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Abstract 

The growth literature has put much emphasis on explaining the role of physical capital, human capital, 

innovation and institutions on economic growth. However, sociologists raise the importance of 

understanding the structures of social relationships because they help shape economic actions. It is not until 

recently that the concept of ‘’social capital’’ has been at the forefront of economic debates. While the vast 

majority of studies have shown that social capital is unconditionally good for economic growth, several 

studies argue that the impact of social capital depends on a country’s level of development. Therefore, an 

OLS regression is estimated using a panel data from 53 developed and developing countries to analyze the 

relationship between social capital, proxied by trust and GDP/capita growth. The results suggest that social 

capital is significant and positively related to GDP/capita growth in developed and developing countries. 

However, the relationship between social capital and GDP/capita growth is much stronger in developing 

countries. Policymakers can use this valuable insight while making growth-strategy decisions, especially in 

developing countries.  
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1. Introduction  

 

Why are some countries rich and others poor? What causes economic growth? The Solow model was one 

of the first models that was developed to answer these questions and it is the starting point for almost all 

analyses of growth. According to Solow (1956, 1957) capital, labor and the effectiveness of labor are 

combined to generate output. The model identifies two sources that contribute to cross-country income 

differences. These are differences in capital per worker and differences in the productivity of labor. Further 

research has shown that growth is driven by technological change and the stock of human capital (Romer, 

1986,1990; Mankiw, Romer and Weil 1992). Moving beyond these determinants of growth, recent studies 

show that differences in income stem from differences which Hall & Jones (1999) call, social infrastructure 

(e.g La Porta, Lopez-de-Silanes, Schleifer, & Vishny, 1997; Acemoglu, Johnson, & Robinson, 2001; Rodrik, 

Subramanian & Trebbi, 2004).  It consists of formal institutions and government policies that establish the 

economic environment that encourages capital accumulation, supports innovation and technology transfer 

(Hall & Jones, 1999).  

Growth theory has traditionally focused on the relative stock of economic factors such as physical capital 

and human capital and the role of formal institutions, but ignored the importance of social factors such as 

culture and social structures as potential determinants of economic growth. The neoclassical theory assumes 

that individuals are rational, self-centered and their behavior is not affected by social relations (Granovetter, 

1985), but sociologists have criticized this view and try to bridge social and economic perspectives to provide 

better and richer explanations of economic growth (Fukuyama, 1995; Putnam, 2000; Coleman, 1988). They 

argue that economic life is deeply embedded in social life and economic institutions are socially constructed 

(Fukuyama, 1995; Cate, 1993) and they raise the importance of understanding the structures of social 

relationships because they help to shape economic actions (Granovetter, 1985). Coleman (1988) 

incorporated these thoughts into a new concept called social capital and it has gained much attention in 

economic debates ever since then.   

Social capital is the informal counterpart to formal institutions, as defined by North (1990). Since it is a 

broad concept, a consensual definition of social capital has proved difficult to obtain. The definition in  

Durlauf & Fafchamps’s (2005) is used in this study. They define social capital as a set of network-based 

processes formed by norms and generalized trust that enables citizens to share, cooperate and coordinate 

actions. According to Bjornskov (2006), there are at least three aspects of social capital. They are generalized 

trust, social norms, and associational activity.  Generalized trust is has been widely used as a proxy for social 

capital in economic research (e.g. Zak and Knack, 2001; Roth 2009; Baliamoune-Lutz, 2011). Generalized 

trust refers to trust in other members of society other than friends and family. In surveys, such as the World 

Value Survey, generalized1 trust has often been measured by using this question, Generally speaking, would you 

                                                 

 
1From now and onwards trust will be referred to generalized trust only. 
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say that most people can be trusted or that you need to be very careful in dealing with people? (e.g Knack, Keefer 1997; 

Zak & Knack; 2001; Roth 2009; Inglehart et al 2014)  

 

From a microeconomic perspective, economists view social capital in terms of its ability to facilitate a 

smoothly functioning market by reducing transaction costs (Whiteley, 2000), and its ability to effect 

households’ financial development (Guiso, Spaienza & Zingales, 2004). From a macroeconomic perspective, 

economists investigate whether social capital complements or substitutes formal institutions for achieving 

economic growth (Ahlerup, Olsson and Yanagizawa, 2009; Rothstein, 2003). Several studies have found 

that social capital positively affects economic growth. (Knack & Keefer, 1997; Rupasingha, Goetz, & 

Freshwater, 2000; Neira, Vazquez, & Portela, 2008). Recent studies have also examined the social capital-

growth nexus in different contexts, either across countries or within countries and found positive effects of 

social capital on economic growth (Whiteley 2000; Neira et al 2008; Peiró-Palomino & Tortosa-Ausina, 

2015) 

1.2 PROBLEM  

 

While cross-country studies so far have proposed that social capital is unconditionally good for economic 

growth. Ahlerup et al (2009) and Knack & Keefer (1997) found evidence suggesting that the effect of social 

capital on economic growth may be conditional on some underlying characteristics, such as the quality of 

institutions or the level of income and the impact of social capital may differ between developed and 

developing countries. The argument is that developing countries may have less well-developed financial 

sectors, insecure property rights and unreliable enforceability of contracts and may rely more on social 

capital (Knack & Kneefer, 1997). Hence, this study will differ from previous studies by examining the 

relationship between social capital and economic growth in developed and developing countries.  

 

Moreover, due to the limited availability of trust data from the World Value of Survey (WVS) (Inglehart et 

al, 2014). Researchers have been limited in their choice of empirical specifications to a cross-sectional 

framework. To the author’s recognition, only four studies have used panel research design while the rest is 

in a cross-sectional setting (e.g. Ahmad & Hall, 2017; Peiró-Palomino & Tortosa-Ausina, 2015: Neira et al. 

2008; Roth, 2009).  The addition of the fifth and the sixth wave in WVS which provides new data on trust 

makes it possible to use a panel data estimation and study the relationship in a longer time period than 

previous studies. Also, from a policy decision-making point of view, it might be more relevant to examine 

the effect of changes in social capital on economic growth. Therefore, a panel estimation technique instead 

of a cross-sectional estimation technique will be used in this study to examine how changes in social capital 

relates to economic growth.  
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1.3 PURPOSE  

The purpose of this thesis is to examine the relationship between social capital and GDP/capita growth in 

developed and developing countries. This is done by using data from the World Values Survey in a panel 

data study of 53 countries from 1984-2014. 

 

The topic of social capital is rather new and an undeveloped area within economics. The findings of this 

study contribute to entangle the relationship between social capital and economic growth in particular in 

developing and developed countries. By understanding how social capital works and in which ways it affects 

economic growth, policymakers may use this insight to develop more effective growth policies.  

 

1.4 DELIMITATION 

The study recognizes that there is no consensual measure of social capital and several measures of social 

capital have been used to study the relationship between social capital and economic growth. Among these 

are trust, civic cooperation, associational activity, crime rate, charitable giving and voter participation (Knack 

& Keefer, 1997; Rupasingha et al, 2000). This study will only use the measure of generalized trust from 

World Value Survey2 as a proxy for social capital because it is the most commonly used measure of social 

capital (Zak and Knack, 2001; Whiteley, 2000; Roth, 2009; Knowles, 2005; Inglehart et al, 2014). Lastly, the 

choice of countries and the time periods were made due to the availability of data provided by the World 

Value Survey, Penn World tables 9 and the World bank (Inglehart et al 2014; World bank, 2010; Fenstra, 

Inklaar & Timmer 2015). Countries that had least two observations on trust were chosen for this study. 

1.5 DISPOSITION 

The remainder of this thesis is organized as follows: section 2 outlines the theoretical framework and review 

the findings of the previous studies on social capital. Section 3 will present the data used for this study and 

the econometric model and, Section 4 presents the results and discusses the estimation results and Section 

5 concludes.  

 

 

 

 

                                                 

 
2 The main purpose of WVS is to enable comparison of values and norms on a wide variety of topics across countries 
(Inglehart et al, 2000).    
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2. Theoretical framework 

2.1 DEFINITION OF SOCIAL CAPITAL 

Social capital is a complex and a multidimensional concept and there are different ways to measure it and 

define it. It grew in importance after the work of Coleman (1988). The ‘’social’’ in social capital emphasizes 

that the resources are embodied in the relations among persons. ‘’Capital’’, because it is an asset and 

productive just as human and physical capital (Coleman,1998). According to Coleman (1998) social capital 

encompasses a wide variety of different entities, with two features in common. They represent some aspects 

of social structures and they facilitate certain actions of actors. Compared with physical and human capital, 

social capital is less tangible.  

 

Putnam (2000) distinguishes between bridging and bonding social capital and recognizes that there is a dark 

side of social capital. The former refers to building connections between heterogeneous groups and may be 

good for accessing external assets and diffusion of information. The latter refers to building connections 

between like-minded people, it may build strong ties but it also can exclude those who do not qualify.  

 

The concept of social capital has been criticized on various grounds. The term itself is different from other 

forms of capital and the famous economist Robert Solow argues that it is built on a bad analogy. He asks 

‘’What is social capital stock of?.... How could an accountant measure them and cumulate them in 

principle?..’’ to develop the analogy  (Dasgupta & Seralgedin, 1999, p.7).  It has also been criticized for 

lacking originality, according to Portes (1998) the range of processes embodied by social capital are not new 

and they have been studied before under different labels. It is also difficult to show the direction of causality, 

as Durlauf (1999, p.3) notes, ‘’Do trust-building social networks lead to efficacious communities, or do 

successful communities generate these types of social ties?’’ However, Solow still highlights the importance 

of studying how societies and groups instill norms of behavior since a lot of economic behavior is socially 

determined. Dasgupta & Seralgedin  (1999) also argues that it is important to look at the concept of social 

capital since it uncovers those particular institutions that are important to the economy that might otherwise 

be ignored. 

 

   2.1.1 Definition of trust 

According to Putnam (2000) trust is the expectation about the behavior of an independent actor that 

develops from norms of reciprocity and networks of civic engagement.The social capital literature 

distinguish between i) thick trust, ii) thin or generalized trust and iii) abstract trust (Putnam 2000, p.137; 

Newton 1997, p.580). Thick trust arises from people you interact with on a daily basis, such as family and 

friends and as mentioned before generalized trust is trust in strangers (Putnam, 2000). Abstract trust refers 

to trust in certain institutions such as education and the media.   
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2.2 SOCIAL CAPITAL AND ECONOMIC DEVELOPMENT 

The literature on social capital and how it relates to economic development is expanding rapidly.  As human 

capital matters for economic growth (Mankiw, Romer & Weil 1992; Barro, 2001). Colemans (1988) work has 

been influential in the field of human capital and it is clear from his title ‘’Social capital and the creation of 

human capital, that he seeks to establish a causal connection between social capital and human capital. 

According to Coleman (1988) social capital contains various aspects of social structures and constitutes a 

resource for certain individuals that help them achieve their goals.  Both social capital in the family and in 

the community is important for the creation of human capital.  The former refers to relationship between 

the children and parents and other member of the family, and the latter refers to both social relationships 

among parents in the community and their relationships with the institutions of the community. Coleman 

(1988) mentions three important aspects of social capital. These are obligations, information and social 

norms.  Individuals in social structures characterized by high levels of social capital have high levels of 

obligations towards one another and the access to important information is much easier in such structures. 

They are important as they facilitate certain actions from individuals and help to save time. People belonging 

to a community characterized by high social capital benefit from it in terms of better educational results of 

the youth (Coleman, 1988). This is because parents in such communities easily get informed about their 

children’s activities and they live in a community that supports high achievements in school. Coleman (1988) 

shows that high-school dropout rates are low when there is high social capital in the family and in the 

community 

Putnam, Leonardi & Nanetti (1993) is famous for connecting social capital with civic participation and 

institutional performance. In his study of institutional performance in Italy, Putnam et al (1993) explains 

that differences in the quality of the government in Italy could be explained by strong traditions of civic 

engagement (Putnam et al, 1993 ) in forms of voter turnout, paper readership, membership in choral 

societies, literary circles. Such civic engagements foster norms of reciprocity and networks that facilitate 

coordination, cooperation and communication. Citizens in civic regions contribute to efficient institutions 

by engaging in public issues and obeying the law. They also expect their leaders to be honest and committed 

to equality. Where citizens are engaged in civic activities, the government is more likely to deliver public 

goods (Putnam et al, 1993).  Boix and Posner (1998, p.690) also provide reasons for how social capital can 

raise the quality of institutions. Firstly, it makes citizens ‘’sophisticated consumers of politics’’. Secondly, by 

engaging in community associations, citizen’s awareness of political issues increase and they become more 

concerned about improving their welfare. It also leads to governmental efficiency by reducing the cost of 

imposing and implementing policies and regulations, such as taxes, regulations for a safer workplace. 

However, since it is a public good people have incentives to shirk and not bear the full cost. To reduce 

shirking, social capital can help shape the citizens’ expectations about the behavior of others.  This benefits 

society as governments have more resources to invest in other institutions or provide more services to the 
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public. Boix and Posner (1998) also state that social capital affects institutional quality by affecting the 

behavior of politicians in two ways. Firstly, in societies with high levels of social capital, politicians are more 

likely to compromise with one another and work together. Secondly, just as social capital can affect citizens’ 

expectations of others, it can have an impact on their expectation of organization members about the 

behavior of their supervisors. Communities with high levels of social capital will increase the politician’s 

belief that their co-workers and managers are doing their best for the success of the country, which will 

cause them to work harder.  Again, this can free up resources that can be applied to the provision of public 

goods. Nevertheless, devoting more resources to e.g. the enforcement of property rights which affects 

private investment as well as spending on productive activities, are predicted to generate higher economic 

growth (Barro, 1990).  
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Direct 

channels 

Indirect channel  

 

2.3   LITTERATURE REVIEW ON TRUST AND ECONOMIC GROWTH 

Since trust will be used as a measure of social capital this section will present the relationship between trust 

and economic growth. Trust can affect long-run economic growth both directly and indirectly through five 

channels. The direct channels are efficiency, education and innovation and FDI. The indirect channel is 

institutions. These channels are all important for economic growth. The first part will focus on the direct 

channels and the second part will focus on the indirect channel. Figure 2 further illustrates the direct and 

indirect channels and how trust is related to economic growth 

 

 

Figure 1 The relationship between trust and growth, own elaboration.  

  

2.3.1 Direct channels 

As mentioned before, trust can impact on economic growth through several mechanisms. The first part 

deals with how trust can increase economic efficiency by reducing transaction costs, solving collective action 

and principal-agent problems. Transaction costs evolve during exchanges and refer to resources that are lost 

due to lack of information. It can be divided into three broad categories, bargaining and decision costs, 

search and information costs, policing and enforcing costs (Dahlman, 1979).  According to North (1987) 

low transaction costs are important for the performance of economies. One of the key reasons why there 

are income differences between developed and developing countries is due to differences in transaction 

costs. North (1987) argues that the main obstacles that prevents economies from realizing economic 

development are transaction costs. Low transaction costs create more efficient markets and increases gains 

from economic transactions, such as lower production costs. This, in turn, leads to higher productivity 
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which is crucial for achieving economic growth (North,1987). According to Fukuyama (1995) trust reduces 

transaction costs by strengthening the moral bonds among citizens, which in turn reduces opportunistic 

behavior in situations where it would be beneficial for them. Knack & Kneefer (1997, p. 1252) specifies the 

types of transactions which are sensitive to trust, these are ‘’goods and services that are provided in exchange 

for future payment, employment contracts in which managers rely on employees to accomplish tasks that 

are difficult to monitor, and investments and savings decisions that rely on assurances by governments or 

banks that they will not expropriate these assets ‘’. Fukuyama (1995) further argues that distrust forces a 

form of tax on all types of economic activity which societies with high-trust do not have to pay. Fukuyama 

(1995) further argues that trust becomes more important as countries develop over time since market 

transactions becomes more anonymized and the provision of information becomes more prevalent.   

 

Trust also enables actors to solve collective action problems more efficiently and lower transaction costs 

makes it easier to deal with negative externalities, this has implications for economic growth as actors can 

use resources more efficiently (Whiteley, 2000). Trust can also help solve principal-agent problems. These 

occur when the goals or desires of the principal, who delegates work to the agent, are different from the 

agents and it is difficult for the principal to monitor the work of the agent (Eisenhardt, 1989). According to 

Whiteley (2000) agents are less prone to shirk in high-trust societies.  

 

Another direct mechanism that trust affects is investments in education. The positive relationship between 

trust and education exist due to labor market reasons. Workers with high levels of human capital are hired 

by firms to perform complex tasks. But there are also monitoring costs involved which increase as the 

complexity of the tasks increases. In high-trust societies, monitoring costs are low which raises the demand 

for workers with high levels of human capital. Also, as trust enables workers to cooperate and share 

information with other workers, it raises the firms’ returns to hiring workers with higher levels of human 

capital (Dearmon & Grier, 2011). This implies that the demand of educated workforce is high in high-trust 

societies which leads to that more people are willing to invest in education. Moreover, in low trust societies, 

hiring decisions are often influenced by trustworthy personal attributes of applicants such as blood ties, 

personal knowledge of applicants or criteria such as ethnicity, and not by the educational background of the 

applicants. (Knack & Keefer, 1997; Whiteley, 2000). This also leads to lower investments in education in 

low-trust societies. Although these criteria are often inefficient, they exist in low trust societies as they are a 

reliable alternative to social capital (Whiteley, 2000).  As a result, Zack and Knack (2001) argues that the 

growth of education will develop faster in societies characterized by high trust. As education, through its 

influence on the accumulation of human capital, is considered to be an important determinant of growth 

(Barro,2013). High trust societies should experience higher economic growth through higher investments 

in education. 
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The third direct mechanism is innovation. Innovation is important for growth as it leads to higher 

productivity and higher output (Romer, 1986). It not only involves activities such as R&D investments and 

adoption of the latest technology, but it is also fuelled by interactions between independent organizations 

who possess valuable knowledge and who want to gain competitiveness. A high-trust society will lead to 

more innovation by providing the foundations for social relationships to emerge and grow which 

contributes to the exchange of knowledge (Fukuyama, 1995).  However, sometimes there occurs failures 

for the exchange of knowledge between firms, for instance in pure market interactions where there is an 

asymmetrical distribution of information between the seller and the buyer; that restrain the seller from 

offering the knowledge. The only way to succeed in dealing with this and other types of market failures is 

when open market relations are replaced by stable and reciprocal exchange arrangements found on trust 

(Schuller, Baron & Field 2000).  If trust does not exist between business partners, no useful knowledge will 

be transferred and there will be less innovation (Gleaser, Laibson, Sheinkman & Soutter, 2000).  This can 

also be applied to the relationship between researchers and investors. Because most R&D projects are risky, 

they require some form of trust between these two parties to be executed, this is more likely to happen in 

environments where people trust each other, which in turn leads to more accumulation of knowledge and 

innovation. (Akcomak and Weel, 2009) Also, as firms and other economic actors provide their 

trustworthiness and display their willingness to submit to the rules by their day-to-day operations and 

business practices, they also create a climate of mutual trust where they learn to trust new and unknown 

partners. This reduces the need of new relation-specific investments in situations where firms decide to 

engage in innovation-driven exchange relationships and it becomes easier to exchange knowledge. 

 

There are different ways in which FDI can promote economic growth in a host country. Multinational firms 

carrying out FDI apply the most advanced technologies, by setting production plants in the host country. 

This can affect the technological progress in the host country by increasing both the amount and the quality 

of physical capital. Another way FDI can impact economic growth in the host country is by the introduction 

of managerial skills and production know-how which fosters technological progress (Neuhaus,2006). Zhao 

& Kim (2011) suggest that trust is crucial for successful FDI investments since FDI involves managing 

business relationships with local partners and employees, suppliers and buyers. Having a trustworthy 

relationship creates a more cooperative business environment, therefore multinational enterprises prefer to 

enter markets characterized by high levels of trust. The political hazards in countries with underdeveloped 

institutions greatly impact the entry decisions of foreign investors. Trust can reduce the uncertainty in the 

political environment by reducing the cost of acquiring information related to the political process and the 

culture of a country and helps navigating through the bureaucracy.  (Zhao & Kim, 2011; Delious and Henisz, 

2003)  
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2.3.2 Indirect channels  

The indirect channels refer to formal institutions that affects growth indirectly by influencing the direct 

factors of growth mentioned above. Institutions are defined as ‘’humanly devised constraints that shape 

human interaction’’ (North, 1990, p.3). Human beings have developed institutions to create order and 

reduce uncertainty in economic transactions. This is achieved by devoting institutions to enforcing 

contracts, safeguarding property rights and alleviating agency problems. This reduces transaction costs and 

production cost and together with the effectiveness of enforcement, institutions determine the profitability 

of engaging in economic activity (North,1991). Formal institutions shape political, social and economic 

organizations and reduce uncertainty by establishing a stable structure to human interaction.  However, 

organizations also influence how the institutional framework evolves over time and together they shape the 

performance of an economy (North, 1990). Since these two are related to each other this section will discuss 

how trust can affect organizations, which in turn can affect institutions.  

 

 According to La Porta et al (1996) organizations require cooperation between bureaucrats who interact 

infrequently as well as cooperation between bureaucrats and citizens to produce public goods. Due to few 

interactions between these groups, reputation cannot be developed, therefore trust is needed to ensure 

cooperation. Knack (2000) argues that high levels of trust in a country leads to efficient institutions by 

affecting the level and the character of political participation, reducing rent-seeking and makes the 

institutions govern on the interest of the public. Boix and Posner (1998) also provide explanations of how 

trust affectS the quality of formal institutions and policymaking. The main idea is that in order for political 

institutions to govern effectively, the voters need to be well informed about the work of the politicians and 

have the ability to mobilize and punish politicians for the quality of governance they provide. This likely 

occurs when citizens trust each other and are better networked (Bjornskov, 2009).  Knowing that they are 

being monitored, politicians will be more willing to govern effectively.  As citizens trust each other they are 

also better equipped to organize in groups, overcome collective action dilemmas and express their needs 

and demands to the government.  This could also minimize the political influence of special interest groups 

and the policies would more likely reflect the public interest and not the preferred policies of special interest 

groups.  This would, in turn, benefit the society as whole as some special interest groups can be harmful to 

economic growth because they can negatively affect capital accumulation and innovation (Olson, 1982) 
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2.4 EMPIRICAL FINDINGS 

After exploring the concept of social capital and investigating the direct and indirect channels in which trust 

positively economic growth, this section will review the empirical evidence relating to social capital and 

growth, especially on the relationship between trust and growth. 

 2.4.1 Studies of direct effects 

Knack & Keefer (1997) were among the first examining the roe of social capital role of social capital on 

economic development. Using survey-based measures of trust, civic norms and associational activity 

obtained from World Value Surveys, they employed a cross-sectional regression on 29 countries between 

1981-1991 and found that measures trust and civic norms were positively related to growth and investment. 

Zak and Knack (2001) repeated the study of Knack & Keefer (1997), additionally including 12 developing 

countries and found that trust is positively related to economic growth. Although Whiteley (2000) used a 

different measure of trust, his findings across 34 countries were similar to previous findings. In contrast to 

the previous findings, Roth (2009) found a negative and significant relationship between trust and growth. 

The negative relationship is because Roth (2009) employed a panel research design instead of cross-sectional 

research design. The sample size was much larger than previous studies and the trust variable that was used 

in his study was a combination of generalized trust and systemic trust. Moreover, Beugelsdijk, de Groot & 

van Schaik (2004) concluded that data limitations are a common problem in investing the relationship 

between generalized trust and economic growth rather than omitted variable biases. However, by including 

developing countries with low trust scores one can obtain robust results. Bergren, Elinder & Jordahl (2008) 

also analyzed the robustness of the results from Zak and Knack (2001) and Knack & Keefer (1997), but on 

other aspects. Using a robust estimation technique Least Trimmed Squares and new data on trust, their 

findings showed when outliers were removed trust and growth relationship were no longer robust and the 

coefficient of trust was half as large compared to previous findings.  

2.4.2 Studies of indirect effects 

The social capital literature has also addressed the indirect link between social capital and economic growth. 

Ahmad & Hall (2017) tested whether the growth effect of social capital is direct or indirect by running two 

different regressions, one on social capital and growth and one of social capital and property right. The 

authors found that the social capital effect on growth runs via property rights channel. Whereas, Acomak 

& Weel (2009) found that social capital was a significant determinant of innovation and found no direct role 

of social capital on per capita growth in European countries. La porta et al (1996) showed that trust raises 

judicial efficiency, bureaucratic quality and promotes efficient outcomes in large organizations and social 

structures. Apart from outlining the indirect channels, the literature also addresses the particular conditions 

under which trust is effective. Knack and Keefer (1997) argued that trust is more important in countries 

with lower levels of income. He proved that the impact of trust is higher in developing countries. Ahlerup 
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et al. (2009) showed that the marginal impact of trust on economic growth decreased with the quality of 

formal institutions and trust and institutions are rather substitutes in economic development. Likewise in a 

panel data analysis of 39 African countries, Baliamoune-Lutz (2011) showed that trust-based social capital 

improves the quality of institutions, however, these two appeared to be complements  

3. Methodology 

The model that will be used to examine the relationship between social capital and growth of GDP per 

capita in developed and developing countries will be presented in this chapter. Moreover, a dummy variable 

for developed countries will be used to examine whether the relationship between social capital and growth 

of GDP per capita differs between developed and developing countries.  The first step is to estimate a 

pooled OLS regression on all 53 developing and developed countries but using dummy variables to 

differentiate between developing and developed countries. As a robustness check, two separate pooled OLS 

regressions will be estimated, one for developing countries and one for developed countries. All pooled 

OLS estimations are estimated with robust estimators of standard errors for the dataset.  

3.1 DATA  

Before presenting the model this section will present the variables that will be used in this study and how 

the data has been gathered.  

3.1.1 Dependent variable  

GDP/capita growth will be used in this study a measure of economic growth and the data are taken from 

World Development indicator Database provided by the Worldbank (2010). As yearly growth rates have 

short-run fluctuations, the dependent variable is averaged for the periods 1981-1984, 1990-1994, 1995-1998, 

1999-2004,2005-2009, 2010-2014 to remove the effect of short-run fluctuations.  

 

3.1.2 Independent variables 

 

Main variable 

The question which is used to measure the level of trust in a society is: ’’Generally speaking, would you say that 

most people can be trusted, or, that you need to be careful in dealing with people? The trust indicator represents the 

percentage of respondents in each country which replies that most people can be trusted. The trust data on all 

53 countries is gathered from a total of six waves in WVS covering the time periods 1981-1984, 1990-1994, 

1995-1998, 1999-2004,2005-2009, 2010-2014. Hence, the maximum number of observations per country is 

six, if the country is presented in all six waves. One trust measure is taken for each of the time periods. The 

first two waves are largely dominated by data from developing countries but the number of developed 

countries in the data increases with the number of waves (Inglehart et al, 2014).  The main purpose of WVS 



 

 

 

 
17 

is to enable comparison of values and norms on a wide variety of topics across countries (Inglehart et al, 

2000).    Since the trust data is measured periodically and not yearly this causes some issues with how the 

data should be collected for the other variables and how the pooled OLS will be estimated. This paper will 

follow a similar approach as the study by (Roth, 2009).  

Table 1 in appendix 7.1  lists all the 53 countries that were included in this study and the variation of trust 

for each country i.e. the percentage of people who responded, most people can be trusted. This study follows 

the WESP country classification where all countries are classified into three broad categories. Countries in 

bold text represent developed countries and the rest consists of developing and transition economies. The 

transition economies in this sample are Albania, Armenia, Moldova, Russia and Ukraine (UN, 2010). Here 

‘’developing countries’’ refers to the 33 transition economies and developing countries.  The observations 

were made over the time period 1980 to 2014. A closer look at table 3 shows how trust varies across countries 

and across time, where the lowest trust value of 2.8% was found in Brazil in the period from 1995-1998 and 

the highest trust value of 73.7% in Norway between 2005 and 2009.  Most developed countries have 

relatively higher trust levels than developing countries. China and Norway has the highest levels of trust in 

their respective categories. Only Canada, Finland, Netherlands, New Zealand, Peru, Sweden, Switzerland, 

Venezuela, Vietnam have experienced an increasing level of trust between 1980 and 2014. 

 

Control variables  

Measures of physical capital and population growth will be used as control variables because they are the 

most commonly used control variables in growth regressions (e.g Ahmad & Hall 2017, Mankiw, Romer & 

Weil, 1992; Barro, 1996). Both physical capital and population growth will be lagged by one year to reduce 

the problem of endogeneity, specifically the issue of reverse causality. They will be taken for 1979, 1984, 

1989, 1994, 1999, 2004, 2009. 

 

 Physical capital is measured as gross capital formation (%of GDP). It consists of expenditures on additions 

to the fixed assets of the economy plus net charges in the level of inventories (Worldbank, 

2010). It is one of the main factors of the production of output (Solow, 1956). The studies from Mankiw, 

Romer & Weil (1992); Levine & Renelt, (1992) finds that investments in physical capital positively impacts 

economic growth. 

 

Data on population growth are taken from Penn World Tables 9 (Inklaar & Timmer, 2015). There is both a 

negative and a positive relationship between population growth and economic growth. In neo-classical 

growth models, population growth can have a negative effect on growth, due to decreasing per capita stock 

of capital which decreases labor productivity (Solow,1956). Kelley & Schmidt (1995) finds that population 

growth exerts a negative effect on economic growth. Whereas Jones (1997) argues that population growth 
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is important for long-run growth as ideas and discoveries increases with increasing population. Which in 

turn positively affects economic growth.  

 

 

3.2 DESCRIPTIVE STATISTICS 

Table 2  A summary statistics of the main variables. 

Table 2 provides descriptive statistics for the dependent and independent variables. As can be seen in table 1, 

there is a great variation in the independent variables and in the dependent variable. GDP/capita growth varies 

between -6.8% to 10.8% 

3.2 THE MODEL 

The following regression model is used in this study following a similar approach as Roth (2009). Although 

the fixed effects model would be the optimum estimation method because the study is analyzing to a large 

extent a heterogeneous set of countries and this method can control for any country unobservable time‐

invariant variables. The reason why the pooled OLS model is chosen is due to the small number of 

observations per country. The number of observations are ≈164 for 53 countries, therefore there is a risk 

of losing to many degrees of freedom if the fixed effects model is estimated. Also, it is not feasible to run 

the fixed effects model concerning the low number of time periods and the unbalanced nature of the data 

in this study.  

In a pooled OLS, all observations are pooled together and the uniqueness that exists among countries is 

neglected (Gujarati & Porter, 2009). By grouping countries into developing and developed countries, one 

can expect to control at least partly for the differences in the unobserved effects. 

 

 
The main model that will be used in this study is: 

 

𝐺𝐷𝑃

𝑐𝑎𝑝𝑖𝑡𝑎
𝐺𝑟𝑜𝑤𝑡ℎ = 𝑐 + 𝛽1 𝑇𝑟𝑢𝑠𝑡𝑖𝑡 +  𝛽2  𝑃ℎ𝑦𝑠𝑖𝑐𝑎𝑙 𝑐𝑎𝑝𝑖𝑡𝑎𝑙𝑖𝑡−1 + 𝛽3 𝑃𝑜𝑝𝑢𝑙𝑎𝑡𝑖𝑜𝑛 𝑔𝑟𝑜𝑤𝑡ℎ𝑖𝑡−1

+ 𝛽4 𝐷𝑒𝑣𝑒𝑙𝑜𝑝𝑒𝑑 + 𝛽5 𝑇𝑟𝑢𝑠𝑡𝑖𝑡 ∗ 𝐷𝑒𝑣𝑒𝑙𝑜𝑝𝑒𝑑 + 𝜀𝑡      (1)      

 

Variable Obs Mean Std. Dev. Min Max 

GDP/capita 

growth 

163 2.32 2.56 -6.81 10.88 

Trust 164 27.59 15.38 2.8 73.7 

Physical 

capital 

158 24.52 6.74 9.39 46.88 

Population 

growth 

164 1.03 .98 -2.39 4.98 
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Where i stands for each country and t is the time period.  C is the constant and 𝜀𝑡  is the error term. 

𝐷𝑒𝑣𝑒𝑙𝑜𝑝𝑒𝑑 is a dummy variable, it takes the value of 0 if the country is a developing country and takes the 

value of 1 if the country is a developed country. It measures the relationship between developed countries 

and GDP/capita growth when trust is equal to zero.   𝑇𝑟𝑢𝑠𝑡 ∗ 𝐷𝑒𝑣𝑒𝑙𝑜𝑝𝑒𝑑 is an interaction term which will 

tell whether there is a stronger/weaker relationship between trust and GDP/capita growth in developed 

countries.  

 

 

 

If  𝐷𝑒𝑣𝑒𝑙𝑜𝑝𝑒𝑑=0, then 

 

 

 
𝐺𝐷𝑃

𝑐𝑎𝑝𝑖𝑡𝑎
𝑔𝑟𝑜𝑤𝑡ℎ = 𝑐 +  𝛽1 𝑇𝑟𝑢𝑠𝑡𝑖𝑡 +  𝛽2  𝑃ℎ𝑦𝑠𝑖𝑐𝑎𝑙 𝑐𝑎𝑝𝑖𝑡𝑎𝑙𝑖𝑡−1 +

                                   𝛽3 𝑃𝑜𝑝𝑢𝑙𝑎𝑡𝑖𝑜𝑛 𝑔𝑟𝑜𝑤𝑡ℎ𝑖𝑡−1 + 𝜀𝑡 
 
β1  will reflect the relationship between trust and GDP/capita growth in developing countries 

 

 

If Developed=1, then  

 

 

𝐺𝐷𝑃

𝑐𝑎𝑝𝑖𝑡𝑎
𝐺𝑟𝑜𝑤𝑡ℎ = 𝑐 +  𝛽1 𝑇𝑟𝑢𝑠𝑡𝑖𝑡 +  𝛽2  𝑃ℎ𝑦𝑠𝑖𝑐𝑎𝑙 𝑐𝑎𝑝𝑖𝑡𝑎𝑙𝑖𝑡−1 +

 𝛽3 𝑃𝑜𝑝𝑢𝑙𝑎𝑡𝑖𝑜𝑛 𝑔𝑟𝑜𝑤𝑡ℎ𝑖𝑡−1 + 𝛽4 𝐷𝑒𝑣𝑒𝑙𝑜𝑝𝑒𝑑 + 𝛽5 𝑇𝑟𝑢𝑠𝑡 ∗ 𝐷𝑒𝑣𝑒𝑙𝑜𝑝𝑒𝑑 + 𝜀𝑡  

 
β1 +  β5  will reflect the relationship between trust and GDP/capita growth in developed countries 

 

If β5 < 0, there is a weaker relationship between trust and GDP/capita growth in developed countries 

compared to developing countries, and vice versa.  

 

The pooled OLS estimation takes the form that will be estimated for developed and developing 

countries and will be compared to the main model with the dummy variables is: 

 

  
GDP

capita
Growth = c +  β1 Trustit + β2  Physical capitalit−1 + β3 Population growthi−t (2), (3) 
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4. Results  

4.1 SCATTERPLOT 

Before presenting the regression results, this section will graphically show the direction of the relationship 

between trust and economic growth in developed and developing countries 

 

 

 
 

 

Figure 2 shows the relationship between GDP/capita growth and the average trust levels for 20 developed 

countries for the period 1980- 2014. There is a weak positive relationship between average trust and average 

GDP/capita growth in developed countries. Cyprus appears to be an outlier3 in this sample of countries.  

Except Cyprus, Bulgaria, Poland and Romania have low average trust levels but achieved high growth rates. 

The majority of countries in this sample have average trust values that varies between 25% in Spain to 69% 

in Norway.  

                                                 

 
3 An outlier is an observation that differs significantly from the rest of the observations (Gujarati,2004). 

Figure 2 Scatterplot for 20 developed countries 
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In figure 3, the relationship between average trust and average GDP/capita growth is also positive in 

developing countries. Judging by the slope of the fitted curve, it appears that the relationship between 

average trust and average GDP/capita is much stronger in developing countries than in developed countries. 

An outlier is also observed in figure 3 and the country is China. The average level of trust and the average 

growth rate of GDP/capita is high in China when compared with the rest of the developing countries. 

There is also a difference in the average trust levels in developing countries when compared with developed 

countries in figure 2. The majority of developing countries have average trust levels that ranges between 

2,69% in Philippines to 44,8% in Vietnam. It appears that the majority of developing countries have lower 

average trust levels than developing countries.  

 

 

 

 

Figure 3, scatterplot for 33 developing countries  
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4.2 REGRESSION RESULTS  

This section presents and analyses the pooled OLS regression results. The pooled OLS estimations for 

developed and developing countries are also presented in this to compare the results with the main model. 

It will also present some diagnostics tests that were done to evaluate the robustness of the results.   

 

Table 3 Dependent variable: Growth of GDP per Capita  

 

 

Regression 

VARIABLES 

 

(1) 

Developed 

(2) 

Developing 

(3) 

    

Trust 0.0761*** 0.00614 0.0727** 

 (0.0281) (0.0103) (0.0274) 

Physical Capital 0.0616* 0.000617 0.0777** 

 (0.0316) (0.0308) (0.0377) 

Population Growth -0.686** -1.189*** -0.566 

 (0.320) (0.349) (0.380) 

Developed 0.00340   

 (0.930)   

Trust*Developed -0.0713**   

 (0.0307)   

Constant 0.452 2.096** -0.0405 

 (1.193) (0.966) (1.357) 

    

Observations 157 56 101 

R-squared 0.276 0.201 0.272 

                       Note: Robust standard errors in parentheses *** p<0.01, ** p<0.05, * p<0.1 

 

The results of  regression 1 in  table 3 shows that trust and physical capital and population growth are all 

significantly related to growth of GDP/capita in developed and developing countries. The trust variable is 

significant at the 0.01 level, the proxy for physical capital is significant at the 0.1 level and population growth 

is significant at the 0.05 level. A positive and significant relationship exists physical capital and growth of 

GDP/capita in developed and developing countries.  However, the coefficient of population growth 

variable is negative which indicates that there is a negative relationship between population growth and 

growth of GDP/capita in developed and developing countries. 

 Looking at the trust variable in equation 1, the estimated value of the coefficient is 0.0761. This represents 

the relationship between trust and GDP/capita growth in developing countries. The interpretation of the 

coefficient is, a percentage point increase in trust is associated with a 0.0761 percentage points rise in 
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GDP/capita growth, holding all other variables constant. Similarly, a five percentage points increase in trust 

is associated with a 0.3805 percentage points increase in GDP/capita growth.  

The coefficient of the interaction term together with the coefficient of trust represents the relationship 

between trust and GDP/capita growth in developed countries. It is negative and significant at the 0.05 level 

and it is interpreted as a percentage point increase in trust is associated with an increase in growth of 

GDP/capita by 0.0048 percentage points (0.0761-0.0713), holding all other variables constant. A five 

percentage point increase in trust is associated with a 0.024 percentage points rise in GDP/capita growth.  

The coefficients of physical capital and population growth are significant but have opposite signs, a 

percentage point increase in the stock of physical capital is related is associated with a rise in GDP/capita 

growth by 0.06 percentage points in developed and developing countries. Likewise, a percentage point 

increase in population growth is associated with a 0.686 percentage points decline in GDP/capita. It is also 

noteworthy that there is not a huge difference between the coefficients of physical capital and trust, implying 

that they have almost the same relationship with growth of GDP/capita in developing countries. 

Furthermore, the value of R-squared is interpreted as 27.6 % of the variance in GDP/capita growth in this 

sample of countries can be explained by the model. Considering the fact that this study has been limited in 

the choice of control variables due to the possibility of multicollinearity. The R-squared value is therefore 

expected to be low.  

Concerning the economic significance of the results, it was expected that the coefficient of trust will be low 

for both developed and developing countries. The possible reason is the many factors of growth that trust 

is able to affect, especially its indirect relationship with GDP/capita growth through the institutional 

channel. The results have economic significance in developing countries but less in developed countries.  

From the results, one can draw the conclusion that the relationship between trust and growth of 

GDP/capita is positive and that the relationship between trust and growth of GDP/capita is stronger in 

developing countries than in developed countries. 

4.1.1 Robustness checks  

It seems that there is almost no relationship between trust and GDP/capita growth in developed countries 

in the first regression. Comparing the first regression with the second, the results are almost line with each 

other. The coefficient of trust in the second regression is small and insignificant, confirming the results of 

the first regression that shows almost no relationship between trust and GDP/capita growth in developed 

countries. The estimated coefficient of trust in first and the third regression are similar, which confirms the 

relationship between trust and GDP/capita growth in developing countries.  
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To get precise estimates and unbiased results the degree of multicollinearity among the independent 

variables was measured by estimating the variance inflation factor. If the VIF of a variable exceeds 10, that 

variable is said to be highly collinear (Gujarati, 2004). All the VIF values were smaller than 10 indicating that 

multicollinearity is not present among the regressors in this sample4. The correlation coefficients in the 

correlation matrix5 in the appendix further support this result.   

Whites General Heteroscedasticity Test was also used to detect heteroscedasticity. The null hypothesis was 

rejected indicating that heteroscedasticity is present in this model6. However a further look at the residuals 

of each explanatory variable showed no systematic pattern7. Meaning that the variation of the residuals 

seems to be constant which indicates no serious heteroscedasticity. Heteroscedasticity, in this case, could 

arise in the presence of outliers (Gujarati, 2004). Robust and clustered standard errors were used to reduce 

the problem of heteroscedasticity and serial correlation 

4.2 ANALYSIS OF RESULTS 

Controlling for physical capital and population growth, the results clearly shows that there is a positive 

relationship between social capital and economic growth in a diverse set of countries which confirms the 

empirical findings of (Whiteley,2000; Knack & Keefer, 1997; Zak & Knack, 2001) and contradicts the 

findings of Roth(2009). The findings of this thesis also show that the relationship between social capital and 

economic growth is not uniform and depends on the level of development of a country. By dividing 

countries into developing and developed countries, social capital seems to have a stronger relationship with 

economic growth in developing countries compared to developed countries. Increasing trust in developed 

countries that already have high levels of trust may not have a strong relationship to economic growth. This 

does not mean than social capital is unimportant in developed countries. There may be other aspects of 

social capital other than trust that are more important in developed countries. 

 The results supports the findings of Knack & Keefer (1997) suggesting that countries with low levels of 

incomes benefit the most from increasing levels of social capital. The reason could be that trust matters 

more in developing countries where formal substitutes are not available. Developing countries may have 

less well-developed financial sectors, insecure property rights and unreliable enforceability of contracts 

which reflects low quality of institutions and thus may rely more on social capital (Knack & Kneefer, 1997). 

This is also in line with the findings of Ahlerup (2009) which argued that social capital is more important 

for developing countries with inefficient institutions. Perhaps institutions and social capital are rather 

substitutes in developing countries and that social capital can play an important role in society when  

institutions are weak. An example of this could be in a principal-agent dilemma scenario. Social capital may 

                                                 

 
4 See table 4 in appendix 7.2. 
5 See table 5 in appendix 7.3 
6 See table 6 in appendix 7.3 
7 See figure 4,5,6 in appendix 7.4 
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offset weak institutions by establishing a reputation mechanism when the legal basis for employment 

contracts are inadequate and monitoring costs are high.  

On the other hand, increasing trust in developed countries that already have high levels of trust may not 

have a large impact on economic growth. Perhaps institutions and social capital rather complement each 

other in developed countries. As an example, in an economic transaction setting, the role of intuitions is to 

establish a legal framework that reduces uncertainty in economic transactions e.g. the enforcement of 

contracts. Contracts may serve as a tool for coordination and protection of unforeseen events, but in some 

circumstances it may not protect against opportunism. Trust can complement the role of institutions by 

protecting against opportunism for those involved in economic transactions. 

Developing countries need more social capital to achieve efficiency in the economy because social capital is 

able to reduce transaction costs which is considered to be high in developing countries according to North 

(1987). It is also important for solving principal agent dilemmas and collective action problems, which leads 

to better-performing firms and efficient use of resources. Trust is also important as it increases the 

innovative capabilities of developing countries by helping people get access to knowledge and exchange 

knowledge. Developing countries may also rely more on social capital as it a creates cooperative business 

environment which is important for business relationships between foreign investors and local suppliers. 

Having a more trusting society will, therefore lead to more inward FDI. Citizens in developing countries 

can also use social capital as a tool to increase the quality of their institutions. Better mobilized and better 

networked citizens have greater chances of affecting the level and the character of political participation and 

policymaking.  

The low levels of trust in most developing countries may also reveal the predominance of bonding social 

capital (thick trust) which is regarded as the dark side of social capital. The problem of bonding social capital 

is that it often leads to social exclusion and less tolerance of diversity which may impact economic 

development negatively (Putnam,2000). Whereas, bridging social capital (thin trust) that is more common 

in developed economies, allows individuals to draw on the benefits of being a member of a more diverse 

and extensive network. Such benefits could be to get access to important information, knowledge and 

resources which is crucial for innovation and growth (Putnam,2000)Therefore, increasing the stock of social 

capital in developing countries would help in the transition from bonding social capital to bridging social 

capital and in stimulating growth. 

However, there are some limitations in this study that may influence the findings. The first concerns the 

classifications of countries into developing and developed countries. Some countries that were characterized 

as developing countries according to World Economic Situation and Prospects 2010 report (UN,210) were 

considered to be developed countries in other institutions in the same year. The World Bank, for example, 

divides countries into four income groups based on their GNI per capita: low, lower-middle, upper-middle 

and high. In 2010, Uruguay and South Korea were considered to be high-income countries and was 
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therefore considered developed countries according to the classification of the Worldbank (2010). However, 

in the World Economic Situation and Prospects 2010 report, they were considered as developing countries 

(UN,2010). Although both classifications have faced some criticisms (e.g. Nielsen, 2011). The classification 

applied in this study is still appropriate because of its easy interpretation. Dividing countries into more 

income groups would negatively impact the interpretation of the results and the analysis. Another limitation 

of the study concerns the trust data obtained from the World Value Survey. Due to missing observations 

which give rise to unbalanced data limited the choice of panel estimation models. As mentioned before, this 

study only performed an OLS regression but using for example the fixed effect model would yield more 

robust results. Future research in social capital that intends to do panel estimation needs to find other 

measures that reflect the level of trust in a country and that they are annual data.   

 

 

5. Conclusion 

This thesis examines the relationship between social capital and GDP/capita growth in developed and 

developing countries by using data of trust from the World Value Survey ( Inglehart et al, 2014) as a proxy 

for social capital. Since Knack & Keefer’s (1997) study on social capital and economic growth, the literature 

on social capital has grown a field of its own. Social capital defined as a set of network-based processes 

formed by norms and generalized trust that enables citizens to share, cooperate and coordinate actions 

Durlauf & Fafchamps’s (2005). Four direct and one indirect channel through which social capital can affect 

economic growth are identified in the in the literature review. It increases economic efficiency by reducing 

transaction costs, solving collective action dilemmas and principal-agent problems,  it leads to more 

investments in education, increases the rate of innovation, leads to more FDI and it increases the quality of 

institutions and the provision of public goods. While studies on social capital so far have proposed that 

social capital is unconditionally good for economic growth, Ahlerup et al (2009) and Knack & Keefer (1997) 

found evidence suggesting that the effect of trust on growth may be conditional on some underlying 

characteristics, such as the quality of institutions or income and may differ between developed and 

developing countries. 

 

The results are in line with Ahlerup et al (2009) and Knack & Kneefer (1997) concerning conditionality. 

Data shows that trust varies across countries ranging between 2,8% in Brazil to 73,7% in Norway. OLS 

regression results reveals a positive relationship between social capital and growth for developed and 

developing countries. However, when including a dummy variable for developed countries, the relationship 

between social capital and GDP/capita growth is stronger in developing countries. 

 



 

 

 

 
27 

The literature on social capital highlights the importance of social relationships formed by trust as resource 

that individuals can use to achieve economic growth. The findings of this thesis offer important insights on 

the relationship between social capital and economic growth in developing and developed countries. The 

implications for policymakers is to look more at informal perspectives of institutions, consider the positive 

impact of social capital on growth and considering investing in social policies that enhances trust in societies.  

However, the strategies for growth may differ and depends on the countries level of development. An 

increase in the stock of social capital is beneficial for developing countries and developing countries, but it 

may matter more in developing countries.  

 

Since the concept of social capital is rather new, more work is needed in understanding the channels through 

which social capital can affect economic growth and more understanding is needed in how it is formed in the 

society. New methods of measuring social capital also needs to be developed. However, in order to identify which 

variables that captures social capital. The biggest challenge is how to define it. This study has only looked at one 

aspect of social capital, which is trust. But finding measures of civic engagement, networks and norms is of equal 

importance to be able to measure social capital. Further research can also focus on which combinations of social 

capital are important for different levels of economic development and what they consist of. It may be the case 

that some aspects of social capital is beneficial for some economies and can be harmful for other economies.  
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Country (1981-1984) (1990-1994) (1995-1998) (1999-2004) (2005-2009) (2010-2014)

Albania 24,3 23,2

Algeria 10,8 17,2

Argentina 24,5 22,4 17,1 15 17,4 19,2

Armenia 23,5 10,9

Australia 46,3 39,4 45,6 51,4

Bangladesh 20,5 23,3

Brazil 6,6 2,8 9,2 7,1

Bulgaria 23,7 19,6

Canada 38,4 41,8

Chile 22,1 21,4 22,2 12,4

China 59,4 50,4 52,5 49,3 60,3

Colombia 10,7 14,3

Cyprus 9,7 7,5

Czech Rep. 30,2 27,2

Egypt 37,5 18,5 21,5

Finland 56 58

France 18,7

Germany 32,1 33,8 44,6

Hungary 31,9 22,5 28,7

India 33,5 32,8 38,9 20,7

Iran 49,6 10,5

Iraq 46,1 38,6

Italy 27,5

Japan 37,4 37,6 39,8 39,6 36,6 35,9

Jordan 27,1 30,7 13,2

Malaysia 8,8

Mexico 17 30,2 26,4 20,8 15,4 12,4

Moldova 21,8 14,1 17,6

Morocco 23 12,8 12,3

Netherlands 42,6 66,1

New Zealand 47,5 48,5 55,3

Nigeria 21,7 16,4 25,3 15

Zhao, H. & Kim, S. H. (2011). An exploratory examination of the social capital and FDI linkage and the 

moderating role of regulatory quality: A cross‐country study. Thunderbird Int'l Bus Rev, 53(5), 
629-646. doi:10.1002/tie.20439 

7. Appendix 

7.1 Trust values for the included country observations 

 

Levels of trust (%) 
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7.2 Variance inflation factor  

 

Variable  VIF 1/VIF 

Trust 2.95 0.339514 

Population growth 1.26 0.795270 

Physical capital 1.24 0.809625 

Ddeveloped 6.37 0.156899 

Trust*Ddeveloped 9.80 0.102013 

Table 4 Variance inflation factor estimation results  

 Trust Physical capital Population growth 

Trust 1   

Physical capital 0.1880 1  

Population growth -0.1967 -0.0679 1 

Table 5 A correlation matrix showing correlation coefficients between variables.  

Norway 64,8 73,7

Pakistan 20,4 28,2 22,2

Peru 4,9 10,6 8,4

Philippines 5,5 8,3 3,2

Poland 31,3 16,9 18,1 22,2

Romania 17,9 19,3 7,7

Russia 34,7 23,2 24,6 27,8

Singapore 16,7

Slovenia 17,5 19,9

South Africa 26,1 17,6 11,5

South Korea 36 33,6 30,3 27,3 28

Spain 35,3 29,2 28,7 32,7 19,8 19

Sweden 52,5 56,6 63,7 65,2 60,1

Switzerland 26,5 37,8

Thailand 41,3 32,1

Turkey 9,8 6,5 4,8 11,6

Ukraine 28,8 24,5 23,1

United Kingdom 30,4 30

United States 44,1 35 39,1 34,8

Uruguay 21,6 24,6 13,8

Venezuela 13,3 15,8

Vietnam 38,7 50,9

Zimbabwe 11,7 8,3

No. of Observations 11 15 37 29 39 32

Average 37,0 28,6 26,0 28,3 28,4 24,3

Table 1 
1The data from 1986 were taken for West Germany, the data from 1995-1998 is the average of the trust scores of West and 
East Germany and the data from 2005 and onwards were taken from unified Germany.  
2 Trust data from 1995 were taken for Great Britain.  
Note: Countries in bold text represents developed countries (UN, 2010) 
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7.3 White’s test for heteroscedasticity 

7.4 Residual analysis  

 

Table 6 White test for heteroscedasticity 

Figure 4 
Figure 5 

Figure 6 
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