A Service of

ECOMNZTOR pr

Make Your Publications Visible.

Leibniz-Informationszentrum
Wirtschaft

Leibniz Information Centre
for Economics

Dincer, Oguzhan; Uslaner, Eric

Working Paper
Trust and Growth

Nota di Lavoro, No. 73.2007

Provided in Cooperation with:
Fondazione Eni Enrico Mattei (FEEM)

Suggested Citation: Dincer, Oguzhan; Uslaner, Eric (2007) : Trust and Growth, Nota di Lavoro, No.

73.2007, Fondazione Eni Enrico Mattei (FEEM), Milano

This Version is available at:
https://hdl.handle.net/10419/74230

Standard-Nutzungsbedingungen:

Die Dokumente auf EconStor durfen zu eigenen wissenschaftlichen
Zwecken und zum Privatgebrauch gespeichert und kopiert werden.

Sie dirfen die Dokumente nicht fiir 6ffentliche oder kommerzielle
Zwecke vervielféltigen, 6ffentlich ausstellen, 6ffentlich zugénglich
machen, vertreiben oder anderweitig nutzen.

Sofern die Verfasser die Dokumente unter Open-Content-Lizenzen
(insbesondere CC-Lizenzen) zur Verfiigung gestellt haben sollten,
gelten abweichend von diesen Nutzungsbedingungen die in der dort
genannten Lizenz gewahrten Nutzungsrechte.

WWW.ECONSTOR.EU

Terms of use:

Documents in EconStor may be saved and copied for your personal
and scholarly purposes.

You are not to copy documents for public or commercial purposes, to
exhibit the documents publicly, to make them publicly available on the
internet, or to distribute or otherwise use the documents in public.

If the documents have been made available under an Open Content
Licence (especially Creative Commons Licences), you may exercise
further usage rights as specified in the indicated licence.

Mitglied der

Leibniz-Gemeinschaft ;


https://www.econstor.eu/
https://www.zbw.eu/
http://www.zbw.eu/
https://hdl.handle.net/10419/74230
https://www.econstor.eu/
https://www.leibniz-gemeinschaft.de/

Fondazione

eE Er?irico Mattei

Trust and Growth

Oguzhan Dincer and Eric Uslaner

NOTA DI LAVORO 73.2007

JULY 2007
| KTHC - Knowledge, Technology, Human Capital |

Oguzhan Dincer, Department of Economics, Illinois State University
Eric Uslaner, Department of Government and Politics, University of Maryland-College Park

This paper can be downloaded without charge at:

The Fondazione Eni Enrico Mattei Note di Lavoro Series Index:
http://www.feem.it/Feem/Pub/Publications/\WPapers/default.htm

Social Science Research Network Electronic Paper Collection:
http://ssrn.com/abstract=999922

The opinions expressed in this paper do not necessarily reflect the position of
Fondazione Eni Enrico Mattei
Corso Magenta, 63, 20123 Milano (1), web site: www.feem.it, e-mail: working.papers@feem.it



Trust and Growth

Summary

Using data from US states, we find a positive relationship between trust and growth.
According to our results, a 10 percentage point increase in trust increases the growth
rate of per capita income by 0.5 percentage point, growth rate of housing prices by 1.25
percentage points, and the growth rate of employment by 2.5 percentage points over a
decade.
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Trust and Growth

1. Introduction

Since Putnam’s (1993) influential study, there is growing interest in how social capital
relates to economic growth in the literature. According to Knack (1999), high-trust societies
achieve higher economic growth due to lower transaction costs. Since trust protects property and
contractual rights, it is not necessary to divert resources from production to protection. Using
data from a mixed group of countries, i.e., low, middle, and high-income, both Knack and Keefer
(1997) and Zak and Knack (2001) find a positive relationship between trust and economic
growth. However, Helliwell (1996), using data from a group of high-income OECD countries,
finds a negative relationship. Beugelsdijk and van Schaik (2005), on the other hand, use regional
data from high-income European countries, and do not find a relationship at all. As Helliwell
(1996) suggests, the next step in unraveling the puzzle requires social capital measures for a
broader range of countries and regions, such as US states. In this study, we use data from US
states, and find a positive relationship between trust and economic growth regardless of the
economic growth measure used. Our results are robust to the endogeneity between economic

growth and trust.

2. Data
Our measure of trust is from Uslaner (2005). Uslaner (2005) estimates the shares of

trusting people in 43 contiguous states and in Alaska in the 1990s using data from several other



surveys in addition to the General Social Survey (GSS).' The standard question asked to measure
trust is “Generally speaking, do you believe that most people can be trusted, or can you not be

too careful in dealing with people?”

Using data from US states is quite advantageous since it is
more likely that the relationship between the answers to survey trust questions and actual trust
differs across countries than across states. Holm and Danielson (2005), for example, show that it
differs considerably between Sweden and Tanzania.

As Alesina and la Ferrara (2005) argue, although growth rate of per capita income is a
natural measure for cross-country growth regressions due to relative immobility of labor across
countries, it is not necessarily the case for the US states. Within the US, labor responds strongly
and quickly to income opportunities. Following Glaeser and Saks (2006), in addition to the
growth rate of per capita income, we use two different variables as our measure of economic
growth: the growth rate of housing prices, and the growth rate of manufacturing employment.

In every specification we control for the initial values of our growth variables as well as
the initial level of education and the region dummies. Our measure of education is the share of
high school graduates in the 17 year old population. Our per capita income data are from the

Bureau of Economic Analysis, manufacturing employment data are from the Bureau of Labor

Statistics, and the data on housing prices and education are from the Census Bureau.

3. The Results
We first estimate the following basic model by ordinary lest squares (OLS) for 43
contiguous US states for the period 1990-2000:

Growth, = Intercept + a Trust, + 8 log Initial State Characteristics, +y Region Dummies, +u, .

' American National Election Study, Pew Civic Engagement Survey, the Washington Post Trust in
government Survey, and the New York Times Millennium Survey.
% See Uslaner and Brown (2005) for a discussion of the data.



Second, to control for spatial autocorrelation, we estimate the following spatial autoregressive
(i.e., spatial lag) model by maximum likelihood (ML):

Growth, = Intercept + « - Trust, + 3 -log Initial State Characteristics,
+y - Region Dummies, + p-W - Growth, +u,,

where, W is the spatial-lag weighting matrix and p is the coefficient giving the sign and the

strength of spatial autocorrelation in Growth. We adopt a simple weighting scheme of strict state

contiguity, such that w;, =1 if i # j and state 7 is contiguous to state j and w, =0 otherwise.

W -Growth, is nothing but the average growth rate in state i’s neighboring states.

The results of the OLS estimation are given in Columns 1, 3, and 5 of Table 1. The
estimated coefficient of Trust is positive and highly significant in all specifications. According to
the results of the specifications 1, 3, and 5, a 10 percentage point increase in 7Trust increases the
growth rate of per capita income by 0.5 percentage point, growth rate of housing prices by 1.25
percentage points, and the growth rate of employment by 2.5 percentage points over a decade. A
1 standard deviation increase in Trust increases the growth rate of per capita income by almost
0.4 standard deviation, slightly bigger than the standardized coefficient of Education. Similarly,
according to the results of the specifications 3 and 5, a 1 standard deviation increase in Trust
increases the growth rate of housing prices by almost 0.2 standard deviation and the growth rate
of manufacturing employment by almost 0.5 standard deviation.

The results of the ML estimation are given in Columns 2, 4, and 6 of Table 1. According
to Wald, LM, and LR tests, spatial autocorrelation is present in all but two specifications. Even
controlling for spatial autocorrelation, the estimated coefficient of Trust is positive and highly
significant in all specifications. The standardized coefficients of trust are quite similar to the ones

estimated by OLS.



4. Robustness of the Results:

The first robustness issue is the endogeneity of Trust. Knack and Keefer (1997)
instrument for 7rust with the share of a country’s population belonging to the largest ethnic
group while Zak and Knack (2001) with Catholic, Muslim, and Orthodox shares of each
country’s population. According to World Values Survey (WVS) in the 1990s, the Nordics, the
British, and the Germans are the most trusting people. Uslaner (2007) finds that living in states
with high Nordic, British, and German population leads to greater levels of trust. Following
Uslaner (2007) we use the share of Nordic, British, and German population in a state as our
instruments for 7rust. The results of the instrumental variables (IV) estimation for the basic
model and the spatial autoregressive model are given in Columns 1, 3, and 5, and Columns 2, 4,
and 6 of Table 2, respectively. As long as the population share of the Nordics, the British, and
the Germans affect economic growth through 7rust, the instruments are theoretically valid.
According to the 1* Stage F and the Hansen J statistics given in Table 3, they are empirically
valid as well. The estimated coefficient of 7T7ust is positive and highly significant in all
specifications. The second robustness issue is the possible measurement error in 7rust.
Nevertheless, IV estimation does not only help correct for the endogeneity but also the
measurement error. The third robustness issue is the presence of outliers. In Knack and Keefer
(1997), for example, the results are somewhat sensitive to outliers. To identify the outliers we
use Hadi’s and Grubbs’ methodologies. Neither methodology identifies any outliers in our

model.



S. Conclusion

The empirical evidence regarding the relationship between trust and growth is
conflicting. It is partly due to the sample of countries/regions used in the analyses. Helliwell
(1996) uses a data from a group of high income OECD countries and Beugelsdijk and van Schaik
(2005) use data from regions of a group of high income European countries. On the other hand,
the relationship between trust and economic growth is more likely to be observed in lower
income countries due to the lack of protection of property and contractual rights. Using data from
the US states, we provide new evidence of a positive relationship between trust and economic
growth and show that even in a high income country such as the US, in which property and
contractual rights are protected more than the low income countries, high trust regions achieve

higher economic growth.
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Table 1. Trust and Growth

Income Housing Prices Employment
1 2 3 4 5 6
Trust 0.053 0.054 0.125 0.132 0.255 0.243
(0.024)** (0.025)** (0.064)** (0.066)** (0.056)*** (0.051)***
Log Income -0.086 -0.101 0.259 0.246 -0.245 -0.185
(0.094) (0.074)* (0.311) (0.188)* (0.140)* (0.149)**
Log Housing Prices 0.010 0.013 -0.473 -0.485 -0.132 -0.139
(0.046) (0.033) (0.163)*** (0.086)*** (0.066)* (0.066)**
Log Employment 0.012 0.012 0.048 0.057 -0.005 -0.006
(0.006)** (0.005)** (0.019)*** (0.015)*** (0.014) (0.011)
Log Education 0.118 0.116 0.068 0.109 0.107 0.059
(0.063)* (0.059)** (0.147) (0.155) (0.135) (0.121)
Region Dummies Yes Yes Yes Yes Yes Yes
Constant 0.351 0.426 0.946 1.005 1.644 1.431
(0.241) (0.210)** (0.622) (0.507)** (0.396)*** (0.407)***
Wald Test of p
7 0.890 3.933 3.093
P-value (0.345) 0.047 (0.079)
LR Test of p
7 0.881 3.708 2.895
P-value (0.348) 0.054 (0.089)
LM Test of p
7 0.717 3.756 2.858
P-value (0.397) 0.053 (0.091)
R’/Log Likelihood 0.24 126.782 0.84 85.609 0.82 97.002
N 43 43 43 43 43 43

Standard errors in parentheses. All tests one tailed except constants. * p<0.10; ** p<0.05; *** p<0.01.



Table 2. Trust and Growth: IV Estimation

Instruments: Nordic Americans, German Americans, English Americans

Income Housing Prices Employment
1 2 3 4 5 6
Trust 0.047 0.049 0.242 0.263 0.247 0.234
(0.031)* (0.036)* (0.118)** (0.087)*** (0.059)*** (0.079)***
Log Income -0.086 -0.100 0.255 0.240 -0.245 -0.177
(0.083) (0.076)* (0.269) (0.177)* (0.124)** (0.167)
Log Housing Prices 0.011 0.014 -0.494 -0.509 -0.131 -0.139
(0.041) (0.034) (0.146)*** (0.082)*** (0.059)** (0.074)**
Log Employment 0.012 0.011 0.055 0.067 -0.006 -0.006
(0.005)** (0.006)** (0.019)*** (0.014)*** (0.012) (0.012)
Log Education 0.119 0.117 0.035 0.077 0.109 0.054
(0.059)** (0.061)** (0.1406) (0.147) (0.125) (0.137)
Region Dummies Yes Yes Yes Yes Yes Yes
Constant 0.349 0.422 0.974 1.043 1.642 1.401
(0.211)* (0.217)* (0.567)* (0.481)** (0.349)*** (0.457)***
Hansen J 4.997 2.884 4.216
P-value 0.082 0.236 0.121
Wald Test of p
7 0.800 5.308 3.397
P-value 0.371 0.021 (0.065)
LR Test of p
7 0.793 4.906 3.134
LM Test of p
7 0.640 4.958 2.825
Log Likelihood 125.545 87.798 91.786
N 43 43 43 43 43 43

Standard errors in parentheses. All tests one tailed except constants. * p<0.10; ** p<0.05; *** p<0.01.

For the First Stage F Statistic p<0.01.
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