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Preface

In his utopian book The Glass Bead Game from 1946, Herman Hesse gives
a detailed account of a truly interdisciplinary research community living
in the remote mountain area of Castalia around the year 2400. Castalia
is a contemplative and peace-loving community. Its members are truth-
seekers unconstrained by narrow disciplinary boundaries. Rather, they
enjoy an ‘almost paradisal freedom’ and are able to ‘inform themselves in
all sciences, mix the most diverging areas of study [and] fall in love with six
or eight sciences at the same time’. In our view, this is exactly what social
capital research is about: seeking the truth and becoming enamoured of
many disciplines simultaneously, supported by complete mastery of one’s
own field of endeavour. Excellent though it may be, no discipline should
isolate itself from the rest of academia. Hence, the subtitle of the book,
The Troika of Social Capital, suggests that more disciplines should play an
active part in this interdisciplinary research agenda —and not just three, but
six or eight sciences, or even more. This will allow even more sophisticated
truth-seeking: something every scientist should aspire to achieve.

We are most grateful to Edward Elgar Publishing for asking us to edit
this handbook of interdisciplinary research on social capital. We hope
the book will contribute to the academic and popular discussions of
social capital and improve the quality of policy making across the world.
Warmest thanks to our dynamic colleagues, who contributed to this
volume. Without their help, it surely would not have been written at all.

Special thanks for skilful editorial and language assistance and a
wonderful sense of humour to Else Lovdal Nielsen, and to Anne-Grethe
Gammelgaard for bailing us out at the very last minute. We also want
to thank Susanne Strandbjerg Nielsen, who has been a brilliant student
help to us all. We deeply appreciate all those not mentioned here who also
helped us in various aspects of the work presented here. Needless to say,
any remaining errors or shortcomings are our own. Last, but not least,
grateful love songs to our wives and children.

We dedicate this book to one of the most courageous truth-seekers of
our time, Aleksandr Solzhenitsyn (1918-2008). He dared to speak the truth
in a society ruled by distrust.
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1 The troika of sociology, political science
and economics

Gert Tinggaard Svendsen and
Gunnar Lind Haase Svendsen

Many common efforts succeeded in accomplishing that task which many more
isolated efforts were not able to accomplish. (Carl von Linné, translated from
the Swedish in Ulrik, 1867)

1.1 The troika of social capital

The Russian word troika (‘threesome’) denotes a sleigh or wagon pulled
by three horses abreast. A simultaneous, harmonious and steady pull by
all three horses sends the sleigh flying without exhausting the horses. In
contrast, if one horse pulls too hard, or if one pulls less than the others,
the sleigh will lose momentum and, at worst, overturn. The difficult act of
driving a troika implies exact coordination, discipline and understanding
to ensure smooth and skilful handling.

We find that ‘troika’ is an appropriate metaphor for the three disci-
plines that have mostly ‘pulled’ social capital research, namely sociology,
political science and economics. The main idea in this book is that the most
important synergy effect of a balanced team of horses hitched in troika is to
account for tangible as well as intangible assets or ‘forms of capital’ at the
same level of analysis (cf. Bourdieu, 1986), thus overcoming the artificial
demarcation between economic and non-economic areas of research. This
means that intangible forms of capital, for example, cultural and social
capital, should be accounted for alongside the more traditional, visible
capitals such as physical and economic capital. In such an approach,
culture is seen as no less economic than economics, and vice versa, and
various forms of intangible, normative resources such as trust, cooperative
skills, tolerance, optimism and happiness are included in the equation so
as to avoid what economist John F. Tomer (2002: 421) has termed ‘main-
stream theory’s most notable failure’.

The notion of social capital implies that all three disciplines recognize
the power inherent in network cooperation — invisible, but arguably with
highly visible effects. However, not all disciplines are comfortable with
numerous network types. A main theme in this book is therefore to further
develop what we see as a useful main distinction between bridging and
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bonding types of social capital — something that poses serious academic
challenges if we aim for a well-balanced troika.

Disciplinary privilege is a persistent problem in academia (Baron and
Hannan, 1994) and must, in our view, be strenuously avoided in social
capital research. Social capital certainly holds multidisciplinary promise.
However, the difficulties associated with crossing disciplinary boundaries
should not be underestimated. This is evident in the diversity of concep-
tions of social capital’s most important proxy, namely trust. Recent works
(among them Sobel, 2002; Herreros, 2004) suggest that multidisciplinary
approaches to social capital should be carried out by operationalizing
social capital as trust, that is, trust in, and therefore willingness to cooper-
ate with, other people.

There is much debate within social capital analysis over whether trust
is a strict historical norm (Fukuyama, 1995; Putnam, 2000) or a rational
choice based on information (Dasgupta, 1988; Gambetta, 1988; Good,
1988). The rational choice perspective of economics is that lack of informa-
tion concerning other people undermines trust. This is the subject of the
famous Prisoner’s Dilemma game (see, for example, Herreros, 2004: 441f.).
However, sociologists such as Luhmann oppose the rational choice per-
spective, arguing that we trust when we lack information. For Luhmann
(2000), the primary function of trust is to help individuals cope with the
increasing social complexity and uncertainty that characterizes post-
industrial/modern society. If we lack information — as we most certainly
do in complex society — we have to trust or action of any kind would be
impossible. We would, for example, be paralysed each morning before even
reaching the front door if we were to gather all the information necessary
to calculate the risk of being hit by a car when we step outside.

Trust is thus manifested in two distinct entities with different dynamics,
measurements and policy implications (Patulny, 2004). This is especially
so when viewed through the lenses of different disciplines working out of
concert. These disciplines need to work together —and a good, simple meta-
phor is needed to bring this point across. We have therefore chosen the
metaphor of the troika to visualize cooperation between the disciplines.

We have identified key disciplines within the humanities, which we
believe would help the troika run: economy primarily focusing on transac-
tion costs, political science focusing on institutions and social studies focus-
ing on the norms that regulate the behaviour of social groups (see Figure
1.1). Again, we stress that this does not imply a segregation of economic
and non-economic studies. On the contrary, economic, social and cultural
issues should be incorporated within all three approaches.

How do we in this setting address the important issues of cultural norms,
political institutions and transaction costs within a unified theoretical
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SOCIAL CAPITAL

TRUST
ECONOMICS POLITICAL
Transaction SCIENCE SOCIOLOGY
o Norms
costs Institutions

Figure 1.1 The ‘troika’ of human sciences: social capital operationalized
as trust and combining three foci from three disciplines

framework without over-privileging one discipline? The overall purpose
of this book is to achieve this aim by balancing the troika of sociology,
political science and economics.

This model echoes the ideas of Anheier and Kendall (2000: 14), who
identify three approaches to the study of trust: market transactions within
economics, social order within sociology and networks of social ties within
political science. We venture to suggest three directions that advance
Anheier and Kendall’s work.

First, in our view, social capital studies should not be confined to the
view of networks of political science; they should be properly integrated
with economics and sociology. Second, the disciplines should be under-
stood in terms of their focus on the aspects versus the outcomes of social
capital. Economics and political science largely concentrate on the out-
comes of social capital — reduced transaction costs and improved function-
ing of political institutions — while sociology focuses on aspects of social
capital, that is, norms such as norms of trust. These foci could be expanded
to provide each discipline with a view of both outcomes and aspects (a
point we shall return to). And third, that a neo-capital theory focusing on
social capital in the context of a/l forms of capital and explaining how they
convert into each other (Bourdieu, 1986; Svendsen and Svendsen, 2003)
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should constitute the overall framework for the three disciplines if we are
to harvest synergy effects.

1.2 Balancing the troika

Recent social capital research has been productive and promising, albeit
problematic. The problems with the concept have been discussed thor-
oughly (for example, Portes, 1998, 2000; Kadushin, 2004), and largely
reflect those identified by sociologists such as Portes and Landolt (1996).
These can be summarized as a lack of conceptual clarity, issues with causal-
ity and measurement, and the ‘downside’ of social capital is ignored. These
problems have yet to be resolved despite the rise and fall of theoretical
debate over social capital in the past ten years. The lack of resolution —
and indeed much of the argument — is due to lingering territorial disputes
between different academic disciplines. Despite the much-vaunted claim
that social capital is a multidisciplinary concept, economists and political
scientists assign different meanings and foci in debate, and sociologists
rarely seem to come to the table except to criticize the concept.

A review of the literature reveals that even though social capital was
originally formulated by sociologists (Bourdieu, 1986; Coleman, 1990),
it has been adopted mostly within economic (for example, Sobel, 2002;
Dasgupta and Serageldin, 2000) and political science (for example,
Putnam, 2000) theory and research. This is unfortunate as sociology has
important positive contributions to make — contributions that might
constructively address some of the main criticisms that have been raised.
In particular, we believe that sociological contributions are indispensable
if we are to further develop and apply the important distinction between
bonding and bridging types of networks.

In Bowling Alone, Putnam (2000) uses the bridging/bonding typology,
but not in a strictly systematic way. He defines bridging social capital as
open networks that are ‘outward looking and encompass people across
diverse social cleavages’ (ibid.: 22), while bonding social capital consists of
‘inward looking [networks that] tend to reinforce exclusive identities and
homogeneous groups’ (ibid.).

The dynamics of bonding and bridging networks are, however, more
sophisticated than suggested by Putnam. From a sociological point of
view bridging networks that transcend group cleavages such as Putnam’s
civic groups can be seen as guided by norms and morals of generalized
trust (Uslaner, 2002; Mansbridge, 1999) that compensate for lack of
information concerning strangers (Luhmann, 2000). In contrast, closed
and exclusive bonding networks can be described as operating on the basis
of members learning and making use of scarce information concerning
appropriate forms of behaviour and etiquette. This precious information
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—what Bourdieu (1986) in a power reproduction perspective calls cultural
capital — is more than mere education or Becker’s human capital. Rather,
the fact that cultural capital encompasses ‘etiquette’ means that it serves as
a way to distinguish insiders from outsiders as it comprises a set of cues and
signals that facilitate the process of trusting people within the group ahead
of people outside the group. Such ideas suggest that different mechanisms
are at work in bonding and bridging and that they have different positive
and negative implications (Patulny and Svendsen, 2007).

Portes and Landolt (1996) were the first to distinguish between posi-
tive and negative social capital. Positive social capital derived from social
control is typically found in the forms that Portes (1998: 10) terms rule
enforcement, bounded solidarity and enforceable trust, all of which gener-
ate fairly equal positive outcomes for all members of a group. Negative
social capital also involves enforceable rules, but generates negative
outcomes for the group (for instance downward-levelling norms), or
positive outcomes for some members at the expense of others (organized
crime). Given the more tightly structured and exclusive nature of bonding
social capital, more negative aspects will typically be associated with such
capital.

1.3 Cross-disciplinary thinking

Numerous works —in literature and philosophy as well as in economics and
social science — suggest that network cooperation is profitable. Economists
have long assumed that such profit occurs when single actors provide each
other with valuable information and services (Herreros, 2004). However,
networking also contains a social value that quite often remains unrecog-
nized by economists. This is fundamental to sociology and philosophy, and
has led to severe criticism of the doctrine of Economic Man formulated by
Adam Smith. Philosophical critics suggest that economics either under-
socializes man or reduces him to a metaphysical ‘free will’. For example,
German philosopher Arthur Schopenhauer (1977: 48) says that explaining
human acts as products of purely free will is to accept effects without causes:
‘Unter Voraussetzung der Willensfreiheit wire jede menschliche Handlung
ein unerklirliches Wunder, - eine Wirkung ohne Ursache’. This criticism
is important, not as an attack on the economic depiction of exchange in
networks driven by self-interest and free will, but rather to understand
‘interest’ in the broad sense of the word associated with culture.

Many economists acknowledge that the social and economic dimensions
of networking can only be separated in an artificial way. Thus, even a hard-
core economist such as Paul Krugman (1998) rejects one-sided economic
formalism and emphasizes the importance of cultural factors alongside
the single human scientist’s rational intuitions. However, despite works
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dedicated to bridging the gap between economics and other disciplines
— for example, economic sociology, new institutional economics and the
social capital agenda — serious gaps remain between the disciplines (Baron
and Hannan, 1994; Lebaron, 2000; Bourdieu, 2003). The real problem is
how we go about entrenching cross-disciplinary thinking. It might not be
difficult for us to link other disciplines to our work, but it is very hard to
to start thinking cross-disciplinarily and integrate ideas and premises into
our various core ideas.

The origins of cross-disciplinary thinking can be traced through critiques
of orthodox, economic thinking, for instance the German Methodenstreit
in the last decades of the nineteenth century; Durkheim’s (1908: 5) rejec-
tion of the theory of economic materialism, which posits that economic
life is the ‘underlying structure’ (substructure) of social life; Veblen’s
(1908) rejection of ‘hedonistic (classical-Austrian) economics’ that ignores
‘intangible assets’; Polanyi’s (1957: 3) aversion against the ‘stark utopia’
of ‘a self-adjusting market’; Bourdieu’s (2000) more recent advocacy of an
anthropological economy aimed at replacing the empirically uncontested
idea of homo economicus; or a similar critique of economic belief (la
croyance économique) raised by Fréderic Lebaron (2000). The most recent
occurrence is Woolcock’s (2000) depiction of social capital as closing the
artificial gap between economics and sociology.

These scholars do not reject that social relationships can be utilized as
an economic resource in the here and now. But they do reject the idea that
people only plan and carry out strategies in a strictly (economic) rational
manner. Strategies are embedded in complex cultural ‘games’ and their
outcomes are therefore unpredictable to a greater or lesser extent.! Agency
and motivation are lost in an over-rational world, a point formulated so
eloquently by Fyodor Dostoyevsky in his Notes from the Underground
(1997: 11), when the I person reflects:

[S]cience itself will teach man . . . that he never has really had any caprice or will
of his own, and that he himself is something of the nature of a piano-key or the
stop of an organ, and that there are, besides, things called the laws of nature; so
that everything he does is not done by his willing it, but is done of itself, by the
laws of nature . . . Of course, there is no guaranteeing . . . that it will not be, for
instance, frightfully dull then (for what will one have to do when everything will
be calculated and tabulated?)

This point needs repeating as many economists have yet to graspit. Rational
action is not the only motivating force in complex social systems. At the
same time, we do not reject economic concepts as witness the usefulness of
the term ‘capital’. Despite evident problems, the concept of social capital
contains a healthy dose of scepticism towards parsimonious economic
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laws of nature or metaphysical free wills while not over-socializing human
beings. Working within the social capital framework might therefore teach
us to think in a truly cross-disciplinary way without losing footholds in our
individual sub-disciplines.

Overall, cross-disciplinary thinking is important. It helps researchers
to think about observable phenomena in a multitude of ways and paves
the way for new scopes, strengthening otherwise narrow analyses. This is
stressed in a publication on qualitative assessment of social capital from
the World Bank (Dudwick et al., 2006), which advocates simultaneous use
of quantitative and qualitative methodologies.

1.4 Bridging and bonding

More than ten years have passed since Baron and Hannan (1994: 1122)
somewhat derisively dismissed an expanding number of capitals within
sociology as a ‘plethora’. Since then, however, the new forms of capital
appear to have gained increasing acceptance as they have been ‘disci-
plined’, not least social capital.

At the beginning of the new millennium it seems increasingly likely that
such forms of capital will form the foundation of a new socio-economics.
That is the logical outcome of social capital research. We suggest it be
termed Bourdieuconomics, in honour of the French sociologist, who has
played such an important role in establishing the legitimacy and structural
interaction between the different forms of capital (Svendsen and Svendsen,
2003). Bourdieu envisioned such a neo-capital framework in his outline of
a general science of the economy of practices, which aims to place visible
and invisible forms of capital at the same level of analysis by reintroducing
capital ‘in all its forms and not only in the one form which is recognized by
economic theory’ (Bourdieu, 1986: 242; see also Bourdieu, 1979: 261ff.).

To create an environment conducive to a neo-capital theory we find
it essential to consider the positive as well as the negative externalities
associated with any particular form of capital, and social capital is no
exception. The new bridging/bonding distinction within the social capital
agenda offers much promise. Despite various weaknesses, we believe it
can help make the troika of economics, political science and sociology run
more smoothly by including qualitative work as well. This would ensure
a more exact measurement of social capital not only as a non-excludable
but also an excludable good at all levels, thus serving to hitch sociology to
the troika again.

Most social capital research has hitherto measured social capital as
generalized trust (Sobel, 2002; Uslaner, 2006). This thin trust has been
associated with inclusive networks and provision of collective goods, that
is, bridging social capital. Generalized trust of this nature is normative and
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related to morals and faith in strangers rather than to information, because
people trust above and beyond what their rational calculations tell them is
appropriate (Mansbridge, 1999).

In contrast, thick trust within families, kinship groups and networks
of close friends, or bonding social capital, has been associated only with
the provision of private goods, where excessive bonding leads to negative
societal outcomes (Putnam, 2000). Such particularized trust is linked to
information and experience with specific other people (Uslaner 2002), and
ties in with economic concepts of rational trust (Patulny, 2004).

We emphasize this distinction here to clarify the contributions of differ-
ent disciplines. Generalized trust is normative and can therefore most
appropriately be studied within politics and sociology, while particularized
trust is rational and better suited to economics. These two kinds of trust
respectively promote non-excludable public goods by generalized trust and
excludable private goods by particularized trust.

Different forms of trust require different networks to take effect. This
brings us to the distinction between bonding and bridging social capital
in relation to the three disciplines. We suggest — with respect to policy
recommendations — that a harmonious mix of bridging/bonding social
capital seems to be the solution (Svendsen and Svendsen, 2004: 3). Figure
1.2 suggests how this optimal mix between bonding and bridging might be
accomplished in relation to balancing the troika of social capital, ensuring
that proper attention is paid to both bridging (+) and bonding (+ -).

When conceived of in terms of a collection of outcomes with a variety
of these combinations — and the varied and multiple causes of such a col-
lection — a harmonious blend of bonding and bridging becomes a question
of human happiness. Therefore the question of just what actually consti-
tutes a harmonious mix in any given situation is essential and should be
investigated empirically. This may require the qualitative and inductively
oriented methods from sociology, anthropology and history (Svendsen,
2006) in certain circumstances. These include investigations into bonding
capital at the local level, where positive and negative effects are most
ambiguous. Such investigations should, however, also link to quantitative
examinations of the extent and linkages of social capital at the aggregate
national and international levels, focusing primarily upon bridging and the
appropriate outcomes to which it can be linked.

Ultimately all studies will likely take place within the framework we
have termed Bourdieuconomics — a general science of the economy of
practices — or in a similar theoretical framework. Bourdieuconomics seeks
to analyse material and non-material forms of capital at the same level by
using a neo-capital framework, and it accounts for structural causes as well
as material and non-material outcomes (Svendsen and Svendsen, 2003).
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The approach has yet to be fully developed, but will continue the process
of improving the dialogue between disciplines, encouraging the develop-
ment of interdisciplinary work and perspectives, serving to help the troika
of social capital run smoothly.

1.5 OQutline

Social capital research claims to be interdisciplinary, but in practice it has
been divided into three seminal research strings: sociology, political science
and economics. Our main objective here is to balance the troika of sociol-
ogy, political science and economics by offering important contributions to
the study of bonding and bridging social capital networks. We repeat that
bridging networks can be seen as guided by norms of generalized trust that
produce positive externalities, while bonding networks are guided by infor-
mation and particularized trust, thereby giving rise to exclusion. Social
research links bonding to qualitative examinations of non-excludable and
excludable goods and bridging to quantitative analysis of the externalities
of social capital (Patulny and Svendsen, 2007).

Thus, more bridging social capital is required if international research is
to embrace both the bright and the more shadowy aspects of social capital,
that is, the bridging and excessively bonding social capital of economics,
political science and sociology. The approaches used by economists, politi-
cal scientists and sociologists are all necessary. The way to accomplish this
feat is to get all three horses to pull the sleigh with similar force in order
to keep it from overturning. We have therefore arranged the follow-
ing 23 chapters into eight thematic parts and rot according to academic
discipline.

Part I deals with classical group theory and cooperation. Elinor Ostrom
and T.K. Ahn summarize the seminal contributions of the social capital lit-
erature and link the meaning of social capital to collective action (Chapter
2). Anders Poulsen goes on to review evidence from experiments on group
behaviour and the incentive to free ride (Chapter 3). Douglas Caulkins
closes Part I by developing a grid-group analysis related to social capital
and culture (Chapter 4).

Part II turns to more recent explanations why cooperation in fact occurs.
Based on evidence from the growing discipline of cognitive neuroscience,
Michael Bang Petersen, Andreas Roepstorff and Seren Serritzlew review
recent studies on activities within the brain when cooperation or non-
cooperation takes place (Chapter 5). Next, Peter Gundelach argues that
humour and jokes may be yet another way to facilitate positive social
effects and cooperation (Chapter 6). Ralph Weber closes Part II with an
exploration of the religio-philosophical roots of cooperation with special
emphasis on Confucianism (Chapter 7).
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Part III looks into the importance to social capital of corruption and the
quality of institutions. Eric M. Uslaner presents the concept of an inequal-
ity trap and the relationship between corruption, inequality and trust
(Chapter 8). Peter Graeff takes up the problem of corruption and analyses
micro-sociological preconditions for the presence of corruption norms and
their influence on social capital (Chapter 9). Writing about East-Central
Europe, Natalia Letki highlights the impact on social capital of moving
from one set of institutions to a new on (Chapter 10).

Part IV uses the modern welfare state as an example of high-quality
institutions. Francisco Herreros treats the state as a third-party enforcer
that can create a general environment that creates fertile ground for trust
to grow (Chapter 11). Bo Rothstein discusses what a universal welfare
state is and whether it produces social capital or not (Chapter 12). Thora
Margareta Bertilsson and Christian Hjorth-Andersen describe how trust
operates in mediating equity and efficiency and examine whether the
Scandinavian welfare model can be exported (Chapter 13). Part V illus-
trates the role of the state as public good provider. Lars P. Feld demon-
strates that tax compliance — a necessary precondition for financing public
goods — is shaped by the social capital present in society (Chapter 14).
Kim Mannemar Senderskov investigates the environmental effects on
social capital and reviews the rapidly expanding literature within this field
(Chapter 15). Fabio Sabatini addresses the relationship between social
capital and the labour market (Chapter 16).

Part VI calls attention to migration and integration. Gil S. Epstein
considers how migrants make their locational choices and how their social
capital formation is affected (Chapter 17). Peter Nannestad asks whether
social capital can help solve integration problems in Western European
welfare states (Chapter 18).

Part VII focuses on the economic aspects of social capital. Henrik
Jordahl finds that economic inequality reduces trust (Chapter 19). Christian
Bjornskov surveys the association between social capital and economic
growth (Chapter 20), and Martin Paldam relates macroeconomic factors
to generalized trust and income (Chapter 21).

Part VII closes by rethinking how social capital is measured in practice.
Veronica Nyhan Jones and Michael Woolcock describe the qualitative
and quantitative toolkits that have been field-tested by various groups of
researchers inside and outside the World Bank (Chapter 22). In line with
these methodological considerations, Roger Patulny emphasizes quantita-
tive measures across countries (Chapter 23), while Robert Chase and Rikke
Nording Christensen combine qualitative and quantitative measures in the
case of Thai rural villages (Chapter 24).

Overall, the main result of the book is that the bridging and bonding
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distinction in social capital is a viable conceptual tool, clearing the road for
an elegant and powerful troika in future research.

Note

1. Asan aside, Bourdieu realized this quite early on, and it seems to be the main reason why
he did not continue his close cooperation with French econometricians during the 1950s
(Lebaron, 2003)
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2 The meaning of social capital and its link
to collective action®
Elinor Ostrom and T.K. Ahn

The rapid growth of social capital literature

Few social scientific concepts have gathered so much attention and so
many followers in such a short period of time than the concept of social
capital. The fundamental idea can be traced back at least to Tocqueville
(1945), Hanifan (1920), Jacobs (1961) and Loury (1977). Bourdieu (1986)
used the term ‘social capital’ to express ideas that foretold the current
meaning of the term. Schultz (1961) and Becker (1962, 1964), among other
economists, articulated theories of ‘human’ capital in the 1960s, paving the
way to a broader understanding of ‘capital’.

It was only toward the end of the last century, however, that James
Coleman (1988) carried out the first systematic conceptualization of the
concept of social capital. Social capital has slowly gained recognition, and
important theoretical developments have been made (for example, see
Burt, 1992). The publication of Robert Putnam and colleagues’ celebrated
book, Making Democracy Work, in 1993 unleashed social capital research
into its current widespread and lively phase of development. The growth of
interest in this subject is reflected in Table 2.1. The number of citations to
articles and books overtly using the concept of social capital has escalated
from two citations in 1991 to 443 citations in 2006.

Now, we encounter ‘social capital’ in every corner of the social sciences,
and researchers are tackling a wide variety of questions including: the
relationship between personal networks and political participation (Lake
and Huckfeldt, 1998), the challenge of building effective developmental
policies (Gibson et al., 2005), the difference in the industrial structures of
the capitalist economies (Fukuyama, 1995), the poor performance of the
African economies (Collier and Gunning, 1999), the health and satisfac-
tion of citizens (Kawachi et al., 1997) and the impact of active team-sport
programs to offset the higher potential for student disturbances in large
urban schools (Langbein and Bess, 2002).

The reason for this rapid growth of the social capital literature lies in
part in the limits of the ‘standard’ approaches to the problems of economic
development and political order. Abundant anomalies have accumulated
that call for careful examination of the factors that were left out of earlier
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Table 2.1 Citations in Web of Science on social capital*

Year Number of citations
1991 2
1992 3
1993 15
1994 12
1995 27
1996 37
1997 61
1998 102
1999 127
2000 150
2001 220
2002 251
2003 291
2004 300
2005 403
2006 443

Note: *Includes Science Citation, Social Science Citation, and Humanities Indexes.
Thanks to Charlotte Hess for doing this search.

theories. The differential political and economic performance across
nations and communities, for example, could not be answered satisfac-
torily without seriously studying the omitted factors: trust and norms of
reciprocity, networks and forms of civic engagement, and both formal and
informal institutions.

The social capital approach takes these factors seriously as causes of
behavior and collective social outcomes. The social capital approach does
this in ways that are consistent with continued and lively development of
neoclassical economics and rational choice approaches. In sum, the social
capital approach improves the knowledge of macro political and economic
phenomena by expanding the factors to be incorporated in such knowledge
and by constructing richer causality among those factors, and by achiev-
ing these without dismissing the insights from neoclassical economics and
rational choice theories.

Abundant, and often valid, criticisms of the concept have also levied
against it (Arrow, 1999; Solow, 1999; Fine, 2001; Durlauf, 2002 — to name
a few). Solow notes that much of the social capital research is plagued by
‘vague ideas’ and ‘casual empiricism’. Academic research can be afflicted
by fads and fashions just as much as any other field. We believe, however,
that the concept of social capital can be defined carefully. It is a useful
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concept that should take its place alongside physical and human capital as
core concepts of great usefulness to the social sciences.

Social capital and the second-generation theories of collective action
Collective-action theories — especially with their lively development into
behavioral, evolutionary and indirect evolutionary versions — will, and
should, provide further analytical foundations for future social capital
research. The economic and political performances of societies, from vil-
lages to international communities, depend critically on how the members
of a community solve the problem of collective action. Contemporary
theorists of social capital, almost without exception, open their discourse
by placing the problem of collective action at the center of economic and
political problems. The linkage of collective-action theories and the social
capital approach is, however, at best, incomplete up to now. Social capital
researchers use the collective-action paradigm primarily to frame their
research problems. Incorporating forms of social capital, such as trustwor-
thiness, networks and institutions, into a collective-action framework is a
frequent approach in narratives, but is less frequent in analytically rigorous
formal models.!

A fundamental limitation exists for the first-generation collective-action
models, however, because many assume homogeneous, selfish individuals.
The meanings of trust and norms either cannot be properly understood,
or may only be captured to a limited extent, from the perspective of the
first-generation collective-action models. Second-generation theories of
collective action are informed by decades of experimental studies influ-
enced by behavioral and evolutionary game-theoretic models. This section
discusses how the forms of social capital, their particular configurations,
and their interaction with other factors facilitate collective action from the
perspective of a fledgling second-generation collective-action theory (see
Ostrom, 1998, 2005).2

What is social capital?

Let us clarify our own definition of social capital. All forms of capital
involve the creation of assets by allocating resources that could be used up
in immediate consumption to create assets that generate a potential flow of
benefits over a future time horizon. Capital in its most basic sense is a set
of assets capable of generating future benefits for at least some individuals
(Lachmann, 1978). The set of individuals involved may be relatively small,
such as a family or a work team, or quite large, such as the participants
in an economy or a political system. The flow of benefits generated by
capital may all be positive or a smaller group may be benefited while a
larger group is harmed. The latter can occur when social capital is used to



20 Handbook of social capital

facilitate collusion among a smaller group leading to high benefits for those
involved and generating negative externalities for others. This dark side of
social capital can involve police gaining trust in each other to collude so
as not to report excessive force used by another police officer (Langbein
and Jorstad, 2002), corporations or nations colluding with one another to
create cartels (Hoffman and Libecap, 1995) or members of the Mafia col-
luding to undertake illegal, economic activities (Gambetta, 1988).

Capital always involves multiple forms. Examples of physical capital
include roads, irrigation systems, schools, factories and the machinery
inside factories. Human capital includes many kinds of different forms of
knowledge and personal skills (Schultz, 1961). For some purposes, schol-
ars can reasonably attach a value to a particular form of physical or human
capital — a factory or a college degree. To do so requires substantial knowl-
edge about the date of acquisition, the specific sector, the amount of main-
tenance invested over time and the future demands for this particular type
of capital. With even more assumptions, one can measure aggregations —
the industrial capital of a nation or its educational achievement. Whether
the assigned aggregate value of a particular form of capital is meaningful
depends on the question being asked, the detailed type of information con-
tained in the estimate and the accounting formulas being used.

Given the diversity of forms of physical and human capital, it is not
surprising that multiple forms of social capital exist. We have selected
three types of social capital that are particularly important in the study
of collective action: (1) trustworthiness, (2) networks and (3) formal and
informal rules or institutions. We view social capital as an attribute of
individuals and of their relationships that enhance their ability to solve
collective-action problems. The relevant forms of social capital and their
specific roles need to be provided by the theoretical framework in which
the concept is located. We regard second-generation collective-action
theories as the organizing tool for social capital discourse. Therefore, this
section provides a brief discussion of second-generation theories of collec-
tive action.

Second-generation collective-action theories

Theories of collective action concern settings in which there is a group
of individuals, a common interest among them, and potential conflict
between the common interest and each individual’s interest. Collective-
action problems arise whenever individuals face alternative courses of
actions between short-term self-regarding choices and one that, if followed
by a large enough number of individuals in a group, benefits all. The
problem is one of overcoming selfish incentives and achieving mutually
beneficial cooperative ways of getting things done. Solving the dilemma
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of collective action is not easy; whatever others do, an individual is always
better off in the short run by choosing not to cooperate with others. The
Prisoner’s Dilemma game characterizes the situation succinctly. It has been
considered the central problem of political science (Ostrom, 1998).

The first generation of collective-action theories (Olson, 1965; Hardin,
1968) concluded that individuals could not achieve joint benefits when left
by themselves. The ways of overcoming the supposed inability of individu-
als to solve these problems included regulation by an external authority,
provision of selective incentives or privatization. The first-generation
collective-action theories were a valid criticism of the naive belief that
individuals with common interests would voluntarily act to achieve those
common interests, expressed by earlier group theorists such as Bentley
(1949) and Truman (1958). Research on collective action has shown that
the first-generation theories, while not entirely wrong, represent only the
limiting case of the ways that collective-action situations are structured and
how individuals cope with them (Blomquist, 1992; Bolton and Ockenfels,
2000; NRC, 2002 — to name just a few relevant studies).

At the core of the first-generation theories of collective action is an image
of atomized, selfish and fully rational individuals. In the field, individuals
do not live in an atomized world. Many collective-action problems are
embedded in pre-existing networks, organizations or other ongoing rela-
tionships among individuals. Second, the universal selfishness assumption
has been repeatedly rejected by empirical research conducted in the field
and the experimental laboratory (see Camerer, 2003). Individuals do exist,
who are concerned only with their own immediate material gains, but a
significant proportion of individuals do have non-selfish utility functions
(Frey, 1994, 1997). Further, non-selfish individuals also differ among
themselves in terms of the extent to which they presuppose universal
selfishness. Second-generation collective-action theories acknowledge the
existence of multiple types of individuals as a core principle of modeling
(Ostrom, 2005). In addition to the standard non-cooperative game theory
that has been the key modeling tool of the first-generation collective-action
theories, second-generation theories also use behavioral and evolutionary
game theories (Gintis, 2000; Henrich, 2004). Many models of collective
action based on behavioral or evolutionary game theories still use the solu-
tion concepts of the standard noncooperative game theory to address new
kinds of questions that are particularly relevant to social capital research.
For example, one of the main concerns of behavioral game theory is the
problem of social motivations (Rabin, 1993; Fehr and Schmidt, 1999;
Bolton and Ockenfels, 2000; Charness and Rabin, 2002), which has a direct
implication to the discussion of trust and trustworthiness in social capital
research. Another example is the problem of endogenous preferences, a
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key issue in the evolutionary game-theoretic approach to collective action
(Bowles, 1998, 2000; Giith and Yaari, 1992; Giith and Kliemt, 1998;
Giith et al., 2000), that provides a way to model the historical interaction
between the institutional structures and the quality of citizenship described
by Putnam et al. (1993).

Forms of social capital, trust, and collective action

In this section, we present our views on the forms of social capital, how they
enhance trust among people and, thus, breed cooperation in a collective-
action situation. We emphasize two points. First, social capital is a rubric.
What is fundamental is how collective action is achieved. Various aspects
of collective action can be studied without resorting to the concept of social
capital, but in some contexts, the concept of social capital helps to unravel
puzzles. Social capital provides a synthesizing approach to how cultural,
social and institutional aspects of communities of various sizes jointly
affect their capacity of dealing with collective-action problems.

Second, the ideas fundamental to a social capital approach cannot be
entirely captured by the first-generation collective-action theories that
tend to reduce trust, trustworthiness and norms to incentives embedded
in social structures of interaction. It is essential to couple social capital
to the second-generation theories of collective action that regard hetero-
geneous preferences seriously. What is important is to recognize genuine
trustworthiness, defined in terms of preferences that are consistent with
conditional cooperation, as independent and non-reducible reasons why
some communities achieve collective action while others fail. Many social
capital researchers are not conscious, let alone explicit, about the underly-
ing version of collective-action theories on which their discussions of social
capital and trust are built.

Trust as linkage between the forms of social capital and collective action
The various forms of social capital contribute to successful collective
action, almost always, by enhancing trust among the actors. In other
words, trust is the core link between social capital and collective action.
Trust is enhanced when individuals are trustworthy, are networked with
one another and are within institutions that reward honest behavior. These
relationships are shown in Figure 2.1.

We agree with Torsvik (2000) that trust itself is not a form of social
capital but an outcome of the forms of social capital linking them to suc-
cessful collective action. The existence of trust among a group of individu-
als can often be explained as a result of the other forms of social capital
such as trustworthiness of people, networks, and institutions.

Drawing on Gambetta (2000), we define trust as ‘a particular level of
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Trustworthiness Contextual variables
Networks » Trust —————» Collective action

Institutions

Figure 2.1 Trust, forms of social capital and their linkage to achieving
collective action

the subjective probability with which an agent assesses that another agent
or group of agents will perform a particular action’. Thus, trust allows
the trustor to take an action involving risk of loss if the trustee does not
perform the reciprocating action (Ostrom, and Walker, 2003). Another
crucial aspect of trust is that it involves an opportunity for both the trustor
and the trustee to enhance their welfare.

Let us think of a business transaction in which agent A has to pay before
agent B delivers the desired good. If A pays the price and B delivers the
good, both are better off than in the absence of the transaction. Agent B
might be tempted not to deliver the good even after A has paid the price.
This lack of trustworthiness would leave agent A with a net loss. If A does
not trust B in the first place and refuses to complete the transaction, B
will have lost an opportunity to sell their product and thus increase their
wealth. Thus, trust and trustworthiness are essential for the completion
of many complex transactions in modern life. As Kenneth Arrow (1972:
357), pointed out: “Virtually every commercial transaction has within itself
an element of trust, certainly any transaction conducted over a period of
time. It can be plausibly argued that much of economic backwardness in
the world can be explained by a lack of mutual confidence.’

Theoretically, the subjective belief of a trustor can be independent of
objective conditions. One can falsely trust someone who is not trustworthy
and experience losses. It is quite reasonable, however, to assume that trust
as a subjective belief cannot be sustained in the long run unless it is veri-
fied frequently enough by the behavior of the trusted (Yamagishi, 2001;
Yamagishi et al., 1999). When trust is defined as a subjective belief about
a trustee’s unobservable or not-yet-observed behavior, it is possible that an
untrustworthy individual trusts another agent. Saying that A, who would
not repay what he borrowed from B, however, trusts B to repay what B
might borrow from A, is highly unlikely.?

The variants of the Prisoner’s Dilemma gamein standard non-cooperative



24  Handbook of social capital

game theory provide ample examples where the expectations of others’
behavior in collective-action situations can be reduced to other factors.
Repetitive interaction among individuals — a sign of a robust network and
an important form of social capital — provides incentives to individuals to
build a reputation of being trustworthy. Even very selfish individuals may
not betray the trustor under those circumstances. In fact, precisely because
he is selfish and he wishes to obtain gains from future transactions with the
trustor, a selfish individual embedded in assured repetitive interactions will
be more likely to reciprocate trust.

Dense horizontal networks — referred to as bonding social capital — with
the capability of efficiently transmitting information across the network
members also create incentives to behave in a trustworthy manner even for
those who have only selfish motivations (see discussion in Svendsen and
Svendsen, 2004, and this volume). Suppose that, though the transaction
between A and B is not of a repetitive nature, there are other agents, C and
D, who obtain information about the transaction and condition their
future transactions with A on whether A behaves trustworthily in their
transaction with B. Then again, A has an incentive not to betray B, not
because of the prospects for future gain from transactions with B, but in
expectation of those from C and D. Anirudh Krishna (2002) and Mark
Baker (2005) provide carefully researched studies of local communities in
India and how bonding social capital enables local residents to engage in
challenging forms of collective action — establishing new investments
in development activities and coping effectively with landslides and other
environmental threats.

The possibility of sustaining cooperation via reputation in widespread
networks connecting individuals who do not live in the same community
and cannot establish close face-to-face networks — bridging social capital —
has sparked interest in medieval guilds (Greif et al., 1994), law merchants
(Milgrom et al., 1990), international trade associations (Maggi, 1999) and
eBay’s feedback system (Malaga, 2001; Standifird, 2001; Janssen, 2006;
Resnick et al., 2006). Krishna (2002) and Baker (2005) also document that
many successful local communities in India rely on both close bonding forms
of social capital as well as bridging forms. By linking the close relationships
within a local community to external actors who have new knowledge,
larger stores of financial capital, and political connections, communities
characterized by both bonding and bridging capital are more effective in
solving big problems than those who have only close networks or loose con-
nections to the outside world. Granovetter (1973) illustrated the power of
weak ties long before the term ‘bridging’ social capital was coined.

Institutional rules also create incentives for the parties of transactions to
behave trustworthily. They can influence behavior directly by establishing
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mechanisms of rewards and punishment or indirectly to help individuals
govern themselves by providing information, technical advice, alternative
conflict-resolution mechanisms and so forth. When effective formal or
informal rules-in-use exist that specify punishments to be imposed on those
who do not keep contracts, they affect a trustor’s assessment of the trustee’s
future behavior. Intentionally not delivering the goods after receiving the
payment for them constitutes a crime. The quality of a rule-in-use, or a
statute as a form of social capital, depends not only on content but more
critically on how they are actually implemented (Freitag, 2006).

We have so far examined how networks and institutions enhance trust
among individuals in a collective-action situation. In sum, they change the
incentive structure of the trustee. As a result, the trustor knows the incen-
tive structure the trustee faces given the repetitive nature of the interaction,
the existence of other network members who observe the trustee’s behav-
ior, and the rules and laws that punish or reward the trustee. Common
understanding between the trustor and trustee regarding the existence and
functioning of those factors encourages them both to engage in productive
transactions.

Trustworthiness as a form of social capital
Trust cannot always be explained entirely by the incentives embedded in
the structure of social interactions. The trustworthiness of trustees often
results from the characteristics of the trustees themselves. Imagine a trans-
action that occurs in absolute absence of other forms of social capital:
no repetition, no networks and no possibility of external sanctions. An
example is a local villager being asked for help by a lost traveler who
promises some reward in the future. Another example is a first mover in
a single-play sequential Prisoner’s Dilemma experiment conducted in a
double-blind procedure. Both face a decision whether or not to trust the
other’s pure motivation. In those cases, the probability assessments by the
trustors depend only on their belief regarding the trustees’ motivation.
Having neither any specific information about the trustee’s trustworthi-
ness nor the structural incentives the trustee faces, a trustor regards the
trustee as representing a population of heterogeneous individuals. The
individual who wants to be trusted in these cases is represented as coming
from a population in the trustor’s mind. The distribution of trustworthy
individuals in this hypothetical population is based on the trustee’s observ-
able characteristics (if these can, indeed, be observed), such as appearance,
dress, gender, age, language and so forth (see Frey and Bohnet, 1996).
The above examples are presented to abstract a trustor’s belief about a
trustee’s motivation as an independent source of the trustor’s expectation
of the trustee’s behavior. We emphasize that individuals’ intrinsic values
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are an independent reason for behaving cooperatively and reserve the term
trustworthiness primarily to refer to such non-selfish motives. In the lan-
guage of game theory, trustworthiness refers to the characteristics of the
trustee’s preference. As numerous one-shot experiments using prisoner’s
dilemma type monetary payoff structures have shown (see, for example,
Ahn et al., 2003), a significant number of individuals in the trustee’s posi-
tion do choose to reciprocate. At the same time, not all do. The fact that the
magnitude of the gains from exploitation matters (Ahn et al., 2001; Clark
and Sefton, 2001) indicates that individuals are distributed on a continuous
scale of trustworthiness. In other words, the size of the internal parameter
that the individual assigns to behaving in a trustworthy manner varies
across individuals (Crawford and Ostrom, 2005). Behavioral game theo-
rists (Fehr and Schmidt, 1999; Bolton and Ockenfels, 2000) have developed
formal models to reflect such motivational heterogeneity.

Unless trustworthiness as preference is recognized as an independent
reason for behaving cooperatively, the concept of generalized trust loses
meaning. Generalized trust, borrowing Yamagishi’s (2001: 143) defini-
tion, is a baseline expectation of others’ trustworthiness.* We add, not
necessarily reflecting Yamagishi’s view, that the generalized trust reflects
the average level of trustworthiness in a society. If trustworthiness is pri-
marily an effect of networks and ongoing relationships, as Russell Hardin
(2002) argues, it truly is difficult to conceive of ‘general’ trust or ‘average’
level of trustworthiness. Then again, social capital itself is more or less
irrelevant beyond the confines of a network. But if one acknowledges
that among multiple communities of a comparable size, from villages to
nations, the average trustworthiness of people may differ and it affects the
way collective-action problems are solved across communities, the concept
of general trust and the underlying general trustworthiness become quite
meaningful. Social capital can then become a useful rubric to refer to them
along with other cooperation-enhancing factors for a society.

The potential of modern market economies and democratic political
orders makes it imperative for individuals to deal with others beyond the
confines of intimate relations and close networks. The very condition for a
successful market economy and democracy is that a vast number of people
relate in a trustworthy manner when dealing with others — many of whom
do not know one another and cannot incorporate repeated interaction or
a network — to achieve collective actions of various scales. Many of these
relationships can properly be characterized as a single-shot situation, or
one that is repeated a very small number of times. The establishment and
maintenance of such social relationships depend on the trustworthiness of
people that cannot be explained away by the incentives provided by the
structure.
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The trustworthiness of a population can be formalized in game theory
by introducing a generic utility function that contains a ‘type’ parameter
(Crawford and Ostrom, 2005). Suppose the parameter takes a value of
0 for purely selfish individuals, whose cooperative behavior can only be
induced by other forms of social capital, and a value of 1 for those who
are entirely trustworthy, who would behave cooperatively in the absolute
absence of other cooperation-enhancing social capital. Then, the statistics
of the parameter, its mean value and variance and so forth, is an inde-
pendent input to the trustor’s probability assessment when faced with an
anonymous individual or individuals in a collective-action situation. The
evidence suggests that few individuals are truly unconditional altruists who
cooperate or trust others no matter what! Rather, in addition to networks
and institutions, considerations of equity and fairness also affect the likeli-
hood of individuals adopting conditional cooperation in collective-action
situations (Fehr and Schmidt, 1999; Bolton and Ockenfels, 2000; Ahn et
al., 2003).

Reciprocity is an internalized personal moral norm as well as a pattern of
social exchange. Ostrom (1998: 10) defines reciprocity as involving a family
of strategies in collective-action situations including:

(1) an effort to identify who else is involved, (2) an assessment of the likelihood
that others are conditional cooperators, (3) a decision to cooperate initially
with others if others are trusted to be conditional cooperators, (4) a refusal to
cooperate with those who do not reciprocate, and (5) punishment of those who
betray trust.

As the above definition indicates, trust and trustworthiness are integral ele-
ments of reciprocity. An individual who abides by the norm of reciprocity
is trustworthy. The information about others’ trustworthiness is an essen-
tial input to a reciprocal individual’s decision whether or not to cooperate.
That the norm of reciprocity prevails in a society implies that a significant
proportion of individuals in the society are trustworthy.

Reciprocity as a prevailing pattern of interaction among individuals
is, in game-theoretic terms, an efficient equilibrium of repeated social
dilemma games with multiple types of individuals and incomplete informa-
tion. For reciprocity to prevail as patterns of social interaction, trustwor-
thy individuals need not only to overcome the temptation to free-ride but
they also need to coordinate their actions successfully.

Networks

As Putnam and colleagues (1993) point out, dense networks of social
exchange are a crucial condition for the rise of the norm of generalized reci-
procity. When trustworthy individuals who are willing to cooperate with
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others constitute only a small minority of a society’s whole population, one
condition for them to survive, prosper and spread is to establish a network
among them. Evolutionary theorists (Axelrod, 1981, 1984; Heiner, 2002;
Richerson and Boyd, 2005; Trivers, 1971) have shown that when reciprocal
agents using conditionally cooperative strategies have a higher chance to
interact with one another than with the surrounding population in general,
they can invade a population composed of agents who always defect.
Information regarding a potential transaction partner’s trustworthiness
is crucial when trustworthy individuals try to initiate cooperation (Ahn et
al., 2007). Dense social networks also encourage the development of reci-
procity norms through the transmission of information across individuals
about who is trustworthy and who is not.

Institutions — formal and informal rules as a form of social capital

We define institutions in broad terms as prescriptions that specify what
actions (or outcomes) are required, prohibited or permitted, and the sanc-
tions authorized if the rules are not followed (Ostrom et al., 1994: 38;
Crawford and Ostrom, 2005). Institutions are thus the rules of a game that
people devise (North, 1990). Rules are the results of human beings’ efforts
to establish order and increase predictability of social outcomes. Rules can
be used to increase the welfare of many individuals or, if collective-choice
processes are controlled by a well-organized subgroup, to benefit that
group more than others.’

Written laws, administrative regulations, court decisions and so forth are
formal rules written on paper and enforced by public authority. Grootaert
(1998) considers the view of social capital that encompasses formalized
institutional structures (including governments, political regimes, court
systems, as well as civil and political liberties). Many scholars (for example,
Fuller, 1981; Taylor, 1982) have argued that legal rules and formal insti-
tutions are an ineffective means to solve collective-action problems, and
sometimes might even undermine the very basis of social cooperation.
This view is a valid criticism to Hobbesian tradition in which the state is
regarded as the inevitable and omnipotent solution to the collective-action
problem (see Ostrom, 1991, 1997). We think that this criticism, however,
should not be stretched so far as to deny the significant role of formal
laws at national, regional, and local levels in sustaining and facilitating
social cooperation. First formal laws, or the characteristics of a political
system broadly understood, can encourage or discourage individuals’
efforts to voluntarily solve their collective-action problems. Though no
authoritarian regime can completely demolish peoples’ will and ability to
self-organize to deal with the problems they face on a daily basis, whether
or not a regime explicitly allows and even encourages those activities makes
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a big difference for the fate of self-governance. Therefore, a rule of law, a
democratic atmosphere and a well-structured government (if these exist)
are valuable social capital for any society.

Formal laws themselves are often major sources of working rules
especially when backed with close monitoring and sanctioning by public
authorities. The difference between working rules and formal laws depends
on the contexts in which the working rules operate and the extent that
formal laws apply to those contexts. No formal law can completely cover
the exigencies arising in daily life, thus working rules may basically involve
filling in the lacunae left in general systems of law. However, when the man-
dates from relevant laws and official regulations are deemed impractical or
improper, individuals may devise their own working rules that ‘assign de
facto rights and duties that are contrary to the de jure rights and duties’
(Ostrom, 1992: 20).

To provide themselves with working rules to deal with their collective-
action problems, individuals need to invest time and resources to devise,
revise, monitor and sanction. Common understanding among the involved
individuals regarding what actions and outcomes are expected of them-
selves and of others is essential for a sustainable set of working rules (Aoki,
2007). While the difficulties of sustaining long-term collective action are
substantial, the benefits of creating local organizations and selecting locals
as leaders who are rewarded for their performance can offset these high
costs. Instead of presuming that individuals face an impossible task, we are
better advised to assume that it is possible, even though difficult, for those
facing severe collective-action problems to overcome them. To do so, they
need sufficient local autonomy to invest in the social and physical capital
involved in building systems and monitoring performance.

No general set of formal rules exist that guarantee successful develop-
ment of working rules in all contexts. The rules used by individuals to
structure their patterns of relationships may enhance or retard the creation
of other forms of social capital and affect the level and impact of human
and physical capital. Rules relate to patterns of activities at several levels
including day-to-day operational activities all the way to constitutional
activities that create and re-create the general patterns of authority in a
society. The type of rules that individuals will find productive depends
upon the kinds of norms and patterns of reciprocity that already exist.
Similarly, patterns of trust and reciprocity will depend to a large extent
upon the types of rules that are crafted in any polity.

Self-governing systems in any arena of social interaction tend to be
more efficient and stable not because of any magical effects of grassroots
participation itself but because of the social capital in the form of effec-
tive working rules those systems are more likely to develop and preserve,
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the networks that the participants have created and the norms they have
adopted. For example, many scholars have found it hard to understand
why the ‘primitive’ irrigation systems built by the farmers themselves sig-
nificantly outperform those that have been improved by the construction of
modern, permanent, concrete and steel headworks, often funded by donors
and constructed by professional engineering firms (Ostrom, 1999).

Many factors contribute to these results, most of them related to the
incentives of key participants in the finance, design, construction, operation
and maintenance of differently organized irrigation systems. On farmer-
governed irrigation systems, farmers craft their own rules to counteract
the perverse incentives that they face given the physical and cultural setting
in which they are enmeshed (Joshi et al., 2000). These rules are frequently
invisible to project planners when they design new physical systems. In
project planning, most effort focuses on how to improve physical capital,
such as creating permanent headworks, that affects various aspects of the
technical operation of a system. How these variables affect the incentives
of participants is rarely explored. Unless the changes in physical infrastruc-
ture are undertaken with a consciousness that they will affect the incentives
of participants — sometimes in perverse manners — projects intended to do
good may generate harm instead. In other words, investment in physical
capital that does not also include efforts to improve social capital and the
fit between social and physical capital hardly guarantees desired conse-
quences (Gibson et al., 2005).

Simply agreeing on an initial set of rules, on the other hand, is rarely
enough. Working out exactly what these rules mean in practice takes
time. If those learning how to use a set of rules do not trust one another,
further investments are needed in extensive monitoring activities (Ostrom
and Nagendra, 2006). Appropriate sanctions for non-conformance must
be developed. Conditions under which exceptions to rules can be made
without endangering the basic ordering principles must also be discovered
and discussed. Conflict over rule interpretation and adjustment will occur,
which if no facilities for conflict resolution are available, may destroy
the process of building capital before it gets very far. The time it takes to
develop a workable set of rules, known to all relevant parties, is always
substantial (Dietz et al., 2003).

Part of learning through experience is what happens when things go
wrong. In all practical affairs, many things can go wrong. Everyone may
not have received the same information about joint objectives, processes
to be followed and how one process feeds into another. Some may do
their part while others fail to perform. Some may want to interpret a rule
in a way that is harmful to the interests of others. There may not be fair
and objective conflict-resolution processes available. Conflict may destroy



The meaning of social capital and its link to collective action 31

prior lessons about how to work together and may reinforce prior doubts
about the reliability and trustworthiness of some participants.

Thus, social capital is not only created, it can be weakened, destroyed,
strengthened or transformed. Social capital can be characterized as out-
dated, up to date or ahead of its time. It may enhance the outcomes of a
few without any impact on others. Or, advantages to the few may come
at the expense of others. Alternatively, the advantages to a few may also
generate positive benefits for others. A system of government based upon
military command and use of instruments of force can also destroy other
forms of social capital while building its own.

Notes

*  We are deeply appreciative of support that we have received from the National Science
Foundation, the Ford Foundation and the MacArthur Foundation, and the fabulous
editing by Patty Lezotte.

1. For several ambitious attempts to formalize the concept of social capital and its effects,
see Annen (2002a, 2002b) and Henning (2002).

2. The following section draws on Ostrom and Ahn (2001), but is substantially revised.

3. Using one’s own view of what one would do in a situation has repeatedly been found
to be a good predictor of one’s expectations about what someone else would do in that
situation. In social dilemma situations, those that choose the more cooperative strategies
usually have a higher expectation that others will also cooperate than those who do not
cooperate (see Orbell et al., 1984; Orbell and Dawes, 1991).

4. Yamagishi’s discussion of trust focuses on its relationship with social intelligence; a
higher level of social intelligence allows a person to entertain a correspondingly higher
level of trust. This appears to consider trust as an individual’s disposition. What is not
clear in his discussion is whether a person’s default expectation of others’ trustworthiness
also reflects the objective level of trustworthiness of others.

5. Berman (1983: 557) noted in his discussion of the importance of legal systems that the
‘legal ordering is itself a form of capital’.
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3 Cooperation: evidence from experiments!
Anders Poulsen

3.1 Introduction

Most social capital researchers consider the ability of groups, regions and
entire societies to cooperate as a crucial, if not defining, aspect of social
capital; see, for example, Putnam (1993) and Coleman (1988). Among well-
known examples of cooperation are a group of neighbours who look after
each others’ houses, thereby reducing break-ins and theft; reprimanding the
local youth for transgressing, thus keeping crime low; residents removing
snow from a public driveway; not littering in the local park; joining a local
volunteer association that fights crime, vandalism and graffiti; a buyer and
seller who each does his or her part of the deal without cheating the other side;
taking part in a consumer boycott; keeping the thermostat low during a winter
fuel shortage; not shirking in teams; restraining one’s resource use in common
pool resource situations, such as fishing in international waters; paying taxes;
not collecting illegitimate social welfare payments; voting; avoiding prolif-
eration of nuclear weapons, and reducing greenhouse gasses.”

In all these situations, there is no central coercive authority (state,
‘police officer’, or world government) that, through the use of fines, prison
sentences, taxes or subsidies, get people to cooperate. Even if one exists,
it may be weak or corrupt, and so unable to effectively sanction oppor-
tunistic behaviour. Cooperation must instead be based on incentives that
are locally provided, by the group members themselves. The fundamental
problem is that in these situations each individual group member has an
incentive to not cooperate (for example, litter, over-fish or let other team
members do most of the work on the joint project), regardless of what
the other group members do. When all group members behave in this
free-riding manner, the overall result for the group is worse than if all had
cooperated. Individual rationality leads to collective irrationality.

In this chapter we think of social capital as a group’s ability to generate
high and stable levels of cooperation in difficult situations such as those
described above. In this survey we describe the literature using economic
experiments.® This literature is novel and rapidly expanding, and it has
produced several interesting and important insights. Our survey will also
show that many economists recently have become interested in concepts
and questions that were previously thought to lie outside the domain of
economic analysis.*

36
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What is the experimental evidence on cooperation? We first consider
the experimental evidence on how much groups cooperate. We then
survey the findings on why group members cooperate. We then describe
the features of an economic or social situation that promote, or hinder, to
cooperation.

What is the value of an experimental approach to measuring and
understanding cooperation? Experiments allow us to control the context
in which people make decisions and hence provide us with clean data on
the extent and determinants of cooperation. By comparing the degree of
cooperation in two experiments that differ only in the presence of some
variable, it becomes possible to evaluate the significance of this, and only
this, variable. Second, in the economic experiments we shall review subjects
earn money and how much depends on the outcomes. The subjects’ coop-
eration decisions thus have real implications, as is clearly the case in real
situations. A weakness of the experimental approach is the artificiality of
the laboratory environment. As we shall see below, however, economists
have recently turned to field experiments; see the survey in Harrison and
List (2004). As with any other empirical research method, the experimental
approach has advantages and disadvantages, and it should be seen as com-
plementary to other research methods. For introductions to and surveys
on experimental economics, the reader is referred to Camerer (2003), Davis
and Holt (1993), Kagel and Roth (1995), and Roth (1987).

Owing to space constraints, this chapter is selective and not intended to
be an exhaustive survey of the experimental findings on cooperation.’ We
have instead assigned priority to some of the recent findings.

The rest of the chapter is organized as follows. In Section 3.2 we describe
a simple and frequently used model of cooperation. Section 3.3 describes
a representative cooperation experiment. Section 3.4 describes the role of
reciprocity and trust for cooperation. In Section 3.5 we describe the fea-
tures that have been shown to be important determinants of cooperation.
We sum up and conclude in Section 3.6. Section 3.7 outlines some future
research.

3.2 Cooperation

Most experimental studies of cooperation are based on a model known
as the Prisoner’s Dilemma.® In this model, each group member has two
choices, ‘Cooperate’ (C) and ‘Defect’ (D). The meaning of these choices
depends on the context. The C choice could mean ‘Help to fight crime
in the neighbourhood’, and D could mean ‘Stay home and watch televi-
sion’. Each group member is assumed to choose between C and D without
knowing the other members’ choices.” The Prisoner’s Dilemma game is
used to model ‘collective action problems’ (Olson, 1971), the ‘tragedy
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Figure 3.1 A two-person Prisoner’s Dilemma

of the commons’ (Hardin, 1968) and ‘social dilemmas’ (Dawes, 1980). It
also models voluntary contributions to the production of a public good
(Ledyard, 1995).2) Most of the experiments we consider in this survey
belong to the latter category.

The Prisoner’s Dilemma for a group with just two members, say Smith
and Jones, is shown in Figure 3.1. Smith chooses between the rows, and
Jones chooses between the columns. The numbers in the figure indicate the
material reward that each person obtains, depending on his own and the
other group member’s choice.” We assume, in line with most traditional
economic theory, that each group member seeks to achieve an outcome
that gives him or her the highest material reward; the plausibility of this
assumption is discussed in Section 3.4. We see from the figure that the best
outcome for the group is when the entire group cooperates (there is then
no time to watch television, but also no crime — and the latter outcome is
plausibly the more valuable to each group member). The worst outcome
for the group is when no one cooperates (there will be plenty of crime and
people will watch television at home not daring to walk outside in the
evenings). But we also see that each individual group member prefers the
outcome where he or she defects (watches television) and the other group
member cooperates (that is, the other group member does all the hard
work fighting crime, which benefits a// neighbours, including the neighbour
watching television at home).

What will Smith and Jones choose? Regardless of what Jones is thought
to do, Smith prefers to defect (D) rather than to cooperate (C). Similarly,
no matter what Jones believes Smith will do, Jones is better off defecting.
According to economic theory, Smith and Jones will therefore each decide
to defect, so the outcome is (D,D). But both group members would be
better off if they had both chosen to cooperate. In the language of econom-
ics, both choosing D is the only Nash equilibrium of the situation. A Nash
equilibrium is a situation where each group member chooses his or her
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most preferred action, given the choices made by the other group members.
See Binmore (1992) for a detailed argument.'®

3.3 How much do people cooperate?

The prediction of universal defection developed in the previous section
was based on economic theory. How much do people cooperate in prac-
tice? Let us consider a recent experiment, by Fehr and Géchter (2000a).
In each session of their experiment, there were 24 subjects. The subjects
interacted for ten periods. In each of those periods, the subjects were ran-
domly divided into six four-person groups. Subjects knew that there were
a finite number of periods.!"" Group members did not know the identity of
other group members and could not communicate in any way. Only neutral
wordings were used in the instructions and on the computer screens.

In each period, a four-person group faced the following version of the
Prisoner’s Dilemma. Each person was given 20 tokens that had a monetary
value. A subject could either keep these tokens for himself or could con-
tribute all or some of them to a joint project. Keeping tokens is the same as
defecting (consume a private good, such as watch television); contributing
tokens to the joint project corresponds to contributing to a public good
(fight crime in the neighbourhood). The total number of tokens that the
group members decided to contribute to the joint project was multiplied
by a number (0.4) and the resulting number gave the total amount of the
public good. Each group member then received this amount. The number
0.4 represents how productive the contributions were in producing the
joint project (public good).'? A subject’s total earnings was given by the
sum of the tokens he kept for himself (watching television) and the quantity
of the public good that was produced (low crime levels).!* At the end of
each period, each group member learned the other group members’ con-
tributions, and this was repeated for ten rounds. A subject’s total earnings
equalled the sum of the ten individual period earnings. Once the experi-
ment was over, the earnings were converted into real money.

In this experiment, as in the Prisoner’s Dilemma, the group’s total earn-
ings is maximized when all group members contribute everything to the
joint project. However, no matter how much the other group members
contribute, each individual is best off when he or she contributes zero
tokens to the public good.! It follows that the economic prediction is that
there will be no contributions to joint project (the public good) — universal
defection occurs in every period."

The main findings of the experiment were the following. In the initial
periods, contribution rates were high (exceeding 30 per cent), but they
decreased over time. Towards the end, most subjects did not contribute
anything to the joint project. The average number of tokens contributed to



40 Handbook of social capital

the joint project was 3.7 (a contribution rate of 18.5 per cent). In the final
period, the average contribution rate was only 9.5 per cent (see Fehr and
Gichter, 2000a: table 3).

This finding, that initial cooperation is significant but deteriorates over
time, is typical in the literature. See for example Keser and van Winden
(2000), Ledyard (1995), and Fehr and Schmidt (1999). A recent survey
is Gichter (2006). Typically, subjects start out contributing between 40
per cent and 60 per cent of their endowment to the joint project; see Sally
(1995). These contribution rates tend to fall over time, however, and
towards the end most subjects consistently keep all their endowment. The
initial high cooperation cannot be sustained by the group. Similar results
have been found for the Prisoner’s Dilemma (Figure 3.1); see Dawes (1980)
and Sally (1995).

3.4 Why do some people cooperate? The role of reciprocity and trust
How can we explain that there is a significant degree of cooperation in the
group, but that it tends to fall over time?

3.4.1 Reciprocity
One plausible explanation is that there are different ‘types’ of subjects in
the population from which groups are formed. A subject’s type refers to
his value system and desires, or, as economists call it, his preferences. Some
people prefer to always defect; this is the self-interested Homo Economicus
type of person that populates traditional economic models. But other sub-
jects prefer to contribute to the public good if they expect the other group
members will do the same; otherwise they prefer not to contribute. This
type of behaviour is called conditional cooperation or reciprocity; see Fehr
and Géchter (2000a, 2000b) and Sugden (1984).1

In the Prisoner’s Dilemma, a reciprocal group member prefers to cooper-
ate if he or she expects the other group members to cooperate; and he prefers
to defect if he believes the other group members will defect. In other words,
a reciprocally motivated person is not guided solely by a desire to maximize
his or her material returns, as is Homo Economicus.!” Reciprocity, together
with inequity aversion (Fehr and Schmidt, 1999; see also Bolton and
Ockenfels, 2000) are important manifestations of the more general finding
that people preferences are concerned with more than just their own money
earnings; this is referred to as social preferences; see Camerer and Fehr
(2005, 2006), Sobel (2005) and Schram (2000). For a theoretical analysis of
social capital and social preferences, see Poulsen and Svendsen (2005).

There is now considerable experimental evidence that a substantial pro-
portion of subjects are motivated by reciprocity in cooperation, and other
situations.
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In the experiment by Fischbacher et al. (2001), it was found that 50 per
cent of subjects could be classified as reciprocal (conditional coopera-
tors), 30 per cent could be classified as self-interested (free-riders), and the
remaining 20 per cent of subjects displayed other kinds of behaviour. See
also Bardsley and Moffatt (2007), Croson (2007) and Fischbacher and
Gdéchter (2000).

In the field experiment by Frey and Meier (2004), students enrolling at
the University of Zurich made higher (lower) donations to a charitable
university fund when they were informed that a high (low) proportion of
other students had made similar donations.

Gichter (2006) described other public goods experiments. '

The insight that there is a substantial proportion of reciprocally moti-
vated people in the population allows us to understand the experimentally
observed decline in cooperation over time, described in Section 3.3. It
is due to the interaction between reciprocal and self-interested people in
the group. What happens is that the reciprocally minded subjects ‘give
up’ contributing, since they dislike being the only ones who contribute,
and since they cannot directly discipline or punish the defecting subjects.
Resigning, the reciprocally oriented subjects decide that the best they can
do is to not contribute anything. Cooperation thus falls over time. See also
Fischbacher et al. (2001).

3.4.2 Trust

A reciprocally minded person is willing to cooperate if he or she believes
that the other group members are going to cooperate, too. Otherwise, he or
she prefers to defect. It follows that a reciprocal person’s beliefs about what
other people in the group will do is crucial. To get cooperation, it is not
enough to have reciprocity; the reciprocal people must believe other people
will cooperate.'” Anything that affects the reciprocal group members’
beliefs affect how willing they are to cooperate. See Gichter (2006) for a
detailed discussion.

We can thus say that a reciprocal person cooperates if he or she trusts
that other people will cooperate. To trust in our context is thus to be suffi-
ciently convinced that other people in the group will also cooperate. See
Hardin (2003) for a discussion. The concept of trust is, of course, crucial
to social capital research. The relationship between trust and coopera-
tion that we postulate here is oversimplified. See the other chapters in this
handbook and Cook and Cooper (2003) for a discussion. There is also
an experimental literature specifically investigating the formation of trust
in certain situations. See for example Ostrom and Walker (2003) and
Camerer (2003: ch. 2).

What determines the extent to which a reciprocal person will trust that
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other group members will cooperate, and hence will cooperate him or
herself? In the next section we describe some experimental findings.

3.5 What promotes cooperation?
The findings described in the previous section led experimental economists
to investigate which factors could increase and stabilize cooperation.

3.5.1 Punishing free-riders

The important experiment by Fehr and Géchter (2000a), described in
Section 3.3, also considered the situation where group members could
punish other group members.?’ This was done in the following way. After
group members had made their contribution decisions (how many tokens
to keep for themselves and how many to contribute to the joint project),
each group member learned how much each of the other group members
had contributed. A group member could then punish other group members
by assigning a number of ‘punishment points’ to the latter, and these
reduced the latter’s money earnings. Punishment was costly in that it also
reduced the punisher’s own money earnings.

Theoretically, since punishment is costly for the punisher, no rational
and self-interested person should punish. Knowing that, no one will con-
tribute. The prediction is therefore that costly punishment should not make
a difference — contributions will remain at zero and no one will punish.?!
However, Fehr and Géchter find that the opportunity to punish low con-
tributors had a dramatically positive impact on contribution rates. With
punishment, people start out contributing more than without punishment,
and on average the contribution rate with punishment is 58 per cent, much
higher than the 18.5 per cent observed under no punishment. Importantly,
the contribution rates no longer fall over time. Indeed, there are situations
where they increase over time. In the last period, the average contribution
rate with punishment is more than 61 per cent, a dramatic increase relative
to the no-punishment setting.

The experimental data show that punishment raises contribution. This
increases the group’s total earnings. But recall that punishment is costly,
both for the punished and the one meting out the punishments. What is the
net effect on overall welfare? The data reveal that in the early periods, the
net effect on welfare is negative, while it tends to be positive in later periods.
See also the discussion in Page et al. (2005: fn. 15).

Why does the opportunity to punish increase cooperation? The recip-
rocators punish the free-riders, even though doing so reduces the recipro-
cators’ own earnings. In particular, the less a subject contributes relative
to the average contribution in the group, the more he or she tends to be
punished (see table 5 in Fehr and Gichter, 2000a). Realizing this, the
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selfish types increase their contribution in order to avoid punishment. All
this acts to increase the reciprocators’ trust that the other groups members
will indeed cooperate, hence inducing them to cooperate. This observa-
tion, that reciprocity can ‘discipline’ self-interested people’s behaviour in
groups, is discussed further in Fehr and Schmidt (1999). Following Fehr
and Gichter’s seminal experiment, other experiments have reached much
the same conclusions and have explored other issues concerning punish-
ment. See Carpenter (2007), Fehr and Géachter (2002), Falk et al. (2005),
Masclet and Villeval (2006) and Nikiforakis (2008).

Punishment is very effective in generating high and stable cooperation.
Note, however, a key requirement for punishment to work: The reciprocal
group members must have information about individual group members’
contributions. Without such detailed information, punishments cannot be
targeted towards free-riders, and in this case the deterrent effects of punish-
ment is likely to be much smaller.

3.5.2  Counter-punishment — can we really govern ourselves?
The previous section seems to convey a positive message: when there are
opportunities for reciprocally minded people to mete out informal and
decentralized punishments, we can generate high and stable cooperation
in groups. We do not need a central coercive authority, a Hobbesian
Leviathan, to rule us. We can, apparently, govern ourselves.

Recent research has, however, shown that this may be a too simplistic
and optimistic conclusion. Note that in the experiment described in
Section 3.5.1, a person who is punished cannot punish back. That is, he or
she cannot take revenge. But if punishment is an option, then counter-
punishment seems equally plausible.”> What happens when counter-
punishment is possible? Does the fear of reprisal deter reciprocally minded
people from punishing, and does this increase free-riding? Does it lead to
bloody vendettas destroying most of the social surplus? Nikiforakis (2008)
conducts an experiment with counter-punishment. As in Fehr and Géchter
(2000a), subjects first decide on how much to contribute to the joint
project, and they can then punish other group members at a second stage.
But Nikiforakis adds a third stage where subjects are informed of who (if
any) punished them and where a punished subject can punish back, by
assigning ‘counter-punishment’ points to those who punished him or her.
Counter-punishment is costly, as is punishment.?

The experimental data show that counter-punishment reduces overall
cooperation. Contributions with counter-punishment are below those
where only punishment is possible. Cooperation is lowest when no form of
punishment is possible (the standard set-up), investigated in Section 3.3. In
the final period, cooperation under counter-punishment is almost as low



44 Handbook of social capital

as when no punishment is possible. Counter-punishment thus neutralizes
the beneficial effects of punishment, observed in Section 3.5.1. When the
punished can punish the punishers, it seems that we end up not being able
to govern ourselves.

Denant-Boemont et al. (2005) extends Nikiforakis’ design in several
ways. They allow for several rounds of punishment (punishment followed
by counter-punishment followed by counter-counter-punishment). In this
case, there are costly vendettas, and overall group welfare can even be
lower than when punishments are allowed and individual contributions
to the joint project would be zero (the basic situation studied in Section
3.3).

These experimental findings on the effects of counter-punishment are
important and sobering. Once we realize that punishment can, and is
likely to be accompanied by counter-punishment, informal decentral-
ized punishment does not seem to be the panacea we may initially have
thought. It seems that for punishment to be socially desirable, either
counter-punishment must somehow be prevented or, at a minimum, it
must not be possible for free-riders to identify who punished them.

3.5.3 Non-monetary punishment

Masclet et al. (2003) observe that the efficacy of (one-sided) punishments
(see Section 3.5.1) to increase cooperation could be due either to the fact
that punishment lowers the free-riders’ money earnings from making low
contributions, or due to the fact that punishments express disapproval. If
even free-riders experience a psychic welfare loss from disapproval (shame
or guilt), this can induce them to increase contributions, even though the
disapproval has no monetary implications.

Masclet et al. accordingly run an experiment where punishment is
non-monetary and only expresses disapproval.?* They run the same no-
punishment and monetary punishment treatment as in Fehr and Géachter
(2000a), and a new treatment, where instead of assigning monetary punish-
ments, subjects could assign ‘disapproval points’ to other specific group
members. It was free to assign this kind of punishment and it did not reduce
the recipient’s earnings.

Expressing disapproval was in the early periods of the experiment as
efficient as monetary punishment in raising cooperation.

In subsequent periods, however, monetary punishment is more effective.
Nevertheless, since non-monetary punishment is ‘cheaper’ than monetary
punishment, the group’s overall earnings are as high as in the case of one-
sided monetary punishment. Allowing subjects to express disapproval
that has no monetary consequences per se thus raises cooperation and
earnings.?
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3.5.4 Isolating free-riders

An alternative to punishment is to expel defectors from the group.?
Expulsion only works when people can be prevented from consuming
the benefit that the group produces. Clearly, one cannot prevent defec-
tors from benefiting from a clean atmosphere. Expulsion thus works with
smaller groups producing benefits that are more or less specific to the
group. In economic terminology, the benefit produced by the group can
be non-rival but must be excludable. A professional society, say of doctors
or builders, can decide to take away the certificate of a member who is
thought to have behaved antisocially. Or, the management may decide to
remove a free-riding employee from the team.

Expulsion is likely to be costly for the group, both because it may be
difficult and time-consuming to expel other people from the group, and it
is likely to be psychologically unpleasant. Indeed, since expulsion is costly,
Homo Economicus will never want to pay to expel other group members.
Knowing this, no one will fear being expelled; contributions will be as low
(namely zero) as without the possibility of group expulsion.

Cinyabuguma et al. (2005) run an experiment with group expulsion.”
Subjects received 10 experimental dollars that could be put either on a
‘private account’ (kept by the subject) or on a ‘joint account’ (the public
good). A group had 16 members and the group interacted for 15 periods. This
fixed number of periods was known by the subjects. At the first stage, group
members decided on contributions to the public good. At a second stage,
each subject saw other group members’ contributions and could then secretly
vote to expel other group members. The votes were then added up and shown
to all subjects on their computer screens. If half or more of all group members
had voted to expel any given group member, that group member was expelled
for the remainder of the 15 periods. Expulsion meant being moved to a
second group. This group, which consisted of all the expelled individuals,
faced a similar public goods situation, but each expelled individual was given
fewer experimental dollars. If a group member was expelled, all the remain-
ing group members paid a cost, equal to 25 experimental cents. Expulsion
was thus costly. But note that attempts to expel (vote) was not costly per se.

What happened in the experiment? The economic prediction fared badly.
There was frequent voting to expel other group members and typically
between one and four subjects were driven out of the group. Compared to
when no expulsion is available, expulsion results in very high cooperation
rates. On average, more than 90 per cent of the experimental money was
contributed to the group account.

It is the low-contributing group members who were driven out. The
data analysis shows that it is the anticipation of this that increases
cooperation.
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Also, the possibility of expulsion led to higher overall earnings (even
when including the earnings of the expelled group members), relative to
when expulsion was not an option.

3.5.5 Avoiding free-riders

Rather than expelling free-riders, it may be possible to avoid meeting
them in the first place, or to distance oneself from them. This requires that
one can get information about other people’s past cooperation/defection
record. If so, endogenous formation of groups can allow cooperators to
cluster and prevent exploitation by free riders.

This may have the same positive impact on cooperation as group
expulsion and punishment, but it avoids the costs associated with these
methods.

Page et al. (2005) experimentally studied a situation where subjects could
seek out new group members.?® In each session, there were 16 subjects par-
ticipated. Groups consisted of four members and there were 20 periods. As
usual, this was commonly known. At the end of periods 3, 6,9, 12, 15 and
18, each subject was shown a list of all the other 15 subjects’ contributions
in all previous periods on his computer screen. Each subject then indicated
a preference for which three of the other 15 subjects he would like to form
a new group with. It was costly to indicate a preference for new group
members. A subject could decide not to rank other group members. If this
was chosen, the computer assigned the number 8 to every other subject.
Once all subjects had completed such a ranking, the computer formed four
new groups by first identifying those four subjects for whom the sum of
each other’s rankings were the highest. These four subjects were put in the
same group. A similar matching algorithm was used to form the second,
third and fourth group. Once the new groups were formed, group members
resumed their contribution decisions.?

The data show that the endogenous formation of new groups improves
cooperation. On average the rate of cooperation with endogenous groups
was 70 per cent, while it was only 28 per cent without regrouping. Page et
al. also compare endogenous groups with costly punishment, studied in
Section 3.5.1. In terms of subjects’ overall earnings, regrouping is prefer-
able. The reason is that whereas punishment is costly both for the punisher
and the one he or she punishes, the only cost of regrouping is the cost of
ranking other group members (this can be interpreted as a ‘transportation
cost’, incurred when finding new group members).

What kind of group members were endogenously grouped together? Not
surprisingly, subjects in general expressed a preference to be matched with
those who had contributed a lot in the past. As a result, there was a clear
separation: the four people who had previously been making the highest
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contributions were able to get together in the same group; of the remaining
subjects, the four highest got together to form the second group, and so on.
Finally, the four least contributing individuals ended up in the last group.

The experiment by Page et al. shows that when individuals have suffi-
cient information about other individuals’ past behaviour and when they
can influence with whom they interact, there can arise a socially beneficial
segregation of people into different cooperativeness.?

3.5.6 Communication

Why not just let people talk about the situation before they decide on
how much to cooperate? According to orthodox economic theory, such
communication should not matter, for talk does not change the material
incentives of the situation. Homo Economicus does therefore not assign
any credibility to other peoples’ free messages.>!

The claim that free and non-binding communication is worthless in stim-
ulating cooperation has, however, been proven squarely wrong. Numerous
experiments (mostly by social psychologists, see Sally, 1995, for a survey),
indicate that allowing people to communicate before deciding how much
to contribute significantly raises contribution rates, relative to when com-
munication is ruled out. In a meta-study, Sally (1995), it was found that
communication raises cooperation by 40 per cent.

Communication can improve cooperation for many reasons. It can
help group members to better understand the situation, in particular that
the group is best off when all people cooperate; it allows for exchanges of
promises and threats; it can activate social norms, minimize ‘social dis-
tance’ between group members and create a group identity (we return to
this in Section 3.5.7); see Brosig et al. (2003) for a discussion. Just being
able to see other subjects’ faces can have a positive effect on cooperation;
see Sally (1995) and Eckel and Wilson (2002).

What kind of communication is best for cooperation? Communication
can be face to face, taking place around a table or via a video conference;
it can be message based, such as communicating with others in a chat
room, or by exchanging emails; it can be purely auditory (telephone). As
already described, economic theory has traditionally been of little help in
shedding light on this question, because it has treated any communication
as ‘cheap’. This is, however, changing. Some recent economic experiments
investigating the relative efficacy of the various communication methods
on the ability of groups to cooperate are Bochet et al. (2006) and Brosig et
al. (2003). These studies find that face-to-face communication is the most
efficient communication method.* One possible explanation is that face-
to-face communication is most effective at revealing other peoples’ inten-
tions and trustworthiness; this in turn indicates that the primary reason
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why communication generates additional cooperation is that it somehow
fosters solidarity and group identity.

3.5.7 Group identity

According to the traditional economic approach, people’s main motiva-
tion is to maximize their material returns. Being a member of a group can
affect behaviour only in so far as it affects an individual’s material benefits
and costs; but it cannot affect the individual’s motivation itself. Social
psychologists have, however, long emphasized that group membership can
exert a separate influence on motivation. See, for example, Tajfel (1982). If
a group member identifies with the group, the resulting group identity can
affect the individual’s motivation. The individual can assign larger weight
to the group’s overall interests, and this can lead to more cooperation.
There is, however, a side-effect: outgroup members may receive a worse
treatment. This is known as ingroup—outgroup bias or ingroup favouritism
(see Dawes et al., 1988; Bicchieri, 2002; Hewstone et al., 2002).

Chen and Li (2006) experimentally test social identification theory
(Tajfel, 1982) according to which belonging to even completely arbitrarily
created groups can affect behaviour.** The experiment consisted of three
stages. At the first stage, two groups were formed on the basis of subjects’
preferences between paintings by Klee or Kandinsky. Each subject knew
his or her group assignment (Klee or Kandinsky) and how many subjects
were in the group. This first stage corresponds to what social psychologists
call the formation of ‘minimal groups’ (Tajfel, 1982). At the second stage
of the experiment, each subject allocated money between pairs of other
subjects. The allocating subject knew the two other members’ group affilia-
tion (Kandisky or Klee). At the third stage, each subject allocated money
between him/herself and another subject, and once more the other person’s
group affiliation was known.

According to economic theory, a subject will not condition his behav-
iour on either his own or on other subjects’ group affiliation. Nevertheless,
Chen and Li find that group affiliation does matter. At the second stage,
subjects are significantly more generous towards people from the same
group than people from the other group. When allocating money between
members from the same group (in or outgroup), no group affiliation effect
is observed. Similarly, at the third stage, when interacting with an ingroup
member, subjects are considerably more cooperative, generous, and for-
giving than when interacting with outgroup subjects. They are also more
willing to take actions that maximize total surplus. All this can be seen as
the effects of group identity. Although the groups were created artificially
and membership had no effect on earnings per se, group affiliation matters
for the subsequent observed behaviour.
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An important question, then, is how are the overall earnings affected by
the created group identities? Chen and Li used a control treatment with
subjects who had not been exposed to the first and second stages, described
above. These subjects made stage three choices without any notions of
group affiliation. The data from the main treatment show that ingroup
earnings increase, but earnings fall when people from different groups
interact. Moreover, the net effect on overall earnings is negative. Thus
overall, compared with the control, the engineering of group identity led
to an overall decrease in earnings.*

Charness et al. (2006) and Eckel and Grossman (2005) also experi-
mentally explore the role of group identity for cooperation (both are
laboratory experiments).’® They find weaker results than Chen and Li
(2006). Charness et al. find that a minimal group condition is not enough
to generate more cooperation in a Prisoner’s Dilemma game. But if the
group has a stake in each member’s earnings and if other group members
observe a group member’s choice, there is less cooperation when
members of different groups meet. In this sense, the group as a whole
becomes more aggressive. The overall effect can be to lower the overall
social earnings. Eckel and Grossman (2005), in a public good experiment
framed as team production, also find that weak manipulation of team
identity (such as assigning different colours to different groups) does
not suffice to generate more cooperation. Only a stronger manipulation,
such as inter-group competition where the group that produces most
gets a prize, has a significant positive effect on cooperation. For some
interesting field experiments documenting various degrees of ingroup-
favouritism, see Ferhstman and Gneezy (2001), Goette et al. (2006), and
Ruffle and Sosis (2006).

Overall, the evidence thus shows that group identity can be fostered,
but the evidence is mixed regarding how easy it is to generate it. In some
experiments, it was enough to divide people into groups based on their
preference between different artists. In other experiments, a stronger
manipulation was required. Second, it remains unclear what the overall
effect on social welfare is from creating group identity. This depends on
whether or not the positive effect from increased ingroup cooperation out-
weighs the detrimental effects from increased hostility when dealing with
outgroup members.

3.6 Engineering cooperation: a summary

What have experiments taught us about cooperation? In the basic coop-
eration situation, studied in Section 3.3, we saw that people tend to start
out with a high cooperation rate. This is due to the presence of reciprocal
subjects. But over time cooperation deteriorates, since the presence of free
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riding subjects discourages reciprocators, who as a consequence ‘give up’
and start to defect, too.

What can ensure high and enduring coperation? There are several
methods. Punishments that reduce the earnings of the free-riders, but also
of the punishers, work very well. The problem is that punishments can
trigger counter-punishments (and counter-counter-punishments), and the
associated costs may outweigh the gains from higher cooperation. Another
mechanism is non-monetary punishment, such as expressing disapproval.
This is a cheaper method, since it does not reduce the material earnings of
the group. But is it less effective in raising cooperation and an open issue is
what happens if the sanctioned can express counter-disapproval. A more
radical but effective approach is to expel free-riders. This may, of course,
be physically impossible or for other reasons morally problematic. If, over
time, reciprocally motivated people can seek out each other and avoid free-
riders, the resulting segregation can generate more co-operation.

Communication, especially face-to-face, is very effective in increasing
cooperation, and it is cheap. If the group is large, such a communication
method may however be impossible. Creating a group identity can give
more cooperation within the group, but there may be less cooperation
when individuals interact with outgroup members. The overall effect on
society’s welfare can thus be negative.

3.7 Some unresolved issues

Let us very briefly mention two areas that seem interesting to investigate
further. The first area concerns reciprocity. As is clear from this survey, it
is the presence of reciprocally motivated people who, although materially
costly, are willing to punish free-riders that is the raw resource that coop-
eration thrives on. If there is no reciprocity, there will be no or very little
cooperation. One crucial question is, why are these people willing to punish
—isit due to social norms or may there even be a biological basis for punish-
ment? The reader is referred to Knoch et al. (2006) and De Quervain et al.
(2004), and the references therein. The potential role played by biological
and neurological factors is explored by the emerging field of neuroeconom-
ics. See Camerer et al. (2005).

Another important issue facing many modern societies is: How can we
raise the proportion of reciprocally oriented people in society? We know
very little about this. Education by parents and teachers, the presence of
role models, but also society’s institutional make-up seem to matter for
which ‘types’ (reciprocity, self-interest) will flourish.*

The second promising area is experimental analysis of centralized sanc-
tioning institutions (the state). How do they arise and, compared to the
decentralized institutions we have described in this chapter, how effective
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are they? There are relative few such experiments (see, for example, Kosfeld
et al., 2006) and scope for much more experimental work.

Notes

1.
2.
3.

10.

11.

12.

13.

14.

I thank Daniel Zizzo and the editors for helpful comments. All errors are mine.

Many of these examples are from Dawes (1980).

The main difference between ‘economic’ experiments and other social science experi-
ments is that economists pay their subjects for the choices they make and that they do
not use deception.

The growing research field known as ‘behavioural economics’ (see, for example,
Mullainathan and Thaler, 2000; Camerer, 2003; Camerer et al., 2004) is a testimony of
this.

See Dawes (1980), Ledyard (1995) and Kollock (1998).

See, for example, Kollock (1998) for the history of this extremely important and influ-
ential model of cooperation.

Or, more generally, group members are unable to make binding agreements about what
each group member should do.

Public goods are goods and activities that no group member can be excluded from enjoy-
ing and where consumption of the public good by one group member does not reduce
other group members’ consumption possibilities. Classic examples of public goods are
national defence, clean environment and a crime-free neighbourhood.

To make sense of the numbers, assume Smith and Jones must each decide either to spend
4 hours watching television or 4 hours fighting crime. The total reward to each person
is the sum of his reward from watching television (the private good) and his reward
from enjoying low crime (the public good). Assume that each hour spent in front of the
television gives reward 1, while each hour spent out fighting crime gives a reward of 3 /
4 to both neighbours (low crime is a public good). If both neighbours watch television,
each gets reward 1 X 4 + (3/4)(0 + 0) = 4. If, however, both neighbours spend their
time fighting crime, each gets reward 1 X 0 + (3/4)(4 + 4) = 6. But if Jones fights crime
and Smith watches television, Smith gets reward 1 X 4 + (3/4)(0 + 4) = 7, and Jones
gets 1 X 0 + (3/4)(0 + 4) = 3. Similarly the other way around.

In this analysis, we implicitly assumed Smith and Jones only faced the decision situation
once. More generally, however, the conclusion that universal defection occurs holds
whenever the situation is encountered a fixed and known number of periods. It is also
possible that the group perceives that a given situation will be repeated indefinitely. In
this situation, cooperation can occur if group members are sufficiently forward-looking.
See Binmore (1992). In this survey, we consider the first class of situations, since these
are regarded as the most problematic.

The random re-shuffling of groups after each period ensures that it is very unlikely that
two subjects interact repeatedly. This is a ‘Stranger’ matching protocol; see Andreoni
(1988). This minimizes the extent of other factors influencing cooperation, such as
repeated game effects. Fehr and Géchter also consider a ‘Partner’-treatment where the
same group members repeat for ten periods. The results for this treatment are similar to
Stranger treatment, and here we only consider the Stranger treatment.

In symbols, let g denote group member i’s contribution to the joint project, where i =
1, 2, 3, 4. When all four members have made their contribution decisions, member i’s
earnings are: 20 — g + 0.4 X (g, + g, + g, + g,). In the previous section, we used the
number 0.75 instead of 0.4; see fn. 9.

This situation is known as the ‘voluntary contribution mechanism’ (see, for example,
Dawes and Thaler, 1988). It can be thought of as a continuous version of the Prisoner’s
Dilemma, since subjects can choose intermediate levels of cooperation (contributing to
the joint project) or defecting (keeping money). The outcome where a group member
keeps (contributes) all tokens, is like playing ‘C’ (‘D’) in the Prisoner’s Dilemma.

If in any period each group member contributes all the 20 tokens to the joint project,
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23.

24.

25.

each member gets a reward equal to 1 X 0 + 0.4 X (20 + 20 + 20 + 20) = 32. This is
higher than the 20 tokens each member gets if they all keep their tokens (only watch
television). However, the additional (or marginal) return to any individual member from
keeping a token is 1, while the additional return from contributing to the joint project is
only 0.4. This implies that any individual group member’s earnings is highest when he/
she keeps all 20 tokens, regardless of what the other group members decide to do. All
group members are therefore predicted to defect.

This theoretical prediction follows from the fact that there is a finite number of periods
and from the fact that groups were randomly re-shuffled each period. See Fehr and
Géchter (2000a) for details.

It is important to distinguish reciprocity from altruism. An altruist can prefer to coop-
erate in the Prisoner’s Dilemma even if he or she expects the other group members to
defect. Altruism is unconditional cooperation and hence conceptually very different
from reciprocity. Altruism also seems to be be empirically less relevant than reciprocity
in explaining cooperation. See Fehr and Schmidt (1999) and Géchter (2006); but see also
Andreoni et al. (2007).

Reciprocity-based cooperation is different from the self-interested cooperation typically
emphasized by game theorists and economists. The latter sort of cooperation requres
a very long time horizon and sufficiently forward-looking and patient individuals (see,
for example, Binmore, 1992). Reciprocity, on the other hand, can generate cooperation
even if the situation is only encountered once. This also makes reciprocity different from
evolutionary models of cooperation, based on Tit-for-Tat and other strategies (Axelrod,
1984); see Sethi and Somanathan (2003).

Reciprocity is also experimentally documented in many other decision situations, such
as bargaining and distributional situations. See Fehr and Schmidt (1999) and Camerer
(2003). Sethi and Somanathan (2003) surveys the literature on reciprocity. Reciprocity
has also been found to influence the behaviour of third parties; this is called indirect
reciprocity. See Seinen and Schram (2006).

Suppose two reciprocal persons face the Prisoner’s Dilemma game, and suppose each
knows the other is reciprocal. If each person is pessimistic and believes the other person
will defect, it is best to defect. If each person is optimistic and believes it is sufficiently
likely that the other person will cooperate, then each will cooperate. In the language of
game theory, both mutual cooperation and mutual defection are Nash equilibria.
Another experiment investigating punishment is Ostrom et al. (1992).

For a theoretical analysis of a related situation, see Sethi (1996).

One can imagine a conversation of the form: “You are not going to invite me to dinner
because I did not help with the voluntary work last week? Well, in that case I'm not going
to drive your kids to the next football match!”

One restriction of Nikiforakis’ design is that punished subjects can only punish those
who punished them at the second stage. See Deanant-Boemont et al. (2005).

An experiment combining monetary and non-monetary punishment is Noussair and
Tucker (2005). See also Rege and Telle (2004) and Géachter and Fehr (1999).

In Masclet et al.’s experiment, subjects expressed disapproval by sending messages via a
computer. Presumably, if subjects interacted face to face, the dispproval effect would be
even stronger; see Section 3.5.6. But note also that Masclet et al. did not allow a subject who
received disapproval to return the disapproval (‘counter-disapprove’), cf. Section 3.5.2.
See Hirshleifer and Ramusen (1989) for a theoretical model of ostracism.

A related experiment is Maier-Rigaud et al. (2005).

A closely related experiment is Géachter and Thoni (2005).

Note an important feature of the group formation process: two individuals are likely to
be assigned to the same group only if both would like to be together. In other words, a
defector, who is likely to rank cooperators highly, cannot unilaterally decide to be with
cooperators (since the latter are likely to give the defectors a very low rank). This can be
contrasted with the experiment in Ehrhardt and Keser (1999), where a defector can join
any group. Coricelli et al. (2003) study some related matching protocols.
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30. Other experiments investigating the impact of the group formation process on overall
cooperation is Bohnet and Kiibler (2005), and Gunnthorsdottir et al. (2007). For
experiments investigating the role of information about past behaviour, see Seinen and
Schram (2006) and the references therein.

31. Economists typically consider verbal statements that are not backed up by credible
threats or promises as having no credibility and being merely ‘cheap talk’. See Farrell
and Rabin (1996) for a review of the literature.

32. Face-to-face communication also improves peoples’ ability to reach agreement in nego-
tiation situations. See Roth (1995).

33.  Their experiment does not use the Prisoner’s Dilemma situation, but considers related
situations, and the experiment is interesting enough to be reported here in some detail.

34. For a similar finding in a somewhat different context, see Hargreaves Heap and Zizzo
(2006).

35.  Zizzo (2005) explores the strength of group identity (‘common fate’) in bargaining and
coordination games. See also Cookson (2000) for how cooperation is sensitive to the
experimental framing of the situation.

36. See Bisin and Verdier (2001) for a formal model of the intergenerational transmission
of preferences. See also Poulsen and Poulsen (2006) for a model that endogenizes the
proportion of reciprocity and other preference types.
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4  Grid-group analysis*
D. Douglas Caulkins

4.1 Introduction: the development of a framework
British anthropologist Mary Douglas (1921-2007) insisted that anthropo-
logical theory should be useful in the study of complex industrial societies.
‘If she had to be recalled for a single achievement’, contends her biog-
rapher, Richard Fardon (2007), ‘it would be as the anthropologist who
took the techniques of a particularly vibrant period of research into non-
western societies and applied them to her own, western milieu.” Douglas
used insights from small-scale societies to develop a two-dimensional
theoretical framework, grid-group analysis, that reveals four different
but relatively stable forms of social organization that incorporate differ-
ent types and degrees of social capital. In keeping with the ‘troika’ theme
of this volume, Douglas’s work had an impact on other social sciences,
including economics (Douglas and Isherwood, 1979), political science
(Douglas and Wildavsky, 1983; Thompson et al., 1990) and sociology and
anthropology (Mars, 1982; Gross and Rayner, 1985; Caulkins and Peters,
2002). Until shortly before her death, Mary Douglas pursued the impli-
cations of her theoretical perspective for some of our most challenging
social problems, such as the confrontation between mainstream societies
and paramilitary enclave organizations, such as Al Qaeda.

A theoretical framework of wide utility, Grid/group analysis underwent
a long process of elaboration by Mary Douglas and others (Douglas, 1978,
1989, 1992; Douglas and Wildavsky, 1982; Mars, 1982; Mars and Nicod,
1984; Gross and Rayner, 1985; Schwarz and Thompson, 1990; Thompson
et al., 1990, 1999; Douglas and Ney, 1998), following the first publication
of the basic ideas of grid-group in natural symbols (Douglas, 1970). She
noted that all social organizations have at least two types of control, ‘grid’
(external controls) and ‘group’ (controls internal to a group). The group
dimension is ‘exerted for and by the group, a personal control exercised by
members over each other’ (Douglas, 2005: 4). Grid, in contrast, encom-
passes ‘a rich variety of anonymous controls that do not directly stem from
or support the group’ including ‘collective responses to climate, technol-
ogy, work’ and other aspects of the web of institutions (Douglas, 2005:
4-5). The ‘group’ or ‘incorporation’ dimension ranges from low to high,
indicating the degree to which individuals are embedded within bounded
social groups. As Douglas observes,
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Rules of admission to a group can be strong or weak, making it more or less
exclusive; the life-support a group gives to its members can be complete, or
partial. For any social context we can recognize appropriate measures of group
commitment, whether to ancient lineage, to a learned profession or to a regi-
ment or a church. (Douglas, 1982: 3)

As noted elsewhere (Caulkins and Peters, 2002), the group dimension is
theoretically similar if not identical to ‘bonding’ social capital as defined by
a variety of social capital theorists (Coleman, 1990; Putnam, 1995, 2000),
including Portes and associates (Portes and Sensenbrenner, 1993; Portes
and Landolt, 1996; Portes, 1998) who also identify ‘positive’ social capital.
The idea of positive bonding social capital was anticipated in Naroll’s
concept of ‘moralnets’, or networks of associates sharing a set of values
(Naroll, 1983; Caulkins, 1995a).

In this chapter I explore, first, the parallels between the grid and group
dimension and bonding and bridging social capital in order to delineate
an integrated framework. Second, I describe the four resulting culture
types and show how they can stimulate fruitful theorizing about large- and
small-scale social changes. Finally, I conclude with a consideration of the
Mary Douglas’s advice on dealing with our most pressing problems of
international conflict.

4.2 Group and bonding social capital

Measures of the group dimension include frequency of interaction and the
mutuality and scope of the relationship (Mars, 1982: 27). Are the individu-
als in frequent face-to-face contact, do they have associates or colleagues
in common, and do they interact in a variety of contexts? In addition,
is there a strong boundary that demarcates the group? Positive answers
indicate high group measurement or high bonding social capital. Bonding
social capital is described in virtually identical terms: ‘closed systems of
social networks inherent in the structure of relations between persons and
among persons within a collectivity’ (Zhou and Bankston, 1994: 824; see
also Coleman, 1990; Portes and Sensenbrenner, 1993; Sanders and Nee,
1996; McLean et al., 2002).

Low group measurement signifies a loosely connected, ramifying network
in which the individuals in different sectors of the network may not know
each other, lacking the ‘bounded solidarity’ (Portes, 1998) and ‘closure’
(Coleman, 1990) of bonding social capital.

Gross and Rayner (1985), who have devoted attention to measurement
issues, suggest the five measures of the group dimension listed in Table 4.1.
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Table 4.1 Gross and Rayner’s group measures

Group measure Definition

1. Proximity Measure of closeness of group members, frequency of
interactions

2. Transitivity Likelihood that if member 1 interacts with member 2 and
2 interacts with 3, then 1 will interact with 3

3. Frequency Proportion of time a group member spends in some
activity with other members

4. Scope Diversity of a member’s interactive involvement in group
activities

5. Impermeability Likelihood that a non-member who satisfies membership
requirements will actually gain membership

Source: Gross and Rayner (1985: 70-73).

4.3 Grid and bridging social capital

‘Grid’, the second dimension of the framework, indicates the degree to
which an individual is constrained by external rules. Douglas (1982: 3) sug-
gests, ‘the possibilities should run from maximum regulation to maximum
freedom, the military regiment with its prescribed behavior and rigid
timetabling, contrasted at the other end with the free life, uncommitted,
unregulated’.

Grid can be measured by at least four variables (Mars, 1982: 25). First,
autonomy varies inversely with grid. The greater the choice or control over
one’s actions, the lower the grid. Second, the more insulated the individual
(or other unit) from others, the higher the grid. The insulation can be physi-
cal, as is the case with an executive office remote from the rest of a busi-
ness operation, or structural, as occurs when an executive secretary filters
all business contacts between the outside world and his boss. Insulation
can also be filtered normatively, in which certain kinds of information are
routinely kept from someone in order to preserve his innocence. A politi-
cal operative’s illegal or immoral activities in service of party interests, for
example, may not be shared with the politicians that he serves. Finally,
individuals may be insulated symbolically, for example, by wearing special
clothing, such as a prison uniform.

The third and fourth indicators of grid are reciprocity and competition.
The environment is high grid if the range of possible reciprocities — ways
of exchanging resources — is constrained. A firm in which it is proper only
for the managing director to distribute Christmas gifts is higher grid than a
firm in which all staff members, regardless of position, are free to exchange
gifts. Finally, a highly competitive environment, a marketplace, is low
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Table 4.2  Gross and Rayner’s grid measures

Grid measure Definition

1. Specialization Number of possible roles a group member assumes in a
given time span

2. Asymmetry Measure of lack of symmetry in role exchanges among
group members

3. Entitlement Proportion of ascribed v. achieved roles in the group

4. Accountability Amount of member interactions in which one is

dominant and the other subordinate

Source:  Gross and Rayner (1985: 80-81).

grid. The more constrained the possibilities for competition, the higher
the grid.

Low grid environments foster innovation

The more the individual is expected to create his own role, and the more
his transacting with others is entirely up to himself, the better advised he
is to corner a little resource, to specialize, or at least to offer an improved
version of what everyone else can do. Hence we recognize in low-grid con-
ditions the tendency to cultivate idiosyncrasy — and this fits well with the
general tolerance of deviance (Douglas, 1982: 240).

As Douglas (1982: 240) notes, low grid is favorable to the development
and expansion of science and the arts. In their methodological statement,
Gross and Rayner suggest the measures of grid listed in Table 4.2.

In one recent statement of grid/group theory, Douglas and Ney (1998:
100-102) describe these two dimensions as ‘structure’ (grid) and ‘incorpo-
ration’ (group). This terminology helps to illuminate another important
insight: grid is also a measure of ‘bridging’ social capital (Putnam, 2000).
Bridging social capital provides a linkage of trust among individuals and
groups that may not have face-to-face relations. In this sense bridging
social capital resembles the idea of ‘imagined community’ (Anderson,
1983) of persons who share some collective identity but are not necessar-
ily known to each other. In high group (bonding social capital)/high grid
(bridging social capital) contexts, persons have the advantage of a close-
knit support group and linkage to other groups.

In the study of local voluntary organizations in Norway, for example,
I found that dozens of organizations might be linked to each other by
slightly overlapping membership. No one person belonged to all of the
organizations in a cluster of overlapping groups, but there was still a sense
of connection among the organizations that formed an ideological cluster
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or imagined community (Caulkins, 2004a). Some organizations were
highly sectarian, pledged to a particular ideology that linked them to some
other organizations but separated them from others that were ideologi-
cal opponents. Not all of the 160 organizations were connected together
by bonding social capital, contrary to the assumptions of some theorists
of democratic structures (Eckstein, 1966; Putnam, 1996). Instead, local
government agencies that connected with all the organizations, regardless
of their ideological content, provided the bridging social capital and rein-
forced trust in the local ‘imagined community’.

Low group, high grid structures, however, form a kind of clientelism, in
which an individual, lacking a support group and bonding social capital,
is linked to a single patron who controls the options available to the indi-
vidual. Battered women, controlled by their dominating partner, as we
shall see, constitute one example of such a structural relation.

The two dimensions each form a continuum between strong (or high)
or weak (or low) values, producing a fourfold typology that describes the
major stable forms of social organization and associated social values,
according to Douglas. In most diagrammatic representations, Grid is con-
sidered the vertical axis of increasing strength, from low to high, and Group
is the horizontal axis of increasing strength. Figure 4.1 shows the relation-
ship between grid-group and bonding and bridging social capital in each of
the quadrants. Within each quadrant I have included the terms often used
to describe the character of the social organization found there.

Two of these types, individualism (Quadrant A) and hierarchy (Quadrant
C), are very familiar in social science, but social science is enriched by the
addition of the other stable forms as well (Wildavsky, 1989: 59). The grid-
group framework has proved useful for the study of modern nations as well
as for smaller social organizations, such as firms and even families. Political
scientist Aaron Wildavsky (1989: 59), one of Mary Douglas’s frequent col-
laborators, contends that countries, as well as other social units, are conglom-
erations of the four forms of social organization, although ‘at any one time
a single culture may be more powerful than others in certain spheres of life’.
While social organizations ranging in scale from small firms to large nations
may contain all four quadrants simultaneously, they are not necessarily in
equal balance. Over time, the relative dominance can shift from one sector
to another. England, for example, was more hierarchical than the United
States, at least, before Prime Minister Margaret Thatcher’s campaign to push
Great Britain down grid and down group, toward what she termed the indi-
vidualistic ‘Enterprise Culture’ (Hargreaves Heap and Ross, 1992). Thus,
every group has a cultural bias, a tendency toward a particular configuration
of grid and group (or structure and incorporation) that may change rapidly
or very slowly, depending on the nature of the external and internal forces for
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Low group High group
High grid High grid
B

Strong structure and
weak incorporation,
high BrSC, low BoSC

Descriptive terms:
Isolated subordination,
fatalism, apathy,
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Note: BrSC = bridging social capital; BoSC = bonding social capital.

Figure 4.1 Grid-group and bondinglbridging social capital

change. National elections are often fought to persuade the electorate to shift
the cultural balance more toward one quadrant or another.

Both grid (structure) and group (incorporation) are continuous dimen-
sions, so that concrete social units could be located at different coordinates
within a quadrant. For example, Units 1 and 2 (Figure 4.1) are both in the
D quadrant, but Unit 1 has a higher group score and lower grid score than
Unit 2. Unit 1, therefore, is a more extreme example of the egalitarian or
enclave quadrant. A nearly infinite variety of concrete social units can be
accommodated in this framework, each differing in grid/group coordi-
nates. For example, some of the sectarian Norwegian voluntary organi-
zations mentioned earlier have moved up-grid in the century since their
founding and, like Unit 2 in Figure 4.1, have become much more similar
to hierarchical organizations in the C quadrant.

Significantly, grid-group theorists contend that ‘none of the modes of
organizing social life is viable on its own’ (Wildavsky, 1989: 65).

Hierarchies need something — anarchic individualists, authority-less
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egalitarians, apathetic fatalists — to sit on top of. Egalitarians need some-
thing — unfair competition, inequitable hierarchy, non-participant fatalists
— to criticize. Fatalists require an external source of control to tell them
what to do. “‘What a wonderful place the world would be’, say the adherents
of each culture, ‘if only everyone were like us’, conveniently ignoring that
it is only the presence in the world of people who are not like them that
enables them to be the way they are (Wildavsky, 1989: 65).

The four structures need each other to define their identity, since each
embodies different conceptions of the world. ‘It is the differences and
distances from others that defines one’s own cultural identity’, Wildavsky
(1989: 65) argues.

The contention that all four quadrants are found in any empirical situ-
ation is both theoretically and methodologically important and encour-
ages any researcher to look carefully for all the contending structures.
For example, in a study of regional economic development in the UK,
I found that many engineers who previously worked in the research and
development divisions of large, hierarchical multinational corporations
had been terminated when the corporation ‘downsized’ their operations.
In some cases the research and development (R&D) engineers were then
hired to continue work on their projects, not as regular employees, but as
independent consultants on short contracts. This moved them up grid and
down group, toward the isolated quadrant, where they remained unless
they found other employment or more clients as independent consultants.
Otherwise they were totally dependent on the multinational corporation
but without the benefit of continuous employment once the current project
was completed. For employees who had envisioned serving their entire
careers with the multinational corporation, this required a major life
adjustment (Caulkins, 1992).

Other former R&D staff members became ‘accidental’ entrepreneurs
and, rather than work on contract with their previous employer, started
up new firms. “This is the best thing that could have happened to me’,
said one engineer recently terminated from a hierarchical corporation,
‘since I never would have decided to launch my own business otherwise.’
Several newly unemployed engineers founded new firms that evolved
rapidly from a classic individualistic start-up firm into an egalitar-
ian organization staffed by like-minded individuals (Caulkins, 1995b;
Caulkins and Weiner, 1998, 1999). The new firms typically had very flat
organizational structures and a sectarian belief in the high quality of
the product and the inspired mission of the firm. The biography of Intel
Corporation co-founder Robert Noyce (Berlin, 2005) describes not only
the egalitarian structure of the early Intel Corporation, but also the tran-
sition up-grid to a more hierarchical organization as the increased size
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and complexity of the organization required the increasing imposition
of systems and procedures. Noyce’s own view (Noyce, 1983) as well as
that of other entrepreneurs whose firms were moving up-grid (Caulkins,
2004b), represents a kind of nostalgia for the earlier, egalitarian stage
of the organization.

4.4 Four types of cultures
The general characteristics of social organization and culture in each quad-
rant are as follows.

Quadrant A

Entrepreneurial individualism describes the environment of the classical
entrepreneur that ‘allows options for negotiating contracts or choosing
allies and in consequence it also allows for individual mobility up and
down whatever the current scale of prestige and influence’ (Douglas, 1982:
4). Individuals are responsible only for themselves and not for the weak
or the needy, unless they willingly accept that responsibility (Gross and
Rayner, 1985: 7). When things go wrong, individualists blame bad luck or
personal incompetence (Wildavsky, 1989: 67): ‘People may be dumb, as
economic individualists say, but markets are always smart.” In this quad-
rant, both bonding and bridging social capital are poorly developed. The
individualist’s social networks are not the kind of closed, dense networks
that typify bonding social capital. Instead, the individualist thrives on
widely ramifying connections with others who can be tapped to gain access
to a variety of resources.

On the level of the nation state, all four cultures are present to some
degree. The political culture of the United States, according to Thompson
et al. (1990: 255) is an alliance of individualism and hierarchy, with an
essential element of egalitarian critique of the extremes of both individual-
ism and hierarchy.

Quadrant B

Isolated subordination is an environment in which the behavior of indi-
viduals is strongly regulated according to their socially assigned classifica-
tions (Gross and Rayner, 1985: 8). It can be a hierarchical environment in
which many individuals are segregated from the decision-making process.
Often these are stigmatized individuals who ‘do as they are told, without
the protection and privileges of group membership’ (Douglas, 1982: 4).
When things go wrong, fatalists blame fate. At the level of the nation state,
Italy is characterized by ‘a fatalistic way of life, in which group involve-
ment is low and social prescriptions are high’, according to Thompson et
al. (1990: 248), who reanalyse the studies of political culture by Almond
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and Verba (1963). While fatalism might be a dominant culture in Italy, the
other types are also present.

Quadrant C

Most recently Douglas (2005) has suggested that this quadrant should be
called ‘positional’ rather than hierarchical, since the latter term is often
construed as a pejorative term. This quadrant is structured by positional
rules of heredity, gender, age or other criteria that control expected behav-
ior. Seniority rather than merit is the criterion for promotion. ‘Loyalty is
rewarded and hierarchy respected: an individual knows his place in a world
that is securely bounded and stratified’, according to Douglas (1982: 4).
This is a collective environment in which everyone suffers together in bad
times. Blame is often attributed to deviants who do not value the system
(Wildavsky, 1989: 67) since to blame the system would be self-destructive.
Again on the level of the nation state, Thompson et al. (1990: 251) note that
German political culture ‘is readily recognizable as a hierarchical culture in
which individuals identify with the system but believe that their participa-
tion should be limited to its proper sphere’.

Quadrant D

In an environment of sectarianism or egalitarian enclavism, the external
group boundary is a constant preoccupation. For this reason, organiza-
tions in this quadrant regard themselves as unique, as mavericks that are
categorically different from other organizations with which they might be
compared. ‘Egalitarians try to manipulate the other cultures by incessant
criticism’, according to Wildavsky (1989: 65) and ‘coerce one another by
attributing inequalities to corruption and duplicity’. For egalitarians, the
majority system, whether dominated by individualists or hierarchies, is
corrupting and a constant threat to their way of life. On the level of the
nation, the strongly hierarchical political culture of Germany incorporates
the Green Party, a critical egalitarian or enclavist culture (Thompson, et
al., 1990: 252). The distinction between ‘them and us’ is critically important
because the world outside can infect or pollute the group, destroying the
quality and purity of its actions, thoughts, and products.

In a study of social capital and voluntary organizations in a community
in Norway during the late twentieth century, I found that many of the
contemporary voluntary groups were products of nineteenth-century sec-
tarian political and religious movements, such as Haugianism (Caulkins,
2004a, 2001). These D quadrant organizations were highly critical of A
and C quadrant organizations in the same commune. When I explained
my project of studying all of the organizations in the commune, the leader
of one sectarian organization asked me skeptically, ‘How can you talk
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with those other people?” Sectarian enclaves look inward, rather than
outward.

The success of enclave organizations can be measured by the quality
of their product rather than profit, turnover, or other measures (see for
example, Hamilton, 1987: 75). This preoccupation with quality for its own
sake makes the sectarians more like artisans than classical entrepreneurs
(Stanworth and Curran, 1976). In addition to the threat of pollution from
outside, organizations in this quadrant perceive a constant danger of
treachery from inside, so that scapegoating and the expulsion of unworthy
members of the group occurs from time to time. Other aspects of interper-
sonal relations are ambiguous and negotiable. The concept of leadership
implies inequality for enclavists and therefore is not appealing, except
when the organization is under threat. Then charismatic leadership may be
accepted (Wildavsky, 1989: 69). As Gross and Rayner suggest, ‘Leadership
tends to be charismatic and lacking in clear rules for succession. Extreme
cases are represented by certain religious and political cults whose members
interact with each other on an egalitarian basis’ (1985: 10).

Outsiders may perceive the sectarian organization or network as deviant,
while for insiders the egalitarian structure and deeply felt concern for an
alternative morality is at the same time a matter of pride and an indictment
of the dominant organizations in the environment.

The grid-group framework allows systematic comparison between differ-
ent levels and types of social units: intersocietal comparisons (for example,
the US and Italy), intrasocietal comparisons (different corporations in
the US), or comparisons of the same unit at different points in time (for
example, British Rail before and after privatization). Grid-group analysis
is a dynamic, rather than static, framework (Thompson et al., 1990). The
present location of an individual or organization is not necessarily its ulti-
mate destiny, as persons can migrate between quadrants and organizations
as their situations change. The framework can illuminate these changes on
a micro-structural level as well as macro-structural level.

In an ethnographic field study of former battered or abused women and
their partners, for example, Stiles and Caulkins (1989) found that most of
the women, regardless of their quadrant before they became involved in
an abusive relationship, were driven down-group and up-grid by a process
of ‘abusive isolation’ in which the male forced the woman to break off or
restrict her relationships with friends, family or coworkers, and imposed
an increasing number of restrictions on her behavior. For example, some
men disabled their partner’s car so that they could not leave home for any
reason during the absence of the man and without his permission. In short,
the women were driven into the ‘isolated’ quadrant where they often stayed
for extended periods, fatalistically concluding that they were to blame for
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their situation. ‘He wanted total control over everything I did’, said one
woman of her husband, ‘and I was intimidated enough to think that I
deserved that treatment.” Some of these women were finally recruited into
an egalitarian organization of women with experience of abuse in which
they were taught that they were not to blame personally for their situation
and were helped to develop positive self-images. As a result of joining the
support organization, many were able to leave the abusive relationship
and to start over, with the help and solidarity of the other members of
the organization. These women went from the isolation quadrant to the
egalitarian/sectarian quadrant, clearly benefiting from positive bonding
social capital. Many women started in the hierarchical quadrant with an
authoritarian father as head of the family and then developed a relation-
ship with a partner, moving progressively into the isolation quadrant, and
subsequently escaping into the egalitarian quadrant, recruited by a group
of women who had similar experiences of abuse.

As asserted earlier, every large-scale social unit potentially contains
all four types (Thompson et al., 1990: 87-99; Douglas and Ney, 1998:
104). ‘A well-run community’ Douglas (2005: 13) contends, ‘needs some
hierarchy in the sphere of government, some enterprise on the part of
Individualists, some criticism from Enclaves, and it cannot avoid having
some passive members in the sector of Isolates.” Over the long term social
organization is dependent on having an entrepreneurial, innovative, shift-
ing sector (Quadrant A), a hierarchical structural repository of tradition,
well-defined roles and certain loyalties (Quadrant C), a self-confident, soli-
dary group of activist-critics who disparage both the hierarchists and the
individualists (Quadrant D), and a group of fatalists who are manipulated
by whoever is in power (Quadrant B).

As Douglas and Ney suggest, each culture type is useful for different
organizational purposes:

When a complex coordination has advantages, it makes sense to develop the
top right pattern and to cultivate the values and attitudes that justify it. When
individual initiative is needed, it makes sense to develop the bottom left pattern
and the values that go with it. When concerted protest is needed, it makes sense
to sink individual differences and go for the egalitarian group. And so on. (1998:
103)

According to grid/group theory, everyone has a cultural bias, including, of
course, the social scientist. Mary Douglas (2003: 15), a devout member of
the Catholic Church all her life, recommended that everyone discover his
or her preferred cultural bias and affirmed that ‘at heart I like hierarchy
best’. She claims that the forms of social organization have great power in
shaping personhood and identity (Douglas and Ney, 1998).
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The two-dimensional diagram presents a set of limits within which the
individual can move around. Personally, I believe the limits are real, that
it is not possible to stay in two parts of the diagram at once, and that the
moral justifications which people give for what they want to do are the
hard edge of social change. If they wish for change, they will adopt different
justifications; if they want continuity, they will call upon those principles
which uphold the present order (Douglas, 1982: 4).

4.5 High grid and high group: bridging social capital

The criticisms of Putnam’s early conception of social capital (for example,
McLean et al., 2002) are to some degree answered by focusing on the differ-
ence between bonding and bridging social capital. Bonding social capital
unites members of the same group or category and strengthens group
boundaries, while bridging social capital links different social networks or
groups and mitigates the focus on group boundaries (Caulkins, 2004a).

The grid group framework helps us to interpret and reinterpret the social
organization of contending social groups. Svendsen (2006), for example,
describes the dilemma of a small rural community in which the elderly
villagers find themselves often opposed to the newcomers, most of whom
are from the Copenhagen region, living on social transfer payments. The
two populations were often distrustful of each other. The ‘Copenhageners’
had few contacts with the locals. We can interpret the locals as connected
in a hierarchical structure, connected to local government and a wealth
of local voluntary organizations that provide bridging social capital. The
‘Copenhageners’, a category rather than an interacting group, are either
isolated (quadrant B) or linked in small groups with bonding social capital
(quadrant D) in small enclaves.

Similarly, a historical analysis of Irish ethnic identity in a small Nebraska
(US) town shows how a small enclave came to move up grid when the state
government invited towns to create ethnic festivals as a part of the centen-
nial celebration of Nebraska statehood. The ethnic identity of a minority
of the population of the town — only 20 per cent claimed Irish heritage —
became the identity of the whole town when the state government declared
it the ‘Irish Capital of Nebraska’. The city government and a series of
civic organizations became the managers of the collective identity, linking
all sectors of the town and sponsoring a commercially important Saint
Patrick’s Day celebration that drew hundreds of outsiders into the town’s
restaurants, pubs and motels (Caulkins, 2006; French, 2007).

The problem of conflicting expectations by ethnic/national groups with
differential grid-group placement is illustrated in a study of industries in
which the management is predominantly English and the workers predom-
inantly Welsh (Caulkins and Weiner, 1999). Welsh concepts of personhood
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emphasize egalitarianism, emotionalism, martyrdom (or sacrifice for the
good of the group) (Caulkins et al., 2000; Trosset and Caulkins, 2001), all
of which fit well in the sectarian/egalitarian quadrant. The Welsh workers
attributed opposite characteristics to their English managers: hierarchy,
lack of emotion and rationality, all fitting neatly within the hierarchy
quadrant. Thus, the Welsh workers saw their managers as having a differ-
ent culture, quite out of sympathy with their own.

This situation, in which an ethno-national divide separates two cultures,
calls for bridging social capital in order to avoid ‘social traps’ (Rothstein,
2005) in which populations become locked into their own groups through
bonding social capital in the absence of appropriate bridges. Ironically,
part of the solution has been provided by a Welsh Nationalist politician
whose heroic hunger strike helped secure the funds for the Welsh language
television channel, S4C. Gwynfor Evans, a former Member of Parliament
from Wales, was active in promoting a voluntary organization, aptly
named Pont (bridge), for uniting the interests of the English and Welsh
populations in Wales.

4.6 Conclusion: problems of extreme bureaucracies and enclaves

Two organizational types toward the high end of the group or incorpora-
tion continuum are especially problematic. These are the highest extreme
of quadrant C and the lowest extremes of quadrant D.

The highest level of quadrant C, marked by hyper-developed rules,
represents the territory of bureaucracy. Here the constraints limit the pos-
sibilities of productive bridging between divisions of an organization or
a nation state. The bridges between different units become, in effect, toll
bridges, in which the transaction costs are very high because actions are
constrained by extensive rules.

The lowest levels of grid in quadrant D produce extreme enclavist
organizations that may be extremely hostile to other sectors of society, so
hostile that they may deny the essential humanity of other parts of society.
Some rebel and terrorist groups have evolved into enclavist organiza-
tions. In the last few years Mary Douglas was especially interested in the
problem of extreme enclaves. She notes that they have been particularly
important in recent history as a frequent and effective organizational form
for terrorists.

The objective of Al-Qaeda, more global and transnational, is to over-
turn the Arab chiefs who fail to adhere to the Islamic Sharia rules, to
destabilize the Western world, especially America, Russia and Israel, so
as to liberate the Islamic world from domination (we observe that the

enclave formation is uniquely well adapted to destabilizing and liberating)
(Douglas, 2005: 14).
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If the positional, individual and enclave quadrants are always in tension,
as Douglas and her associates contend, then it might be possible in extreme
circumstances for the individual and the positional organizations to join
forces against an apparently more dangerous organization.

If the others combine to suppress the enclave, violence will erupt as the
enclavists will not be silenced. Here lies the first of the normative lessons for
our times, war on terrorism will not be won unless the enclave’s conscious-
ness of injustice be calmed: ‘Do not attend solely to the policing without
attending to the injustices that fuel subversive movements’ (Douglas, 2005:
13).

One could hardly formulate a more elegant plea for the importance of
extending bridging social capital into the enclaves that feel aggrieved in the
national and international arenas of public life.

Note

*  For Mary Douglas (1921-2007): inspiring public intellectual, adventurous interdiscipli-
nary thinker, demanding teacher and loyal mentor to several generations of scholars.
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5 Social capital in the brain?

Michael Bang Petersen, Andreas Roepstorff and
Soren Serritzlew

Introduction

The social capital concept has demonstrated its relevance. To name a few
examples, it is crucial for understanding determinants of economic growth
(Knack and Keefer, 1997), how democracy works (Putnam, 1993a), and
more fundamentally, cooperation in collective action problems. But social
capital is also a contested concept. There is no clear consensus on how
to define it, some say that it is ambiguous, and some even that it should
be abandoned (Arrow, 2000: 4). One of the hotly debated topics relates
to the psychological basis of cooperation. Is cooperation grounded in
rational calculations, directed by strong social norms or soaked in affective
and emotional motivations? Such core questions directly pertain to how
social capital is translated into cooperative behavior by individual minds.
The alternatives presented in the debate draw on significantly different
models of the human actor, and as long as answers to these questions
remain unclear, so will other core concepts such as cooperation and social
capital.

This chapter reviews recent studies from the growing discipline of cog-
nitive neuroscience. By offering the social sciences radically new kinds of
data on psychological processes, these studies have the potential to shed
new light on the psychological basis of cooperation and related questions.
The message of this chapter is that the neuroscientific evidence strongly
suggests that cooperative behavior is a real phenomenon motivated by the
elicitation of context-sensitive emotional systems that primarily operate in
situations of a moral character. However, it is also necessary to approach
the new field of cognitive neuroscience with caution. We will return to this
aspect in the conclusion.

The next section describes the contested nature of the social capital
concept in more detail. We then move on to a description of the potential
of cognitive neuroscience to shed light on some of the contested issues.
This paves the way for a review of a series of studies where neuroscientific
methods were used to investigate when and how cooperation emerges in
experimental economic games. Based on this review, the idea of context-
sensitive moral emotions is advanced. The chapter concludes with a discus-
sion of,, first, how the findings from neuroscience relate to the social capital
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literature; second, some limitations of the neuroscience perspective, and
third, how to proceed further.

Social capital: potentials and pitfalls
Why do people cooperate? That is one of the big puzzles in experimental
economics and public choice. Itis easy to predict how people should behave
in, for example, the classic ultimatum game. In this game two players are to
divide a dollar — or often more — between them. The first player proposes
how to divide the amount. The second player either accepts the deal and
receives his part or rejects it. In this case neither player receives anything.
A rational and selfish actor should accept any positive amount, so the first
player should propose a division that favors him and leave only a very
small amount for the second player. It turns out that in reality this rarely
happens. Starting with Giith et al. (1982) many experiments have shown
that subjects usually offer more balanced splits, and meager offers are rou-
tinely rejected even when stakes are very high. In Indonesia unbalanced
proposals were turned down even in situations with stakes as high as three
months’ expenditure of the average participant (Cameron, 1999). Hence,
though it should be a trivial task for a rational and selfish actor to maxi-
mize his payoffs in the ultimatum game, it turns out that actual behavior is
different, and that the seemingly rational strategy of splits favoring oneself
turns out in practice to be inferior to more equal splits. Similar differences
between theory and reality are evident in other types of games. In the one-
shot Prisoner’s Dilemma game it is never individually rational to cooperate
(although mutual cooperation maximizes joint payoffs). In experiments,
however, subjects cooperate much more than would be expected theoreti-
cally (Ahn et al., 2001). This is also true when, from a theoretical point of
view, cooperation is especially unlikely, for instance when the temptation
to defect and the penalty for being a sucker (that is, to cooperate while the
other subject defects) are high. In other bargaining games subjects tend
to contribute to a public good, also when it is apparently not individually
rational to do so, and even in the absence of sanctions (Yamagishi, 1988).
Another interesting fact, which the social capital approach may help
explain, is that the over-tendency to cooperate varies slightly in different
cultures. In the ultimatum game, Japanese and Israeli subjects on average
offer more uneven splits than American and Yugoslavian subjects (Roth et
al., 1991). In the public good game experiments, American subjects contrib-
uted more to the public good than their Japanese counterparts (Yamagishi,
1988).

In other words, people tend to cooperate more than they should accord-
ing to theories based on the assumption that people are selfish and rational,
and they do so to different degrees. This kind of behavior is not puzzling in
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the social capital perspective; it is exactly what one would expect. Coleman
(1988: S98) defines social capital by what it does: it is

a variety of different entities, with two elements in common: they all consist
of some aspect of social structures, and they facilitate certain actions of actors
— whether persons or corporate actors — within the structure . . . Unlike other
forms of capital, social capital inheres in the structure of relations between
actors and among actors.

Social capital can facilitate cooperation or in other ways explain deviations
from rational behavior. As Putnam (1993b: 35-6) puts it, social capital
refers to ‘features of social organization, such as networks, norms, and trust,
that facilitate coordination and cooperation for mutual benefit’. In groups
with high levels of social capital cooperative behavior can be facilitated
by high levels of trust, strong norms of reciprocity or behavior based on
motives other than selfish ones (although certain fractions within the social
capital approach tend to favor one of these explanations over the others,
for example, reciprocity over trust or vice versa). Since the amount of social
capital varies — and it does, there are dramatic country differences in levels
of trust (Inglehart et al., 2004: A165; Paldam and Svendsen, forthcoming) —
the different levels of excess cooperation are also understandable. Owing to
social capital, cooperation is easier in some groups or areas than in others.

The social capital approach has shown its relevance by providing the
concepts necessary for understanding and solving several old puzzles.
But it is also fair to say that the approach is fuzzy. First, there is no con-
sensus on how to define it (Sobel, 2002: 146ff.). According to Coleman’s
functionalist definition (and Putnam’s, see 1993a: 167), social capital is a
property of the social structure; something that characterizes the settings
or atmosphere in which individuals interact, and which affects how they
interact. Portes (1998: 5) argues that this definition is vague. In order to
avoid tautological statements, he holds that it would be helpful to exclude
from the definition the sources and effects of social capital. Other research-
ers understand social capital as something possessed by individuals (see
Portes, 1998: 6), or as a preference to cooperate (Poulsen and Svendsen,
2005: 172). Social capital is higher in societies of people who are more likely
to choose cooperative strategies. Second, central concepts in the social
capital approach are elusive. Concepts such as trust and reciprocity are
integral to many social capital arguments, but they are considerably more
‘elastic’ than the rigid concepts of rationality and selfishness in the public
choice approach. Although the social capital literature has been very suc-
cessful in its empirical investigations of cooperation, these considerations
leave one wondering whether the social capital literature has been equally
successful in explaining cooperation.
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Consensus on how to understand trust and reciprocity, and ultimately
social capital, is not likely to arise from elaborate discussions of the
strengths and weaknesses of various definitions. One probable but not
very satisfying source of consolidation is the empirical market place. In
Friedman’s ‘as if” logic (1953: 18), the critical test of a theory is whether it
works, not whether assumptions and definitions are correct. His famous
leaf example is illustrative:

Consider the density of leaves around a tree. I suggest the hypothesis that the
leaves are positioned as if each leaf deliberately sought to maximize the amount
of sunlight it receives, given the position of its neighbors, as if it knew the physi-
cal laws determining the amount of sunlight that would be received in various
positions . . . Despite the apparent falsity of the ‘assumptions’ of the hypothesis,
it has great plausibility because of the conformity of its implications with obser-
vation. (Friedman, 1953: 19-20)

Empirical studies show which concepts are more fruitful, and the quota-
tions on the empirical stock exchange of the most useful understandings of
the concepts will increase.

The pitfall here is that definitions and assumptions selected in that way
risk being tautological. Many actions can be explained as results of rational
and selfish behavior as long as convenient — and fruitful — assumptions on
preferences can be made. As Wildavsky (1993: 155) phrases it:

Explanations based on self-interest give the appearance of mattering more than
they actually do, as well, because they are often interpreted retrospectively
to cover whatever happens. Why did a person sacrifice life or limb in a par-
ticular instance? Because that act was in the person’s self-interest or the person
wouldn’t have done it.

Various combinations and understandings of trust and reciprocity, and
hence social capital, will in just the same way be able to explain just about
any level of cooperation in a particular setting.

Another potential way to sharpen and define the central concepts is to
look to other disciplines. In the following sections we follow this strategy.
We do not claim that the concepts of trust and reciprocity — independently
or together — define social capital, only that they are essential in most
practical applications of the social capital approach. However, it is still
contested whether trust and reciprocity are just the artificial expression of
what is essentially strategic behavior of rational agents. By shedding some
light on these concepts from the perspective of cognitive neuroscience, we
hope to bring more nuances to the understanding of them. Particularly, we
will argue that both appear to tap into processes and brain regions typically
associated with emotions.
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The potential of cognitive neuroscience

The empirical basis of social science theories is most often behavioral
data. One problem with such data is that they only indirectly shed light on
what most theories really are concerned with: the reasons for behaving in
a certain way. The social capital literature is an example in point, as coop-
erative behavior is a well-established empirical fact. The real controversy
regards why cooperative behavior happens: Is it self-interest, trust, social
capital, and so on? Traditionally, we infer these whys by analysing the
contingencies of behavior, that is, the conditions under which it is present
or not.

Cognitive neuroscience offers a qualitatively distinct kind of data.
Breakthroughs in technologies such as the development of functional
PET (Positron Emission Tomography) and fMRI (Functional Magnetic
Resonance Imaging) allow the study of physiological correlates of brain
activity when individuals act, solve problems, make decisions, form expec-
tations and so forth. Briefly, these methods give a physiological measure of
the activity in particular brain regions as a function of some task a person is
performing while being scanned. Both techniques are based on the finding
that the brain directs blood flow to active regions, probably to ensure suffi-
cient oxygen and glucose for the task at hand. Most PET experiments use
a tiny amount of radioactive water to track local changes in blood satura-
tion, while fMRI measures the magnetic properties of the blood, which
is a function of the availability of oxygenated hemoglobin, and therefore
affected by the relation between changes in activity and blood flow. It
should be noted that both techniques provide indirect measures of brain
activity with a relatively coarse (a matter of seconds, at best) time resolu-
tion, and that the precise relation between the measures and the underlying
brain activity is (still) a matter of debate (Frackowiak et al., 2004).

As the knowledge about the functions of different brain regions expand,
we may be able to get an idea about what processes underlie diverse
cognitive tasks. In the end, this means that through the neuroscientific
approach we get a more direct glimpse of the whys of behavior. Not sur-
prisingly, the use of neuroscience in the social sciences is growing rapidly.
Religious cognition (Saver and Rabin, 1997; Persinger and Healey, 2002),
group relations (Harris and Fiske, 2006), the formation of political atti-
tudes (Lieberman et al., 2003; Morris et al., 2003) and many other social
science topics have been subject to neuroscientific inquiry. In this chapter,
however, we focus solely on one of the intersections between neuroscience
and the social sciences, neuroeconomics (Glimcher, 2003; Camerer et
al., 2005). The social capital literature has for a long time recognized
the importance of studies in experimental economics focusing on coop-
eration in the Prisoner’s Dilemma game, the ultimatum game, and so on.
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Table 5.1  Overview of central studies in neuroeconomics relevant to social

capital

Study Central results

McCabe et al. (2001) Increased activation in brain regions involved in
reading intentions during cooperation with human
partners

Rilling et al. (2002) Increased activation in brain’s reward centers
under mutual cooperation

Sanfey et al. (2003) Increased activation in brain regions linked to
anger and disgust when turning down unfair offers

Zak et al. (2004) Oxytocin is released as a response to intentional

signals of trust

De Quervain et al. (2004)  Increased activation in brain’s reward centers when
engaging in altruistic punishment

Kosfeld et al. (2005) Oxytocin increases trustworthy behavior

Singer et al. (2006) Less activation in brain regions involved in
empathy and increased activation in brain’s reward
centers when unfair opponents are punished

As neuroeconomics is largely preoccupied with applying neuroscientific
techniques to such experiments, this field holds an immediate promise of
delivering important insights about social capital.

The social capital approach to understanding cooperation and interac-
tion is flexible and it is not simplistic, but neither is it simple. Despite differ-
ences in methodology, objects of study and scientific tradition, the social
capital approach could perhaps become more simple — but not simplistic
— by learning from neuroeconomics. Below we discuss a number of recent
studies. They are briefly summarized in Table 5.1.

Neuroscience of trust and reciprocity

One of the first neuroeconomic studies to investigate the neural correlates
of trust and reciprocity was conducted by McCabe and colleagues (2001).
Although the reporting of the data and the level of statistical significance
obtained do not quite meet contemporary standards, the issues touched
upon are instructive for the approach as such. While being fMRI scanned,
the subjects were exposed to a simple two-player reciprocal trust game in
which they either played against a human or a computer for cash rewards.
Based on behavioral analysis, the subjects were pooled into two groups,
one where subjects showed cooperative behavior against the human oppo-
nent, but not against the computer, and one where they showed no signifi-
cant cooperative behavior, regardless of opponent. An analysis of the brain
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scans revealed a pattern of (weak) activations mainly in the prefrontal
cortex in the first group when the subjects cooperated with persons, while
subjects in the second group showed no significant differences in brain
scans between the two conditions. Notably, one of the strongest activa-
tions while cooperating appeared in the medial prefrontal cortex near an
area also implicated in ‘theory-of-mind’ like tasks, that is, tasks where an
individual takes into account the other person’s knowledge or perspective
(Gallagher et al., 2002; Gallagher and Frith, 2003). For the current discus-
sion, we can draw three relevant aspects from the McCabe study:

1. The degree to which subjects engage in cooperative relations in recip-
rocal exchanges is not evenly distributed within a randomly selected
population (only about 50 per cent sought to collaborate with the
human opponent).

2. The choice of a cooperative strategy seems to be contingent upon a
contextual analysis of the exchange situation and of the nature of the
opponent (no subjects attempted a systematic collaboration with the
computer).

3. Opting for a collaborative strategy makes for particular neuronal sig-
natures (in this particular case a pattern of mainly prefrontal activity
including putative ‘intentional stance’ regions).

Since then, a broad range of studies have examined in more detail various
phases in cooperative and non-cooperative exchanges. In a paradigmatic
study Sanfey and colleagues (2003) examined interactions in a variation
of the ultimatum game. Briefly, subjects received offers from humans and
computer opponents presenting them with a share of a known sum varying
from 50/50 (fair) split to a 10/90 split (unfair). If the offer was accepted both
parties would get their share; if the offer was rejected, however, everything
would be lost. All fair offers were accepted, but contrary to rational choice
theory, a significant proportion of unfair offers were rejected with a large
intersubject variability (from 0 to 100 per cent rejection rate). An analysis
of the brain scans revealed a significant difference in the BOLD (blood
oxygen level-dependent) signal in the right dorsolateral prefrontal cortex
(a typical ‘cognitive’ area) and anterior insula (a typical ‘emotional’ areca
associated with feelings of anger and disgust) when subjects were presented
with an unfair offer from a human opponent. Regression analysis revealed
a between-subject linear correlation between acceptance rate and activity
in right anterior insula, and also a highly significant difference between
right anterior insula activity in unfair situations where offers were rejected,
compared to unfair situations where they were accepted. This suggests,
the authors conclude, that the areas of the anterior insula and dorsolateral
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prefrontal cortex represent the twin demands of the ultimatum game task,
the emotional goal of resisting unfairness and the cognitive goal of accu-
mulating money. Further, as activity in the ‘emotional’ region was a strong
predictor of rejection, ‘models of decision-making cannot afford to ignore
emotion as a vital and dynamic component of our decisions and choices in
the real world’. (Sanfey et al., 2003: 1758).

Although the interpretation may be somewhat heavy-handed, Sanfey’s
study was paradigmatic because it demonstrated that a balance between
‘emotional’ and ‘cognitive’ constraints on decision-making in an inter-
active game was translated into brain activities. Economic interactions
have therefore become research tools, also for studying other aspects of
cognition and emotion. In one study, Tanya Singer and colleagues (2006)
first exposed subjects to variations of Prisoner’s Dilemma interactions
with opponents who were either instructed to be fair or blatantly unfair.
Interview ratings classified unfair opponents as significantly more unat-
tractive and unpleasant and significantly less likeable. Subsequently, the
subjects were scanned while they and their fair and unfair opponents were
subjected to painful electrical stimulations. Analysis revealed that, par-
ticularly in men, there was significantly less activity in ‘empathy’ regions
of the brain (in this study anterior insula and anterior cingulate cortex),
when unfair subjects received electric shocks compared to when fair sub-
jects got shocks. Further, again in men only, there was significant activity
in a so-called ‘reward’ area of the brain (nucleus accumbens) when unfair
opponents received electric shocks, and it was correlated with the desire
for revenge. In other words, an unfair offer is not only often rejected on
what appears to be emotional grounds (the Sanfey et al. story). Acting
unfairly seems to make individuals less attractive and likeable, and if
pain is inflicted on such individuals their opponents are less likely to react
with empathy: in fact, these individuals may trigger the sweet pleasure of
revenge in those they treated so badly.

One of the key figures in the neuroeconomic investigations of human
interactions is the Swiss economist Ernst Fehr. From a background in
labor market economics (Fehr 2004), he moved to an investigation of ‘fair-
ness’, first in behavioral experimental economics. Through a number of
high-profile pharmacological, fMRI and TMS experiments (for example,
de Quervain et al., 2004; Knoch et al., 2006; Kosfeld et al., 2005), his
research group has now taken these questions to the brain. Their study
of ‘altruistic punishment’ (de Quervain et al., 2004) is exemplary in this
regard. They used a simple economic trusting game where subjects were
given the option to punish — at a cost — defectors who failed to recipro-
cate donations. Contextual modifications allowed for different scenarios
where the opponents were constructed as responsible for the defection
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or as bound entirely by the rules of the game. Only in conditions where
opponents were perceived as having a choice did defection give rise to a
desire for punishment. The crucial examination was a PET scanning of
the decision to punish and the results were quite stunning. When subjects
meted out a costly punishment, there was activity in the caudate nucleus,
a typical reward area. Furthermore, the activity in this region was corre-
lated with the desire for revenge and the costs of getting it. In line with the
study by Singer et al. (2006), the material costs of punishment seem to be
outweighed by the pleasure of seeing justice served.

This is a highly interesting expansion on the neuroeconomic literature
because the focus is shifted from the decision making process to the evalu-
ation of the opponent. It is when the opponent is perceived as having some
element of choice that the interaction acquires moral potential. The deci-
sion to punish seems to involve and be correlated with activity in deep-
brain structures, in this case reward regions. There are also significant
correlations with activity in cortical regions, but interestingly and poten-
tially of ideological stripe, this aspect is hardly discussed. In any case, the
paper is gefundenes Fressen for a social capital approach because it indi-
cates that even in an interaction with a stranger one may never meet again,
most subjects will incur significant costs to punish violations of a norm to
reciprocate and that there seems to be neuronal correlates of this desire.

In a later high-profile paper, the group shifted focus to examine whether
neuronal manipulation affected how trusting people would be with stran-
gers in a simple economic game (Kosfeld et al., 2005). Briefly, subjects
were exposed to oxytocin, a neuropeptide known to play a role in social
attachment and affiliation in non-human mammals. They then subjected
them to a ‘trust game’ where they could give money to an opponent in the
hope that he would return their investment. The neuropharmocological
intervention significantly increased the invested sum, suggesting that ‘trust’
and cooperative behavior may be affected by neuronal mechanisms beyond
conscious rational decisions. As picked up by Damasio in a commentary
(2005), one should in the future perhaps beware of political operators who
generously spray the crowd with oxytocin at rallies for their candidates.
While Kosfeld et al. (2005) deal with the behavioral consequences of
exogenously induced oxytocin, a study by Zak et al. (2004) investigates
when oxytocin is released by the brain endogenously. In this study, the
researchers also examined behavior using a trust game. More precisely,
they compared two versions of the game. In the first version participants
had to choose whether to trust another participant with an investment.
In the second version, this choice was determined randomly by drawing a
numbered ball from an urn. The results revealed that the oxytocin levels
of the participants were nearly twice as high if they were entrusted with an
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investment, but only if it was done intentionally (as in the first version).
Importantly, the average monetary transfers in the two versions was identi-
cal, indicating that it is not benefits per se that release oxytocin, but only
signals of pro-social intentions. These two oxytocin studies suggest a neu-
rochemical mechanism linked to the emergence of reciprocity. Oxytocin
appears to be released by intentional pro-social acts, which in turn moti-
vate pro-social behavior. Reciprocal social interaction may therefore arise
due to emotional reactions to (perceived) mutual good intentions. In real
life interactions this simple mechanism is obviously also useful in various
forms of deceptions and manipulation, for example, in the science fiction-
like concept of spraying oxytocin in a board room (Damasio, 2005), and,
in more realistic situations, intentional manipulations of the perceptions
of the interaction.

The idea that reciprocity may be grounded in emotions is also sup-
ported by an earlier MR I-study conducted by Rilling et al. (2002). Players
engaged in mutual cooperation showed significantly increased activation
in neural circuits that have been linked to reward processing (for example,
nucleus accumbens and the caudate nucleus). Furthermore, the activation
in the reward centers increased with consecutive outcomes of mutual coop-
eration. This might seem surprising given that mutual cooperation is less
profitable than cheating (defection-cooperation), but the authors interpret
the effect as the neural foundation of a subjective emotional reinforcement
of reciprocal interactions, which motivates us to resist the temptation to
cheat. Thus, participants also considered mutual cooperation the most
personally satisfying outcome.

Emotions and the importance of context
The studies cited above appear to lend empirical support to an important
claim made by at least some social capital-theorists, namely, that humans
are not only directed by narrow self-interest. They are also at times moti-
vated by notions of cooperation and of fairness. Importantly, both at the
behavioral and the neuronal levels, there seem to be particular markers
of these traits. The links between experiencing unfairness and subsequent
action appears to be ‘emotional’ in the sense that typical emotional regions
in the brain become activated, and that particular interactive valence is
attached to opponents who behave either unfairly or pro-socially. It is these
observations about the importance of emotions that form the core message
from neuroscience to the social capital literature. Furthermore, situations
of cooperation entail, apparently, an interpretation of the opponent as
intentional and human. We elaborate on these observations below.

It is a current trend in neuroscience to study emotions as fundamen-
tal motivating forces in human decision-making (Damasio, 1994, 2004;
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LeDoux, 1996). We can conceptualize the emotions evoked in the studies
described above (such as sympathy, anger and disgust) as belonging to
a category of moral emotions owing to their ability to promote unselfish
behavior (Haidt, 2003). Important brain regions activated when such
emotions are evoked are the amygdala, various subcortical nuclei and the
insula (Moll et al., 2002). Interestingly, people are seemingly often unaware
of the processes leading to the execution of these emotions (LeDoux, 1996).
This might relate to the fact that the regions vital to emotional processing
are buried deep beneath the brain centers involved in controlled, con-
scious processing such as the prefrontal cortex (Lieberman, 2003). This
lends support to the claim that behavior in dilemmas of cooperation is not
always motivated by conscious assessments of self-interest.

When emotions are introduced into the equation, it not only becomes
necessary to acknowledge the existence of moral motives; one must also
acknowledge the endogenous nature of these motivations. In the words of
Damasio (2004: 58), one may conceive of the brain regions for the elicita-
tion of such specific emotions as ‘locks that open only if the appropriate
keys fit’, the keys being the stimuli present in a situation (see also Damasio,
1994; Gazzaniga et al., 2002; LeDoux, 1996; Tooby et al., 2005). This means
that the emotions of interest here are motivational states rather than fraits,
that is, they emerge at a given moment in a particular situation. In this way,
the emotions, which neuroscience documents as an important ingredient
in decision-making, are something very different from the preferences in
rational choice theory. Where preferences generally are conceived to be
both exogenous to the decision-making context and stable across situa-
tions (see, for example, Shepsle, 1989), emotionally grounded motivations
are triggered by the very context in which a decision is made.

As the emotional system is highly context-sensitive, we should expect
moral emotions to be operative only under particular circumstances. As
described above, a basic method in neuroeconomical studies is to compare
brain activity when subjects play against a human partner with the activity
elicited when they play against a computer. Apart from the experimental
heuristics of this approach, it also provides substantial information about
the context specificity of the experience of interactive exchanges. In the
experiments discussed above, human—computer interactions elicit moral
response to a lesser extent than do human-human interactions. In the
McCabe et al. (2001) study of the Prisoner’s Dilemma, the activity of coop-
erators in the prefrontal cortex, a region involved in inhibiting impulses
(see also Knoch et al., 2006), is only higher in human-human interactions
compared to human—computer interactions. Highly uneven offers made by
computers in the ultimatum game appear not to activate anger and disgust
patterns (Sanfey et al., 2003), nor do subjects feel pleasure when they reject
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such offers (de Quervain et al., 2004; see discussion of this experiment
below). Interestingly, this contextual understanding of an interaction is
not necessarily the result of a ‘correct’ reading of the situation. This is
exemplified in Gallagher et al.’s study of intentional stance by way of a
rock-paper-scissors game (2002). Subjects were here led to believe that
they either played against a rule-bound computer program or a human
opponent, when during scanning they actually played a random sequence.
Both the experience of the game as validated by interviews and the brain
activity recorded by PET scanning pointed to a marked difference between
these two conditions. As expressed by one subject: ‘I could clearly feel the
other person there, whereas I felt nothing from the computer.’

The crucial question is how these human-computer interactions should
be interpreted. Blount (1995) was among the first to investigate such inter-
actions through behavioral observations. She claims that people reason
about computer behavior in the same way they reason about environ-
mental events, that is, as produced by chance rather than by the good or
bad intentions of humans (although, along the lines of the Gallagher et
al. finding, this difference may be a result of the contextual framing rather
than the ‘real’ nature of the interaction (see also Jack and Roepstorff,
2002)). This interpretation is reinforced by a recent brain-imaging study
investigating human-computer interactions in more detail. In this study,
Rilling et al. (2004) shows that areas involved in figuring out the intentions
of others (anterior paracingulate cortex and superior temporal sulcus) can
also — under the right circumstances — be activated when playing what is
perceived to be a computer opponent. Thus, a Prisoner’s Dilemma game
where the response of the computer was contingent upon the response of
the subject showed much more ‘human interaction like’ patterns (Rilling
et al., 2004). In tandem, these observations imply that the putative ascrip-
tion of morality to an interaction depends on a (not necessarily consciously
made) contextual analysis of an interaction as ‘human’ (and that it may
be a matter of degree rather than kind). Further, behavioral data suggest
that this contextual analysis also involves asking questions about matters
of obligation. Thus, in the ultimatum game participants share the under-
standing that endowments won in a quiz should not be split as evenly
as endowments provisionally distributed by the experimenter (Hoffman
McCabe et al., 1994). When endowments are earned rather than assigned,
people seem to feel less obligated to consider the interests of others.

In sum, the elicitation of moral emotions appears related to contexts
where the opponent is perceived, first, as capable of understanding the
situation from more than one perspective; second, as capable of acting
with a certain level of freedom, and third, as obligated to take into account
the act’s welfare consequences for other people. Morality is thus a matter
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of framing, and as institutions and political developments foster relevant
frames on certain issues or domains, they effectively become part of a
moral economy. The market is a classic example of a context in which one
is largely allowed to act without considering the general welfare conse-
quences of one’s acts. In line with this, a large literature shows how moral
motivations are ‘crowded out’ when social exchanges are moved from a
non-market context and into a market context (Frey, 1997; Le Grand,
2003). For example, people may be more willing to donate blood if they are
not paid to do so, that is, when it is a gift rather than an exchange on the
market (Titmuss, 1970). Similarly, interactions can be moved into a moral
domain by fostering the expectation that people are obligated to consider
these interactions from the perspective of others and revise their acts if
there is a potential for negative impacts on the welfare of others. Smoking
is a clear example (see Rozin and Singh, 1999). Over a decade political
campaigns have transformed smoking from a non-issue into a moral
one, in which the smoker is obligated to consider how his vice impacts
bystanders. If he fails to do so, reactions of anger and disgust are quickly
elicited. Another example of direct relevance to social capital literature
is environmental behavior which the advent of post-materialistic values
has moved into a trust-regulated moral domain (see Senderskov, 2008).
In this way, the neuroeconomic experiments described here underscore
the claim of some social capital theorists regarding the importance of the
institutional context for human motivations (for example, Ostrom, 1998).
An implication of this perspective is that a certain reservoir of social capital
is probably not sufficient to guarantee collective action. A likely necessary
condition is that the problem is perceived as a moral matter, in which the
intertwinement of people’s interests and their capability and obligation to
act accordingly is clear.

Conclusion

In this chapter, we have reviewed a series of studies in neuroeconomics.
These studies demonstrate that reciprocal social interactions are, psycho-
logically speaking, motivated by emotional dynamics that emerge outside
conscious awareness in situations where the participants are mutually
perceived as capable of and obligated to consider each other’s interests.
Neuroeconomics thus sheds light on the psychological basis of cooperation
and, furthermore, points to important conditions that must be fulfilled for
cooperation to emerge.

This conclusion can be taken as support for the relevance of the
social capital tradition. Although operating at very different levels, both
the social capital and the neuroeconomic approach reject, partly on
experimental grounds, partly on theoretical ones, a simple ‘rational man’
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approach, in which decisions are based solely on short-term selfish cal-
culations. In addition, both approaches identify elements like trust and
reciprocity as central explanatory variables in group behavior as well as
in individual actions. The significance of trust, reciprocity and emotion in
neuroeconomic studies indicates that these phenomena are more than just
artificial consequences of selfish and rational motivations. When another
human being trusts you, it is not necessarily because he is confident that
you cannot afford to renege on your promise. And if you do so, he will
probably feel angry, and perhaps even make a costly effort to get revenge.
If you return a favor, reciprocate, your motivation is likely to be a feeling
of obligation or desire to do so, and not just a calculation that it will pay
off. The social capital approach operates with concepts that are more
than rationality in disguise and they are essential to understanding human
behavior. However, the social capital approach is also diverse. While the
conclusion about the importance of context-sensitive emotions will be in
line with some perspectives in the social capital tradition, it might be at
odds with other more rationalistic approaches to social capital.

In onereading of these parallels between social capital and neuroeconom-
ics, current neuroeconomics proves ‘social capital theory’ right in that the
key concepts of the approach, trust, emotions, and reciprocity, are found
in the brain. The problem with such an interpretation is that it uncritically
links two very different levels of explanation where concepts take on very
different meanings, while bracketing out the epistemological and ontologi-
cal differences that separate these levels. For instance, the finding about the
link between oxytocin and cooperation is intriguing, but like much current
neuroeconomic research it cries out for proper contextualization. It can
be taken along a path of radical reductionism, as illustrated by Zak and
Fakhar (2006), who claim to identify cross-national correlations between
the consumption of plant-based estrogens, a precursor of oxytocin, and
levels of trust. In a mild reductionism, Damasio (2005) suggests that
current marketing techniques may provide stimuli that naturally release
oxytocin. It would also lend itself nicely to a social capital explanation; if
trust is about social capital and social capital is about a particular social
and interpersonal context, and oxytocin is released in particular contexts,
for example in social bonding processes (Uvnéds-Moberg et al., 2005), then
social capital may be all about creating an environment that triggers the
release of oxytocin. However, a satisfying explanation must look into how
decision-making emerges in a balance between these different factors and
how it merges with contextual evaluations and the experience and exertion
of agency. That level of neurobiological explanation has yet to be achieved
and it may be a long way down the line.

Although the current state of cognitive neuroscience allows us to
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emphasize the importance of emotion, a basic problem is that the approach
as such does not provide the tools required to develop more comprehensive
understandings of these emotions. Our knowledge of neural processes is
still (and may always be) too limited to help us infer the answers to ques-
tions such as ‘How are specific emotional systems structured?’, “When are
they elicited?” and “What kind of motivations do they foster?” simply by
examining patterns of brain activity. Thus, to be able to venture deeper
into exactly how emotions form the backbone of social cooperation, we
are in need of meta-theoretical guidance.

Different possibilities suggest themselves. One might look to the disci-
pline of evolutionary psychology, where emotions are described as bio-
logical information processing systems that evolved to help our ancestors
deal with recurrent reproductive problems (Tooby and Cosmides, 1990;
Cosmides and Tooby, 2000). Through knowledge of ancestral environ-
ments, evolutionary processes and the structure of the recurrent problems,
this approach may offer detailed hypotheses about the architecture of
human emotions and the situations in which they are elicited (Barkow
et al., 1992). Another possible way forward would involve a more socio-
logical focus on actual persons, how they interact, and how configura-
tions of the social interact with the biological (Latour, 2006; Rose, 2006).
Our review of the literature suggests that trust and reciprocity are highly
contextual elements that appear to be applied only in particular reflexive
situations of interaction. They occur when person A interacts with another
person B and A imagines that B is in a situation where she can take A’s
position into account and act with that in mind. While this acknowledges
how particular biological configurations allow humans to construct others
as persons equipped with perspective taking, intentionality, emotions, and
so on (Frith and Frith, 1999, 2006), it stresses how the identification of key
social capital effects like trust and reciprocity, both at the level of brains
and interactions, are consequences of reflexive sociality in action.

References

Ahn, T.K., E. Ostrom, D. Schmidt, R. Shupp and J. Warker (2001), ‘Co-operation in PD
games, fear, greed and history of play’, Public Choice, 106: 137-55.

Arrow, Kenneth J. (2000), ‘Observations on social capital’, in Partha Dasgupta and Ismail
Serageldin (eds), Social Capital. A Multifaceted Perspective, Washington, DC: World
Bank.

Barkow, Jerome H., Leda Cosmides and John Tooby (eds) (1992), The Adapted Mind,
Oxford: Oxford University Press.

Blount, Sally (1995), “‘When social outcomes aren’t fair: the effect of causal attributions on
preferences’, Organizational Behavior and Human Decision Processes, 63 (2), 131-44.

Camerer, Colin, George Loewenstein and Drazen Prelec (2005), ‘Neuroeconomics: how neu-
roscience can inform economics’, Journal of Economic Literature, 43 (1), 9-64.

Cameron, Lisa (1999), ‘Raising the stakes in the ultimatum game: experimental evidence from
Indonesia’, Economic Inquiry, 37, 47-59.



90 Handbook of social capital

Coleman, J.S. (1988), ‘Social capital in the creation of human-capital’, American Journal of
Sociology, 94, S95-S120.

Cosmides, Leda and John Tooby (2000), ‘Evolutionary psychology and the emotions’, in
Michael Lewis and Jeannette M. Haviland-Jones (eds), Handbook of Emotions, 2nd edn,
New York and London: Guilford Press, pp. 91-115.

Damasio, Antonio (1994), Descartes’ Error, New York: HarperCollins Books.

Damasio, Antonio (2004), Looking for Spinoza, New York: Vintage Books.

Damasio, Antonio (2005), ‘Human behaviour: brain trust’, Nature, 435, 571-2.

De Quervain, Dominique J.F., Urs Fischbacher, Valerie Treyer, Melanie Schellhammer,
Schnyder Ulrich, Alfred Buck and Ernst Fehr (2004), ‘The neural basis of altruistic punish-
ment’, Science, 305, 1254-8.

Fehr, Ernst (2004), ‘The productivity of failures’, Nature, 428, 701.

Frackowiak, R.S.J., KarlJ. Friston, Christopher D. Frith, Raymond J. Dolan, Cathy J. Price,
Semir Zeki, John Ashburner and William D. Penny (eds) (2004), Human Brain Function,
Boston, MA: Elsevier Academic Press.

Frey, Bruno S. (1997), Not Just for the Money. An Economic Theory of Personal Motivation,
Cheltenham, UK and Lyme, USA: Edward Elgar.

Friedman, Milton (1953), Essays in Positive Economics, Chicago, IL: University of Chicago
Press.

Frith, C.D. and U. Frith (1999), ‘Interacting minds — a biological basis’, Science, 286,
1692-5.

Frith, C.D. and U. Frith (2006), ‘How we predict what other people are going to do’, Brain
Research, 1079, 36-46.

Gallagher, H.L. and C.D. Frith (2003), ‘Functional imaging of “theory of mind™’, Trends in
Cognitive Science, 7, 77-83.

Gallagher, H., A.I. Jack, A. Roepstorff and C.D. Frith (2002), ‘Imagining the intentional
stance in a competitive game’, Neurolmage, 16, 814-21.

Gazzaniga, M.S., R. Ivry and G.R. Mangun (2002), Cognitive Neuroscience: The Biology of
the Mind, 2nd edn, London and New York: W.W. Norton.

Glimcher, Paul (2003), Decisions, Uncertainty, and the Brain. The Science of Neuroeconomics,
Cambridge, MA: MIT Press.

Giith, Werner, Rolf Schmittberger and Bernd Schwarze (1982), ‘An experimental analysis of
ultimatum bargaining’, Journal of Economic Behavior and Organization, 3, 367-88.

Haidt, Jonathan (2003), “The moral emotions’, in Richard J. Davidson, Klaus R. Scherer
and H. Hill Goldsmith (eds), Handbook of Affective Sciences, Oxford: Oxford University
Press, pp. 852-70.

Harris, Lasana T. and Susan T. Fiske (2006), ‘Dehumanizing the lowest of the low: neuroim-
aging responses to extreme out-groups’, Psychological Science, 17 (10), 847-53.

Hoffman, Elizabeth, Kevin McCabe, Keith Shachat and Vernon Smith (1994), ‘Preferences,
property rights, and anonymity in bargaining games’, Games and Economic Behavior, 7
(3), 346-80.

Inglehart, Ronald, Miguel Basanez, Jaime Diez-Medrano, Loek Halmann and Ruud Luijkx
(eds) (2004), Human Beliefs and Values. A Cross-cultural Sourcebook Based on the 1999—
2002 Values Surveys, Coyoacan: Siglo XXI Editores.

Jack, A.L. and A. Roepstorff (2002), ‘Introspection and cognitive brain mapping: from
stimulus-response to script-report’, Trends in Cognitive Sciences, 6, 333-9.

Knack, Stephen and Philip Keefer (1997), ‘Does social capital have an economic payoff? A
cross-country investigation’, Quarterly Journal of Economics, 112 (4), 1251-88.

Knoch, Daria, Alvaro Pascual-Leone, Kaspar Meyer, Valerie Treyer and Ernst Fehr (2006),
‘Diminishing reciprocal fairness by disrupting the right prefrontal cortex’, Science, 314,
829-32.

Kosfeld, M., M. Heinrichs, P.J. Zak, U. Fischbacher and E. Fehr (2005), ‘Oxytocin increases
trust in humans’, Nature, 435, 673-6.

Latour, B. (2006), Reassembling the Social. An Introduction to Actor-Network Theory,
Oxford: Oxford University Press.



Social capital in the brain? 91

LeDoux, Joseph (1996), The Emotional Brain, New Y ork: Touchstone.

Le Grand, Julian (2003), Motivation, Agency, and Public Policy. Of Knights and Knaves,
Pawns and Queens, Oxford: Oxford University Press.

Lieberman, Matthew D. (2003), ‘Reflective and reflexive judgment processes: a social cogni-
tive neuroscience approach’, in J.P. Forgas, K.R. Williams and W. von Hippel (eds), Social
Judgments: Implicit and Explicit Processes, New York: Cambridge University Press, pp.
44-67.

Lieberman, M.D., D. Schreiber and K.N. Ochsner (2003), ‘Is political thinking like riding a
bicycle? How cognitive neuroscience can inform research on political thinking’, Political
Psychology, 24, 681-704.

McCabe, Kevin, Daniel Houser, Lee Ryan, Vernon Smith and Theodore Trouard (2001), ‘A
functional imaging study of cooperation in two-person reciprocal exchange’, Proceedings
of the National Academy of Science, 98 (20), 11832-5.

Moll, Jorge, Ricardo de Oliveira-Souza, Paul J. Eslinger, Ivanei E. Bramati, Janaina Mourao-
Miranda, Pedro Angelo Andreiuolo and Luiz Pessoa (2002), “The neural correlates of
moral sensitivity: a functional magnetic resonance imaging investigation of basic and moral
emotions’, The Journal of Neuroscience, 22 (7), 2730-36.

Morris, James P., Nancy K. Squires, Charles S. Taber and Milton Lodge (2003), ‘Activation
of political attitudes: a psychophysiological examination of the hot cognition hypothesis’,
Political Psychology, 24 (4), 727-45.

Ostrom, Elinor (1998), ‘A behavioral approach to the rational choice theory of collective
action: presidential address, American Political Science Association’, American Political
Science Review, 92, 1-22.

Paldam, Martin and Gert T. Svendsen (forthcoming), Trust, Social Capital and Economic
Growth: An International Comparison, Cheltenham, UK and Northampton, MA, USA:
Edward Elgar.

Persinger, Michael A. and Faye Healey (2002), ‘Experimental facilitation of the sensed pres-
ence: possible intercalation between hemispheres induced by complex magnetic fields’, The
Journal of Nervous and Mental Diseases, 190 (8), 533-41.

Portes, A. (1998), ‘Social capital: its origins and applications in modern sociology’, Annual
Review of Sociology, 24, 1-24.

Poulsen, A. and G.T. Svendsen (2005), ‘Social capital and endogenous preferences’, Public
Choice, 123 (1-2), 171-96.

Putnam, Robert D. (1993a), Making Democracy Work: Civic Traditions in Modern Italy,
Princeton, NJ: Princeton University Press.

Putnam, Robert D. (1993b), ‘The prosperous community. Social capital and public life’,
American Prospect, 4 (13), 35-42.

Rilling, James K., Alan G. Sanfey, Jessica A. Aronson, Leigh E. Nystrom and Jonathan D.
Cohen (2004), ‘The neural correlates of theory of mind within interpersonal interactions’,
Neurolmage, 22, 1694-703.

Rilling, James K., David A. Gutman, Thorsten R. Zeh, Giuseppe Pagnoni, Gregory S.
Berns and Clinton D. Kilts (2002), ‘A neural basis for social cooperation’, Neuron, 35,
395-405.

Rose, N. (2006), The Politics of Life Itself. Biomedicine, Power and Subjectivity in the Twenty
First Century, Princeton, NJ: Princeton University Press.

Roth, Alvin E., Vesna Prasnikar, Masahiro Okuno-Fujiwara and Shmuel Zamir (1991),
‘Bargaining and market behavior in Jerusalem, Ljubljana, Pittsburgh, and Tokyo: an
experimental study’, American Economic Review, 81, 1068-95.

Rozin, Paul and Leher Singh (1999), ‘The moralization of cigarette smoking in the United
States’, Journal of Consumer Psychology, 8 (3), 321-37.

Sanfey, Alan G., James K. Rilling, Jessica A. Aronson, Leigh E. Nystrom and Jonathan D.
Cohen (2003), “The neural basis of economic decision-making in the ultimatum game’,
Science, 300, 1755-8.

Saver, Jeffrey L. and John Rabin (1997), ‘The neural substrates of religious experience’,
Journal of Neuropsychiatry, 9 (3), 498-510.



92 Handbook of social capital

Shepsle, Kenneth A. (1989), ‘Studying institutions. Some lessons from the rational choice
approach’, Journal of Theoretical Politics, 1 (2), 131-47.

Singer, T., B. Seymour, J.P. O’Doherty, K.E. Stephan, R.J. Dolan and C.D. Frith (2006),
‘Empathic neural responses are modulated by the perceived fairness of others’, Nature,
439, 466-9.

Sobel, J. (2002), ‘Can we trust social capital?’, Journal of Economic Literature, 40 (1),
139-54.

Senderskov, Kim M. (2008), ‘Environmental group membership, collective action and gen-
eralised trust’, Environmental Politics, 17 (1), 78-94.

Titmuss, Richard M. (1970), The Gift Relationship: From Human Blood to Social Policy,
London: Allen & Unwin.

Tooby, John and Leda Cosmides (1990), ‘The past explains the present: emotional adaptations
and the structure of ancestral environments’, Ethology and Sociobiology, 11, 375-424.

Tooby, John, Leda Cosmides and H. Clark Barrett (2005), ‘Resolving the debate on innate
ideas’, in Peter Carruthers, S. Laurence and Steve Stich (eds), The Innate Mind: Structure
and Content, New York: Oxford University Press, pp. 305-37.

Uvnis-Moberg, Kerstin, Ingemar Arn and David Magnusson (2005), ‘“The psychobiology
of emotion: the role of the oxytocinergic system’, International Journal of Behavioral
Medicine, 12 (2), 59-65.

Wildavsky, Aaron (1993), “‘Why self-interest means less outside of a social context: cul-
tural contributions to a theory of rational choices’, Journal of Theoretical Politics, 6 (2),
131-59.

Yamagishi, Toshio (1988), “The provision of a sanctioning system in the United States and
Japan’, Social Psychology Quarterly, 51 (3), 265-71.

Zak, P.J.and A. Fakhar (2006), ‘Neuroactive hormones and interpersonal trust: international
evidence’, Economics & Human Biology, 4, 412-29.

Zak, Paul J., Robert Kurzban and William T. Matzner (2004), ‘The neurobiology of trust’,
Annals of the New York Academy of Sciences, 1032, 224-7.



6 Humour
Peter Gundelach

Introduction

Humour is social. ‘We rarely laugh alone and never tell ourselves jokes out
loud or play jokes on ourselves’ (Fine, 1983: 176). Everybody enjoys a good
laugh and in a book like this it lays near at hand to compare the pleasant
effects of humour with the positive effects of social capital. Intuitively
humour and social capital seem to be interrelated and have positive social
effects. In this sense humour may be seen as an element in creating social
capital and thus an asset for instance in relation to the performance of
groups.

Such positive functions of humour will be considered in detail below
but initially it should be noted that both in studies of humour and social
capital there is a ‘nice guy tendency’. Researchers tend to overlook the
negative sides of jokes and other types of humour (Billig, 2001a). For
instance, humour may create seemingly negative, stereotypical pictures of
other groups and in other cases jokes may be used to marginalize group
members. In totalitarian regimes people have been arrested for telling
jokes that are critical towards the regime. Likewise, there may also be a
tendency to overlook the downside of social capital (Portes and Landholt,
1996; Portes, 1998) for instance where groups or communities are closed,
have a strong exclusion mechanism and may hinder economic and social
development. It seems that humour and social capital are reminiscent of
each other in the sense that their functions depend on the character of the
phenomenon and the social context.

In Bowling Alone Putnam (2000: 22) made a distinction between
bonding and bridging social capital. Bridging refers to social capital that
encompasses people across diverse social cleavages and bonding refers to
inward-looking networks that tend to strengthen exclusive identities. As
mentioned, humour at first glance may be seen as a bonding mechanism in
the sense that it creates group unity and group boundaries — but it is often
a mechanism that represents a useful, surplus, playful element of social
life. On the one hand, humour may unite a group and have a positive effect
on the functions of a group. One the other hand, humour may be used to
ridicule other people (and create closure) but it also has an anarchistic play-
fulness that challenges the negative sides of social capital. For instance, a
group may use jokes to create a negative image of another group. However,
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this does not mean that the other group in fact is considered inferior or
even that the joke-teller perceives that there is an element of truth in the
joke (Davies, 2002). In many cases a joke is simply a way to play. Thus
telling a joke may be a bonding mechanism but it does not follow that such
bonding prevents bridging.

The jokes which are studied below are primarily connected to work
groups and ethnic groups because it may be expected that the relation-
ship between humour and social capital is different in the two contexts.
The chapter begins by looking at work groups in a Putnam perspective.
Here we should expect that humour may strengthen the bonds of the
group and improve its performance — a relationship that is in line with
Putnam’s general argument about the positive function of social capital.
However, a closer analysis shows that humour may have many different
consequences depending on the situation as well of the participants. Next
ethnic humour is discussed because it may be hypothesized such humour
creates an us—them cleavage and that, consequently, ethnic jokes prevent
bridging. There are examples of such a mechanism and that ethnic jokes
create bonding, but as it will be shown humour is also a bridging mecha-
nism because the joke-teller and the target of the joke often feel related and
joke-telling is a form of ritual that creates a feeling of affiliation between the
two groups. Finally, the chapter studies humour at the personal level, using
Pierre Bourdieu’s theory of capital. It will be shown that at the individual
level jokes are just as multifaceted as at the group level. Humour plays a
role in many different types of situations. Humour may bond or bridge
depending on the situation, the type of humour and on the relationship
between the participants.

Humour as a micro-mechanism in creating group identity in work groups
Humour serves a wide range of functions at work, one of which is to foster
collegiality. For instance, an analysis of interactions in workplaces showed
that one of the most important functions of humour was the construc-
tion and maintenance of good relations with fellow workers (Holmes,
2006). Humour may strengthen social capital by creating network and
trust among members and humour may have positive economic effects
because humour seems to facilitate a well-functioning group and increase
the performance of the group. The feeling of belonging and cohesion and
the creation of mutual trust increase the group’s performance, that is, have
economic effects.

Humour is a part of the life of all social groups but it may have differ-
ent kinds of consequences, depending on the group and the participants.
An example of the positive sides of humour may be found in Terrion and
Ashforth’s (2002) study of how a group of Canadian police officers who
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participated in a six-week Executive Development Course changed from
‘T’ to ‘we’. During the six weeks a strong group identity was created. Jokes,
teasing and conversational joking were important mechanisms to create
group identity.

Terrion and Ashforth report that when the participants introduced
themselves on the first day of the course, many of them did this with gentle
putdowns as for instance when a French speaker said ‘I’'m trying to learn
English, so if you’ll help me out’. Jokes and teasing became important parts
of the interaction of the group. Such putdown humour is very common. It
may be classified as a ‘superiority’ type of humour where we laugh at the
perceived weakness of the target. During the course the use of putdown
humour went through different phases, from putdowns of oneself, to
putdowns of shared identities, to putdowns of external groups and finally
to putdowns of each other.

Putdown jokes of external groups create an us—-them distinction. The
group is convinced it is better or superior to other groups. In this way the
joke is an element in social bonding that tends to create a closure in relation
to other groups. In some ways this is instrumental. Jokes become a way of
knitting the group together and creating a common culture of belonging to
a group — in this case of executive personnel. Joke-telling created a small
group culture, ‘it creates comfort in group life and serves to maintain group
relationship by building communalities’ (Fine and De Sourcey, 2005: 2).
Humour also provides the members with a network and possibly oppor-
tunities for interactions that are instrumental for the carrying out of the
duties of the participants when they finish the course.

During the course a member of the group suggested to begin each day
by telling a joke and eventually joking became a ritual. Telling jokes
about outsiders strengthened the cohesion in the group but not everybody
approved of the jokes that were told. For instance, one member told a
sexist joke. On several later occasions this joke was retold and recognized
as a very popular joke. The joke had what Goffman has called a ‘referential
afterlife’ (cf. Fine and De Sourcey, 2005: 2). Several of the participants con-
sidered the joke equivocal — although they did not voice a criticism in the
group, only to the researchers. In spite of the criticism they laughed and it
appears that it was not the content of the joke, but rather the laughing that
was important. Even though there often was variability in how members
interpreted the joke, Terrion and Ashforth (2002) argue that the potential
multiplicity of meanings that may have facilitated group development
by enabling members to interact as if they shared perceptions. Laughing
became a ritual that would knit the group together but at the same time
several members of the group felt that the sexist joke was inappropriate,
not funny. They laughed but at the same time they probably distanced
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themselves a little from the joke-teller. Thus joke-telling and laughing
may create distance, tension and possibly hostility even among those who
laugh at a joke because it is a social convention to participate in laughing,
but it may also indicate that all group members like each other and share
the pleasure of laughing together and to contribute to the feeling of group
cohesion.

Joking may also strengthen the group norms. For instance Baarts (2006)
has shown how teasing is a strong element in conversations among a
Danish crew of construction workers. Even though Denmark is a so-called
wet alcohol culture, where beer plays an important role, drinking beer was
neither formally nor informally accepted at this particular workplace — or
for that matter at Danish workplaces in general. Among the workers drink-
ing beer was seen as dangerous because it threatened safety at work. Baarts
tells an example of how members of the work crew tease each other with
stories of their alleged drinking. The target may hit back and tease other
members and in this way the positions of the members are negotiated while
at the same time the jokes indirectly refer to a strong norm about trust and
safety at work.

In such ways humour may be a powerful tool in building more cohesive
groups (McGhee and Goldstein, 1983) and this is important, because often
cohesive groups work together better in pursuing common goals especially
in situations where there are high performance expectations. Such insights
have (of course) created opportunities for management consultants who
help managers to use humour functionally at the workplace. One example
of the perceived benefits of humour comes from a company called Humour
Incorporated. At the website of this company you can read the following:
‘When humour is incorporated into your outlook it won’t cure all your
problems instantly, but it will change your life for the better. When you’re
laughing, it’s impossible to be angry. Instead of battling with negative
emotions, your frame of mind will allow you to rationally deal with the
situation.”! The website continues by promising that in a ‘happy workplace’
there is less absenteeism, illness and turnover, and the customers are more
satisfied.

No doubt such a piece of advertising from a company that sells humour
promises more than it can keep. It is interesting, however, to see the use of
humour as a kind of social engineering and what in a critical — dark side —
analysis may be understood as a kind of manipulation where management
by using humour induce employees to work harder.

In general, humour creates social capital in a work group. However,
depending on the situation and the character of the jokes, the humour may
have bonding or bridging effects or perhaps both effects at the same times.
Joking at the expense of a group member may create group cohesion but
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it may also result in negative feelings in a group (even though this does
not need to be the case, cf. below) and as with the example of sexist jokes
the climate of a group may prevent members of the group voicing critical
remarks about, for instance, discriminating jokes. This means that even
though humour in general helps to create social bonds in a group it may
also have negative consequences for individual members. In work groups
jokes about outsiders may create or reproduce stereotypical perceptions.
In this way the jokes are similar to ethnic jokes.

Ethnic jokes

Ethnic jokes are often regarded as congruent with the weak form of the
superiority theory of humour (Davies, 2002: 12). ‘In laughing at ethnic
jokes we are laughing at comically defective attributes ascribed to others.
The jokes play with superiority and disparagement’ (Davies, 2002: 13).

The ethnic jokes create an us—them division. When we tell jokes about
other ethnic groups the idea of the joke is to ridicule the group by using a
negative stereotypical image. But this does not necessarily mean that the
joke-teller actually feels superior or hostile to the ethnic group that is the
butt of the joke. Whether or not this is the case is an empirical question
(Davies, 2002: 13). When someone tells an ethnic joke the listeners already
know that it will play with the fact that some ethnic groups are ‘inferior’
in one way or the other, but at the same time there is a feeling of affiliation
with the group that is the butt of the joke.

This paradox can be explained with the character of ethnic jokes. In
general, people only tell ethnic jokes about groups that they have a rela-
tionship with. Radcliffe-Brown defines a joking relationship as ‘a relation
between two persons in which one is by custom permitted, and in some
cases required, to tease or make fun of the other, who in turn is required
to make no offence’ (1940: 195). Radcliffe-Brown interprets the functions
of joking relationships in a structural-functional theoretical framework.
However, as argued by Apte (1985), jokes and joking relationships can
be studied as social phenomena without reference to structural-functional
theory. They can simply be studied as peculiar types of social relations.

Joking ethnic relationships are social relations where citizens from one
nation tease people from another nation. The jokes are usually based on
national stereotypes. It can only occur between nations that are somehow
related to each other, for instance between North America and Britain or
among the Nordic countries. In some cases the teasing is reciprocal as is
the case with Norway and Sweden, and in other cases it is unidirectional:
Danes tease Norwegians and Swedes but there are very few jokes about the
Danes in Norway and Sweden (Gundelach, 2000).

Such joking relationships are to some extent institutionalized because
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they reflect the nation state as a social unit. In that sense ethnic jokes may
be seen as an element of what Billig (1995) has termed banal nationalism
because they confirm a picture of the world as one comprising nations that
are experienced as real or objective entities. National identity is strength-
ened by joking relationships because the joking relationship can be used to
illustrate the national stereotypes that different nations have towards each
other. For instance, in many cases when a Scot meets a Brit it is socially
expected that jokes are exchanged. This at the same time creates a bond
(an us—them description) and a bridging (telling the joke across national
boundaries) Davies (1996) has classified the jokes into two types: jokes
that consider the butt of the joke as canny (for instance, jokes about the
Scots) or jokes that consider the butt of the joke as stupid (for instance,
jokes about the Poles). However, even though the jokes apparently assign
certain characteristics to other people there is no reason to believe that the
jokes represent some kind of perceived reality. For instance, even though
Americans like to tell jokes about the dirty Poles there is no empirical
evidence that Americans tend to dislike Poles or to consider them as
dirty (Davies, 2002). Similarly, when Danes tell jokes about the rigid and
formal Swedes and the naive Norwegians, this does not mean that they
distance themselves from these nations. In fact, a survey showed just the
contrary, that is, that when the Danes were asked what nation they would
like to belong to other than their own a large majority chose the other
Scandinavian countries (Gundelach, 2000).

Ethnic jokes usually create an unsympathetic picture of the other ethnic
group but the butt of the jokes is participating in a imagined joking rela-
tionship. The ethnic joke indicates the joke-teller’s superiority but the butt
of the joke is placed in a favourable position because it is, so to speak,
selected as a butt among many other possible ethnic groups. A person from
an ethnic group that is exposed to the joke and ridiculed may feel embar-
rassed but also have a feeling of bonding. In this sense ethnic jokes are a
mixture of bonding and bridging.

Ethnic jokes occur primarily between ethnic groups that already have
some kind of relationship. However, it is not enough for joking to occur
that there is a relationship between two ethnic groups, not even a hostile
relationship. For instance Davies reports that during the Second World
War very few Americans or Britons told jokes about the Japanese in spite
of the fact that Japanese generally were seen as ‘treacherous, fiendish,
fanatical, and cruel’ (Davies, 2002: 211) and Davies concludes that theories
of humour that explain playful aggression in terms of real aggression have
very little predictive power. This does not mean that there are no jokes
between hostile groups but it is important to note that probably there are
many more jokes among groups that have a positive relationship or some
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kind of feeling of affinity towards each other, such as the Americans and
English, the English and the Irish, the French and the Belgians and the
Norwegians and the Swedes.

Another side of creating group identity is to develop concepts or expres-
sions that are specific to the group. Word plays may be used jokingly to
create a special in-group terminology that bonds the participants. For
instance in a small expatriate Uruguayan community in Gainesville,
Florida, some residents refer to themselves as Galiesbiano (gay/lesbian)
instead of using the more appropriate translation Gainesvileano (Moyna,
1994). As argued by Boxer and Cortés-Conde (1997: 281) other Spanish-
speaking people in the larger community would have an understanding
of the terminology, but the special meaning could only be appreciated by
those who created it. Such use of the language is also common in ethnic
jokes. The storyteller may use an adaptation of an expression from the
language of the target’s mother tongue to make the joke sound even more
funny (for instance, talk with a French accent, talk slowly as the Finns are
supposed to do, and so on).

Finally, it should be noted that ethnic jokes have some similarity to jokes
that are told about sexual minorities, in the sense that in both cases the
jokes are ways of creating boundaries between groups and ways of stigma-
tizing specific groups. There are many jokes where gay men and lesbians
are the butts of jokes but the humour is also turned the other way around
as a counter-hegemonic version of humour that is related to jokes about
sexual minorities, in ways of dressing, movies and so on that challenges
‘heteronormativity’ (Sands, 1996). In this sense ‘in addition to affirming
the lives and communities of sexual minorities, many instances of gay and
lesbian humour cheerfully undermine the notion of fixed sexual identities
per s’ (Sands, 1996: 508). This example shows how groups can use what,
in the eyes of the majority, may seem to be self-mocking but in fact has a
liberating and bridging consequence.

Self-mocking jokes
Self-mocking jokes are jokes people tell about their own group, in the case
of ethnic groups jokes that are told about one’s own people. Jewish jokes
are famous but such jokes are also told among the Scots (Davies, 2002).
Jokes about the Scots paint a picture of the calculating canny Scotsmen
and Jewish jokes show the Jews as outsiders, enemies or deserters. A typical
joke about the thrifty Scots goes like this: ‘Angus called in to see his friend
Donald to find he was stripping the wallpaper from the walls. Rather obvi-
ously, he remarked “You’re decorating, I see”, to which Donald replied
“Nae. I’'m moving house”.”

In self-mocking jokes humour plays a double role: strengthening
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in-groups feelings and at the same time playing with the stigmatization
that is part of the joke. In fact in some cases jokes are ways of promoting a
certain ethnic group even if the joke presents the ethnic group less favour-
ably. A Scot may, for instance, tell a joke about the canny Scots, and there
are many examples of joke collections of Scottish jokes that have been
produced by Scots. The intention is to playfully advance the Scottish. Of
course, this does not mean that the listeners will perceive the joke in the
same way. Once a joke is told the joke-teller has no control of its recep-
tion. In some cases the joke may even have the opposite effect of what was
intended — in the above example that the audience see it as confirming their
belief in Scottish canniness (Davies, 2002: 221).

In his book, Community, Joseph Gusfield’s (1975) tells the joke told
about a dying Jew who in his last hour asks to be converted to Christianity.
His sons plead against it but the old man wins out, is converted and given
the last rites of the church. The children cannot understand why their
father, always a devout and orthodox Jew, should renounce his lifelong
faith and they prevail on him to explain. With his dying breath the old man
rises up in bed and shouts: ‘Better one of them should die than one of us.’

Gusfield reads two lessons out of this history. That the old Jew clearly
defines the us—them cleavage, and that the joke shows that even if the father
apparently isirrational he is in fact rational because he dies within the com-
munal fold (Gusfield, 1975: 24). The joke is funny because it shows how
people identify themselves and others as belonging to a certain community
or association and how the character of people is created.

In general, telling jokes about oneself may be analysed as a bonding
activity that brings a message of unity of the group and exclusion of other
groups. However, the Jewish joke is not just a way of creating an us—them
contradiction. It is also a way of telling that this particular Jew wishes to
create an us—them contradiction and from the joke-teller’s point of view to
argue that such a construction is debatable.

Thus the apparent bonding jokes may have potential for bridging. Again
we find a complicated relationship between social capital and joking. This
is also seen when we move from the group level to the individual level.

Biting and bonding

As argued by Portes (2000) and other scholars social capital has an indi-
vidualistic as well as a collective aspect. While the collective aspect — in a
Putnam perspective as indicated above — often relates to social capital as
an asset, individual social capital — as theorized by Bourdieu — is related
to the social positions and struggles for power and recognition in groups.
To Bourdieu, capital is linked to a field. Bourdieu distinguishes between
economic, cultural and social capital, and is also interested in the social
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composition and the totality of an individual’s forms of capital (Bourdieu,
1986; 1989).

Bourdieu also argues that in principle researchers may identify many
different fields, that is, areas of struggle and positioning in, for instance,
groups. It would possibly be to exaggerate if we identified humour as a
field but it is evident that humour may be used for exclusion and social
positioning. Telling jokes, conversational joking or other types of humour
are strong ways of using the language. The skills to tell a good joke may
be admired — or feared — by members of a group. In this sense the skills of
telling jokes may be part of a person’s social capital. Furthermore, since
joking is closely related to an intimate and playful use of language it will of
course tend to exclude persons who have less skills in eloquence.

In other cases the exclusion is related to the person’s social character-
istics. For instance there may be created a distinction between men’s and
women’s use of humour, and labels such as ‘feminist joking’ (Kotthof,
20006) illustrate how humour creates boundaries and social categories. Also
telling explicit sexist jokes may function as a closure mechanism. Men and
women tend to tell sexist jokes about the other sex only when the other sex
is not present. However, as mentioned by Terrion and Ashforth (2002),
people may laugh at jokes that they consider improper for a normative
point of view simply because laughing together is a way of showing group
affiliation.

The role of humour in social positioning may at first glance seem rela-
tively uncomplicated: humour reproduces social positions and hierarchy.
In a classical study of faculty meetings at a psychiatric clinic, Coser (1960)
showed that humour tended to reproduce the power structure and the
cultural capital (using Bourdieu’s terminology) of the individuals (for
instance, senior staff members’ jokes about junior staff members but never
vice versa) and there are many examples of situations where people use
putdown humour to elevate themselves at the target’s expense and indeed
the more disliked the target, the funnier the putdown is perceived.

However, teasing and joke-telling may also be seen as part of a joking
relationship as described above only in this case at the individual level.
People often tease people they know well and whom they like (Kotthoff,
2006: 16), and in some cases the direction of joking and teasing and author-
ity is reversed. In the previously mentioned study of police officers in a
newly established group, Terrion and Ashforth (2002), the most popular
putdown jokes were those that targeted popular group members; indeed
Terrion and Ashforth argue that it was precisely because the members
enjoyed a high status that they were safe to laugh at. Some of Terrion and
Ashforth’s respondents claimed that they would never tell a joke about
someone that they did not like.
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This example shows that the bridging and bonding mechanisms are not
only important at an aggregate level but also at the individual level. In
some groups teasing may be seen as bonding in the negative sense, that is,
it excludes or marginalizes persons who have low status or are marginal to
the group. But in other cases the jokes have positive functions. They signal
that the group has reached a level of ‘maturity’ where joking and teasing
is a sign of unity and homogeneity. Thus in a new group different kinds of
humour are also indicative of the development of the group. In the begin-
ning the members of the group tend to tell jokes (that is, stories that target
other groups) but gradually — and if it is felt to be safe — the humour will
be directed at other members, that is, teasing.

Teasing — joking about someone present — is the most dangerous and
most threatening kind of humour. The butt of the teasing becomes the
focus of the group’s attention. Teasing runs along a continuum from
bonding to nipping and biting (Boxer and Cortés-Conde, 1997: 279) and
it may be strongly situation specific and depending on non-verbal features
of the conversation whether the tease is one that bonds, nips or bites — and
sometimes teasing may have all of these consequences.

Nipping or biting are part of many everyday conversations especially
among persons who are related in some way: among colleagues, husband
and wife, parents and children. In such cases teasing, joking conversation
or other types of humour are used to correct others, to ridicule or embar-
rass them.

Teasing may create positive and negative reactions in a group and
create specific roles and social positions among the members. Self-teasing
(mocking oneself) is another way of showing humour. Self-teasing will
often be a (at least temporary) way of bridging because one of the functions
of self-teasing is to make the speaker self-effacing allowing the addressee to
perceive them as approachable. Boxer and Cortes-Conde (1997: 281) refer
to the following conversation between two female strangers in a swimming
pool:

Ann: What is this (i.e. swimming) supposed to do for you?
Barb: Your legs mostly. I don’t think it does much for your stomach.
Ann: Oh, I am not interested in the thighs. They’re beyond hope.

In this case Ann’s joking may be seen as a way of opening possibilities for
conversation, that is, for bridging at a personal level. Bridging in this sense
is very common in everyday conversation among strangers. For instance,
the use of irony is a culturally acceptable way of telling an audience ‘that
the speaker has a sense of wit and thus has the potential of functioning to
create a momentary bond’ (Boxer and Cortes-Conde, 1997: 288). Joking
with strangers is a way of showing that you are a kind or approachable
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person. It is a way of breaking the ice and to smooth what may be inter-
preted potentially as a shaky situation.

The use of irony or putdown jokes about oneself is behaviour that is
strongly situation dependent. Among strangers it may break the ice but
among close relatives or friends irony may sometimes tend to bite or nip.
If such types of conversational joking are used among intimates, they may
be interpreted as biting. The same remark or joke may have an opposite
effect in different social settings.

Conclusion

It has correctly been stated that words are never innocent or neutral
(Baarts, 2006) and jokes may have positive or negative effects on social
capital both bridging or bonding. However, in many cases jokes do not
have fixed tendencies. The same joke may be seen as funny by some listen-
ers, an insult to others and simply incomprehensible to another. Jokes may
have positive consequences and create a pleasant atmosphere. People who
tell jokes are strongly appreciated in a group and joke-telling and laughter
produce a stronger group feeling and a sense of continuity in a group. By
contrast, jokes may have negative consequences for the individual or the
group. In extreme cases people have been arrested by an authoritarian
regime for telling jokes and, more generally, there are examples of strong
negative attitudes towards people who tell a bad or ‘improper’ joke. And
jokes may be an expression of extreme racist humour where violence is a
matter of humour (Billig, 2001b).

The situation-specific element in humour and the differences in interpre-
tations in jokes and teasing do not mean that humour cannot be studied by
the social sciences, but one should not make too fixed conclusions. In rela-
tion to social capital this chapter has shown that humour may be bonding
as well as bridging, and have positive as well as negative effects. The
problem is that it is difficult to make generalizations about the functions of
humour. The same joke may in some cases be interpreted as funny and help
to make stronger bonds among group members, and in other cases it may
create hostility. In some cases the joke even plays with the negative sides of
bonding, as in the Jewish joke about the dying father mentioned above.

Joking like this is part of innumerable everyday situations. One type
of joke is a storytelling that is directed towards people outside the group.
When told, the joke may create a boundary for the groups and a bond
between the joker and the listeners. Another bonding situation may be seen
with jokes that are plays on words. This in itself makes the conversation
easier and more pleasant. Joking creates a feeling of affiliation and sympa-
thy among group members.

The bonding is on a continuum from weak to strong. At one extreme,
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bonding is, temporarily, just a play with words — a way to ease the climate
of a group. At another extreme, joking is a way of creating negative
stereotypes that may have impact on the behaviour of group members. An
example of the first case is a couple of close female friends who joke about
men. It is fun to tell a joke and laughing creates bonding, but the joke is
not a reflection of the women’s’ perception of men and it has no attitudinal
or behavioural consequences (Boxer and Coértes-Conde, 1997). The joke is
simply told because it is fun to tell a joke and to feel the bonding it creates.
At the other extreme are jokes among conflicting nations or denominations
where the jokes create hostility against the butt of the joke, as, for instance,
jokes in war propaganda.

Jokes may also create hostility from the addressee of the jokes without
having consequences for the groups where jokes are told. For a Dane, a
telling example is the so-called Mohammed cartoon crisis where a Danish
newspaper, Jyllands-Posten, in 2005 published a number of cartoons that
were a satire of Mohammed and thus could be perceived as an insult by
Muslims. As a reaction to publishing there were demonstrations in several
Arab countries, burnings of the Danish flag and a consumer boycott of
Danish products. The reactions in Denmark were mixed but it would be
fair to say that the negative reactions from Arab countries did not create
stronger bonds among the Danes and in general it did not create hostil-
ity against the Arab countries. There were some strong reactions against
the flag-burning but, according to a number of qualitative interviews,
many Danes considered the burning of the flag an unimportant incident
(Gundelach et al., 2008).

The relationship between social capital and humour is intriguing.
Humour creates in-group feelings: This may result in a well-functioning
group, but some kinds of humour also has the form of teasing or mocking
group members. Even in such situations joke-telling creates an us-them
relationship and confirm some kind of affiliation between the joke-teller
and the target of the group.

Even though humour often results in bonding types of social capital,
it also has a potential for bridging. Irony and self-mocking may be a
way whereby a person can show that he/she is approachable and nice.
However, in other cases irony is a verbal bite, for instance among siblings
or spouses.

The study of humour is interesting precisely because humour is so
anarchistic and does not lend itself to simple interpretations. For instance,
attempts to show the negative consequences of ethnic jokes or to confuse
jokes with reality have proven to be wrong. There is no reason to believe
that jokes have political impact or that groups that are chosen for ridicule
are looked upon as particularly negative (Davies, 2002). And even though
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joking may create stronger bonds in a group, it may also crease tension
and hostility.

An unsubstantiated anecdote about Sigmund Freud tells that after a
lecture on sexual symbols somebody ask Freud to comment on the fact
that he smoked a lot of cigars. Freud answered that ‘sometimes a cigar is
just a cigar’. In the same way, humour can be classified into various types,
attributed with a lot of positive and negative functions, and scrutinized
under the social science microscope, but humour is also an anarchistic play
with words and a way of making people laugh. After all, sometimes a joke
is just a joke.

Notes

1. http://www.humourincorporated.com/ (accessed April 2007).
2. http://scotlandvacations.com/JokesPagel.htm (accessed 28 March 2007).

References

Apte, Mahadev L. (1985), Humor and Laughter. An Anthropological Approach, Ithaca, NY:
Cornell University Press.

Baarts, Charlotte (2006), "Druk, bajere og legnehistorier — om humor og fellesskab pa en
byggeplads’, Dansk Sociologi, 17 (1), 67-83.

Billig, Michael (1995), Banal Nationalism, London: Sage Publications.

Billig, Michael (2001a), ‘Humour and embarrassment: limits of the “Nice-Guy” theories of
social life’, Theory, Culture and Society, 18 (5), 23-43.

Billig, Michael (2001b), ‘Humour and hatred: the racist jokes of the Ku Klux Klan’, Discourse
& Society, 12 (3), 267-89.

Bourdieu, Pierre (1986), Distinction. A Social Critique of the Judgement of Taste, London:
Routledge & Kegan Paul.

Bourdieu, Pierre (1989), ‘Social space and symbolic power’, Sociological Theory, T (1),
14-25.

Boxer, Diana and Florencia Cortés-Conde (1997), ‘From bonding to biting: conversational
joking and identity display’, Journal of Pragmatics, 27, 275-94.

Coser, Rose L. (1960), ‘Laughter among colleagues’, Psychiatry, 23 (81), 95.

Davies, Christie (1996), Ethnic Humor Around the World, Bloomington, IN: Indiana
University Press.

Davies, Christie (1998), ‘Ethnic jokes, moral values and social boundaries’, British Journal of
Sociology, 33 (3), 383-403.

Davies, Christie (2002), The Mirth of Nations, New Brunswick, NJ: Transaction.

Fine, Gary Alan (1983), ‘Handbook of humor research, vol. I’, in P.E. McGhee and J.H.
Goldstein (eds), Sociological Approaches to the Study of Humor, New York: Springer, pp.
159-82.

Fine, Gary Alan and Michaela De Sourcey (2005), ‘Joking cultures: humor themes as social
regulation in group life’, Humor, 18 (1), 1-22.

Gundelach, Peter (2000), ‘Joking relationships and national identity in Scandinavia’, Acta
Sociologica, 43 (1), 113-22.

Gundelach, Peter, Hans Raun Iversen and Margit Warburg (2008), I hjertet af Danmark,
Kebenhavn: Hans Reitzels Forlag.

Gusfield, Joseph R. (1975), Community. A Critical Response, New York: Harper & Row.

Holmes, Janet (2006), ‘Sharing a laugh: pragmatic aspects of humor and gender in the work-
place’, Journal of Pragmatics, 38 (1), 25-50.



106  Handbook of social capital

Kotthoff, Helga (2006), ‘Gender and humor: the state of the art’, Journal of Pragmatics, 38
(1), 4-25.

McGhee, Paul E. and Jeffrey H. Goldstein (1983), Handbook of Humor Research, vols 1-2,
New York: Springer Verlag.

Moyna, Irene, (1994), ‘Nosotros los americanos: humorous code-switching and borrowing as
a means to defuse culture shock’, unpublished paper, University of Florida.

Portes, Alejandro (1998), ‘Social capital: its origins and applications in modern sociology’,
Annual Review of Sociology, 24, 1-24.

Portes, Alejandro (2000), “The two meanings of social capital’, Sociological Forum, 15 (1),
1-12.

Portes, Alejandro and Patricia Landholt (1996), ‘The downside of social capital’, The
American Prospect, 26,18-21.

Putnam, Robert D. (2000), Bowling Alone. The Collapse and Revival of American Community,
New York: Simon & Schuster.

Radcliffe-Brown, A.R. (1940), ‘On joking relationships’, Africa, 12 (3), 195-210.

Sands, Kathleen M. (1996), ‘Ifs, ands, and butts: theological reflection on humor’, Journal of
the American Academy of Religion, 64 (3), 499-523.

Terrion, Jenepher Lennox and Blake E. Ashforth (2002), ‘From “I” to “we”. The role of
putdown humor and identity in the development of a temporary group’, Human Relations,
55 (1), 56-88.



7 Religio-philosophical roots
Ralph Weber

Introduction

Throughout the ever-growing corpus of literature on social capital, two
very different ways of thinking and writing stand out in the social sciences.
One makes use of the concept of social capital heuristically, that is, as
analytical tool, to investigate an actor’s resources that originate from that
actor’s relation to a specific social structure; the other conceives of social
capital as a measurable entity present in different social groups in varying
quantities — often, but not always, the higher the quantity the better for the
group. To divide the wide-ranging debates over social capital into these
two camps is simplifying, but demarcates a major dividing line, on the
one side or the other of which every social scientist concerned with social
capital chiefly falls. This division is also useful for structuring the present
religio-philosophical reflection on social capital. Such reflection is indeed
apposite. For reasons of expediency or, worse, ignorance, social scientists
of both camps more often than not disregard religious and philosophical
thought and relegate their own research’s contingency to the background.
This chapter seeks to illustrate — by adopting a Confucian viewpoint — how
religio-philosophical reflection may contribute to making social enquiry
more effective.

Little if any of the existing literature on social capital that deals with
religion or philosophy targets the concept itself. Yet, regardless whether
social capital is used as tool applied to some social structure or whether it
is taken as entity to be measured across different groups, the social scientist
in question engages in or relies on a conceptualization of this tool or that
entity. Every conceptualization, in turn, is contingent on specific cultural
factors, some of which — to be the focus of this chapter — can be traced to
constitutive texts of religious and philosophical traditions. Reflection of
the religio-philosophical background against which a given conceptualiza-
tion of social capital is formulated assures that social scientists neither read
too much nor too little into the results of their research. Moreover, the
concept’s contingency becomes an issue if social capital is researched cross-
culturally and across spheres of influence of different religio-philosophical
traditions. The ethnocentrism in such research is obvious and perhaps una-
voidable, but important to note. Even more congenial to the concerns of
social scientists: wholesale disregard of the religio-philosophical traditions

107



108  Handbook of social capital

that form part of, and inform, the social context under scrutiny may simply
block the view toward alternative conceptualizations or result in rather
poor and misguided operationalization. Finally, a social scientist’s con-
ceptualization is necessarily in one way or other tied to language and — in
a multilingual context — dependent on far-reaching choices of translation.
The choice of terminology, in turn, is never made in a political vacuum, and
the term ‘social capital’ has met criticism for ““enshrining” a certain defini-
tion of social reality’ (Smith and Kulynych, 2002: 152). From this perspec-
tive, every practice of merely adopting or positing a definition of social
capital before engaging in analysis or before presenting empirical findings
eventually falls short. To be clear, the concern here addressed is not about
curtailing empirical research, but about drawing attention to some of its
limits. Responsible empirical researchers of course will, when faced with
completely unexpected results, review and possibly revise their conceptual
and operational assumptions. Still, the need for conceptual work per se is
evident, for instance in the case when results meet expectations squarely
despite ill-informed conceptualization or operationalization.

Religio-philosophical reflection of social capital precisely means to
engage in conceptual work from one specific perspective among many. It
is understood that a full account of how such reflection may contribute
to the manifold debates over social capital is beyond scope and possibil-
ity of the present chapter. Only some elements of prominent conceptions
of social capital will be attended and some problems of contingency and
vocabulary be expounded, so as to lay out several points of departure for
further thorough religio-philosophical reflection. Furthermore, though
the concept of social capital may be reflected upon from a variety of reli-
gious and philosophical traditions, only one tradition will be engaged: the
reflections presented in this chapter draw from texts (and interpretations
thereof) considered constitutive of the Confucian tradition, named after
the historical figure of Confucius (Kongzi, 551-479 BC).

This chapter is divided in three parts. First, I state reasons for the adopted
viewpoint and make transparent my understanding of Confucianism as a
religio-philosophical tradition. Second, I discuss social capital as analytical
tool based on selected writings by James Coleman. I contrast his ‘rational
actor’ with the Confucian ‘actor’ and inquire into some Confucian forms
of social capital. Third, I turn to social capital conceptualized as measur-
able entity. Particularly, I engage writings by Robert Putnam, who is a
major voice in the debates over social capital, and Francis Fukuyama, who
relates trust and social capital directly to Confucianism. In the conclusions,
I roughly adumbrate what a Confucian conceptualization of social capital
could look like before underlining the need to broaden the debate on social
capital even beyond the social sciences.
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Confucianism as religio-philosophical tradition

Choosing Confucianism over other, equally legitimate, viewpoints has
the advantage that a seemingly maximal hermeneutical distance to those
religious and philosophical traditions in which the concept of social
capital has its origins is established.! Issues of contingency might thus
be detected more easily. Moreover, Confucianism is commonly said to
inform the social context of China proper, as well as that of adjacent
countries such as Japan and South Korea. An analysis using the concept
of social capital or an assessment of the amount of social capital with
regard, say, to a specific Chinese social context thus requires considera-
tion of Confucianism.

A few remarks qualifying the here-adopted understanding of
Confucianism are in order. First, the status of Confucianism as religion
or philosophy has been the subject of many debates. Given the Latin and
Greek roots and subsequent prominent histories of the terms ‘religion’
and ‘philosophy’, it is not astonishing that those adhering strictly to these
roots and histories conclude that Confucianism is neither religion nor
philosophy. Others who employ a more inclusive understanding of the
terms reach precisely the contrary conclusion. Perhaps, the question is
misguided. Wilfred Cantwell Smith suggestively observed that ‘the ques-
tion “Is Confucianism a religion?” is one that the West has never been
able to answer, and China never able to ask’ (Smith, 1991: 69). A similar
point could be made as to the question of philosophy. For the purposes of
this chapter, I — rather than be bogged down in metaphysical argument —
pursue a pragmatic approach. As Confucianism continues to be in some
way meaningful (regardless of whether religiously or philosophically) to
millions of people, and as the scholarly community treats it as either reli-
gion or philosophy, I here refer to it as a religio-philosophical tradition,
the term reflecting the stated ambiguity.

Secondly, the Confucian tradition is not monolithic. Different strands
of religio-philosophical Confucianism are easily identified and commenta-
tors usually align with one of these — some stressing Mencius (Mengzi, c.
372-289 Bc) more than Xunzi (¢. 310-238 BC), some considering Zhu Xi
(aDp 1130-1200) as paramount, and so on. Moreover, there are other forms
of Confucianism, markedly not of religio-philosophical character. For
instance, religio-philosophical Confucianism is complexly related to and
burdened by those forms of politicized Confucianism that have repeatedly
served to provide legitimacy for imperial politics. Religio-philosophical
Confucianism cannot and should not be confused with these. To do so
would be tantamount to mistaking Stalinism for the writings of Marx or
the Crusades for the teachings of the Bible. Though certainly related, there
is good reason for a differentiated treatment.
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Thirdly, to claim influence of Confucianism on Chinese social contexts
is not to say that the influence is exclusive or fully determinant. Obviously,
other religious and philosophical traditions such as Daoism, Buddhism,
Chinese Marxism-Leninism, and even Liberalism have informed and con-
tinue to inform these contexts. To what extent traditions in general exert
influence on social contexts is itself a disputed matter, yet it would be a
rather bold argument to deny any such influence. It is an understanding
of Confucianism along these lines that guides the following religio-
philosophical reflection on the concept of social capital.

Social capital as analytical tool

Social scientists who employ social capital as analytical tool often rely or
build on the influential definitions by Pierre Bourdieu or James Coleman.
Lacking space for discussing both, I only focus on Coleman. He defines
social capital by its function as a ‘particular kind of resource available to
an actor’, and highlights two elements common to all variations of social
capital: ‘they all consist of some aspect of social structures, and they facili-
tate certain actions of actors — whether persons or corporate actors — within
the structure’ (Coleman, 1988: 98). Social capital, in this view, is not an
attribute plainly of either actor or structure, but ‘inheres in the structure
of relations between actors’ (Coleman, 1988: 98).

That Coleman applies social capital heuristically is most conspicuous
when he refers to ‘using the concept of social capital’ (Coleman, 1990: 304).
He admits that the concept may not lead to the discovery of new social
processes, but rather obliterates otherwise important differences ‘between
types of social relations’ (Coleman, 1990: 305). Its main value, however,
is that ‘it identifies certain aspects of social structure by their function’,
that is, their value to actors as resources helpful for achieving pursued
interests. Although Coleman takes considerable interest in the ‘mathemat-
ics of social action’, he is not concerned about calculating or measuring
social capital as an entity and is unsure whether it will be of future use as
a quantitative concept in the way financial, physical or human capital are.
The value of the concept of social capital ‘lies primarily in its usefulness for
qualitative analyses of social systems and for those quantitative analyses
that employ qualitative indicators’ (Coleman, 1990: 305-6).

Coleman’s interest in social capital as ‘a conceptual tool’ is motivated
by an attempt to steer between two extreme conceptualizations of the
actor, respectively exemplified by the tendency of sociologists toward an
‘oversocialized’ (Wrong, 1961) and of economists toward an ‘undersocial-
ized’ concept of man (Granovetter, 1985). The concept of social capital is
a tool through which Coleman seeks to combine work of new institutional
economists and agency-oriented sociologists, though he is clear that his
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point of departure is ‘a theory of rational action, in which each actor has
control over certain resources and interests in certain resources and events’
(Coleman, 1988: 98). It is, however, a ‘simple structural fact’ that actors
are not fully in control of their actions; other actors also exert partial
or complete control over them (Coleman, 1990: 29). Hence, Coleman’s
conceptualization is that of a rational actor who is not acting wholly inde-
pendently, not arriving at goals wholly alone and not pursuing exclusively
selfish interests (Coleman, 1990: 301). For Coleman, ‘““empirical reality”
is such that “persons” actions are shaped, redirected [and] constrained by
the social context’” (Coleman, 1988: 96).

Coleman’s rational actor versus the Confucian image of the co-creator
Coleman’s concept of social capital relies on a specific conceptualiza-
tion of what is an ‘actor’. His actor is explicitly rational — though not
in the straightforward sense of consistently acting in accordance with
self-interest. Rationality, for Coleman, consists in the actor’s construc-
tion of an internal constitution in which the rights, resources and interests
of various actors are reflected and through which actions come about.
Rationality thus understood promises ‘maximum viability’ for the actor.
Coleman even sees in this conceptualization of the actor ‘the starting point
for a theory of the self” (Coleman,1990: 949).

As far as a social scientific analyst who employs social capital as a tool
may attend to only one specific form of social capital and to only one
specific social structure at a time, Coleman emphasizes context greatly.
If Coleman’s concept is used to analyse a specific Chinese social context,
his conceptualization of the rational actor must measure up to those con-
ceptualizations relevant to the context, lest the situation under scrutiny be
misconstrued. What, then, is the Confucian view of ‘actor’ and ‘rational-
ity’? Given the conceptual resources of Confucianism, analogues to these
concepts are utterly difficult to construct.

The ‘actor’ in Confucianism is best understood as a co-creative centre
of relationships. The expression ‘centre of relationships’ indicates that a
person is constantly immersed in a complex web of social contexts. These
social contexts constitute the moral playground on and through which
a Confucian seeks to engage in self-cultivation (xiuyang or xiushen), the
single most important religious task in the radically this-worldly oriented
Confucianism. The contemporary Confucian Tu Wei-ming, drawing on
the Confucian classic Daxue (The Great Learning), has visualized these
different social contexts as a series of concentric circles (Tu, 1985: 175).2
First and foremost, the family constitutes one’s primary social context.
Self-cultivation here implies to relate meaningfully to one’s parents, one’s
siblings, or one’s children. Confucian family virtues such as filial piety
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Figure 7.1 The Confucian co-creator amid the circles suggested in the
Daxue (The Great Learning)

(xiao) and parental love (ci) or ancestor worship are ritually defined and
communally acknowledged (though not written in stone), and spell out
how to relate to one’s family, to those living and those dead.
Self-cultivation, however, also means to expand one’s sensitivity beyond
the family. Expansion in this context does not mean emulation, for the
difference between family members and non-family members changes the
virtues and sensitivities in question. For instance, the virtue of respect
(jing), cultivated within the family domain, is to be expanded to further
circles — from fellow villagers, fellow countrymen and countrywomen, to
strangers — yet the respect offered to these people is unlike the one felt for
one’s parents, simply because they are one’s parents. This is not to deny
that a friend may be as highly respected as one’s parents are; what is denied
is that it is the same kind of respect. Although the Daxue merely mentions
three circles (see Figure 7.1), namely the family (jia), the country (guo), and
the world (tianxia), more circles may easily be suggested. Tu Wei-ming, for
example, lists: self, family, neighbourhood, kinship (or clan), community,
country (or state, nation), world, cosmos and beyond (Tu, 1985: 175-81).
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Obviously, these circles may be drawn up differently depending on time
and context.

The movement of expanding one’s sensitivity is captured in religious
terms by the notion ‘self-transcendence’ or, in Tu’s other expression, by
‘ultimate self-transformation as a communal act’ (Tu, 1985: 64). Self-
transcendence, to be sure, does not mean self-denial. One’s body (shen)
as well as one’s heart-and-mind (xin) is to be cultivated, that is, affirmed
and not denied. What is to be transcended are one’s ‘selfish desires’ (si
yu), which, according to the Ming-dynasty Confucian Wang Yangming
(Wang Shouren, AD 1472-1529), arise inter alia from drawing excessive
distinctions between oneself and others (Wang [~1527] 2000: 509). Indeed,
the other plays an important role as to the cultivating of oneself. There
is no ‘self” without the other. For the self-cultivating Confucian, self and
other are mutually implicated. Toward the other, one should expand
one’s sensitivity, and the other it is who should be gradually included. In
Confucianism, an ‘actor’ is unthinkable as an ‘individual’ separate from
‘society’. Rather, a person is thought of as a co-creator, that is, as ‘actor’
amid innumerable other ‘actors’ — the actions of whom are co-determined
by those of others. Under such a view, each and every action, that is to
be religio-philosophically meaningful, is a communal action, that is, a co-
creative action drawing on and likely creating, so to say, ‘social capital’.

The sensibility expressed by the Confucian image of the co-creator is
similar to that of Coleman’s ‘simple structural fact’, which holds that
actors are not fully in control of their actions. This similarity is, however,
not to belie fundamental differences. Coleman’s methodological individu-
alism as well as his version of an individual’s rationality are both alien to
Confucianism. Rationality, in whatever version, builds on its contrast to
sensibilities, sentiments or habits; inasmuch as the emphasis is on think-
ing, rationality is often based on a concomitant mind-body distinction.
These distinctions are exceedingly difficult to accommodate with regard to
Confucianism, given the latter’s markedly non-dichotomous conceptual
resources. Notwithstanding, the similarities between Coleman’s actor and
the Confucian co-creator do suggest that further religio-philosophical
reflection may open up new perspectives as to the concept of social capital
in order to construct a workable tool for identifying relevant ‘actors’ and
relevant ‘social structures’ in a Chinese social context.

Coleman’s versus Confucian forms of social capital

Coleman further intimates the concept of social capital by distinguishing
several ‘forms of social capital’, such as those found in the reciprocity of
obligations/expectations, norms coupled with effective sanctions, ‘infor-
mation potential’ and ‘authority relations’ (Coleman, 1988: 102-5, 1990:
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310-11). These forms, however, do not exhaust the multifaceted concept
of social capital, and neither does Coleman claim that they do. Coleman
states that ‘all social relations and social structures facilitate some forms of
social capital’ (Coleman, 1988: 105). It is hence far from inconceivable that
research into Chinese social contexts and religio-philosophical reflection
of Confucianism would bring to light specific (Confucian) forms of social
capital — at least in so far as these Chinese social contexts have been or are
indeed informed by Confucianism.

For instance, there is the case of community granaries (shecang) and
academies (shuyuan) founded by ‘voluntary association[s] of Confucian
intellectuals and officials’ during the Song-dynasty (ap 960-1279), as the
historian Hoyt Cleveland Tillman explains. He uses the term ‘fellowship’ to
capture the social, political and philosophical interaction and networking
that occurred at the time to an unprecedented degree comprising activities
such as: ‘personal visits, exchanged letters, group discussions and debates,
funeral eulogies, marriage alliances, shrine building and rituals, special
terminology, training in academies, passing members’ examination essays,
recommending and promoting members in the bureaucracy, etc.” (Tillman,
2004: 124). With a view to the present day, Tillman seems to argue that a
better understanding of ‘Confucian ideals and networks’ will affect ‘our
conception of a possible role for Confucianism within social networks and
in the modern quest for civil society’ (Tillman, 2004: 142). Drawing on
such historical research may help to construct Confucian forms of social
capital and, in return, to make for a better fit between the concept and a
given Chinese social context.

Furthermore, there may be Chinese forms of social capital that are
not, or not as clearly, related to Confucianism. A prime candidate is the
Chinese notion of guanxi, roughly translatable as ‘connections’, ‘relation’,
‘relationships’ or in its verbal form as ‘to relate to’. Guanxi is not a classi-
cal Confucian notion. Yet, many scholars who understand it as authentic
expression of what is Chinese link guanxi to the paramount emphasis of
Confucianism on human-relatedness (Gold et al., 2002: 10). At a con-
ceptual level, it is strongly interlaced with other Chinese notions such as
ganging (sentiment), renging (human feeling), mianzi (face) as well as bao
(reciprocity), and in current usage is invested with positive and, more fre-
quently, negative meanings (Gold et al., 2002: 6). The relevance of guanxi
for understanding virtually any Chinese social context is largely agreed
upon. Some particular social ties, which guanxi build and build on, are
listed in Table 7.1.

The distinction between ascribed and achieved characteristics is telling
inasmuch as research on social capital predominantly leans towards exam-
ining the latter (apart from a frequent emphasis on family relations). Still,
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Table 7.1 Characteristics of social ties related to guanxi

Ascribed/primordial Achieved

Kinship Attending the same school (even if not at the same
Native place time)
Ethnicity Serving in the same military unit

Shared experiences (e.g. the Long March)
Doing business

Source:  See Gold et al. (2002: 6).

guanxi and social capital are easily enough brought into association. Gold
et al. acknowledge a general resemblance between the Chinese notion of
guanxi and Bourdieu’s concept of social capital. Yet upon closer examina-
tion, they argue, guanxi discloses itself as ‘imparting a special significance
to interpersonal relations’ that makes it a genuinely Chinese concept and
sets it apart from the concept of social capital. Two idiosyncrasies of
guanxi prompt them to claim dissemblance between the two concepts.
Firstly, guanxi forms the ground on which a heavily ritualized and distinct
‘gift economy’ flourishes in China. Secondly, guanxi is never devoid of
sentiment and therefore not purely instrumentalist (Gold et al., 2002: 7-8).
Smart, who discusses guanxi in the context of the exchange of gifts and in
contrast to bribery, agrees that these ‘social connections’ may openly be
pursued for ‘instrumentalist aims’; yet, on a more fundamental level, they
are inextricably tied to ‘the continued existence of personal relationships’
(Smart, 1993: 398-9). It is a matter of perspective whether these idiosyncra-
sies recommend treating guanxi as a concept wholly different from that of
social capital or as an additional, a Chinese, form of social capital. Smart,
at least, readily speaks of ‘the social capital achieved through guanx?’
(Smart, 1993: 399).

Another way of thinking about Confucian forms of social capital is to
reflect on Coleman’s forms of social capital from a Confucian perspective.
Coleman points out that performing a good deed often entails a compli-
cated pattern of reciprocity, that is, an expectation, on the one, and an
obligation, on the other side. The resulting social capital is analytically
separable into two dimensions, which Coleman lists: ‘trustworthiness of the
social environment, which means that obligations will be repaid, and the
actual extent of obligations held’ (Coleman, 1988: 102). Any social structure
differs with regard to these dimensions and so does any actor with regard to
the latter. These differences arise for many reasons, one of which Coleman
suggests is cultural diversity in such patterns of reciprocity (Coleman, 1988:
103). I need not elaborate on the point that ‘trustworthiness’, ‘obligation’
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or ‘reciprocity’ are problematic terms when applied to a Chinese social
context, given the prominent role that similar — but not completely com-
mensurable — notions such as xin (trust, trustworthy), yi (appropriateness,
right, duty) or shu (reciprocity, deference) play in Confucianism.

As to Coleman’s second form of social capital, which addresses the role
of norms in the creation of social capital, a final caveat is to be issued.
Coleman, for instance, deems the prescriptive norm ‘that one should
forego self-interest and act in the interests of the collectivity’ a particularly
important form of social capital (Coleman, 1988: 104). Obviously, there
is a set of similar, but different norms informing the actions of ‘actors’ in
a Chinese social context. Some noted passages in the Lunyu (the famous
Analects, a collection of short conversations between Confucius and his
disciples) come to mind. Consider, for instance, what is often called the
Confucian Golden Rule and variously, but predominantly negatively,
stated in the Analects (5:12, 12:2, 15:24). In one of these, Zigong, a disciple
of Confucius, asks whether there is ‘one expression that can be acted upon
until the end of one’s days’, whereupon Confucius claims this expression
to be shu (reciprocity, deference): ‘do not impose on others what you
yourself do not want’ (Ames and Rosemont, 1998: 189). Mencius has later
formulated the sentence decidedly in the positive, which makes it sound
to the Christian ear all the more like Matthew 7.12. The point is that even
norms as temptingly alike as these are still norms formulated against and
within a specific religio-philosophical background, which will inform not
only the practical relevance and bindingness of norms but also, more fun-
damentally, the very concept of ‘norm’ (as well as the concept of ‘concept’).
What is and what ought to be are questions that have received countless
answers in the course of history, and whether or not one draws a distinction
between the two arguably is itself a highly contingent matter.

Social capital as measurable entity

Social capital is also conceptualized as an entity that is measurable with
regard to different communities, countries or even cultural regions. Social
capital is then understood as something ‘out there’ and a high level of
which is said to induce economic prosperity and, by some accounts, to
further the cause of the common good, so to speak, political prosperity. In
analogy with physical and human capital, there may be more or less of it
and its stock can be augmented or depleted. Social capital, however, is less
tangible and less fungible than these other forms of capital. More broadly
conceived, social capital is sometimes linked to norms of civility and is said
to be — along a neo-Tocquevillean line of thought — essential for the flour-
ishing of civil society and, in turn, of democracy. Although the reference
to Tocqueville does not stand close examination (cf. Lichterman, 2006), it
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does indicate a shared orientation toward value-statements about social
groups. This second way of conceptualizing social capital is widely used
by economists and political scientists for explaining and even forecasting
developments around the world.

Putnam’s conceptual shift

Social capital, when understood as an entity inherent in a social group, is
most often associated with the work of Robert Putnam, who defines social
capital as ‘features of social life — networks, norms, and trust — that enable
participants to act together more effectively to pursue shared objectives’
(Putnam, 1995b: 664-5). Notoriously, Putnam’s thesis of a decline of such
social capital in the United States has incited a great deal of research litera-
ture as well as outspoken criticism as regards, for instance, the data backing
his thesis (Ladd, 1996) or the conceptual shift toward a de-contextualized
and moralized usage of social capital (Edwards and Foley, 1998). With a
view to the concept of social capital, Putnam’s conceptualization is poign-
antly depicted in the following statement:

The central idea of social capital, in my view, is that networks and the associated
norms of reciprocity have value. They have value for the people who are in them,
and they have, at least in some instances, demonstrable externalities, so that
there are both public and private faces of social capital. I focus largely on the
external, or public, returns to social capital, but I think that is not at all incon-
sistent with the idea that there are also private returns. (Putnam, 2001: 41)

The differences compared with Coleman’s conceptualization are striking.
Whereas Coleman is interested in social capital as a tool to analyse an
actor’s ‘private returns’ in a specific social context, Putnam is in its ‘exter-
nal’ or ‘public’ manifestation. Social capital is no longer assessed qualita-
tively as an attribute of the relation between an actor and a specific social
structure, but is conceptualized as quantitatively measurable in individuals
or in social groups. This change of focus comes along with a weighty con-
ceptual shift — from a specific actor and a specific social structure to some
‘public’, that is, from an emphasis on context to a generalized good of a
social group.

Putnam measures social capital according to data generated by several
surveys. In each of these, individuals are asked a set of questions. The
results of all surveys are combined into a single measure and a social
capital index is thus established. Measuring social capital in this manner
is haunted by the charge of ‘logical circularity’, that is, of simultaneously
considering social capital both ‘a cause and an effect” (Portes, 1998: 19).
Putnam is clear that what he intends to measure are consequences of social
capital, but that he cannot rule out the possibility that the ‘arrow of effects’
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might really run ‘to social capital instead of from social capital’ (Putnam,
2001: 51). For instance, does trust lead to the formation of social capital
or vice versa? The issue of directionality is far from being settled. Still, in
Putnam’s conceptualization, social capital is treated as a property that is
measurable at the individual level. By means of aggregation, the individual
property is then turned into a property of a social group.? Eventually, the
level of social capital, say, in Madison, in Dane County, in Wisconsin or
in the United States can be positively determined.

From the outset, Putnam has acknowledged that social capital is ‘not
a unidimensional concept’ (Putnam, 1995a: 76). For instance, he distin-
guishes formal and informal kinds and he has popularized the distinction
between ‘bonding’ and ‘bridging’ kinds of social capital (Putnam, 2000:
22). Furthermore, Putnam urges that ‘we need to think about its multi-
ple dimensions’ (Putnam, 2001: 41). The acknowledged multiplicity is,
however, in no way conceived as an insurmountable barrier to measuring
social capital. Putnam is confident that ‘the development of theoretically
coherent and empirically valid typologies or dimensions’ of social capital
is feasible — though he admits that this is not to be expected in the near
future (Putnam, 2001: 42). The scope of these typologies or dimensions is
not restricted to assessing social capital with regard to one social group,
but, eventually, is to make possible a ‘cross-national, reliable measurement
of social capital’ (Putnam, 2001: 51). Concerning China, this implies not
only that there will be a measure to assess the amount of social capital
there (which, for that purpose, could be China specific), but also that the
measure will allow for meaningful comparisons across the globe (which,
then, would need to be unspecific).

Fukuyama, low-trust China and Confucian familism

The work of Francis Fukuyama on social capital (Fukuyama, 1995; 2001;
2002) takes up the concept of social capital as measurable entity and
presents broad cross-national and cross-cultural comparisons. Fukuyama
identifies one of the ‘world’s major cultural groups’ as the ‘Confucian’.
Each of these groups — which he seems to denominate at will either ethni-
cally or religiously (‘Western, Islamic, Confucian, Japanese, Hindu, and
so on’) — boasts a level of trust as a ‘single, pervasive cultural character-
istic’ (Fukuyama, 1995: 5-7). Fukuyama’s interest lies in the relationship
between cultural and economic life, and his thesis is that the level of trust
in a society decides on a ‘nation’s well-being’ and ‘its ability to compete’
(Fukuyama, 1995: 7). In his view, trust is ‘the expectation that arises within
a community of regular, honest, and cooperative behaviour, based on com-
monly shared norms, on the part of other members of that community’
and social capital is ‘a capability that arises from the prevalence of trust in



Religio-philosophical roots 119

a society or in certain parts of it” (Fukuyama, 1995: 26). The problem of
directionality shows up again. Whereas Putnam considers ‘social trust’ as a
‘consequence’ (and therefore a suitable ‘proxy’) of social capital (Putnam,
2001: 45), Fukuyama appears to conceive of social capital as a function
of trust. Inasmuch as social capital is, in Fukuyama’s account, distinctly
‘created and transmitted through cultural mechanisms like religion, tradi-
tion, or historical habit’ (Fukuyama, 1995: 26), his prominent comments
on ‘Chinese Confucianism’ in relation to trust and social capital might lend
themselves to a religio-philosophical reflection on the concept of social
capital.

Fukuyama draws up ‘Confucianism’ in very broad strokes. For instance,
he repeatedly speaks of ‘orthodox Confucianism’ (Fukuyama, 1995: 86),
which is a misnomer par excellence in religio-philosophical Confucianism,
where there is no overseeing body that lays down the right faith and where
‘orthodoxy’ (the correct teaching) is indistinguishable from ‘orthopraxy’
(the correct practice). More seriously, Fukuyama blurs notions such as
‘culture’, ‘nation’, ‘society’ and ‘community’, which results in a somewhat
confused argument on the influence of ‘Confucianism’ on the level of
trust and social capital in China and in Japan. On the one hand, his main
argument runs as follows: the Japanese is different from the Confucian
cultural group. Because of cultural characteristics, Japan has quickly
developed ‘large, modern corporations’ and, judged by the prevalence of
‘keiretsu networks’ and ‘iemoto-type organizations’, exhibits a high level
of trust (Fukuyama, 1995: 53, 57). Chinese societies (Taiwan, Hong Kong,
Singapore and the People’s Republic of China) are burdened by the perva-
sive cultural influence of ‘Confucianism’, particularly ‘Confucian’ familism,
and are therefore low-trust societies. On the other hand, Fukuyama admits
that ‘Japan and China are both Confucian societies and share many cul-
tural traits’, though he is quick to assert that there are striking differences
‘that become evident in all aspects of social life’ (Fukuyama, 1995: 57).

Fukuyama seems to notice the apparent inconsistency and tries to solve
it by claiming that ‘orthodox Chinese Confucianism’ is ‘very different from
its Japanese offshoot, with important consequences for business organiza-
tion’ (Fukuyama, 1995: 86). Unfortunately, he thereby rather accentuates
the inconsistency. Is he saying there is a kind of Confucianism in Japan
(different from those in Confucian societies) that makes for different
possibilities of business organizations? Or is he saying the negative influ-
ence of Confucianism on trust and social capital is, in the Japanese case,
rendered ineffective by non-Confucian, Japanese cultural or other traits?
What is evident is that Fukuyama is taken in by a specific understanding of
Confucianism, one that tends to treat Confucianism as a proxy for Chinese
society and to make it the scapegoat for all social ills.
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Although Fukuyama underlines that ‘the true essence of Chinese
Confucianism was never political Confucianism at all but rather what Tu
Wei-ming calls the “Confucian personal ethic”’ (Fukuyama, 1995: 85),
his reading of the latter is rather reminiscent of politicised Confucianism
and his comments on Confucianism as ‘ethical teaching’ are quickly, and
tellingly, intermingled with comments on ‘Chinese society’. Statements,
such as that on the duty to the family trumping all other duties or that
‘there is no concept of individual conscience that can lead an individual
to contradict [paternal authority]” (Fukuyama, 1995: 85-6), are imprecise
and misrepresent religio-philosophical Confucianism grossly. The Chinese
scholar Hsieh Yu-wei (Xie Youwei, 1901-76), employing a similar termi-
nology, has affirmed that in Confucianism an ‘individual’, for instance,
must ‘decide by his own conscience’ on the course of action when in conflict
with ‘community’ (Hsieh, 1968: 320).

Chinese familism, the cornerstone of Fukuyama’s argument that
‘Chinese Confucianism’ leads to low levels of trust and social capital,
goes directly against contemporary interpretations of religio-philosoph-
ical Confucianism. For Fukuyama, the Confucian family is a paradigm
of bonding social capital and its putatively negative externalities, and
there is nothing in Confucianism to act as a counterbalance. However,
self-transcendence in religio-philosophical Confucianism precisely means
not to further nepotism or familism, but to show concern and feel duty
beyond the family, that is, to generate bridging social capital. Tu Wei-ming
writes:

But if we extend sympathy only to our parents, we take no more than the initial
step toward self-realization. By embodying our closest kin in our sensitivity,
we may have gone beyond egoism, but without the learned ability to enter into
fruitful communication outside the immediate family, we are still confined to
nepotism. Like egoism, nepotism fails to extend our sensitivity to embody a
larger network of human relationships and thus limits our capacity for self-
realization. Similarly, parochialism, ethnocentrism, and chauvinistic national-
ism are all varying degrees of human insensitivity. (Tu, 1985: 176)

A similar argument is advanced by political philosopher Joseph Chan,
who takes issue with the mistaken view that, ‘in classical Confucianism,
the basic principles and virtues of the family and clan are extended
without much revision to the social and political spheres’ and explores
specific Confucian non-familial principles and virtues (Chan, 2004: 61).
Furthermore, as regards the purportedly absolute authority of the father
in the Confucian family, Chan cites the Confucian texts Xunzi and The
Classic of Filial Piety to illustrate that a son may be required to remon-
strate with his father, for how could, as the latter text pointedly asks, ‘blind
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obedience of a son to every command of his father be regarded as filial
piety?’ (Chan, 2004: 69).

These glimpses into contemporary interpretations of religio-philosoph-
ical Confucianism serve to suggest that it would be rather precipitate
to close the case for Confucianism with regard to social capital because
of some ostensibly inherent familism or some awkward denial of ‘indi-
vidual conscience’. Rather, and in contrast to Fukuyama’s call to redirect
research on social capital away from conceptual matters to a more ‘prag-
matic agenda’ (Fukuyama, 2002: 23), more conceptual work and more
religio-philosophical reflection are necessary.

Conclusions

The reflections in this chapter have mainly engaged the concept of social
capital through some selected writings of James Coleman, Robert Putnam
and Francis Fukuyama. Adopting the perspective of religio-philosophical
Confucianism has served to highlight some contingencies of their concep-
tualizations of social capital. I have suggested several points of departure
for further religio-philosophical reflection of social capital, understood as
an important complement to the efforts undertaken in the social sciences.
Most points raised, however, require further elaboration. For instance, it
would be a worthwhile effort to spell out in more detail a conceptualiza-
tion of Confucian social capital based on self-cultivation and concentric
circles: engaging in ‘bridging’ forms of social capital could turn out to be
a prerequisite for the flourishing of meaningful ‘bonding’ forms and vice
versa, while the line dividing ‘positive’ and ‘negative’ forms of social capital
would be destabilised. Very clearly, Confucianism understood as a religio-
philosophical tradition offers rich resources from which to construct a
Confucian variant of what the editors of this handbook in their introduc-
tion call ‘a harmonious mix of bridging/bonding social capital’. For the
moment, it is to be hoped for that the present reflections from a Confucian
viewpoint will be further pursued and also be supplemented by reflections
from perspectives of other traditions.

To end with, the question of generalized trust may serve to illustrate
the use of religio-philosophical reflection and conceptual work to social
scientists. The question, to be clear, is a proxy often used in combination
with other questions to measure social capital around the globe and reads:
‘Generally speaking, do you believe that most people can be trusted or
can’t you be too careful in dealing with people? Even if the problem of
translation can be overcome, how could one ever be confident — in the
absence of thorough local knowledge — that the question is a meaningful
question for the concrete person who is filling out the questionnaire? Do
we all share an understanding of when we speak ‘concretely’ and when we
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do so ‘generally’? What might ‘to trust’, ‘to be careful’ and ‘to deal with
people’ mean in a specific social and religio-philosophical context? Who is
included in the idea of ‘people’? A neighbour? An acquaintance? A com-
patriot? What about someone of similar ethnic appearance? Or someone
who speaks the same dialect? Or the same language? Finally, how would we
interpret an interviewee who in all earnestness ticks off both options? These
are some of the many issues ‘someone’ might raise with regard to a survey
that employs the generalized trust question. Yet, still, that ‘someone’ is well
advised to show interest for and to take seriously the very findings of that
survey. Religio-philosophical reflection, conceptual work and empirical
research should not go entirely separate ways.

Notes

1. For a conceptual history of the concept of social capital, see with regard to economic
sociology the article by Michael Woolcock (1998) and with regard to methodological
considerations and an emphasis on the work of John Dewey the article by James Farr
(2004).

2. In his seminal work of 1947, the Chinese sociologist Fei Xiaotong (1910-2005) brought
up — drawing on the ancient dictionary Shiming (The Explanation of Names) — the meta-
phor of ‘concentric circles’ to convey the meaning of the Confucian term renlun (human
relationships), which, he writes, ‘signifies the ripplelike effect created from circles of
relationships that spread out from the self, an effect that produces a pattern of discrete
circles’ (Fei, 1992: 65).

3. A similar approach of micro-to-macro transition by aggregation is visible in the work of
those researchers who psychologize social capital. For them, social capital ‘is an aggre-
gate concept that has its basis in individual behavior, attitudes, and predispositions’
(Brehm and Rahn, 1997: 1000).
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PART III

CORRUPTION AND
THE QUALITY OF
INSTITUTIONS






8 Corruption!
Eric M. Uslaner

Corruption flouts rules of fairness and gives some people advantages that
others don’t have. Corruption transfers resources from the mass public to
the elites — and generally from the poor to the rich (Tanzi, 1998). It acts
as an extra tax on citizens, leaving less money for public expenditures
(Mauro, 1998: 7). Corrupt governments have less money to spend on their
own projects, pushing down the salaries of public employees. In turn,
these lower-level staffers will be more likely to extort funds from the public
purse. Government employees in corrupt societies will thus spend more
time lining their own pockets than serving the public. Corruption thus
leads to lower levels of economic growth and to ineffective government
(Mauro, 1998: 5).

The roots of corruption lie in the unequal distribution of resources
in a society. Economic inequality provides a fertile breeding ground for
corruption — and, in turn, it leads to further inequalities. The connection
between inequality and the quality of government is not necessarily so
simple: as the former Communist nations of Central and Eastern Europe
show, you can have plenty of corruption without economic inequality. The
path from inequality to corruption may be indirect — through generalized
trust — but the connection is key to understanding why some societies are
more corrupt than others. When we trust people who may be different
from ourselves, we will be more predisposed to treat them honestly — and
profiting from corruption will seem unseemly. When we distrust strangers,
especially if we believe that they are trying to cheat us, our moral compunc-
tions against corrupt behavior become less compelling. Corruption and
inequality wreak havoc with our moral sense. Della Porta and Vannucci
(1999: 146) argue that pervasive corruption makes people less willing to
condemn it as immoral. As corruption becomes widespread, it becomes
deeply entrenched in a society (Mauro, 2004: 16). People begin to believe
that dishonesty is the only way to get things done (Gambetta, 2002: 55).

The argument from inequality to low trust to corruption — and back
again both to low trust and greater inequality (what I call the ‘inequality
trap’) — stands in contrast to the more common approach to explaining
corruption as stemming from deficient institutions. The roots of corrup-
tion are largely not institutional, but rather stem from economic inequality
and a mistrusting culture, which itself stems from an unequal distribution
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of wealth. There is one institution that does shape corruption: the fairness
of the legal system.

The inequality trap is hard to break. I posit a model where inequality,
mistrust, and corruption are mutually reinforcing:

inequality — low trust —> corruption —> more inequality

The most compelling argument for the notion of an inequality trap is that
corruption is sticky. There is little evidence that countries can escape the
curse of corruption easily — or at all. The r? between the 2004 Transparency
International (TI) estimates of corruption — I use TI measures in the aggre-
gate analyses to follow — and the historical estimates for 1980-85 across 52
countries is .742. Any theoretical perspective on corruption must take into
account its persistence over time.

My argument stands in contrast to more traditional institutional
accounts of corruption, which often suggest that the cure for malfeasance
is to put the corrupt politicians in jail. If we do so (and we ought to do so),
they will be replaced by other corrupt leaders. Nor do we need a reformed
system of government that either centralizes power to herd in independ-
ent ‘entrepreneurs’ who extort businesses or average citizens (Treisman,
1999) or decentralizes power to prevent an all-powerful ‘grabbing hand’
(DiFrancesco and Gitelman, 1984: 618; Fisman and Gatti, 2000). In
contrast to corruption, political institutions are not so sticky. The r? for
political rights from 1973 to 2003 is .165 and for civil liberties it is .263
(both N = 77). Even excluding countries that were Communist in 1973,
the respective r? values increase only to .264 and .375 (N = 67). More criti-
cally, changes in political rights and civil liberties from 1973 to 2003 are
unrelated to changes in corruption from 1980-85 to 2004 (r> = .007 and
.038 respectively, N = 38). Moving the democratization measures forward
to 1988 does not improve the fit with changes in corruption (r? = .004 and
.0005 for political rights and civil liberties, N = 39).

My argument on the sources of corruption is largely pessimistic: corrup-
tion is not easy to eradicate if it is largely based upon the distribution of
resources (economic inequality) and a society’s culture (trust in people who
may be different from yourself). Changing institutions may not be easy, but
its difficulty pales by comparison with reshaping a society’s culture or its
distribution of wealth (and power). Corruption, inequality, and trust are
all ‘sticky’: they don’t change much over time. Yet, all is not lost: policy
choices that countries make also shape corruption. Countries that have
very high levels of regulation of business have more corruption. In turn, the
level of regulation is shaped by the fairness of the legal system, the openness
of the economy, and whether the government is military or civilian.
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Inequality and corruption

The link between inequality and corruption seems compelling. Corruption
is exploitive. Not all corruption is linked to inequality. ‘Grand’ corruption
refers to malfeasance of considerable magnitude by people who exploit
their positions to get rich (or become richer) — political or business leaders.
So grand corruption is all about extending the advantages of those already
well endowed. ‘Petty corruption’, small-scale payoffs to doctors, police
officers and even university professors, very common in the formerly
Communist nations of Central and Eastern Europe (and many poor coun-
tries) is different in kind, if not in spirit. Petty corruption, or ‘honest graft’
as New York City political boss George Washington Plunkitt called it
(Riordan, 1948), does not enrich those who practice it. It may depend upon
an inequitable distribution of wealth — there should be no need to make
‘gift’ payments in a properly functioning market economy.

It does not exacerbate the gap between the rich and the poor — and may
actually narrow it by providing some small benefits to the middle-class
bureaucrats, teachers and doctors who benefit from it. With the sort of
aggregate data we have on corruption indicators, there is no clear way to
separate either the causes or effects of inequality on big and little corrup-
tion. Survey data can help us do so (see Kornai, 2000; Miller et al., 2001).
But the distinction is not so critical to an examination of the factors under-
lying corruption at the aggregate level for two reasons.

Inequality promotes corruption in many ways. Glaeser et al. (2003: 2-3)
argue:

inequality is detrimental to the security of property rights, and therefore to
growth, because it enables the rich to subvert the political, regulatory, and legal
institutions of society for their own benefit. If one person is sufficiently richer
than another, and courts are corruptible, then the legal system will favor the
rich, not the just. Likewise, if political and regulatory institutions can be moved
by wealth or influence, they will favor the established, not the efficient. This in
turn leads the initially well situated to pursue socially harmful acts, recognizing
that the legal, political, and regulatory systems will not hold them accountable.
Inequality can encourage institutional subversion in two distinct ways. First, the
havenots can redistribute from the haves through violence, the political process,
or other means. Such Robin Hood redistribution jeopardizes property rights,
and deters investment by the rich.

Similarly, You and Kaghram (2005, italics in original) argue: ‘“The rich,
as interest groups, firms, or individuals may use bribery or connections to
influence law-implementing processes (bureaucratic corruption) and to buy
favorable interpretations of the law (judicial corruption).’

Inequality breeds corruption by: (1) leading ordinary citizens to see the
system as stacked against them (Uslaner, 2002: 181-3); (2) creating a sense
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of dependency of ordinary citizens and a sense of pessimism for the future,
which in turn undermines the moral dictates of treating your neighbors
honestly, and (3) distorting the key institutions of fairness in society, the
courts, which ordinary citizens see as their protectors against evil-doers,
especially those with more influence than they have (see also Glaeser et al.,
2003; and You and Khagram, 2005).

Economic inequality creates political leaders who make patronage a
virtue rather than a vice, since it provided jobs for ordinary citizens. These
leaders help their constituents, but more critically they help themselves.
Inequality breeds corruption — and to a dependency of the poor on the
political leaders. Inequality leads to clientelism — leaders establish them-
selves as monopoly providers of benefits for average citizens. These leaders
are not accountable to their constituents as democratic theory would have
us believe. When some groups are richer than others, inequality breeds
resentment of one group against another — as we see in several transition
countries where ethnic conflict has reemerged after transition. The conflicts
in the former Yugoslavia, reflected in ethnic cleansing by Serbia in Bosnia,
and the reemergence of long-standing group tensions and nationalist
politics in Romania and Hungary — are compounded by perceptions of
economic inequality (Verdery, 1993). These strong in-group preferences
tend to be reproduced over time as trust is largely learned early in life from
one’s parents (Uslaner, 2002: ch. 6).

There may well be the trappings of democracy, with regularly scheduled
elections, so that the link between democratic and honest government may
not be as strong as we might initially expect.>? The political boss is well
entrenched in his position. His party reigns supreme in the area. Potential
opponents don’t have the resources to mount a real challenge — and, even
if they tried, the boss can count on the support of the legions whose jobs
he controls through his patronage machine.

Unequal wealth leads people to feel less constrained about cheating
others (Mauro, 1998: 12) and about evading taxes (Owsiak, 2003: 73;
Uslaner, 2003). Where corruption is widespread, people realize that they
are not the masters of their own fate — and they lose faith that their future
will be bright. People become resigned to their fate. In the World Values
Survey waves 1-3 (1981, 1990, 1995-97), respondents who believed that
corruption was widespread in their country were significantly less likely to
believe that they could get ahead by hard work rather than by luck or having
connections. The zero-order correlation is modest (as we might expect with
a sample of almost 60,000, tau-b = .061) — but 34 percent of people in soci-
eties where corruption was seen as widespread thought the only way you
could get ahead was by luck, compared to 29 percent in honest societies.

If people feel that they have been treated unfairly by the police or in
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the courts, they are less likely to have faith in the legal system. The justice
system is especially important for two reasons. First, a corrupt court system
can shield dishonest elites from retribution. Second, the courts, more than
any other branch of the polity, are presumed to be neutral and fair. We
appeal ‘unjust’ decisions to the judiciary — and our vernacular includes
the phrase ‘court of last resort’, suggesting that somewhere there must be
Jjustice. Rothstein and Stolle (2002) argue that there are two dimensions to
the legal system: fairness and efficiency. Fairness, I argue, is the key to the
connection between law and corruption because it reflects the advantages
that some people have over others. The efficiency of the courts should not
matter so much for corruption — since rounding up the corrupt leaders and
putting them in jail only makes room for a new group of miscreants, doing
little to address the underlying causes of corruption.

When people have little faith in the fairness of the legal system, there are
few incentives to obey the law. When Russian oil entrepreneur Mikhail
Khodorkovsky confessed his sins of relying on ‘beeznissmeny’ (steal-
ing, lying and sometimes killing) and promised to become scrupulously
honest in early 2003, Russians regarded this pledge as ‘startling’. When
he was arrested and charged with tax evasion and extortion under orders
from President Vladimir Putin ten months later, the average Russian
was unphased: about the same share of people approved of his arrest as
disapproved of it (Tavernise, 2003). The arrest of Khodorkovsky stands
out as exceptional: corrupt officials and business people are rarely held
to account. While crime spiraled in Russia after the fall of Communism,
conviction rates plummeted (Varese, 1997). Russians (and many others) are
deluged with fake goods on sale everywhere — from vacations complete
with photos (so that errant husbands might convince their wives that they
are on ‘fishing trips’) to bogus caviar, phony diplomas and term papers
(including portions of President Vladimir Putin’s doctoral dissertation),
and fake VIP stickers and flashing blue lights for your car so that other
cars will let you avoid Moscow’s traffic. About half of all consumer goods
are bogus in Russia (Murphy, 2006).

Russians are hardly exceptional. Nigerian con artists engage in a wide
range of scams (including many of those email messages we get promising
us riches if we send back our bank account details) under the rubric of
‘419’ (four-one-nine), from the Nigerian criminal code on financial fraud.
The poor may find their humble houses sold from under them by ‘419
scammers and they paint “This House Not for Sale: Beware of “419”’ on
their outside walls (Packer, 2006: 72). As in Russia, there is little recourse.
The police are not the purveyors of justice, but rather are complicit in illicit
deals (Mbaku, 1998: 258).

The story of the inequality trap is that corruption persists over long
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periods of time. Corruption has a legacy in Romania at least as far back
as the Ottoman empire (Sampson, 2005: 18). In Ottoman times, Romania
was run by Greek princes (the Phanariotes) who bought their positions
from the sultans, which they financed through extortion from ordinary
citizens. Each local ruler could be challenged by other princes and bidding
wars for power were common (Mungiu-Pippidi, 1997). The decline of the
Ottoman empire and the independence of Romania did not lead to more
honest government: ‘From the first king of Romania (and the concession
of the first railroad) to the last king and government before WWII, state
property and the role of the state in developing Romania were accompa-
nied by widespread influence-peddling and corruption’ (Mungiu-Pippidi,
1997). Indeed, Romanians ruefully boast of their exceptional levels of cor-
ruption: They say, ‘La no cal la nimeni’, or ‘No one has it the way we do’
(Sampson, 2005: 20).

Since trust rests upon a foundation of fairness and especially equality, the
link from inequality to low trust to high corruption is straightforward.

Some preliminary evidence

Fairness of the legal system is not equivalent to economic inequality — and
the connection between the two is not as strong as we might suppose. I
use a measure of legal fairness developed by the Economist Intelligence
Unit; it only covers 60 countries, so I derived estimated values for other
countries by imputation.® Economic inequality is measured by the Gini
index from Deininger and Squire (1996). Overall, the fit between these two
indicators of equality (equal treatment before the law and equal distribu-
tion of wealth) is not strong. For 88 nations, r> = .131. The correlation is
depressed by the former and present Communist nations that largely have
unfair legal systems but more equitable distributions of income.* For many
years, this equality was imposed from above by a command economy —
but even as inequality has grown sharply, it has not approached the level
of capitalist economies. Overall, we see relatively high economic equality
matched with both low and high levels of judicial fairness. When I remove
the Eastern bloc countries, the r? rises to .279 — still rather modest. Fairness
of the legal system is not the same as economic inequality.

The plot of inequality and corruption is striking: Across 85 countries,
there is a weak (at best) relationship. The r?is a paltry .082, suggesting no
relationship at all between inequality and corruption. When I remove the
former and present Communist regimes, there is a moderate fit between the
two indicators (r? = .246, N = 62) when the former and present Communist
countries are excluded. With a bivariate r? of this magnitude, it should not
take much effort to see it vanish in a multivariate analysis.

The connection with fairness of the legal system is far stronger — and
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this is hardly surprising. While I took care to find an indicator of the fair-
ness of the legal system that is not based upon an underlying measure, it is
hardly surprising that corruption flourishes where the courts give special
treatment to some over others — and where court procedures are not
transparent. The least fair legal systems have a mean corruption score of
2.82, while the most fair systems have a mean of 8.78 (high scores indicate
greater transparency, less corruption). The fit between legal fairness and
corruption is very strong: r> = .722 for the 55 cases of the original EIU data
and .733 for the 86 cases including the imputed scores.’

There are good theoretical reasons to believe that corruption stems from
economic inequality as well as the fairness of the legal system. But the evi-
dence does not seem compelling. Have we reached a dead end?

Trust, inequality and corruption

Not at all. There is a link between inequality and corruption, but it is
not direct, at least not in aggregate analyses. Inequality leads to corrup-
tion because it leads to resentment of out-groups and enhanced in-group
identity. Generalized trust, the value that is predicated upon the belief that
many others are part of your moral community, is the foundation of the
‘well-ordered society’. When we believe that ‘most people can be trusted’,
we are more likely to give of ourselves and to look out for the welfare of
others. When we believe that ‘you can’t be too careful in dealing with
people’, we are likely to be on our guard and to feel little compunction in
taking advantage of others who may not have our best interests in mind.

Generalized trust is predicated on the notion of a common bond between
classes and races and on egalitarian values (Seligman, 1997: 36-37, 41).
Faith in others leads to empathy for those who do not fare well, and ulti-
mately to a redistribution of resources from the well-off to the poor. If we
believe that we have a shared fate with others, and especially people who
are different from ourselves, then gross inequalities in wealth and status
will seem to violate norms of fairness. Generalized trust rests upon the psy-
chological foundations of optimism and control and the economic founda-
tion of an equitable distribution of resources. Optimism and control lead
people to believe that the world is a good place, it is going to get better and
that you can make it better. Economic equality promotes both optimism
and the belief that we all have a shared fate, across races, ethnic groups
and classes.

Corruption, of course, depends upon trust — or honor among thieves. As
it takes two to tango, it takes at least two to bribe. Corrupt officials need
to be sure that their ‘partners’ will deliver on their promises (Lambsdorff,
2002). Corruption thrives upon trust, but it cannot be based upon
the notion of widespread goodwill and common interests in a society
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underlying generalized trust. Entrance into a corruption network is not
easy. Members of a conspiracy of graft cannot simply assume that others
are trustworthy (as generalized trusters do). Treating strangers as if they
were trustworthy (also as trusters do) can be hazardous at best.

Instead, corruption thrives on particularized trust, where people only
have faith in their own kind (or their own small circle of malefactors).
Particularized trusters strongly distrust outsiders. They fear that people
of different backgrounds will exploit them — and in a dog-eat-dog world,
you have little choice to strike first before someone exploits you. Plunkitt
saw his opportunities and took them — worrying that someone else might
get there first and leave nothing for him. Gambetta (1993) argued that the
Mafia took root in Southern Italy because there were strong in-group ties
and weak generalized trust there.

Where is generalized trust high and where is it low? Across a wide set of
nations, across the American states, and over time in the United States — the
only country with a long enough time series on the standard survey question
on trust’ — the strongest predictor of trust is the level of economic inequality.
As economic inequality increases, trust declines (Uslaner, 2002: chs 6, §;
Uslaner and Brown, 2005). Optimism for the future makes less sense when
there is more economic inequality. People at the bottom of the income
distribution will be less sanguine that they too share in society’s bounty.
The distribution of resources plays a key role in establishing the belief that
people share a common destiny — and have similar fundamental values.
When resources are distributed more equally, people are more likely to
perceive a common stake with others. If there is a strong skew in wealth,
people at each end may feel that they have little in common with others. In
highly unequal societies, people will stick with their own kind. Perceptions
of injustice will reinforce negative stereotypes of other groups, making trust
and accommodation more difficult (Boix and Posner, 1998: 693).

Seligman (1997, 36-7, 41) argues that trust cannot take root in a hier-
archical culture. Such societies have rigid social orders marked by strong
class divisions that persist across generations. Feudal systems and socie-
ties based on castes dictate what people can and can not do based upon
the circumstances of their birth. Social relations are based on expectations
of what people must do, not on their talents or personalities. Trust is not
the lubricant of cooperation in such traditional societies. The assumption
that others share your beliefs is counterintuitive, since strict class divisions
make it unlikely that others actually have the same values as people in
other classes.

A history of poverty with little likelihood of any improvement led to
social distrust in the Italian village of Montegrano that Edward Banfield
(1958: 110) described in the 1950s: ‘any advantage that may be given to



Corruption 135

another is necessarily at the expense of one’s own family. Therefore, one
cannot afford the luxury of charity, which is giving others more than their
due, or even justice, which is giving them their due’. Montegrano is a mean
world, where daily life is ‘brutal and senseless’ (Banfield, 1958: 109), much
like Hobbes’s ‘nasty, brutish, and short’ existence. All who stand outside
the immediate family are ‘potential enemies’, battling for the meager
bounty that nature has provided. People seek to protect themselves from
the ‘threat of calamity’ (Banfield, 1958: 110).

Inequality leads to low levels of trust in strangers. What trust remains is
entirely within your group, so there are few moral sanctions for cheating
people of a different background. Inequality thus breeds corruption indi-
rectly — by turning people inward and reducing the sanctions, both external
and internal, of taking advantage of others. So I posit an indirect link from
inequality to corruption:

inequality —> low generalized trust and high in-group trust - corruption

Trust and corruption are linked. I show the connection in Figure 8.1 (see
also Uslaner, 2004). The graph is a bit difficult to read because it is difficult
to fit the country abbreviations into the graph since many countries have
similar values on both variables. The trust question comes from the World
Values Survey — and to increase the number of cases, I imputed values on
this measure as well.® Here we see a more robust fit than in the connection
between inequality and corruption: r2 = .420 for 83 cases.’

Just as corruption is ‘sticky’, inequality and trust do not change much
over time, either. The r? for the most commonly used measures of eco-
nomic inequality (Deininger and Squire, 1996) between 1980 and 1990
is substantial at .676 for a sample of 42 countries. A new inequality data
base developed by James Galbraith extends measures of inequality further
back in time and across more countries. The r?between economic inequal-
ity in 7963 and economic inequality in 7996 is .706 (for 37 countries). The
r? between generalized trust, as measured in the 1981, 1990-95 World
Values Surveys across between 1980 and the 1990s is .81 for the 22 nations
included in both waves — the r> between generalized trust in 1990 and 1995
is also robust (.851, N = 28). The persistence of corruption follows the
stability of inequality and trust over time. Institutions seem far more mal-
leable than inequality, trust or especially corruption. This is the foundation
of the inequality trap.

A summary of the evidence
I can do little more here than to summarize the evidence I have marshalled
for the inequality trap in Uslaner (2008). I present evidence from both
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Figure 8.2  Model of inequality, trust, corruption and effective government

aggregate-level statistical models and from the analyses of surveys. Most
critically, I present a simultaneous equation model of corruption, trust, ine-
quality (as well as the level of strangling regulation of business, the overall
risk level of an economy and a measure of government effectiveness). I
find strong support for the inequality trap argument across 61 nations.
See Figure 8.2 for a summary of the model, which is more complex than I
can consider here (see Uslaner, 2008: ch. 3 for the full model). Economic
inequality strongly lowers the level of generalized trust, and trust in turn
is the most powerful determinant of corruption. Since particularized trust
should lead to greater corruption, I sought a measure of faith only in one’s
own kind. There are no comparable data available cross-nationally. So I
must rely upon a proxy for particularized trust: whether a state restricts
members of minority religions from converting others to their faith. This
measure comes from the State and Religion data set of Fox (2006). While
at best an approximation — perhaps a crude one — it does tap the idea of
only trusting one’s own in-group. Religious fundamentalists tend to trust
only people of their own faith — and when they do participate in civic
life, they join exclusively religious organizations (Schoenfeld, 1978: 64;
Uslaner, 2001; 2002, 87-8). Restrictions on conversion are the mark of fun-
damentalist domination of the state — and I use this measure as a proxy for
particularized trust. Such restrictions are indicative of high in-group trust
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and low tolerance toward out-groups. This measure of particularized trust
leads to higher levels of corruption, as does an unfair legal system.

Policy also matters, however: strangling regulations on business (requir-
ing permissions from many officials) presents more opportunities for
corruption. An unfair legal system not only leads directly to corruption,
but also to more strangling regulations — so it has both direct and indirect
effects on corruption. The level of democracy does not matter, nor do a
number of other institutional factors such as the structure of the electoral
system, whether a polity is centralized or decentralized, or the pay of the
civil servants. A free (and widely read) media similarly does not lead to less
corruption in this model.

In turn, corruption has a powerful effect in leading to more inequality.
Across a wide range of policy outcomes — ranging from economic com-
petitiveness to the ethical behavior of business firms to multiple measures
of social expenditures (especially on education and public health) and the
quality of life, an honest government matters more for better performance
than an efficient state. For the American states, there is also a powerful
relation between both levels of inequality and trust and reporters’ percep-
tions of corruption (see also Uslaner, 2006).

Government effectivness, as measured by an index constructed from per-
ceptions of businesspeople in the Executive Opinion Survey of the World
Economic Forum in 2004 (see Uslaner, 2008: ch. 3), does not have an
independent effect on corruption — but rather is shaped by corruption. The
major factor shaping government effectiveness is the level of ethnic ten-
sions in a country. More highly corrupt countries not only have greater ine-
quality, but also more shaky economies (as measured by the International
Country Risk Guide of Political Risk Services, see Uslaner, 2008: ch. 3). A
risky economy also leads to a less fair legal system, so it indirectly shapes
corruption (as well as being a consequence of malfeasance).

I also consider corruption perceptions across a range of countries and
blocs, focusing especially on transition countries. While former Communist
nations have traditionally lower levels of inequality, the disparity between
the rich and the poor has been increasing sharply since transition. In tran-
sition countries, most people believe that the only way you can become
rich is by being dishonest. So people link grand corruption, but not petty
corruption, to inequality and here there is a more direct link between
perceptions of corruption and beliefs about the inequitable distribution of
resources. There is also a link from perceptions of inequality to lower trust
—and people who are less trusting also perceive far more grand corruption.
Perceptions of rising inequality and high levels of corruption also lead to
demands of redistribution of income from the rich to the poor, as I show
from a survey of Romanians. In Estonia, Slovakia and Romania, elites are
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far less likely to see high levels of corruption than are ordinary citizens —
and in Estonia, trust and corruption perceptions are more strongly linked
for ordinary citizens than for elites (especially entrepreneurs).

Similar results hold for Africa, especially Nigeria, when I analyse
Afrobarometer surveys. Africa is a classic case of the inequality trap —
with persistent high inequality, low trust and high corruption. Perceptions
of grand corruption, but not petty malfeasance, lead people to perceive
greater inequality — and where people see a less equitable distribution of
wealth and an unfair legal system they are more likely to see high-level cor-
ruption. Corruption creates social divisions between the rich and the poor
—and thus less trust across classes and groups — but in turn people who are
disadvantaged are most likely to perceive corruption.

Where corruption is weaker, the link to trust and especially to inequal-
ity is far weaker, generally insignificant. The Nordic countries (Denmark,
Finland, Norway and Sweden) have the most trusting populations in the
world — and have very little corruption and a strongly egalitarian distri-
bution of wealth. So it is not surprising to see little connection among
trust, perceptions of inequality and views about corruption. There is
also no link in Hong Kong (where trust is moderate, as is inequality) and
Botswana (where trust and egalitarianism are both low) — both countries
that have escaped the inequality trap and have honest governments. While
both countries — as well as Singapore — have reduced (even eradicated)
malfeasance by strong anti-corruption agencies, their success is not easily
replicable. Each of these countries has worked hard to develop a sense of
social solidarity by reducing high levels of inequality and promoting mul-
ticultural (or multitribal) cooperation in the face of external threats.

In contrast anti-corruption agencies in many other countries, especially
in Africa, have not been successful in fighting corruption — sometimes
they even cover it up — and Nigerians’ faith in their commission reflected
both their perceptions about high-level corruption and economic inequal-
ity — as well as low trust in people generally. When people have lost faith
in each other and believe that their leaders are corrupt and inequality is
rampant, they will have little faith that another bureaucracy could combat
corruption.

Reprise

Corruption is ‘bad social capital’. It is dishonesty, to be sure, but it is more
than that. It exploits the poor and powerless to grant more riches and
power to people who already have great wealth. There is no easy way out
of this inequality trap. Few countries become markedly less corrupt over
time — and inequality and trust are also remarkably sticky. Institutional
change seems to have little effect on corruption: The two great ‘success



140  Handbook of social capital

stories’ in combating corruption, Hong Kong and Singapore, are not
democracies. Combatting corruption means tackling inequality. And the
policies that work best to reduce inequality and promote trust — univer-
salistic social welfare policies — also depend upon honest governments to
deliver the goods and upon a social compact to provide benefits such as
universal education and health care to the rich and the poor alike. High
levels of corruption mean that services may not be provided and the
inequity underlying grand corruption will lead to more radical demands
for redistribution — and policies that might alleviate, but not resolve, fun-
damental inequalities (Rothstein and Uslaner, 2005). ‘Bad social capital’
seems self-perpetuating.

Notes

1. This chapter summarizes Uslaner (2008). I am grateful to the Russell Sage Foundation
and the Carnegie Corporation for a grant on a related project that is encompassed in
my work on the United States and to the General Research Board of the University of
Maryland-College Park, for a Faculty Research Award in the Spring 2006 semester;
and to Bo Rothstein, Jong-sung You, Gabriel Badescu, Ronald King, Paul Sum, Kems
Adu-Gyan, Michael Bratton, Nick Duncan, John Helliwell, Karen Kaufmann, Lawrence
Khoo, Mark Lichbach, Anton Oleynik, Jon (Siew Tiem) Quah and Leonard Sebastian
for helpful comments and discussions and to Mitchell Brown for research assistance.

2. The r? between the 2003 Transparency International Corruption Perceptions Index and
the trichotomized 2003 Freedom House index (not free, partially free, and free) is just
216.

3. Tam grateful to Elizabeth Anderson of the Economist Intelligence Unit for providing the
data on legal fairness. The variables I used for the imputation are: gross national product
per capita (from the State Failure Data Set), the tenure of the executive and a dummy
variable for having a parliamentary system (from the Database of Political Institutions),
the Freedom House composite indicator of democracy trichotomized for 2003, and the
distance of a country from the equator (from Jong-sung You). All variables had positive
coefficients. The R? is .769, the standard error of the estimate is .647 (N = 53).

4. Within the former and present Communist countries, there is also a negative relationship
between economic inequality and legal fairness (r = —.357, N = 23, r = —.526, N = 17
for the original, non-imputed, data). The East bloc nations reduce the overall goodness
of fit since they lie on a separate and less steep regression line.

5. Iplot only the original scores, which are integer values. The imputed scores are not gener-
ally integer values and the plot was unreadable.

6. The following section is derived from Uslaner (2004), which in turn summarizes Uslaner
(2002).

7. The question, ‘Generally speaking, do you believe that most people can be trusted, or
can’t you be too careful in dealing with people?’, was asked first in cross-national samples,
in The Civic Culture in 1960 (Almond and Verba, 1963). It has been regularly asked in
the General Social Survey in the United States and periodically in the American National
Election Studies. Cross-nationally, it has been asked in each wave of the World Values
Survey. The measure here comes from the 1990 and 1995 waves (most recent figure used).
For an analysis of why the question refers to trust in strangers and a more general defense
of the question, see Uslaner (2002: ch. 3). The cross-national analysis omits countries
with a legacy of Communism. I do not do so here, but I do omit China, since it has an
anomalously high trust value (see Uslaner, 2002: 226, n. 6).

8. The variables used to impute trust are: gross national product per capital; the value
of imports of goods and services; legislative effectiveness; head of state type; tenure of
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executive (all from the State Failure Data Set); distance from the equator (from Jong-
sung You of Harvard University); and openness of the economy (from Sachs and Warner,
1997; data available at www.cid.harvard.edu/ciddata/ciddata.html). The R?= .657, stand-
ard error of the estimate = .087, N = 63.

9. Three outliers stand out — Saudi Arabia, Morocco and Greece, all of which likely have
estimates of trust that seem unrealistically high. The Greek estimate of trust is from the
World Values Survey, which places it between Canada and Finland and far ahead of more
similar states such as Italy, Turkey and Spain. Greek scholars have told me that they
question this score. The values for Saudi Arabia and Morocco are close to New Zealand
and Finland, on the one hand, and West Germany and Great Britain on the other. These
values are imputed and thus may not be as reliable. Without these countries, the R? rises
to .478.
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9 Social capital: the dark side
Peter Graeff

Introduction

In the past decade, the concept of social capital gained tremendous popu-
larity in social science literature. Beside the classical factors of production
and human capital, it has now a proper place in the academic discussion.
Social capital occurs when people use social relationships to accomplish
personal goals. While this idea was picked up in various theoretical con-
cepts, the positive consequences of social capital dominated the scientific
debate. Especially if social capital is associated with people’s participation
in networks and with interpersonal trust, it was identified as an important
resource to solve collective problems (Putnam, 1993). It does have an
economic pay-off in the sense that economies with bigger stocks of social
capital are more prosperous and grow faster (Knack and Keefer, 1997).

But in order to understand the forces driving social capital relationships
and to get a more complete picture, negative implications of the social
processes deserve attention as well. In literature, negative consequences
are inherently part of special social bonds. They are, however, seldom
considered as those.

Take as an example the distinction between bridging and bonding social
capital (Putnam, 2000). These categories refer to the type of cohesion when
people are brought together: bridging social capital emerges among het-
erogeneous group members and bonding social capital takes place among
homogeneous members. Bonding ties are aiming at the social network itself
and do leave little space for people with different characteristics than those
the group members already possess. Typical examples are ethnic groups
or institutions that compete with other social groups and gain privileges at
their expense. In contrast, bridging social capital refers to those ties that
are open for people not belonging to the network yet such as ecumenical
movements that try to reduce existing conflicts between religious groups.

Even if Putnam (2000) states that this distinction is rather a matter of
degree and not a categorization, so that no social group can be exactly
labelled as bonding or bridging, the preponderance of examples with nega-
tive societal consequences of social capital belong to those groups with a
stronger tendency for bonding ties. Therefore, it might be useful to assess
the effect of different social capital types for society as a whole (Larsen
et al., 2004) or other social groups in particular. In criminology, almost
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every offence that is committed with the help of others relies on bonding
ties which become vital for the success and the survival of the group.
Consequently, socially deviant actions that come at the expense of other
members in society hardly reveal properties of bridging ties.

Although interest in the adverse effects of social capital seems to be
increasing, only a few theoretical and empirical contributions exist so far
(Portes, 1998; Putnam, 2000; Fisman and Miguel, 2006). The goal of this
contribution is to examine a special form of bonding social capital, namely
the negative consequences of corruption norms, and to investigate the con-
ditions and forces of the actors at play. As a working definition, corruption
norm can be understood as the expectation in a certain situation that an
actor can usually offer or accept a corrupt deal.

The chapter is organized as follows. In the first section, I examine the
link between norms and social capital. I explain why corruption norms
must be regarded as social capital which, although it has the definition fea-
tures of positive sociability, leads to negative consequences. In the second
section, I examine the reasons for the special implications of corruption
norms and refer to typical conditions of corrupt deals. Rational choice
theory provides a fertile ground for analysing the actions and conditions
of corrupt actors. In the third section, the preconditions, characteristics
and implications of corruption norms are determined and some empirical
results are reported. Finally, I embed the theoretical and empirical findings
into the social capital debate.

Norms and social capital: definition and theoretical implications
In order to shed some light on the relationship between social capital,
norms and corruption, using the Coleman approach as a starting point has
the advantage of providing a theoretical basis of both social capital and
norms. Almost all theorists agree that social capital is a feature of the rela-
tionship between persons. Referring to the insights of former researchers
(such as Granovetter, 1985, or Lin, 1990), Coleman (1990: 302) provides
this special notion of social capital: ‘It is not a single entity, but a variety
of different entities having two characteristics in common: They all consist
of some aspects of a social structure and they facilitate certain actions of
individuals who are within the structure.” Although the term ‘social struc-
ture’ needs clarification in actual social settings, referring to the criterion
of action facilitation implies that the benefit of social capital lies in its
function, namely the achievement of particular aims that would not be
attainable otherwise. Different from other capital forms, social capital is
not tradable and only restrictively fungible.! Therefore, it is not the ‘private
property’ of the actors who are involved in the social capital relationship.
Norms can be considered as a special form of social capital. Norms



Social capital: the dark side 145

adhere (like social capital) to the social structure; they are not a property
or a feature of the actors themselves. Coleman (1990: 243) puts it this way:
‘I will say that a norm concerning a specific action exists when the socially
defined right to control the action is held by others. . . . this implies that
there is a consensus in the social system or subsystem that the right to
control the action is held by others.” With this definition, he aims at infor-
mally based agreements and refrains from laws and other legal measures
which can be interpreted as norms, too. This definition implies that the
maintenance of norms depends on their regular practice (Popitz, 1980:
10). On the individual level, actors ‘feel’ obliged to comply with social
regularities. The actors’ obligation is often supported by the threat of
other people’s sanctions (because other people hold the right to control the
actions and to punish trespassing against the norms). In this sense, norms
become behavioural rules and can be considered as driving actions ‘if any
departure of real behavior from the norm is followed by some punishment’
(Homans, 1950: 123).

The social aim of norms lies in encouraging and restricting actions. Their
emergence is tightly related to this aim. Norms provide (usually) positive
consequences for people who obey these norms and this might be the major
reason why groups or a society has an interest in establishing these norms.
This reason is, however, ‘functionalistic’, and may not count as a real
explanation for the emergence of norms because it is not clear what causes
the actors to give up the right to control the action.

When explaining the emergence of norms, the (public) surmounting of
externalities is a better approach. As a mechanism of social coordination,
norms appear if actors are not able to eliminate externalities via market or
negotiation activities. Consider administrative guidelines as an example.
Those guidelines might cause externalities to public officials and citizens
by making administrative processes more complicated than they should be.
To overcome these externalities, public officials and citizens might find a
way to reduce the administrative complexity. Usually, this is only possible
by deviating from the official guidelines. If these deviations happen regu-
larly (so that people can expect their occurrence) and if people will sanction
others insistence on following the guidelines, a norm has emerged.?

The sanctioning of others is easier and more likely when social rela-
tionships are tighter. Small groups and close relationships have the best
potential to maintain existing norms by punishing those who deviate.
Friendships, for instance, sometimes develop their own set of norms. The
friends’ social closeness is tightly connected to upholding these norms. In
families, special norms also emerge although it is more difficult to exclude
someone from the family than from the friendship if he or she deviates.

Close socials nets (either based on family kinship or sympathy) establish
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and maintain group norms more efficiently than they maintain norms
which are also valid outside the group. This is because the people who
deviate and who sanction belong to the same group. Popitz (1980) per-
ceives close social nets as a (small) ‘society’ on their own, differing from
the public. Sanctions which are applied in groups due to norm trespassing
differ from sanctions due to norm violations in general. The sanctioning
of norm violations which could be prosecuted in the public could be done
by everybody but the actual sanctioning is less likely. The prosecution of
norm violations in close social nets could only be done by group members
and is, therefore, more likely.

In a certain sense, norms can be treated as social capital. They make
certain actions easier but they also prohibit some others. Coleman (1990:
311) provides some examples:

A prescriptive norm that constitutes an especially important form of social
capital within a collectivity is the norm that one should forgo self-interests to
act in the interests of the collectivity. A norm of this sort, reinforced by social
support, status, honor, and other rewards, is the social capital which builds
young nations (and which dissipates as they grow older), strengthens families
by leading members to act selflessly in the family’s interest, facilitates the devel-
opment of nascent social movements from a small group of dedicated, inward-
looking, and mutually rewarding persons, and in general leads persons to work
for the public good.

Such norms are mechanisms of social coordination and derive their social
importance from their contribution to solve problems of procurement or
public goods.

The positive character of this mechanism might entice one to consider
its social consequences as unreservedly favourable although it is obvious
that the facilitation of certain actions comes at the expense of restricting
several others. Norms, for instance, that allow women to walk the streets at
night also limit the actions of criminals (Coleman, 1990: 311).? Traditional
rules that tie children to their family even as adults and aim at maintaining
a strictly hierarchical family order may contribute to a family’s stability
and cohesion. But this happens at the expense of their family members’
individuality and freedom.

As there is no norm (associated with social capital) that facilitates certain
actions without restricting others, the social consequences of ‘social capital
norms’ are not positive in any situation. Arguably, the assessment of
actions as good or bad depends on the cultural settings, the political condi-
tions and the social aims. But it seems worthwhile to note that the inherent
ambiguity of norms due to the fact that they allow actions at the expense
of constraining others suggests a ‘dark’ side of social capital as well.

Portes (1998) provides some negative examples of social capital when
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social control becomes too excessive. By these illustrations, the excessively
bonding nature of social capital becomes clear. Referring to Waldinger
(1995), he describes the strong social control processes that immigrants
in their ethnic group are exposed to. The groups might create economic
advantages for their members and generate a feeling of comradeship and
solidarity. But this implicitly restricts relations with non-group members
and limits exchanges with them. Communities or groups, in which social
capital fosters the economic prosperity of their members by reducing
transaction cost, realize their economic and social surplus most often by
effectively enforcing certain group norms. A high degree of social control
is a necessary prerequisite to solve the free-rider problem. The existence of
social control also implies restrictions of individual freedom. For example,
members of rural populations usually know each other personally and are,
therefore, able to build up a strong social network and robust social ties.
Under these conditions, it is easy to implement associations of neighbours
that provide help, for instance, with homework, gardening or security. But
these associations only work at the expense of restriction personal freedom
and choices.*

Tight social networks can be excessively exacting to their members. They
exchange individual freedoms for group care. Traditional families are a
good example (Hofferth et al., 1999) because — according to Rumbaut
(1977: 39) — “family ties bind, but sometimes these bonds constrain rather
than facilitate particular outcomes’. This aspect can be shown in countries
where traditional family roles and systems still exist (as in China or in the
south of Italy). Since tight social networks include demands on and duties
of their members, family membership also implies responsibility for the
wealth of other family members. In China, it is no exception that economi-
cally successful family members ‘support’ less successful ones. This has
not only positive consequences as Portes (1998: 16) explains: ‘Thus, cozy
intergroup relations of the kind found in highly solidarity communities can
give rise to a gigantic free-riding problem, as less diligent members enforce
on the more successful all kinds of demands backed by shared normative
structure.’

Another example of dark social capital appears when communities try to
reduce the individuality of their members (which is more or less an attempt
to bring more homogeneous people together). If, for instance, groups or
solidarity communities compete with other groups, norms might be used
as a tool to standardize and homogenize their members’ behaviour and
attitudes in order to align them with the group aims. A situation of compe-
tition forces a group to ensure that all members hold an attitude of solidar-
ity. It is crucial that the group members believe that only a joint effort will
prevail and that individual efforts are in vain. Portes (1998: 17) puts it this
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way: ‘In these instances, individual success stories undermine group cohe-
sion because the latter is precisely grounded on the alleged impossibility of
such occurrences. The result is downward levelling norms that operate to
keep members of a down-trodden group in place.’

Downward-levelling norms reduce the opportunity of single persons to
reach the group aim and increase the members’ dependence on the group.
These norms apply often in gangs or military units in which the survival
hinges on group solidarity. Even though the homogeneity of their members
is the most crucial aspect, the supporting features of these relationships are
bonding characteristics.

Another example of the harmful consequence of social capital (which is
not explicitly related to norms) is associated with rent-seeking or lobbying
that occurs if people or groups strive for artificial rents without investing
into productive activities. The rent-seeking literature implies that well-
established groups in a democratic system hamper economic and social
prosperity by demanding excessively large shares of national resources
for themselves (Olson, 1984) or by obstructing economic improvements.
For society, the social capital of rent-seeking or lobbying groups leads —
owing to the groups’ goals particularistic character — to the negative social
outcome which are imposed at the expense of the general public.

In all those cases, social capital can be also considered as a public ‘evil’
that does not lead to favourable social outcomes. The main idea inherent in
all examples is the divergence of public norms and special group norms.

In order to analyse some dynamics underlying the processes of special
group norms with negative externalities, corruption norms are further
scrutinized since these provide good examples of ‘dark’ social capital.

Social capital and the social aspects of corruption
Corruption — in its broadest sense usually defined as the abuse of public
positions for private gain (Nye, 1967) — involves several social aspects
which are explained best by a three-actor model (Banfield, 1975). The
‘principal’ assigns (decision) power and resources to the agent. The ‘agent’
abuses his public position for private gain and grants the ‘client’ a benefit
which was made possible by the corrupt deal. Only agent and client need
to be real persons, the principal can also be a person (such as the leader of
a department), but also an authority or department or the state itself. The
agent breaks a rule (given by the principal or by formal law) in order to
pass an illegal benefit to the client. This is how a corrupt deal or exchange
takes place (see Figure 9.1).°

Corruption presupposes the breaking of a (formal or informal) con-
tractual agreement between principal and agent. This contract concedes a
sphere of responsibility and some decision latitude to the agent. The agent
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Figure 9.1 Three-actor model of corruption

takes advantage of this leeway on his and the client’s behalf but without
the principals’ knowledge. Correspondingly, the client pays off the agent
for the abuse of his position.

Within corrupt deals, all sorts of people and groups, such as families,
friends, political parties or institutions, can be favoured. But the actual
exchange always occurs between real people only — between legal people or
organizations corruption is inconceivable. Corruptly behaving people are
aware of the illegality of their exchange and try to be secretive about it. In
most legal systems, corruption is treated as a voluntary act that involves
deliberation. Since corrupt deals must be considered as organized and pre-
meditated, the theoretical analysis of corrupt exchanges should analyse the
decisions of the participants as well. One special characteristic of corrupt
deals is the fact that actors voluntarily take part in the illegal exchange.
In contrast, blackmail denotes a situation when an actor is forced to par-
ticipate in an illegal exchange. The conditions and explanations of such
criminal acts differ from those regarding corruption.

In literature, three characteristics of corruption can be found (which are
used by most of the researchers — see Lambsdorff (2002) for an overview):
a corrupt deal is illegal (and the perpetrators are liable to prosecution), the
deals happen only in privacy® and the agreement cannot be imposed by
bringing this case to court. The latter point suggests that the decision situ-
ation must include certain conditions in order to let the actors consent to
a corrupt offer (Graeff, 2005: 42): if the actors behave rationally (and this
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seems to be a reasonable assumption because corrupt deals occur deliber-
ately and voluntarily), they will only accept or offer a corrupt exchange if
every actor assumes that his partner will accomplish his part of the deal.
This form of reciprocity is a necessary condition for making or accepting
corrupt offers as long as the three mentioned situational circumstances are
valid. The criminal act implies the risk of being sanctioned (Coleman, 1990:
147) and because every actor could expose the corrupt deal (at the expense
of his own prosecution), the deliberate consent to corruption involves the
belief that the corrupt exchange is beneficial to all participants. Evidently,
the corrupt partners must also accept the negative externalities for non-
participants as particularistic interests outweigh universalistic interests
in every corrupt deal (what entails necessarily the emergence of negative
external effects). Therefore, the corrupt deal should occur in private so that
the negative externalities do not become public.

If we focus on the main part of the decision problem — namely, the
‘reciprocity assumption’ (that is, the question: ‘when can I assume that
my partner will accomplish his part of the deal’) — two social mechanisms
providing the subjective certainty about the success of an intended corrupt
deal are conceivable: trust and norms.

Mechanisms of trust apply in situations in which the corrupt actors
have specific knowledge about each other, most often because they have
known each other for a long time or are, at least, acquaintances or even
friends. The reciprocity originates from the same information background
in the same way that the shared knowledge about each other simplifies
the decision to make a corrupt offer. As it is likely that they will deal with
each other again (because of their common ‘history’), sanctions (outside
the corrupt deal) for deviating from the corrupt agreement are possible.
Corrupt exchanges relying on mutual trust can be arranged individually in
accordance with the specific claims of the actors.”

While specific knowledge and trust, accordingly, provide subjective
certainty about the the mutual commitment to a prospective deal, another
social mechanism applies if trust cannot be given owing to a lack of knowl-
edge about the potential corruption partner. Norms are able to regulate
corrupt deals in the absence of trust if those norms clearly define what a
corruptly behaving actor should do. The general knowledge about how
people should behave in certain corruption situations implies the reciproc-
ity between actors if the situation actually happens. By this, a norm directs
the illegal exchanges by suggesting what is ‘normal’ in such a situation.®

Preconditions, characteristics and implications of corruption norms
There are several examples of norms that foster corruption by implying
the reciprocity between the agent and the client. They all accomplish
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this by setting a behaviour frame in advance that involves social ties or
obligations.

Among them, the Chinese guanxi networks have been broadly discussed
in literature (Schweitzer, 2005). The term guanxi means certain forms
of obligations between members of a network (Fan, 2002) which were
important — in medieval China — to stabilize social and public relations
and to secure economic exchanges (Schramm and Taube, 2005: 183). With
the strengthening of the formal legal system in modern times, these very
important and widespread networks get in the way of legal processing.
This is because the network or group norms often clash with the laws. This
leads to a competition between two norm systems or, as Schramm and
Taube (2005: 192) put it: ‘The same transaction that would be regarded as
“corrupt” from the perspective of a universalistic system of order might
constitute norm-conforming behaviour when seen from the perspective of
a personalistic-bound ordering system like a guanxi network.’

In the modern understanding of the term, corruption always presup-
poses the distinction between the public and private role of the agent
(Rose-Ackerman, 1999: 91). Depending on a society’s level of functional
differentiation, corruption becomes very likely if this distinction is blurred.
This effect is aggravated by traditions which foster a personal mutual
exchange. For example, in some African countries, gifts are an adequate
feedback for services received, even if this service was provided by a public
official in his line of duty. Formal agent—client relationships are perceived
as queer and unnatural. In such a situation, bribes and gifts are hardly
distinguishable. In general, it differs from country to country how public
officials are perceived formally. The more the role might be interpreted as
allowing informal exchanges (for example, the acceptance of gifts is prob-
able), the more likely is the abuse of this public position.

Because corruption norms are closely tied to traditional attitudes and
rules, they are the outcome of a learning process only. The traditional
aspects ensure that they are frequently refreshed by regular repetition.
They are not part of the biological endowment of a society, although they
are deeply ingrained in the society’s fabric.

Corruption norms do not emerge due to a lack of legal order. On the
contrary, they arise because of existing legal norms or laws which — most
probably — lead to a negative external effect.” Exact guidelines or laws
can become grounds for planning agent—client matters beside the legal
proceedings.

Corruption norms depend on cultural settings and differ among civi-
lizations. This refers to the fact that what is perceived as an appropriate
social private and public behaviour is the result of a social appraisal. In an
extreme case, there is ambivalence about the assessment of corrupt deeds
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and deals due to insecurity about which norms are actually valid and legal
(Blankenburg et al., 1999: 929). According to Schweitzer (2002), the assess-
ment of actions as legal or illegal is only of secondary importance: whether a
normis valid or not depends on the political assessment, not on statutory law
and is, therefore, a consequence of the distribution of power in a society.

The ambiguity of half-legal actions (subsuming herein also the blurred
corruption deals) is only prevented by establishing one binding and reliable
norm.

Usually, these processes in which contrasting norms are adjusted are
triggered by public scandals (Tumber and Waisbord, 2004). Scandals rip
the masks off the agents’ faces that render them impersonal (Moodie, 1980)
— scandals bring the accusation down to a personal level which is mostly
feared by corrupt actors. The media play an important role in this norm
adjustment process when they become an amplifier for different opinions.
Because there are usually different views about what is right and wrong
among the public, the mediating process of scandals by the media is not a
very effective one.

As a social mechanism, corruption norms generate a social scope for
actors who want to act in their own particular interest at the expense of
universalistic interests. If these norms belong to traditional aspects of the
society, the corrupt actions derived are mostly illegal but seldom illegiti-
mate. Even in modern societies legal ‘loopholes’ exist which give actors an
opportunity to harmonize particularistic and universalistic interests via
corrupt exchanges (Smelser, 1971). In this situation, corruption norms
serve as a social ‘tool’ to bring individual and public interests into accord-
ance with each other. As part of the public system of norms, corruption
norms allow actors to strive for their very own interest at the expense of the
public. This begs the political question: to what degree is a society willing to
accept this ‘harmonization’ given the evident disadvantages? If corruption
norms are prevalent in a society a situation of ‘systemic corruption’ occurs
in which politicians are among the beneficiaries and have very little inter-
est to change the situation. ‘Systemic corruption’ occurs in those societies
which are unable to solve conflicts in their normative systems (Schweitzer,
2002). If universalistic norms do not prevail over particularistic ones,
people cannot be prevented from realizing their private gain at the expense
of society as a whole. As mentioned before, solidarity groups (Popitz, 1980:
89) expand the opportunity to sanction behaviour deviating from inner
group norms and make consequently the occurrence of corruption norms
(contradicting existing norms) more likely.

The most crucial point about the characteristics of corruption norms is
its necessary competition with existing legal norms. Corruption norms only
exist in the shadow of public rules and regulations. They are dark social
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Table 9.1 Preconditions, characteristics, and consequences of corruption

norms
Preconditions for the Traditions implying a low degree of differentiation
emergence of corruption between the private and public roles
norms Weakness of legal enforcement/strongly sanctioning
group norm violations
(Strong) existing legal guidelines or laws
Norm ambiguity
Characteristics of Facilitating actions for group members in violation
corruption norms of universalistic rules
Contradicting legal norms
Consequences of More corruption becomes more likely because
corruption norms the corrupt exchange no longer relies on a specific

corruption partner

Inefficient administration entailing a special
relationship between politicians/public officials and
citizens

capital in the way that they facilitate the actions of group members at the
expense of universalistic statutes.

The existence of this dark social capital entails a special relationship
between politics or the employees of the public administration and the
citizens: namely, that formal aspects have become secondary and that
administrative processing depends on the arbitrariness of people who use
this social capital in their own interest.

The main issues about the features of corruption norms are summarized
in Table 9.1.

Measuring corruption norms: an illustration
To measure corruption norms we can take advantage of the fact that they
contradict existing norms. A strong attitude implying that particularistic
interests are clearly favoured over universalistic ones might work as an
indicator for the susceptibility of corrupt deals. Unfortunately, the empiri-
cal analysis is limited by a restriction: a direct measure for the divergence
of legal and specific group norms is not available. One might manage this
problem with the application of personal issues depicting ‘strong’ attitudes.
In this sense, all types of issues with a clear particularistic character might
apply as indicator for potential norm conflicts. The particularistic effect
might be increased if the issue involves emotional content.

In every society, families are groups with the highest degree of intimacy
and trust. The relationship between parents and children in modern society
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is (from the parents’ point of view) less important owing to functionalistic
reasons (such as a provision for old age) but valuable owing to emotional
connections. It seems reasonable to suppose that norms referring to this
private space might easily get in the way of universalistic rules.

In order to test this hypothesis, one could refer to the World Values
Survey measures of ‘family norms’. Among the variety of items which
could be used, the item ‘norm of respect for parents’ seems to be a suit-
able one in order to depict a strong particularistic norm. This item reads:
‘Regardless of what the qualities and faults of one’s parents are, one must
always love and respect them.’

The variable ‘respect for parents’ depicts the situation when family
values do not depend on actual events or experiences, for example, the
assessment of the parents is not oriented to universalistic values of the
society.!” The right to have their own assessments of their parents is not
held by the children. This norm has a clear particularistic character. It does
not have to jeopardize universalistic norms per se but it has the potential
to do so.

In order to examine the impact of these variables in a multivariate
model, two control variables were used. These turned out to be the strong-
est determinants of corruption (Treisman, 2000; Paldam, 2002; Uslaner,
2005; Paldam and Svendsen, 2006): the level of economic development and
generalized trust. If this particularistic norm contributes to the explanation
of corruption in a multivariate model, it should exert a significant effect
on corruption even when the control variables are also considered in the
model.

In order to test the proposed hypothesis, aggregated country for 61
nations are used, referring to the time period of the fourth wave of the
World Value Survey (2001-03). The dependent variable is the Corruption
Perception Index (CPI) published by Transparency International Berlin.

The CPI is the compilation of different survey data. It measures corrup-
tion from O (highest degree of corruption) to 10 (no corruption). To make
results easier to interpret, for this analysis the scale is inverted so that high
CPI scores indicate a high level of corruption. The measurement of per-
ceived corruption includes assessments of the extent of illegal behaviour in
a country in general.

The multivariate model yields this result:!

Inverted CPI = 6.62" Intercept + 0.04* Norm of respect
— 0.02"9 Trust — 1.53" Ln GDP pc

One asterisk in parentheses behind the regression coefficients denote the
10 per cent significance level (one tailed, estimated with White-corrected
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standard errors). Two asterisks indicate the 5 per cent significance level,
accordingly. The model explains 75 per cent of the total variance.

Leaving the intercept out of interpretation, the other variables perform
as theoretically expected. The stronger the norms of respect in a country,
the higher the corruption level will be, which is indicated by the positive
sign. This effect is significant on the 5 per cent level. Higher degrees of gen-
eralized trust and economic wealth curb corruption. These effects are also
significant on the 5 per cent level.

These results can be cross-validated with smaller samples from earlier
waves of the World Value Survey. The corruption increasing influence of
the norm of respect always turns out to be significant, even controlled for
the strongest determinants of corruption.

To test for potential influences of endogeneity, a two stages least squares
(TSLS) regression was applied with the lagged variables of generalized
trust (derived from earlier World Value Survey waves) and economic
wealth as instruments. Since norms which are not directly associated with
the moral assessment of non-family members are not affected by changes
in the corruption level of a country, they can be treated as exogenous.

The TSLS estimation affirms the former results. The size of the z-values
and the coefficients are more moderate but still significant with the sign in
the expected direction.

These results show that particularistic norms add to the explanation of
corruption, even when the strongest determinants are simultaneously con-
sidered. Corruption norms are antagonistic to the positive consequences of
generalized trust and increases in wealth. This fits the theoretical expecta-
tions but also points to the fact that the negative consequences of social
capital deserve a place in theory and empirics.

Conclusion

The danger of corruption norms lies in the fact that they provide the
general knowledge about consenting to a corrupt offer regardless of the
characteristics of the corruption partner. If norms drive the corrupt behav-
iour the partners are fungible. If trust is the source of the corrupt deal, the
specific partner is not fungible. This difference points to theoretical expan-
sion of social capital theory. Coleman (1990) suggests that social capital
is not fungible, but this is not true if corruption norms are considered as
mechanisms which facilitate achieving goals that are not attainable oth-
erwise! There seems to be a difference between the implications of social
capital which has, in sum, more positive social consequences (such as
norms that prevent crimes) and social capital which must be considered
as ‘un-social’ because of its inherent emphasis of particularistic elements.
The latter property exists in conjunction with its bonding social capital
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features. Even when bonding social capital is defined by its social cohesion,
this property can only exist if others are excluded. The exclusion is not a
sufficient criterion for the occurrence of bonding social capital but it stands
as a necessary one.

Established corruption norms suggest that corruption has become the
normal state in a society. In return, the actual state of a society sets the
frame of the people’s expectation about how life will be. Here seems to be
another difference to social capital theory which focuses on the positive
consequences only: ‘positive norms’ are considered to be weak and fragile
forms of social capital. But corruption norms which imply reciprocity
between strangers can be stable forms of (negative) social capital when they
(subjectively) affirm illegal events that tie their perpetrators together.

Corruption norms are the result of learning processes. This implies that
already learned habits are generalized to similar situations. Fisman and
Miguel (2006) demonstrate this effect in their study. Diplomats from high
corruption countries who enjoy zero legal enforcement for parking viola-
tions (owing to their diplomatic immunity) commit significantly more
parking violations than diplomats from countries with lower levels of cor-
ruption. Although this does not depict a corruption norm in terms of an
agent—client relationship, it clearly shows that norms — as clues for actions
in unknown settings or in dealing with strangers — are deeply internalized
and will be transferred to other situations/countries as well. According to
Durkheim (1925), the family is the first and most important institution
leading a child’s effort to become a member who fits in society. Families are
the fundamental basis of society. But they are also the breeding ground for
the particularistic tendencies which are responsible for the clash of norms
that lead to corruption. The role of the family for the explanation of illegal
transactions has been regarded often in literature. Ben-Porath (1980)
emphasizes the importance of the identity of persons in order to establish
exchange relationships with low transaction costs. The same happens in
ongoing corrupt exchanges in which the actors decrease their transaction
cost by generating mutual trust. On an aggregate level of society, these
reductions of transaction cost can be achieved by norms, although certain
transaction cost for the corrupt actors still remain.

If one wants to derive policy recommendations for tackling problems of
corruption due to ‘dark’ social capital, at least two aspects can be focused
on (see Table 9.2). As the exclusion of others is a distinctive feature of
corrupt transaction, making administrative processes transparent seems to
be more auspicious than simple monitoring measures. Because the problem
lies in the social bonds not in the (incompleteness of) working contracts,
the relevant aspects leading to corrupt transactions can only be moni-
tored to a certain degree. Working in groups might also help to overcome
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Table 9.2  Some features of ‘dark’ social capital and policy
recommendations for combating corruption

Feature of ‘dark’ social capital Policy recommendations

Exclusion of others Transparent processing, not (only)
monitoring
Working in groups
Learning/generalization of norms Development of non-corrupt codes of
practice
Providing incentives for obeying the
rules
(Providing information about the
usefulness of these codes)

particularistic tendencies created to exclude other people. It is, however,
not a magic bullet, as — even larger groups — tend to create their own rules
and norms pretty fast.

People adapt to given situations, for example, working conditions.
In other words, they learn how to manage difficulties or they pick up
already established habits in organizations and firms. The fact that cor-
ruption norms are the product of a learning process is both a good and
a bad message. On the one hand, it implies that people can get ‘spoiled’
by the organizations and firms they are working with. It also implies that
they generalize their experiences to other institutions or companies if they
change their place of employment. On the other hand, people might also
pick up non-corrupt codes of practice if generally offered by the organiza-
tion. For this, favourable ways of working and codes of conduct have to
become explicit. If possible, these aspects should be part of the organiza-
tions overall concept. Because these ‘good practices’ should be clear for all,
it might be advisable to offer incentives for meeting these commitments.
Rewarding desired behaviour seems to be more useful than punishing
deviations. As this ‘positive’ strategy to maintain certain practices should
be deliberately reflected, it could also be of advantage to provide informa-
tion about the overall usefulness of these practices.

It is contrary to every corrupt deal if information becomes known about
it. Publicizing aspects of corruption norms is not only a good way for
organizations to take action against it. The renewed interest in the con-
sequences of corruption norms (at this point in time mostly documented
by working papers, such as Lazzarini et al., 2005, Sandholtz and Gray,
2003, and Fisman and Miguel, 2006) should be considered in the frame-
work of social capital theory. The reference to this framework ensures
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not only the existence of a common theoretical basis; it also adds to the
theoretical development of this theory by enhancing the heuristic value of
this concept.

Notes

1.

If corrupt transactions are considered, social capital is fungible with respect to specific
actions. This is true if actors work as mediators for initiating or facilitating corrupt deals
(Graeff, 2005: 56).

If corruption is considered, it is often the case that public officials create opportunities to
earn some extra money. If their behaviour has a norm status, red tape and administra-
tive obstacles are used as reasons to offer corrupt or exploitative administrative short
cuts. Thus, norms occur both by intention and by regular practice.

A normative argumentation would here deviate from a scientific one. Most people —
even criminals themselves — would prefer living conditions in a society in which norms
prohibit the occurrence of crimes. In most cases, it seems evident what should be forbid-
den by norms, rendering people that trespass these rules as bad persons. From this point
of view, crimes are bad and offenders must be punished. Owing to the variety of possible
perceptions of norms and rules and owing to the lack of objective criteria for favouring
one norm or rule over all others, a scientific argumentation would refrain from treat-
ing norms as good or bad. Scientifically, it is, however, of interest to understand the
mechanisms of how norms work regardless of their social appraisal. Then, one might
make suggestions to restrain or promote the occurrence of norms in pursuit of certain
political aims (that are no inherent part of the scientific perspective). These suggestions
are the results of knowledge about norm mechanisms, not just the corollary of labelling
anorm as good or bad.

The dilemma those communities face is one of the most fundamental problems that
social sciences have ever tackled. Simmel (1995) discussed this problem already in 1903.
He voiced his opinion for individual freedom and individual responsibility. Social
capital approaches nowadays, however, tend to give priority to the benefits of solidarity
groups.

Particularly when it comes to a journalistic understanding of corruption, the extent of
meaning of this term also includes criminal behaviour of public officials which does not
involve the participation of other people. In this sense, social aspects of corruption are
rescinded. As a scientific term, this understanding bears the disadvantage that every
crime by public officials must be labelled as corruption. Although the term ‘corruption’
is open to all sorts of interpretation, I use it — in line with the scientific literature — to
denote an informal agreement between an actor in a public position and his client.
The participants of this corrupt deal voluntarily consent to it and both benefit from it.
Because the corrupt deal is advantageous for all participants, it is not to be confused
with crimes like blackmailing or exploitation.

This point seems to be a bit troublesome when corruption norms are considered. Norms
imply that other people have knowledge about the applicability of corrupt exchanges.
The knowledge about the possibility of corruption seems not to be limited to the private
sphere of the actors. To solve the problem, one has to distinguish between the knowledge
about a corrupt deal and the deal itself. Because the corrupt actors can be prosecuted
they have a vested interest that their exchange does not happen in public. From a socio-
logical point of view, their interest for a private exchange results from the fact that their
behaviour contradicts an existing norm.

In corrupt exchanges, knowledge is a major reason for the emergence of trust. It is,
however, not the only one. For a more elaborate discussion about the conditions and
the effects of trust in corrupt relationships, see Graeff (2005).

At first sight, both trust and norms seem to be able to contribute to the subjective cer-
tainty simultaneously. This idea only makes sense if one assumes that general knowl-
edge about a transaction has equal value for the decision about a corrupt deal as does
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specific knowledge. In practice, specific knowledge about a transaction partner usually
crowds out general knowledge insofar as it allows for organizing the corrupt exchange
in accordance with the needs and wishes of the transaction partner. Specific knowledge
provides certainty about a deal with a specific person. General knowledge in the form
of norms provides certainty regardless of a specific transaction partner.

On the one hand, a long-term corruption exchange might be initiated by norms. But if
the reciprocity is not challenged during the exchange, specific knowledge about the trust-
worthiness of the specific transaction partner becomes available. And a higher degree
of trust is achieved the longer and the more beneficially the transaction lasts (Husted,
1994: 21). Then, general knowledge about how to behave in corruption situations is
no longer necessary. Since specific knowledge is a positive function of the frequency of
corrupt deals, general knowledge must be substituted by specific knowledge if a corrupt
transaction (or legal transactions with the same partner as well) continue to happen.

On the other hand, a corrupt exchange with corruption partners who do not know
each other cannot be explained by trust. As trust is a function of frequent transactions,
it can not be taken as an initiating factor for corrupt deals between strangers.

9. Informal mechanisms which apply in case of a lack of public order are connected to the
emergence of protection groups like neighbourhood watch or — in the case of a more
general breakdown of public protection — Mafia systems (Gambetta, 1993).

10 There are other variables which measure family norms and which could be used to
contrast to universalistic norms such as ‘the importance of family’ or ‘the importance
of friends’. In a bivariate correlation analysis, it turns out that the ‘norm of respect for
parents’ is significantly negative associated with ‘the importance of friends’ and sig-
nificantly positive correlated with ‘the importance of family’. The negative correlation
between the norm variable and the importance of friends suggests a trade-off between
family and friends. The negative correlations with non family variables connote an
inward orientation of the norm of respect variable. With reference to the other control
variables, high respect for parents is connected with a low level of trust and wealth.
The same inward orientation can be found in the correlations between the importance
of families and the trust variable although they do not turn out to be significant. The
‘importance of family’ variable seems to be fairly unconnected to non-family variables
in general. The opposite effect — a more outward-oriented attitude — can be found in the
correlations between importance of friends and the trust variable.

11. Data for Generalized Trust and the Norm of Respect Variable are taken from the WVS
2001-2003. The GDP pc data (PPP) were taken from the World Indicator CD-Rom
2005. Data for CPI and GDP pc were averaged over 2001 to 2003.
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10 Social capital in East-Central Europe*
Natalia Letki

Introduction

Transformation in East-Central Europe (ECE) is now almost 18 years old.
It has been an unprecedented event, due to its unexpectedness, but also its
complexity. One of the key questions asked about the direction of changes
in the post-communist states has been whether the transformation process
was one of the ECE states simply ‘catching up’ with the mature Western
democracies, or whether historical, cultural and political heritage created
specific circumstances which would lead to different mechanisms than
those observed in stable Western democracies. The former — ‘moderniza-
tion’ — approach seemed to have prevailed, as almost all theories created on
the basis of observation of mature democracies were being applied to ECE,
with varying degrees of sensitivity. Social capital was among them.

When the concept of social capital swept the academic world in the early
1990s, it became popular in the new post-communist democracies of East-
Central Europe as well. In many ways, it was a continuation of an already
decade-long discussion of the importance of civil society for the quality of
politics and economics. The concept of social capital, and social trust in
particular, has been present in the research on post-communist transfor-
mation since. However, while the causes and consequences of trust and
associational activism have been thoroughly examined in the stable context
of Western democracies, the research on new democracies is rather more
patchy. Research and recommendations from the leading social capital
scholars point to the importance of building civic activism and interper-
sonal trust in transition, but at the same time there is a growing body of
evidence pointing to the specificity of the post-communist context which
needs to be taken into account when examining social capital.

This chapter attempts not only to review the existing literature on social
capital in East-Central Europe, but also to ask some questions that have
not been asked before. The key points discussed will refer to the following
two issues: (1) the main dimensions of social capital in post-communist
countries, and links between them, and (2) the relationship between social
capital and the quality of democracy. The chapter also assesses levels of
bridging social capital in the post-communist countries — the first analysis
of this kind. Some of the questions asked in this chapter relate to the spe-
cificity of the post-communist context, but others refer to the issue of social
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capital more generally. In the latter case, the context of social, political and
economic transformation that has been taking place in East-Central Europe
since 1989 is a unique and useful background for attempts aimed at disen-
tangling processes that are difficult to pin down in stable democracies.

The next section discusses the key dimensions of social capital: formal
and informal networks and social trust, and their manifestations in the
post-communist states of ECE. In particular, it tries to highlight that the
balance and dependencies between these three dimensions is different in
the post-communist countries than in established democracies. It later
discusses bridging social capital on the example of ethnic relations. The
section after that assesses the relevance of social capital for the develop-
ment and quality of democracy in ECE, again stressing the specificity of the
regimes in transition from communism to democracy. All these considera-
tions are summarized in the ‘Conclusions’ section.

Dimensions of social capital in East-Central Europe

Theoretical definition of social capital refers to formal and informal net-
works and connections among people, that can be used for their individual
and collective benefit (Putnam, 1996). It also encompasses norms of trust
and reciprocity. The empirical definition is usually much more restricted,
as it is constrained by the existing empirical indicators, falling into the
above-mentioned attitudinal (trust and reciprocity) and behavioural (net-
works and participation) categories. Following Putnam’s book on insti-
tutional performance of Italian regions (Putnam, 1993), it has become
customary to use indicators referring to interpersonal trust/trust in other
people and membership in voluntary associations as the key dimensions
of social capital. Of course, informal networks and sociability have not
been denied significance in fostering the creation of interpersonal trust, but
they are more difficult to capture and analyse, especially in a cross-national
context, therefore they are less frequently present in empirical research on
social capital. So, since questions on ‘trust in others’ and membership in
voluntary associations are readily available, they have become the most
popular indicators of social capital, also in ECE.

Formal networks: civic associations

Civic engagement in East-Central Europe became the focus of scholarly
interest long before the fall of the Berlin Wall. Dissident activities and inde-
pendence movements formed in numerous European communist countries
in the 1970s and 1980s stimulated emergence of interest in what was called
‘the rebirth of civil society’. The events of the late 1980s and early 1990s
confirmed the importance of voluntary civic activism for the existence and
quality of democracy.
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However, some scholars distinguish between civic activism constituting
a leverage or counterbalance to the state (‘“civil society II’), as under com-
munism in ECE, and civic activism being an ancillary to the democratic
state, as in the democratic tradition of Alexis de Tocqueville, Adam Smith
or Adam Ferguson (‘civil society I’) (Foley and Edwards, 1996). Foley and
Edwards feared that the tradition of civic opposition to the state (‘civil
society I1I’) may become a serious burden for the new democracies of East-
Central Europe. However, once the democratic structures and provisions,
such as freedom of speech, freedom of opinion or association, which are
necessary for the existence of the ‘civil society I’, have been created, citizens
started forming and joining groups and associations that are remarkably
similar to those found in established Western democracies. Nevertheless,
the sphere of civic activism in ECE remained in the focus of academic
attention, and this interest can also be linked to the rise of the popularity of
social capital concept, and its implications for democratizing countries.

It was soon noticed that after the initial wave of enthusiasm, citizens’
interest in voluntary activism weakened: almost all ECE countries wit-
nessed a significant decline in the association membership rates between
the early and late 1990s (Barnes, 2006). Howard has conducted the most
extensive and detailed analysis of formal civic activism in post-communist
Europe, comparing it also with other post-authoritarian societies and ‘older
democracies’ (Howard, 2002). His diagnosis points to the noticeable weak-
ness of civic engagement, even in comparison with other new democracies:
‘post-communist citizens have significantly and consistently lower levels
of membership and participation than citizens of most other democratic
countries, particularly when compared to citizens of post-authoritarian
countries that have similar levels of economic development and political
rights and civil liberties’ (Howard, 2002: 147). Comparing levels of mem-
bership across three groups of countries, he found that the average number
of memberships per person in ‘older democracies’ (for example, US,
Australia, Sweden or Finland) is a 2.39, in post-authoritarian democracies
(for example, South Africa, South Korea or Chile) this number is 1.82,
while in the post-communist democracies of ECE it is a low 0.91 (Howard,
2002: 80). There are various possible reasons for such low levels of civic
engagement: some authors mention general ‘post-communist’ distrust of
formal organizations of any kind, others refer to the fact that ‘organiza-
tions that evolve from the grassroots take time to grow’ (Gibson, 2001: 66,
see also Dowley and Silver, 2002; Howard, 2002; Barnes, 2006). However,
Howard disagreed with the negative scenarios picturing a weak civil society
as the key hindrance to the process of democratization. Instead, he per-
ceives it as a ‘distinctive element of post-communist democracy, a pattern
that may well persist throughout the region for at least several decades’
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(Howard, 2002: 150). His intuition is confirmed by research by Dowley and
Silver, who have found no relationship between the level of associational
membership and various dimensions of democracy across 20 post-commu-
nist states in the mid-1990s (2002; see also Evans and Letki, 2006).

Besides being not very strong in terms of number of members, at the indi-
vidual level voluntary associations in ECE seem to be working in a similar
way to that which has been found in established democracies. Similarly to
what has been identified in the West, not all associations are alike (Stolle
and Rochon, 2001). Letki has found that in post-communist Europe there
exist three dimensions of associational membership: (1) community associ-
ations (for example, farmer associations, church groups, local groups and
ethnic organizations), (2) professional/ lifestyle organizations (professional
and business associations and sports clubs) and (3) labour organizations
(trade unions and factory committees), where the labour organizations are
by far the most popular type, owing to a legacy of high unionization under
the communist regime (Letki, 2004, see also Evans and Letki, 2006). Their
role as ‘schools of democracy’, that is, organizations socializing citizens
into the habit of participation in politics, varies across the three types:
the positive effect of membership in community associations on political
participation is twice as strong as the effect of membership in any of the
other two types. However, all three types are politically relevant. This
finding shows that people ‘specialize’ in particular types of voluntary activ-
ism, with those holding multiple memberships choosing associations of a
similar type. The ‘socializing” effect of voluntary association membership
has also been demonstrated by Bernhagen and Marsh in their analysis of
unconventional (protest) political participation in post-communist Europe
(Bernhagen and Marsh, 2007).

Norms: social trust

Expectations about the dramatically low levels of social capital in post-
communist Europe extended beyond civic activism and civil society to
what is considered their by-product, yet lies at the heart of the concept of
social capital: norms of social trust and reciprocity. It was proclaimed that
post-communist societies will suffer from a serious deficiency of interper-
sonal trust owing to low levels of citizens’ interactions, but also as a result
of the experience of totalitarianism and authoritarianism:

only in democracies is trust a rational gamble. When the heavy hand of the state
looms over society, it makes little sense to put too much faith in most other
people . . . In totalitarian societies, it makes little sense to trust anyone but your
family and your closest friends. In authoritarian societies, you might trust a
somewhat larger circle. But only in democracies — and not even all of them — will
you give trust to strangers (Uslaner, 1999: 141).!
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Research comparing levels of interpersonal trust in ECE with established
Western democracies suggests that, indeed, post-communist countries are,
on average, ‘trust poor’. At the same time, comparisons of proportions of
respondents who believe that ‘most people can be trusted’ in various coun-
tries do not produce as clear-cut results as expected. Some post-communist
states have similar or higher levels of social trust than established democra-
cies, such as France, Belgium or Austria (Inglehart, 1997; Gibson, 2001).
Contrary to the expectations of the social capital theory, not only did new
ECE democracies emerge from the period of communism with some (rather
than none) ‘stocks of social trust’, but also it appears that these stocks of
social trust have been depleted as a result of the democratization process.
Rose-Ackerman suggests that the inefficiency of the communist system
generated strong and reliable networks of trust and reciprocity, which were
the key resource used to cope with everyday life. “This sense of community
has been broken up by the move to the market and to democracy leading
to a loss of trust and to an increase in opportunism’ (Rose-Ackerman,
2001: 415, see also Letki and Evans, 2005). Such extensive networks of trust
and reciprocity, reaching beyond the close circle of immediate family and
friends, and their practical uses, have also been discussed by Aberg and
Sandberg. They see such non-kin networks not only as a means of securing
basic economic goods and social influence, but also as an important source
of trust and norms of cooperation (Aberg and Sandberg, 2003). The impor-
tance of these networks for survival under conditions of economic scarcity,
but also for creating horizontal links between people who would otherwise
have little in common, has been empirically researched on the example of
Russia by Rose and Ledeneva (Ledeneva, 1998; Rose, 2000, 2001).

Informal networks: friendship
Informal networks complement associational membership as a behav-
ioural dimension of social capital that is responsible for creating norms of
trust and reciprocity (Putnam, 2000). However, despite the expected weak-
ness of civic associations in post-communist countries, research into social
capital has not been extended to dimensions that would have been more
relevant, due to the reasons described above, in the context of East-Central
Europe. Therefore, there exists only very limited information about the
extent and functions of informal sociability and links with friends, neigh-
bours and colleagues in post-communist democracies. Below, I reconstruct
existing research on this topic, and supplement it with the discussion of the
bridging and bonding functions of friendship networks.

Conversation networks are often used as a measure of friendship net-
works. Asking individuals whether and how often they talk to each other
and who their conversation partners are allows one not only to assess the
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extensiveness of a personal communication network, but also their type.
For example, it is possible to detect whether individuals limit themselves to
the company of their family, or whether they extend their contacts beyond
family, to friends, neighbours and work colleagues. It is also possible to
describe whether those non-family conversation partners are similar to
or different from the respondent in terms of ethnicity, religion or social
class. The former distinction refers directly to the notion of strong (family
based) versus weak (beyond family) ties (Granovetter, 1973). The latter
is tapping into the recently introduced distinction between bridging and
bonding social capital, where bridging ties link individuals of different
groups, while bonding social capital bonds individuals within their par-
ticular group. In short, ‘bonding social capital brings together people who
are like one another in important aspects (ethnicity, age, gender, social
class, and so on), whereas bridging social capital refers to social networks
that bring together people who are unlike one another’ (Putnam, 2002:
11). While a certain degree of both types of social capital is necessary for
social groups to form and interact with each other, bonding social capital
emerges ‘naturally’ owing to people’s preferences for socializing with those
who are like them (McPherson et al., 2001), and it may result in reinforc-
ing social divisions along racial, religious and class lines, thus undermining
social cohesion. Bridging capital is more likely to have positive political
and economic outcomes, but is more difficult to generate (Woolcock, 1998;
Woolcock and Naryan, 2000).

There are several studies of informal networks in the post-communist
states, and they all focus on the type, density and political relevance of con-
versation networks, stressing the distinction between ‘strong’ and ‘weak’
ties, defined as, respectively, contacts within and outside of family. Gibson’s
analysis of the extensiveness of conversation networks in post-communist
Russia shows that in the beginning of the transition period over 75 per cent
of Russians who reported being involved in conversation networks relied at
least partly on weak ties, but that number decreased to around 60 per cent
in 1995 (Gibson, 2001). At the same time, he discovered that conversation
networks in Russia have high political capacity and are used to disseminate
political ideas. Therefore, their weakening, in the context of underdevel-
oped associational activism, means a decline of the major channels of politi-
cal communication available to the general public.

The political relevance of informal networks in ECE has also been
observed by Igli , who compared the density and extensiveness of conversa-
tion networks in Serbia and Slovenia in the mid-1980s. Igli concluded that
the type of personal networks that existed prior to the breakdown of com-
munism was of a crucial importance for citizens’ later patterns of political
mobilization (Igli, 2003). Flap and Voélker discussed informal friendship
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ties functioning as a leverage to the oppressive state in communist East
Germany, and analysed their properties and social and political relevance
in the post-communist period (Flap and Volker, 2003). Each of these
studies points to the importance of friendship networks for social, political
and economic life during the transition period. Also Pichler and Wallace
(2007) concluded that citizens of East-Central Europe rely on weak ties
much more often than people living in other European regions. Finally,
using in-depth interviews conducted in several post-communist countries,
Howard suggested that ‘these active private networks are to some extent
an alternative to, or a substitute for, the social ties that many people in
non-post-communist societies typically acquire through voluntary organi-
sations’ (Howard, 2002: 153).

Bridging ties

While these studies distinguish between ‘strong’ and ‘weak’ types of net-
works, and discuss the functionality of ‘weak’ ties in the post-communist
transition, they do not look at whether these ties are of a bridging or
bonding type.? Ethnic divisions have been frequently discussed as an
example of bridging vs. bonding social capital outside the ECE context,
and although this distinction so far has not been applied to ethnic issues
in post-communist countries, the salience of ethnic divisions in ECE has
been noticed and widely discussed. For example, there exists literature on
ethnic polarisation (for example, in respect to the experience of democ-
racy or minorities’ rights) or ethnic identity in post-communist societies
(Brady and Kaplan, 2000; Evans and Lipsmeyer, 2001; Evans and Need,
2002), which provides indirect evidence for the scarcity of bridging social
capital in some post-communist states. In particular, countries with one
predominant minority group, such as Estonia, demonstrate a high degree
of polarisation and very low levels of interactions across ethnic lines. The
results of these studies also suggest that it is the majority/minority status
that is the key social division, not ethnic group membership per se. This
makes the ethnic majority/minority divide a suitable example of studying
the presence of bridging social capital in East-Central Europe.

In the survey conducted in 1993° respondents (‘egos’) were asked to
describe two people (‘alters’) who they talk to about politics most often,
indicate ethnic and social background of these alters, as well as the relation-
ship between the ego and the alters. Respondents could thus describe their
kin and non-kin social ties.* While this question asked specifically about
political conversation networks, recent research shows that such political
networks and personal friendship networks largely overlap, which justifies
using this survey item as a measure of the respondents’ personal friendship
networks (Klofstad et al., 2006). The proportions of respondents who,
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while discussing politics, rely at least partly on ‘weak’/non-kin ties (that is,
have at least one conversation partner from outside of the family circle)
are similar across countries, as they vary only from around 87 per cent in
Poland and the Czech and Slovak Republics to 91 per cent in Belarus.’
Both representatives of the dominant and minority ethnic background
were present in the sample.

Since our interest is in the presence of bridging ties, that is, those linking
egos and alters from different ethnic backgrounds, we focus on egos from
a majority ethnic background mentioning at least one alter of a minority
ethnic status, and vice versa. However, countries vary significantly in terms
of the size of their ethnic minorities (from just over 2 per cent in Poland to
as much as 36 per cent in Estonia), making direct comparisons of frequency
of such ‘bridging’ contacts impossible. Therefore, Figure 10.1 presents the
difference between levels of bridging contacts among ethnic majorities
and minorities in particular countries and the random probability of such
contacts.® To control for the fact that ethnic background may influence the
propensity of talking about politics in general, and determine likelihood
of relying on weak versus strong ties, only respondents who talk about
politics and have weak ties are taken into account in the analysis.

If people were choosing their conversation partners randomly, and not
based on their ethnicity, the occurrence of ‘bridging’ contacts would equal
their random probability. As Figure 10.1 shows, in all cases but one, the
occurrence of bridging contacts is significantly lower than their random
probability, that is, bonding contacts dominate in conversation networks.
For example, in the Ukraine, the frequency of egos of a majority status
having an alter of a minority status is 46.6 per cent lower than the random
probability of such relationships, while in the case of Ukrainian minorities
this divergence is even larger, at 62.2 per cent. Only in Poland do ethnic
majority respondents report having at least one ethnic minority conversa-
tion partner at a level which is close to the level of random probability of
such contacts, and there is no country where the frequency of such bridg-
ing contacts would be significantly higher than their random probability.
Comparison across countries reveals, that with the exception of Estonia,
the Czech Republic and Bulgaria, ethnic majorities form bridging ties
slightly more often than ethnic minorities.

Although the discriminating effect is generally weaker among ethnic
majority respondents, two countries stand out as particularly divided:
Estonia and Bulgaria. In Bulgaria, ethnic majority egos list an ethnic
minority alter 95.9 per cent less often than would result from random prob-
ability, while in Estonia both ethnic majority and minority egos name an
alter from an opposite ethnic background between 88 and 90 per cent less
often than if they were choosing their friends randomly, not discriminating
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on the basis of ethnicity. These results suggest that in Bulgaria and Estonia
ethnic groups lead largely separate, ‘parallel’, lives with extremely little
contact across the ethnic divide. These observations correspond with
research on ethnic conflict and ethnic discrimination in East-Central
Europe, where both Bulgaria and Estonia appear particularly strongly
antagonized (Mclntosh et al., 1995; Evans, 1998; Evans and Need, 2002).

These results may seem extremely alarming. However, two caveats are in
place: first, there is no research on established democracies that could serve
as a baseline for comparisons, so we are able to interpret the above results
only by comparing them across the countries within the area. Second, in
most ECE countries ethnic minorities are strongly regionally segregated
from the majority group, thus lowering their likelihood of encountering a
majority alter.” However, using random probability of contacts across the
ethnic divide as a baseline for comparisons, we are able to conclude that
although ECE citizens form extensive ‘weak’ networks, their character is
predominantly bonding.

Does social capital matter for post-communist democracy?

One of the main reasons for the popularity of social capital among aca-
demics and policy-makers is the utility ascribed to it. The consequences of
social capital for institutional quality have been illustrated by Putnam’s
study on institutional reform in Italy, and have been further discussed by
many other authors since (Putnam, 1993, see also Knack and Keefer, 1997,
Boix and Posner, 1998; Woolcock, 1998). Civic activism encourages self-
organization and generates norms of trust and reciprocity, thus lowering
transaction costs, stimulating interactions among citizens, self-government
and elite responsiveness. In short, social capital (activism and interpersonal
trust) is seen as an important cultural factor stimulating both the economy
and political institutions.

However, most of the studies investigating the benevolent effects of
social capital on institutional functioning focus either on stable democratic
contexts or on comparisons of states which vary in the degree of their dem-
ocratic character. Causality of social phenomena is notoriously difficult
to pin down, and the link between social capital and institutional quality
is an example of such a difficult relationship. Putnam and his followers
argue that social capital is an exogenous factor determining institutional
performance, and as such is necessary for the consolidation of democracy
and market economy in post-communist Europe (Putnam, 1993). Lack of
social capital is dangerous for the newly emerging democracies: ‘the rapid
and successful transition to post-authoritarian modes of governance and
the consolidation of liberal democratic regimes is seen to be greatly hin-
dered by the absence of trust’ (Offe, 1999: 43). This approach can be called
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bottom up, as here cultural factors, such as norms, attitudes and behaviour,
determine institutional quality.

However, there is a growing body of literature and research suggesting
that the mechanisms linking social capital with institutional performance
in Western democracies are not readily applicable to other, less stable
contexts. Observations of the relationship between dimensions of social
capital and institutional performance in the context of post-communist
transformation suggest a different, top-down approach. And so, Dowley
and Silver (2002) have found that there is at best a very weak link between
dimensions of social capital such as interpersonal trust and membership in
voluntary associations, with quality of democracy across a number of post-
communist states. Although Gibson (2001) identified strong interpersonal
networks in Russia, he has found no link between trust in strangers and
political culture. Moreover, Letki and Evans (2005) have discovered that
countries more advanced along the democratization path in mid-1990s (for
example, Hungary, Czech Republic) demonstrated lower levels of trust than
those who were lagging behind (for example, Russia, Belarus or Ukraine).
Marsh has discovered a negative relationship between civicness and support
for democracy and reform in Russia (Marsh, 2000). Also using Russia as an
illustration, Rose argued that formal and informal networks that constitute
social capital are used to ‘get things done’ when government fails its citizens
(1998, 2001). All these studies show that in the post-communist context the
relationship between various components of social capital and institutional
functioning is different to what has been identified in stable democracies.® It
seems that the relationship between social capital and institutions needs to
be reversed. For example, although civic activism contributed to the break-
down of communism and introduction of democracy, voluntary associa-
tional activism became possible only after democratic institutions had been
introduced. Moreover, interpersonal trust and informal networks formed in
response to the unstable and unpredictable institutional setting, such as the
conditions of shortage under the communist rule, became weaker and less
popular as political and economic transition progressed.

Figure 10.2 below illustrates the relationship between levels of inter-
personal trust and development in democratization across 11 ECE states.
The figure shows the effect of democracy on trust, and trust on subsequent
levels of democracy, taking into account level of economic development.
It demonstrates that the levels of social trust had no influence on the sub-
sequent progress of democratization, while the development of democracy
prior to 1993, when the survey was conducted, was a strong determinant of
the levels of trust detected by the survey. Moreover, this effect is negative
(a strong standardized coefficient of —0.693), which means that in the mid-
1990s ECE countries with higher levels of democracy had lower stocks of



Social capital in East-Central Europe 173

Change in the Post-survey
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Note: **p<0.05.

Source: Letki and Evans (2005: 522).

Figure 10.2 Democratization and social trust ( controlling for the effect of
economic development )

social trust. This finding can only be understood and explained within the
top-down framework described above.

Conclusions

Social capital has proven to be an attractive concept, and it has been applied to
numerous contexts. Post-communist East-Central Europe has been no excep-
tion and, as discussed above, various dimensions of social capital and their
consequences have been researched using survey, interview and institutional
data from the 1990s. ECE has been treated predominantly as a background
for confirming the analytical value of the social capital concept, but specific
features of countries in transition from communism to market economy and
democracy have proven, in some instances, its rather limited value.

Above, I described three main components of social capital: formal and
informal networks and norms of trust and reciprocity. Research indicates
that all three are present in the post-communist countries of East-Central
Europe. However, following earlier findings from established democracies,
as well as general principles of modern liberal democracy, researchers have
focused predominantly on detecting and discussing formal involvement,
at the expense of informal ties, although these informal ties were the key
network resources available to ECE citizens under communism and in the
early stages of transformation. As a result, attention has focused largely
on the development of voluntary associations and civic activism, while
informal networks have been researched much less often.

Despite very limited evidence that there exists any link at all between vol-
untary activism and trust in post-communist countries,” post-communist
societies were predicted to suffer from low levels of trust and reciprocity
owing to the weakness of formal associational structures. However, as
research cited above shows, post-communist citizens continued relying on
the networks of informal contacts created under communism, and thus
cultivated their trust networks formed prior to 1989. The presence of social
trust despite weakness of civil society suggests the importance of informal
networks for generating trust and reciprocity.



174  Handbook of social capital

Astonishingly, the very mechanisms of transition seemed to have con-
tributed to the breakdown of these norms and networks. Moreover, there
is no evidence that either low or high stocks of social capital interacted
with the progress of transition: in the early and mid-1990s ECE countries
varied in terms of their levels of interpersonal trust or voluntary activism
(although their levels of informal networks were rather similar, see above),
but by 2007 most of them have been classified as democracies and joined
the European Union. It seems, therefore, that if the post-communist
countries of East-Central Europe have been treated as an experiment field
for testing the causality between culture (social capital) and institutions
(democracy and free market), the evidence from this experiment points
towards a limited, if at all present, effect of culture on institutions.!® As
some research quoted above shows, the type and quality of institutions,
under communism and during the transition, are the major factors shaping
attitudes and behaviour, such as formal and informal sociability and inter-
personal trust and reciprocity.

However, the key conclusion of this chapter comes from its analysis of
bridging ethnic contacts in post-communist Europe. Results presented above
show that during the transition period bridging ethnic contacts have been
at extremely low levels, and that in almost all ECE countries people tend to
socialize with those of their own ethnicity. However, although the presence
of bridging social capital is certainly important for social cohesion and the
quality of social life, it does not seem to determine political or economic
success. In fact, Estonia, who in the mid-1990s showed remarkably little
bridging social capital, by 2000 has been one of the front-runners of the polit-
ical and economic transition. Whereas, Belarus and Russia, with medium
levels of bridging social capital in the mid-1990s, are at present the most
undemocratic and economically inefficient states of the region. The above
does not render the concept of social capital useless or redundant, but it does
suggest that greater caution and sensitivity are needed when applying con-
cepts created in the stable context of Western democracies to societies expe-
riencing radically different social, political and economic circumstances.

Notes
* I would like to thank Meredith Rolfe for useful comments on the earlier version of this
paper.
1. For a summary and criticism of this approach in reference to Russia, see Marsh
(2000).

2. Perhaps the one exception is work of Igli, who suggests that the different patterns of
political mobilization in Serbia and Slovenia can be linked to the greater significance
of ethnic and religious affiliation for friendship patterns in Serbia in comparison with
Slovenia (Igli , 2003).

3. 1994 in Hungary and the Czech and Slovak Republics. The data used come from the
study ‘Emerging forms of political representation and participation in Eastern Europe’,
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directed by Geoffrey Evans, Stephen Whitefield, Anthony Heath and Clive Payne, part
of stage II of the ESRC’s East—-West Programme.

4. The options were: ‘Other family member in your household’, ‘Other family member
not in your household’, ‘Co-worker’, ‘Neighbour’ and ‘Friend other than co-worker or
neighbour’.

5. When the entire sample, including those who did not indicate any conversation net-
works, is taken into account, the proportion of those relying at least partly on weak ties
varies from 42.7 per cent in the Slovak Republic to 58.5 per cent in Hungary.

6. Since respondents could name two alters, the probability of naming at least one alter
from a given ethnic background B by an ego from an ethnic group Ais P=1-(1-p,),
where P is the random probability, and p is the proportion of an ethnic group A.

7. 1thank Hajdeja Igli for pointing this out.

8. Marsh finds a relationship between social capital and progress of democratization
across Russian regions (Marsh, 2000). However, his index of social capital does not
include trust or informal networks, instead focusing on formal involvement in the way
analogous to the original index of civicness constructed by Putnam (1993).

9. Among the studies that attempted to find a relationship between these components and
failed, are Dowley and Silver (2002), Evans and Letki (2006) and Howard (2002).

10. For an empirical investigation of the culture vs. institutions argument, see Muller and
Seligson (1994).
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11 The state

Francisco Herreros

Introduction

Does the state promote social trust? The literature on social capital does
not always agree on this point. The now classical study about social capital,
Putnam’s Making Democracy Work (1993) totally disregarded a possible
role of the state in the creation of interpersonal trust, focusing instead on
a thesis of path dependence to explain the differences in the levels of social
capital between the central and Northern Italian regions as compared
with the South, arguing that those differences could be traced back to an
initial gap in social capital between both territories in the period of the
Italian city-republics of the eleventh to fifteenth centuries. In his poste-
rior notorious work, Bowling Alone (Putnam, 2000), the state was hardly
acquitted from the charge of destroying America’s social capital. There are
numerous examples in the literature on social capital of how social capital
can be destroyed by conscious actions of the state, as the actions of the
Spanish viceroys in the sixteenth and seventeenth centuries in Southern
Italy (Padgen, 1988), the Italian state after the Risorgimento (Huysseune,
2003), or the communist regimes in Eastern Europe (Nichols, 1996: 634-8;
Mondak and Gearing, 1998; Dowley and Silver, 2003; Flap and Volker,
2003; Iglic, 2003; Uslaner, 2003).

Not everything is bad news for the role of the state on social capital,
though. A number of authors have claimed that the state can indeed be
a positive factor in the development of social capital, at least measured
as interpersonal trust. This line of research has presented two main argu-
ments: according to some authors, the state can promote social trust
acting as a third-party enforcer of private agreements (see, for example,
Hardin, 1998; Huck, 1998; Levi, 1998; Offe, 1999; Guseva and Rona-Tas,
2001; Heimer, 2001; Rothstein, 2001; Darley, 2004). This means that in a
trust relation the state acts as a guarantor of the fulfillment of trust by the
trustee. The second argument considers that the state can promote trust
by its role in the creation of more equal societies (Rothstein and Uslaner,
2005). Equality of opportunity and economic equality, the argument goes,
promote the creation of social trust, and universal social policies contribute
to the creation of both types of equality and thereby social trust.

In this chapter, I will offer various theoretical mechanisms and some
empirical tests to prove that the state can indeed create interpersonal trust.

179



180 Handbook of social capital

In my view, and contrary to most of the analysis mentioned above, the state
as a third-party enforcer of contracts cannot create trust directly, but it can
create an environment where trust has a possibility to grow. This is a mecha-
nism for the creation of trust that is related, in a way, with a liberal concep-
tion of the state, to the effective enforcement of the rule of law. However,
the welfare state can also promote the creation of trust, equalizing social
relations and promoting advances in the levels of education and income,
variables that are consistently related to trust in most empirical studies. In
this chapter, I test whether the two modalities of the state, the liberal and
the welfare state, can indeed create interpersonal trust, through a compara-
tive analysis of 22 European countries from the 2002/03 wave of European
Social Survey. The chapter is structured as follows. First, I offer a brief
discussion of the literature about the role of the state in the creation of trust,
and I present the two theoretical mechanisms that I defend in this chapter.
Second, I present an empirical model to test these theoretical mechanisms.

The state and trust: theoretical mechanisms

As I have said before, one of the main arguments in favor of a positive role
of the state in the creation of trust is that the state creates trust acting as
a third-party enforcer of private agreements. The idea is that the truster
can place his trust in the trustee because the state will sanction the trustee
if he breaches the agreement. For example, if the truster and the trustee
end a contract about, say, the selling of a house, and the contract is not
finally enforced, the truster can count on the state institutions, in this case
the judiciary, to put the contract into effect. It is a quite straightforward
argument, but it is opened to an important criticism: acting as a third-
party enforcer of private agreements the state does not promote trust, but
cooperation. Indeed, it makes trust at a certain extent redundant. Uslaner
(2002: 45, 47), for example, argues that trust is not encouraged by making
people respect the law: courts may, at most, help to build some form of
‘strategic trust’. According to Ullman-Margalit (2004: 65), in modern
societies, the state acts as a substitute for trust: the state’s enforcement
of legally binding contracts does not generate trust, but in fact relieves
society of the need for trust. Analysing issues of trust in the Internet, Helen
Nissenbaum (2004) maintains that trust is incompatible with security and
certainty. Therefore, the security provided by the existence of a third-party
which enforces agreements will tend to replace rather than enhance trust.
Similarly, Murnighan et al. (2004) have argued that the enforcement of a
legal contract may in fact undermine internal understanding and mutual
trust between the parties to an agreement. Finally, Torsvik (2000: 460)
claims that the concept of trust is incompatible with the presence of a third
party which enforces agreements.
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These critiques are, in my view, well placed. One of the difficulties of the
application of a rational choice framework to the analysis of trust is that,
at least in definitions as that of Coleman (1990), as a decision to cooper-
ate under uncertainty, trust is a redundant concept of cooperation. Other
definitions of trust from a rational choice perspective, especially Hardin’s
(2002: 3) definition of trust as encapsulated interest, defined as ‘I trust you
because your interest encapsulates mine, which is to say that you have an
interest in fulfilling my trust’, allow us to disentangle the concept of trust
from cooperation. But the idea that the state creates trust sanctioning the
breaching of private agreements leads us again to a definition of trust vir-
tually indistinguishable from cooperation. By sanctioning the breaching
of private agreements, the state does foster cooperation, but does it foster
trust? In principle, it does not. However, there is a possibility to rescue the
role of the state on trust as a third-party enforcer of agreements.

My idea is that, by enforcing private agreements the state can at least
create an environment within which trust can grow. This is a rather abstract
idea, but let me clarify it a bit. We can distinguish two scenarios: a first one
with an efficient state, and a second stateless scenario, or, alternatively, a
situation where the state is highly inefficient. In each of the scenarios we
have two players, A and B. The first is offering cooperation to the second,
who has, in turn, to decide whether to honor this cooperative move or not.
A has an initial expectation about B’s trustworthiness, who, in turn, can
be, to simplify things, one of two types: trustworthy or untrustworthy.
Consider next how trust will evolve in each of the two scenarios.

First scenario: efficient state

In this scenario, as in the second one, the trustworthy B will always recipro-
cate A’s cooperative move. The untrustworthy B, in turn, will reciprocate
A’s cooperation only if the probability of being sanctioned by the state if
he betrays A is sufficiently high. In this scenario, we assume that this is the
case: the state is efficient in the application of sanctions to opportunistic
players. Therefore, both types of player B will behave exactly the same,
although for different reasons: the trustworthy B will honor A’s trust
spontaneously, and the untrustworthy B will do it out of fear of being
punished by the state. It is, to put it in terms of a signaling game, a pooling
equilibrium. A characteristic of this type of equilibrium is that it does not
offer player A new information about the type of player B. That is, player
A remains with the same prior beliefs about B’s trustworthiness that he
had at the beginning of the game. From an evolutionary point of view (that
is, thinking in long-term payoffs and what they mean for the survival or
disappearance of types), given that the expected payoffs of both types of
player B will be the same (as both reciprocate A’s cooperation) there will
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not be a crowding-out of types. That is, given that there is not one type
of player that receives systematically lower payoffs than the other types,
neither of them have reasons to change. Both the opportunistic type and
the trustworthy type will survive. Equally, if we distinguish between differ-
ent types of player A depending on how much they trust player B (that is,
what is her expectation about player B’s trustworthiness), differentiating
for example between high trusters and low trusters, we see that all of them
will receive the same expected payoffs, independently of how much they
trust their fellow citizens. For example, imagine a situation where there
are four people: a high truster, a low truster, a trustworthy person and an
untrustworthy person. These people are newcomers to the neighborhood,
so they do not know each other. Suppose that they live in the same build-
ing and they decide to install a parabolic antenna because they are all fans
of the Champion’s League and they want to see Real Madrid winning its
tenth cup. They have to share the cost of the antenna. The trustworthy
and untrustworthy persons ask their neighbors to pay in advance all the
cost because they are at the moment facing unpredicted expenses. They
promise to pay their share in a few days. Will they fulfill their promise? The
trustworthy person will certainly do it for good motives. The first impulse
of the untrustworthy would be not to pay his share. But in this case, the
other neighbors can impel him to pay because (this is an assumption of
the example) there is an extremely efficient judiciary procedure to assure
compliance in these cases. So, the untrustworthy person will pay to avoid
being fined by the judiciary. Notice that the high truster and the low truster
person will achieve the same outcome here: their money will be returned.
They have no reasons to change their beliefs about the other people’s trust-
worthiness. The low truster has intact his reasons for not trusting other
people. He is not made more trusting by this experience. The high truster
has also not been made more trusting, but he at least can still be thinking
that most people can be trusted.

This means that the intervention of an efficient state does not increase
the probability of interpersonal trust but it does not destroy trust either.
In other terms, high trusters are not crowded out by the intervention of
the state, as it is claimed by some of the authors cited above that posit a
trade-off relation between state and trust. With an efficient state, trust can
grow, and it can be indeed a useful tool to achieve cooperation in examples
of social exchange where the intervention of the state would be too costly
to be efficient. This is most likely in coordination problems, where both
parties are interested in a cooperative equilibrium but are not sure about
the preferences of the other player. In coordination problems there are
different possible equilibria and the picking of the efficient one can pos-
sibly depend on how much trust you have in the other player’s intention of
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also picking that equilibrium. In these cases, therefore, mutual trust can be
crucial to achieve a cooperative outcome (Herreros, 2003).

Second scenario: the state is relatively inefficient

As in the first scenario, a trustworthy player B will reciprocate a coop-
erative move by player A, because to always cooperate is her dominant
strategy. However, the opportunistic player B will not reciprocate coop-
eration, because in this case the state will not punish him. The decision
of A of whether to offer cooperation or not to B depends on how much
trust she places on player’s B good will. In the first scenario, as we have
seen, A’s expectations about player B’s trustworthiness were irrelevant. In
this second scenario, by contrast, trust is quite important. A high-truster
player A will offer cooperation to player B, whereas a low truster player
A will not offer cooperation. Moreover, in this case player A can update
her expectations about player B’s trustworthiness, given that each type of
player B chooses opposite strategies. If player B reciprocates cooperation,
player A will know for sure that she is dealing with a trustworthy player
B, whereas if player B does not reciprocate cooperation, she can be sure
that she is dealing with an opportunistic type. A cooperative outcome
depends, therefore, both on dealing with a trustworthy type of player B
and on being a high-truster player A. We can also consider the implications
of this outcome from an evolutionary point of view. What will happen
in successive encounters between the different types of players? We can
assume that the expected payoffs of the opportunistic type of player B will
be higher than the expected payoffs of the trustworthy player B. Therefore,
we should expect that the ‘nice type’ of player B will progressively tend to
disappear, as his payoffs are systematically lower than the payoffs of the
opportunistic type. Regarding player A, we can distinguish, as we did in
the first scenario, between high-truster and low-truster types of player A.
The high-truster player A will have higher payoffs than the low-truster one
depending on the percentage of ‘nice types’ of player B. As the probability
of encountering trustworthy players B decreases, the expected payoffs of
the low-truster type of player A will be higher than the expected payoffs of
the high trusters. As the number of trustworthy players B diminishes, high
trusters will systematically obtain lower payoffs than low trusters. In the
long term, high trusters will tend to disappear.

Therefore, in this second scenario, where the state is ineffective, high
trusters and trustworthy players will tend to disappear, to be crowded out,
whereas low trusters and opportunistic types will survive. Without the
state, trust disappears, and cooperation is very unlikely.

The two scenarios, the first with an effective state and the second with an
ineffective one, show that the relation between state and trust is complex.
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The presence of an effective state sanctioning non-cooperative behavior
acts as a substitute of trust. It does not foster trust but it does not crowd
it out either. It simply renders trust unnecessary for social cooperation
in many instances, although trust can be useful in instances where the
intervention of the state would be too costly or in coordination problems.
However, the absence of the state, or the presence of an inefficient state,
has the effect of crowding out high trusters. To sum up, more state does
not foster trust but less state destroys trust. In a world with an efficient
state there is, say, a friendly environment for the development of trust. In
a stateless world, trust can not grow. We should expect, therefore, that a
more efficient state would lead to more trust.!

This has been my first mechanism for the creation of trust through the
action of the state: an efficient state creates an environment where trust
can grow. Inefficient states do not allow for the growing of trust. This
mechanism has to do with the liberal conception of the state: the presence
of an effective rule of law. The rule of law implies that the law is applied
impartially to everybody, and it is one of the cornerstones of the liberal
conception of the state.

State strategies for forming social trust
However, it is not just the liberal version of the state that can promote
trust. The welfare state can also foster social trust. First, the welfare
state can promote the creation of trust through its impact on individual
variables (that is, measurable attributes), as education and income. These
variables are consistently associated to social trust in most empirical
analyses. Second, Rothstein and Uslaner (2005) have pointed out the
effects of equality of opportunity and material equality on trust. These
forms of equality, especially material equality, are clearly promoted by
the redistributive policies of the welfare state. According to Rothstein and
Uslaner (2005: 47), both types of equality are essential for people to think
that others ‘share our fate’, and this, in turn, is deemed essential to trust
in other people. Another mechanism, in my view, through which equality
can promote trust is through the equalizing of social relations that could
be derived from certain actions of the state. This has to do with the idea
that in unequal relations, trust is much more difficult to develop between
the parties. I will develop next this mechanism.

Consider the basic model of a typical production contract between
a principal (an employer) and an agent (an employee) as developed by
Laffont and Martimort (2002: 32-5). In this model, the employer delegates
to the agent the production of a quantity ¢ of a given good. The value for
the principal of the ¢ units of the good is S(g). Its marginal value is posi-
tive and decreases in line with the quantity of goods produced. In the basic
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game, the worker can be either efficient or inefficient, which is expressed
in two different levels of effort. Here we will just consider an observable
level of effort, 6. In this model, the employer offers a contract to the
worker, then the worker decides whether or not to accept the contract,
and finally the contract is executed. The principal has to offer the agent a
high enough salary for the agent to accept the contract. This is the agent’s
participation constraint: the principal must offer the agent a utility level
that is at least as high as the utility level that the agent obtains outside the
relationship. In this model there is no asymmetric information between
the players. Therefore, the employer knows the level of effort 6 made by
the worker. If we define U, as the outside utility level of the worker and
t as the transfer received by the agent, then he will accept the contract
whenever ¢ — 0g = U,. This can be expressed as ¢ = 6¢ + U,. Therefore,
the amount of the transfer necessary for the worker to accept the contract
depends on the level of effort made by the worker and also on his outside
utility level. The lower this outside utility level, the lower the salary offered
by the employer.

We can understand this outside utility level as embodying the bargaining
power of the worker with respect to the employer. It can be affected by the
worker’s resources. If he has recently inherited a large amount of money,
the contract will probably not meet the participation constraint. We can
also consider the outside utility level as dependent on the presence of other
workers with different utility levels. That is, if there is a pool of workers
with outside utility levels U, < U,, the employer will offer the contract to
one of them, and we can expect a convergence of outside utility to U, for
all workers. Low outside utility levels means low bargaining power, and,
therefore, an imbalance of resources between the parties to the agreement.
What does this mean for the problem of trust? In a relation in which there
is a clear imbalance of resources between the parties, there are no reasons
to believe that the powerful will encapsulate the interest of the weak: it is
difficult to attain trust between the parties. All agency relations are charac-
terized by a conflict of interests between the principal and the agent; hence
the certainty that the principal will not, at least in part, encapsulate the
interest of the agent. However, we can consider respect for the other’s inter-
est as a continuum, from total encapsulation of the other person’s interests
to zero encapsulation, with medium levels in between. If the principal is
powerful enough, he can completely disregard the agent’s interest. In the
case of this example of the basic model of a production contract, if there
is this pool of workers with outside utility levels U, < U,, the employer can
completely disregard the worker’s interest and hire another employee from
that pool by paying him less. In this case, the worker is dependent on the
employee. There is clearly an imbalance of power between them, and this
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is why it is highly improbable that the employer’s interest will encapsulate
the employee’s.

Are there grounds for the stronger party — the employer — to trust the
weaker one — the employee? In this case, the object of trust can be the level
of effort 0 displayed by the worker, assuming now that this level of effort
can be high (6,) or low () and it is the worker’s private information. If
this level of effort is worker’s private information, then the employer has
a problem of trust. How can the state contribute to the development of
trust in these circumstances? The answer is by favoring one of the parties
to the contract, namely the weaker one. Consider how public institutions
can promote trust between the parties to the agreement outlined in the
previous model of an agency relation. We can think of various ways, most
of them relating to the legal treatment of labor unions. First, labor unions
can provide their members with resources to increase their outside utility
levels. If all the workers in an economic sector are members of a labor
union, they can pool resources by forming a union in order to better resist
pressure from the employer to accept lower wages. When labor unions
are illegal, as in most European countries during the early phases of the
Industrial Revolution and in many underdeveloped countries today, major
obstacles (from repression to coordination problems) hinder the forma-
tion and consolidation of stable labor unions. Legal recognition of labor
unions can eliminate some of these obstacles. A second, higher level of state
involvement would involve creating incentives for workers to join unions;
one example of these would be the tax breaks offered in some countries to
people who join unions. This raises the outside utility level of the worker.
The state could also recognize the unions as collective actors empowered
to negotiate contracts with employers. The wage bargaining by collective
social actors practiced in Northern European social democracies constitute
one of the best-known examples of this type of arrangement. In all these
cases, the state endows the weaker party to the agreement with additional
resources in an attempt to level the playing field with the stronger party.
However, the state may also establish external constraints to optimal
contracts through legal guarantees. This is the theoretical rationale behind
the recognition of labor rights by the state, beginning, notably, with
Bismarck’s regulations of primitive social security schemes in the 1860s.
These regulations impose external constraints benefiting the weaker party
to the contract. Whatever the extent of employers’ power, they are obliged
to provide better working conditions than they would do in the absence of
such regulations.

Do these measures foster the development of interpersonal trust? They
may foster relations of trust by giving the weaker party to the contract
grounds to think that the stronger party has incentives to encapsulate the
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weaker party’s interests. Whether by raising the outside utility level of the
weaker party (the satisfaction with the amount of goods he can consume
if he is not hired) or by imposing external constraints on the optimal
contract, or both, public institutions force the stronger party to take
the weaker party’s interest into account, or at least to a greater extent it
would do in the absence of state intervention. This should promote trust
between the parties. As Miller (1992, 2001) has repeatedly argued, one
of the obstacles to the development of relations of trust in interpersonal
relations characterized by agency problems is the difficulties the principal
has when it comes to making credible commitments. In this case, the
credibility of the commitments is guaranteed by state regulation. If the
principal has to fulfill given legal standards in the contract and if his rela-
tive power with respect to workers is reduced by the state reinforcing the
latter’s position, there are good grounds to think that the principal will
be trustworthy.

Therefore, we have identified some mechanisms through which two
versions of the state — the liberal state and the welfare state — can foster
relations of trust. Some of them are related to the role of the state in the
enforcing of private agreements, whereas others are related to the role
of the state providing conditions of equality between the parties in those
agreements, and conditions of social equality in general.

I test the hypotheses derived from the theoretical part in the next section.
I will use data of 22 countries from the first wave (2002/03) of the European
Social Survey. The countries are Austria, Belgium, the Czech Republic,
Germany, Denmark, Spain, Finland, France, the United Kingdom,
Greece, Hungary, Sweden, Switzerland, Ireland, Luxembourg, Italy, the
Netherlands, Portugal, Poland and Norway.

The model

The empirical model combines two levels of data: contextual and individual
levels. The most appropriate way of analysing both levels simultaneously
is through a multilevel model (Jones and Bullen, 1994: 252-5; Goldstein,
1999: 5-36). Populations exhibit complex structures with many levels. This
complexity in the data has usually been overlooked in traditional analyses.
By using multilevel models we are able to model the different levels of the
data simultaneously, gaining the potential for improving estimation, valid
inference and a better substantive understanding of the social phenom-
enon. The multilevel model is able to measure how social trust is affected by
the citizens’ characteristics, as education or membership in associations, as
well as by the efficacy of the institutional context. Moreover, the multilevel
model allows analysing how these two levels interact (Jones and Bullen,
1994; Goldstein, 1999).
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The dependent variable: social trust

The dependent variable is people’s trust.> The indicator is the standard
survey question: generally speaking, would you say that most people can
be trusted, or that you cannot be too careful in dealing with people? The
answer to this question in the European Social Survey is a scale from 0 to
10, 0 being no trust at all and 10 complete trust.

This variable as measured in surveys is problematic, especially from the
point of view of a rationalistic definition of trust. To reconcile rationalistic
definitions of trust with the idea of ‘generalized trust’, we can consider
that the information requirement of a rational expectation implies that
while certain forms of trust based on blind faith are excluded, it does not
require full information about the other people’s trustworthiness. In order
to form that expectation, some pieces of information can be used but it
does not assume full information about the other player’s preferences to be
considered rational. In most cases, the gathering of full information about
other people’s preferences will be very costly and inefficient (Popkin, 1991).
Expectations of trust in strangers can be based on informational shortcuts,
and one source for these expectations is the actions of the state.

The independent variables

The models include individual-level and country-level variables. The first
independent variable at the country level is the efficacy of the state. I have
claimed that an efficacious state creates an ‘environment’ where trust can
grow, whereas the state’s inefficacy destroys trust. The variable of the
state’s efficacy is the Public Institutions Index of the World Economic
Forum’s 2003-04 Global Competitiveness Report. It is the mean of two
subindexes. The first is the ‘Contracts and Law Subindex’, that measures
the independence of the judiciary, the protection of property rights, the
neutrality of the government in the assigning of public contracts and the
pervasiveness of organized crime. The second is the ‘Corruption Subindex’,
which measures the pervasiveness of bribes in economic exchanges. Lowest
values of the public institution index indicate low efficacy of public institu-
tions and low corruption. The descriptives of the Public Institutions Index
are shown in Table 11.1.

The second variable at the country level is public social expenditure.
This variable has been included in the models to test whether the welfare
state has an impact on social trust. The general mechanism for this relation
was provided by Rothstein and Uslaner (2005): the equality of opportu-
nities and material equality fostered by the welfare state promotes social
trust. I have proposed a second mechanism, basically focused on how the
equalization of social relations affects the incentives of both parties in an
exchange.
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Table 11.1 Public Institutions Index

Denmark 6.56
Finland 6.52
Sweden 6.28
Switzerland 6.20
Germany 6.10
Netherlands 6.02
United Kingdom 6.01
Luxembourg 5.92
Austria 5.83
Israel 5.82
Norway 5.73
Portugal 5.52
France 5.50
Ireland 5.46
Belgium 5.41
Spain 5.28
Hungary 5.18
Slovenia 5.11
Greece 4.71
Ttaly 4.56
Czech Republic 4.51
Poland 4.17

However, general levels of public social expenditures do not tell the whole
story of the welfare state. For this reason, I have included a categorical
variable to account for differences in the modalities of welfare states. I
have considered Esping-Andersen’s (1990) original typology of welfare
states, as I did in a previous analysis of the influence of public expenditure
on social capital (Herreros, 2004: 90-99). In the sample, liberal welfare
states include Ireland and the United Kingdom, conservative welfare
states include Belgium, Switzerland, Germany, Spain, France, Greece,
ITtaly, Luxembourg, the Netherlands and Portugal, and social-democratic
welfare states include Austria, Sweden, Norway, Denmark and Finland. I
have added a fourth category of welfare states, the ex-communist ones. In
a continuum from less to more de-commodification, communist states will
be in the extreme of fully decommodification. Although the welfare states
in those countries have been profoundly transformed since the demise of
communism, most probably current welfare states in ex-communist coun-
tries still share certain characteristics that justify grouping them together in
one apart category. In our sample, the ex-communist welfare states include
the Czech Republic, Poland and Hungary.
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Figure 11.1  Trust and state efficacy

The independent variables at the individual level are education, income,
participation in associations and gender. Education is a classical variable
associated with trust. It is an ordinal variable that measures the years of
education completed. Income is also a variable traditionally considered
related to trust: higher income levels are usually regarded as predictors of
high levels of trust. It ranges from 1 (lowest income level) to 12 (highest
income level). Participation in associations has usually been considered a
variable related to the development of social trust (Putnam, 1993, 2000;
Stolle and Rochon, 1998; Wollebak and Selle, 2003). I have included this
variable in the model as a classical ‘social capital’ variable in the explana-
tion of social trust.

Results
Before presenting the results of the multilevel models, it could be useful
to observe some relevant bivariate relations between social trust and
our two main contextual variables: the state’s efficacy and public social
expenditure.

Figure 11.1 reflects the correlation between the average levels of social
trust for each of the countries in the sample and the Public Institutions
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Figure 11.2  Trust and public social expenditure

Index. As we can see, there is a fairly strong correlation between both vari-
ables. Higher levels of state efficacy seem to be related to higher averages
of social trust. This is coherent with the idea that in more efficient states
there is a friendly environment for the growing of trust.

The correlation between public social expenditure and social trust is
depicted in Figure 11.2. In this case, we can not observe a significant
correlation between both variables. Part of the explanation for this low
correlation lies in the presence of three ex-communist countries in the
sample: the Czech Republic, Poland and Hungary. These are countries
with relatively high levels of public social expenditure (above 20 per cent
of GDP) and low levels of social trust. However, if we delete these cases
from the dataset, the correlation between both variables actually falls,
even if slightly. Therefore, it does not seem to be an appreciable correla-
tion between levels of social expenditure and social trust, contrary to the
predictions of the theoretical part.

To corroborate or to discard these simple correlations, I have estimated
three multilevel lineal regression models. The results of the three models are
shown in Table 11.2. The first model shows the variation across countries
in terms of political trust. As we can see, there are significant differences
across countries in the dependent variable.
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Table 11.2 The state and social trust

Independent variables Model 1 Model 2 Model 3
Fixed part
Individual-level variables
Constant 5.08%%* 4.09%** 4. 11%**
(0.22) (1.47) (1.47)
Education 0.07%** 0.07%**
(0.003) (0.006)
Income 0.03%** 0.03%**
(0.007) (0.007)
Associational membership 0.37*** 0.37***
(0.02) (0.02)
Gender -0.01 -0.01
(0.02) (0.02)
Country-level variables
Public Institutions Index 0.35%* 0.34%*
(0.16) (0.16)
Public social expenditure -0.05 —-0.05
(0.03) (0.03)
Liberal welfare state —1.08** —0.99**
(0.47) (0.48)
Conservative welfare state —1.19%%* —1.20%%*
(0.29) (0.30)
Ex-communist welfare state —1.58%%* —1.75%%*
(0.51) (0.53)
Interaction education/liberal welfare -0.007
state (0.01)
Interaction education/conservative 0.001
welfare state (0.008)
Interaction education/ex-communist 0.01
welfare state (0.01)
Random part
Between countries variation 0.92%** 0.16%** 0.16%**
(0.30) (0.05) (0.05)
Log likelihood 151113.70  150165.30  150162.80
N 33702 35221 35221

Note: ***Significant at 99 per cent; **significant at 95 per cent.

Model 2 includes the relevant variables of our analysis alongside other
individual-level control variables. Among these individual-level variables,
the results are in general terms the expected by the literature on social
capital. Participation in associations, income and education are all related
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to the levels of social trust: more affluent and educated people tend to be
more trusting, and members of associations tend to be more trusting than
non-members. Gender, by contrast, is not significant.

As regards the relevant variables to test the arguments of the theoreti-
cal section, the model confirms the results of the correlations of Figures
11.1 and 11.2. The Public Institutions Index is significant and the sign of
the coefficient is as expected: the more efficient the public institutions, the
higher the levels of interpersonal trust. This result is coherent with the idea
expressed in the theoretical section about the likely relationship between
an efficient state and trust in others. By contrast, the variable of public
social expenditure is not significant. There is not a relationship between
the percentage of the state’s social expenditure and trust.

Do these results mean that the welfare state does not have an effect on
social trust? Not necessarily. Maybe the effect of the welfare state on trust
does not depend on the level of expenditure, but on the type of welfare
state. For this reason, I have differentiated between four types of welfare
state, as I mentioned before: the social-democratic, the conservative, the
liberal and the ex-communist. I have built four dummy variables (that
is, a numerical variable with various categories that represent different
subgroups in the sample) for each of the welfare state’s types, and I have
included in the model the dummy variables for the conservative, the liberal
and the ex-communist type of welfare state. Therefore, the category of
reference to interpret the coefficients of the three dummy variables is the
social-democratic welfare state, corresponding in our sample, as we know,
to Austria, Denmark, Sweden, Norway and Finland. As we can see, the
type of welfare state does have an effect on social trust. People tend to be
more trusting in social-democratic welfare states than in the other three
types of welfare state. This has probably something to do with the univer-
salistic social policies characteristic of this type of welfare state. According
to Rothstein and Uslaner (2005), universal social policies are more effective
than selective ones in creating material equality and equality of opportuni-
ties, and, thereby, more effective in creating trust.

We know, therefore, that the type of the welfare state does have an
effect on the societal levels of social trust. Social-democratic welfare states
foster the development of high trusting societies. However, is the effect of
the welfare state on social trust evenly distributed among social groups?
In general, social capital, both in terms of associational membership
and social trust, tend to be unequally distributed among social classes
(Wuthnow, 2002). Maybe universalistic welfare states do not only promote
high levels of social trust, but also a more even distribution of this resource
in society. In a previous work (Herreros, 2004), I found a positive rela-
tion between universalistic welfare states and equality in the distribution



194  Handbook of social capital

of social capital measured as participation in associations across social
classes. Is this also the case for social trust? To test this idea, I have added
three interaction terms between types of welfare state and education (as an
indicator of social class) in the third model of Table 11.2. The results do not
seem to confirm the hypothesis. The social-democratic welfare states do
not redistribute the levels of social trust more evenly among social classes
than the liberal, the conservative and the ex-communist models. That
is, the interaction terms between the different types of welfare state and
education are not significant. This clearly means that the type of welfare
state does not have an effect on the levels of social trust of less educated
people.

Conclusion
The state has indeed an effect on trust. In fact, two versions of the state
seem to be related to the generation of social trust: the liberal model and
the welfare state. The liberal model increases trust through the efficacy of
public institutions. I have argued that this efficacy creates an ‘environment’
where trust can grow. This idea is slightly different to other theoretical
developments about the role of the state as a third-party enforcer of private
agreements on social trust. It predicts that trust will be destroyed in the
absence of the state or where the state is highly inefficient, and that trust
will most likely flourish in countries blessed with an efficient and impartial
state. The results of the models seem to confirm this idea in general terms.
The welfare state has also a role to play. Although general levels of
public social expenditure do not seem to affect the levels of trust in our
sample of European countries, the type of welfare state is indeed relevant
to create high-trusting societies. Trust is significantly higher in the social-
democratic welfare state than in the other three types of welfare state
included in the models. This can be related, as Rothstein and Uslaner
(2005) claim, to the pre-eminence of universalistic policies in the social-
democratic type of welfare state. However, it is also important to note that
the unequal distribution of trust across social classes is virtually unaffected
by the welfare state.

Notes

1. Does this mean that an efficient dictatorship will be more positive for the growing of trust
than an inefficient democracy? The argument is, in principle, neutral to the type of regime.
Empirically, however, one should expect, first, for the rule of law to be better grounded in
a democracy than in a dictatorship, and, second, for the more efficient states to be over-
whelmingly concentrated among democracies. Public institutions can be more effective in
democracies perhaps because there is a relation between relatively high per capita GDP
and democratic regimes, at least in the sense that per capita income has a strong impact
on the survival of democracies (Przeworski et al., 2000), and more affluent countries
tend to have more efficient bureaucracies. Rule of law and low levels of corruption can
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also be related to democracy through mechanisms directly related to the type of regime:
democracies are associated with electoral accountability and other institutional checks
and balances as separation of powers, and these mechanisms should make corruption of
public officials less likely, although there remain ample possibilities for corruption even
in democracies (Rose-Ackerman, 1999).

2. Inaregression model, the dependent variable is the explained variable, whereas the inde-
pendent variables are the explanatory variables.
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12 The universal welfare state
Bo Rothstein

What is a universal welfare state?

The large body of welfare state research that exists has to quite some extent
been a taxonomic enterprise. Scholars in this field have put at lot of effort
into constructing an adequate conceptual map that captures the extensive
variation that exists in how different industrialized Western states are
doing ‘welfare’ and what differentiates the one social program from the
other (Flora, 1987; Goul Andersen and Hoff, 1996; Korpi and Palme, 1998;
Rothstein, 1998; Swank, 1998; Kuhnle, 2000). Many scholars have come to
single out the four Nordic countries as a special type of welfare state that
has been labelled as ‘the universal welfare state’ (Esping-Andersen, 1990).
By this is meant that there is a broad range of social services and benefits
that are intended to cover the entire population throughout the different
stages of life, and that the benefits are delivered on the basis of uniform
rules for eligibility. A typical example would be universal childcare or
universal child allowances that are distributed without any form of means-
testing (that is, no individual screening is carried out). Universal health
care or sickness insurances are other examples. This type of welfare policy
may be distinguished from selective welfare programs that are intended to
assist only those who cannot manage economically on their own hand. In
a selective program, the specific needs and the economic situation of each
person seeking assistance have to be scrutinized by some administrative
process (Kumlin, 2004). A third type of welfare state is that in which ben-
efits and services are distributed according to status group. In such systems,
privileged groups of the population are singled out to receive more than
the rest of society, a benefit originally intended as an award for loyalty to
the state. The status-oriented compartmentalized social insurance schemes
in Germany, which are tailored to its specific clientele, are a case in point
(Rothstein and Stolle, 2003).

It should be noted that all modern welfare states are mixtures and that
differences between various programs can be rather fine-grained. It is also
the case that selectivity is carried out in a number of different ways. For
example, there are programs that cater to almost the whole population
except for the very wealthy and that are thus not singling out the poorest
part of the population. Other welfare states have different programs for
very broad categories of citizens based, for example, on occupational status
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(Mau, 2003). Nevertheless, most welfare state and social policy researchers
seem to have accepted the idea that it is reasonable to categorize different
welfare states according to this universal-selectivity dimension based on
what is their typical ‘modus operandi’ (Goodin et al., 1999; Scharpf and
Schmidt, 2000; Huber and Stephens, 2001; Pontusson, 2005).

A number of important political and social consequences follow from
how welfare states are organized. Firstly, since universal welfare states
cater to a very large part of the population, the middle and professional
classes are included in the programs. This has important electoral and
political consequences because the welfare states in the Nordic countries
are not primarily seen as only catering to the needs of ‘the poor’ (Rothstein
and Uslaner, 2005). Secondly, a universal welfare system demands a high
level of taxation for the simple reason that if (almost) everyone is included,
the public coffers have to be big (Steinmo, 1993). Thirdly, a universal
policy can be implemented without the large bureaucratic apparatus that
is needed for carrying out the individualized means-testing that is needed in
a selective welfare system (Rothstein, 1998). Fourthly, it is well known that
means-testing often is perceived by clients as problematic from an integrity
perspective and that social stigma often follows from being seen as a client
in a selective program (Soss, 2000).

One way to illustrate the differences is to compare a person with low
economic resources in these different systems, for example a single parent
with low education (usually a woman). In a selective system, this is usually
a person that does not work because she cannot afford daycare. It follows
that she and her children have to exist on some form of selective benefits
which, in addition to the integrity problems that follow from means-testing,
usually also carries a social stigma. This is thus a person that can be seen as
someone who does not contribute to society (not working and not paying
taxes) but that survives on special benefits. In a universal system, this is
usually a person that works because her children are in the public childcare
or pre-school system as are (almost) everyone else’s children. The implica-
tion is that this is a person that is usually able to get by without applying
for social assistance by combining her (low) income with the universal
benefits and services that goes to everyone. She is thus not seen as someone
just benefiting from the welfare state and as being outside the social fabric
(Sainsbury, 1999). Moreover, the services and benefits that she gets do not
carry any special social stigma and her integrity is not violated by a bureau-
cratic process scrutinizing her economic and social situation.!

Admittedly, this is an ideal-type of reasoning and one should be wary
of the great variation that exists between ‘really existing’ welfare states
(Alber, 2006). Nevertheless, there is some empirical support for this argu-
ment about the social and political consequences of different welfare state
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models. This concerns not least the situation of children that grow up in
low-resource single parent families (Rainwater and Smeeding, 2003). This
chapter is organized as follows: the first section deals with the puzzle why
the countries that have the most ambitious and encompassing social poli-
cies also seem to have the largest stock of social capital. The second section
deals with the problem of causality — if the level of social capital can be seen
as a causal factor behind variation in welfare state ambitions, or if the cau-
sality works the other way around. In this section is also a presentation of
the relation between types of welfare state programs and economic redistri-
bution. The last section presents a theory of how the causal mechanism(s)
between social capital and welfare state policies can be understood.

Social capital and the Nordic puzzle
What has become particularly interesting from a social capital perspective is
that the countries that most resemble the ideal-type universal welfare state
model are also the countries that are richest in social capital. Although, as
should be obvious from this volume, there are a great number of ways to
conceptualize and measure social capital, there is by now overwhelming
support for this claim. Both attitudinal measures about social trust and
behavioral measures about social activities in formal organizations and
informal networks support the fact that the Nordic countries are the richest
in social capital (Uslaner, 2002; Delhey and Newton, 2005; Kairidinen
and Lehtonen, 2006; Bjernskov, 2007; Job, 2007). For example, people in
the Nordic countries are much more likely than people in other countries
to believe that ‘most other people can be trusted’ (You, 2006). According
to the 1995-97 World Value Study survey, the average stating that they
believe that ‘most people can be trusted’ is 64 percent for the Nordic coun-
tries which is almost three times as high as the world average. People in the
Nordic countries are also members and active in voluntary associations to
a comparatively large extent (Vogel et al., 2003; van Oorschot et al., 2006).
Moreover, for the Nordic countries there are no traces of the decline of
social capital that has been reported for the United States (Larsen, 2007).
The high level of social capital in the Nordic countries can be seen as
puzzling for several reasons. One is that not least in political and policy
circles, social capital in the form of social networks and voluntary associa-
tions or, with another term, civil society organizations, has been seen as an
alternative to the state (and the market and the family) for ‘getting things
done’. Voluntary organizations come in many forms, from sport clubs
and cultural organizations to religious communities and mutual self-help
organizations, to name a few. What they all have in common is that they
represent an alternative form of organizational logic. It is not authority (or
money or kinship) that is driving civil society but cooperation for mutual
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interests, and such organizations cannot thrive without trust between
members and confidence between the rank and file and the leaders of these
organizations. One could therefore expect that we should see a ‘crowding
out’ effect such that the huge expansion of the responsibility of the govern-
ment that the universal welfare state represents should be detrimental to
the development of a vibrant civil society (Ostrom, 2000). Moreover, one
could argue that in a society where the government takes on the respon-
sibility for a large number of social needs, people do not have to develop
and maintain trusting relations and invest in a social network (Wolfe, 1989;
Scheepers et al., 2002). However, as stated above, the empirical reality con-
tradicts these expectations. Studies show that social trust is highest in the
Nordic countries and that citizens in these countries are among the most
active in voluntary associations (van Oorschot and Arts, 2005). Thus, the
relation between social capital and the Nordic type of universal welfare
state presents us with a real puzzle.

Is social capital the cause or the effect of the universal welfare state?

There can be at least three general explanations for why high levels of social
capital and ‘big government’ in the form of universal welfare systems go
together. First, both the development and level of social capital in a country
may be unrelated to its system of welfare and social policies. This argument
would rest on an idea that the social, political and economic trajectories of
social capital and the welfare state can live ‘separate lives’. I consider this
is a very unlikely scenario for a number of reasons. First, welfare states are
about (different forms of) equality which has been shown to be important
for the development of social trust (Uslaner, 2002; Dinesen, 2006; You,
2006). Secondly, the Nordic type of welfare states have historically been
closely related to important nation-wide social movements such as the tem-
perance movement, the labour movement, the farmers movement and the
free churches to name a few. Historically, there is a direct link between civil
society organizations and the welfare state in these countries going back
to the late nineteenth century (Rothstein, 2002; Torpe, 2003; Wolleback
and Selle, 2003).

Thirdly, as will be shown below, citizens’ perceptions of ‘fairness’ by
government agencies have an impact on social trust and universal social
policies contribute to this (gtulhofer, 2004; Kim, 2005; Uslaner, 2008).
Finally, the three Scandinavian countries became internationally known
for their consensual and collaborative forms of politics that were estab-
lished during the economic crises of the 1930s, not least when it comes to
arranging cooperative patterns of interaction between the major interest
organizations and the state around the development of the welfare state.

The second general explanation for the puzzle is that a high level of
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social capital was necessary for the creation of the universal type of welfare
state. In other words, the Nordic countries could build their encompassing
system of social policies from the 1930s and onwards because they were
already by then rich in social capital (Rothstein, 2005). In this scenario,
the universal welfare state is to at least some extent caused by a high level
of social capital. A country with a high level of social trust and an active
voluntary sector is more likely to produce the kind of policies that are
typical of the universal welfare states. This line of reasoning is of course
difficult to evaluate since we lack most of the necessary type of data from
this period. We have no surveys or systematic comparative studies of the
voluntary sector from this period. However, there are patches of data and
‘stories’ that can be used to shed light on this theory and as I will show
below, it can to some extent be substantiated (Tragardh, 2007).

The third general explanation would be that the universal welfare state
as such is a source of social capital (Kumlin, 2004). This would imply that
either the outcome of what this type of welfare state produces enhances
generalized trust and makes it more likely that people will be engaged in
voluntary associations and/or develop rich informal social networks. Or
it could be something in ‘how it is done’ that increases social capital. This
latter argument implies that it is not the outcome of the various policies but
the specific process of implementation in the universal welfare state that is
important for creating social capital.

The universal welfare state as a redistributive machine

The universal welfare state is not only larger in terms of spending than
other welfare states, but it is also more redistributive. This is somewhat
counterintuitive since one would think that a selective welfare state that
‘taxes the rich and gives to the poor’ would accomplish more redistribution
than a universal welfare program that in principle gives the same benefits
and services to all groups regardless of their income. However, empirical
research gives a clear answer that the Nordic welfare states accomplish
more redistribution than other welfare states (Smeeding, 2005). The reason
for this is that taxes are usually proportional on a percentage base (or pro-
gressive), while benefits and services are nominal. The net effect of this is
a considerable redistribution from the rich to the poor, while on average
the middle strata breaks even in this system. In fact, before taxes and
transfers are taken into account, the Nordic type of economy produces as
much economic inequality as the US economy. The ‘pure (Iabour-) market
logic’ in the Nordic countries is thus not particularly prone to equality. The
reason why a selective welfare state produces less redistribution seem to be
that if the middle class perceives that benefits and services are only going
to ‘other people’, they will not accept a high level of taxation (Rothstein,
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2001). It also seem to be the case that services for the poor tend to become
‘poor services’, while if the middle and upper classes are included, they will
demand high quality in, for example, health care, schools and care for the
elderly.

The universal welfare state as an outcome of social capital

There are several reasons for why one could consider the universal welfare
state as an effect of high levels of social capital. First, since the universal
welfare state demands a high level of taxation, citizens must have a reason-
able amount of trust that other citizens are willing to pay what they are
supposed to. This can of course be accomplished by a draconian type of tax
administration, but most research in this field show that brute force will not
be enough. Some kind of quasi-voluntary compliance seems to be needed
for securing that the state can collect enough taxes and one ingredient in
this seems to be that the individual citizen comes to trust that most other
citizens are taking on their share of the tax burden (Levi, 1998; Scholz,
1998). Without this initial trust in ‘other people’, one could argue that it
would not have been possible to finance universal social policies.

A second argument is that at the time of the foundation of the universal
welfare policies (mostly from the 1930s and onward), these were countries
with hardly any ethnic or religious cleavages (although Finland still has
a sizeable Swedish-speaking minority). Mistrust between different ethnic
groups did not exist and it is reasonable to think that this would have been
favorable for the existence of social trust.

Thirdly, although good comparative data is lacking, most historical
research about the history of the Nordic countries underlines the impor-
tance of the so-called popular movements that arose during the latter
part of the nineteenth century. An important historical research project
about the Swedish nineteenth century labelled this period as the ‘age of
the associations’ (Pettersson, 1995). Among these associations, the labour
movement, the farmers’ movement, the temperance movement and the
free churches played a very special and important role. The popular mass
movements saw themselves as protest movements against the bureaucratic,
clerical, aristocratic and capitalist elite who dominated Scandinavia at the
turn of the last century. The idea of a ‘movement’ implied that society
should be changed and that the vehicle was mass organization from below.
As organizations of both protest and self-help, the popular mass move-
ments stood in sharp contrast to the charity organizations dominated by
the middle and upper classes. In the official mythology, the popular mass
movements were the major schools of democratic and organizational train-
ing, making the transition to democracy a relatively civilized affair in these
countries (Lundstrém and Wijkstrom, 1997).
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The major social conflict during this period in the Nordic countries
was of course the tension between the labor movement and the capital-
ist class. However, what seems to be unique about the Nordic countries
(with the notable exception of Finland) is the development of a very
close collaboration between the state and the popular mass movements
without destroying the autonomy of the latter (Klaussen and Selle, 1996).
To illustrate the historical pattern, I focus on one aspect of the relation-
ship between the state and the labor movement in Sweden. An especially
interesting case was the establishment of the National Board for Social
Affairs in 1912. According to the commission that prepared the bill, the
task of this agency was not primarily poor-relief, a function handled by
local authorities, but instead was nothing less than the so-called labor
question. The commission argued that the problem was concentrated
in the cities, where the rapid process of industrialization had led to a
potentially dangerous situation with masses of workers who had become
alienated from traditional local communities and other social bonds. In
the words of the commission:

The feeling of solidarity that has emerged among the working masses, in itself
praiseworthy, is limited to themselves and they do not appear to wish to extend
it to the whole society in which they share responsibility and play a part. This
obviously poses a national danger, which must be removed in the common inter-
est of everyone. Everywhere the government therefore faces the difficult task of
mitigating conflicts of interest and repairing the cracks that are opening in the
social structure. (Cited in Rothstein, 1992: 162)

The National Board for Social Affairs was established to handle this
problem by implementing reforms in worker safety, labor exchanges and
social housing and by overseeing the poor-relief system managed by the
local authorities. Its mandate was to handle the labor question, and the
preferred method was to incorporate representatives from this new and
threatening social class into the state machinery. As a result of the com-
mission‘s proposal, the chairmen of the national trade union conference
(the LO) and of the employers’ federation (the SAF) were given seats on
the board of the agency and, following the corporatist principle, other
representatives from the LO and the SAF were given seats on various sub-
committees. The commission’s argument supporting this arrangement was
that the representatives from the organizations

would behave as guardians not only of special interests but also of the interests
of everyone, of society as a whole . . . It should certainly be expected that a
representative body structured according to these principles, official and thus
functioning with a sense of responsibility, should provide valuable support for
the new social welfare administration. (Cited in Rothstein, 1992: 164)
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Another illustration of this type of state-organized collaboration between
the opposing interests can be found for the public employment exchanges.
In many continental countries, this issue was hotly disputed because the
party that controlled the employment exchanges had a very important
influence in the many local industrial conflicts that were very common
during this period. However, in Sweden, the local public employment
exchanges were to be governed by a so-called parity principle, which meant
that half the representatives on the board were taken from the local unions
and the other half from the major employers (and the board was to be
chaired by an impartial local civil servant). In a report from 1916 to the
government regarding the operation of the local employment exchanges,
the National Board for Social Affairs declared that ‘no objection has
appeared from any quarter against the organizational principles on which
the publicly operated employment exchanges were based’. On the contrary,
the board argued that it was these very principles that had made it possible
for the system to grow and that had been pivotal for strengthening the con-
fidence their operations enjoyed among both employer organizations and
unions, ‘which in our country have fortunately abstained from utilizing the
employment service as a weapon in the social struggle, which in Germany
has partially distorted the whole issue of labor exchanges’. The board also
observed that

Despite the sharp social and political conflicts that have emerged in other areas
of public life between members of the employer and worker camps, on the
boards of the labor exchanges the same persons have, in the experience of the
National Board for Social Affairs, continued to cooperate faithfully in the inter-
est of objectivity. (Cited in Rothstein, 1992: 165)

This type of corporatist relations spread quickly to other areas of the
Swedish state and came to dominate the political culture of the Swedish
model. It should also be noted that in Sweden, this pattern of interest
accommodation was established before parliamentary democracy was
enacted. Almost all areas of political intervention in the labour market (for
example, workers pensions, accident compensation and the implementa-
tion of the eight-hour working day) were to be governed according to the
collaborative principles. Moreover, in addition to how the labor move-
ment was organized into the state, many other voluntary organizations
were also incorporated into this pattern of governance. For example, the
temperance movement was given the responsibility of handling the gov-
ernment’s propaganda against widespread misuse of alcohol; the farmers’
movement, the responsibility of handling subsidies to farming; small busi-
ness organizations, the responsibility of implementing subsidies to support
small business, and so on. A qualitative breakthrough came during the
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Second World War, when nearly all parts of the wartime administrations
incorporated the major interest organizations of each policy area. The
argument that was put forward repeatedly was that this would create trust
among the members and followers of the organizations for the process of
implementing the policy in question (Rothstein, 1992).

This pattern of close collaboration between the state and the major
organizations on the labor market can of course be seen as a contrast to
other European countries where these relations ended in bloody conflicts,
civil wars and ruthless dictatorships. However, it is noteworthy that in,
for example, the Spanish case, recent historical analyses have argued that
as late as 1931, the Spanish socialist party ‘had collaborated with the gov-
ernment, taking a position that put them to the right even of the French
Socialists at that time and brought them close to the . . .. Scandinavian
Social Democrats’. It was a only few years later (in 1933-34) that the
Spanish socialist party declared that it was going for ‘a full-scale civil war’
and put forward slogans such as ‘Harmony? No! Class War! Hatred of the
criminal bourgeoisie to the death!” (Payne, 2004: 31).

Why the class conflicts in the Scandinavian countries followed a collabo-
rative and peaceful path is of course open to debate, but it is not unrea-
sonable to point at the establishment of the neo-corporatist structures
as described above (Rothstein, 2005). It should be noted that the Nordic
countries were not always a peaceful part of the world characterized by
collaboration and negotiations. Going back in history, Denmark and
Sweden were arch-enemies and fought ten bloody wars between 1471 and
1814. Norway was under Danish rule until 1814 and then under Swedish
rule until 1905. Finland had a terrible civil war in 1918 (including the use of
concentration camps and organized killings of innocent civilians) and quite
some social unrest in the 1930s. What was special with the Scandinavian
countries is that the system of neo-corporatism that was established early
in the twentieth century proved to be a successful way to build trustful rela-
tions between the opposing factions in society, which in its turn paved the
way for the establishment of the universal welfare state.

The universal welfare state as a producer of social capital

The other possible explanation for the ‘Nordic puzzle’ may be that a uni-
versal welfare state creates social trust and social capital. One such reason
may have to do with outcomes. Several studies show that economic ine-
quality is detrimental to the development of social capital (Uslaner, 2002;
Kairidinen and Lehtonen, 2006; You, 2006). The logic for this would be
that in societies with high levels of economic inequality and with few (or
inefficient) policies in place for increasing equality of opportunity, there is
less concern for people of different backgrounds. The rich and the poor in
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a country with a highly unequal distribution of wealth, such as Brazil, may
live next to each other, but their lives do not intersect. Their children attend
different schools, they use different health care services and, in many cases,
the poor cannot afford either of these services. The rich are protected by
both the police and private guards, while the poor see these as their natural
enemies. In such societies, neither the rich nor the poor have a sense of
shared fate with the other. Instead they are likely to fear and/or despise
each other (Rothstein and Uslaner, 2005; Larsen, 2007).

One special feature of the universal welfare state is that the very univer-
sality of social services and benefits (including education) may increase not
only economic equality but also the sense of equality of opportunity. Since
optimism for the future is one key determinant of social trust, this makes
less sense when there is more economic inequality. Moreover, the less for-
tunate have fewer reasons to be optimistic about their (or their children’s)
future if they sense that society is not giving them equality of opportunity.
People at the bottom of the income distribution, or minorities that feel
discriminated against, will be less sanguine that they too share in society’s
bounty (Uslaner, 2002).

Second, the distribution of resources and opportunities plays a key role
in establishing the belief that people share a common destiny and have
similar fundamental values. When resources and opportunities are distrib-
uted more equally, people are more likely to perceive a common stake with
others and to see themselves as part of a larger social order. If there is a
strong skew in wealth or in the possibilities to improve one’s stake in life,
people at each end may feel that they have little in common with others.
In highly unequal societies, people are likely to stick with their own kind.
Perceptions of injustice will reinforce negative stereotypes of other groups,
making social trust and accommodation more difficult.

The importance of economic equality from the literature on social
capital was until recently not on the agenda which, given what the data
show, is something of a mystery. For example, while Robert Putnam points
at the importance of economic inequality in his analysis of the decline of
social capital in the US, it is not mentioned in his conclusion about ‘what
killed civic engagement?” Moreover, among the seven policy prescriptions
for increasing social capital in the US that he presents, none touches upon
increasing any form of equality (Putnam, 2000: 359ff., chs 15, 22). This is
all the more surprising since the decline of social capital that Putnam finds
in the US since the 1970s seems to be suspiciously related in time to a dra-
matic increase in economic inequality (Neckerman, 2004).

The same strange omission can be seen in the Russell Sage Foundation‘s
large project on trust: among the 51 chapters in the four edited volumes,
none is about economic inequality and none of the volumes has an index
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entry on equality or inequality (Hardin, 1998, 2004; Ostrom and Walker,
2003; Cook et al., 2005). The same goes for the three monographs that
this project has produced (Hardin, 2002; Huo and Tyler, 2002; Cook et
al., 2005). While political scientists and sociologists largely have neglected
the importance of equality for creating social trust, economists have been
more interested. Stephen Knack and Paul Zak at the World Bank have
concluded that redistribution is one important policy option for govern-
ments to increase social trust. However, in a way that seems mandatory for
economists, they add that they worry about the economic inefficiencies that
they believe can be caused by such redistribution (Knack and Zak, 2002).

The second major reason for why a universal welfare state may generate
social trust has to do with procedural fairness. The problem with means-
testing from the perspective of procedural justice is that it places great
demands both on public employees and on citizens seeking assistance.
The public employee must actively interpret a general body of regulations
and apply them to each individual seeking to qualify for a public service.
The difficulty is that the regulations are seldom so exact that they provide
completely unambiguous direction as to what is the right decision in an
individual case. As Michael Lipsky shows in Street-Level Bureaucracy
(1980), ‘grassroots bureaucrats’ must develop their own practice in inter-
preting the regulations in order to deal with this difficulty. This interpretive
practice is frequently informal and less explicit in nature and, conse-
quently, the bureaucracies applying the needs tests are easily suspected
of using ‘prejudice, stereotype, and ignorance as a basis for determination’
(emphases added) (Lipsky, 1980: 69). In other words, a program based on
needs-testing implies a great scope for bureaucratic discretion. The citizen,
for her part, has an incentive and opportunity in this situation to withhold
relevant information from the bureaucrat and to try in various ways to
convince the latter that she should qualify for the service in question. This
easily escalates into a vicious spiral of distrust from the client, leading to
increasing control from the bureaucrat (who, moreover, is equipped with
a large amount of discretion) that in its turn results in still more distrust
from the client, and so on.

Because of these complex and controversial decision-making processes,
needs testing and bureaucratic discretionary power are often more difficult
to reconcile with principles of procedural justice, compared with universal
public services. Since selective welfare institutions must test each case indi-
vidually, they are to a greater extent subject to the suspicion of cheating,
arbitrariness and discrimination, compared with universal public agencies
(Rothstein, 1998).

Another problem is that selective welfare programs often stigmatize
recipients as ‘welfare clients’. They demarcate the rich and the poor, and
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those at the bottom are made to feel that they are less worthy, not least
because of the bureaucratic intrusion felt in the process of implementa-
tion. Universal programs are connected to citizens® rights, while selective
welfare programs have trouble with legitimacy because they have to single
out the ‘deserving’ from the ‘non-deserving poor’. This will always imply
discretionary decisions by street-level bureaucrats who may intrude on the
personal integrity of clients (Soss, 2000). Denigrating recipients of means-
tested government programs leads to social strains in two ways: The poor
feel isolated and feel that others deem them unworthy. The denigration
of welfare recipients feeds on public perceptions that the poor truly are
responsible for their own poverty. Neither side sees a shared fate with
the other. In contrast, universal programs do not cast aspersions on the
responsibility of benefits and thus do not destroy trust. When they work
well, they can even help to create trust by increasing feelings of equal treat-
ment and equality of opportunity (Rothstein and Uslaner, 2005).

Conclusion

Historical macro-level explanations in the social sciences are difficult
things. There are good arguments both for the idea that the Nordic-type
welfare state is an effect of a initially high level of social capital or that it
is cause for the high level of social capital. To solve this question is in all
likelihood a ‘hard case’ (Stolle, 2003). However, one could think that it
is a combination of both approaches that explains the high level of social
capital in the Nordic welfare states. Following this line of reasoning,
sequencing and so-called ‘feedback’ mechanism between the variables
set societies on different (vicious or virtuous) circles that can be under-
stood as paths from which it is difficult to deviate. One could think of
this development in the following way: initially the Nordic societies had a
stock of social capital that was not much higher than in other comparable
countries, but it was high enough to create a small set of universal policies
which in its turn increased the level of social capital so that in the next
sequence it was possible to enact new or broaden the existing universal
social policies, that served to further increase the level of social trust,
and so on. However, it can also be the case that this path did not start
out with an initially ‘more than average’ level of social capital but with a
‘top-down’ construction of some kind of universal social insurance policy
that started this process. In any case, the explanation for why these socie-
ties are nowadays rich in social capital would be that at some ‘formative
moment’ or ‘critical juncture’ they managed to set in motion a process in
which universal social policy institutions and social capital became mutu-
ally reinforcing entities.
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Note

1. It is interesting that the political metaphor ‘welfare queen’ does not exist in the
Scandinavian languages.
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13 The Nordic welfare state

Thora Margareta Bertilsson and
Christian Hjorth-Andersen

13.1 Introduction

The Scandinavian countries stand out in the present world economy as
both competitive and well-functioning societies.! This is an interesting
observation in light of the fact that these societies, besides being wealthy
also cultivate strong equity-values. This raises classic questions of compat-
ibility between equity and efficiency: traditional views both in economics
(Hayek, 1945) and in sociology (Schumpeter, 1976; Weber, 1978: 85-113;
O’Connor, 1981) tend to propagate quite opposite views; too much focus
on equity undermines efficiency, while efficiency in turn erodes equity. It
may be unfair that one person is a professor and another person an asphalt
worker but the gain in efficiency outweighs the costs of inequality.

On a more general level, we seek to address the old relationship of the
state versus the market in a new light: what are the mechanisms by which
equity under some conditions can translate into efficiency? Gosta Esping-
Andersen has for decades been an ardent spokesman for the Nordic welfare
mix, that heavily relying on tax-supported scheme of welfare subsidiaries
for social and family care, in the long run, pools social resources better
than any other model (Esping-Andersen, 1990, 1999, 2002, 2006). We are
basically in agreement with Esping-Andersen here, but would like to stress
the generic feature of the Nordic welfare states: the combined perspective
of efficiency and equity was — and is — at the heart of its construction. From
a social science point of view, such a combined perspective demands the
cooperation between economists and sociologists in accounting for the
success of such a state formation. Regrettably, such cooperation across
the social sciences is often lacking, with the result that economists tend
to look at efficiency measures, while sociologists (and political scientists)
focus on problems of equity. In this text, we advance the thesis that a mul-
titude of explanations is required in accounting for the apparent success of
the Nordic welfare state. Economic and fiscal policies, the general charac-
ter and the power of government and, not least, sociological explanations
are needed for a fuller account of its success in a global perspective. Of
particular interest, as we suggest in this chapter, is the intergenerational
effect of what sociologists call ‘social capital’. On the whole, and according
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Table 13.1 GNI per capita, US$000s, 2004

Denmark 40650
Finland 32790
Norway 52030
Sweden 35770
European Monetary Union 27630
United States 41400
World 6280

Source:  World Bank database.

to opinion surveys, young people stubbornly support ‘general welfare’. In
this text we shall take a particular look at what economists call ‘dynamic
effects’ of social capital; investments in public policies apparently ‘pay off’
on the level of individual and collective performance. The welfare mix in
the case of the Nordic countries seemingly operates in a social environ-
ment of high ‘institutional trust’ between the populations and state systems
(Rothstein and Stolle, 2003). Such institutional trust has considerable
socio-economic payofs.

In this chapter, we disregard differences between the Scandinavian
countries and stress differences between these countries and the rest of
the world. In Section 13.2, we briefly present some characteristics of these
states. In Section 13.3, we offer some tentative explanations. We stress the
overall consensual climate of these countries with regard to political goals
to be pursued, and we explore in some detail how social trust operate in
mediating equity and efficiency. Finally, we consider whether or not the
welfare systems of these countries are easily exportable; in our view, these
systems (‘trust banks’) are quite unique for the reason that they take gen-
erations to establish.

13.2 The Scandinavian welfare states at the turn of the millennium

In a global perspective, the Scandinavian countries are quite rich and
at the same time they are characterized by a rather equal distribution of
income.

In Table 13.1, we reproduce the average income in the four countries.
The indicator used is the gross national income (GNI) per capita, a stand-
ard measure of the average income.

On average, the Scandinavian countries have an income per capita on a
par with the United States. Norway is a little higher due to oil income, and
Finland and Sweden a little lower, but as a rough measure it seems fair to
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Table 13.2 The Gini index

Country Gini index
Denmark 22.0
Finland 28.0
Norway 29.3
Sweden 25.7
Germany 28.0
United States 46.4

Note: The index refers to 2001-03.

Source: World Bank database.

say that the average income in the Scandinavian countries are comparable
to the US, and they are certainly higher than the average of the European
Union.?

At the same time, the Scandinavian countries rank high with respect to
equality. The Gini index usually used to describe income equality is pre-
sented in Table 13.2. The Gini index may be computed in various ways,
and the numbers presented here refer to households. Nevertheless, for
our purposes, these distinctions are not crucial and it would seem that the
Scandinavian countries are much more equitable than the United States but
not markedly more equitable than, forexample, Germany. The Scandinavian
welfare states have a rather equal distribution of income in an international
perspective but not necessarily in a European perspective. Moreover, the
Scandinavian countries are not egalitarian countries. There are dollar bil-
lionaires in Scandinavia, too, and their numbers are presently increasing.

The traditional social democratic vision of the welfare society was not
an egalitarian society but a society with equal opportunities. The son of
the asphalt worker should have the same opportunities in life as the son
of the professor. In that respect, these countries have enjoyed a moderate
measure of success.?

These two tables essentially make our case: there is no necessary trade-
off between income and equality. Apparently, high income can combine
with a considerable equity. The Scandinavian countries provide evidence
that there are alternatives to the American model; that wealth demands a
considerable spread of income differences in the population to motivate
individuals to climb the social ladder. On the other hand, we know for
sure that equity under some conditions can lead to considerable reduc-
tion in collective wealth. The interesting question in this context is under
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what conditions and through which mechanisms equity can contribute to
wealth?

The results concerning income equality in the Scandinavian countries
are largely due to public redistribution, and these countries are notorious
for their taxation. Indeed, taxation is higher in the Scandinavian countries
than the Organisation for Economic Co-operation and Development
(OECD) average or the US but not very much higher than some countries
in continental Europe such as Germany or France. In light of the high
tax pressures in the Scandinavian countries, especially in Sweden and
Denmark, one would expect the population, especially the more wealthy
segments, to partake actively in tax revolts: to express strong opinions in
favour of tax reduction or to vote such political parties into power that
offer to cut taxes. In fact, it seems that the opposite is true.

Typically, we expect the Nordic welfare countries to be run predomi-
nantly by a social democratic government, alone or in a coalition. While
clearly social democratic parties were the dominant actors in initiating and
establishing general welfare, the picture today appears much more varied.
Even when liberal-right parties are in power (as is currently the case in
Scandinavia, with the exception of rich Norway!) these governments only
seem to make minor changes in basic welfare institutions. Political parties
even compete among themselves as to which represents the best and most
sustainable welfare model.

Although measurements of the value-structures in the Nordic countries
typically show equality to be a cherished value, it is also relevant to point
out that the welfare theme stressing the value of equity in a population
can serve instrumental means-ends value as well. For the middle classes,
welfare services such as good childcare, free access to universities, good
maternity and paternity conditions, and good hospitals are typically in
their own best (economic) interests. Welfare services have both primary
and secondary gains; primary gains are typically those that serve distribu-
tive justice and target needy groups, but there are often considerable side
effects now discovered by wide population groups.

From a sociological point of view, we feel ready to advance the thesis
that the welfare state project in large measures in the Scandinavian coun-
tries has become a successful middle-class project. Such a link can also help
illuminate its great attraction among a wide spectrum of political parties.
Such an outcome — that broad middle-class strata are the winners in the
welfare game over time — may also shed light on numerous other indica-
tors where people in the Nordic countries excel: they run high on indexes
of happiness (Veenhoven, 2006); the fertility rate, also alarmingly low in
Europe, is slightly better in these countries than in the rest of the continent.
The suicide rate is not as high as once suggested by President Eisenhower
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in a famous speech in 1960 where he linked the suicide rate in Scandinavia
to the welfare state’s conception of security from cradle to grave, implying
that people had nothing to live for. When it comes to such ‘individualistic’
contests as artistic expression, Danish film, for instance, occupies a top
league position; sport activities of various kinds show continuous Nordic
top achievements. Although the Nordic welfare states could be (and cer-
tainly have been) targeted by critics to induce the terror of normalcy and
mediocrity, prevailing indicators report otherwise.

The prospects for the Scandinavian countries currently look good. They
have a natural advantage in a future knowledge-based economy. There
are dark clouds, of course. In an international world, it may be difficult
to sustain the level of taxation necessary to support the welfare state.
Furthermore, immigration from Third World countries poses serious
problems for the welfare state. The welfare states have a highly qualified
labour force as well as high minimum wages. Massive welfare clientism
among immigrants can result in resentment, and even xenophobia, among
the domestic population. Denmark is especially targeted, but similar con-
cerns are found in the other Nordic countries as well. There are in fact
signs that we may see the beginning of a new underclass: permanent unem-
ployment, school leavers and a rising level of criminality. Such a prospect
would certainly tarnish the picture of a general welfare state.

13.3 Explanations

So far, we have demonstrated that the Nordic welfare states do reasonably
well from an economic point of view and reasonably well from a social
point of view. The question is, why? It is beyond our knowledge, and
indeed anybody’s knowledge, to provide a definitive answer but we have
some suggestions.

Family policy is of course central, as it enables women to enter the labour
market, but we regard this observation as commonplace and already well
documented. In a short chapter, it is not possible to give a thorough
discussion, and we shall not enter into a discussion of purely economic
aspects either, such as savings behaviour, capital accumulation, and so on,
and though we will concentrate on ‘social’ explanations, it should not be
forgotten that wealth creation is also a question of efficient production of
mobile phones, trucks, oil and pigs.

We also skip a discussion of labour market and education policy. It
would certainly be relevant to our topic but would require a rather exten-
sive presentation.*
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Table 13.3  Net total social expenditure, per cent of GNP

Country Net total social expenditure
Denmark 26.4
Finland 22.6
Norway 23.6
Sweden 30.6
France 31.2
Germany 30.8
OECD-23 22.5
United States 24.5

Source: Adema and Ladaigue (2005).

13.4 The growth orientation of the welfare states

As an introduction, we think it is illuminating to think of welfare in the
Nordic states in terms of the idea of surplus, once playing a prominent
part in Marxist theory. The capitalist system produced a surplus, as the
value of production was more than the amount necessary to sustain the
labour class. This surplus was consumed (undeservedly) by the capitalists.
In a sense, this idea may be transferred to the welfare states. The economic
system produces a surplus in the sense that the value of production is larger
than the amount necessary to satisfy the perceived consumption needs of
the population. Thus, we get the simple equation: The larger the produc-
tion, the larger the surplus and the higher the welfare. Hence, it is very
much in the interest of the welfare state to promote an efficient economy
as that means a larger surplus and higher welfare. This fact was clearly
understood by the social democratic movement.

Furthermore, in a welfare state the choice is not just between consump-
tion today and welfare today. It is very much the choice of welfare today
or tomorrow. The welfare states are permanent. They expect to be in power
for the foreseeable future. There are two important consequences of this
fact.

One is that it is a mistake to think of the welfare states as spending exor-
bitantly on welfare! Adema and Ladaigue (2005) have produced figures
for the OECD countries with respect to net total social expenditure. This
concept quantifies the proportion of an economy’s domestic production at
the disposal of recipients of social benefits. Table 13.3 presents the avail-
able data.’

We see that the proportion to be used as social benefits is not mark-
edly higher in Scandinavia than in the rest of the OECD. Sweden is a
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little higher than the OECD average but even Sweden does not have a
higher proportion than, for example, Germany or France. Thus, the
Nordic welfare states should be understood with an emphasis on ‘state’.
It is the institution of general taxation and general welfare schemes that
characterizes these states rather than the amount disbursed as welfare.
The Nordic welfare countries do not spend a disproportionate amount
on welfare and thus do not drain the economic resources away from
productive usages.

A second consequence is with respect to social policies. The fact that the
welfare state may rightly assume that it will be in place not only today but
also tomorrow will give an investment perspective on social expenditure
that would otherwise be absent. Investment in prevention of personal
malfunctioning — be it due to illness, unemployment or, for example, word
blindness — becomes a sensible and, quite possibly, even profitable social
policy. In Denmark, for example, all babies are regularly visited in their
home by a nurse to check their health. This may well result in preventing
health problems that could otherwise only have been treated later at a high
cost in the public health system. Thus, such a policy measure may well
be judged by a social cost—benefit analysis to be financially sound, but it
would not be easy to implement unless the state paid the costs of the nurse
as well as the later health costs.

13.5 Is government the problem?

Ronald Reagan and Margaret Thatcher introduced in the 1980s the slogan
that government was not the solution to the problem — government was the
problem. This way of thinking never took hold in the Nordic countries. In
fact, the public sector is actually well regarded. Transparency International
publishes an annual index of perceived corruption. Finland and Denmark
top the list, with Sweden and Norway a few places behind.® Corruption is
simply not perceived to be a major social problem. This may be due partly
to tradition and partly to the fact that corruption does not thrive very well
in small transparent societies.

Of course, the welfare state by its very nature involves substantial gov-
ernment regulation and administration. One danger to the public sector
would be that it was considered by the citizens to be inefficient. This poses
a specific problem for the welfare state. The basic economic fact is that it
is very hard to measure efficiency in the public sector. While private firms
may document improvements in efficiency as increasing profits or declining
prices, this is not possible for the public sector. The public sector is thus
very vulnerable to attacks that it is simply inefficient.

The supporters of the welfare state have long recognized this danger
and have in fact introduced the slogan: ‘We must reform the welfare state
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in order to conserve it’ The consequence has been very marked efforts to
modernize the substantial public sector, such as introducing new technol-
ogy and new public management. The traditional concept of a public
servant — a lifelong and virtually secure employment, pension rights and
low pay — is rapidly disappearing. The public sector is increasingly using
benchmarking and indicators to demonstrate their efficiency. Outsourcing
to the private sector has become quite common even though it may seem
contrary to the traditional ideas of the social democratic movement.
However, the reform spirit of the welfare state has accepted the idea that
outsourcing may be politically necessary and an acceptable compromise.
For example, free dental care to schoolchildren may be a worthy objec-
tive of the welfare state. Nevertheless, if this principle is attacked as being
inefficient, a compromise may be to insist that free care is still provided to
all children but not necessarily at a public clinic.

Another aspect of the welfare state and the general trust in the welfare
state is that it facilitates some solutions that are not (politically) possible
elsewhere. To give a particular example of what we have in mind, we may
mention the CPR system. The CPR stands for Central Personal Registry,
and is a personal number issued to all persons in each of the Scandinavian
countries. When a baby is born, it gets a CPR number which it will have
for the remainder of its life. This CPR number is used in all connections
between the person and the public sector thus saving a lot of administrative
resources. In a welfare state, the range of applicability becomes very exten-
sive: tax questions, social benefits of every kind, contacts with hospitals
and the doctor, use of the library, payment of parking tickets, and so on.
There can be no doubt that the introduction of the CPR system required
substantial faith in the public sector as, obviously, the system could be
used for a detailed monitoring of the citizens with consequent possibilities
of abuse. Once in place, the system has proved to be remarkably successful
and is widely used in the private sector as well.

13.6 The value of social capital, trust and legitimacy

The notion of social capital has gained increased attention, not only in
sociology but also in the field of economics. In sociology, the writings of
Pierre Bourdieu first made explicit use of the concept as ‘the aggregate
if the actual or potential resources which are linked to possession of a
durable network of more or less institutionalized relationships of mutual
acquaintance or recognition’ (1985: 248). James Coleman (1988) reintro-
duced social capital to the Anglo-Saxon world in looking at such high-trust
communities as global diamond trading. The concept was later widely
popularized by Putnam’s studies on the transformation of social life in
modern USA (Putnam, 2000). More recently, economists have also taken
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interest in ‘social capital’ (Paldam, 2004).” Economists have come to accept
that not only labour and capital are important for sustained growth and
prosperity but also a number of other factors traditionally studied within
the discipline of sociology. The notion of social capital is easy to incorpo-
rate into a growth perspective as social capital will reduce transaction costs
and facilitate trade and wealth creation.® So far, economists have learned
that only a fraction (though a sizeable fraction) of the economic growth
is attributable to growth in the labour force and in the capital stock. The
part not explained by traditional economic factors is sometimes attributed
to research and development (R&D), sometimes to ‘culture’ or ‘social
capital’.

While notoriously hard to define and measure exactly, the concept
implies that there is a civic spirit in the population to cooperate, a substan-
tial trust in other persons, and a substantial amount of agreement as to the
pursuit of overriding social goals.

To these social values, sociologists and political scientists have also
added more ‘procedural’ dimensions resting in the ‘institutional trust’ that
people may have in government and the court system. Institutional trust
can be translated into ‘legitimacy’, and serves as a belt of transmission
between individuals and the wider social system (Parsons, 1964; Cohen
and Arato, 1994). The Scandinavian countries would seem to qualify in all
these respects (Rothstein and Stolle, 2003). In the continual measurements
that Eurobarometer performs to survey the state of affairs on the European
continent, the Scandinavian populations top the list on various indexes of
both personal and impersonal trust (van Oorschot et al., 2006).

The amount of general trust is markedly higher in the Scandinavian
countries than in the surrounding world. People tend to trust each other.
Whether this is a consequence of the welfare state, or the welfare state is
contingent upon this trust, is an open question. The sure thing is, however,
that a high degree of trust, or generalized social capital, lowers the trans-
action costs and thus contributes to wealth creation — another aspect not
incorporated into traditional economic models.

Seeking to specify in somewhat greater detail how the welfare state seems
successful in producing (and profiting from) such institutional trust over
time, we take notice of Coleman’s seminal discussion in order to see how
some of his remarks especially apply to intergenerational processes in the
welfare state.

Social capital is defined by its function. It is not a single entity but a variety of
different entities, with two elements in common: they all consist of some aspects
of social structures, and they facilitate certain actions of actors — whether
persons or corporate actors — within the structure . . . A given form of social
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capital that is valuable in facilitating certain actions may be useless or even
harmful for others. (Coleman, 1988: 98)

In comparison with other more commonplace forms of capital such as
physical (tools, cars) and human (number of PhD’s and newborn babies),
social capital, as Coleman notes, is somewhat less tangible ‘for it exists in
the relations among persons’ (1988: 100-101). Clearly, in a society with a
high degree of trustworthiness among its citizens, there are fewer transac-
tion costs in terms of special control personnel and costly monitoring proc-
esses than in a society with little trust among its members.

Coleman mentions three sorts of mechanisms in operation to create
social capital as a value in and for social action: (1) obligations, expecta-
tions, and trustworthiness of structures; (2) information channels, and (3)
norms and effective sanctions. We next see how each of these mechanisms
applies to the modern (Nordic) welfare state.

13.7 Obligations, expectations and trustworthiness

Since Marcel Mauss’s The Gift (1990, first published in 1924) sociolo-
gists and anthropologists have been studying primitive gift economies,
as the gift gives rise to expectations (on behalf of the gift-giver) as well
as obligations on behalf of the gift-receiver to return the gift at a proper
time. A non-returned gift can have serious repercussions, not only on the
person inflicting the damage, but also on general group-life. Such breaches
diminish general trust in the community, and can, if it is repeated, destroy
community life.

As Mauss himself noted, the welfare state is in its construction a gen-
eralized and impersonalized ‘gift economy’ where the gift-giver and gift-
receiver are no longer in personal contact with one another. The loss of
‘thick community’ can result in the loss of trust — unless some substitute in
form of a general insurance system can restore the economy of trust. The
transactions are now managed by the state as tax transference. Obligations
and expectations are again maintained as institutional trust: via the tax
slip, members give their allocations to the community in the expectation
that their share will be returned, if and when these same members are
in need. Such expectations in the case of the welfare state of the Nordic
type is now carefully specified as a set of ‘universal rights’ with regard
to parenthood, childcare, worker’s rights, pension rights and so on (see
Rothstein’s contribution in this volume). In the language of Coleman, the
citizens have great investments in such an economy of shared expectations/
obligations, but the wheel could not operate unless a sufficient number of
such assets remain unobserved: “The density of outstanding obligations
means, in effect, that the overall usefulness of the tangible resources of that
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social structure is amplified by their availability to others when needed’
(Coleman, 1988: 103).

Francis Fukuyama (1999) in his discussion of social capital makes a
special point in noting that building up such capital of strongly shared
expectations/obligations is more a task of ‘second generation’ economic
reform. Such institutional trust cannot be modelled as social policy in the
first place, but is rather to be seen as the by-products of first generation
social policies. Also Coleman points out the ‘intergenerational effects’ of
existing social capital; those givers who contribute in the first place are not
necessarily among the receivers themselves, although their children and
grandchildren can come to profit. Here, then, is an instance why the welfare
state appears to be so robust among the younger generation: despite their
many individual preferences at large, they appear as strong supporters of
generalized welfare services.

Clearly, the institutional trust economy in the welfare state is heavily
dependent upon not too many ‘free-riders’ taking benefits without paying
their due. Not only will the actual economy sour, especially over time,
but more serious is the breakdown of institutional trust: instead of shared
cooperation among the citizens we will get a society of selfish individualists
and/or communities.

13.8 Information channels

Coleman especially notes the importance of information in the creation
and sustenance of social capital (1988: 104). ‘Acquisition of information is
costly’ for the reason that it demands attention on behalf of social actors,
and this, he says, is always in short supply. Hence, the acquisition of infor-
mation is greatly facilitated if it can be ‘down-loaded’ free of charge from
social relations already in operation for other purposes.

We have already noted the efficiency both for state and in the private
sector of the central registration banks (CPR) in the Nordic welfare states.
In many other countries, notably Great Britain, such CPR numbers are
looked upon with great suspicion as it is seen as a threat to individual
privacy and integrity. In all the Nordic states, CPR banks are heavily
controlled by ‘information laws’ in order to preserve the integrity of the
individuals. But certainly, the mere existence and further refinement of
such central registration facilitates not only state and market operations
but, increasingly, communication between citizens and authorities on all
levels. Communication as to tax transference, pension accumulations,
child maternity/paternity allotments and so on are now wholly computer-
ized so that individuals can inform themselves as to their social rights and
obligations without too much effort. Welfare institutions for more special
services such as schools, hospitals and employment agencies also facilitate
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the general communication flow: students need only listen to their more
well-informed colleagues to acquire vital information as to new and old
policies. In this respect, it is worthwhile underscoring how cheap infor-
mation has become in the welfare state — especially for the second- and
third-generation members: while conversing on this and that, as a matter
of course they are informed and assured of their ‘rights’.

Surely, the reverse of the easy availability of such social information
is the fact that people also have easy access to such information that can
assist them as free-riders. Hence, the formal system of rights and obliga-
tions need to be sustained by an informal system of norms and sanctions.

13.9 Norms and effective sanctions

The third central factor in regenerating ‘social capital’ is, Coleman sug-
gests, that norms and effective sanctions are in operation so that those
who breach the contract of community are punished accordingly. Such
norms have a moral character; they operate among individuals themselves
on a face-to-face level to distribute honours and rewards and, if needed,
sanctions.

As we have noticed earlier, the upholding of a shared norm and reward
system in the Nordic countries were certainly much facilitated by the small
and homogenous populations widely socialized into the Protestant ethic.
We need to add yet another central dimension here, namely, the control of
the class system. We are far from implying that ‘social class’ is not a factor
in these countries, but the culturally mediated honour and reward systems
appear to operate beyond class. A ‘free-rider’, whether in the working or
the upper class, will experience difficulties to reach the top of the social
hierarchy. Indeed, in the selection of elites in the public as well as in the
private sectors, there are quite a few barriers an individual needs to over-
come. This is due to the thorough organization of social life making purely
individualized manoeuvres in pursuing careers — outside selection under-
taken in existing associations — difficult to achieve. The ‘cooperative spirit’
needs to be deeply entrenched for these societies to functioning well. As
suggested by Rothstein and Stolle (2003), the Nordic countries maintain a
high level of social capital when measured as participation in community
associations; the ‘Bowling Alone’ syndrome is seemingly not so widespread
in these countries.

13.10 Closure of social networks

It is worth mentioning yet another dimension in Coleman’s seminal text,
namely, the character of social structure in a given society. All social
relations and structures are generating some form of social capital either
to support or to oppose formal system operations, but certain kinds of
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‘closures’ are more effective in facilitating social capital than are others.
Coleman mentions ‘closures’ as especially effective here. With closures,
he refers to the circuit of information/relationships among the members
of a group. In a group or network with no closures, much information is
simply wasted as it is not fed back into the system of relationship: it is like
opening up the windows with radiators controlled by thermostat; the heat
is going out the window and it will quickly turn costly; the heating bills
will be enormous.

The same system operates in social networks: if there are closures, that
is, information circuit among its members, community feeling (or social
capital) is greatly enhanced — it may operate to strengthen group life — or
else, to oppose orders from above.

We have already pointed to efficient information channels in operation
in the welfare states. In this regard, it can be suggested that such channels
also operate as ‘circuits’ where people check up on one another. One could
here point to the more flattened out social structures in the Nordic welfare
states, especially in the workplace but certainly so also in government
offices and in universities. Sociologists have suggested that an ‘informali-
zation ethos’ has taken root in the Nordic welfare countries: in personal
communications titles have largely disappeared. In comparison with con-
tinental Europe, the Nordic countries are characterized by much weaker
social hierarchies. In the language of Granovetter (1973), one could suggest
that the social structure in the Nordic countries be characterized by ‘bridg-
ing’ rather than ‘bonding’ ties: information flows quite easily up and down
the social ladder. The flattening out of social structures can under certain
conditions constitute a weakness, as for instance in military organizations
preparing for war! But under more regular conditions, the flat structures
allow for great inter-communication, and secure wide acceptance among
those on the shop floor as their voice is being heard.’

The other side of the coin resulting from strong social capital accumula-
tion is, however, that there is a systemically operating danger for dividing
insiders and outsiders. Those who do not comply with the informal rule
system are in danger of being excluded from the community. This may also
explain why immigrants so far are having difficulties in gaining access to
the labour market.

13.11 Concluding remarks
To some politicians and social scientists, the Scandinavian mix of equity
and wealth may seem worthy of imitation. To others, there are less appeal-
ing aspects of the Nordic welfare states, for example the reduced role of the
family and the problems that such reduction leads to (such as impersonal
care, old people left alone).
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However, if one would like to imitate this model of society the question
arises as to whether or not it is at all possible. Of course, some elements may
in principle rather easily be copied, for example the emphasis on education,
labour market policy and research. Nevertheless, it would seem to us after
considering the facts presented in this chapter that the answer in general
would be negative. Other elements would seem to be dependent upon the
nature of these countries. They are all small homogeneous countries.!”
The fact that they are small means that there can be no presumption that
they can influence world affairs, and therefore they have a political climate
that accepts adaptation to changing circumstances in the world. They are
homogeneous with respect to language and culture, and that fact facilitated
the introduction and consolidation of the welfare state. Early on, they
inherited a favourable attitude towards the state that the welfare was able
to profit from. The state has typically been seen as a solution rather than
a problem. The welfare state today has evolved over more than a century,
and owing to continual reform has been able to command general support.
All these aspects make us believe that, in general, the Nordic welfare state
is difficult to export. One may transfer physical capital to other countries
but not social capital.

The evolution of a society is a complex process involving economic
as well as sociological factors. Ignoring the sociological factors is as
bad as ignoring the economic factors. In our view, social capital is a
valuable concept as it helps in linking social and institutional behaviour.
Furthermore, it helps in linking sociological and economic considerations.
However, it can certainly not stand alone; its interaction and compounded
effects with many other factors remain to be studied.

Notes

1. By Scandinavia, we understand in this chapter Denmark, Finland, Norway and
Sweden. Iceland is a special case due to a small population and a very different geogra-
phy but shares many aspects with the other Scandinavian countries. We use the terms
Scandinavia and the Nordic countries interchangeably.

2. To some extent, it could be argued that this conclusion would seem to be dependent
upon the inclusion of oil-rich Norway. However, a comparison with the US should take
into account that the US is also a country with large natural resources.

3. Forexample, in a formal sense there is free education for all but the evidence suggests
that admittance to higher education is nevertheless strongly biased towards the sons and
daughters of the wealthy and the well-educated parents. Nevertheless, there has been
some success. An American observer concludes (Solon, 2002: 64): ‘At this stage, it seems
reasonable to conclude that the United States and the United Kingdom appear to be
less mobile societies than are Canada, Finland and Sweden.” Research available in the
Danish language suggests that the same result would apply to Denmark.

4. The notion of corporate responsibility for employment is soundly rejected, and the state

rather than the firm (or the family) provides the security net.

We are indebted to Esping-Andersen (2006) for this reference.

6. See http://www.transparency.org/.

W
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7. As Alejandro Portes (1998) has noted, the economist Glen Loury already made use
of the concept ‘social capital’ in 1977 in criticizing neo-classical explanations of racial
income inequality as too ‘individualistic’ (Loury, 1977).

8. Lenin remarked that trust is fine but control is better. However, this was the point of
view of a dictator. A modern economist would say that trust is cheap while control is
costly!

9. These types of ties or closures are often referred to as ‘consensus cultures’ it is important
to engage many people in decision-making. Such consensual processes also create obli-
gations and expectations, and thus we are back into the basics of accumulating social
capital over time: the ‘rights’ of people to be heard are now institutionalized in quite
settled semi-legal procedures.

10. Economists have studied the relation between the income level and the size of the
economy. From an economic point of view, see, for example, the summary by Alesina
(2003) in his Joseph W. Schumpeter lecture, there are a number of advantages from
being a large state. For example, the provision of public goods may be cheaper, and
a larger market will foster economic growth. However, small states may join existing
organizations such as defence organizations, and they may use the international market
instead of the national market, and so there is no necessary or in fact empirical correla-
tion between country size and income level.
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14 Tax compliance!
Lars P. Feld

14.1 Introduction

Tax compliance has gained considerable importance for tax policy during
the last decade. The German case is particularly instructive in this respect
as a policy of tax-cut-cum-base-broadening is accompanied by measures
that supposedly reduce tax evasion and avoidance. The German govern-
ment has hoped to increase tax compliance by fostering deterrence directly
(for example, the Black Activities Act of 2004) or indirectly (through
facilitated information exchange via the European Savings Directive in
2005), but also by a tax amnesty in 2003. The importance of compliance
issues is, however, not only visible in Germany. In the USA discussion on
fundamental tax reform, its potential to facilitate compliance is addition-
ally debated (Gale and Holtzblatt, 2002; The President’s Advisory Panel
on Federal Tax Reform, 2005: ch. 6). In the UK, the Mirrlees Review,
aiming at a fundamental reform of the UK tax system for the twenty-first
century, includes a chapter on tax compliance as well (Slemrod et al., 2007).
Such attention for tax compliance and administrative issues is a relatively
new phenomenon as tax policy used to exclusively focus on efficiency and
equity issues.

The main focus in the literature on tax compliance, and thus of poli-
cies to enhance tax honesty, is on deterrence. When we let this dominance
of deterrence prevail in the beginning of our analysis, some interesting
insights can be gained. Deterrence (and coercion) by the state in demo-
cratic societies governed by the rule of law usually implies the use of sanc-
tions, if someone does not comply with the law, after such non-compliance
behaviour is discovered in official investigations. With respect to tax
compliance, deterrence is obtained by fines and, in severe cases, prison
sentences as well as audits of taxpayers to increase the probability of detec-
tion. Allingham and Sandmo (1972) and Yitzhaki (1974) (henceforth ASY)
provided the first analyses of tax compliance in which deterrence became
the most important explanatory factor. They considered fines and audits
as the (potential) costs of tax non-compliance, and tax rates and incomes
of taxpayers on the benefits side of the evasion gamble. If a taxpayer has
to pay a certain amount of money as punishment for not paying taxes hon-
estly with a particular probability of being detected, she has an incentive
to reduce tax non-compliance. However, she can gain a certain amount of
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money depending on the actual income she earns and on the marginal tax
rate she faces.

For the assessment of costs and benefits, the expected amounts of fines
and of tax advantages due to tax non-compliance play a role. Taxpayers
make their calculations using subjective probabilities of being detected as
a tax cheater as inferred from perceived auditing efforts of tax adminis-
trations. Moreover, the benefit—cost calculus depends on taxpayers’ risk
preferences, that is, whether they are risk-averse or risk-neutral. While
the negative effect of expected punishment on non-compliance is robust
to different risk preferences, the positive effects of the benefits — the addi-
tional income earned through tax cheating given a marginal income tax
rate —depends on risk preference. With a decreasing absolute risk aversion,
higher tax rates may induce less tax cheating (Andreoni et al., 1998).

Both, subjectively perceived probabilities of detection and risk prefer-
ences, provide challenges for the validity of the purely economic approach
as they may be prone to misperceptions of individual taxpayers or tax
authorities. Indeed, the ASY model of tax compliance does not perform
particularly well, when it comes to explaining observed levels of tax com-
pliance. The actual extent of deterrence in most industrialized countries is
too low to explain the relatively high tax compliance: ‘A purely economic
analysis of the evasion gamble implies that most individuals would evade
if they are “rational”, because it is unlikely that cheaters will be caught
and penalized’ (Alm et al., 1992: 22). If this explanation gap were closed
by relying on individual misperceptions of the probability of being caught
or on particular risk preferences, the economic approach would be under-
mined however. On the one hand, risk aversion would need to be 10 to 15
times higher than actually observed in order to account for the present
compliance rates in the US (Graetz and Wilde, 1985; Alm et al., 1992) or
in Switzerland (Pommerehne and Frey, 1992; Frey and Feld, 2002). On
the other hand, the economic approach relies on rational individuals, and
saving an explanation of tax compliance which is based on this model by
assuming irrationality questions the approach in general (Sandmo, 2006).
Objective probabilities of detection and thus the ability of taxpayers to
behave dishonestly might vary across different sub-groups of the popu-
lation, but they are still far from complete even for those facing highest
detection rates.>

Thus, additional factors which are not included in the pure economic
approach of tax compliance must be considered to learn why people obey
tax laws. Following simple intuition, an explanation of compliance by a
reduction on deterrence appears to be insufficient. Each person could tell
numerous anecdotes of individuals behaving honestly in very different
contexts without any reliance on deterrence by the state. Moral behaviour
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often occurs and tax morale is a particular component of it. The ASY
approach mentions tax morale as a determinant of tax compliance, but
treats it as given and exogenous. Following the ASY reasoning, tax morale
results from an individual’s education and socialization and is therefore
not affected by economic incentives. There is, however, mounting evidence
that tax morale is systematically shaped by different factors which could
be influenced, at least partly, by government policy (Torgler, 2007). Two
promising influences rely on taxpayers’ interactions with each other and
with the government. When people perceive others to comply with tax
laws, they also pay their taxes honestly (Feld and Tyran, 2002). Individuals
conditionally cooperate. Similarly, taxpayers are willing to pay taxes hon-
estly when they get public services in exchange which are worth paying
for (Alm et al., 1993). Tax morale is endogenous and in turn affects tax
compliance. Tax morale thus contributes to the social capital of a country
such that this chapter’s main question becomes: does social capital influ-
ence tax compliance?

If the pure deterrence approach is insufficient to explain actual levels
of tax compliance satisfactorily, a policy that almost exclusively relies
on deterrence is in danger of falling short of fighting tax non-compliance
successfully. An understanding of what shapes tax morale is thus indis-
pensable. In this chapter, I discuss to what extent social norms affect
tax compliance, and whether and to what extent such norms can be
influenced by government policy. This is done by drawing on empirical
evidence for Germany and Switzerland. Following Feld and Frey (2007),
tax compliance is considered as the result of an exchange relationship in
which citizens/taxpayers pay their taxes in exchange for public goods and
services. Before the elements of this exchange relationship are introduced,
different manifestations of tax compliance and non-compliance as well as
their measurement are briefly discussed (Section 14.2). In the case of black
activities as an example of tax non-compliance, the role of social norms is
empirically demonstrated in Section 14.3. In Section 14.4, the exchange
relationship is characterized and the roles of deterrence and responsive
regulation are determined. Section 14.5 offers conclusions.

14.2 Measuring tax (non-)compliance

Many people think of tax compliance as the opposite of tax evasion
and may have in mind rich people not declaring the true capital income
obtained from their assets. However, tax non-compliance is also involved
when people are working in the shadow economy, or when the elderly
donate capital to their heirs without thinking about inheritance and gift
taxes. Equally important, large corporations pursue particular tax-saving
strategies that might turn out to be illegal only after a court finally decides
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the case. It is thus useful to have a brief look at different forms of tax non-
compliance and their measurement.

While the shadow economy includes economically legal but fiscally
hidden activities in the sense of black work, it also comprises illegal activi-
ties like trade of illicit drugs, prostitution or other criminal activities (for
broader discussions see Schneider and Enste, 2000; Feld and Larsen, 2005).
Black, but otherwise legal activities in the shadow economy usually involve
tax evasion, but taxes could also be evaded pursuing different activities
than those in the shadow economy. This is, for example, the case when
capital income earned in the official economy is not truthfully reported.
Tax compliance can thus be understood opposite to the tax gap as the
amount of the projected total tax base that tax authorities actually collect
(Andreoni et al., 1998). Finally, tax morale usually refers to the residuum
of tax compliance which cannot be explained by standard portfolio choice
determinants and deterrence measures, but also captures the general
attitude of respondents towards tax non-compliance. The different terms
‘black activities’, ‘shadow economy’, ‘tax evasion’, ‘tax compliance’ or ‘tax
morale’ obviously are overlapping and not too clearly distinguished from
each other, but are not identical and not synonymous as well.

When it comes to the measurement of different forms of tax non-
compliance, these definitions appear to be less important because data on
the extent of tax evasion or the size of the shadow economy are not easily
available owing to their very clandestine nature anyway. In economics,
several estimation methods have been developed to ‘measure the unmeas-
urable’ that are usually more or less closely linked to the one or the other
aspect of tax evasion (Schneider and Enste, 2000; Feld and Larsen, 2005).
Some of these methods rather capture the shadow economy or black
activities by concentrating on the labour market, physical production or
particular economic transactions. Others aim at a more comprehensive
assessment of tax compliance.

There are indirect and direct methods of measurement. The first indi-
rect method is called the income gap approach. It uses the basic defini-
tion in national accounts that the income measure should be the same as
the expenditure measure of the domestic product. If there are statistical
discrepancies, they might occur because the quality of the data is insuffi-
cient. However, it is highly implausible that these statistical discrepancies
increase substantially over time. Thus, tax evasion explains why people in
an economy buy more products and services than they officially have money
for, given their earned income according to income tax declarations. In
Europe, Larsen (2002) uses this method for Denmark and Gorodnichenko
et al. (2007) for Russia. Pommerehne and Weck-Hannemann (1996) and
Feld and Frey (2002b) apply it to measure Swiss tax evasion. In a similar
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fashion, the official participation rate in the labour market is compared
with actual employment (Pedersen, 2003).

The second indirect measurement method is based on monetary
approaches. On the one hand, the transactions approach, starting from
the Fisher equation of the quantity theory of money, relates total nominal
gross national product (GNP) to total transactions. The GNP of the
shadow economy is obtained by subtracting official GNP from total
nominal GNP, assuming a base year in which the ratio of total transactions
to total nominal GNP was normal, that is, no shadow economy existed
(Feige, 1989). On the other hand, the currency demand approach assumes
that transactions in the shadow economy are more strongly done in cash
than transactions in the official economy in order to leave no account-
ing traces (Kirchgéissner, 1983; Schneider, 2004). The size of the shadow
economy is then inferred by simulating currency demand with and without
tax variables.

The third indirect method is the electricity consumption method
(Schneider and Enste, 2000). It assumes that electricity serves as a good
indicator of overall economic activity also assuming an electricity-to-gross
domestic product (GDP) elasticity of close to one. Then, a calculation can
be made of how large the actual total GDP of a country is. The difference
from official GDP provides an estimate of the shadow economy.

The fourth indirect method is the hidden variable approach (Frey and
Weck, 1984). Macroeconomic indicators, usually the labour participation
rate, real GDP growth, currency demand and working hours, are used as
indicator variables for the shadow economy and linked to explanatory var-
iables such as tax rates or the regulatory burden using LISREL techniques
(structural causal modelling techniques, or the DYMIMIC approach,
see Schneider and Enste, 2000). With the hidden variable approach, only
a relative assessment of the size of the shadow economy is possible such
that analyses using this method often relate their estimates to the cur-
rency demand approach (Pickhardt and Sarda Pons, 2006). In contrast to
the income gap method, the latter three approaches capture activities in
the shadow economy, but not overall tax evasion as they are not able to
account for undeclared income from capital.

There are three main direct methods. The first focuses on black activities,
as a part of the shadow economy, by using surveys in which individuals are
directly asked whether they have carried out black activities, either for cash
payments or payments in kind (Feld and Larsen, 2005; Pedersen, 2003).
The second direct method, applied by the US Internal Revenue Service
(IRS), is based on actual tax auditing and other compliance methods
(Engel and Hines, 1999). In 1963 the IRS started to conduct periodic tax
audits (Taxpayer Compliance Measurement Program — TCMP) measuring
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understatement of income, overstatement of deductions and exemptions,
and so on, for a random sample of individual income taxpayers. The data
are used to calculate tax evasion for the whole population. The IRS also
applies an income gap method for non-filers by calculating the discrepancy
between the declared income and actual income of randomly audited indi-
viduals (Andreoni et al., 1998). The third direct method aims at measur-
ing tax morale instead of tax evasion in surveys. For instance, the World
Values Survey elicits tax morale for a representative sample of individuals
by asking whether cheating on tax can be justified (Torgler, 2007).

Any of these indirect and direct methods has disadvantages. The income
gap method has to cope with the unreliability of statistical errors. The
monetary methods may overestimate the rationality of the money market.
In addition, many transactions in the shadow economy take place without
cash payments. As indirect methods minimize strategic problems that
emerge if individuals are directly confronted with questions about tax
honesty, it could be argued that the indirect methods provide for an upper
boundary of tax evasion or the shadow economy. The survey approach is
sensitive to the formulation of the questions, and participants in the survey
may behave strategically and simply not tell the truth. Even in face-to-
face interviews, which promote the greatest degree of participation in the
survey, a respondent may simply lie. Moreover, household surveys include
black activities by professional firms at most incompletely. The survey
method may thus measure a lower limit of black activities in the economy.
The tax auditing method is prone to sample selection bias, because the
selection for audit is based on the properties of the tax returns submitted
to the tax office and thus not independent of the probability of evading
taxes. Those taxpayers identified as tax cheaters could be only the tip of the
iceberg, because it is highly improbable that tax authorities would detect
all tax cheaters even if they wanted to (Erard and Feinstein, 2007). The
survey of individual tax morale only measures hypothetical tax morale and
not real tax compliance. Nevertheless all methods taken together describe
recent possibilities to measure the phenomenon.

14.3 The role of social norms for black activities

As noted in the introduction, Germany passed a Black Activities Act in
2004 which increased deterrence considerably. Before this change in law,
in August 2004, the Rockwool Foundation carried out a representative
survey among German households of which 2143 face-to-face interviews of
persons aged between 18 and 74 years were available for a study conducted
by Feld and Larsen (2005). Asking people whether they carry out black
activities is a delicate task as respondents have incentives to reply dishon-
estly. It is possible to reduce such dishonesty by conducting a structured
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Table 14.1  Black activities in 2001 and 2004, respondents 18-74 years of

age
Carried out black activities? (%)
Yes No Don’t know Total No. of
respondents
2001 10.4 86.7 2.8 100 5686
2004 8.8 89.9 1.3 100 2143

Source: Feld and Larsen (2005: table 6.1).

face-to-face interview with a questionnaire which is informed by the experi-
ences from surveys on individual willingness to pay for public goods like
environmental quality (see for the Contingent Valuation Method, Kopp
et al., 1997). Still, it cannot be excluded that respondents did simply not
tell the truth such that this survey method only provides for a lower bound
of the shadow economy in Germany. The concrete question asked, after
the questionnaire focused the attention of respondents only slowly on the
black activities topic, reads (Feld and Larsen, 2005: 44):

The next questions are about what are popularly called ‘black activities’ . . . In
the case of black activities you work for someone else by mutually accepting that
the remuneration is not taxed although it normally has to . . . Have you carried
out activities of this kind during the past 12 months?

Similar formulations have been used in a number of surveys in Denmark
since 1994. It is followed by questions about the kinds of black activity,
the time spent on black activities, black hourly wages, and so on. The
responses to the question are given in Table 14.1 and show that, in 2004,
8.8 per cent of the respondents carried out black activities. Compared with
an earlier survey by the Rockwool Foundation (Pedersen, 2003), black
activities thus declined from 10.4 per cent.

The extent of black activities as a percentage of the official GDP could be
inferred on the basis of this question by additionally considering the number
of working hours in black activities in relation to the working hours in the
official economy, assuming that the productivity of workers in both sectors
is the same. With this additional information, Feld and Larsen (2005: table
7.5) are able to report a decline of the size of the German shadow economy
from 4.1 per cent of GDP in 2001 to 3.1 per cent in 2004.

These survey data from 2001 and 2004 could subsequently be used in
multivariate econometric (statistical) analyses to explain the probability
of conducting black activities. The dependent variable explained by the
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model is a binary variable which takes on the value of one if a person indi-
cates she conducted black activities, and zero otherwise. The independent,
explanatory variables comprise a set of socio-demographic characteristics
like age, marital status, whether children live in the household, occupation,
education, employment status (number of unemployed months), a regional
dummy variable for West and East Germany, and home ownership. From
the perspective of tax compliance theory, it is most interesting that the
respondent’s monthly net income, a variable measuring the individual’s
subjective probability of being caught and a measure of perceived punish-
ment are elicited. Monthly net income is obtained for five different income
classes. Individuals assessed their risk of being caught on a scale from very
high to very low. The perceived punishment is calculated from a question in
which respondents could choose between taxes due, fines or imprisonment,
or combinations thereof. While income and probability of detection were
thus proxied by continuous measures, punishment elicited by the survey
is only a discrete measure with different punishment categories. A further
shortcoming can be found in the insufficient responses to the questions
about subjective tax burdens. Nevertheless, three of the four classic vari-
ables from the ASY model are included in the analysis.

Most importantly, the survey also contains questions about social
norms. Respondents received eight alternative examples of cheating
behaviour and had to assess on a scale from 1 to 10 whether they find this
behaviour absolutely unacceptable or absolutely acceptable. Although
respondents mostly evaluate the different activities as unacceptable, there
are interesting differences between the different types. If someone receives
welfare benefits and other transfers without entitlement, 73 per cent deem
this behaviour as totally unacceptable. Taking a free ride on public trans-
portation is absolutely unacceptable to 52 per cent of the respondents. Only
32.5 per cent think of carrying black activities as absolutely unacceptable.
Differentiating the different kinds of black activities, there are additional
interesting insights. If a private household hires a private person for black
activities, 25.5 per cent assess this behaviour as absolutely unacceptable.
If a private household hires a firm for black activities, 48.5 per cent of
respondents find it absolutely unacceptable. If a firm has a private person
carrying out black activities, 62.5 per cent evaluate this behaviour as totally
unacceptable. If a firm hires another firm to carry out black activities, even
70.5 per cent assess it as absolutely unacceptable. Finally, tax evasion is
less acceptable than carrying out black activities: 47.5 per cent deem tax
evasion as absolutely unacceptable, which is about 15 percentage points
more than in the case of carrying out black activities. The latter question
about tax evasion corresponds to the measurement of tax morale in the
World Value Survey.
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Table 14.2  Summary of logistic regressions of the probability of
participating in black activities, 18—74-year-olds (inclusive),
Germany, 2004

Men 2004 Women 2004
With full With social With full With social
deterrence norms deterrence norms
Income * * ns ns
Perceived risk of ns ns * ns
discovery
Perceived penalty ns ns ns ns
Social norms - * — okk
Age skksk skksk skksk skskk
Marital status wkx wkx Hkx wkx
Children under 6 * * ns ns
Education wkx wkx ns ns
Occupation ns ns ok *E
Length of ns ns ok ok
unemployment
(months)
Owner-occupier/ ns ns ns ns
tenant
Region * * ns ns
Notes:

The dependent variable has the value 1 if the respondent has carried out black activities
within the last 12 months, and the value 0 otherwise.
**%: The variable is significant at the 1 per cent level.
**. The variable is significant at the 5 per cent level.
*: The variable is significant at the 10 per cent level.
ns: The variable is not significant.

Joint significance of several variables has been tested by Likelihood Ratio Tests.

The sample has been drawn at the household level, and a weight has been applied to
make the sample representative as to sex and age distribution and other characteristics of
the total population.

See Feld and Larsen (2005: 89) for the detailed set of results.

Source: Feld and Larsen (2005: table 10.2).

This model is estimated for men and women separately as the labour par-
ticipation of both is different, and Logit-regressions are performed because
the dependent variable is a binary variable, that is, with a value of one for
those carrying out black activities and zero otherwise (for details, see Feld
and Larsen, 2005: chs 6-10). The main results are summarized in Table 14.2.
Starting with the socio-demographic factors across all regressions, age and
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marital status have significant influences on the probability of carrying out
black activities. Black activities in Germany are more probably conducted
by men under 50 years and by women younger than 40 years. Married men
have a higher probability and married women a significantly lower prob-
ability of working in the shadow economy. With respect to the remaining
variables, the regressions exhibit even more differentiated results for men
and women. Children significantly raise black activities among men, but
do not significantly influence black activities of women. Education has a
highly significant influence for men, but not for women, with more highly
educated men carrying out fewer black activities. Occupation is not signifi-
cant for men, but for women, with retired women more probably working
in the shadow economy. The length of unemployment has no significant
effect on men’s behaviour, but raises black activities among women. The
differences between West and East Germany are not, or only marginally,
significant and home ownership does not play any role.>

Turning to the traditional ASY variables (the pure economic approach),
it is useful to distinguish the regression results with and without the inclu-
sion of the social norms variables. In the full deterrence models without
social norms, income has a marginally significant effect on men’s black
activities; the perceived risk of detection only has a marginally significant
negative effect on the probability of black activities for women, and the
perceived penalty has no effect at all. This is far from convincing evidence
in favour of the ASY model. Including social norms, the most important
results are, first, social norms have a highly significant impact on black
activities in the case of women and of men, though only marginally in
the latter case. Given that deterrence does not have any significant effect
on male black activities, this is a remarkable result. Second, including
the indicators of social norms, the perceived risk of being caught does
not have any significant impact any more on women’s probability of par-
ticipating in black activities. For women and men, a higher acceptance
of receiving welfare without entitlement results in a lower probability
of carrying out black activities. For men, black activities become more
probable for those who find carrying out black activities in general more
acceptable. Women more strongly accepting black activities from private
to private, firm to private and firm to firm have a higher probability of
carrying out black activities. Black activities from private to firm lead
to a lower probability of participating in black activities, although this
does not reach any level of significance. These results indicate a positive
relationship between social norms and black activities in particular for
women: the less accepted different kinds of black activities are, the less
probable are black activities. Only cheating on transfer payments leads
to the opposite effects: The more accepted cheating is the less need exists
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to work in the shadow economy. It would then be easier to cheat on the
transfer system. Feld and Larsen (2005) report further results according
to which social norms are quantitatively more important than deterrence
measures.

14.4 The psychological tax contract

The results for Germany indicate that the deterrence model of tax com-
pliance is not sufficient to explain the individual probability of carrying
out black activities. Social norms, in particular different expressions of
tax morale, robustly and more strongly affect tax compliance. Similar
results are reported by other authors.* If tax morale is thus important to
understand tax compliance behaviour, the question becomes what affects
individuals’ tax morale. Feld and Frey (2007) refer to tax morale as an
intrinsic motivation to pay taxes. The idea of intrinsic motivation stems
from social psychology arguing that, under particular conditions, mon-
etary (external) interventions undermine individuals’ intrinsic motivation.’
Rewarding people for activities has indirect negative consequences as they
nurture the expectation of future rewards such that desired behaviour is
undertaken only if rewards are provided. Frey (1997a) generalizes these
results by extending it to control and punishment, which could crowd out
intrinsic motivation if they are perceived as interferences into the privacy
of individuals. Tax morale could thus be influenced by the behaviour of
tax authorities.

Tax officials are aware of these effects of their actions on taxpayers’
behaviour realizing that a disrespectful treatment of taxpayers undermines
tax morale and thus increases the cost of raising taxes. Tax authorities will,
however, only treat taxpayers respectfully when they can start from a non-
negligible extent of tax morale. Tax officials at the same time perceive that
tax payments do not solely depend on tax morale but that incentives play
an important role. In particular, incentives are used to prevent taxpayers
with low, or lacking, tax morale from exploiting the more honest taxpayers
and to escape paying their due share. A combination of respectful treat-
ment and incentives is necessary to shape successfully taxpayers’ behav-
iour. The sole reliance on incentives, as suggested by a large part of the tax
compliance literature, represents a special case which only applies under
restrictive conditions. Such a special case occurs when the tax officials are
convinced that individuals’ tax morale is low or does not exist at all. In
general, however, it is optimal to simultaneously use both respectful treat-
ment as well as incentives. The higher the initial level of tax morale, and
the stronger the crowding out effect, the less weight is put on incentives,
and the more respectfully taxpayers are treated.

These considerations result in the perception of tax compliance as a
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psychological tax contract (Feld and Frey, 2007). It is an implicit or rela-
tional contract (Akerlof, 1982) between taxpayers and tax authorities which
goes beyond material incentives and involves emotional ties and loyalties.
It is called ‘psychological’ to clearly distinguish it from formal contracts,
which are backed by the explicit and material sanctions they contain. In the
psychological tax contract, punishment still plays a role in order to provide
deterrence. But the satisfaction of taxpayers with what they get from the
other contract party, that is, the government, influences their tax morale.
Taxpayers’ reward from that contract must be understood in a broad sense
going beyond pure exchanges of goods and services for the payment of a
tax price. In addition to such direct exchange components, the fairness of
the procedures leading to particular political outcomes as well as the way
the government and the taxpayers treat each other are part of the contrac-
tual relationship. A genuine reward is therefore obtained only if taxpayers
as citizens have an inclusive, respectful relationship with the community.
Both sides of the contract perceive each other as contract partners and
treat each other with mutual respect. As deterrence and tax morale inter-
act, it would be counterproductive to solely rely on punishment because
tax morale can be undermined. A dynamic relationship results in which
deterrence, fiscal exchange, but also decision-making procedures and the
treatment of taxpayers play a role.

The social capital resulting when the psychological tax contract is upheld
thus refers to the ability of taxpayers and tax authorities to cooperate, but
also includes the ability of taxpayers to cooperate among themselves. The
psychological tax contract subsequently shapes the social norms that affect
tax compliance. The ability of cooperation between the parties involved in
such a contract may vary across jurisdictions such that the social norm to
pay taxes honestly, and thus tax compliance, also varies respectively. As
is usually the case with implicit contracts, the psychological tax contract
is vulnerable to external shocks. Wars, changes in the political system,
escalating cheating behaviour or crime in general could erode the basic
understanding and mutual trust among taxpayers and between taxpayers
and the state.

The contractual metaphor has many advantages over traditional theo-
retical approaches. It first underlines that paying taxes is a quasi-voluntary
act. Each party has to agree to the contents of the contract. In practice,
it is seldom the case that each public good is individually contracted with
each taxpayer for a certain tax price. However, a steady reduction in tax
compliance need not only be interpreted as a violation of the law, but also
as taxpayers’ discontent with what they receive for their taxes. Second the
contractual approach emphasizes the role of fair procedures decided upon
at a constitutional stage. Tyler (1990) argues that people comply with the
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law in general if they perceive the process as fair that leads to this law.
Most obviously, it will be difficult to think of a psychological tax contract
in autocratic regimes. The inclusiveness of political decision-making could,
however, also be very different in democratic regimes depending on the
extent of citizens’ involvement in political decision-making. Third, the way
people are treated by the tax authorities affects cooperation levels. Again
the analogy to private contracts is useful. If people can purchase a product
from two different suppliers, they choose the one who is friendly and
respectfully treating his customers and are even willing to pay a price for it.
In a similar fashion, the way the tax office treats taxpayers plays a role.

At this procedural level, respectful treatment can be split into two differ-
ent components. First, the procedures used by auditors in their contact
with taxpayers are to be transparent and clear. In the case of unclear pro-
cedures and hidden actions, taxpayers feel helpless and get the impression
that the state is doing what it wants to with its citizens. Such behaviour
reduces their perception of being obliged to pay taxes. It creates a feeling of
‘them or us’. Second, respectful treatment has a direct personal component
in the sense of how the personality of taxpayers is respected by tax officials.
If they treat taxpayers as partners in a psychological tax contract, instead
of inferiors in a hierarchical relationship, taxpayers have incentives to pay
taxes honestly. In addition, respectful treatment of taxpayers enforces the
effects of emotions on compliance behaviour (see Grasmick and Bursik,
1990, for evidence).

Two opposite ways of treating taxpayers can be distinguished: (1) a
respectful treatment supporting, and possibly raising, tax morale; (2) an
authoritarian treatment undermining tax morale. The tax officials can
choose between these extremes in many different ways. For instance, when
they detect an error in the tax declaration, they can suspect the intent to
cheat, and impose legal sanctions. Alternatively, the tax officials may give
the taxpayer the benefit of the doubt and inquire about the reason for the
error. If the taxpayer in question did not intend to cheat but simply made
a mistake, he or she will most likely be offended by such disrespectful treat-
ment by the tax authority. The feeling of being controlled in a negative
way, and being suspected of tax cheating, tends to crowd out the intrinsic
motivation to act as an honourable taxpayer and, as a consequence, tax
morale will fall. In contrast, if the tax official makes an effort to locate
the reason for the error by contacting the taxpayer in a friendly way, the
taxpayer will appreciate this respectful treatment and tax morale will be
upheld.

Given the requirements of a psychological tax contract, what role does
deterrence play? Higher control intensities increase deterrence and thus
tax compliance on the one hand, but may be perceived as intrusive by
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taxpayers and thus reduce tax compliance on the other hand (Scholz and
Pinney, 1995; Kirchler, 1999). Feld and Frey (2002b) provide evidence that
fines and penalties are part of a non-linear punishment schedule that allows
for low levels of fines in the case of minor offences against the tax code in
order to reduce taxpayers’ perception of intrusiveness, but requires high
penalties in cases of tax fraud or major convictions in order to make clear
that the psychological tax contract is at stake. Minor and major offences
could thereby be distinguished with respect to the amount evaded, but also
to procedural categories, for example by differentiating between active tax
fraud by manipulation of the balance sheet and passive tax evasion when
taxpayers forget to report particular income components. Deterrence thus
has two different aspects. On the one hand, in order to keep up a psy-
chological tax contract between the tax office and the taxpayers, honest
taxpayers must be confident that they are not exploited by dishonest tax
cheaters. Thus, deterrence for major violations of the tax code reduces tax
evasion. On the other hand, each taxpayer may make a mistake, so that
minor offences can be penalized less without undermining the psycho-
logical tax contract. A non-linear punishment schedule with low fines for
minor tax evasion and high penalties for tax fraud, will serve the purpose
of shaping tax morale.

A particular mode of deterrence emerges when social control within a
community is possible. Citizens may enforce the psychological tax contract
with their fellow citizens in the community by ensuring that everybody is
paying her fair share of the public good. Tax morale may be undermined
if an honest taxpayer realizes that his neighbours get away with their tax
dishonesty without sanction. Compared with deterrence by the govern-
ment and the legal system, social control entails the additional risk for a
potential tax cheater of losing reputation among her friends and relatives.
Exerting social control is, however, not easy. In most countries, taxpayers
are not informed about the extent of tax evasion of other taxpayers owing
to tax secrecy laws. This may be different if a citizen can suspect that black
activities are going on. Switzerland is different in that respect as it has a
history of publishing tax registers from which taxpayers could get informa-
tion on the tax payments of others and thus have the possibility to form
expectations about the tax honesty of others. As the historic account by
Schanz (1890) indicates, publication of tax registers frequently appeared
in Switzerland in the nineteenth century. A mixture of moral suasion by
and envy of their fellow citizens was supposed to increase the tax morale
of tax cheaters. Schanz (1890, vol. I: 120) was, however, pessimistic about
the success of published tax registers because he conjectured that honest
taxpayers would reduce their tax compliance once they realized that their
neighbours successfully evaded taxes. In recent times this practice has been
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abolished in some Swiss cantons and legally restricted in others which still
allow publication of tax registers under particular conditions. Feld and
Frey (2002a, 2002b) find no robust effect of publishing tax information on
tax compliance.

From the perspective of standard economic theory, a direct incentive for
tax compliance consists in the goods and services that the state provides
to citizens for their tax payments (Mackscheidt, 1984; Smith and Stalans,
1991). If the analogy to private contracts is considered, the individual
utility obtained from goods or services provides the foremost incentives
to pay a price to get them. From the perspective of a psychological tax
contract, respectful treatment occurs at two different levels of action, the
traditional fiscal exchange and the procedural level. The fiscal exchange
between the taxpayers and the state requires that citizens’ tax payments are
met by public services. According to the benefit principle of taxation, taxes
are prices for certain public goods (Buchanan, 1976). However, the benefit
principle does not necessarily imply that income redistribution becomes
impossible and only infrastructural goods as well as public consumption
goods are provided by the state. Citizens may perceive their tax payments
as contributions to the ‘bonum commune’ such that they are willing to
honestly declare their income even if they do not receive a full public
good equivalent to their tax payments. Income redistribution is the more
accepted by affluent citizens the more the political process is perceived to
be fair and the more policy outcomes are legitimate.

Empirically, the more governments follow the benefit principle of taxa-
tion and provide public services according to the preferences of taxpayers
in exchange for a reasonable tax price, the more taxpayers comply with
the tax laws. Alm et al. (1992) and Alm et al. (1992a, 1992b, 1993) provide
experimental evidence on the positive impact of fiscal exchange on tax
compliance. Pommerehne, Hart and Frey (1994) use a simulation study
design to analyse the impact of fiscal exchange on tax compliance. They
show that tax compliance increases with reductions in government waste.
Whenever redistribution of income is at stake, problems of tax evasion are
pertinent. There are only few studies that consider the relationship between
tax evasion and redistribution in a fiscal exchange setting. In their experi-
ments, Giith and Mackscheidt (1985) chose a simple tax transfer scheme
to come as close as possible to the principle of vertical equity, that is, take
from the rich and give to the poor. They found that subjects had a compli-
ance rate of 93 per cent. Becker et al. (1987) report, however, that evasion
rises if taxpayers believe they will lose from redistribution. It appears that
notions of fairness or justice shape the extent to which the fiscal exchange
paradigm increases tax compliance. Kinsey and Grasmick (1993) report
evidence that horizontal equity plays a role. If an individual’s tax burden
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is of about the same magnitude as that of comparable others, tax compli-
ance increases. They also report that vertical unfairness of the tax schedule
increases tax evasion. Moreover, Scholz and Lubell (1998) emphasize the
importance of trust in government for tax compliance.

The fiscal exchange relationship between taxpayers and the state
therefore depends on the politico-economic framework within which the
government acts. According to Alm et al. (1999), rational egoists should
vote for the lowest control intensities and fines that are necessary to ensure
compliance. However, the possibility for voters to vote directly on matters
of content increases the legitimacy of policies and serves as an insurance
against exaggerated government waste. Direct political participation par-
ticularly activates public spiritedness of taxpayers (Feld and Kirchgéssner,
2000). In an experimental study, Feld and Tyran (2002) find that tax
compliance is higher on average in an endogenous fine treatment in which
subjects are allowed to approve or reject the proposal of a fine as compared
to an exogenous fine treatment where the fine is imposed by the experi-
menter (see also Alm et al., 1999). The main explanation why people show
higher tax morale if they are allowed to vote on a fine is legitimacy. Field
studies by Pommerehne and Weck-Hannemann (1996), Pommerehne and
Frey (1992) and Frey (1997b) provide support for the experimental find-
ings focusing on tax evasion in the Swiss cantons between 1965 and 1978.
Direct democratic political decision-making reduces tax evasion according
to those studies. These results are replicated by Feld and Frey (2002b) and
Frey and Feld (2002) by extending the sample to the period 1985 to 1995.
Torgler (2005) provides evidence that direct democracy raises tax morale in
the Swiss cantons. In addition, he reports findings that local autonomy as
an indicator of fiscal federalism has a positive impact on tax morale. Giith
et al. (2005) show experimental evidence for effects of fiscal decentraliza-
tion on tax compliance. Subjects show higher tax morale if public goods are
provided and financed regionally or locally because their taxes are spent on
their own regional or local public goods.

The psychological tax contract is also supported by interactional justice,
in particular a respectful treatment of taxpayers by tax authorities. In
order to investigate the relationship between taxpayers and tax authori-
ties, Feld and Frey (2002b) sent a survey to the tax authorities of the 26
Swiss cantons which asked detailed questions about the legal background
of tax evasion, but also included questions on the treatment of taxpayers
by tax authorities in day-to-day audits, in particular when a taxpayer is
suspected of not declaring his or her true taxable income. According to
this survey, the extent of respectful treatment of the taxpayers is captured
by: (1) fully observing procedures based on formal and informal rules, that
is, what happens typically if a taxpayer does not declare taxable income at
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all (procedures, fines), if a tax declaration is mistakenly filled out or, in a
second stage, if taxpayers do not react? (2) Acknowledgment of individual
citizens’ rights and personality, that is, what does the tax administration
do if taxpayers declared taxable income by mistake too high? Are there
attempts to find out whether taxpayers intentionally or mistakenly declare
too low a taxable income? Are mistakes in the tax declaration to the advan-
tage or to the disadvantage of taxpayers?

With a sample of 26 Swiss cantons in the years 1970-95, the authors
show that the tax authorities in Switzerland do indeed behave as if they
were aware of the reaction of taxpayers to being treated with respect.
According to the empirical findings, tax evasion is lower, the more fully the
tax office observes formal and informal procedural rules. The observation
of procedural rules is indicated by a distinction between friendly treat-
ments, for example a respectful procedure, and unfriendly treatments, like
an authoritarian procedure or the tax authorities’ direct deterrence to fine.
It can be shown that the friendly treatment has a stronger dampening effect
on tax evasion particularly in cantons using referendums and initiatives in
political decision-making, while the authoritarian procedure, the threat of
deterrence, is particularly reducing tax evasion in representative democra-
cies, but counter-productive in direct democracy. Moreover, Swiss citizens
are the more respectfully treated by the tax authority the more strongly
developed citizens’ participation rights (Feld and Frey, 2002a).

14.5 Conclusions

In this chapter, it has been argued that tax compliance in its different
manifestations cannot be the result of a pure deterrence by the state. The
exemplary evidence on German black activities raises serious doubts that
deterrence suffices and rather indicates that social norms like tax morale
play an important role. Following Feld and Frey (2007) it is argued that
citizens and the state develop their fiscal relationships according to a
psychological tax contract. It establishes fiscal exchange between taxpay-
ers and tax authorities which goes beyond pure exchanges and involves
loyalties and ties between the contract partners. Tax morale is therefore
a function of (1) the fiscal exchange where taxpayers get public services
for the tax prices they pay, (2) the political procedures that lead to this
exchange and (3) the personal relationship between the taxpayers and the
tax administrators.

In particular the empirical evidence on Switzerland summarized in this
chapter shows a family of tax jurisdictions where something like a psycho-
logical tax contract appears to be in place. There, the tax authorities take
into account that the way they treat the taxpayers systematically affects
the latter’s tax morale, and therefore their willingness to pay taxes, which
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in turn affects the costs of raising taxes. In addition, tax compliance in
Switzerland is shaped by direct democracy establishing a fiscal exchange
relationship between taxpayers and the state. The arguments and the
evidence in this chapter thus provide a perspective on tax compliance as
shaped by the social capital present in a society.

Notes

1. Iwould like to thank Bruno Frey, Claus Larsen, Friedrich Schneider and Benno Torgler
for our joint work on tax compliance that has fed into this chapter. The very stimulating
discussions with them, in particular with Bruno Frey, have made me think about tax
compliance in the way it is outlined in this chapter. I would also like to thank the editors
for their encouraging comments.

2. Inarecent paper on the effectiveness of the IRS, Erard and Feinstein (2007) report detec-
tion rates of 88 per cent for wage earners (excluding tip income), 47 per cent for recipients
of rents and royalties and 32 per cent for self-employed individuals. The detection rate
of capital income (including capital gains) is not reported. Even for wage earners these
figures are not quite those close to 100 per cent claimed by Slemrod (2007).

3. The latter result should not be emphasized too much. In a recent paper, Feld and Torgler
(2007) demonstrate that tax morale in East Germany, which was significantly higher than
in West Germany when unification took place, subsequently converged to the lower West
German levels. These differences between both parts of Germany are probably a mixture of
differences in social norms and in institutions. But the convergence effect is certainly result-
ing from the East German disappointment as regards the process of unification and is thus
in accordance with the arguments for a psychological tax contract as presented below.

4. See again Alm et al. (1992), Graetz and Wilde (1985), Skinner and Slemrod (1985) or
Pommerehne and Frey (1992) who conclude that the risk aversion needed in order to
raise compatibility with actual compliance rates is not supported by evidence. In a recent
paper, Slemrod (2007) has questioned such an interpretation of the evidence by arguing
that the way tax authorities collect information on taxpayer compliance matters such
that the probability of detection increases considerably for large parts of the taxpaying
population. His example draws on taxation of labour at source, but neglects that many
workers do not need to underreport their true income earned in the official part of the
economy, but could conduct black activities.

5. Headed by Deci (1971). Extensive surveys are given, for example, in Pittman and Heller
(1987) and Lane (1991). For meta-analyses see Deci et al. (1999) and Cameron et al.
(2001). That external interventions may crowd out intrinsic motivation is introduced
into economics as ‘Crowding Theory’ (Frey, 1997a; Le Grand, 2003) and is supported by
much empirical evidence (Frey and Jegen, 2001).
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15 The environment
Kim Mannemar Sonderskov

Introduction

Social capital helps solve collective action problems. In the presence of
social capital, groups of actors are able to cooperate and provide collec-
tive goods not provided in other groups. That is the main message from
the growing literature on social capital (Coleman, 1990: ch. 12; Putnam,
1993: ch. 6, 2000: ch. 16; Uslaner, 1999; Paldam and Svendsen, 2000;
Ostrom and Ahn, 2003; Rothstein, 2005: ch. 1; Nannestad, this volume).
Collective action problems arise in association with provision of non-
excludable goods — that is, goods nobody can be excluded from enjoying
(Musgrave, 1959). Every potential contributor to a non-excludable good
thus faces the dilemma: should I contribute even though I can enjoy the
good without doing so? Most of us face such dilemmas in many aspects of
life: should I pay a higher price for fair trade products such as TransFair or
Max Havelaar? Should I occasionally give up my right of way to help the
traffic flow more smoothly? Should I vote? Sign petitions? Demonstrate?
And so on. Collective action dilemmas crop up in many aspects of life and
are relevant to all the social sciences. In political science, collective action
dilemmas have been proclaimed t/ie central issue (Ostrom, 1998). Given the
expected beneficial effect of social capital on collective action problems, the
popularity of the concept is not surprising.

There are also collective action dilemmas in relation to the natural envi-
ronment. Pollution abatement and a sound environment are paradigm
cases of a collective action dilemma and a non-excludable good, respec-
tively (Weale, 1992: ch. 1). Which countries are to reduce CO, emissions,
which corporations must comply with environmental regulations to avoid
more rigorous regulation, which farmers should adopt environmental
management practices, should I help bring down air pollution by riding
my bike to work instead of using my car, should I donate money to an
environmental organization, should I join one, should I pay a premium for
environmentally friendly products or just try to avoid unfriendly ones? All
these actions provide non-excludable goods that can be enjoyed by anyone,
whether or not she too performed these actions. Collective action dilemmas
like these abound in relation to the environment.

Surprisingly few scholars have explored this abundance to test whether
social capital actually helps solve collective action problems. Similarly, an
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equally small number of students of the environment have investigated
the environmental effects of social capital. Only a few studies have looked
into the relationship between social capital and solutions to environmental
problems. This chapter reviews the scanty literature available and argues
that both the social capital literature and the environmental literature can
benefit from further investigation of the relationship. With its numerous
collective action dilemmas, the environment is an excellent testing ground
for social capital hypotheses. Thus, the environment can broaden our
understanding of if, how, why and when social capital affects cooperation.
Likewise, the literature on environmental behavior (of actors) and envi-
ronmental performance (of states) would benefit from the social capital
concept. If social capital really does help solve collective action problems,
it must affect environmental behavior and performance, and integrating
social capital would improve our knowledge on these matters (cf. Rudd,
2000). Furthermore, it may help us in developing new solutions to environ-
mental problems as well as specific policy recommendations.

However, as will be demonstrated in the review below, the existing
environmental social capital literature is as yet too scattered to draw
any conclusions. Therefore, in addition to the review, this chapter also
proposes some guidelines for future analyses of the environmental effects
of social capital. A general definition of social capital is suggested and
scholars are urged to theorize more thoroughly on the relationship between
social capital, collective action and the environment. The chapter is organ-
ized as follows: the next section provides a first review of the scanty litera-
ture on social capital and the environment. The third section proposes a
framework for analysing environmental problems using the social capital
toolbox and draws on the concepts of collective action and trust. The
fourth section concludes.

Reviewing the environmental social capital literature

This section reviews 25 empirical studies that all investigate if social
capital — variously defined — affects the natural environment. Only studies
that specifically relate their analysis to social capital are included. This
implies that studies that do not relate components of social capital — for
example trust or associational activity — to social capital are excluded (for
example, Binder and Neumayer, 2005). It is most probably not a complete
review, but all studies known by the author are included. The literature
on the relationship between social capital and the environment is quite
heterogenous. To structure the review the literature is subdivided into four
groups. The first two groups consist of studies where the actors are profes-
sionals — farmers, fishermen or corporations — who affect the environment
through their professional behavior. This literature is further divided into
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studies dealing with professionals using a common resource without exter-
nal interference, and studies dealing with professionals who participate in
public, semi-public or non-governmental organization (NGO) sponsored
environmental programs in relation to their profession. The third group
of literature deals with citizens who affect the environment through their
everyday actions. The last group consists of a single miscellaneous study
that defies categorization.

Type 1: professionals’ self-organized maintenance of common pool
resources
Table 15.1 lists the studies that deal with self-organizing professionals and
their usage of common pool resources (CPR). Elinor Ostrom’s Governing
the Commons (1990) is often used as the point of departure in studies on
social capital, and usage and maintenance of such resources. A common
pool resource is a good from which several actors can extract (a limited
amount of) resources, for instance, an irrigation system, a forest or a
fishery. Maintenance and usage of such resources often give rise to col-
lective action dilemmas because it is impossible or very difficult to restrict
access to them: they are almost non-excludable. Anyone can extract
resources, whether she helps maintain the resource or not. Likewise, over-
exploitation looms because no one controls the resource. Thus, there is
imminent danger that the common resource will cease to exist because of
insufficient maintenance and overexploitation. This was the dishearten-
ing prediction made by Garrett Hardin in his article, ‘The tragedy of the
commons’ (1968).

Ostrom analyses the conditions required to avoid this tragedy. Under
certain specific institutional arrangements, groups can use and maintain a
common pool resource on their own — that is, without interference from
external authorities. In addition, she points briefly to the beneficial effects
of social capital (1990: 184). Ostrom’s study suggests that only groups with
high levels of social capital are able to cooperate and maintain a common
pool resource on their own.

This idea has been taken up by several authors, who have investigated
self-organized initiatives (see Table 15.1). Apparently, social capital —
however defined — helps CPR users to overcome potential collective action
problems on their own in a variety of different CPR situations. Thus, social
capital helps protect the environment from degradation, thereby preserv-
ing natural habitats and biodiversity. The study by Rodriguez and Pascual
(2004) confirms the beneficial effect of social capital on collective action
dilemmas, but it also shows that social capital may affect the environment
negatively. It describes how the presence of social capital, and especially
associational activity, helps Peruvian farmers act collectively when clearing
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scrubland for farming, thus securing their incomes. However, land clear-
ance may have negative externalities in terms of soil erosion and loss of
biodiversity, causing detriments to outside communities. Interestingly,
the study includes the level of bonding social capital within the groups of
farmers as an explanation of scrubland clearance (measured by the exist-
ence of within-group kinship). The effect of kinship is negligible and insig-
nificant, which indicates that bonding social capital does not lead to higher
levels of clearance. Apparently, the imposition of negative externalities on
outside communities is not undertaken because of strong internal bonds
and skepticism about outsiders. I return to the bonding social capital issue
in the third section.

Taken together, this body of literature indicates that social capital can
help groups overcome the potential collective action problem associated
with self-organized usage of CPR. These studies find that social capital
makes sustainable usage of these CPRs possible, in most cases benefiting
the environment as well as outside communities. By helping to prevent
overfishing, soil degradation, deforestation, and so on, social capital
affects natural habitats, biodiversity and the environment in general (cf.
Pretty and Smith, 2004). Without social capital, these resources might
deteriorate or require state intervention to survive.

Type 2: professionals’ participation in (semi- )public or NGO-based
environmental programs

The second strand of literature (Table 15.2) examines the role of social
capital in CPR situations where some public or outside interference
is present. Mark Lubell shows how social capital increases American
farmers’ participation in joint watershed management programs, thus
helping to reduce fertilizer and pesticide consumption (2004). Expectations
about reciprocity coupled with trust in fellow farmers and in the regula-
tory agencies raise the expected benefits from participation, consequently
increasing participation, Lubell argues and shows. Using Swedish data
Lundqvist (2001) shows how the absence of trust and negative experiences
with earlier cooperation led to non-participation in a program designed to
reduce application of fertilizer. The consequence of non-participation is
eutrophication of marine environments. Krishna and Uphoff (2002) find
similar effects of social capital in India, where social capital increases the
participation rate of communities in governmental and World Bank spon-
sored programs. Communities with higher levels of social capital — defined
in terms of how likely they are to undertake collective action — plant more
trees and build more fences to protect these trees, thus benefiting both the
community itself and communities downstream. In the Philippines, Cramb
(2005; 2006) shows how membership of landcare groups leads to less
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soil degradation through collective action. Conversely, Raymond (2006)
describes one of the few clear non-findings in this review: social capital
and trust do not increase participation in American habitat protection
programs.

In his analysis of a completely different environmental problem, CO,
emissions, Martin Enevoldsen (2005) shows that the density of social
capital and trust within Dutch industrial sectors affects whether corpora-
tions cooperate and reduce CO, emissions voluntarily. Sectors with high
levels of social capital are able to reduce CO, emission, thereby avoiding
further governmental regulation. In sectors with less social capital, free
riding prevails and the CO, reduction goals set by the government are not
met.

Taken together, this group of literature shows that social capital —
defined in various ways — can increase participation in public-private envi-
ronmental programs even when participation is not mandatory. Hence,
social capital apparently raises the environmental impact and the effective-
ness of such programs.

Type 3: citizens’ involvement in pro-environmental behavior and
environmental activism

While the literature reviewed above examined professionals engaged in

production with environmental effects, this third type of literature (Table

15.3) deals with ordinary citizens and their everyday environmental

behavior. Two types of behavior are analysed within this literature: pro-

environmental behavior and environmental activism.

Pro-environmental behavior is individual behavior intended to improve
the environment (Kollmuss and Agyeman, 2002). Examples are beach
cleaning, recycling, and environmental purchasing behavior like buying
environmentally friendly products or avoidance of environmentally
unfriendly ones. Although pro-environmental behavior has been studied
extensively (for reviews see Bamberg and Moser, 2007; Kollmuss and
Agyeman, 2002) and produces non-excludable goods, very few studies
have included the concept of social capital.

Two studies investigated the establishment of self-organized solid waste
collection in Bangladesh (Bhuiyan, 2004; Pargal et al., 2002). They both
find that communities with higher levels of social capital are more success-
ful. Likewise, Edwards and Onyx (2007) find that an Australian commu-
nity rich on social capital is doing well in regard to sustainable community
development. This result is however based on a single case study and
therefore lacks comparative validation.

The studies above deal with the effect of social capital in smaller com-
munities where almost everyone knows each other and pro-environmental
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behavior benefits a relatively small number of people. The following
studies deal with pro-environmental behavior that affects the environment
on a larger scale and involves numerous actors.

Torgler and Garcia-Valifias (2005) find a positive effect of social capital
on large-scale pro-environmental behavior. People with generalized trust
and members of environmental organizations state that they are more
willing to pay taxes to help avert environmental damage. Wakefield et
al. (2006) find that civic-minded citizens more readily recycle, and people
with strong links to their neighborhood are more likely to reject environ-
mentally unfriendly products. Kurz et al. (2007) and Senderskov (2007)
find that citizens in communities and countries with high levels of social
capital recycle more, and the former study supports this relationship at the
individual level. The latter study by Senderskov also investigates whether
social capital affects organic food consumption, finding no effect of gen-
eralized trust. I will return to this study below because it illustrates how
comparisons of social capital effects can increase our knowledge of social
capital.

While pro-environmental behavior is intended to affect the environ-
ment directly, environmental activism is intended to affect the environment
indirectly by modifying other people’s behavior. Four studies have investi-
gated the effects of social capital on activism. Together these studies show
that social capital — variously defined — has positive effects on environmen-
tal group membership, donations to environmental groups, number of
applications on environmental issues to authorities, industries and media,
participation in public meetings and demonstrations, and signing petitions
(Birner and Wittmer, 2003; Lubell, 2002; Senderskov, 2008; Wakefield et
al., 2006). It should be noted, however, that Wakefield et al. use environ-
mental group membership as an indicator of social capital, while Lubell
and Senderskov use it as an indicator of activism.

The literature on pro-environmental behavior and activism shows that
social capital — defined in a variety of ways — enhances collective action on
a range of different environmental problems spanning from local problems
to larger environmental issues involving numerous actors.

Type 4: miscellaneous literature

The last study reviewed here (Table 15.4) fits none of the categories used
above because the argued link from social capital to the environment
rests on multiple arguments. This study argues that all the beneficial
effects identified in the literature above should be reflected in the aggre-
gate environmental conditions of nations. If the positive effects of social
capital described in the literature above are real, one would expect that
nations with high levels of social capital have better overall environmental
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Table 15.4 Mixed literature

Study Definition(s) Indicator(s) Units of  Hypothesized Results

of social analysis  effect(s)
capital
Grafton Putnam* Trust; norms; Countries Better Varies
and associational national between
Knowles membership; environmental indicators
(2004) democratic quality and
accountability; dependent
corruption variable

Notes: Putnam*: ‘the features of social organization . . . that facilitate coordination and
cooperation for mutual benefit’.

conditions. The study only vaguely supports this hypothesis. It investi-
gates the effects of several social capital indicators on several indicators
of national environmental conditions and finds both negative and positive
effects of social capital. Actually, most social capital indicators have both
negative and positive effects, depending on the environmental indicator
examined. Thus, no clear results emerge from this study, but it should be
noted that the analysis rests on relatively few cases. Nevertheless, the mixed
results are dismaying and discouraging. If social capital does not have a
robust effect on national environmental performance, then one might ask
if social capital substantially contributes to the solution of environmental
problems specifically, and collective action problems generally. This study
therefore indicates that we should proceed with caution before concluding
that social capital helps improve the environment. In the concluding part
of this section, I point to some other reasons why the results from literature
as a whole should be approached with some caution.

Discussion. does social capital have an environmental pay-off?
Other than the last study and a few other results, most results reviewed
point to a positive effect on the environment of social capital. Apparently,
social capital does benefit the environment on a range of different environ-
mental problems, from local commons problems to more extensive ones
like green taxes and CO, emissions. However, the literature as a whole is
still far too undeveloped to conclude much on the relationship. Two points
are especially problematic, namely, the variety of definitions employed and
the lack of theoretical explanations.

Looking at Tables 15.1-15.4, it is evident that a myriad of social capital
definitions are employed in the studies reviewed here. Nearly every study
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provides a unique definition of social capital, ranging from all encom-
passing, functionalist definitions like ‘Cognitive and structural assets
that create propensities and capabilities for mutually beneficial collective
action’ (for example, Krishna and Uphoff, 2002), over broad Putnamian
definitions like ‘networks, norms and trust that facilitate community coor-
dination and cooperation’ (Wakefield et al., 2006), and even Bourdicuan
definitions ‘personal networks’ (Birner and Wittmer, 2003), and to narrow
definitions focusing on trust between the involved actors (for example,
Lubell, 2004). This myriad of social capital definitions is not unique to the
environmental literature (cf. Paldam, 2000; Sobel, 2002), but it undermines
the empirical support for a general environmental effect of social capital.
Several studies on other topics have questioned whether social capital is a
one-dimensional concept, positing instead that social capital is multifac-
eted, and that it consists of distinct elements with discrete societal effects
(Bjernskov, 2006; Knack and Keefer, 1997). If the different elements have
different effects, some of the results reported in the literature above may be
sensitive to the definition employed; another definition might yield differ-
ent results. This is actually illustrated in some of the environmental studies.
A few of them include measures for more than one element of social capital
and find that they affect the environment differently (for example, Grafton
and Knowles, 2004; Pargal et al., 2002). Thus, even though the literature
as a whole supports an environmental effect of social capital, the evidence
rests on studies that define social capital in various ways that may or may
not be related. This gives reason to question the empirical support for an
environmental effect of social capital.

In addition, some of the studies employ very problematic definitions.
Some use functionalist definitions like ‘relationships of trust, communica-
tion, and cooperation that facilitate collective action’ and then go on to
investigate if social capital enhances cooperation. Not surprisingly, these
hypotheses are confirmed. Some studies take this even further. They find
that factors other than the ones included in their original definition of
social capital affect cooperation and then conclude that social capital has
to be redefined to fit the particular context (for example, Bhuiyan, 2004: ch.
9). If the concept of social capital is defined differently in each study to yield
positive results, then its value becomes negligible. Again, functionalist defi-
nitions are not unique to the environmental literature (cf. Durlauf, 2002;
Portes, 1998), but functionalist definitions are not suitable for hypothesis
testing. If social capital is defined as enhancing cooperation, not much
light is shed on if and why social capital helps solve problems of collective
action, and if and why it brings about environmental improvements.

The other overarching problem with the literature is the lack of
theoretical explanations. All studies argue that social capital affects the



The environment 265

environment through an effect on collective action. However, in most
studies, that is about all the explanation provided. Quite a few studies
throw in a few references to Robert Putnam and then proceed quickly to
the test (for example, Wakefield et al., 2006). However, it is very seldom
clear exactly why a specific conception of social capital is related to the
solution of collective action problems. Consequently, it is often unclear
which mechanisms lead to collective action and environmental improve-
ments. A few studies have done a bit more theoretical footwork, and I will
return to their arguments below.

To sum up this review, my conclusion is that the overwhelmingly posi-
tive message of the environmental literature should be taken with a grain of
salt. Although quite a few studies uncover beneficial effects of social capital
upon the environment, more thorough analyses have to be conducted
before drawing conclusions on these matters. The next section offers some
guidelines on how this could be undertaken. However, the section also
argues that this work might very well be worthwhile because of the excel-
lent testing possibilities within the environmental field.

Suggestions for future analyses

Functionalist definitions of social capital should be avoided when
testing hypotheses. That is the one inescapable outcome of this review.
Functionalist definitions do not guarantee a thorough test of hypotheses.
Moreover, when defining social capital as multifaceted — that is, as con-
sisting of more than one element — it should be discussed how the different
elements are related. Do they express the same phenomenon or does one
of them cause the others? Such a discussion will make it easier to judge the
validity of the arguments and findings if it turns out that one of the ele-
ments does not affect the dependent variable in the test.

If the literature is to really move forward, a common definition of social
capital is essential. Of the definitions employed in the studies above, the
one used by Mark Lubell, seems to have the greatest potential as a general
definition in relation to the environment and collective action. In two of
his studies, Lubell defines social capital as trust and argues that trust is
the central aspect in relation to collective action. However, the object of
trust changes from study to study. The object of trust varies according
to the actors involved in the collective action problem under examina-
tion (Lubell, 2003, 2004). To sharpen this definition, social capital can be
defined as the density of trust between the relevant actors (cf. Paldam and
Svendsen, 2000). Relevant actors are those with the potential to help solve
the environmental problem in question, and the density of trust refers to
how much these relevant actors trust each other. Using this definition
in an analysis of local common pool problems, social capital should be
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defined as the density of trust between the users of the common resource.
In analyses of larger environmental problems like urban or regional air
pollution, trust should be defined as the density of trust between the pol-
luters. The set of relevant actors in some instances becomes so vast that the
actors do not know each other, and hence, do not have information about
the trustworthiness of the other actors. In such cases social capital could
be defined as the density of generalized social trust — that is, trust in other
people in general (cf. Uslaner, 2002). This generalized trust definition was
actually used in some of the above mentioned studies that deal with very
large sets of relevant actors (Senderskov, 2007; 2008; Torgler and Garcia-
Valinas, 2005).

By defining social capital as the density of trust between the relevant
actors, our definition becomes consistent across studies and disciplines,
while being flexible enough to fit most contexts, from the small closely knit
group of people with bonding social capital, to the very large heterogene-
ous group whose actors do not know one another.

This definition might seem trivial, but in a certain respect it differs
from most definitions employed so far. Most scholars distinguish between
bonding and bridging social capital (between in-group trust and out-group
trust) and argue that they produce different outcomes (see, for example, the
introduction to this volume). In relation to collective action, however, both
types of social capital might help overcome collective action problems,
and both types might thus help bring about environmental improvements.
Hence, the perspective advocated by this definition is that the distinction is
rarely relevant in relation to environmental collective action problems. It
may, however, still be relevant in some cases, for instance when collective
action is undertaken not only due to dense in-group trust, but also because
of strong out-group skepticism. Such out-group skepticism has been
dubbed ‘excessive bonding social capital’ (Introduction, this volume) or
‘particularized trust’ (Uslaner, 2002). Colletta and Cullen (2002) describe
how the disastrous genocide in Rwanda was so effective not only because
of within-group social capital in Hutu clans but also because of excessive
hatred towards Tutsis. This implies that the type of collective action being
analysed leads to negative consequences for outside communities. In the
Peruvian case of scrubland clearance described by Rodriguez and Pascual
(2004) the distinction might be relevant. In such cases the definition and
the indicators will have to incorporate levels of excessive bonding social
capital or particularized trust.

Having proposed a common definition of social capital, I now turn to
the other concern raised in the review, namely, the lack of theoretical argu-
ments characterizing most of the studies. Only a few of the studies contain
theoretical arguments that go beyond stating that social capital helps
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solve collective action problems. The most thorough theoretical footwork
is found in the works of Mark Lubell and Kim Senderskov, respectively.
Both authors draw on a rational choice framework and argue that trust
reflects how individuals expect other members of the collective to act. Will
they act in a trustworthy manner and contribute to common goods or will
they free-ride? If an individual trusts the relevant others, she expects they
will contribute, and vice versa. If she expects that other people will fulfill
their obligation, the benefits from cooperation increase. Furthermore, by
cooperating, future cooperation by other players is more likely, which
raises future benefits. Hence, if people expect others to cooperate and they
expect to play within this collective again, then cooperation is the rational
choice. This implies that trusting people will more often engage in collec-
tive action.

Obviously, there are other theoretical explanations for a relationship
between trust and cooperation than rational choice. However, only the
rational choice explanation has been advocated extensively in relation to
the environment. On a general level, some authors have argued that the
effect of social capital on collective action is due to non-strategic behavior.
Pedersen et al. (this volume) argue that people prefer to cooperate if they
may reasonably expect others to do likewise, because cooperation feels
good. Other authors refer to higher degrees of altruism or civic-mindedness
among trusters, which would explain the effect of trust on cooperation
(Letki, 2006; Torsvik, 2000); however, the altruistic/civic-mindedness
explanation is dismissed empirically in Letki (2006) and Senderskov (2007,
cf. below). Thus, other perspectives than the rational choice explanation
ought to be explored.

With a common definition of social capital and more comprehensive
theoretical footwork, the best place to start would be to investigate which
theoretical perspective is the most fruitful — and other empirical questions
as well. Owing to the large number of collective action dilemmas, the envi-
ronment provides excellent testing possibilities. One strategy would be to
compare the effect of social capital on similar kinds of environmental prob-
lems. A previous study can illustrate this. Senderskov (2007) compares
the effect of generalized trust on recycling behavior and organic food con-
sumption to investigate if generalized trust promotes pro-environmental
behavior generally, or whether this only happens when a collective action
dilemma is present. There is a collective action dilemma in relation to recy-
cling because it solely produces non-excludable goods in terms of reduced
resource consumption. On the other hand, the collective action dilemma
is of a much smaller magnitude in regard to organic foods consumption,
because is also produces benefits for the consumer herself in terms of
better flavor, quality, and so on. As mentioned in the review above, the
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study finds that generalized trust increases recycling but not organic food
consumption. Thus, social capital increases provision of non-excludable
goods in collection action dilemmas, but not pro-environmental behavior
or civic behavior generally.

Several other comparisons are possible. One could investigate if there
are limits to the effect of social capital. Can the relevant group of actors
grow so large that trust is no longer feasible? This could be examined by
comparing the effect of social capital on citizens’ actions in relation to
large-scale problems (for example, CO, pollution) with their reaction to
medium-scale problems (for example, urban air pollution) (see also Rydin
and Pennington, 2000). It would also be interesting to see if the effect differs
according to the type of aggregation technology required to supply a non-
excludable good. For example, does the effect vary between a situation
where all relevant actors have to contribute in order to supply the good (for
example, preservation of interdependent species) compared with one where
just one actor has to contribute (for example, the establishment of a natural
park) (cf. Hirshleifer, 1983; Holzinger, 2001)? The environment contains
numerous possibilities to investigate if, how, why and when social capital
affects collective action and the environment. Once more solid knowledge
has been accumulated we may be able to provide specific environmental
policy recommendations.

Conclusions
This chapter has provided a first review of the literature on social capital
and the environment. The sparse literature has found positive effects of
social capital on a wide range of environmental problems. The effects range
from solutions to small common problems — like sustainable usage of fish-
eries — to massive environmental problems like green taxes and CO, reduc-
tions. Thus, in the presence of social capital, professionals and citizens
within small groups, communities and countries are better able to solve
environmental problems and bring about environmental improvements.
This effect was unanimously explained by the beneficial effect of social
capital on solutions to collective action problems. However, the review
also made it clear that the results are based on very different conceptions
of social capital, which implies that the effect may not be a general social
capital effect, but isolated effects of various unrelated elements. Hence, it
is far from certain that social capital affects solutions to environmental
problems, and it is therefore not certain either that social capital affects
collective action problems generally.

To take the literature a step further, this chapter has proposed a common
framework, where social capital is defined as the density of trust between
the relevant actors. The term ‘relevant actors’ refers to the actors involved
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in a collective action dilemma. Furthermore, this chapter has suggested
future research on the relationship between social capital and solutions to
environmental problems. This research could broaden our understanding
of whether, why, how and when social capital helps solve environmental
problems. This knowledge could also be applied to other collective action
problems.
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16 The labour market*
Fabio Sabatini

16.1 Introduction

The positive role of social capital in economic development is now com-
monly acknowledged in the scientific and political debate. However, both
social capital and economic development must be looked on as multi-
dimensional concepts: the definition of what type of social capital may
provide a positive contribution to the wealth and progress of a society is
still a subject of major contention.

One of the most popular definitions of social capital refers to the set of
‘features of social life — networks, norms, and trust — that enable partici-
pants to act together more effectively to pursue shared objectives’ (Putnam,
1995). Drawing on more than a decade of empirical investigations, the lit-
erature has classified the elements in the set into three main types of social
capital: bonding, bridging and linking.

Bonding social capital relates to networks between homogeneous
groups of people, quite close to outsiders, that constrain members into
their boundaries. Bridging networks are shaped by weak ties connecting
people belonging to different socio-economic backgrounds. Examples are
culture and sports clubs. Linking social capital refers to vertical connec-
tions with people in power, whether they are in politically or financially
influential positions. Examples are voluntary organizations and social
services agencies. Bonding social capital is generally considered as a source
of backwardness, while bridging and linking ties are supposed to foster
the diffusion of information and trust, with beneficial effects for economic
activity and well-being.

The economics literature on social capital generally focuses on the
relationship between networks, trust and economic growth. It is true that
growth, by increasing total wealth, also enhances its potential for improv-
ing well-being and solving other social problems. However, there are
other facets of social capital and economic development that should be
accounted for. As stated by the World Bank,

History offers a number of examples where economic growth was not followed

by similar progress in human development. Instead growth was achieved at the

cost of greater inequity, higher unemployment, weakened democracy, loss of
cultural identity, or overconsumption of resources needed by future generations
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... To be sustainable, economic growth must be constantly nourished by the
fruits of human development. (2000: 7-8)

Acknowledging the importance of human development as one of the
main factors of growth’s sustainability implies the need for the empirical
research to carry out further investigations on its relationship with social
capital.

A relevant aspect of growth that has never been accounted for within
the social capital literature is ‘labour precariousness’. It is our belief that
precariousness plays a crucial role in determining social cohesion and the
agents’ well-being. Precarious workers are generally characterized by low
employment conditions in terms of pay, employment security, sickness
and parental benefits, balance between work and private life. They are
usually provided with less work-related training and enjoy scarce pros-
pects of building a career. The high exposure to the risks of job loss, wage
variability and intermittent unemployment raises the uncertainty on future
incomes, making difficult any form of long-term planning of life activities
such as marriage and procreation.

Labour precariousness can thus be seen as a barrier to social integra-
tion that may destroy human and social capital: a high level of flexibility
on employment hinders training and qualification and, at the same time,
hampers the consolidation of social ties, both inside and outside the work-
place. While stable and satisfactory work provides not only income, but
also an identity and a ‘sense of belonging’, precariousness generates dis-
couragement and distrust towards labour market institutions that, at the
macro level, may result in a more distrustful society.

Another interesting figure in the economic literature is the surprising
lack of empirical studies addressing the role of bonding social capital,
which has led to an underestimation of the possibility for strong family
ties to act as a positive asset for the agents’ strategies of survival and for
the economy as a whole.

The need emerges to focus the empirical research on different types of
social ties, as well as on aspects of economic development that may tell
something more about the ‘quality’ and the sustainability of growth.

This chapter aims to shed light on the causal linkages connecting the
three types of social capital (bonding, bridging and linking) to human
development and labour precariousness. The main question of the chapter
is, what type of social capital is able to mitigate labour precariousness and
to foster human development?

This issue has been addressed through a review of the literature and
an empirical investigation on the Italian regions. Social capital’s dimen-
sions have been measured by synthetic indicators built by means of a
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multivariate analysis performed on a dataset including 43 variables. Causal
relationships have been assessed through the use of structural equations
models.

Our contribution to the literature is twofold. First, we provide an
empirical analysis that simultaneously accounts for all three forms of
social capital, thereby introducing the first rigorous assessment of the role
of strong family ties and shedding light on the diverse effects exerted by
each social capital’s dimension. Second, we introduce the theme of labour
precariousness in the debate on social capital and economic developemnt.

The chapter is organized in three sections: first, we provide some defini-
tions. Section 16.3 carries out a review of the role of social networks in
reducing unemployment and precariousness. Section 16.4 describes the
methodology and results of the empirical analysis. We conclude the paper
with a brief discussion of the main empirical findings.

16.2 Definitions

Everyday life experience suggests that social networks may play a double-
sided role in economic development and well-being. On the one side, they
are a fertile ground for nurturing trust and shared values, that reduce
monitoring costs and facilitate transactions. Repeated interactions among
group members foster the diffusion of information raising reputations’ rel-
evance. The higher opportunity cost of free-riding in Prisoners’ Dilemma
kind of situations makes the agents’ behaviour more foreseeable causing
an overall reduction of uncertainty. Therefore, an increase in trust-based
relations may reduce the average cost of transactions, just as an increase
in physical capital reduces the average cost of production. However, net-
works can work in the opposite direction as well: members of a group may
use their ties as a means for the pursuit of narrow sectarian interests, and
organizations may lobby against the interest of other groups. The distinc-
tion between bonding, bridging and linking social capital reflects the differ-
ent roles that networks may play in shaping the economic development of
a society.

The term ‘bonding’ holds a negative connotation and generally refers
to small circles of homogeneous people that do not cooperate with others
outside the boundaries of the group. The literature has often focused on
the family as a potential form of bonding social capital. In his pioneering
study, Banfield partly attributed the backwardness of Southern Italy to
the inability of citizens ‘to act together for their common good or, indeed,
for any end transcending the immediate, material interest of the nuclear
family’ (1958: 10). According to the author, any family activity was ori-
ented towards the protection and consolidation of the isolated family unit.
‘Moral’ activity (that is, any action informed by moral norms of trust and
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reciprocity) was seen as limited to family insiders, with outsiders only
being significant as a potential resource to exploit for the family. Applying
Banfield’s claims to the purposes of this chapter, we can argue that the
bonding social capital of the family may act as a tool for job search actions,
thereby mitigating labour precariousness, and, at the macro level, as a
factor hampering the economic performance and development.

Bridging social capital is given by horizontal ties shaping heterogeneous
groups of people with different backgrounds. The term ‘bridging’ refers to
the ability of such networks to create ‘bridges’ connecting sectors of society
that, otherwise, would have never come into contact. The common claim is
that bridging social capital has positive effects on the diffusion of informa-
tion and trust, thus fostering transactions and economic growth.

The term ‘linking social capital’ describes ties connecting individuals,
or the groups they belong to, to people or groups in position of political
or financial power. For example, civil society organizations allow citizens
to come into contact with the institutions to carry out advocacy activities
through collective action. This kind of network is critical for leveraging
resources, ideas and information beyond normal community linkages and,
therefore, may play a significant role for social well-being. However, the
role of organizations in development is widely debated in the literature.
Economic studies suggest that much depends on the context where non-
governmental organizations’ (NGOs) activities take place. Knack and
Keefer (1997) sustain that cooperation and solidarity connected with the
presence of voluntary associations work better at the level of smaller com-
munities. In the authors’ words:

If the economic goals of a group conflict with those of other groups or of
unorganized interests, the overall effect of group memberships and activities on
economic performance could be negative . . . Although the ability of groups to
articulate their interests is likely to be an important restraint on government, it
also provides groups a way to capture private benefits at the expense of society.
(1997: 1271)

In other words, organizations can behave pro-socially as well as anti-
socially, just like all the other forms of social capital. Regarding labour
precariousness, the effect of the associational activity has not been the
object of empirical investigations yet. These hypotheses on the divergent
roles exerted by the three types of social capital on precariousness and
development will be tested in Section 4 within the empirical investigation
on the Italian regions.

According to the United Nations Development Programme (UNDP,
2007),
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Human development is about much more than the rise or fall of national
incomes. It is about creating an environment in which people can develop their
full potential and lead productive, creative lives in accord with their needs and
interests . . . Development is thus about expanding the choices people have
to lead lives that they value. And it is thus about much more than economic
growth, which is only a means — if a very important one — of enlarging people’s
choices.

Human development is generally measured through the Human
Development Index, that is computed as the average of three indexes rep-
resenting life expectancy, education and per capita income. In this chapter,
the Human Development Index has been adjusted in order to take into
account Italy’s high level of wealth.

As regards labour precariousness, in its ‘Classification of Status in
Employment’, the International Labour Organization (ILO, 1993) defines
‘precarious’ workers as either: (a) workers whose contract of employment
leads to the classification of the incumbent as belonging to the groups of
‘casual workers’; (b) ‘short-term workers’ or ‘seasonal workers’; or (c)
workers whose contract of employment will allow the employing enter-
prise or person to terminate the contract at short notice and/or at will,
the specific circumstances to be determined by national legislation and
custom. The ILO defines ‘casual’ workers as having an explicit or implicit
contract of employment which is not expected to continue for more than
a short period.

16.3 The labour market

The social capital literature has shown that workers have better chances
of finding employment when using networks (Granovetter, 1973, 1974;
Fernandez et al., 2000; Munshi, 2003). In economic theory, Boorman
(1975) was the first to provide a formal network model which described
the information structure of finding a job. In Boorman’s model, networks
are endogenous: contacts are developed by individuals who maximize their
probability of getting a new job in the event that they lose their present
job. Another formal model has been developed by Calvo-Armengol and
Jackson (2004), to prove that the employment likelihood increases with the
extent of social contacts.

An interesting empirical study by Datcher (1983), focusing on the impact
sorted by informal networks on the probability of quitting a job, finds that
workers with contacts before being hired are less likely to quit their jobs.
In other words, a higher extension of the worker’s social networks implies
a longer job duration. Within an empirical study on Mexican immigrant
workers, Aguilera (2003) has proved that increases in human capital are
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associated with shorter job tenure, apparently in an effort to improve
employment conditions, while the use of social capital is positively related
with job tenure. In general, it appears that acquiring employment is a social
process, and those using personal networks find longer-lasting jobs. A fol-
lowing study on Mexican immigrants by Amudeo-Dorantes and Mundra
(2004) finds that social networks, particularly strong ties, contribute to
the economic assimilation of immigrants by raising their hourly wages.
However, networks do not enhance immigrants’ employability. Instead,
strong ties allow for a lower employment likelihood possibly through
the shelter against temporary unemployment provided by close family
members.

This quick glance at the literature suggests the possibility of social net-
works generating virtuous circles, going from reduction of precariousness
and the improvement of workers’ well-being, to the accumulation of new
social capital in the form of trust and more stable social ties. What should
be the object of further investigations is the effect of such social networks-
induced job-matching processes on the overall efficiency of the labour
market. For example, Bentolila et al. (2003) argue that in the presence of
imperfect information on jobs and workers’ characteristics, networks can
induce a significant mismatch of talents. This result has been empirically
confirmed by Ferrante and Sabatini (2007) in their analysis of the effects
sorted by human and social capital on the occupational choices of Italian
workers.

The crucial role of precariousness in the determination of well-being
has been stressed also by the recent happiness literature. Drawing on
data from the Longitudinal Surveys of Australian Youth, Dockery (2005)
investigates factors that influence young Australians’ self-reported levels
of happiness during the school-to-work transition, focusing on the role of
labour market experience. The author finds evidence of declining well-be-
ing with duration of unemployment and of the importance of job quality,
rather than just having a job. Some notable studies provide evidence that
unemployment significantly reduces happiness in Europe and the USA (Di
Tella et al., 1997) in Britain (Clarck and Oswald, 1994), and in Britain and
the USA (Blanchflower and Oswald, 2004). Gerlach and Gesine (1996) find
similar results for Germany.

16.4 Empirical analysis

The aim of this section is to shed light on what type of social capital plays
a role in reducing precariousness thus improving well-being, and to assess
whether there is a relationship with human development. The analysis is
based on a dataset collected by the author, including about 200 indica-
tors representing the ‘structural’ dimensions of social capital and different
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aspects of the quality of economic development. Principal component
analyses have been performed on three subsets of variables, with the
aim of building synthetic, latent, measures of strong family ties (that is,
bonding social capital), weak informal ties among friends, neighbours and
acquaintances (bridging social capital) and weak ties connecting members
of voluntary organizations (linking social capital). Principal component
analysis (PCA) explains the variance-covariance structure of a dataset
through a few linear combinations of the original variables. Its general
objectives are data reduction and interpretation.! Rough data on social
capital are drawn by a set of multipurpose surveys carried out by the Italian
National Bureau of Statistics (Istat) on a sample of 20000 households
between 1998 and 2002. Data are aggregated at the ‘regional’ level, that is,
there are 20 analysis units corresponding to the Italian regions, tradition-
ally characterized by a strong North-South polarization.
The variables adopted in the analysis are as follows:

e The bonding social capital shaped by strong ties connecting family
members. This variable is measured by the first factor obtained from
a PCA performed on a dataset of 25 indicators representing family
size, the spatial proximity among family members, the frequency of
encounters and the quality of relationships. Variables are described
in Box 16.1.

e Bridging social capital, as measured by the first factor obtained from
a PCA performed on a dataset of 12 variables representing people
social engagement, or what can be referred to as the consumption
of relational goods, like frequenting sports clubs, dining out with
friends, and talking with neighbours. Variables are described in Box
16.2.

e The linking social capital shaped by weak formal ties connect-
ing people from different socioeconomic backgrounds within the
boundaries of voluntary organizations. This measure is given by the
first factor resulting from a PCA performed on a set of six variables
representing different dimensions of associational participation,
described in detail in Box 16.3.

e The Human Development Index, as adjusted to take into account
Italy’s level of wealth, different from that of most developing coun-
tries. The index of life expectancy has been computed adopting 50
and 85 years respectively as minimum and target levels, the index
summarizing literacy and schooling has been replaced by the rate of
high school attendance, and the index of per capita income has been
computed adopting higher living standards as minimum and target
levels. Basic indicators are described in detail in Table 16.1.
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e As pointed out in the introduction, we have extended the ILO’s

notion of labour precariousness to comprise people looking for a
job, who suffer from the highest degree of uncertainty. Labour pre-
cariousness is thus measured by the ratio between the sum of three
variables representing precariousness (workers with provisional
contracts, freelancers and people looking for a job) and the regional

labour force.

BOX 16.1 BASIC INDICATORS OF STRONG
FAMILY TIES (BONDING SOCIAL
CAPITAL)

People aged 14 and over who have given unpaid help to strangers
for every 100 people in the same area.

People aged 14 and over particularly caring for relatives other
than parents, children, grandparents and grandchildren, or
counting on them in case of need, for every 100 people in the
same area.

Couples with one child, for every 100 couples with children in
the same area.

Couples with three children, for every 100 couples with children
in the same area.

Couples with children, for every 100 families in the same area.

Couples without children, for every 100 families in the same area.

Families with 5 components and more for every 100 families in
the same area.

Single families for every 100 families in the same area.

People aged 15 and over with children living 16 kilometres away
or more (in Italy or abroad) for every 100 families with children in
the same area.

People aged 15 and over with children living within 1 kilometre
(cohabitants or not) for every 100 families with children in the
same area.

People having their brothers and/or sisters living 16 kilometres
away or more (in Italy or abroad) for every 100 people with broth-
ers and/or sisters in the same area.

People having brothers and/or sisters living within 1 kilometre
(cohabitants or not) for every 100 people with brothers and/or
sisters in the same area.

People meeting their brothers and/or sisters every day for every
100 people with brothers and/or sisters in the same area.
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People aged 6 and over meeting family members or other rela-
tives every day for every 100 people in the same area.

People up to 69 having their mother living 16 kilometres away or
more (in Italy or abroad) for every 100 people with a living mother
in the same area.

People up to 69 having their mother living within 1 kilometre
(cohabitant or not) for every 100 people with an alive mother in
the same area.

People aged 6 and over never meeting their family members
and other non-cohabitant relatives for every 100 people in the
same area.

People aged 6 and over having neither a family nor other non-
cohabitant relatives for every 100 people in the same area.

People up to 69 having their father living 16 kilometres away or
more (in Italy or abroad) for every 100 people with a living father
in the same area.

People up to 69 having their father living within 1 kilometre
(cohabitant or not) for every 100 people with a living father in the
same area.

People aged 14 and more declaring themselves satisfied with
relationships with their relatives for every 100 people in the same
area.

Families with at least 2 components used to having dinner with
other relatives at least once a week for every 100 families in the
same area.

People meeting their children every day for every 100 people
with non-cohabitant children in the same area.

People meeting their mother every day for every 100 people
with non-cohabitant mother in the same area.

People meeting their father every day for every 100 people with
non-cohabitant father in the same area.

BOX 16.2 INDICATORS OF THE INFORMAL
NETWORKS OF FRIENDS AND
NEIGHBOURS (BRIDGING SOCIAL
CAPITAL)

Non-profit sports clubs for every 10 000 people in the same area.
People aged 6 and over attending bars, pubs, and circles at
least once a week for every 100 people in the same area.
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People aged 6 and over eating out more than once a week for
every 100 people in the same area.

People aged 6 and over meeting friends more than once a week
for every 100 people in the same area.

People aged 14 and over attending pubs and bars to listen to
music concerts for every 100 people in the same area.

People aged 14 and over attending social centres to listen to
music concerts for every 100 people in the same area.

People aged 6 and over never attending bars, pubs and circles
for every 100 people in the same area.

People aged 6 and over never eating out for every 100 people
in the same area.

People aged 6 and over never talking with others for every 100
people in the same area.

People aged 6 and over never talking with neighbours for every
100 people in the same area.

People aged 6 and over talking with others once a week or more
for every 100 people in the same area.

People aged 6 and over talking with neighbours once a week or
more for every 100 people in the same area.

BOX 16.3 INDICATORS OF LINKING SOCIAL
CAPITAL

People aged 14 and over who have helped strangers in the
context of a voluntary organization’s activity, for every 100 people
in the same area.

People aged 6 and over who, when meeting friends, carry out
voluntary activities for every 100 people meeting friends in the
same area.

Voluntary organizations for every 10 000 people

People aged 14 and over who have joined meetings in cultural
circles and similar ones at least once a year for every 100 people
in the same area.

People aged 14 and over who have joined meetings in ecologi-
cal associations and similar ones at least once a year for every
100 people in the same area.

People aged 14 and over who have given money to an associa-
tion at least once a year for every 100 people in the same area.
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Table 16.1 The adjusted index of human development

Label Description

ISUA Adjusted Human Development Index, computed as the
arithmetic mean of LIFE, SCHOOL and INCOME

LIFE Dimensional index of life expectancy. Minimum value = 50

years. Target value = 80 years

SCHOOL Dimensional index of high school attendance, given by the
percentage of people aged from 14 to 18 who are enrolled in high
schools. Minimum value = 0. Target value = 100

INCOME  Dimensional index of per capita income. Minimum value =
€5000. Target value = €40000. INCOME = [log (effective value)
— 1log(5000)] / [log(40000) — log(5000)]

The causal relationships connecting variables have been assessed through
structural equations models, a technique that has grown up in psychomet-
rics and proves to be particularly suitable for the investigation of multi-
dimensional phenomena like social capital and economic development.?
Hundreds of models — accounting for all the possible linkages connecting
variables — have been tested.

In the model that best fits the observed data, labour precariousness is
significantly mitigated by bonding social capital and, to a higher extent,
by human development. The linking social capital of voluntary organiza-
tions exerts a positive effect as well, while weak bridging ties connecting
friends and acquaintances do not seem to alleviate precariousness. This
result partly contradicts Granovetter’s (1973) claim on the strength of
weak ties: in Italy’s Southern regions, the action of supporting people
in their job placement can be motivated just by the existence of strong
ties or, in other words, by what Banfield (1958) referred to as ‘amoral
familism’, that is, the imperative of protecting and consolidating the
isolated family unit. Weak ties may function as a means of fostering the
diffusion of information, but do not concretely help workers in their job
search actions. On the other hand, the analysis does confirm the negative
effect of bonding social capital on human development. This view of the
family as an isolated moral community is indeed strongly representative of
the social reality of Southern Italy, where most people do not act morally
outside the family. However, what to an external observer may appear
just as a perverse mechanism hampering labour market’s efficiency and,
in the long run, development processes as well, deserves a more in-depth
reflection. The mutual assistance mechanisms developed within the family
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unit should be looked on also as a defence reaction against situations of
underdevelopment and ‘social poverty’, where both the state’s and mar-
ket’s institutions are weak.

Linking social capital proves to exert a positive effect both on human
development and on reduction of precariousness. This sounds like a proof
of Putnam’s claims on the role of voluntary organizations, therefore con-
tradicting part of the economics and political science literature in the field.
In Italy, the density of voluntary organizations is in most cases connected
with a deep tradition of civic involvement and social participation, and
the development of civil society has been largely informed by ideological
principles, not directly related to the pursuit of personal or sectarian advan-
tages. On the contrary, bridging social capital negatively affects human
development, just like strong family ties. The consumption of relational
goods within sport or culture clubs, music bars or restaurants is not neces-
sarily related to those cooperative norms and behaviours that can benefit
economic performance.

The analysis in the chapter shows that higher levels of precariousness
significantly reduce bridging social capital. The lack of professional stabil-
ity causes frequent changes in people’s relational sphere, thereby leading
to a continuous process of breaking and rebuilding social ties. Arguably,
workers may react to such a situation of uncertainty by taking refuge
in their private sphere, at the expense of social participation. A refine-
ment of the model with a slightly lower goodness of fit clearly states that
precariousness also reduces social participation. Precarious workers are
probably too deeply absorbed in their daily struggle for survival, and little
time remains for pro-social activities and collective action. Once again,
the renouncement of social participation may be looked on as a defensive
choice. Finally, linking social capital proves to be positively and signifi-
cantly affected by human development.

16.5 Concluding remarks

In the introduction we posed the question: what type of social capital is
able to mitigate labour precariousness and to foster human development?
The empirical analysis shows that only bonding social capital mitigates
precariousness on the labour market, while the weak ties shaping volun-
tary organizations are the only type of social capital that nourish human
development, thereby fostering sustainable growth.

The literature generally underestimates the positive role exerted on
well-being by the mutual assistance and social protection mechanisms
promoted by the family. Through their ability to mitigate precarious-
ness, strong family ties may act as a means of defence against high
levels of unemployment. In other words, bonding social capital can be
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seen not only as a cause of backwardness, but also as one of its possible
consequences.

However, the main factor reducing precariousness is human develop-
ment: higher levels of wealth and schooling inevitably lead to an improve-
ment in workers’ well-being. The widespread idea that social contacts
function as a powerful job placement factor is only partly confirmed by
data. In Italy, strong ties support the reduction of precariousness, while
weak ties connecting friends and acquaintances seem to be quite harmful to
such purposes. What certainly deserves further investigations is the effect
of social networks-induced job-matching processes on the allocation of
talents: significant mismatches of talent and excessive job markets’ closure
to outsiders may reduce the efficiency of the labour market, to the point of
compensating the beneficial effects exerted on workers’ well-being by the
reduction of precariousness. Anyway, it is clear that neglecting the social
embeddedness of actors seriously invalidates the explanatory power of any
economic analysis of the labour market.

Voluntary organizations are the only type of networks shown to be
able to nourish human development, thereby fostering sustainable eco-
nomic growth. Bonding and bridging social capital, on the contrary,
negatively affect human development. In Italy, the associational activity
is strictly connected to sound ideological or religious motivations, and
generally implies the sharing of moral norms of trust and reciprocity that
can counteract the negative effects of the ‘amoral familism’, as well as
the tendency of organizations to lobby for the narrow interests of their
members. Finally, it is noteworthy that the relationship between linking
social capital and human development proves to have a double direction.
Arguably, not only social participation through civil society organizations
fosters the institutional and the economic performance, as claimed by
Putnam, but the reverse effect is true as well: higher levels of human devel-
opment encourage people to devote time to community affairs through
collective action.

Notes

* ] am deeply indebted to Elisabetta Basile and Claudio Cecchi for their suggestions and
advice. Needless to say, all views and errors are attributable only to the author.

1. Although p components are required to reproduce the total system variability, often
much of this variability can be accounted for by a small number, &, of the principal com-
ponents. If so, there is (almost) as much information in the kK components as there is in the
original p variables. The k principal components can then replace the initial p variables,
and the original dataset, consisting of 7 measurements on p variables, is reduced to one
consisting of » measurements on k principal components. For an overview on PCA see
Lebart et al. (1984) and Johnson and Wichern (1992).

2. For an overview on structural equations models see Bollen (1989).
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MIGRATION AND
INTEGRATION






17 Locational choice, ethnicity and
assimilation
Gil S. Epstein

17.1 Introduction

The locational choice of migrants has an important role in determining
the assimilation process into the local population. The social capital of
migrants is developed by the fiscal and ethnic surroundings in the host
country. This is determined by their choice of location, the networks they
join and the level of ethnicity they choose. In this chapter we consider the
different ways migrants choose where they live and analyse its effect on the
assimilation process. This assimilation affects their social capital and, in
the long run, has an effect on different migrants and their families.

Migration decisions take into consideration the migrant’s ability to
adjust to a new environment: for example, finding jobs and accommo-
dations and the ability to continue consuming ethnic goods which is a
function of the level of the network externality in the destination (see, for
example, Epstein, 2002; Bauer et al., 2007). A migrant might decide that
others have been making decisions based on better information than he
has. That is, the migrant may take the position that so many other people
cannot be wrong. If the migrant behaves in this way and discounts his/
her private information he/she may adopt a decision rule that gives rise to
herd behavior. Herd behavior and network externalities may have oppo-
site effects (see Epstein, 2002; Bauer et al., 2007). While herd behavior
may attract migrants, the network externality does the opposite telling the
migrants not to join a certain location.

As we show below one aspect of assimilation is the ability to learn the
local language. Chiswick and Miller (2002) show that linguistic concentra-
tions reduce an immigrant’s own local language skills. Moreover, immi-
grants’ earnings are lower the poorer their local language proficiency and
the greater the linguistic concentration of their origin language in the area
in which they live. Better jobs lower the returns of investing in the local
language proficiency and, therefore, the incentive for these migrants to
learn the local language is great.

This choice of location also affects the immigrants’ consumption of
ethnic goods, which distinguishes the migrants from the local population
and affects their assimilation. We consider the relationship between the
migrants’ consumption of ethnic goods and the willingness of the local
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population to accept them into the economy. This willingness affects the
productivity and wages of the migrants, and thus their employment. The
question of assimilation and integration into the labor market of the host
country has been analysed in the literature (see, for example, Bauer et al.,
2000; Boeri et al., 2002; Venturini, 2004).

Various indicators are used to measure the degree to which migrants
have assimilated. The most common measures are wages and earnings.
Constant et al. (2006) present the ethnosizer, which measures the ethnic
identity of a migrant rather than his ethnicity, using information such as
language, culture, societal interaction, history of migration, and ethnic
self-identification. Using the GSOEP (German Socio-Economic Panel)
2002 data, they show that ethnic identity persists, being stronger in spe-
cific groups such as females, Muslims and those that are older at the time
of entry, while those with closer cultures, such as Catholics and other
Christians, assimilate more easily. There is mixed evidence on the impact
of migrants on local worker’s majority wages and employment — it depends
on whether they are substitutes or complements (Gang and Rivera-Batiz,
1994).

The locational choice of migrants has an important affect on the social
capital formation of the migrants. The question is, are these networks that
the migrants join Bonding or Bridging networks (Svendsen and Svendsen,
2004)? Joining a bonding network will decrease the assimilation process
and joining a bridging network will increase assimilation and the social
capital of the migrants. According to the study by Chiswick and Miller
(2002) these networks seem to work as bonding networks. Thus, as
described above, herd affects will enhance the bonding networks rather
than being a bridging network. On the other hand, Bauer et al. (2005) look
at the location choice of migrants and connect the location decision with
their language proficiency. Their results suggest that Mexican migrants
to the US with good English proficiency choose, on average, a location
with a small enclave, whereas those with poor English proficiency choose
a location with a large enclave. Thus those with high English proficiency
will choose smaller networks and thus increase the bridging social capital
networks.

Migrants have to choose their actual level of social traits given their
network surroundings, which determine the social practices they wish to
uphold. Changing a person’s traits has a cost. The choice of social traits
level by migrants is a way of joining a bonding versus a bridging social
network. Those that choose higher levels of social traits are joining the
bonding network while those that are choosing the lower levels are going
towards the bridging networks. For example, going to church every
Sunday, praying a few times a day, not working on the Sabbath, not eating
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specific type of foods or at certain places, wearing specific clothes, and so
on all have opportunity costs. On the other hand, there are benefits from
keeping their ideal social traits, and any deviation also has a cost.

The growth perspectives of European Union member countries are seen
to be crucially related to the challenge of mobilizing people to work. One
issue is that non-economic migrants have more difficulties in economic
performance and labor market integration, and provide a larger potential
burden to the social security systems than economic migrants. Recent
work in Denmark and Germany (see Schultz-Nielsen and Constant, 2004;
Tranaes and Zimmermann, 2004; Constant and Zimmermann, 2005;
Constant et al., 2006) has provided new evidence, which indicates that an
ever-rising share of immigrants is unavailable to the labor force. Instead,
migrants arrive as refugees, asylum seekers or for family reunification pur-
poses. Differences in labor market attachment might be due to differences
in individual characteristics across ethnicities and within ethnicities, as we
claim in this chapter.

In the second part of this chapter we set up a model where migrants
have to choose their level of social traits and consumption of ethnic goods.
Each migrant has his/her own ideal social traits and, given the average level
in the network, choose their consumption level. As the consumption of
ethnic goods increases, the migrants become more unlike the local popula-
tion and are less assimilated. Less assimilation affects the reaction of the
local population to the migrants and their willingness to accept them. This
affects wages and unemployment of the migrants in their local network and
determines whether they are in a bridging or bounding network.

The chapter is organized as follows. Section 17.2 describes the locational
choice of the migrants considering both herd and network effects, in the
determination of the migrants’ choices. Section 17.3 considers the loca-
tional decisions and its effect on the consumption of ethnic goods by the
immigrants which directly affects assimilation. We round off with Section
17.4 which defines the main conclusions of the chapter.

17.2 The choice of location

When a migrant makes his/her decision where to emigrate to he/she takes
into consideration different aspects of the country he/she wishes to emi-
grate to. One of the aspects is help in adjusting to a new environment, such
as finding jobs and accommodations, and the ability to continue consum-
ing ethnic goods. This is called ‘network externalities’ in the literature. The
ability to speak his/her language in a foreign country is in itself helpful. The
network allows the immigrant to preserve his/her traditions and history in
the new environment and to continue consuming ethnic goods. Network
externalities are not always positive. Increasing the number of foreigners
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in the host country increases competition for jobs suitable for immigrants,
thus decreasing the immigrants’ wages. Moreover, as the number of
immigrants increases, the local population may become xenophobic. The
locational choice of migrants has an important affect on the social capital
formation of the migrants and whether their have chosen to be in a bridg-
ing or bonding network.

If full information were available about local conditions, migrants would
choose the location where there are net benefits from network externalities.
If such full information is not available, a choice is made under conditions
of uncertainty. If you have imperfect information, which decision rule
should you adopt? In the face of uncertainty, a common decision rule is to
randomize, but here you confront an indivisible location decision. You may
not know all that much about life in a particular location. You observe,
however, that other people who are like you have recently been favoring this
location. You have a feeling that the location people have been choosing is
not the best from among the available alternatives. You, however, decide
to discount this feeling which is based on your private information, and
proceed on the assumption that others have been making decisions based on
better information than you have. That is, you may take the position that so
many other people cannot be wrong. If you behave in this way and discount
your private information or your feelings to follow the decisions of others,
you are adopting a decision rule that gives rise to herd behavior.

In order for a population of immigrants to produce network externali-
ties that will attract other migrants, the population of immigrants must be
sufficiently large. In many situations it is not clear how this critical mass of
people arrived at a certain location. Informational cascades — herd behavior
—help us understand the creation of the critical mass which creates network
externalities. In order to create a herd in a certain location, the number
of immigrants required is relatively small. Thus herd behavior may be an
explanation for the creation of a mass of immigrants which is sufficient to
attract others and which enjoys the positive externalities of the network.
Informational cascades also help us understand why we observe immigrants
deciding to emigrate to destinations where the negative externalities are
stronger than the positive externalities of the network. The reason for this
phenomenon is that individuals are uncertain regarding the effect of the
network externalities and decide to follow the flow of immigrants rather than
the stock of immigrants. Finally, herd behavior enables us to understand
how an individual makes a decision when there is more than one country
that provides the immigrant with the same level of network externalities (see
Epstein, 2002). The immigrants will decide to follow the herd rather than the
network externalities of previous immigrants’ destinations.

Based on data from the Mexican Migration Project, Bauer et al. (2007)
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investigate the location decision of Mexican migrants in the US. They show
that both network externalities and herd behavior have a significant effect
on migrants’ location decision. Herd effects have significant positive con-
sequences on the location decision of a migrant while network externalities
has an inverse U-shaped effect, namely, when the size of the network is
large, but not too large, increasing the network will increase the benefits the
migrant will obtain. However, if the network is too large, it will decrease
the benefits the migrants obtain from the network. In other words ‘too big’
is not always better for the migrant.

Let us try to understand the network effect better. A small number of
papers investigate the reason causing the determination of immigrant’s
location choice in the United States. A common result of these papers is the
importance of ethnic concentration on the location decision of migrants. It
hasbeen shown! that immigrants tend to locate in cities with high concentra-
tions of ethnically similar immigrants. The results indicate that income and
human capital affect the extent of ethnic segregation in the neighborhood
chosen by a household. However, the existing literature overlooks the effect
of immigrants’ language proficiency on the location decision. Another line
of the migration literature analyses the effect of enclaves on immigrants’
educational attainment, language proficiency and labor market outcomes.
Numerous empirical studies, such as Gang and Zimmermann (2000), have
shown that ethnic neighborhoods have detrimental effects on the educa-
tional attainment of migrants. Chiswick and Miller (1996) explore the rela-
tionship among family networks, language enclaves and English language
acquisition by immigrants. Chiswick and Miller (2002), using 1990 US
Census data on adult male immigrants from non-English speaking coun-
tries, show that linguistic concentrations (enclaves) reduce an immigrant’s
own English language skills. Moreover, immigrants’ earnings are lower
the poorer their English language proficiency and the greater the linguistic
concentration of their origin language in the area in which they live. Better
jobs lower the returns to investing in English language proficiency and,
therefore, the incentive for these Spanish speakers to learn English.

On the other hand, Bauer et al. (2005) look at the location choice of
migrants and connect the location decision with their language profi-
ciency. Their results suggest that Mexican migrants to the US with good
English proficiency choose, on average, a location with a small enclave,
whereas those with poor English proficiency choose a location with a large
enclave.

Putting all these results together, we are able to paint a broader picture:
immigrants with good English proficiency will choose to migrate to loca-
tions with relatively low concentrations of immigrants of similar ethnicity
and language. If the size of the enclave is small it enables immigrants to
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improve their English proficiency over time, which in turn affects their
earnings and assimilation into the local population. On the other hand,
immigrants with poor English proficiency will choose to migrate to loca-
tions with large networks of migrants of similar ethnicity and language.
This, in turn, decreases their ability to increase their English proficiency,
which negatively affects their earnings and assimilation into the local popu-
lation. We may conclude that large enclaves are a potential source for a
‘language trap’; they attract poor proficiency English speakers and sustain
their poor abilities.

17.3 Location decisions and the consumption of ethnic goods

One of the objectives of the migrants is to continue consuming ethnic
goods. The network enables him/her to do so. Each migrant has to choose
his/her social trait level. This social trait can be seen as ethnic goods con-
sumed by the individual. The payoff of a migrant is given by v which is a
function of five components:

e the ideal level of the social traits, which this individual (family)
believes they should be at;

e the actual level of the social traits the migrant decides to follow;?

e the average level of the traits under which the migrant congregation
is currently at;

e the earning of the immigrant and

e theeffortinvested by the migrant at the workplace is given, otherwise
those that are unemployed invest zero effort.

Below we explain how each of the different variables affects the payoff
function of the migrant.

We assume that the migrants differ in only one dimension, and that is
the ideal level of social traits they believe they should hold. It is assumed
that migrants are distributed uniformly across different levels of the ideal
social traits.

The payoff function of a migrant is a function of two components:

1. the utility of practicing social traits at its given level,
2. the cost of choosing such social trait levels.

Let us now consider each of the components in more detail:
1 Utility

The individual’s utility decreases if the individual deviates from his/her
ideal level of observation. This deviation can go both ways. Increasing the
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actual level over the ideal or decreasing the level below the ideal, which
will cause the utility to decrease. It is clear that the migrant would prefer
to be at his/her ideal point, however this is not always possible. On the
other hand, if the migrant chooses a trait level, which equals his/her ideal
level, he/she will be at the maximum utility level. Namely, deviating from
the ideal point decreases the utility. Thus, if we change the actual level and
get closer to the ideal point then the decrease in the utility will be smaller
and thus the utility increases. If we increase the actual level beyond (or
decrease it below) the ideal point, then the utility will decrease as a result
of such a deviation.

2 Cost

Let us consider the second part of the migrant’s payoff, the cost of con-
sumption of a given trait at level. It is assumed that the average trait level
in the sociality of the migrants is at given level. It is also assumed that it
is easiest for the migrant to ‘consume’ at the average level. However, if
the migrant wants to deviate from this level, it will cost him/her, since it
will be harder to practice his/her social traits when they differ from the
average level. This puts the migrant in the environment where he/she
lives, and should he/she wish to deviate from it, he/she must invest more
effort — thus the further away he/she wishes to be from the average social
trait levels in his society, the harder it will be for him/her. The bigger the
change in the ‘consumption’ of ethnic goods, from the average level which
the migrant decides on (either increasing or decreasing it), the higher the
cost of adjustment. However, as earnings increase, the cost of deviating
from the average level decreases since the wages substitute for the devia-
tion from the average trait level. The migrant can use his/her earnings to
buy such ethnic goods (like traveling to their home country frequently,
buying specific types of food, and so on) simply by a substituting effect. A
different way of looking at this is that, as earnings increase, the migrant
cares less about the average level in his/her society. The earnings of a
migrant will equal the wages in the case of the employed migrants, and will
equal the social benefits of the unemployed. Namely, if we get closer to the
given average level, the cost of changes will be smaller for the migrant. It
is assumed that the number of migrants is large enough so that each one
does not have market power in terms of affecting the average level. In other
words, each migrant sees the average social trait level as given, thus when
determining the optimal trait level, the migrant does not take into account
the effect it may have on the average level of the social trait in his/her
society. Moreover, if a migrant wants to decrease his/her level below the
average it also has its costs, as the surroundings will not always accept his/
her deviation from the average social trait (this can be via different means,
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such as affecting the children, not receiving the basic social traits the family
wishes to obtain, and so on). As the earnings of the individual increase,
the individual’s cost of deviating from the average level of consumption of
traits in the society decreases.

We have assumed symmetric payoff functions. Thus a deviation in each
direction has the same consequence on the payoff function of the migrant.
In other words, increasing the trait or decreasing the trait, by one unit over
or below the ideal level, will have the same effect on the migrant’s payoff
function. In reality it may well be that the cost and utilities are not sym-
metric, namely, increasing the level of consumption of the ethnic goods
decreases the utility by less than the change in the other direction. This, of
course, will be a function of the migrants’ preferences. If the migrants care
about their special social traits, they may prefer to increase their actual
traits above the ideal, rather than decrease them. Moreover, it is assumed
that migrants who work have a disutility from the effort invested at the
workplace.?

A migrant chooses the optimal level of consumption of ethnic goods —
stoical traits that maximizes his/her payoff function. Thus:

e Theactuallevel of consumption of ethnic goods (social traits level) of
a migrant will increase as his/her ideal social traits increase.

e Migrants with high ideal levels will actually consume higher levels
of these traits and those with low ideal levels will consumer lower
levels.

e The actual level of ethnic good consumption (social trait level) of a
migrant will increase as the average level of consumption of social
traits in the society increases.

e If the average level of consumption of social traits level is higher, it
is easier for the migrant to consume higher levels. However, there is
also a cost when decreasing or increasing his/her own social traits
as there will be pressures from the different migrants surrounding
him/her.

As the earnings of a migrant increase, the consumption of ethnic goods —
social traits — will increase (decrease) if the ideal level is greater (smaller)
than the average level in the sociality. Namely, as income increases,
migrants will choose an actual trait closer to their ideal point.

Thus there is a substitution between the consumption of social traits and
other products. In lower income levels, the migrant can increase his payoff
by consuming at a level closer to the average level in his society. Since the
migrant obtains a benefit from consumption of social traits and ethnic
goods, the migrant can increase his payoff by increasing his social traits
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and making it closer to his ideal. As income increases the cost of deviating
from the average level in his congregation decreases and enables him to be
closer to the ideal level.

If we now substitute the optimal level of consumption of ethnic goods,
into the migrants’ payoff function, we would obtain the migrants optimal
payoff in equilibrium. As would be expected, the equilibrium optimal
payoff of the migrant is positively related to his/her earnings, is negatively
related to the effort invested at the workplace and the optimal payoff
depends on the difference between the ideal level of social traits of the
migrant and the average level in the society. As the difference between
the two increases, the utility of the migrant will decrease, since the cost to
the migrant of changing his/her consumption of ethnic goods increases.
If the ideal level of a migrant equals the average level of consumption
of ethnic traits in the sociality, namely, for the migrant, his/her ideal
level will equal the average level in the society, and this utility will be at
maximum.

Assume for now that all individuals employed have the same wages.
Remember that an employed migrant may have an increase in income as
a result of moving from unemployment to employment. However, he/she
also encounters a decrease in utility as a result of efforts invested in the
workplace.* An unemployed migrant obtains a given level of unemploy-
ment benefits and has zero investment in effort at the workplace.

Let us now consider the case where an immigrant has to choose whether
to be employed or unemployed. The migrant will choose to be employed
if his/her payoff from being employed is greater than his/her payoff from
being unemployed.

If the social benefits, of the unemployed migrants, equal the wages
earned by him/her, it is clear that the migrants will prefer to be unem-
ployed. Therefore, in order for the migrants to be willing to be employed the
difference, between the social benefits of the unemployed and the wages of the
employed, must be sufficiently large.

A migrant determines his/her social traits also as a function of his/her
employment status. Therefore part of the consumption of social traits is
a direct function of the employment status of the migrant. From compar-
ing the optimal payoff of a migrant in the two different situations, being
employed or being unemployed, we can calculate the level of the ideal
social traits which will make a migrant indifferent.

We obtain two different values of the ideal level that makes the migrant
indifferent. Thus for a given wage, for levels of an ideal level, which are
higher than the high critical level or lower than the low critical level, the
individual will choose to be employed, otherwise the individual will choose
to be unemployed.
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Expected consumption of ethnic goods

Let us now consider the expected amount of consumption of ethnic goods by
both the employed and unemployed migrants. Individuals who have a higher
level of ideal social traits than the higher critical level or lower than the low
critical level will be employed and will consume ethnic goods which are a
function of the wage level. Those individuals, who have an ideal level between
the two critical levels, will be unemployed and will consume ethnic goods
which are a function of their social benefits. Since we assume that the ideal
social trait levels are uniformly distributed we obtain that the average level in
the society of migrants will equal the median level of the distribution. So we
may conclude that the relationship between the ideal levels of the migrants,
the average level in the society, and the employed and unemployed status of
the migrants are as given such that those with high and low ideal levels will be
employed and earning wages, and those with ideal levels between the two crit-
ical values will be unemployed and will receive social benefits. In other words
those migrants that have a low ideal preference (and want to be part of the
community®), will have a higher probability of being employed. At the same
time, the migrants with very high preferences will choose to be employed to
help obtain resources and be further away from the average level of observa-
tion, closer to their own ideal level. These migrants have a high cost with loss
of benefits from not being at their ideal point. In other words, migrants, with
high or low levels of ideal preferences, will choose to be employed rather than
unemployed. The cost, of being close to their ideal point, is high and thus,
if their earnings increase, they will be able to be closer to their ideal point.
Those migrants, who are in the center, will choose to be unemployed.

Earning and the consumption of ethnic goods

Let us now consider changes in wages and unemployment benefits and their
affect on the employed and unemployed migrants. Increasing the wages of
the employed will, first, increase the number of employed. Those who
were employed and continue to be employed will be even closer to their
ideal level, and the others who were unemployed and become employed
will allow themselves to consume levels closer to their ideal. On the other
hand, an increase in the unemployment benefits will increase the number of
unemployed. Those who were unemployed will have an actual trait closer
to their ideal level. As a result of an increase in the employment benefits
those, who became unemployed, will move away from their ideal level and
closer to the average level in the congregation. Therefore,

Increasing wages will increase the number of employed and will decrease the
difference between the employee’s actual trait level and their ideal. Increasing
unemployment benefits will increase the number of unemployed. Those, who
were unemployed, will consume ethnic goods closer to their ideal level and
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those, who were employed and became unemployed, will move away from their
ideal level.

Consider the case where wages are a function of the consumption of ethnic
goods. Consider a firm that has two factors of production: local workers
and migrants. For simplicity, we assume that there is only one group of
migrants. We assume that migrants and the local population are not identi-
cal. Aslong as the migrants hold on to their ethnicity, the local population
will not recognize them as full substitutes for the local population, and the
local workers will not always be willing to cooperate entirely with them.
For example, if a Moslem migrant prays five times a day, this may well
disturb his interaction with the local workers and, as such, the local worker
may not want to work enthusiastically with him. In other words, migrants,
who hold on to their ethnicity, may see their productivity affected via their
interaction with the local population.

The difference between the migrants’ productivity level and that of the
local worker is a function of the level of consumption of ethnic goods. As
a result of the consumption of these goods the level of efficiency of the
migrants decreases; as stated above this can be a result of different activi-
ties by the local population such as harassing the members of the migra-
tion group, not cooperating with them, discriminating against them, and
so on (see Epstein and Gang, 2006). Such activities decrease the migrants’
productivity and thus their efficiency.¢

The difference between the productivity of the migrants and the local
population and, as such, the difference in their wages is determined by the
actions taken by the migrant and the general attitude of the population
to them. The attitude to the migrants is reflected in the average level of
consumption of ethnic goods which is a function of both the employed
and unemployed migrants. The more ethnic goods the migrants consume,
the more they distinguish themselves from the local population. This will
decrease the willingness of the local population to work with them and will
increase their ‘harassment’ activities.

Since wages are negatively related to the consumption of ethnic goods
of the worker, the employed migrants will decrease their consumption of
ethnic goods relative to the level consumed when the wages are independ-
ent of its consumption. As a result, the employed workers will decrease
their consumption of ethnic goods and so their average level of consump-
tion in the economy will decrease.

17.4 Concluding remarks
In this chapter we have considered the reasons for the location choice
made by migrants and its effect on the ethnicity level of the migrants
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and their assimilation. This definitely affects the social capital of the
immigrants.

As we have seen, it is important for migrants to go where other migrants
are resident. Migrants may follow the herd or go to large networks but, in
each of the situations, migrants will want to continue to consume ethnic
goods. Both herd and network externalities play an important role in the
locational choice of the migrants. The locational choice of migrants has an
important affect on the social capital formation of the migrants. It deter-
mines whether migrants are joining birding networks with assimilation or
bonding networks without assimilation.

This choice has an important effect on the ability of the migrants to
assimilate and on the social capital of the migrants. As we have seen, those
who choose large networks have lower possibilities of learning the local
language and so will not do as well economically as those immigrants that
emigrated to countries/areas which consist of smaller networks. Moreover,
we have considered the case of self-selection in determining the location
choice of immigrants. The self-selection argument states that migrants
with low proficiency in languages will choose larger networks. The trap,
for those with low proficiency who go to large networks, is that the larger
networks will limit their ability to learn the new language and decrease the
ability of the migrants to assimilate.

The networks also have another effect. The networks enable the
migrants to continue consuming their social traits and ethnic goods. We
considered the relationship between the employment of migrants and the
choice of social traits. Employment and social traits have an affect on social
capital. We have shown that migrants who have a low ideal preference
(and want to be part of the community), will have a higher probability of
being employed. At the same time, migrants with very high preferences will
choose to be employed in order that they can obtain resources which will
allow them to be removed from the average level of observation and closer
to their own ideal level. These migrants have a high cost and loss of benefit
from not being at their ideal point. In other words, migrants, with high
or low levels of ideal preferences, will choose to be employed rather than
unemployed. The cost of being close to their ideal point is high and, thus,
if their earnings increase, they will be nearer to achieving their goal. Those
migrants that are at the center will choose to be unemployed. Moreover,
increasing unemployment benefits will increase the number of unemployed
and increase the consumption of ethnic goods.

To sum up, migrants emigrating to large networks will increase their
probability of being unemployed, consuming high levels of ethnic goods
and decreasing the probability of assimilation.
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Notes

1. See for example Jaeger (2000), Chiswick et al. (1996) and Borjas (1998).

2. One could think of the actual level as the level of ethnic identity as measured by the et/-
nosizer index (see Constant et al., 2006).

3. There exists a disutility from working (Shapiro and Stiglitz, 1984; Epstein and Hillman,
2003).

4. See for example Shapiro and Stiglitz (1984) and Epstein and Hillman (2003).

5. If they did not want to be part of the community, they would not have encountered a cost
of being far from the average level. Therefore it is assumed, that these individuals wish to
be in the community and their ideal level is greater than zero. Moreover, they cannot get
such ethnic goods elsewhere.

6. This is similar to the cooperation and harassment activities described in insider-outsider
theory (Lindbeck and Snower, 1988).
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18 Making integration work
Peter Nannestad

Introduction

Over the last 25 years most Western European welfare states have experi-
enced a rather dramatic increase in number of immigrants, especially from
non-western, less developed countries.! Consequently, the question of how
to integrate? these immigrants into the economic, social and cultural fabric
of the receiving countries is now a highly prioritized political and societal
concern practically everywhere.

A survey of the outcomes of various integration policies designed and
implemented in Western European welfare states results in a rather dismal
picture. While different integration models and approaches are adhered to in
different countries, the outcomes generally tend to fall short of expectations.
The bare facts seem to be that labour market participation rates among non-
western immigrants tend to lag far behind those of natives, their unemploy-
ment rates tend to be markedly higher, and the wage gap between immigrants
and natives remains substantive even after many years of residence. As a
consequence, non-western immigrants tend to be strongly overrepresented
among welfare recipients. This is especially marked in universalistic welfare
states with generous benefit levels. Likewise, social integration appears fragile
at best, as witnessed by strong segregationist tendencies — not least in housing
and education — and the quite low rates of out-group marriages observed in
non-western immigrant groups in many Western European countries. As
far as can be judged from available data, crime rates in certain non-western
immigrant groups also tend to exceed those in the native population, indicat-
ing problems of anomia in these groups. Lately, terrorist attacks in some of
the immigrant-receiving Western European countries, court convictions of
would-be terrorists with immigrant backgrounds in others, as well as riots
in the suburbs of Paris in 2005 or in Danish towns in 2008, and the turmoil
and confrontations engendered by the Danish Muhammad cartoons in
2006, have contributed to highlighting the persistence, and possibly even
exacerbation, of integration problems related to the presence of non-western
immigrants in Western European welfare states.

Approaching an understanding of integration problems
If this account is approximately correct, the existing situation with respect

to integration of non-western immigrants into Western European welfare
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states is obviously suboptimal. Society as a whole, as well as natives and
immigrants as groups, would gain from better integration. Since everybody
ultimately stands to gain, everybody should have an interest in making
integration work (better) and in contributing towards that goal. So why
is integration so evidently not forthcoming, and why has the road towards
integration so far proved so twisted and bumpy? A steadily growing body
of literature is devoted to this question. Roughly, the explanations sug-
gested may be divided into three groups.

One group of integration studies considers discrimination based on
racial, cultural and other forms of prejudice the main obstacle to inte-
gration. This literature dates back to (at least) the monumental The
Authoritarian Personality by Adorno et al. (1950) and draws on important
later contributions to the literature on prejudice, for instance that by Allport
(1954). The focus is primarily on the prejudices found in the majority (the
natives) and their negative impact on integration, while attitudes among
minorities (immigrants) are normally accorded less attention. Negative
attitudes towards immigrants among natives are conceived of as basically
irrational; they are sought to be explained by socio-psychological factors,
not by negative minority—majority encounters in the real world, conflicts
of interest, competition in various arenas or other types of grievances. A
special branch of this literature tends to emphasize the role of the media
and populist politicians in instilling prejudices in the native population
through various forms of manipulation and by their deliberately negative
framing of immigration-related issues. From this perspective, explaining
the persistence of a situation of suboptimal integration is quite simple:
since individuals (natives) are basically irrational, so will be the outcome
of the choices they make.

A second group of studies focuses on cultural-historical explanations and
champions a strongly constructivist view of integration (problems). Among
the most distinguished contributions to this literature are Anderson (1983)
and Brubaker (1992). According to this school of thought, integration fails
because the native population constructs their individual and collective
histories and identities in ways that are more or less exclusionary towards
outsiders, and because they cling to and defend these constructions even
when the very fact of immigration makes such constructions increasingly
obsolete and dysfunctional. According to Brubaker, differences between
Germany and France with respect to national inclusion regimes are
thus rooted in historically determined differences in how ‘nationhood’ is
constructed in these two countries. What stands in the way of successful
immigrant integration are hence mainly certain (culturally and historically
based) constructions in the natives’ minds rather than more mundane
real-world factors that may affect either natives, immigrants or both. This
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is similar to the explanation of integration failure offered by the socio-
psychological literature, except that the root cause of the malaise is seen as
cultural, not socio-psychological. From this constructivist-school point of
view, suboptimal outcomes may result because individuals are not neces-
sarily free to make rational decisions.

The aim of the present discussion is to examine the obvious integration
deficits in Western European countries from a perspective which draws on
some concepts and simple analytical tools from political economy (Muel-
ler, 1989). The main theoretical claim is that one root cause of integration
failure is that integration entails a collective action dilemma or ‘rational-
ity trap’, where acting in individually rational and optimal ways results
in a collectively suboptimal outcome. In the following I first unfold this
theoretical argument in more detail. I then consider to what extent this
collective action problem can be solved through regulation (or coercion),
selective incentives or social capital. Finally, using empirical data on
labour market integration of immigrants in the 15 ‘old” European Union
(EU) countries, I demonstrate that both selective incentives and social
capital do contribute to the solution of the collective action problem of
integrating immigrants into the labour market, but that the impact of selec-
tive incentives is stronger than the impact of social capital.

The collective action dilemma of integration’

Benefits and costs of integration

There can be little doubt that for natives and immigrants alike integration
must be considered superior to what appears the only plausible alterna-
tive* — segregation. Ethical considerations and lofty principles of liberal
justice aside, integration must seem superior to the natives from an eco-
nomic as well as a social perspective. Economically, the weak integration
of immigrants into the labour market in many Western European countries
means that scarce resources are wasted, since immigrants are barred from
contributing efficiently to economic production in society. In addition,
it also means that non-western immigrants tend to become an economic
burden on the rest of society, as they have to be supported through various
kinds of income transfers.’ Conversely, integration into the labour market
would turn non-western immigrants from economic liabilities into eco-
nomic assets for society at large. Socially, integration of immigrants most
likely prevents or reduces social tensions along ethnic lines and ameliorates
concomitant phenomena like crime, thus leading to more social tranquil-
ity and stability than a situation characterized by ethnic segregation. To
the immigrants as a group the primary prospect of integration is to escape
from a situation of long-lasting economic and social marginalization and
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to gain a more secure foothold in society, making elevating their status
from denizenship to citizenship easier to achieve. In sum, integration must
be considered a societal good, not least when compared with ethnic segre-
gation as the alternative.

If full integration is indeed a situation that would benefit natives and
immigrants alike, then it might be tempting to expect all individuals to con-
tribute voluntarily to bringing it about.® That, however, is obviously not
what is happening in the real world today. But nor is it a theoretically valid
conclusion. There are two reasons. First, while integration is a good, one
must also consider the costs to the individual actors of bringing about and
sustaining this good. Secondly, integration resembles a public good in at
least one important respect. Together, these two properties give rise to the
well-known collective action dilemma (Olson, 1965), or rationality trap.

The costs (or disutilities) associated with integration — for natives
and immigrants alike — are mostly non-economic.” That makes them no
less real, however. In the process, both groups face adaptation costs.
Immigrants typically have to spend time and energy acquiring command
of a new language. They also have to invest in building new social com-
petencies, that is, the ability to navigate and interact within a system of
social and cultural norms and values which in some respects may be very
different from those into which they were socialized in their countries of
origin, and in establishing new ties abroad.® They have to adapt to acting
in a public space where values like the rule of law, freedom of expression,
gender equality, personal autonomy and so on overrule whatever their
own values might be, although they are normally allowed (within certain
limits)® to lead their private lives according to their own values. Natives
have to adapt to a situation of much greater cultural heterogeneity and
its concomitant ambiguity and openness of modes of interaction. They
have to live rather than merely profess tolerance. And they have to accept
situations where they must compete on an increasingly equal footing with
minorities for scarce goods like employment, housing and ‘the collective
goods of the state’ (Wimmer, 1997: 32) — with the concomitant risk of
ending up as losers.!°

The collective action dilemma in integration

If a utility-maximizing individual feels that the costs of integration exceed
the benefits, this individual cannot be expected to cooperate voluntarily
in bringing it about. Even if benefits exceed costs, rational individuals
would still face strong incentives to not cooperate in helping integration
along. The reason is that integration, like internal security, shares at least
one feature with a public good: it is non-excludable in consumption.'!
Non-excludability means that once the good (integration) is there, nobody
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can be excluded from enjoying the benefits of it, whether or not they con-
tributed to creating the good in the first place. Since benefits cannot be
linked to participation in costs and endeavours, rational individuals have
no incentive to share the costs of integration: ‘free-riding’ becomes the
rational strategy for both natives and immigrants (unless prevented by, for
instance, institutional arrangements). As a consequence, integration will
not be achieved at all, or it will be achieved only to a suboptimal extent —
which seems to be the current situation in Western European countries.

Thus, in order to make sense of integration problems, it would appear
that one should not be oblivious to the possible role of the collective action
dilemma, or rationality trap, related to integration, and the concomitant
strategy of free-riding. On the one hand, integration is beneficial to all, and
it is hence the rational collective strategy. On the other hand, when faced
with the individual costs of integration, free-riding becomes the individu-
ally rational strategy. If unrestrained, rational individuals will pursue their
individually rational (cost-avoiding) strategy at the expense of the rational
collective goal — integration.!? Thus, integration problems and failure will
be the outcome of individually rational strategies of cost avoidance.

Solutions to collective action dilemmas

Collective action dilemmas — or rationality traps — abound in social and
economic life. Small wonder, therefore, that ways to cope with this type of
social dilemma have been extensively explored theoretically, empirically
and experimentally, not least in the wake of Mancur Olson’s seminal work
The Logic of Collective Action (Olson, 1965). In the following, I discuss
three solutions to the collective action dilemma of integration: regulation
(coercion), selective incentives and social capital. The first two solutions
are the solutions to collective action dilemmas already considered by
Olson (1965: 45); the third solution, the one involving social capital, is an
attempt to revitalize the idea — explicitly rejected by Olson — that in some
circumstances collective action dilemmas can indeed be solved, or at least
ameliorated, through voluntary interaction.'?

Regulation

According to the standard welfare economics literature one solution to
collective action dilemmas is regulation (Barr, 2004). This basically means
coercion: individuals are coerced by the state or some other external power
to contribute their share of the costs of bringing about certain public
goods. This undoubtedly works fine in many areas. But when it comes to
the collective action dilemma of integration, the possibilities of solving it
through regulation are rather limited. The main reason is that in western
liberal democracies of today individuals — natives and immigrants alike



308 Handbook of social capital

— are protected against a wide range of state coercion measures by a set
of human and civil rights embodied in national constitutions and interna-
tional law.

Traditionally, integration-relevant state regulation has primarily been
applied to political integration, that is, to the naturalization of immigrants.
Naturalization is the policy area where states have the strongest capacity
to regulate with respect to the inclusion or exclusion of immigrants. States
have a very high level of discretion to decide if, and under what conditions,
immigrants can obtain full citizenship. Naturalization is not a human
right, no matter how long immigrants have lived in the host country or how
deserving they may be from some point of view. There is not even a right
to equal treatment with respect to naturalization.!*

According to at least some theorists (and some politicians), restricting
access to citizenship is a serious impediment to integration (Nuscheler,
1995: 213-16). This is correct in a formal sense: immigrant integration
remains incomplete as long as the host country withholds full citizen-
ship. On the other hand, granting citizenship to immigrants is no recipe
or guarantee for integration. In the last resort the importance of a state’s
naturalization regime for immigrant integration is contingent upon how
immigrants construct the relationship between integration and the acquisi-
tion of citizenship, and not upon how some theorists construct it.

In a survey of the five largest groups of non-western immigrants in
Denmark conducted in 2004 (SoCap04), the respondents were asked if
they considered certain advantages associated with acquiring Danish
citizenship ‘very important’, ‘less important’, or ‘unimportant’. Among
the advantages presented was that having obtained Danish citizenship,
‘one can feel accepted as a full member of Danish society’. The percentage
distribution of the responses is given in Table 18.1.

Table 18.1 indicates that — at least in Denmark — state regulation of
access to Danish citizenship is not a powerful inclusionary (or exclusionary)
device. The immigrants themselves tend to consider more mundane aspects
of citizenship than ‘inclusion in the national community’ important. This
means that even though the state wields strong regulatory powers when it
comes to the naturalization of immigrants, this regulatory power is not the
most effective policy instrument in furthering integration.

In other areas of integration the regulatory capacities of the state are
mainly negative. The state can, within certain limits, proscribe types of
behaviour and activity deemed detrimental to integration. It can interdict
discrimination in hiring, housing and so on, thus ‘levelling the playing
field” where immigrants and natives interact. It can likewise forbid overt
expressions of racism in public, incitement to racial hatred or libelous
accusations against members of certain groups in society. Most Western
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Table 18.1 Percentage distribution of immigrant respondents considering
certain advantages of obtaining Danish citizenship ‘very
important’, ‘less important’ or ‘unimportant’ (n in

parentheses)
Advantage Very important Less important  Unimportant
Right to a Danish passport, 81.76 11.06 7.19
making it easier to travel (1183) (160) (104)
Right to vote in Danish 66.86 19.79 13.34
national elections 912) (270) (182)
Protection against being 45.29 22.35 32.37
deported (610) (301) (436)
Access to jobs requiring 44.70 25.87 29.43
Danish citizenship (603) (349) (397)
One can feel accepted as 33.73 20.55 45.71
a full member of Danish (476) (290) (645)

society

Source: Data from SoCap04.

European countries have implemented such regulations as part of their
efforts to further integration.' But there are limits to what the state can
do in these respects. Regulations against ‘hate speech’ or public defama-
tion of individuals or groups have to be carefully balanced against, for
instance, the right of free speech and freedom of information. Likewise the
protection of freedom of religion has to be balanced against the right of
freedom from religion. Affirmative action initiatives have to be balanced
against individual rights to equal treatment and equality before the law,
and so on.

A liberal democracy will not be able to solve the collective action
problem of immigrant integration through regulation alone. If the natives
do not want to live next door to immigrants, do not want to see their
children going to school with immigrant children or do not want to work
alongside immigrants in the workplace — or if immigrants harbour similar
aversions against natives — , the liberal state cannot force either group to
do what they do not wish to do without seriously infringing on personal
liberties and rights. In the absence of willingness among natives as well as
immigrants to bring about integration and to take the unavoidable costs
upon themselves, preciously little seems attainable by state coercion.

Selective incentives
Apart from outright coercion by an external enforcer, conventional
theory offers only one solution to the collective action dilemma: selective
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incentives (Olson, 1965: 44). Selective incentives are benefits that accrue
only to those who participate in the costs of bringing about the public
good, but not to others. If powerful enough, these benefits can outweigh
the costs of participating, and hence render cooperation rather than free-
riding the individually rational strategy.

For non-western immigrants it would seem there is at least one selec-
tive incentive to take it upon themselves to cover some of the costs of
integration, namely the costs related to acquiring new language skills and
social competencies. The incentive is that language skills tend to rather
dramatically increase an individual’s chances of finding work. Mogensen
and Matthiessen (2000: ch. 5) show that for non-western immigrants in
Denmark the level of command of the Danish language is by far the most
important predictor of employment status.!®

Similarly, one could argue that employers may face selective incentives
to participate in bringing about integration by giving jobs to immigrants.
If an individual employer can increase production and profits by hiring
immigrants, there is a selective incentive for him to do so (Faist, 2000:
77), and at the same time contribute to the (labour market) integration of
these groups, which is a collective good both to employers as a group and
to society as a whole.

The effectiveness of such selective incentives in inducing individual
actors to participate in bringing about integration cannot be judged in
isolation, however. In the end their effectiveness will depend on the total
institutional setup facing the actors and the incentives created by it. In
that respect there can be little doubt that the dual development of the
emergence of welfare states on the one hand and, on the other, of a human
rights regime that has considerably circumscribed the traditional power of
national states to dispense with non-citizens at will and at the same time
entitled non-citizens to certain welfare provisions by the host country, has
weakened selective economic incentives for immigrants to take their part
of the costs of integration upon themselves.

Depending on their institutional setup, welfare states may have yet other
negative influences on the incentives to participate in bringing about inte-
gration among native Danes and immigrants alike. They are, however, less
specific than those mentioned above. As has often been noted, especially
universalistic welfare states seem prone to ‘clientelizing’ groups which in
some respects are considered ‘weak’. Immigrants constitute one such group
(Preis, 1996; Kamali, 1997; Rath, 1999). Clientelization implies that immi-
grants meet an all-encompassing system which can be relied upon to take
care of nearly everything for them. While the intentions behind that system
are certainly benign, the result can easily be loss of initiative, incentives
and capacities to do something about one’s own situation, what Lindbeck
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(1986: 77) has dubbed the ‘acquired helplessness’ syndrome in the Nordic
welfare state context. Thus, tendencies towards clientelizing immigrants
found in, especially, the Nordic welfare states can hardly be considered
conducive to the integration process. Furthermore, since the universalistic
welfare state has become established as the main social problem-solving
device in these countries, employing professional problem-solvers to
this end, the native population may increasingly come to regard various
social problems as belonging in the realm of public policy and therefore
the responsibility of ‘experts’. This attitude cannot but weaken individual
incentives among natives to participate in the integration of immigrants
and to pay their share of the costs. Unfortunately, as with state regulation,
‘experts’ cannot by themselves bring about integration.

Social capital

In his seminal book Making Democracy Work Putnam (1993) used the
concept of social capital, later defined as ‘features of social life — networks,
norms and trust — which facilitate cooperation and coordination for
mutual benefit’ (Putnam, 1997: 31), as his central explanation of differences
between the economic, politico-administrative and social performance of
Italian regions. Since then, a growing body of studies has confirmed that
there is indeed a relationship between the level of social capital endowment,
especially the level of generalized trust, in a country and a wide array of
economic and social outcomes, from economic prosperity and growth to
governability.

There are two standard micro-level answers to why and how social
capital might be economically and/or politically beneficial. Both answers
were discussed by Putnam (Putnam 1993: ch. 6).

The first standard answer builds on the concept of transaction costs.
Social capital (networks and interpersonal trust) is said to be beneficial
because it reduces the transaction costs individuals face in economic or
political exchanges, thus generally facilitating such exchanges and enabling
individuals to engage in types of transactions which could not take place
in the absence of social capital due to the prohibitive costs of, for instance,
contracting and monitoring.

The second standard answer builds on the concept of collective action
dilemmas. Social capital, especially interpersonal trust, is claimed to be
beneficial because it enables individuals (and/or groups) to overcome col-
lective action problems, hence avoiding being locked into collectively sub-
optimal equilibria (‘rationality traps’). This is the interesting mechanism
in the present context.

The intuition behind the idea that social capital can help solve collective
action dilemmas is simple. The reason why ‘defection’ (or non-cooperation)
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is the dominant strategy in a Prisoner’s Dilemma game is that it ensures the
best outcome for a player regardless of the strategy chosen by the other. In
particular, it ensures against ending up as ‘sucker’ if the other player is not
playing ‘nice’. So ‘defection’ is the strategy of choice if one does not trust
the other player to cooperate and does not want one’s pay-off to be utterly
dependent on his strategic choice. But to the extent that one does trust the
other player not to exploit one’s cooperation, ‘defection’ is no longer the
optimal strategy. Alternatively, it could be argued that social capital can
help solving collective action dilemmas because as social capital enters into
a Prisoner’s Dilemma game, the pay-off of a particular strategy changes.
If the choice not to cooperate implies that others lose trust in me, the
potential gains from not cooperating will now have to be balanced against
this loss. If there is some value at all to being trusted by others, then at the
very least, the gain from not cooperating will be less than in a situation
where social capital is at stake too. So we have to consider — according to
Nannestad (2004) — if social capital could indeed help solve the collective
action dilemma of integration too, and if variations in the level of social
capital endowment in Western European countries explain variations
in the extent to which these countries have so far been able to solve the
problem of integrating their immigrants.

Social capital and immigrant integration in Western European countries —
some empirics
In the following, I operationalize social capital as generalized trust. Thus,
as a proxy for a country’s level of social capital endowment I use the per-
centage of respondents in a given country who in the World Value Survey
(WVS) answered the question ‘Generally speaking, do you believe that
most people can be trusted or can’t you be too careful in dealing with other
people?’ by indicating that generally speaking, most people can be trusted.
The reason for choosing this proxy is that generalized trust supposedly
plays an important role in helping to solve collective action problems.

The level of generalized trust varies widely across Western European
countries, as shown in Figure 18.1. The mean over the 15 ‘old’ EU coun-
tries is 37.7 percent with a standard deviation of 16.8. The minimum
percentage of respondents expressing generalized trust is 12.3 in Portugal,
in contrast to the maximum percentage of 66.3 percent in Sweden (closely
followed by Denmark with 65.5 per cent). Is this variation in the level of
generalized trust reflected in the variation across countries in the extent to
which they are able to integrate their immigrants? If so, that would suggest
that social capital can indeed help solve or ameliorate the collective action
dilemma of immigrant integration.

To answer that question, I use labour market integration as a proxy
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Figure 18.1 Levels of generalized trust in the 15 ‘old’ EU countries

for immigrant integration as such. Obviously, doing so is not without
problems. As exemplified by, especially, the United Kingdom, countries
can be quite successful in integrating immigrants into the labour market,
while in other respects segregation remains the dominant feature. On the
other hand, while success in labour market integration does not necessarily
guarantee success with respect to other types and areas of integration, it
is difficult to imagine a situation where immigrants are well integrated in
other areas, but are more or less excluded from the labour market. Thus,
labour market integration can arguably be considered a necessary, but not
sufficient condition for immigrant integration in other areas.

Immigrant labour market integration is operationalized as the immi-
grants’ excess unemployment relative to that of natives.!” In this way
differences in national labour market conditions are controlled for. On
average over the 15 ‘old’ EU countries, the excess unemployment rate of
immigrants is about 2, meaning that on average the unemployment rate
of immigrants is twice that of natives, a ratio ranging from 1.4 in Ireland
(best) to 2.88 in Sweden (worst).

Figure 18.2 shows the relationship between levels of generalized trust and
the excess unemployment level of immigrants in the 15 ‘old’ EU countries
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Figure 18.2  Relationship between generalized trust and the excess
unemployment of immigrants in the 15 ‘old’ EU countries

with a linear regression line added. Somewhat perplexingly, Figure 18.2
suggests a positive relationship between level of generalized trust and
excess unemployment of immigrants. This would indicate that social
capital in no way contributes to solving the collective action dilemma of
immigrant integration. On the contrary, the higher the level of generalized
trust, the higher the level of excess unemployment among immigrants!
However, the implicit model behind Figure 18.2 is most likely misspeci-
fied owing to omitted variables. An omitted-variable bias can seriously
distort estimations of the relationships between the variables included in
the model, even to the extent of changing their sign. Table 18.2 gives the
results of estimating a somewhat richer model in which welfare state type
and the educational composition of the stock of immigrants in a given
country are controlled for. Controlling for the type of welfare state (uni-
versalistic, corporatist, residual, cf. Esping-Andersen, 1990, with a special
category added: ‘Southern European welfare state’, cf. Jensen, 2005) basi-
cally amounts to controlling for the strength of the selective incentives for
immigrants related to labour market integration, as the strength of these
incentives varies across welfare state types. Thus, in the universalistic or
Nordic welfare state, benefit levels are generous and access to social benefits
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Table 18.2  Regression of excess unemployment of immigrants on level
of generalized trust, welfare state type and percentage poorly
educated immigrants in the 15 ‘old’ EU countries (OLS;
standard errors in parentheses)

Variable Coefficient Prob.
(standard error)

Generalized trust —0.035
(0.015)

Welfare state type (relative to universalistic)

Corporatist —1.484 0.023
(0.540)

Residual —1.986 0.010
(0.608)

Southern European —2.376 0.002
(0.569)

Pct. poorly educated —0.001 0.922
(0.010)

Constant 4.478 0.004
(1.252)

R? (adj.) 0.679

N 15

Root MSE 0.330

Source:  WVS 1999-2000; SOPEMI (OECD, 2001); OECD migration database and own
calculations.

does not in general depend on labour market participation and prior con-
tributions. This means that in the universalistic welfare state immigrants,
especially low-skilled, low-paid individuals, on the whole have weak eco-
nomic incentives to enter the labour market. The corporatist or continental
welfare states north of the Alps have quite generous benefit levels as well. In
these welfare states, however, access to important types of benefits must be
earned through prior labour market participation. Therefore, immigrants
have stronger incentives to enter the labour market in continental welfare
states (north of the Alps) than in universalistic welfare states. Incentives
for entering the labour market are even stronger in the continental welfare
states south of the Alps, since benefit levels are considerably lower than in
the other two welfare state types. Finally, in the residual welfare state the
state acts mainly as the ‘insurer of last resort’, covering only those unable
to buy insurance in the market. Also this type of welfare state has low
benefit levels, creating strong incentives for immigrants to enter the labour
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market. Controlling for the educational composition (percentage poorly
educated) of a country’s stock of immigrants would be necessary if the
educational background of immigrants is related to how easily they are
absorbed into national labour markets, which is most likely the case.

As shown in Table 18.2, the level of generalized trust now has a negative
impact on excess unemployment among immigrants, indicating that higher
levels of social capital are associated with lower levels of labour market
exclusion of immigrants. This might be interpreted as indicating that
social capital does indeed contribute to the solution of the collective action
dilemma of (labour market) immigrant integration.!® But it is equally
obvious that welfare state type has an important impact on the extent
of labour market integration. Here corporatist, residual and southern
European welfare states tend to outperform universalistic welfare states
(in that order). The educational composition of the stock of immigrants
in the 15 ‘old” EU countries does not show any statistically or substan-
tively significant impact on the excess unemployment among immigrants.
This most likely reflects that the effect of the educational composition of
immigrant stocks on excess unemployment is absorbed into that of welfare
state type on the excess unemployment of immigrants, as the educational
composition of the stock of immigrants is strongly correlated with welfare
state type, residual welfare states having the lowest percentage of poorly
educated immigrants and universalistic welfare states the highest.

What, then, is more important if we are to solve the collective action
dilemma of (labour market) integration of immigrants — the level of social
capital (generalized trust) in the receiving country or selective incentive
structures (welfare state type)? The R?measure in Table 18.2 tells us that,
taken together, selective incentives and social capital levels account for
about 68 per cent of the variation in the excess unemployment level of
immigrants across the 15 ‘old” EU countries. Decomposing the R? measure
in Table 18.2 we find that even without paying attention to social capital
levels we would still be able to account for 54 per cent of the variation in
excess unemployment among immigrants. Social capital levels thus add 14
percentage points to the explanatory power of the model, or slightly more
than one-fourth of the total R2 This is not a negligible contribution, but it
leaves little doubt that welfare state type (acting as proxy for the strength of
selective incentives) has far stronger explanatory power than social capital
when it comes to variation in the extent of (labour market) integration of
immigrants across the 15 ‘old” EU countries.

Conclusion
Integration of non-western immigrants into Western European welfare
states has been shown to entail a collective action dilemma, also known as a
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‘rationality trap’: while integration is socially preferable to non-integration
(segregation), adaptation costs make it the rational strategy for natives and
immigrants alike not to cooperate in bringing about integration, result-
ing in a suboptimal outcome. This suboptimal outcome is evident in all
immigrant-receiving Western European welfare states.

One classical solution to such collective action dilemmas, (state) regula-
tion, is likely to be ineffective when it comes to integrating immigrants. The
regulatory capacity of the liberal democratic state with respect to integra-
tion is constrained by human and civil rights embodied in national consti-
tutions and international treaties. Selective incentives are more likely to be
effective, but their effects are weakened by the institutions of the welfare
state, depending, however, on welfare state type.

Recent research in the social sciences has focused on social capital as
an alternative solution to collective action dilemmas. Macro-level data
from the 15 ‘old’ EU countries indicate that variation in the social capital
endowment of these countries is indeed positively related to the extent to
which their immigrants are integrated in the labour market. But this is only
true when welfare state type is controlled for. If welfare state type can be
interpreted as a proxy for the strength of selective incentives — such incen-
tives being strongest in residual and weakest in universalistic welfare states
— this finding indicates that when it comes to solving the collective action
dilemma of immigrant integration in the labour market, social capital
matters, but selective incentives decide.

Notes

1. In the following, the term ‘immigrants’ normally denotes non-western immigrants. No
distinction will be made between immigrants and refugees.

2. Theterm ‘integration’ in the following denotes a process of mutual adaptation as well as
its result. Thus, integration — in the sense of mutual adaptation — differs from assimila-
tion, which is one-sided adaptation by immigrants to natives.

3. The following is heavily based on earlier work (Nannestad, 2004). However, on one
important issue I have revised my point of view, see note 13.

4. Tt could be argued that assimilation would be an even better situation for the majority
than integration, while for the minorities it would be inferior to integration. Since assimi-
lation is not on the official agenda in Western European countries any more, it will not
be considered an alternative option. We Are All Multiculturalists Now (Glazer, 1997).

5. Owing to the relatively modest size and the fragmentation of immigrant groups in many
Western European countries, the possibilities of establishing alternative ‘niche econo-
mies’ (for immigrants by immigrants) are severely limited. This certainly holds true for
Denmark, cf. Diken (1998).

6. This would also appear to be an implication of the prejudice-approach: integra-
tion would be forthcoming, were it not for the (irrational) forces of prejudice and
xenophobia.

7. The Ministry of Economic Affairs in 1995 estimated the total economic costs of refugees
and immigrants in Denmark to be about 12 billion DKXK per year, net of taxes and so on
(Ministry of Economic Affairs, 1997). However, a considerable part actually represents
the costs of non-integration.
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8. Cf. Faist (2000: 127-8). See also Wadensj6 and Orrje (2002).

9. In some respects, these limits are actually rather wide. For instance some countries
show considerable leniency — and administrative inventiveness — in their dealings with
polygamous marriages in certain immigrant groups.

10. ‘For blacks to gain may mean whites will lose’ (Wellman, 1993: 56).

11. The other defining characteristic of a public good, jointness of supply, is of little impor-
tance in this context.

12. ‘It is certain that a collective good will not be provided unless there is coercion or some
outside inducements’ (Olson, 1965: 44).

13.  This represents a radical revision of my own views in Nannestad (2004), where I explic-
itly ruled out voluntary interactions as a possible way of solving the collective action
dilemma of integration.

14. Cf. the privileged access of ethnic Germans (‘Aussiedler’) to German citizenship as
compared to, for instance, Turks with long-time residence in Germany.

15. Theeffectiveness of regulations against discrimination is a different matter. There is little
doubt that anti-discriminatory policies are more developed in Sweden than in Denmark.
Nevertheless, there are no signs that integration problems are less severe in Sweden than
in Denmark.

16. Strictly speaking, there may be a simultaneity bias here. Language skills increase the
probability of being employed, but employment probably also leads to improved
language skills. Therefore, not all of the strength in the empirical relationship between
language skills and employment can be ascribed to the causal link from language skills
to employment. There are nevertheless good reasons to believe that the interpretation
offered by Mogensen and Matthiessen is correct and that (lack of) language skills has a
relatively strong causal impact on employment among immigrants and refugees. These
reasons have to do with three characteristics of the Danish economy. First, the biggest
sector in the Danish economy is service. While some types of service jobs do not require
much in terms of language skills, for instance cleaning, many others involve contact and
interaction with consumers and clients, hence requiring both language and social skills.
Second, most Danish firms are small, which means that the workforce comes to resemble
a primary social group. Again, this characteristic puts a premium on social skills and
command of the Danish language. Finally, ongoing changes in organizational struc-
tures in Danish firms — from steep hierarchical structures towards more flexible work
organizations and flat structures of command — have further increased the importance
of language skills and social competencies (cf. Rosholm et al., 2000).

17. Source SOPEMI (OECD, 2001, table 1.14), and own calculations.

18. There could be an endogeneity bias involved here if labour market integration of
immigrants contributes to the level of generalized trust in society. This issue will not be
pursued further in the present context, however.
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19 Economic inequality’
Henrik Jordahl

19.1 Introduction

Inequality is a strong determinant of trust.? People in unequal societies
trust each other to a much smaller extent than people do in more equal
communities. Several economic and social mechanisms could explain
this relationship. Political factors could also be important; political argu-
ments and decisions are often influenced by notions of distributive justice.
People’s aversion to inequality has also been demonstrated in more system-
atic studies, for example by Fehr and Schmidt (1999).

The development of income inequality and trust in the US illustrates
the negative relationship. Since about 1975 there has been a significant
increase in income inequality (Piketty and Saez, 2003), and as observed by
Putnam (2000) trust has declined during the same period. The coincidence
of high trust and low income inequality in the Nordic countries provides
an alternative illustration.

There are good reasons to care about this. A major economic advan-
tage of trust is that transaction costs — especially costs of policing and
enforcement — are reduced when buyers and sellers can seal an agreement
with a handshake. Additional benefits enjoyed in trusting societies are
demonstrated in other chapters in this volume.

This chapter’s review of the literature on inequality and trust concen-
trates on economic inequality, which belongs to the category of inequality
of outcome (or welfare) and excludes inequality of opportunity (which
disregards inequalities that are due to differences in effort). In the empirical
parts of the chapter the definition of inequality is even narrower. Probably
since it is relatively simple to define and measure, annual income inequal-
ity has received most of the empirical attention. While the literature thus
defined is quite small, it is also a growing literature with plenty of room for
contributions in the future.

The weight of the evidence suggests that economic inequality reduces
trust. Of the causal mechanisms proposed in the chapter, social ties appear
to be more important than inference on social relationships, conflicts over
resources or opportunity cost of time, but none of the mechanisms go hand
in glove with all of the empirical findings.

The rest of the chapter proceeds as follows. Section 19.2 presents the
four proposed links from inequality to trust in more detail. Section 19.3
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discusses different measures of economic inequality. Sections 19.4-19.7
present the empirical findings under the headings ‘Trust across coun-
tries’, ‘Individual trust across local communities’, ‘Causality issues’ and
‘Experimental evidence’. Some c