free-riding, theft, malfeasance and other confligtsarise when given a chance, not only in
collective services but also in markets. Markengextions can be considered to embody
elements of prisoner’'s dilemma games, because catbge behaviour is involved. The
solution of neo-classical economics to this problefnorder has been the assumption of
perfectly competitive markets. Close social relaidetween transacting parties that might
lead to misuse and fraud do generally not occatamistic markets. Agents interact at arm’s
length and can only successfully realise a traimaett the market price. Malfeasance will not
pay-off and prevention of theft merely requireseefive property rights, which are easily
defined given the assumptions of perfect insiglt atomistic, one-dimensional transactions.
In other words, the invisible hand of the price heism cannot be tampered with.

However, economic transactions cannot be completgiyured by the atomistic model
of perfect competition. In a setting of imperfecttgmpetitive markets, imperfect insight,
uncertainty and asset specificity, in which margnsactions are conducted over time and
repeated with some frequency, cooperative behaviwiters. Granovetter (1985) argues that
under such circumstances the discipline of comipatiis insufficient to safeguard mutual
interests in transactions. We need additional themexplain cooperative outcomes and good
economic performance — or the lack thereof — amatifferent societies.

Several explanations have been provided in econdingiory for the occurrence of
successful cooperative outcomes. These all poifadiors that we have identified above as
part of the social infrastructure. The first sadatihas been offered by new institutional
economics. Formal institutional arrangements ankad to solve complex contractual
problems and reach cooperative outcomes. A seadntio tries to underpin the emergence
of, in particular, social norms from concrete sbeglations or networks. Although both
approaches have a different focus, the lines ofadeation are not as strong as they are
purported to be. We will argue that formal rulesynsamplement social norms, rather than
substitute for them. We will focus on this secogppet of solution, and discuss the role of
formal institutions within the framework that retsul

Social capital is an important concept in the #itare on social relations. Often dated
back to Loury and Bourdieu (for example, 1986),ialocapital has become a rather elastic
concept. Portes (1998) notes an emerging conseosasds the formulation of a definition.

He defines social capital as “...the ability of asttw secure benefits by virtue of membership
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in social networks or other social structures.” efgnit is the ability of people to work
together for common purposes. Portes stressesniartance of identifying social capital as
ability rather than as the resources that follomnirthe use of networks. The latter practice,
which is regularly found in the literature, candda tautological reasoning.

The definition above is conceptually neat, but doasoffer much help for exploratory
analysis. In this light, Knack and Keefer (19974)pting Solow, argue that ‘if social capital is
to be more than a “buzzword” its stock “should sbhowe be measurable, even inexactly”, but

“measurement seems very far away™. Efforts havenb@made, however, to assess the critical
dimensions or origins of social capital and attiéasuggest operational proxies. Paldam and
Svendsen (1999) choose to focus on the densityust s a definition of social capital,

determining how easily people work together. THevance of trust is best acknowledged,
according to them, by the fact that its level d#facross societies and in time. However, trust
is a factor that causes social capital and detersnits extent, rather than the equivalent of
social capital. Still, focusing on trust is a séfsichoice. In comparison to the overarching
concept of social capital, variables such as toast be operationalised more easily into a
proxy that is measurable across survey respondeéatsexample, Knack and Keefer (1997)

have used indices from the World Values Surveygpoesent interpersonal trust and a related

variable for civic norm3.

3. The Impact of Trust on Economic Performance

Besides the advantage of its more concrete anduradds nature, trust seems the binding
factor in successful cooperative behaviour. As veeehargued, explaining cooperative
outcomes is crucial for explaining divergence inremic performance. Many authors have
emphasized the central position of trust in thealgsis of cooperative behaviour and social
relations (for example, Fukuyama, 1995; Granovet®985; Coleman, 1988) and its
implications for economic performance (for exampldson, 1982; Landes, 1998). Let us
briefly consider some of their statements. Grartevetefers to Hobbes in saying that
‘conflict-free social and economic transactions etep on trust and the absence of

malfeasance’ (p. 484). Ostrom (2000, p. 144) resimslthat ‘most contractual relationships —

% The specific question asked to respondents tesagke level of interpersonal trust was: “Genersfigaking,
would you say that most people can be trustedhatr you can’'t be too careful in dealing with pe@jl&he
indicator Knack and Keefer constructed from thepoeses is ‘the percentage of respondents in eatbnna
replying “most people can be trusted” (after delgthe “don’t know” responses).’
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whether for private or public goods — have at le@aselement of this basic structure of trying
to assure mutual trust’, since if trust were lagkifboth] players will end up with lower
payoffs than if they had been able to trust andecate’. Knack and Keefer (1997, p. 1252)
cite Arrow, who strongly advocated the link betwesncial capital and economic
performance: “Virtually every commercial transantibas within itself an element of trust,
certainly [...] (when) [...] conducted over a periodtohe. It can be plausibly argued that
much of the economic backwardness in the world lwarexplained by the lack of mutual
confidence”.

The mechanisms along which trust can affect econ@aiformance can be classified
in two categories. The first category builds on tiwgion that trust can lowdransaction
costs High trust reduces, for example, the resourcestspn contractual safeguards, litigation
and protection from violations of property righEurthermore, if trust is low, the activities of
firms and entrepreneurs may be biased towards ororgt and enforcement of contractual
obligations, rather than towards adapting to chamngipportunities. Complete control of the
present, predictable situation is preferred to wation into risky, uncertain new situations for
which confidence in spontaneous cooperative bebavionecessary. Finally, a healthy level
of trust reduces the need for formal institutiows safeguard abidance by transactional
agreements. The second category emphagjsesrnment performancand thequality of
economic policyln more trusting societies government officialaynlikewise be seen as more
trustworthy. As an effect, policy announcementd W seen as more credible, thus sorting
more effect in the sense of reducing perceived iiaicdy and increasing perceived stability.
This should induce more substantial investmenth lotphysical and human capital that is
meant to be optimal over the long run. Trust cao dle related to all kinds of increased
associational involvement, including the level @hdracter of political participation (Putnam,
1993). Active participation and voice of citizenstgntially improve government performance
and the quality of (economic) policies.

The arguments so far rely heavily on the intuitwedppealing idea that the
circumstances shaped by trust enhance economiorpenfice by promoting cooperative
behaviour. The argument is often supported witle<stgdy evidence from underdeveloped,
traditional economies, or not-so-recent historgitdations. Still, the literature also uses the
concepts to explain contemporary differences ifioperance across time and across countries
of both developed and developing world (for examplekuyama, 1995; Knack and Keefer,

1997). To provide a more solid ground for includingst in cross-country comparisons, we
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need to explore the development of trust and thioe between social capital and formal
institutions. After having done that we can retum the links between trust and

macroeconomic performance and assess the emgvicknce at hand.

4. The Genesis of Trust

Coleman (1988) and Paldam and Svendsen (1999) tidlsedefine trust ashe mutual
expectation within a group or community of coopeebehaviour, which is based on shared
social norms, such as reciprocity and reliabilitthe question for the rationale of trust is
twofold. First, why should it arise and second hines it evolve? We refer to two approaches
to answer the first question. To begin with, oneyrpaestulate that people are moral beings,
with underlying values that propagate trustworteh@nd hence validate the rationality of
trusting one’s fellow citizens. The second viewesses the potential mutual advantages of
deviating from narrow norms of selfish short-rurtiopzation (Paldam and Svendsen, 1999).

Although the first view has been criticized as areresocialized interpretation of
human interaction, with people being over-sensitice moral acceptance by others
(Granovetter, 1985), we argue that both solutiamghe why-question are necessary and
complementary. This view is taken by Coleman (1988p attempts to reconcile rational
individual motivations (an engine of action, in hMsrds) with the importance of social
structure. Trust and trustworthy behaviour are gational if the benefits of malfeasance are
somehow checked. For this, we need effective saoiims to evolve, which bind the
acceptability of behaviour. Knack and Keefer (199.71254) state that these norms of civic
cooperation ‘act as constraints on narrow selfrgg and ‘alter the costs and benefits of
cooperating and defecting in prisoner’s dilemmas’.

Both trust and trustworthiness are based on mashlation as well as objective
valuation of cooperation as an instrument to ob&sonomic payoffs. In other words, as
Nooteboom (2001) remarks, both internal and extewadues matter in the cost-benefit
considerations of investment in cooperative normd tust. But how do norms arise and
generate interpersonal trust? On the one handhgwa to be able to expect that trustworthy
behaviour is beneficial for each agent whom you deth: the present value of rewards from
cooperative behaviour should outweigh the benefitdefecting. This determines the extent
of trust you will have in others. On the other hayolu yourself must be trustworthy. Only
then will cooperative behaviour persist.

Ostrom (2000) offers a compelling analysis of thlwelation of social nhorms and

Economic Development, Institutions and Trust 6



spontaneous cooperative behaviour that closelylpsrghis idea. She starts from a setting in
which the presence of internal value towards saoieims has evolved to some extent. The
pervasive advantages of cooperation that existedily human history serve to motivate such
a situation. This evolutionary argument motivates development of social norms sisared
understandings about actions that are obligatorgrmpitted, or forbidden(Ostrom, 2000).
Subsequently, she advocates an ‘indirect evolutoapproach’ to explain the surprising
extent of cooperative behaviour in micro-evidenoecollective action problems in both field-
and experimental research.

Central to this approach is the adaptation of iigdial behaviour in the presence of
social norms, through experience and learning. Wichscircumstances, the use and
effectiveness of a cooperative norm within a grofippeople may grow in strength, which
yields trust and, consequently, promotes self-eefalnle cooperative behaviour. How does
this process operate? As we saw before, both exfimts towards others’ actions and own
behaviour depend partly on external (economic) fiayo cooperation over time, batso on
internal values that some people attribute to &ssnand honesty. One without the other will
not suffice. Without internal values, trust would iorational, if the pure economic payoff to
defection exceeds the payoff to cooperation, wheatéve other agents decide, preventing a
social norm from developing. This would, in a prieds game setting, lead to the non-
cooperative and socially inefficient Nash equiliton. Internal values shared by part of the
population are needed to alter the payoff structorether players. Tha priori trustworthy
players will value the outcomes of cooperative baha above the value of outcomes in
which they themselves defect (Henrich et al., 2001; OstromQ020 Their valuation of
cooperation helps to explain the evolution of trbstcause they at least enter the market with
intent to cooperate. They set a cooperative norchcam be trusted. High relative external
values of cooperative outcomes are necessary i@ iothers to contemplate cooperation. If
the economic payoff to cooperation is lower thartheft, cooperation will not be likely to
sustain over time. Given that those people withatgrnal value towards cooperation will
defect, trustworthy players will increasingly atistiom cooperation too. In the end, they are
conditionalcooperators (Ostrom, 2000).

What determines whether the cooperative norm veiledopted and grow in strength,
thus reinforcing cooperative outcomes, or that eoafive behaviour will decline because
‘rational egoists’ take advantage by appropriatingsi rents in the process? Ostrom points at

the importance of contextual factors to alter exdaéfor objective) payoffs of cooperation and
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defection, and to incite the adoption of norm-reffleg internal values: ‘We need to
understand how institutional, cultural, and biopbgkcontexts affect the types of individuals
who are recruited into and leave particular typesallective action situations, the kind of
information [...] available about past actions, amgvhindividuals can [...] change structural
variables so as to enhance the probabilities aihAging types being involved and growing
in strength over time’ (Ostrom, 2000; p. 154). Gahg speaking, context refers to several
important factors of social structure that havenbleighlighted earlier by Coleman (1988) and
Granovetter (1985). Besides specific external bamkad factors such as uncertainty, much of
the context in which social relations occur hasleowith the design of social structure. For
effective norms to develop, a social structure tbasucceed in making information available
internally on behaviour and on opportunities folexiive gain. The former involves setting
up monitoring rules that alter the external paysfifucture for all players by enabling
collective punishment when norms are not abidedTine latter is put forward in Rauch
(2001) as a factor that motivates and strength@cglsstructures for collective action.
Coleman captures these aspects of information Hectige monitoring in two related design
aspects of social structure: closure and apprafptiabClosure essentially refers to the
existence of sufficient mutual ties within a relevgroup of people to ensure the existence of
an effectivesocial norm, which supports persistent cooperati@ctause of the existence of
social norms and repeated interaction within ttegr tightly knit social relations evolve that
generate a common background and understandingeéetihe group’s members. Closure
generates trust that generalizes the social rektibetween members. In a way, the
organization is fungible, and appropriable for otheneficial purposes (Coleman, p. 109;
Portes, p. 6). Investment and cooperative participan such a network of relations thus
becomes more profitable in the presence of closndeappropriability.

Granovetter (1985) further emphasizes the focusumh networks of social relations.
He criticized the atomistic view of human behavidgurboth the undersocialized model of
‘homo economicus’ and the oversocialized model wbgenously instilled generalized
morality. Instead, like Ostrom, he argues for timpartance of social context and history in
shaping ‘concrete, ongoing systems of social w@tati[...] (in which actors’) attempts at
purposive action are embedded’ (Granovetter, dp. i 487). He then explicitly states that
these structures of personal relations (networkslerte trust and discourage malfeasance.
Using networks, people base trust on informatiooualpast behaviour that indicates whether

a particular agent can be expected to deal honegitlythem. This information most reliably
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follows from own personal relations with the indiuals in question or from trusted
informants’ experiences. Concrete networks fadditéhis kind of concrete information,
whereas formal institutions and organizations woofdy help to provide information on
reputation as ‘a generalized commaodity’ (p. 490).

The discussion of the role of networks in interoadil trade by Rauch (2001) further
clarifies the network concept. A network can beirdaf asa group of agents that pursue
repeated, enduring exchange relations with one farfPodolny and Page, cited in Rauch,
2001, p. 1179). This definition conforms closelytitie ideas of Coleman in which cooperative
norms evolve best in tightly knit, closed groupssétond definition, from an earlier article by
Granovetter, defines a network as set of actors who know each others’ relevant
characteristics or can learn them through refer¢ait. in Rauch, 2001). This definition better
suits the description by Granovetter mentioned abdwhe latter type of network is also
contained in the former, thus giving rise to thenitification of “strong ties” for the former
type of network and “weak ties” for the latter stiure of personal relations.

The network design is an effective and efficierdiglostructure in a particular situation
where collective investment in mutual trust is edlfor. As Ostrom (2000, p. 152) puts it,
‘conditional cooperation and mutual monitoring fence one anothegspecially in regimes
where the rules are designed to reduce monitoriagtsc Over time, further adherence to
shared norms evolves and high levels of cooperatierachieved without the need to engage
in very close and costly monitoring to enforce reb@formance’ (italics added).

In short, networks generate trust and consequeatluce the transaction costs of
interaction. Paldam and Svendsen (1999) stressntpertance of trust (following from
effective social norms) for self-enforced coopematbehaviour. Agreements to a large extent
need only be informal, which significantly ‘lowetise level of transaction costs, eventually
giving significant benefits to everybody'. Ported998, p. 6) emphasizes the importance of
closure and strong norms to facilitate transactiovithout recourse to cumbersome legal
contracts’. A notable finding in an experimentalntaxt is that networks generating
endogenous cooperative behaviour tend to be crowdedhen an external authority imposes
formal institutions and ‘third party’ monitoring tsubstitute for internal rules — i.e., social
norms (Ostrom, p. 147). Because external ruleshefgame enforce cooperation without
leading to the spontaneous formation of internafmsy reinforcement of cooperative
behaviour by moral effects and mutual monitoringsioot arise. Self-enforced cooperative

behaviour that has an endogenous rationale doashfatl. As a result, cooperation enforced
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by exogenously imposed formal institutions can aliss easily. The transaction costs of
persistent cooperative behaviour are accordingjidni in this case.

The analysis of the genesis of trust that wastiied in this section leads to valuable
insight in the nature of interpersonal trust. Tiportance of both moral value and objective
payoffs for persistent cooperative behaviour illatgs that trustworthiness in itself is not an
internalized value, but a behavioural norm. Trugtjch is based on the credibility of this
norm of trustworthiness, is not only based on ma#ézed moral virtues, but is most of all a
rational calculation within the context of a speciietwork. Some actors may attach value to
fairness or honesty, and these internal values mdged spread to other participants in
successful collaboration (see, for example, Bowl398 on endogeneity of preferences).
However, even pure egoists will expect cooperabgkaviour and find it in their interest to
spontaneously reciprocate on these expectatiors.sintable context they will trust and act
trustworthily, which is in complete contrast to §hiedictions of standard atomistic economic
theory.

Yet, the question remains when and why the consexist right for trust and effective
norms to arise spontaneously. If we do not addtesgjuestion more fully in future research
(cf. Ostrom, 2000, p. 154), we keep running thie as committing a fallacy pointed out by
Portes (1998). When voluntary cooperative behavimaurs, it is scientifically not sufficient
to attribute this to effective norms and high levef trust. In this case we would end up re-
labelling the issue to be explained: if we see ntawy cooperative outcomes, trust must have
pre-existed. In such a reasoning trust becomes tmike and effect. The identification of
closure and appropriability that affect payoffsaimetwork contexis, however, a step ahead
in explaining cooperative behaviour on a specificrm scale. The problem re-enters,

however, when we try to relate trust to macroecdngrarformance.

5. From Networ ks to Performance

5.1 The Generalization of Trust

Often, social capital and trust are interpreted &sature of collectivities or nations instead of
as a feature in networks. The authors that focushenmacroeconomic effects of trust all
emphasize such generalized trust (Fukuyama, 199acikKand Keefer, 1997). But in this
way, social capital, or trust, easily becomes &eraompassing factor that ‘leads to positive

outcomes [...] and [...] is inferred from the same ouwtes’ (Portes, 1998, p. 19). The
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problem is impelling because the leap from a nétvexplanation of interpersonal trust to a
nation-wide ease of cooperation remains to be egda Simply starting with good economic
performance and to reduce this to the beneficialces of civic norms and trust ‘turns out to
be an explanation that is a logical corollary oé thffect to be explained’ (Portes, 1998,
footnote 8). To prevent as much as possible thatude of social capital or trust as an
explanatory factor for macroeconomic performanceobees a tautology, an explanation for
the generalization of network outcomes to the satlevel is needed.

A promising potential explanation for the generian of trust from networks can be
found in the concept of weak ties. If exchange daations are not too much embedded in
(extended) kinship relations, the scope and nattir@ network will promote investment in
new trade opportunities. The focus of such an apetwork is on information about the
expected trustworthiness of existing and new tretoss, without explicitly seeking narrowly
repeated interaction and morally tight relationBefe is a trade-off involved in choosing to
focus on weak ties and openness. Information atvarthiness will be less detailed and up-
to-date than in the case of relatively tight andabmetworks based on strong ties. Still,
Ostrom argues that even noisy information on plkiyee can help sustain cooperative
behaviour. Moreover, the expected payoffs of coajper behaviour in an open network may
be higher over time, because it is more flexiblgals extending its activities to new markets
- both geographically and in terms of activities auch, 2001, in particular on the role of
information provision on market opportunities withbusiness group networks).

How does openness of networks fit in when the featf closure is emphasized as
important for the development of norms and trustperess to new partners and
opportunities does not contradict the closure aspeaetworks. Closure only refers to the
circularity of ties within a network. Even weakdikave this central feature. Their purpose is
to generalize access to information about the cheniatics of all partners by referral
mechanisms that build on closure. Furthermore esimeak ties rely on knowledge of players’
characteristics (Rauch, 2001, p. 1184) rather tirathe specific pattern of interaction itself
(as strong ties do), their fungibility and apprapility for other purposes, new entrants and
new activities is larger. This promotes the gerneatibn of trust from a specific context to the
level of interaction with comparative strangers.

The leap to transactions with comparative strangesy not be as big as it seems.
Forsgren and Johanson (cited in Rauch, 2001, @)1d@im that ‘markets are more or less

stable networks of business relationships’. Evemparative strangers have to abide by the

Economic Development, Institutions and Trust 11



norms of the network that they enter, if they wanbe successful and benefit from expanding
trade opportunities over time. In itself, the intbed structure ex-ante generates expectations
of reciprocative behaviour, which is equivalengémeralized trust.

Fukuyama (1995) can also be argued to indicatentpertance of openness for the
development of generalized trust. Akin to the nekwaew, he stresses the importance for
economic performance of the ability to form orgamians. He distinguishes two possible
sources of trust that support the formation of eooic organizations. The most natural
cornerstone for organization is the (extended) flan8uch kinship bonds are rather close,
strong ties. The second form of trust is spontasewmagiability, or generalized trust: the ability
of strangers to trust one another and work toge(frekuyama, 1995a). Spontaneous
sociability coincides with weak ties and open nekso

Fukuyama argues that — based on a comparisontofesi a trade-off seems to exist
between the strength of family ties and the stiegtspontaneous sociability (the strength of
‘weak’ ties, that is). He motivates this trade-dfy the claim that the emergence of
spontaneous sociability is inhibited in cultureattamphasize kinship relations above all. He
states that spontaneous sociability depends omida gense of moral community, that is, an
unwritten set of ethical rules or norms that seagethe basis of social trust’. A moral
community emerges habitually from civil society aadooted in nonrational factors such as
culture, religion and tradition. Like Putnam (199%ukuyama ascribes a large role to
society’s intermediate associations, varying fromvgie business organizations, private
schools and literary clubs to Bible study groupd ahoral societies. Although his argument
appears to suffer from tautological reasoning Rafites, 1998) and an oversocialized view of
social norms (cf. Granovetter, 1985), the link totentional and rational network
constellations and an ‘openness explanation’ foregaized trust can be made. Cultures that
build their norms and networks mostly on family denare likely to be less open.
Correspondingly, less civil activity will ensue. As result of a lack of experience in
interacting with strangers, moral community willtnarise and reliance on this type of
interaction will remain low. Not surprisingly, gamaézed trust (spontaneous sociability) will
not be widely prevalent.

Following our discussion in section 4, it is clélaat Fukuyama’s ‘moral community’
should not be seen as merely exogenous generatedlity. Yet, part of it starts with
internal moral valuation. The endogeneity of prefiees to social structure (Bowles, 1998)

implies that moral valuation can grow intentionatlya network constellation and can even
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evolve to have an independent staying power. THuparticipation in civil society has
positive effects on internalization of cooperativeems, Putnam’s and Fukuyama’s seemingly
oversocialized faith in the appropriability of exigmce in intermediate associations for
economic interaction may not be inaccurate. Heneichl. (2001) provide empirical support
for the ex-post context- independence of sociamsorThe results of their field experiments
into the existence of cooperative values suggestatwide diversity of norms exists between
different cultural groups, which seem to be peesisto standardization of the context. People
consistently follow their pre-existing norms in amperimental context, characterized by

anonymity and the absence of mechanisms for colestanctioning.

5.2 Negative aspects of Trust in a Network

Up to now we have worked from the assumption thasttwithin specific networks is a

socially beneficial asset. Networks, however, cdtero have negative implications for

macroeconomic performance. They may create a typérust that does not promote

generalized trust, but rather undermines it, eithadvertently or intentionally. One example
of networks that can turn out to have negativectsféor economic performance is a family or
parochial-based network. As Fukuyama illustratamilly ties indeed create kinship trust at
the expense of generalized trust.

Both Granovetter and Portes acknowledge the sfieenthportance of explicitly
dealing with the negative aspects of network cdlasiens. To prevent the analysis of social
capital from falling within the bounds of moraliginstatements rather than serious
sociological research, Portes says, we must naeptenetworks and collective sanctions as
unmixed blessings (p. 15). We can distinguish twgative effects of network structures that
are especially relevant for macroeconomic perfoceaftf. Portes, 1998, p. 15). To begin
with, networks can intentionally serve to fostepartial interest at the exclusion of others.
Furthermore, networks, and the normative structiney create, give rise to beneficial
opportunities for internal free-riders, or congiratrategies of behaviour to redistributing the
resources controlled by the network.

The former source of scepticism towards economigvorks has a long history in
economic theory. Knack and Keefer (1997) refertsonmodern roots in Olson (1982). His
proposition is that networks often act as specitdrest groups or lobbies that narrowly seek
preferential treatment at disproportionate cossdoiety. This view comes into conflict with

the positive role ascribed to civil society netwsrfassociations) in generalizing trust, by
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Putnam and Fukuyama.

Second, networks based on strong parochial momahumity (Rauch, 2001, p. 1181)
may become inward looking when community or grolgswre is unduly emphasized at the
cost of — rather than combined with — openness ridsvaew opportunities and members. In
such a circumstance, success and cooperative rayen®t measured against the standard of
economic accumulation and expansion of resouragsnbtead in terms of internal assistance
and obligation within a static environment of fixebources. This gives excessive power to
the hierarchy of community relations and puts adicgly high pressure on the opportunities
for entrepreneurial success. This type of privitkgecess to the resources of fellow members
within the group stifles competition on the basisown achievement. It leads to downward
levelling norms (see Portes, 1998, p. 16).

Berry (1989) gives a convincing illustration of haedistributional rentseeking both
within and between groups leads to inbred stagnat8he emphasizes the role of social
institutions (social norms) regarding access todpetive resources, for the strategies of
resource use and the perpetuation of the agrielltuisis in many African economies. During
the transition from traditional tribal society, dlugh colonial rule, to independence, cost
saving ‘indirect rule’ by the colonial authoritige a large extent led to the survival of
traditional kinship and community based politiesd @heir extension into higher levels of
governance. As a result, both in productive enisepand state governance, access to
resources still depends heavily on strong commtbased social relations. Berry (1989, p.
46) summarizes the effects of this type of sodighnization on economic activity as follows:
‘Strategies of production and accumulation areatié® towards establishing or strengthening
social relations, which in turn affect the termswamch people gain access to resources’. The
‘perpetuation of access via social identity leadfutther investment in (social) institutions as
potential channels of access’ (Berry, 1989, p. 9his proliferation of social claims for
access distracts resources away from productivestment and intcedistribution

Fukuyama (1995) and Knack and Keefer (1997) idgngdtronage and rentseeking
with low generalized trust. When interactions beeotocked-in in a social structure
characterized by parochial vested interests amhpatial channels of access to resources, the
political and economic sphere will be dominated bgpotist rentseeking, stagnating
productivity and potential social conflict. The gtien that remains is whether we can identify
factors that determine when networks are conduitiveconomic performance by generating

sufficient generalized trust. We may argue thabrgjrties of repeated interaction are more
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likely to be associated with possible rentseekidgwever, even weak ties (for example,
indirect referral of opportunities to access resesy may go together with excessive emphasis
on redistribution and, thus, economic stagnatinolusive networks usually start from strong
group ties, but the competitive incentive to inseethe relative size of any such network may
render the ties somewhat weaker. This, neverthetisss not affect their redistributional
intentions. For now, we can refer to some key prate factors behind the effects of
networks on the generalization (or lack thereof)tafst. They are whether the moral
community is linked to parochial or family ties tor broader community cooperation (cf.
Fukuyama, 1995) and whether accompanying sociainsicemphasize open venturing or
consolidation.

All in all, the spectrum of theoretical consideoats clarifies that it would be too easy
simply to transpose trust within specific netwotkggeneralized trust in random transactions.
Just ascribing trust and social capital to indialdpeople and adding up to the societal level,
as Paldam and Svendsen (1999) do, is theoretioakatisfactory. We have seen that the
origin of interpersonal trust has to be sought @libetrate, purposeful networks of social
relations. But, as Granovetter (1985, p. 491) asintlie ‘embeddedness position’ is ‘less
sweeping’ than its under- and oversocialized adtives as solution to the problems of
general order in economic life. ‘Networks of sodillations penetrate irregularly in different
sectors of economic life, thus allowing for what aleeady know: distrust, opportunism and
disorder are by no means absent’. Moreover, hegrezes that ‘while social relations may
indeed often be a necessary condition for trust @ostworthy behaviour, they are not
sufficient to guarantee these and may even prov@dasion and means for malfeasance and
conflict on a scale larger than in their absenthis means that we have to keep searching for
ultimate explanatory factors to solve the probletosicerning cooperative behaviour and
economic performance more fully. Although the answerovided by theory may appear
inconclusive, the approach followed is to be pref@rover more decisive and normative
under- or oversocialized statements of exogenogsheralized morality and self-fulfilling
formal institutional prophecies, which are morergro the Portes-critique.

Let us now turn to the relation between the fornmatitutional framework and
generalized trust. Sometimes, close ties and nkbBvappear a constraint rather than a
condition for the generation of general interpesddrust. Should we prefer paucity of ties

after all, or is there some way for the centralljpuduthorities to foster the ‘right’ ties?
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5.3 The Role of Formal Institutions

At first sight, market competition appears to fostesituation in which ties are not close and
oligarchic, but rather impersonal and directed talsaobjective payoffs. Indeed, sufficiently

competitive markets are a necessary condition é&sirdble cooperative behaviour between
economic partners up- and downstream in a commathiyin, or towards consumers.

Excessive market power may, after all, lead to oinade with specific interests and

unproductive rentseeking, fostering the wrong tygfeties, networks and cooperation.

However, as we saw before, markets are no guardotemoperative behaviour and good
macroeconomic performance in real-world economi®®n competitive, atomistic markets

may not suffice. Some form of closure is also ndeeenforce conformance to cooperative
norms.

An example may serve to illustrate this. Caballand Hammour (1996) describe a
situation in which investment levels and growthtie economy are lower than socially
optimal. They capture a realistic feature of thaaiyic process of production and investment
in market economies. In part of the economy, soaré ¢f the investment made by a firm is
specifically tied to labour in production. Labows hon-specific and has an opt-out to
employment in the ‘non-specific’ sector or to undmyment benefits. As a result, the
production factor capital cannot appropriate alit®fex-ante opportunity costs. This so-called
asset specificity creates a hold-up problem in stwent, which leads to a lower growth rate
of the economy (for example, Grout, 1984; Van dee®, 1987). Thiatomisticsituation of
relations between owners of units of capital amfividual labourers can be analysed using the
tools fromnetworktheory. A cooperative norm is not likely to arisethe market relation
described above, since there is no closure. Eviptuehen capital and labour enter a
transaction relation, the latter can defect on saamorm by ex-post appropriating part of
capital’'s ex-ante reward (often labelled as quests). Defecting cooperative ‘agreements’ is
in the best interest of labour, whatever capitaboses to do, although the cooperative
outcome is socially preferable. We have a clasgidabner’s dilemma situation in a setting of
impersonal ties.

To reach the preferable cooperative outcome weeddire investment in some effort
to close the system. Producers in a market couldjen@ a network, perhaps together with
labourers, in an attempt to develop an internala$@orm, mutual monitoring and collective
punishment. From a theoretical point of view, swaffective norms may be difficult to

develop in an atomistic market (€¥lson, 1965). Moreover, they could evolve into labip for
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the redistributional interest of a sector as a whabainst other industries. Alternatively, the
Hobbesian alternative for generating a generalimedntive to cooperate in the market is to
install a public authority (the state) that enfaerdermal institutions. Knack and Keefer
(2997, p. 1279) quote Hardin: ‘In a Hobbesian view] trust is underwritten by a strong
government to enforce contracts and to punish .thdé even goes as far as to argue that
government regulation is indispensable for the gdization of trust: ‘Without such a
government, cooperation would be nearly impossanid trust would be irrational’. Formal
institutions aim to reach external closure of doceations. Instead of closure through
spontaneous networks with ‘sufficient ties’ (Port&#998), closure is imposed externally by
‘third party’ enforcement of cooperative behaviour.

As we have seen before, there is a tension betwrgmnal rules and social norms
(Ostrom, 2000). What is the relation between forimatitutions and generalized trust? Can
formal institutions substitute for or complementwark-induced trust? On the one hand,
formal institutions may be necessary for a widesgrgeneralization of trust and dynamic
efficiency in a complex market economy. Strong imiphformal institutions induce more
confident use of weak ties that are based on impais objective payoffs. They promote
generalized trust, since enforcement of cooperatioreconomic behaviour is no longer
dependent on strong community ties. In this wayRasch (2001, p. 1184) concludes, formal
institutions substitute for network ties as welliaBuence the way networks operate. They
help to rationalize generalized trust and motivddsed networks to open up.

Greif (1994) is more drastic when he emphasizedntiportance of dack of ties in
generating a need for the development of formaitutens. These institutions supported the
openness of organizations towards new opportunitiesade and towards new members.
Expansion and specialization thrive more in soegetharacterized by a lack of ties and by
well-developed formal institutions that strengthémust. Greif thus identifies formal
institutions as essential for a good dynamic pemforce of economies and sees (strong) ties
and networks as inefficient in the long run.

On the other hand, Ostrom (2000) pointed out tkegreal involvement in cooperative

3 As it turns out, formal institutions, like conttacare an imperfect solution for the problem. éalrlife,
complete contracts are impossible and transacti@ts@f contracting complex situations can quidkécome
prohibitive. This points to the need for a combimratof internal norms and formal rules to ensurepsvative
behaviour. Social horms succeed in lowering traimaccosts by promoting self-enforcement througtmei
strong or weak ties; formal institutions can safgguagainst rentseeking and may help to overcormee th
collective action problem of forming ties by recugiuncertainty. Although desirable, this compleraétyt is

not as straightforward in practice.
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dilemmas tends to crowd out social norms and theldpment of internal values, acting as
an imperfect, more costly substitute for self-eaifog trust. Endogenous closure, after all,
cannot be created on the basis of formal instimgtiand will even be prevented from
emerging. This led Granovetter (1985, p. 489) toctwde that ‘(formal institutions) do not
produce trust, but instead are a functional sulistifor it" and ‘institutional arrangements
alone could not entirely stem force or fraud'. Iewstick to the egoist nature of ‘homo
economicus’, constrained by formal rules only, wewd expect continuous large scale
attempts to circumvent these rules. This woulddyilvicious circle of an ever-increasing
level of transaction costs, with progressively mommplex rule systems and monitoring
practices. In reality, we see both tendencies aphole search and self-reinforcing
cooperative behaviour. For the latter to dominafective social norms and voluntary
networks with weak ties appear to be as indispdasabstrong, impartial formal institutions.
Hence, for the emergence of generalized truse ségjulation somehow should blend with or
complement spontaneous cooperative norms. How dltbel advantages of both norms and
external rules be accomplished without the lattewding out the former?

Paldam and Svendsen (1999) refer to this as the pakcy dilemma of social capital
(viz. trust). Concluding their paper they say: ‘Bbaapital is self enforcement and thus
contrary to third party enforcement. Attempts bydhparties — as public authorities — to
enforce social capital may thus be counterprodatti@ome researchers argue that the state
cannot do much to complement social norms posytiald that trying to substitute for
spontaneous trust will be unsuccessful and potgnt@detrimental. Fukuyama (1995a)
advocates that, ‘while state power can effectiwglgermine civil society [...], it is much less
able to promote strong bonds of special solidadtythe moral fabric that underlies
community’. This conclusion reflects the tendentyukuyama (1995) and Putnam (1993) to
rely on (an oversocialized) generalized moralityetglain generalized trust. Fukuyama’s
main conclusion on generalized trust is that thek lar abundance of it is determined by
cultural factors. Somehow, civic virtues determingg the level and character of civil,
associational activity, as opposed to the reliaoeefamily ties, translate into cooperative
behaviour in the economy and the democracy. Thisgss, according to Putnam, could take
centuries to mature. Similarly, Paldam and Svend$689) state that ‘it appears that social
capital is rarely produced in a deliberate wayprgsent, we hardly know how it is produced —
it comes about through activities with another ggg.

The analysis in Berry (1989) suggests the relevah&ituations in which the cultural
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context determines whether there is scope for b@akinstitutional changes, either of formal
effective rules or of social norms. Traditional igties in which cultural values have been
instilled intentionally into the cooperative nornoé production and distribution can be
resistant to changes in the economic or politicaitext. In an era of global industrialization
and newly found independence, vested interestgpeatento the space opened by these
changes. Today, rentseeking and stagnation cheractiese developing countries. Khan
(1991) refers tdransition costsas the costs of resistance to institutional chamgmsed on
society by the vested socio-economic interests. Sibe of transition costs is determined by
the effectiveness of cultural norms, the changihgluch constitutes a new collective action
problem. In Khan’s analysis, only a strong state omercome a situation in which the
traditional ruling elite and its socio-economic teys of norms prevent socially beneficial
changes in norms to arise, and break the paradositteation in which formal rules are
ineffective in changing behaviour.

This already suggests there is more to be saidt@emeralization of trust and the role
of government regulation. But we must do so castipuRather than outright statist theory,
we have to take account of the importance of erpigithe emergence of spontaneous trust in
providing guidance for state regulation. The gagwvken micro network theory and sweeping
stories of general interpersonal trust can bedfiieore satisfactorily. Ostrom (2000) made it
clear that the rationalization of cooperative beétawv does not only have to rely on
exogenously internalised values. She stressed ehwatity of the external, non-cultural,
economic values of cooperation and its interretatiath internal values in the genesis of
effective norms and trust. Furthermore, the possilglgative effects of network ties also add
an element of their own to the dynamics of genaradi trust. Too much emphasis on civil
society might lead the state to retreat from ispomsibilities. The temptation for government
to wash its hands in innocence regarding econoaiieré cannot be denied. The state need
only refer to the lack of moral community, or deddmm poor macroeconomic performance
a seeming disappearance of civic virtues, to rééegsagnation to factors outside its own
realm of influence (cf. Portes, 1998, p. 19). A mbalanced view recognizes that the state is
able to contribute to the emergence of generat,twisile it can also break down social and
economic cohesion.

Certainly, the state can obstruct cost-efficienbparative behaviour if it tries to
substitute endogenous social norms (or the lactetiiewith overly specific, intrusive state

engineering of cooperative behaviour. A historieabmple can be found in the massive

Economic Development, Institutions and Trust 19



communist experiments of the twentieth century @arhthem continuing up to date). In
these societies, the role of strong community was substituted by a strong dependence on
the state bureaucracy. Instead of impartial reguldéiie state became the predominant party in
the socio-economic sphere. The authoritarian @litatian regimes tried to determine what
people should do, with whom and even where thewlshbtve. Not surprisingly, payoff
structures with respect to cooperative behaviooabe totally dependent on the strength and
involvement of the state. This undermined the dgwelent of effective social norms and
internal values and did not provide a focus on apsa of economic activity. As a result, the
level of spontaneous cooperation and generalizesd was low.

A weak or soft state, however, will also fail toopide the required complementary
regulation for cooperative behaviour. A soft statés to conserve vested interests. Depending
on the context, a soft state may lack autonomylewdme a governance tool that extends the
influence of a ruling oligarchic elite. Alternatiyein a highly unstable, polarized context, it
may fail to set an impartial, consistent standdntegulation in a continuous attempt to satisfy
the wishes of competing interests. A soft states ti@mds to promote or enforce spontaneous
cooperation that takes the form of rentseekingaAssult, the level of generalized trust will
be low and cooperative ties will be relatively cenvative and closed. A weak state attempts
to set an autonomous regulative stance, but failenforce these rules sufficiently when
challenged. Ostrom (2000, p. 147) describes thsemrences of weak intrusiveness: ‘..the
mild degree of external monitoring discourages fitrenation of social norms, while also
making it attractive [...] to deceive and defect’.eSéven argues that state intrusion without
strong monitoring and sanctioning would be ‘the staf all worlds’. A weak state leads to
the discouragement of weak ties and general cobiperaConsequently, parochial ties gain
importance, which leads to the possibility of urarctive rentseeking. Moreover, if strong
kinship, ethnic or civil ties are absent, the ingistency and uncertainty of a weak state may
lead to a breakdown of cooperation as such. A feaged society (cf. Fukuyama, 1995a) with
low generalized trust will be the result.

Although state intervention can obstruct the foioratof general trust and is
sometimes ineffective in correcting less desiralolens of spontaneous cooperation, the
government can have a positive role. Vested int®rase not imperturbable. Kikuchi and
Hayami (1999) show that external developments thrielogy may trigger institutional
transformation in a traditional society, contraoythe alternative findings by Berry (1989).

Technological change, entering from abroad, acnasxternal shock to the payoff structure
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of alternative forms of cooperation. As Khan (19%tjues, this may eventually lower
transition costs and the effective barriers toitasonal change. Restrictive cultural norms
may loosen in result, as cooperative structureseamdving towards investment in weak,
generalized market ties and general cooperativeisiorhe state can have a positive role by
accommodating beneficial cooperative norms. Impartar achieving complementary formal
institutions is the strong autonomy of the staterédver, the type of intervention should be
general regulation and provision of public goodheathan specific intervention. The state
should not substitute for the market mechanismlectivizing and controlling access to
resources. Moreover, the function of formal rukesi0t to substitute for generalized trust, but
rather to encourage spontaneous cooperation ardbzda to the generalization of norms and
trust. Designing formal institutions as substitutesn lead to specific engineering of
cooperation and crowd out effective norms. For gdammpromoting the involvement in civil
associations by giving financial incentives may énaxactly the opposite effect from that
desired: rentseeking instead of civic virtue andegal trust. Ostrom concludes that, in any
case, ‘it is possible that past policy initiatiiesencourage collective action that were based
primarily on externally changing payoff structurés rational egoists may have been
misdirected — and perhaps even crowded out theakiom of social norms [...]". The recipe
for successful formal institutions includes theldaling requirements: formal institutions
should reflect impartial (i.e., neutral) authoriand stimulate decentralized authority in
specific norms of cooperative behaviour. Complemgnand ‘increasing the authority of
individuals to devise their own rules may well fés$n processes that allow social norms to
evolve and thereby increase the probability of vitllials better solving collective action
problems’ (Ostrom, p. 154).

In the end, the interplay between social normsfanaal institutions in the emergence of
generalized trust seems to depend on a set ofxtordgables. We may classify within this
set variables such as the extent of social poldoizan society, the level of state autonomy
(measured by the quality of formal institutions)datine level of civil activity. Whereas
network design, such as closure and appropriabHigyp to explain the micro-emergence of
network-specific trust, these general context \des are ultimately important for the payoffs
of generalized cooperative behaviour and of investmn network building. For example,
social polarization and ethno-religic homogeneitg anportant factors in determining the
extent of uncertainty with respect to the secuwitproperty against ‘third party’ confiscation.

The level of general trust is, after all, not odgpendent on the expected norm-abidance of
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direct partners in transactions. Either by dirextflict or indirect taxation, competition for the
redistribution of resources in a rentseeking preced lower the security of property and the

level of trust with respect to the expected besefitany economic transaction.

6. Concluding Remarks

The search for the ultimate causes for divergeahe@mic performance has led us to consider
the importance of social infrastructure: policyvgmance and social norms. This chapter
presented an overview of theory and evidence orrdleof norms and trust for economic

performance. Over the past decades, much prog@ssbéen made in research on the
emergence of cooperative norms, trust and selfreimip agreements on a micro or meso
level, emphasizing the importance of a specificdtire of social relations: networks and

their design aspects (see Granovetter, 1985; Cole@#88; Ostrom, 2000; Henrich, 2001,

Rauch, 2001). Extrapolation to the importance osttifor the general level of cooperative

behaviour and economic performance in societywasae, is a natural next step (see Putnam,
1993; Greif, 1994; Fukuyama, 1995).

The analysis of the generalization of effective m®rand trust is still under
construction. The search for key general contexabrs is promising and points at factors
such as social polarization, associational involeetrand the quality of formal institutions.
Yet, analysis of generalized trust and the roldoofnal institutions are in risk of becoming
just a restatement of the cooperative dilemmasetexplained. The context variables that we
have identified admittedly contribute to a soundseaand-effect analysis. But, more has to be
done to formally develop a closed simultaneousesysb explain the causal chains between
spontaneous cooperative action, effective normsemgdized trust and economic performance.
Contextual factors influence the structure of expecpayoffs to cooperation and,
consequently, in some way set the chain in motitmwever, during the process, emerging
trust and effective norms also influence the pagtfiicture. The ex-post identifiable payoffs
are endogenous themselves. Also, context variablesiselves are interdependent. Social
polarization affects civil activities and the quyalbf governance and vice versa.

In the end, we have to identify in more detail whexternal factors determine the
direction in which the payoff structure developsidawhether they can be influenced
politically by ‘the development of public polici¢isat enhance socially beneficial, cooperative
behaviour based in part on social nhorms’ (Ostro@@02 p. 154). A complementary role for

formal institutions in fostering and promoting seffforced agreements is possible, but does
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not follow self-evidently from state interventiomis

The primacy of social structure, if mostly exogesigwgenerated or lacking, may even
put into doubt whether government can effectivelform policy and formal institutions to
foster successful development in countries thaeHaited so far. This is also highlighted in
the literature that stresses the role of geografattitors in explaining the variation of income
(for example, Gallup et al., 1999). In any casis fplaper has shown that social structure is not
as exogenous as the above statements suggestef@tditinvestment in cooperative norms
can emerge with objective economic gains in sifhe government can positively influence
expected payoffs to cooperation. Our list of cotuek variables suggests that a diverse
spectrum of government regulation could be berdficvarying from traditional statist
intervention to reduce income and land inequatityneo-liberal impartial and autonomous
governance, to ensure property rights and reducertainty. But, as Fine (2001) argues,
political economy is underrepresented in the Ittee on social capital. Insight in the
regularities that govern how transition costs afigoand political change follow from the
interaction between government autonomy and sddrg&aest groups is needed.

As of yet, Portes (1998, p. 21) argues that samgital theory has not succeeded in
providing a persuasive answer on the question hmivvehen network outcomes generalize
positively. Similarly, Durlauf (2002) argues that af yet the empirical literature that aims at
understanding macroeconomic phenomena on the baseme form of generalized trust
suffers from conceptual problems, lack of theoegtguidance, lack of attention for potential
reverse causality, and lack of attention for pagtrgarameter heterogeneftySome of the
cornerstones for this explanation have been laidrothis paper, in the emphasis on network
design (for example, openness and closure; apptafity), context, and the relation between
formal rules and social norms, introduced by vasi@uthors. To improve our theoretical
insights and gain reliable empirical assessmeutard analyses should try to establish ‘some
controls for directionality’ of causation (Portgs, 21) in order to disentangle and clarify
cause-and-effect sequences. In any case, if tmastep to be a crucial factor behind the
observed differences in economic performance, mgldfostering and supporting society’s
capacity for cooperation will be no less diffictdt policymakers than any other, or otherwise

motivated, development strategy available. Neitten policymakers withdraw from their

4 See, for example, Knack and Keefer (1997) and @witr{(2000) for attempts to empirically analyze
macroeconomic phenomena with trust as explanatariae. The extent of robustness of this litemtig
illustrated in Beugelsdijk et al. (2004).
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responsibilities and regard the importance of doafiucture as justification for a
deterministic view on development potential. Soaapital is neither a ready remedy for
major social problems, nor does it legitimate ttegesmerely to shift responsibility for, and

funding of its construction to civil society.
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