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THE ABILITY OF TRUST
TO INFLUENCE GDP
PER CAPITA

Abstract

The article explores social capital and its impact on economic development. This paper
aims to analyze the role of trust in the process of growth and economic development.
The interdependence of GDP per capita and trust level as an element of social capital
has been analyzed. The correlation between trust and GDP per capita in 43 countries
has been reflected. World Values Survey (WVS) was used to obtain empirical trust data.
To determine the relationship between confidence level and GDP per capita, the corre-
lation model was built. The regression coefficient b = 0.834 shows the average change in
the effective indicator. Thus, with an increase of 1 unit of trust, GDP per capita rises by
an average of 0.834. The coefficient of determination indicates that 60.68% of cases of
changes in trust lead to a change in GDP per capita. The result suggests that trust serves
as a tool in assisting the economic growth and company’s value. The study examines
the tools that help to build trust, as economic development as a whole depends on it.

Keywords social capital, trust, social networks, social norms,
business social responsibility
JEL Classification Al13, M14, M21, M48, O11

INTRODUCTION

The potential and processes of an economic network in a post-indus-
trial economy directly depend on trust at both the macro and micro
levels. Purposeful activity on the formation and development of trust
allows using social capital to increase the efficiency and competitive-
ness of both individual enterprises and the entire economic system.

The social capital analysis requires assessing the factors of the forma-
tion and destruction of trust in the country. Such factors are the firm’s
stable relationships with counterparties, staff stability, reputation in
the media, independent analytical rankings, investment rankings, etc.

For research, social capital is important to generate output data, which
includes data on key stakeholders of the enterprise, their relationships,
cost of social capital formation, factors of formation and destruction
of trust in the company from internal and external stakeholders (busi-
ness capital formation).

This paper investigates whether social capital has an economic payoft.
The paper focuses primarily on the role of trust, as authors feel it is
the most important indicator of social capital. The empirical measure
that they use to proxy for trust is based on WVS question. The results
of Knack and Keefer (1997) point to a statistically significant effect of
trust on growth. They state: “The coefficient for trust indicates that a
ten percentage point rise in that variable is associated with an increase
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in growth of four-fifths of a percentage point”. Trust — again measured by the “generally speaking” ques-
tion — has a positive and significant impact on economic growth.

Macroeconomic reasoning regarding the transaction-cost-reducing effect of trust is based on the micro
insights derived mainly from management and organization studies. Given that trust is a multi-level
phenomenon, its measurement becomes even more important. Implicitly, many economists assume that
the measurement of trust using this World Values Survey question captures the micro aspects.

The article does not intend to diminish the value of past research, but rather to broaden the correlations
between social capital and economic development, not only at the state but also at the enterprise level,

based on their past results.

1. THEORETICAL BASIS

The results of the existing research on social cap-
ital indicate that trust is an important factor con-
tributing to economic growth as it has an impact
on the macro and micro levels of the economy.

Arrow (1972) attributed the backwardness of an
economy with a low level of trust, or none at all
since any economic transaction has a trust factor.
Thus, he argued that a significant number of de-
veloping countries could not accelerate economic
development due to a lack of mutual trust.

Fukuyama (1995) noted that trust is a key factor of
economic development. He considered social cap-
ital as a form of materialized trust. People without
trust can only cooperate within a system of formal
rules and regulated systems. Such systems lead
to unjustified growth in transaction costs, which
hinder business growth and, as a result, the state.
That is, the mistrust that is widespread in society
imposes additional taxes on all economic activity
that a high-level society does not pay.

Putnam, Leonardi and Nanetti (1993) examined
the correlation between economic development
and trust. They showed that social capital con-
tributes to economic growth in various ways, but
there is a threat that economic development can
destroy social capital.

The impact of the war on the economy and soci-
ety is undeniable. The study of social capital rais-
es the question of its impact in times of war. First,
its manifestation is observed in the association
of citizens aimed at pursuing any common inter-
ests. This trend is confirmed by Tocqueville (1864).

http://dx.doi.org/10.21511/ppm.18(1).2020.26

He succeeded in proving that the desire of the
Americans to unite to meet the common needs
and common interests was a prerequisite for de-
mocracy. Social capital, which is the origin of the
group, contributes to the growth of cooperation,
improves management efficiency and the level of
socialization. The result is a strengthening of col-
lective norms and trust.

Hilary and Huang (2016) note that companies op-
erating in regions where trust is more prevalent (us-
ing a general social trust survey) are less affected
by agency problems, are more profitable, and have
higher rates, while Hasan, Hoi, Wu, and Zhang
(2016) found that firms operating in regions with
higher levels of social capital have moderately better
borrowing conditions and lower transaction costs.
Social networks as an element of social capital are
the subject of individual research. Networks that
are more trusted than other types of networks tend
to share more complete and confidential informa-
tion. This is due to sustained interaction and a situ-
ation where counterparties trust each other.

According to Rudziewicz (2016), lack of trust in the
enterprise or between enterprises destroys social
responsibility. The effects of distrust lead to poor
product and service quality, diminishing custom-
er and employee satisfaction, as well as company
profits, limiting its development prospects.

Boele and van Vlissingen (2018) note that a strong
reputation, transparent reporting, and a ‘do not
harm’ approach are certainly important ways to
maintain trust. Collectively, all are necessary in-
puts to enhancing trust, but other shifts and new
capabilities are required in response to the current
trust crisis.
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Whiteley (2000) analyzed GDP per capita growth
in 34 countries and found a relationship between
trust and economic growth. All trust indicators
are positively correlated, and they have the same
significant impact as social capital on economic
growth.

Empirical studies of Neira, Vazquez, and Portela
(2008), Helliwell and Putnam (1995), Peiro-
Palomino and Tortosa-Ausina (2015) indicate
that the level of social capital region or country is
positively correlated with its economic indicators.
Society and business must clearly understand that
trust is a real investment that requires resources:
financial, intellectual, labor, innovation, and more.
Formation, existence, and accumulation of social
capital is the prerequisites for the development of
a modern business environment.

New research on social capital aims at quantify-
ing it at the enterprise level and demonstrating
its quantitative and qualitative impact on the
firm’s economic performance (Engbers, Rubin, &
Aubuchon 2017; Oh, Lee, & Bush, 2014). The ques-
tion of major risks in the creation of social capital
and the destruction of trust, especially in times
of economic crisis, remains relevant. That is, how
companies can influence the preservation or res-
toration of social capital, formal and informal net-
works and associations, which may be threatened
or destroyed in crises.

Formation of counterparty loyalty occurs at the
expense of advertising costs, expansion of the
customer base, maintenance of the high quality
of products (an increase of the consumer value of
the offer), high standards of service, reduction of
prices.

Social capital in relation to suppliers is the trust of
market contractors, which reduces the degree of
uncertainty and riskiness in the enterprise, allows
optimizing costs, and improving product quality.

Corporate social responsibility is a tool for increas-
ing the level of trust and the formation of social
capital. Research shows the significant benefits of
CSR for business. Advantages include increasing
the market value (Edmans, 2011; Flammer, 2015;
Harjoto & Jo, 2015), reducing the risk and cost of
capital raised (Dhaliwal, Radhakrishnan, Tsang,
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& Yang, 2012; El Ghoul, Guedhami, & Kim, 2017),
increasing the level of ease of investment attrac-
tion (Cheng, Ioannou, & Serafeim, 2014). The
same studies indicate that businesses with better
CSR rates minimize information asymmetry both
within the firm and between key stakeholders.

Corporate social responsibility generates trust
within the enterprise, creates a special internal
environment that stimulates innovative process-
es, propensity for learning and experimentation,
which is extremely important for the development
of human and intellectual capital. Corporate social
responsibility of the enterprise takes into account
the values of the main shareholders, customers,
and employees, and promotes their trust in the
enterprise. Corporate social responsibility is im-
portant for achieving a high level of employee sat-
isfaction, improving the efficiency of doing busi-
ness, innovative activity. Corporate culture has an
impact on value growth in three ways: increasing
the work motivation and involvement of employ-
ees in the work process, increasing the company’s
reputation as an employer, improving the ethics of
communication with clients and partners.

The value of effective corporate social responsibili-
ty is reflected in the market value of the enterprise.
Complex financial structure and non-transparent
corporate governance have a significant impact on
cost reduction. The significant role of corporate
social responsibility in creating social capital and
building trust in an enterprise is conditioned by
the fact that it ensures a balance of interests be-
tween shareholders, staff, clients, and the public,
and determines strategic decisions that promote
responsible and ethical business conduct.

Thus, it is corporate social responsibility that the
company set of dominant values and behaviors
plays a decisive role in the formation of trust at
the micro-level.

Lins, Servaes, and Tamayo (2015) found that dur-
ing the 2008-2009 financial crisis, firms with high
social capital, measured as corporate social re-
sponsibility (CSR) intensity, had stock returns that
were four to seven percentage points higher than
firms with low social capital. High-CSR firms also
experienced higher profitability, growth, and sales
per employee relative to low-CSR firms, and they

http://dx.doi.org/10.21511/ppm.18(1).2020.26



raised more debt. This evidence suggests that the
trust between the firm and both its stakeholders
and investors, built through investments in social
capital, pays off when the overall level of trust in
corporations and markets suffers a negative shock.

The data used in the study were obtained from
World Values Survey (WVS). WVS is the largest
research project to study the values and beliefs of
people in the world. Data were used from the lat-
est wave of surveys for 2010-2014. According to
the World Values Survey, using a sampling meth-
od as a data collection method, a systematic and
standardized approach to collecting information
through surveys of representatives of different na-
tionalities and residents of different countries, has
created a chart that allowed showing the depend-
ence of economic development of 43 countries on
the level of trust in society. The main stages of a
sample survey are questionnaire, sampling, data
collection and analysis.

2. RESULTS

To ensure sustainable economic development, it
is important to accumulate not only physical but
also social capital. Trust in this case is one of the
main representative factors of social capital from
an economic point of view, as more and more re-
search shows the dependence of economic growth
on social capital.

Knack and Keefer (1997), Zak and Knack (2001),
and Beugelsdijk, De Groot, and Van Schaik (2004),
have been considered important studies on the
dependence of economic development and trust.
Beugelsdijk, De Groot, and Van Schaik (2004)
found that in contrast to the findings of Knack
and Keefer (1997), the results on trust and growth
obtained by Zak and Knack (2001) were robust.
Zak and Knack (2001) add 12 less developed coun-
tries to the sample of 29 countries used by Knack
and Keefer, and it results in increased variance on
the lower side, i.e., low trust countries, resulting in
increased robustness.

Sample-specific effect is shown in Table 1, which is
taken from Beugelsdijk, De Groot, and Van Schaik
(2004). It shows the effect of adding countries to
the sample of Knack and Keefer (1997). Countries

http://dx.doi.org/10.21511/ppm.18(1).2020.26
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are added according to their trust score, from high
to low. Using extreme bounds analysis and con-
trolling for a large number of additional variables,
the third and fourth columns show the effect on
the mean effect size of the estimated coefficient of
trust and the fraction of significant estimates of
trust, respectively.

Table 1. Effects of the composition of the sample
on trust using EBA analysis

sample (country Mearj value Ffacjcif)n of
Step R . of estimated : significant
(N) added to previous coefficient of coefficients
sample) i trust (%)
99 Knack and Keefer . 0.030 45
oo s@Mple (29 countries
?500) Greece (GRC) 0.025 0.9
31 . Oman (OAN) 0.036 11.2
A B e
32 New Zealand (NZL) 0.037 16.6
20 T e e
33 i Luxembourg (LUX) 0.036 17.6
B B e
B T s O
35 Ghana (GHA) 0.040 28.1
) B e
36 . Uruguay (URY) 0.042 49.2
) B S
37 Bangladesh (BGD) 0.042 427
I B e
5’184) i Venezuela (VEN) 56.2
(3190) Colombia (COL) 67.2
40(6), LoL6
41 (5) i Peru (PER) 99.9

The result indicates that countries with weak in-
stitutions and low confidence lack economic de-
velopment. Beugelsdijk, De Groot, and Van Schaik
(2004) also found that the effect of the trust var-
iable on growth is dependent on the underlying
sample (see column 3 of Table 1).

The work of Arrow (1972) is one of the most im-
portant studies concerning the dependence of
GDP per capita on the level of trust in society. The
study states, “Virtually every commercial transac-
tion has within itself an element of trust, certainly
any transaction conducted over a while.”

Table 2 presents the results of the application of

this method to the sample of Zak and Knack (2001).
Next to the variables belonging to the standard
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growth model, it shows the results of the two trust
variables reflecting the below-mean trust coun-
tries and the above-mean trust countries.

Table 2. Sub-sample estimation of trust

Source: Data are taken from Zak and Knack (2001).

Variables Results
Constant I -1.60 (0.77)*
Initial GDP per capita 1970 -0.274 (0.088)**
Price of::i:ﬁvestmen:‘é: 0176 (0.035)**
Years of‘gducaﬁonw _-0.084 (0133)
Trust 1: low trust countries 0.064 (0.028)*
Trust 2:::?:1:igh trust (i:jicj)untries 0009 (0.028)
R-squared 0.54
vy
Dependent = growth 1970-1992
Method = OLS

Note: The figure in parentheses reflects the standard error;
**p <0.01,8 p<0.05.

The mean value of trust in this sample is 32.35
(technically, the two trust variables are created
by applying the following spline function trustl
= min (trustinit, 32.35) and trust2 = max (trust-
init, 32.36). Table 2 shows that trust is only signifi-
cant in the low trust part of the sample, coinciding
with the developing countries. Besides, it shows
that the effect size differs considerably between
the two sub-samples, 0.064 in the low trust part
and 0.009 in the high trust part.

development, the results of Table 2 suggest that the
trust variable is significant in the developing coun-
tries (with low scores on trust) and not significant in
developed countries (with high scores on trust).

WYVS data for 2014 indicate a stronger correla-
tion between confidence and GDP per capita. The
study compared trust levels in 43 countries with
their GDP per capita in 2014. The chart below con-
firms the authors” assumptions.

The linear regression equation:

y=bx+a. 0]
The estimated regression equation (constructed
from sample data) will be of the form:
y=bx+a+e, )
where & - random error (deviation, perturbation),

a and b, respectively, of the estimated parameters
a and [ of the regression model.

Since the deviations ¢, for each particular observa-
tion 7 are random and their values in the sample
are unknown, then:

1) from observations x, and y, only estimates of
This implies that, whereas Knack and Keefer have the parameters a and B can be obtained;
argued that their negative interaction effect suggests
that the effect of trust on growth is larger for less 2) the estimates of the parameters a and p of the
developed countries with lower levels of economic regression model are, respectively, the values of
Source: World Value Survey (2014), IMF (2014).
70
60
50
40
30
20
10
0
& @ ® 9 ¢ ® > W T c ¢ 9o Y ©@ H @ © c © Y bH c
5 £ 5 5 S 5 8 6 £ £ 2§ (2P L5 i8S E S
= £ 5 35 B E X £ © ¥ & w g ¢ T 9 5 ¢ 2 Z
< % £ & F 4 5 @ = £ 3 %5 z 2 § 3% 28 22 %
o< < ° 34 < = xx B 9 T o
< o o g ] e S g N
T N o o ° £ S
9 o
Trust ——GDP per capita

Figure 1. The correlations between trust and GDP per capita

306

http://dx.doi.org/10.21511/ppm.18(1).2020.26



Problems and Perspectives in Management, Volume 18, Issue 1, 2020

a and b, which are random in nature, because

*\2 .
match a random sample; to estimate the param- §= Z (y PV ) > min. (3)

eters a and [, the least-squares method was used.

The system of normal equations:

The least-squares method gives the best (consist-

ent, effective, and unbiased) estimates of the pa- a-n+b-Yx= ¥,

rameters of the regression equation. The criterion
can be denoted as follows:

Table 3. Regression parameters

)

Country © x(trust) | y(GDP percapita) x2 y? Xy
Algeria : 17.2 : 15.44 : 295.84 238.3936 265.568
i 14.8 18.076 219.04 326.7418
19.2 20.537 368.64 421.7684 394.3104
51.4 52.373 2641.96 2742.9311
10.9 10.176 118.81 103.551
71 16.154 50.41 260.9517
32.6 20.003 1062.76 400.12
12.4 25.978 153.76 674.8565
303 53.023 918.09 2811.4385 1606.5969
7.2 11.718 51.84 1373115
39 34.096 1521 1162.5372 1329744
8.8 11.485 77.44 1319052 101.068
446 52.559 1989.16 2762.4485 2344.1314
5 6.452 25 41.6283
48 64.216 2304 4123.6947
16.7 7.874 278.89 61.9999 131.4958
30 17.659 900 311.8403
35.9 44.227 1288.81 1956.0275
38.3 27.55 1466.89 759.0025
13.2 9.433 174.24 88.9815
9.8 14.684 96.04 215.6199
10 11.469 100 131.538
12.4 20.602 153.76 424.4424
12.3 8.933 151.29 79.7985
66.1 56.383 4369.21 3179.0427
55.3 40.135 3058.09 16108182
15 6.027 225 363247
8.4 14.224 70.56 2023222 ¢ 1194816
32 8.936 1024 798521 28595
222 31.939 492.84 10200997 ¢ 709.0458
77 26.447 59.29 699.4438 1
19.9 36.746 396.01 13502685 | 731.2454
233 13.675 542.89 187.0056 318.6275
19 40.139 361 1611.1393 762.641
60.1 52.984 3612.01 2807.3043
321 19.476 1030.41 379.3146
15.5 12.372 240.25 153.0664 = 191766
116 27.956 134.56 781.5379 324.2896
23.1 9.283 533.61 86.1741
215 13.366 462.25 178.65
34.8 62.606 1211.04 39195112 ¢ 21786888
13.8 23.274 190.44 5416791 1 3211812
139 7665 19321 87522 . 1065435
993.6 1078.35 © 33600.58 39251.835 33796.2383

http://dx.doi.org/10.21511/ppm.18(1).2020.26
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a-Ix+b-Tx =T y-x. 6) oz 3379624 ses050  a
n 4
To calculate the regression parameters, we construct
the calculated regression parameters (Table 3). Sample variances:
2
For the data, the system of equations is as follows: S? ( x) = Zi —x%= (15)
n
43a+993.6b =1078.35, (6) _ 336‘(1):(3).58 23.107% = 247 48,
993.6a +33600.58b =33796.238.  (7)
Let us multiply the equation (1) of the system by g2 ( ) _ ny =2
(-23.107), then, the system is obtained being solved Y n Y (16)
by the algebraic addition method.
= 3925184 25.078% =283.93.
—993.6a—22959.115b = —24917.433, () 43
Standard deviation:
993.6a +33600.58b =33796.238.  (9)
S(x)=4/S*(x)=+247.48=15731,  (17)
getting 10641.465b = 8878.805,
S(y)=4/8*(¥) =+/283.93 =16.85. (18)
where b = 0.8344.
Correlation coeflicient b
Now the coefficient “a” is found from equation (1): _
b= Xy _)?.)—} _
43a+993.6b =1078.35, G (x) - (19)
43a=249.33, U0 785950-23.107-25078 _ oo
a=>5.7984. - 247 .48 - ’
The empirical regression coeflicients are obtained:
b=0.8344, a = 5.7984. a=y—-b-x=5.7984. (20)
Regression equation (empirical regression Covariance:
equation): _
cov(x,y):x-y—)?-)_/: (21)
»=0.8344x+5.7984 () = 785.959-23.107-25.078 = 206.48.
The empirical regression coeflicients a and b are Communication tightness indicator:
only estimates of the theoretical coefficients i, and o
the equation itself reflects only the general tenden- ,oo XY Xy _
cy in the behavior of the variables in question. vog ( x) .S ( y) (22)
2.1. Parameters _ 785.959-23.107-25.078 —0.779.
of the regression equation 15.731-16.85
Sample averages: The linear correlation coeflicient takes values from
-1 to +1.
x= 2% 938 o307, (12)
n 43 The relationship between the symptoms can be
_ 2y, 107835 weak and strong (close). Their criteria are graded
y= N =25.078, 3) on the Cheddok scale:
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0.1<r, <0.3:weak;
03<r, <05 :moderate;
0.5<r, <0.7:noticeable;
0.7<r, <0.9:high;
0.9 <r,, <l:veryhigh.

In this case, the connection between the sign Y
and factor X is high and direct.

Besides, the linear pair correlation coefficient can
be determined through the regression coefficient b:

S(x) 15.731

Problems and Perspectives in Management, Volume 18, Issue 1, 2020

Linear regression equation:
y=0.834x+5.798.

The regression coefficient b = 0.834 shows the av-
erage change in the effective indicator (in units of
measure y) with an increase or decrease in the val-
ue of factor x per unit of measurement. With an
increase of 1 unit of trust, GDP per capita rises by
an average of 0.834.

2.3. Coefficient of determination:
R*=0.779° =0.6068

r.,=b =0.834———=0.779. (23) The coeflicient of determination indicates that
S(y) 16.85 60.68% of cases of changes in x lead to a change
in y. The accuracy of the selection of the regres-
2.2. Regression equation: sion equation is average. The remaining 39.32% of
the change in Y is explained by factors not taken
X—X — into account in the model (as well as specification
Y, =Ty S(y)+y=
S ( x) errors).
(24)
=0.779 x—23.107 16.85+25.078 = The correlation between GDP (in US dollars) per
capita and trust of countries, plotted in a chart
=0.834x+5.798. diagram.
Source: World Value Survey (2014), IMF (2014).
70
64,216
1 =0.834x+5.798, R* = 0.6068 62.606 .
L]
60 56383
53,023 52,559 52373 52981 @
® ° ° e
50
44,227
40.139 ¢ 40,135
40 38.746 o
- ° 341096
£ 31.939 e
= [ ]
30 2&4433193?8 27,53
o  W274 ¢
20,62 20,537 2P
20 17.65%
L ]
10
0
0 10 20 30 40 50 60 70

GDP per capita

Figure 2. The correlations between trust and GDP per capita in the European countries
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The dependence of GDP per capita on confidence
has been studied. At the specification stage, paired
linear regression was chosen. Its parameters are
estimated by the least-squares method. The statis-
tical significance of the equation is verified using
the coefficient of determination. It is established
that in the studied situation, 60.68% of the total
variability of GDP per capita is explained by a
change in the level of confidence.

3. DISCUSSION

The problem of the developing country, its regions,
and enterprises through increasing competitive-
ness is extremely important. This problem is par-
ticularly acute for countries with fragile econo-
mies. A productive theory to justify approaches to
finding ways to solve problems in the country is
the concept of social capital and trust. Within the
framework of this concept, it is possible to iden-
tify resources that will be basic for economic and
social development and to evaluate non-economic
factors of development. However, despite the con-
siderable amount of research on social capital, this
concept is not yet fully used; there is no full under-
standing of it and its prospects. This is due, first,
to the lack of approaches to its evaluation and the
complexity of measurement.

The development of war-affected states today is
unlike the needs of disaster-stricken states or
Western Europe after the end of World War II.
The biggest difference is that rebuilding countries
tend to be “weak” when they are required to have
a broad institutional capacity.

Assessment :
Choice

of counterparty

of counterparty
competence

When building institutional capacity, the basis
for its effective functioning is a socio-economic
system capable of quality growth and self-devel-
opment. Given that Ukraine is a country with di-
verse conditions for development in the regions,
it is important to emphasize the lack of a single
model of transformation.

Today, businesses seeking growth and develop-
ment are increasingly paying attention to the for-
mation of social capital. This problem is of par-
ticular relevance to us in the context of hybrid
warfare. Thus, a new requirement is put forward
for the management system: increasing the level of
trust as an element of social capital, internally and
with contractors. Trust building is considered at
two levels: trust that exists within businesses and
trust between businesses.

Figure 3 presents the process of developing trust
between counterparties.

Competency assessment can be important as an in-
dicator of the counterparty’s ability to work togeth-
er over the long term. This is because competence is
tangible and is generally considered an early stage
of trust-building. Trustworthiness is formed when
contracting. As cooperation begins, it is anticipat-
ed that business-to-business friendliness will affect
information sharing, communication, and quality
control. The clear fulfillment of the contract terms
leads to increased cooperation. This enables, in times
of hybrid war, to keep in touch with businesses.

Other factors influence the formation of trust
within the enterprise. Social capital concerning

Development
of partnership
interaction

Partnership
contract

* Project * Performance
evaluation evaluation

e Ability * Measuring
assessment the social

* Reputation responsibility
assessment level

¢ Risk analysis * Evaluation of
* Measuring the cooperation
ability to solve prospects
problems * An analysis of
the ability to

form a network

Figure 3. The process of developing trust between contractors
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shareholders is the shareholders’ trust in the com-
pany, its management, and its policies. It is nec-
essary to note the “double” role of shareholders
in the process of building trust as an element of
social capital. On the one hand, under their in-
fluence, corporate culture is formed; on the oth-
er hand, they provide capital inflows. The role of
controlling shareholders in the formation of social
capital is key. They define corporate culture and
shape common norms and values that are impor-
tant in building trust with other stakeholders.

Ukrainian enterprises do not consider social cap-
ital as an object of investment, but develop some
of its elements in the context of implementing the
concept of sustainable development. Yet, non-fi-
nancial and integrated reporting of the most
transparent enterprises does not contain informa-
tion on the formation of social capital. However,
virtually every business is engaged in charity, vol-
unteering, social work with the community.

Social capital can be external and internal because
it is formed in interaction with both the external
(buyers, suppliers, creditors, investors, society)
and internal (shareholders, employees, manage-
ment) environment. The internal capital has a
significant impact on external one. Thus, the cor-
porate culture depends on the shareholders and
management, which builds the trust of external
stakeholders in the enterprise, its products, and
activities in general. Therefore, social capital anal-
ysis is a process of gradual assessment of the level
of stakeholder trust.

Considering the formation of social capital at the
micro level, and taking into account the structural
elements of the Legatum Prosperity Index (2019),
it can be concluded that charity, volunteering,
community work, and concern for workers are
factors for the development of social capital. In as-
sessing social capital at the meta, macro and micro
levels, indicators such as the level of trust and the
number of social groups in society are key. Despite
the relativity of this indicator, it is important for
forming the socio-economic policies and assess-
ing the degree of social development.

Speaking of increasing trust, several elements

need to be addressed: 1) the essential character-
istic of trust is the fact that it is embodied in the

http://dx.doi.org/10.21511/ppm.18(1).2020.26
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social relations of the subjects, and not in the
subjects or objects as such; 2) being essentially a
public good, trust grows in the process of its use;
it builds strong relationships based on engage-
ment, embodied in the creation of shared values;
3) manifesting itself in social relations, trust reflects
the structure of relationships and can be useful in
analyzing the social structure of society. Being in-
volved in a particular network of relationships at a
certain social level allows the entities to use the re-
sources of that network to achieve their goals.

According to marketing agency Cone/Roper
(Cone Communications, 1993), 78% of adult con-
sumers are more likely to buy goods from a com-
pany whose product is associated with a “good
cause”. More than 86% of European consumers
tend to buy products from companies that are in-
volved in socially significant projects.

Besides, corporate social responsibility increases
the level of trust between employees, promotes
cohesion, mutual support, cooperation, social
interaction, and provides a reduction of staff
turnover, increase of professionalism, increase
of productivity, collective growth of knowledge,
improvement of product quality. These aspects
affect social capital as they increase the motiva-
tion to increase the professionalism of employ-
ees, which increases the value of social capital.
Corporate social responsibility has been identi-
fied as a key tool for generating social capital and
increasing trust in the enterprise. CSR defines
the parameters of corporate governance, which
promotes the trust of contractors of all levels and
improves the efficiency of the enterprise’s activity.
Trust creates the conditions for a willingness to
act together, which can be seen as an indicator of
trust measurement. The result suggests that trust
serves as a tool in assisting economic growth and
company’s value.

An important aspect of internal social capital
formation is the fair distribution of income re-
ceived by the enterprise. The sources of internal
social capital formation are the integrity, reliabil-
ity, and responsibility of the enterprise concern-
ing staff, that is, actions that maintain trust in
the enterprise of its employees. Sustainable enter-
prise credibility helps reduce any risk associated
with hybrid war.
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In most cases, trust is the result of the firm’s strong
relationships with suppliers, customers, contractors,
distributors. Despite differing definitions of trust,
trust is generally considered an important process
of network and partnership development, and part-
ners are expected to rely on commitment. In practice,
trust is associated with activities that help establish a
reputation, form an alliance, share the information,
and effectively develop a common cause. Trust can
be viewed from different levels, such as interpersonal,
organizational, inter-firm, and international levels in
the field of cross-border cooperation.

Social capital is considered and represented as a lim-
ited real or potential social interaction resource. It
can reproduce collective accumulation and convert
to other forms of capital. The social capital of the
group, enterprise, and society as a whole is formed
based on the values of trust, which are the basis of
the system of social interaction, the socio-cultural
regulator of a higher systemic level than other com-
ponents of social capital. The enterprise has a mech-
anism for reproducing social capital, which includes
a system of values, norms, and rules of conduct, and
in particular rules of mutual assistance. Trust acts as
a basis for social and economic cooperation, internal
and external organizational unification processes.

Society’s trust in business is particularly dimin-
ished in times of crisis. Accordingly, depending
on the strategy that a company develops during a
crisis, its social capital can both increase and de-
crease, down to a negative value. Keeping up with
the positive trend requires finding new ways of en-
gaging business with its stakeholders and working
with counterparties to build a sustainable busi-
ness partner network.

Trust develops based on the synergy of compe-
tence and further development of relationships in

the long term. The proposed process can be refined
through quality trust studies. Research can better
help consider the stages of trust development, as
well as identify the main areas for decision-mak-
ing and the mechanism for increasing trust within
each stage.

Such social capital is realized if they find mutual
understanding, which is transformed into a mar-
ket mutually beneficial interaction. Strategic re-
lationships can be built in different forms — mar-
keting agreements, alliances, joint activities. The
success of these relationships depends on many
factors, including the ability to work together to
achieve common goals, the fulfillment of prom-
ises, openness, and flexibility, taking into account
the interests of partners, the ability to make long-
term forecasts. The interaction of enterprises
within professional associations, industry associ-
ations, and unions enables them to improve the
business environment and increase the invest-
ment attractiveness of the industry. Such forms of
cooperation avoid the effects of fierce competition
in the form of price wars and unfair competition.
However, such cooperation should not facilitate
the implementation of anti-competitive strategies
and evasion of antitrust regulation.

Business is a major entity that directly affects the
economy. Thus, a low level of trust in the enter-
prise indicates a low level of trust in the state and
vice versa. To ensure sustainable development, it
is necessary to increase trust not only in govern-
ment institutions, but companies need to formu-
late their corporate social responsibility policies as
the main tool for increasing trust. Firms should
incorporate CSR practices to enhance their stra-
tegic investment and sustain a strong relationship
with its stakeholders for building a sustainable so-
cial network.

CONCLUSION

Today, the state, businesses, and investors are becoming more aware of the importance of social re-
sources for development. This is especially important for businesses. Each enterprise has its specificity
depending on the accumulated capital, material, human, and social. At the same time, it is important for
management to define a strategy and build a management policy so that it is consistent with the goals
and interests, first of all, of its employees and the population of the region where the enterprise is located.
Changing priorities in this direction helps to create complex social tasks with minimal cost. The study
aims to identify the factors that influence the formation of trust at the state and enterprise levels. For ex-
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ample, if Ukraine raises the level of trust to the one in Taiwan (approximately a one-standard-deviation
increase), the growth rate would increase by almost 1%. The significance of the relationship depends to
some degree on the inclusion of other variables that simultaneously affect growth. Controlling for pos-
sible endogeneity of trust, the analysis provides strong evidence that trust actually causes growth. An
increase in trust by 1-unit leads to an increase in per capita GDP by an average of 0.834 units.

However, trust is strongly related to variables of economic development that promote growth but also
affect trust, which gives rise to a reverse effect from growth to trust, especially in the long run. The study
of trust requires the study of multidisciplinary sources: economics, sociology, psychology, behavior, and
management. Within a company, trust can be interpreted as an extension of interpersonal trust based
on acquaintance between people in a previous interaction. In a business network, enterprise perfor-
mance is largely dependent on trusting relationships between individuals and groups. At the macroeco-
nomic level, trust continues to interact with institutions and organizations, especially in transnational

cooperation.
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