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Abstract: We hypothesize, that power centralisation in a political system leads to more corruption due to the 
monopoly power status of bureaucrats. Corruption again would then lead to a lower level of social capital, 
here measured as trust, and slow down economic growth even further. Indeed, when comparing the tables 
and weighted averages for corruption and trust, highly corrupt countries such as those in Eastern Europe, 
also tend have the lowest level of trust. In general, low levels of trust (measured as general trust and civic 
participation) are also related to smaller Gross Domestic Product per capita levels. A similar pattern is 
observed within Western Europe. In the European Union, ‘Northern EU’ member states generally hold less 
corruption, more trust and higher Gross Domestic Product per capita compared to ‘Southern EU’ member 
states. In perspective, the fate of Eastern Europe could then be a lesson for how to decentralise power and 
accumulate trust in the future thus establishing better economic policies and the general business climate for 
entrepreneurship. 
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‘When a man says he promises any thing, he in effect expresses a resolution of performing it; and along with 
that, by making use of this form of words, subjects himself to the penalty of never being trusted again in case 
of failure.’ 
 

David Hume (1739). 

 

 

 

1 INTRODUCTION 

 

The social capital approach is an attempt to combine sociology and economics. The American 

sociologist James S. Coleman introduced it and defined social capital as peoples ability to co-

operate in achieving a common goal (Coleman, 1988:95). This voluntary co-operation is self-

enforcing and establishes an informal institution without any written rules in contrast to forced co-

operation enforced by a third party following the written down rules of a formal institution. 

 

Bjørnskov (2004) gives a comprehensive overview where he identifies three main advantages from 

the presence of social capital. First, actors may gain access to resources held by other people such 

as complementary human capital specific to ones job. Second, social capital allows access to a 

latent resource, for example when being able to count on neighbours and family to mind ones 

children or do other odd jobs, which in turn enables individuals to e.g. act more flexibly towards 

fluctuations in work hours and work pressure. Thirdly, in the presence of trust people can save 

transaction costs, as many formal and informal deals can be handled without extensive contracts or 

monitoring. 

 

Social capital is arguably built in small groups where ‘face-to-face’ interaction will generate 

common norms. Ostrom (1990, 35) writes that ‘Norms of behaviour reflect valuations that 

individuals place on actions or strategies in and of themselves, not as they are connected to 

immediate consequences. When an individual has strongly internalised a norm related to keeping 

promises, for example, the individual suffers shame and guilt when a personal promise is broken. If 

the norm is shared with others, the individual is also subject to considerable social censure for 

taking an action considered to be wrong by others’ (our italics). 
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In this way, culture and behavioural rules are built through repetition, tradition and examples 

(Svendsen and Svendsen 2000, 2001).  Common social norms or ’social glue’ connect people and 

create predictable behavioural patterns and social networks. This voluntary joining together in 

groups by self-selection is a credible informal contract because the help of social ostracism enforces 

it. If someone does not follow these informal rules, this person will simply be ostracised from the 

group and as such confront extra costs from not co-operating. Eventually, as an old Danish saying 

goes, ‘a word will become a word’. 

 

The most important impact that the type and extent of shared norms will have on the strategies 

available to individuals has to do with the level of opportunistic behaviour that appropriators can 

expect from other appropriators, Ostrom (1990, 36). Ostrom here uses the definition of opportunism 

by Williamson (1975), namely ‘self-interest with guile’, and continues: ‘In a setting in which few 

individuals share norms about the impropriety of breaking promises, refusing to do one’s share, 

shirking, or taking other opportunistic actions, each appropriator must expect all other appropriators 

to act opportunistically whenever they have the chance. In such a setting it is difficult to develop 

stable, long-term commitments. Expensive monitoring and sanctioning mechanisms may be needed, 

Ostrom (1990, 36). 

 

Figure 1 suggests why an informal agreement is accomplished where the only sanction is that of 

social ostracism. 

 

Figure 1: Social capital and opportunism. 

 

 

INSERT FIGURE 1 HERE 

 

 

 

In Figure 1, the marginal benefit curve from opportunism and free-riding, MB, is, for simplicity, 

shown as a straight horizontal line. Here, we simply assume that an agent receives the same return 
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in terms of money and saved time per unit of opportunism. Furthermore, the marginal cost curve, 

MC, is shown as an increasing straight line indicating that the costs to the opportunistic individual 

increases because the voluntary provision of collective good is hampered more and more thus 

reducing the individual share of the gains following collective good provision. Without the presence 

of social capital, an individual will undertake opportunistic and non-cooperative behaviour 

corresponding to Q* thereby achieving the net gain of area A. With the presence of social capital 

and the possibility of inflicting social costs on any opportunists that defect in co-operating, these 

social costs must be added to the MC curve so that we now get the new MCsc curve. As drawn, the 

MCsc curve does not cross the MB curve implying that no opportunistic behaviour will take place in 

this case given the presence of social capital. Here, we assume, again for the sake of simplicity, that 

community members socially can punish each other at negligible costs. 

  

Thus, social sanctioning and the building of trust lubricates society when reducing opportunistic 

behavior and free-riding. More transactions can take place at a lower cost and trust will increase 

predictability and production in society because it is no longer necessary to monitor and enforce all 

the transactions. In this way, a group with members that trust each other may be capable of 

accomplishing more economic growth than a similar group without trust (see Paldam, 2000). Also, 

for example, it may be argued that a firm lowers transaction costs by having numerous informal 

transactions taking place, which are not formally sanctioned (see Coase, 1937).  

 

 

An early writer like Adam Smith, the founder of economics, observed in ‘The Wealth of Nations’ 

(1776) that: 

 

‘Commerce and manufactures can seldom flourish long in any state which does not enjoy a regular 

administration of justice; in which the people do not feel themselves secure in the possession of 

their property ; in which the faith of contracts is not supported by law ; and in which the authority of 

the state is not supposed to be regularly employed in enforcing the payment of debts from all those 

who are able to pay. Commerce and manufactures, in short, can seldom flourish in any state, in 

which there is not a certain degree of confidence in the justice of government.’  
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Also, Adam Smith (1997 [1766]) noted, as we will highlight in this paper, that people do not trust 

each other the same in different countries. Most prominently he found that the Dutch ‘are most 

faithful their word’ which, as will be seen, still has much truth to it. 

 

In the following, we will use the term of social capital in a  ‘positive’ sense implying that group 

formation and the building of trust is beneficial for economic growth in overall society, for example 

in the cases of co-operative movements. In contrast, social capital can be ‘negative’ if the group 

formation is damaging to economic growth (though profitable for the private earnings of the group 

itself), for example in the cases of mafia and other criminal gangs. Such an attempt to identify how 

positive social capital can be created may turn out to have an immense impact on future economic 

policies and general academic discussions in all social sciences. 

 

The contribution in the paper is to develop the dictatorship idea suggested by Paldam and Svendsen 

(2000). Here, the idea is that trust, or social capital in terms of the authors, is determined by the 

level of decentralisation in society. In the following, we will develop this idea by linking trust to the 

different institutional set-ups during communist dictatorship in Eastern Europe and that of capitalist 

democracy in Western Europe. Measurement and empirical evidence is based on data from the 

World Values Survey 1991-1993 assuming that the level of trust in Eastern Europe still reflects the 

pre 1989 stock of trust. 

 

Eventhough the former East Bloc countries have started implementing market-based reforms since 

1989, the stock of trust has presumably not changed yet as it may take centuries to build. In a 

preliminary investigation by Paldam and Svendsen (2001), they argue that the slowness of the 

transition of the old communist countries of Eastern and Central Europe is caused by the lack of 

trust. Thus, the concept should be particularly relevant to the comparison of economic performance 

in Western and Eastern Europe. In their forthcoming study, Paldam and Svendsen (2004), apply 

measures of trust to a number of countries in both Western and Eastern Europe where data will be 

collected by using a questionnaire for household interviews. Overall, it would be relevant to 

establish whether trust is a new option contributing to sustainable economic growth and social 

development in any country, and to explain how it may be accumulated and maintained. The East-

West dimension is most relevant as one implication of European enlargement and potential 

economic growth in these new market economies.  
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In the following, Section 2 develops a general model linking trust and economic growth. Section 3 

turns to measurement and the empirical evidence comparing the levels of trust, corruption and 

economic growth between Western and Eastern Europe. 

 

2 MODEL 

 

Since the presence of social sanctioning and the establishment of trust determine how easily people 

can work together, it lowers transaction costs. This is so because informal self-enforcement of 

contracts due to social cohesion becomes possible without third party enforcement. Such voluntary 

collective good provision is sustainable as long as the sufficient level of trust is maintained. In 

general, more trust may serve as an additional and important production factor to the traditional 

ones of physical and human capital. In other words, more trust accumulation in e.g. Eastern Europe 

will lead to higher competitiveness, more jobs and more economic growth. 

 

Trust is closely related to corruption. The level of corruption is most likely to affect the level of 

‘positive’ trust. If somebody commits an illegal act against you, e.g. ignoring the formal rules of a 

contract, then the offender will be punished in a police and court system without corruption. It is not 

possible for the offender to use the gains from the crime and split it with the police and the judge. 

So, if both parties know that it does not pay to break the rules, they will adapt their behaviour and, 

by repeated encounters, build up trust and trust. Eventually, the high level of trust and the low level 

of transaction costs in the market will lead to the experience of significant aggregated benefits and 

agents no longer need formal contracts (Putnam, 1993; Bjørnskov 2003b; Fisman and Gatti, 2002). 

In contrast, a high level of corruption may lead to negative trust, that is, social network 

constellations which are harmful to economic growth. This is so because corruption, in the sense of 

low-quality institutions, hampers non-personal enforcement of rules. If it pays to break the rules, it 

is hard to build up trust, and the high level of transaction costs in the market will not lead to the 

experience of significant aggregated benefits, as agents would need more formal contracts. 
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When citizens cannot trust institutions in society and when everyone is not equal to the law, this 

unpredictability blocks the building of trust. This idea leads to the hypothesis that an agent’s trust in 

the quality of formal institutions (i.e. degree of corruption) will affect the level of trust beneficial to 

economic growth, because a high level of corruption means non-enforcement of contracts, and as 

such prevents building of trust among trading parties. 

 

One can argue that planned economies and massive state intervention lead to corruption. Heavy and 

complex approval procedures favour the bargaining position of bureaucrats. Often, as was the case 

in former communist Eastern Europe, bureaucrats had discretionary power so that they, on their 

own, could decide the outcome of a given case. This monopoly power is the source of corruption 

and bribery, and it can easily be hidden so that one favour today by the bureaucrat is returned at 

some point in the future. Overall, our decentralisation theory may be presented as depicted in Figure 

2. 

 

 

INSERT FIGURE 2 HERE 

 

 

The model in Figure 2 is parsimonious and heavily simplified. It provides an overall framework for 

the main causal links suggested in this Section. We simply argue that a political system which 

centralises power, firstly means more corruption, and secondly less trust. In total, these two factors 

lead to distorted policy outcomes affecting the business climate in general and economic decline 

Thus, political systems with heavy power centralisation, such as those identified in Eastern Europe 

before 1989, are more likely to destroy the presence of trust in society whereas decentralised 

political systems, such as those identified in Western Europe, are less likely to destroy trust 

implying relatively higher economic growth rates. 

 

Due to these socio-economic consequences, the concept of trust is of extreme interest to economists 

and other social scientists and it has far-ranging implications. For example, trust seems to be 

positively correlated with happiness, see Bjørnskov (2003a). In Section 3 we move on to look at 

two available measures for trust. 
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3 MEASUREMENT 

Concerning the measurement of trust, the first straightforward way to measure the general level of 

trust in society is simply to ask people directly. This has been done in the World Values survey 

(Inglehart et al., 1998). People were simply asked about trust in this way: ‘Generally speaking, 

would you say that most people can be trusted, or that you cannot be too careful in dealing with 

people?’ 

 

A second possible way to measure trust is Putnam’s Instrument. Putnam (1993) proposes a simple 

operational proxy: the density of voluntary organisations of any type. The voluntary organisations 

that Putnam refers to are the following: neighbourhood associations, choral societies, co-operatives, 

sports clubs, mass-based parties, tower societies, mutual aid societies, literary societies, guilds, 

unions. One example could be a sports club. In this case you would rather lend money to another 

player in your soccer club than to a stranger (see Paldam and Svendsen, 2000). 

 

By comparing the North and the South of Italy, Putnam (1993) finds that the density of voluntary 

organisations is much higher in the North than in the South. This difference should then explain 

why economic performance is much higher in the North than in the South. Putnam says that the 

reason why this difference in density of voluntary organisations occurs is due to the level of 

hierarchy. The North and South started on divergent paths back in the eleventh century and the 

South subjected to a hierarchical Norman kingdom, in the year 1100. This type of society reduces 

the amount of trust in leaders. Ordinary people and leaders are not interacting socially and do not 

build trust. So, the South experiences the Hobbesian outcome of amoral familism, ‘clientelism’, 

lawlessness, ineffective government, and economic stagnation (Banfield, 1958). The solution would 

then be to scale down the role of hierarchical state intervention so to avoid this ‘southern deadlock’ 

and thereby leave room for voluntary organisations. 

 

The World Values Survey (Inglehart et al., 1998) has asked about a similar topic to that of 

voluntary organisations; namely the density of civic participation in voluntary organisations. 
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Respondents were asked whether they participated in different civic activities, i.e. voluntary 

activities, including: (a) social welfare services for the elderly and deprived; (b) education, art and 

cultural activities; (c) local community affairs; (d) activities related to conservation, environment 

and ecology; and (e) work with youth. The density of civic participation is measured as the 

percentage of these civic activities in which an average respondent in a country is involved.  

 

In Section 4, we will look at the empirical results from using these two measures and in particular 

compare the level of trust found in the EU and Western Europe to the level found in Eastern 

Europe. This to identify whether two different political systems (capitalist democracy vs. 

communist central planning) would lead to two different levels of trust and eventually different 

economic growth rates. The result is important as it may guide EU decision-makers to improve the 

present institutional set-up where the Commission has a leading role. 

 

 

4: EMPIRICAL RESULTS 

4.1 Corruption Perceptions Index 

Let us try to compare the results between Western Europe and the former communist countries in 

Eastern Europe. As hypothesised in Section 2, the communist system centralised power in a way 

that made corruption thrive whereas individual Western European states presumably have less 

power centralisation thus experiencing a lower level of corruption.  

 

The Corruption Perceptions Index (CPI) was used for measuring the level of corruption at national 

level in the year 2000 (Transparency International, 2001). The score ranges between 10 (highly 

clean) and 0 (highly corrupt). So, high scores mean low corruption and low scores mean high 

corruption. Business people, risk analysts and the general public in 89 different countries were 

interviewed concerning their perceptions of the degree of corruption. Note that the index is based on 

subjective perceptions (how people think it is), which do not necessarily show how the situation 

really is. Note also that the CPI index is really an honesty index, as low values show corruption and 

high values honesty. 
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The results for the EU, Eastern Europe and the rest of the world are averaged in relation to their 

populations in Table 1.  

 

 

INSERT TABLE 1 HERE 

 

 

Country ranking is shown in parentheses after the score. Countries with the same scores get the 

same ranking. Therefore, the lowest ranking is number 56 (that of Nigeria) and not 89. The 

weighted averages in relation to population show that the level of corruption is relatively low in the 

15 individual EU member states with a 7.1 score, compared to the average level of 2.5 in Eastern 

Europe; i.e. the corruption level in Eastern Europe is almost three times higher than that of the EU. 

The United States is above the EU average with its 7.8 score. The rest of the World scores the 

average of 3.2. Finland tops the list as ‘totally clean’ with the maximum score of 10.0. The Finns 

fully trust that no corruption at all exists in their public sector. In contrast, Eastern European 

countries such as the Ukraine, Russia and Romania are at the bottom of the list with extremely low 

scores (1.5; 2.1 and 2.9) together with Third World Countries such as Nigeria with the lowest score 

of 1.2. Also the former Yugoslavia, probably after the Kosovo war, is remarkably low with a 1.3 

score. In the EU, Italy and Greece are at the bottom with scores of 4.6 and 4.9 respectively, whereas 

Estonia and Hungary are at the top in Eastern Europe with scores of 5.7 and 5.2 respectively. 

 

 

Table 2 suggests that a North-South divide seems to exist in the EU, with ‘Southern Europe’ 

(Luxembourg, Austria, Spain, France, Portugal, Belgium, Greece and Italy) facing significantly 

higher levels of corruption (weighted average 6.0) than those of Northern Europe (Finland, 

Denmark, Sweden, Netherlands, UK, Germany and Ireland (weighted average 8.3). The 

Scandinavian countries (Finland, Denmark, Sweden, Norway and Iceland) generally hold top scores 

reaching the impressive weighted average of 9.6 close to 10 and ‘corruption free’. 

 

INSERT TABLE 2 HERE 
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Note that non-corruption in France and Spain is below the EU average, thereby increasing the 

likelihood that politicians and bureaucrats from these two countries, such as EU Commissioners 

Edit Cresson and Manuel Marin, will be corrupt. In contrast, non-corruption level in the 

Netherlands, where non-corrupt EU bureaucrats such as Paul Van Buitenen come from, is above 

average (see Svendsen, 2003). Note also that low-level corruption countries generally have high 

Gross Domestic Product levels due to efficient collective good provisions, whereas corrupt 

countries – with much harmful redistribution and money ending up in the wrong pockets – have low 

Gross Domestic Product levels, see Tables 5 and 6 concerning Gross Domestic Product levels and 

Mauro, 1995).  

 

 

 

 

 

4.2  Trust 

Based on Section 3, we use data concerning two of the trust measures, namely generalised trust and 

civic participation, from forty countries in the World Values Survey (Inglehart et al., 1998); see 

Table 3. Note that Greece and Luxemburg are not represented in this survey so that we operate with 

only thirteen EU member states in this setting. 

 

 

INSERT TABLE 3 HERE 

 

 

Concerning social capital and trust, the first straightforward way to measure the general level of 

trust in society is simply to ask people directly. This has been done in the World Values Survey 

(Inglehart et al., 1998). People were simply asked about trust in this way: ‘Generally speaking, 

would you say that most people can be trusted, or that you cannot be too careful in dealing with 

people?’  

 

Here, the difference in general trust between the EU and Eastern Europe is less than when 

comparing corruption. On weighted averages, the EU scores 36.97 compared to 32.84 in Eastern 
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Europe. In the EU, France and Spain are at a strikingly low level, with respectively weighted 

average scores of 22.79 and 21.67. Russia is at a surprisingly high level with a weighted 37.45 

average score just above the EU average.  

 

Brazil and Turkey are isolated at the bottom of the list, with respective scores of 6.45 and 9.98. The 

United States is again, as in the case of corruption, above the EU average with a 51.06 score. Apart 

from the fact that the difference between the EU and Eastern Europe is less concerning levels of 

generalised trust than for levels of corruption, the results are similar. In relation to the total 

weighted average for generalised trust, the 15 EU countries are above average for other countries, 

whereas the Eastern European countries are below. 

 

Note that China holds the very high score of 60.30, matching the level of the Scandinavian 

countries which top the list again, as they did for corruption. Also we observe a similar pattern to 

that of corruption regarding a North-South divide in the EU, see Table 4 below. Here, Southern 

Europe faces significantly lower levels of generalised trust (30.12) than those of Northern Europe 

(43.98). Scandinavia takes the lead again (63.07).  

 

 

INSERT TABLE 4 HERE 

 

 

The second available way to measure trust was the Putnam Instrument, i.e. the density of voluntary 

organisations of any type. Here, we use the density of civic participation from the World Values 

Survey with data from 1993 as a rough proxy for the Putnam Instrument. Respondents were asked 

whether they participated in different civic activities, i.e. voluntary activities, including: (a) social 

welfare services for the elderly and deprived; (b) education, art and cultural activities; (c) local 

community affairs; (d) activities related to conservation, environment and ecology; and (e) work 

with youth. The density of civic participation is measured as the percentage of these civic activities 

in which an average respondent in a country is involved. 

 

As shown in the third column of Table 3 above, the EU has an average participation rate in the 

listed activities of 7.32 compared to 11.72 for United States and 2.18 for Eastern Europe. Other 
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countries average 3.23. The strong difference between the EU and Eastern Europe seems to confirm 

the idea that the abolishment of voluntary organisations during communist rule destroyed this type 

of trust. United States is at the level of Scandinavian countries and Switzerland is at the very top 

with an outstanding 46.64 score, probably due its unique canton voting system. (Frey and Stutzer, 

2002). In contrast, Romania, which experienced more than three decades of extreme dictatorship 

and political suppression under Nicolae Ceacescu (from 1967–89), is at the bottom in this sample of 

forty countries with a 1.37 score.  

 

Again, as shown in the third column of Table 4, Northern Europe generally holds higher scores than 

Southern Europe with its 9.74 score against 4.96. Scandinavia follows the pattern from corruption 

and general trust with its top score of 11.12 almost matching the 11.72 score of the United States. 

Overall, the two measures of trust seem related to economic growth: the higher the level of trust, the 

higher the production (see Tables 5 and 6 concerning average Gross Domestic Product per capita in 

the main regions). 

 

 

 

4.3  Economic Growth 

Figure 3 and Table 5 illustrate the economic growth in the EU, Eastern Europe and the United 

States from 1975–2000 measured in Gross Domestic Product per capita, current dollars (including 

inflation) and with figures adjusted for differences in purchasing power (PPP). In the EU figures, 

the four enlargements (by July 2002) have been incorporated, whereas Eastern Europe gradually 

covers more and more countries when the data has been available. 

 

INSERT FIGURE 3 AND TABLE 5 HERE 

 

 

As illustrated above in current dollars, the United States has the highest Gross Domestic Product 

levels from 1975–2000. In the year 2000, Gross Domestic Product per capita in the United States 

amounted to $34,142, compared to the weighted average of $23,654 in the EU, and $7,760 in 

Eastern Europe. The Gross Domestic Product per capita development in the EU lies between the 

two extremes of the United States and Eastern Europe. Within the EU, a North-South divide for 
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Gross Domestic Product also exists corresponding to those observed for corruption and social 

capital, see Table 6. 

 

 

INSERT TABLE 6 HERE 

 

 

As indicated, ‘Northern EU’ (Denmark, Finland, Germany, Ireland, Netherlands, Sweden and UK) 

has the weighted average of $24,756 compared to $22,633 in ‘Southern EU’ (Austria, Belgium, 

France, Greece, Italy, Luxembourg, Portugal and Spain). Scandinavia (Norway, Iceland, Denmark, 

Finland and Sweden) has an even higher weighted average than Northern EU, namely $26,282. 

 

In general, Eastern Europe is lagging behind the EU and Western Europe in economic terms which, 

according to our model in Section 2, could be explained by the power centralisation during 

communism again leading to widespread corruption and destruction of trust. The Czech Republic, 

for example, used to be among the richest countries in Europe before World War II (Aldcroft and 

Morewood, 1995).  

 

Note that Eastern Europe has on average not achieved much economic growth after 1989. Schjødt 

and Svendsen (2003) suggest that because the post-communist transitions after 1989 were non-

violent ‘velvet revolutions’, the old state monopolies were not removed. State monopolies have the 

small-group advantages in contrast to the large group of private firms, which are numerous and not 

yet organised. This leads to an asymmetrical pattern of lobbyism in favour of non-transition, which 

can only be mitigated by establishing dispersed political institutions that can increase the price of 

rent-seeking. For example, the centralised political institutions of the past were not replaced in 

Russia. Hence, Russia inherited both interest groups and political institutions of the late communist 

era – an unfortunate starting point for carrying out comprehensive economic reforms. In Russia, two 

dominant state monopolies from the Soviet era, namely the agrarian sector and the energy sector, 

succeeded in maintaining their rents and governmental protection (Åslund, 1995). However, early 

democratic elections and decentralisation of power may, as it happened in the Glorious Revolution 

in England, create economic growth and mobilise popular support among voters for further reforms 

(Svendsen, 2003). 
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5  CONCLUSION 

We hypothesised, that power centralisation could lead to more political corruption due to the 

monopoly power status of bureaucrats. Corruption again, which presumably would be hard to 

eliminate as bureaucrats would tend to defend ‘their’ rent, would then lead to a lower level of trust 

and hence slow down economic growth even further. We suggested it was so because a high level 

of corruption means non-enforcement of contracts and prevents the voluntary building of trust 

among trading parties. Rather, central power should be minimized and spread-out among 

democratic institutions to undercut rent-seeking groups by means of market liberalisation and free-

trade policies as efficient cartel-busters. 

 

A high level of corruption and the lack of trust in the government would negatively affect the level 

of trust and social capital among citizens. Indeed, when comparing the tables and weighted averages 

for corruption and trust, highly corrupt countries such as those in Eastern Europe, also tend have the 

lowest level of trust. In general, corrupt countries with the lowest levels of trust (measured as 

general trust and civic participation) also have smaller Gross Domestic Product per capita levels. A 

similar pattern is observed within Western Europe. In the EU, ‘Northern EU’ member states 

(Finland, Denmark, Sweden, Netherlands, UK, Germany, Ireland) generally hold less corruption, 

more trust and higher Gross Domestic Product per capita compared to ‘Southern EU’ member 

states. No wonder that the Northern light shines so bright! This is even more so for Scandinavia left 

alone (Finland, Denmark, Sweden, Norway and Iceland). Here, the average scores for corruption, 

trust and Gross Domestic Product per capita are significantly higher than those of ‘Northern EU’ as 

a whole. 

 

In perspective, the fate of Eastern Europe, as we saw in Section 4, which resulted in less collective 

action due to the absence of trust, could then be a lesson for how to decentralise power and 

accumulate trust in the future. Corresponding to the lessons from the sections above, the policy 

recommendations for building trust and better business climate may be summarised by the 

following three points. 
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Firstly, the lessons from Italy and Putnam (1993) suggest that the state must withdraw and 

minimize its role in the economy. The use of markets and free-trade, rather than centrally planned 

economy, leaves room for beneficial voluntary organisations and entrepreneurship. For example, 

the EU could withdraw from the Common Agricultural Policy (see Svendsen, 2003). Such a move 

would enhance free entrepreneurship and make it harder for harmful ‘rent-seeking’ interest groups 

to redistribute amongst themselves because less complex regulations and market conditions mean 

that the definition and enforcement of property rights would be simple and clear-cut thus enhancing 

general trust to and within the system. 

 

Secondly, state withdrawal should be combined with efforts to increase economic growth. For 

example, EU governance must present economic growth to gain trust among its supporters. Thus, to 

gain enough popular support for implementing the reforms necessary against special interest 

groups, the EU must strengthen the democratic element and decentralisation of power as soon as 

possible. In Russia, for example, a democratic election was not held until December 1993. This was 

damaging to economic growth because of extensive lobbyism, rent-seeking and state managers 

using this ‘window of opportunity’ for stealing all assets in their firms (Åslund, 1995, 311). Then, 

the EU should establish full market liberalisation and free-trade in one stroke on all fronts, and so 

undercut resistance from special interest groups. A rapid move makes it harder for individual 

interest groups to mobilize resources and block the market liberalisation thus making it easier to 

achieve economic growth in the near future. 

 

Thirdly, because the only sanction mechanism in voluntary groups is that of social ostracism, the 

setting for these effective social sanction mechanisms must be maintained. It is important to prevent 

voluntary groups with self-selection mechanisms beneficial to economic growth, from turning into 

harmful rent-seeking groups. As such, these voluntary groups should not be institutionalised and the 

sizes of such well-functioning voluntary groups should not be increased. In other words, the EU, for 

example, should avoid subsidizing ‘grass root’ movements. Otherwise, self-selection of 

entrepreneurs and the disciplining effect of repeated face-to-face interaction will vanish. So will 

trust among people when repeatedly exposed to free-rider behaviour and the single-minded pursuit 

of private rather than public interests. 
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Figure 1: Social capital and opportunism. 
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Figure 2: Power centralisation, trust and economic growth. 
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Table 1: Corruption in 89 countries, 2000 

Corruption Corruption Index 2000 Population, total 2000 
 
Finland 10.0 (1) 5,180,000
Denmark 9.8 (2) 5,340,000
Sweden 9.4 (3) 8,869,000
Netherlands 8.9 (6) 15,919,000
UK 8.7 (7) 59,738,900
Luxembourg 8.6 (8) 438,000
Austria 7.7 (11) 8,098,000
Germany 7.6 (12) 82,150,000
Ireland 7.2 (14) 3,794,000
Spain 7.0 (15) 39,449,780
France 6.7 (16) 58,850,000
Portugal 6.4 (18) 10,009,980
Belgium 6.1 (19) 10,252,000
Greece 4.9 (26) 10,560,000
Italy 4.6 (29) 57,679,000
EU 7.1 376,327,660

 
USA 7.8 (10) 281,550,000

 
Estonia 5.7 (21) 1,435,000
Hungary 5.2 (24) 10,022,000
Czech Republic 4.3 (31) 10,273,300
Poland 4.1 (32) 38,650,000
Lithuania 4.1 (32) 3,698,000
Belarus 4.1 (32) 10,006,000
Bulgaria 3.5 (37) 8,166,960
Slovak Republic 3.5 (37) 5,401,790
Latvia 3.4 (38) 2,416,900
Romania 2.9 (43) 22,435,000
Russia 2.1 (51) 145,542,100
Ukraine 1.5 (54) 49,600,000
Eastern Europe 2.5 307,647,050

 
New Zealand 9.4 (3) 3,830,800
Canada 9.2 (4) 30,750,000
Iceland 9.1 (5) 281,000
Norway 9.1 (5) 4,491,000
Singapore 9.1 (5) 4,018,000
Switzerland 8.6 (8) 7,180,000
Australia 8.3 (9) 19,182,000
Hong Kong 7.7 (11) 6,797,000
Chile 7.4 (13) 15,211,300
Israel 6.6 (17) 6,233,210
Japan 6.4 (18) 126,870,000
Botswana 6.0 (20) 1,602,000
Slovenia 5.5 (22) 1,988,000
Costa Rica 5.4 (23) 3,811,000
Namibia 5.4 (23) 1,757,000
Tunisia 5.2 (24) 9,563,500
South Africa 5.0 (25) 42,800,990



Malaysia 4.8 (27) 23,270,000
Mauritius 4.7 (28) 1,186,140
Morocco 4.7 (28) 28,705,000
Jordan 4.6 (29) 4,886,810
Peru 4.4 (30) 25,661,000
El Salvador 4.1 (32) 6,276,000
Malawi 4.1 (32) 10,311,000
South Korea 4.0 (33) 47,275,000
Brazil 3.9 (34) 170,406,000
Turkey 3.8 (35) 65,293,000
Croatia 3.7 (36) 4,380,000
Argentina 3.5 (37) 37,032,000
Ghana 3.5 (37) 19,306,000
Senegal 3.5 (37) 9,530,000
Zambia 3.4 (38) 10,089,000
Mexico 3.3 (39) 97,966,000
Colombia 3.2 (40) 42,299,300
Ethiopia 3.2 (40) 64,298,000
Thailand 3.2 (40) 60,728,000
China 3.1 (41) 1,262,460,000
Egypt 3.1 (41) 63,976,000
Burkina Faso 3.0 (42) 11,274,000
Kazakhstan 3.0 (42) 14,869,000
Zimbabwe 3.0 (42) 12,627,000
India 2.8 (44) 1,015,923,000
Philippines 2.8 (44) 75,580,000
Bolivia 2.7 (45) 8,328,700
Cote d´Ivoire 2.7 (45) 16,013,000
Venezuela 2.7 (45) 24,170,000
Ecuador 2.6 (46) 12,646,000
Moldova 2.6 (46) 4,282,000
Armenia 2.5 (47) 3,803,000
Tanzania 2.5 (47) 33,696,000
Vietnam 2.5 (47) 78,522,700
Uzbekistan 2.4 (48) 24,752,000
Uganda 2.3 (49) 22,210,000
Mozambique 2.2 (50) 17,691,000
Kenya 2.1 (51) 30,092,000
Cameroon 2.0 (52) 14,876,000
Angola 1.7 (53) 13,134,000
Indonesia 1.7 (53) 210,421,000
Azerbaijan 1.5 (54) 8,049,000
Yugoslavia 1.3 (55) 10,637,000
Nigeria 1.2 (56) 126,910,000
Other countries 3.2 4,132,207,450

Source: Transparency International (2001) and World Bank (2002). 



 

 

Table 2: Corruption in Northern EU, Southern EU and Scandinavia, 2000 

Country Corruption Index 2000 Population, total, 2000 
Finland 10.0 5,180,000
Denmark 9.8 5,340,000
Sweden 9.4 8,869,000
Netherlands 8.9 15,919,000
UK 8.7 59,738,900
Germany 7.6 82,150,000
Ireland 7.2 3,794,000
‘Northern EU’ 8.3 180,990,900 
Luxembourg 8.6 438,000
Austria 7.7 8,098,000
Spain 7.0 39,449,780
France 6.7 58,850,000
Portugal 6.4 10,009,980
Belgium 6.1 10,252,000
Greece 4.9 10,560,000
Italy 4.6 57,679,000
‘Southern EU’ 6.0 195,336,760 
Finland 10.0 5,180,000
Denmark 9.8 5,340,000
Sweden 9.4 8,869,000
Norway 9.1 4,491,000
Iceland 9.1 281,000
Scandinavia 9.6 24,161,000

 

 

 

 

Table 3: General trust, civic participation and population in 40 countries, 1993 

Country General Trust 
Index 1993 

Civic participation 
1993 

Population, total 
1993 

 
Sweden 66.10 (1) 10.94 (8) 8,718,600
Finland 62.72 (3) 10.66 (9) 5,066,000
Denmark 57.66 (5) 11.35 (7) 5,189,000
Netherlands 53.47 (6) 20.80 (2) 15,279,100
Ireland 47.36 (9) 8.04 (13) 3,563,300
UK 43.68 (10) 7.01 (14) 58,191,000
Germany 37.85 (14) 9.39 (12) 81,156,000
Italy 35.30 (17) 4.49 (21) 57,049,000



Spain 34.24 (19) 2.70 (29) 39,083,000
Belgium 33.50 (21) 10.05 (11) 10,084,500
Austria 31.82 (23) 5.97 (16) 7,988,500
France 22.79 (33) 6.08 (15) 57,469,500
Portugal 21.67 (35) 4.07 (23) 9,881,000

EU 36.97 7.32 358,718,500
 
USA 51.06 11.72 (5) 258,187,000

 
Russia 37.45 (15) 2.94 (28) 148,520,000
Poland 34.50 (18) n.a. 38,459,000
Lithuania 30.80 (24) 3.70 (25) 3,730,000
Bulgaria 30.39 (25) 3.13 (27) 8,472,000
Czech Republic 27.83 (27) n.a.  10,331,000
Estonia 27.57 (28) 5.45 (19) 1,517,000
Belarus 25.47 (29) n.a. 10,309,000
Hungary 24.58 (30) 2.41 (31) 10,294,000
Latvia 19.04 (36) 4.42 (22) 2,585,000
Slovak Republic 17.38 (37) 3.38 (26) 5,324,600
Romania 16.06 (38) 1.37 (32) 22,755,000

Eastern Europe 32.84 2.18 262,296,600
 

 
Norway 65.05 (2) 11.74 (4) 4,312,000
China 60.30 (4) 3.97 (24) 1,178,440,000
Canada 53.07 (7) 11.42 (6) 28,833,410
Iceland 43.60 (11) 11.35 (7) 263,800
Switzerland 42.60 (12) 46.64 (1) 6,938,000
Japan 41.70 (13) 12.79 (3) 124,536,000
India 35.43 (16) n.a. 898,200,000
South Korea 34.17 (20) 10.06 (10) 44,056,000
Mexico 33.45 (22) 5.37 (20) 87,953,640
South Africa 29.00 (26) n.a. 37,473,800
Argentina 23.30 (31) 2.58 (30) 33,848,460
Nigeria 23.20 (32) n.a. 104,891,900
Chile 22.70 (34) 5.77 (18) 13,771,200
Turkey  9.98 (39) n.a. 58,808,000
Brazil 6.45 (40) 5.86 (17) 155,038,500

Other countries 43.58 3.23  2,773,052,710

Source: Data from Inglehart et al. (1998) and World Bank (2002). 
 

 

 

 

 

 



 

Table 4: General trust, civic participation and population in Northern EU, Southern EU and Scandinavia, 1993 

Country General Trust Index 
1993 

Civic participation 
1993 

Population, total 
1993 

 
Sweden 66.10 10.94 8,718,600
Finland 62.72 10.66 5,066,000
Denmark 57.66 11.35 5,189,000
Netherlands 53.47 20.80 15,279,100
Ireland 47.36 8.04 3,563,300
UK 43.68 7.01 58,191,000
Germany 37.85 9.39 81,156,000

‘Northern EU’ 43.98 9.74 177,163,000
 
Italy 35.30 4.49 57,049,000
Spain 34.24 2.70 39,083,000
Belgium 33.50 10.05 10,084,500
Austria 31.82 5.97 7,988,500
France 22.79 6.08 57,469,500
Portugal 21.67 4.07 9,881,000

‘Southern EU’ 30.12 4.96 181,555,500
 
Sweden 66.10 10.94 8,718,600
Finland 62.72 10.66 5,066,000
Denmark 57.66 11.35 5,189,000
Norway 65.05 11.74 4,312,000
Iceland 43.60 11.35 263,800

Scandinavia 63.07 11.12 23,549,400
 
 
 

 

 

 

 

 

 

 

 

 

 



Table 5 Gross Domestic Product per capita in the EU, Eastern Europe and United States, 1975–2000 (current $, PPP) 

Year USA EU Eastern Europe
1975 8,162 6,090 2,680
1976 8,645 6,436 2,897
1977 9,255 6,856 3,257
1978 10,405 7,599 3,648
1979 11,863 8,775 4,289
1980 13,014 9,841 4,470
1981 13,928 10,334 4,810
1982 13,617 10,599 5,034
1983 14,111 10,651 5,148
1984 15,643 11,452 5,742
1985 16,905 12,332 6,031
1986 18,630 12,790 6,580
1987 20,725 14,385 7,000
1988 22,609 15,978 7,590
1989 23,113 16,227 9,026
1990 23,447 16,751 8,729
1991 23,630 17,354 7,929
1992 25,071 18,141 7,558
1993 25,955 18,299 7,094
1994 27,162 19,101 6,529
1995 28,284 20,199 6,649
1996 29,266 20,649 6,651
1997 30,123 21,015 6,757
1998 30,655 21,405 6,689
1999 32,158 22,416 7,174
2000 34,142 23,654 7,760

Notes: EU 1975: Belgium, Germany, France, Italy, Luxembourg and the Netherlands, Denmark, Ireland and the United Kingdom. 1981: Greece; 
1986: Spain and Portugal 1995: Austria, Finland and Sweden. Eastern Europe 1975: Hungary, Latvia, Romania, 1980: Bulgaria, 1984: Slovak 
Republic, 1987: Estonia, Belarus, 1989: Russian Federation, Ukraine, 1990: Lithuania, 1991: Poland, Moldova, 1992: Czech Republic. 

Source: World Bank (2002). 
 
 
 

Figure 3 Economic growth in the EU, Eastern Europe and United States, 1975–2000 (current $, PPP) 
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Source: Table 5 
 



Table 6 Gross Domestic Product (GDP) per Capita in Northern EU, Southern EU and Scandinavia, 2000 (in $) 

Country GDP per Capita, 2000 Population, 2000

 
Denmark 27,627 5,336,000
Finland 24,996 5,177,000
Germany 25,103 82,150,000
Ireland 29,866 3,794,000
Netherlands 25,657 15,919,000
Sweden 24,277 8,869,000
UK 23,509 59,738,900

‘Northern EU’ 24,756 180,983,900
 
Austria 26,765 8,110,240
Belgium 27,178 10,252,000
France 24,223 58,892,000
Greece 16,501 10,560,000
Italy 23,626 57,690,000
Luxembourg 50,061 438,400
Portugal 17,290 10,008,000
Spain 19,472 39,465,000

‘Southern EU’ 22,633 195,415,640
 
Norway 29,918 4,491,000
Iceland 29,581 281,000
Denmark 27,627 5,336,000
Finland 24,996 5,177,000
Sweden 24,277 8,869,000

Scandinavia 26,282 24,154,000
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